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Abstract
Organizational Structure includes a firm’s formal role configuration, procedures, governance, and control
mechanisms, and authority and decision-making processes. The simple structure is an organizational form
in which the owner-manager makes all major decisions directly and monitors all activities, while the staff
serves as an extension of the manager’s supervisory authority.
Organizational structure is the manner in which an organization divides its labor into specific tasks and
achieves coordination among these tasks. It broadly refers to how the organization’s individuals and groups
are put together or organized to accomplish work. Organizational structure intervenes between goals and
organizational accomplishments and thus influences organizational effectiveness. Structure affects how
effectively and efficiently group effort is coordinated. To achieve its goals, an organization has to divide
labor among its members and then coordinate what has been divided.

Key Words
Key words: organizational structure, business trends, organizational design, organizational changes,
corporate governance.

I. INTRODUCTION
Organizations are essentially structured around tasks. Organizational goals are broken into
tasks, from which jobs are designed. Jobs are then grouped into departments, which are linked to
form organizational structure. This chapter addresses differentiation and integration, six basic
design dimensions, five structural configurations, contextual variables influencing organizational
design, five forces shaping organizations today, and cautions for managers with regard to
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structural weaknesses. As the organization develops, the structure of the organization is likely to
change. Organization size affects the centralization of the organization. Technology affects
organizations whether structures are categorized as mechanistic or organic.
The purpose of this paper is to identify the patterns by which organizations are structured and
attach importance to managers, the role of structure inrious companies’ Albanian companies. In
the same time we will see and some aspects of corporate governance in Albania.

II. OBJECTIVE OF PAPERS
Bearing in mind the nature and destination of this study, attention was focused on the
realization of these objectives:





A review of all literature regarding organizational structures and models used. This
framework will serve as a based theoretical framework for analyzing performance.
Conduct a survey on private firms and the public sector to identify what challenges they
face in selecting and improving the structure.
A Perform data analysis based on qualitative and statistical information by combining
statistical methods and the qualitative analysis.
An introduction of a number of conclusions of the paper, giving some explanations
professional issues made the object of study in this paper.

III. RESEARCH QUESTIONS (HYPOTHESIS)
All work and research issues identified and discussed at the presentation of the results and
their discussion, directed and derive some hypotheses:
Hypothesis-1
"We still do not have adequate awareness of managers, about the importance of organizational
structure. This hypothesis is fundamental pillars on which our work is organized, however, and
supported by other hypotheses that:
Hypothesis - 2
While the most common model in the Albanian public organizations are traditional model /
administrative in the private ones, are expected to be the mixed and flexible Albanian models.
These are hypotheses that we expect to prove during this study and that the results support the
processing of questionnaires conducted in selected firms to public and private sector.

IV. THE METHODOLOGY USED IN THIS PAPER
The methodology consist in a combination of primary data with secondary ones . A significant
proportion of secondary data were provided through the use of electronic libraries of various
universities mainly American, but also European ones. Also the data are used from researches
made by the Duures District institutions such as Municipality , Prefecture , Chamber of
Commerce and Industry Durres, etc.
Copyright © 2014 Helvetic Editions LTD - All Rights Reserved
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To study the structure model are used private firms in Albanian cities as Vlore, Fier, Lushnje,
Saranda, Durres and Tirana and to complete the comparison was drawn up a questionnaire. The
questionnaire was designed to be addressed to the general managers, in private firms, which
were tested those of functions, or of line ones, as well as to the specialists.
Questionnaires are standardized and uniform for all subjects included in the study.
Questionnaires were distributed to 300 firms during the second half of 2011 and during 2012,
2013. Distribution of the questionnaire was made personally interviewing 5 -6 persons at which
firm or via e-mail.
In questionnaires are considered variables such as firm size , the year of their creation ,
knowledge of the structure and the organization's overall strategy , linking strategy organization
for structuring future challenges.

V. ANALYZE AND VARIABLES
In Albania 2011, have been active 78.4 thousand enterprises. These enterprises have 280.8
thousand employed, where 47 percent of them worked in 1,684 enterprises with 20 and more
persons employed. These enterprises represent also 61 percent of the total turnover and 75
percent of the total investments. These enterprises dominate in industry and construction
sectors. Enterprises with 1-4 employed represent 91 percent of the total enterprises. They
represent 14 percent of total turnover. Small enterprises are dominant in service producers.
SMEs that emerged from the systemic change rarely have business and reputational credentials
stemming from continuous activity for years that allowed them to build a distinguished culture
in the complex process of organizational learning.
A. The Industry or sector where the firm operates
Durresi City firms when we have analyze this situation, concretely included in the study during
our survey show a similar distribution to that sector as presented above. We see that 16.8% of
private sector firms are builders. While the rest of the firm is divided by activities other importexport, services, inward processing, wood processing, food, insurance, physical security, etc.
B. The year of creation or the age of organizations
Private and public firms operating in the region of Durres and taken to survey in our study are
generally created after ‘90. We can say that in 2000-02 we have a huge increase in the creation of
these firms with 23%. As if seeing the creation of firms operating in the public sector is about
12.34% of them were created in the 50's and 60's before the changes occurred in Albania and
most of their consolidated after '90 and respectively, in 96, 99 and 2004. In recent years noticed
that the indicator creating these same firms is 11.76%.

Copyright © 2014 Helvetic Editions LTD - All Rights Reserved
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If we notice how this variable affects the model used by firms in Vlora, We will note that firms
established in the 90s until 2000 used the more traditional model, which means that managers
deal with more jobs daily administration. Using the traditional model of these firms is related to
the period of their creation and economic meltdown and political Albania at that time (we remind
here that in 90 years in Albania are the major political changes that led to the change of system
and the transition to a market economy). The discipline of management in academic terms was
also not recognized as much in Albanian of 90s. After these first years of transition we can say
that this discipline has entered as an important part of economic curricula of faculties across the
country.
These problems are certainly reflected in the work of managers of these firms and in particular
the structural model that they used.
C. Does your organization have a business strategy?
In terms of business strategy 95.8% of private firms admit they have such a strategy. While the
public sector firms, the opposite occurs 78.95% of firms that did not receive a business strategy.
This fact shows that private firms are very interested in developing a business strategy because
without a strategy known as such a business cannot be successful. If we check the connection
between the size of the organization and business strategy we would see again that despite their
size private firms has business strategy and public ones have no business strategy.
Referring to the data and analysis of the questionnaires about the organization's strategy in
Albanian private sector firms we can say, that almost all firms have agreed to have a business
strategy in general. We did notice that they use a mixed traditional model. So referring to
authors and the connection between the firm's strategy and structure, we can say that these
integrate with each other and affect the quality of the model used.
The respondents agreed on a number of actions to support the change. These include: define
rules, awards, and policies and processes to promote change; defining individual responsibilities
with clear expectations for behavior and results and developing and disseminating simple
performance indicators; giving people frequent information and encourage them to talk about it,
always consider the practical aspects, to demonstrate a commitment to ensuring that the change
will happen.

VI. DISCUSSION
The competitive and dynamic landscape plays an influence on organization structure, in turn
affecting organizations’ abilities to align their structures with their strategies. In my survey I
looked at structural change and resource alignment to support strategic execution, making the
point that the advent of global competition heralded a shift in organization structure from
centralization to and flexible model. Anyway is no longer sufficient to be ready, you have to
"know how to change."What will be asked to companies in the near future? The answer is:
“continues change is the core.”

Copyright © 2014 Helvetic Editions LTD - All Rights Reserved
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Frequently rethink own strategies to remain competitive.And when it comes to change
strategies, today we refer not only to changes in the market, but also, and above all, to their own
resources.
A. Change management in Albania
In Albania international trends are confirmed. In Albania, the answer is: create a company
with the essence of continuous change.
The research came to view agility and resiliency as two sides of the same coin of “adaptive
capacity,” or the capacity of organizations to manage change. Companies with high adaptive
capacities will drive other organizations to perform better in the future.
B. Main factors of change.
What factors are the main causes of this change? 60% cited an internal cause, for example, the
redefinition of the strategic lines, or fusion events (33.3%) & acquisition (26.7%) and few (13%)
consider the redesign of the business processes. However, their review of internal processes, roles
and responsibilities is perceived as the most difficult problem to deal with (over 60%).
TABLE I: MAIN FACTORS OF THE CHANGE IN THE COMPANIES IN ALBANIA
Responders’
percentage

40%

External cause

60%

Internal cause
Internal processes

Responsibilities

Strategic lines redefinition

Internal cause

Responders’ %

Roles

Fusion events

Acquisition

Business processes redesign

33.3%

26.7%

13%

Training: Training to people, then, is indicated by all as the main resource that can support the
company in change, followed by the use of external consultants. As regards the principal causes
of resistance to change and how to overcome them, more than 78% indicates the instability of the
working environment and the internal balance, and the '"antidote" most popular is to encourage
spontaneous communication and constructive (almost 60 %).
Share gains: What action can be useful to support change over time? What ease the stability of
change are clear roles and responsibilities and a management approach focused on professional
development. Finally, they were asked what behaviors should adopt the "leaders" with their
employees in a process of change: almost 86% indicates you need to show an interest in feedback
from employees and actively involve them.

Copyright © 2014 Helvetic Editions LTD - All Rights Reserved
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VII. THE TREND IS TOWARDS THE CHANGING ORGANIZATION
Even in our country, therefore, there has been a strong awareness of the change as a factor
intrinsic to the business context. The causes may be internal or external but require, in any case,
an investment in a managerial capacity and management staff that passes through ongoing
communication, facilitating bottom-up feedback (from the bottom) and the active involvement.
According to the specialists, the companies will need to know how to equip to become the
"Changing Organization", and have among its distinctive ability to manage change as a constant
and continuous phenomenon. To become a Changing Organization, the companies must be able to
renew and strengthen the managerial skills, but also the management of project / activity and
therefore of program management. The leader must be able to adopt effective managerial
behavior in organizational contexts characterized by instability and partiality of information.
The family property is shared by an increasingly large number of family members, conflicts
may arise when the interests of the family members are not aligned, and the agency
relationships between the various participants in the firm are influenced by economic and noneconomic preferences (Chrisman, Chua, & Sharma, 2005; Sharma, Hoy, Astrachan, & Koiranen,
2007; Schulze et al., 2003).

VIII. ALBANIAN CORPORATE GOVERNANCE
Albania family business is everywhere. Corporate Governance is in the beginning phases. I
have made a self study with some business in Albania, concretely anonymous society. The study
finds that companies prefer to decide Albanian leadership levels or supervisory boards of their
close relatives.

1.
2.

Three members with the same surname
Two members with the same surname

FIGURE I: THE COMPONENT OF ALBANIAN FIRMS

In fact, the data analysis shows from 71 companies, anonymous society, that are interviw and
include in this analysis, 95 % have at least three members in supervisory board with the same
surname and 5 % have two.58 % of Albanian companies have at least two individuals with the
Copyright © 2014 Helvetic Editions LTD - All Rights Reserved
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same name working in a senior management team , and the same phenomenon is present only in
10 % of foreign-owned companies. This shows that companies with foreign ownership have
developed a culture of corporate governance in the countries of origin and that they use
professional practices in the selection of the workforce. However, 10 % of such companies exhibit
a tendency nepotism, which may be due either to the influence of the minority Albanian capital,
or if companies follow a privatization process, it may be the result of recruitment procedures
performed before that most of the capital spent in the hands of foreigners. The business
environment characterized by the development, when labor markets are not competitive
manager’s nepotism in Albania affects the internal practices of companies. Seeking talented
workforce of executive and non- executive has been replaced by a process where family ties
become the most important criterion .Employees with family ties may not have the experience to
do the job and may even be completely incompetent and unfit . They can lead to family conflicts
at work and destroy communication in the working environment and in some extreme cases.
Unfortunately, the literature and available data do not allow observation of the trend of nepotism
in Albania .
Consequently, it is difficult to assess whether or not intensified over recent years .However,
from the experience of other countries that have undergone similar steps of economic transition,
it is believed that as they move into the next phase of development , nepotism practices
increasingly replaced by corporate governance practices.There are numerous approaches for the
explanation and organization of corporate governance (Nippa,2002),where most often the
allocation of power and competence in the enterprise institutions is assumed to follow the
American legal and political system. Hawley and Williams (1997) suggest a basic distinction
between four different schools of thought, the principal-agent theory (the dominating
approach),the stewardship approach, the stakeholder- approach, and the political approach.
Fama (1980) pursues an approach which analyzes the efficiency and viability of companies that
separate ownership and management, where the separation is based on a characterization by
Berle and Means (1932).
In transition countries that means mayor change in organizational structures, products
solutions, behaviour in managing. Thus restructuring has due to path-dependency long-term
implications for the industry and its competitiveness (Klaus.E.Meyer, 2003) A great improvement
is recognized through some research in discrepancy between code recommendations and
corporate governance standards in practice. (Maier, 2005; Albert-Roulhac, 2005). Albania is a
developing country that is still undertaking structural, economic, social and legal reforms –most
in light of the country’s EU integration process. However, despite accomplishments to date, the
country is still stuck in the long–lasting transition that started in year 1992. With regard to the
corporate governance legal framework, the main legislation includes:





Company Law
Public takeover law
Securities Law
Registration and Disclosures Law
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Banking Law
Accounting and Financial Statements Law
Certified Accountants Law.

Actually Albania has The Corporate Governance Code for Unlisted Joint Stock Companies in
Albania focuses on specificities of corporate governance for un listed companies. The corporate
governance of lis ted companies, which in principle have large number of external minority
shareholders and may be run by professional managers, without significant ownership stake,
tends to focus on ensuring that external shareholders can exercise effective oversight and control
over management and the board. In contrast, most unlisted companies are owned and controlled
by single individual or coalition of company insiders (e.g. a family). Good governance of unlisted
companies, in this context, is not a question of protecting the interests of absentee shareholders.
Rather, it is concerned with establishment of a framework of company processes and attitudes
that add value to the business and help ensure long term continuity and success.

IX. CONCLUSION
In order to design organizations that will be able to confront successfully with upcoming
competition and increasing changes in consumer expectations, it is necessary to look for systemic
and cause-and-effect relationships between emerging practice at various levels of analysis industry, organization, and work.
From the study conducted, we found that despite changes occurred in recent years in Albania
and in particular in Durres, we still do not have a managers' awareness of the importance of an
organizational structure. Some of the reasons why human resource management is conducted in
private firms operating in the city of Durres we can also find in staff development problems faced
by these firms during the transition period to switch to economy market.
In order to identify basic links and guidelines, in the paper current trends in doing business are
presented, jointly with consequential tendencies at the organizational and work level.
Furthermore, it is possible to assume that certain contextual factors can have a direct and
stronger, and others indirect and weaker, impact on work design. Equally, certain trends in work
design can be more limited by broader organizational context, while others can be under their
minimal impact.
I think that the results of this study are a modest contribution in terms of this broad field such
as organizational structure. They can be any help to managers of Albanian firms anyway. They
are limited, however, given the perspective of completing the questionnaires with the necessary
data, and the lack of such data in most cases. I believe that the results of this study and
arguments can and should be subject to debate and further study in this area. There are many
future directions for this work. One is running field experiments on organizational changes
within large firms to obtain further micro organizational evidence. Another is to further
investigate the role of changes in information and technology.
Copyright © 2014 Helvetic Editions LTD - All Rights Reserved
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In the same time Governance is a mechanism for monitoring the actions, policies and decisions
of corporations. Governance involves the alignment of interests among the stakeholders
Governance provides the structure through which corporations set and pursue their objectives,
while reflecting the context of the social, regulatory and market environment. Corporate
governance has also been defined as a system of law and sound approaches by which corporations
are directed and controlled focusing on the internal and external corporate structures with the
intention of monitoring the actions of management and directors and thereby mitigating agency
risks which may stem from the misdeeds of corporate officers. In contemporary business
corporations, the main external stakeholder groups are shareholders, debt-holders, trade
creditors, suppliers, customers and communities affected by the corporation's activities. Internal
stakeholders are the board of directors, executives, and other employees. Separation of ownership
and control in all the companies of no particular consequence in the interest of owners and
manager. Albania has a lot of to do because is in the beginning phases of corporate governance
especially in separate of ownership from control. Albanian company are still family company.
Important is that all the company will be implement the code of unlisted companies. In the
interview from Albanian Company, 75% of this companies has no any information for this code. It
is the duties of Economy Ministry to do the public the information and trainee procedure for this
cod.
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Abstract
This research paper is a qualitative exploration of why repatriates resign from their organisation after
returning to their home country, through the eyes of repatriates. Based on semi-structured interviews,
resignation in part results from underemployment, relative deprivation and unmet expectations. Extending
Bowen and Ostroff's (2004) theoretical framework to repatriation our research highlights a weak climate
can be created in an organisation when all parts of the organisation are not working synchronously, thus
influencing turnover. In particular our research found the lack of consistent communication by HR
significantly affected the repatriate’s experience and intention to leave. We found the pull towards
boundaryless careers seemed to be a result of going abroad after repatriation. Our research highlights the
importance of additional reward motivating continuance of international assignments.

Key Words
Company-Initiated Expatriation, Global Mobility, Qualitative Research Methods, Repatriates, Turnover.

I. INTRODUCTION
Chief Executives remain focused on undertaking more business globally. The major concern
with expansion of business is a significant skills shortage. Consequently, a quarter of CEOs claim
they were unable to pursue or progress an increase in their business due to the lack of human
resources (PwC, 2012). As an interim solution to the talent crunch, organizations utilize
expatriates to fill in the gaps. This may be a major contributing factor as to why 63% of
organisations’ expatriate population increased in 2011; a marked difference from the previous,
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43% (Brookfield GMAC, 2012). Yet, statistics show that retaining expatriates when they return
to their home country can be a challenge.
A. Previous Research
Much research has been conducted to determine why repatriates resign (e.g. Chi and Chen,
2007 regarding perceived psychological contract; Kraimeret al., 2009 discuss career
advancement; van der Heijdenet al., 2009 review career support); however, it has focused mainly
on repatriates remaining within the organisations. Only a few studies have reached out to those
who left their organisations. It is possible there is a gap in understanding the retention issue as
there may be differences between those who resign and those who remain (e.g. van der Heijdenet
al., 2009; Lazarova and Cerdin, 2007). Suutari and Brewster (2003; Finnish expatriates);
Kraimer, Shaffer, Harrison and Ren (2012; multi-country repatriates); and Reiche, Kraimer and
Harzing (2011; Germans) conducted longitudinal studies, capturing data from some who left the
organizations during that time. All of the studies were survey-based and none set out to
determine differences between those who intended to leave and those who actually left. Very few
differences were highlighted from these studies. Suutari and Brewster (2003) noticed that
‘repatriation treatment’ - use of expertise, interest level supervisors expressed in their
experiences and level of supervisor support - as a motivator for leaving was significantly higher
for repatriates who had ‘intent to leave’ versus those who left. Another difference shown in their
data was: ‘organizational status level’ and ‘career prospects’ were more motivating to those who
considered leaving; alternatively, ‘external job offer’ was more motivating to those who left (ibid).
This implies that indeed there may be some disparity. Other researchers have admitted that
only studying those who remain with the company is a limitation (e.g. van der Heijdenet al.,
2009; Sánchez Vidal, Sanz Valle and Barba Aragón, 2010). This study adds to the body of
repatriate turnover knowledge by exploring the reasons repatriates leave. The research question
is thus: from the perspective of those who have resigned, why do repatriates leave their
organizations shortly after returning from international assignments?
B. Paper Overview
This paper begins with a review of the current literature regarding repatriates to determine
some of the main themes regarding turnover. It examines traditional and more emerging reasons
for turnover as well as considering the theoretical contribution of Bowen and Ostroff’s (2004)
work in terms of repatriation. We discuss the methods chosen including the final sample. The
findings and analysis from the data obtained via themes gained through the interviews in the
form of quotations from participants are presented. The paper concludes with discussion based
on the research and provides suggestions for future research whilst acknowledging research
limitations.

II. LITERATURE REVIEW
Researchers have found many reasons that repatriates resign but it is beyond the scope of this
paper to detail all of them. Lazarova and Cerdin (2007) refer to traditional reasons: repatriates
feel ignored and their newly acquired skills are not valued by the organization. The chapter will
therefore start by focusing on unmet expectations, lack of support, and feeling overqualified.
This will be followed by loyalty to one’s own career path as opposed to the organization. A final
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discussion is around Human Resource Management (HRM) policies and practices where we
review the work of Bowen and Ostroff (2004) to include repatriation.
A. Expectations
Psychological contract, based on reciprocity, is the implied and unstated obligations both the
employee and the employer have of one another (Rousseau, 1990). When both have held up their
end of the psychological contract equation, an equal exchange has taken place (Morrison and
Robinson, 1997). This exchange builds on Blau’s (1964) theory of social exchange which is a quid
pro quo: if one does something for another, he or she may feel the other is duty-bound or
obligated to reciprocate. Obligations imply that expectations are put on one another. A
repatriate expects the organization to treat or support them fairly; if they do not, reduced
commitment or even resignation can follow (Chi and Chen, 2007).
When repatriates perceive a positive psychological contract, they are more likely to be
committed and less likely to resign (Chi and Chen, 2007). To achieve this, organizations must
manage expectations (Doherty and Dickmann, 2009; Kraimeret al., 2009). Howe-Walsh (2010)
discovered an unwritten rule in her case study of a multinational organisation with multicountry repatriates. Even though repatriates were given no promise of a position upon
repatriation, they felt the organization would take care of them. Jassawalla and Sashittal’s
(2009) study of multi-country repatriates found that nearly all of the negative feelings repatriates
experienced were a direct result of their unmet expectations. Bolino (2007) proposes that the
degree to which expectations are met impacts retention. One of the reasons this could be true is
that expectations affect repatriate adjustment (Sánchez Vidal et al., 2010) and adjustment affects
retention (implied by Black, 1992).
To avoid incongruent expectations in the psychological contract, communication is vital as it
plays a key role to avoid misunderstandings or unrealistic expectations (Chi and Chen, 2007).
Even if all promises are impossible to keep, the organizations honesty about the situation may
help in lessening negative feelings (ibid). Based on their study of North American repatriates,
Lazarova and Caligiuri (2001) believe that planned, frequent communication is vital for
adjustment and a smoother repatriation process, leading to a reduced likelihood of resignation
(Sánchez Vidal et al., 2007 and 2010).
Repatriates may be disenchanted with their role upon repatriation, causing them to believe
that if they had not gone abroad they would be in a better role. This gives feelings akin to a
sense of loss identified as counterfactual thinking (Roese, 1997). Counterfactual thinking is
usually triggered by a significantly negative event or feeling which prompts one to consider what
should have been done for a more positive outcome (ibid). This is significant because it has a
direct relationship with turnover intentions (Chi and Chen, 2007).
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B. Repatriation Support
Participants in Jassawalla and Sashittal’s (2009) study reported HR to be disorganized and ill
prepared to deal with repatriate needs and expectations. Many participants described HR as
being ad hoc and reactive. As organizational support is negatively related to retention (Lazarova
and Cerdin, 2007), it is something organizations should consider. It is interesting to note that
Shaffer, Kraimer, Chen, and Bolino’s (2012) review of the literature found HR had little
involvement and most responsibility was devolved to the line manager with short-term
assignments, whereas with long-term assignments HR was responsible for all aspects.
In many cases, expatriates are not guaranteed a position upon repatriation (e.g. Howe-Walsh,
2010; Doherty and Dickmann, 2009). A large number in Lazarova and Caligiuri’s (2001) study
stated they had a position only because they worked hard on their own to procure it. It should be
noted, contrary to this, a high number (83%) of expatriates were promised a position upon return
in Stahl, Miller and Tung’s (2002) study of Germans. However, as their study was not
longitudinal, it is unknown if those promises were kept and what kind of position they were
given.
Forster’s (1994) research of UK repatriates found that over half were not happy with the
amount of overall support they received both before and after repatriation. This could be rooted
in something discovered in two other studies: a majority of organizations did not have clear
repatriation policies in Suutari and Brewster’s (2003) study and all participants’ organizations in
Kulkarniet al.’s (2010) study of Indian repatriates lacked a formal repatriation support program.
In another study of multi-country repatriates, only 42.4% of participants had communication
about the repatriation process and a mere 41.9% of participants had career planning sessions
available to them (Lazarova and Cerdin, 2007). But simply having a policy does not necessarily
mean practice is executed properly. One example was found in Howe-Walsh’s (2010, p97) study;
expatriates whose assignments were ending were occasionally “overlooked in planning and...
simply forgotten by the business”. This “out of sight, out of mind” situation can cause great
difficulty in securing an appropriate position upon repatriation (Shen and Hall, 2009, p810).
Another example is found in the Brookfield Global Relocation Trends 2012 survey. Many
organizations do not have alignment of their repatriation policies with other HR policies in such
a way to facilitate effective career support: 71% of organizations had written repatriation policies
but only 16% were linked to career management and retention (Brookfield GMAC, 2012).
As a result of being abroad for a long time, reorganizations, etc., expatriates may lose their
contacts in the home country. This disadvantages them in finding a position upon repatriation
(Dickmann and Doherty, 2008; Bolino, 2007). Mäkelä and Suutari’s (2009) research of Finnish
repatriates discovered that a number of their participants experienced this challenge. One
suggestion to mitigate this issue is by assigning a home country mentor to apprise changes in
personnel and other important information of the expatriate (Carraher, Sullivan and Crocitto,
2008). Moreover, expatriates’ opportunity for promotion increases when a home country mentor
is present, presumably having a positive impact on their careers (ibid). Additionally, career
planning should be carried out well before repatriation (Shen and Hall, 2009) and both home and
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host HR should work together to find positions, focusing on utilization of newly acquired skills
(Lazarova and Cerdin, 2007).
How employees perceive organizational support is important; it is their perception of support
that is impactful and is a factor in retention (Lazarova and Caligiuri, 2001; van der Heijdenet al.,
2009). Perceived organizational support (POS) theory is the extent to which an employee feels
their organization values their contributions and cares about their well-being (Eisenberger,
Huntington, Hutchinson and Sowa, 1986). Repatriates who are unhappy with their company’s
support are more likely to resign (Stahl, Chua, Caligiuri, Cerdin and Taniguchi, 2009; Lazarova
and Cerdin, 2007). Support oriented to a long-term career and security aids retention (Dickmann
and Doherty, 2008) and is one of three elements that make up organisational support (Kraimer
and Wayne, 2001). As it applies to expatriates’ careers, research has shown that perceived career
support (PCS) has a negative relationship with intention to resign (e.g. van der Heijdenet al.,
2009; Kraimeret al., 2009).
C. Underemployment
Many expatriates believe international experience will help advance their career (Kraimeret
al., 2009; Suutari and Brewster, 2003). To their great disappointment, this expectation is often
unrealized (Stroh, Gregersen and Black, 1998; Black and Gregersen, 1999). In fact, repatriate
careers are often in a “holding pattern without a clear assignment, job, or set of responsibilities”
(Black and Gregersen, 1991b, p688), leading to feelings of being undervalued (Doherty and
Dickmann, 2009). This is poignant because repatriates feel increased levels of competency from
their expatriate experience and are ready to take on more challenging work (Jokinen, Brewster
and Suutari, 2008). Only 4% of the participants in Jassawalla and Sashittal’s (2009) study were
very happy with their career after repatriation.
Underemployment is the feeling of working in an inferior, lesser, or lower quality position than
the individual is qualified for (Feldman, 1996). Thus repatriates who are not promoted feel
underemployed. Forster (1994) stated repatriates should be given positions which are at least
equal, if not higher, status than the ones they held before expatriation. However, Kraimeret al.’s
(2009) research found only 17% of expatriates received a promotion upon return.
Underemployment is a genuine concern; it creates decreased job satisfaction and commitment
(Bolino and Feldman, 2000), leading to a higher probability of turnover (Kraimeret al., 2009).
Although not always practicable, it has been suggested that, because its criticality, it is best for
expatriates to remain abroad until an appropriate position is found (Shen and Hall, 2009).
In stark contrast to the previous research highlighted above are findings from Kulkarniet al.’s
(2010) study of 27 repatriated Indians from varied industries. All participants reported that
their international experience helped them positively upon return through increased
opportunities; utilization of newly acquired knowledge, skills and abilities; and promotions (the
authors are careful to mention the reasons for this disparity could be because they were all very
senior managers and there was strong economic growth in India at the time). Doherty and
Dickmann’s (2009) case study of a UK company raise an additional issue: although the positions
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repatriates were given when they initially returned did not show the value of their newly
acquired skills, they found that in the long term repatriates were eventually moved into better
positions. In another UK case study of two firms it took a year for three participants to recover
their career trajectory (Dickmann and Doherty, 2008). It would seem there may be some
evidence that if repatriates have patience, their international experience might be rewarded.
Feldman, Leana and Turnley (1997) associated underemployment with relative deprivation.
Later, Feldman, Leana and Bolino (2002) empirically proved that feelings of underemployment
lead to feelings of relative deprivation, resulting in negative feelings toward one’s job. Relative
deprivation theory states the desire to have something derives from seeing others with it, feeling
it is their right to have it, it is viable to obtain, and it is through no fault of their own that they do
not have it (Crosby, 1976). It is associated with feelings of anger, injustice and/or resentment
(ibid). In view of international experience, repatriates may feel deprived because “their
organization does not provide them with appreciable benefits relative to their colleagues who did
not complete international assignments” (Kraimeret al., 2012, p403).
D. Goals of Individuals
Some researchers believe turnover has more to do with the individual’s goals. Stahl et al.
(2009) and Lazarova and Cerdin (2007) posit that organizational support may be pointless
because some repatriates leave simply to further their career at another organization. Lazarova
and Cerdin (2007) found that ‘career activism’, taking control of one’s career, and the perceived
availability of other positions outside the company (boundary less careers) increases the
likelihood of repatriate resignation, regardless of the amount of organizational support. Inkson,
Arthur, Pringle and Barry (1997) and Biemann and Andresen (2010) postulate that those who
take up international assignments (IAs) do so more for their own development versus out of a
desire to meet company objectives. This has been echoed by others who say skills development
for boundaryless career pursuers is for the purpose of being more attractive to the outside job
market (van der Heijdenet al., 2009; Lazarova and Cerdin, 2007). Some view foreign experience
as a “valuable competitive asset” (Biemann and Andresen, 2010, p433) because IAs provide a
wealth of opportunities for learning and development, confidence-building and networking
(Jokinenet al., 2008; Fink et al., 2005).
Alternatively, Zikic, Novicevic, Harvey and Breland (2006) describe how many expatriates
begin a transformation toward the end of their IA as they reflect on their experiences
(professionally and personally) and consider their path forward, referred to as career exploration.
Expatriates’ experience abroad influence[s] their self-awareness on personal values, work
interests and capabilities (Jokinenet al., 2008). Because of this transformation in capability and
identity it is difficult for a repatriate to go back to what they were doing before without feeling
unfulfilled (Hall, Zhu and Yan, 2002). This would imply that boundaryless career focus may
actually be an outcome of the international experience itself. This is potentially because of
changes in how they view the world, changes in the home country organization, or unmet
expectations. As a result of this process, “...they construct a new identity of being resilient,
resourceful, and adaptable people” (Shen and Hall, 2009, p795).
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E. HRM
There has long been debate over whether ‘best practice’ (Pfeffer, 1994, 1998 cited by Kinnie,
Hutchinson, Purcell, Rayton and Swart, 2005), a specific set of HR practices that purportedly
benefits an organization regardless of context, or ‘best fit’, the context of the organization impacts
which HR practices are most effective, impacts organisational performance (Schuler and Jackson,
1987 and Miles and Snow, 1984 cited by Kinnieet al, 205, p9).
Extending HRM theory, Bowen and Ostroff (2004, p207) present a theoretical framework of
HRM and firm performance developing our understanding of the link between strength and the
HRM system. They postulate a shared and cohesive (a.k.a. strong) ‘climate’ in the organization
enhances an employee’s understanding of what “behaviors are expected and rewarded”, thus
impacting organizational performance. Bowen and Ostroff’s framework utilizes Kelley’s
attribution theory (1967) which proposes that individuals’ attributions are dependent upon three
distinct variables that of: distinctiveness; consistency and consensus. The framework outlines a
set of nine attributes related to HRM process: Distinctiveness (the degree to which a repatriates
have a clear understanding of HR practices and what they can expect in terms of HR assistance)
within distinctiveness the first four attributes are noted: Visibility defines the degree to which
HRM practices are important and readily observable. Understandability refers to the way in
which different workers classify the information gathered from each HRM practice. For example,
how easy is it to determine who will help the repatriate secure a return position. Legitimacy of
authority is related to the perceived power of HRM in the organization, how HR is viewed by
employees. Relevance relates to how useful the HR practices are. For example would the use of a
repatriation bonus retain an employee if it is paid immediately upon return? Consistency relates
to how consistent relationships are over time, people and contexts. It is composed of the next
three attributes: Instrumentality refers to the perceived cause-effect relationship between
personal behaviors and rewards, which are stimulated by HRM practices for example is there an
increase in salary for accepting an assignment? Validity is concerned with whether the HR
practices deliver what was intended. For example, did the assignment develop the individual’s
career? Consistent HR messages refer to the degree to which HRM practices convey similar and
consistent messages across the organization and across time. Is there an unwritten rule that the
repatriate will have a return position? Finally, Consensus is the degree of agreement among
employees. It incorporates the final two attributes: Agreement among principal HR decision
makers and the degree to which workers perceive agreement across HR. This could be
complicated in the case of a repatriate where they are working with home and host HR. Finally
fairness of HRM practices relate to how individuals perceive the HR activity. For example, if the
individual believes the appraisal system is undertaken equally amongst all employees or is an IA
seen to compromise the appraisal’s equity?
Studies have provided empirical support for Bowen and Ostroff’s model in relation to ‘customer
service’ as a strong climate created within a hotel industry (Tang and Tang, 2012), a strong
climate for knowledge transfer (Minbaeva, Mäkelä and Rabbiosi, 2012) and a strong climate
conducive to learning (Prieto and Pérez Santana, 2012). Although research into repatriation has
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yet to explore Bowen and Ostroff’s model it is possible to extend the theory to repatriation. For
example, Jassawalla and Sashittal (2009) found that all of the managers in their study were
unsatisfied and felt ambivalent and powerless regarding the repatriation process. They note that
one of the reasons for this was that most did not experience anything tangible which indicated
their IA was valued by the organization. From this example it appears that a weak climate was
created, at least in part, from conflicting messages. The first message is the importance to the
organization that sending someone abroad gives. The second message is that the organization
does not value their new experience. Another example is if stakeholders do not clearly know their
roles in the repatriation process, as was found in Howe-Walsh’s (2010) research, then certainly
there would be negative repercussions on the climate. Additionally, she found that some HRBPs
did not have a clear understanding of the contents of the repatriation policy which lead to
inconsistency with how people were dealt, misalignment of policies, vital information not being
shared with all expatriates and policies being misused to suit different agendas.

III. METHODS
A. Research Design
This study centred on why repatriates resigned from their organization after repatriation;
hence, understanding, empathy, and gathering personal beliefs and feelings were important
elements to interpret participant stories. An interpretative approach was adopted (Jankowicz,
2005). This research concentrated on understanding people as individuals and it is participants’
frame of reference which influences behaviors. This can only be adequately achieved through the
use of participants’ words suited to a qualitative study (Bryman and Bell, 2011; Willig, 2008).
B. Sampling Strategy
A small sample was desired to explore in depth information from the participants. The
researchers were concerned with gaining a variety of views and not about obtaining a
representative sample. Thus only those repatriates who had been sent by their organization to
work in another country were of interest to the researchers. Self-initiated expatriates were
precluded from the study as they may have different motivations and reasons for resignation.
The length of time after repatriation was considered based on turnover statistics (Brookfield
GMAC, 2012), two years is deemed appropriate. Participants were located through convenience
sampling via word of mouth and personal contacts. Self-selection from posting online requests
for participants on networking websites was also used.
C. Data Collection
Online conferencing was chosen as the interviewing method because its benefits outweighed
the alternatives: geographical location was of no consequence, international calling costs were
eliminated and it allowed for clearer voice recording than using a telephone speakerphone.
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Research was conducted in accordance to the University's ethical guidelines. Ten interviews
took place but one was eliminated because the participant did not fully repatriate before
resigning. Therefore, nine interviews were included in the analysis. The sample was all male
except for one, with ages ranging from 27 to 47. India was the home country for six participants,
USA for two and one was from Canada. Five participants had long-term IAs while the remainder
worked on short-term assignments. Participants resigned from their organization between 1 and
15 years prior to this research (see Appendix I for participant demographics).
D. Interview Questions
Motivations for participants accepting their IA were asked to determine if it was to advance
within the company or to be more marketable outside of the company. Questions regarding
expectations upon repatriation were asked to see how those, met or unmet, may have influenced
their decision to resign as discussed by Chi and Chen (2007) and proposed by Bolino (2007).
Inquiries into career support were made: both van der Heijdenet al. (2009) and Kraimeret al.
(2009) found that perceived career support was negatively related to repatriates’ intention to
leave the organization. The researcher asked about the position upon repatriation and skill
utilization. As Feldman (1996) stated, feeling overqualified for a position can lead to feelings of
underemployment. Some questions were posed to see what sort of information might lend
support to Bowen and Ostroff’s (2004) theoretical model as well as determine how well-equipped
HR were to handle their needs and expectation (see Appendix II for semi- structured interview
questions).

IV. FINDINGS AND ANALYSIS
Interpretative phenomenology was used to provide insights into the data. This form of analysis
was selected because it lent itself well to the research aim of getting repatriates' perceptions of
their experience, while also understanding that the researcher’s perception of the data would
naturally influence results (Willig, 2008). The researchers read transcripts noting insights and
questions, summarizing, and highlighting salient words or phrases. Themes were identified and,
in table format, were put into an Excel file and organized into hierarchical form, listing
subcategories under each theme. A column was created for quotes or summary statements,
providing examples of the themes and completed across for each transcript. A second researcher
undertook the same process to establish the themes and aid consistency.
A. Themes
The themes that emerged from the data are as follows: expectations and skill utilization, career
support, motivation for accepting IA, transformation and weak climate. There was one theme
noted not previously covered by repatriate literature: the urgency in obtaining another IA to save
money or send money back to families while abroad.
1. Expectations and Skill Utilization: Psychological contract has to do with what obligations
or expectations the employer and employee has of each other (Rousseau, 1990). When a
repatriate does not feel expectations are met it can ultimately lead to resignation (Chi and Chen,
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2007). One participant felt a break in the psychological contract because he felt he was
"defending the company... looking after their interest" but when he came back there was no
appreciation. He felt he was "just part of the bunch" whereas before he was "seen with bedded
eyes for development... and a career with the company". But, because he was gone for such a long
period of time he felt he was suddenly "out of the picture..." (I9MLCanada)
In order to avoid breaks in the psychological contract, expectations need to be managed (e.g.
Doherty and Dickmann, 2009). Most of the participants had unmet expectations of what would
happen when they repatriated, many having to do with skill utilization. The following quote
expresses this frustration.

I’d gained all of this experience internationally, I knew so much more about the
company... I felt like I had a wealth of knowledge to offer corporate and... the value didn’t
seem to be... acknowledged by the company...
(I1FLUSA)

According to literature, being in a position which requires a lower skill level than capable of
causes feelings of underemployment (Feldman, 1996) and leading to a higher probability of
resignation (Kraimeret al., 2009). We found participants in this study in part resigned because of
feeling underemployed and not being promoted. This supports Chi and Chen’s (2007) findings
that some feel their roles would have been better if they had stayed in the home country. Two
repatriates even perceived they were demoted upon return to their home country.

...I felt like... I was demoted... as in I would return to the same job I left two years prior
when I came back from the repatriation.(I1FLUSA)

Not all had a negative trajectory in their career upon repatriation. One participant (I8MSUSA)
was given a promotion upon return; however, he still did not feel challenged and subsequently
resigned. In the second case, the repatriate was given a promotion but it was with great difficulty
that it was granted to him.

... the responsibilities [were] given to me after I pretty much forced them to give it to me...
[T]hey were... offering me two levels less than what I was asking... I was like “No. That is
what I was doing two years back...”
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(I2MLIndia)

2. Career Support: Only one participant reported career support; this is similar to the dismal
results of Lazarova and Cerdin’s (2007) study wherein so few had career planning sessions
available to them.

...[T]here’s no career planning as such they lay out... for us, it is the way you work and... it
is more... reactive than putting down a planned career path...
(I3MLIndia)

Causing feelings of relative deprivation (Crosby, 1976), three participants were passed up for
positions they felt would have been ideal with their experience.

...[Instead of] me, they sent some other people to those assignments where I said 'I am the
most eligible person for that.'
(I4MSIndia)

Change in management during the life of an assignment was found. I9MLCanada's manager
told him “...When you come back, most likely you will come at a higher level than when you left."
However, while the repatriate was away on an IA for 2.5 years, his manager moved to a different
project and hence, upon repatriation, found he had a new manager. He was left asking himself
"So everything that was promised... who do I go to now to ask for these things?" This supports
Dickmann and Doherty (2008) and Bolino’s (2007) assertion that losing key contacts can make it
difficult to secure an appropriate position.
3. Motivation for Accepting IA: None of the participants accepted their IAs as a way to make
themselves more marketable outside of the company. This seems to be in contradiction to the
belief that employees’ motivation for accepting IAs is more for personal career gain without
regard to the organization (e.g. Biemann and Andresen, 2010)....I never thought if I had a US
experience that would... make my CV more valuable- I didn’t consider it that way...(I6MSIndia)
Most had a genuine interest in getting the exposure of working abroad with the intention it
would be useful in their career within the company and/or enrich them intrinsically. In fact,
motivations were closely tied between self-development and progression or contribution to their
company.
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4. Transformation: This study supported Zikicet al. (2006) claim that expatriates go through
a transformation because they ponder how they want to move forward with their personal and
professional lives, a process which takes place around the time of repatriation. Nearly half of the
participants used words of empowerment which seemed to indicate dramatic changes. I1FLUSA
commented that she was not going to be a "victim" and "took... more control into my hands of my
career and what I wanted in my future..." She also explained that "…before that experience I
had very strong loyalty to the company and would move wherever they requested me to. It was a
pivotal experience that, in hindsight, was of great benefit to me. My loyalty shifted from the
company to me."
The participants had experienced a higher level of responsibility and more challenging work
when they were abroad, indicating they were dissatisfied when returning to their old jobs. This
supports Hall, Zhu and Yan’s (2002) claim that repatriates feel unfulfilled returning to their
previous jobs.

...[A]fter being in the project I was [in South America]- it was a new airport from scratch,
you know buildings, runways and tower and terminals so there were so many things that
make it interesting and you are coming back to the one project and just doing the regular
thing again... it doesn’t feel fulfilling.
(I9MLCanada)

...[T]he work that I was doing when I returned was definitely not as challenging.
(I10LIndia)

5. Weak Climate: Bowen and Ostroff (2004) proposed that a strong climate could be created
to guide employees on how to behave, assuming all parts within the organisation worked in sync,
reaffirming each other. Instead, it was evident in a number of situations that a weak climate
was being created.
The first example is regarding the involvement HR had with the repatriates. Six participants
said that HR had a nominal involvement in the process, usually just transactional pieces. When
HR is viewed simply as a function which handles relocation or signing paperwork, they are not
likely to be viewed as having “high-status” or authority which Bowen and Ostroff (2004, p209)
discuss as one element in creating a strong climate.
A second area in which a weak climate was created was with expatriation and repatriation
policies. The majority of the participants said the repatriation policy was not written. This is
similar to Suutari and Brewster’s (2003) study wherein the majority of repatriates’ companies
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were found not having a clear repatriation policy. Possessing policies (and carrying them out in
practice) which are clear and communicated is the first piece Bowen and Ostroff (2004) discuss in
creating a strong climate. This may be why there was such a varied response from participants
in this study when asked to rate HR on being focused, prepared and/or organized. On a scale of 1
(not at all) to 10 (excellent), average participant score was 5.6 with answers ranging from 1 to 10.
Three scores out of this sample seemed to give some currency to Jassawalla and Sashittal’s
(2009) study, wherein none of their participants felt that HR was focused, prepared or organized.
It was noted that two of those three said there was no clear or written expatriation or
repatriation policy; the other said the repatriation policy was not well-developed.
There were other issues identified in the interviews. I1FLUSA had a number of challenges
with HR being in sync either with other areas of HR or with management. One issue began
while she was abroad when HR conducted interviews for a position. Her manager said she did
not have to interview because they knew her skills. However, upon repatriation she was told she
was not eligible for the position because she did not interview for it. Disconnects created a lot of
confusion and frustration, ultimately playing a part in her decision to resign. Another situation
where a weak climate seemed to be created was where managers were no longer available having
moved to another part of the business. If managers and HR (host and home) were working
together they would have known that planning needed to take place for these two to find
positions.
6. New Insights: A new insight from this research not discussed previously in the literature
was financial. Turnover was linked to the dollar-to-rupee-conversion. Some repatriates resigned
to go on another IA because of their ability to earn a higher wage with the favorable foreign
currency exchange. Participants, both Indian, implied that they earned a higher salary working
abroad, thus their salary went further because of the conversion rate and cost of living.

One of the reasons [for resignation] was... conversion between dollar and rupee. If I stayed
[in the USA] I could actually save more money.
(I6MSIndia)

Another Indian participant mentioned that his organisation was aware of this financial benefit
and seemed to take advantage of it when he repatriated.

...in the US we used to get salary in US dollars... so when we go back [after repatriation]
they work on our salary again and they give it in India which was way less than what I
was expecting when I went back... ‘You have earned enough... why should we give you...
the salary of your experience back in India?’
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Research shows it is commonplace for migrants from developing countries such as India,
Bangladesh (Arun and Ulku, 2011), Barbados and Mexico (Campbell, 2009) to send money to
their home countries. In a 2011 study of South Asians in the UK, Indian temporary workers sent
an average of £150 per month to their home country (Arun and Ulku, 2011). An average of 75%
of remittances went toward “increas[ing the] average consumption levels of recipients” (typically
family members), 33% was designated for savings and 20% for education (Yang, 2011, p136; Arun
and Ulku, 2011). One benefit temporary workers may receive is a strong host country currency to
a weak home country currency (Yang, 2011). Naturally, the reverse can be true also. There is
scant regard in the expatriate literature regarding sending currency home as a motivating factor.
Furthermore, the influence of repatriating and the desire to continue sending money home
provides additional insight into turnover.

V. DISCUSSION AND CONCLUSIONS
The purpose of this research was to explore reasons why repatriates resign based on data
gathered from multi-country repatriates who left their organization within 12 months of
repatriation. Support for turnover was found resulting from underemployment, relative
deprivation, unmet expectations, and transformational experience. This research offers a rare
insight into the experiences of repatriates who have resigned from their organization. In
extending the theoretical framework of Bowen and Ostroff (2004) we develop discussion
regarding the complexity of a strong HRM system where HR practices cross borders. Our
findings contribute to knowledge regarding boundaryless careers in that we found boundaryless
careers seemed to be a result of going abroad. Lastly we highlight the importance of monetary
reward upon repatriation and the link between turnovers.
A number of participants argued that the skills they developed while abroad were not utilized
(Kraimeret al., 2009) and were left feeling underemployed (Feldman, 1996). When someone else
was given the position they felt was ideal for them, this led to feelings of relative deprivation
(Crosby, 1976; Feldman et al., 1997; Feldman et al., 2002). Unmet expectations of some sort were
mentioned by many of the repatriates. In terms of career support the participants felt the
organization had not delivered what they had expected. Thus the repatriates did not perceive
organizational support or valued by the organization (Eisenbergeret al., 1986; Stahl et al., 2009;
Lazarova and Cerdin, 2007). Some felt their career path would have been better if they had not
gone abroad, noting that their return was tantamount to a lateral move with no career
progression. In some cases repatriates perceived their return position as a demotion.
When examining boundaryless careers, none of the participants said they accepted their IAs
with the motivation of making themselves more marketable outside of the company (Arthur and
Rousseau, 1996 cited by van Der Heijdenet al., 2009; Stahl et al., 2002; Biemann and Andresen,
2010). The majority were mainly interested in developing themselves and advancement within
the company.
However, after going through a transformational experience, they were
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subsequently interested in pursuing other opportunities outside of the organization where they
could continue to develop (Zikicet al., 2006; Jokinenet al., 2008; Hall et al., 2002). This is
contradictory to previous research that employees accept IAs for boundaryless career pursuit
(Inksonet al., 1997; Biemann and Andresen, 2010; van der Heijdenet al., 2009; Lazarova and
Cerdin, 2007). Our findings contribute to research, in that the reverse may be true: boundaryless
careers seemed to be a result of going abroad.
In order to develop academic theory we have attempted to extend Bowen and Ostroff’s (2004)
theoretical framework to repatriation. Creating a strong climate in which all parts reinforce each
other to indicate how repatriates should behave in terms of a strong climate was difficult to
support however it seemed that a lack of policies and nominal HR involvement created a weak
climate in a number of situations. Although these were not specifically stated as reasons for
resignation it did lend partial support to extending Bowen and Ostroff’s (2004) theoretical
framework. Our research also highlighted the issue of different HR departments (home and
host) as well as HR and line management not working synchronously.
Another contribution from this study is the finding that the reason for leaving the organization
was to continue working abroad to earn more money. It is curious that although it was a
motivator to resign it was not a motivator in accepting the IA in the first place. Literature
indicates that many expatriates from developing countries send money home for multiple reasons
including to supplement family income or for savings (Arun and Ulku, 2011; Campbell, 2009). It
would be interesting to conduct a larger study of repatriates from developing countries to see if
this is a wide-spread motivator for accepting IAs and for resigning if they are not speedily sent
abroad again.
As with all studies, there were limitations. The small sample size for this research does not
allow for generalization. However, as the purpose of the study was to explore reasons for
turnover, it was deemed as appropriate.
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APPENDIX
Appendix I – Participant Demographics
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Abstract
Brain drain is a big issue for a lot of countries. Understanding the underlying causes of brain drain
is the first step in trying to bring brain drain under control. The purpose of the paper is to use
cross country regression analysis to empirically look at some of the factors that may determine
brain drain. It finds that higher income per capita, greater country peace, enhanced work force
educational quality, and better property rights are associated with reduced country brain drain.
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I. INTRODUCTION
Brain drain occurs when the educated, the skilled, and the highly productive leave a country.
To say the least, brain drain is not a positive force for a country experiencing brain drain. Human
capital is a key factor of production. What’s further, it is becoming more important with the
progression of time and increased technological sophistication. Brain drain is likely to reduce
development and economic growth, because the very people that a country needs for dynamic
economic activity, innovation, and business management are the very people who are exiting the
country. Brain drain is a particularly acute problem for developing countries, as they are
typically plagued and hampered by an acute shortage of human capital. Besides the potential
reduction in productivity growth engendered by brain drain, an added negative consequence of
brain drain is that it dampens the return on public investment. Any investment in education and
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training by a government for people who subsequently leave the country is a waste of resources
for the country that provided the education and training, resources that could have been used for
other purposes.
Given the dire consequences of brain drain for countries that are subject to brain drain, it
certainly would be nice to know some of the underlying causes of brain drain, so that effective
future policy can be designed to mitigate the outward flow of talented people from a country.
This paper hypothesizes that better quality economic and social attributes of a country lowers a
country’s brain drain. To test the hypothesis, it uses cross country regression analysis on a
measure of brain drain to look at the effect of four country characteristics on brain drain. The
four country characteristics are income, peace, workforce education quality, and property rights
The paper is divided in five parts. The first looks at some background literature. The second
section provides a small working model of brain drain. The third discusses the variables and
their sources. The fourth presents and discusses the results of the cross country regression
analysis. The fifth section concludes.

II. SOME BACKGROUND LITERATURE
In certain circumstances, such as political oppression, political factors can overwhelm economic
as well as other factors, and become the dominant source of brain drain. Torbat identifies
political reasons as the primary cause of brain drain from Iran during the Islamic Republic’s
regime under Khomeini (Torbat 2002).
Kaba discusses a number of potential reasons for emigration of highly skilled individuals from
Africa (Kaba 2009). In addition to political instability, the reasons include low salaries, poor
working conditions, frustrated career goals, and lack of job satisfaction.
In their literature review, among other factors, Gibson and McKenzie mention country size as a
possible determinant of brain drain, with smaller countries having a bigger brain drain when
brain drain is measured by brain drain to the population (Gibson and McKenzie 2011).
Kalipeni, Semu, and Mbilizi believe that low pay and poor working environment are major
reasons for migration of health care professionals from impoverished Sub-Saharan Africa
countries (Kalipeni, Semu, and Mbilzi 2012). The brain drain of health care professionals from
these countries is very high, despite the existence of a shortage in health care professionals in
these countries.
Semela employs logistic regression analysis on survey data he collects from 103 faculty
members at Debub University in Ethiopia (Semela 2011). He finds that external brain drain of
faculty seems to depend, not so much on socio-economic characteristics of the faculty, as on
faculty attitudinal characteristics such as organizational commitment and faculty perceptions of
institutional organizational behavior.
Docquirer, Lohest and Marfouk find that brain drain increases with political instability and
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religious fractionalization, and, that geographic proximity to OECD countries, especially among
small poor countries, increases brain drain (Docquier, Lohest, and Marfouk 2007).
Tansel sees study abroad as a stepping stone for Turkish students to leave Turkey (Tansel
2003). He conducts an internet survey in early 2012 of Turkish students abroad to try to find out
why. Among the reasons respondents express for not wanting to return to Turkey are better
prospects for career advancement abroad, greater opportunity abroad for development of their
specialization, economic instability and uncertainty in Turkey, and lower anticipated income in
Turkey.
Docquirer maintains that there is an optimal rate of brain drain from poor countries to rich
countries beyond which the negative effect of brain drain in terms of loss of human capital and
the associated beneficial effects on innovation overwhelm any positive effects such as remittances
and easier technological transfer due to a larger Diaspora abroad, and that most developing
countries exceed the optimal rate of brain drain (Docquier 2006).

III. THE MODEL
The model is comprised of an equation and its associated partial derivatives. The equation, in
tandem with its partial derivatives, is as follows.
B = f (Y, P, Q, S) δB/δY< 0, δB/δP< 0, δB/δQ< 0, δB/δS< 0
In the equation, B is brain drain, Y stands for income, P represents the extent of peace in the
country, Q, the educational quality of the workforce, and S, the degree of security in possessions
in terms of property rights.
The equation essentially postulates that brain drain depends on economic and social conditions,
with more favorable conditions leading to reduced brain drain, and less favorable conditions
leading to greater brain drain. Country conditions are characterized by the four variables,
income, peace, the educational quality of the workforce, and security of property.
As indicated by the partial derivatives, each of the variables is expected to have a negative
sign. Naturally, higher income, a higher standard of living, makes people more inclined to stay in
a country resulting in less brain drain. The greater the peace within a country the less are the
chances of physical harm, property damage, and social upheaval making it a more favorable
place to locate. Educated workers generally desire to work in better jobs, and tend to have
greater productivity when working with coworkers with high levels of education. They also
prefer to work with educated workers that are like themselves and have things in common.
Thus, greater educational workforce quality is favorable for the location of the more talented is
likely to result in diminished brain drain. Finally, personal financial security is positive location
feature. Personal security is enhanced by property rights.
Stronger property rights makes
property more secure and reduces the chances that hard earned property is confiscated by the
government or undermined in some other fashion.
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IV. SOURCES FOR VARIABLES
The measure used to try to capture brain drain is the 2010 human flight indicator of the Fund
for Peace (Fund for Peace 2010). The Fund for Peace human flight indicator varies between one
and ten with higher values indicating greater human flight. The indicator takes into account the
percentage of highly educated people leaving the country, the degree of professional flight, the
amount of overseas remittances, and emigration of economically productive components of the
middle class such as businessmen, entrepreneurs, and traders, in its construction.
Gross domestic product per capita for 2005 in real 2000 dollars is used as a measure of the
standard of living for the country. The data for the variable comes from the World Bank (World
Bank 2011).
The gauge used to measure peace is a modification of the 2010 Global Peace Index of the
Institute for Economics & Peace (Institute for Economics & Peace 2011). Because the Global
Peace Index ranges between one and five with lower values indicating greater peace, to avoid
confusion, five minus the Global Peace Index is used as a gauge of peace so that higher values of
the gauge indicate greater peace.
The index of quality of the workforce is the average secondary education of the workforce from
the Legatum Institute (Legatum Institute 2012). The data for different countries comes from the
year 2010 when available, and nearby years when it is not available for a country for that
particular year.
The property rights gauge is the property rights index for 2009-2010 of the World Economic
Forum’s Global Competitiveness Report for 2010-2011 (World Economic Forum 2011). The index
ranges from a low value of one to a high value of seven with higher values designating stronger
property rights.

V. THE EMPIRICAL FINDINGS
Table I shows the results of cross country regressions of Brain Drain on GDP per capita
(GDPPC), peace (PEACE), the educational quality of the workforce (EDUCATION), and property
rights (PROPERTY).
The table is organized with the first column listing the potential explanatory variables and
each of the four remaining columns showing the results of an individual regression run. The
equations are numbered in the first row. The last two rows provide the r-squared value (RSQ) for
each equation, and the sample size (N), the number of countries entering the equation. The
estimated coefficient for a given variable and for a given equation is the top value in the
appropriate row and column in the body of the table. The individual t-statistics are underneath
the estimated coefficients in parenthesis. Asterisks under the estimated coefficients indicate level
of significance of a variable in an equation, with three asterisks indicating significance at the ten
percent level or better, two asterisks at the five percent level of significance or better, and one
asterisk at the one percent level of significance or better.
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TABLE I: CROSS COUNTRY REGRESSIONS OF BRAIN DRAIN OF BRAIN DRAIN ON PER CAPITA GDP AND OTHER
VARIABLES
CONSTANT

GDPPC

(1)
6.554
(42.11)
*
-.00016
(-14.09)
*

(2)
10.598
(11.49)
*
-.00013
(-9.78)
*
-1.423
(-4.43)
*

(3)
10.600
(11.84)
*
.00011
(-8.09)
*
-1.228
(-3.84)
*
-.3462
(-2.70)
*

.650
109

.711
106

.731
106

PEACE

EDUCATION

PROPERTY

RSQ
N

(4)
11.297
(11.15)
*
-.000097
(-5.87)
*
-1.060
(-2.99)
*
-.3378
(-2.60)
**
-.3045
(-1.80)
***
.738
101

The table contains four equations. The first is a regression of brain drain on the GDP per
capita alone. The next three regressions cumulatively add, in succession, peace, workforce
educational quality, and the extent of property rights.
The results are consistent with the hypothesis that better economic and social conditions leads
to reduced brain drain. As expected, GDP per capita (GDPPC) has a negative estimated sign in
all four equations indicating that a higher standard of living is associated with reduced brain
drain. The variable is significant at the one percent level of significance or better in each of the
four equations.
Similarly, Peace works very well. In the three equations in which PEACE appears (equations 2,
3, &4), it has the theoretically anticipated negative sign and is significant at the one percent level
of significance or better.
Looking at the results for third explanatory variable, EDUCATION, the educational quality of
the workforce, suggests, just as anticipated, that higher quality human capital lowers the
emigration of high quality workers from the country. EDUCATION is negative in both equations
that it enters (equations 3 & 4) and is significant at the one percent level or better in equation 3
and at the five percent level or better in equation 4.
Finally, the estimated coefficient on property rights is negative, indicating that better
protection of property through enhanced property rights in a country leads to reduced emigration
of highly skilled people from the country. Although property is less significant than the other
variables in the lone equation that it appears (equation 4), never the less, it is still significant at
the ten percent level or better.
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The r-squared values for the four regressions are, especially for a cross sectional analysis, fairly
high. Focusing on equation four, show, the four variables together, in a sample of a 101 countries,
explain close to seventy four percent of the cross country variation in brain drain.

VI. CONCLUSION
The results support the hypothesis that better socio-economic conditions lead to reduced brain
drain. The cross country regressions indicate that either improvement in the standard of living of
a country, or increases in the quality of the work force through better education, or greater social
stability of society in the form of higher levels of peace, or better property conditions that protect
citizens from arbitrary confiscation of their wealth, results in reduced brain drain.
Policies favoring reduced brain drain through these means is also favorable to economic
development. To develop, one needs to promote economic growth, enhance human capital through
better education, and give human beings an incentive to accumulate wealth through assurances
it will not be destroyed by war or readily taken away once it is amassed.

REFERENCES
[1] Carrington, W. J. and Detragiache E. (1999). How Extensive is the Brain Drain? Finance and
Development, 36(2), 46-49.
[2] Docquirer, F., Lohest O., and Marfouk A. (2007). Brain Drain in Developing Countries,”The World
Bank Economic Review, 21(2), 193-218.
https://openknowledge.worldbank.org/bitstream/handle/10986/4454/wber_21_2_193.pdf?sequence=1,
October 23, 2012.
[3] Docquier, F. (2006). “Brain Drain and Inequality across Nations,” Econstor working paper no. 2440,
http://www.econstor.eu/bitstream/10419/33758/1/538331658.pdf, October 24, 2012.
[4] Fund for Peace. (2012). The failed States Index Human Flight Indicator for 2010.
http://www.fundforpeace.org/global/?q=fsi-grid2010, October 9, 2012.
[5] Gallup. (2012). Gallup World Poll, http://www.gallup.com/strategicconsulting/worldpoll.aspx, October
11, 2012.
[6] Gibson, J. and McKenzie, D. (2011). Eight Questions about Brain Drain, The Journal of Economic
Perspectives, 25(3), 107-128.
[7] Institute for Economics & Peace. (2011). The Global Peace Index, http://www.visionofhumanity.org/wpcontent/uploads/2010/06/2010-GPI-Results-and-Methodology-Report1.pdf, February 16, 2011.
[8] Kaba, A. J. ( 2009). “Africa’s Migration Brain Drain: Factors contributing to the Mass Emigration of
Africa’s Elite to the West,” Chapter 5, The New African Diaspora. Isidore Okpewho and Nkiru Nzegwu
(Editors), (pp109-123). Bloomington, Indiana: Indiana University Press.
[9] Kalipeni, E, . Semu L. L. & Mblizi M. A. (2012). The Brain Drain of Heath Care Professionals from
Sub-Saharan Africa: A Geographic Perspective, Progress in Development Studies, 12(2&3), 153-171.

Copyright © 2014 Helvetic Editions LTD - All Rights Reserved

www.elvedit.com

36

An International Empirical Look at a Few Possible Reasons for Brain Drain
William R. DiPietro

[10] Legatum Institute.( 2012). The 2011 Legatum Prosperity index.
http://www.prosperity.com/prosperiscope/ , October 11, 2012.
[11] Semela, T. (2011). Vulnerability to Brain-Drain among Academics in Institutions of Higher Learning
in Ethiopia, Asian Social Science, 7(1), 3-18.
[12] Tansel, A. (2003). “Brain Drain” from Turkey: Survey Evidence of Student Non-Return, Career
Development International, 8(2), 52-69.
[13] Torbat, A.E. (2002). The Brain Drain from Iran to the United States, The Middle East Journal, 56(2),
272-295.
[14] World Economic Forum, Global Competitiveness Report 2010-2011. (2011).
http://www3.weforum.org/docs/WEF_GlobalCompetitivenessReport_2010-11.pdfMay 20/2011, July 15,
2012.
[15] World Bank. (2011). World Development Indicators, http://data.worldbank.org/indicator, June 20,
2011.

Copyright © 2014 Helvetic Editions LTD - All Rights Reserved
www.elvedit.com

37

International Journal of Academic Research
Management (IJARM)
Vol. 3, No. 1, 2014, Page: 38-50, ISSN: 2296-1747
© Helvetic Editions LTD, Switzerland
www.elvedit.com

in

The Exploration of Port Industry Ecological
Development under the Background of Lowcarbon

Authors
Lei Wang
School of Management /Qufu Normal University

walliege@163.com
Rizhao,276826,China

Abstract
This paper talks about the connotation of port industry ecological trend, analyzing and exploring port
industry ecological trend development from five aspects, such as enterprise, supply chain, cluster, landsea and area, and it aims to explore the internal mechanism and development mode of port industry
ecological trend. Some correlative strategy of port industry ecological trend development is mentioned
and the theoretical framework of port industry ecological trend development is structured in this paper.
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I. INTRODUCTION
The economy of developing country is at a transitional period in the background of economic
globalization. The heavy chemical industry which is represented by steel, petrochemical and
equipment manufacturing clusters to coastal by making good use of the coastal port advantage,
resource, shortening transport distance and saving cost, then forming a competitive port industry
cluster gradually. However, the related industry has the characteristics of high input, high
energy consumption and high pollution. And this has brought unprecedented pressure to the
coastal ecological environment. Today, the countries all over the world advocate developing lowcarbon economy and blue ocean economy. Whether we can handle the relationship between port
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industry and coastal ecological environment, harmonize the contradiction between port industry
and marine industry, form a mew situation of continental sea overall planning and industrial
ecological development or not, has become a prominent and urgent problem. Therefore, this
passage analyzed the ecological development of port industry from the perspective of circular
economy, and strives to explore the internal mechanism and development mode of port industry
ecological trend.

II. THE CONNOTATION OF PORT INDUSTRY AND ECOLOGICAL TREND
Port industry generally refers to the industry cluster that locates near the port and has
advantages on port sources and transportation. Port industry brings the port into the production
line, which makes logistics procedure fluent, saves costs extremely and promotes company’s
competitiveness. According to the consistent division in economic field, port industry includes
port direct industry, port symbiosis industry, port dependence industry and port association
industry.
Port industry ecological trend aims at realizing the harmony and coordination development of
economy, society and ecological on specific port area. It is a process to establish the virtuouscircle industry system through the optimization of industry system, nature system and society
system in specific land-sea area, when taking natural ecological system and the tissue framework
of industry system into consideration. Compared with traditional industry system model, port
industry ecological trend is characterized by ecological feature, circulation, economy and low
consumption.

III. THE ANALYSIS OF DEVELOPMENT OF PORT INDUSTRY ECOLOGICAL
From the point of economic growth, port industry, just like industrial economy, follows the
traditional and extensive growth path, namely a liner mode: “resource --product + waste”. This
approach results in more serious non-renewable resource consumption and waste discharge in
both speed and scale than any other time before. What’s more, the pressure from resources and
environment becomes heavier and heavier. It has an essential significance to promote the
adjustment of industrial structure, the transition of economic growth mode and the
ecologicalization of industry by analyzing the ecological development of port industrial. In fact,
the process of port industry ecologicalization is to establish a circular economy system. And it
needs analyses from aspects such as microscopic, medium-view and macroscopic. Given the
dispersion and sea-land unity of port industry, if we want to promote the development of port
industry, we should analyze no only industry, cluster and society but also industrial chain and
sea-land overall planning. The port industry ecological development is analyzed from the
following five aspects:
A. Production layer of enterprise
Port industry works like a cell to realize port industry ecological trend. According to the
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composition of port industry, port manufacturing especially the port heavy chemical enterprise
that discharges waste water, waste gas and waste residue during the production procedure, has
more influence on environment. To promote port industry ecological development, we have to
urge ecological operation of port industry first, which means to realize the minor cycle within the
enterprise according to 3R principle. At present, the main problems existing in the process of
enterprise inner circulation system building are as follows:
First, the driven factor, the motivation for ecological operation is not enough. Under the
condition of market economy, enterprise aims to chase economic benefits, that is to say, minimize
the unit output cost. Enterprise should input on capital, technology and talents to realize
ecological operation. Although the social benefit is obvious, enterprise may suffer from loss
because of the low return rate. The figure below represents the relationship between social
benefit and economic benefit of enterprise when constructs ecological operation system. Without
certain incentive and guarantee measures, the social benefit and economic benefit will like curve
A-C-D-E-B. Although enterprise hopes that the benefit will increase from point A to point B, it is
always faced up with a stage of negative benefit, i.e. curve C-D-E. This explains why enterprise
lacks initiative. The restriction mechanism and incentives are in need to promote the enterprise
to follow a ecological path, i.e. curve A-D1-B.
Y

Enterprise social
benefit
E

D

B

0
C

D1

Enterprise economic
benefit
X

A
FIGURE I: THE PATH OF ENTERPRISE ECOLOGICAL OPERATION

Second, the scale factor, for individual enterprise, it is economic feasible to recycle the wastes
only when wastes amount to a certain scale. But the fact is that the small and medium-sized
enterprises “fail” to discharge so many wastes, which means it is not economic feasible to
implement inner resources recycling. In that case, special enterprises that are professional on
waste collection, classification, processing, and reuse are in need. In this way, we can realize
unified treatment of individual enterprise’ wastes. Theory and practice have proved that it is not
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reliable to rely on enterprise’s initiative to undertake social responsibility to save energy and
reduce emissions.
Third, the technical factor, the enterprise ecological operation needs technical supports. It is
impossible to improve ecological efficiency and decrease consumption without advanced
production technology and process. At present, some enterprises lack knowledge of advanced
production technology and related equipments, they ignore the investment on ecological
technology and lack deep exploitation of resources and waste disposal. All these lead to the result
that some advanced technologies have not been widely used yet.
B. Metabolism layer of industry chain
For an individual company, the best choice is to establish internal small loop system first. But
many companies fail to do that due to the factors mentioned above, so material waste is
inevitable. Therefore, to realize port industrial ecologicalization, it is necessary to build eco-port
industrial chain system according to the principle of biological chain. Under the guidance of
ecology, ecological economics, industrial ecology and system engineering, eco-industrial chain
combines companies according to theories of material cycle and relevant industrial symbiosis to
the industrial chains and networks with a complete life cycle of resource utilization. Ecoindustrial chain seeks for comprehensive development of resource recycling system by
minimizing the negative impacts on the ecological environment, and seeks for efficient resource
use by establishing several complete industrial chains that help coordinate energy, raw
materials, products and wastes between enterprises.
Traditional industrial chain is built up on the basis of product supply and demand. However,
ecological industry chain is connected with the recycling of waste and it has some characteristics
of the traditional industrial chain, such as sharing infrastructure resources, reducing transaction
costs and so on; However, due to the ecological requirements of the enterprise in the chain
coupled with its upstream and downstream companies through the exchange of material, energy,
information and value to form an interaction, interdependent, common development entirety.
The chain players coordinate with each other in waste emission and utilization efficiently.
There are some problems in the development of eco-industrial chain in port at present. First,
the industry chain is short. Many industrial chains involve only two or three metabolic
relationships. It is unable to form effective market and social effects. So the ecological effect is
not obvious. Second, it is difficult to balance supply and demand. The discordance in industrial
chain between the upstream and downstream in usage and emission of resource and waste is
increasing, which results in inefficient demand-supply relation, and inhibits the development of
real ecological industry chain and recycling eco-industrial chain. Third, the layout of players in
industrial chain is unreasonable, because when design the port industry, efficiency and cost are
put in the first place. Due to geographical factors, eco-industrial chain is only possible literally
but not geographically. Fourth, the leader enterprise in eco-industrial chain dose not execute its
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duty. Affected by market scale and policy, leading company lacks initiative to establish ecological
industry chain, which results in slow extension and low level eco-industrial chain.
C. The symbiosis layer of cluster
According to the viewpoint of ecology, the port industry cluster ecology is within the range of
the port area and focuses on energy use and waste disposal. Different industrial chains, related
departments, technical services departments, basic services departments, research institutions
and intermediaries exchange knowledge, information, conduct technology diffusion, circulate
materials and energy. Finally, these departments organize a self-organizing and self-regulating
functional unit.
Port industry ecology should play not only the role of eco-industrial chain but also the role to
analyze the coupling of different industrial chains from the aspect of cluster. So it can make full
use of resources, eliminate environmental damage and coordinate the development of natural,
social and economy. Port enterprise cluster ecology is a gradual process during which the
characteristics of anti- ecology decrease and ecological characteristics increase. Theoretically, the
port industrial cluster system not only has to form material recycling feedback system through
material producers, but has to guarantee all enterprises and the entire ecological chains can
develop in a more enriched and improved way by providing intangible technical support and
business services. Technical and institutional innovation and social service play a vital role
during the process of improvement and development, as shown in Figure 2.
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layer
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circulation
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FIGURE II: THE SCHEMATIC DIAGRAM OF THE ECOLOGICAL CLUSTER OF PORT INDUSTRY
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At present, the main problems in developing eco-port industry cluster are listed as follows:
First, the industry concentration is low. The industrial correlation degree among different port
industry clusters is low. Furthermore, various kinds of industries within a cluster lead to various
kinds of wastes, and this inhibits ecological symbiosis among industry chains. A complete isolate
line-ecological structure does not exist in the process of port area-ecological development, if any,
it just exists temporarily. In practice, we need realize the recycling of all kinds of by-products and
secondary resources according to the design theories such as “link-adding” (production link,
revenue-adding link, consumption-reducing link and compound link), “unlink” “processing link”
in metabolic chain.
We should promote the coupling link of the industrial chain link which is centered on port
logistics in order to form a crossing ecological industry network. Second, the division mechanism
of port industry is not perfect and the technical force is scattered, so it is difficult to dispose
resources, and the role of cluster system can not play a full role. Because of this, each internal
department can not make full use of the by-products that come from upstream, and it is difficult
to have a mutual infiltration among different industry chains and dispose the waste from
upstream. So we should establish a cooperation platform, on which the enterprises can operate
efficiently, and we should build a platform that every company has an effective division and
cooperation. With this platform as the carrier, the ecological benefits as the premise, take the
economic efficiency as the core, rational planning, full information sharing, to achieve the
enterprise symbiotic objective. The carrier to promote port industry ecological cluster is e
alongshore-sea industrial park.
D. The coupling layout of sea and continental
The rapid development of port industry has great influences on marine ecological environment.
Currently, the land-sourced pollutants discharged into the sea remains serious problems. And
exhaustion of fisheries resources, reduced marine species, islands deterioration of ecological
environment, the weakening of coastal resilience, and sudden marine environmental disasters all
threat the sustainable development of coastal areas. Therefore, it is the important link that
builds a harmonious integration of land and sea ecosystems to promote the development of port
industry ecological trend. In the land and sea coupling level, there mainly exist the following
several aspects: First, the marine industry and land industry don’t have strong docking
capability. Although the marine industry is an important part of the port industry, the current
development of marine industry is still relatively extensive, mainly in farming, fishing and
tourism and other related fields, high value-added processing of marine fisheries are developing
relatively slow and marine resources as a basis for the development of two or three industry is
still in its early growth phase, a smaller proportion of marine high-tech industries, and low level
of industrialization is a very prominent problem. Second, the other port industry is now invading
the marine industry related resources, and producing negative effect on the marine industry. On
the one hand, the coastal area reclamation is developing to the direction of high speed, large area
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and wide range. “Ask land from sea” eases the development of land resource “bottleneck” of the
risk at the same time. The lack of proper planning and excessive reclamation activities
implemented will have a negative impact, resulting in local waters degradation of marine
ecological system and even the loss of near shore. And it can even have effect on marine fisheries
resources, destruct natural shoreline and increase pollution of the marine environment. On the
other hand, the phenomenon of land-based pollution remains a serious impact on marine
ecological system. It concludes conventional sewage pollution also includes various types of
sudden catastrophic event marine pollution.
E. Regional ecosphere
From the whole social aspect, the final purpose of eco-industrial port is to promote the
construction of the port regional ecological system, harmonize the development of man and
nature, and finally establish an ecotype society. The following several aspects are the main
problems in ecotype society: First, to promote the development of the related system of ecological
port area, and the relevant laws and regulations of the development of regional ecological is not
perfect. The development of circular economy started late in China, and we lack corresponding
laws and regulations. As a new mode of economic development circular economy is a system
engineering which is a set of economic, technology and society, and it needs the support of law,
regulations and systems. The paid use system and incentive mechanism of the ecological
environment is the fundamental guarantee to develop economy, it includes elements of the
ecological environment system of pricing, production responsibility extension system, consumer
responsibility system, the government responsibility system, resource recycling incentive
mechanism, incentive mechanism of the economical use of resources, ecological technology
support mechanism, the relevant tax system and pollution compensation, these systems need to
be established and improved in China. Second, a complete free market economy system can not
achieve the development of circular economy. The history of the modern economic development
proved this, the role of government macro-control is more and more important and essential with
the development of the market economy. At present, the majority of small and medium-sized
enterprises are in the state of free competition, and the market is like a pair of invisible hands to
play a leading role. Under the free market economy, many asymmetry problems exist in the
market, that is to say, the role of the market is in a blind area and it is impossible to realize the
development of circular economy simply relying on the role of the market, and the operation of
the market will not be useful if the treatment of environmental pollution and waste is not under
the constraint of the market. Third, the society has not yet established the consumption value
system of ecotype social life. Social mobilization mechanism is single, and the participation
consciousness and ability of public is not strong. The public and non-governmental organizations
are the strong power in the development of circular economy. Because of the information
mechanism is not clear, it is difficult to obtain the information resources of the development of
circular economy, so the public lack the awareness of the importance of the development of
circular economy, green conception, environmental awareness and the awareness of social
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participation. At the same time, the intermediate link is lost because of the lack of large masses
of environmental protection organization, so it is difficult to achieve the desired effect simply
relying on the promotion of the government. Fourth, the mechanism of the government
promotion is inordinate. The government is the leading and the driving strength to develop the
circular economy. Under the development of the circular economy, because the main point of
benefit is different. In the development of circular economy strategy, some governments pay
attention to the growth of GDP in the pressure of the economic growth and stressful employment
ignoring the environmental benefits, and their attitudes are so negative that the actual effect of
the development of circular economy is not good.

IV. FRAMEWORK OF PORT INDUSTRY ECOLOGICAL DEVELOPMENT
According to the above analysis, the ecological system of port industry needs to be constructed
according to the range from small to large and the minimization principle of the interlayer
exchange of material and energy, then construct an economic system. Now we will discuss from
the above five aspects in the following.
A. Enterprise level: pay attention to the science and technology innovation
Studying on the composition of port industry and analyzing the ecological construction of
enterprise is important. So we should study on the characteristics of enterprise from the level of
technology and the characteristics of enterprise “three wastes”. According to the principle of
energy reduction to design the small circulation of enterprises, and promote the cleaner
production and resources cyclic utilization in enterprise, then create a recycling enterprise. We
must guide the enterprise to study, introduce and digest, and we also need to extend the
production technology of clean, to improve the level of enterprise environmental management,
and to reduce energy consumption, material consumption, water consumption of the unit
production and pollutant emissions. We need to clean the production, and strive to build a small
circular system of port ecological. We should put the development of recycling economic into the
overall development planning of enterprise, establish and improve the long-acting investment
mechanism of the development of recycling economic from a long, strategic perspective. Finally,
we should strengthen the internal management of enterprise, set up some full-time organizations
to save energy resources, clean production, and manage environment. And we should ensure
company’s goal, responsibility, and assessment index system. In these aspects, the enterprise
should analyze from productive level and the production operation system:
The product level: in the product level, we should have ecological evaluation and design of the
product, and norm the quality and ecological standard of product. In the process of the
development and design of product, we should reduce the environmental impact which is from
products. We evaluate the product in a mode of "from the cradle to the grave”, seeking to the
chance and methods to improve the environmental impact of products, so this can provide
technical support for ecological design of products. We should scan the whole life cycle of the
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products from the perspective of sustainable development, and have a systemic analysis and
evaluation according to the perspective of life cycle in the period of product development, in
order to eliminate the negative and potential impact on the environment, then we strive to form
a process " from the cradle regeneration" .Ecological design should consider ecological
performance and economic performance of environment, and consider all stages of developing
and using, and we should research and choose the product which has a small effect on
environment in life cycle.
Production operation system layer: First, it is to improve the manufacturing process and reduce
resource consumption. Enterprises ecological production technology depends on the degree of
level in resource utilization of integration and process optimization. The reform of the
manufacturing process, the development of new technology, the use of resources and energy in
high utilization, efficiency and high conversion rate of raw materials, few pollutants produced in
new processes and few pollutants and the waste of resources in the manufacturing process,
making the waste can be recycled and finally the waste can be decomposed then maximize realize
less waste or no waste production. Re-examine the production technology and manufacturing
processes, then to carry out clean production and to reduce waste production. The development of
new green technologies and new processes in the way of efficiency material conversion, clean,
rational use of resources, including the following: the establishment of a new system of
environmental resources and unity of cleaner production strategies in the control of
methodologies source; zero emissions target management system; establishment in material flow
process industries, energy flow, information flow comprehensive optimization of process
integration; development of bio-conversion technology, renewable resources and alternative
technologies and the establishment of internal matter, energy stratified multistage loop
optimization utilization system. Second, using energy-saving equipment or upgrading old
equipment. If we want to carry out cleaner production in the production process, we should start
from the green manufacturing equipment, that is to say, using energy-saving equipment,
researching new equipment or upgrading old equipment to achieve energy saving. Third, to
achieve the renewable cycle, we can use recycling and reuse technology. The manufacturing
process of the regeneration cycle can be the main application of techniques for disassembly and
recycling technologies. Technology of disassembly means is according to
the minimum
additional cost and maximum utilization of the principles of value if the best disassembly
procedures and methods are developed. And by the secondary manufacturing we would recover
the characteristics of the products to the state which is close to new, this is not only to extend life
of product but also promote recycling of components and materials. Recycling technology
is secondary utilization technology in the disassembled components or material of components.
B. The level of industry chain: strengthen the industry tie-in
If we want to construct the industry chain of circular economy, we should focus on the
introduction of the technology key link, pay attention to the industry chain of enterprise, and
strengthen the docking of metabolic chain, then form a recycling ecological chain of waste and byCopyright © 2014 Helvetic Editions LTD - All Rights Reserved
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products to promote a high link of material flow and energy flow in supply chain. The structure
design of port ecological industry chain uses a mode of the development of ecological industry
chain which is centered on the leading industry chain (value chain), and expend in a downward
vertical extension and horizontal ring. Downward vertical extension is to extend the industrial
chain. In addition to stress the first treatment of raw materials by using port advantage, we
need to increase the added value of products and stress the benefit of the service increment. The
main form is to couple by the chain structure; also it is a one-dimensional chain structure and
directly coupled on the port vertical industry. It has a coupling of longitudinal system and the
transformation of natural food chain in natural ecosystems to longitudinal input-output chain
which is based on manual through the production and technical means in the range of port.
There are many vertical industry chains relying on various materials in the port area. Horizontal
ring to expand is to make a deep processing of by-product or waste from the ecological industry
chain. Finally a crossing chain network of port ecological industry chain is constructed to achieve
the coordinated development of social, economic, and the benefits of ecological environment.
C. The level of cluster: highlight the symbiosis of cluster
Port industrial cluster is the product of economic interests under the market mechanism, and
it is difficult to form ecological generally. With the development of economic, the driving force for
sustainable development of the cluster will gradually become not enough, and it is mainly caused
by the following defects: firstly, the traditional cluster development dose not consider the load
capacity and suitable density of cluster environment, and blind expansion of the cluster scale also
brings great pressure to the environment. Secondly, the cluster of industry chain is too single, the
number of producers and consumers is too large, and the number of decomposer is limited.
Thirdly, resource utilization rate is low and the waste is serious without introducing the concept
of circular economy within the cluster, causing a severe damage to the ecological environment
and affecting the sustainable development of the cluster. Finally, the development of cluster dose
not considers the relationship of the enterprises symbiosis in the cluster. The individual of
clusters lacks strategic vision, and they work by their own free will, causing the benefit in
competition is gradually lager than the benefit in coordination in cluster.
The park area of port ecological industry is the effective carrier of the ecological port industry
cluster. By promoting the transformation of port industry from the agglomeration of cost to the
agglomeration of ecological symbiosis, we need strengthen the sharing of resource integration
and the introduction of enterprise called "fill chain". We need form a network of ecological
industry between symbiotic enterprises and industrial chains. The establishment of ecological
industry cluster can be made with the type of existing transformation, the type of new planning,
multi interests driven and supplementary mode network. First, the type of existing
transformation is based on the link relationship within the energy, water, raw material
utilization status, and the relationship within logistics and energy flow to improve the ecology,
strengthen the cooperation between upstream and downstream in enterprises and to extend the
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industry chain. Second, according to the concept of circular economy, the new park area will have
an overall planning and selection of enterprises, and build a reasonable industry and the chain
network of product to achieve the optimal combination of structure of park industry. According to
some factors such as the direction of development, industrial structure, supporting facilities, and
the surrounding environment, we need have the full implementation of environmental
management and collaboration enterprise and make a system of environmental management
which is suitable for the authorization and record of project and daily operation. We should
promote enterprise to operate in the resources production, product eco-design, waste utilization
and other aspects, to achieve a significant reduction in the amount of park pollution or even a
"zero emission"; through the improvement, optimization and integration of park infrastructure,
to promote focused distribution, centralized management and emissions standards of pollution
projects. Third, the type of multi interests driven is the market-oriented models that can
strengthen the construction of by-products transaction and promote integrated development of
symbiosis industry. Fourth, supplementary mode network is to perfect complement existing
industrial symbiosis chain and strengthen linkages between chains, by increasing the number of
nodes and size of enterprises to strengthen the professionalism and interdependencies between
enterprises, thus forming a more stable industrial symbiosis network.
D. level of sea-land: Embody overall planning of sea-land
The integrated construction of Co-ordinate industrial marine industry and terrestrial
integration have the characteristics of coexistence and common prosperity and complementary
and mutually. Future development of port industry will be based on the port and co-ordinate the
use of sea land, then forming high-end industrial agglomeration of ecology, recycling, efficient
and sustainable. On the one hand, it can prevent the marine to affect land, mainly pollution. On
the other hand it can prevent the land to affect marine, mainly marine disasters. Thus we
emphasize the unified management of land and sea and management which are based on
protection. Mutual convergence is required not only on planning but also on coastal zone
management. The management of sea, land, port and fisheries should be interrelated, rather
than the transport sector think harbor should be built along deepwater coastline. But the
fisheries sector is anxious to expand the scale of farming. In addition, the coastal areas should
also strengthen regulation and repair. First, strengthen technology research. Second, implement
specific projects and protect or restore the remediation. The means of Integrated Coastal Zone
Management is sustainability and the goal of it is development. Third, we should strengthen the
development of strategic marine industries and accelerate depth adjustment and update in the
structure of marine economic.
E. Regional level: Promote the construction of eco-cultural system
Ecological development of port industry is inseparable from the concept of industrial ecology.
Establishment of a regional mechanism for the development of ecological culture is the most
powerful protection to promote the development of port industrial ecology. In this regard, the
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government should strengthen the guidance from the concept, and build eco-cultural system that
can promote the development of port industry from the relevant supporting policies, systems and
even physical layer level. From the three levels of individuals, businesses, governments to
establish regional eco-cultural ideas, make it our core values and consistent principles in guiding
our general business. Through the establishment of effective ecological constraints and incentive
management system, we can link the mechanism of ecological culture with the relevant laws and
regulations, decision management, performance appraisal, investment, personnel appointment
and removal and many other aspects, in order to make it related to the index of ecological
industry. Give full play to the role of science and technology; improve the specific relevant
indicators and transparency of indicators and then strengthen the supervision and guidance.
Through the establishment and improvement of various waste materials and water reuse system
on material level to promote waste classification of port industry and to construct regional waste
classification dismantling and the base of recycling processing. Perfect relevant services
supporting measures, sound various intermediary service organizations, inhibit environmental
suppress speculation, promote enterprise ecological monitoring system and form the material and
cultural foundation of ecological development of the port industry.

V. CONCLUSIONS
Ecological development of the port industry is the necessary requirements of economic and
social sustainable development. In the background of transformation of mode, adjustment of
structure, benefit for people's livelihood, development of a blue economic, we need to follow the
related laws the development of ecological industry and rely on the progress scientific and
technological, to analyze and research from enterprise, industry chain, clusters, sea and land,
region and other levels. This paper construct the related framework of the development of portrelated industrial ecology from the above five aspects. Therefore this can provide a reference
guide for a healthy sustainable development of port industry.
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Abstract
This study attempts to determine the importance of sustainable development and aims to propose some
indicators and tools that would be used to facilitate a transition towards sustainability. It is assumed that
sustainable development is a function of three factors, economic growth, social development and
environmental conditions. The results are then combined with certain principles of sustainability, to develop
a roadmap for sustainable development in Laos. Annual time series data is used for the period 1990-2010.
In order to generate the most appropriate equation for analysis, relevant theoretical and studies are
reviewed. This study proves that sustainable development is a fair combination of the three main factors of
development, economic growth, social development, and environmental protection, under the condition that
economic growth is distributed to all the population, through poverty reduction, minimizing inequality in
society, and maintaining a good condition of the environment and natural resources. It is about achieving
the economic growth needed to meet human needs, improve living standards, and provide the financial
resources that make environmental protection possible.

Key Words
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I. INTRODUCTION
Sustainable development (SD) is development that “meets the needs of the present without
compromising the ability of future generations to meet their own needs” [1]. The definition also
includes two facets: First one is about the concept of 'needs', in particular the essential needs of
the world's poor, to which overriding priority should be given; and second one is the idea of
limitations imposed by the state of technology and social organization on the environment's
ability to meet present and future needs.
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Initially, SD was emphasized only the environmental issues; however, the reality of
development, this concept should also encompass the social development perspectives and other
key indicators such as natural, cultural and economic issues. At the 1992 ‘Rio Earth symposium’
in Brazil, sustainable development issue was the main topic of discussion. Rio Earth Summit in
Brazil was attended by 152 world leaders from around the world. The symposium’s main focus
was to highlight the importance of sustainability, included in agenda 21, a plan of action, and a
recommendation that all countries should produce national sustainable development strategy.
In addition, SD is a politically and scientifically contested concept and it is needed to identify
clearly about the major indicators influencing in the development purpose. This is partly due to
its definition, which contains ambiguous, normative and subjective elements. In addition,
sustainable development is a complex concept describing developments at different time-scales,
geographical scales and across domains [2]. The sustainable development indicators are used to
monitor and evaluate the development dimensions. These indicators are expected to supplement
political decision-making, representing states and trends of development. However, employing
indicators to assess the sustainability of some nations’ strategies and policies has limitation as
they only reflect the systematic interaction between them. The concept of sustainable
development has become a global issue. Therefore, in order to achieve the goal we need the
cooperation of relevant organization, particularly from government to frame the most appropriate
strategy to achieve this development goal.
In Laos, although the country has performed persistent sustained economic growth since the
introduction of open door policy in 1986, particularly after holding a full membership of ASEAN
(The Association of South-East Asian Nations) in 1997, it is questionable whether economic
growth is of benefit to the reduction of either poverty or social inequality, or whether the
economic growth produces negative impacts on environmental conditions both environmental
degradation and deforestation. The interaction of these determinants is proposed to be a primary
concept of sustainable development, which remains a major challenge for current and future
development of Laos.
The sustainability of development undertaking should almost by definition become the main
criteria to achieve the national development goal. This study attempts to determine the
importance of sustainable development, which aims to present some indicators and tools that
would be used to facilitate a transition towards sustainability. It is assumed that sustainable
development is a function of three factors, economic growth, social development and
environmental conditions.
The expected outcomes of this study are to identify the key factors dominate in economic
growth, based on the concept and theory of economic growth and its influence on social and
environmental aspects. The employment of many relevant indicators in our analysis, it is
expected to clarify a clear explanation, and also to identify a very good strategy contributing to a
sustainable development of Laos. This paper consists of five sections, including the introduction.
The next section reviews the theoretical issues. Section 3 specifies the methodology and provides
the model specification, while the empirical result is detailed in Section 4. Finally, section 5
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concludes the paper.

II. COUNTRY DEVELOPMENT PROFILE OF LAOS
A. Development Background
Laos, one of the world's few remaining communist states, is one of East Asia's poorest countries
(http://www.bbc.co.uk/news/world-asia-pacific-15351898). This is a small landlocked country
located in the centre of South-East Asia, which occupies an area of 236,800 square kilometres of
the northwest portion of the Indochinese peninsula. Laos is surrounded by China, Vietnam,
Cambodia, Thailand, and Burma. It is a mountainous country, especially in the north, where
peaks rise above 2,800 meters and dense forests cover the northern and eastern areas. It is
considered to be large country compared with number of the population (6.3 millions), the density
is only 27 people per kilometer square (2010).
This country became independent in 1975, and the country follows the socialist system, where
the government decides what to produce, how to produce it, and who receives the final product.
In 1986, the new economic reform under the new economic mechanisms (NEMs) (Drastic changes
from the socialist revolution to the market economy in Laos” http://www.esri.go.jp/jp/archive/
bun/bun137/bun137d.pdf#page=2) and open door economic policies were introduced and implemented,
aimed at transforming the nation from a closed and centrally planned economy to a marketoriented one. The two basic political goals including: 1) Open Market policy and 2) Introduction of
Market economic principles. The introduction of NEMs leads to increase in the international
cooperation and attractive foreign direct investment (FDI). Laos has successfully developed
amicable relations with regional states, being a members of many international organization,
particularly, the country joined the Association of Southeast Asian Nations (ASEAN) is necessary
for Laos in respect of its economic progress both regional and global procedure [3].
It could be assumed that gaining full membership of ASEAN in 1997 was a significant occasion
for Laos, which could promote this country to set up both economic and political cooperation
amongst members rather than its previous socialist states. This is a good opportunity for Laos to
access new markets with both regional and international cooperation. ASEAN does not only
increase the cooperation and relation within member countries, but it also expands its
cooperation with other regions in order to facilitate wider cooperation among different nations
outside its regions; thereby, the ASEAN’s committees were established in order to create dialogue
with its partner countries to handle its external relations [4]. This organization derived three
main objectives:

1) To act as a forum for the resolution of intra-regional differences;
2) To secure the political and economic constancy of the region and exert an influence
on competition; and
3) To enhance the economic, social, and cultural expansion of the region through
cooperative programs.
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In order to obtain greater achievement from membership of ASEAN, it is necessary for the
commitments of both trade liberalization and cooperation policies to involve education
development, in particular emphasizing more development of human resources and building of
capacity. The Government of Laos has itself attempted to accelerate the economic development in
order to eradicate poverty and increase the living conditions of the population. Furthermore, the
cooperation among ASEAN member countries is assumed to gain more positive advantages in
terms of human resource development, economic growth, and trade cooperation. The national
development goal of the Government is to emerge from the list of least developed countries
(LDCs) by 2020.
Laos has emerged into international trade with very deprived social and economic growth
conditions in 1986. Since then, Laos has pursued significant economic and institutional reforms
aimed to improve the living condition of the population by consistently through the
implementation of market-orientated economy and. In 1997, beyond ASEAN, Laos and member
countries seem to be more rival in economic cooperation than balancing; while many member
countries of ASEAN have more potential both human resource and know how technology.
However, this is important for this country to access a good atmosphere to boost both regional
and global affaires to warranty the economic progress of Laos.
In order to encourage and maintain high economic growth, several policies were adapted since
beginning of year 2004 and in late of the same year, Laos aimed at Normal Trade Relations
status with the US, allowing Laos-based producers to benefit from lower tariffs on exports. This
means that Laos has a good opportunity to take the steps to join the World Trade Organization
(WTO). This would assume that the introduction of trade policy reforms and joining ASEAN
would improve the business environment in Laos.
B. Opportunities and Challenges of Laos
In order to achieve a high rate of economic growth, there are several factors influenced, some of
those factors may provide a good opportunity to support the economic growth, while the other
factors would become a major challenge that the government has to find the most appropriate
solution. The major opportunities and Challenges for future development of Laos can be briefly
detailed below:
1. Opportunities of Laos
The sustainability of political and social stability since the introduction of economic reform, it
shows that the positive side of the development production and industrial activities. The stable of
political situation is recognized as a safe destination for domestic and international development
as well as tourism promotion. Being full membership in regional and global political, economic
and monetary organization contributes the dynamism of the economy and accelerates the
development of Laos.
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Particularly, becoming a membership of ASEAN in1997 is a very good opportunity that
Laos could benefit from the opening up of integration with the ASEAN market, and play an
important role in international community.
Laos contains the abundant natural resources, such as forest and mineral resources,
including many discovered and unexploited mineral resources endowments including the
potential resource for hydropower construction. These things would be allocated in socioeconomic development such as hydro-power, bio-energy production, forestry, organic
agriculture, and mining. Moreover, this country is also rich of cultural heritage with a good
maintaining the traditional custom and life style which would be a potential resource
nominating in tourism business.
The advantageous geographical location, which is connecting the most dynamic South-east
Asian markets with the huge Chinese market, even though Laos is a small land-locked, it is
now becoming a land-linked country, known as land-bridge among GMS (Greater Mekong Subregion Countries) countries. Laos has become an important trade link in Mekong region and
South-East-Asia, Chinese and East Asia Economy. This country is finally obtaining the
international attention that deserves, it is assumed as the “Jewel of the Mekong or the
Battery of Asia”.
Laos is able to continuously provide more opportunities for trade and investment. In
particular, expansion of mineral and hydro-electricity investment and exports are highly
possible. Other potentially areas for expansion of trade and investments are agro-business,
tourism and other services industries. Overall, the number of investment wills likely increase
due to the attractive incentives packages provided by the new Law on Investment Promotion
and the politic situation of the country.
Foreign agricultural investors are not only attracted by low land prices and rents, but also
lower tariffs and duties on Lao exports under the principle of being membership of ASEAN,
given the country`s status as a least developed country. In recent years, with the Greater
Mekong Sub-region programme boosting infrastructure development, in particular roads and
railways, investors in Laos could also reap the benefits from better transport services, more
integrated markets, and the free flow of goods and labour within the sub-region.
2. Key Challenges for Economic Development
A country with experienced transition, although succeeding in numerous aspects of socioeconomic performance, would unavoidably still present challenges for future development
perspective, including international cooperation and trade. Among the most-often cited
constraints are skills shortage, inadequate and high-cost basic infrastructure services, low
technology, and the absence of the sea ports due to being a land-locked country.
The main challenges for the government of Laos are how to sustain current growth in
manufacturing and services sectors, especially to ensure that mining and hydropower
development can be realized in a sustainable prospective for the future. Another challenge is
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to ensure that the rules of laws and related trade and investment regulations are respected
and implemented as envisioned.
One issue is about the development goal, which cannot be achieved or sustained when a
high proportion of the population is affected by poor health and inadequate access to health
care facilities, particularly in remote areas. Poverty eradication and inequality are other two
challenges for current and future development of Laos. Although the country achieved high
rate of economic growth last two decades, the poverty rate still extends in remote areas, and
also the income inequality is also increased. The equitable growth is one concept to reach
extreme development; in this case, the income growth should be distributed to the total
population both in urban and rural areas, may be through community participation
development method as author’s suggestion.
A new challenge of economic development of Laos is involving in the ASEAN Economic
Community (AEC), which is considered to be the goal of regional economic integration by
2015. AEC envisages the following key characteristics: (a) a single market and production
base, (b) a highly competitive economic region, (c) a region of equitable economic
development, and (d) a region fully integrated into the global economy. It is questionable
about the impacts of AEC on the economy of Laos. Since this country is one of the poorest
economic performances, small market in the large areas, and low human development
resource (skills shortage) compared with other ASEAN nations.
The introduction of NEMs and the membership of ASEAN encouraged the economic
activities and economic growth in Laos since the late 1990. However, to maintain a high rate
of economic growth, a high level of investment and natural resource allocation is required.
These activities lead to an increase in the level of environmental pressure, including
deforestation and increasing the level of carbon dioxide emissions. These are also become the
key challenges for current and future development of Laos.
Recently, the world leaders have been expressing their willingness to contribute to the
issues of environment and climate change initiatives. To align with this issue, the
government of Laos has highlighted its commitment to environmental issues as well as
international participation in the fight against climate. This discussed issue is strong
expressed for policy makers as to frame the most appropriate policies and documents, with a
directive to achieve the equitable growth and sustainability [5].

III. THEORY REVIEW
A. The Relationship of Key Factors
1. The Relationship between Economic Growth and Social Development
The interaction between social development and economic growth is related to many factors
of economic and social development; the main issues of Laos are related to the achievement of
social equity, including poverty eradication, income distribution, gender promotion, ethnic
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minority, health, illiteracy, and intergenerational opportunity. This study highlights only the
interaction between economic growth and poverty reduction, as well as the impact of growth
on income distribution.
Economic growth itself is dominated by several determinants, such as an open-door policy
leading to an increase in the trade volume, receiving several kinds of support from other
countries in terms of foreign aid and assistance, an increase in the number of foreign direct
investments as well as domestic investments, while becoming a full member of ASEAN is
important for Laos in respect of its economic progress in both regional and global procedures
[6]. Furthermore, it confirms that economic growth benefits the poor, implying that a high
rate of growth correlates with a high rate of poverty reduction; however, at the first stage,
growth increases inequality and then it decreases when a certain average income is reached.
Poverty incidence and income distribution are representatives of sustainable social
development. The final goal of national development is to succeed in poverty eradication and
to minimize the level of income inequality. The positive impact of economic growth on social
factors occurs only when the growth is distributed throughout the population, by minimizing
the development gap between urban and rural areas and also between rich and poor. The
interaction between economic growth and poverty is considered to be a positive correlation
only when the growth can reduce poverty and reduce inequality among the population.
Sustainable social development through community participation relates with the right and
voice of the population to speak and involve in socio-economic development in Laos.
Particularly, for poverty reduction and rural development, the community participation has
become an effective method for the economic development of Laos. Under the implementation
of PRF (The Poverty Reduction Fund Project in Laos), sustainability development is related
to the long-term effectiveness of sub-project operation. This largely depends on the capacity of
the local community to be aware of the operation and the maintenance of rural
infrastructures following the completion of PRF. The implementation assessment of PRF
confirms that community participation is directly related to capacity building for local people
as regards strengthening the skills, competencies, abilities of people, and gender equality in
targeted areas so they can overcome the causes of their exclusion and suffering [7].
2. The Relationship between Economic Growth and Environmental Conditions
To encourage a high rate of economic growth in Laos, the Government has encouraged
greater productivity and allocated a number of resources. The current economic development
of Laos has caused a shift from an agricultural economy to an industrial and service economy,
particularly since the year 2000; therefore, industrial extension is related to the increase in
the proportion of air pollution, which is expected to become a serious issue for the living
condition of the total population. To ensure the long-term development perspective, the
interaction between growth and environment has to be categorized into its key components of
development.

Copyright © 2014 Helvetic Editions LTD - All Rights Reserved
www.elvedit.com

57

International Journal of Academic Research in Management
Volume 3, Issue 1, 2014, ISSN: 2296-1747

This relationship between economic growth and environmental quality, which resembles an
inverted-U, has been found for many other environmental indices such as water quality and
waste disposal. In brief, the interaction between two of these factors is considered as a good
situation only when economic growth produces less impact on environmental conditions,
particularly, resources are used to both maximize their productive value and environmental
protection
3. The Interaction between Social and Environmental Factors
The interaction between social and environmental factors has become an important issue
for national and also global development, this factor concerns the safety and health of
population, which is related with a good health of environment; therefore, it is necessary to
develop clear environmental regulations, together with environmental justice, which are
essential to prevent global climate change, as well as to maintain the access to potable water
and long-term natural resources.
Laos has obtained a high rate of economic growth, since the introduction of NEMs and
becoming a member of ASEAN, including the benefits of trade openness, investment, foreign
support, investment, etc. Those factors of economic activities are directly related to natural
resources, particularly the hydropower generation potential that is considered to play a
crucial role in the socio-economic development of the country. On the other hand, Laos is still
considered to be one of the least developed countries and a remaining high level of poverty
(http://www.cia.gov/cia/publications/factbook/). More than 70 per cent of the total population
live in rural areas and rely on natural resources for their survival.
The construction of many hydropower systems would produce negative impacts that could
be substantial, including displacement of people, flooding of natural habitats, damage to
fisheries, changes in the quantity, quality, and timing of water flows, as well as changes in
the quantity and quality of sediment transported by the river. The population who rely on
natural resources would directly receive negative impacts on their living conditions [9]. As
result, the poor may lose their chance to access those resources again and they would
eventually become poorer, leading to increase the development gap between rich and poor. It
is important to consider the most appropriate policy to distribute the growth that would
benefit the entire population. The rural or urban development concept must be based on the
characteristics of each region, and emphasize development through community participation
and building capacity of local people.
3. The Interaction of Key Factors
It is important to integrate and reconcile the economic, social and environmental factors
within a holistic and balanced sustainable development framework. The interaction of these
factors implies the involvement of virtually all the traditional sectors of the economy and
government activity. The sub-factors of the interaction include economic planning, economic
growth, income distribution, poverty, trade, foreign direct investment, domestic investment,
government expenditure, education, health, environment, natural resources, population, etc.
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To ensure that these indicators have been developed and sustained consistently, the
relevant institutions or organizations, particularly from government sectors, should take up
the mechanisms for national strategies to achieve sustainable development. The fundamental
approach to sustainable development should be kept in mind in developing, examining, and
using indicators. This thesis verifies that sustainable development is a combination of
economic growth, social development, and environmental conditions, under the condition that
economic growth is distributed to all the population, through poverty reduction, minimizing
inequality in society, and maintaining a good condition of the environment and natural
resources.
The analysis of sustainable development is important in innovative environmental theory,
because it suggests how society itself should be organized, not simply how environmental
protection should be adapted or how well it can be improved. The road map of sustainable
development is proposed in Figure 1 and would be a very useful framework for the current
and future development of Laos.

FIGURE 1: ROAD MAP FOR SUSTAINABLE DEVELOPMENT IN LAOS
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Figure 1 specifies three key factors of sustainable development in Laos: economic, social, and
environmental factors. The interaction among these three factors is identified as the key to
reaching the sustainable development goal. The basic definition of these three factors can be
explained below:


The economic factor relates with two key elements including the capital efficiency and growth
enhancement.



Social development includes different dimensions, for example: human rights, community
development, poverty, inequality, gender, ethnic minority, etc.



Environmental factor relates to the environmental and natural resource protection such a
clear air, clean water protection, reforestation and emissions abatement.

B. Sustainable Development Review
SD refers to a mode of human development whereby resources use aims to meet human needs
while ensuring the sustainability of natural systems and the environment [10]. The concept of SD
is related to different issues of socio-economic development, which aims to determine the needs
for societies to be sustained. The concept of SD is largely; the Brundtland Commission introduced
the idea that the next generation should have to access the same well-being opportunities as the
current generation. In other words, sustainable development is described as “non-decline” in time
of human welfare, which can be estimated, based on the type of analysis, through the level of
human utility, earnings, and consumption [11]
In general, SD is about achieving and maintaining economic growth that relates to other
factors of socio-economic development. It aims to meet the maximum expectation of human needs
and improve the living conditions, in parallel with financial resources that make environmental
conservation possible [12]. The vision of sustainable development encompasses a broad meaning
and numerous assumptions in different countries. Economists, researchers, governments, and
agencies (including the World Bank, the IMF, and the WTO) in these last decades characterized
the strategy for sustainable development, taking into account living conditions of people and
environmental aspects [13].
According to the work of Disano [8], ), the underlying theme of SD is the integration of
economic, social, and environmental issues in decision and policy making at all levels of
development dimensions. This helps the understanding of the various dimensions of sustainable
development and their complex interactions and the facilitation of policy decisions aimed at
achieving sustainable development goals. The integration implies the involvement of virtually all
traditional sectors of economic and government activity, such as economic planning, agriculture,
health, energy, water, natural resources, industry, education, and the environment.
Several studies show that the wealthy benefit from growth are affected by the costs of resource
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depletion, social stress, environmental degradation, and other problems [14], [15], and [16].
Referring to the World Commission on Environment and Development (2011), sustainable
development contains two key concepts: (1) the concept of ‘needs’, in particular the essential
needs of the world’s poor, to which overriding priority should be given; and (2) the idea of
limitations imposed by the state of technology and social organization on the environment’s
ability to meet the present and future needs.
Sustainable development involves more than economic growth; it requires a change in the
content of growth, to make it less material and energy-intensive and more equitable in its
impact. These changes are required in all countries as part of a package of measures to maintain
the stock of ecological capital, to improve the distribution of income, and to reduce the degree of
vulnerability to economic crises [12].
David [13] states that SD is about achieving the economic growth needed to meet human needs,
improve living standards, and provide the financial resources that make environmental
protection possible. SD has two major aims: a sustainable economy that equitably meets human
needs without extracting resource inputs or expelling waste in excess of the environment’s
renewing capacity and sustainable human institutions that assure both security and the
opportunity for social interaction and spiritual life.
The most critical task facing humanity today is the creation of a shared vision of a sustainable
and desirable society; one of the most important issues is to contribute permanent prosperity
within the biophysical limitations of the world in a way that is fair and equitable to all of
humanity, from this generation to future generations [17],[18]. Environmental sustainability is
the maintenance of the factors and practices that contribute to the quality of the environment on
a long-term basis. The measurement of this factor emphasizes the overall viability and health of
living systems in their different and comprehensive dimensions [20].

IV. METHODOLOGY AND RESULTS
This section presents the source and key factors used for this study, including the methodology
and basic model specification which are employed in this study.
A. Data Source and Description
The annual time-series data of Laos were collected, for the period 1990-2010. The data applied
for this study are taken from different sources, both international and national. Mostly, the data
are from the World Development Indicators, Penn World Table 07, IMF, Asian Development
Bank, UNDP, Laos Economic and Consumption Survey (LECS), and relevant ministries in Laos.
Additionally, data were collected from surveys and case studies carried out by local and
international organizations including economic annual reports of Laos, economic monitoring
reports by the World Bank, economic development strategy, etc.
1) GDP growth, trade openness, and foreign aid
Laos has achieved a good performance for its economic development and growth. It is assumed
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that the introduction of NEMs produced a significant increase in public and private investment,
which contributed to an average economic growth rate of over 5 per cent from 1990 to 1999, more
than 6 per cent from 2000 to 2005, and more than 7 per cent from 2006 to 2011. Some factors are
assumed to dominate the economic growth, such as the open-door policy and international
cooperation, which is related to the degree of trade openness. An increase of one unit of this
determinant is associated with an increase in the level of GDP.
It seems that international trade has contributed significantly to the economic growth of the
country; an increase in trade is expected to increase the overall economic growth, thereby
producing the resources required for environmental conservation because economic efficiency
means better use of natural resources [13]. After the introduction of the NEMs in 1986 and
joining ASEAN in 1997, the Government of Laos liberalized its trade in order to integrate into
the regional and world economy.

Percentage (%)

To enhance trade liberalization and the integration of the country with the regional and global
economy, and in the context of ASEAN and dialogue partners, together with the other ASEAN
member countries, Laos is actively participating in free trade area (FTA) negotiations with
China, the Republic of Korea, Japan, India, and the EU. It has also applied for WTO membership
since 1998 as part of an economic strategy to increase export revenues and attract foreign
investment.
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FIGURE 2: TRADE OPENNESS DEGREE (1980-2010)

Figure 2 shows that the degree of trade openness [OPEN= (Import + Export)/GDP] increased
remarkably from 1986 to 2010 (Source: PENN World). For example, it rose from about 10 per
cent in 1986 to over 50 per cent during 1997 and 2000; in particular, it reached 74.08 per cent in
1998, which was one year after becoming a member of ASEAN, and showed a minor decrease
after the ASEAN financial crisis. After a certain period, the openness degree reached its peak
point of 80.31 per cent in 2008, the preparation year for the first occasion of the SEA Game (The
Southeast Asian Games also known as the SEA Games, is a biennial multi-sport event involving
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participants from the current 11 countries of Southeast Asia) organized in Laos in 2009, leading
to an increase in the cooperation and trade volume with other ASEAN countries as well as other
regions.
Next we consider foreign aid, because the impacts of foreign aid on the economic growth process
of developing countries have been a topic of intense debate. The impact of foreign aid on economic
growth is supported by several studies [20-21]. However, there are two major contrasting views
in this debate: one that argues that aid has a positive effect on economic growth, with an even
greater impact in countries with sound economic and trade policies; and another that contends
that foreign aid causes corruption, encourages rent-seeking behaviour, and erodes bureaucratic
institutions [22-23].
In general, foreign aid is classified into two types such as grants aid and loan aid. Both grant
and loan aid can be divided into two categories, including (1) Bilateral aid administered by
agencies of each donor government, such the Newzealand Official Development Assistance
(NZODA), and Swedish International Development Authority (SIDA); and (2) Multilateral aid
funded by contributions from developed country governments and administered by international
institution, for example: World Bank, ADB, UN, FAO, UNCTAD, etc. In addition, foreign aid
plays a significant role in stimulating economic growth by transferring capital (money), ideas,
and technology from donors to the recipient countries.
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FIGURE 3: GDP GROWTH AND FOREIGN AID PER GDP IN PERCENTAGE (1980-2010)

The adoption of new market oriented economic policies was the turning point of the donor
policies towards Laos in the late 1980s. In addition, in order to achieve the economic development
goal by 2020, the Government of Laos sought more international assistance from many countries
and organizations. Figure 3 shows that Laos received a great deal of support from international
organizations and agencies in terms of foreign aid. In 1986, it amounted to only 5.57 per cent of
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the GDP, while in 1989, 1997, and 2010 the figures were 16.08 per cent, 22.41 per cent, and 12.01
per cent of the total GDP, respectively. It amounted to 15 per cent of the GDP, on average,
between 1997 and 2010. During the 1990s, the remaining sectors are considered as having
received aid for promoting economic growth, directly targeting the poor, and the social safety net
of 74.12 per cent, 15.68 per cent, and 10.20 per cent (National Human Development Report Lao),
respectively.
Foreign aid constitutes the major part of Laos’s public investment programme (PIP), through
which the Government plans and invests capital investment. It allocates about 60-80 per cent to
the PIP and it mainly distributes it to finance public capital outlays, such as infrastructure
construction, including roads, bridges, irrigation, electricity networks, and other factors related
to education and health care improvement. In addition, many aid agencies have engaged in
humanitarian, social, and environmental aspects, such as food security, poverty eradication, and
natural resource protection.
The annual average of Laos’s economic growth was about 6 per cent from 1980 to 2010, with a
minimum of -2.01 per cent in 1988 and a maximum of 14.19 per cent in 1989. The negative
growth in the drought years of 1987 and 1988, it was the period that the Laos economy
experienced recessions which exports of hydroelectricity were substantially lowered
(http://countrystudies.us/laos/76.htm), and also so the border-war between Laos and Thailand
(1987-1988). It notices that the virtual end of the command economy fueled the 1989 industrial
boom after the first investment law was issued and dominated in a high rate of growth in
following years. Principal activities in the industrial sector include manufacturing, construction,
mining, processing agricultural and forestry goods, and producing hydroelectricity.
The decrease of economic growth of Laos in 1998, it was because of the impact of the Asian
financial crisis in 1997, and then Laos achieved high rate of growth again in 1999 , which was the
first year in which international tourism and the first world heritage city (Luanphrabang;
http://www.azuretours.com/laos_luangphrabang.htm) in Laos were announced. Following years,
Laos could maintain high rate of economic growth over 5 per cent, particularly, during
2005-2010, Laos sustained a high rate of economic growth of 7-8 per cent
(http://www.theglobaleconomy.com/Laos/indicator-NY.GDP.MKTP.KD.ZG/). This high rate of
economic growth is because of the economic policy improvement and international cooperation
with ASEAN and other regions; for example, Laos gained normal trade relations status with the
US in 2004 and was admitted to the WTO in 2012. In addition, the Government simplified
investment procedures and expanded bank credits for farmers and small entrepreneurs, which
encouraged the economic growth prospects of Laos.
2) Poverty Incidence in Laos
By basic definition, poverty is described as a lack of essential human needs, such as food,
clothing, and shelter needed for proper living. The basic human needs, including food, safe
drinking water, sanitation facilities, health, shelter, education, and information. Based on these
components, when people are unable to get sufficient food to eat, unable to go to school or any
access to health care, then those people can be considered to be in poverty, regardless of their
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income.
Poverty has frequently been discussed in terms of income and the poverty line, measured by the
percentage of the population living below PPP (PPP stands for purchasing power parity) US$1.25
per day and multidimensional deprivation in Laos. In Laos, poverty is defined as the lack of basic
requirements for daily livelihood, such as the lack of food (less than 2,100 kilocalories per person
per day), clothing, and permanent shelter, the inability to afford necessary medical treatment,
the inability to afford one’s own education and the education of other members of the family, and
the lack of easy access to primary education. To deal with this situation, the Government of Laos
has issued different strategies and methods for poverty eradication as well as rural development.
Based on the Laos economic profile report 2013 (http://www.indexmundi.com/laos/economy_
profile.html), the economic growth of Laos exceeded 7 per cent per year during 2008-2012.
Despite this high economic growth rate, this country remains a country with an underdeveloped
infrastructure, particularly in rural areas. There is a basic, but improving, road system, and
limited external and internal landline telecommunications. In addition, Laos’s economy still
continues to rely on subsistence agriculture, and is dominated by rice cultivation in lowland
areas, which accounted for about 30 per cent of the GDP and 75 per cent of the total employment
in 2010.
The high rate of economic growth was officially considered to minimize the poverty rate from 45
per cent in 1992 to 26 per cent in 2010; therefore, it is necessary to find a reasonable answer to
whether/how economic growth can reduce poverty. However, this is not an absolute response
without considering the change in income distribution [24]. The remaining 26 per cent of the
poverty rate (2010) is considered to be a key challenge for the national development of Laos,
because the poverty proportion remains widespread in remote areas, where people rely on
natural resources for their survival. It is suggested that the Government considers the most
appropriate policy to minimize the development gap between urban and rural areas, as well as a
good strategy for poverty reduction.
3) Income Distribution
Income equity is one of the principal values underlying sustainable development, with people
and their quality of life being recognized as a central issue. By basic definition, equity involves
the degree of fairness and inclusiveness with which resources are distributed, opportunities
afforded, and decisions made. Income distribution is the only one key factor to prove that
economic growth is good for economic development and how it is distributed to the entire
population.
In economic terms, the income distribution describes how a country’s total income is
distributed amongst its population. In order to assess the level of income inequality of a country,
the Gini coefficient is widely used by several organizations, such as the United Nations (UN) and
the US Central Intelligence Agency (CIA). These organizations have measured and used this
index to clarify the degree of inequality in the distribution of family income in a country.
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FIGURE 4: THE GINI COEFFICIENT IN LAOS (1990-2010)

Figure 4 shows that the average value of the Gini coefficient remains high at 33.8 per cent, on
average, between 1990 and 2010. The changes in the Gini coefficient might be influenced by the
change in government policy in each period. It is noticeable that this index increased from 30.40
per cent in 1990 to 35.4 per cent in 1999; in parallel with the high rate of growth during this
period, the inequality value also increased, especially, the introduction of international tourism
year in Laos in 1999, the rich people benefited more than the poor.
During 2001-2003, the Gini coefficient decreased, as during the period that the introduction
rural development project through community driven development (CDD) which encourage the
community (villagers, women and ethnic minority) involvement in development process.
However, it increased again from 2004 when the Government took another step in amending the
FDI promotion law, The Gini coefficient remained high value during 2008 and 2010, which was
36.73 per cent and 36.20 per cent, respectively.
The high value of the Gini coefficient implies that the high rate of growth caused the high level
of inequality in the early stage of development dimensions, and caused the development gap in
society, such as the development gap between rich and poor, urban and rural areas, gender and
ethnic minority issues, the lack of opportunity for most of the population to participate in the
development process, and decision making. It is important for policy makers to develop the most
appropriate policy to guarantee sustainable development as well as to reduce the development
gap in society in Laos.
4) Environmental Conditions in Laos
Managing natural resources is essential, especially if the government of Laos wants to
maintain high rate of economic growth in long term. The increase in economic activities is related
to the allocation of natural resource of the country, which assumes to increase the environmental
degradation. In this case, the environmental management and natural resource protection have
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become an important issue to reach the development perspective by 2020.
Laos is highly dependent on natural resources for socio-economic development and growth;
approximately 70 per cent of the total population lives in rural areas and relies totally on natural
resources for daily consumption, such as food, firewood and charcoal, traditional medical usages,
and family income, for example, people’s access to forests to find non-timber products to sell in
local markets. Almost 60% of FDI is related to the country’s environmental and natural
resources.
Given the limited diversification of the Lao economy, natural resource especially forest, being a
critical element of the ecosystem, remaining an important source of living condition of
population. Currently, Laos suffers several numbers of environmental problems, the key issue of
which are related to deforestation. To obtain high rate of economic growth, it is necessary to
extend commercial exploitation of the forests, plans, for additional hydro-electric facilities,
foreign demand for wild animals, and non-wood forest products for food and traditional
medicines, and growing population put pressure on the forests.
The high rate of deforestation not only destroyed at least 150,000 to 160,000 hectares of
valuable forest annually in the 1980s, but this also caused erosion, which leads to the siltation of
reservoirs, navigation channels and irrigation systems downstream and reduce groundwater
level. Moreover, the widespread soil erosion, leading to the decrease of agricultural productivity
and having a harmful effect on Laos’ wildlife habitat. The deforestation issue, since the
forest coverage of Laos has declined substantially from 47 percent of the total land area in 1992
to 41.5 percent in 2002 and less than 40 percent in 2010, the main cause of destruction being
slash and burn, illegal logging, and over-cutting of trees (According to the data of Minister of
Agriculture and Forestry in Laos). Therefore, this issue is becoming a current as well as future
serious matter of economic development.
Even though the environmental issue of Laos is only a minor contributor to climate change at
global and regional levels, the change in environment may have a significant impact on the longterm development of the country and region. The major cause of greenhouse gas emissions of
Laos were mainly related to widespread consumption of fuel wood and slash-and-burn farming.
Therefore, the conservation and sustainable management of agricultural biodiversity would play
an important role in adapting to the climate change scenarios and their impact on the living
condition of Lao people should be taken into consideration.
The introduction of NEMs and the membership of ASEAN encouraged the economic activities
and economic growth in Laos. However, to maintain a high rate of economic growth, a high level
of investment and natural resource allocation is required. These activities lead to an increase in
the level of environmental pressure, including deforestation and carbon dioxide emissions. By
definition, carbon dioxide emissions are those stemming from the burning of fossil fuels and the
manufacture of cement. They include carbon dioxide emissions produced during the consumption
of solid, liquid, and gas fuels and gas flaring.
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FIGURE 5: CARBON DIOXIDE EMISSIONS IN METRIC TONS PER CAPITA (1980-2010)

Figure 5 indicates the movement of carbon dioxide emissions per capita, which increased
considerably from 1980 to 2010; the average during that period was 0.1327 metric tons per
capita, with a minimum of 0.0456 metric tons in 1981 and a maximum of 0.2963 metric tons in
2010. The increase in carbon dioxide emissions per capita was very high between 1997 and
2010, after participating in ASEAN, from 0.1251to 0.2929 metric tons per capita, respectively.
The increase in carbon dioxide emissions per capita was mainly due to the continued high
economic growth rate, with the related increase in fossil fuel consumption (coal, petroleum, and
natural gas), the obvious deforestation and destruction of rainforests, the increase in the
amount of building construction and expansion of infrastructure, the increase in the number of
electricity establishments, and the rapid increase in the number of vehicles.
It is questionable whether the Government of Laos will reach its development goal by 2020, in
order to emerge from the list of LCDs, how much the environmental conditions will be
destroyed, and what the best strategies are to deal with this constraint. In order to maintain
the condition of natural resources, which is part of sustainable development, the Government
has developed a wide array of legislation, regulations, and action plans for environmental
conservation and protection, including other factors such as health. The forestry law was
amended in 2007 to strengthen the sustainable management of forests, and the wildlife law was
also enacted to contribute a stronger legal framework for biodiversity conservation because this
issue is directly linked to sustainable development.
B. Model Specifications
The combination of these three factors is important because all the activities aim at obtaining
a balance between the economic, the social, and the environmental dimensions of the economic
growth process. Based on the theoretical description of each factor, we highlight their
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advantages and drawbacks, underlining the fact that no indicator is perfect and no one can give
a comprehensive view of sustainable development; therefore, the analysis of various indicators
is necessary to evaluate sustainable development with accuracy [25].
SD

ECD

SOD

END

(1)
where: SD denotes sustainable development; ECD denotes economic dimension; SOD denotes
social dimension; and END denotes environmental dimension.





ECD relates with the measurement of economic sustainability, which occurs if the
economic system can maintain stability and support the economic activities and needs of
current and future generations in addition to withstanding the pressures and shocks
emanating from other determinants.
SOD relates with the measurement of social sustainability, which is concerned with
maintaining social and human relationships in the face of external pressures.
END relates with the measurement of environmental sustainability, which is concerned
with maintaining an ecological system that can support feasible communities.

The above discussion is based on the work of Clarke et al.[26], who state that sustainability is
dependent on a healthy and functioning socio-economic environmental (SEE) system, which can
be damaged by economic growth, through resource degradation, over-harvesting, and pollution.
They conclude that the increase in environmental costs (The environmental costs caused by
economic growth including noise pollution, water pollution, the depletion of non-renewable
resources, and deforestation) of economic growth pursuing extreme high growth objectives,
without consideration of the environment, threatens sustainability. With some modifications,
the sustainable development equation of Laos can be proposed as below:

SD = f [GDP - (SO cost + ENV cost)]

(2)

where SD denotes the sustainable development concept
GDP presents the total gross domestic product
SO cost presents the social development cost
ENV cost presents the environmental cost
Within this analysis, SD is the adjustments of economic growth explained by the altering of
the social development and environmental costs for poverty reduction (POVc), income inequality
(Ic), air pollution (EDc) and deforestation (DEFc). The calculation of the sustainable
development adjustment can be conducted as below.

SD = f [GDP – (POVc + Ic + EDc + DEFs)]

(3)

POVc is based on the adjustment between poverty change in each year and GDP, it relates the
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cost that would invest for poverty reduction activities; income inequality (Ic) is based on the
coefficient value of Gini and GDP, it relates to the equivalent welfare level based on an equality
distribution income; environmental degradation occurs due to the emission of pollutants into
the atmosphere, EDc is based on the cost of CO2 emissions per capita and GDP, it relates the
cost that would invest for environmental maintenance; and
Deforestation is caused by the increasing of economic activities that put pressure on the land
requirement for factories, housing, farming, and logging for economic purposes, leading to a
decline in the proportion of forest coverage. DEFc is based on the cost of the adjustment
between forest rents and GDP, it relates to the cost to invest for reforestation.
C. Results and Discussions
Sustainable development is a growth model that helps to ensure social equity and economic
progress while protecting natural resources and ecosystems. In brief, it draws together with the
capacity carrying of natural systems with the social challenges faced by humanity. To simplify
this explanation, we generate a simple function of sustainable development based on equation 3
and estimated the movement of sustainable development in Laos.
Regarding social improvement, based on the poverty alleviation progress and income
distribution, these determinants are used as a proxy for social improvement. The final aim of
poverty reduction is to eradicate the proportion of the population living under the poverty line
(POV<=0), together with minimizing the degree of income inequality in society or Gini
coefficient (GINI<=0). In brief, a higher level of poverty and inequality is considered to have a
negative impact on sustainable development, which relates to the national expenditure known
as social cost to eradicate or decrease those matters.
The environmental aspect is considered both the air pollution and the natural condition
(deforestation), to demonstrate that growth is worthy of sustainable development only when it
produces fewer impacts on air pollution and natural resources. Meanwhile, the economic
development of Laos is highly dependent on natural resources both economic growth and social
development. It is questionable how those natural resources can be sustained for the next
generation. Environmental degradation is explained by the increase in the proportion of air
pollution, based on carbon dioxide emissions (CO2) as well as deforestation. This is related to
the national expenditure known as the environmental cost to resolve these problems, which has
a negative impact on sustainable development.
The estimated movement between GDP and SD in Laos is detailed in Figure 5, in which the
calculation is based on equation 3, where SD is the adjustments of economic growth explained
by the altering of the social development and environmental costs for poverty reduction (POVc),
income inequality (Ic), air pollution (EDc) and deforestation (DEFc)
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FIGURE 6: THE MOVEMENT OF GDP AND SD (MILLION US$)

Figure 6 indicates the movement of economic growth based on the GDP and the adjustment of
socio-economic and environmental factors, used as a proxy for sustainable development or SD.
It is noticeable that Laos maintained a high rate of economic growth from early 1990,
particularly after gaining full membership of ASEAN in 1997. By opening the country to the
ASEAN market together with improving international cooperation, Laos retained the
accelerated growth until 2010 and also in the following years.
However, a high rate of economic growth alone is not an absolute answer for SD; the impacts
of economic growth and who are the final beneficiaries are questionable. The adjustment
between GDP and its social and natural costs is explained by using the SD line; at the early
stage, it indicates that SD moved straight ahead with the level of GDP; however, during 20082010, while this country continued to achieve a high rate of economic growth, the SD degree
remained low. The distance between the GDP line and the SD line indicates the costs created by
growth; a greater distance means an increase in the environmental damage as well as social
inequality or poverty. To minimize the distance between these two factors, the final aim is only
to eradicate poverty (<=0), minimize social inequality (<=0), and produce a lower impact on the
environmental conditions.
The sustainable development degree (SDD) in Laos is measured by the proportion between SD
and GDP (SDD=SD/GDP), which is only 0.5847of the annual average from 1990-2010 (out of
1.00), which is considered as a low degree; instead, this degree should be closed to 1.00, which is
the perfect degree of sustainable development, by minimizing the social and natural costs as the
impacts of economic growth, such as poverty eradication, inequality minimization, a good
environmental condition and natural resource protection. The accurate interaction between
economic growth and social development, or economic growth and environmental damage, is
subject to controversy. The increase or decrease of SDD depends on the economic policies or

Copyright © 2014 Helvetic Editions LTD - All Rights Reserved
www.elvedit.com

71

International Journal of Academic Research in Management
Volume 3, Issue 1, 2014, ISSN: 2296-1747

development strategies of the Government in each period of development.
This study supports the agreement that high growth does threaten the level of sustainability
concerning both social and environmental factors. Succeeding in achieving future economic
growth and maintaining the health of the sustainable condition would not occur unless there
are specific and deliberate policy interventions in all areas of economic development policies,
environmental policies, macroeconomic policies, sectoral policies, legislative policies, trade
policies, and international policies [27].

V. CONCLUSIONS AND IMPLICATIONS
This present presents the perspective of sustainable development based on three factors of
development and sustainability of Laos. Each factor highlighted its advantages and drawbacks,
underlining the fact that no indicator is absolutely perfect and no one can give a comprehensive
view of sustainable development. Therefore, the study of a single factor is insufficient for
sustainable development, for example focusing only on the analysis of sustained growth without
considering the sustainability of the society and environment. Even though this study proved
that many key variables influence sustained economic growth, it is important to identify the
impacts of growth on other factors of development, such as social development, which is related
to poverty reduction and income distribution, as well as the impacts of growth on the
environmental condition, because the increase in the level of production in order to enlarge
growth is related to increasing natural resource allocation and pollution exploration, which are
assumed to produce negative impacts on current and long-term development. In brief, the
analysis of various factors and sub-factors is necessary to evaluate sustainable development
with accuracy.
In brief, this study concludes that sustainable development is a combination of economic
growth, social development, and environmental protection, under the condition that economic
growth is distributed to all the population, through poverty reduction, minimizing inequality in
society, and maintaining a good condition of the environment and natural resources. It concerns
the involvement of virtually all traditional sectors, including economic planning, education and
health improvement, sanitation system extension, poverty reduction strategies, social equality
promotion (including gender and ethnic minority), and the environmental and natural resource
protection. The underlying detail of sustainable development is only the interaction of these
factors in decision and policy making at all levels.
Based on the country’s geography and those potential natural resources, sustainable tourism
is one option that could play an important role in sustainable development. This tourism
concept attempts to produce as low an impact on the environment and local culture as possible,
while assisting in creating job opportunities for current and future local people. The final aim of
sustainable tourism is to ensure that development carries a positive experience for local people
(villagers or communities), tourism companies, and tourists themselves. This would benefit not
only local people or companies, but also the entire population by increasing the national income.
An additional suggestion for rural development and poverty alleviation strategies is to
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promote community participation in the development process through preparation and
implementation. The final aim of community participation is to provide equality opportunities
among the population (gender and ethnic minorities) to share their ideas and needs in social
development, leading to increased capacity and awareness of local people that can be utilized
for the future development of their communities.
Regarding the suggestion for natural resource protection, which is a main resource for the
current economic development of Laos, it is necessary to have a good policy for natural and
environmental protection. Large projects for hydropower construction and mineral projects
should have acceptable environmental impact studies from environmental specialists to confirm
that those projects will benefit the entire population and produce few impacts on the
environmental and natural conditions in both current and long terms expectation.
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Abstract
This paper analyzes the theoretical relationship between the trinomial and the monetary union
membership in the context of the Eurozone financial crisis. Since the last four years the
sustainability of the Eurozone is intensely discussed in international political economy (IPE) by
scholars and non-academic journalists, especially in relation to the effectiveness of austerity to
solve the crisis. The author argues that the main cause of the crisis is not the profligacy of some
states, but the lack of competitiveness inherent to the necessary implementation of internal
devaluation leading to current account (CA) and capital account (KA) imbalances, increasing
borrowing from weaker countries, thereby affecting their public budgets, growth and social justice.
The conclusion summarizes that the Eurozone sooner or later should collapse due to economic,
financial, social and political crises.
Key Words
Competitiveness, growth, internal devaluation, monetary union.

I. INTRODUCTION
A previous paper (Morales-Pita, 2013) analyzed the contradictions between the German
Chancellor and the EU, the advantages derived by Germany from the creation of the EU and its
role in bail-outs to Greece, Ireland and Portugal. This paper goes deeper into the causes of the
crisis. One of them is the profligacy and structural problems of the peripheral countries
especially the lending spree during the first five years of the launching of the euro, but this paper

Analyzing the Trinomial “Competitiveness-Growth-Social Justice” in the Eurozone
Antonio E. Morales-Pita

argues that there is a more important reason, currently overlooked by Germany’s leaders, related
to the lack of competitiveness inside the Eurozone. The difference between this paper and
previous studies is that this author links competitiveness, internal devaluation, current and
capital accounts imbalances, budgetary deficits, contractionary fiscal policy, reduction of growth,
its effect on social justice and democracy in one body of knowledge. If these factors are not interrelated, the final consequences of the crisis would be unclear. The paper develops two hypotheses:
the first one argues that lack of competitiveness in the majority of the Eurozone members leads
to internal devaluation affecting the balance of payments, the budget and ultimately reducing
growth; the second one formulates that lack of growth would lead to budgetary cuts to social
spending and finally social justice reduction.
The literature review section of this paper discusses studies conducted by other researchers on
competitiveness, internal devaluation, CA, KA imbalances, budgetary deficits, growth and social
justice, treated in pairs or in trios rather than holistically as this paper does. This is followed by
a section on methodology describing the hypotheses in connection with IPE theory and the way to
analyze the interrelation of the variables covering the twelve years of the Eurozone’s existence.
The findings section will prove the two hypotheses on the basis of the analysis of data, as well as
of the results of regression and correlation analysis on the variables. The paper ends with the
conclusions.
II. LITERATURE REVIEW
On the topic of competitiveness, a seminal book was written by Porter (1990), in which he
analyzes the general characteristics of competitiveness, clearly defining the context in the
external competition. He also analyzes the internal and external devaluations, the impossibility
for monetary union members to implement external devaluation to gain competitiveness, the case
against internal competitiveness creating an imbalance in the CA according to their average
wages and costs per unit, the relation between the opposite signs of the current and capital
accounts, as well as the need for deficit countries to require borrowing and increases in their
external debts /GDP.
Porter presents the best scenario in the case of countries in an optimal currency union (good
fiscal standing, free movement of trade, capital and labor, low corruption, labor market
flexibility, considerable ratio of consumption/GDP, no significant structural problems, acceptable
support ratio, economic growth and low unemployment). This author believes that even in these
ideal conditions there will be countries with different CA imbalances and degrees of
competitiveness, leading to the need to borrow for the less competitive countries and to lend for
the most competitive ones. An interesting characteristic of the most competitive country, pointed
out by Porter, is that its forward investments will be larger than its inward investments. He
mentions on page 19 that, “… successful international competitors often compete with global
strategies in which trade and foreign investments are integrated.”
The issue of the consequences of internal and external devaluation was also dealt with by
Bootle (2012) in the analysis of a country exiting from the Eurozone.
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Alessandrini et al (2012), besides emphasizing the role of external imbalances in the Eurozone,
also refers to the secondary role played by structural fragility, which has been attacked by the
Eurozone’s main authorities as the main cause of the financial crisis and the reason for the
enforcement of austerity measures. He includes a table based on data from the IMF, the World
Economic Outlook Database, September 2011 and the OECD which contains CA balances per
year (CAB/Y) 1999-2012, unit labor costs % change (ULC) in the period 1999-2010, and inflation
% (1999-2012). The main conclusion is that surpluses in the CAB/Y in the Northern countries
are accompanied by decreases or small increases in the ULC and inflation rates ≤ 30%, while the
deficits in the CAB/Y in the Southern countries are accompanied by increases from 11 to 55% in
the ULC, and inflation ranging from 31 to 43%.
This author totally agrees with Allessandrini when he states on page 9, “These data are
consistent with the hypothesis that the asymmetry in the external imbalances of euro area
countries are driven, among other things, by wage and labor productivity differentials, which
have not been compensated by real exchange rate adjustment and that they raise doubts about
the validity of the hypothesis that the debt crisis has been driven in the first place by fiscal
indiscipline of the South.” Further on, he states that the financial crisis has exposed the fragility
of the Eurozone construction without a fiscal union that would allow transfers from the strongest
to the weakest, and that the North countries have, instead, imposed internal devaluation
through the enforcement of contractionary fiscal policies as a condition for the bailouts.
In order to explain the emphasis on the CA imbalances, Alessandrini presents the fundamental
identity in any open economy, that is to say, S – I = DEF + CA, where S= private saving,
I=investments in loans, DEF= governmental budgetary deficit, and CA= current account balance.
This identity links external imbalances and private financing imbalances to the governmental
fiscal imbalance.
From the analysis of the equation, as Alessandrini stated, it follows that if CA<0, then either
DEF >0 or (S-I ) < 0 to restore equilibrium in the economy. Since private saving tends to rise and
investments tends to fall in a recession, (S-I) > 0, then DEF will increase.
Panizza and Presbitero (2013) specifically analyze the relationship between public debt and
economic growth and arrive at the conclusion that although high public debt reduces GDP
through the implementation of contractionary fiscal policy to diminish the budgetary deficit, the
quantitative relationship would depend on cross-country heterogeneity. There is no mention of
either competitiveness or the Eurozone financial crises.
Stockhammer (2011) refers to the fundamental identity and concludes that the peripheral
countries can only solve their public debt problems if there is a change in Germany’s CA
surpluses, and specifically that German wage suppression rather than fiscal profligacy is at the
root of the crisis of the Eurozone.
To the issue of competitiveness in the Eurozone, Stockhammer states on page 7, “The
adjustment of the surplus countries is inflationary (to stimulate their demand and imports and to
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increase their unit costs), whereas the adjustment of the deficit countries is deflationary as they
have to dampen demand (to decrease imports) and lower their prices and wages (to restore
competitiveness).”
Stockhammer presents an equation relating the wage growth in a country in function of the
productivity growth of the country, the European inflation target, and the difference between the
ULC of the Eurozone and that of the specific country. If that difference is positive, as is the case
for core countries, then the wages should increase; in the opposite case, as is the case of
peripheral countries, the wages should diminish.
McGiffen (2005) at the time in which the Eurozone financial crisis had not occurred,
emphasizes how much democracy has been affected by the creation of the euro, specifically
because the governments and the peoples are not consulted by the main multinational
institutions like the European Central Bank (ECB), the European Commission (EC). He rightly
concludes that the monetary union compels its members to implement internal devaluation to
make their economies competitive through cutting labor costs, introducing flexible labor markets,
reducing union’s power and, more importantly, the welfare state.
McGiffen (2012) writes more concretely about Germany’s running a permanent trade surplus
and its effect on the Southern countries, therefore contributing to the current financial crisis, and
creating dangerous macroeconomic imbalances. He refers to the relative stagnation of German
workers’ unit labor costs in comparison with those of the Southern countries in the opposite
direction. He emphasizes the lack of democracy, and the fact that monetary union without
economic union leaves its members exposed to the unrestrained dictatorship of capital.
Porter established the foundation of competitiveness and its effect on the CA imbalances.
Bootle analyzed the possible collapse of the Eurozone as a result of the possible effect of the exit
of some of the weaker countries based on the effect of internal devaluation. Alessandrini gets
deeper into the application of the fundamental identity of the open economy to the Eurozone
crisis, but doesn’t conclude that it will sooner or later collapse because the reduction of economic
growth and social justice, even if the highly unlikely fiscal union were introduced. Panizza and
Presbitero, although recognizing the reduction of growth as a result of high public indebtedness,
do not relate the latter as a result of the CA imbalances and internal devaluation. Stockhammer
recommends adequate measures to placate the effect of the crisis (simultaneously recognizing the
unlikelihood of their acceptance by the core countries) but doesn’t conclude that the Eurozone is
likely to succumb as a result of the issues he deals with. McGiffen identifies the causes of the
financial crisis in the monetary union, its effect on the working class, and the collapse of the
system, but recommends the elimination of the capitalist system. There is no mention of
successfully regulated capitalist economies which have sustainably combined growth with social
justice, like Norway, Sweden, and Denmark. The command economy has painstakingly shown its
incapacity to sustain growth without competition and to achieve social justice.
None of the literature referred to above has holistically explained the relationship among the
components of the trinomial “competitiveness – growth – social justice” in one body of knowledge
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proving that the lack of competitiveness is the main cause of the lack of growth, whose significant
consequence is the reduction of social justice in the EU in the context of a regulated market
economy. The building of this multidisciplinary piece of knowledge is the main purpose of
writing this paper, and its author’s contribution in this research.

III. METHODOLOGY
This paper will analyze the inter-relationship between competitiveness, CA imbalances,
budgetary deficits, growth and social justice through two sequentially inter-related hypotheses.
The first hypothesis argues that lack of competiveness in the majority of the Eurozone
members’ leads to the implementation of internal devaluation, systematic CA deficits and KA
surpluses in the peripheral countries which, as a result, need to increase borrowing and to
register large budgetary deficits, with the consequent reduction of growth.
The second hypothesis formulates that the reduction of growth, which would be aggravated if
austerity is imposed, would lead to budgetary cuts to social spending, increases in
unemployment, reduction of real wages, and consequently the reduction of social justice, mainly
but not only in the peripheral countries.
The two hypotheses would be proven, firstly, through the international political economy
analysis - in the case of monetary union of different countries without fiscal or political union of relevant and current academic and non-academic literature in the field of financial crisis in
monetary unions; secondly through the application of this knowledge to the economic, social and
political data from the main European countries during the years 2000 – 2012, which cover the
period previous to the creation of the EU, (2000 – 2002), the period of growth (from the
introduction of the euro in 2002 until 2007), and finally the period of financial crisis from 2008 to
2012. The study will be complemented with correlation analyses of the variables CA, budget
deficit and growth.
This paper improves previous studies on the three components of the trinomial
“competitiveness – growth – social justice” by establishing a holistic cause-consequence interrelationship among them and deriving a conclusion on the sustainability of the Eurozone.

IV. THE FINDINGS
The first hypothesis argues that the lack of competiveness in the majority of the Eurozone
members is a direct consequence of the necessary implementation of internal devaluation
ineluctably leading to the supremacy of the core countries over the peripheral countries resulting
in the systematic CA deficits of the latter. Since CA deficits necessarily lead to KA surpluses, the
weaker countries will need to borrow, and their budgets will register large deficits in relation to
their GDP, with the consequent reduction of growth.
Before the creation of the Eurozone Whirlwall (1991) stated that
“In a world of many
currencies, a country’s balance of payments problem is essentially a foreign exchange problem.
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For a specified growth of output and unemployment level it cannot earn enough foreign exchange
from exports to pay for required imports at a given exchange. There must either be continual
borrowing, or something has to give growth, employment or the exchange.” This author concurs
with this statement and applies it to the reality of the Eurozone in proving the first hypothesis.
After the creation of the Eurozone Wolf (2012b) argues that “…a balance of payments crisis can
show itself in a currency union as a credit crisis or as a regional economic slump” and further on
he writes that “As the economy adjusts to the inability of previously creditworthy residents to
finance earlier purchases of tradeables, one will also see a downward spiral of spending on nontradeables. The broad conclusion is that if a country runs an unfinanceable balance of payments
deficit, it will need to cut spending on tradeables and, in the process, will find itself suffering
higher unemployment. The balance of payments constraint bites because budget constraints bite
on the aggregate of individuals and businesses operating inside the country.” This author agrees
with Wolf in the conclusion that the vulnerability of Eurozone members to serious crisis has been
increased by membership as will be proven in this paper through the analysis of available data.
Wolf (2012b) stated that, “it is widely accepted that the balance of payments is fundamental to
any understanding of the present crisis. Indeed, the balance of payments may matter more in the
Eurozone than among economies not bound together in a currency union.” He also refers to the
fact that in the years prior to the financial crisis, private capital flowed freely to the peripheral
countries that ran CA deficits / GDP > 10%, and created economic booms, which generated large
losses in external competitiveness. The problem was aggravated by the sudden stops in private
inflows and capital flight. When capital ceased to flow to the private sector, activity collapsed
and the fiscal position worsened dramatically. The paper also mentions that the solution to the
Eurozone crisis would be to make surplus countries such as Germany less competitive, but
questions whether the sharing between deficit and surplus countries will ever be possible.
Refuting Germany’s finance minister’s paper about Germany’s success to create positive
economic signals in the Eurozone, Wolf (2013) summarizes the deplorable economic and financial
situation in the peripheral countries as a result of Germany’s CA surpluses. He clearly states
that, “a large country with a huge structural current account surplus does not just export
products. It also exports bankruptcy and unemployment, particularly if the counterpart capital
flow consists of short-term debt.”
In complete agreement with Wolf’s conclusions, this author takes a step forward and argues
that the collapse of the Eurozone is unavoidable for the reasons summarized in the conclusion.
The monetary union of different countries deprives its member countries of their own
currencies, and consequently their possibility of external devaluation as a way to gain
competitiveness. On top of that, the loss of individual monetary policy exerts a strong pressure on
the need of attaining a systematically solid fiscal position regardless of the business cycles of
growth or recession.
The Eurozone exports and imports are largely concentrated in the EU countries as can be seen
Copyright © 2014 Helvetic Editions LTD - All Rights Reserved
www.elvedit.com

81

International Journal of Academic Research in Management
Volume 3, Issue 1, 2014, ISSN: 2296-1747

in Table 1, whose data were taken from The Pocket World in Figures 2013 Edition
Since the United States and China comprise approximately 26% of Eurozone exports and 30%
of its imports, the appreciations of the euro versus the US dollar and the Chinese yuan do not
help trade and CA balances of the Eurozone main countries. They are forced to be competitive
inside the Eurozone, and therefore implement internal devaluation.
TABLE 1: EUROZONE EXPORTS TO AND IMPORTS FROM THE EU DURING 2012
Eurozone country
Austria
Belgium
Estonia
Finland
France
Germany
Greece
Ireland
Italy
Netherlands
Portugal
Slovakia
Spain
Median

% exports to EU 27
71
73
69
54
61
60
63
58
57
77
75
84
69
69

% imports from EU 27
77
69
80
64
68
63
51
67
55
47
76
72
59
64

The CA balances of the core and peripheral Eurozone countries since the creation of the euro
are shown in Table 2.
TABLE 2: CA OF CORE AND PERIPHERAL EUROZONE COUNTRIES IN THE PERIOD 2002 – 2012.
Country
Core
Austria
Belgium
Estonia
Finland
Germany
Holland
Slovakia
Peripheral
France
Greece
Ireland
Italy
Portugal
Spain

2002

2003

2004

2005

2006

2007

2008

2009

2010

2011

2012

2.6
4.6
-10.6
8.9
2.0
2.6
-7.9

1.6
3.5
-11.3
5.2
1.9
5.5
-5.9

2.1
3.2
-11.4
6.6
4.7
7.6
-7.8

2.1
2.0
-10.0
4.0
5.1
7.4
-8.5

2.8
1.9
-15.4
5.5
6.3
9.3
-7.8

3.5
1.5
-15.9
5.4
7.5
6.7
-5.3

4.9
-1.4
-9.3
3.3
6.2
4.3
-6.6

2.7
-1.4
3.6
2.8
6.0
5.2
-2.6

3.4
1.8
2.9
2.5
6.3
7.8
-2.5

1.3
-1.1
2.1
-0.7
6.2
10.2
0.1

1.8
-1.4
-1.2
-1.5
7.0
10.
2.3

1.2
-6.5
-1.0
-0.8
-8.2
-3.2

0.7
-6.5
0.0
-1.3
-6.5
-3.5

0.5
-5.8
-0.6
-0.9
-8.3
-5.2

-0.5
-7.6
-3.5
-1.7
-10.3
-7.4

-0.6
-11.4
-3.5
-2.5
-10.7
-9.0

-1.0
-14.6
-5.3
-2.4
-10.1
-10.0

-1.8
-14.9
-5.8
-2.8
-12.6
-9.7

-1.3
-11.2
-2.2
-1.9
-10.9
-4.8

-1.3
-10.1
1.1
-3.5
-10.5
-4.5

-1.8
-9.9
1.1
-3.1
-7.0
-3.7

-2.2
-3.4
4.9
-0.8
-1.6
-1.1

Source: Economist Intelligence Unit
From the data on Table 2, it follows that:
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a) Germany, Austria and Holland show CA surpluses in all years, while Belgium and
Finland register small deficits since 2008 and 2011 respectively. Estonia and Slovakia
entered the Eurozone in 2012 and 2009 respectively and show favorable results after
their recent membership. Germany and Holland are the real export engines among the
core countries.
b) Greece, Italy, Portugal and Spain show CA deficits in all years, while France registers
small surpluses during 2002 to 2004 and small growing deficits thereafter. Ireland
shows the best situation in the group because Great Britain comprises 15% of their
8

exports and 37% of their imports . Greece, Portugal and Spain have been reducing their
deficits since 2008 due to considerable reductions in imports most likely due to the
adoption of austerity measures coming from conditionality for the bailouts.
A a consequence of these imbalances, Germany has become the most competitive country with
the lowest unit labor costs an export engine in the Eurozone, as shown by the following Graph 1.
From Graph 1 it can be seen that Germany has been greatly benefited in the relative
reduction of costs, implementing the most intense internal devaluation and reduction of real
wages. Germany has labor costs lower than not only those of Italy and France, but also those of
the Eurozone as a whole.

GRAPH 1: EUROPEAN UNIT LABOR COSTS REBASED FROM 2000 TO 2013, SOURCE: M. STEEN (2013)

Graph 2 reiterates the predominance in lower labor costs in Germany, and consequently
making it the most competitive country.
An interesting comparison between the effective exchange rate among Germany, Spain and
Italy is shown in the following graph.
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GRAPH 2: UNIT LABOR COSTS IN GERMANY VERSUS SOME OF THE PERIPHERAL COUNTRIES

GRAPH 3: BIS REAL EFFECTIVE EXCHANGE RATES, SOURCE: DAVIS (2013)

This clearly shows that before the creation of the Eurozone the real effective exchange rate
“German mark -Italian lira - Spanish peseta” was unfavorable for Germany, the effectiveness
became similar during the creation of the euro and was becoming increasingly favorable to
Germany thereafter.
The first part of the first hypothesis has been proven because from 2000 to 2012 there have
been CA surpluses in the core countries and CA deficits in the peripheral countries. The
implementation of internal devaluation (as was shown in Graphs 1, 2 and 3) led to the lack of
competitiveness in the majority of the Eurozone members.
The second part states that, since the CA deficits necessarily lead to KA surpluses, the weaker
countries will need to borrow more than they can lend, and their budgets will register large
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deficits in relation to their GDP, with the consequent reduction of growth. This lack of growth
will be reinforced by the fact that their only stabilization tool is fiscal policy whose expansionary
implementation is limited due to the need to borrow and to maintain the welfare state in the EU.
In order to prove this hypothesis in appendix 1 this author has created a table interrelating for
each country the CA imbalance with the budgetary position and the GDP phase. The appendix
has been summarized in Table 3. In this context the term “combination” is defined as a vector
with five components (CA imbalance, budgetary position, GDP phase, country, year). Some
combinations do not register data, so the number of combinations will be obtained directly from
the table.
The data correspond to: a) the period 2000 to 2012, which includes two years before the
creation of the euro, the booming period from 2002 to 2007, and the years of the final crisis in the
single market; b) the countries in the sample are the seven most important EU non Eurozone
members including Norway and Switzerland, the seven core Eurozone members, and six of the
largest peripheral Eurozone countries. The inclusion of the non Eurozone members is done for
comparison purposes with countries with different currencies. The data between parentheses
correspond to the year 2009.
TABLE 3: RATIOS OF BALANCES IN CA AND BUDGET IN THE CONTEXT OF GDP POSITIVE AND NEGATIVE
GROWTHS, BROKEN DOWN BY GROUPS OF EUROPEAN COUNTRIES DURING 2000-2012
Combination
Non-Euro
zone
Core Euro
zone
Peripheral
Euro
zone
Total

Surpluses in CA and
budget
Total GDP+ GDP-

Surplus in CA and
deficit in budget
Total GDP+ GDP-

Deficits in CA and
budget
Total GDP+ GDP-

0.43

0.85

0.15

0.14

0.73

0.27

0.43

0.88

0.12

0

0

0

0.19

1.0

0

0.51

0.85

0.15

0.22

0.71

0.29

0.08

1.0

0

0.01

1.0

0

0.09

0.83

0.17

0.78

0.64

0.36

0.11

1.0

1.0

0.22

0.26

0.46

Deficit in CA and
surplus in budget
Total GDP+ GDP-

0.06

The second part of the hypothesis (that the weaker countries will register larger deficits in
their budgets in relation to their GDP, with the consequent reduction of growth) has been proven
by the former analysis because, firstly, the peripheral countries registered 79% of the
simultaneous combinations of deficits in CA and budget; secondly, they have experienced the
lowest ratios of growth and the highest ratios of recession; thirdly, the highest ratios of growth
took place on the very few accounts of the combinations “surplus in CA and budget deficits” – 3
years in France before the crisis and 2 years in Ireland because the US and UK make up 36% of
their exports and 50% of their imports.
From an econometric standpoint, the author tried to obtain correlations between budget, CA
and GDP growth situations. The dependence of budget on the CA showed the best correlation,
specifically related to the Non-Eurozone countries in the period 2002 – 2012 with a positive
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correlation of 0.7348 with a value of 0 at the .05 level, which corroborates that randomness is
extremely low in the sample of 77 combinations. The scatter plot is shown in the Graph 4.
As it can be seen from Graph 4, according to the results of this sample, there is a quadratic
direct relationship between the CA and the budget; in other words, when there are surpluses in
the CA, it is likely to expect surpluses in the budget. An increase in the CA surplus will elicit an
increase in the budgetary surplus, while deficits in the former will coincide with deficits in the
latter.
The results during this same period for the core and the peripheral Eurozone countries do not
show correlation, and the significant values indicate that the results are considerably random.
This author believes that the lack of correlation in the Eurozone countries’ data is partially
influenced by the monetary union and the measures taken by the EU organizations to cope with
the financial crisis.
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0
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Def & Current Account-Non EU Countries 2002-2012

-20
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0
CA
DEF

10

20
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GRAPH 4: PAIRWISE CORRELATION OF BUDGETARY IN FUNCTION OF CA IMBALANCES FOR THE NON- EUROZONE
COUNTRIES IN THE PERIOD 2002 – 2012

From an international economics point of view it is possible to register CA deficits coupled with
budgetary deficits or surpluses. At the same time, CA surpluses usually coincide with budgetary
surpluses. From the section “Economic and financial indicators” of The Economist, this author
studied the data of the 43 most important countries in the world in the months of January 2013,
2012, 2011 and 2010 and found that the number of countries reporting budgetary surpluses
ranged from 2 to 16%, out of which the combination “budgetary surplus – negative CA” was
registered by only 1 (Chile), which simultaneously reported positive growth beyond 4%. So, it can
be concluded that a surplus in the budget usually coincides with a surplus in the CA.
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The second hypothesis formulates that the reduction of growth, which would be aggravated if
austerity is imposed, would lead to budgetary cuts to social spending, increases in
unemployment, reduction of real wages, and consequently reduction of social justice, mainly but
not only in the peripheral countries.
Rodrik (2007) refers to the impossibility implicit in the trinomial theorem (democracy, national
sovereignty and global economic integration) because they are mutually incompatible. He states
that, “we can combine any two of the three, but never have all three simultaneously and in full.
Deep economic integration requires that we eliminate all transaction costs in cross-border
dealings. They generate sovereign risk, create regulatory discontinuities at the border, prevent
global regulation and supervision of financial intermediaries, and render a global lender of last
resort a hopeless dream.” He mentions two options: global federalism (difficult to achieve as
demonstrated by the EU experience) and global integration at the expense of domestic objectives
(incompatible with democracy).This author agrees with Rodrik because pretending to have all
three simultaneously leaves the economy in an unstable no-man’s land, as will be proven in this
paper.
Bordo, and James (2013) also refers to the impossible trilemma and refers to the
internationalization of EU government debt after the introduction of the euro and especially in
the event of the financial crisis in 2008 when a significant proportion, especially in the case of
Greece, Portugal and Italy, was held by foreign banks. Emphasis is placed on the lack of
democracy when they state that, “Jean Clause Juncker stated that it wasn’t that European
leaders didn’t know what the right policies were; but that they didn’t know how to be reelected
after they had implemented them. Mario Monti wistfully explained how the Italian electorate
was too impatient to bear reforms whose benefits would only become evident over a longer time
frame than that of the election cycle. The 2013 Cyprus crisis and its resolution exposed two new
dimensions to the clashes over Europe’s debt and bank crisis. The discussion of a levy on bank
deposits, and whether small customers should be exempted, puts class conflict at center stage.
The question of foreign depositors makes the incident into an international relations problem.”
This author agrees with the previous authors in that democracy has become a central target of
complaints in the Eurozone, especially in the peripheral countries. The authors, though, do not
explicitly question the survival of the Eurozone.
Pisani-Ferry, Sapir, and Guntram (2013) cite the economic and social setback in countries
receiving financial assistance, the substitution of public for private creditors and thereby to the
passing-on of losses to taxpayers, the procrastination of EU institutions to address its banking
problems, the high level of unemployment jeopardizing the sustainability of the adjustment, the
malfunctioning of the labour market in the three countries. Their work did not analyze changes
in income distribution and wealth, or the social implications of the large increase in
unemployment.
To implement austerity measures at the time of recession will not lead to growth as shown by
the world financial crises in Latin America, East Asia, and Russia during the last decades of the
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20th century and in the Eurozone peripheral countries after 2007 up to the second quarter of
2013.
Budgetary deficit may be caused by internal measures like reckless spending, inadequate tax
policies, corruption or by external measures like demand shocks or excessive borrowing from
abroad. The experience in the European financial crisis indicates that massive lending during
2002 to 2007 in the real estate industry elicited by the convergence of bond yields of core and
peripheral countries as a result of the market confidence in the creation of the Eurozone, created
a bubble that burst, created banking crisis, adversely affected economic growth and led to
budgetary deficits. Had the peripheral countries experienced CA surpluses, and consequently KA
deficits, their need to borrow would not have been so significant.
Under this budget deficit context, the implementation of austerity measures will forcefully
reduce growth, lead to increases in unemployment, poverty rates, Gini coefficient and a decrease
in social justice. In order to prove this hypothesis, this author has gathered the data included in
Table 4 shown in the next page.
The analysis of the table indicates that the situation in the Eurozone countries shows a striking
difference detrimental to the peripheral countries because they report the smallest number of
economic growth, 100 % budget deficits exceeding the 3% threshold in the range 4 – 10%, 66%
decreasing average real wages especially in Greece and Spain, 100% decreasing or fluctuating
unit labor costs and 100% increase in unemployment with a minimum close to 10% in France and
a maximum beyond 24 in Greece and Spain.
TABLE 4: TRENDS IN % GDP GROWTH, BUDGETARY POSITION AS % GDP, AVERAGE REAL WAGES % CHANGE,
UNIT LABOR COSTS % CHANGE, UNEMPLOYMENT RATE, % OF SELECTED EUROPEAN COUNTRIES IN THE PERIOD
2000 – 2012
Countries
Non-Eurozone
Norway
Sweden
Denmark
Switzerland
Poland
Czech Rep.
UK
Summary
Core Eurozone
Austria
Belgium
Estonia
Finland
Germany
Netherlands
Slovakia
Summary
(% of countries

GDP growth

Budget

ARW

ULC

Unemployment

Positive ↑ > 3
Positive ↓ < 2
Positive ↓ <½
Positive ↓ < 2
Positive ↓ < 3
Positive ↓ 1.2
Positive ↓ ½
100% positive
decrease

Surplus > 13
Deficit ↓ < 1
Deficit ↑ > 4
Surplus ↓ 0.4
Deficit ↓ < 3
Deficit ↑ >4
Deficit ↑ > 8
71% budget
deficit 1- 8 %

Increase > 2
Increase > 2
Decrease < 1
Increasing >1
Decrease <1
Decrease <1
Decrease >1
57% decrease
≈1

Fluctuating
Fluctuating
Decreasing
Fluctuating
Fluctuating
Decreasing
Fluctuating
28% decreasing

Decreasing < 3
Increasing ≈ 8
Increasing ≈ 6
Decreasing <3
Constant ≈ 12
Constant ≈ 6
Increasing > 8
43% increasing
6-8 %

Positive ↓ ≈1
Positive ↓ ≈1
Positive ≈ 3
Positive ↓ ≈1
Positive ↓ ≈1
Positive ↓ 0
Positive ↓ 2
100% positive
GDP with

Deficit ↑ ≈ 3
Deficit ↑ ≈ 4
Deficit ↓ ≈ 0
Deficit ↓ < 3
Deficit ↓ < 1
Deficit ↑ > 3
Deficit ↓ > 5
100% deficit in
the range

Decrease <1
Decrease <1
Decrease <1
Decrease <1
Fluctuating 1
Decrease <1
Fluctuating 1
100%
decreasing or

Decreasing
Decreasing
Decreasing
Decreasing
Decreasing
Decreasing
Decreasing
100%
decreasing unit

Constant < 5
Constant > 7
Decreasing <12
Decreasing 6
Decreasing 5.5
Increasing ≈ 5
Increasing > 13
28% increasing
unemployment
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in the group)

decreasing
trend in the
range 0 – 3.
Peripheral Eurozone
France
Positive ↓ 0
Greece
Negative ≈7
Ireland
Positive ↓ 0
Italy
Negative ↓ 0
Portugal
Negative ↑ > 3
Spain
Negative ↑ > 1
Summary
33% small
(% of countries
positive GDP
in the group)
close to zero

1-5 (Belgium
and Slovakia
exceed 3%)

fluctuating
average real
wages ≈1%

labor costs

in the range
5 -13 %

Deficit ↓ < 5
Deficit ≈ 10
Deficit ↓ < 8
Deficit ↓ < 4
Deficit ↑ > 6
Deficit ↑ > 10
100% deficit in
the range 4 to
10. All of them
exceed 3%

Increase <½
Decrease ≈7
Fluctuate ≈1
Decrease ≈1
Decrease ≈4
Decrease ≈2
66% decreasing
average real
wages

Fluctuating
Decreasing
Fluctuating
Fluctuating
Fluctuating
Decreasing
100%
Decreasing or
fluctuating
unit labor costs

Increasing < 10
Increasing > 24
Increasing > 14
Increasing >10
Increasing >15
Increasing >25
100% increasing unemployment in the
range 10-25

The trend between budget deficits and unemployment in Germany and the Eurozone in general
is clearly shown by the following graph.

GRAPH 5: UNEMPLOYMENT AND BUDGET BALANCES IN GERMANY AND THE EUROZONE IN THE PERIOD 2005 TO
2013

The reduction of Germany’s unemployment rate has coincided with its increase in the
Eurozone, while the budget balance of both follow relatively parallel trends in which Germany
reaches a balance in 2012 – 2013 and the Eurozone remains in a deficitary situation by at least
three percentage points in 2013 barely matching the threshold established by the Maastricht
Treaty.
As far as social justice is concerned, this paper analyzes the Gini coefficient and indicators
related to poverty, such as poverty risk, severe material deprivation, and low work intensity.
According to the Gini coefficient data taken from EU Community Statistics on Income and
Living Conditions, and eurostats.com the Gini coefficient in the period 2008 to 2012. This
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indicator has shown small variations in all countries, with the exception of Slovakia in the NonEurozone countries and Spain in the peripheral Eurozone countries. The average of the
peripheral countries exceeds 0.30 and is the highest in the group. In other words, the creation of
the Eurozone has not contributed to significantly reduce the Gini coefficient in the continent.
The indicators of severe material deprivation, at risk poverty and very low work intensity in
selected European countries in the period 2004 – 2011 are shown in Table 5.
The analysis of the data in the table indicates that material deprivation is equal to 8.8 %,
income poverty is equal to 16.9%, and low work intensity is equal to 10% of the population in the
EU-27. Every Eurozone country has increased its severe material deprivation rates, poverty rates
and low work intensity from 2004 to 2011.
TABLE 5: INDICATORS OF POVERTY IN THE EU IN THE PERIOD 2004 - 2011
Countries

Non-Eurozone
Czech Republic
Denmark
Norway
Poland
Sweden
Switzerland
United Kingdom
Core Eurozone
Austria
Belgium
Estonia
Finland
Germany
Netherlands
Slovakia
Peripheral Eurozone
France
Greece
Ireland
Italy
Portugal
Spain

Severe material
deprivation %
20042010
2011
08
5
2

At risk poverty, %

Very low work intensity

2004-08

2010

2011

2004-08

2010

2011

9
12
8
12
11.5
13
22

6
11

15

6
10
7
7
6.5
4.5
13

6.5
11
7
6.5
7
5
11

7
2
2
13
1
2
5

7
2
2.5
12
1
1.5
5

9
13

17

8
13
9
13
11
14
21

3
3
4
1
5
1
9

4
6
9
3

4
6
9
3.5

2

2

12
15
20
14
16
11
11

11.5
13
19
12
17
10
8

11
14
24
13
17
11
8

8
13
6
9
12
10
6

8
12
9
9
11
8
8

8.5
13
10
10
11
9
7.5

3
5
6
4
7
3

6.5
11
8.5
7
9.5
4

6
15

13
20
15
18
18
19

13
18
23
19
17
22

14
26

8
8
24
9
7
7

10
8
23
10
9
10

9.5
11

12
2
5

11
9
4

17
13

21
19
26

8
7

10.5
8.5
12

Source: Lelkes, Gasior (2012)
The Non-Eurozone countries register the lowest severe material deprivation with the exception of Poland and
the Czech Republic, percentages below average in poverty with the exception of the United Kingdom, and
above average in low work intensity.
The peripheral Eurozone countries show the worst situation in material deprivation, in poverty (with the
exception of France) and in low work intensity, with percentages above average in the three indicators.
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The core countries register an intermediate situation in material deprivation, percentages below the average
poverty rate, and average percentages in the low work intensity.
As far as democracy quantitative results are concerned, the democracy index according to the EIU
stayed relatively constant between 2006 and 2008. Between 2008 and 2012 the Non-Eurozone
countries’ stayed constant at 8.83, the core Eurozone countries reduced their indexes from 8.46 to
8.28, and the peripheral Eurozone countries reduced their indexes from 8.28 to 7.88. The largest
reductions were registered in the peripheral countries especially in Greece, Ireland and Spain
(around 0.44). The core countries reported smaller reductions, with the exception of Germany,
with 0.48. So, democracy has been reduced in the Eurozone after the financial crisis started,
most likely as a result of the imposition of austerity measures on the peripheral countries
because their peoples were not consulted and opposed the intervention in their sovereignties by
EU authorities that had not been elected by them.
The second hypothesis has been proven in the Eurozone by the analysis of economic, social and
political indicators. Growth has gone down, budgetary cuts to social spending have taken place
along with increases in unemployment, reduction of real wages and unit labor costs and
consequently social justice have been affected by increases in material deprivation, poverty and
lower work intensity. The world’s poster child of democracy and welfare has been negatively
affected by the creation of the Eurozone.

V. CONCLUSION
In complete agreement with Wolf’s conclusions, this author takes a step forward and argues
that the collapse of the Eurozone is unavoidable because of the following reasons: (a) given the
need of internal devaluation as the only means to be competitive in the Eurozone. The
predominance of core countries with high CA surpluses leading to high CA deficits in the
peripheral countries will necessarily need to increase in borrowing worsening their budgetary
deficits and governmental debts as percentages of GDP and reducing GDP growth. (b) The
trends to reduce GDP and to continue the stagnation of the peripheral countries are reinforced by
the austerity measures imposed by the troika, supported by both the German chancellor and the
finance minister to decrease their budget deficits and consequently reduce the possibility of
growth. (c) These conclusions are also supported by the data contained and analyzed in proving
the hypotheses in this paper.
There are additional factors that confirm this author’s argument such as d) the impossibility to
reach an agreement about the creation of a fiscal union (not even the Eurobonds), or the total
debt restructure including debt forgiveness to the peripheral countries so the funds available
could be used to foster growth; e) the impossibility to solve the trilemma “fixed exchange rates,
free capital flows, autonomous monetary policy”; f) the harm done on the sovereignty of the
peripheral countries’ governments by having to partially forego fiscal policy as their only
possibility to stabilize their economies; g) the demoralizing effect on democracy because the
peripheral countries’ peoples have not been consulted in relation to the adoption of austerity
measures increasing their unemployment rates, their poverty rates, and the exploitation of their
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labor force with reduced averaged wages, and labor costs as a support for being competitive in a
monetary union in favor of the core countries; h) the social disruptions that so far have taken
place in Greece, Spain, Ireland, and Italy will be extended to not only peripheral countries, but
also core countries whose people do not feel comfortable by financing other Eurozone members.
An additional conclusion that this author does have in relation to monetary unions is that if,
even in a welfare continent as Europe, in which the Gini coefficients attain their lowest values in
the world, it has proven impossible to create a fiscal union, economic union or political union,
then in the foreseeable future this author doesn’t foresee the possibility of a successful monetary
union whose members are different countries.
This author proposes a European Union without the Eurozone, eliminating the single market,
and creating a customs union with free movement of trade, relatively free movement of labor
according to the characteristics of European countries, as well as capital controls. The
combination of welfare state in the context of the market economy should return prosperity in
Europe. The communist system has proven to be ineffective in Europe and should not be confused
with social democratic countries like Norway, Sweden, Denmark whose governments’
interventions in the economy foster competition, establish regulation of economic and financial
activities and solve market imperfections.
Additional research is needed to delve into the details of the transit from the Eurozone to the
EU structure, including the possible preservation of a smaller Eurozone including part of the
current core countries and the possible consequences on their competitiveness.
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Abstract
The purpose of the study was to examine the relationship between perceived compliance with ISAs and
quality of auditing in Uganda. A conceptual framework was developed relating perceived compliance with
ISAs with quality of auditing using reliability, relevance and degree of accuracy. A cross sectional research
design was used to collect data from 103 audit partners of audit firms in Kampala out of a population of
140. Purposive and simple random sampling techniques were also used to select 133 respondents from
users of audited financial information like banks, micro-finance institutions and Uganda Revenue Authority
and 7 respondents from ICPAU. The findings show positive perceptions on compliance with ISAs by audit
firms in Uganda, positive perceptions on the quality of auditing in Uganda by both the audit partners and
users of audited financial information and a significant positive relationship between perceived compliance
with ISAs and quality of auditing in Uganda. From the findings it is clear that ISAs are applicable and it is
advisable that audit firms comply with ISAs so as to constantly have quality in audited financial information.
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I. INTRODUCTION
A. Background
In a bid to enhance the quality of auditing, Professional Accountancy bodies have developed
Auditing Standards. Prior to this auditors relied heavily on precedents arising from court cases.
The Auditing Practices Committee of the UK was set up in 1976 after loss of public confidence in
performance of audits due to failure of numerous companies in the United Kingdom and it
started issuing standards in 1980 (Cosserat et al, 1995).
International Standards on Auditing (ISAs) are basic principles and essential procedures
together with related guidance in form of explanatory and other material notes issued by the
International Auditing and Assurance Standards Board (IAASB) to be followed by auditors in the
examination of Financial Statements and expressing an opinion on them. IAASB is a standing
committee of the International Federation of Accountants (IFAC) that has more than 150
member professional bodies (Foukslynch, 2003). IFAC is working towards harmonization of
International Standards on Auditing and this will ensure uniformity of reporting leading to
reliable decision-making across national boundaries (IOSCO, 2002)
Effective standards make the language of reporting comprehensible and responsive to users’
needs, make comparisons possible and restrict the actions of those who wish to mislead or
disguise. This leads to accuracy of audit reporting and reliability in decision-making (Crow etal,
2003). Auditing standards inform interested parties as to the nature of the audit process and it
is hoped signals the commitment of the profession to enhancing the quality of the process. In
smaller audits particularly and even certain larger audits, there is much anecdotal evidence that
quality audit falls short of what is required (Cosserat et al, 1995)
Many countries, particularly developing countries, have adopted ISAs but lack regulatory and
compliance practices in line with International benchmarks. Some auditing standards issued by
IAASB are not designed for smaller audit firms, which will consequently struggle to apply them
putting at risk global acceptance of ISAs (Gosling, 2002). The Accountants Statute of 1992
created the Institute of Certified Public Accountants of Uganda (ICPAU) to regulate the work of
Accountants in Uganda. The ICPAU is a member body of IFAC and has adopted the ISAs.
Failures of businesses in which deficiencies of financial reporting and corporate disclosure have
figured prominently like Enron, WorldCom, Xerox Corporation, Global Crossing, Adelphia, Royal
Ahold and Health South and others worldwide have drawn far greater attention to the quality of
auditing (Jamwa et al, 2002). A departure from International Accounting Standards by Kenya
Airways not reported by Ernst & Young, the auditors, inflated net profits by $ 696,000 (The East
African, December 2002). Failures of commercial banks in Uganda like International Credit
Bank, Greenland Bank and Cooperative bank despite having clean audit reports from the
auditors; Dhadialla Associates, Mulseb and Ernst & Young respectively is another case in point
(Bank of Uganda Reports, 1999, 2000).

Copyright © 2014 Helvetic Editions LTD - All Rights Reserved

www.elvedit.com

96

Perceived Compliance with International Standards on Auditing and Quality of Auditing
Kakande Robert Ashe J, Arthur Sserwanga and Baziz Natamba

B. Statement of the Problem
Despite the application of International Standards on Auditing, the quality of auditing is
questionable all over the world. Failures of businesses in which deficiencies of financial reporting
and corporate disclosure have figured prominently despite clean audit reports have raised
concern about the credibility of audit reports in Uganda. (Jamwa, 2002)
Despite the compliance with International Standards on Auditing, the quality of audit falls
short of what is required (Cosserat etal, 1995). Users of audited financial information including
shareholders, lenders, Government, the public, etc have questioned the credibility of audited
financial information. This affects investment levels and the economy of the country and
therefore calls for the study.

C. Objectives of the Study
i.
ii.
iii.

To find out the perceived level of compliance with ISAs in Uganda.
To find out the quality of auditing in Uganda.
To find out the relationship between perceived level of compliance with ISAs and quality
of auditing in Uganda.

D. Conceptual Framework
The conceptual framework draws upon the works of Crow et al, 2003 and Tondkar (1989) et al
with modifications. The audit process will be very effective in achieving quality of the audit
where there is compliance with International Standards on Auditing (Crow et al, 2003). It will
also bring about objectivity and ease of comparison since the audit work will be done according to
the same standards and guidelines. This will lead to increased accuracy of the audited financial
statements (Tondkar et al, 1989).
The audited financial statements and audit reports will become more credible and reliable
when it comes to decision-making by the different stakeholders (Maitin, 1994)
The quality of auditing will however be enhanced by auditor independence and integrity,
regulation and level of motivation of audit staff. In carrying out this study, Auditor independence
and integrity, regulation by the ICPAU and the level of motivation were held constant.
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FIGURE 1: CONCEPTUAL FRAMEWORK
SOURCE: ADAPTED WITH MODIFICATIONS FROM CROW ET AL (2003), TONDKAR ET AL (1989)

II. METHODOLOGY
A. Research Design
The study was carried out using a cross-sectional research design in which data was gathered
from different groups of the study population. It involved use of both analytical and descriptive
techniques where the researcher analyzed information already available and looked at the
present state of affairs.
B. Study Population
The study focused on 140 Audit Partners from audit firms in Kampala and 156 Users of
Audited financial information from Commercial banks, Micro-finance Institutions and URA. The
ICPAU being the professional body directly involved with the adoption of ISAs was also part of
my study.
C. Sampling Design
The researcher used purposive method of sampling because of the nature of study, which
required getting particular information from the respondents. This was applied on a sampling
frame of Audit Partners of Audit firms in Kampala registered with the ICPAU and these were
the key respondents. The researcher also used both purposive and simple random sampling to
select respondents from banks and Micro-finance Institutions responsible for lending and those
responsible for assessment of tax liability in URA from the Domestic Indirect Tax Department in
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Kampala.
D. Sample Size
The study used a sample size of 243 respondents. Of these, 103 respondents were drawn from
Audit Partners registered with ICPAU. 133 respondents were drawn from the Users of Audited
financial information. Of these 71 were drawn from 8 banks and 3 micro-finance institutions
operating in Kampala based on estimates of staff involved in credit appraisal in these
institutions. 62 respondents were drawn from staff of Domestic Indirect Tax Department of URA
dealing with assessment of tax liability in Kampala. 7 respondents were also drawn from the
ICPAU. These were determined using Krejcie and Morgan’s (1970) table for determining sample
size.
E. Sources of Data
The main source of data used was primary data. Primary data was obtained from
questionnaires and interviews conducted with staff of audit firms, users of audited financial
information and the ICPAU. Secondary data was also obtained from journals, books and previous
research done in accountancy. Newsletters of the ICPAU, ACCA Magazines, Accountants Statute
(1992), Companies Act (1964) and other documentation considered useful for research were used.
F. Data Collection Instruments
The instruments used were questionnaires, interview guides and personal observation of
documents and records previously collected.

III. FINDINGS
A. Perceived Compliance with ISAs
Perceived Compliance was measured by applicability and level of compliance with ISAs.
Applicability of ISAs means the state of making practical use of the ISAs. Compliance with ISAs
means action in accordance with the requirements of ISAs.
TABLE 1: PERCEIVED LEVEL OF COMPLIANCE WITH ISAS
Positive
perception
(S.A & A)
Freq.

%

Negative Perception
(Un, D & S.D)
Freq.

Chi-Square

p-Value

1
1

0.000
0.000

%

Applicability
83
94.4
5
5.6
58.932
Level of Compliance
81
92
7
8
69.841
S.A: Strongly Agree, A: Agree, Un: Uncertain, D: Disagree, S.D: Strongly Disagree
d.f : Degrees of Freedom, p-value: Probability value
Source: Primary Data
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Results from Table 1 above show that respondents significantly had a positive perception on the
Applicability of ISAs and Level of Compliance with ISAs in Audit firms in Uganda. Results
indicate that at 99% confidence level, ISAs were applicable among audit firms in Uganda and
that Audit firms complied with ISAs in Uganda. This implies further that Audit firms can make
practical use of ISAs in Uganda.
From the interviews with respondents from ICPAU, the respondents also had positive
perceptions about Applicability and Level of Compliance with ISAs in audit firms in Uganda.
The Applicability was looked at basing on the Organisational capacity, nature of legislation in
Uganda, Training received, Public interest and awareness. Most audit firms were found to have
the organizational capacity to apply ISAs because they had adequate number of staff who were
well qualified with the necessary resources. From the ICPAU, however, there were many firms
that were practicing accountancy without being registered and licensed. The public interest in
ICPAU activities, however, was found to be low. More sensitization is needed to create general
awareness about ICPAU activities and the use of ISAs. The nature of legislation in Uganda is
also not very adequate for the application of standards. The 1964 Companies Act needs to be
revised to cater for the changes in trends and make it more adequate for the enforcement of
standards. There has also been concern raised about limitations within some of the ISAs
themselves affecting their Applicability like being too general for ease of application.
Nevertheless, ISAs have been found to be applicable in Uganda.
The perceptions on level of Compliance with ISAs were also found to be positive basing on level
of enforcement of the standards, Nature of regulatory and compliance practices and ease and
consistency of application. Much as the regulatory and compliance practices in Uganda are line
with International benchmarks, there are economic and technological differences with most
countries, which affect the level of Compliance with ISAs. The ICPAU is not strictly monitoring
and inspecting the Audit firms because of lack of enough resources and capacity and the
confidentiality that goes with auditing. The ICPAU ensures compliance by licensing accountants
annually, creating awareness and disciplining members who do not follow the standards. In
Uganda, we do not have an independent body responsible for the enforcement of standards apart
from ICPAU which is the standard setter. In other countries, standard setting is separated from
regulatory oversight, which improves compliance with standards.
Gosling (2002) and Crow et al (2003) had cast doubt about the applicability of International
Standards on Auditing in developing countries. From the above discussion, is clear that much as
the perceptions on Applicability and Level of compliance are positive, more has to be done to
improve on the Level of Compliance with ISAs.
B. Quality of Auditing in Uganda
This was measured using respondents’ perceptions of Reliability, Relevance and Degree of
Accuracy. Audit Partners gave their perceptions on the quality of the audit work they do and the
Users of Audited financial information from Lending Institutions and Uganda Revenue Authority
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gave their perceptions of Quality of Audit work.
TABLE 2: AUDIT PARTNERS PERCEPTIONS OF QUALITY OF AUDITING
Positive Perceptions
(S.A &A)

Negative
Perceptions
(Un, D & S.D)
Freq.
%
4
4.5
7
8
7
7.9

Chi-Square

d.f

p-value

Freq.
%
Reliability
84
95.5
33.091
1
0.000
Relevance
81
92
46.386
1
0.000
Degree of
81
92.1
51.432
1
0.000
Accuracy
S.A: Strongly Agree, A: Agree, Un: Uncertain, D: Disagree, S.D: Strongly Disagree
d.f : Degrees of Freedom, p-value: Probability value
Source: Primary Data

Results in Table 2 above show that the respondents had significant positive perceptions about
the Quality of Auditing in Uganda. The results show that at 99% confidence level, Audited
financial information was reliable, relevant and had a high degree of accuracy. This implies that
the Audit Partners had a lot of confidence in the quality of their audit work.
TABLE 3: PERCEPTIONS OF QUALITY OF AUDITING BY USERS OF AUDITED FINANCIAL INFORMATION

Reliability
Relevance
Degree of
Accuracy

Positive perceptions
(S.A & A)
Freq.
%
99
99
95
95
73
73

Negative perceptions
(Un, D & S.D)
Freq.
%
1
1
5
5
27
27

ChiSquare

d.f

pvalue

88.880
103.460
21.160

1
1
1

0.000
0.000
0.000

S.A: Strongly Agree, A: Agree, Un: Uncertain, D: Disagree, S.D: Strongly Disagree
d.f : Degrees of Freedom, p-value: Probability value
Source: Primary Data

Results in Table 3 above show that respondents have a significant positive perception on the
Reliability, Relevance and degree of Accuracy of Audited financial information. The results show
that at 99% confidence level audited financial information is reliable, relevant and has a high
degree of accuracy. This implies that the users of audited financial information had a lot of
confidence in the work done by Audit firms in Uganda.
The results in Table 2 and Table 3 further show that the perceptions of the Audit Partners and
those of the audit firms were in agreement in relation to the quality of audited financial
information. The positive perceptions on the degree of accuracy from the users of audited
financial information however, were not as strong as those of the Audit partners. This implied
that the users had some reservations in relation to the degree of accuracy of audited financial
Copyright © 2014 Helvetic Editions LTD - All Rights Reserved
www.elvedit.com

101

International Journal of Academic Research in Management
Volume 3, Issue 1, 2014, ISSN: 2296-1747

information.
TABLE 4: T-TEST FOR VARIANCES IN PERCEPTIONS ON QUALITY OF AUDITING BY AUDIT
OF AUDITED FINANCIAL INFORMATION

Quality
Relevance
Reliability
Degree of Accuracy

Category
Audit Partners
Users
Audit Partners
Users
Audit Partners
Users
Audit Partners
Users

N
88
100
88
100
88
100
88
100

Mean
4.2045
4.0300
4.1818
4.0900
4.4091
4.5102
4.1591
3.7300

PARTNERS AND USERS

Standard Deviation
0.4589
0.3320
0.5580
0.4286
0.5801
0.5173
0.5443
0.4462

Results in Table 4 above show that the positive perceptions on the quality of auditing by Audit
Partners were stronger than those of the users of audited financial information. (Mean of 4.2045
for Audit Partners and 4.0300 for Users of Audited financial information). The perceptions on
relevance and reliability were not very different whereas the perceptions on degree of accuracy
were stronger for Audit partners.
TABLE 5: T-TESTS FOR EQUALITY OF MEANS
t

df

Sig (2-tailed)

Mean difference

Quality (Equal variances assumed)

3.012

186

0.003

0.1745

Relevance (Equal variances assumed)
Reliability (Equal variances assumed)

1.273

186

0.205

9.182E- 02

-1.263

186

0.208

-0.1011

Degree of Accuracy (Equal variances assumed)

5.937

186

0.000

0.4291

Results from Table 5 above show that there were significant variations on the quality of
auditing by both the audit partners and users of audited financial information. There were no
significant variations on reliability and relevance of audited financial information whereas there
were significant variations on the degree of accuracy.
The respondents from ICPAU also had positive perceptions about the quality of auditing in
Uganda. From the interviews, most of them said that the audited financial information in
Uganda is fairly reliable and accurate. The positive perceptions on relevance of audited financial
information were very strong.
Failures of businesses in which there were financial reporting deficiencies like Enron,
Worldcom, Xerox Corporation and others had drawn great attention on the quality of Auditing
even in Uganda (Jamwa et al, 2002). The collapse of commercial banks like International Credit
Bank, Greenland and Cooperative bank audited by Dhardialla, Mulseb and Ernst and Young
even after having clean audit reports had cast doubt on the quality of Auditing in Uganda (Bank
of Uganda Reports 1999, 2000).
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The above findings, however, show that audited financial information in Uganda is of good
quality. There are various factors that determine the quality of audited financial information.
Apart from the auditing process, the accounting process will have a lot of impact on the quality of
auditing.
In Uganda, not many cases have been reported of poor quality audit especially by registered
accountants. The biggest challenge facing the Accounting profession is the many firms, which
practice without being registered and the small number of accountants in Uganda. Most of the
Accountants responsible for poor quality audit are those who are not qualified to act as
accountants. Some of the Audit firms, which gave clean audit reports to collapsed banks were
firms, which were not registered. The Accounting profession in Uganda is young but growing
steadily and it is hoped, cases of poor audit reports will continue to lessen with time.
C. Relationship between perceived compliance with ISAs and Quality of Auditing
The relationship between perceived compliance with ISAs and quality of auditing was
determined by Pearson correlation coefficient. Multiple Regression Analysis was used to predict
the quality of Auditing.
The relationship between Perceived compliance and quality of auditing was established by
running the independent variable (Applicability of ISAs and Level of Compliance with ISAs)
against the dependent variable (Reliability, Relevance and Degree of Accuracy).

TABLE 6: CORRELATION MATRIX OF PERCEIVED COMPLIANCE AND QUALITY OF AUDITING
Quality Reliability Relevance Accuracy
Quality
1.000
Reliability
0.831** 1.000
Relevance
0.673** 0.362**
1.000
Accuracy
0.655** 0.390**
0.286**
1.000
Applicability 0.456** 0.227*
0.489**
0.476**
Compliance
0.637** 0.483**
0.524**
0.532**
**Correlation is significant at the 0.01 level (2-tailed).
*Correlation is significant at the 0.05 level (2-tailed).
Source: Primary Data

Applicability

Compliance

1.000
0.566**

1.000

D. Relationship between Applicability of ISAs and Quality of Auditing
Results in the Correlation Matrix above indicate that there was a significant positive
relationship between applicability of ISAs and the quality of audited financial information.
(r=0.456, p-value<0.01). This implied that Applicability of ISAs contributed positively to the
Quality of Audited financial information.
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There was a significant positive relationship between Applicability of ISAs and Reliability of
audited financial information. (r=0.227, p-value<0.05). This implied that Applicability of ISAs
contributed positively to the Reliability of Audited financial information.
There was a significant positive relationship between Applicability of ISAs and Relevance of
Audited financial information. (r= 0.489, p-value<0.01). This implied that Applicability of ISAs
positively influenced the Relevance of Audited financial information.
There was a significant positive relationship between Applicability of ISAs and degree of
accuracy of audited financial information. (r=0.476, p-value<0.01). This implied that Applicability
of ISAs positively contributed to the degree of accuracy of audited financial information.
From the above, it is clear that the Applicability of ISAs enhances the Reliability, Relevance
and degree of accuracy of Audited Financial information and therefore, Quality of Auditing in
Uganda. Applicability enhances more on the relevance, followed by degree of accuracy and the
Reliability.
The above findings are consistent with Norbes et al (1991), who asserted that where there is
Applicability of ISAs, the audit process will be improved, the public will be aware of what is
taking place and the quality of auditing will be good. This was further supported by Cosserat et
al (1995) who argued that auditing standards inform interested parties as to the nature of audit
process and signals the commitment of the profession to enhancing the quality of the audit
process.
The respondents from ICPAU also had positive perceptions on the existence of a relationship
between Applicability of ISAs and Quality of Auditing in Uganda. Where ISAs can be put into
practical use, there is no doubt that the quality of Auditing is good. According to most
respondents, ISAs are clear and simple to follow but they are only minimum benchmarks, which
may leave room for manouvre, which might affect the quality of Auditing in Uganda.
E. Relationship between Level of Compliance and Quality of Auditing
Results in the correlation matrix show that level of Compliance with ISAs had a significant
positive relationship with the Quality of Audited financial information (r=0.637, p-value<0.01).
This implied that level of compliance with ISAs enhanced positively the Quality of Audited
financial information.
There was a significant positive relationship between level of Compliance and Reliability of
Audited financial information (r= 0.483, p-value<0.01). This implied that Compliance with ISA
enhanced reliability of Audited financial information.
There was a significant positive relationship between Level of Compliance with ISAs and
Relevance of Audited financial information (r= 0.524, p-value<0.01). This implied that
Compliance with ISAs enhanced the Relevance of Audited financial information.
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There was a significant positive relationship between Level of Compliance with ISAs and
degree of Accuracy of Audited financial information (r=0.532, p-value=<0.01). This implied that
Compliance with ISAs enhanced the degree of Accuracy of Audited financial information.
From the above, it is clear that the Level of Compliance with ISAs enhanced the Reliability,
Relevance and degree of Accuracy of Audited financial information and therefore, the Quality of
Auditing in Uganda. Level of Compliance contributed more to the degree of Accuracy, followed by
Relevance and then Reliability of Audited financial information.
The respondents from ICPAU also had positive perceptions on the existence of a relationship
between Level of Compliance with ISAs and Quality of Auditing. The above findings are
supported by Crow (2003), Jamwa et al (2002), Anthea (2003). They all asserted that ISAs make
the language of reporting comprehensible and responsive to users’ needs, make comparisons
possible and restrict the actions of those who want to mislead or disguise.
F. Regression Analysis
This revealed the extent to which Applicability of ISAs and level of Compliance with ISAs
predicted Quality of Auditing as shown by Table 6.

TABLE 6 : REGRESSION MODEL OF PERCEIVED COMPLIANCE WITH ISAS AND QUALITY OF AUDITING.

Model

Unstandardised
Coefficients
B
Std.
Error
2.060
0.307
0.325
0.080
0.427
0.077

Standardized
coefficients
Beta

Constant
Applicability
0.423
Level
of
0.557
Compliance
Dependent Variable: Quality of Auditing
Source: Primary Data

t
6.721
3.404
5.550

Sig.

R²

Adjusted
R²

F

Sig.

0.000
0.002
0.000

0.419

0.405

30.261

0.000

The Regression Model shows that Applicability and Level of Compliance with ISAs are linearly
related to the Quality of Auditing (F= 30.621, Sig=0.000). Applicability of ISAs and level of
Compliance with ISAs explained positively 40.5% of the total variance in the Quality of Auditing.
Applicability of ISAs significantly and positively contributed to the Quality of Auditing
(Beta=0.423, Sig <0.01). This implied that a change in Applicability led to 0.423 positive changes
in the Quality of Auditing.
Level of Compliance with ISAs significantly and positively contributed to the Quality of
Auditing (Beta=0.557, Sig<0.01). This implied that a change in compliance with ISAs led to 0.557
positive changes in the Quality of Auditing. The Results therefore show that Perceived
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Compliance significantly and positively contributes to the Quality of Auditing (40.5%).
From the results, it is clear that Level of Compliance with ISAs (Beta= 0.557) explained more of
the Quality of Auditing compared to the Applicability of ISAs (Beta= 0.423)
The above findings clearly show that Applicability and Level of Compliance with ISAs can
explain quality of Auditing in Uganda. These findings are supported by Harding (1998) who
noted that corporate credibility is the foundation upon which investors and other stakeholders
base their confidence in the future success of an enterprise. This confidence can however, be
damaged by the revelation that the auditors did not comply with standards when carrying out
the audit. It is further supported by Tsuguoki (2000) who noted that Compliance with ISAs is
required so as to provide for an adequate level of assurance as to the credibility of financial
information used in cross-border transactions.
There are a number of problems however, affecting the Applicability and level of compliance
with the standards in Uganda which include;
a) Conversion from different sets of regulation and standards given that some
Accountants in Uganda have trained from different countries with different sets of
standards.
b) Lack of effective communication of standards because of limited resources.
c) Small number of professional Accountants in Uganda
d) Low levels of public awareness and interest
e) Inherent problems with the standards themselves and others.
f) The findings also indicate that there are other factors affecting the quality of
Auditing in Uganda apart from Applicability and Level of Compliance with ISAs.
These include;
g) The auditor Independence and Integrity
h) The ethical standards of the producers of financial information
i) The expectation gap of the public in relation to the responsibilities of the auditors
and what the perceptions of the public of what auditors are supposed to do.
j) Public awareness and interest in what the auditors do
k) Timing of Audit Reports; the auditors might not have enough time to do quality
work because of unrealistic deadlines of reporting.
l) The level of motivation of audit staff
m) Other poor Quality control measures in Audit firms.
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Abstract
So many scholars have written about organizational justice that Colquitt et al. (2001) commented on the
concern that justice literature may focus on the parts at the risk of forgetting the whole picture, and though
they empirically verified that each dimension of justice is distinctive, their analysis serves to emphasize the
importance of this field and the usefulness of understanding how to promote justice in the workplace along
all its dimensions. This paper proposes loyalty as an underlying ‘construct’ or nexus that binds together the
different dimensions of justice – procedural, distributive, interpersonal, informational – and also considers
the elements of care and benevolence without which justice could not be adequately beneficial to the
organization. The quality of loyalty as a reciprocal value (Melé, 2001; Chandran, 2007) makes it a rich
construct through which to look at justice, care and benevolence as employer values that contribute greatly
to employee loyalty and its consequent and desirable managerial outcomes (Colquitt et al. 2001): outcome
satisfaction, job satisfaction, organizational commitment, trust, acceptance of authority, organizational
citizenship behaviour (altruism), and performance. I have herein explored theoretical and empirical
bibliographical sources with a view to contributing to bridging the gap between business ethics and
organizational justice (Fortin, 2008).
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I. INTRODUCTION
“A territory of a hundred li square...is sufficient to enable its ruler to become a true
king. If Your Majesty practices benevolent government towards the people, reduces
punishment and taxation, gets the people to plow deeply and weed promptly...then
they can be made to inflict defeat on the strong armor and sharp weapons of Qin
and Chu, armed with nothing but staves”.
Mencius, Chinese philosopher, (372 BC - 288BC)
The importance of organizational justice in the workplace cannot be overemphasized.
Numerous scholars have written about how to attain it since the late eighties when the term was
coined by Greenberg (1987) and before that time. In their meta-analytic review of organizational
justice, Colquitt et al. (2001) explained how the idea of distributive justice was the main study
subject of justice before 1975 and then the concepts of procedural justice and interactional justice
were introduced in 1975 and 1986 respectively. Distributive justice looks at the fairness of
outcomes (Adams, 1965). Procedural justice involves ensuring that the steps and processes
through which justice is purported to be carried out are in themselves fair (Thibaut and Walker,
1975), while interactional justice has to do with the fairness with which individuals treat one
another when they implement rules and procedures (Bies and Moag, 1986), whether in the
implementation itself or in communicating the reasons for it and giving explanations behind it
(Greenberg. 1990a).
Colquitt et al. (2001) commented on the concern that literature on justice may focus on the
parts at the risk of forgetting the whole picture, and though they empirically verified that each
dimension of justice is distinctive, their analysis serves to emphasize the importance of this field
and the usefulness of understanding how to promote justice in the workplace along all its
dimensions. This paper proposes loyalty as the underlying construct that helps us to tie the parts
of justice together and look at the whole in a new light, since it forms a nexus that binds together
the different dimensions of justice – procedural, distributive, interpersonal, informational, etc,
and also takes into cognizance some elements of care and benevolence without which justice
could not be adequately beneficial to the organization. The quality of loyalty as a reciprocal value
also makes it a rich construct through which to look at justice, care and benevolence as reciprocal
values that contribute greatly to the good management of organizations and to the desirable
outcomes of Colquitt et al. (2001): outcome satisfaction, job satisfaction, organizational
commitment, trust, acceptance of authority, organizational citizenship behaviour, and
performance.
Chester I. Barnard, an influential and one of the pioneers of management thought, regarded
loyalty as the single most important attribute required for a manager (Chandran, 2007). He
defined loyalty as taking on the “organizational personality” and sees it as the only way to inspire
employee loyalty (1968, p. 220).1 Over time, the importance of employee loyalty on performance
has been confirmed (Reichheld, 1996). Many after Barnard have written, especially in recent
1

According to Mahoney (2002), quoting Gabor, (2000 at p. 73), Barnard “inspired an unusual level of employee loyalty”.
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times, about Barnard’s ideas of effectiveness through persuasion rather than hard core
incentives. Much of this persuasion is described in connection with sincerity and honesty on the
part of the employer (Novicevik, Hayek, and Fang, 2011). The question which arises is whether
only sincerity and honesty have influence on employee loyalty, or whether in a more general
approach justice, care, and benevolence are spurs of such loyalty.
Justice, care and benevolence can be categorized as ethical and spiritual values that should be
brought into the workplace in order for human beings to achieve meaning and congruence
(Renesch and Harman, 1991). Melé (2009) suggest that respect (justice), care and benevolence
are integral aspects of the Personalistic Principle and must mediate human relationships (Melé,
2011). These are moral qualities or habits of the character (virtues) which, according to the
Aristotelian tradition, contribute to human flourishing and help to strive for a more perfect
world. However, in the workplace they often are still ignored, even by employers who seek a
triple bottom line and are therefore expected to be more sensitive to issues of unfairness and
injustice. The neglect of such key organizational values is probably due to the deterioration in
ethical workplace culture and lack of leadership (Karnes, 2009).
Experiences and perceptions of injustice and callousness which undermine employee loyalty
could result from appraisal issues (Folger, 1987); allocation of work, reward and blame (Meindl
and Steensma, 1994); layoffs (Brockner, 1990) and many other real or perceived issues.
Challenges to employee commitment can also follow from perceptions of lack of caring or
callousness (Renesch and Harman, 1991).
Both those who are concerned with other-than-financial performance indices and those who
strive simply to maximize the firm’s long-term economic profitability need to realize the
importance of these virtues in ensuring their workers effectively pursue their goals. The
importance of effectiveness as a driver of profitability cannot be denied. And to be effective, the
organisation needs committed workers, who identify with the vision of the organization, who are
ready to fulfil their duty and go beyond it; loyal employees (Melé, 2001). With such a workforce,
employee satisfaction is higher and productivity is enhanced, and these both increase customer
satisfaction and customer loyalty, (Heskett et al, 1994; Reichheld, 1996). Customer loyalty is one
of the main drivers of sustainable business performance and (Heskett et al, 1994; Chuang and
Liao, 2010).
Thus, it is clear that what increases employee loyalty is of utmost importance to the firm. One
of the most direct levers for raising employee loyalty levels is the reciprocal quality in the
employer, (Chandran, 2007). Loyalty is a human attribute that invites reciprocation by its
nature, (Melé, 2001). It is a human virtue that improves the person who possesses it (Melé, 2001;
Rosanas and Velilla, 2003) and makes for organizational focus and commitment by inspiring
loyalty in those who relate with that person, such that they work together for a common noble
goal (Melé, 2001). A number of scholars and sources have defined loyalty as having two attributes
– commitment and adherence or devotion (Melé, 2001; Coughlan, 2005).
Given the critical nature of loyalty, it is very useful to specify it further. Justice is the virtue
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that leads one to fulfil one’s commitments, while care is the virtue that leads one to adhere to
another in such a way that one’s personal interest takes second place (Melé, 2011). Benevolence
goes beyond in its requirement of seeking not only the other’s interests but also what contributes
to human flourishing and professional growth (Melé, 2011). This paper attempts to specify the
attributes of employer loyalty as justice, care and benevolence along with analyzing how these
qualities stimulate and make up the corresponding components of employee loyalty. Thus the
employer who makes the effort to practice justice, care and benevolence would simultaneously be
practicing loyalty to his employees and would receive the appropriate loyalty response from
them.
The first part of this paper aims to provide a better understanding of the connection of
employer loyalty to justice, care and benevolence. The second aims to show promoting employee
loyalty based on the mentioned virtues as a source competitive advantage for the firm. To
achieve these aims, I have attempted an exploration of bibliographical sources, both theoretical
and empirical, and to contribute to bridging the gap between business ethics and organizational
justice (Fortin, 2008).
An exploratory research shows us that there are two main reasons for increasing levels of
loyalty by raising levels of justice, care and benevolence in organizations. The first is that human
resources are human, and human excellence passes through the paths of human virtue (Putman,
1998; McKelvie, 2010; Melé, 2011). Justice and care, along with benevolence, are among those
paths and they are particularly important in the modern corporation. They are human virtues
that develop the human personality and enrich it (Melé, 2011). They therefore enrich the
organization which is made up of human beings who have these virtues. Justice, care and
benevolence practiced by employers have a positive impact not only on the organization but also
on society (Melé, 2011). The second is the impact of loyalty on business performance, already
mentioned above. Melé (2001) spoke of loyalty and its relevance for businesses.
This paper is structured as follows: it begins with a bibliographical review introducing the
concepts of justice, care and benevolence, and situating them in connection with the extant
literature on loyalty. It explains the relationship of justice, care and benevolence to loyalty; and
shows how employee loyalty is the parallel response to these virtues. Thereafter follows a second
section on the advantages to the firm of building levels of justice, care and benevolence. In this
second section, it is explained that the three virtues of justice, care and benevolence need to be
fostered in order to build loyalty responses from the employees. At the end of these
considerations, conclusions are drawn as to the practical implications for organizations.

II. JUSTICE, CARE AND BENEVOLENCE IN FOSTERING LOYALTY: A BIBLIOGRAPHICAL REVIEW
A. Justice
In an attempt to integrate the various aspects of justice, different theories have been put
forward to explain what it is and how it works. Three of these were highlighted by Fortin (2008)
when reviewing the field of organizational justice: Fairness Theory, Uncertainty Management
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and the Group Engagement Model. What is quite clear in this review is that fairness is seen as
equivalent to justice by most scholars in this field; the two terms are very often used
interchangeably (Fortin, 2008). It is this sense of fairness that best expresses the sense of justice
adopted in this paper, and it is supported by practically all the justice literature referred to, they
all speak mostly in terms of fairness, equity, and respect for the other within the context of the
organization.
Justice is commonly regarded as fairness or morally right action towards others. It is also often
associated with judgments about a system or application of law or impartiality. A synonymous
expression could thus be equity towards others; a just person deals with others fairly and
acknowledges their true qualities and merits. The word came from the French version of the
Latin words ‘jusititia’ and ‘justus’ into the English language in the 12th century. The Latin word
‘justus’ comes from ‘jus’ which means law or right. The Merriam-Webster’s Collegiate Dictionary
describes justice variously as “the impartial adjustment of competing claims, … the
determination of rights according to rules of law or equity, the quality of being just, impartial or
fair” and “conformity to truth, fact, or reason” In addition, the classic definition of justice says
that it is the “constant and firm will to give others their due” (Aquinas, q. 58, a. 1). Images of
justice include a bond between fellow humans, a moral floor on which to build other virtues, a
boundary distinguishing individual rights, and an equilibrium deriving from common morality
(Lu, 1998).
In management literature also, the most common quality used to define justice is fairness,
derived from the language of equity theory (Adams, 1965). And so, organizational justice
generally refers to expectations of equity in the workplace (Greenberg, 1995). This can be further
broken down into procedural justice (Pillai et al., 2001); distributive justice (Adams, 1965) and
interactional justice (Greenberg, 1990, 1995). Other scholars have also subdivided justice but into
slightly different categories – O’Boyle, Solari and Marangoni (2011) speak of three principles of
justice – equivalence dealing with equal agents; distributive justice between superiors and
subordinates and contributive between members and the group to which they belong. In all these
sub-divisions, the constant idea is that of fairness.
When employees observe a lack of justice or fairness in the workplace, it affects their
performance since they see it as a breach of the psychological contract with their employers and
this colours “their work attitudes and behaviours”, (Shapira-Lishchinsky and Rosenblatt, 2009,
at p. 719). It also affects their level of job satisfaction (O’Neill and Mone, 1998) and makes
harmony and peace difficult to achieve in the organization (Melé, 2011).
B. Care
Care has multiple connotations, such as anxiety, apprehension, worry, but also following the
Merriam-Webster’s Collegiate Dictionary, care in the sense in which it is used in this paper is
that of solicitude or careful attention; it furthermore implies great concern and connotes
thoughtfulness toward others and could involve feeling “interest or concern”, having a “liking,
fondness”. Care entails not wanting to mislead or hurt others, and a person who cares could be
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described as being ‘concerned’, or as feeling ‘affection’ for another. Thus, it precludes
heedlessness and negligence. The word derives from the Old English caru "sorrow" which has
Indo-European origins. Care builds on the moral foundation presented by justice by adding a
dimension of humane connection and mutual responsibility (Lu, 1998).
Care in legal terms is often described as the duty of care to cover the expected solicitousness
that a person owes to those who s/he has responsibility for – people legitimately on his or her
premises, and children whether they are legitimately or not legitimately there. Regarding adults,
an employer would be required to give adequate warning of all dangers in the workplace and
reasonably ensure that no one be injured by either working materials and or workplace structure.
For example, the employee should not be exposed to hazardous chemicals, to ‘too heavy’ or
dangerous work, etc. This should ordinarily include working conditions of extreme stress. In more
ordinary parlance, care goes beyond the legal to include an element of affection and attention,
and employers that care in this way for their employees may expect the feeling to be mutual.
Melé (2011) explains care as part of intelligent love, together with benevolence, and holds that it
entails knowledge and concern for what the other person truly needs and his or her problems and
legitimate interests.
There is no doubt that the average human being expects care and responds to care. This is why
businesses like to present themselves to customers as caring organizations, in order to elicit
reciprocal feelings of affection and loyalty from this audience. For example, in Nigeria, Zain
advertisements read “It’s all about you”. There is a lot of talk and emphasis on customer service
and training programs for enhancing customer care. Some experts have also talked about the
internal customer, the employee and the need to exhibit the same level of care in relating with
colleagues at work. However, often this has been concentrated along the horizontal dimension
rather than the vertical, i.e. towards fostering care among the cadre below managerial level
rather than top-down. The truth is that employees are as human as customers and hence they
also respond to care. According to Lu (1998 at p. 16), the workplace “cannot function justly
without humanity, which includes feeling and emotion”.
C. Benevolence
Going again to the Merriam-Webster’s Collegiate Dictionary, we find benevolence defined as a
“disposition to do good” or some activity “organized for the purpose of doing good or suggestive or
goodwill”. Smith (1976) places benevolence, as well as generosity, firmly among the virtues
relevant to the world of economics. Again, in the late eighties, Victor and Cullen (1988) came up
with a model of an ethical organizational climate in which one of the approaches included is
benevolence, which for them means maximizing joint interests. Benevolence is the quality of a
person able to show kindness or goodwill. It entails a charitableness that goes beyond selfinterest and profit-seeking.
The word came into the English vocabulary via the French in the 15th century, and was
originally derived from the Latin benevolent, which is the present participle of bene velle which
means ‘to wish well’. The benevolent man wishes others well and acts in accordance with those
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wishes even when he does not owe in justice or in care. However, both care and benevolence
presuppose justice. The three form a kind of virtuous continuum, whereby both care and
benevolence go beyond justice but could not be without justice, and benevolence is at the extreme
end, going far beyond the other two (Melé, 2011).
D. Fostering Loyalty
Justice in the workplace can be studied at two levels – as a requirement for the employer to be
more fulfilled as a human being and as a catalyst for employee behaviour. Though there has been
less focus in literature on the first, the intention of this paper is to talk about the second,
emphasizing its link with loyalty expectations. Care and benevolence similarly are being looked
at from the perspective of how they enable reciprocity of commitment and organizational
citizenship behaviour from the employee. Since, actually, acting virtuously simultaneously
involves both aspects – self fulfilment or personal flourishing and contribution to the common
good (Grant, 2011), one can be confident that in the pursuit of the one the other will be gained.
According to Argandona (1998), there is no inherent contradiction between the two.
Rosenblatt and Peled (2002) speak about two organizational climate types: caring and formal.
These represent the level of permeation of the ideas of care and justice in the workplace. If the
organization’s emphasis is on justice – the rules and procedures are followed, processes are fair,
everyone is given his or her due, etc. – there will be a popular recognition of justice being
practiced. However, the organization will in turn be only able to expect justice to regulate the
employee’s behaviour in return – the employee will carry out duties according to the letter of the
contract and not go beyond it. Many organizations expect their loyal employees to show loyalty by
sometimes going out of their way to act in ways that benefit the organization, even at personal
cost, for example, spending extra time to type up an urgent report, attending to customers at odd
times, etc (Powers, 2000). Hence the organization tries to emphasize that the employee should
care. In some cases, the organization would go so far as to expect the loyal employee to be
benevolent towards his or her employers (Powers, 2000).
Loyalty is a quality that describes one who is “unswerving in allegiance” “…to a … person to
whom fidelity is due”. The word derives from the Old French words leial and leel and from the
Latin word legalis. Rosanas and Velilla (2003) explain that loyalty is a term that is elusive and
equivocal, difficult to pin down with one definition. It is typical of such human realities – loyalty,
trust, integrity, leadership – that like the proverbial elephant they are manifold in expression
and multirole, and so they can be described along different dimensions. For example, types of
wisdom according to Tredget (2010) include teaching role, spiritual gift, healing quality and
social skills. In the same way, loyalty has been severally described as tenure (Cole, 2000; Powers,
2000), customer patronage; brand adherence (Cole, 2000); whistleblowing; not whistleblowing
(Powers, 2000); identification (Rosanas and Velilla, 2003); referrals (Cole, 2000); over-riding self
interest for the company’s interest (Powers, 2000); following orders (Powers, 2000); helping
colleagues (Powers, 2000); care for company property (Powers, 2000); working late (Powers,
2000). These descriptions nearly always take an employee perspective as their starting point.
Since loyalty is a value that entails reciprocity (Barnard, 1968/1938; Melé, 2001; Rosanas and
Copyright © 2014 Helvetic Editions LTD - All Rights Reserved

www.elvedit.com

116

Justice, Care and Benevolence as Spurs to Employee Loyalty
Kemi Ogunyemi

Velilla, 2003; Coughlan, 2005) these attributes could in reality be structured along the three lines
of justice and commitment relationship between the employer and the employee; a care and
adherence relationship and a benevolence and organizational citizenship behaviour relationship.
Within each relationship pair, there would operate a two-directional movement following the
active-reactive two-way model of Rosanas and Velillas (2003) and thus the actions of loyalty by
the employer would spur loyalty responses from the employees.
Loyalty is a virtue that is expected of human beings (Melé, 2001) and like all other virtues, it
contributes to human fulfilment, since through practising virtue, a human being becomes more
fully human and attains excellence (O’Boyle, Solari and Marangoni, 2011; Melé, 2011). For
Malloch (2008), practising virtue in fact increases spiritual capital and leads to human
happiness.
Virtue is sometimes difficult to see as attainable, especially when it is as elusive and equivocal
as loyalty is (Rosanas and Velilla, 2003). Hence, teachers of virtue have sometimes in the past
adopted an approach of splitting seemingly abstract virtues into others easier to grasp in order to
make it easier to attain them. Tredget, 2010, following Aristotle and St. Benedict, describes
wisdom as a range of qualities such as deliberative ability, knowledge, experience, skill. In this
same vein, one could bring up the example of charity being a range of related component virtues
of amiableness and generosity, or of order covering a range which would include the component
qualities or virtues of tidiness and punctuality.
Breaking loyalty down into a range of the virtues that express it or that fit with it would make
it easier to aspire to and to concretely work towards. In the context of the workplace, these
component virtues would be the habits that demonstrate loyalty, that demonstrate commitment
and adherence (Coughlan, 2005) on the part of the employer, and these are organizational or
workplace justice and care complemented by benevolence. They three parallel the expected signs
of loyalty on the part of employees as described by Powers (2000) and others.

III. THE RELATIONSHIP OF JUSTICE, CARE AND BENEVOLENCE TO LOYALTY
In speaking about practical wisdom, a term he took from the Aristotelian tradition, Tredget
(2010) explains its links to and need for the practice of wisdom, prudence, discretion and
discernment. He goes so far as to refer to St. Benedict calling discernment a mother virtue, in
order to explain why in the context it would precede these other virtues which are inextricably
linked to it. It is in the same manner that one could say that within the workplace, justice, care
and benevolence are those virtues inextricably linked to loyalty which express it and follow it.
They show to the employees that the employer is fair to them, cares about them and wishes them
well. In the same way as other virtues, such as humility, balance and moderation and a freedom
from self-interest are also associated with discernment (Tredget, 2010), it could be useful to point
out here that this paper does not pretend to be exhaustive in describing or defining loyalty. In
fact, the works of Barnard (1948) followed by Novicevic et al. (2006) and Novicevic et al. (2011)
have already described loyalty in terms of sincerity and honesty. Here, an attempt is only made
to widen the scope to include the practice of justice, care and benevolence in the workplace.
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Organizational climates usually reflect the situation or environment within which employees
work, and research has shown that such climate has an effect on performance. After carrying out
extensive empirical research, Victor and Cullen (1988) describe five organizational climate types
which included caring, instrumental, rules, law-and-code, and independence. Their work was
further tested by other researchers – Appelbaum et al., 2005; Kelly and Dorsch, 1991; Peterson,
2002; Upchurch and Ruhland, 1996; Vardi, 2001; Wimbush and Shepard, 1994. The climate types
that relate to the content of this paper would be ‘caring’ and ‘rules’ together with ‘law and code’.
‘Rules’ and ‘law and code’ would make up the formal organizational climate of Rosenblatt and
Peled (2002) while caring for them would be equivalent to a caring organizational climate; as
mentioned previously, they defined only two types of organizational climate.
If as is believed, the organization’s internal environment being a "moral atmosphere" or a "just
community” (Higgins, Power, and Kohlberg, 1984) or an ethical climate (Victor and Cullen, 1998)
can affect employees moral attitude and behaviour towards outsiders, it stands even more to
reason that the same organizational environment would affect their moral attitude and
behaviour towards their very employers. In a related investigation, using work absence as a
proxy for non-productivity, Shapira-Lishchinsky and Rosenblatt (2009) found that ethical climate
and organizational justice predict work absence. On the other hand, if employees are treated with
justice, care, and benevolence, they will respond by increasing their own levels of response to
justice (commitment to their jobs); care (adherence to the organization); and benevolence
(organizational citizenship behaviour). In both cases of care and benevolence, they will be led to
place the company interests above self-interest and go out of their way to give their best.
Management literature has had much to say on what happens if employees are not treated with
justice, care and benevolence, perhaps in order to establish that they matter, and to clearly sound
the warning bell to employers about their importance. O’Boyle, Solari and Marangoni (2011)
highlighted the necessity for equal and fair exchange in business dealings, explaining that while
exchange value is the same for the two parties to an agreement, use value will depend on the
individual’s experience. For exchange to take place, use value must exceed exchange value for
each individual (O’Boyle, Solari and Marangoni, 2011). When a company treats its workers
unfairly or carelessly, or is indifferent to their needs beyond the duties of justice and care, it
lowers their derived use value and so makes them dissatisfied with what they get for what they
give in the exchange. Conversely, practising justice, care and benevolence heightens use value
and wins the loyalty of the contracting party, in this case, the employee.
Organizational citizenship behaviour is also associated with loyal employees, good soldiers, as a
desirable though informal expectation of the organization (Turnipseed and Murkison, 1996). It is
manifested in actions like volunteering, helping colleagues, etc. that are characteristic of
benevolence or goodwill (Organ, 1988). It is thus the reciprocal reaction to goodwill on the part of
the organization. Its components, according to Organ (1988) are altruism, courtesy,
sportsmanship, conscientiousness and civic virtue, and one can see that conscientiousness would
already presuppose justice and care responses from the employee.
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IV. COMPETITIVE ADVANTAGE FROM FOSTERING JUSTICE, CARE AND BENEVOLENCE
A. Employee Commitment
This second part of the paper discusses the advantages devolving on a company that practices
justice, care and benevolence, following from the impact they make on employee loyalty as
already explained. When an organization is just and fair in its dealings with employees, it gives
them an incentive to also be just and fair in the fulfilment of their jobs. They put in more effort
and give their best (Folger and Konovsky, 1989). This leads to increased productivity and reduced
downtime. It is also likely to increase the level of innovation in the company, since employees
who are committed to the organization are more likely to fully apply their creative skills for its
benefit. This is indeed the modern realization of the advice of Mencius, the Chinese philosopher,
who advised King Hui of Liang to be a benevolent ruler rather than focus on profits, in order to
elicit commitment and similar benevolence (yi and ren) from his people.
B. Reduction of Negative Behaviour
Employees who feel treated fairly by the organization are less likely to experience moral outrage and the
ensuing dissatisfaction with the organization (Folger, 1987) or to engage in criminal or nuisance behaviour;
hence it may be advisable to train managers to increase their practice of justice along its specific
dimensions (Folger and Skarlicki, 1997). Empirical evidence in one instance showed that explanations of
management action to show that it had been fair made employees desist from stealing (Greenberg, 1990a).
St-Pierre and Holmes, 2010, also found that an organizational culture of trust and justice makes employees
less likely to display aggression at work.

C. Performance
Customers are treated better when employees are treated fairly (Bowen, Gilliland and Folger,
1999) and this results in increased profits for the organization. Conversely, performance is
affected when workers feel that they are not treated equitably, (Folger and Cropanzano, 1998). In
their 1993 study, Barling and Phillips found that a perceived lack of interactional justice lowered
trust in management, affective commitment and led to withdrawal behaviours, thus showing that
managers who hope to inspire their reports to optimal performance need to ensure that they
maintain a level of justice in their interpersonal dealings with them. Taking care of employees
has been severally demonstrated to be a good and sustainable way to take care of customers and
of business (Chuang and Liao, 2010).
D. Adherence
Lu (1998 at p. 1-2) says that justice is “particular to humanity”, “like all virtues and vices” and
that the figure of injustice is “bestial”. Organizations are made up of human beings and so they
experience the need for justice in very primordial ways and miss it when it is lacking. However, it
is also human not to be satisfied with simply achieving justice; it is characteristic of human
beings to care and to respond to care, and so their relationships in the workplace are often
enhanced by a second layer of care which is displayed as friendship. Lu goes on to agree with
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Aristotle that friendship is the fullness of justice and therefore continues along the same
continuum to increase the bond and fellowship between the parties (Lu, 1998). This bond, in the
context of the workplace, would mean for example, that the employees who perceive that the
organization cares for them would in turn care for the organization and would react when they
observe something that could be going wrong even when it is not their direct duty or
responsibility, since they would habitually safeguard and promote the company’s interests (Melé,
2011).
They are also likely to feel some attachment to the organization and to defend it from external
entities that may seek to harm it. They would also be less likely to insist on their rights (Lu,
1998), in the sense that they may be patient with the organization if it at some time goes through
difficulties, much in the same way that loyal customers may stick to an organization even when
it is temporarily troubled. It would be easier for them to resist attempts from competitors to
poach them or to lure them away from their employers; and to resist involvement in harmful
unethical activities such as insider trading or divulging trade secrets.
D. Altruism (sometimes referred to as Organizational Citizenship Behaviour)
When the climate of an organization is such that the employees feel that their superiors are
interested in their good beyond the bare limits of justice, they reciprocate by becoming
increasingly altruistic and go out of their way to do things that benefit the organization in ways
that are often nowadays referred to collectively as organizational citizenship behaviour (OCB)
(Masterson et al., 2000) and help it and the people connected with it to flourish (Melé, 2011). For
example, they may go the extra mile to make a customer happy; they may respond to resolve
problems that come up outside of work hours; they may give up their preferred leave dates
because the organization needs them at a particular time; they may provide extra support to one
another by volunteering when needed by colleagues to achieve organizational goals and through
helping behaviour (Chuang and Liao, 2010).
E. Systematically Building Organizational Justice, Care and Benevolence
As with every injunction to establish a new practice or a new culture in an organization, there
is always the danger of stopping at rhetoric. One of the aids for going from strategy to
implementation, from theory to practice, is to make realistic action plans, by specifying the steps
to take and systematically building levels of justice, care and benevolence in one’s organization.
As shown by the model endorsed by Rosanas and Velilla (2003), when actions are repeated and
each party experiences the benefit, an iterative process comes into place and through repetition a
stronger bond and a lasting culture is built. Organizations that wish to have a culture of loyalty
therefore need to train all organizational leaders to display loyalty to their subordinates by being
fair and impartial in attributing and distributing outcomes (justice); by being punctilious in
ensuring the welfare of those entrusted to them (care) and by going out of their way to help them
when occasionally required to (benevolence). When they concretely act in this way on a regular
basis, they will systematically increase the levels of justice, care and benevolence in the
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organization and the employees will not fail to perceive this and respond with corresponding
loyalty indices – they will be more committed to fulfilling their jobs conscientiously; they will
exhibit utmost care in anything that could affect or harm their colleagues or the organization;
and they will be ready to go the extra mile when occasionally required for the good of the
organization even when their own self-interest needs to take second place in order for the
organization to benefit.

V. CONCLUSIONS
As has been shown above, justice, care and benevolence from employers are ways to express
their loyalty to their employees; and such loyalty expressed by employers elicits or generates
loyalty in return from employees, which leads to both financial and non-financial benefits for the
organization. It is therefore clear that employers would do well to practice justice, care and
benevolence with their employees.
Understanding how justice, care and benevolence relate to employee loyalty has important
implications for company culture and business performance, particularly when managers must
manage the real and perceived situations of unfairness and callousness among many different
employees. They will need to be quick to deal with situations in which justice and care may
appear to be lacking, in order to fulfil their duty to “facilitate” employees’ “commitment and
identification” (Mahoney, 2002, at p. 166) and in order not to demotivate employees and lower
their productivity.
Organizations that look for loyalty need to give loyalty as a non-material incentive (Chandran,
2007; Barnard 1968/1938) in the understanding that employee loyalty is important for achieving
customer satisfaction and customer loyalty and therefore sustainable profitability (Heskett et al.,
1994; Chandran, 2007; Chuang and Hi Liao, 2010). They can do this, i.e., give and inspire loyalty,
by practicing justice, care and benevolence towards their employees. When they do this, they will
prompt the parallel responses to these virtues: commitment, care or adherence, and citizenship
behaviour, which make up employee loyalty. This will definitely result in improved job
satisfaction and employee loyalty, and therefore contribute to optimizing business performance
(Heskett et al., 1994; Reichheld, 1996)
This paper therefore recommends that managers and business leaders need to emphasize
justice, care and benevolence in their dealings with their employees if they wish them to respond
by being truly loyal to the organization. In this way, the mechanisms of promoting justice in
organizations, in all its dimensions, would be drawing on virtue ethics of both parties involved in
the employment contract (Fortin, 2008).
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Abstract
This paper aims to identify the key elements of knowledge management establishment in Isfahan hospitals.
The main factors of this study are organizational culture, knowledge processes and information technology.
This study is descriptive-survey. The statistical population of the study consists of 724 of Isfahan hospitals
in 2013. For sampling method we use Jersey and Morgan table and statistical sample of this study are 300
customers. For determining the impact of each variable on knowledge management establishment and
hypothesis testing the Pearson's correlation and multiple regressions is used. Research results show that
all three main variables of the study impact on knowledge management establishment from the staff views.
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I. INTRODUCTION
Knowledge, expertise, and intellectual capital are known as important assets to achieve a
continuous competitive advantage. Certainly, a good Knowledge Management (KM)
establishment in company is the key to ensure an organization usage of its knowledge assets in
achieving high organizational performance. In current decade, most companies have identified
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the importance of knowledge management to gain competitive advantage for survive in this
competitive environment. In Iran, while there are lots of knowledge management studies, yet in
many companies sectors (governmental or private companies) it has not known very well and
there is no considerable work on it. Scholars generally confirm that knowledge management
practices require fitting with organizational context in order to create a competitive edge
(Davenport and Prusak, 1998), some organizations have not yet found their place in this context
so identify the key factors of knowledge management in organizations appears to be necessary.
Decades of experience in several companies show that the knowledge management in
development countries in private sector has been gotten more attention than government sectors,
while this matter in both governmental and private sectors has been neglected in Iran. The
significance of this issue is such high that one of the fundamental pillars of the Fourth Economic
Development Plan of the Islamic Republic of Iran is based on development of knowledge
(knowledge-based). Hence, the central question in this paper is to investigate the key elements of
knowledge management establishment in Isfahan hospitals. This study examined the
relationship among organizational culture, knowledge processes, information technology and
knowledge management in Isfahan hospitals.

I. LITERATURE REVIEW
While knowledge is getting the most important assess of companies, the managing of it is
define by Rastogi (2000) as a systematic and integrative process of coordinating organizationwide in pursuit of major organizational goals. Alavi and Leidner (2001) announced knowledge
management (KM) as the systematic process of acquiring, organizing and communicating the
knowledge of organizational members so that others can make use of it to be more efficient and
productive. Connelly and Kelloway (2003) introduce the factors that influence on Knowledge
management as Management support, Social interaction, Technology, Demographics. While
Moffett et al. (2003) in an empirical analysis of knowledge management applications show them
in friendly organizational culture, Senior management leadership, commitment, Employee
involvement, Employee training, Trustworthy teamwork, Employee empowerment, Information
systems infrastructure, Performance measurement, Benchmarking, Knowledge structure. Yeh et
al. (2006) introduce the elements of Knowledge management enablers that are:
1. Strategy and leadership
2. Corporate culture
3. People
4. Information technology
According to Ruppel and Harrington (2001), knowledge should be implied as a process rather
than an asset. to maximize the value of knowledge, organizations require to create an
appropriate system to support the flow of knowledge in KM initiatives. The various parts of an
effective KM system must have functional as well as structural relationships among them.
One of the elements of this research is organizational culture that according to the Schein
(1985) is a direct attention to shared assumptions, values, and norms. Organizational culture is a
source of sustained competitive advantage (Barney, 1991) and empirical research shows that it is
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a key factor to organizational effectiveness (Deal and Kennedy, 1982; Gordon and Di Tomaso,
1992; Wilkins and Ouchi, 1983). Existing literature implies a positive relationship between
organizational culture and knowledge management (Brockman and Morgan's (2003), Young et
al.'s (1999).
Every organization’s culture is distinctive, and this distinctive organizational culture
distinguishes the members of one group from another (Hofstede, 1980). The concept of a
distinctive organizational culture is especially important in project-based organizations because
project teams frequently involve professionals from different cultural backgrounds.
Many studies have contended that culture is a key factor in determining the effectiveness of
knowledge sharing (Chase, 1997). The culture of an organization not only determines the type of
knowledge that is managed, but also the value of that knowledge in providing a competitive
advantage for the organization (Long, 1997). According to Alavi and Leidner (2001), who
undertook a survey of KM initiatives, the majority of successful initiatives were based on an
appropriate organizational culture that was conducive to the collection and sharing of knowledge
among the members of the organization.
Yang and et al (2009) in the research with title "holistic observations of KM" compare selected
models of knowledge management processes and a holistic model. They alter that most available
models, describe knowledge from the conceptual and perceptual perspective and define
knowledge management as a linear and cyclical process.
In this study, the holistic model requirements for human resource development are discussed.
Yoon and et al (2009) do a research with title "design integration knowledge management
systems, theoretical and practical considerations". Research findings showed that the balance
between strategic processes knowledge management and organizational learning is considered as
a key element and a sustained competitive advantage for business organizations. In their view,
many approaches of designing knowledge management like traditional instructional systems are
followed from linear circuit methods by using learning concept and cognitive grows.
Conley and sheng (2009) assessing the organizational factors that affect the efficiency of
knowledge management include improving human resources, information technology and
management. They make a framework of organizational variety factors and classify its routes
and obtained a holistic understanding of effectiveness knowledge management.

II. RESEARCH METHODOLOGY
In this research according to the aim of study descriptive - survey method has been used. The
population of this study that are hospital staff of Isfahan city are chosen among that their staff
are around 724 person. To estimate the sampling size Morgan and Jersey table is used.
Therefore, by Using this table the Expected sample size for the survey questionnaire estimated
250 people, but since some responders refuse to answer the questionnaire sample size is
considered of 300 people, Primary data collection tools for testing the hypothesis in this study is
with 9 dimensions and 34 questions. Every one of the key elements of this study that are
organizational culture, knowledge processes and information technology has components that the
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questionnaire is set by these components that are introduced in below:
1- Organizational culture: Management support, sense of belonging organization, participation
in decision-making
2- Knowledge processes: Knowledge processing, knowledge exchange systems, knowledge
sharing
3- Information technology: Information systems, information technology management systems,
information acquisition processes systems.
The research model is shown in Figure 1.

FIGURE 1: RESEARCH METHODOLOGY USED IN STUDY

In this study, the data analysis are descriptive statistics that included frequency, frequency
percentage, mean, standard deviation, drawing charts and tables that were used to describe
characteristics of the study population and for hypothesis testing to determine the effect rate of
each variable correlation and multiple regression are used. The data used in this study were
analyzed with SPSS.
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III. DATA ANALYSIS
Analyzing the characteristics of the study population in this study according to gender is
described in the following table:
TABLE 1: DISTRIBUTION OF RESPONDENTS BY SEX
Relative
Frequency
33%
67%
100%

Variable
Female
Male
Total

Frequency
90
185
275

Mean, standard deviation, minimum and maximum scores of employees variables are described
in the following tables:
TABLE 2: MEAN, STANDARD DEVIATION, MINIMUM AND MAXIMUM SCORE OF ORGANIZATIONAL CULTURE VARIABLE
Dental Clinic Staff
Total
Female
Male

Number
275
65
115

Max Score
53
47
54

Min Score
21
16
21

Standard Deviation
7.24
7.40
6.93

Mean
40.6
39.19
41.08

TABLE 3: MEAN, STANDARD DEVIATION, MINIMUM AND MAXIMUM SCORE OF KNOWLEDGE PROCESSES VARIABLE
Dental Clinic Staff
Total
Female
Male

Number
275
90
185

Max Score
59
57
56

Min Score
21
31
23

Standard Deviation
7.12
7.11
6.33

Mean
40.78
43.2
40.26

TABLE 4: MEAN, STANDARD DEVIATION, MINIMUM AND MAXIMUM SCORE OF INFORMATION TECHNOLOGY VARIABLE
Dental Clinic Staff
Total
Female
Male

Number
275
90
185

Max Score
49
49
46

Min Score
12
18
12

Standard Deviation
8.1
7.4
7.8

Mean
31
32.28
30.14

Before testing hypotheses the researchers determined that the matter the sample is obtained
from a normally distributed population. For this purpose, the Kolmogorov - Smirnov test is used.
It seen that the population follows a normal distribution.
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TABLE 5: KOLMOGOROV - SMIRNOV TEST FOR THE KEY ELEMENTS OF KNOWLEDGE MANAGEMENT
Key Elements of Knowledge
Management
N
Normal
Parameters

Mean

Std. Deviation
Absolute
Most Extreme
Positive
Differences
Negative
Kolmogorov-Smirnov Z
Asymp. Sig. (2-tailed)

Knowledge
Processes
275
40.78

Organizational
Culture
275
40.6

Information
Technology
275
31

7.12
0.171
0.112
-0.171
1.092
0.184

7.24
0.143
0.095
-0.143
0.913
0.375

8.1
0.084
0.072
-0.084
0.913
0.375

For hypothesis testing of the study first the correlation between variables was investigate, and
then simple and multiple correlations between variables are expressed. Following tables include
multiple correlation coefficients of knowledge management, organizational culture, knowledge
processes and information technology.

0.13=B
3.64 =t
P ≤ 0.001
0.484=B
78.004 =t
P ≤ 0.001

Coefficient of
Determination R.S

MR Multivariate
Correlation

Predictive
Variable

0.92 =B
24.37=t
P ≤ 0.001

F Ratio and its
Probability

Knowledge
Processes

Organizational
Culture

Information
Technology

Regression Coefficients

614.66
P ≤ 0.001

0.83

0.99

knowledge
processes

874.2
P ≤ 0.001

0.91

0.99

organizational
culture

26790.55
P ≤ 0.001

0.97

0.99

information
technology
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TABLE 6: MULTIPLE CORRELATION COEFFICIENTS OF KNOWLEDGE MANAGEMENT ESTABLISHMENT BY ORGANIZATIONAL
CULTURE, KNOWLEDGE PROCESSES AND INFORMATION TECHNOLOGY

knowledge
management
establishment
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TABLE 7: FONT SIZES FOR PAPERS
Font size

Regular
Table caption (in Small
Caps),
Figure caption,
Reference item,
Cell in a table
Author name

10

9

Content
Title

Italic
Reference item
(partial)
Abstract body

Author affiliation
Level-1
heading
Heading 2

12
11
18

Appearance
Bold

Heading 3

IV. RESULTS AND FINDINGS
The research has nine hypotheses that the results of the research hypotheses test are shown in
Table 8.
TABLE 8: THE RESULTS OF RESEARCH HYPOTHESES TEST
Correlation Coefficient
Total
Male Female
Number

Accept /
Rejection

Significant
Level

accept

P ≤ 0.001

0.621

0.617

0.62

accept

P ≤ 0.001

0.642

0.58

0.65

accept

P ≤ 0.001

0.69

0.68

0.72

accept

P ≤ 0.001

0.72

0.70

0.69

accept

P ≤ 0.001

0.74

0.76

0.73

accept

P ≤ 0.001

0.78

0.73

0.76

accept

P ≤ 0.001

0.76

0.68

0.79

accept

P ≤ 0.001

0.777

0.77

0.76

accept

P ≤ 0.001

0.73

0.74

0.81

Hypotheses
Management
support
and
knowledge
management establishment
sense of belonging organization and
knowledge management establishment
participation
in
decision-making
and
knowledge management establishment
Knowledge
processing
and
knowledge
management establishment
knowledge management establishment and
knowledge exchange systems
knowledge management establishment and
knowledge sharing
information
systems
and
knowledge
management establishment
knowledge management establishment and
information technology management systems
knowledge management establishment and
information acquisition processes systems

V. CONCLUSION
The results of the inferential statistics are shown in tables 7 and 8, findings imply that all
research factors (IT, organizational culture, knowledge processes) impact on knowledge
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management establishment in hospitals of Isfahan city. Using up to date, smart and integrated
technologies and information systems that provide data and information for the company users
and provide the necessary facilities for the collection accumulation, processing and distribution of
information so provides the background of knowledge management settlement in hospitals of
Isfahan city. Organizational culture creates more participation of employees in organizational
decision making, enhance the sense of belonging and commitment. Some of the characteristics of
employee participation in organizational decision making are to reduce tensions and conflicts
through employees and managers and organizational leaders.
Multivariate correlation coefficients for linear combination of knowledge process variables ,
organizational culture and information technology for establishment of knowledge management
is equal to MR    that is significant for P   0.001. It seems necessary to consider this
point that the multivariate correlation coefficient that is obtained from each variable simple
correlation is rising with settlement of knowledge management, so research hypotheses are
confirmed.
According to the results of previous research and this study it suggested that for successes of
knowledge management, the major factors of this issue must be introduce and its role on
efficiency and effectiveness of business processes and business organizations should be assessing.
Like the other plans, knowledge management project must take advantage of the support of
senior management. So existence of influential leadership in the organization requires for
knowledge management establishment.
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Abstract
Nigeria has allowed itself to be used for all sorts of imported goods from foreign industries and Asian Tigers
in the name of globalization. Consequently, this has greatly affected the capacity utilization of various firms
of the Nigeria’s manufacturing sector. it is a thing of concern that even the oil which Nigeria produces, part
of it is refined abroad and imported back to the country to meet-up local consumption, the situation
becomes more aggravated due to Nigerians preference for foreign good. The purpose of this study is to
investigate on how Nigeria’s manufacturing firms could gain and sustain competitive advantage deciding
resource base view’s value, rareness and inimitability as independent variable according to the study as
Elements of competitive advantage and innovation as dependent variable also known to be sustainable
competitive advantage according to this study. Data were collected through personal questionnaire
from166 manufacturing firms in Nigeria who are Members of Manufacturing Association of Nigeria within
North West and North Central zones with 70% response rate. The results from the study indicated that
there is positive and significant relationship between elements of competitive advantage namely resource
value, resource rareness and resource inimitability with sustainable competitive advantage; innovation.
According to the result manufacturers in Nigeria fully agreed that implementing strategy that leads to value,
rare and inimitable resource yield firms competitive advantage and continues innovation sustained the
advantage. This study adds Knowledge to the theory and practice of sustainable competitive advantage
particularly in Nigeria’s manufacturing firms. Its theoretical and empirical significance adds more insight on
the previous empirical studies in the field that is to say it gives guidelines to manufacturers in Nigeria on the
application of strategic management. It gives guidelines to manufacturers in Nigeria on the impact of
strategic management approaches on sustainable competitive advantage. For government and firms, the
study provides avenue of enhancing sustainable competitive advantage in Nigeria and Africa as a whole
since the phenomena is general.

Key Words
Resource Base View, competitive advantage, sustainable competitive advantage and Innovation.
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I. INTRODUCTION
Nigeria has allowed itself to be used for all sorts of imported goods from foreign industries and
Asian Tigers in the name of globalization. Consequently, this has greatly affected the capacity
utilization of various firms of the Nigeria’s manufacturing sector. Similar view were explained
by Dembele (1998); Sagagi (2004); Aluko, Akinola and Fatakun (2004).
Another serious problem is that if not all greater Nigerian’s income (national income) is from
the sale of crude oil and its allied which is oscillating from one ill to another, this is posing
difficulty in applying strategic management principles by manufacturers as manufacturing firms
are facing neglect from the regulators. However, it is a thing of concern that even the oil which
Nigeria produces, part of it is refined abroad and imported back to the country to meet-up local
consumption, because the country’s refineries have over the years been operating below capacity
utilization (Daily Trust, 2010). The situation becomes more aggravated due to Nigerians
preference for foreign good (Aluko et al. 2004; Ajayi, 1990).
There are few researches on strategic management in emerge markets i.e. developing economy.
(Hussam and Hussien (2007), as such Manufacturers in Nigeria do not apply properly strategic
management concepts for future development hence this study intends to turn around the minds
of regulators and manufacturers in Nigeria to focus on competitive advantage and push to -words
sustaining it.

II. LITERATURE REVIEW
The pursuit of competitive advantage is indeed an idea that is at the heart of much of the
strategic management literature (Berden, and Proctor (2000); Fahy (2000); Barney (2000a,
2000b, 2007); Lin (2003); Fahy, Ferrelley and Gister (2004); Cousing (2005); Newbert, (2008)
among others. Barney, (1991a) contributes to the discussion by exploring the link between a
firm’s resources and sustainable competitive advantage. The study concludes that not all firm’s
resources hold the potential of sustainable competitive advantage instead, they must possess four
attributes: rareness, value, inability to be imitated, and inability to be substituted. Prahalad and
Hamel (1990) the study concludes that firms should combine their resources and skills into core
competencies, loosely defined as that which a firm does distinctively well in relation to
competitors. They also positioned that competitive advantage are realized only when the firm
combines assortments of resources in such a way that they achieve a unique competency or
capability that is valued in the market place. Day and Wensley (1988) focus on two categorical
sources, involved in creating a competitive advantage i.e. superior skills and superior resources.
Other authors have elaborated on the specific skills and resources that can contribute to
sustainable competitive advantage
A company’s strategy indicates the choices its managers have made about how to attract and
place customers (value), how to respond to changing conditions and compete successfully and
grow the business (rareness), how to manage each functional piece of the business and develop
needed capability and achieve performance target (inimitability).(Thompson, Strickland, and
Gamble 2005). Manager’s ability to separate powerful strategy from an ordinary or weak one is
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their ability to forge series of moves, both in the market place and internally, that makes the
company distinctive as a reason for buyers to prefer its product and or services and produce a
sustainable competitive advantage over rivals. Without competitive advantage a company risk of
being beaten by stronger rivals hence to set strategy that put them apart from rivals in the mane
of achieving sustainable competitive advantage and performance.
A company strategy is viewed as work in progress since most of the times company’s strategy
emerges in bits and pieces, the result of changing circumstances, deliberations on management
designs and on going management actions to fine tune their pieces of strategy and to adjust to
certain strategy elements in response to unfolding conditions. Nonetheless, on occasion, fine turning the existing strategy is not enough and major strategy shifts are called for, such as
when a strategy is clearly failing, when a market condition or buyers preferences changes
significantly and new opportunity arises when competitors do something unexpected or when
important technological breakthrough occurs.
Regardless of whether a company’s strategy changes gradually or shift, the important point is
that a company’s present strategy is temporary (temporary competitive advantage) and on trial,
pending new ideas for improvement from management due to changing environmental
conditions and any other changes in the company’s situation that managers believe warrant
strategic adjustment(innovation).

III. FRAMEWORK AND HYPOTHESIS
Based on the literature reviewed the integrative framework of this study is on resources base
view of the firm to determined power of resource value, rareness and resource inimitability on
firm’s competitive advantage and continuous innovation as a route for sustaining the advantage.
The study examines the elements of competitive advantage in line with resources base view as
the independent variable with three constructs i.e. value, rareness and inimitability as bases for
firm’s competitive advantage and innovation as an avenue for sustaining the advantage as the
dependent variable. See figure 1
Elements of Competitive Advantage




Sustainable Competitive Advantage

Value
Rareness
Inimitability

Innovation

FIGURE 1: CONCEPTUAL FRAMEWORK
SOURCE: CREATED BY THE STUDY
In this study three main hypothesis were formulated to test the relationship between the

elements of competitive advantage and sustainable competitive advantage i.e. the relationship
between resource value and innovation, between resource rareness and innovation and finally
resource inimitability with innovation.
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According to Porter (1980) that firms must keep on innovating as its revenue stream is
constantly exposed to new competitors, substitute product and so forth. Hoffman (2000) in his
study, solicited that the fundamental basis of long-run success of a firm is the achievement and
maintaining of a sustainable competitive advantage. The study further concludes that knowing
the intense nature of competition today, firms must be more innovative and environment
conscious in their strategic planning than just lowering price. Fahy (2000) concludes that the
essential elements of resource base view are sustainable completive advantage and performance.
Jeroen et al. (2010), affirmed that no sustainable competitive advantage can last forever, but
remains a powerful strategic concept in a short run. They go ahead to say that firms are not
passive; a competitive advantage can be sustained only at the dynamic level through
advantageous “dynamic capabilities” or innovation.
Fiol (2001) argues that both the
skill/resources and the way organization use them, must constantly change, leading to the
creation of continuously changing temporary advantage, that is to say every sustainable
competitive advantage must eventually be competed away over time.
Burney et al. (2001), conclude that in a dynamic environment firms cannot derive
sustainable competitive advantage from a static set of resources. Resource base view’s logic
applies at must to dynamic capabilities as to the firm’s other resources, enable the firm to adopt
faster than its competitors. Firm must keep on innovating as its revenue stream is constantly
exposed to new competitors, substitute product and so forth (Porter, 1980). Resource base view
has emerged to help companies compete more effectively in the ever changing and globalizing
environment, it view competence, capabilities and skill or strategic assets as a sources of
sustainable competitive advantage for the firm (Mabey et al. 1998).
Hoffmann (2000), confirms that the fundamental basis of long-run success of a firm is the
achievement and maintaining of a sustainable competitive advantage. The study concludes that
knowing the intense nature of competitors today, firms must be more innovative and
environment conscious in their strategic planning than just lowering price. Based on the above
discussion the following hypotheses are generated:
H1 There is positive relationship between resources value and innovation
H2 There is positive relationship between resource rareness and innovation
H3 There is positive relationship between resources inimitability with innovation

IV. RESEARCH DESIGN
The study considers a survey method being a popular and common strategy in business
research, because it allows for the collection of large amount of data from sizable population in a
highly economical way. Therefore, this research considers questionnaire tool for data collections.
Sunders et al. (2007), are of the opinion that research project for academic courses are time
constrained, therefore in this study due to time management a cross-sectional strategy is
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employed, a study in which a group of individuals are composed into one large sample and
studied only at a single point in time.
This research selects a cross-sectional approach which is a dominant method in marketing
research and the questionnaire survey approach which sounds most appropriate means of
collecting data from the manufacturing firms in Nigeria.

V. VI. DATA ANALYSIS
A total of 166 questionnaires were distributed to and personally administered on the
respondents. A total of 116 questionnaires were collected, the overall response rate was 70% and
to ensure the goodness of measurement exploratory factor analysis (principal component
analysis) was conducted on elements of competitive advantage and innovation. In addition
reliability test (Cronbach’s Alpha) was done to measure the internal consistency of the items used
on the questionnaire. These two methods were very important to assess the goodness of the
measures (Sekaran, 2003). Correlation test was conducted to measure the relationship among
the variable and regression analysis was also run in the study in order to test the relevance of
the hypotheses.
Table 1 presents the result of factor analysis on Inimitability measured by 4 questions,
Rareness 2 questions and Value also 2 questions. This result had been achieved after deleting
various items for insufficient correlation (MSA <0.50). The (KMO) was .74 and Bartlett test of
sphericity was significant, both indicate significant correlation for factor analysis. From table 1,
the result of the analysis, shows three loading factors ranging from .82 -. .71, Factor one 4
questions, factor two 2 questions and factor three 2 question also. The factors cumulatively
captured 70% of the total variance in the data. All items had loading above 0.05 with Eigen
value 3.3 for factor one, factors two 1.2 and factor three 1.05. The factors are subject to varimax
rotation and the original names of the 3 factors remain. The reliability value (Cronbach’s alpha)
for Inimitability were (.83), Rareness (.61) and value (.70). All assumptions were satisfactorily
fulfilled. All the remaining items had more than recommended value of at least 0.50 in MSA with
KMO value of .74 (above the recommended minimum level of 0.60), and Bartlett’s test of
sphericity is significant (p<.01) Eigenvalue above 1. . This indicated that elements of
competitive advantage according to manufacturers in Nigeria were 3 i.e. inimitability, rareness
and value.
TABLE 1: FACTOR AND RELIABILITY ANALYSIS ON ELEMENT OF COMPETITIVE ADVANTAGE
Variable and Question items

F1

Factor Loading
F2

F3

Inimitability
Our resources are difficult to describe in terms of how we
create them by competitors
It is difficult for customers to imitate us given unique social
characteristic of our firm.
My firm has historical record of difficulty of imitation by
others.
We provide each customer with personalized service.
Copyright © 2014 Helvetic Editions LTD - All Rights Reserved
www.elvedit.com

.82

.011

.074

.81

.223

.186

.72

.086

.141

.71

.303

.271
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Variable and Question items

F1

Factor Loading
F2

Rareness
My company has abundant of such resources
.114
My firm’s resources are difficult to imitate
.127
Value
My firm offers superior customer satisfaction
.149
My firm has the ability to adopt and learn as circumstances
.125
changes.
% of variance explain
31
Eigen value
3.32
Reliability
.82
Variables loaded significantly on factor with Coefficient of at least 0.5, * Items
loading

F3

.80
.73

.001
.204

.121

.81

.073

.71

20.1
19.2
1.20
1.05
.71
.70
deleted due to high cross

TABLE 2: INTER CORRELATION OF VARIABLES
Variables
Mean
Inimitability 3.55
Rareness
3.70
Value
4.15
Innovation
3.78
***p<0.01 and **p<0.05

S/Deviation
.891
.900
.561
.827

Inimitability
1.00
.400***
.377***
.519***

Rareness
.400***
1.00
.282**
.252**

Value
.377***
.282**
1.00
.412***

Innovation
.519***
.252**
.412***
1.00

Table 3 above shows the result of the inter correlations among the variables. The tables
indicated that the mean value for both variables is above average indicating that they are
positively and sufficiently correlated with each other. The table shows that inimitability is
positively and significantly correlated with rareness (r=.400*** P-value <0.01) and inimitability
is positively and significantly correlated with value (r=.337*** p-value <0.01), the test indicated
further inimitability is sufficiently correlates with innovation (r=.519*** p-value <0.01). From
the correlation test Rareness is positively and significantly correlates with value (r=.282** pvalue <0.05) also rareness is positively and significantly correlates with innovation (r=.252**pvalue <0.05). From the same test the correlation table shows that value is positively and
significantly correlates with innovation (r=.412***p-value <0.01). Therefore both independents
and the dependents variable of this study are sufficiently correlated.

VI. RESULTS AND DISCUSSION
Testing the relationship between Elements of Competitive advantage (Value, Rareness and
Inimitability) as independent variable and Innovation as dependent variable, hierarchical
regression equation as shown in table 2 tested the influence of elements of competitive advantage
in enhancing sustainable competitive advantage (innovation). The table shows that elements of
competitive advantage cumulatively contributed 30% of the variance in innovation. It further
shows positive and significant relationship between the variables. Thus H.1 (value and
innovation) and H3 (Inimitability
and Innovation) were accepted, while H2 (Rareness and
Innovation) was rejected
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E. TABLE 3 MULTIPLE REGRESSIONS: INFLUENCE OF ELEMENTS OF COMPETITIVE ADVANTAGE IN SUSTAINABLE
COMPETITIVE ADVANTAGE (INNOVATION) (BETA COEFFICIENT)
Variables
Value
Rareness
Inimitability
R2
Adjusted R2
∆ R²
F change
Significant level **p<0.01

Innovation
.264**
.005
.388**
.291
.278
.291
15.780**

Therefore the regression coefficient from the above table indicated that the independent
variable inimitability is the most important in explaining the variance in innovation with (β=.39)
followed by Value (β=.26).
Regarding the relationship between element of competitive advantage (value rareness and
inimitability) which is the independent variable and sustainable competitive advantage
(innovation) the dependent variable, the results indicated that there is positive and significant
relationship between the variables. Element of competitive advantage value has positive and
significant relationship with sustainable competitive advantage (innovation). The finding follows
the same track with previous research findings. (e g Barney, 1986,1991; Peteraf, 1993; Fahy,
2000; Clulow et al 2007) they explore the link between resource and sustainable competitive
advantage, that not all firm’s resources hold the potential of sustaining competitive advantage,
instead they must be rare, valuable and difficult to imitate.
Similarly, Morgan and Hunt (1996); Bharadwaj, Rajan and Fahy (1993) posited that specific
combination of skills and resources that are unique and specialized are of greater importance to
innovation as source of sustainable completive advantage. Also studies such as those from
Hoffmann (2000); Fahy (2004); Eva and Alena (2010); have shown positive relationship with
findings of this study. Manufacturers in Nigeria recognized the fruits of creating valuable
resources as a road to sustainable competitive advantage through continued innovation.
Looking at the relationship between element of competitive advantage Rareness and
sustainable competitive advantage Innovation, the result from the study indicates negative
relationship, this could not be divorced from the attitude of manufacturers in Nigeria who share
their resource secret with other firms, as they form informal unions among themselves where
they meet and discuss issues of their common concerns and solve problems.
The research findings went ahead to disclosed the relationship between element of competitive
advantage inimitability and sustainable completive advantage innovation, the result indicated
positive relationship between the variables. The finding is not a surprise as similar positive
findings were identified from previous studies (e.g. Eva, and Alena, 2010; Jeroen et al. 2010;
Barney, 1986, 1991; Peteraf, 1993; Rumelt, 1984) they positioned that new knowledge about
strategic management is connected with education and innovation as a source of sustainable
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competitive advantage. Burney (1991) further elaborates that potentials to generate sustainable
competitive advantage, a firm resource must have some attributes i.e. it must be valuable, in the
sense that it exploit opportunities and neutralized threat in a firm environment, it must be rare
among a firm’s current and potential competitors and it must be imperfectly imitable. Also
studies such as that of Fahy (2000); Lin (2003); Conner (1991) all showed positive relationship
between inimitability and sustainable competitive advantage (innovation). This positive result
shows that manufacturers in Nigeria recognized that resources inimitability as a way that could
lead to sustainable competitive advantage. This further shows that manufacturers in Nigeria
were much concerned about resources imitations.

VII. THEORETICAL AND MANAGERIAL IMPLICATIONS
This result is consistent with Resource Base View which states that a firm is said to have
competitive advantage when it is implementing a value creating strategy not implemented
simultaneously by any current or potential player. This study of manufacturing firms in Nigeria
contributes and supports the theory and various studies carried out by several scholars in the
area of resource base view, above all its contributions to the Nigeria’s firms and theory as well as
to emerging economies.
The findings also provided evidence of relationship between elements of competitive advantage
(Value, Rareness and Inimitability) and sustainable competitive advantage (Innovation). This
was found in Barney (1991); Newbert (2008) among other that are advocated of resource base
view, that firm must identified and implement resource- based strategy (Value, Rareness and
Inimitability) to sustain competitive advantage in producing product with more benefits inform of
unique features (innovation). This study also support the view of sustainable competitive
advantages as its finding contributes to the area of sustainable competitive advantage
The findings encouraged managers that, competitive advantage should be enhanced to proceed
to the next level i.e. sustainable competitive advantage considering the environmental dynamism
in such issues like technological changes among others. The findings from this study indicated
that Manufacturers in Nigeria adopt proper implementation and control of value creating, rare
and inimitable strategy which leads to sustainable competitive advantage in form of innovation,
therefore they should continue with similar effort non-stop in the name of turning around the
Nigeria’s manufacturing sector and the attainment of its vision 20: 20: 20.
Furthermore, the findings of this study indicated that regulators in Nigeria paid much
attention to one sector of the economy that is crude oil production giving less priority to
manufacturing sector, therefore it is very important based on the findings of this, for firms or
economy to achieve sustainable competitive advantage which requires proper application of
strategic management techniques, in essence giving due concern to the manufacturing sector,
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VIII. LIMITATIONS AND FUTURE RESEARCH
There are number of issues that could be addressed in future researches aimed at developing a
kind of comprehensive understanding of the impact of strategic management elements in
enhancing sustainable competitive advantage in Nigeria’s manufacturing firms. This stands a
clear limitation for the study due to its inability to include service industry too. Hence future
researches should consider
other areas such as service firms among others with similar
framework.
The study is supposed to cover the six geo-political zones in Nigeria, but due to the time
constraints and financial implications, the study sampled two zones i.e. North West and North
Central. Therefore, similar study could be conducted in other zones particularly South West
where there are concentrations of companies equally. Further study can use the strategic
orientation (cost, focus and differentiation) using the same framework as the mediator between
independent variable and the dependent variable to compare with the findings from this study,
also future study to include all the elements of completive advantage giving much concern to
resource rareness, since this study could not isolate positive relationship with the dependent
variable and compare the findings.

IX. CONCLUSION
The main aim of this study was to examine firm’s resources power (Value, Rareness and
Inimitability) creating competitive advantage and means of upgrading it to sustainable
competitive advantage through Innovation in the Nigeria’s manufacturing firms. Manufacturers
in Nigeria appreciated resource value and resource inimitable as a means of creating firm’s
competitive advantage as well as means of sustaining the advantage through innovations.
Furthermore, the study on enhancing sustainable competitive advantage in the Nigeria’s
manufacturing sector discovered that resources based view theory has impacted on firm’s
competitive advantage as well as sustaining the advantage further. This has been seen from
various past researches and the findings from this study also supported the theory. The study
encourages managers and government in the utilization of the concept of strategic management
in the name of sustaining competitive advantage, and also solicits future studies to be conducted
to include all the element of competitive advantage and much attention be paid to resource
rareness. The findings provided empirical support for the theoretical framework, demonstrating
the fact that the study had sufficiently addressed the research questions. The study also
highlighted the implication, limitations and suggestions for future research.
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Abstract
The core objective of this study is to investigate the relationship between recruitment & selection practice and OCB
dimensions of some commercial banks in China. For that purpose data were collected by verified structured
questionnaire. Total 57 respondent (N= 57) were chosen from six (6) commercial banks in China by convenience
sampling technique. The condition was that all of the respondents were working in different positions of selected banks
in China. Data were analyzed by using software SPSS-16.0 version by adopting the statistical techniques, correlation
and regression. The study reveals that recruitment & selection practice exercised in the private banking sector of China
have significant influence on employees’ extra role behaviors. The findings also found that the percentage of variance
in employees’ consciousness behavior is most significantly influenced by recruitment & selection practice of
commercial banks in China then the rest of the order is as follows: employees’ courtesy (58.0%), employees’ altruism
behavior (56.0%) and employees’ civic virtue behavior (45.5%). Therefore this study recommend the employers to
ensure effective and fair recruitment process followed by reward and motivation, career growth, training & development
and job design to enhance OCB of the employees in the workplace for long term employment relationship. This
research also suggest that the field of HRM and OCB must get more attention to develop relevant theories and models
for the Chinese commercial banks to ensure best HRM practices for getting sustainable competitive advantage.
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I. INTRODUCTION
In today’s competitive business environment, an organization can gain competitive advantage
through effective human resource management practices. But sustainable competitive advantage
could be ensured only through voluntary extra role behavior of employees that comes from their
sense of belongingness in the workplace which increase people’s contribution with unlimited
potentials. The effective practices of each and every HRM functions can enhance OCB of the
people in the organization. Based on the above concept this research focused on recruitment &
selection practice and its impact on OCB dimensions in the context of banking industry of China.
Service industry is getting the dominating position in the competitive business world. So banks
are increasingly focusing on employee’s extra role behavior to satisfy customers and increase the
service quality. An employee who demonstrates high OCBs is likely to generate high levels of
customer satisfaction, through their propensity to help customers make better decisions [1]. This
study endeavors to emphasize HRM practices of banks as a great determinant factor to increase
employee OCB which would bring sustainable competitive advantage for the organization. The
essential issue to be investigated through this study is exactly how employee recruitment &
selection process influence the organizational citizenship behavior dimensions in the selected
commercial banks and to what extent?

II. LITERATURE REVIEW
A few number of researches conducted to know the HRM practice and its impact on OCB in the
commercial banks of China. Chinese human resource scholars have conducted numerous studies
to research HR management from different perspectives. Law & Jones [2] tried to present a
conceptual model of guanxi-oriented human resource management (HRM) which is appropriate
for organizations located in China. Other researches of HRM in China focused on the similarities
and dissimilarities between current HRM and traditional management practice of china.
Sophisticated recruitment and selection system can ensure a better fit between the individual’s
abilities and the organization’s requirement [3]. The effectiveness of recruitment would vary
depending on the specific organization.
For that reason organization should conduct systematic follow-up to assess the post hire
performance levels of employees recruited. In case of selection organization should use more
predictive selection tools which results more accuracy in selection decision [4]. Recent research on
recruitment & selection has sought to look beyond the job to identify extra-role behavior of the
employees [5]. Dennis Organ [6] originally proposed a five-factor OCB model consisting of
altruism (e.g., helping other organizational members with organizationally relevant tasks or
problems); courtesy (e.g., consulting with others before taking action); conscientiousness (e.g.,
behavior indicating that employees accept and adhere to the rules, regulations, and procedures of
the organization); civic virtue (e.g., keeping with matters that affect the organization); and
sportsmanship (e.g., a willingness on the part of employees to tolerate less than ideal
circumstances without complaining and making problems seem bigger than they really are).
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Other researches followed by Organ mentioned this OCB as an extra role voluntary behavior of
employees’ in the workplace. A recent study of Zhang at el. [7] investigated employees’
perceptions of HPWS (High-performance work systems) and its influence on employee outcomes
such as organizational commitment and organizational citizenship behavior (OCB). They found
multiple mediators working between HPWS and OCB which can leads to desired HR outcomes.
Hudson [8] conducted a comprehensive study of 1,750 employers and employees in China. Their
report showed that there is the increasing tendency of candidates to withdraw from the
recruitment process, even after they have signed a contract. This report also showed that China’s
employers are largely optimistic as 55.9% of organizations expect to increase permanent staff
numbers in near future. HR management has become a source of core competence in many
enterprises. For example, the Lin Development Research Center of the State Council, and
Human Resource Management Research Center of HRM (2006) organized experts who developed
and administered a random questionnaire survey for 2100 companies throughout the country.
Results of the survey strongly showed that human resource is a way for companies to gain
continuous competitive advantages. Relationship and trust are very important aspect of HRM
practice in China. In another study Farh et al. [9] examined forms of OCB in the People’s
Republic of China.
They revealed that all of the dimensions of OCB are not equally important for the Chinese
business organizations. They also found that self-training to be an important OCB dimension.
Unlike other forms of OCB, self-training contributes to organizational effectiveness by making
employees themselves more productive. Moreover, their results suggested that Chinese
formulation of OCB differs from that in the West, and is embedded in its unique social and
cultural context.
III. RESEARCH OBJECTIVES
The main objective of this study is to investigate the relationship between recruitment &
selection practice and OCB dimensions of selected commercial banks in China. Other objectives
are:
(1) To explore which OCB dimension is most significantly related with recruitment &
selection.
(2) To give some recommendations for policy makers for effective recruitment & selection
practice to enhance OCB in banking sector.

IV. METHODOLOGY
A. Sample Size and Sampling Technique
To fulfill the objectives of this study, total 57 respondents (N= 57) were chosen from six (6)
commercial banks in China by convenience sampling technique. The condition was that all of the
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respondents were working in different positions of selected banks in China. Commercial banks
plays significant role to the economy of the country. Therefore, the study selected some
commercial banks as the study area in order to accomplish the research objectives. The selected
commercial banks of China (research area) are: China Minsheng Bank, Shenzhen Development
Bank, China Ever Bright Bank, Hubei Bank, Industrial and Commercial Bank of China Limited
(ICBC) and Bank of Ningbo Company Limited.
B. Research Instrument
The main methodology chosen for this study is the questionnaire survey method. The survey
was conducted from March 2012 to July 2012. Primary data were obtained through a structured
survey questionnaire. Total ten questions under the head of four elements (consciousness, civic
virtue, courtesy and altruism) and three questions for recruitment & selection are included in the
survey questionnaire.

C. Measurement of Dependent and Independent Variables
For the purpose of the study, respondents were asked to give tick marks on right side of different
statements. Independent and all of the dependent variables were measured on five point Likert
scale. The response scales for each statement in the survey questionnaire were as: 1= Strongly
disagree, 2 = Disagree, 3 = Neutral, 4 = Agree, 5 = Strongly agree.
V. CONCEPTUAL MODEL AND HYPOTHESES
The conceptual model and hypotheses of this study are shown below:
OCB Dimensions
Consciousness

Recruitment &
Selection

Civic Virtue
Courtesy
Altruism

FIGURE I: CONCEPTUAL MODEL OF THE RESEARCH

The equations of the conceptual model are as follows:
Consciousness = α + β1X1 + e
Civic Virtue = α + β1X1 + e
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Courtesy

= α + β1X1 + e

Altruism

= α + β1X1 + e

Where, Consciousness, Civic Virtue, Courtesy and Altruism are dependent variables (OCB
Dimensions)
X1 = Recruitment & selection is independent variable, and α is constant and β1 is
coefficient to estimate and e is the error term.
Hypotheses:
H1: Recruitment & selection practice is positively related to consciousness.
H2: Recruitment & selection practice is positively related to civic virtue.
H3: Recruitment & selection practice is positively related to courtesy.
H4: Recruitment & selection practice is positively related to altruism.

VI. DATA ANALYSIS
Data were analyzed by using software SPSS-16 version. The following statistical techniques
were applied to analyze the data:




Cronbach’s alpha ( Reliability Test Table 1)
Descriptive statistics and correlation (Table 2)
Linear regression (Table 3)
TABLE I: RELIABILITY TEST
OCB
Consciousness
Dimensions
& RS
CA**
0.722
Source: Calculated
**Cronbach’s alpha (α)

Civic
Virtue

Courtesy

Altruism

Recruitment
& Selection

0.711

0.709

0.707

0.701

TABLE II: DESCRIPTIVE STATISTICS AND CORRELATION
M
3.93

SD
.692

1
1

2

1. Recruitment
&
Selection
2. Consciousness
4.14
.753 .646**
1
3. Civic Virtue
3.95
.846 .455** .570**
4. Courtesy
4.20
.870 .580** .682**
5. Altruism
3.90
.753 .560** .613**
**Correlation is significant at the 0.01 level (2-tailed)

3

4

5

1
.618**
.525**

1
.757**

1
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TABLE III: REGRESSION ANALYSIS
Variable
Consciousness
Civic Virtue
Courtesy
Altruism

R

t-value

coefficient

F-value

.646
.455
.580
.560

6.281
3.790
5.280
5.016

.646 (.703*)
.455 (.557*)
.580 (.729*)
.560 (.610*)

39.452
14.365
27.875
25.159

Pvalue
.000
.000
.000
.000

Source: Calculated, * Unstandardized Beta Cofficient in parenthesis

A. Cronbach’s Alpha
By using Cronbach’s alpha internal reliability of the questionnaire was tested. According to
Nunnally, J. [10] Cronbach's α with larger α values (greater than 0.70) indicating higher internal
consistency in the measured dimension and hence greater reliability. In our study the entire
variables cronbach’s alpha is greater than 0.70 (Table 1). So, it is clear that the questionnaire
used in this study had strong internal reliability and it could be used with confidence for the
application of next statistical analysis and interpretation.
B.Descriptive Statistics and Correlation Analysis
Table 2 represents descriptive statistics and correlation between each variable. If the mean
scores of dependent variables are observed then we found that courtesy has higher mean value
4.20 then the rest of the order is as follows: consciousness (4.14), civic virtue (3.95) and altruism
(3.90). The mean score of courtesy is (4.20) means this OCB dimension is most significantly
related with recruitment & selection practice of commercial banks. Range of correlation among
variables is from .455 to .757. Therefore, all the variables are positively related to each other
(Table 2).
C. Regression Analysis
In order to know the effect of independent variable on dependent variables linear regression
analysis was applied to test the hypothesis developed. Results of linear regression analysis are
shown in Table 3.
Hypothesis 1 expresses that recruitment & selection practice has significant affect on employees’
consciousness behaviors at workplace.
H1: Recruitment & selection practice is positively related to consciousness.
64.6% variance in employees’ consciousness is explained by recruitment & selection practice,
which is evident by the value of R = 0.646, F = 39.452 at P = 0.000 explains the model’s goodness
of fit. The value of t = 6.281 is the evident of significant positive relationship between
independent and dependent variable. Therefore, on the basis of these results it can be inferred
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with confidence that H1 is accepted.
Hypothesis 2 expresses that recruitment & selection practice has significant affect on employees’
civic virtue behavior at workplace.
H2: Recruitment & selection practice is positively related to civic virtue.
45.5% variance in employees’ civic virtue behavior is explained by recruitment & selection
practice, which is evident by the value of R = 0.455, F = 14.365 at P = 0.000 explains the model’s
goodness of fit. The value of t = 3.790 is the evident of significant relationship between
independent and dependent variable. Therefore, on the basis of these results it can be inferred
with confidence that H2 is accepted.
Hypothesis 3 postulates that recruitment & selection practice has significant affect on employees’
courtesy at workplace.
H3: Recruitment & selection practice is positively related to courtesy behavior.
58.0% variance in employees’ courtesy is explained by recruitment & selection practice, which
is evident by the value of R = 0.580, F = 27.875 at P =0.000 explains the model’s goodness of fit.
The value of t = 5.280 is the evident of significant relationship between independent and
dependent variable. Therefore, on the basis of these results it can be inferred with confidence
that H3 is accepted.
Hypothesis 4 postulates that recruitment & selection practice has significant affect on employees’
altruism behavior at workplace.
H4: Recruitment & selection practice is positively related to altruism.
56.0% variance in employees’ altruism behavior is explained by recruitment & selection
practice, which is evident by the value of R = 0.560, F = 25.159 at P = 0.000 explains the model’s
goodness of fit. The value of t = 5.016 is the evident of significant positive relationship between
independent and dependent variable. Therefore, on the basis of these results it can be inferred
with confidence that H4 is accepted.

VII. DISCUSSION
The mean score of independent variable is 3.93 indicates that it has significant affect on OCB
dimensions. If we analyzed the mean score of dependent variables we found that courtesy has
higher mean value 4.20 indicates that this OCB dimension is most significantly related with
recruitment & selection practice of commercial banks then the rest of the order is as follows:
consciousness (4.14), civic virtue (3.95) and altruism (3.90). From regression analysis we can
compare the percentage of variance in OCB dimensions is explained by recruitment & selection
practice of commercial banks in China. We found that employees’ consciousness behavior (64.6%)
is most significantly influenced by recruitment & selection practice then the rest of the order is as
follows: employees’ courtesy (58.0%), employees’ altruism behavior (56.0%) and employees’ civic
virtue behavior (45.5%).
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VIII. CONCLUSION AND RECOMMENDATIONS
The study disclosed the relationship between recruitment & selection practice of commercial
banks and various dimensions of OCB. In this study, we considered one of the major functions of
the human resources management practices followed by different banks. The study reveals that
recruitment & selection practice exercised in the private banking sector of China have significant
influence on employees’ extra role behaviors. Most of the enterprises in China are now facing
high employee turnover because of unattractive and ineffective recruitment process which could
bring negative outcome for the organization in future. Therefore this study recommend the
employers to ensure effective and fair recruitment process followed by good reward and
motivation, career growth, training and development, management style, and job design and
responsibilities to enhance OCB of the employees in the workplace for long term employment
relationship. Banking sector of China becoming more competitive due to new local and foreign
banks are entering and extending their businesses in China’s market. But there are very few
research found on HRM practices and OCB in the banking sector of China. So this research
suggest that the field of HRM and OCB must get more attention to develop relevant theories and
models suitable for the Chinese commercial banks to ensure best HRM practices for getting
sustainable competitive advantage.

IX. LIMITATIONS AND FUTURE RESEARCH
Despite the importance of the contribution of this study to know the relationship between
recruitment & selection practice and OCB dimensions of commercial banks in China, it has some
limitations. First limitation of this study is the small sample size. If the sample size is large the
result could be more representative. Second limitation is interviewing Chinese bankers and HR
managers were not possible by the researchers because they are foreign student. Third limitation
is lack of previous research on this field in China in English which made the researchers unable
to study literature review to construct the research framework. Finally, it was expensive but no
fund was available which actually made difficulties to craft the research successful in all respect.
This research only focused on the relationship between recruitment & selection and OCB
dimensions of the commercial banks of China. But there are several potential research areas. For
example; Employees’ demographical, psychological and cultural factors may impact on OCB
dimensions and HRM outcome in banking sectors. Other study can be done with other influential
HRM practices like job placement, training and development, performance appraisal,
compensation, employee relations and employee safety and health. The results of this study were
carried on by using the regression analysis. The relationship of the variables could be modified
and can be done through other advanced statistical techniques.
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Abstract
The study investigates administrative effectiveness and their managerial implications towards staff
productivity in terms of managing human and material resources, interpersonal relationship, managing
school finance, discipline and motivation of staff. Two hypotheses were isolated and the researcher
adopted ex-post-facto for the study. The researcher made an instrument known as Principals’
Administrative Effectiveness and Staff Descriptive Questionnaire (PAESDQ) to illicit data, using the
questionnaire of a 4-point Likert scale from 300 respondents or sample population drawn from the selected
secondary schools in the targeted Region for the study and a stratified random sampling technique was
used .The data were analyzed using independent t-test. The result of the study showed that principals
administrative effectiveness was significantly positive in terms of interpersonal relationship, managing
school finance and motivation of staff but significantly negative in managing human and material resources.
However, principals administrative effectiveness was not contingent on their sexes that is male or female in
terms of the variables used or isolated out for the study towards staff productivity in South-West Region of
Cameroon Males principals proved more efficient than their female counterparts in terms of administrative
effectiveness in all the variables isolated for the study .Some profile recommendations made included that
principals’ appointment should be based on administration or managerial qualification(s) and experience.
Induction courses should be organized for those promoted to the rank of principals, to acquaint with simple
ethics of management and administration of human beings Fresher’s or those from higher institutions of
learning should not be appointed yet until after some years of practical experience, hence it is the best
teacher. Political sentiments should not be found at the corridors of those saddled with this responsibility.
Principals should be encouraged by motivating them in terms of incentives as grass-root administrators for
effectiveness since they are representatives of both the Regional Delegate of Ministry of Education and the
Minister of Education in their respective secondary schools in South-West Region in particular and those in
other Regions’ secondary schools throughout the country in general. Fresher’s (i.e. newly employed
teachers) from Higher Teachers’ Training Colleges posted to secondary schools in South-West Region and
elsewhere in the country should be motivated so that they should not make teaching profession as stepping
stone to other jobs which are more lucrative This will improve staff productivity in secondary schools in
South-West Region in particular and the country at large.
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I. INTRODUCTION
In any formal organization, there is an individual designates administrator who is important as
the organization itself. The quality of the administrator is more than any single factor
determines the success or failure of the organization’s ability to accomplish its stated goals. In
other Words, he manages human and material resources in order to achieve the predetermined
objectives of the organization. While the organization (i.e. secondary school) expects productivity
in terms of output, the staff who constitute the engines or factories to manipulate success have to
be considered first hence their aims for employment is their dispositions or wants.
There is need therefore for the administrator to be articulated and transactional in dealing
with these two phenomenon-school organization and the staff. According to Getzels Guba (1957)
cited in Besong (2001), organization or school requires productivity in terms of output both
internally and externally. In other words, the principal’s effectiveness may mean his disciplinary
management but without human relations. Consequently, he is more of organizational or s school
rules and regulations or nomothetic dimension excluding the staff or human factor or idiographic
dimension who constitute the inputs or human and material resources for productivity.
Principals’ effectiveness connotes their capacity to coordinate many often conflicting social
energies in a single organization (i.e., secondary schools inclusive) adroitly so that they shall
operate as a unity Adams, (1963) cited in Besong (2001) principals’ administrative effectiveness
may mean their interpersonal relationship with staff subordinates. It may influence productivity.
When there is cordial relationship between the leader and his subjects, there will be conducive
working climate. It may mean motivation.
Motivation does not only mean enticing your staff with financial reward, but it may mean
sharing mutual understanding in terms of accepting your staff suggestions during meetings.
Principals should see themselves as administrators of second-tier of Education in Cameroon in
general and in South-West Region in particular. This nomenclature i.e. principal is unisex. It
could be referred to male or female. As the chief executives of their secondary schools, their
administrative roles include, planning, organizing, controlling coordinating, reporting and
budgeting. An administrator has to execute what he has planned or forecast.
In organization, he has to command authority invested in him. In other words, he has to apply
McGregor (1960) theory x so as to achieve the objective of the school, hence human beings need
coercing so as to do work. However, McGregor theory should be applied hence the average human
being learns, under proper conditions, not to accept but to seek responsibilities. He has
commitment to objectives, which is a function of reward associated with their achievement. Since
no man is an island, the principal’s administrative effectiveness relates to cooperating with his
subordinates. In other words, he should work as a team if he wants to be very effective and
efficient in his administration. In this view, the principals of schools must be associated with
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high morale, effectiveness and efficiency in their administrative responsibilities.
In other words, it means assessing and wheeling human material resources in their schools
.It equally means prudent spending of school finances or funds. This is a Characteristic of
effectiveness i.e. the extent to which the observed behavior is congruent with bureaucratic
expectations held for the role. Principals are leaders of their schools. This makes it clear as
Babalola et al (2006) described the principals as those at the helm of secondary schools, the world
over showing the way and influencing others think in like manner or in a particular way.
Therefore, principals in South-West Region should maintain status quo. It implies that for a
principal to be an effective principal, he should be democratic in his Leadership style, hence no
meaningful achievement or productivity can be achieved where there are strives, acrimonies and
conflicts. Furthermore, principals’ administrative effectiveness connotes efficiency, which means
managing scarce resources prudently so as to achieve maximum output or production. However,
efficiency can mean productivity if the personal needs of the staff is satisfied. The implication of
principal’s administrative effectiveness in their Secondary schools especially in South-West
Region is considering needs of their staff paramount and satisfying them. It implies that need
dispositions of the individual staff with organization or school is more important or equitable to
organizational needs.
Gtzels and Guba(1957) in Peretomode (2010) views shows that belongingness refers to the
extent to which role expectations are congruent with need dispositions or personal needs. It
means that the degrees of needs of individuals are congruent to effectiveness of principals, which
is in itself efficiency as by-product of productivity. The implication is that except staffs who
constitute the labor force of production are give good maintenance, otherwise there may be poor
production hence the principals administrative effectiveness is organizational-oriented (i.e.
School).

II. LITERATURE REVIEW
A. Who Is A Principal?
In context to the study, a principal is the head teacher of a school, especially the second tier of
education (Hornby: 2001 pp. 925). “Principal” has been defined by the Cambridge International
Dictionary of English (2002) as the person in charge of a school or college for children aged
between approximately 11 and 18. Furthermore, principal are leaders in schools in other words,
they are executives or heads of school organization. In addition, they are internal supervisors of
their schools for effective production and adherence to rules and regulations of education in the
country as well as in the region. It implies that the principals constitute the management cadre
of Educational activities for efficiency through human and material resources in order to achieve
the goals or objectives of education within his managerial armpits or jurisdiction.
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B. What Is Administration?
Horn by (2001; pp.15) defined administration as the activities that are done in order to plan,
organize and run a business, school or other institutions. However, administrative is connected
with organizing the work of business or an institution. In other words, an effective principal is
also responsible in assigning subjects or courses to his academic staff according to their
disciplines or areas of specialization. This would lead to efficiency and productivity in the school.
It implied effectiveness of the principal. The principal administrative role may extend to
interpersonal relationship, which may usher conductive climate in the school as incentive for
productivity or achievement as Besong (2001) noted when he studied head teachers’ effectiveness
in Cross River State. He found out that effectiveness of head teachers is instrumental in
accomplishment of objectives through cooperative action burn by the administrative prowess of
the principal.
C. What Is Effectiveness?
Effectiveness is the ability to plan, organize and coordinate many and often-conflicting social
energies in a single organization so adroitly (Adams 1963), cited in Besong (2001). It implies that,
it is the right and duties attached to an individual irrespective of the gender of the incumbent.
Effectiveness is equivalent to achievement muted by incumbent administrator or principal of
secondary school. It implies that, it is an antecedent of function or role’s achievement of the
principal. It could be identified as a plan proposed in advance and accomplished later but within
a stipulated time or duration of school. Ipaya (1996) cited by Besong (2001) noted in his study of
effectiveness, that effectiveness is a part of function assumed by someone, a set of specific
responsibilities, assumed by a professional in a setting.
The implication is that when a principal maintains high morale discipline and decorum among
his staff and also students, he exhibits a personality of effectiveness worthy of emulation. Uche
(2002) identified effectiveness in a seres of his studies related to effectiveness, that it is a symbol
of good administrative style of the incumbent, team work, morale or motivation of staff, good
teaching conducive social climate and counseling as well as rules and regulations. The principal’s
ability to control and maintain school facilities, initiates projects e and completes both the new
ones and also those abandoned by his predecessor(s) is exemplary of effectiveness. Equally,
monitoring performance regular staff meeting, interaction, encouraging staff participation in
decision-making is an evident of effectiveness but when the principal is all-wise, seems more
knowledgeable, there is bound to be a disparity in the school at such, the staff may not be
productive.
D. Who Are Staffs?
According to Hornby 2001 pp.1364) staff mean all the workers employed in an organization
considered as a group of teaching staff in an institution to give instruction or facilitate learning
in order to achieve the predetermined goals of the school. Principals in South-West Region in
particular and in Cameroon general should acknowledged them-selves as staff of Ministry of
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Higher Education. However, they were formerly staff of the defunct Ministry of Secondary
Education. Some principals were promoted from a crop of teaching staff, perhaps through
experience and longevity, while others through affiliation of the ruling party (CPDM).
Furthermore, some might have been appointed as Principals because of their higher
qualification(s). Gender or sex does not influence principals’ selection. It implies that principalship is unisex. Administrative prowess or effectiveness would determine if the principal is
experienced and knowledgeable
It is said that a tree cannot make a forest. The implication is that the principals should
acknowledge that they are mere team leaders who have to carry the staff they been either
appointed from or appointed to administer. Carrying these staff or colleagues in the same
profession, the incumbents have to be experienced, knowledgeable, to identify structures or
blocks that impinge their administrative effectiveness. Maslow (1954) cited in Besong (2001)
showed that motivation of staff through human needs should be paramount because the urge for
employment is to satisfy his physiological needs, safety, social needs, ego or esteem needs and
self-actualization or self-fulfillment. The staff idiographic or personal needs are their urgent urge
for employment. Except their dispositions are considered paramount, there is bound to be
dissatisfaction and adverse effect, similarly, Herzberg (1968) in Peretomode (2010) and cited in
Besong (2001) simplified the motivational human needs hierarchy into two namely, hygiene
motivational factors. He made it clear that hygiene Administrative prowess or effectiveness
would determine if the principal is experienced knowledgeable. Factors stand for dissatisfaction
(i.e. dissatisfiers), which means that whether there are present or not in the work place, work has
to continue whereas the job satisfiers (i.e. satisfaction) or motivation factors may affect efficiency
and productivity which are by-product of effectiveness hence poor staff or poor human relations.
This hinders or slows productivity.
E. What Is Production?
Productivity is the rate workers, a company or a country produces goods and services and as
well as the amount produced compared with much time, work and money needed to produce
them. It means highly improved and increased level of production (Hornby, 20: 930). It implies
that motivational factors are related to work itself. According to Herzberg, it means job
enrichment by the use of more effectively the talents of people. The implication is that it involves
building into individual greater scope for personal achievement, recognition and responsibility. It
implies strengthening the motivational factors.
The implication or the obvious of this study is that principals may not achieve maximum
production in their schools or in any organization without cooperation. In other words,
cooperation would be possible when there is fair play or interpersonal relationship between the
leader (principal) and the led (staff). In this circumstance, staff in secondary schools in SouthWest Region expects their principals to relate well. Vroom (1964), Porter and Lawler (1968) cited
in Besong (2001) described this principle as “expectancy” hence their staff looks forward to their
principals in terms of rewards, acceptance as members of the schools and paying attention to
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newly posted staff from Higher Teachers’ Training Colleges to their secondary schools in SouthWest Region.
From my study of staff refusal or refusing posting to extreme parts of South–West Region was
based on economic stress and principals’ administrative stress too. This study seeks to find out
whether these variables: managing human and material resources; interpersonal relationship;
managing school finance; staff discipline and motivation of staff can help principals
administrative effectiveness to enable staff under them perform creditably to achieve high
productivity.

III. STATEMENT OF PROBLEM
The task of maintaining an effective machinery of a functional school system in Cameroon in
general and in South-West Region in particular is one that demands a great deal of attention on
the part of principals. The need for dedicated principals who are effective to encourage staff
productivity in South –West Region in Cameroon cannot be over-emphasized. This may be due to
political sentiments, which seemed to influence. Principals’ appointments without relevant
qualifications and experience. The government philosophy of establishing Higher. Teachers’
Training College should not be under-scored. The researcher seek to investigate if these variables
are relevant for principals’ administrative effectiveness to influence academic staff productivity
in South-West Region, Cameroon: managing human/material resources; interpersonal
relationship; managing school finance; staff discipline and motivation of staff.

IV. PURPOSE AND SIGNIFICANT OF THE STUDY
The purpose of this study specifically is to find out whether the principals’ administrative
effectiveness can influence staff productivity in South–West Region in Cameroon. The variables
isolated in the study are: managing human and material resources; interpersonal relationship,
managing school finance staff discipline and motivation of staff.
In every social organization, there is a head or an administrator. In the case of secondary
school, such a head is designated a principal. This study therefore concerns principals’
administrative effectiveness and staff productivity in South-West Region, Cameroon. This study
therefore is significant to Ministry of Higher Education saddled with the responsibility of
appointment of principals’ statewide. This will help them in their modus operandi involved.
Principals in South-West Region secondary schools in particular and in the entire country at
large, should know that the successes and failures in their secondary schools depends on their
staff for productivity. Politicians should not use their influence in educational matters, especially
in appointment of principals in the country. Researchers who may want to carry out this topic in
a wider spectrum hence the literature added to existing one.

V. RESEARCH ASSUMPTION
This study is predicated on the following assumptions:
1 - That the principal is an administrator or executive head of a secondary school.
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2 - That administrative connotes the ability to coordinate planned programmers’ by the
administrator for effective execution so as to achieve the predetermined goals of the school.
3 - That the respondents are capable to respond objectively to the questionnaire.
4 - That population under study is normally distributed.

VI. SCOPE OF THE STUDY
The study delimited in South–West Region of Cameroon from which some secondary schools
were selected, using stratified method. The scope included the following variables: managing
human and material resources; interpersonal relationship managing school finance; staff
discipline and motivation of staff.

VII. METHODOLOGY
The researcher focused on hypotheses, study area and data collection procedure. The null
hypotheses were formulated to guide the study, thus:
1 - H O: Principals’ administrative effectiveness does not significantly influence their staff
productivity.
2 - HO: Principals’ administrative effectiveness towards staff productivity is not dependent on
their sex.
The study covered South–West Region of Cameroon. That is, the study area included all the
secondary schools. A stratified technique was used in selecting the schools. The characteristics by
which the principals were stratified were longevity of the principal in the school and staff
strength or population. A sample population of 300 respondents was drawn, using stratified
random technique.

VIII. DATA COLLECTION PROCEDURE
The researcher collected data by the use of a constructed instrument called Principals
Administrative Effectiveness and Staff’s Descriptive Questionnaire (PAESDQ). Section A of the
instrument had sixteen (16) items mad of a 4-point likert scale. Four (4) of the these items
measured each of the 4 sub-variables, namely: principals’ administrative effectiveness to wards
staff productivity in terms of managing human and material resources; interpersonal
relationship; managing school finance; staff motivation. The instrument was face-validated by
experts in measurement and evaluation Copies of the instrument (PAESDQ) were submitted to
them to ascertain whether they measured what they purported to measure. Those items found
ambiguous were reframed and used. A trial test was carried out using split-half reliability
coefficient estimate of 0.64 to 0.87, figures, which confirmed that the instrument was reliable
enough for use in the study. The researcher administered the questionnaire in two ways i.e. by
post and by personal administration. This is due to the vastness and terrain of the area. This
measure ensures a 100 percent returns rate.
T - test statistics in form of population t-test (test of single mean) and in data analysis.
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IX. RESULTS
Hypothesis 1:
Ho: Principals’ administrative effectiveness does not significantly influence staff productivity.
Observation of the results presented in Table 1, disclosed that the principals’ administrative
Effectiveness towards their staff productivity is significantly negative in erms of managing
human and material.
TABLE 1: POPULATION T-TEST (TEST OF SINGLE MEAN) ANALYSIS OF PRINCIPALS’ ADMINISTRATIVE
EFFECTIVENESS TOWARDS STAFF PRODUCTIVITY.
Variables

Expected mean [x]

Observed mean [x]

SD

t-value

Managing human and
Material resources .

10.00

10.96

2.95

5.647*

Interpersonal relationship.

10.00

11.09

2.77

6.6813*

Staff motivation.

10.00

11.13

2.93

6.647*

Managing school finance.

10.00

11.48

2.19

12.923*

* P < . 05 ; df = 299 ; critical t - value = 1968.

Resources (t=5.647, p < .05); interpersonal relationship towards staff productivity (t=6.6813);
managing school finance towards staff productivity (t=12.923) and staff motivation towards staff
productivity (t=6.647). The null hypothesis was therefore rejected because the obtained t- values
were found to be greater than the critical t-value of 1.968 at 0.05 alpha level of significance with
299 degrees of freedom.
Furthermore, the results in this table one (1) revealed that the observed mean is that
principals’ administrative effectiveness towards staff productivity in terms of managing human
and material resources was higher than the expected mean of principals’ administrative
effectiveness towards staff productivity of 10.00. Statistical comparison of these observed mean
values and the excepted mean, administrative effectiveness towards staff productivity in terms of
managing human and material resources was higher than the expected mean principals’
administrative effectiveness towards staff productivity of 10.00,using population t-test analysis
for single mean, positive t-values were obtained.
From the findings therefore, principals’ administrative Effectiveness towards staff productivity
is significantly negative. The implication therefore is that principals in South-West Region in
Cameroon have low or poor managerial techniques of human and material resources.
HYPOTHESIS 2
Ho: Principals’ administrative effectiveness towards staff productivity is not dependent on sex.
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TABLE 2: INDEPENDENT T-TEST ANALYSIS OF PRINCIPALS’ ADMINISTRATIVE EFFECTIVENESS TOWARDS STAFF
PRODUCTIVITY ON SEX.
X

SD

X

SD

t

Managing human and material
resources.

11.65

1.92

10.60

2.92

4.375*

Interpersonal relationship.

12.03

5.72

10.65

3.40

2.55*

Managing school finance.

11.15

1.99

10.12

2.24

4.292*

Staff motivation.

11.21

2.27

10.82

2.12

1.560

General.

11.49

2.98

10.81

2.51

2.125*

*P

< . 05 ; df = 288 ; critical t - value = 1.968 .

The result of the independent t-test analysis presented in Table 2 above indicated that
principals’ administrative effectiveness towards staff productivity is not significantly dependent
on sex of the principals in terms of managing human and material resources (t-4.375 p < .05);
interpersonal relationship to staff productivity (t-2.556, p<, .05); managing school finance
(4.292,p<, .05 and principals’ administrative effectiveness generally (t-2.125,p<,.05). The null
hypothesis was rejected given the fact that the obtained t-values were found to be greater than
the critical t-value of 1.968 at 0.05 alpha level of significance with 228 degrees of freedom. This
result also revealed that principals’ administrative effectiveness is not significantly dependent on
sex with regards to staff productivity in terms of motivation of staff (t-1.560, p<. 05), alpha level
of significance with degree of 288.
Further examination of this results in table two above, showed that male principals’
administrative effectiveness had higher mean than their female counterparts in their
administrative effectiveness towards staff productivity in all the variables studied. It implies that
male principals had better administrative effectiveness towards staff productivity than their
female principal counterparts.

X. DISCUSSION OF RESULTS
The results of the analysis showed that principal’s administrative effectiveness towards their
staff productivity is significantly negative. The findings means that the principals in South-West
Region of Cameroon have negative or poor perception of administrative effectiveness of their staff
towards productivity as such are not familiar with managing or administrative mechanisms for
managing human and material resources but significantly positive in terms of interpersonal
relationship; managing school finance and staff motivation. By implication therefore it seems
that the principals are not familiar or exposed to administrative tactics and as such have
negative perception about what it involves in managing human and material resources. The
obvious of the findings borders on the fact that principals in this Region are yet to be groomed on
the modalities in administrative effectiveness.
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This is so because some or many of them have no proper orientation and their appointments are
at ad-hoc bases. This true too, hence most of them have not done courses related to educational
administration and so lack the fundamental principles. Maslow (1954) cited in Besong (2001)
maintained that motivation should be one principle of principal’s administrative effectiveness.
The implication is that principals in secondary schools in South–West Region should consider
their staff in their schools hence they constitute the manpower on which the authorities depend.
This is in consonance to Getzels and Guba (1957) cited in Peretomode(2010). They emphasized
the importance of idiographic or individual staff needs dispositions which principals should make
it mandatory hence nobody would work without fulfilling his need dispositions.
Principals whose administrative effectiveness is more of nomothetic i.e. organizational or
school-oriented never achieve higher productivity from their staff. In other words, Besong (2001)
related principal’s administrative effectiveness to human ability to achieve the objectives of his
school through human relationship. Except the principals in South–West Region in particular
and in Cameroon generally incorporate their staff in their day-to-day administration, otherwise
poor or low productivity both internally and externally. It implies encouraging and persuading
them than using McGregor theory x, the climate in the school will not be conducive for
productivity. The results of hypothesis two (2) showed that principals’ administrative
effectiveness towards their staff productivity is not dependent on their sex. From the findings, it
shows that male and female principals in secondary schools in South-West Region differ
significantly in terms managing human and material resources; managing school finance and
motivation of staff for productivity.
Besong (2001) studied sex of administrative effectiveness of Primary Headteachers and found
out that male and female headteachers differed considerably in almost all the variables. The
finding showed the male excelled their female counterparts in managing school finance. The
study of Messengill and Dimac (1979) cited in Besong (2001) supported this finding. Ross (1976)
in Besong (2001) study in England revealed that males’ earlier exposure to education made them
more confident and superior in administrative effectiveness. Further explanation to this finding
is that male principals have the inclination to be more cautious in their administrative
effectiveness than female counterparts in stabilizing or maintaining their job in terms of being
effective. They need to be sensitive and knowledgeable even if they are not given orientation in
terms of in-service or induction courses on administration. In addition, males are breadwinners
and are automatically leaders of their homes. Therefore there is likelihood for them to maintain
decorum so as to achieve maximum educational achievement.
However, the findings of Peterman and Kennedy (2003) showed that principals who participate
in educational management orientation usually perform well in administrative issues. The
implication is that male principals feel the pangs of unemployment more than their female
counterparts who enjoy the privilege of being provided by spouses in most cases.
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XI. CONCLUSION
On the strength of the findings, these conclusions, are drawn, on principals administrative
effectiveness towards their staff productivity, is significantly negative in respect of managing
human and material resources. Their administrative effectiveness on interpersonal relationship;
managing school finance and motivation towards staff productivity are significantly positive.
However, principals administrative effectiveness was not contingent on their sexes i.e. male or
female in terms of the variables used or isolated for the study towards staff productivity in
South-West Region of Cameroon. Male principals excelled more efficient than their female
counterparts in all the variables isolated for the study.

XII. RECOMMENDATIONS
From the conclusion, these recommendations are made.
1 - Administrative or managerial qualification(s) and experience too should be the yardstick
or parameter of appointing principals in South-West Region.
2 - Induction courses should be organized for those promoted to the rank of principals, to
acquaint them with simple ethics of managing human and material resources,
interpersonal relationship, school finance and motivation of their staff.
3 - Fresher’s or those from higher Institutions Learning should not appointed yet until after
some years of practical experience, hence it is the best teacher.
4 - Political sentiments should not be found in the corridors of those saddled with this
responsibility. This will improve staff productivity in secondary schools in South-West
Region in particular and the country at large.
5 - Principals should be encouraged by motivating them in terms of incentives as grass-root
administrators for effectiveness since they are representatives of both the Regional
Delegates of Ministry of Education and the main Minister of Education in their respective
secondary schools in South-West Region in particular and those in other Regions in
general.
6 - Fresher’s (i.e. newly employed teachers) from Higher Teachers’ Training Colleges posted
to secondary schools in South–West Region and else-where in the country should be
motivated so that they should not make teaching profession a stepping stone to other jobs
which are more lucrative in terms of effective administration of human and material
resources and interpersonal relationship.
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Abstract
The article presents the concepts that can occur in the assessment and implementation of industrial
projects, as well as the modalities of implementation of a robust risk management. It is present the
interdependence between project complexity and categories of risk: chaos, uncertainty, ambiguity,
propagation. Also is realized a model of evaluation and measuring the risks in the case of investment
decisions.
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I. INTRODUCTION
On the background of internationalization and new opportunities for input on foreign markets,
and intensifying competition, private companies are faced with complex situations of business
environment, which no longer can be analyzed and synthesized based on intuition, in order to
resolve the problem of decision-making. The opportunity and the ability of a manager to control
risks and to integrate them as appropriate in the adoption of decisions is part of the major skills
of a company and profitable on the long term [1]. Only those enterprises that adopt a
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methodology for the monitoring and surveillance of risks effectively and fully, recognize and use
the chances of risks, can be successful in the future and can increase the society economic value.
In the work [2], risk analysis in the projects implementation can be defined as the process of
incorporation of random stories from the estimate of the various parameters, which characterized
the investment alternatives.
Risk management is one of the present themes in many international companies, both because
of the economic context complexity increasing and because of the new legislation on the
international level. An important role in the implementation of risk management is the modern
informational technology, which optimizes the multiple components of the risk management
process and data management.
In the literature of our country [2], [3], the risk of an investment project is defined as a business
risk for future cash flow variability. This variability of future cash flows is determined first by
the impact of additional sales on competition market and then by the unpredictability of the new
operating conditions. Those investment projects which involving the replacement of technologies
or upgrading existing ones, presents a risk of business equal to the economic risk of the company.

II. PROJECT COMPLEXITY AND ITS RISKS
The complexity of the phenomenon is representing by a whole of four kinds: propagation,
uncertainty, ambiguity and chaos. These phenomena are a major source of "no decisions" and
unpredictability for the project (the inability to know as to happen involves difficulties in
decision-making processes). The risks (regardless of whether it comes from uncertainties,
ambiguity, propagation or chaotic phenomena) lead to increased project complexity (project
property that gives an inability to understand, and keep under control the behavior of the
project). This leads to a vicious circle presented in Figure 1. This circle between the universe
project system and project risks universe should be kept in mind ostentatious.
The idea is that the complexity of the project is not enough to identify project risks effectively
and to measure them in complex situations. In particular, there is an essential need for effective
risk management processes and tools to identify and assess these risks [4], [5].
Chaos in project: The phenomena of chaos and turbulence can occur in a project because of the
complexity. Chaos refers to a situation in which short-term developments cannot be predicted
accurately, particularly due to the impact of interdependence and variability, identified as
complexity directives. Chaotic phenomena are sometimes hard to separate from the ambiguity
and uncertainty.
Uncertainty in project: Project manager analyzes the state of the project at a given time t and
consider the difference Δ, between this state and the state which he planned for the next time
period t+1. The manager then takes decisions in accordance with the constraints of the project
and appropriate actions in order to influence the evolution of the project to reach the planned
state at time t+1. This process is also modified and influence by other phenomena of uncertainty.
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FIGURE I: PROJECT COMPLEXITY AND ITS RISKS.

For example, the transmission of information related to a decision may be altered due to the
cultural diversity, staff variety and staff relationship: when this decision transforms in action (at
the end of the process of transmission of information), the real action may be different from the
desired action of the project manager. In addition, the real complexity has an influence on the
impact of decisions and subsequent actions made [6].
Ambiguity in project: When it discusses and ground project at time t, the project manager
perceives first real state at time t, introducing a difference between real project state at time t
and the perceived project state at time t (  1( t ) ).This difference has two main causes: on the one
hand, the project manager has its own culture and references, and thus, the perception of the
project changes the reality; on the other hand real complexity of the project implies that the
project cannot be completely understood. Indeed, there is always a residual irreducible source of
inexactitude caused by complexity (mainly due to a large number and variety of elements and
interactions that cannot be fully identified and understood) in an attempt to identify the status of
the project.
For the same reasons, there is a difference (and thus another source of inexactitude  2 ( t ) )
between the perceived complexity of the project at time t and the real project complexity at time
t. In other words, the difficulty is that the differences  1( t ) ,  2 ( t ) are different for every member of
the project team, because each has its own perception of reality. These two phenomena can be
grouped under the name of project ambiguity.
Propagation in project: Finally, the complexity of the project is a source of inexactitude in terms
of propagation. If it considers an uncertain parameter G be in the project, which means that the
value of G is known under the conditions of uncertainty G±ΔG (G may represent the duration of
an activity, the cost of a material or any other size of the project system). Since the project is
complex, it includes interdependencies and interconnections between elements (tasks, resources,
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etc.). In consequence, the uncertainty ΔG of the G parameter can spread through the entire
system; any element in rapport with the parameter G is facing uncertainty and passes all its
neighbors in the same way.
In the work [6] it points out that "with technological and economic advances in manufacturing,
transport and communications, we interact with more people, organizations, and systems". In the
case of project management, one of the consequences is that any modification of any component
in the project system can affect any other component of the project, in an unpredictable way due
to propagation.
Propagation phenomena are increasingly complex to manage them in a project, because like
any complex system has a large number of elements and interactions (for example, the
uncertainty for the duration of activity Ai it can transmit in terms of uncertainty to the duration
of a A j activity, then it can pass on the cost of uncertainty in a deliverable, which can then be
transmitted in uncertainty on the quality of the overall project).
In other words, propagation thought the entire project is more complex the more project
manager must manage the changing nature of the inexactitudes in each stage and pass them in
the project. It should be noted, in particular, that ambiguity and uncertainty are analyses on
propagation phenomena.
In Figure 2 is present the breakdown structure of risk [7]:

FIGURE II: RISK BREAKDOWN STRUCTURE.
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In Figure 3, it is described the implement mode of risk management:

FIGURE. 3 RISK MANAGEMENT.

III. RISK ASSESSMENT IN THE CONTEXT OF INVESTMENT DECISIONS SUBSTANTIATION
Assessment of the risk that it presents investment projects represents a component of the
modern methods of decision-making. It can be applied when obtaining the desired results
because of investment decisions, takes place under partial uncertainty [8]. This degree of
uncertainty that concerns the advantages and projects efficiency can be identified and quantified
by the probability distribution of the projects, carried out by assigning probabilities estimated for
each possible and advantage result of project. According to work [1], in the probabilistic approach
of evaluation, projects should be considered in view of the different situations that can occur:
- different volumes of the demand for products and services on the market;
- greater competition;
- the emergence of difficulties in the supply;
- the variation of the interest rate, price inflation etc;
In the work [9], risk represents the probable variability of anticipated benefits and costeffectiveness of the projects. Projects evaluation, in terms of uncertainty, is based on the use of
economic efficiency indicators, calculated in economic assessment, taking into account the
probabilistic character of project funding, of predicted results and of efficiency indicators on
variants of adjustable factors. In fact, according to probabilities, is calculating the benefits and
costs for each project variant (for each of the possible situations in the future). Probabilities are
use in the calculation of the efficiency indicators of the projects. Chance represents the possibility
of realizing good levels of parameters and project indicators.
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If it is note:
Z - the number of chances that favorites the event;
W - the total number of chances, favorable and unfavorable, possible on equal mode;
The probability (p) measuring the ratio between the number of equal chances possible that
favors the phenomenon Z and the total number of chances W:

p

Z
.
W

(1)

In this case, the risk is measure and looked by q:
q = 1 – p.

(2)

If the chances take values in the interval (0, 1), an event with zero chance is impossible, and
another with value 1 is a certitude. The 0,5 value of chances it is most often the most real in
practice. Each element of the cash flow is characterized by a minimum value, one intermediate
and one high, but in practice to define them is used the medium value. Mathematical hope is part
of medium values and represents the probable result of the possible values on average (of the
variables). The relationship for express the economic benefits and the costs associated with a
project becomes:

u i   u ij  pij ,

(3)

j

where:

u i - the probable value of economic benefit or costs on variant i of project;
u ij - the economic benefit or cost of the corresponding variant i of the project in case of event j
appear in the future;
pij - the probability of occurrence in practice the j situation to the project i.
For the economic benefits ( Ph , PN h , CFB h , CFN h , VN h ) is adopted the variant with u i maxim,
and for the costs ( CE h , KAh , I j ) is adopted the variant with u i minimal value. The expected
values of economic benefits and costs of investment projects depend on the variant i of
investments and state or situation j in the future:

E ij  f (Vi , S j ),

(4)

where:

E ij - corresponding to u ij .
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The E ij values can be represented on variants Vi and situations S j in the form of a table,
called the matrix decision. For an investment project, it can realize m possible variants:

V  {V1 , V2 ,...,Vm },

(5)

and it keeps n situations as possible in the future,

S  {S1 , S 2 ,..., S n },

(6)

so knowing the probability that characterizes each situation p( S1 ), p ( S s ),..., p ( S n ) , it can achieve
the economic benefits matrix, the economic efficiency indicators, obtained for each variant Vi in
state S j [10]:
TABLE I: ECONOMIC BENEFITS MATRIX
States, S j

S1

S2

V1
V2

E11

E12 ...

E1 j ...

E1n

E21

E22 ...

E 2 j ...

E2n

.
.
.

.
.

.
.

E i1

E i 2 ...

.
.

.
.

Variants, Vi

Vi
.
.

E m1

Vm
p (S j )

...

E m 2 ...

p( S1 ) p (S 2 )

Sj

... S n

.
.

E ij

E in

...
.
.

E mj ...

E mn

p(S j )

p(S n )

For a project variant Vi , the average value of the economic benefit or schedule efficiency shall
be determined as follows:
n

E i  SM (V i ) 



p ( S j ) E ij  p ( S 1 ) E i1  p ( S 2 ) E i 2  ...  p ( S n ) E in , . , (7)

j 1
n

 p( S

j

)  1.

(8)

j 1

Is selected the project variant with E i maximal:
n

i  : max Ei  max  p ( S j )  Ei (S j ).
i

(9)

j 1
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where:

i * - represent the investment project variant;
The degree of validity of the decision depends on the amount of information on the number of
possible situations in the future S1 , S 2 ,..., S n , the probability of occurrence of each event p ( S j )
and their stability. If there are other circumstances not taken into account, it may be that the
decisions taken would not have justification.
Example of calculation:
It considers 3 versions of project and were retained in the analysis of possible situations in the
future 3 situations, characterized by the following matrix of net economic benefit (VAN):
TABLE II: NET ECONOMIC BENEFIT (VAN), ON POSSIBLE STATES IN FUTURE (thousands lei)
Variant

V1
V2
V3
p (S j )

S1
500

S2
320

S3
280

380

250

290

400

300

290

0,2
20%

0,5
50%

0,3
30%

It requires the formulation of investment option ( i   ? ).
Thus, we calculate SM (Vi ) :

E1  SM (V1 )  0,2  500  0,5  320  0,3  280  344lei;
E2  SM (V2 )  0,2  380  0,5  250  0,3  290  288lei;
E3  SM (V3 )  0,2  400  0,5  300  0,3  290  317lei;
E i   max{ SM (V i )}  max{ 344 ; 288 ;317 }  344 lei
So: i   1 , or V   V1 .

IV. CONCLUSION
Risk management represents the total processes and methods by which is measure the
uncertainty, as the basis of risk factors, in order to obtain the objectives described in the project.
Thus, only a very constant and bright approach at all levels of the project can lead to an
improved control over the project activities, including the diminishing of risk factors. The risks of
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project are based on company policies, funding problems that will affect the results; on the
project management, thus the project manager is responsible for all the project risks.
This article can be useful to for all project managers, economists, who manage major projects
with high risks, to try to identify them, to accurately measure and to reduce the apparition
probabilities of them.
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Abstract
One of the most important equipments of organizations to develop the capabilities is entrepreneurship of
human resources. Managers motivation leads to the systematic attempt for long-term investigation of the
future of science, technology, economy, environmental and society to identify the new phenomena. Thus,
the present study aimed to investigate the effect of organizational intelligence on motivation as one of the
components of the entrepreneurship. The present study is correlation design and the data were collected
by the questionnaire that was distributed among 230 educational employees of the university including the
lecturers and educational-executive managers. Total count sampling method was used. The data were
collected by Albrecht organizational intelligence survey and Robbins entrepreneurship and both of them
had good validity and reliability. The results showed that there was high and positive correlation between
organizational intelligence and motivation. The correlation of organizational intelligence was 0.73. It means
that the higher the organizational intelligence, the higher the motivation of the employees. The multi-variate
analysis showed that organizational intelligence components could determine 0.59 of the changes of
dependent variable (motivation).
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I. INTRODUCTION
Highlight a section that you want to designate with a certain style, and then select the
appropriate name on the style menu. The style will adjust your fonts and line spacing. Do not
change the font sizes or line spacing to squeeze more text into a limited number of pages. Use
italics for emphasis; do not underline.
One of the features of the current era is the considerable changes in the attitude, ideology,
social values and the activity methods. Organizations are mostly affected by these changes. They
are encountered with rapid and strong changes eliminating any resistance in the current
competitive world. The wide current changes and competition dynamics caused that the
intelligent organizations create a situation in which innovated people and entrepreneurs can be
absorbed and managed to benefit more from the advantages of organizational entrepreneurship.
Today, organizations by a few creative people and entrepreneurs and by implementation of
entrepreneurial plan can cope with the flexible, innovative and opportunistic competitors (Samad
Aghayi, 1999).From meaning aspects, the term entrepreneurship is derived from a French word,
committed to do work. This term is used for a long time in business. The most famous definition
refers to value creation via innovation (Drucker,1985). Some people considered entrepreneurship
discovery process (Shane & Venkataraman, 2000) and others considered it opportunity creation
process (Gartner et al., 2003). Entrepreneurship componets are including: Creativity, risk taking,
autonomy, motivation, to be determined, futuristic (Ahmadpour, 2008).
Motivation is an important stimulus in organization and it is one of the most important
componets of entrepreneurship. The people with high motivation in organization work efficiently
and effectively. This concept has wide effects on behaviors and actions of people. For example, a
person with more satisfaction for doing the works is highly motivation and his efficiency and
effectiveness are increased. Various studies are conducted on motivation. X,Y theory of Douglas
Mc Gregor, three needs theory of David McClelland and Fredrich Herzberg theory are the
examples of these studies. Today, Motivation and identification of the factors leading to
motivation is one of the most complex parts of psychology and management and it requires wide
scientific and research works. Despite the technology progress, human issues are the greatest
concerns of the current age and motivation for work took the attention of many specialists as
widely (Naeli, 1994).
Since 1950, organizational psychology researches investigated work-related motivation and this
static concept is turned into a dynamic term. Entrepreneurship researches are consistent with
the findings of organizational psychology for better understanding of the entrepreneurship
stimuli (Segal & et al., 2005). Motivation has crucial role in behavior of an entrepreneur in
business environment. Motivation depends upon the need power of people. Maslow identified
need hierarchy based on motivation model. The needs are physiological, security, social, selfesteem, self-actualization. A model is presented to fulfill unmet needs (Porter & Lawler, 1968).
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FIGURE 1: ADJUSTED MOTIVATION MODEL (PORTER & LAWLER, 1968)

The adjusted motivation model of entrepreneurship is shown in the above. An unmet need and
expectations of the financial revenues motivate the entrepreneur for attempt in economic
activity. The process of supporting goal-based behavior is called motivation. Motivation is a factor
obliging an alive creature to various activities and spends energy in various levels. Motivations
are intrinsic forces obliging him explicitly to specific activities. Motivation in terms of its effect in
behavior is inclined to a goal. In other words, motivation is the stimulus of the reason of the
behavior and is affected by many factors (Moghimi, 1998). One of the factors is organizational
intelligence.
Today, different types of intelligence are mentioned. In each case, intelligence refers to the
ability of receiving, perception and application of the signs and symbols as a subjective capability.
Today, intelligence is the prefix of many management concepts and this indicates the change of
the view of the organizations and organizational theorists of test intelligence on new approaches
to intelligence issue. One type of intelligences is organizational intelligence. Organizational
intelligence empowers us for organizational decision making (Abrazi, et al., 2006). As a
theoretical concept, organizational intelligence is one of the most important points in
organization theory. Organizational intelligence is the ability of organization in problem solving
(Matsuda, 1992). Karl Albrecht defined organizational intelligence as: Capacity of an enterprise
to mobilize all of its brainpower, and to focus that brainpower on accomplishing its mission
(Albrecht, 2003).
As it was said, organizational intelligence is considered as the potential of the organization for
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effective influence in the organization. Organizational intelligence is the spiritual power of the
organization for organizational effective management. Although the effect of organizational
intelligence on organizational entrepreneurship in various fields is investigated, as educational
environments deal with production and knowledge transfer, the main question of the study is
that what is the effect of organizational intelligence and managers’ motivation? The present
study investigated the effect of organizational intelligence and its components on motivation as
one of the entrepreneurship components among the managers and employees of Mazandaran
University.

II. REVIEW OF LITERATURE
By the review of literature on organizational intelligence and motivation as one of the
components of entrepreneurship, the general result is that most of the researchers investigated
these two items as separately as they have various dimensions and the investigation of their
situation in the organizations is of great importance. In recent years, the studies are mostly
about the relationship of these concepts. Later, some of the researches are as: Yarayi (2004) in
another study compared some of the entrepreneurial morale among the students of Shiraz
University and industry managers and found that managers have high progress motivation
compared to the students and the risk taking of the managers of more than the industrial
managers.
Salasel et al., (2009) in another study investigated the relation between organizational
intelligence and its components with organizational citizenship behaviors of the employees of
Ehya Gostaran Spadan found that there is a positively significant association between these two
main variables. Hutchinson (2003) evaluated motivation among the teachers as intrinsic (from
students) and extrinsic (external factors as labor physical conditions, applying good management
, etc) and believed that if even intrinsic factors are acceptable by the teachers, and the extrinsic
factors are not good, the teachers lose their motivation for good teaching. He referred to Maslow
need hierarchy and considered primary needs of teachers as wage, benefits, job security, selfconfidence, etc.
These factors are effective in motivation. Shafizade (2002) in a study aimed to investigated the
job motivational factors of the teachers and found that there is a significant difference between
the job motivation of the teachers in terms of the level they teach and based on their education
degree but there was no significant difference between their job motivation in terms of experience
of work. As it was said, most of the researches investigated organizational intelligence and
motivation in separated studies. Thus, in the review of literature, there was no study on the
relationship between these two variables and their mutual effect and this led to the more
investigation of the relationship between the two variables.
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III. STUDY METHODOLOGY
Study method, study population, sample size and sampling method: The study was applied. It
means that its results are used in improving the work output among the lecturers of the
University. The study method was survey-correlation. The features of survey were the data
collection method and their analysis method (Duvas, 1997). The study population of the study
was the sum of educational managers of the university as teachers and executive educational
managers. The study population was 230. As the study population is limited, all people were
selected as sample. The sampling method was total count. 202 questionnaires were completed
fully and were applied in the analysis.
Data collection instrument, questionnaire test and data analysis method: In this study, the
data were collected by questionnaire. The questionnaire had open and close questions. To
evaluate the organizational intelligence, Karl Albrecht standard survey was used and to evaluate
future standard questionnaire of Stephen Robins was used.
To evaluate reliability of the questionnaire of organizational intelligence (Karl Albrecht),
Cronbach’s alpha was used. In this study, statistics value was 0.95. The reliability of the
entrepreneurship questionnaire (Stephen Robins) was 0.767. As Cronbach’s alpha greater than
0.70 was acceptable, based on the value, it is said that the applied questionnaires in the present
study had good reliability. The collected data were used for inference and descriptive analysis. To
do this, SPSS, Amos were used. To describe the variables, frequency table was used. To test the
hypotheses, Spss software was applied and based on the evaluation of the variables, Pearson
statistics, regression and path analysis (prepare empirical model) were used. To present an
empirical model, Amos software was used.
Definition of the variables Dependent variable in the study was motivation as one of the
components of entrepreneurship. High level of motivation or self-actualization is an import ant
factor among the employees, faculty member and educational managers. For better motivation, it
is better that university encourage the people with new ideas. The main independent variable in
the study was organizational intelligence. Organizational intelligence is capacity of an enterprise
to mobilize all of its brainpower, and to focus that brainpower on accomplishing its mission.
Albrecht (2002) considered 7 factors for organizational intelligence as: Strategic Vision, Shared
Fate, Appetite for Change, Heart (or spirit), Alignment & Congruence (, Knowledge Deployment,
and Performance Pressure.
Hypotheses test: To investigate the study hypotheses, the data were analyzed by SPSS,AMOS
software. Correlation test was used for bi-variate analysis and structural equations were used for
multi-variate analysis and direct and indirect relations between dependent and independent
variables.
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TABLE 1: CORRELATION TEST BETWEEN ORGANIZATIONAL INTELLIGENCE AND MOTIVATION COMPONENTS
Variable
Strategic Vision
Shared Fate
Appetite for Change
Heart (or spirit)
Alignment & Congruence
Knowledge Deployment
Performance Pressure
organizational intelligence

Correlation
0.49
0.50
0.67
0.59
0.69
0.64
0.58
0.73

Significance level
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00

The above table showed that correlation test between the organizational intelligence and
motivation. As is shown in the Table, there is a positively high correlation between
organizational intelligence components and motivation. As the correlation of organizational
intelligence was 0.73. It means that the higher the organizational intelligence, the higher the
employees motivation.

IV. MULTIVARIATE ANALYSIS
Based on Amos software, the relations between independent and dependent variables were
investigated as structural model. As is shown in the model, 5 variables as directly and 2 variables
as indirectly affected futuristic views. The coefficient of determination or total effect of the
independent variables on dependent variables was 0.59.
The above model showed the direct and indirect relation between organizational intelligence
component and motivation. All the above variables could determine 59% of the dependent
variable changes (motivation). The remaining effects are related to the other variables that are
not investigated in the present study.

TABLE 2: THE VARIOUS EFFECTS OF ORGANIZATIONAL INTELLIGENCE ON ORGANIZATIONAL MOTIVATION
Variables
Strategic Vision
Alignment & Congruence
Appetite for Change
Performance Pressure
Heart (or spirit)
Knowledge Deployment
Shared Fate

Direct effect
-0.25
0.41
0.29
0.15
0.25
-
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FIGURE 2: EMPIRICAL MODEL OF THE RELATIONSHIP BETWEEN EXPLICIT VARIABLES OF ORGANIZATIONAL
INTELLIGENCE AND MOTIVATION

The above table showed that various effects of organizational intelligence on motivation. Based
on the information of the table, the highest total effect was dedicated to appetite for change.
Alignment & Congruence had the major direct effect on organizational motivation. The highest
indirect effect was for performance pressure.
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V. DISCUSSION AND CONCLUSION
Today, entrepreneurship studies are not only limited to economic progress and they are
associated with academic, social, cultural and urban issues. In recent years, considering
entrepreneurship issue in university is taken into account by the experts. One of the most
important components of entrepreneurship is employees’ motivation. Motivation factor is less
considered as an academic issue and the present study investigated the effect of organizational
intelligence on motivation of the educational and executive employees.
The results of the analysis showed that there is a positively high correlation between all
components of organizational intelligence and motivation. The correlation of organizational
intelligence was 0.73. Among the organizational intelligence components, the highest correlation
was dedicated to Alignment & Congruence and appetite to change with motivation. This showed
that formulating a plan for Alignment & Congruence of employees and familiarity with change
benefits for educational managers and faculty member of the university led to the increase of
motivation among them and the correlation was 0.69, 0.67, respectively. The correlation of
knowledge deployment with motivation was 0.64. It means that if the capacity of underlying
culture on organization to use intellectual resources is increased. The employees’ motivation to
entrepreneurship is increased. Spirit and performance pressure had correlation 0.59, 0.58,
respectively with motivation. If employees’ spirit is considered adequately at work place and if
the acceptance of responsibility as the result of performance pressure is increased, it leads to the
increase of motivation and encouraging them to attempt to attain the organization goals. The
correlation of shared fate and strategic vision with motivation was 0.50, 0.49, respectively. The
reason of low correlation of shared fate is the lack of common concept or perspective of goal and
this correlation with strategic vision showed that if a point is considered as vision for managers,
it is increased considerably.
Based on the results, it is recommended that to improve the motivation of the educational
managers and faculty members, consider motivating factors in the organization as the sub factors
of organizational intelligence. High education by presenting good educational plans is effective in
manifestation of personal features as creativity, self-belief and futuristic views among the
managers and identity their potential capabilities. Finally, it is recommended to the researchers
that based on the importance of required motivation to entrepreneurship, a study is done
regarding the relationship between EQ and managers motivation. It is recommended that a
study is done on the relationship between organizational intelligence and employees’
commitment in high education organization.
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Abstract
The purpose of the study was to examine the impact of accounting information systems on profitability level
of small scale businesses in Kampala city. Uganda, East Africa. The Major problem identified was that,
most small scale businesses do not have accounting information systems which result into continuous low
performance levels. Descriptive method was used where qualitative data was collected. Secondary data
was collected to analyze the impact of accounting information systems on profitability level of small scale
businesses. Research findings revealed that most small scale businesses do not apply accounting
information systems which result into low profits. In addition to that, the findings show that there is a
positive relationship between accounting information systems and profitability level of small scale
businesses. Accounting plays an important role in our economic and social systems especially in its
management and great work it does in facilitating management decision making process. This study
therefore recommends that small scale businesses should adopt these systems in their business
management. The Government and policy makers should come up with policies and guidelines that will
facilitate the implementation of these systems in the business environment. Such policies could include tax
waivers or tax reductions on equipment to be used in these systems.
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I. INTRODUCTION
Business performance has increased over several years in the world and this performance is
mainly measured in the terms of profitability [17]. Businesses contain transactions which
generate information for better analysis of business performance and accounting information
system is a delivery system for accounting [11]. Accounting information system refer to
complete collection of business components that comprises entire inputs, gathering and
reporting of financial transactions information. It if from this outcome of the system setup
that backs the production and delivery of accounting information system. The aim of this
information system is to collect and store data about transactions in order to produce
meaningful output for decision making.
A well designed and operating accounting system enables an organization to manage its most
valuable resources which is information [1]. Accounting systems deals with economic events
or transactions, most of these transactions results from day to day operations of the business.
The Business transactions can be divided into main type that’s external transaction which
arises from exchange with the outside world such as purchasing or selling goods and internal
transactions which arise from accumulation of the cost data and assignment of the costs of
production.
To define the discipline further, “costs”, can be explained as follows; costs are resources
sacrificed or foregone to achieve a specific objective. This means that cost represents given up
to acquire goods and services. The end result from the cost accounting is the cost information,
which helps in undertaking the following application, stock valuation and profit measurement
and assessment of the profitability of product and service [12].
The term profitability is referred to as the ability to make profits steadily over a long period of
time [1], [7]. Profits itself means various items to purely different people. The term profit has
various perceptions to business men and women, accountants, revenue Authority officials, and
economist. Profit is sometimes taken as income accruing to shareholders [8]. To a common
man, the term profit refers to all income that flows to the investor. To an Accountant, profit
refers to income excess of revenue realized out of cost both manufacturing and other expenses
especially operating expenses.
For all practical purposes profit is business income taken in the sense of an accountant [4].
However, there is uncertainty in predicting how growing need for accounting information
system will change the profitability of small business since the Accounting information
system provides a basis for an organization transaction with its vendors, customers and
employees.
Accounting information system is needed for business goods and services, requested payments
and facilitates the transfers of cash [6]. The fact that the most Businesses has not integrated
the use of better accounting information systems in their day to day transactions, a number of
issues need to be addressed. Therefore, this study deals with the impact of accounting
information system on profitability level of small scale Businesses.
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II. METHODOLOGY
This includes data collection, sources of data, data processing and data analysis, limitation
that the researcher faced. The research was designed in such way that it helped the
researcher to obtain analytical and descriptive research design, largely based on documentary
review, such as company’s records, Journals, business reports, internet, textbooks, magazines,
newspapers, etc. Data was processed and analyzed by making reference to the available
existing literature so as to compare and contrast different opinions presented by different
authors so as to identify gaps that exist in available literature.

III. FINDINGS
A. Findings about Application of Accounting Information Systems in Small Scale Businesses
According to the research findings, it shows that many small scale businesses do not apply
accounting information systems in their businesses which resulted into poor performance
levels as a result of luck of business information records keeping [18], [22]. In addition to that,
issues like fluctuations in demand, or change in customer’s attitude towards certain product
or services cannot be easily forecasted or easily determined by management [7], [15], [19]. It
was further found that it’s very difficult for small scale businesses to predict systems that
process data into a decision oriented format which may help them in making a corrective
business decisions for example the use of “what if” systems which uses lotus 1-2-3 which leads
to efficient and fast completion of work and also helps in handling voluminous work [3].

AIS

Speed

Classification

Reliability

Safety

System backups

Time
saving

PROFITABILITY

FIGURE 1: RESEARCH MODEL FOR AIS
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It has been shown in the model that, accounting information systems (AIS) has a direct
impact on profitability level of small scale businesses as it speeds in processing data. Data is
easily classified in more detailed fashionable way which resulted into time saving.
It is also noted the system is more reliable and safe since it always have backups which may
be retrieved any time when information is needed [21]. In addition to that, when small scales
businesses use accounting information systems, profits are realized in both short and long run
of the business operation hence going concern. According to the findings it has been shown
that issues like standards costing systems, economic order inventory modals do not work in
small scale businesses [23].
B. Findings about Profitability Levels of Small Scale Businesses
According to research findings, profitability is the only realistic measures of return from funds
invested in the business. It is measured in terms of market share which has been gained over
a given period of time [5]. Therefore, findings on profitability rations like return on sales or
profit margins which are used in business enterprises to ascertain profit proportions on
income. These profitability ratios are totally neglected by small scale businesses because of
luck of technical knowhow. In addition to that, it has also been noted that small scale
businesses have difficulties in making performance comparison with other firms to assess its
competitiveness [6]. Results also show that, small scale businesses are not capable of raising
the required capital or funds to list their companies or businesses on the stock exchange
market. Many small scale businesses do not operate under government procedures. They are
anonymous and therefore, it is hard to trace their legal operations on the business platform
[2], [22].
C. Findings on the Relationship Between Accounting Information Systems and Profitability
of Small Scale Businesses
The results show that, it is difficult to ascertain product cost information about all cash
disbursements made by the small scale businesses. It also noted that most business
disbursement are not usually recorded and planning is done based on customers’ reactions
attitudes towards the product and market forces, hence ascertaining profit levels [10].

IV. DISCUSSION
It was noted that small scale businesses do not apply accounting information systems in their
businesses which resulted into poor performance levels as a result of luck of business
information records keeping. Most small scale businesses realize after a long period of time
that their businesses are not doing well and they end up closing or bringing their businesses
to an end and this is all because of lack of proper business records. Business information
records are reliable and safe only when proper documentation is backed up in case of any data
loss. This is not the case with small businesses, they don’t have records and even if they have
sketch ones they are not able to document properly for future use [3], [9], [16].
In addition to that, when AIS is not put into consideration it has also been shown that issues
of fluctuations in demand, or change in customer’s attitude towards certain product or
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services cannot be easily forecasted or easily determined by management [15] , [20]. By
understanding changes in demand, one can help the business personnel to add values to goods
or services even to diversify or totally shift to a different business which can help to bring
more profits.
Also, it’s very difficult for small scale businesses to predict systems that process data into a
decision oriented format which may help them in making a corrective business decisions. For
example, the use of “what if” systems which uses lotus 1-2-3 that leads to efficient and fast
completion of work and also helps in handling voluminous work [16]. This system was sought
to encounter vigorous customers’ due dates to avoid business losses that would arise as a
result of many customer orders. It is very important for business to adopt a system that speed
up sales, hence earning profits. According to [3], [23], to reduce the cost of inventories, small
businesses have to use inventory management techniques likes “first in first out”(FIFO), “last
in first out” (LIFO) and weighted averages. First in first out (FIFO) means what come in first
must also be the first to be sold or used while last in first out (LIFO) means what comes last
must be sold first and weighted averages is the average cost of goods for a particular time
[12].
These methods are very important to be followed by small businesses since they help business
people to avoid loses but rather gaining more profits. Unfortunately that is not how things are
out done there; small businesses do not use/follow up these methods, which resulted into
losses in many of small businesses in the area [14].
Profitability rations like return on sales, return on asset and return on equity are totally
neglected by small scale businesses because of lack of technical knowhow. These ratios is
what give a true value of business, and also helps in ascertaining profits which is a guide to
business owners to determine whether the business is making progress [20]. In addition to
that, it has also been noted that small scale businesses have difficulties in making
performance comparison with other firms to assess its competitiveness. For example, it’s hard
to compare its first year of operation with its margin of business progress in the 4th or 5th year
of business to determine a true picture of its performance. This is because they do not use
information systems [6].
From research findings it is also noted that, small scale businesses are not capable of raising
the required capital or funds to list their companies or businesses on the stock exchange
market. The ratios give a true picture of business size. It also provides information regarding
share ratios to be reported in the financial press. This helps in determining differences in
earnings per share which help in determining the size of dividends that the business can pay
to its shareholders [3], [11]
It is also been noted that, it is difficult to ascertain product cost information about all cash
disbursements made by the small scale businesses. In the same note, business disbursements
are not usually recorded. Small scales businesses should start keeping records regarding
product or service to determine their business performance [12], [13].
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V. CONCLUSION
Considering all different elements of accounting information system, it has been noted that
the system is of great importance in business especially in its management. It helps in
facilitating management decision making process and in this case, accounting system should
be credited for the great values it adds to business. If all measures of profitability are to be
implemented in business management, then information generated will be very ideal and
useful in business operations. Addition to that, accounting information systems (AIS) plays an
important role in our economic and social system. The research is therefore useful to all
present and future business managers to use the system for proper management and
implementation of their businesses.
According to the research findings, it has been shown that accounting information systems
were not used by small scale businesses. Therefore, the researcher recommends that small
scale businesses should adopt these systems in their business management for their
businesses to progress. In addition to that the businesses that have already implemented
these systems should also train all their staff in efficient use of the systems especially the use
of computerized systems.
It is also recommended that the government should come up with policies and guidelines that
will facilitate the implementation of these systems in the small scale business environment.
Such policies should include tax waivers or tax reductions on equipment to be used in these
systems. Policy makers should be provided with information in assessing the relationship
between accounting information systems and profitability of small business, hence making
better policies regarding information technology facilities.
It is also necessary for business organizations to adopt the use of other measures of
profitability like cost profit volume analysis since it is more user-friendly and easily adaptable
in the small scale businesses.
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Abstract
As this is an explanatory research using a multiple case study method, this research investigated
whether ordinary consumer will support a company with negative externalities. From the results of the
three case studies, the theories and propositions are supported and literal replication is expected on
the propositions. Under the condition of perfect competition with the information flow is free and
available to all parties in the market, traditionally, externality is considered as one of the market
failure causing Pareto inefficiency. With the buyer will act ethically in the perfect market, the producer
with negative externalities will suffer from lower demand such that they will improve the negative
externalities impact to public. As such, the externalities issue will be adjusted by the perfect market
naturally. The application of Pigouvian taxes and Coase theorem may not be necessary.

Key Words
Coase Theorem, Externalities, Pareto Inefficiency, Social Responsibilities.

I. INTRODUCTION
This paper seeks to explore the interrelationships between externalities and corporate social
responsibility. Firstly, this will review the literature and survey covering the areas of
externalities and corporate social responsibility as well as their interrelationships. Secondly, this
will explore further factors affecting their interrelationships, in particular, in respect of the
economic environment and the ethical perspective.
This paper will also outline some research agenda for possible future research on the
interrelationships between externalities and corporate social responsibility. This paper can help
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the managers to explore the interrelationships between externalities and corporate social
responsibility and to prepare the practical applications of those concepts to the business.
Under the condition of perfect competition with the information flow is free and available to all
parties in the market, traditionally, externality is considered as one of the market failure causing
Pareto inefficiency. The problem of externality will result in a way that too much scare resource
is allocated to the economic activities with negative externalities. Similarly, too little scare
resource is allocated to the economic activities with positive externalities.
In order to achieve Pareto efficiency in the market with the situation of externalities, the
common alternatives is to impose Pigouvian Taxes or assign property right under Coase theorem.
Both Pigouvian taxes and Coase theorem are kind of internalizing the externalities approach.
That is to include the cost of externalities in the production model so that the producers will
adjust the optimal quality at the optimal price after taking into the consideration of the
externalities costs.
The other argument on this problem is from the view of the buyers or consumers. By applying
the ethical characteristics of the buyers, externality will be addressed by the ethical responses of
the buyer. In other words, with the free flow of information, the perfect market will address the
externality naturally as the buy will act ethically when making the buying decision.
If the buyers know a particular producer to have negative externalities, the buyers could not
buy the goods and services of this particular producer even though the price of the goods and
services of this particular producer could be lower than the market. Similarly, if the buyers know
a particular producer to have positive externalities, the buyers could buy the goods and services
of this particular producer even though the price of the goods and services of this particular
producer could be higher than the market.
The decision making process of the buyer falls in the ethical decision making model. The buyer
will make a moral judgment to support the environment based on the externalities. This is part
of the social responsibility and individual will do to the environment and to the community.
Furthermore, with the free flow of information available in the market, the buyer could also
make the decision to support the environment as the buyers do not want the public knowing that
they are not acting ethically to support the environment. This is reviewed under the social
relationships with others while making any ethical decision making.
From this paper, the ethical consideration on externalities will be reviewed and analyzed using
a multiple case study method. Each individual case is considered a whole study on its own. Each
case’s conclusions are considered to be the information which needs replication by other
individual cases. Case studies could not be conceived as statistical generalization. However, if
two or more cases are shown to support the same theory, replication may be claimed, particularly
with triangulation.
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There will be three case studies in this paper which include the candidate with higher income
group, medium income group and the low income group. The income group differences will test
the impacts of price to the buying decision making. The impact of the price to the high income
group should be lower than the impact of the price to the low income group. If the two or more
cases could support the argument that the ethical decision making will favor the company with
no negative externalities due to the individual social responsibilities or due to the social pressure
from the social relationships with others, replication may be claimed that other buyers could
make the similar decision making.
With the buyer will act ethically in the perfect market, the producer with negative externalities
will suffer from lower demand such that they will improve the negative externalities impact to
public while the producer with positive externalities will benefit from higher demand to assist to
promote the positive externalities. As such, the externalities issue will be adjusted by the perfect
market naturally.
If majority of the buyers will not support the company with negative externalities, the perfect
market condition will already adjust the externality into Paerto efficiency naturally through the
ethical considerations of the buyers. This is a new approach to the market failure problem of
externalities without any necessary to consider how to internalizing the externalities.
This paper explored whether the buyer will act ethically in the perfect market to support a
producer with negative externalities. If this is the case, the producer with negative externalities
has already been penalized through the Paerto efficiency naturally through the ethically buying
behavior. The application of Coase Theorem may not be applicable under such circumstance.
This paper sought to answer whether the buyer will act ethically not to support a company with
negative externalities.
As a general assumption, it would be a perfect competition market and the free flow of
information is important. All the buyers in the market will know the externalities situation of
each producer. This will affect the decision making process of the buyers through the ethical
consideration. Furthermore, all the buyers also have full knowledge of the buying decision
making of the other buyers that they will know who will act ethically to the environment and
who do not act ethically to the externalities.
To explore whether the buyer will act ethically not to a company with negative externalities,
there are three characteristics to be considered. The characteristics of the issue would be the
issue of externalities. The company with negative externalities will cause negative impacts to the
environment and to the surrounding. The individual characteristics will be viewed under the
consumer behavior of the individual buyer which the situational characteristics will be the social
responsibility of the corporation to the community as a whole. All these characteristics will
contribute to the decision making process of the ethical buyer towards ethical and moral behavior.
To put the issues together in the theoretical framework, Figure 1 below depicts the relationship
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and the framework.

Characteristics of the
Issue
(Externalities)

Individual
Characteristics

Ethical Buyer
Decision –

(Consumer Behavior)
Steps toward
Ethical/Moral
Behavior
Situational
Characteristics
(Social Responsibility)

Should I support a company with negative externalities?

FIGURE I: CONCEPTUAL FRAMEWORK

To further explore on the ethical considerations of the buyer, an ethical decision-making model
as suggested by [1] is used to verify the existence of the moral behaviors. During the process of
making the buying decision, the fundamental questions are:
Is buying from a company with negative externalities an ethical/moral issue?
Should people support a company with negative externalities?
For you, would you support a company with negative externalities?
In order to suit the decision-making process to address the fundamental question of this study,
the ethical decision-making model by [1] was modified. This modified model was used
conceptually to develop the theoretical framework, conceptual framework, and the operational
framework of this study. The steps towards ethical/moral behavior can be applied to the buying
decision on whether to support a company with negative externalities. The decision will depend
on the characteristics of the issue, which is externalities, the individual characteristics, which is
the consumer behavior and the situational characteristics, which is social responsibility). Figure
2 below shows the modified model based on the ethical decision-making model of Solymossy and
Master [1].
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FIGURE II: MODIFIED ETHICAL DECISION-MAKING MODEL

Externalities are costs and benefits of economic activity that do not enter into the firm’s own
calculation of costs or revenues. Thus in the absence of some sort of nonmarket correction
(usually government action), they lead to inefficient allocation of resources. Detrimental
externalities impost costs on other outside the firm but do not cost the firm anything. Beneficial
externalities create benefits outside the firm but provide no revenue to the firm.
Externalities are an example of market failure: social costs and benefits are not the same as the
firm’s cost and revenue curves or functions. The costs imposed by the market alone are not the
actual social or real costs. For negative externalities, the market does not take into account the
portion of the social cost not borne by the firm. The firm’s costs, as imposed by the market, are
less than the total social costs. Resources are misallocated; the firm produces more, and at a
lower price, than is warranted by social cost. For positive externalities, the market does not
provide the firm the full value of the social benefit it creates. The firm’s revenues (benefits), as
imposed by the market, are less than the total social benefits. Resources are misallocated; the
firm produces less, and at a lower price, than is warranted by actual social benefit.
The market provides no remedy for the misallocation of resources caused by externalities.
Therefore, non-market means have to be found. The most common one is government action.
According to Coase (1960) [2], under perfect competition, once government has assigned clearly
defined property rights in contested resources and as long as transactions costs are negligible,
private parties that generate or are affected by externalities will negotiate voluntary agreements
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that lead to the socially optimal resource allocation and output mix regardless of how the
property rights are assigned. Another way to solve the negative externality problem is to simply
tax the producer the amount of the negative externality. This adds to the producers marginal cost
and will cause them to reduce output.
The implication of Coase’s analysis is that externalities need not lead to inefficiency because
individuals have an incentive to make mutually beneficial deals – deals that lead them to take
externalities into account when making decisions. When individuals do take externalities into
account when making decisions, economists say that they internalize the externality. If
externalities are fully internalized, the outcome is efficient even without government
intervention. However, in many situations involving externalities, transaction costs prevent
individuals from making efficient deals. When transaction costs prevent the private sector from
dealing with externalities, it is time to look for government solutions.
Government intervention can generally be divided into two types of actions: command and
control policies that regulate actions directly and market based policies that would provide
incentives so that the self-interest of the market participants would achieve the socially
optimized solution.
Corporations have traditionally been conceived as self-centered, profit-maximizing entities
constituting the central tenets of capitalism and free market philosophies [3]. According to
Jamali et al [7], while shareholder value maximization is a major goal for corporations worldwide,
the rise in social activism and the emergence of new expectations have caused other aspects of
corporate performance to be examined alongside financial results. As firms grow in size and
influence, they are no longer to be mere contributions to the global economy, but rather to
reconcile and balance multiple bottom lines and manager the interests of multiple stakeholders
[4].
There is evidence to suggest that organizations are generally more inclined to broaden the basis
of their performance evaluation from a short-term financial focus to include long term social,
environmental, and economic impacts and value added [5]. This is where the concept of corporate
governance and corporate social responsibility enter the picture.
From the concept of corporate governance, companies are encouraged to promote ethics,
fairness, transparency, and accountability in all their dealings. They are expected to continue
generating profits while maintaining the highest standards of governance internally [6].
Business also needs to keep their activities attuned to society’s ethical, legal and communal
aspirations. This falls under corporate social responsibility on their interactions with their
various stakeholders – from providing quality products and services, to undertaking charitable
activities [7].
Corporate social responsibility is a concept that has attracted worldwide attention and acquired
a new resonance in the global economy [4]. Corporate social responsibility is defined as the
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commitment of business to contribute to sustainable economic development, working with
employees, their families and the local communities [8]. Corporate social responsibility is a set of
policies, practices, and programs that are integrated throughout business operations and
decision-making processes, and intended to ensure the company maximizes the positive impacts
of its operations on society [9].
Corporate social responsibility also encompasses two dimensions: internal and external. On the
internal level, companies revise their in-house priorities and accord due diligence to their
responsibility to internal stakeholders, addressing issues relating to skills and education,
workplace safely, working conditions, human rights, equity considerations, equal opportunity,
health and safety, and labor rights [10]. With respect to external dimension of corporate social
responsibility, priority shifts to the need for corporations to assume their duties as citizens, and
accord due diligence to their external, economic and social stakeholders and the natural
environment [11].
With the background of externalities and corporate social responsibilities, the next questions
would be the interrelationships between externalities and corporate social responsibility, which
is the key objective of this paper.
The first factor to be considered is the economic environment. From the experience,
corporations were more towards corporate social responsibilities as conformance and compliance
driven during the period of economic crisis. This would be a higher probability of detrimental
externalities. On the contrary, corporations were more towards corporate social responsibility as
performance and voluntary driven during the period of economic growth. This would be a higher
probability of beneficial externalities.
The other factor to be considered is ethical perspective. Externalities and corporate social
responsibilities are more for external environment and more for the stakeholders view. If the
corporations or the managers are with higher ethical value, it would be care more on
externalities and corporate social responsibility as to taking into considerations of interests of
different stakeholders, such as employees and community. On the contrary, if the corporations or
the managers are with lower ethical value, it would be less interest in externalities and corporate
social responsibilities as only the interests of the shareholders will be taken into consideration.
According to Coase (1960) [2], creating a market for buying the property right to pollute would
lead to the Pareto efficient outcome. It does not matter who is assigned the property rights.
Assignment of property rights affects distribution but not efficiency which is the key message
that is matter to create markets. However, there are two problems with Coase theorem. The cost
of bargaining is neglected and the availability of the asymmetric information. The cost of
bargaining could be very large when the number of agents involved is large. This will upset the
assignment of property rights process. Also, resource owners need to be able to identify source of
damage. For some instances, it is difficult to identify precisely what harm each polluter is doing.
Competitive equilibrium can break down if the information is not perfect.
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Knowing the difficulties and problems of applying Coase theorem to externalities and having
the understanding of importance of corporate social responsibilities to the modern business world,
this paper try to provide an alternative view of handling externalities without the assignment of
property right. In other words, this paper will try to review the impact of externalities outside the
Coase theorem. The approach used by this paper is the ethical factors.
Ethics is defined as the conception of what is right and fair conduct or behavior [12]. Ethics is a
system of value principles or practices and a definition of right and wrong [13]. Velasquez (1999)
[14] defined ethics as being concerned with judgments involved in moral decisions: normative
judgments which state or imply that something is good or bad, or right or wrong. Thus, these
statements of ethics or value judgments attempt to ascribe value to actions, so the actor can
determine whether or not it should be engaged in the action.
In 2002, Brenda E. Joyner and Dinah Payne stated that in order to be consistent with the other
literature in social issues and management research, values should be defined as the core set of
beliefs and principles deemed to be desirable (by groups) of individuals [15, 16]. Values are
derived from one’s membership in a culture. With attitudes, beliefs, and behaviors, values
combine to form a continuous spiral of community culture [17]. Each succeeding generation has
an impact on the next generation’s values, beliefs, attitudes and behaviors.
In 1991, Archie Carroll [18] stated that although economic and legal responsibilities embody
ethical norms about fairness and justice, ethical responsibilities embrace those activities and
practices that are expected or prohibited by societal members even though they are not codified
into law. Ethical responsibilities embody those standards, norms, or expectations that reflect a
concern for what consumers, employees, shareholders, and the community regard as fair, just, or
in keeping with the respect of protection of stakeholders’ moral rights.
Ethical perspective becomes a more important area for recent management review, especially
after the failure of certain large corporations, such as Enron in the US [19].
In research, Solymossy and Masters (2002) [1] provided an ethical decision-making model as
below to show that entrepreneurs actually differ from non-entrepreneurs in their ethical
orientation. There are three discrete steps when a moral issue arises [20-26]:
Recognizing moral issues – an individual needs to recognize that there is the existence of the
moral issue.
Making moral judgments – an individual’s level of cognitive moral development is the key to
determine moral judgments [25-27]
Engaging in moral behaviors – having made a moral judgment, the individual must still decide
whether to engage in a moral behavior – to act in accordance with that judgment [28].
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II. RESEARCH DESIGN
This is an explanatory research design using a multiple case study method. A case study is an
empirical inquiry that investigates a contemporary phenomenon within its real-life context and
that copes with the technically distinctive situation in which there will be many more variables of
interest than data points and relies on multiple sources of evidence [29].
Explanation-building is a special type of pattern-matching of analytic technique. The goal is to
analyze the case study data by building an explanation about the case [29]. The explanationbuilding process for explanatory case studies is likely to be a result of a series of iterations
including making an initial theoretical statement or an initial proposition about policy or social
behavior, comparing the findings of an initial case against such a statement or proposition,
revising the statement or proposition if necessary, comparing the details of the case against the
revision, comparing the revision to the facts of a second, third or more cases, and, repeating the
process as many times as is needed. The result of the explanation building process may lead to a
cross case analysis in addition to the analysis of each individual case.
In order to evaluate the existence of literal replications [29] of the developed theories, this
research used three case studies. The key questions in the case studies were focused on the
reasoning and the processes of each of the answer to the respective question. The comments on
each case study were analyzed and utilized to update the case and the theory before conducting
the next case study. In addition to the verbal comments obtained during the interviews, other
sources of evidence, such as direct observations, review of personal background, and executive
profile, were carried out during the course of the case study for analysis purposes.
According to Yin (2003) [29], each individual case is considered a whole study on its own, in
which convergent evidence is sought regarding the facts and conclusions for each case. Each
case’s conclusions are considered to be the information which needs replication by other
individual cases. If there is any important discovery found during the conduct of one of the
individual case studies, the previously developed theories will be redesigned before proceeding
further to the next individual case. An overall conclusion was drawn based on proper analysis
and interpretation on the results of the three case studies as per the Case Study Method of
Cosmos Corporation [29].
The target of the case study was primarily the buyers who could be one of the third parties to
be affected by the externalities. A questionnaire will be used for the core of the semi-structured
interviews [30]. Data analysis was carried out based on the results of the semi-structured
interviews to validate each of the propositions. The source of the evidence [29] included verbal
comments and the observations during the interview, as well as documentation, including
personal background information and executive profile. Each of evidence was reviewed and
analyzed to draw the conclusions and a cross evidence comparison was prepared to arrive at the
overall conclusion of each of the case. The data analysis was also used to validate the analysis
and the conclusions of the three case studies. Cross-case conclusions and reports between
developed theories and the case studies results were prepared.
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The population and the respondents are the ordinary consumers with different income group.
The three cases were:
1) Ordinary consumer with high income group.
2) Ordinary consumer with medium income group.
3) Ordinary consumer with low income group.
The sampling logic [29] for the three case studies was based on the whether the ordinary
consumer would support a company with negative externalities through buying behavior. The
income group differences will test the impacts of price to the buying decision making. The impact
of the price to the high income group should be lower than the impact of the price to the low
income group. If the two or more cases could support the argument that the ethical decision
making will favor the company with no negative externalities due to the individual social
responsibilities or due to the social pressure from the social relationships with others, replication
may be claimed that other buyers could make the similar decision making.
Questionnaire would be used for the semi-structured interviews [30]. On the questionnaire
design, the response from each question was weighed using a 5-point Likert’s scale to show
strongly agree to strongly disagree. For each question, further questions were posted to explore
the reasons of the answer, as well as how the answer was selected. All the comments were used
to help the researcher understand the purchase decision of the ordinary consumer with different
income group.

III. RESULTS
All the interviews were carried in Alabang and were conducted on 5 December 2013. From the
beginning of the interview, some introductions were made to the respondents on the concept of
externalities and social responsibilities. In general, all the three respondents know well about the
concept of the externalities and social responsibilities after the brief introduction.
For the first case, the respondent is considered as a high income group with a family size of 3
and an average monthly income of Peso 200,000. The respondent of the first case strongly agreed
the externalities as a general concern. He also strongly agreed that individual and corporation
should have their social responsibilities. In terms of making purchase ethically, he agreed with
that. He also strongly agreed that buying from a company with negative externalities is an
ethical or moral issue. He believed people should not buy from the company with negative
externalities and he himself will strongly disagree to buy from the company with negative
externalities. Finally, the first case agreed that externalities is a key factor in making the
purchase decision. The other factors in making the purchase decision included price, quality and
product supports.
For the second case, the respondent is considered as a middle income group with a family size
of 3 and an average monthly income of Peso 25,000. The respondent of the second case strongly
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agreed the externalities as a general concern. She also agreed that individual and corporation
should have their social responsibilities. In terms of making purchase ethically, she agreed with
that. She also strongly agreed that buying from a company with negative externalities is an
ethical or moral issue. She believed people should not buy from the company with negative
externalities and she herself will strongly disagree to buy from the company with negative
externalities. Finally, the second case agreed that externalities is a key factor in making the
purchase decision. The other factors in making the purchase decision included price and quality.
For the third case, the respondent is considered as a low income group with a family size of 1
and an average monthly income of Peso 2,000. The respondent of the third case agreed the
externalities as a general concern. He also agreed that individual and corporation should have
their social responsibilities. In terms of making purchase ethically, he agreed with that. He also
strongly agreed that buying from a company with negative externalities is an ethical or moral
issue. He believed people should not buy from the company with negative externalities and he
himself will strongly disagree to buy from the company with negative externalities. Finally, the
third case agreed that externalities is a key factor in making the purchase decision. The other
factors in making the purchase decision included price, quality and convenience of purchase.
During the structured interview, the three cases show their personality that the replies to the
structured interview represented their thinking. Although the respondents sometimes thought
for a while before they answered the interview, it would represent their thinking process and
took the interview seriously. As an overall, the observation did support the interview. As a
conclusion, the answers to the interviews support the proposition.
This research applies the logic of multiple-case studies. Each case was predicted for similar
results (Yin, 2003) [29]. Each case was treated as a separate study. A cross case word table was
prepared to display the data from the individual cases and analysis was made on each individual
question and the propositions to see whether it supports the literal replication.
From the cross case analysis across the three cases, the literal replication analysis could be
shown as in Figure 3.
The conclusions on all the questions show that all the three cases support the propositions. It is
consistent with all the three cases. Literal replication could be claimed on these. This confirms
that ordinary consumer will not support a company with negative externalities. This will be
reflected from the buying behavior in the purchase decision making. As the three cases represent
the high income group, the middle income group and the low income group, the results support
that the ordinary consumers willing to act ethically not to support a company with negative
externalities in general. Literal replication from the cross case analysis across the three cases
(Yin, 2003) [29] could be claimed for all propositions in general.
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FIGURE 3: CROSS CASE ANALYSIS ACROSS THE THREE CASES

IV. CONCLUSIONS
As this is an explanatory research using a multiple case study method, this research
investigated whether ordinary consumer will support a company with negative externalities.
From the results of the three case studies, the theories and propositions are supported and literal
replication (Yin, 2003) is expected on the propositions.
Under the condition of perfect competition with the information flow is free and available to all
parties in the market, traditionally, externality is considered as one of the market failure causing
Pareto inefficiency. The problem of externality will result in a way that too much scare resource
is allocated to the economic activities with negative externalities.
From the view of the buyers or consumers, by applying the ethical characteristics of the buyers,
externality will be addressed by the ethical responses of the buyer. In other words, with the free
flow of information, the perfect market will address the externality naturally as the buy will act
ethically when making the buying decision. The literal replication from the three case studies
supports this argument.
If the buyers know a particular producer to have negative externalities, the buyers could not
buy the goods and services of this particular producer even though the price of the goods and
services of this particular producer could be lower than the market.
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With the buyer will act ethically in the perfect market, the producer with negative externalities
will suffer from lower demand such that they will improve the negative externalities impact to
public. As such, the externalities issue will be adjusted by the perfect market naturally.
If majority of the buyers will not support the company with negative externalities, the perfect
market condition will already adjust the externality into Paerto efficiency naturally through the
ethical considerations of the buyers. The application of Pigouvian taxes and Coase theorem may
not be necessary. This is a new approach to the market failure problem of externalities without
any necessary to consider how to internalizing the externalities.
With the increasing interest to the public on the environment protection and sustainability, the
externalities of the company is increasing important to the consumer and the public. This is an
area which could need further research to help the company to form the proper strategies for
ultimate growth and long term positive performance of the company.
The perceived ethics of a firm plays an important role during purchase decisions. Consumers do
care about corporate ethical behavior towards stakeholders and this affect their purchase
decision. Ethical behavior can thus provide an effective way of differentiating a product in
consumer’s perceptions and these perceptions do affect purchase decisions. Thus, ethical behavior
can affect the business performance of a firm.
Firms should encourage ethical behavior not only as corporate citizens but because this
behavior may benefit the enterprise in a world where consumers care about business ethics and
are willing to back up this concern with action when making purchases. These benefits are
accrued, however, only if the firms make its ethical standards public.
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Abstract
The expectations of consumers, employees, investors, partners of business and local communities to the
role of companies in the folk have increased. Thus, guidelines, principles and codes are recommended for
the proper conduct of business. Governments, nongovernmental organizations (NGOs) and local
communities are demanding to increase transparency and accountability, not only in the daily operation of
enterprises, but also in terms of how its operations affect the Society. Indeed, in our research paper we
examine the explanatory theories the activity of social responsibility of the company and the corporate
social disclosure, the relationship between these different theories and the evolution of communication
accounting of social information by companies over time.
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I. INTRODUCTION
The concept of social responsibility today there is a renewed interest on the part of companies
as well as all stakeholders. This concern is considered more pressing as a result of various
financial and accounting scandals in the area of governance and ethics, which cost dear to
shareholders and other stakeholders.
Many companies adopt moral values such as integrity in their daily operations management,
and develop ethical codes describing responsible behavior. Thus, they become increasingly aware
of the importance of their role as the acting companies in solving socio-economic problems.
Indeed, in recent years we have noticed growing interest to towards the concept of corporate
social responsibility. This responsibility can be social, such as the role that businesses play in
promoting the health and safety of their employees, protecting the environment, the fight against
corruption and respect for human rights in the communities where they operate.
Some researchers try to examine the characteristics of socially responsible companies. Philips
and Claus [1] emphasize that the concept of social responsibility appears more frequently in
industries with high product differentiation and strong regulation. While, McWilliams and Siege
[2] find that the degree of social responsibility depends on the company size, degree of
diversification, its research and development, its advertising efforts, its sales, income consumers,
market conditions and its life cycle.
Communication of information on social responsibility is now a must for businesses socially
engaged. Thus, Perez [3] considers that accountability (Accountability) is now inherent in the
principle of responsibility; one cannot exist without the other. Indeed, if we do not realize we
cannot be responsible.
The company must define a formal system of communication that must be maintained to
resolve conflicts that may arise. This system should include a clear definition of social actors, the
language they use and means of communication. Thus, the role played by the social reporting
was often limited by the literature in the context of financial reporting which mainly concerns the
economic dimension of corporate responsibility.
The review of the literature on the diffusion of social information identified three approaches
most often used by research and enrolling in this area, namely, the positive accounting theory,
the theory of legitimacy and the theory of stakeholders.
The dissemination of social information has been considered, on the one hand, in terms of the
stakeholder theory (Stakeholder theory) as a form of social accountability. Under this approach,
the company communicates social information at “any group or individual who can affect or be
affected by the achievement of the organization” [4].
On the other hand, under the theory of legitimacy, CSD information is intended to show “the
convergence between the values associated with organizations or related to their activities and
the standards acceptable behavior by the social system to which they belong’’ [5]. In addition to
Copyright © 2014 Helvetic Editions LTD - All Rights Reserved
www.elvedit.com

209

International Journal of Academic Research in Management
Volume 3, Issue 2, 2014, ISSN: 2296-1747

these theories that belong to the current interpretive, political and contractual theory provides a
framework to explain the behavior of corporate social disclosure. Traditionally, this theoretical
current which is based on theories of agency and regulation has objective to explain the choice of
accounting methods by managers.
Thus, the theory of generalized agency allows the introduction of relationships other than the
shareholder relations managers and creditors-CEOs, and considers the relationship between the
managers and other stakeholders of the company to explain the practical of CSD company
information.
Ullmann [6] highlights the difficulties of researchers to register their reflection within a
theoretical framework. Thus, studies dissemination practices involve concurrently to each of
these theoretical frameworks and no consensus has emerged among researchers concerning the
preferred approach.
Thus, this research paper, we examine three theories mentioned above and their relationship
with the practices and commitments in corporate social responsibility activities. We start by
defining the concept of social communication. Then, we present the theory of agency and positive
accounting theory, then we present the theory of the stakeholders, afterwards the legitimacy
theory is analyzed. We close this first section by a synthesis of the relationship between different
theories. At the second section we discuss the evolution of the practice of disclosure of social
information through the use of various communication media according to the approach of
accounting and management. Finally the results of our analysis and discussion represent a model
of the full report which exposes a huge challenge for business organizations, requiring a
significant commitment of resources to communicate their commitment to CSR activities. Failure
to meet this challenge enables business organizations to continue to avoid responsibility for their
continued non-viability. This article ends with a personal opinion on how the implementation of
the framework of social accounting and sustainability could proceed.

II. THE CONCEPT OF COROPRATE SOCIAL DISCLOSURE
A. Definition of CSR
Companies are now increasingly aware that commercial success and profits for shareholders
does not arise from of maximizing short-term profits, but instead require a behavior that justifies
and reinforces social responsibility.
According to Capron [7], social accounting has a variety of meaning from multiple authors and
user groups. Some confusion exists because the same terms are used in different ways in
different countries, and they do not cover the same fields. However, in general, we note that this
is the information system than it aims to express negative or positive contribution of the
company to its environment.
The social accounting has been discovered in the 60s, and she is cared only the areas that
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concern human dimension. Then, in the 1980s, it was extended to the protection of the
environment in the name of environmental accounting. Thus, the object of a social accounting
therefore encompasses environmental and social concerns.
The research conducted on the topic of social responsibility has tried to address different
aspects of corporate behavior, through the information they broadcast. Thus, the social reporting
has become a relevant research to study the different behaviors that accompanied this
movement; however, the term of reporting was mainly linked to financial accounting. According
to Gray et al. [8], the financial reporting aims to financial mapping of specific economic events
made by a company to provide and present information necessary for various users. According to
that idea, it is a restricted view of the interactions that can occur between the organization and
its economic and social environment.
In this context, the social reporting defines the factors that govern the relations of business
with the Company, the major international CSR initiatives, the codes of conduct, the
international and national law, the corporate governance, the public pressure, the reputational
risk, and the investor pressure.
B. The Type of the Social Disclosure
The social disclosure can be defined as the announcement of financial and non-financial
information relating to the interaction of the company with its natural environment [9]. It can
generally be considered the publication of information on the activities of the company, its
aspirations and its image among the public with regard to the environment, the community,
employees and consumer issues [10]. In this context, Haron et al. [11] indicate that social
disclosure provides positive information that confirms that the operation of the company is in
harmony with the environment. On the one hand, this disclosure shows that the company is
required to organize training programs for employees, and that the policies of waste management
are effective. On the other hand, societal disclosure may be negative, indicating that the
operation of the company is to the detriment of the environment, such as the inability to control
or reduce pollution, or failure to solve a social problem.
Aaronson and Reeves [12] suggest that stakeholders exert pressure on companies to develop
their practices in the field of CSR activities. This pressure is seen as a catalyst for governments
and other institutions to prepare the various accreditation guidelines and standards of CSR
practices and social reporting mechanisms. However, these efforts do not attempt to make the
societal as mandatory disclosure, but trying to find a way in which company shares will be
empowered. Thus, Van der Lann [13] recommends the emerging form of social disclosure,
disclosure sought by which all stakeholders are demanding companies to report on social and
environmental activities.
In the same line, Hope [14] explains that the commitment on CSR activities is based on five
factors at the country level: the audit costs, laws, the efficiency of justice, the superiority of law
and shareholder protection. Aerts et al. [1] analyze the determinants to explain international
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differences in the practice of environmental disclosure across a sample of countries. Thus, their
research showed that companies in the United States have the highest level of these societal
practices, followed by Canada, the Netherlands, France, Belgium and Germany. Indeed, in
countries where the implementation of CSR activities is high, the researchers found that
mandatory disclosure is heavily regulated, resulting in higher levels of disclosure. As a result,
companies in North America that operate in the regulatory environment compared to firms in
continental Europe, they disclose more environmental expenditure information related to its
environmental risks, the pollution reductions and sanitation.

III. THEORETICAL FOUNDATION
The use of an appropriate theoretical framework that clarifies the disclosure of social
information is needed to explain why governments are increasingly aware of the importance of
non-economic issues. Indeed, this theoretical framework has two levels at the country level and
at the enterprise level. Thus, at the country level we find the factors that determine the
sensitivity of the community to the importance of corporate social responsibility (CSR), and
therefore the level of pressure on companies. While the level of business includes factors that
determine its response to social pressure and the degree of disclosure, this level also identifies
the benefits of disclosure for companies. The two levels are linked in a way that the factors
affecting the level in the companies are those same in the countries.
Therefore, in order to analyze the determinants of social disclosure we examine the agency
theory (A), the politico-contractual theory (B), and then we focus on the theory of interest groups
that defined the different stakeholders (C). Finally, we study the theory of legitimacy in order to
explain the incentives of social reporting (D).
A. Agency Theory
The agency theory captures the firm as a legal fiction, node a set of contracts (formal and
informal), or an agency relationship between partners (stakeholders) that compose it. Indeed,
Watts and Zimmerman [15] based upon the principle that the stakeholders act in a relational
way to maximize their personal utility. The system of coordination of individual actions is based
on delegation and relations (explicit or implicit) that mandate. Thus, given the asymmetry
information of contractors, limitation and incentive clauses are necessary to reduce the
differences of principal-agent interests.
Thus, the assumptions on which the agency theory is based according to the study of Watts and
Zimmerman[15] are:
• Conflicts of interest between shareholders and creditors in order to guard against wealth
transfers made to the detriment of creditors, loan contracts include clauses formulated from
accounting ratios restricting the action of leaders. This leads tempting of School Rochester to
hypothesize of debt that the indebted companies must focus on accounting methods and the
practices enhancing the result.
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• Conflicts of interest between shareholders and managers: To reduce the risk of opportunistic
behavior by managers, companies give them profit sharing plans are generally which based on
accounting indicators. This reasoning leads to the hypothesis of compensation that executives in
firms with high capital dilution must focus on accounting methods that increase income.
The theoretical models developed framework within of the agency theory emphasizes the
studies contractual relationships between managers, shareholders and creditors. Thus, disclosure
of social information is an important tool in the context of contract management shareholdermanagers. Indeed, shareholders bear the costs of monitoring to increase their information on the
practices of leaders. Thus, they will try to use accounting information disclosed to defend their
own interests, and demonstrate to shareholders that management is effective.
Indeed, we are based on the research of Dierkes and Preston [16]; these authors argue that the
social diffusion is a response or a reaction to the regulator pressure (Securities and Exchange
Commission)1. On the other hand, the researchers add that large companies are subject to special
attention from the public.
In the same line, Hackston and Milne [9] suggested as an explanation of the social disclosure in
the annual reports, the size and sector of activity as variables that explain the political visibility
of the firm. Indeed, they propose to study the relationship between the economic performance of
companies and their broadcasts of social information, and the influence of multiple listing on
these disclosures. The result of this study confirmed the importance of size as a factor
stimulating social accounting practices.
B. Positive Accounting Theory
With their article in 1978, Watts and Zimmerman initiate a powerful stream of research
referred to as the expression of positive political theory or contract theory. This theory was
developed in a deductive and normative interaction, and considers that the choice of accounting
methods by companies is a reflection of agency relationships within the enterprise, and political
costs they may incur.
The main results presented by Watts and Zimmerman [15] showed that the accounting
disclosures published by companies have information content for the financial markets. Thus, the
results unanticipated by the market produce abnormal returns in the same direction and with
variations connected. However, Watts and Zimmerman [15] point out that financial and extrafinancial disclosure have no informational content to the extent that they provide information
about the cash flows of companies. In order to make assumptions regarding the behavior of users
of accounting, we rely on the agency theory and the theory of regulation.
In this sense, the theory of regulation, the political process is seen as an agreement between the
1

The Securities and Exchange Commission (SEC) is the U.S. federal agency for regulation and supervision of financial
markets. Its powers and composition were substantially modified by the Dodd-Frank Wall Street Reform and Consumer
Protection Act of 2010.
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people who want to maximize their personal interests through transfers of wealth. This theory
highlights the existence of political and fiscal costs, which are anticipated by managers in their
accounting choices.
The third hypothesis tested in the context of the research program of Watts and Zimmerman
(1978) [15] set out the theory of regulation. Thus, according to this theory, in order to limit the
risk of the emergence of fiscal or administrative regulation, and does not attract competitors in
the sector, large companies can reduce their political visibility by seeking the most of profit
neutral in their favor relations with the government or the political class. This reasoning leads to
the hypothesis that the size of large firms discloses social and environmental information in their
annual reports [17].
According to the politico-contractual theory highly leveraged firms adopt accounting methods
that increase their profits. In the same line of ideas, Belkaoui et al. [18] argue that firms that
undertake specific expenditures putting out their commitment in social responsibilities, have a
primary objective of change in accounting period results and clauses in their contract debt.
Indeed, the decision to dissemination of social information in the annual management reports is
motivated by this vision by reducing the accounting profit related to costs of social commitments.
Thus, Belkaoui and Karpik [18] find a negative relationship between the CSD (corporate social
disclosure) information and leverage the firm level.
However, by referring to the notion of exclusive costs, company managers must give importance
to the negative consequences resulting from the dissemination of social information. Exclusive
costs are borne by the firm when the social disclosure is necessary for third parties whose
interests diverge from those of shareholders [19]. Thus, the ability of the firm to bear exclusive
costs is related to the level of social disclosure in annual reports of management or separate
reports. As a result, companies with high debt levels are less communicate social information,
since these disclosures negatively affect the review of firm by financial institutions.
C. Stakeholders Theory
Interest groups, stakeholders, beneficiaries, stakeholders, are translations of ‘stakeholders’.
The theory of stakeholders was established to meet the most critical existed in the area of
corporate social responsibility, namely that of the economist Milton Friedman. In 1970, Friedman
published in the New York Times Magazine article “The Strategic Responsibility of Business is to
Increase Profits” , where it announced that it is inconceivable to define the social responsibility of
the company in terms other than maximizing shareholder wealth.
Friedman presents five reasons. First, the company is an “artificial person”. Therefore, it
cannot have moral responsibility. Secondly if the company accepts the social responsibilities then
profit will no longer be the main objective, and there will be interference from political and
economic mechanisms. Third, Friedman confirms the argument of “visible hand” of Adam Smith,
stating that social welfare is achieved when each carries its own interest. Fourth, on the one
hand, managers are the agents of shareholders, and on the other hand, they promote and protect
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their own interests. In this contest, the fifth reason presented by Friedman is the fact that the
costs of achieving moral goals will have a negative impact on shareholders since they can reduce
dividends, or on consumers because they cause an increase in price, or on employees as they
cause a decrease in wages.
But the concept of stakeholders continues to be a central theme of corporate social
responsibility. So the development of this concept is based around the issue of integration of
different stakeholders with their often-divergent interests in the activities and decisions of the
company. Thus, the practice of social responsibility by enterprises is hampered by two concepts:
the concept of the visible hand and the concept of the hand of government.
Jensen [21] suggests that the stakeholder theory should not be seen as a legitimate competitor
to the maximization of value because it fails to provide a full explanation of the purpose of the
company or of its objective function. Thus, if the value maximization provides company managers
a simple goal, the stakeholder theory led managers companies to serve several parts.
Moreover, Bollecher and Mathieu [22] propose maximizing the value enlightened2, that which
according to them is equivalent to the theory of enlightened stakeholders. Indeed, maximizing
the value enlightened uses much of the structure of stakeholder theory but accepts maximization
of the value of the firm in the long term as a criterion for making the exchanges required between
the partners. Similarly, the theory of enlightened stakeholders defines the maximizing of value
in the long term as an objective of the firm and therefore solves the problems that reveal multiple
objectives, accompanying the traditional theory of stakeholders.
D. Theory of Legitimacy
The theory of legitimacy is based on two fundamental ideas; companies need to legitimize their
activities, and the process of legitimacy that confers benefits to businesses. Thus, the first
element is compatible with the idea that social disclosure is related to the social pressure. In this
context, we say that the need for legitimacy is not the same for all companies due to the degree of
social pressure to which the company is exposed, and the level of response to this pressure.
Indeed, there are a number of factors that determine the degree of social pressure on companies,
and responses to that pressure. These factors are potential determinants of corporate social
disclosure. The second component is based on the idea that companies can expect to benefit by a
legitimate behavior based on the social responsibility activity. In addition, we argue that the
legitimacy theory provides a comprehensive framework to explain both the determinants and
consequences of social disclosure.
The academic literature has shown that companies use corporate social disclosure as a response
to the pressure of public policies on social responsibility. In this context, social accounting is seen
as a response to social conflicts between shareholder wealth and social demands of other
stakeholders such as environmentalists, workers, consumers, and minorities [23]. Indeed, the
2

This theory is based on maximizing the long-term value as an objective criterion of arbitration of conflicts of interest.
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increasing social pressure on irresponsible companies, sometimes accompanied by negative media
coverage led the private sector to develop relationships with the country [24]. Thus, Walden and
Schwartz [25] suggest that public policy pressures in the years 1960 to 1970 led to a substantial
increase in corporate social reports, although this pressure has decreased during the 1980s.
The increase of social pressure may arise from dissatisfaction government, new policy actions,
or increased by regulation surveillance [25]. However, Boulding [26], Walden and Schwartz [25]
note that public social pressure is composed of three non-market environments: the cultural
environment which is composed of the values and attitudes of the population, the political
environment that is created always new laws and penalties, and legal environment includes
laws, regulations and possible sanctions. Indeed, cultural changes can have a significant effect on
political action and more, on the legal structure. Thus, public pressure may increase due to public
concerns, political bodies or regulatory of agencies [26-27].
According to Aerts and Cormier [28], the concept of legitimacy is a multi-faceted and multidimensional phenomenon. Thus, the legitimacy refers to the characteristics to be legitimate by its
implementation in a framework through which something is considered right and good [29].
Indeed, the legitimacy is considered an intangible asset that determines the ability of a firm to
accumulate capital and personnel that may influence survival.
However, Zimmerman and Zeitz [30] indicate that there are strategic actions that lead to
legitimacy, while legitimacy in turn generates other resources that enable its survival and
growth. In addition, legitimacy has an important role to win support for the activities of the firm,
and at the same time it forms a niche for its support.
On the one hand, Patten [31] states that social legitimacy is distinct from the economic
legitimacy, but this social legitimacy are not certain on the market, rather through public
policies. While Aerts and Cormier [28], indicate a distinction between normative and cognitive
legitimacy regulators. They find that the legitimacy of environmental reports has been discussed
in the literature is mainly a normative legitimacy, which incorporates an important regulatory
component. Thus, the laws, regulations and formal rules are benchmarks, more there was an
alignment between corporate behaviors with the relevant standards of values, the legitimacy is
normative [32].
On the other hand, Tilling [33] supports the idea that there are two broad categories of the
theory of legitimacy, institutional legitimacy refers to the type of organizational structure, this
legitimacy has gained acceptance of the folk whole. While the legitimacy of the organization
(strategic legitimacy) which refers to companies, seeking legitimating by the approval or waiver
of sanctions stakeholders in the folk.
Consequently, the theory of organizational legitimacy states that a company can occupy one of
the four phases over its legitimacy, establish the legitimacy, maintain the legitimacy, extend the
legitimacy and defend the legitimacy.
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In this sense, Tilling [33] confirms that the development of the theory of legitimacy, the
possibility that the firm may not be able to successfully defend its legitimacy and begins to lose
should be added to the model. This phase of loss of legitimacy is more likely to be overwhelmed
by the support of the media, the monitoring by NGOs, and monitoring by government regulation.
Thus, during the phase of this loss, the firm is more likely to increase its social and
environmental disclosure in order to meet a specific threat. Accordingly, Suchman [34] supports
the idea that the theory of the legitimacy of an institutional point of view means firms, managers,
performance measures and public needs.
E. Relationships between Different Theories Examining Practices of CSR
Freedman and Stagliano [35] indicate that it is probable that there is not an only motivation to
disseminate social information. These depend largely on the attitude of officers towards
stakeholders of the company.
Deegan [36] emphasizes the voluntary nature of corporate social disclosure and attempts to
establish a list of reasons that lead managers to make decision disseminate such information,
including:


The desire of CEO to comply with the law;



Considerations of “economic rationality” for the benefit for company appear to “what is
good”;



The belief in the need for responsibility and accountability, linked to the awareness of
the leaders of the existence of inalienable rights of individuals information that must be
satisfied at all costs;



Meet the demands of creditors;



Meet the expectations of civil society;



Respond to threats to the legitimacy of the company and related attention.

The interpretation given Hill and Jones [37] of the agency theory and the theory of the firm as a
node of contracts, through the stakeholder theory, allows to highlight the specific role of CEO and
their differential position vis-à-vis other stakeholders in the organization. Managers appear to be
unique in that they are the center of the node and contracts are the only group maintaining a
contractual relationship with all stakeholders.
They noted the information asymmetry between managers and other stakeholders and oppose
the concentration of resource control by leaders at the diffusion control of resources between the
different stakeholders.
Mitchell, Aggle and Wood [38] emphasize the important role of the CEO in this perspective. The
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organization depends on an environment consisting of set divergent interests. It is necessary to
draw the attention of the CEO or send him requests so that reconciles stakeholders.
The priority of stakeholders and depends on perceptions CEO, thus, Mitchell et al. [38]
questioned the role of the characteristics of the manager in the process of identification and
classification of stakeholders. These researchers suggest that these characteristics play the role
of moderator in the relations with stakeholders. The values of CEOs, especially their position in
relation to the social regulation or their propensity to continue or sacrifice their own interests
and their ability to understand their environment are characteristics that can guide decisions of
the CEO.

IV. INSTITUTIONAL PROPOSALS FOR THE DISSEMINATION OF SOCIAL INFORMATION
A. The Model of Ramanathan (1976)
Ramanathan [39] outlines a standard diffusion through the definition of six concepts intended
to implement the objectives of measurement and distribution, defined for accounting societal.
The first three concepts defined by Ramanathan allow operationalizing the first objective
measurement attached to the social accounting and determine the criteria for societal-level
performance of the company. The first concept of social accounting is that of social transaction
[40]. To define this concept to exploit the first objective measurement, Ramanathan recalls that
many transactions between the Society and the Company, for example, positive or negative
externalities, are not market transactions. Thus, it defines a social transaction as “the use or
supply by the company of socio-environmental resources that affects the absolute interest or on
various social components of the company and which is not made through the market”.
To clarify this definition, two new concepts are in turn defined: the concept of social costs/
revenues and the social outcome. Social costs represent the sacrifice, by the Society, the resources
consumed by the company during the social transaction, while social income are the benefits
derived by the Company, the resources produced by the company during the social transaction
[41]. These are, respectively, measures of positive and negative externalities. These two concepts
involved in determining a third, social outcome, which represents the net business for the period
social contribution. This income is calculated by the algebraic Sleeping net income of the
company, measured in the traditional way, and the aggregation of its social costs and revenue.
To translate the other two objectives of social accounting, measuring social performance at the
macro level and standard diffusion, Ramanthan [39] proposes to define the concepts of social
components, social equity, and finally, net social contribution.
Social components are different of social groups to which the company is supposed to be bound
by a social contract. Each of these groups can measure changes in its rights with respect to the
company, resulting from social transactions: thus, Ramanathan defines social equity. Finally, it
is possible to define the net social contribution of a firm as the aggregation of its non-market
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contributions to the welfare of the Society, less non-market withdrawals made by the firm on the
resources of the Society [42].
B. Dierkes Standards and Preston (1977)
Dierkes and Preston [17] proposed several standards of corporate societal disclosure some of
which are inspired by broadcasts from companies.
The first broadcast standard proposed by these researchers applies to information
environmental. This framework focuses to a defined set of factors the environment, the disclosure
of commitments “input” of the company (investments, costs, and hours of labor) and performance
“outputs”. There is specified, in performance, the external side effects such as effects of pollution
on the surrounding communities or the ecosystem are excluded from broadcasts. Dierkes and
Preston [17] state that “such effects, which are also of importance, cannot be considered only
through extensive studies in depth and can be integrated into a system of continuous and regular
reporting”.
Dierkes and Preston [17] provide a standard of comparison for further spread of societal
performance of the company with a number of standards.
The diffusion framework proposed by these researchers, from the point of view of societal
performance of the company on the one hand, a description of the policy or program of the
company on a particular theme. On the other hand, are published the current available data on
the implementation of this policy or program. To enable comparison, the standard provides to
include one or more standards face levels social performance of the company [43].
The model of “compliance report standard” advocated by Gray, Owen and Maunders [44] is in
continuation of the previous. The researchers emphasize the eminently simple character of this
model whose objective is to indicate. “For businesses, the level of compliance with their social
performance levels of performance standards defined in a number of areas framed by standards”.
For each topic dissemination, the report mentions the required standard and that the source is
at the origin, the comparative performance of the enterprise for year (n) and year (n-1) and
relative the industry average. There is also provided a narrative section to clarify the terms used,
making mention of inspections by a competent body and the response from the company.
C. Environmental Report Generated by the Environmental Accounting
The environmental report is a document issued by the company to show how environmental
policy and rely effort to reduce the negative impact that its activities have on the environment.
However, this report is one of the main channels of communication companies that have achieved
good environmental performance. Thus, this document becomes a tool to demonstrate the
company's efforts to integrate the environment into its management system and its policy of
environmental responsibility [45].
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According to Neu, Warsam and Pedwel [46], the managers responsible for the publication of
environmental information operate their choice at the nature of information and its presentation.
Thus, these managers make a quantitative and qualitative assay, and act on the format,
including the choice of colors and patterns of visual communication in order to influence the
opinion of users.
In this context, the environmental report can also be influenced by a cost / benefit analysis.
Thus, the benefits generated by the processing and disclosure of the information contained in the
environmental report must exceed the level of business costs necessary to achieve this
communication [47].
D. Environmental Information Contained in the Financial Statements
The United States, Canada, Norway, Sweden, and France are the only countries where there
are recommendations to present and include environmental information from the financial
statements or annual report disclosed by the company.
Thus, the U.S., the basic texts leading to the presentation of environmental information in
accounting is the general standard of FASB No 5 on the recognition of latent risks. This standard
states that if a loss to a probable latent risk and sufficiently certain in amount, it should be
recognized as liabilities and risks in the notes to financial statements. This position allows
integrating quality and quantity in the financial statements any financial impact of a latent
environmental risk. In addition, the SEC (Securities and Exchange Commission) sanctioned the
company does not make the disclosure in its report K-10 any risk to the protection of the
environment and have a significant impact on the accounts.
E. Accounting Standards in Publishing Social Information
The designing a communication strategy in terms of overall performance is an important aspect
of the mandate given to the company management and pertaining to the creation of value [4849]. Thus, the communication strategy in terms of social and environmental performance is a
compromise between several constraints and requirements. However, a communication strategy
can be seen as resulting from a financial assessment of the economic costs and benefits there
under (the theory of information costs), or as a response to media exposure (theory of legitimacy).
During the last decade and there is no obligation that force, companies began to make public in
their annual reports information on their performance in the social and environmental protection
[50]. Several authors such as [51-53] stress the imperfection of this tool to the extent that they
noticed a wide variety of practices and indicators making it very difficult decision making.
Similarly, Capron and Quarel - Lanezelée [54] state that the social reporting differs from one
company to another.
The Global Reporting Initiative (GRI) is an international company that is given the mission to
develop and disseminate recommendations and guidelines of general application for the
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production of reports on sustainable development. These reports are used by companies to realize
economic, environmental and social dimensions of their activities, products and services [55].
In this sense, the ‘GRI’ has developed a series of indicators to measure and assess the impact of
business activities on the Company. These quantitative and qualitative indicators. They are
divided into three categories: economic, environmental and social effects, then under various
categories and aspects covered. Thus, there may be one or more indicators treaty appearance. So
we distinguish the main indicators that it is mandatory to mention, and additional indicators.
F. EPA “Environmental Protection Agency”
This is the most influential in its class and the most active, taking serious measures to sanction
polluting enterprises body. The EPA is funded by the U.S. government in sixty years federal
agency whose mission is to control polluting companies, pursued after justice, their imposing
financial sanctions and denounced their polluting activities. Indeed, several research studies
have shown that not only the operating system, stock prices and the image of continuity polluting
enterprises are affected by the disclosure of environmental and social information, but the
information published by the EPA on these companies, and the consequences of their activities on
the environment [52].
In addition, the U.S., the thresholds are exceeded by industrial pollution is very uneconomical
given the financial penalties and legal actions for damages brought by the EPA against the
polluting company. Thus, by the powers vested in him, the EPA can force polluters to disclose
certain information as in the case of its decision in 1996 which forced the companies in the sector
of the chemical industry to make public accounting information and not accounting for the
pollution emitted and generated by these companies. This decision was strongly opposed by
industrial firms because this information affects the competitiveness [56].
G. Environmental Management and Audit System or ‘EMAS’
European countries have developed management procedures contractual pollution in the form
of private contract between individuals and the State. Thus, companies spend a voluntary
agreement with the government committing to a defined administratively and especially obtain
convincing results in terms of reducing environmental damage procedure. The Netherlands and
Germany, after an initial environmental analysis, companies have more contractual relationships
with authorities in establishing action plans [57]. In exchange for this commitment, the
companies will have a wide margin of maneuver in the environmental objectives and especially
the means to work with an easing of controls. It is in this sense was conceived system of
environmental management and audit ‘EMAS’. The system ‘EMAS’ is to provide industrial
establishments’ voluntary certification of an environmental strategy planned and adapted to local
environmental and socio-political context of the company.
H. Codes of Ethics
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Interest in organizational ethics codes intensified in the 1990s [59]. However, such documents
are not new organizational devices. Studies in the 1950s found that between 15 % and 40 % of
large companies have ethical codes. In 1992, the proportion increased to 93 % of U.S. firms
examined, and 83% of companies in North America and Europe [60]. Thus, the standard for large
U.S. firms in the 1990s and they must have a code of ethics or a written code of conduct.
Firms have codes for several reasons. Codes of ethics are an attempt to improve the
organizational climate so that individuals can behave in an ethical manner [53]. Thus, according
to Schwartz and Carroll [61], ethical controls are necessary because the legal system and the
market does not necessarily lead to organizational behavior that considers the moral impact of
business decisions. Indeed, other authors find that firms need codes of conduct to run the
business as a profession like medicine or law. Codes of ethics are guide professions, they can also
be regarded as attempts to institutionalize the morals and values of the founders of the firm so
that they become part of the culture of the company and they help socialize new individuals in
the culture.
I. Social Report
Social audits can be defined as “the publication by the company of information on how it
captures the environmental and social impacts of its activities” [54].
The publication of a social report is chosen by some companies as a technique in the process of
communication on the social responsibility of the company. This is a report on the economic and
social impact of business activity and summarizes the commitments, the process of
implementation and outcomes [62].
In addition to its strategic management functions (definition of social responsibility strategy of
the company), internal communication (used to transmit the values of the company to employees
and subsidiaries to raise awareness of their individual responsibility and their legitimate
sustainable development) waiting, this report also provides a tool for external communication.
The publication of this report in the context of a growing government interest for the
presentation of business performance in the social field.

V. CONCLUSION
This article reviews the accounting newborn; the corporate social responsibility, its practices,
its disclosure and explains the different theory which promotes a framework for developing the
model of social accounting. The objective of this framework is to provide guidance for the future
development of social and environmental accounting. Whether or not it will be beneficial to apply
the model structure of traditional financial accounting and social accounting framework for
sustainable development. Consequently, the practice of social accounting should benefit from the
history of financial accounting. On the one hand, a first current research considers, indeed, the
social reporting of companies as a branch of traditional accounting. Among the proponents of this
approach, we quote Ramanathan [39]; Gray, Owen and Maunders [44] who consider that
research in social reporting should follow the same rules as financial reporting.
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In this context, the social information is complementary and consistent with the disclosure of
economic and financial information on which the socially responsible investor base to evaluate
the ethical performance of companies with whom it wishes to invest.
On the other hand, the second stream of research examines the disclosure of social information
through the social contract between the firms to society [63]. Indeed, this new method of
reporting is not only to shareholders but also other stakeholders of the firm. This communication
is an important technique in the relationships between managers and shareholders, and other
stakeholders. As a result, we can move forward explanations to the spread of new forms of social
reporting as the publication of the information in autonomous social reports, without legal
commitment by a large number of companies. This self-reports are not intended to shareholders
only, but to all stakeholders with an interest in the company.
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