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Abstract

The present study was conducted to investigate the effects of human resources
training on employee perceived performance in telecommunication business
and to compare such relations in two businesses operating in Somali and
Turkey. The research was conducted on 240 participants employed in a
telecommunication organization operating Galkio province of Somali (Golis
Telekom) and a telecommunication organization operating in Kayseri province
of Turkey (Tiirk Telekom). Current findings revealed that there were
significant relationships between human resources training and perceived
performance of employees and human resources training had significant
impacts on perceived performance of employees. It was also observed that
average training level and performance of Tiirk Telekom employees were
higher than the employees of Golis Telekom and the differences in their
training levels and performances were found to be significant.

Key Words: Human Resources Training, Perceived Performance of Employees,
Human Resources Management, Training, Performance, Employee

INTRODUCTION

Large companies always target worldwide success and competitive advantage. To reach such
targets, they should find and staff quality human resources and have them effectively worked
for the organization. They should also keep a close eye on them to keep employees in their
organization, to create a sense of commitment and devotion in them. In so doing, managers
should pay a special attention to all the core functions of human resources management as
they play interdependent roles in organizational, social and economic aspects. All functions of
human resources management play a significant role in reaching organizational targets and
sustaining the organization in markets.

Organizations today are in continuous economic, technological, social, demographic and legal
changes. Compliance with and management of these changes constitutes the bases for survival
of organizations and their success in international competition. On the other hand,
incompliance with these changes and incapacity in positive response to such changes may
result in extinction of the organization. Especially with the end of technology-oriented era and
transition to “information” age have altered the significance levels of production tools used by
the organizations. Confronting with this new age requires bringing different production tools
forward. Among these new production tools, human resources representing humane side of
the organization are the most significant one. Change and competition have brought human
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resource, once in the bottom, today into the upper most level of organizational pyramid.
Human resources provide great contributions to create organization vision and improve
organization efficiency and productivity. In current century and information society, human
resources and the knowledge they have has a strategic importance for the competitive power
of the organizations. Intellectual workers are the most important and the greatest value-added
item of information society and they are the provider of competitive advantage in today and in
the future. To be on the course of success along the global competition environment,
organizations have to improve their human capital and their organizational supports.
Manpower is the most important production power improving the success of modern
organizations and it is also among the basic items designating the power of an organization.
Therefore, employee training and development are quite significant issues in success of
operations. Employee training and development is also a significant issue for effective
management of changes. Improvement of knowledge, skills, talent and operational level of
human resources provide significant contributions to efficiency and performance of human
resources. Therefore in this study, significance of training efforts in improving individual and
organizational performance was pointed out. From this point of view, initially human
resources management, training and development were focused on and then the effects of
human resources training on perceived performance of employees were tried to be elucidated.

CONCEPTUAL FRAMEWORK
Human Resource Management and Functions
Human resources management (HRM) is ever-growing and transitional concept. Therefore, it is
quite hard to find a standard definition. There aren’t any common terminologies especially in
transitional sciences (Mathis et al. 1997: 25).

HRM is interested in human-related dimension of an organization. It is a support unit for the
performance of organizational functions. The role of human resources management is to
provide supports on human resources management to the individuals directly involved in
production of goods and services or to the line personnel (Gok 2006: 21). Within this
framework in this study, HRM is defined as every kind of function and practice for effective
management of human resources in an organizational or environmental ambient as to be
beneficial for organization, individual and environment and be within the legal frameworks
(Sadullah et al. 2013: 3).

The abundance of definitions is derived from the significance attributed to HRM. Regardless of
how robust the other pecuniary sources, if the human resources are not sufficiently effective,
the possibility of success of an organization will decrease that much. It is impossible to reach
productivity and quality targets with unsatisfied labor force with low achievement motivation.
Therefore, HRM has basic objectives of improving the productivity and basic quality of
professional life. From this aspect, human resources management tries to provide positive
contributions both to productivity and occupational life through using various criteria together
with labor force (Tortop et al. 2007: 16).

In organizations, executives are responsible for implementation of HRM functions. Executives
are the organs responsible for establishing policies and targets of organizations and for
designating the strategies to realize these policies and targets. The success of organization
depends on the emphasis put by executives on relevant activities. The functions of HRM can be
assessed under the headings of: human resources planning; selection, training and
development of human resources; career planning; wage management; occupational health
and safety (Unsalan et al. 2008: 59 ).
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HR managers make plans to supply the organization with sufficient number and desired
quality employees in required time through considering the current potential, development
process and objectives of the organization (Ayka¢ 1999: 93). Human resources planning (HRP)
is based on systematic analysis of current resources of the organization and commonly used to
estimate future HR needs. It also targets efficient use of HR and compliance of estimates with
the HR supply of the organization (Ozgen et al. 2001: 73).

Personnel procurement is an activity performed to search for personnel candidates with
required knowledge, skills, talents and motivation to meet personnel deficit of an organization
designated by HRP and to employ them in the organization (Unsalan et al. 2008: 88). Personnel
selection includes a series of processes composed of decision-making activities to select the
personnel from the candidate group created through candidate search and finding efforts
(Cavdar et al. 2010: 85). Traditional selection process includes; introducing job profile,
application form, tests, ,interviews, reference search, recruitment decision, health inspections,
offering and placement (Geylan et al. 2013: 61).

Career planning includes the processes of: assessment of individual’s own knowledge, skills,
interests, value judgements, strengths and weaknesses; definition of inner-outer organizational
career opportunities; identification of short-medium-long term targets; preparation of career
plans; implementation of these plans. It is a problem solving and decision making process
aiming the most proper correlation between the values and needs of the employees and their
professional experiences and opportunities (Cetin and others: 2014: 126).

Wage and salary management is one the most important functions of HRM. A efficient HRM
requires a satisfactory monetary reward management because wage and salary or reward
management are directly related to other functions of HRM. For an efficient implementation of
activity and practices of wage management, a sensitive payment program and policies should
be created. On the other hand, a reduction in job satisfaction and more frequent personnel
recruitment are observed in organizations without a wage policy. There is a relationship
between performance improvement and wage increase and such a relation is the primary
factor binding the personnel to the job and the organization. When the relationship between
productivity and wages were assessed, labor force productivity can clearly be seen as an
important factor. (Parasiz 2004: 4).

HRM functions are developed with identification, recruitment, placement and orientation of
individuals with desired qualifications and sufficient payment to them. Such functions also
require occupational health and safety for preservation and sustainability of physical power,
sufficiency and skills of the personnel as it was in the first day of job. Occupational health and
safety is a systematic and scientific work for the prevention from health hazards of various
sources during the performance of jobs in organizations (Yiiksel 2004: 235).

HR assessment is another basic subject of HRM. Task performance of labor force employed in
an organization is a quite significant issue in reaching specific targets. Thus, performance
assessment is among the important functions of HRM. However, this issue is quite difficult as
well as being significant. Such difficulty is originated from subjectivity (varying from one
individual to another) of performance assessment (Findik¢i 2001: 297). In other words,
performance assessment is a practice assessing success, attitude, behavior and personality of
employees of an organization based on some objective criteria (Yilmazer 2013: 108). The
personnel is subjected to performance assessment through knowledge, skills and talents
he/she has while recruiting and again subjected to performance assessment for on-job
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performance after recruitment. In this way, current status, development and rewards of the
personnel are determined with this performance assessment (Unsalan et al. 2008: 124).

Human Resources Training

There is a continuous need for development efforts to better benefit from the employees.
Employee development is achieved through preparation of training programs to improve
professional skills, assessment of professional successes and providing consultancy whenever
necessary. Rapid developments in technology, mechanization and automation increased the
significance of training even more (Yiiksel 2004: 198). The need for professional training
especially in 21st century increased together with increasing educational levels of people,
changes in expectations and needs of each new generation, developments in communication
opportunities, advanced technology utilization to meet ever-increasing needs, transition to
automation and excessive expertise. Today, organizations well comprehended the significance
of developing or improving success of their personnel. In any case, training is not a target to be
reached, but only a tool to realize the objectives of the organizations (Bingol 1990: 147).

Training is the primary HR practice used to increase competitive power of the organization.
Without training and development, it is impossible to update knowledge, competency, skill and
experiences of employees and improve their performance as to influence their organizational
outcomes (Uyargil et al. 2010: 162). There are various definitions for training concept.
Training is defined as an effort designed by the organization to ease the comprehension of job-
related competencies by the employees (Cetin et al. 2014: 81). Training is also expressed as a
series of planned activities able to provide certain developments in human behaviors toward
to pre-determined objectives (Sadullah et al. 2013: 165). In another definition, training is
expressed as a process for changing and developing behavior, knowledge, skill and motivation
of employees (Yilmazer 2013: 132).

Increasing organizational performance through positive changes in human behaviors and in
this way ease the compliance of the organization with change and developments are among the
most important objectives of training works (Cetin et al. 2014: 83). The benefits of HR training
can be gathered under two groups (Bayraktaroglu 2006: 78; Ertiirk 2011: 124: Ayan 2013:
155; Bingol 2014: 283): With regard to organization; to increase productivity and/or increase
productivity consciousness; to increase knowledge, skill and talents of employees; to develop
employee-employer relations; to provide adaption and full implementation of organizational
policies; to reduce production, management and personnel costs; to reduce personnel
resistance to changes; to improve decision-making and problem-solving capability of the
organization; to strengthen inter-organizational communication; and to reduce maintenance
costs of machinery and tools. With regard to personnel; to improve self-confidence and sense
of achievement; to increase communication skills and leadership knowledge; to increase job
satisfaction; to realize individual objectives and to satisfy personal requirements; to eliminate
the fear of taking new responsibilities; to increase the sense of belonging; to provide career
development and increase performance. From this point forth, with training function of
organizations, it is possible to improve performance, update skills and knowledge of
employees, solve organizational problems, and help in career development and orientation of
new comers (Tortop et al. 2007: 185).

Perceived Performance

The primary target of organization in general is to achieve high performance, to preserve and
develop their competitive power. While some organizations accept profitability, market share
or quality as the performance criteria, some others accept cost, consumer orientation or
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productivity as the performance criteria. Performance is a concept defining the outcomes of
individuals or groups working in an organization to reach the desired targets (Uysal et al.
2013: 837). It is an indicator to what extend the individuals or groups reached the targets and
standards along with the desired objectives. The performance may decrease or increase with
personality, values, attitudes and abilities of the individuals (Uysal et al. 2013: 837).
Performance may also express the execution level of a task under certain conditions, the
behavioral pattern of an employee or the outcomes of personnel in a certain time period
(Bingol 2014: 367). Lexical meaning of performance is accomplishment of a task by an
individual, efficient finalization of a task assigned to an individual. In a functional point of view,
performance is the level or ratio of accomplishment of a task within the specified standards
between the individual and the task (Ertiirk 2011: 167).

The common point in several definitions of employee performance is the emergence of
performance as a result of the relationship established between individual expectation and
organizational objective. Performance is a qualitative and quantitative measure of the
efficiency exhibited by an employee, a group or an organization in reaching the targets. For an
employee to reach qualitative and quantitative objectives there should be some psychological
conditions related to organizational climate. Besides monetary opportunities like wage and
career development, an organizational environment should also be provided to realize these
objectives (Tutar etal. 2010: 202).

An employee should have a strong morale and motivation to exhibit the performance expected
from him. To do this, a well wage and opportunities should be supplied to the employee,
supports should be provided for his promotion and an attention, affinity and sincerity should
be presented by the other employees. The relevant desire and effort to realize the objective is
totally depend on perception of current opportunities and wage and rewards provided by the
organization (Uygur 2007: 75).

Organizations use different performance assessment methods. Mostly objective, subjective,
qualitative and quantitative methods are employed together for performance assessment. To
measure qualitative and quantitative performance, the measurement or assessment made by
the executives by asking “to what extend the organization is successful with regard to various
performance criteria” through comparisons with the other businesses in the sector is
expressed as perceived performance (Aksoylu et al. 2013: 1008).

Business outcomes are sometimes used to measure direct performance. In cases where
objective measurement of individual business outcomes is impossible or quite difficult,
perceived performance is used as an alternative measure of performance (Mustapha et al.
2013: 22).

In general, there are two dimensions of performance concept. These are “task performance”
and “contextual performance” (Onay 2011: 590). Task performance is defined as the actions
presented by the employees within the frame of business responsibilities providing
technological supports to basic activities of the organization or providing source, material or
service to these basic activities (Unlii et al. 2011: 184). Contextual performance includes
various activities like knowledge of employee about organizational rules and procedures,
obeying them even they are contrary to own opinions, helping to others in the organization,
provide contributions to organizational objectives and presenting an extra effort for the
completion of the business (Onay 2011: 590). In other words, contextual performance in
broader perspective, besides central activities of the organization, points out the activities
enriching organizational, social and psychological ambient of business atmosphere (Unlii
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others 2011: 185). In short, while task performance includes the business-related behaviors of
the individual, contextual performance mostly includes voluntary activities apart from the
activities specified in business definition.

LITERATURE REVIEW

Current literatures revealed that the global competition in recent years highly influenced the
organizations and the ones invested on employee training had competitive advantage over the
others. It was pointed out in many studies that training influenced the performance of
employees. According to Aydinli and Halis (2004), training plays a significant role in efficient
participation of employees in all organizational activities and creates well relationships
between employees and employers. With training, employees perform their business
successfully, increase their self-confidence and create the bases for their career development.
According to Garcia (2005), training has positive effects on business performance. Training
also plays a significant role in improving the productivity of employees. It was also reported
that besides direct impacts on performance of employees, training also influenced the
performance of organization through the performance of employees. According to Truit
(2011), employee training increases entrepreneurship and creativity of labor force, provide
support in prevention of wear of human resources because of difficulties experienced in
compliance with technological changes and variations in ages and attitudes of the employees.
Training also improves the performance of employees through jab satisfaction during the
knowledge, skill and attitude development processes.

According to Kaptangil (2012), continuous development and sustainability of training activities
and an efficient organizational structure are necessary for compliance of organizations with
changing environmental conditions and survive under these conditions.

Shahen et al (2013) indicated the most important effects of training on performance of
employees and organization as; increased product quality and quantity, improved profit ratios,
sustained business stability, minimized risks, decreased organization expenses and production
costs, improved business management, compliance with national and international standards.

Elnaga and Imran (2013) in a study pointed out that sufficiency levels of employees may be
improved with training programs. Then, it was stated that trainings not only improve the
performance and thus the success of employees, but also improve their knowledge levels, let
them gain experience for their future businesses and allow them more regular job
performance.

Falola et al. (2014) indicated that efficient professional training programs positively influenced
the development of employees and based on the level of training program, improved individual
and organizational efforts to reach desired targets and increased the performance of
employees. Similarly according to Bayraktaroglu and Cickusic (2014), in case of well-trained
employees, the management can assign them full trust and responsibility to reach the success.
Well trained employees also use business resources more efficiently and productively.

Right at this point, constituting the basis of this study, apart from targeted objectives, effects of
training programs provided to employees are closely related to what extend education,
development and learning concepts were realized (Aydinl and Halis, 2004: 8).
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METHODOLOGY

Sample

The research sample was composed of the employees of Golis Telekom operating in
communication sector of Somali and Tiirk Telekom operating in the same sector of Turkey.
Golis Telekom (Galkio) has 300 employees. Tiirk Telekom (Kayseri) has about 400 employees.
Therefore, 300 questionnaires were distributed to Golis Telekom and Tiirk Telekom. Then, 112
responds were received from Golis Telekom and 5 of them were excluded for various reasons;
152 responds were received from Tiirk Telekom and 19 of them were excluded for some
mistakes. So, from both organizations, 240 questionnaire forms (Golis-107, Tiirk-133) were
assessed.

Data Gathering Method

Questionnaire method was used to gather data. The questionnaire forms were composed of
three sections. The first section was composed of statements toward to demographic
characteristics of respondents, second section was composed of statements toward to “HR
training received by the employees”, and third section was composed of the statements toward
to “business performance composed of perceived task and contextual performance”. Training
scale was created by using the previous literature (Rahaib et al, 2011; Laing et al., 2009;
Appiah and Benedicta, 2010; Nassazi and Aidah, 2013) and included 22 statements.

To measure business performance (composed of perceived task and contextual performance),
the scale developed by Goodman and Svyantek (1999) and including 22 statements was used.
While 9 statements of the scale were indicating task performance, 13 statements indicated
contextual performance. Respond to each statement was received in 5-point likert format in
which “Strongly disagree (1), Disagree (2), Undecided (3), Agree (4) and strongly agree (5)”".
Cronbach Alpha values indicating reliability of the scales are provided in Table 1.

Table 1. Cronbach Alpha (a) Coefficients for reliability of the scales

Golis Telekom Tiirk Telekom
HR Training 0.948 0.923
Perceived Task Performance 0.900 0.858
Perceived Contextual
0.891 0.700
Performance

Research Model and Hypotheses
The model developed in accordance with the research objective and possible relationships are
presented in Figure 1.

Total Employee Performance

Task
Performance

Employee
Human
Training

Conceptual

" Performance

Figure 1. Research Model
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The basic hypothesis of this study was “HR training level positively influenced the perceived
performance of employees”. Correspondingly, the following hypotheses were created in this
study:

H1la: HR training level has a positive effect on perceived task performance of Golis Telekom
employees.

H1b: HR training level has a positive effect on perceived task performance of Tiirk Telekom
employees.

H2a: HR training level has a positive effect on perceived contextual performance of Golis
Telekom employees.

H2b: HR training level has a positive effect on perceived contextual performance of Tiirk
Telekom employees.

H3: There are differences between HR training levels of Golis Telekom and Tiirk Telekom
organizations.

H4: There are differences between perceived task performance of Golis Telekom and Tiirk
Telekom employees.

H5: There are differences between perceived contextual performance of Golis Telekom and
Tiirk Telekom employees.

RESULTS
Demographic Characteristics
Table 2. Demographic Characteristics, Frequency and Percentages

Golis Telekom Tiirk Telekom
Gender Number Percentage Number Percentage
Male 101 94.4 122 91.7
Female 6 5.6 11 8.3
Total 107 100 133 100
Age
Between 18-27 years 30 28 16 12
Between 28-37 years 54 50.5 89 66.9
Between 38-47 years 18 16.8 19 14.3
Between 48-57 years 5 4.7 9 6.8
Total 107 100 133 100
Education

Primary school 2 1.9 - -
Secondary school 3 2.8 16 12
High school 27 25.2 56 42.1
Undergraduate 63 58.9 54 41
Graduate 12 11.2 7 53
Total 107 100 133 100

As it was seen from Table 2, 94.4% of Golis Telekom employees were male and 5.6% were
female; 91.7% of Tiirk Telekom employees were male and 8.3% were female. Majority of
employees were between 28-37 years of age. While about 73% of Golis Telecom respondents
were married and 27% were single, 78.2% of Tiirk Telekom employees were married and 27%
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were single. Of Golis Telekom employees, 25.2% had high school, 58.9% undergraduate
education. Of Tirk Telekom employees, 42.1% had high school and 41% undergraduate
education.

Mean Values of Research Variables
Table 3: Mean and Standard Deviations for Dependent and Independent Variables of Golis
Telekom Employees

N X SS Min. Max.
HR Training 107  3.3037 0.85327 1.23 5
Perceived Task Performance 107 4.0062 0.78654 0.78 5
Perceived Contextual Performance 107  3.8382 0.76857 1.31 5

[t was seen in Table 3 that arithmetic mean of “HR training level” of research participants was
at medium level (X=3.30); arithmetic mean for “perceived task performance” was (X=4.00),
arithmetic mean for “perceived contextual performance” was (X=3.83).

Tablo 4. Mean and Standard Deviations for Dependent and Independent Variables of Tiirk
Telekom Employees

N X SS Min. Max.
HR Training 133 3.7874 0.58144 2 5
Perceived Task Performance 133 4.1671 0.51131 2.11 5
Perceived Contextual Performance 133 3.9977 0.40383 2.15 4.77

[t was seen in Table 4 that arithmetic mean for “HR training level” of research participants was
(X=3.78); arithmetic mean for “perceived task performance” was (X=4.16), arithmetic mean for
“perceived contextual performance” was (X=3.99). When two organizations were compared, it
was observed that HR training, perceived task performance and perceived contextual
performance levels of Tiirk Telekom employees were higher than that of Golis Telekom
employees.

Hypothesis Testing

Whether or not there are relationships between the independent variable HR training and
dependent variables task performance and contextual performance, if so the strength and
direction of relationship were analyzed with correlation and regression analysis.

Correlation Analysis
Correlation coefficients indicating the relationships between the variables and direction of

relationships are provided in Table 5.

Table 5. Correlation Matrix for Golis Telekom Employees

1 2 3
1. HR Training 1
2. Task Performance 368 1
' .017
,236" 814~
3. Contextual Performance 001 000 1

**p< 0.01 level (2-tailed), *p< 0.05 level (2-tailed).

As it was seen in Table 5 for Golis Telekom employees, pearson correlation analysis revealed
significant positive and weak correlations of HR training level with perceived task performance
(p<0.01; r=0.368) and contextual performance (p<0.01; r=0.236).
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Table 6. Correlation Matrix for Tiirk Telekom Employees

1 2 3
1. HR Training 1
2. Task Performance 329" 1
' .001
, 379 ,763"
3. Contextual Performance 000 000 1

**p< 0.01 level (2-tailed), *p< 0.05 level (2-tailed).

As it was seen in Table 6 for Tiirk Telekom employees, pearson correlation analysis revealed
significant positive and weak correlations of HR training level with perceived task performance
(p<0.01; r=0.329) and contextual performance (p<0.01; r=0.379).

Regression Analysis

Regression analysis was performed to determine the level of relationships among the variables
identified with the correlation analysis. Regression results for Golis Telekom employees are
provided in Table 6.

Table 7. Effects of HR training Level on Task, Contextual Performance of Golis Telekom

Employees
Dependent Independent Variable (HR Dependent Independent Variable (HR
Variable Training) Variable Training)
Task Contextual
Performance B t P Performance B t P
0.368 4.05 0.00 0.236 2.48 0.01
R: 0.136 R: 0.056
Adjusted R 0.127 Adjusted R 0.047
F 16.471 F 6.186

p<0.00, p<0.01

As it can be seen from Table 7, the regression models created were found to be significant.
Regression analysis revealed that HR training level positively affected perceived task
performance of Golis Telekom employees (=0,368; P<0.001). The variable HR training level
was able to explain 12.7% of total variation in perceived task performance of employees
(R2=0,136; AR2 =0,127; F=16.471; P<0.001). Based on this result, the hypothesis Hla “HR
training level has a positive effect on perceived task performance of Golis Telekom employees”
was supported. Similarly, the HR training level positively influenced perceived contextual
performance of Golis Telekom employees ($=0,236; P<0.001). HR training level of employees
was able to explain 4.7% of the variation in perceived contextual performance of employees
(R2=0,056; AR2=0,047; F=6.186;P<0.001). Along with these results, the hypothesis H2a was
also supported.

The results of simple linear regression analysis performed to determine the effects of HR
training level on task, contextual and total performance of Tirk Telekom employees are
provided in Table 7.
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Table 8. Effects of HR training Level on Task, Contextual Performance of Tiirk Telekom

Employees
Dependent Independent Variable (HR Dependent Independent Variable (HR
Variable Training) Variable Training)
Task Contextual
Performance B t P Performance B t P
0.329 3.99 0.00 0.379 4.69 0.00
R: 0.108 R: 0.144
Adjusted R 0.102 Adjusted R 0.137
F 15.942 F 22.030
p<0.00

The regression models created were found to be significant (Table 8). Regression analysis
revealed that HR training level positively affected perceived task performance of Tiirk Telekom
employees ($=0,329; P<0.001). The variable HR training level was able to explain 10.2% of
total variation in perceived task performance of employees (R2=0,108; AR2 =0,102; F=15.942;
P<0.001). Based on this result, the hypothesis H1b “HR training level has a positive effect on
perceived task performance of Tiirk Telekom employees” was supported. Also, the HR training
level positively influenced perceived contextual performance of Tiirk Telekom employees
(B=0,379; P<0.00). HR training level of employees was able to explain 13.7% of the variation in
perceived contextual performance of employees (R2=0,144; AR2=0,137; F=22.030; P<0.00).
Along with these results, the hypothesis H2b was also supported.

Difference Analyses

A t-test was performed to put forth the differences in HR training levels, perceived task and
contextual performance and total performance of Golis Telekom and Tiirk Telekom employees.
Results of t-test are summarized in Table 9.

The average for HR training level of Golis Telekom employees was (X=3.30) and average for HR
training level of Tiirk Telekom employees was (X=3.78). The difference in group averages were
found to be significant (p=0.00<0.05). Based on this finding, the hypothesis H3 (There are
differences between HR training levels of Golis Telekom and Tiirk Telekom organizations) was
supported. In other words, the HR training level of Tiirk Telekom employees was significantly
higher than the HR training level of Golis Telekom employees.

Table 9. The Differences in HR Training Levels, Perceived Task and Contextual Performance of
Golis and Tiirk Telekom Employees.

Dimensions Organization N X SS t P
Golis -
.. Telekom(Somali) 107°3.3037 0.85327 5.206
Training Levels Tiirk ) .00*
Telekom(Turkey) 133 3.7874 0.58144 5.003
Golis -
| Telekom(Somali) 107 40062 0.78654 5,
Perceived Task Performance N
Tiirk 133 41671 051131 . o O
Telekom(Turkey) ) ) 1.827
Golis -
Perceived Contextual Telekom(Somali) 107 3.8382 0.76857 2.065
Performance Tiirk .00*

Telekom(Turkey) 13339977 040383 1.941

Significant at *p<0.00,** p<0.01
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The difference in perceived task performance of Golis Telekom and Tiirk Telekom employees
were found to be significant (P=0.011<0.05). The average for perceived task performance of
Golis Telekom employees was (X=4.00) and the average for perceived task performance of
Tirk Telekom employees was (X=4.16). Thus, the hypothesis H4 (There are differences
between perceived task performance of Golis Telekom and Tiirk Telekom employees) was
supported (p=0.000<0.05).

The average for perceived contextual performance of Golis Telekom employees was (X=3.83)
and the average for perceived contextual performance of Tiirk Telekom employees was
(X=3.99). The t-test revealed that the difference in perceived contextual performance of Golis
and Tirk Telekom employees was found to be significant (p=0.000<0.05). Based on this
finding, the hypothesis H5 (There are differences between perceived contextual performance
of Golis Telekom and Tiirk Telekom employees) was supported.

CONCLUSION AND RECOMMENDATIONS
The effects of human resources training levels on perceived performance of the employees of
telecommunication organizations operating in Somali (Golis Telekom) and Turkey (Turk
Telekom) were investigated in this study. A total of 240 employees participated and 107 of
them were from Golis Telekom and 133 were from Tiirk Telekom.

Since communication sector is a labor-intensive sector, labor force is among the most
significant assets of the organizations. Together with the concept of globalization, number of
people involved in communication activities worldwide will rapidly increase and the sector
will rapidly grow. Human resources are the most significant input influencing this growth and
development. Organizations tend to provide trainings to their employees and keep them in
their organizations along with their objectives to survive under increased competitive
conditions. The primary objective of this study was to investigate the effects of human
resources training on perceived performance of employees and to put forth whether or not
such training differs from one country to another.

The t-tests revealed the average for HR training level of Golis Telekom employees as (X=3.30)
and HR training level of Tiirk Telekom employees as (X=3.78). The difference between group
averages were found to be significant (p=0.000<.00). It means, average training level of Tiirk
Telekom employees was higher than the training level of Golis Telekom employees. If the
educational level has positive impacts on employee performance, it is expected that
performance of Tiirk Telekom employees should be higher than the performance of Golis
Telekom employees. The average for perceived task performance of Golis Telekom employees
was (X=4.00) and average for perceived task performance of Tiirk Telekom employees was
(X=4.16). The difference was found to be significant, in other words Tiirk Telekom employees
had higher level perceived task performance than the Golis Telekom employees. A similar case
was also observed for perceived contextual performance. The average for perceived contextual
performance of Golis Telekom employees was (X=3.83) and the average for perceived
contextual performance of Tiirk Telekom employees was (X=3.99) and such a difference was
also found to be significant.

Pearson correlation analysis revealed significant positive but weak correlation of HR training
level of Golis Telekom employees with their perceived task performance (p<0.01; r=0.368) and
contextual performance (p<0.01; r=0.236). Similarly, it was observed that there was significant
positive but weak correlations of HR training levels of Tiirk Telekom employees with their
perceived task performance (p<0.01; r=0.329) and contextual performance (p<0.01; r=0.379).
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In other words, there were positive correlations between training levels and performance
levels of employees in both countries. These outcomes are supported by previous theoretical
and practical studies. Thusly, Bartel (1994), Knoke and Kalleberg (1994), Huselid (1995),
Thomas (1997) and Armstrong (2010) reported significant correlations between human
resources training and employee performance.

Following regression analysis revealed that training levels positively influenced performance
levels. According to regression analysis, it was observed that HR training level of Golis Telekom
employees positively influenced their perceived task performance ($=0.368; p<0.001) and
contextual performance (3=0.236; p<0.001). Similarly, HR training level of Tiirk Telekom
employees positively influenced their perceived task performance ($=0.329; p<0.001) and
contextual performance ($=0.379; p<0.00). Then, the proposed hypotheses of the research
were accepted. Such findings comply with the results of previous studies carried out in
different countries. Trainings had positive effects on employee performance in transportation
organizations of Tanzania (Jagero et al., 2012), Banking organizations of Nigeria (Falola et al,,
2014), telecommunication organizations of Pakistan (Sultana et al,, 2012), public organizations
of Zimbabwe (Dabale et al., 2014), pharmacy organizations of Pakistan (Hafeez and Akbar,
2015), commercial organizations of Bosnia-Herzegovina (Bayraktaroglu and Cickusic, 2014),
health organizations of Kenya (Onyango and Wanyoike, 2014) and sugar factory (Otuko et al,,
2013), small businesses of Malesia (Raghavan and Mahmood, 2015), various businesses of
Turkey (Kaptangil, 2012) and lodging organizations of Spain (Ubeda-Garcia et al., 2013).

As it was supported by the previous literature, the training provided to employees of an
organization improved their perceived performance. Such a finding was proved for both Tiirk
Telekom and Golis Telekom. The positive impacts of training on performance will be pointed
out more in the upcoming years. Organizations are ever-developing today and they need to
have flexible approaches to comply with ever-changing environmental and external conditions.
Right at this point, human resources training emerges. Organizations pre-determine the needs
for every kind of knowledge, experience, behavior, attitude, decision making and habits and
design their training activities accordingly. The knowledge gained through these training
activities will then reflect as improved performance for the organization.

Innovation capability will be the primary condition for sustainable competitive advantage of
organizations. To create a difference, managements should exhibit more proactive
management. To reach success in this management style, they should well keep up with ever-
changing environmental conditions and be also to guess new conditions ahead. In so doing,
employee training comes in the first place.

Training activities should continuously be developed, sustainability should be provided and
efficient organizational structure should be created for compliance of the organization with
changing conditions and to survive in competitive markets. However, training activities along
with the needs of the organization can reach the success only with the encouragement and
sustainability of these training activities. Especially in Somali, just because of long-lasting civil
war, companies were not able pay sufficient attention to human resources. Golis Telekom has a
private and Tirk Telekom has a semi-public semi-private status. Such a case brings Turk
Telekom employees into more advantageous (with regard to training, salary, security and etc.
issues) position. Private status of Golis Telekom and special conditions of the country resulted
in insufficient attention to human resources. Therefore, it was recommended that a separate
training section should be established in Golis Telekom, trainings and salaries should be
increased and a budget should be allocated to social security and similar activities of the
employees.
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Abstract

This research study has analyzed how downstream stockpiling within the steel
industry and its supply channel actually disrupts the efficiency of the supply
chain. The premise upon which this study has been approached is one that
states that such downstream stockpiling tends to create artificial demand both
upstream in the supply chain and in the marketplace. This subject is examined
within the context of the Saudi Arabia steel industry and how this type of
phenomenon resulted in steel shortages within the Saudi steel market. The
study’s data found that the Saudi steel market is expected to expand at a
compound annual growth rate (CAGR) of some 11.7% over the next several
years. Furthermore, Saudi Arabia has experienced a number of periods of
shortages in the supply of steel products. These steel shortages were shown to
have resulted in spikes in the price of the commodity for supply chain
participants and consumers. The data and information in this study all support
the notion that a certain amount of volatility within Saudi Arabia with respect
to the steel industry and the supply chain exists. The Kingdom has attempted to
compensate for supply chain hoarding and stockpiling by increasing its
domestic output which can be utilized to smooth out supply shortages within
the supply chain. The study found that the actual result of this rationale in
developing buffers is that it quickly transitions into stockpiling. This in turn
results in further negative outcomes such as bullwhip effects up and
downstream in the supply channel. The information that has been studied
revealed that this point at which buffer inventories cross over into what is
referred to as hoarding territory can be found through a specific formula. This
formula was shown to be the EOQ calculation or the economic order quantity.
This calculation utilizes real demand times in the supply chain along with re-
ordering costs divided by the product carrying cost to arrive at an accurate
figure. In practice, if the EOQ finds that the annual total steel expense exceeds
the annual carrying costs for the inventory then there is excessive inventory or
stockpiling in the supply chain. The study has also found that the Saudi Arabia
supply chain requires a more efficient way to organize the product flow
through the entire steel supply chain. This more efficient methodology would
be a supply chain that is organized through the fast-moving, slow-moving and
non-moving methodology. This methodology ensures that slow-moving steel
products like crude steel, flats and galvanized steel are assigned to the slow-
moving category and inventory these items at much lower levels.

INTRODUCTION AND OVERVIEW

This research report examines how downstream stockpiling within the steel industry supply
channel disrupts the overall supply chain. The premise that this study is approached with
argues that such downstream stockpiling tends to create artificial demand in the marketplace.
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This topic and chief premise is examined within the context of Saudi Arabia and how this
phenomenon resulted in what amounts to steel shortages within the Saudi market. Some
reports have indicated that the Saudi steel market is expected to expand at a compound annual
growth rate (CAGR) of some 11.7% over the next several years through 2017 at least (Saudi,
2015). Consequently, demand in the Saudi Arabian market for steel already exists in sufficient
form to support the health growth of the steel industry.

The premise that this report adopts then which is that downstream stockpiling of steel
inventories creates artificial demand, would only aggravate the steel industry. The stockpiling
of such inventories occurs within the context of the supply chain for steel in its commodity
form. Steel in commodity form typically includes steel ingots, flat sheets, and tubular products
as well as finished steel and also scrap steel (de Carvahlo & Sekiguchi, 2015). These various
steel products are subsequently re-used within other industries such as construction, product
manufacturing and so forth. As stockpiling takes place in downstream supply chain nodes, the
end consumers erroneously believe that there are shortages of steel. The resulting increased
demand forces steel prices to increase all the way back up the supply chain to the markets of
origin.

The Global Steel Industry

The steel industry on a global level is one of the most critical commodities and raw materials
market in the world. The price of steel, just as with any item, is ultimately governed by the
fundamental factors of supply and demand in the marketplace. Artificial manipulation within
the context of these two factors may alter the price of steel resulting in spikes and volatility but
these two core factors still determine the character of the steel market. In this regard, demand
over the prior several years has been estimated to have increased by some 3-4% because of
increased infrastructure buildout throughout many Asia markets and primarily within China
(Chen, Yin & Ma, 2014). Of course, once there is demand in other markets, this in turn utilizes
increased amounts of supplies that are available in the marketplace. The result is that despite
sufficient productivity of steel products, those markets that have greater demand may be
willing to pay more for the supply of steel products.

Suppliers will naturally gravitate to the highest paying marketplace regardless of existing
supply chain relationships. The result, unless steel producing markets are able to pick up
production, is decreasing levels of steel which itself places upward pressure on the price of the
commodity. Equilibrium is reached within the steel industry when steel producers perfectly
match production with steel demand by the importing markets such as Saudi Arabia. However,
there are no perfect markets and the nature of the global supply chain for steel ensures that
numerous variables exist which interfere with the efficiency of the market even when
production meets demand.

The Steel Industry in Saudi Arabia

The demand for steel within Saudi Arabia is driven primarily by its construction and public
services infrastructure projects. Saudi Arabia relies on an economy that is driven by its
petroleum industry but the steel industry is the physical expression of this economic
framework because construction is what the country does with its petroleum revenues. Recent
estimates have placed the Kingdom’s overall steel consumption at an approximate 16 million
tons annually of which some nine million are produced domestically but even this domestic
production relies on the importation of raw materials (Saudi, 2015). Large, public
infrastructure projects targeted over the next few years ensures that steel imports will
continue to be extremely important for the Kingdom. The result is that the anticipated CAGR
for steel consumption is expected to mirror this consumption. Some analysts place this CAGR
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estimation in the range of 19.5% but fluctuation in the supply of steel products can affect the
final estimate (Saudi, 2015). One segment within the overall steel industry that is believed to
mirror this anticipated growth is the segment for long steel products.

These are long steel products such as rebar supplies, steel bars for construction, various wire
products and rods for both transportation and construction. The steel industry in Saudi Arabia
continues to diversify over time. Over the past decade or so the Saudi government has been
investing a considerable amount of resources into its domestic production of steel supplies. It
has fostered this domestic production by providing funding and economic assistance to
domestic firms that have the expertise in steel smelting and processing capabilities:

One of the proposed plants is a plate mill...the mill will have a capacity of 1.5 million t/y and
will house a direct reduced iron facility..The second project is a cold mill..The product slate
will include 150,000 t/y of coldrolled products and automotive sheets, 350,000 t/y of hot-dip
galvanised steel sheets and 350,000 t/y of tin plate product. (Baxter, 2014, p.9)

Clearly, existing steel production facilities combined with these proposed steel production
facilities are aimed at injecting some independence into Saudi Arabia’s steel dependence on the
international markets. Furthermore, this passage works to illustrate the diversity of steel
products that the Kingdom has to accommodate within the steel supply chain both
domestically and internationally as well.

The shift to domestic production may not have provided Saudi Arabia with immediate steel
independence but it is certainly on that path. Still, considering the Kingdom’s position globally
as a major steel commodities importer, complete independence in the steel industry is unlikely.
The figure below lists the largest steel importing markets globally which works to place Saudi
Arabia within the context of the global steel market:

Figure 1: List of Top Steel Importers

United States 178
Thailand 144
Indonesia 1.6
Vietnam 86
Saudi Arabia 6.4
United Arab Emirates 5.3
Algeria 5.1
Philippines 48
Irag 45
Egypt 39
Singapore 39
Hong Kong 3.2
Canada 31
Poland @ 3
Iren 2.7

(World, 2014, p.25)
As the figure demonstrates, Saudi Arabia is the 5th largest importer of raw and finished steel
imports globally. This level of steel importation within the country confirms the fact that it is
experiencing a substantial amount of economic growth and activity.
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Steel Shortages in Saudi Arabia

Saudi Arabia has experienced a number of periods of steel supply shortages over the past 5-10
years or so. These types of steel shortages work to create spikes in the price of the commodity
for consumers such as construction firms and product manufacturers that depend on finished
steel in short, long or roll form. The research reveals that in 2008 steel prices spiked due to
supply issues but these increases experienced a market correction before 2009 and by 2012
long steel supplies into the Kingdom dropped by 10% year-on-year (Durmus, 2013).
Consequently, the data and information all point to a degree of volatility within Saudi Arabia
with respect to steel in its various forms. The Kingdom has attempted to compensate for this
volatility in one form or another. The rationale behind this domestic production is that any
increase in domestic output can be utilized to smooth out supply shortages on the open market
for unfinished and finished steel commodities.

Domestic steel production itself amounts to an infrastructure commitment on the part of the
Saudi government and also contributes to demand. Thus, there has even been a comprehensive
effort supported by the Saudi government to improve its domestic production of steel supplies.
In fact, the data available demonstrates that Saudi Arabia actually increased its overall steel
production some 15% to about 6.29 million metric tons during 2014 (Regional, 2015). Since
the Kingdom’s domestic steel production improved by some 15% from 2013 to 2014, its steel
importers were able to accommodate international fluctuations in availability. These
fluctuations arise from supply chain and distribution factors relating to demand in other
markets such as China which has been demanding ever greater percentages of steel supplies.
The Kingdom has, in fact, managed to improve its domestic steel production by another 5.4%
during 2015 thus far as evidenced in the table below:

Table 1: Regional Domestic Steel Production for 2015

Percentage change

Iran 15,442

Qatar 2,236

Saudi Arabia (5,471

UAE 2,878

Algeria 417

Egypt 6,754

Libya 712

Morocco 558

(Regional, 2015)

Iran and Egypt are the only other two Middle Eastern markets that managed to out-produce
Saudi Arabia’s domestic production levels of steel. Given Egypt's ongoing political and
economic issues, it is not unexpected that Saudi Arabia is likely to surpass Egypt's domestic
steel production in the near future.

Hoarding, Stockpiling and Shortages

The steel market in Saudi Arabia is subject to a number of different supply chain reactions
which affect the availability and thus the price of the commodity. While Saudi Arabia has done
much to improve its domestic production of steel it remains a net importer of the commodity.
Therefore, many of the supply chain participants both internationally and domestically are
prone to hoarding and stockpiling steel products which simply refers to holding onto excess
inventories in the anticipation that future supplies may be difficult to come by(Cho & Lee,
2013). Initially, this might seem to make reasonable business sense but the effect of this type of
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hoarding and stockpiling activity is to create downstream effects that interfere with the
efficiency of the entire supply chain. All supply chain participants depend upon the accurate
calculation of an economic order quantity or EOQ. The EOQ is a calculation which is founded
upon the idea that the demand for a commodity is predictable, the commodity lead-time within
the supply chain is known and that there is little variation along the supply chain (Chen,
Cardenas-Barron & Teng, 2014). Developing an accurate EOQ model forms the nucleus of
efficient supply chain management.

In those instances where an accurate or reliable EOQ is not fully developed, there are negative
consequences within the supply chain. These negative consequences result in the tendency for
supply chain participants to undertake strategies such as hoarding or stockpiling inventories
which goes on to result in even more unpredictability in the supply chain. One such
unpredictable event that results from these reactions is the bullwhip effect in which large and
dramatic swings in the supplies of steel whip up and down the supply chain making it almost
impossible to accurately forecast future demand and to efficiently meet current demand
(Mehdi & Farahani, 2014). While there is always a degree of uncertainty within the supply
chain, the recognition that hoarding and stockpiling of a commodity is a negative must be
understood by all supply chain participants. An accurate and reliable EOQ is one that accounts
for proper lead-times and that is based on actual market demand rather than supplier paranoia
regarding future inventory availability. In essence, many of the steel industry supply chain
participants for Saudi Arabia have developed EOQs that have built in inventory reserves or
buffers:

Figure 2: EOQ Calculation Identifying Hoarding/Stockpiling

‘\/ 2 * Demand * Re-order.Cost
Carrying Cost

E0Q=

EOQ Rationale

Steel Expenses Annual Total Steel Expense

Annual Steel Ordering Expense

S~

Q = Economic Order Quantity for SteeMnventories

Commodity Order Quantity

I (Cardenas-Barron, Trevino-Garza & Wee, 2012)

The underlying rationale behind this type of EOQ calculation by the Kingdom's steel suppliers
and other supply chain participants is understandable to a point.

Developing a buffer supply of steel does allow these participants to smooth out product
shortages in the supply chain. However, the actual result of this rationale is independent
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supply chain participants all developing buffer inventories in an uncoordinated manner that
results in bullwhip effects up and downstream in the supply channel. The development of
buffer inventories is an effort by supply chain participants to inject certainty back into what
some participants believe to be an uncertain market. This problem with this type of approach
is that uncertainty itself is difficult to quantify accurately. The result is that developing
accurate EOQ models that have built in downstream buffer inventories usually results in undue
hoarding and stockpiling which actually contributes to artificial demand back up the supply
chain (Chen, Cardenas-Barron & Teng, 2014). There are analytical methods that can be applied
to buffer inventories accurately but these all function on the assumption that the given
commodity market is functioning rationally.

Commodities are subject to a number of different external market influences that can affect
how product is moved up and down the supply chain. Hence, supply chain participants have to
be aware of not only how product is being moved, the cost of this movement and proper
forecasting techniques but they also must be aware of what inventories are being carried up
and down the supply chain. The practice of hoarding inventories is inherently irrational in its
approach regardless of the statistical analysis applied to develop the underlying forecasting
models that might be used to justify such activity. Hoarding usually occurs then in the
following conceptual manner:

Figure 3: Hoarding Rationale for Buffer Inventories

Re-order pomt

T / Excepted demand

Stock level ‘\ « Safety Stock
\'\.
Actual demand

<] ead time —
(Croson, Donohue, Katok & Sterman, 2013)

Buffer inventories are usually calculated by factoring the maximum acceptable product lead-
time and the commodity’s normal lead-times within the supply channel with demand. On the
surface, such buffer inventories or hoarding can positively impact customer service quality
because availability is improved at the final supply chain link.

However, eventually this hoarding works its way back up the supply chain and these wide
fluctuations in supply will whip back downstream resulting in price volatility. This is where
developing an accurate EOQ model that accounts both for forecast demand and market
uncertainty is critical to the efficiency of the supply chain for steel products. An accurate EOQ
model that accomplishes these outcomes allows supply chain participants to minimize their
steel product orders, buffer inventories and hence reduces their overall inventory carrying
expenses (Widyadana & Cardenas-Barron, 2011). Consequently, a more predictable EOQ model
for steel within the Kingdom that allows for a buffer inventory while resisting hoarding might
resemble the following:
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Table 2: EOQ for Saudi Arabia’s Steel Supply Chain
Steel
Prod Dema
ucts E{)‘:ﬁ;‘:}fdsittiee‘;l nd Overall # of uni
EOQ for |Overall # of units ordered
Annu| Re-Ordering | Carrying Expense by |Steel Ordered annually
ally Expense steel unit/year
3,60,2
1. |Blanks 00 12,220 2 66,272.17 30,200 5.43
48,20
2. |Coils 0 6,220 2 17,251.09 4,200 2.78
1,44,2
3. |Bars 00 1,720 36 3,687.82 12,200 39.05
96,20
4. |Crude Steel 0 1,720 36 3,011.09 8,200 31.88
2,40,2
5. |Flats 00 1,720 36 4,760.95 20,200 50.41
30,20
6. |Galvanized 0 1,720 2 7,141.43 2,520 4.20
42,20
7. |Longs 0 1,720 2 8,449.85 3,520 4.97
21,62
8. |Plates 0 4,720 2 10,075.71 1,820 2.14
9. |Slabs 9,620 6,220 2 7,714.92 820 1.24
3,60,2
10. |Strips 00 6,220 2 47,244.05 30,200 7.62

*Pro-forma Estimates

This data in the previous table represent an EOQ model that accounts for an estimated overall
inventory that is ordered annually by the Kingdom'’s supply chain participants. This EOQ figure
is factored in relation to other data such as reordering costs, demand and regular order
quantities.

The result is that the level of overall variation within the supply chain regarding inventories
and demand forecasted is identified. This in turn results in the recognition that downstream
hoarding is taking place and that this stockpiling undermines upstream efficiency. A more
rational approach to developing practical buffer inventories within the Kingdom'’s steel supply
channel and remove upstream uncertainty is shown in the table below:
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Table 3: Stable Buffer Inventories in Steel

Pf(t)?lllc Types of Steel Maximum Steel Lead Normal Steel Lead Forecast Buffer
t Commodities Times Times Demand Inventories
1. |Blanks 0.90 30 3,60,200 37,440
2. |Coils 0.90 30 48,200 4,992
3. |Bars 0.90 30 1,44,200 14,976
4. |Crude Steel 0.90 30 96,200 9,984
5. |Flats 0.90 30 2,40,200 24,960
6. |Galvanized 0.90 30 30,200 3,120
7. |Longs 0.90 30 42,200 4,368
8. |Plates 0.90 30 21,620 2,246.4
9. |Slabs 0.90 30 9,620 998.4
10. |Strips 0.90 30 3,60,200 37,440

*Pro-forma Estimates

The data in the previous table illustrates more predictable and rationale buffer inventories for
steel within the supply chain by product. Lead-times for each primary steel product is
calculated utilizing both annual estimates as well as 90 day and 60 increments due to shipping,
transportation and logistical factors within the supply chain. This type of formula ensures that
each supply chain participant is permitted to build a buffer inventory but in a way that does
not result in bullwhip effects upstream in the supply chain.

DISCUSSION AND ANALYSIS

The observation is such that downstream stockpiling is an inefficient use of capital within the
supply chain. Hoarding and stockpiling are reflections of a lack of capital justification within
inventory management in the supply chain. Essentially, steel inventories in the downstream
supply chain and, indeed, all along the supply chain, must be arrived at rationally. This is
accomplished as a measure of commodity sales in which inventories reflect the ratio of overall
steel sales as a measure of the average steel inventories at all points along the supply chain
(Lev, 2013). Hence, inventory practices within the steel supply chain must be governed by
financial policies as well. These are policies in which calculations such as steel product
turnover is measured in all meaningful accounting periods in the financial calendar. This
financial imperative in determining efficient steel downstream steel inventory levels is
displayed below:
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Table 4: Velocity of Steel Product Turnover Ratios
Net Steel Sales | Average Steel Inventory Levels | Predicted Ratio | Product Velocity
Year Shown in # of Days
2015 | 12,40,05,144 8,42,09,471 1.46: 1 250
2016 | 16,06,44,669 8,92,28,407 1.80: 1 204
2017 | 11,74,40,581 14,52,26,925 0.80: 1 456
2018 | 55,54,74,571 18,98,24,481 292:1 125
2019 | 79,11,78,220 17,40,71,614 4.5:1 81

*Pro-forma Estimates

This analysis of lead-times with more rational buffer inventory forecasting techniques
demonstrates that some inventory build-up is acceptable.

The trend estimates for the Kingdom indicate that steel imports are almost certain to continue
to grow over the next five years. This expected steel import growth will occur despite the
increase the Kingdom'’s domestic steel production which accounts for a slight decline in overall
imports but does not radically alter the growth trend (See Appendix 1). Primarily, buffer
inventory levels within the steel supply chain should not interfere with market-driven pricing
in the steel commodities industry. Whatever levels that the downstream buffer inventories are
set at, these should always be such that excess inventories could be converted into customer
sales within a relatively brief period of time.

Calculating Downstream Inventories

Part of the steel forecasting process is to account not just for end-demand in the marketplace
but also to account for buffer inventory carrying levels. One approach to achieve this level of
inventory sophistication without resulting in irrational hoarding and stockpiling is to utilize
regression as a form of forecasting tool. The concept of regressing data implies a degree of
dependence of one factor upon the relative independence of another factor which is typically
demonstrated through the X and Y variables (Lev, 2013). This analytical process of regressing
forecast demand, real demand and inventories is presented below:

Figure 4: Analytics in Regressing for Demand

Y =a+bx

In which az_y—b X; and b=Xxy—nxy

Yx2- nx 2

Accordingly, the result of this particular regression of inventories and demand ensures that
supply chain participants would be supported in gradually increasing buffer inventories. This
type of approach to market uncertainly is demonstrated in the following table:
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Table 5: Downstream Buffer Inventory Build-up

Buffer Inventories
Inventory Years Shown as Rs & Y X x? XY
X=x-2219 & (Rs)
2015 9,17,88,514 -2 4
-18,35,77,228
2016 8,60,68,32 -1 1 -8,60,68,32
2017 22,37,85,552 2 2 2
2018 17,58,61,213 1 1 17,58,61,213
2019 17,22,82,214 2 4 34,45,64,228
Product Totals(X) 73,23,85,591 2 12 25,21,79,913

*Pro-forma Estimates

Where the following regression is applied to the predicted inventory levels and forecasted
steel demand in the Saudi marketplace:

Figure 5: Regressing Inventories and Demand
X =XZx/n =2/5=2

y =2Xym= 73.23,85.591/5 =14,62,77.118.2

b=3Xxy-nxy = 25.21.79.913-5*2%*73, 23.85.591=2.52,17.991.3

| 12-5%2
Ix%-nx 2

a=y-bx =14,62,77,118.2-2,52,17.991.3 *2=14, 62, 77.118.2
y=a+bx

=14,62,77.118.2 +2,52,17.991.3 x

According to the regression analysis, there is a reliable point in the data in which steel buffer
inventories are allowed to increase as a reflection of uncertainty. Yet, this is accomplished over
a more manageable period of time which is not reflective of a knee-jerk reaction in the
marketplace to uncertainty. This approach removes the threat of upstream bullwhip effects
due to downstream stockpiling based on independent paranoia regarding inventory levels.

CONCLUSIONS AND OBSERVATIONS
This report examined the question of whether downstream stockpiling or hoarding of steel
inventories within the supply chain negatively affected upstream inventories. Specifically, the
question is whether or not such downstream hoarding creates artificial demand in the
marketplace with respect to the Saudi Arabian market. The report identified the steel industry
and the supply chain that supports it as consisting of steel products including rolls, sheets,
blanks, ingots, longs and shorts and so on. The Saudi Arabian market has been increasing its
imports of steel products for many years in order to support the infrastructure buildout and
construction industry in the market that has been expanding rapidly over the past decade or
so. The research demonstrated how the Saudi government has been responding to this
downstream stockpiling and the artificial upstream demand that it creates. The Saudi
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government has been fostering the growth of the Kingdom’s own domestic steel producing
industry for a number of years. With the Kingdom’s current domestic steel production which
provides over half of its steel needs at current demand and the planned establishment of
several new steel plants that will add over 2 million metric tons of annual production to the
market, Saudi Arabia will bolster its domestic production even further.

The Kingdom should be able to eventually remove the incentive that downstream suppliers
have to hoard steel products despite the lack of a true stimulus to do so. Hence, the findings
indicate that what the Kingdom’s steel industry really needs is a more efficient means to
manage its steel industry supply channel. One effective means of determining the most efficient
approach to managing a supply chain is the fast-moving, slow-moving and non-moving or FSN
process. The FSN process allows the supply chain participant to structure the supply chain in a
way that reflects the individual demand for each product item rather than for the product class
itself. Hence, the FSN approach assigns priority to those steel products that have greater
demand and therefore move faster compared to those steel products that have less demand
and therefore move slower and these two divisions in turn are differentiated from those steel
products that manifest little or no movement (Vrat, 2014). It is essential to be able to
differentiate steel products based on this characteristic of movement because steel is a
commodity that does fluctuate based on productivity, supply chain factors and downstream
hoarding and so forth. This approach to the steel supply chain servicing Saudi Arabia can be
formulated in the following manner:

Table 6: Fast/Slow/Non-Moving Steel Products

Fast-Moving Slow-Moving Non-Moving
Coils Plates Crude

Bars Slabs

Flats Strips

Longs Blanks

Galvanized

The table above identifies those faster-moving steel products which are some 50% of the steel
products that dominate the Saudi steel supply chain. The crude steel products tend to be non-
movers in the Saudi marketplace because they require special processing before they can even
be integrated into the production, manufacturing or construction industries.

The data demonstrated that Saudi Arabia has experienced periods of price volatility in the steel
market. These periods are a reflection of supplier and distributor uncertainty more than any
actual product shortage in the international marketplace. For instance, in 2008 prices of steel
did spike but there was not an actual shortage of steel products but instead this was due more
to the logistical capacity of suppliers to move steel products to other markets versus Saudi
Arabia. Once the supply channel began to adapt to this logistical feature in the supply chain,
steel prices dropped between 2009 and 2012 by 10% annually. Simply put, it was easier for
suppliers to move steel products into other markets who had the same demand level but who
also were logistically easier to ship into such as China with its vast network of bulk shipment
ports and intermodal waterways. Hence, the immediate knee-jerk reaction on the part of
suppliers within Saudi Arabia’s steel industry was to begin to stockpile reserves once supply
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access recovered. While some buffer inventory is useful and, indeed, preferred, there is a point
at which a buffer inventory shifts into the area of product hoarding.

The data and analysis revealed that this point at which buffer inventories cross over into
hoarding territory can be found through a specific formula. This formula was shown to be the
EOQ calculation which utilizes real demand times re-ordering costs divided by the product
carrying cost. At any rate, if the annual total steel expense exceeds the annual carrying costs for
the inventory then there is excessive inventory or stockpiling. This may not occur year around
but there would be points throughout the year at which more steel products are ordered than
are distributed which is indicative of hoarding. Therefore, an improved EOQ process that
eliminates the opportunity for independent supply chain operators to hoard and stockpile
inventory would be quite useful. This would act to free up supply chain operator capital that
could be redirected towards improving operational efficiency. An improved EOQ framework
would allow supply chain operators to maintain some buffer inventory for steel products but
these would be limited in scale. Efficiency could be further improved within the supply chain
by focusing on those steel products that tend to move faster versus those that are slow moving.

Additionally, there should be a more efficient way to organize the product flow through the
entire supply chain. This more efficient methodology would be a supply chain that is organized
through the FSN method. With steel products such as crude steel, flats and galvanized steel
moving in fewer quantities than other steel products but having a higher carrying cost, it
makes sense to assign these steel products to the slow-moving category and inventory these
items at much lower levels. However, the regression of the data indicated that such products as
flats were forecasted to increase due to the expansion of infrastructure projects in the
Kingdom and thus it would be transferred to the fast-moving category within the FSN
framework. The point is that the number of days in inventory for each individual steel product
should be reduced to the shortest period that is possible without completely removing all
buffer inventories.

Buffer inventories provide the capacity for steel suppliers and distributors to fluctuate product
movement in response to both supply and demand whether this supply or demand is artificial
in character or not. However, excessive inventories place an immense financial burden on the
supply chain operators and, ultimately, create artificial demand in the upstream supply chain
that eventually results in increasing inventories all along the supply chain. This is because this
artificial demand is not created by the end consumers who would otherwise remove the steel
products from the supply chain at purchase. Essentially, excessive stockpiling and hoarding of
inventory creates a kind of iterative ordering process that keeps adding even more products to
the inventories of suppliers in the downstream supply chain. By developing a more accurate
EOQ calculation based on real market figures and utilizing the FSN approach to supply chain
design, the Saudi Arabian steel market would become much more reflective of actual market
conditions.
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Abstract

The study examines the impact of capital structure on financial performance of
firms in Nigerian cement industry. The population of the study 7 companies, a
sample of 4 listed companies were selected. The research design is ex-post
factor using two models to analyse the impacts of long term and short term
debts on Return on Assets (ROA) and Return on Equity (ROE). The study uses
balanced panel data of 20 observations from the 4 listed companies for the
periods ranging from 2010-2014. Descriptive statistics, correlation and
regression are used as tools of analysis. The study reveals that, there is
statistically significant effect between long and short term liability on Return
on Assets (ROA) and Return on Equity (ROE). The study however, concluded
that the performance of companies in the cement industry is not optimized as a
result of their inability to utilized debts in their capital structures. Finally, the
paper recommends that, cement companies should encourage the use of long
term debt in there capital structure since it has positive impact on their
financial performance.

Key Words: Capital Structure, Ownership Structure, Firm Performance & Cement
Industry.

INTRODUCTION
One of the most central position theories in firm financing policy is the theory of capital
structure. The capital structure of a firm is the combination of debt containing preference stock
and equity; this is referred to as the firms’ long term financing mix, Watson and Head (2007).
Capital structure decision is a basic for any business establishment because of the need to get
the most out of return to the numerous stake holders and also because of the fact that such
decision has excessive impression on the firms’ ability to compete in competitive atmosphere.
One critical issue challenging managers today is how to decide on the mixture of debt and
equity to achieve optimal capital structure that would lessen the firm’s cost of capital and
increases return to owners of the business. Though, firms generally have a choice as to how to
mix debt and equity, managers attempt to establish a particular mixture that will get the most
out of performance and the firm’s market value. Such kind of mixture of debt and equity will
lessen the firm’s cost of capital and hence increases the firm’s returns and market value is the
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ideal capital structure. Unfortunately, financial managers lack clear cut policy that can give
them a guide when taking decision in piecing together optimal capital structure.

The notion of contemporary theory of capital structure is the pathway breaking contribution of
Modigliani and Miller (1958) in the perfect capital market postulation. Modigliani and miller
(1958) postulate that under condition of no bankruptcy cost and frictionless capital markets
without taxes firm’s value is independent of its capital structure. Alternatively, other school of
thought holds that financing choice reveals an attempt by corporate managers to balance tax
guard of higher debt beside potential huge cost of financial distress arising from under
investment (Awunyo, 2012). In addition much debt can destroy firm’s value by causing
financial distress and under investment then too little debts can also leads to over investment
and negatively affect returns particularly in large and mature firms (Barclays and Smith,
2005).The choice of capital structure and its subsequent risk experience is very vital in
economic performance of every company. Hence, the choice of debt or equity ultimately results
in the growth value of investment made by numerous sets of investors particularly equity
investors (Watson and Head, 2007). This is essential because of the fact that equity investors
have greater expectation of returns on their investment in the form of higher dividends and
capital gain (Sulaiman, 2001). Any result different to this expectation will make holders of
equity shares sale off their shareholding which can lead to the fall in the share price of the
company. The fall in share price is an indicator to potential investors of the poor performance
of the company and thereby discouraging potential investors from investing mutually in equity
stock and debt.

The expansion in Nigeria’s economy over the years has been followed by an accelerated
growth in the country’s cement industry. While the economy has risen since the country’s
return to democracy in 1999, with services now accounting for the modal proportion of the
economy post GDP rebasing, the cement industry has recorded increase in production capacity,
from ¢.3.28MT in 1999 to ¢.28.95MT in 2013 (Neneng, 2014). Over time, the Nigerian cement
industry has undergone different stages of structural evolution; from complete dependence on
imported cement to cater for the ever rising demand for cement in the domestic market, the
industry has evolved to a more vibrant, multibillion-dollar, self-sufficient cement industry,
with an expanding capacity more than sufficient to cater for domestic needs and support
government’s goal to diversify the nation’s revenue sources, improve foreign earnings and
make Nigeria a net exporter of excess cement in the medium-to long-term. The structural
evolution of the industry has created improved employment prospects, eliminated the
exportation of jobs meant for Nigerians to other cement producing nations hitherto renowned
as exporters of massive quantities of cement into Nigeria, saved costs associated with cement
importation and helped Nigeria to begin unwinding dependence on cement imports to meet
local demand. Gradually, Nigeria has begun earning income from exportation of excess cement
produced locally.

However, the industry is bedeviled with numerous problems of how to fund the dollar cost of
the various modernization which urgently needs to be carried out, erratic power supply as
companies are forced to invest an increased amount of resources in self-generation of power to
keep the plant running and ownership structure as government formerly owned majority of
the shares in most of the cement companies in Nigeria due to the indigenization policy of 1972.
There is evidence to show that the companies that have the government has majority
shareholders have consistently under performed. However, the recent development of
privatization of public enterprises is resulting in ownership changes of the major producing
companies (Awen, 2004).
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Many theories have been advanced to elucidate on capital structure of firms. Though, there is
lack of consensus in the midst of researchers of financial management with respect to optimal
capital structure. Such discrepancies in various theories are being propounded to update all-
important decision and to further make capital structure essential. As a result, capital structure
decision is very vital, particularly in relation to performance of a firm in terms of profitability
and value of the equity (Awunyo, 2012).In Nigeria, number of studies has been conducted to
examine the determinants of capital structure and profitability. However, only few of them
were specifically directed toward listed cement companies in Nigeria.

Consequent upon this, the paper seeks to examine the impact of capital structure on firm'’s
financial performance in the Nigerian cement industry. However, this study considers Return
on Equity, long term debt, short term debt and firm size for the decision and analysis of data
for a period of 5 years, spanning from 2010 to 2014.

LITERATURE REVIEW
This section reviews the concepts of capital structure, firm performance and ownership
structure as defined by various scholars in the field. Also, the section reviews previous studies
carried out in the field of capital structure and firm performance as well as the brief on the
cement industry.

The Concept of Capital Structure

Many Scholars in the field of finance have advanced quite a number of definitions as to the
concept of capital structure. Nirajini and Priya (2013) define capital structure as the way in
which an organization is financed a combination of long term capital (ordinary shares and
reserves, preference shares, debentures, bank loans, convertible loan stock and so on) and
short term liabilities such as a bank overdraft and trade creditors. According to Brockington
(1990), described capital structure of a firm as the components of its sources of financing,
broadly categorized as equity and debt finance. Also, Brealey and Myers (2003) define capital
structure as the mix of different securities. Besides, Konchhar, (1997) as cited in Saidu (2014)
viewed firms capital structure is described as the mix or combination of its financial resources
available for carrying on the business and is a major determinant on how the business
operates. According him financial capital is an uncertain but critical resource for all firms as a
result; suppliers of the finance are to exert control over firms.

From the above definitions, it could be deduced that debt and equity form the basis of financing
business activities. As debt holders exert minimum control over the company, and do not in
any case determine how the business activities should be run. They are on side of the fixed rate
of return and protected by contractual terms of obligations. This term determine what return
they are entitling to and when is it due for payment. Equity holders, on the other way round,
are the residual suitors of all the business’ returns after resolving for interest on debt. They
however, form the most risk bearers, having greater control virtually overall activities,
decision inclusive.

The Concept of Financial Performance

There are little consensus about the best mechanism to apply for evaluating performance.
Some researchers use market measures such as Tobin Q (Awunyo-Victor and Bandu, 2012;
Gropp and Heider, 2009), others use accounting measures such as ROA, ROE, (Muritala, 2012;
Oladeji and Olokoyo, 2014; Saidu, 2014; and Salawu, 2009) and many others use both. The
three ways represent the different perspective of how to evaluate firm financial performance
and theoretical implication (Hillman and Keim, 2001). As such using any of the two
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performance measures is bound by peculiar bias (MacGuire, Scheneeweis and Hill, 1986) as
cited in Saidu, (2014). However, accounting measure captures the historical aspect of the firm
performance, whereas market measures are forward looking and focus on the market
performance. Besides market based measures are generally relevant accounting based
measures commonly used by researchers (i.e Return on equity, return on capital employed and
return on assets). This could be as a result of it historical antecedent measures to managers.

Capital Structure and Firm performance

Agency cost theory is based on the idea that the interests of the company’s managers and its
shareholders are not perfectly associated. In their seminal paper Jensen and Meckling (1976)
as cited in Margaritis and Psillaki (2009), lay emphasis on the importance of the agency costs
of equity arising from the separation of ownership and control of firms whereby managers
tend to maximize their own utility rather than the value of the firm. Agency costs can also be
present from conflicts between debt and equity investors. These conflicts ascend when there is
a risk of defaulting. This risk of defaulting may form what Myers (1977) referred to as an
“underinvestment” or “debt overhang” problem. In such case, debt may have a negative effect
on the value of the firm. On the other hand, there may be cases where managers have
enticements to take excessive risks as part of risk shifting investment strategies (see Jensen
and Meckling, 1976). This leads us to Jensen’s (1986) “free cash flow theory” where as stated
by Jensen (1986: p. 323) “the problem is how to motivate managers to disgorge the cash rather
than investing it below the cost of capital or wasting it on organizational inefficiencies.” Thus
high debt ratios may be used as a disciplinary device to reduce managerial cash flow waste
through the threat of liquidation (Grossman and Hart, 1982) or through pressure to generate
cash flows to service debt (Jensen, 1986). In these circumstances, debt will have a positive
effect on the value of the firm.

But firm performance might also distress capital structure choice (see Berger and Bonaccorsi
di Patti, 2006). This reverse causality effect is in essence a feature of theories linking agency
costs (Jensen and Meckling, 1976; Myers, 1977; Harris and Raviv, 1990), corporate control
issues (Harris and Raviv 1988), and in particular, lop-sided information (Myers and Majluf,
1984; Myers, 1984) and taxation (DeAngelo and Masulis, 1980; Bradley et al., 1984) with the
value of the firm. . Graham (1999) posits that taxations do in fact affect corporate financing
decisions but the magnitude of such an effect is mostly not large.

Mackie-Mason (1990) as stated by Joshua (2008) concludes that changes-in the marginal tax
rate for any firm should affect its choices between equity and debt

Ownership structure and capital structure

The link between ownership structure and capital structure is an essential one as it supports
the relationship between corporate governance and firm performance. External block holders
have solid incentives to reduce managerial opportunism (Shleifer and Vishny, 1986) and they
may wish to use debt as a governance mechanism to control management’s consumption of
perquisites (Grossman and Hart, 1982). If external block holders monitor management
effectively, managers may not be able to adjust debt to their own interests as freely as if such
investors did not exist (Brailsford et al.,, 2002). In that case firms with enormous exterior block
holdings are expected to have higher debt ratios at least up to the point where the risk of
bankruptcy may prompt them to lower debt. Family firms may also use higher debt levels to
the extent that they are perceived to be less risky by debt holders (Anderson et al., 2003).

Friend and Lang (1988) had a positive relationship between enormous external ownership and
debt. The same authors also find a negative relation between leverage and interior share
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ownership same with the view that managerial block holders select lower debt to protect their
non-diversifiable human capital and wealth invested in the firm. Brailsford et al. (2002) studies
also show a positive relation between external block holders and debt. However they find that
the relationship between managerial share ownership and leverage is non-linear. By low levels
of managerial ownership, agency conflicts compel the use of more debt but as managers
become engrained at high levels of managerial ownership they try to find a way to reduce their
risks and they use less debt. Anderson and Reeb (2003b) find that insider ownership by
managers or families has no effect on leverage while King and Santor (2008) shows that both
family and financially controlled firms carry more debt in their capital structure.

The Nigerian Cement Industry

The cement industry in Nigeria has experienced immense growth over the past few years. With
a population of over 140 million people and a growth rate of approximately 3% yearly, the
demand for and consumption of cement is expected to increase. Government however remains
the largest consumer of cement in the country with an estimated 50% of total consumption.
The frequency of roads and bridge reconstruction as well as rehabilitation of social
infrastructure emphasises government’s continued patronage of the industry but also widens
the demand-supply gab which currently exist. The Nigerian cement industry has the potential
to contribute to the larger economy in several ways. First, by virtue of its nature, the industry is
a labour intensive and is therefore a major employer of labour both skilled and unskilled. The
industry also has a significant contribution to the country’s Gross Domestic Product (GDP) and
is a source of foreign direct investment. Though the construction, renovation and rehabilitation
of major roads, bridges, networks and public infrastructure, the cement industry plays a major
role in overall economic development and enhancement of social welfare.

The Nigerian cement industry was one of the earliest import-substitution industries in the
country. The history of the cement production in Nigeria dates back to 1957. Initially three
cement plants were commissioned by the northern, eastern and mid-western regional
government. Subsequently, other companies such as Ashaka cement, BENUE cement company
(BCC), west African Portland Cement Company (WAPCO) and Cement Company of Northern
Nigerian (CCNN) were established. Today, there is several cement plants located in various
parts of the country. Some of the notable companies include: West African Portland Cement
Company Plc (WAPCO), Ashaka Cement Plc, Benue Cement Company Plc (BCC), Cement
Company of Northern Nigeria (CCNN), Dangote Industries Limited, Nigerian Cement Company
Limited, Edo Cement Company Limited, and Calabar Cement Company Limited. One of the
major characteristics of the cement industry in Nigeria is the problem of demand vs. supply
inequality. Since inception, available supply has not been able to meet the ever growing
demand for cement. Even in 1980’s, during the economic recession which witnessed a decline
in the demand for cement, these supply gabs were still very much evident (DLM Research,
2014).

The cement industry is crucial to the provision of adequate and affordable houses for the
various strata of the Nigerian society. It is therefore necessary to evaluate/assess its well-being
in the face of current happenings in the economy; like increased competition from imported
brands, privatization, the perennial 'marginalization' of the manufacturing sector by lenders,
inflation and all sorts (Benjamin, 2004).
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Empirical Review of Related Literature

Capital structures are studied by quite number researchers within and across the world.
Evidence shows that findings were obtained from the studies as regard to capital structure and
financial performance of firms, industry as well as the economy as whole.

Earlier among the studies reviewed are the work of Margatitis and Psillaki (2009), where they
used quartile regression methods and found out that the nature of relationship between
leverage ratios and firm performance is positive and significant. Their research used long term
and short term leverages to proxy leverage ratios and firm characteristics as control variables.
Also, Adeyemi and Abor (2011) examined the relationship between capital structure and firms
value. Their study used chi-square to measure longitudinal data. Their findings reveal
significant positive relationship between the choice of capital structure and market value.

Besides, Awunyo and Badu (2012), study listed banks to examined the impact of capital
structures on performance of banks. The study employs both market and accounting
performance measure and leverage ratios, firm size, age and board size are regress. Their
finding shows that listed banks are highly geared and negatively related to bank performance.
This may be attributed to the researchers over dependence on short term debt due to high
level of lending rate and low level of bond market activities. Similarly, Antwi and Zhao (2012)
used cross-sectional data on 34 quoted firms in Ghana and their result shows that component
of capital structure (i.e., equity capital) is important to the firm value. Long term debt as the
key determinant of firms value, is discovered to have more impact than equity capital.

Babalola (2012) assessed the impact of capital structure on firm performance using 10 firms
over the period of 10 spanning from 2001-2009. He measures performance in a quadratic
function, whereby performance forms the non-linear function of capital structure, as proxy by
leverage ratio. The finding supports trade off theory in another dimension. In another study
conducted by Ganiyu and Babalola (2012), where performance is measured by return on
Assets and corporate governance variables to find their effect on capital structure and the
result indicate that corporate governance has impact on company’s financial decision.

Muritala (2012), in his effort to analyse capital structure on firms’ performance in Nigeria,
used unit root test and found that all variables used were non-stationary at all level. The study
proposes that negative relationship exist between capital structure and firm performance. Data
analysed using panel least square confirm that asset turnover, age, tangibility and firm size are
positively related to firm’s financial performance.

In Sri Lanka Leon (2013) and Nirajini and Priya (2013) study the effect of capital structure of
firms performance. The former examined the listed manufacturing firms, while the later study
trading companies listed at the stock exchange. Both studies used 5 years data from financial
reports and accounts of the selected companies in the respective industries. Leon employs ROE
and ROA to measure performance, while Nirajini and Priya used Gross profit, net profit, ROCE,
ROE and ROA as performance measures. Both results indicate significant relationship between
performance and leverage.

The result of empirical literature on the relationship between capital structure and firm
performance are conflicting, as such necessitate further research despite those conducted in
Nigeria and across, as little need to be done to improve the researches to suit the Nigerian
context given the differences in technological advancement, level of economic growth, politics,
laws, leadership style and level of awareness. Hence, this study covers the period spanning
2010-2014.

Copyright © Society for Science and Education, United Kingdom 35



El-Maude, J.G., Ahmad, A.R. & Ahmad, M.M. (2016). Capital Structure and Firm Perfomance in the Nigerian Cement Industry. Archives of Business
Research, 4(6), 30-44.

Theoretical Framework

Many scholars have advanced numerous explanations which serve as theoretical backing on
the concept on capital structure. For the purpose of this research, the paper tends to look at the
most commonly used theories on capital structure. Besides this theories are not exhaustive.
Modigiliani-Miller Theory

The Modigliani-Miller theorem (of Franco Modigliani, Merton Miller) forms the basis for
contemporary thinking on capital structure in 1958. The basic theorem states that, under a
certain market price process (the classical random walk), in the absence of taxes, bankruptcy
costs, and asymmetric information, and in an efficient market, the value of a firm is unaffected
by how that firm is financed (Myers, 2001). It does not matter if the firm's capital is raised by
issuing stock or selling debt. It does not matter what the firm's dividend policy is. Therefore,
the Modigliani-Miller theorem is mostly referred to as the capital structure irrelevance
principle.

The theorem was originally proven under the assumption of no taxes. According to Frank and
Goyal, (2008), it is made up of two propositions which can also be extended to a situation with
taxes. Consider two firms which are identical except for their financial structures. The first
(Firm U) is unlevered that is, it is financed by equity only. The other (Firm L) is levered: it is
financed partly by equity, and partly by debt. The Modigliani-Miller theorem states that the
value of the two firms is the same.

Trade-off Theory

Kim (1978) studies showed that the choice of capital structure matters in influencing
performance. The trade-off theory refers to the idea that a company chooses how much debt
finance and how much equity finance to use by balancing the costs and benefits (Margaritis
and Psillaki, 2009). Trade-off theory gives chance for the existence of bankruptcy cost. It states
that there is an advantage to financing with debt (namely, the tax benefit) and that there is a
cost of financing with debt (the bankruptcy costs and the financial distress costs of debt)
(Kraus and Litzenberger, 1973). Miller (1977) argues that these costs do exist indeed, but they
seem inexplicably small relative to tax savings as they are supposedly balanced. However, to
Myers (1984), the marginal benefit further increases as debt declines, and as debt increases,
while the marginal cost increases, so that a firm that is optimizing its overall value will focus on
this trade-off when choosing how much debt and equity to use for financing. Empirically, this
theory may explain differences in D/E ratios between industries, but it doesn't explain
differences within the same industry (Margaritis and Psillaki, 2009). As such it usage under
this study becomes imperative as the paper focus on trend analysis of cement industry
financial performance.

Pecking Order Theory

In the theory of firm's capital structure and financing decisions, the pecking order was first
proposed by Donaldson in 1961 and it was improved by Myers and Majluf (1984). It states that
companies place in order of preference their sources of financing (from internal financing to
equity) according to the norm of least effort, or of least resistance, preferring to raise equity as
the last alternative means financing decision. Therefore, internal funds are used first, and when
that is exhausted, debt is issued, and when it is not functional to issue any more debt, equity is
issued (Myers, 2001).

Pecking Order theory attempts to capture the costs of lopsided information. It states that
companies place in order their sources of financing from what it has at hand, when that
becomes exhausted, then proceed to debt issue, when this seem work no longer, finally equity
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becomes the last option. This is in accordance with the law of least effort, or of least resistance.
This theory preserves that firms abide by the chain of command of financing sources and
prefer internal financing when accessible, and debt is preferred over equity if external
financing is necessary. As a result, the form of debt a firm decide on act as a sign of its need for
exterior finance. The pecking order theory is dispersed by Myers (1984), when he argues that
equity is a less preferred means to raise capital because when managers issue new equity,
investors have confidence that managers think that the firm is overestimated and as such
managers are captivating the benefit of this over-estimation. Thus, investors tend to place a
lower price to the new equity issuance.

Agency Theory

This is a theory about the relationship between the principal (owner/shareholders) and the
agent of the principal (employees/managers). This recommends that the firm can be regarded
as a link of contracts between resource holders. An agency relationship ascends whenever one
or more individual, called principals, hire one or more other individuals, called agents, to
perform some service and then delegate decision-making authority to the agents (Margaritis
and Psillaki, 2009). The agency theory perception was originally advanced by Berle and Means
(1932), who argued that due to a continuous dilution of equity ownership of large
corporations, ownership and control become more separated. This situation gives professional
managers an opportunity to pursue their interest instead of that of shareholders (Jensen,1986)
as cited in Salawu (2009). In theory, shareholders are known to be the only owners of a
company, and the job of its directors is purely to safeguard and ensure shareholders’ interests
are maximized.

The issue here is that the interest of the principal and the agent are never precisely the same,
hence the agent, who is the decision-making part, tries always to pursue his own interests in
place of those of the principal. The main problem faced by shareholders is to ensure that
managers will return excess cash flow to them (e.g. through dividend payouts), instead of
having it invested in unprofitable projects (Jensen and Meckling, 1976). Muritala (2012), assert
that, if the principal wants to make sure that the agent acts in his interests he must undertake
some Agency costs (e.g. the cost of monitoring managers). As such the more the principals
want to control the conduct of manager decisions the higher their agency costs will be. Yet,
modern research has revealed that capital structure can somewhat cope with the principal-
agent problem without substantially increasing agency costs, but simply by trading off equity
for debt (Pinegar and Wilbricht, 1989; Muritala, 2012).

Lubatkin and Chatterjee, (1994), argue that firms can discipline managers to run businesses
more efficiently by increasing their debt to equity ratio. Debt creation ensures contractually
that managers will return excess cash flow to investors instead of investing it in projects with
negative NPVs (Onaolapo and Kajola, 2010). This is caused by high degrees of control demand
high interest expenses, which force managers to focus only on those activities necessary to
ensure that the financial obligations of the firm are met. Hence, by having less cash flow
available, managers of highly leveraged firms see their ability of using the firm'’s resources for
discretionary- and often useless-spending, dramatically reduced.

The theory underpinning this research work is the trade-off theory. The theory is profit
motivated theory. Trade off theory explains that tax shield debt has effect on firm profitability
and shows that firm can get optimum capital structure. The theory further shows that, the form
of debt capital could equally have effect on firm’s performance.
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Research Methodology

The research design employed in this study is ex post facto research design. Four (4) out of the
seven (7) companies in Nigerian cement industry were selected as sample of the study. Data
were collected from Annual Reports and Accounts of the sampled companies from the Nigerian
Stock Exchange for the period of five (5) years i.e. 010 - 2014. The data were analysed using
STATA software version 12.00 where summary of descriptive statistics, correlation and
multiple regressions results were obtained and analysed to determine the impact of capital
structure on firm financial performance in the listed Nigerian cement companies. This study
uses two variables; dependent and explanatory variables. The dependent variable is the most
usual accounting performance ratio; ROE is the measure of ratio of earnings before interest
and tax to ordinary shareholders capital ( Anwuyo and Badu, 2013; Muritala, 2012 and Oladeji
& Olokoyo, 2014). It explains how well management is able to manage the equity invested by
shareholders (Saidu, 2014).

Explanatory variables include both the independent and control variables adopted for the
study. Independent variable for the study is leverage or debt commonly used in the research
work. It is represented by debt to total assets ratio, divided into two; Long term debt to total
asset; and Short term debt to total asset ratios as used by (Margatitis & Psillaki, 2009; Anwuyo
& Badu, 2013; Muritala, 2012; Antwi, Mills & Zhao; and Oladeji & Olokoyo, 2014). It is the ratio
of total debt to the net assets of the companies. Firm size is the most commonly investigated
control variable suggested to affect firm performance (Garko, 2012). It is measured as the log
of total assets as used by (Garko, 2012 Muritla, 2012 and Anwuyo and Badu 2013).

In a bid to examine the impact of capital structure on firm'’s performance, we specify a model in
line with the traditional theory of capital structure. The model is designed to accommodate
ordinary least square (OLS) regression. As such, we adopt the capital structure model that
states that firms’ performance depends on capital structure and some control variables that is
two independent variable and one control variable. Thus, following (Muritala, 2012; Ogebe et
al, 2013; Oladeji and Olokoyo, 2014 and Saidu, 2014);

Performance = f (leverage, size) + €i
ROA it = B0 + B1LTD/TA it +B2STD/TA it +B3SIZE +&it
ROE it = B0 + B1LTD/TA it +B2STD/TA it +B3SIZE +it

The above model shows that the firm's performance relies on capital structure and size of the
firm.
Where:
ROE = Return on asset
Size = Firm size or size of the firm
Leverage = total debt/total asset
LTD/TA =long term debt to total assets
STD/TA = short term debt to total assets
SIZE = Log of the total assets
et = the error term

RESULTS AND DISCUSSIONS
This section presents, analyse, interprets and discuss the result obtained from the data
generated from annual report and accounts of the sampled cement companies for the period of
the study. The data was analysed using descriptive statistics, correlation matrix of the
dependent and explanatory variables and regression analysis. The descriptive statistics
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explains the various statistics such as mean, standard deviation and long term debt structure of
the cement companies and Correlation matrix was employ to examine the relationship
between the explanatory variable while regression coefficients with the purpose of testing the
relationship between variables of the study. Table 1 provides such statistics.

Table 1: Descriptive Statistics of the Variables

Variable | Obs Mean Std. Dev. Min Max
_____________ +________________________________________________________
roa | 20 .0124255 .0057012 .0049652 .0199005

roe | 20 .2211664 .1277463 .0598853 .5040225

tlta | 20 .3850627 .1365481 .1562515 .6325405

ltlta | 20 .169889 .0857874 .069694 .419614

stlta | 20 .2150385 .1143803 .019451 .490122
_____________ +________________________________________________________
size | 20 8.731998 .9228414 7.449094 10.19811

Source: Generated by the Researchers from the Annual Reports and Accounts of the sampled companies using Stata
(Version 12)

Table 1 reveals that the Return on Assets (ROA) of the companies in the cement industry over
the five year period ranged from 0.50% to a maximum of 1.99% and with average values of the
dependent of 1.24% and the standard deviation is 0.0057012 indicating lack of substantial
variation. Other variables which are independent in the table also indicate some level of
variability. On the overall Total Liability to Total Assets (TLTA) has the highest standard
deviation with about .1365481 and Return on Assets (ROA) has the lowest standard deviation
account for only .0057012. These indicate that the long term debt and short term debt occupy
17% and 22% of the total assets.

In order to examine the level of relationship between the dependent and independent
variables, correlation matrix is used. Variance Inflation Factor (VIF) test is carried out also to
find out whether or not multi-collinearity exists as a result of the relationship between the
variables. The correlation matrix in Table 2 provides some insights into which of the
independent variables are related to the Return on Assets (ROA) (i.e., the dependent variable).

Table 2: Correlation Matrix of the Variables

\ roa roe tlta ltlta stlta size
_____________ +______________________________________________________
roa | 1.0000
roe | 0.0917 1.0000
tlta | 0.5025 0.0578 1.0000
ltlta | 0.3050 0.1713 0.5515 1.0000
stlta | 0.3706 -0.0593 0.7800 -0.0918 1.0000
size | 0.3439 0.3316 0.2218 -0.1641 0.3859 1.0000

Source: Generated by the Researcher from the Annual Reports and Accounts of the sampled companies using Stata
(Version 12)

From the above table, the values are on diagonal all 1.0000 which indicate that each variable is
perfectly correlated with itself. All the independent variables are positively correlated with
Return on Assets (ROA). The positivity nature of the correlations implies that as the rate
Return on Equity (ROE) with a correlation coefficient value of 0.0917, Total Liability to Total
Assets (TLTA) with a correlation coefficient value of 0.5025, Long Term Liability to Total
Assets (LTLTA) with a correlation coefficient value of 0.3050 and Short Term Liability to Total
Assets (STLTA) with a correlation coefficient value of 0.3706 as well as size with a correlation
coefficient value of 0.3439 increases, the Return on Assets (ROA) of the companies under study
also increases which means that the relationship is not strong (i.e., weak). However, the
highest correlation coefficient from the table is 78% which indicates that there is no
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multicolinearity between the variable. As Brooks (2000), cited in Cathode (2002) opined that
multicolinearity is present only if the correlation coefficient is 80% or above.

Table 3.1: Regression Result

roa | Coef Std. Err t P>t
_____________ o
tlta | -.251646 2.19375 -0.11 0.320
ltlta | .2770543 2.195138 0.13 0.011
stlta | .2660098 2.192033 0.12 0.018
size | .0018866 .0015705 1.20 0.048
cons | -.0114198 .0135 -0.85 0.411
Prob > F = 0.0109
R-squared = 0.3257
Adj R-squared = 0.1459

Source: Generated by the Researcher from the Annual Reports and Accounts of the sampled companies using Stata
(Version 12)

Table 3.1 presents the regression results of the 1st model equation of the dependent variable
(ROA) and independents as well as explanatory variables (total liability to total assets, long
term liability to total assets, short term liability to total assets and size). The coefficient of “R-
squared” shows 32.57% which indicate that the variables used in the model accounts for about
32.57% variation on ROA as the dependent variable, whereas the remaining of the variation
accounts for the outcome of other variables which were not considered by this model.
However, the whole probability is positively significant at 10%. As such, the 1st model
equation can be inscribed as: ROA =-.0114198 +.277054331 +.2660098B2 +.0018866[33 + ¢

In assessing the 1st model of the regression equation, the results shows that, the relationship
between ROA and is positive and significant, this can be justified with the “t” value of 0.13 and
P>|t| 0.011. Similarly the result of the coefficient 0.2770543 is positive, which means that an
increase in LTLTA will lead to increase in financial performance of cement companies. This
infers that, LTLTA has a positive relationship with ROA. So also the relationship between ROA
and STLTA is positive but not significant, which is can be justified with positive “t” value of 0.12
and P>|t| 0.018 which also has a positive coefficient of 0.2660098, this implies that, STLTA has
a positive and statistically significant relationship with ROA. Meaning that both long and short
term liability to total assets also increased financial performance of the cement companies. The
result is consistent with some empirical findings such as Magatitis & Pssillaki (2009); Suleiman
(2013) and Goyal (2013). The finding also conflict with that of Saidu (2014) who maintained
that capital structure in financial performance of firms’ pension industry has a negative impact
on their performances.Finally, the result of size indicate positive with a significant relationship
at 5% level of significance on financial performance of the sampled cement companies with a
coefficient value of 0.0018866 and P>|t| 0.048, which indicate that the size of the company
has something do with it financial performance as used by Garko (2012).

Table 3.2: Regression Result

roe | Coef Std. Err t P>t
_____________ o
tlta | -.09314 79852 -1.01 0.031
ltlta | 46114 .8313 1.01 0.028
stlta | 8143 75799 1.00 0.033
size | .07759 .037083 2.09 0.054
cons | -.45193 .31876 -1.42 0.177
Prob > F = 0.0017
R-squared = 0.2512
Adj R-squared = 0.1725

Source: Generated by the Researcher from the Annual Reports and Accounts of the sampled companies using Stata
(Version 12)
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Table 3.2 presents the regression results of the 2nd model equation of the dependent variable
(ROE) and independents as well as explanatory variables (long term liability to total assets,
short term liability to total assets and size). The coefficient of “R-squared” shows 25.12%
which indicate that the variables used in the model accounts for about 25.12% variation on
ROE as the dependent variable, whereas the remaining of the variation accounts for the
outcome of other variables which were not considered by this model. It is also positively
significant at 10%. As such, the 2nd model equation can be inscribed as: ROE = -.45193 +
461141 +.8143B2 +.077597B3 + ¢

In evaluating the 2nd model of the regression equation, shows that, the relationship between
ROE and is positive and significant, this can be justified with the “t” value of 1.01 and P>|t|
0.028. Similarly the result of the coefficient 0.46114 is positive, which also means that an
increase in LTLTA result to increase in financial performance of cement companies. This infers
that, LTLTA has a positive relationship with ROE. So also the relationship between ROE and
STLTA is positive and statistically significant, justifiable with positive “t” value of 1.00 and P>|t|
0.033 which also has a positive coefficient of 0.8143, which also implies that, STLTA has a
positive and statistically significant at 3% level of significance with ROE. Meaning that both
long and short term liability to total assets also increased financial performance of the cement
companies. The result is consistent with Modigliani and Miller (1958) capital structure
irrelevancy theory, which however goes against agency theory that debt is negatively impact
on performance. That is to say leverage affects firm performance positively. The findings are
contrary to empirical findings of Saidu (2014); Awuyo-Victor & Badu (2012); Suleiman (2013)
and in line with Safar, Assif & Arshad (2013).

Lastly, the result of size as a control variable point out to be positive with a significant
relationship at 5% level of significance on financial performance of the sampled cement
companies with a coefficient value of 0.077597 and P>|t| 0.054, which indicate that the bigger
the size of the company the higher the financial performance.

However, using both the two models result to significant impact at significance level of 10% for
explanatory variables on the dependent variables (i.e., ROA & ROE) but based on the findings
ROE is more preferable than ROA. As such the study adopts ROE as a measure of financial
performance of cement companies.

CONCLUSIONS AND RECOMMENDATIONS
The paper examines the impact of capital structure on firm'’s financial performance in the
Nigerian cement industry. From the result of the findings of the study, it can be inferred that
financial performance increases capital structures as thus;

1. There is statistically significant relationship between long term liability and return on
assets.

2. There is significant causal relationship between short term liability and return on
assets.

3. There is statistically significant causal relationship between return on equity and long
term liability in the Nigerian cement industry.

4. There is also statistically significant relationship between long term liability and return
on equity.

Based on the findings the paper recommends that cement companies should encourage the use
of long term debt in there capital structure since it has positive impact on their financial
performance and managers in the cement industry should ensure both long and short term
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debt becomes relevant in influencing their performance as measured by return on assets and
equity by making proper utilization of the loan capital.
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Abstract

The Ministry of Finance, Government of India, has recently constituted an
expert committee to look into the feasibility of changing the Financial Year in
India. This has rekindled the debate which is now a hundred and fifty years old.
A Financial Year is a period of 12 months used for estimating and analyzing the
government’s financial accounts. The present financial year in India runs from
the 1st April to the 31st March of the following year. It was adopted in 1867 on
the grounds of aligning it with the British practice. The Financial Year has been
subject to debate for so long considering the fact that it was adopted without
taking into consideration local/ Indian customs. The current debate
necessitates a re-evaluation of the Financial Year in India. This study has
attempted to analyze the issue of changing financial year in India considering
the international practices. After evaluating the current dynamics of India, this
study suggests for a status quo.

Keywords: Financial Year, Budget, Monsoon, India. JEL Classification: H61, Q58, 053.

BACKGROUND
The “Budget System” in India can be traced back to the second half of the 19th century. It was
introduced in India by James Wilson, first Finance Member of the Council of the British Crown.
James Wilson gave the first budget speech on the 18th February 1860. The Budget System
necessitated that financial estimates of each year be prepared, presented and approved by the
Legislative Council. The design of the scheme was spelled out in the Financial Resolution of 7th
April 1860. The Budget System in India is therefore, almost 156 years old.

The Mutiny of 1858 had entailed great financial catastrophe. The expenditures of the
Government of India outweighed the revenues, 1853 onwards. Deficits accumulated and ran
into several million pound sterlings. The chronic debt situation was a consequence of the
abnormal military expenditure made during the mutiny. The disequilibrium failed to ease off.
The Government of India resorted to borrowing. Consequently, the public debt and the interest
payments to be made on the same, mounted. Between April 1857 and April 1860, the public
debt of India increased by a massive £39 million. The rampant increase in debt necessitated an
immediate retrenchment of the military expenditure at the earliest.

The mutiny swept away those systems and institutions which had outlived their usefulness.
The new government under the aegis of the British Crown faced the problem of reconstruction
of financial system. As the political nature of the Crown overpowered the commercial
preoccupations of the East India Company, the defects in the old system of finance surfaced.
The budgeting of income and expenditure was imprudent and the accounts ran into mass
confusion and consequent to the mutiny the entire system of financial administration became
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deranged. Thereafter, financial administration was overhauled. A new system of budgets was
enforced; the relationship with the Home(who is home govt) government saw significant
changes and changes in the system of taxation were introduced.

The Crown took over the responsibility of the debts and liabilities of the Company vide the
Government of India Act 1858. The Secretary of State was entrusted with the responsibility of
supervising the expenditure of revenues of the government. His approval was mandatory for
the purpose of grants and appropriation of funds. It was mandated that the revenue and
expenditure of British India was to be presented in the Parliament on an annual basis.

To ensure transparency and prudence, an auditor of Indian finances was appointed for
independent scrutiny of the finances. He was given the authority to call upon the Secretary of
State for producing papers related to Indian finances. He could also examine the Government
officers in the United Kingdom in relation to Indian accounts. Accordingly, the Secretary of the
State was legally bound to present the statement of position of Indian finances in both the
houses, annually. The act entailed the annual Indian Budget debate. But the Parliament was
rarely called upon to approve the proposed expenditure rather it was merely informed about
the accounts of the previous year and current year’s revised estimates. Nevertheless, this
annual debate kept the Parliament apprised of the Indian affairs.

Meanwhile, the Secretary of State, Sir Charles Wood, having realized the gravity of the financial
situation, sent out Hon. James Wilson as Finance Member to India. A financier of great repute,
Wilson soon comprehended that the Government had borrowed without restraint and the way
out was through the drastic retrenchment and increased taxation.

Only three months after his arrival in India, James Wilson presented his first and only budget
on 18th February 1860. This budget detailed the financial situation of the country and listed
measures to bring about financial equilibrium. The first Budget expressed the faith Wilson had
on the resources of the nation and the ability of the people to develop them to address the
urgency in the finances. The document contained multiple taxation proposals. The two
principal measures introduced by him were: a tax on incomes above Rs. 200 and a license duty
on trades and professions. He also put forth significant measures to reduce military
expenditure. Subsequently, Income Taxes Act was enforced amid great apprehension while the
license duty on trades and profession was kept in abeyance.

Wilson was a fine architect of finances. He wasn’t satisfied with the halfmeasures. His
intentions of thorough financial reorganization of India were succinct. He died only after eight
months of his arrival in India leaving behind his unfinished tasks at the hands of his successor
Samuel Laing.

James Wilson is credited with the establishment of the Budget System in India. The Budget is
an annual financial statement concerning estimates of revenues and expenditures for the
forthcoming year. The budget document highlights the financial policy of the government. The
Budget has been presented before the Parliament every year since 1860. It is from the annual
nature of the budgets that the concept of the Financial Year (budget year) emerges. A financial
year is a period of 12 months used for estimating and analyzing the government’s financial
accounts.

The study is designed as follows.Section 2 of the present study elaborates on the various
financial years followed by the countries across the world. Section 3 concerns the various
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issues and debates concerning financial year in India today. Section 4 details the author’s
suggestions. And finally, Section 5 concludes with policy suggestions.

INTERNATIONAL SCENARIO
The financial year commences on 1st January for Malaysia, Denmark, China, Austria, Belgium,
Brazil and Sri Lanka. It commences on the 1st of April for Japan, U.K, Canada, India and
Indonesia and Iraq. In the U.S.A the financial year begins on the 1st of October. Clearly,
different countries have different financial years. We have attempted to find out the reasons
for selecting different financial years by different countries.

United States of America

In United States there was wide diversity in adoption of the financial year. Many governmental
organizations employed the calendar year. Some states like Alabama and Maryland used the
1st October - 30th September term as financial year. Other states like Washington adopted 1st
April - 31st March as the financial year. But most of the governments - state, local and federal
followed the 1st July - 30th June financial years.

The documented dates suggest that between 1789 and 1842, the federal government’s
financial year was the same as the calendar year. Thereafter from 1844, 30th June was selected
as the financial year ending. The rationale behind the change-over was twofold. Firstly, the
mainstay of the local and state government revenues was property tax revenue. And property
tax was collected in fall when the farmers sold their crops. It would be inconvenient for a fiscal
year to begin early in January and wait till nine months for the main source of revenues for the
current year. On the other hand, funds would be collected early in the operating year if a July-
June financial year was adopted. This reason is considered to be more or less obsolete now.
The other reason is that the legislatures usually convened in January. And with six months in
hand before the financial year began, they could debate and decide on the budget to be
adopted. Following a calendar year budget would not have permitted this convenience.

Later by the Congressional Budget and Impoundment Control Act of 1974, the budget year was
changed to 1st October - 31st September from the year 1976. This was done to allow the
Congress more time to decide and arrive on a budget. Ever since, the federal government has
followed the 1st October - 31st September financial year.

The state governments might have a financial year different from that followed by the federal
government.

Great Britain

The earliest known financial year adopted by the Great Britain ended on the 29th of
September, corresponding to the Michealmas quarter-day. Thereafter from 1752 till about
1800, the financial year in Great Britain ended on the 10th of October. The financial year for
1800-01 ended on the 5th of January which corresponded to the usual accounting day in
commerce back then. It was in 1832 that the budget was presented for the year to 5th April,
1833. The annual supply grants were voted for the year ending 31st March. But the financial
accounts continued to adhere to the 5th January norm until 1854. Thereafter, the Public
Revenue and Consolidated Fund Charges Act of 1852 mandated that the Finance Accounts be
made up to the 31st of March thereon.

The change in financial year that was effected in 1832 was attributed to the fact that, under the
previous arrangement, it was impossible to have the Parliament in session until after the
financial year had begun. Post-autumn, it was almost impossible to convene a fresh season
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before the Christmas holidays. What happened therefore was that the expenditures were made
before supplies were voted in. Thus the change was apt.

Australia

Australian colonies used the calendar year as their financial year in the 19th century. This was
seemingly because the calendar year was being used as the financial year in Great Britain back
then. Even after Great Britain changed the financial year ending to 31st March in 1832, certain
Australian states continued to adhere to the calendar year. The change from the calendar year
to a financial year ending on 31st March was pioneered by Victoria in 1870. Thereafter, South
Australia, Queensland, Western Australia, New South Wales and Tasmania followed suit.

The change was consequent to a consensus of the states, on the fact that, it was greatly
inconvenient to get the Parliament together in the months of November or December. This
invariably resulted in the delay of having the allocations sanctioned. In consequence, the
payments wanted at the commencement of the year were delayed until later. It was
acknowledged that, had the Parliament been in session just before the end of the financial year,
the inconvenient delays could have been circumvented. The festivity around the Christmas
time made the Parliament sessions then, unsuitable. Most of the people desired to head to their
homesteads instead of attending to their parliamentary duties. It was also, suggested that
working in the winter months was far more fitting than the hot months of summer. Changing
the financial year from the calendar year to the June 30th also made sense because industrial
work in the country was mostly done between the months of September to March.

These considerations of climate and convenience resulted in Australia adopting the financial
year ending on the 30th of June. Ever since, the Australian financial year has spanned over the
1st of July to the 30th of June.

Iran

Iran’s financial year follows the Solar Hijri Calendar. It usually begins on the 21st of March and
concludes on the 20th of March of the following year. 21st of March corresponds to the 1st day
of Farvardin. It is the first month of the Solar Hijri Calendar and the first day of the spring
season. Thus, local customs and traditions guide the choice for the financial year.

Afghanistan

The present financial year in Afghanistan starts from 21st December and ends on 20th
December of the following year. It corresponds to the Afghan calendar. Prior to this it used to
begin on the 21st of March and close on the 20th of March of the following year. Presumably,
the choice of financial year in Afghanistan is governed by local traditions and customs.

A cross-country analysis shows that governments across the globe have no uniform financial
year as such. Thus a “global standard” of any kind does not exist. Governments have invariably
chosen a date best suited to their convenience.

THE CURRENT ISSUES AND DEBATES IN INDIA
The first known financial year practiced in India commenced from 1st May till 30th April. This
was synchronized with the end of the harvest season in the country, 14th April. Thereafter,
Foster and Whiffin (1865) had recommended that the financial year be changed to commence
from the 1st of January. Although the Secretary of State deliberated on the recommendation in
1866, subsequently it was decided that 1st April was a better suited date for the
commencement of the financial year. This effort was aimed at aligning the Indian financial year
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with that of the British government. The financial accounts and estimates were routinely sent
across to England for review. The alignment of 1867 was expected to simplify matters of
administration.

Thereafter, numerous suggestions have been made for changing the Indian Financial. The first
suggestions for the change came in as early as 1870. In 1984, the L.K. Jha Committee had
recommended that the Financial Year be commenced from 1st January, i.e. the calendar year.
But the government has maintained status quo on the matter. Financial Year in India continues
to span from the 1st of April to the 31st of March. In recent times, the debate has been
rekindled by the appointment of a committee by the Ministry of Finance to examine the
feasibility of the change in financial year. Dr. Shankar Acharya, former Chief Economic Advisor
has been entrusted with the chairmanship of this committee.

The need for a new financial year in India

The present financial year, 1st April - 31st March, was adopted without taking into
consideration local or Indian factors. Thereafter, it has been always argued that the present
setting leads to formation of budgets without any knowledge of the ‘South-West’ and ‘North-
East’ monsoons that play an instrumental role in defining the socio-economic nature of the
nation. Furthermore, the present financial year is also argued to be inconvenient from the
point of view of national culture and traditions, optimum utilization of working season and
convenience of administrators and legislators. Various expert committees that were set up
over the years have voiced their consensus regarding the change of the Indian Financial Year.

Events leading to the setting up of the L.K. Jha Committee

The suggestions for change in financial year had come soon after it was adopted in 1867.
Thereafter, the Welby Commission in 1900 and in 1908, on the instruction of the Maharaja of
Darbhanga the matter had been reconsidered. Further, in 1914, the Chamberlain Commission,
formally known as the Royal Commission on Indian Finance and Currency had recommended
that the financial year is made to commence either on the 1st of January or the 1st of
November. The Commission held that the existing financial year setting was highly
inconvenient because the estimates of the budget were prepared without any knowledge of the
monsoons. In 1954, the Congress Session at Kalyani had proposed that the financial year begin
from 1st July. In their 20th report, the Estimates Committee had proposed that the financial
year commence from 1st October. Lastly, the Administrative Reforms Commission (1966) had
recommended various alternative dates with separate considerations for each. But
government maintained status quo considering that the disadvantages which would arise out
of the change would outweigh the advantages.

The National Development Council rekindled the debate in 1981. Subsequently, the Finance
Minister in his Budget Speech of 1984 decided to set up an Expert Committee to revisit the
matter of changing the financial year.

Consequently, the L.K. Jha Committee was constituted on the 1st of May, 1984. The main
considerations concerning bringing about a change in the financial year revolved around
information about ensuing monsoons for proper estimation of receipts and expenditures, the
optimal utilization of the working season, suitability from the point of view of national
accounts and convenience of the Members of Parliament/State Legislatures, in matters of
presenting and passing the Budget or touring of the constituencies. Other considerations
include the taxation systems, crop periods and desirability of achieving uniformity in
accounting years followed by other organizations like the financial institutions, the
cooperatives, etc.
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Basic scheme suggested by the L.K. Jha Committee

On the outset it was agreed that the financial year must correspond to the Gregorian calendar
instead of the Hindu calendar. It would simplify matters because the former was used by both,
the government as well as the business community. Further, the financial year was to
commence from the beginning of either quarter. That narrows down the alternatives to 1st
January, 1st April, 1st July and 1st October. Most of the countries across the world as well as
the organizations within the domestic economy followed either of these alternatives. Lastly,
there was consensus on the fact that the centre and state should implement the same financial
year. The deliberations in the Jha committee report are discussed below.

Considerations of the Monsoons

The Jha Committee Report held that agriculture being the mainstay of the Indian economy had
made monsoons inevitably important to the framing of the budget. And in the existing financial
year set up, the budget was prepared without proper knowledge of the monsoons.

The Budget Circular issued to the Ministries/Departments by the Ministry of Finance in
September marks the beginning of the Budget process. These ministries thereafter, put forth
their estimates of receipts and expenditures after having engaged in several pre-budget
discussions, assessment of revenues etc. The final estimates are arrived at by the end of
January. This implies that the estimates are calculated without proper knowledge of the
Monsoon behavior. Now, Indian Budget, inevitably, has to account for the quality of monsoons
when estimating the receipts and expenditure for the coming year. The Budget is not just an
account of estimates receipts and expenditure flow for the coming financial year. It also
portrays the government’s stance on the policies for allocation of scarce resources. This meant
that the impact of a bad monsoon on the budget is not just on the account of a drop in the
revenues. An ensuing drought might entail additional expenditure on drought relief, higher
subsidies etc. Considering that the budget is instrumental in effectively addressing the socio-
economic needs of the nation, the report argues that the present financial year hinders the
government’s responsiveness to it. Thus, the committee urged rightly that the financial year be
commenced at a time when the monsoons for the year have been correctly assessed.

The report suggests that calendar year turns out to be favorable in this context. The existing
financial year set up puts the government in a spot where fiscal allocations are decided and
investment plans are charted in the ignorance of the monsoon rains. But in case the financial
year commenced on the 1st of January, the budgetary process could be made to start from
October. In October, the performance of the monsoons would have been by and large assessed.

Considerations of the Utilization of Working Season

The working season in India begins post South-West monsoons. The South-West Monsoons
span over July to September invariably. The working season thus begins in October and
extends up to the next 8 to 9 months till the onset of the next South-West Monsoons. The
report asserted that sluggish administration leads to under-utilization of the working season.
The allocations made in the budget take time to reach the executive agencies. The works
programmes get held up in many areas, for as much as the first three months. Thus, the
effective working season is reduced to about six months. Three months are lost to the South
West Monsoons and another three to the budgetary process. The suggestion here is to begin
the financial year at a time such that it coincides with the South-west monsoons. Alternatively,
resolving the lag in the budgetary allocation process could also resolve the issue.
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Considerations of the National Accounts

Although the National Accounts are published for the financial year, they are based on data
which are compiled on the basis of either of the financial year, the agricultural year or the
calendar year. It was believed that having a single accounting period for the data would be
advantageous. Crop periods are different for different crops. The crop statistics correspond to
the agricultural year which comprises of the rabi and kharif crop harvests. The cooperative
year is linked to the agricultural year stretching across July - June. The agricultural statistics
pertain to the agricultural year and not the present financial year setting. The Central
Statistical Office (CSO) adjusts the agriculture production estimates in the four quarters of the
financial year on prorata basis to that of the total production in the financial year. This ensures
consistency between the quarterly and annual, GDP estimates. Although, it may be difficult to
completely eliminate the variations arising from difference in data collection periods, these fail
to pose any significant limitation to the quality or consistency of data. The data pertaining to
non-agricultural statistics, particularly the industrial statistics mostly follow the financial year.

In view of the difficulties in synchronizing the agricultural statistics with the financial year, the
report suggests that a calendar year would ease the arrangement. It would also be in line with
the United Nations statistical reporting practice.

Considerations of Legislator’s Convenience

The legislators have the responsibility of touring their constituencies. The report perceived
that the existing financial year left the legislators with the inconvenient rainy season for the
purpose of touring their constituencies. Thus the suitability of the new financial year from this
point of view was to be reviewed.

Considerations of Tax Laws

The impact of the change in financial year would be most felt over the transitional period, the
report assessed. But it was widely acknowledged by the Union Ministry of Finance and the
State Governments that the changes necessitated in the tax laws, during the transitional period,
would not be extreme. Thus with reasonable adjustments, the change-over in the financial year
could be conveniently implemented irrespective of the choice of the date.

After deliberations on the various listed matters, the States across the nation were called upon
by the Jha Committee to put forth their views. The view point of the states was of utmost
importance because the financial year was to be same for both the governments, central and
state. The response received after comprehensive discussions held amongst the Chief Ministers
and Finance Ministers of various states and the Chairman and Member -Secretary of the
committee, clearly pointed out towards an uncontested eagerness for a change.

A significant number of states favored the adoption of the calendar year. The rationale for it
was that there would be significant advantages from the point of view of the impact that the
monsoons had on the economy. Some states also pointed out that a January-December
financial year would lead to fragmentation of the working season. But the committee contested
that the issue could be resolved by introducing reforms in administrative and financial
procedures.
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The following table summarizes the views of the states, registered back then.

ALTERNATIVE ST 2"
1
DATES PREFERENCE PREFERENCE RATIONALE
Gujarat, Himachal Pradesh, Andhra Clear idea about the monsoons.
Maharashtra, Jammu & Pradesh, With proper administrative
1st January Kashmir, Karnataka, Manipur, Bihar, Orissa, reforms, interruption in the
Haryana, Rajasthan, Uttar Sikkim, Tamil | execution of works programme
Pradesh Nadu could be minimized.
H h icul
Haryana, Madhya Pradesh, appir::dc’;oobzrtatcievzgr;caurtural
Meghalaya, Punjab, Andhra year, coopel vear.
1st July . . Kerala Minimizes the interruption in
Pradesh, Bihar, Orissa, .
. the execution of the works
Nagaland, Tripura
programme.
1st October Madhya Clea!r |dea_1 about the_mc_msoons
Pradesh is available by this time.
Not that April-May had any
significant advantage.
ikkim, Kerala, A Tamil i
Status Quo Sikkim, Kerala, Assam, Tami _ Ap|_orehen5|_ons about
Nadu dislocation possible on account
of adjustment in procedures, tax
laws etc.

Source: L.K.Jha Committee Report.

Keeping in view several advantages arising from the change-over, the committee
recommended that the financial year be synced with the calendar year. The government,
however, decided to maintain status quo on the financial year. The government maintained
that there would emerge only marginal advantages from the change-over. Further, the change
would disrupt the data collection procedure which might take a long time to return to
normalcy. Lastly, the government argued that a changeover would entail extensive
amendments to taxation laws and systems and other administrative machinery would get
diverted to the problems of transition.

The Present Scenario

Thirty one years have passed since the recommendations of the L.K. Jha committee were
rejected by the government. The keen interest that the government has shown in the matter of
the change-over recently, calls for a return to the considerations governing the choice of the
financial year in the Indian context.

Recently, Niti Aayog has issued a report on the need for changing India’s Financial Year. It has
reiterated the suggestions of the Jha Committee Report. The details of the report are discussed
below.

On the Monsoons
The report believes that although the contribution of agriculture to the Gross Domestic
Product has witnessed a secular decline, it continues to play a significant role through its
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forward and backward linkages in the economy. And therefore, monsoons continue to be
instrumental to the estimation of receipts and expenditures of the government.

The problem with the existing financial year is that by the time the fresh allocations are
sanctioned, the impact of the previous South-West Monsoon is already over and by the time
allocations reach the executing authorities, the next South-West monsoon is about to begin.
Thus the policy measures in the budget are more ‘reactive’ in nature than ‘proactive’.

54% of Indian agriculture is still rain-fed. The moisture retained by the soil on account of a
healthy monsoon greatly enhances the production of crops. Further, a good monsoon
contributes to various sources of water like reservoirs, ground water, wells, ponds etc. An
erratic monsoon generally hits agriculture sector by the way of reduced crop outputs.

Moreover, almost 40% of the entire rural households in the country depend on agriculture for
their livelihoods. Thus, the Agriculture sector accounts for considerable work force
employment in the country. Agriculture has significant linkages with the headline inflation as
well. Given the multifold significance of agriculture, it is the focus of all political attention.

The monsoons in India are highly unpredictable. Even with the best of technological
advancements that have happened in the recent times, one can only hope to get an
approximation at best. Thus, they agree with the Jha committee report in changing over to a
January-December Financial year for the sake of better information on the monsoon behavior,
given its crucial nature.

On the Working Season

It had been argued earlier that the January- December financial year will lead to fragmentation
of the working season. The report states that slowdown in the developmental and other
activities on account of time-lag in budgetary process have been reduced to great extent. The
Monsoon does halt the construction works for certain duration. But it will continue to do that
irrespective of the choice of financial year. The procedural improvements implemented by the
government in recent times, have addressed the issue of sub-optimal utilization of the working
season. And therefore, the calendar year poses no serious hindrance to the consideration of
optimal utilization of working season.

On National Account Statistics

The report elaborates that there is no reason to doubt that the change in the financial year to
any other time would be disruptive of the order of collection of national statistics. The
overarching concern is to be able to capture the two harvests, rabi and kharif crops, over the
year. And that continues to be feasible in case a change in financial year was effected. The
matter was agreed upon by the Central Statistical Office (CSO). Further, the CSO continues to be
in favor of implementing a calendar year for the purpose of collection and compilation of data
as it is in line with the UN Statistical Office practice.

On Considerations of International Practices

A cross-country analysis shows that governments across the globe have no uniform financial
year as such. Thus a “global standard” of any kind does not exist. Governments have invariably
chosen a date suited to their convenience. But what does exist in common is the fact that
almost all the governments choose the beginning of a quarter as the start date of their financial
year. And there appears to be a preference in opting for the calendar year as the financial year.
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Most of the Asian countries barring Japan, Thailand, Pakistan and India have adopted the
calendar year as their financial year. In South-Asia Indonesia, Philippines, Malaysia, Vietnam
etc. have adopted it too.

Furthermore, in most of the countries the Tax year coincides with the calendar year. Thus,
many businesses based out of Europe and America, follow the calendar year for their financial
accounting purposes.

It is reasonable therefore to assume that the calendar year is the most widely accepted choice
for financial year, for the governments and the businesses alike.

On Legislator’s Convenience

With the improvement in the overall infrastructure and connectivity in the country in the last
few decades, the constituencies are accessible to the MPs and legislators all throughout the
year now. Thus, the consideration of the Legislator’s Convenience can be delinked from the
question of the financial year. Similarly, weather related inconvenience to the legislators in
terms of presenting and passing the budget have also been side stepped.

Having said that, neither does the present financial year doesn’t bring any particular
inconvenience to the legislators nor will a new financial year cause any particular discomfort
to them.

On Considerations of National/Local Traditions

In view of the rich cultural and traditional diversity in India, a variety of alternatives would
emerge for the financial year. It could be either linked to the “New Year” of the Hindu
Calendar. But in context of modern times, a considerable number of citizen associate New Year
with the 1st of January.

Alternatively, the new financial tear could be linked to the “harvest festivals”. The options
could be Onam or Pongal/Makar Sankranti. Lastly, it could be linked to the Diwali as the
festival is celebrated across the nation, alike. Given the various possibilities, it is difficult to
choose one. It is wise rather not to engage in the Hindu calendar for the financial year.

Choosing the calendar year as the financial year, fares better in this context as well because it is
reflective of the modern practices of the youth of the nation.

The Niti Aayog’s report on the need for changing India’s financial year revisits all the
considerations made by the L.K. Jha Committee report and advocates its views. It suggests that
the government should switch the financial year to the calendar year.

AUTHOR’S SUGGESTIONS
We differ significantly from the stance of the Niti Aayog’s report. We suppose that the gains
believed to be materializing from the change-over of the financial year are farfetched. Over the
many years, since the Jha committee’s recommendations, numerous changes have unfolded.

Technology has witnessed rampant adoption in India, in the cities, as well as the hinterlands.
An outcome of technological progress, we indeed have a greater clarity of the monsoons and
their behavior, if not an exact estimate. Rainfall situation is routinely monitored by a wide
network of observatories. The monitoring is done over spatial and temporal scales over the
country. The ambiguities associated with a drought or flood like situation have been mitigated
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by the early warning indicators though scientific measures. The reactive and relief centric
approach towards droughts and floods has been done away with. The focus of the
governments, state and central, is on the integrated management emphasizing on prevention,
mitigation and preparedness, which has resulted in minimizing loss of lives and livelihoods on
account of a drought or flood. At present, redesigning of strategy for agriculture to reduce
drought vulnerability and increasing farm income through higher investment in irrigation,
access to institutional credit, provision of quality inputs like seeds, fertilisers and pesticides
have been put in place.

Some of the States in India have started preparing a separate Agriculture Budget to care of
Agriculture sector in a comprehensive manner. .

The fiscal stress to the government in dealing with droughts was because relief measures were
given precedence over the mitigation measures. This in turn, put enormous strain on the state
budget dismissing developmental plans. But the states in present times have moved on to
become comprehensively prepared for untoward situations like drought. The State Disaster
Response Fund, supplemented by the National Disaster Response Fund in case of acute
emergencies, is a non-lapsable fund provisioned to meet immediate relief expenditure to the
victims of drought, cyclone, flood and various other contingencies. Drought resilience is
strengthened further by provisioning of additional days of work under MNREGA to drought
affected households, diesel subsidy scheme for farmers in affected areas, enhancement of
ceiling on subsidy, interventions for saving perennial horticulture crops, implementation of
additional fodder development programme, flexible allocation under Rashtriya Krishi Vikas
Yojana and other centrally sponsored schemes and framing of a crop contingency plan.

Additionally, introducing participatory democracy, laying out location specific crop
contingency plans and focusing on long term drought proofing programmes e.g. watershed
development, water harvesting etc. has gone a long way in addressing the woes of the
unpredictable, insufficient monsoons.

Further, various schemes like Pradhan Mantri Krishi Sinchayee Yojana (PMKSY), Krishonnati
Yojna aim at extending irrigation coverage and improving crop husbandry ensure that rural
incomes are safeguarded and rural development is strengthened. Lastly, the Pradhan Mantri
Fasal Bima Yojana scheme has been introduced to make crop insurance easily available to
farmers.

Thus, the crucial role that the monsoons used to play in the framing of and in deciding the
impact of the budget seems to be blown up in today’s times. The government has exhaustively
attempted to blunt the exposure of agriculture sector output to the erratic monsoons. The
impact of a bad monsoon is almost always taken into account and factored in while allocating
fund while framing the budget.

The governments, state and central, are no longer in a limbo. They have dynamic research and
analysis teams. Factoring in of changing circumstances is fast and responsive. The focus is on
completion of on-going major, medium and minor irrigation projects along-with installation of
Mega Lift, Shallow and Deep Bore Wells and Micro Irrigation facilities to optimize water use
efficiency.

Steps have been taken for crop diversification from cereals to pulses and millets, revitalising
the extension system for transfer of advanced technology, strengthening of market linkages
through financing, storage and transportation, risk mitigation and value addition.
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Thus, in view of the present setting, the role of monsoons in deciding the financial year is at
best passive, if not redundant.

In context of considerations of the utilization of working season, significant changes have
become common place. The State governments have introduced the Integrated Financial
Management System (IFMS) with the intention of automating and computerizing the budget
execution and account operations. Under IFMS, the major initiatives taken by State
Governments include Electronic Payment System, e-Government Receipt Accounting System,
State Public Procurement Portal, Integrated Human Resource Management system and few
others. These systems ensure real time transfers. The IFMS is entirely web based facilitating
state wide financial transactions and efficient monitoring. The previously required manual
checks of receipts and their expenditures have been done away with. Now the treasury and the
Finance Department have a clear picture of the total budget expenditure on a daily basis. This
ensures seamless data flow across the system, so that the implementing authorities make well-
informed decisions.

Furthermore, the centralized electronic payment channels ensure that the funds reach the
implementing authorities in real time. Thus, the time-lag that plagued the system and caused
works programmes to get delayed in the first few months of the financial year have been
successfully circumvented. However, the slowdown in the construction works on account of
monsoons cannot be avoided.

The collection of national statistics as on date doesn’t show any signs of inconvenience.
Although, it is not aligned with the UN Statistical office practice, the existing practice doesn’t
warrant any immediate redesign. Likewise, the consideration of the financial year not being in
sync with the local or Indian customs can be ignored. Owing to the diversity of the cultures and
traditions in India, it is best not to engage in choosing one of the many possible alternatives.

With the great strides of development that transport and communication have taken in the
recent past, the convenience of the legislators in touring their constituencies is no longer a
concern. Fair weather roads and telecommunication connectivity ensures that they have
desirable access to their constituencies all-round the year.

Besides, India is on the threshold of changing over to a multi-year budget framework. Many
states are examining the feasibility of implementing a medium term fiscal strategy. In these
changing times, the considerations that at one point played a decisive role in the choice of a
financial year in India are losing relevance.

CONCLUSION
The detailed discussion above points out that the need for changing the current financial year
is avoidable. The responsiveness of the Government is adequate as the uncertain nature of
monsoons are anticipated and factored in while formulating budgets.

The importance of monsoons in agriculture and thereby the lives of several people employed
in agriculture is undeniable. But modest understanding of the monsoon behavior has
considerably improved the investment planning and budgetary allocation procedures. Over the
years, the quality of planning has considerably improved and states are abreast with
advancements in technology, thereby bringing about tremendous transformation in the
development of the rural populace.
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A change in financial year entails engaging in making amendments to taxation laws and
systems and financial procedures concerning authorization of expenditure. In consequence, the
administrative machinery would have to be diverted towards these problems of transition.
Instead, it would be more judicious to redirect these administrative systems towards the
successful implementation of the Goods and Services Tax (GST. Successful implementation will
raise the tax efficiency of both national and sub-national governments. The implementation of
GST calls for the standardization of systems and procedures across the country. This includes
the tax payer registration system, tax reforms, tax reporting periods, taxpayer identification
numbers, cross border trade information systems and IT systems. The overhaul of the entire
machinery would require massive training efforts, at the central and the state level. So, a
diversion of administrative machinery to this effort would be favorable, given the potential of
the GST to bring in many economic benefits.

Furthermore, the government is mulling over switching to a multi-year budget framework in
the near future. The multi-year budget is unique because it allows long term interlinking of
current year budgets with future years’ expenditure requirements. Thus, it would provide a
platform whereby perennial fiscal problems could be resolved by matching the government’s
expenditure commitments to the resources available. It will improve long-range and strategic
planning. Introducing the medium term approach to budget formulation would help
prioritizing expenditure commitments in line with the fiscal strategies. This would
improve resource allocation. Moving away from the annual budgets would necessarily blunt
the impact of a choice of a particular financial year.

Considering the recent developments in the economy, we believe that the need for a change in
the financial year of India is escapable. Thus, maintaining status quo instead of engaging in the
cumbersome task of changing the financial year appears reasonable.

Bibliography
Ambedkar, B. (1925). The Evolution of Provincial Finance in British India. King.
Arndt, H. (1963). The Financial Year. The Australian Quarterly, 35 (2), 51-56.

Debroy, B., & Desai, K. (2016). Need for Changing India's Financial Year - A Discussion Note. New Delhi:
Government of India.

Bibliography Ambedkar, B. (1925). The Evolution of Provincial Finance in British India. King.
Arndt, H. (1963). The Financial Year. The Australian Quarterly, 35(2), 51-56.

Debroy, B., & Desai, K. (2016). Need for Changing India's Financial Year - A Discussion Note. New Delhi:
Government of India.

Jha, L. (1985). Report of Shri L K Jha Committee on the change in Financial Year. New Delhi: Governnment of India.
Misra, B. (1942). Indian Federal Finance.

N.C.Lahiri, M. a. (1992). History of the Calender in different Countries Through the ages. New Delhi: CSIR.

Prasad, M. P. (2016). Financial Year (FY) or Fiscal Year. New Delhi: Arthapedia.

Thomas, P. (1939). The Growth of Federal Finance in India.

Jha, L. (1985). Report of Shri L K Jha Committee on the change in Financial Year. New Delhi: Governnment of India.
Misra, B. (1942). Indian Federal Finance.

Thomas, P. (1939). The Growth of Federal Finance in India.

Copyright © Society for Science and Education, United Kingdom 57



Archives of Business Research - Vol.4, No.6 @
Publication Date: December. 25,2016 % 9

DOI: 10.14738/abr.46.2325.

Dammas, A.H. (2016). Investigate Students’ Attitudes towards Computer Based Test (CBT) at Chemistry Course. Archives of T
Business Research, 4(6), 58-71. AND EDUCATION

Investigate Students’ Attitudes toward Computer Based Test
(CBT) at Chemistry Course

Amnah Hassan Dammas
Department of Education Management and Developing - Females
Ministry of Education - Jeddah- Saudia Arabia

Abstract

Computer Based Assessment (CBT) is being a highly widespread method to
assess students’ fulfillment at the university level. This study seeks to examine
the attitude of the students towards computer-based test (CBT) at the KAU -
Saudi Arabia Jeddah. Quantitative approach using survey questionnaire was
adopted to carry out the current study using convenience-sampling technique.
The sample consists of (60) undergraduate students who had taken the exam
on CBT were selected from college of science - chemistry department to
examine their perceptions towards CBT. To achieve this aim, the researchers
examine the possibility of using student feedback in the effectiveness of this
method in assessment. The findings show that: the majority of respondents
have positive attitude towards CBT, (83.7 %) of students said they were
competent with the use of computer due to their prior experience. Regarding
test administration, they reported that there are some errors in the chemical
equations, formulas, construction in the exam sections, and inadequate time.
Nevertheless, they achieved the exam successfully and reached satisfaction
through CBT features such as direct scoring, validity, and transparency in
grading. The bottom line, CBT experience will become favorable for students
and then will earn its effectiveness in the context of assessments methods.

KEYWORDS: Computer Based Test (CBT), Chemistry course, Undergraduate
Students, computer experience.

INTRODUCTION

Over the past four decades, there has been gradual evolution in computer-based testing (CBT)
as a viable alternative to paper-and-pencil testing (PPT). However, the transformation to CBT
is neither simple nor cheap. Student assessment is a quite fundamental factor in every learning
paradigm. Teachers' evaluate students and learning outcomes to direct and encourage them
according to their fulfillment (1).It is mostly known that examinations determines the extent to
which educational goals have been accomplished as well as the extent to which educational
institutions have served the needs of society (2).Examinations are not only limited to measure
educational needs or societal objectives but also incorporate in a way of coping with the
educational system (3).

According to Rehmani (2003) examinations play an important role in determining what goes
on in the classroom in terms of what, and how teachers teach and students learn and can have
effect on both teaching and learning’ (4) . Several examination modes utilized in higher
education institutions to assess academic progress, for instance, paper-pencil-based
examinations, assignments, presentations. Sim, Holifield, & Brown (2004) identified more than
fiftty different techniques used within higher education for assessment purposes; the most
commonly used are examinations (5).
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The rapid advancement of Information and Communication Technologies (ICT) in teaching and
learning has shifted the paradigm (6) from paper-pencil-based to computer-based system of
examinations which are usually termed as Computer Assisted Testing, Computerized
Assessment, Computer Based Testing (CBT), Computer Aided Assessment (CAA), Computer
Based Assessment (CBA), Online Assessment, E-Assessment and Web-Based assessment [ (7);

(8)]-

Computer - based tests (CBT) are the form of assessment in which the computer is an integral
part of question papers’ delivery, response storage, marking of response or reporting of results
from a test or exercise (9). Conole and Warburton (2005) defined CBT as ‘the use of computers
for assessing students’ learning’ (10). It is required to think, re-consider, and modify or change
the traditional test manners. Electronic assessment tools had reduced the load of teachers and
facilitate exams execution purposefully because of inclusion of ICTs in education. CBTs can be
applied to promote further efficient learning by examining students' knowledge and
understanding in many fields such as chemistry courses.

Students' prior experience in computer and communication skills is essential matters in
CBTs.CBT are a method that may does not suit the learning styles of many students. The
primary factor in determining whether an assessment program is beneficial or not depends on
whether the assessment tasks are relevant to the purposes and learning outcomes for the
course, not forgetting the attitudes and skills that are to be examined. For this, we will try in
this study to investigate students' perceptions and their attitudes towards this kind of exams,
and to identify the technical and scientific issues that they face. Computer and related
technologies provides a powerful tools to encounter the challenges of designing and
implementing assessments modes that go beyond the conventional practices and facilitate
accessing a widely sources of information , cognitive skills and knowledge.

Computer based assessment technique is becoming more and more widespread in HEIs.
According to Conole and Warburton (2005): “CBTs are written to test specific levels of ability
they have the potential to deliver more accurate and reliable results than traditional exams”
(10). Traditional methods of assessment are being changed by automated assessment in all
over the world progressively but it is not clear so far to up to what extent these changes will be
fruitful to the academicians and administrators of HEIs, in addition to that, institutions across
the globe are migrating toward the use of (CBT) to test students’ knowledge (11).

Therefore, it was significantly important to perceive university students’ perceptions
towards Computer-Based examinations. It was noticed through literature that little interest
was paid to understand students’ thoughts about CBTs in terms of their attitudes in terms of
their role in assessing the responses of students taking CBT in chemistry course. Authors of
this research, thus, analyzed students’ attitude in different dimensions, i.e., gender, age,
academic level, academic performance, and prior experience in computer, computer anxiety,
and constraints on the utilizing of CBT. The present study aims to identify the attitudes of those
level students towards CBT and analyze their perceptions in terms of the above dimensions.

The paper is organized as follows. In Section (2), a brief literature review that summarizes the
studies of those authors who experimented or surveyed CBT in different courses at HEIs.
Section (3), a review of theoretical background of CBT is presented. Section (4) explains the
importance of the study. Study problem is presented in Section (5). In Section (6), Purpose of
the study is determined. In Section (7), Study questions were addressed. Section (8), explains
the research methodology. In section (9), data analysis and discussion of results are shown.
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Finally, conclusion, study limitations, and future studies were included in Section (10), section
(11), and section (12) respectively.

PREVIOUS STUDIES

(Powers & O’Neill, 2006), assessed the degree of contribution of CBT to performance among a
number of students of mathematics by using a questionnaire survey. It was found that no
serious effect (12). Karadeniz (2009) studied the impact of CBT and PPT and mobile-based test
on students’ performance. A group of 38 students was experimented for 3 weeks. Significant
differences were found between the scores achieved by the students in second week, but not in
first week. It was perceived by the authors that students had positive attitude towards CBT and
assessment due to ease of use, comprehensive and instant feedback. Moreover, most favored
the CBT and the least favored were the PPTs (13).

The National University of Singapore introduced computer-based testing (CBT) in 2004. Lim, et
al (2006) examined medical students’ attitude about CBT VS PBT testing. Through an online
survey 213 (53.5%) final-year students were tested out of which 91 (79.8%) preferred CBT, 11
(9.6%) preferred PPT format and 12 (10.5%) were un-sure. Authors further explained that 42
indicated that 42 liked CBT because of good quality of images and independent of assigned
seating positions; 22 liked because they could proceed at their own pace; one stated that CBT
examinations was fun; 4 enjoyed the convenience of CBT and 6 cited “equality” as the reason
they preferred CBT over PPT

The major factors leading to difficulties in CBT applications under two titles, as factors
resulting from “users” and “technology used”. He states that the user’s gender, the ability to
process information, the ability to use a computer, and the level of anxiety could have an
influence on an application (14).

Many researchers have already done studies investigating the relationship between computer
usage ability and achievement tests. Yurdabakan (2012) (15) identifies some of these studies [
(16); (17); (18)] stressing that computer usage ability is an important predictor of respondent
achievement; therefore, those poor students at computers may show low achievement in CBT.
However, they added that with the increase in computer technologies and access
opportunities, such problems might decrease.

In some of the studies investigating the difference between assessment methods in terms of
gender, race and age, such as (19), no significant difference was found in achievements,
whereas in some other studies (20) little significant difference was observed. In their recent
study, Terzis and Economides (2011) describe the trends of male and female students towards
CBT (21). Yurdabakan (2011) reported that as a result, they highlighted both genders having
positive views on CBTs, if they are based on games; they are open and course-related (15).
Additionally, they state that the attitudes of males and females towards CBTs are under the
influence of social environment; the boys focus on the usefulness while the girls stress the ease
of use.

Study of ( Williams ,2007) he examined attitudes of pre - hospital undergraduate students
undertaking a web based examination as an adjunct to the traditional paper based examination
mode using questionnaire survey among ( 94) students, the study found students' satisfaction
and performance is high (22).

(Ozden et al. 2004), in his study "students' perception of on line assessment". Questionnaire
and interview among (46) students were utilized. The findings indicated that students'
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perceived as an effective testing mode (23). Using content analysis, (Johnson et al .2004),
examined the relationship between assessment mode and students' perception. The results
shows that computer based questions seems to be harder than if it were to be in paper based
questions (24) . (Russell et al.2003) the purpose of the study is" investigated reasons behind
low performance in CBT" .By using a survey, he concluded that the low performance can be
attributed to inability to practice / review old exams / questions (25).

(McVay, 2002) "Examined disparity in students' performance between CBT and PPT testing
modes". By Using compares performance of the same students using the two modes as a
research method, the findings of this study indicated that disparity exists (26). A study was
conducted by (Millsap, 2000) to investigate likely disparity between the two testing modes
among (585) military recruits. Content analysis method was used. It was found that the testing
method did not affect the results (27).

STUDY BACKGROUND

Because of growing number of teachers and students who use computer technologies in
classrooms to support or execute the instructions, it is expected that the schools and HEIs will
shift the technology use in assessment also. Computer-based tests (CBT) contain assessments
that are carried out using the computer, either over computer program or over a web-based
system. Already, many assessments have been switched into a computerized format, including
summative, large scale, and daily formative assessments (28).Increased student motivate,
enhanced reliability in data gathering, and quick reporting of results are some of the evident
advantages to CBTs [ (29); (30)].

Information and Communication Technologies (ICTs) have been advanced rapidly and
widespread, utilized for different purposes, and used intensively in schools and higher
education institutions (HEIs) in several sides like students' assessment and e - learning as well.
CBT systems are carried out by using the tools of ICTs and its applications. A CBT system is
seen as a very significant instrument to assess students' knowledge at particular stage and to
assist learners in identifying the gap between requested criteria and the actual standard for
them.

Studies have also found that students enjoy taking CBTs and are motivated by the use of
technology [ (31); (32)]. Accessibility features can be conveniently embedded into CBTs,
allowing for supports and accommodations such as glossaries, color contrast, text-to-speech,
spell check, highlighting, and Closed-captioning (18) .The quick reporting of results is
particularly useful to educators as they are able to access and use these results to make timely
changes in instruction if necessary [ (18); (33); (30)]. CBTs can easily administer exam timing,
and ensuring that all students are given the same amount of time to accomplish the exam. CBTs
can also permit students to have access to the same support tools, including calculators,
dictionaries, and only let the use of those tools when it is suitable (31).

In addition, the benefits of CBT ensure easier administration; bring down printing costs and
paperless distribution, increased exam security, fast feedback, and integrated support
instruments (34). With all of these benefits, it is easy to see why many HEIs and high schools
are employing the use of technology for assessments. As CBT launched to be utilized for
summative assessment, investigating students' attitudes towards CBTs became significant.
From students’ perspective of the CBT, there have been a number of mixed responses. Previous
literatures presented that more individuals expected problems with the computer supported
assessment than really had them (35).
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Despite few students being confident about CBT before completing the assessment, more
students stated a preference for CBT thereafter, previous study conducted indicated a
preference for CBT over PPT (36).Some studies reported the main disadvantage as being
increased anxiety amongst those unfamiliar with use of computer[ (35); (36)] and as such
students agreed that they are "technophobic".

The major challenges to test examinees through computers demand a proper software
designing. To confirm this request, students’ attitudes and perceptions on the advantages and
disadvantages of a computerized test are significant, as the user, perceptions and his opinions
are critical in the approval, application, and advancement in computerized tests. Moreover,
while recognizing the system level usefulness that associated with CBT it is significant to
generally, different fields are worthy to investigate in this area, including problems concerning
the factors that may affect performance and student perceptions regarding the CBTs.

These evolutions in computers and ICTs have affected several fields including educational
assessment and examinations and significantly reshaped the manner of assessment and exams
mode. This has led to the development of (CBTs), and/or computerized adaptive test
applications, besides those traditional paper-pencil tests (PPTs).In many academic fields,
educational measurement has been moving towards the utilizing of CBTs, which defined as
exams or assessments that are Managed by computer in either stand-alone or dedicated
network or by other technology devices linked to the internet or World Wide Web (www) most
of them using multiple-choice questions (37).

There are two main types of assessments systems: Paper Based Test (PBT) and Computer
Based Test (CBT) (1).Due to the popularity of ICTs, many schools and institutions replacing the
traditional paper and pen assessment for learners. Students prefer CBT instead of PBT as they
think that CBT would be interactive, exciting, accurate, secure, credible, and smooth (38).Also,
several competitive advantages that CBT has such as less cost, more security, and high
accuracy. Furthermore, it minimizes the required efforts to accomplish tasks, and time for test
preparation, marking, scheduling, recording and analyzing the results [(1); (39)].

At present, in the Saudi universities the most applied evaluation of students’ knowledge is
traditional method that is a combination of essay and practical tests. Nevertheless, in the past
few years, the number of students increased significantly, the traditional examination method
consumes a long time for evaluation and assessment. An automated testing system is the
solution of examination for large classes to address these problems and other issues.

As now computer-based tests are launched to be applied especially at primary and secondary
education level, for such reasons like: their exam results are scored immediately and reported
in detail, their applications are effective and reliable, flexible, they reduce the costs for long-
term, make the integration of audio-visual materials is possible, and enable the rater to easily
adjust the student response time compared to traditional PPT (40).

Therefore, the actuality that students’ perception of CBT for chemistry courses is under
investigation subject. This study describes results in this field with a view to expand better
practice, guidelines, and models of application and valuation of a specific kind of exam mode,
namely CBT for undergraduate chemistry courses. Examine the relationship between
assessment method and the behavior of the students being assessed.
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Finally, CBT is being a major part of e - learning and assessment systems in HEIs and schools
alike.

Therefore, it is very important to investigate the factors that affect the students’ attitude
toward using CBT in order to implement CBT systems successfully. The aim of this research is
to examine the factors that influence the students’ attitude toward using CBT system in Saudi.

IMPORTANCE OF THE STUDY

Computer Based test (CBT) is being a very popular method to evaluate students’ performance
at the university level. Even though mode effects of different formats of assessments have been
conducted for decades, it is important to continue the line of research. As the availability of
technology in classrooms increases, and as teachers and students become more technologically
wit, it is fundamental that they understand how transforming from paper-based to computer-
based tests may have an impact on student perceptions and their performance. This is of
particular importance when teachers have the capacity to produce their own computer-based
texts of assessments that are used between students and classrooms and are applied to make
instructional decisions.

This study also evaluates the responses of students taking CBT. These issues and others worth
a consideration such as students' attitudes towards computerized testing may promote or
impede the testing process. Therefore, it is essential for us to be aware of the accompanying
affective impacts of CBTs, which is still not understood yet. The attitudes that students have,
are an important factor in whether CBT programs become an efficient part of the curriculum of
schools and HEIS alike. Awareness of what attitudes students' hold can help educators in
curriculum designing in evaluating the role of computers and prior experience in CBTs, and in
the future local development of a curriculum that incorporates the computers usage.

This study also contribute to the existing knowledge about the relative contributions of
previous computer - related experience on computerized testing performance ,as well as on
examinees attitudes and acceptance the use of computers in testing. Furthermore, a study such
as this will hopefully assist in the evaluation of CBTs, in order to minimize factors that may
inhibit optimal achievement performance. If CBT is well accepted by students, and with
constantly improvements being made in the design of software, it may become an obtainable
mode of assessment in our schools and universities better.

STUDY PROBLEM

Investigating students' perceptions and attitudes towards CBTs is not an easy matter.
According to their personal abilities scientific or technical, so there are many different views
on this issue. Some of the examinees through computerized tests notified that it is more
difficult for them to navigate back to rework problems. Others are reluctant to the
computerized testing method simply because they are accustomed to take notes, writing
comments, and circling question and/or answers for later review (41). Others said that they
read more easily and quickly on paper than on a computer screen.

While the computer crashes are rare to happen, but it is expected to occur through the exam
time, this can void the efforts of examinees [ (18); (33)].

Students’ attitudes about performance grades, exam appropriateness, validity control, and
computer anxiety are generally the points of concern. Some test takers have a general anxiety
about the computer itself, while others are more worried about whether their level of
computer experience
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(42). All these conflicting attitudes serve as the reasonable grounds for this study.

Use of the mouse, screen visibility, screen size, screen resolution, font size, display rate, and
Scrolling are some technical issues in CBT that affect students’ response to the designed
chemistry questions according to (Jimoh et al.2012), also presentation graphics and the User
interface layout has been known to affect examinees as they may have difficulty with particular
aspects of it, or they may object to specific element of adaptive exam delivery (43).Therefore,
it is anticipated that providing certain information about students' perceptions about CBTs in
undergraduate chemistry course might enable the stakeholders to make improvements of the
current use of CBT system. These issues and others are captured in the survey questionnaire
tool of the current study.

PURPOSE OF THE STUDY

The main objective of this study is to" investigate students' perception towards CBT for testing
Undergraduate chemistry courses in Saudi Arabia". It also supports exploring the factors suits
CBT in Saudi HEIs. In addition, here are some more objectives related to the statement of this
research.

1. Identifying the overall constraints on the utilizing of CBT for the chemistry courses?

2. Explaining the factors that influence students’ attitudes to assessment method?

3. Examining the relationship between prior computer experience and performance in

CBT?

STUDY QUESTIONS
To address the problems specified in this study, three sub questions were addressed as
follows:
1. QUESTION ONE (Q1): What are the overall limitations on the utilizing of CBT for
chemistry Courses?
2. QUESTION TWO (Q2): What are the factors that affect students’ attitudes to assessment
Method?
3. QUESTION THREE (Q3): What is the relationship between prior computer experience
and Performance in CBT?

METHODOLOGY

Many previous studies were reviewed, it is obvious that quantitative approach using survey
Questionnaire is most suitable process of examining students’ perception about CBT [ (22);
(44) (23)].Accordingly, the researchers will use the same methodology for the current search
using a questionnaire developed for this purpose. A five-point Likert-type scale of agreement
running from ( 1= Strongly Disagree, 2= Disagree, 3= Uncertain, 4= Agree and 5= Strongly
Agree ) were adopted. Before the questionnaire was conducted, it was pretested on ten
students in order to measure the construct validity of the perception measurement.
Furthermore, the questionnaire was validated through a number of specialists in this field,
there comments were considered in the final version.

Studfy Population
The target population for the current study includes all undergraduate students in chemistry
department at King Abdul-Aziz University (KAU) - college of Science, Jeddah City.
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Study Sample

In the sampling technique, the study is based on a convenience sample of (60) undergraduate
students who taught chemistry science in KAU, from May - October 2016. (60) Questionnaires
were distributed randomly in the university main campus in Jeddah city, (54) questionnaires
were collected; five of those were discarded because they were incomplete. (49) found usable
for this study. The Tables (1), (2), (3), (4) and (5), show the distribution of demographic
characteristics of the sample.

Table (1): Respondents’ profile according to their Sex

Respondent Sex Frequency Percentage (%)
Male 31 63.3

Female 18 36.7

Total 49 100 %

Table (1) indicated that out of (49) respondents, (31) were male with percent (63.3%) while
(19) were female with percent (36.7%).

Table (2): Respondents' Respondents’ profile according to their Age

Respondent's Age Frequency Percentage (%)
Less than 19 years 7 14.286
19 — 21 years 18 36.735
22- 24 years 16 32.653
25 — 27 years 8 16.326
Total 49 100 %

Table (2): The sample shows that: (7) student with percent (14.286 %) were less than (19)
years, (18) students with percent (36. 735 %) aged between (19 -21) years, (16) students with
percent (32.653 %) aged between (22- 26) years, while (8) students with percent (16.326 %)
aged between (25 - 27) years. Also, illustrates that the respondents is highly controlled by the
age groups of (19 - 21) years and (22- 24) years as well. These figures show that an age group
of respondents from the average age group of students. This indicates that the mark gained in
the CBT is accurate, and students' cognitive capacity has improved.

Table (3): Respondents’ profile according to their academic performance

Academic Performance Frequency Percentage ( % )
Excellent 9 18.367

Very Good 25 51.020

Good 13 26.531

No response 02 4.082

Total 49 100

The sample study appears that (9) students with percent (18.367 %) were academically
excellent, (25) of them with percentage (51.020 %) were very good academically, (13)
students with percentage (26.531%) were academically good, while (2) students with
percentage (4.082%) did not reply. The table also presents that a significant percentage of
respondents are performing either very good or good academically. Low or high trend in the
results obtained by some students in a CBT can be attributed to external factors or examinee
himself. In general, as results show the majority of respondents have high attitude towards the
adoption of CBT.

Table (4): Respondents’' level of prior experience and familiarity in computer
Respondents Scales

in computer experience Female Together

Frequency Percentage Frequency Percentage Frequency Percentage
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High 15 48.387 9 0.5000 24 48.980
Average 11 35.484 6 33.333 17 34.694
Low 5 16.129 3 16.667 08 16.326
Total 31 18 100% 49 100%

The study sample indicated that (24) students with percentage (48.98%) together (male and
female)

Responded that they own high computer experience. (17) Student with percentage (34.694 %)
said that their computer experience is average, while only (8 ) students with percentage (
16.326%) admitted a low experience in computer. Findings also illustrated in the above table
that the majority of them have a high experience in the computer. By considering the efficacy of
the prior experience in computer on the performance of students out of their CBT, system in
the university is insignificant; as such, students without any problems will achieve tasks easily.

Table (5): Respondents’ profile according to their academic level

Level of Study Frequency Percentage ( % ) ‘
1 .year 4 8.163

2 year 16 32.653

3 .year 18 36.735

4" .year 11 22.449

Total 49 100 %

The table shows that majority of respondents have spent two academic semesters at least in
the university. (4) students with percentage ( 8.163 % ) are in the 1st.year, (16) students with
percentage ( 32.653 % ) are in the 2nd.year, ( 18 ) students with percentage ( 36.753 % ) are
in their 3rd. year, while (11) students with percentage ( 22.449 %) are in 4th.year. This shows
those students' responses to questions will considered well aware having spent more than one
academic semester in the university, this also indicates that they have taken the CBT exams
many times. Overwhelming percentage of the respondents fall within the level of 2nd. Year and
3rd.year, which means they accepted to have the CBT in their academic courses in general.

DATA ANALYSIS AND DISCUSSION OF RESULTS
Study Questions Analysis
the 1st. study question (q1)
What are the overall limitations on the utilizing of CBT for chemistry courses?

The aim of the first question is identify the most common constraints that associated with CBT
for chemistry courses. To answer the question, respondents were asked about the constraints
that faced them when they use the CBT for chemistry course examining. Table (6) shows the
findings in frequencies & percentages.
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Table (6): Limitations on the usage CBT in chemistry courses.

Constraint Frequency | Percentage ( % )
System Security 5 10.204
Software access 4 8.163
Answers Submitting 13 26.531
Log in Problem 5 10.204
Answers Editing 7 14.286
Do not have any of above problems. 15 30.612
Total 49 100%

Table (6), indicates that (30.612%) of students do not have any of above listed issues.
(26.531%) of them said they had problems in their answers Submitting. (14.286%) faced
problems in their answers editing. (10.204%) encountered difficulties in system security,
followed by (8.163 %) had issues with logging on to their portal.

THE 2nd. STUDY QUESTION (Q2)
What are the factors that influence students’ attitudes to assessment mode?

Ranking students’ attitudes towards the CBT test to understand the prime issues concerning
CBT is the aim of this question. To answer the above question, respondents were asked with
several scales on the administration of computerized test. A five-point Likert-type scale of
agreement running from (1= Strongly Disagree, 2= Disagree, 3= Uncertain, 4= Agree and 5=
Strongly Agree) were adopted as shown in Table (7).

Table (7): Respondents' attitudes toward CBT

Tota
Item 1 (2 [3 |4 5 1 Mean
CBT was very efficient 4 117 {20178 |29 |148 [3.02
CBT provides me a positive experience 5 112122190 |27 |156 |3.18
The CBT causes me a concern 3 124 147133 |32 | 139 |2.83

CBT exam was conducted in a helpful environment for (2 |9 |7 [50 |130|198 |4.04
Examinees.

CBT is better than PPT 10 {27 14419 |21 | 111 |2.26
I prefer CBT compared with PPT 111314018 [24 |124 |2.53
I believe that CBT ensured justice and equity. 137118 127130 |41 |129 |2.63

I prefer receiving my exams results automatically utilizing |3 15| 14|61 |83 |174 |3.55
the CBT system

Results in the above table shows that from the respondents’ perspective, the most widespread
status with the CBT management is the success it made in the item "CBT exam was conducted
in a helpful environment for examinees" with mean of (4.04), followed by the item "I prefer
receiving my exams results automatically utilizing the CBT system" has been specified to be the
following utmost important item with Mean (3.55), this means that CBT has attracted the
majority of examinees’ awareness and seen as a positive attitude.

As specified by examinees, they admitted in the item "CBT provides me a positive experience"
with mean (3.18).The item "CBT was very efficient" came after with its mean of (3.02).
Respondents did not agree on the item "CBT is better than PPT" as it has the minimum mean of
(2.26).

THE 3rd. STUDY QUESTION (Q3)
What is the relationship between prior computer experience and performance in CBT?
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To answer the above question, respondents were asked if they feel prior computer experience
has effect on their test score. The response was on a five-point Likert Scale. The responses are
presented below in table (8).

Table (8): Respondents’ opinion on the impact of prior computer experience on performance.

IMy previous
Pexperience in

computer
Iinﬂuence

(1)1}
Iperformance 5[[10.204) | 6] 12.245]  7]14.286|| 23| 46.938 | 8| | 16.327 | 49(100) | 3.199] |1.249

From the above Table above (46.938 %) of students agree that " previous experience in
computer influences their performance (test score) ", (16.327%) of respondent were strongly
agree, (14.286%) of respondents were uncertain, (12.245%) disagreed and only (10.204%)
strongly disagreed with this statement.

CONCLUSION
From this study, it has been observed that students' in general are becoming more interested
in the use new method of assessment, which is the CBT. Therefore, CBT should be initiated in
all levels of educational assessment in HEIs and schools alike.

The result likewise show that the helpful environment provided by the system and receiving
results automatically using the CBT system is an advantage of the new system. It is concluded
that there is an urgent need for basic training on the use of computer before exposure to CBT
mode of assessment to enhance the students' attitude towards computer-based exams, and
remove the concerns they have relating to their final grades.

Regarding the questions of chemistry exam, the findings of this study revealed that, inadequate
test time and mistaken questions were among major reason of students’ failure with CBT mode
of assessment due to the nature of undergraduate chemistry courses. It is recommended that
the exam questions should be free of errors and students have enough time to answer the
examination.
STUDY LIMITATIONS
Three limitations have been specified for this study. [1] Lack of Arab studies in this area; [2] All
students were already familiar with the PPT format; the CBT format was new for all most all
students particularly in scientific courses such as chemistry. Giving students adequate training
(demo exam) will push them for more confident, eliminate computer anxiety, and enhance
performance and attitudes towards the CBT as well; and [3] the time and sample size. This
study was carried out through summer semester 2016; therefore, the results cannot be
generalized.
FUTURE STUDIES

The results of the current study add to the literature basis concerning attitudes towards CBT.
Accordingly, it is necessary to investigate the use of computer-based classroom assessments,
which is lacking in the existing literature. integrated administration and timing easily translate
to a CBT construction, as does feedback, analysis, and automate grading through CBT, Due to
the attraction of this choice, it is significant to extend the research on assessment method
impact of CBT in all educational fields and discuss how variation in exam formats can influence
on performance and enhance the attitudes towards CBT between examinees.
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Further studies are also needed regarding practice with CBT. Most of the existing studies
compare assessments given on CBT and on CBT with restricted attempts. Based on students'
ability and the use of technology in their classrooms, this might have been one of the few
opportunities to use a computer for an assessment. A study that allows practice in the CBT
format over time would give some idea about how practice may or may not change the
difference in results based on format.

Along with this direction, future studies that focusing on rising computer and keyboarding
skills would be worthy. Finally, additional research is needed with a wider domain of students'
ages, gender, their levels of study, and grade level. Expanding research in such variables would
allow for further in-depth researches in this trend.
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Abstract

Human capital and human resource management practices play a vital role in
success of any organization. When employees feel satisfy with human resource
policies of an organization they give their best to increase the organizational
performance. Construction industry provides job opportunities to large
number of people in all over the world.In Pakistan, construction industry is
making progress with rapid rate. To investigate the importance of human
resources in organizational performance, a research was carried out to check
the influence of human capital and human resource management practices on
organizational performance with the mediating role of innovation in
construction industry of Pakistan. The data for this study was collected from
the 315 employees from construction companies of Pakistan through
structured questionnaires using simple random sampling. Data analysis
technique like structural equation modeling was applied using SPSS AMOS. The
findings indicated that human capital and human resource management
practices are positively associated with organizational performance. Also,
innovation mediates the relationship between independent variables (human
capital & HRM practices) and organizational performance in construction
industry of Pakistan.

Keywords: Human resource management, Organizational performance, Innovation,
Construction industry

INTRODUCTION

In this dynamic and competitive environment, organizations are in need of investing and
supporting their human capital to remain and sustain in competitive advantage. Now-a-days,
organizations are facing aggressive and productive environment. The success of these
organizations is heavily depending on their capacity and ability to adapt their structures able
to face the competition and maintain positive relations with their surroundings. This is
especially for the construction organizations where worker’s cost and productivity are the
main elements of gross profit.
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Buller and McEvoy (2012) stated that in these days human capital is considered as critical
success factors for every organizations’ development and for running smooth business. HRM is
related to the managing organization’s workers includes training and development, planning,
performance measurement career development, staffing, compensation and benefits, leaving
the organizations. So, HRM in construction organizations is a complex and manifold activity
that concerns with the application of ideas.

However, its significance in the construction environment is still undefined. On the one hand,
many literaturesand studies have identified HRM as amajor factor towards organizational
performance (Barczak& Wilemon, 1992; Tampoe& Thurloway, 1993). Investmentin HRM
improves the quality of human capital, results the high productivity that in turn high
profitability. This study aims to evaluate the role of HRM in construction organizations in the
economy of Pakistan with the linkage of innovation. The role of human capital on
organizational performance is not clear. Thus, the efforts of the study are used to investigate
the impact of human capital of organizational performance with the mediating effect of
innovation.

OBJECTIVES

To investigate the association between HRM practices and organizational performance.

2. To identify the dimensions of human capital and their magnitude on the organizational
performance.

3. To analyze the mediating impact of innovation on human capital and HRM practices to

organizational performance.

=

LITERATURE REVIEW
HRM practices and organizational performance
In the competitive and knowledge based economy, HR practicesaresupposed to be the most
important resource. Now-a-days, it has become more crucial for organizational success
(Moyeen&Huq, 2001; Werther& Davis, 1996).In today’s competitive world, success of the
organizations depends on the techniques management are utilizing thecapabilities,
competencies and skills of their human resources (Absar&Mahmood, 2011).

The impact of HRM practices on firm level has become important element.Many studies have
analyzed and expressed a significant association between firm’s performance and HRM
practiceslike factors included in the HRM practices and performance of firms as turnover of
employees, productivity, quality in sales, earning profits, market value and return on
investment. (Lau & May, 1998; Harel&Tzafrir, 1999; Youndtet al., 1996; Khatri, 2000). Beer et
al.(1984) suggested that there are some variables like employees’ commitment, competence,
cost effectiveness and congruence and cost effectiveness which performed their roles as
intermediary variables. The new development of high innovation, communication, technology
and information have proposed many construction organizations to effectively look for new
thoughts, ideas for products or services, doing experiments for innovation, and bringing
creative solutions for the purpose of bringing the betterment in the performance or quality of
products, services, systems, and technology which are known as organizational innovation.

Human capital attributes and organizational performance

Researchers from different contexts found the significance of human capital for desired
performance and outcomes like development, job creation, innovation, and
economicdevelopment (Frese, 2000; Autio, 2005). Human capital attributes, such as skills of
workers, training, trust, knowledge, education and have long been taken as critical success
factors in organizational performance (Florin et al.,, 2003).A particular area for analysis,getting
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growing attention now-a-days by many practitioners and analysts, is the importance of human
capital and its impact on organizational performance(Moyeen&Hugq, 2001).Ishikawa and Ryan
(2002) suggested that it is the human capital that can enhance the firm performance.
Moreover, academics and researchers observed that attributes of human capital play larger
role in the firm performance by implementing some specific activities which are required for
the knowledge creation in the working environment (Honig, 2001; Bosmaet al., 2004).

Human capital, innovation and performance

Today, competitive environment is getting dynamic, stiff and tougher by local and global
competition, limited organizational resources and due to the technological change.So it is
necessary for the organizations to adopt innovative ideas to be in competitive advantage
(Holmgqvist, 2004). Previous literatures include a limited number of studies examined the
relationship between the human capital and performance but not explains the value of
innovation (Camis6n&Villar-Lopez, 2014).

Innovation is considered as a major factor for economic growth in developing countries (Lee &
Kang, 2007; Robson et al., 2009; Crespi& Zuniga, 2011). It becomes critical to understand role
of innovation at the firm level.Many Studies highlighted the importance of human capital
among other factors as a driving force for innovation in context of performance (Dakhli& De
Clercq, 2004). The author of this study wants to put some efforts on determining the need of
human capital for introducing innovations in the organizations because it has been observed
that it helped in creating new knowledge. (Smith et al., 2005).

Hence, human capital when adopting the innovative ideas, products and processes is now
becoming the main factor for organizational performance and productivity.

Hypotheses

H1: HRM practices are positively related to the organizational performance.

H2: Human capital is positively associated with organizational performance.

H3: Innovation mediates the relationship of HRM practices and organizational performance.
H4: Innovation mediates the relationship of Human capital and organizational performance.

H,
HRM Practices
H; A 4
- Organizational
Innovation N
> Performance
Human Capital >
H. 7'y
H,

Figure 1: Research Model

METHODOLOGY
The study was conducted to explore the relationship among HRM practices, human capital,
innovation and organizational performance. A pre-structured questionnaire was used to collect
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data to analyze the association among these variables. The data collected for this research was
based on individual level. Concerning the survey, a questionnaire was developed with the aim
of measuring HRM practices, Human capital, innovation and organizational performance. It is
observed that for the data collection, survey is considered an easier approach (Yu &Egri, 2005).
The number of questionnaires distributed among the employees of construction industry were
470 of Pakistan using a simple random sampling technique. Out of 470 employees, 315
completed questionnaires were returned. For the analysis of data Software like SPSS using
AMOS was used.

POPULATION
The population for present study is the employees of construction industry of Pakistan. The
sample technique for this study is simple random sampling technique.

Scale

For human capital, the questionnaire items have three dimensions: training, trust and
education. These items of the human capital were taken from previous literature on human
capital (Delaney &Huselid, 1996). HRM practices consisted of 8 Items adopted from Huselid
(1995), the endogenous construct or dependent variable”organizational performance”
consisted of 5 items. These items of dependent variable were adopted fromSchuler and Jackson
(2005). The questionnaire items of “innovation” consisted of 10 items derived from Lin
(2001).5 point likert scale has been used for this study to obtain the responses from
participants in all scales. 1(Strongly Disagree) to 5 (Strongly Agree).

Descriptive Statistics

Table 1 shows the gender, age, education distribution of the current study.The total of 315
questionnaires wasreceived out of which 200 were males and 115 were females. The
percentage of males of total respondents was 63.5 percent while the female percentage was
only 36.5 percent. According to the age distribution, the respondents ranging from 20 to 30
were 75 (23.8%), from 31 to 40 respondents were 135 (42.9%), from 41 to 50 they were 70
(22.2%) and from 51 to 60 the total respondents were 35(11.1%).

The respondents having education of bachelor were 25 and its percentage was 7.9%. The
master degree holder respondents were 50.8% which is the greater number of this study. The
respondents participated in the answering questionnaires having MS/M Phil degrees were
38.1%. In the last the respondents who had PhD degrees were 10 and its percentage was 3.2 of
total respondents.

Table 1: Demographic Information (N=315)

Variables Frequency Percentage %
Gender

Male 200 63.5
Female 115 36.5
Education Level

Bachelors 25 7.9
Masters 160 50.8
MS/MPHIL 120 38.1
PhD 10 3.2
Age Group

21-30 75 23.8

Copyright © Society for Science and Education, United Kingdom 75



Sarwar, H., Khan, B., Nnadeem, K. & Aftab, J. (2016). Human Capital, HRM Practices and Organizational Performance in Pakistani Construction
Organizations: the Mediating Role of Innovation. Archives of Business Research, 4(6), 72-82.

31-40 135 42.9

41-50 70 22.2

51-60 35 11.1
Reliability

For testing the reliability of questionnaire for this study Cronbach’s alpha test was utilized. The
value of cronbach’s alpha is greater than .07 which is considered as the acceptable value for
internal consistency.

Table 2: Cronbach's Alpha

Variables Items Cronbach’s a
HRM Practices 8 0.843
Human Capital 5 0.720
Innovation 10 0.732
Organizational Performance 5 0.854

The cronbach’s alpha of human capital, HRM practices, innovation and organizational
performance is 0.720, 0.843, 0.732 and 0.854 respectively, showed good scale reliability.

Correlations

The means and standard deviations and correlations of independent, dependent and mediating
variables are presented in Table 3. Human capital has significant positive correlation with
organizational performance (r = 0.693, p <0.01), HRM practices (r= 0.784, p <0.01). Innovation
also has significant positive relationship with organizational performance (r = 0.743, p <0.01)
which also justifies claim of the study andprovides confidence for testing Hypothesis. It is
worth mentioning that the HRM practices and innovation are highly correlated with
organizational performance, whereas Human capital was although positively correlated but
having weak relationship than HRM practices and innovation.

Table 3: Correlations

Variables Mean STD ORG HRM HC INN
Org Performance 3.68 0.94 1.000

HRM Practices 3.59 0.65 .784** 1.000

Human Capital 3.93 0.67 .693* 775%* 1.000

Innovation 3.47 0.73 743%* 676%* 710%* 1.000

ORG=organizational performance, HRM= HRM practices, HC=human capital, INN= innovation
**_Correlation is significant at the 0.01 level (2-tailed).

Confirmatory Factor Analysis (CFA)

The main aim of current study is to investigate the findings of previousresearchers and
support our hypothesis. In order to analyze the given hypothesis, CFA and then hypothesis
testing has been conducted (Hairet al., 2014). The initial value of these 28Items through CFA
indicated a poor fit model because these values of factor loading were beyond the
recommended levels.

Table 4: Model Fitness Ratio of CFA
CMIN CMIN/DF GFI NFI CFI RMSEA

Model A 1.782 732 764 .768 .068

URL: http://dx.doi.org/10.14738/abr.46.2413. 76



Archives of Business Research (ABR) Vol.4, Issue 6, December-2016

In the analysis, the modification indices showed ways to improve the fit. After deleting the
items and modification indices the CFA expressed that a model is good fit. The values of
CMIN/DF, NFI, IFI, TLI, CFI and RMSEA also improved that showed is table 5.

Table 5: Overall Measurement Model

Fit Indices Initial Final
CMIN/DF 1.782 2.032
CMIN 789.04 149.582
IFI 779 928
GFI 732 918
CFI .768 932
NFI 764 932
RMSEA .068 .048

The x2 value is 2.032 which areconsidered as the reasonable value for model fit and below the
cutoff value of 5.0. RMSEA’s value in the above table shows that it is 0.048 which is below from
0.05. Furthermore, CFA also presented that the model is good fitted. Findings confirmed that
the model is good with the standards of the statistically fitness of model.

Structural equation modeling

Figure 2 represents that hypothesis were tested through SEM. From the analysis of the data, it
was found that HRM practices (= 0.618, p <0.01) was positively related to organizational
performance. So results expressed that there is significant positive linkage among the
performance of the organizations and practices of HRM. Thus, H1 was supported. Human
capital (B= 0.214, p < 0.01) was also positively associated with organizational performance. So,
the current study supports the hypothesis 2. Next, the author analyzed the role of innovation as
a mediating effect with the rest of variables which are understudy in this research. In this study
bootstrapping technique was used for testing the mediating impact of innovation on the HRM
practices, human capital and on the performance of organization and the results also indicated
that innovation mediates the connection among the performance of the organization and
practices of HRM. HRM practices effect organizational performance significantly both directly
(B= 0.61, p < 0.01) and indirectly (B= 0.49, p < 0.01) and (= 0.38, p < 0.01). It predicted the
partial mediation of innovation with HRM practices and organizational performance. In the
final hypothesis 4, we predicted that innovation (the mediating variable) partially mediated
the association between human capital and organizational performance. Human capital effects
organizational performance significantly both directly ( = .21, p-value<0.01) and indirectly (8
= .13, p-value < 0.01) and (3= 0.38, p < 0.01),, So it is proved that H3 is also accepted and
partial mediation is found between these two variables. Hence, current study supports these
hypothesis and partial mediation of innovation was found between the independent and
dependent variables.
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Human_ Capital

HRM_ Practices
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Table 6: Decision of Hypotheses

Hypothesis  Independent  Mediating Dependent Regression Decision
Variable Variable Variable Coefficient
H1 HRM - Organizational 0.618 Accepted
Practices Performance
H2 Human - Organizational 0.214 Accepted
Capital Performance
H3 HRM Innovation  Organizational 0.618 Accepted
Practices Performance 0.497
H4 Human Innovation Organizational 0.214 Accepted
Capital Performance 0.138
DISCUSSION

In today’s dynamic environment, human capital and HRM practices both are very vital for the
success of every organization. Human capital has the ability to bring innovation and renewal of
strategies in the organization. The skills, knowledge and competencies possessed by the
employees help the organizations in creating innovative goods and services due to which the
complete productivity and performance of the organization is enhanced.

The findings of this research present that there is positive relationship between the human
capital and Organizational performance. There has also been found positive and significant
relationship between the HRM practices and performance.

These findings are in agreement with the other researcher results like (Youndtet al.,, 1996;
Carmeli&Tishler, 2004; Hsu, 2008; Colombo &Grilli, 2009; Marimuthuet al., 2009; Choudhury,
2010). The results of this research is also consistent with a research in which the findings were
found that having the capability of human capital the organization is able to create
entrepreneurship behavior and improve the organizational performance (Barney, 2001).

The findings of this research also similar with the results of another research, in which the
authors presented that with human capital the employees can obtain the skills of entrepreneur
like expertise in managing resources strategically, develop creativity and agility (Alvarez &
Barney, 2002). These results are also in consistent with another research in which the findings

URL: http://dx.doi.org/10.14738/abr.46.2413. 78



Archives of Business Research (ABR) Vol.4, Issue 6, December-2016

are that there is positive relationship between human capital indicators and organizational
performance (Seleim, Ashour&Bontis, 2007; Maditinoset al.,, 2011).

CONCLUSION
The main aim of this study was to investigate the relationship between the human capital, HRM
practices and organizational performance and also to analyze the mediating role of innovation
in their relationship in the construction industry in Pakistan. Both human capital and HRM
practices are the success factors for bringing increment in the performance of the organization.

The findings of the research presented that human capital, HRM practices, innovation and
organizational performances are positively connected with each other. The organizational
performance can be enhanced with creating an environment in the organization in which
human capital of employees is improved and HRM practices are well implemented in
construction organizations in Pakistan. The proposed structural model expressed that there
will be improvement in the performance of the overall organization by implementing good
training programs, effective performance appraisal system and with effective and efficient
compensation system and with human capital.

The questionnaires sent to the employees of the construction sector organizations were 470
out of which 300 questionnaires were returned. The medium of sending questionnaires were
emails. The emails addresses were taken from the management after introducing the purpose
of the study and the importance of the research for the construction organizations. The
response rate of the study was 63 percent which is considered as reasonable.

The construction organizations need to be effective and efficient in implementation of
developing human capital and applying best policies of HRM practices in order to gain
maximum benefits and increase the performance of the organization.

RECOMMENDATIONS
The main contributions of this study to the construction organizations are that the
management should critically think about HRM practices and they should develop their
employees by transferring the skills of entrepreneurship, knowledge and competencies in
order to make them creative and innovative. These creative and innovative ideas will improve
the performance of the organizations and ultimately the organizations will gain higher success
rates.

There were many difficulties and obstacles due to the previous work done on this topic and the
hesitance of the employees in these construction organizations to fill the questionnaires. There
was also lack of research culture in the academics.

1. The first limitation of the study was that the sample used in this research was too small,
it is suggested that in the future there should be large sample size taken to conduct
research on this topic.

2. Another limitation is that the number of females working in construction organizations
is also so short due to which it becomes very hard to generalize the findings of this
research.

3. The third limitation is that the factors taken in HRM practices are only three, therefore,
the future research should be based on some new variables too in order to broader the
concept.
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