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ABSTRACT

Mortality rates in the United States are higher for men than women as a result of
chronic diseases such as heart disease, cancer, and diabetes. Although men suffer from
chronic diseases at higher rates than women, few health interventions are targeted to
men. Limited knowledge exists regarding the specific components needed to design
Internet applications to appeal to men. The purpose of this quantitative study was to
examine the relationship between Internet applications and the influence on
participation of men in healthy lifestyle behaviors. A quasi-experimental design was
used to analyze data collected from the Health Information National Trends Survey
(HINTS) (N = 990). A group of men (n = 323) that used Internet applications was
compared to a control group of men (n = 667) that did not use Internet applications.
The study results are generalizable to men in the United States because of the use of
data from HINTS. Results from the regression analysis indicated that Internet
applications for self-management of health behavior had a significant effect upon
participation in healthy lifestyle behavior t (49) = -2.212, p < .05. There was no
significant effect upon men not using Internet applications t (49) = 1.023, p >.05. This
study supports the United States federal government’s Healthy People 2020 objective
to increase the proportion of people who use Internet applications for health
management.

Keywords: Internet, Men, Self-Management, Self-regulation, Nutrition, Physical Activity

INTRODUCTION

Background

Men in the United States commonly suffer from chronic and preventable diseases that are the
result of their health behaviors (Danaei et al, 2010). Despite their high rates of chronic
diseases, men are infrequently targeted for Internet applications (Duncan et al., 2012; George
et al., 2012). Research that focuses specifically on Internet applications for men is also limited.
Previous literature reviews on nutrition interventions (Taylor et al., 2013) and on physical
activity (George et al.,, 2012) identified few chronic disease prevention programs designed to
change the health behavior of men. Innovative Internet applications exclusively targeted to
men are needed to improve health behavior to reduce chronic diseases endured by men
(Vandelanotte et al., 2013).

Treatment of chronic diseases such as heart disease, cancer, and diabetes are projected to cost
the U.S. healthcare system approximately $4.2 trillion per year by 2023 (Anderko et al., 2012).
This forecast is a significant increase from total healthcare expenditures in 2013 of $2.9 trillion
(Centers for Medicare & Medicaid Services, 2014). According to the Centers for Disease Control
and Prevention (CDC; 2013b), heart disease, cancer, and diabetes are costly chronic
preventable diseases. Although more men than women have been diagnosed with a higher
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percentage of chronic diseases such as heart disease, cancer, and diabetes that are linked to
poor nutrition and lack of physical activity (Duncan et al, 2012), health educators have not
targeted or designed many health promotion interventions exclusively for men (George et al.,
2012). In addition, health interventions used by women do not appeal to men (Duncan et al,,
2012). Internet applications are more appealing to men than traditional health promotion
interventions because self-tailored and self-paced activities allow self-management (Taylor et
al.,, 2013).

Internet applications have produced significant health behavior changes (Davies, Spence,
Vandelanotte, Caperchione, & Mummery, 2012). This suggests that creating effective Internet
applications would benefit from studying specific content and theoretical designs to
understand what factors affect participation in healthy lifestyle behavior. A systematic review
of the literature conducted by Webb, Joseph, Yardley, and Mitchie (2010) found that the use of
the theory of planned behavior increased the effectiveness of Internet applications.

Objective

The purpose of this study was to examine the relationship between Internet applications
Internet applications used for self-management of health behavior upon men in the United
States, and the influence upon men’s participation in healthy lifestyle behaviors. Internet
applications can be used to manage healthcare appointments, communicate with healthcare
providers, fill prescriptions, monitor nutrition, physical activity, weight management, and
calculate body mass index (BMI). In the context of this study, participation in healthy lifestyle
behavior included fruit consumption, vegetable consumption, and regular physical activity.

Chronic diseases such as heart disease, cancer, and diabetes are among the most widespread
preventable health conditions in the United States; however, options to successfully manage
these chronic diseases are limited (Chaney et al., 2013). Improving health outcomes associated
with heart disease, cancer, and diabetes requires options that provide the opportunity for self-
management (Chaney et al, 2013; Lorig et al, 2012; Miron-Shatz & Ratzan, 2011).
Incorporating the self-management and self-efficacy components of the social cognitive theory
into the design of diabetes Internet applications have successfully been used to significantly
improve health behavior (Glasgow et al, 2012). Internet applications used for disease
prevention, preventing disease complications, or managing existing chronic diseases such as
heart disease, and cancer are less costly, more effective treatment for chronic diseases (Hyman,
2009). According to the CDC, chronic preventable diseases are responsible for 75% of U.S.
healthcare spending (2013a).

Internet applications that increase male participation in healthy lifestyle behavior are
predicted to produce better health outcomes that prevent or minimize the effects of heart
disease, cancer, and diabetes, ultimately reducing healthcare expenses (Kennedy et al., 2012).
This study was also designed to support the Healthy People 2020 objective to increase the
proportion of people in the United States who use Internet Applications for health
management (Healthy People 2020, 2013). Data from the U.S. National Cancer Institute’s
Health Information National Trends Survey (HINTS) was used to conduct this study.

Theoretical Framework

The theoretical framework for this study was based on social cognitive theory. Social cognitive
theory was developed by Albert Bandura and is based upon modeling, self-regulation, and self-
efficacy (Bandura, 2005). Utilizing self-efficacy and self-regulation skills have contributed to
successful participation in positive health behavior changes that prevent disease (Bandura,
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1997). Internet applications provides knowledge and encouragement to increase the
participation of men in healthy lifestyle behavior. Internet applications assist with self-
management of an individual’s health behavior, thereby providing individuals the opportunity
to employ self-regulation.

This study explores using interactive Internet applications to influence lifestyle habits.
Lifestyle habits are a major factor in the participation of chronic disease prevention activities.
Because individuals control their lifestyle habits, men can use these habits to have major input
into their overall health (Bandura, 2005). Self-management provides individuals with the
opportunity to realize the benefits of engaging in healthy lifestyle behavior. The benefits of
positive self-management are effective in helping men live longer and healthier lives (Bandura,
2004). Interactive Internet applications offer methods of motivating individuals (Glasgow et al.,
2012). If structured properly, interactive Internet applications have a strong potential to
develop the motivation of individuals and provide the opportunity for self-management as they
work through health behavior changes (Bandura, 2005). If Internet applications are not
effectively designed to increase motivation and enhance self-management skills, the
individuals that benefit most from these Internet Applications will not use them (Bandura,
2004).

METHODS
Data Source
Secondary data from the Health Information National Trends Survey (HINTS) 4 Cycle 1 survey
was used to conduct this study. Data was collected by the National Cancer Institute from adult
participants throughout the United States. HINTS is a national survey used to measure Internet
use associated with healthcare, nutrition, physical activity, healthcare access, cancer risks, in
relationship to individual’s health (National Cancer Institute, 2014b).

First, a stratified sample of addresses was selected from a database of residential addresses in
the United States. High-minority, low-minority, and Central Appalachian strata were created
based on demographic data. Creation of the three strata was performed to increase the
accuracy of the estimates for the high-minority and Central Appalachian subpopulation.
Because of the low responses to previous HINTS surveys, the high-minority stratum and the
Central Appalachia stratum were oversampled to increase the total responses for these
subpopulations (Westat, 2012). The HINTS 4 Cycle 1 survey was mailed to 6,730 addresses in
the high minority stratum, 5,475 surveys were mailed to addresses in the low minority stratum
and 180 surveys were mailed to the addresses in the Central Appalachia stratum (Westat,
2012).

The second stage of the sample design consisted of selection of the adults living in the
households that received the survey. Survey participants within the households were selected
by either the “All Adult” method or the “Next Birthday” method. The “All Adult” method mailed
two surveys that requested every adult in the household to respond. The “Next Birthday”
method requested only the member of the household with the next upcoming birthday
respond to the survey (Westat, 2012).

Participants

The survey response methods resulted in data being collected from 3,959 respondents, which
included men and women (Westat, 2012). The final response rate for the high-minority strata
was 27.97%, the low-minority strata response rate was 39.34%, and the Central Appalachia
strata response rate was 32.62% (Westat, 2012). The overall response rate to the HINTS 4
Cycle 1 survey was 36.67% (Westat, 2012). Only the 1,552 responses from men were used for
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analysis of this study.

The target population of this study consisted of men at least 18 years of age and older. The
sample consisted of 1,552 men whose responses were collected between October 2011 and
January 2012 for the HINTS 4 Cycle 1 survey. Inclusion in the HINTS 4 Cycle 1 survey required
respondents to be at least 18 years of age, but had no upper age limit. This led to all men’s
responses collected by the survey being included in the sample. The sample of the HINTS 4
Cycle 1 survey is generalizable to approximately 111,372,696 men in the United States
according to Westat (2012).

Measures

Demographics, which included age, education, and ethnicity were self-reported by the
participants of the survey. Survey items in the HINTS 4 Cycle 1 survey were used to perform a
secondary analysis of the variables in this study. Though the HINTS questionnaire provided
measurement of numerous items, only some of the items measured are applicable to this study.

Internet applications, measured the use of the Internet to monitor nutrition and physical
activity. The first questions used to measure this variable from the HINTS 4 Cycle 1
questionnaire is: “In the last 12 months, have you used the Internet for any of the following
reasons” (National Cancer Institute, 2014b)? Used a website to help you with your diet, weight,
or physical activity. Response options are measured on a categorical scale, possible responses
were: 1.Yes or 2. No. The second question in the survey asked: “Have you used the Internet to
keep track of personal health information such as care received, test results, or upcoming
medical appointments” (National Cancer Institute, 2014b)? Response options are measured on
a categorical scale, possible responses were: 1. Yes or 2. No.

Healthy lifestyle behavior, is participation in healthy lifestyle behavior that included, activities
related to healthy nutrition and participation in regular physical activity. Fruit consumption,
vegetable consumption, and physical activity were used to measure this variable. To measure
fruit consumption participants were asked “About how many cups of fruit (including 100%
pure fruit juice) do you eat or drink each day” (National Cancer Institute, 2014b)? The 7
responses were measured on an interval scale, which ranged from none to 4 or more cups per
day. Vegetable consumption was measured by the question “About how many cups of
vegetables (Including 100% pure vegetable juice) do you eat or drink each day” (National
Cancer Institute, 2014b)? The 7 responses were measured on an interval scale, which ranged
from none to 4 or more cups. The first question measuring physical activity is: “In a typical
week, how many days do you do any physical activity of at least moderate intensity, such as
brisk walking, bicycling at a regular pace, swimming at a regular pace, and heavy gardening”
(National Cancer Institute, 2014b)? Response options were measured on an interval scale,
possible responses are: none, 1 day a week, 2 days a week, 3 days a week, 4 days a week, 5 days
a week, 6 days a week, 7 days a week. The second question measuring physical activity: “In a
typical week, outside of your job or work around the house, how many days to you do leisure-
time physical activities specifically designed to strengthen your muscles such as lifting weights
or circuit training (do not use cardio exercise such as walking, biking, or swimming” (National
Cancer Institute, 2014b)? Response options were measured on an interval scale, possible
responses are: none, 1 day a week, 2 days a week, 3 days a week, 4 days a week, 5 days a week,
6 days a week, 7 days a week.
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Statistical Analysis Procedures

The Statistical Package for the Social Sciences (SPSS) version 21 was used to analyze the data
sets available for public use containing information collected for the HINTS 4 Cycle 1 survey.
The statistical program WesVar 5.1 was used in addition to SPSS version 21. Use of WesVar 5.1
is necessary to incorporate the jackknife replicate weights used in the HINTS database
(National Cancer Institute, 2014a). Not including the jackknife replicate weights in the analysis
of information in the HINTS 4 Cycle 1 data sets could increase the possibility of type I errors
resulting from incorrect p-values (National Cancer Institute, 2014a). Results of the statistical
test performed in SPSS were imported into WesVar 5.1 to complete the analysis of this study.
Secondary data obtained from HINTS data sets were used to analyze information associated
with the independent variable, Internet applications, and the dependent variable participation
in healthy lifestyle behavior.

The HINTS data sets available for public use have undergone data cleaning by Westat (2012)
using predetermined processing rules for the data collected from the HINTS 4 Cycle 1
questionnaire. Rules were created to recode items without responses or items with responses
that could not be determined, missing values were recoded using a forced-choice standardized
data cleaning methods, and responses that allowed respondents to elaborate verbally were
cleaned for spelling errors (Westat, 2012). The gender question had 103 missing responses.
Cases that did not answer the gender question were not included in the sample. Responses
with missing data that are included in the 1552 cases were coded by Westat (2012) with a
value of -9. Westat (2012) performed the coding to include the value -9 for missing data for all
responses; therefore, no modification was required to any of the 1552 cases that contained
missing data because these cases are clearly identified.

A visual inspection of the information assisted in cleaning the data to remove errors prior to
analysis. SPSS sorts survey responses in ascending order for each variable. SPSS was used to
visually inspect the records of the responses to each survey question. Viewing the responses to
each survey question in ascending order offered an easy method to identify out-of-range or
misnumbered cases.

RESULTS

Statistical Analysis of the Sample

The final sample of men used for this study consisted of 990 participants. Table 1 shows the
frequencies and percentages for age, education and ethnicity of the sample. The frequency and
percentages of the sample were divided into two groups. One group consisted of men that used
Internet applications and another group of men that did not use Internet applications. Men
between the ages of 50 and 64 accounted for the highest usage of Internet applications. While
Internet application usage for men between 35 and 49 years of age was similar at 30.3%, men
between 50 and 64 years of age had the highest Internet application usage rate at 36.2%. Men
between 18 and 34 years of age were the next largest group, utilizing Internet applications at a
rate of 21.7%. Overall use of Internet applications was 33% across the entire sample; however,
the percentage of men that used Internet applications dropped dramatically for men 65 years
of age and older. The largest group of men (37.8%) in the entire sample not using Internet
applications was between 50 and 64 years of age.

The analysis highlighted a strong correlation between college attendance and Internet
application use. Internet application usage amongst college graduates was the highest at
33.7%. The next highest usage was found amongst men with postgraduate education, followed
by college graduate’s usage, at 26.9% and 21.7%, respectively. While college attendance
significantly increases the use of Internet applications, post high school training did not have
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the same impact, with only 5.3% of these men using Internet applications. High school
graduates used Internet applications at a rate of 9.0%, which was significantly higher than men
with post high school training.

Distinct differences between ethnic groups were depicted by the results. Non-Hispanic white
men used Internet applications at a rate of 68.7%, which was the highest usage by men of any
ethnicity. Hispanic and Non-Hispanic Black men had the next highest use of Internet
applications following Non-Hispanic white men at rates of 9.3% and 8.7% respectively. Non-
Hispanic Asian men were the only other ethnic group to have significant Internet application
usage at a rate of 7.4%.

Table 1
Frequencies and Percentages of Demographic Data
Internet Non-Internet Application
Application Users Users
Demographic n % n %
Age
18-34 70 21.7% 89 13.3%
35-49 98 30.3% 149 22.4%
50-64 117 36.2% 252 37.8%
65-74 30 9.3% 119 17.8%
75+ 8 2.5% 58 8.7%
Education
Less than 8 years 2 0.6% 4 0.7%
8 through 11 years 9 2.8% 18 2.7%
High School Graduate 29 9.0% 105 15.7%
Post high school training 17 5.3% 53 7.9%
Some college 70 21.7% 179 26.8%
College graduate 109 33.7% 162 24.3%
Postgraduate 87 26.9% 146 21.9%
Ethnicity
Hispanic 30 9.3% 51 7.6%
Non-Hispanic White 222 68.7% 483 72.5%
Non-Hispanic Black 28 8.7% 68 10.0%
Non-Hispanic American 1 0.3% 1 0.1%
Indian or Alaska Native
Non-Hispanic Asian 24 7.4% 27 4.0%
Hawaiian or Pacific Islander 1 0.3% 1 0.1%
Non-Hispanic multiple races 17 5.3% 36 5.5%

The mode and the standard deviation of the age of men using Internet applications differed
from that of men who did not use Internet applications as depicted in Table 2. The mode of the
age of men who used Internet applications is nine years less than men that did not use Internet
applications. The mode and standard deviation of men that used Internet applications
compared to men that did not use Internet applications in relationship to education also
differed. The largest number of men who did not use Internet applications was college
graduates, which was demonstrated by the mode. The standard deviation for education of men
that did not use Internet applications was larger than that for men that used Internet
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applications. The mode for men that used Internet applications and men that did not use
Internet applications in relationship to ethnicity was the same; the standard deviation for each
group was also relatively similar.

Table 2
Descriptive Statistics of the Sample
Table 2 Internet Application Users Non-Internet Application Users
Demographic Mode SD Mode SD
Age 54 15.02 63 16.84
Education College Graduate 1.58 Some College 2.25
Race/Ethnicity Non-Hispanic White 2.22 Non-Hispanic White 2.37

Inferential Statistical Analysis

To determine if there is a quantitative effect of the use of Internet applications upon
participation in healthy lifestyle behavior a group of men that used Internet applications n =
323 was compared to a group of men that did not use Internet applications n = 667. A t test
was used to determine if there was a significant difference between the samples of the two
groups of men in this study. Comparison of the group of men using Internet applications to the
group of men that did not use Internet applications offered the opportunity to measure the
effect of Internet applications by determining the differences of the means between the two
groups. The mean and the standard error of the mean were used to determine the significance
of the differences of the means of the two groups. Comparing the means of the two samples
provide the opportunity to determine the significance of the null hypothesis.

Results of the ¢t test are outlined in Table 3. The two-tailed ¢ test was significant, t = (561) =
2.738, p = .006, p <.05 which do not support the null hypothesis. Men using Internet
applications (M = 5.42, SD = 1.22) participated more in healthy lifestyle behavior then men not
using Internet applications (M = 5.21, SD = 1.06). The 95% confidence interval for the
difference in the means was quite distinct, ranging from .06 to .37. Calculation of an effect size
of .12 indicated a small effect, which would explain approximately 1% of the total variance of
the strength of the relationship between Internet application usage and participation in
healthy lifestyle behavior

Table 3
Independent Samples t Test Analysis
95 % CI
Internet  Application
Usage n M SD  SEM t Effect Size LL UL
Internet  Application
Users 323 542 122 0.07 274 12 0.06 0.37

Non-Internet

Application Users 667 521 1.06 0.04

Note. CI = confidence interval; LL = lower limit; UL = upper
limit.

p=.006,p<.05

Two multiple linear regression analyses were conducted to determine if the use of Internet
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applications had an effect upon participation in healthy lifestyle behavior. To test the null
hypothesis the average of two questions from the HINTS 4 Cycle 1 survey was used to measure
the effect of the use of Internet applications by men in the sample. A yes response to either
question resulted in placement in the group of men using Internet applications. Men
responding no to both questions were placed in the group not using Internet applications.

Participation in healthy lifestyle behavior was measured by four questions from the HINTS 4
Cycle 1 survey. An index was created to measure diet and physical activity participation of the
men in the sample. Two questions were recoded to measure healthy fruit and vegetable
consumption based upon the Dietary Guidelines for Americans 2010 established by the U.S.
Department of Agriculture and the U.S. Department of Health and Human Services (U.S.
Department of Agriculture & U.S. Department of Health and Human Services, 2010). Two
questions were recoded to measure physical activity participation based upon the physical
activity guidelines outlined by the U.S. Department of Health and Human Services (U.S.
Department of Health and Human Services, 2014).

The null hypothesis was rejected for the men in the group using Internet applications because
there was a significant effect upon the average use of Internet applications upon participation
in healthy lifestyle behavior as demonstrated by the significant statistical results illustrated in
Table 4. The value of the t statistic and the associated significance t (49) = -2.212, p =.032,p <
.05 also supports rejection of the null hypothesis because the probability of the t value was
significant. The multiple linear regression analysis indicated that there was a significant effect
upon Internet application use and participation in healthy lifestyle behavior.

The null hypothesis was accepted for the men in the group not using Internet Applications
because there was not a significant effect upon the average use of Internet applications on
participation in healthy lifestyle behavior as illustrated in Table 4. The value of the ¢ statistic
and the associated significance t (49) = 1.023, p =.312, p > .05 also supported acceptance of the
null hypothesis because the probability of the t value was not significant. The multiple linear
regression analysis suggests that men that did not use Internet applications are less likely to
participate in healthy lifestyle behavior than men that do use Internet applications.

Table 4
Multiple Linear Regression Analysis
Internet Application Users Non-Internet Application Users
Model 1 B SEb  Beta 95% CI B SEb  Beta 95% CI
(Constant) 6.64 0.521 519 0.055
Health tooluse  -0.87 0.378 -16 [-0.30, -0.02] 0.03 0.027 .05 [-0.04, 0.13]

Note: Internet application users R? =.025, F(1, 49) = 5.298, p =.026, p <.05.
Non-Internet application users R* =.002, F(1,49) = 1.097, p =.300, p > .05.

Review of the results of the statistical analysis measuring the effect of the use of Internet
applications upon participation in healthy lifestyle behavior of men yielded a positive
response. An independent samples ¢ test and a regression analysis both demonstrated a
significant effect of the use of Internet applications upon participation in healthy lifestyle
behavior. These results are demonstrated in Tables 3 and 4.
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DISCUSSION

Principle Findings

This study provides an understanding of the components of Internet applications that have the
potential to increase participation of men in healthy lifestyle behavior using secondary data
that is generalizable to approximately 111,372,696 men in the United States. Statistical
analysis measuring the effect of the use of Internet applications upon participation in healthy
lifestyle behavior of men demonstrated a significant effect of the use of Internet applications
on participation in healthy lifestyle behavior. These results confirm the finding of two previous
studies. Kazer et al. (2011) found that Internet applications provide the opportunity for self-
management in addition to increased participation in healthy lifestyle behavior. McCully et al.
(2013) conducted a study that used data from HINTS surveys collected in 2007 and 2011 that
also demonstrated a significant relationship between the use of Internet applications Internet
applications and participation in healthy lifestyle behavior.

The utility of self-management provided by Internet applications has been noted by several
studies. Self-management has been identified as a strategy that increases the effectiveness of
Internet applications (Duncan et al, 2012; (Webb, Joseph, Yardley, & Mitchie, 2010). The
effectiveness of Internet applications is further increased when self-management options allow
results to be tracked (Bandura, 2004; George et al., 2012; Morgan, Warren, Lubans, Collins, and
Callister, 2009; Morgan, Warren, Lubans, Collins, & Callister, 2011).

The effects of self-management upon participation in healthy lifestyle behavior was confirmed
by this study. Only men in the group using Internet applications, which accounted for 33% of
the total sample, demonstrated a significant effect on healthy lifestyle participation. Men not
using Internet applications, which represented 66% of men of the men in the total sample did
not have a technological opportunity for self-management. There was no effect on participation
in healthy lifestyle behavior on men in the group not using Internet applications.

The use of Internet applications offers a method of self-management of health behavior. Self-
management provides successful self-regulation, which enhance self-efficacy (Bandura, 2005).
Self-efficacy is the confidence a person has in their ability to develop and implement a plan to
deal with possible circumstances that prevent an individual from attaining their goals
(Bandura, 1995). Self-efficacy has been associated with successful health behavior changes
(Chen & Lin, 2010). Self-management of health behavior supplies a vehicle for individuals to
improve self-efficacy by taking responsibility for their health behaviors (Kazer, Bailey, Sanda,
Colberg, & Kelly, 2011; Kelders et al., 2012). Self-efficacy along with self-management influence
participation in nutrition and physical activity health interventions (Anderson-Bill et al., 2011).

Mobile phones usage is prevalent throughout the United States, as evidenced by ownership of
91% of all adult Americans (Duggan & Smith, 2013). The number of men with smartphones
continues to grow, currently 59% own smartphones (Smith, 2013). The availability of Internet
applications on smartphones offer men the flexibility to access Internet applications anywhere.
Increasing options for self-management increase participation in healthy lifestyle behavior
(Bandura, 2004; Kennedy et al., 2012). According to the ManUp study conducted by Duncan et
al. (2012) men designated self-management as a major factor to change health behavior.
Access to methods for self-management, self-regulation of diet, and physical activity can
contribute to increasing participation in healthy lifestyle behavior. The implications for social
change include proliferation of opportunities for men to engage in self-management of diet and
physical activity because mobile devices are usually always with users and easily assessable
(Fanning et al., 2012; Riley et al.,, 2011).
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Internet application usage by minorities has demonstrated significant results in participation
in healthy lifestyle behavior (MuCully et al., (2013). Self-management was demonstrated by
this study to have a significant effect upon participation of men in healthy lifestyle behavior.
Results from this study offer a solution to increase participation of minority men in healthy
lifestyle behavior. Smartphone applications used to track health behavior have been
downloaded at high rates by Non-Hispanic Blacks and Hispanics (Fox, 2011; Purcell, 2011).
Smartphone applications, which incorporate self-management have the potential to increase
participation in healthy lifestyle behavior. Designing smartphone applications that all minority
men have the ability to understand can increase participation in health lifestyle behavior.
Minorities are disproportionately affected by low health literacy (Berkman et al, 2011;
Chaudhry et al,, 2011). Implications for positive social change is the opportunity for minority
men to have frequent access to Internet applications they understand and to address the health
literacy challenges many minority men experience (Broderick et al, 2013). Increased
participation of minority men in healthy lifestyle behavior can reduce development of chronic
diseases in this population within the United States.

LIMITATIONS OF THE STUDY

This study has several limitations, including its dependency on self-reporting and the use of a
cross-sectional design. Self-reporting of data is a limitation of this study. Missing or invalid
responses reduced the size of the sample substantially. The original sample consisted of 1,552
men; however, the sample size was reduced to 990 due to screening. Although the size of the
sample was reduced 36%, the results of this survey are still generalizable to all men in the
United States because of the use of data from HINTS. Alternative survey methods may have
resulted in a larger sample size.

Another limitation was the use of a cross-sectional design as opposed to a longitudinal design.
The cross-sectional design used for this study only analyzed data collected from respondents
to the HINTS 4 Cycle I survey, which collected data between October 2011 and February 2012.
Previous data collections for HINTS surveys used different participants preventing longitudinal
comparisons. As a result, it was not possible to measure long-term trends or evaluate the
sustainability of the use of Internet applications by men and their participation in healthy
lifestyle behaviors.

CONCLUSION

Internet applications can proliferate an increase in the participation of men in healthy lifestyle
behavior because Internet applications provides options for self-management. Results from
this nationally representative study of men established the significant effect of the use of
Internet applications used for self-management upon participation of men in healthy lifestyle
behavior. Furthermore, accessibility of Internet applications offers frequent opportunities for
men to practice self-management of diet and physical activity at lower costs than services
offered by physicians or medical facilities. The availability of mobile devices increases options
for men to conveniently use Internet applications to participate in self-management of their
health behavior.

Internet applications has made numerous contributions to healthcare. Establishment of self-
regulation as a component that contributed to an increase in the participation of men in
healthy lifestyle behavior demonstrates the need to develop Internet applications for men that
include self-management. Increasing participation of men in healthy lifestyle behavior can
reduce the development of chronic diseases, such as heart disease, cancer, and diabetes.
Reducing the number of men with chronic diseases by improving the quality of life of men and
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contribute to a reduction of costs the United States healthcare system incurs in the treatment
of chronic diseases.
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ABSTRACT

The present study aims at revealing the extent of the impact of the principles of
governance in improving the financial performance indicators of the companies
enlisted in the Kuwaiti market. The study has developed a set of hypotheses and
models to test them and arrived at the following findings: The first condition of
governance, "the ownership of managers," is the least applied in the study sample. The
banking sector is the most applying to the principles of governance although it is not
statistically significant. The study also finds that the market value added indicator and
the rate of return contribute in improving the market value added. As for the impact of
governance on the rate of return, the study does not find a statistically significant
relationship, and finds that there is an impact of governance on improving the
operational performance.

The role of good corporate governance in Kuwait's financial market

INTRODUCTION

The GCC countries are witnessing rapid growth and radical changes in the regulatory and legal
environment. Recently, their economy has rapidly grown. The Gulf countries, in order to
encourage foreign investment, have started reforms in some Gulf countries in addition to tax
exemptions. Three markets have been upgraded to bull markets rather than emerging markets.
Regulatory and legislative aspects of the financial markets, including governance controls that
contributed to the elimination of conflicts that may arise from the interest group, have
developed. Governance is not recent rather it is a natural evolution of a group of internal and
external controlling tools that were organized in a set of controls represented by the corporate
governance. Therefore, the study of governance is important not only for decision-makers but
also for investors as it presents the frameworks of corporate governance systems in one of the
GCC countries, i.e. Kuwait, with the regulatory criticism of the legal and legislative governance
governing the work of companies and comparing them with good governance systems. Then
investigating into the extent to which companies comply with good governance and its
relationship to various aspects of financial performance, and its role in enhancing the
confidence and credibility of the financial statements.

The focus of this study will be on the relationship between corporate governance and the
corporate investor and the impact of governance on financial, operational, and stock
performance.

Definition of Corporate Governance

There have been many definitions of corporate governance, most notably that is of the
(Organization for Economic Co-operation and Development OECD) which defines it as "a set of
relationships between the management of the institution, its board of directors, shareholders
and related parties, including the structure through which the objectives of the corporation,
the tools in which these objectives are implemented, and the method of monitoring
performance is determined.” Khatib and Qashi (2006) define it as "a set of mechanisms,
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procedures, systems and decisions that ensure both discipline, transparency, and fairness
which aims to achieve quality and distinction in performance by activating the actions of the
economic unit management with regard to the exploitation of available economic resources in
order to achieve the best possible benefits for all parties and society as a whole.

Characteristics and Structures of Corporate Governance
Corporate governance is based on three pillars:

1. The first pillar is the moral conduct, which includes adherence to good ethics and rules
of good professional conduct, balance in achieving the interests of the parties associated
with the corporation, transparency in the provision of information, and the
implementation of social responsibility.

2. The second pillar is monitoring and accountability. It can be achieved by activating the
role of stakeholders in the success of the corporation and forming direct monitoring
parties such as the auditing committee and internal auditing committee, activating the
role of external auditing, and activating the monitoring of other parties as suppliers and
customers.

3. The third pillar of corporate governance is risk management through developing a risk
management system in order to be disclosed and communicated to users, stakeholders,
and other related parties (Hammad, 2004). Abu Amsha (2011) shows that there are
four parties that affect the proper application of corporate governance rules through
the intensification of their efforts. These are shareholders, the Board of Directors, and
stakeholders.

As for the characteristics of corporate governance, Al Jaidi (2007) summarizes them in
discipline, transparency, independence, accountability, responsibility, fairness, and social
awareness that can be illustrated in Figure 1.

Figure 1: Characteristics of Corporate Governance
Discipline Following the appropriate
and correct ethical method.

Transparency Providing a true picture of
everything that happens.

Independence Lack of influences that lead
to decisions as a result of
stress.

Accountability The possibility of evaluating

and estimating the work of
the Board of Directors and
the Executive Management.
Fairness Respecting the rights of the
various stakeholders of the
corporation.

Responsibility Liability to all parties related
to the corporation.

Social Awareness Considering the corporation
as a good citizen and socially
conscious.

Objectives of Corporate Governance
There are many objectives that good corporate governance seeks to achieve. Al-Jaidi ( 2007)
and Bashir (2003) summarized these objectives as follows:
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Protecting the rights of the shareholders

Shareholders are considered the cornerstone of the institution in general. Protecting their
interests on the one hand and reassuring them of their invested money in the organization are
among the priorities of the successful work led by the management of any institution. The
relationship between the shareholders' satisfaction on the management of the institution and
its functioning and success in achieving their objectives is controversial. As the profits and
their increase are of the most important priorities of any institution, in addition to other goals
that ultimately result in the protection of shareholders who find themselves responsive to the
demands of the institution in the development and progress and expansion after the institution
secures its position in the market in general.

Fairness

Fairness in the treatment of shareholders, whether they are in the direct responsibility of the
administration or not, and whether they are citizens who hold the nationality of the institution,
or they are of another nationality, the law allowed them to contribute and invest in this
institution. Fairness in the distribution of benefits—whether functional, financial or other data
from the work of the institution— not only will to a great extent enhance the dominance of law
and regulations, but also will turn the corporate governance of the institution into reality. The
feeling of minor shareholders that caring for them is equal to that of the major shareholders,
thus will undoubtedly the result of an institution governed by law, order, and sound
procedures which will ultimately result in the validity of corporate governance.

Protecting the rights of various stakeholders

Ensuring the interests of the various parties related to the work of the institution by instilling
the spirit of belonging to the dealers and employees, who truly believe in that this institution is
theirs and is the guarantee for their future and the future of their children, the thing that will
double their productivity and contribute to its advancement. This also applies to other parties,
such as the suppliers or other creditors, whose cooperation and eagerness to deal with the
institution stand for the continuous flow of the benefits expected from the institution. The
supplier that deals with the institution in a proper, resonant, and strategic manner will gain
more benefits in the long run, specifically if its best and most accurate logo is to facilitate the
procedures, punctuality, and the compliance with agreements.

Availability of information and safety of communication channels

The provision of information and its accuracy about the institution or organization and the
quickness of answering the inquiries of concerned parties make the trust in this institution a
means of continuity of dealing with it from all parties. This advantage reflects the soundness of
its corporate governance. It indicates that there is a sound system of procedures used to
achieve the objectives of different sections, and that there are regulations and instructions that
are consistent with the laws related to institutions or other laws related to the nature of the
activity of the institution.

Disclosure of financial conditions at appropriate times requires the presence of qualified
accountants and appropriate accounting systems based on financial and administrative
systems covering the purchases, sales, and any other matters related to the operation of the
institution.

Corporate Strategy
The establishment of a clear strategy is primarily related to the objectives of the institution.
The plan set by the founders at the beginning of the institution's work and its evaluation
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during the life of the institution will make the strategic management of the institution a reality.
This will only be done by linking the objectives of the institution to the overall plans and
procedures set by the administration.

The constant review of the plans and the treatment of gaps during implementation are derived
from the strategic management and its view towards the future. This will make the views of the
concerned bodies and their observations a different means of permanent development,
modification and expression the thing that will reflect on the production and integrity of the
institution the of this production, which means that corporate governance is an umbrella
imposes itself on the performance of the corporation and all of its dealers and employees.

Al-Shammari (2011: 53) summarized the main objectives of governance in: Ensuring that
successful companies seek to serve the community, protect the rights of shareholders,
creditors and customers of the company, achieve transparency in decisions of interest to all
those involved in the company, and enhance the level of responsibility of managers.

The Problem of the study
Good corporate governance helps reduce risk in the institution, market its shares in financial
markets and increase the values of its shares. Corporate governance has intrinsic value that is
effectively reflected on share prices. Corporate governance also improves the quality and
efficiency of leadership in the institution, the quality of its commodity or service production,
and also contributes to the transparency of the organization's operations and enhances the
confidence of the community in the credibility of its financial statements (Hamdan, 2012).
Therefore, the main problem is to answer the following questions:
1) Does corporate governance contribute in improving the company's financial,
operational, and equity performance?
2) Is there an impact on corporate governance in the performance of companies in light of
the difference: the size of the company, its indebtedness and type of activity?

The researcher aims to examine the impact of corporate governance on performance in the
Kuwait Stock Exchange (KSE), which financial analysts and investors view it as one of the
oldest, most important and most active Arab financial markets. So, the determination of the
relationship of corporate governance to performance in this market will yield the first
indicators on the relationship of corporate governance to performance in the Kuwait Stock
Exchange.

LITERATURE REVIEW

The relationship between corporate governance and performance has raised the interest of
researchers around the world. Studies in Europe have agreed on that there is a positive
relationship between corporate governance and corporate performance (see Fernandez-
Rodriguez et al., 2004; Pagett and Shabbir, 2005; Toudas and Karathanassis, 2007; Blom and
Schauten, 2008; Toledo, 2009). Most of the studies conducted in emerging economies have
pointed to the existence of such a relationship (see: Black, 2001; Bai et al, 2004; Durnev and
Kim, 2005; Zheka, 2006; Price et al, 2011). While the results of previous studies concerning
the relationship between corporate governance and performance in the United States and
Canada were different. For example (Brown and Caylor, 2006; Bozec et al, 2008) noted that
there is a positive relationship between corporate governance and performance in the United
States and Canada, other studies (e.g. Fodor and Diavatopoulos, 2010; Gupta et al., 2009) noted
that there is no relationship between corporate governance and corporate performance in the
United States and Canada (Bozec and Bozec, 2012).
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In Southeast Asia, Ibrahim and Abdul Samad (2011), examined the relationship between
corporate governance procedures and performance in family businesses and public
shareholding companies (non-family) in Malaysia for the period 1999-2005. The experimental
results of this study showed that family businesses achieve better return on ownership than
non-family businesses, but corporate governance procedures such as the size of the board of
directors, the duality of roles, and the board members' autonomy have a significant impact on
performance in non-family businesses. The independence of board members—one of the
characteristics of corporate governance—has an impact on improving the financial
performance of banks, according to the study of Mahmood and Abbas (2011) which was
carried on 21 leading banks in Pakistan.

Christensen et al. (2010) examined the relationship between the application of Australian
corporate governance and financial performance recommendations measured by the return on
assets accounting measure and the market-based measure of “Tobin's Q.” The study has
concluded that the application of the Australian recommendations on the best practice of
corporate governance and sub-committees contribute to improving corporate financial return,
while the principles of board autonomy, particularly the managers, have had a negative impact
on corporate returns, whether the return on assets or the Tobin's Q. index. The results were
mixed with regard to the impact of the dual role of the executive director and the size of the
board of directors in both the financial return based on the accounting scale and that based on
the market scale.

In the same vein, Gurbuz et al (2010) examined the relationship between corporate
governance and financial performance in 164 companies listed on the Istanbul Stock Exchange
ISE for the period 2005-2008. The study concluded that corporate governance has a positive
impact on the financial performance of the company, particularly the impact of institutional
investors. The positive role of corporate governance in the company's performance is also
reflected in the company's ability to pay distributions.

The impact of corporate governance on dividend policy was also the focus of the Jiraporn et al
(2011), who sought to examine this relationship in US companies and found that the high-level
corporate governance firms significantly tend to pay off the dividends. These dividends are
high compared to other companies. This confirms the idea that corporate governance has a
clear impact on company decisions such as profit dividends policy. This study is an extension
of the study is an extension of the Adjaoud and Ben-Amar (2010) which aimed at examining
the relationship between corporate governance and profit dividends policy in Canada, and
concluded that the companies that implement corporate governance are characterized by the
high equity dividends and that composition of the board of directors and the policy on
shareholders' equity positively affect the profit dividends indicators. It also found a positive
relationship between the size of the company, the level of free cash flow and dividends, and
that there is an inverse relation between company risks and dividends.

The study of Yu (2011) examined the relationship between the level of corporate governance
and useful information contained in stock price informativeness in 22 developed countries.
The study found that the useful information included in stock prices—as measured by the
instable earnings per share at the company level and future profit response factors—is
relatively increasing at the level of corporate governance. Additional analysis has shown that
all procedures related to corporate governance—with the exception of board of directors’
governance—are positively related to useful information included in stock prices. Finally, this
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study found that corporate governance plays a more important role in enhancing corporate
returns in countries which have strong institutional environments.

The study of al-Jaidi (2007) examined the role of corporate governance in the performance of
companies listed on Amman Stock Exchange. The results showed that corporate governance
has a different effect on the financial performance of companies. On one hand, this effect is
strong in all sectors and at the levels of higher and middle governance with regard to the
variable of market value added, this effect is weak in the services sector with respect to the ROI
variable as well as the average governance level on the other. As for operational performance,
corporate governance has an impact on both the net profit margin and the operational return
on assets in the companies as a whole except for the services sector, but with regard to the
impact of corporate governance on the stock performance, it showed that there was a positive
impact on earnings per share in the industry sector, but its impact on the market value added
was weak on the companies as a whole.

Returning to Kuwait, Al-Shammari and Al-Sultan (2010) examined the relationship between
corporate governance and voluntary disclosure in the companies listed on the Kuwait Stock
Exchange. The study included 170 companies distributed across all sectors within the financial
market. The study examined four characteristics of corporate governance: the percentage of
non-executive directors of the board of directors, the proportion of directors who have
relations with the total board members, and the duality of the roles of managers; the executive
management, the chairman of the board, and the auditing committee. The results of the study
showed that the percentage of voluntary disclosure in Kuwaiti companies is 19 %. The study
also showed that the level of voluntary disclosure in Kuwaiti companies was high. The Al-
Shammari study (2008) indicated that the percentage of voluntary disclosure is 15 %. This
increase also indicates that the degree of transparency in disclosure among Kuwaiti companies
was high. Moreover, the study showed that the existence of an auditing committee—of one of
the characteristics of corporate governance—contributes to the improvement of voluntary
disclosure in Kuwaiti companies. The other characteristics of corporate governance did not
play a role in voluntary disclosure. The researchers recommended that voluntary disclosure in
Kuwaiti companies should be improved by supporting the characteristics of corporate
governance, thus leading to improving the decisions of investors and users of financial data in
Kuwaiti market. In addition, the proper implementation of corporate governance contributes
in improving the company’s liquidity (Chung et al, 2010). Tang and Wang (2011) found strong
evidence to support this hypothesis that the proper application of corporate governance
contributes to increase in liquidity. It showed that the increase in the levels of governance
(1%) contributes to increase the company's annual sales rate to 1.2%.

RESEARCH METHODOLOGY

Study Sample and Data Collection Sources

Several data collection sources were used for the statistical analysis for the purposes of testing
the hypothesis. The financial statements and other disclosures of companies disclosed in the
Kuwait Stock Exchange database were used to collect data on the characteristics of corporate
governance, financial performance indicators, operational performance and stock
performance. The study population includes 230 companies listed in the Kuwait Stock
Exchange until the end of 2016. The companies that have all the necessary data to estimate the
study variables were (222) companies, while (8) companies were excluded.

Study hypotheses and mathematical models
The basic problem of the study is to answer the following questions: Is it possible to prove the
theoretical relationship between meeting the requirements of corporate governance and
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improving the performance of the company? Does this relationship differ in light of the size of
the company, its indebtedness and type of activity? Based on the above mentioned, a set of
hypotheses can be developed in the form of nihilism, and their theoretical basis as follows:

The first major hypothesis of the study

HO02: There are no statistically significant indicators of the relationship of the characteristics of
corporate governance to improving the performance of Kuwaiti public shareholding
companies.

Several studies have examined the relationship between corporate governance and corporate
performance (see, for example, Jaidi, 2007; Weir et al, 2002; Giirbtizet al, 2010; Brown et al,
2009; Brown and Caylor, 2006). Based on previous studies as (Hamdan, 2012; Yasin, 2008),
and the availability of disclosures on corporate governance in the KSE, the current study has
adapted a set of corporate governance characteristics as independent sub-variables: the
ownership of the main shareholder of the company, the size of the board of directors, the
ownership ratio of the three main shareholders of the company, the autonomy of the members
of the board of directors, and the separation between the positions of the chairman of the
board of directors and the executive director manager and other managers. The dependent
variable in the study model is the performance of the company. The model of the study was
reinforced by a number of controlling variables, which aim to control the relationship between
the independent and dependent variables, and reduce the random error ratio in the model so
as to arrive at the best representation of the relationship between the characteristics of
corporate governance and performance. The principal mathematical model which serves the
main premise of the study can be written as follows:

Perf, = ,+ |OLSh, + ,SBoard,+ ,OThLSh,+ ,IndepB,+ ChCSEO,
n=7
+ (PManager, + ,CSize, + ¢Leverage,+ Sector,, + @
k=1

whereas:

Perfi: The main dependent variable: company performance (i).

B0: the fixed value of the model, the level of performance of the company without taking into
account the impact of corporate governance’s factors and other controlling variables.

1.15: The slope of the independent and controlling variables in the model.

OLShi: The ownership of principal shareholder in the company (i).

SBoardi: The size of the company's board of directors (i).

OTHLShi: Ownership of the major shareholders in the company (i).

IndepBi: Autonomy of the members of the board of directors (i).

ChCSEOQi: Separating the positions of chairman of the board of directors and CEO of the
company (i).

PManageri: Ownership of directors in the shares of the company (i).

CSizei: Controlling variable: the company size (i).

Leveragei: Controlling variable: the financial leverage of the company (i).

Sectori, k: Controlling variable: the type of sector to which the company belongs (i), which is
divided into seven sectors (k = 7).

€i: random error.

The second main hypothesis examines the relationship between the characteristics of
corporate governance and the performance of the company. The study divides performance
into financial, operational and stock performance. So that their positive impact on the
characteristics of corporate governance will be examined. Therefore, the first study hypothesis
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is divided into several sub-assumptions according to the division of performance; thus, five
sub-mathematical models will be constructed, as follows:

The Impact of Corporate Governance Characteristics in Improving Financial Performance:

Financial performance has been measured by two indicators: market value added and return
on investment. Sub-assumptions for measuring the impact of corporate governance
characteristics on financial performance can be presented as follows:

HO02.1: There are no statistically significant indicators of the relationship between the
characteristics of corporate governance to improving the market value added of Kuwaiti public
shareholding companies.

HO02.2: There are no statistically significant indicators of the relationship of the characteristics
of corporate governance to improving the return on investment of Kuwaiti public shareholding
companies.

The Impact of Corporate Governance Characteristics on Improving Operational
Performance:

Operational performance was measured by two indicators: net profit margin and return on
assets. Sub-assumptions for measuring the impact of corporate governance characteristics on
operational performance can be presented as follows:

HO02.3: There are no statistically significant indicators of the relationship of the characteristics
of corporate governance to improving the net profit margin of Kuwaiti public shareholding
companies.

HO02.4: There are no statistically significant indicators of the relationship of the characteristics
of corporate governance to improving the return on assets of Kuwaiti public shareholding
companies.

The Impact of corporate governance characteristics on improving stock performance:

The performance of stocks is measured by normal return on equity. The sub-hypothesis that
examines the impact of corporate governance characteristics on stock performance can be
described as follows:

HO02.5: There are no statistically significant indicators of the relationship between the
characteristics of corporate governance and the improvement in the ordinary earnings per
share of Kuwaiti public shareholding companies.

The method of measuring the study variables

The selection of the study variables and their measuring were based on the previous studies
and in accordance with what is disclosed in the Kuwait Financial Market. The method of
measuring the independent, dependent and controlling variables of the study can be explained
as follows:

First: dependent variables: the performance of companies:

The financial performance: it has been measured by the market value added and return on
investment, as follows:

Market value added: The difference between the market value of the company in addition to its
debt, and the capital provided by the owners which can be calculated by (the number of shares
traded x market share price at the end of the year) + debt) - (the number of shares traded x
nominal value per share).

The rate of return on investment: it is measured by dividing the net profit and interests on
the average capital invested.

Operational Performance: it is measured through the net profit margin and return on assets,
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as follows:
Net Profit Margin: it refers to the remaining percentage of each dinar of sales as profit,
calculated by dividing net profit on revenues.

ROA: The ROA refers to the efficiency of the management in using the assets to generate
profits, as well as the ratio of profitability of the company to its assets, calculated by dividing
the net profit on total assets.

Stock Performance

[t is measured by the return on the ordinary stock: It refers to the share of one ordinary share
of the profits of the company, and this percentage is very important to the investors who rely
on it in making many of their investment decisions. It is calculated through (net profit - share
of preferred shares of profits, if any) divided by the weighted average of the number of issued
shares.

Second: Independent variables: Corporate governance characteristics:

A comprehensive analytical list of the six conditions of corporate governance has been
prepared, and the Kuwaiti companies have been investigated for the implementation of these
conditions. Number (1) is given to the company if the condition is met, and (0) to that one
which does not meet the condition. These conditions are:

1. The percentage of ownership of the main shareholder of the company: it should not
exceed 20% of the issued shares. If the percentage does not exceed 20%, the company
shall be given the number (1); otherwise, it shall be given (0).

2. The size of the board of directors: The number of the members of the board of directors
must not be less than 7 and not more than 13 members. If the company meets this
condition, the number (1) shall be given; otherwise, the number (0) shall be given.

3. Ownership percentage of the three main shareholders of the company: where this
percentage shall not exceed 50% of the issued shares. If the company meets this
condition, the number (1) shall be given; otherwise, the number (0) shall be given.

4. Board members' autonomy: The board of directors must be composed of 50% of the
non-executive independent members. If the company meets this requirement, the
number (1) is given; otherwise, the number (0) is given.

5. The separation between the positions of the Chairman of the Board of Directors and the
Executive Director: There must be a separation between these two positions. If the
company meets this condition, the number (1) shall be given; otherwise, the number (0)
shall be given.

6. The Ownership of Managers: it should not exceed 20% of the company's issued shares.
If this condition is met, the company shall be given the number (1) otherwise the
number (0) shall be given.

Third: Controlling variables:
1. Company Size: Natural logarithm of total assets.
2. Leverage: ratio of total assets to total liabilities.
3. Type of economic sector, so that the number (1) is given to the company from the sector
to which it belongs, and (0) to others.

A descriptive study on the relationship between governance and performance

A set of descriptive statistical measures was used and two tests were used to compare the
performance indicators and the characteristics of corporate governance among the economic
sectors. Results were shown in tables (1, 2, 3).

URL: http://dx.doi.org/10.14738/abr.512.3809. 22



Archives of Business Research (ABR) Vol.5, Issue 12, Dec-2017

Description of performance indicators:

The first part of Table (1) shows that the average market value added for Kuwaiti companies is
positive. This is a good indicator of the performance of Kuwaiti companies in 2016 and
achieving a market value added exceeding their book value. However, the following
performance indicators are negative: return on investment, net profit margin, return on assets,
and earnings per share. Although Kuwaiti companies have achieved negative performance
indicators in 2016, they maintained a high market value which justifies their achievement of a
market value added at the end of the year. Table (3) shows that the average size of the Kuwaiti
companies is (4859) million KD. The decrease in their dependence on the debt in financing
their assets is also observed with an average leverage of 2.4%. Finally, the skewness of all
previous variables does not come close to zero, and Kurtosis does not approach (3). This
indicates that these variables do not approach normal distribution.

Comparison of performance indicators:

In order to compare performance indicators between the economic sectors within the Kuwait
Stock Exchange, the Bonferroni test was used to find the mean difference in OneWay ANOVA.
The banking sector was compared with other economic sectors, since the study cannot
compare all sectors. The results were as shown in Table (2). The mean difference was higher,
while the value of (p-value) below was shown in parentheses. The value of positive mean
difference indicates that the comparison was in favor of the banks sector, whereas the negative
value of the mean difference indicates that the comparison was not valid for the banks sector.

As for the first indicator, the market value added, shown in Table (2): it is noticed that the
value of the mean difference was positive and statistically significant. This indicates that the
banking sector has a better market value added compared to all other sectors, as well as the
net profit margin indicator. In terms of return on investment, the food sector was the best but
not of statistical significance. It was the same with the rate of return on assets where the
comparison was in favor of the food and industry sectors, and then the insurance sector, but
not of statistical significance. Finally, the comparison of the return on ordinary share/stock
was in favor of the food sector, but not of statistical significance. Therefore, it can be said that
the banking sector in Kuwaiti financial market is the best in terms of performance indicators;
as the other economic sectors, although it showed better status in some indicators, they were
not statistically significant.

Description of Corporate Governance Characteristics:

The second part of Table (1) shows the descriptive statistics of the characteristics of corporate
governance in Kuwaiti companies. It is noticed that there is a difference in the extent to which
the conditions of corporate governance in these companies are met, considering the first
characteristic, the ownership of the main shareholder in the company, which should not
exceed 20%, it is noticed that only 65 companies have met this condition with (29%) of the
sample, while (157) companies did not meet this condition as the most important shareholder
owns more than (20%) of the shares of the company, which means the highest control over the
decisions of the company. As for the size of the board of directors which according to corporate
governance should be between (7-13) members. It is noticed that more than half of the Kuwaiti
companies have fulfilled this condition. It has been found that 52% of the companies have a
size of between 7-13 members. The condition of ownership of the main three shareholders in
the company's shares, which stipulated not to exceed 50%, has met this condition, as well as
the condition of the independence of the members of the Board of Directors. As for the criteria
of separating the positions of the Chairman of the Board of Directors and CEO and that of the
ownership of managers, majority of companies did not meet these conditions.
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Table (1) descriptive statistical measures:

Part One: Continuous variables

Variable Label Mean SD Minimum | Maximum Skewness | Kurtosis

Market value
added (millions
of Kuwaiti
dinar)

MVA 111.449 535.795 -100.008 | 5,497.835 7.962 70.505

Rate of return

: ROI -0.125 0.476 -3.005 0.669 -3.692 15918
on investment

Net profit

. -1.031 3.969 -32.733 13.788 -4.504 29.613
margin NPM

Rate of return

on assets ROA -0.027 0.179 -1.787 0.770 -4.758 46.299

Return on
ordinary share /
earnings per
share EPS

-0.009 0.215 -2.959 0.679 -11.574 161.330

Company Size
(Millions of 4,859.075 | 64,737.352 | 3.238 964,779.000 | 14.886 221.719
Kuwaiti Dinars) | CSize

Leverage Leverage | 2.381 11.273 0.001 124.537 8.136 75.740

Part Two: Dichotomous variables

Companies that have met Companies that have not met
governance requirements governance requirements

Variable Label Frequency of 1’s Frequency of 0’s

Corporate
governance Percent
characteristics: Frequency Percent Frequency

Share of the
main
shareholder of
the company OLSh 65 29.3 157 70.7

Size of the
Board of
Directors SBoard 116 52.3 106 47.7

Ownership ratio
of the three
main
shareholders of
the company OThLSh 98 44.1 124 55.9

Independence

of the members
of the Board of
Directors IndepB 100 45.0 122 55.0

Separation the
positions of the
Chairman of the
Board of
Directors and
the Executive
Director ChCSEO 118 53.2 104 46.8

Ownership of
Managers PManager 142 64.0 80 36.0

Table (2) shows the detailed extent to which the economic sectors of the Kuwait Stock
Exchange meet the requirements of corporate governance. A general indicator of corporate
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governance has been developed covering all the principles. Based on this indicator, it can be
said that the banking sector is the most committed to the requirements of corporate
governance as it has met its requirements with a ratio of (55.6 %). Two-thirds of Kuwaiti banks
meet the first condition of governance: determining ownership of the main shareholder and
the third condition that is the ownership ratio of the main three shareholders. All of which
meet the second condition related to the size of the board of directors, as for the fourth related
The majority of which comply with the fifth and sixth terms. On a vertical basis, the most
economic sectors in fulfillment of the first and third conditions related to determining the
largest share of the ownership of the largest shareholder and the three largest shareholders is
the investment sector. The banking and insurance sectors, which achieved this condition in full,
and the fourth condition on the independence of the members of the Board of Directors noted
that the industry is the best to achieve, as nearly (61) percent of the industrial companies, the
28 companies, Of the Board of Directors are independent from those who do not have
executive functions in the company. The fifth condition of governance is that eight out of nine
banks separate the positions of the chairman and CEO. The last condition of corporate
governance was that the investment sector is the most applicable (20%) of the company's
shares, followed by the banking sector. Using the overall corporate governance index, the
economic sectors in Kuwait's financial market can be arranged in terms of corporate
governance, as follows: banks, investment, industry, insurance, real estate, services, food.

Comparison of Corporate Governance Characteristics:

In order to compare the characteristics of corporate governance between the economic sectors
and the banking sector within the KSE, the LSD test was used to find the mean difference in the
OneWay ANOVA test as shown in table (3) (Table 2) shows that the investment sector is the
most applicable to the first and third conditions of governance related to the ownership ratio
of the largest shareholder and the three largest shareholders of the company. This is confirmed
in Table (3), which showed That the investment sector is better than the banking sector in
their application, but this comparison did not The second condition is that the banking sector is
the best in its application from all sectors. As for the fourth condition, the average of the
differentiation showed that the comparison was in favor of the industrial sector and
statistically, followed by the insurance sector and services at the expense of the banking sector.
The fifth condition related to the separation of the positions of the Chairman of the Board of
Directors and the Executive Director, the banking sector remains the best compared to other
economic sectors, as well as the owners' ownership index. In general, the results of the
comparison of the general corporate governance index showed that the banking sector is the
best but not in statistical terms. The difference in applying the principles of corporate
governance among the economic sectors within the Kuwait Stock Exchange remains small and
does not increase the statistical differences.
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Applied Study and Hypothesis Testing

The study models belong to the general linear model, and since the study data is of a cross
section data, the regression model used to test these models is the multiple regression, in the
normal least squares squares, and the results are shown in Table (4).

Test Hypothesis 1: Impact of Corporate Governance Characteristics on Market Value
Added:

The first sub-hypothesis is to measure the impact of corporate governance attributes on
improving the company's added market value. Is the high level of corporate governance
contributing to increasing investor confidence and thus increasing its market value? To answer
this question, the first null hypothesis of the study was tested, which can be mathematically
labeled as follows: (H02.1: f1 = 32 = B3 = 34 = 5 = 6 = 0) In contrast to the alternative
hypothesis (H02.1: f2-6 # 0), from Table (4) it is noted that five characteristics of corporate
governance (I, III, IV, V, and VI) had a significant positive effect on the market value model The
value of t-test is greater than its scheduled value and its probability is less than (5) percent.
Based on these results, the first null hypothesis can be rejected. Corporate governance
contributes to increasing the market value of the company.
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value).

— Statistical significance at level: ** 1%, * 5%

— The value of (T) is scheduled at 5% and the degrees of freedom (n-B-1 = 222-15-1 =
206) are 1.645.

— The value of (F) at the denominator (n--1 = 222-15-1 = 206), the numerator (§ = 15),
at the level of 1% was 2.13, and the 5% level was 1.72.

— The statistical program (SPSS) with the exception of variable (service sector) is a
variable officer of all study models.

Second Hypothesis Test: Impact of Corporate Governance Characteristics on IRR:

The second sub-hypothesis tests the impact of achieving the characteristics of corporate
governance in improving the rate of return on investment. In other words, do the procedures
of activating institutional work, compliance with rules and regulations, and institutional and
financial transparency contribute to the company's growth and growth, thereby increasing
investors' return on investment?

Table 4 shows that one of the characteristics of corporate governance was statistically
significant in the ROI model: ownership ratio of the three largest shareholders of the company.
There are five characteristics that were not statistically significant. Therefore, the null
hypothesis can not be rejected. There is no statistically significant impact on the characteristics
of corporate governance in improving the rate of return on investment.

Third Hypothesis Test: Impact of Corporate Governance Characteristics on Net Profit
Margin:

The results in Table (4) show that all the characteristics of corporate governance were
statistically significant in the net profit margin model, either at a level of 99 percent or 95
percent. Thus, the third null hypothesis and alternative acceptance can be rejected. Corporate
Governance Improves the profit margin of Kuwaiti public shareholding companies. Corporate
governance measures contribute to the improvement of the company's production and control
activity, which increases profit margin and has a role in improving the company's reputation
and thus increasing the demand for its products.

Sub-Hypothesis Testing 4: Impact of Corporate Governance Characteristics on ROA:

The fourth sub-hypothesis examines the impact of the characteristics of corporate governance
on improving the return on assets of the company, which is an indicator of the operational
performance. In examining this hypothesis, the results in Table 4 showed that there were four
characteristics that were statistically significant in the model: Shares of the company, the
ownership ratio of the three largest shareholders of the company, the independence of the
board members and the ownership of the directors, compared to two characteristics that were
not statistically significant: the size of the board of directors and the separation between the
positions of the chairman of the board of directors and the executive director. Based on these
results, Naked rap And accept the alternative hypothesis that provides a statistically significant
impact on the characteristics of corporate governance in improving the return on the
company's assets.

Sub-hypothesis test 5: The impact of corporate governance characteristics in the EPS:

The recent sub-hypothesis examines the role of corporate governance characteristics in stock
performance, which is measured by return on ordinary stock. This indicator is one of the most
important indicators on which investors and financial analysts base their valuation and
investment valuation. The results of the V- (T-test) of all the characteristics of corporate
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governance was positive; that is, there is a positive relationship between the application of the
characteristics of corporate governance and the return on ordinary stock; the governance
procedures and the activation of administrative and financial control contribute to improving
the performance of the company and its market value, (T-test) is less than its scheduled value
and its probability (p-value) is greater than the permissible error level; therefore, the
hypothesis can not be rejected The fifth subdivision states that there is no statistically
significant impact on the characteristics of corporate governance in improving the return on
ordinary stock.

The previous analysis of the secondary hypotheses of the second main hypothesis shows that
there are three alternative hypotheses acceptable and two are rejected; therefore, the second
major null hypothesis and alternative acceptance can be rejected; there is an impact on the
characteristics of corporate governance in improving the performance of the firm.

In order to compare which models are more representative of the relationship between
corporate governance and performance, the adjusted R squared is seen in Table 4 and is used
to compare the different models, (21.8%). The relationship between corporate governance and
performance was most evident in its effect on the market value added, so F-test was the largest
and statistically significant at the level of (99) ).

CONCLUSIONS AND RECOMMENDATIONS
This study aimed at achieving a main objective: to investigate the application of the principles
of corporate governance in the Kuwaiti public shareholding companies and to study the effect
of these principles on improving the financial performance indicators of these companies.

3) When comparing the economic sectors within the Kuwait Financial Market in terms of
the degree of corporate governance, it is found that the banking sector is the best but
not in statistical terms; the difference in the application of the principles of corporate
governance remains small and does not rise to the statistical significance.

4) The study examined the role of corporate governance in financial performance, through
the index of market value added and the rate of return on investment; it was found that
corporate governance contributes to improving market value added as an indicator of
financial performance.

5) As for the impact of corporate governance on the rate of return on investment, the
present study did not find a statistical relationship between them.

6) On the impact of corporate governance on improving operational performance, it has
been found that corporate governance procedures through the separation of powers
and the setting of powers contribute to improving the operational performance of
companies, by improving the net profit margin and return on investment.

7) The study did not find evidence supporting the relationship between corporate
governance and return on equity in the Kuwait Stock Exchange.

STUDY RECOMMENDATIONS
Based on the previous results, the study provides a set of recommendations for both the
organizers and supervisors of the work of the Kuwaiti financial market, as well as researchers
regarding future studies:

1) The need for the organizers of the Kuwait Stock Exchange and its supervisors to
develop the corporate governance guide for Kuwaiti companies, taking advantage of the
regional expertise in this field, and the participation of professionals and academics in
developing the principles of corporate governance and commensurate with the Kuwaiti
environment.

2) Call for the development of an institutional governance index on the Kuwait Stock
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Exchange, which will be an indicator of the level of governance benefiting financial
analysts and stakeholders.

3) The necessity of supervising the application of the requirements of corporate
governance by the Kuwaiti companies, especially regarding the separation between the
authorities and the powers of the Executive Director and the Chairman of the Board, for
the transparency of management.

4) Invite researchers to study the impact of corporate governance on the quality of
financial disclosure, its impact on profit quality, and study the relationship between
corporate governance and institutional ownership of Kuwaiti companies' shares.
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ABSTRACT

In today’s media landscape where it's very difficult to shape consumers attitude
and intentions and move them to next level of buying process, advertisers find it even
more difficult and challenging to break through the clutter of competing
advertisement. The advertising industry has experienced dynamic changes over the
last several decades. The importance of creativity factor in advertising has got wide
recognition by many researchers, practitioner, but there is a miss of true & systematic
research to define advertising creativity and how it relates to ad effectiveness. The
review study discusses some campaigns that have left their strong impression on
consumers. The presented review study tries to come up with some evidence of
creativity by reviewing expert views, past literature in advertising, studied advertising
campaign and marketing activities. The study discusses different forum on how
creativity works, and what makes an ad to travel good or poorly. It summarized the
value of creativity in advertising through Expert interviews, published material and
related secondary data to understand the logic. The changes have been good in terms of
Technology advancement, Medium and more methods to attract consumers and on
Creativity. This paper represents how creativity impacted advertising, also
understanding the value of creativity in advertising through the review of various
literatures.

Keywords: Advertising Strategy, Media, Creativity, Consumer Behavior, Innovative
Advertising.

INTRODUCTION

Advertising allows you to communicate a salient message to a large group of consumers faster
than any other form of communication. It allows you to truly connect with your consumer; it
gives you an opportunity to develop an ongoing relationship between the consumer and a
brand. At its best, advertising will create a sense of urgency for the consumer, honest
awareness and accurate that there are products, places, styles or sensibilities that cry out for
attention or action. To do that there are various styles of advertising, a soft sell or a hard
sell, a subtle approach or a blatant approach, an informative style, humor or a modern and
edgy one. Style will always change: with the product or service you are selling; with the timing
of the message and with the medium you are using. But important aspect is how you can
engage your consumers to watch that Creative challenge you took with the blend of style. It is
known fact that there should be an element of creativity in an advertisement. This creativity
is to create something new, unique, extremely attractive and appealing to the consumers.
In fact, advertising itself is a creative process. It is the outcome of long term planning and
hard work on the part of the copy writer & creative director who prepares & shapes the final
copy of advertisement.

OBJECTIVES
The objectives of this review study are to find out the role of creativity in advertising in
Indian market. How creativity impacted the television ads. How advertisers can create
distinctive effects through creative dimension especially in today’s media landscape where
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advertisers find it even more challenging to break through the clutter of competing ads in
order to shape consumers attitudes and intentions. One of the strategy alternative strategies
to greater advertising spending may be more creative advertising. Understanding the fact that
creative ideas do not come over night they are required to be developed through systematic
thinking. Breakthrough ideas might appear to be instant or impulsive, but they are not. They
are based on sound strategy, outstanding visuals and copy, and the correct application of
timing and media. The art is in ensuring that all elements of communication work together so
that the end result is more powerful and effective.

There are much bold evidences that significant changes faced by this industry. Some of these
changes are good: big ideas, innovative partnerships, & interesting new work, that show what
advertising can do for brands.

METHODOLOGY

This study used a review study method to analyze the secondary data & observations.
David Ogilvy once quoted that “If it doesn't sell, it isn't creative.” In this review study
researcher has analyzed secondary data through the series of interview, expert comments, and
live cases of various literatures and through live observations to understand the value of
creativity in advertising. The review paper includes a various article, discussion and market
insight from the leading marketers, creative director insights about how this promising form
of advertising is constantly evolving.

The important thing is finding the right balance between defining a good creative message
and execution. The true craft is in identifying ways to interest consumers in what is being
offered at the same time justifiable creativity. A creative strategy can put you on the right
course, but in a world filled with distractions and clutter you must develop communications
that capture consumer attention and interest. The key of delivering effecting creative message
is the selling point in an interesting, non-contrived manner. Great advertising builds the
brands and some advertising sells brands. Creativity makes advertisement popular among the
consumers and motivates them to purchase advertisement specific product. The advertising
message is received well by the target audience for follow-up action. The review paper
concludes that creative plays extremely important role in advertising, while studying many ad
campaigns it's been prove that how consumers have different reaction to unique ads. If Ad
contains fun, humor, excitement, drama with the creative ingredient consumer will defiantly
like the idea. It is an accepted fact that if you present your product, service, and idea in
different manner you’ll get high brand recall.

Learning From Past: Some Heritage Brands and Recall Value

In India there are some brands who have acquired distinct space in consumer mindset. These
brands played very important role in initial marketing era, and managed to become an
unforgettable brand for Indian households. From the initial years advertisers have used many
different strategies to promote the products. There are classic television commercials caught
consumers attentions and brands have endured the test of time. Colgate Toothpaste, Vimal,
Pear's soap, Mysore Sandal Soap, Woodward's Gripe Water, Dabur India, Amrutanjan balm,
Vicco, Pond’s, Hindustan Unilever’s Surf, Amul from Amul India and Prestige Pressure Cooker
are symbols of heritage brands of India. Some of these brands are represent the Indian culture.
Sometimes the brand relies heavily on product and price features, rather than advertising
creativity.

Bajaj Auto with it all time hit tagline ‘Hamara Bajaj’, or it be Lux with tagline “filmi sitaron ka
saundarya sabun”, (translate as Beauty soap for film stars) & Dalda-vanaspati was a

URL: http://dx.doi.org/10.14738/abr.512.3866. 36



Archives of Business Research (ABR) Vol.5, Issue 12, Dec-2017

impressive success and ruled the perch during its time, the unforgettable Liril campaign, the
ad was all about waterfalls, sparkler water and the girl splashing water in total abandon
singing "la la la la laaa”. The ad was major success & very much appreciated, at the same
time it became the highest selling premium toilet soap in a period of two years. Most of the
these Heritage brands appeal to many age groups, probably the product /brands is what used
by one generation to another generation and continued to current generation, but
understanding the success mantra behind these heritage brands can be tough but there are
strong evidence stating towards their advertising appeal. The uniqueness of the campaign
leads towards the high recalling. The frequency of television commercial was less and during
that era there wasn’t much competition and managed with only Indian National TV channel,
“Doordarshan” these brands made their presence heavily on consumers, whereas Today’s as a
competitive market emerged in various categories i.e. soaps, shampoos, TV's fridge, Air
conditioner and computers so did the media options to reach more people. The recalled values
of these heritage brands in India are higher, than today’s brands, the famous Colgate
Toothpaste’s “Surkasha chakra” (protective cycle) Vicco Cream's jingle concentrating on herbal
benefits “Vicco turmeric nahi cosmetic” or the classic advertisement of Hindustan Unilever’s
Surf, where well known character “Lalita Ji” represents middle class women of India, gives
Advice that “Surf ki khariddari mai hi samjhdari hai”(translate as, it makes sense to buy Surf),
she became iconic figure overnight in Indian middleclass households.

The Campaigns: How Creativity Works?

Creative advertising needs to intelligent, sharp, imaginative to the point and extremely
catchy. It must motive people to purchase advertisement product. The message and appeal
made should be able to make positive impact on the consumers. The creativity develops new
useful ideas which further fulfill the desired requirement. Creativity should focus the
attention of the customer on the product and he must feel the urge to have that product for
same benefit. This suggests that creative advertising should be able to create demand for the
product when it is introduced for the first time. Some of the distinct creative ads impacted
hard. The advertising strategies are changing but should not leave question mark on the
sustainability of creativity and also not to overlook consumer’s intelligence.

The current scenario focuses that advertising has altered in many ways, now advertising
become more creative, and getting real. Creativity increases the brand value. There is enough
evidence that value for a brand will be formed through creativity. With Pointing on India’s
phenomenal growth, it has become even more important for ad agencies and their clients to
gear up together to meet challenges that come with such expansion. Creative ideas have no
boundaries, Ideas can strike anytime. A successful & great creative idea can give brands the
required thrust to explore new heights. It is very important that with creativity involved in
advertising it should not forget its basic agenda -of informing, convincing, and selling.

Another creative hit in Indian market is VODAFONE'’S Creation “The Zoozoo”, after successfully
rebranding “Hutch to Vodafone” Vodafone Essar Limited, the India-based subsidiary of the
global mobile network operator; Vodafone started expanding its presence in pan India. The
new brand avatar of Vodafone is “Zoozoo” has created a new dimension of creativity. The
Zoozoos advertising campaign highlighted the different value added service (VAS) offered by
the company. This creative aspect got huge appreciation from the customer and they say you
simply Love them and you just can’t ignore them. The Zoozoos were everywhere, the creative
ad series of 30 TVCs, were created by Ogilvy & Mather for Indian Primer League of Cricket
Season 2. The Zoozoos Coffee Mugs and T-shirts became instant hit in the market. Prior to
this what Vodafone did to show the transition from Hutch to Vodafone, ad agency O&M
launched a rather direct, thematic ad showing the trademark pug in a garden, moving out of a
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pink colored kennel symbolizing Hutch, and making his way into a red one (the Vodafone
color). A more energetic, chirpier version of the ‘You and I’ tune associated with Hutch, plays
towards the end, as the super concludes, ‘Change is good. Hutch is now Vodafone’'.

If advertisers taking an absolute social cause to advertise it might lead to instant success in
the market, review study suggested an example of IDEA’ Cellular, The big ideas of Idea
cellular campaign was worked really well in Indian market. It has been an interesting and
almost ‘off the track’ ride for the brand belonging to the Aditya Birla Group, India. This cellular
service used its brand name “idea” and real social issues to successfully showcasing its
message in the consumer’s mind spreading high level awareness. Some of the campaign shot in
pure rural market setting. The campaign shows ugly reality in the social and political arena in
India, it’s very unique and different combination of creative aspect, “What an Idea sir ji”
campaigns raised issues related to Caste wars, Education for all, Democracy, health Campaign,
‘walk and talk’. The creativity of ideas worked well, while the team is well aware that most of
the solutions it propagates in its ads may seem improbable, but at least it makes people think.
The job is done if consumer also starts saying “what an Idea, Sirji!l.

There are many creative ads which made a direct entry into customer mind. Camlin India’s
Permanent Marker made a distinct effect on the consumer it leaves Lowe Lintas, devised a cool
concept for the brand to advertise the product. This time this is Out of Home (OOH)
advertising, the simple but eye-catching hoarding, with the three cut-out men having
mechanically-backed moving limbs, trying to wipe off the words written in bright red, also
displays the product - the permanent marker. Many times even public Awareness ads creates
buzz and becomes click famous. The reveiew study of some of the public ads, result shows
an ad where how a simple public awareness TVC shows a man manipulating a remote
control toy car in an office set up. He receives a call and tries to answer it with continuing to
manipulate the controls of the car. The car crashes. The ad message is very clear and gets
across with no extra layers. Driving while talking on a mobile can cause accidents. The effects
are visible. The campaigns that generate awareness about protective sex create high time
awareness. Excellent example is “Condom, its Ok” ads by National Rural Health Mission
(India) (National Aida control Organization) especially in the market like India.

The category of permanent markers are a very low involvement, in such scenario also ad
agency had done clutter breaking, and at the same time, something that brings out the message

clearly - here the message being 'permanent'.

Table 3.1 Creative elements appeals in advertising review study (sample Size 100 ads)

H Family Fun

HDrama

H Excitement

H Erotic appeal

H others
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What Makes Ad Successful; A Reality Check

There are numerous factors play roles in determining whether advertisement travel well or
poorly. Marketers need to test multiple markets to get a full understanding of an ad’s likely
effectiveness, but it becomes equally imperative to understand what it takes to beat the odds
and create a truly Creative Advertising.

Humor, this word will now be associated with advertising for a long time to come. Humor
can work greatly well, probably because it was cracked not long ago by the advertising
fraternity, Or probably because the otherwise fretting Indian audience feels largely pepped up
with humor in ads, and therefore, there are more chances of an ad acquiring mind space.
Whatever be it, it's a formula which now everybody is trying hands on. Some ads are surely
worth the effort. Particularly when it comes from visual and music, the examples can be

‘Happydent white’, and the great ‘Amul butter’ print series with “Amul girl”, ‘Fevicol’

ads,

‘Mentos’, Vodafone ad

Children are one of the key prominent features in ads and can be seen in every fourth
advertisement. They are certainly great help for an ad to do well. But is it only the cuteness
that adds to creative aspect? The child’s simplicity, instant reaction and unique perspective
towards the ads make changes. There are many examples where kids played important role in
commercial and that leads to high success of the ads. An excellent example is “Dirt is Good or
'Daag Achche Hai"” ad for Surf Excel, in which a brother “fights” the mud his sister fell into.
And the recent on which shows a little boy pretending to be a dog in order to make his teacher,
who has just lost her dog, smile. Of course, in the process his white uniform gets mud
spattered and totally worthy of a Surf Excel wash. This one from Lowe Lintas tugs the heart
strings. This campaign sticks to its 'Daag Achche Hai' premise. Bank of India showing kid with
piggy bank is yet another creative scoop.

The combination of creativity and the characteristics of ads that travelled well are, Children,
Celebrities, Music, Humor and Emotions. In India presence of Celebrities makes a big
difference and this can work across markets. True to the phenomena that the famous
celebrity can contribute to an ad travelling well but the ultimately success comes down to the
power of good copy.

At the same time advertising that generates an emotional response also has its own benefit,
like it can help generate engagement and memorability and it can help the emotions transfer
to the brand shaping the brand perception. Dove’s real beauty campaign is perfect example.

Creative Advertising: Is There A Strong Need In Market:

Most brands in the same category deliver more or less the same functional benefits and
answer the same needs of the consumers. With so many products on the market having the
same function, the only way to position a product, service, or company differently from
anything else in the same category is through creative development in advertising.

Today traditional advertising is losing its sheen. The biggest problem with traditional media
is that consumers today have lots of choice for ad avoidance. The fragmentation is very high
and there is very less scope of customized message for all. The Indian consumer has changed if
we focus on this issue there is a lot more on the menu to choose from. Now the message unlike
the past is no longer a one way process. But public opinion is far more mobilized, they have
immediate platform for expression.
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The expert believes that the creativity in advertising could never exist in isolation without a
context. The success of final product completely depends on empathy and the relevance of
message it intends to deliver. The trigger for ideas and insights must necessarily come from
the environment.

The new millennium is decade old now, advertising, which is about creating demand, has
undergone a complete transformation. Many things have changed and many things have
stayed exactly the same in this industry. The media agencies have witnessed the tremendous
growth in skills set. If one critically analyze, “advertising reflects the mood of the times. The
simplistic inform-persuade-sell mode worked beautifully for a long time but once
communication became sophisticated, technology entered, there was a paradigm shift. Multi-
tasking became the order the day. It is not uncommon to see today’s kids on the mobile while
hitting the net, right? So in this age of Youtube, Twitter and Facebook, advertising content
has to keep pace. It can’t be as direct, naive and simplistic as it once was. The new-age
consumer would dismiss it, straightaway.” For hard-core information and details about
products and services that are in the hi-ticket category, the internet provides it all; one doesn’t
have to completely depend on advertising. So the job of advertising today is to primarily push
the brand in an endearing fashion that triggers the recall factor, and examples discussed
indicates that ‘creativity’ stored better recall value.

CONCLUSION
There are many ads different product, categories, but how many of them were able to
differentiate themselves from other? With creative ads they can certainly communicate it
differently so as to create a distinct brand image in the minds of the consumer,”

There is great hunger from consumer’s side they wanted to see things differently and its
advertiser’s responsibility to attract and engaged the consumers, they remember and
memorize the creative ads than the product. Marekters needs to understand the various
dimension of advertising creativity is important. To fully understand creativity, one would
need to expose what factors are generally held to comprise it, and these some dimensions
could be Novelty, Meaningfulness, Well Craftiness, Positivity, and Humor.

Advertising business involves people & creative advertising is one that sells through people’s
efforts, and appropriate market demand. If you create the healthy environment for creative
people with right kind of required information, they can genuinely create great & saleable
advertising. Advertising people bond together as a 'team' not as individual, Therefore,
creative advertising that actually sells in the market and live a hard impression in mind is the
result of 'team work." In advertising business creativity resulting from great team efforts,
effective idea and communicate exactly same to the audience, these are the key factors in
successful advertising campaigns. The Ad agencies must have hunger for these elements and
strive for them.
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ABSTRACT

Knowledge and abilities of employees are the most important tools that serve the
development of each organization. The dynamics of changes in modern economy
requires from the people who manage an organization to have extremely high
competences. This is dictated by an increasing competitiveness and constant pursuit to
increase the value of the organization. The speed of changes that happen during this
process is so big that it forces organization to make fast responses to emerging market
opportunities. The use of such situations may direct the organization towards
becoming an agile organization. Agility of an organization is one of the latest concepts
which concerns both the organization itself as well as people employed in it. Therefore,
the best solution is a process approach to creating and implementing organizational
goals. One of the most important factors facilitating this process is the synergy of
knowledge and possibilities of all organization's intangible resources. In this article the
most important dependencies that condition the agility of an organization have been
described.

Keywords: organization as a process, knowledge, agility.

INTRODUCTION

Achieving success is the goal each organization faces no matter what business profile it has.
The solution on how to guide an organization through this process is extremely complex. The
goal of modern organizations is development of business models that would facilitate the
achievement of assumed goals. Managing the market in which each organization operates
becomes a system that controls creating organizational strategy. Managing the market in which
each organization operates becomes a system that controls the development, creating a
strategy of each organization.

Management since the beginning of the 21st century is a permanent search for modern
systemic solutions which purpose is to increase the effectiveness of organizations. It results
from the increasing confrontation between different areas of business activity of particular
parts of the globe competing witch each other. Contemporary organizations face the challenges
typical of the current stage of civilization and economic development. An ability to read these
challenges by managers in a proper way is a decisive factor that predestines the level and way
of reacting to increasingly difficult external conditions.

Constant search for new solutions that could guarantee the development or even a survival
should be based on knowledge, skills and teamwork. Such approach, accompanied by a good
communication process, seeking for new market opportunities, increasing the level of
competence, should create an effective imperative of the management in an organization.
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ORGANIZATION IN A PROCESS MEANING
One of the most important problems of modern times, in the era of constant changes of
business and social environment is the fulfillment of the requirements of all members of the
organization. This results in the need to increase the level of competencies of the members of
management of an organization, and the necessity to increase the engagement of all employees
in an organization in pursuing daily and strategic goals.

In the real social and economic mechanism, decisive is the interaction of the past and the
future as it influences the present [1].

Interpersonal relations at work may result in a given person being satisfied or not from his
professional situation. As we may read, positive interpersonal relations may become [...] a solid
foundation for social support, [...] they may also be a source of synergy because [...] people who
support each other and who work well with each other can do much more than people who do
not support each other and who do not work with each other "[2].

Organizations that aim to achieve a high level of knowledge application have to be able to use
emerging market opportunities better, and implement them well, as it would make possible to
call such organizations, dynamic and developing”. For an organization to develop, it is essential
to be able to read signals from the environment, interpret facts and events, develop useful
knowledge from data and information obtained from external sources [3].

Organization in a process meaning should be understood as a mutual interdependence not only
inside but also outside the environment. The achievement of goals must be made through
interdependence which is cooperation and business partnership with other entities.
Practically, there are no self-sustaining business entities which could operate effectively on
their own and lead the enterprise to absolute development in an efficient and comprehensive
manner. The entire business activity is a continuous process that is the fundamental
component of an organization. By definition it can be presented in a form of a diagram of flow
and changed under the influence of efficiency.

In practice, processes are most often benchmarked and they are improved by principles of
Business Process Reengineering [4]. Process orientation of an organization "forces" to change
paradigms, often based on rationalism, where knowledge and the experience of human
behavior has evolved. It may be, by referring to the semiotics of communication, especially in
organizations, indicate the importance of "systems of creation," interpretation and
transmission of all messages, those entropic ones and those of high redundancy. Creation and
management in such a complex structure which the process organization is must be based on
the professional management of message flows. Only in that way the process of information
absorption will be adopted.

The process organization when it is in the process stage of organizational structure, may be
identified as a horizontal organization based on process management. This means that there
followed a balance between the roles of processes and functional areas between cells,
decentralization of decisions and the effective implementation of information systems.
Companies, organizations that have applied state-of-the-art technology in process
management have achieved short-term return on investment. The use of the latest technology,
in turn, requires good organization and properly prepared people. And this, in turn, requires
the knowledge and observing the principles of effective communication. These processes are
complementary. Horizontal organizations may be distinguished from functional organizations
by a point of reference in the analysis of the activities of particular organizational areas. In a
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horizontal organization, each process is verified by the level of value assessed by the customer.
In the functional structure, the measurement refers to implementation of tasks and it is
assessed the managers responsible for it. Functional organization focuses more on such issues
as which products or services should be delivered to the market and it is more oriented to their
internal problems than relationship with the external environment. In classical organizational
structures it may be observed, however, that internal problems are solved by using external
entities. Such organizations lack the course of the whole process.

It manages only by its fragments. Process organization puts an emphasis on the overall and
methodical scope of implement work.

KNOWLEDGE IN ORGANIZATION

One of the designations of the existence and duration of the management process is the
existence of a flow of information in the managed system. It is not important here, whether the
exchange process is carried out between the entity and the subject of management or between
the manager and the environment of the organization. Undertaking decision by the managers
is conditioned on one hand by providing the necessary information to the decision-maker, on
the other hand, the decisions that have been transformed into information should effectively
reach the person that carries them out. In order for this process to proceed properly, a
necessary or even fundamental element is and always will be knowledge.

Knowledge is one of the elements that influence the development of an organization. It can,
therefore, be assumed that organizations naturally aspire to exploit the potential of knowledge
that is the basis for the knowledge based economy. Knowledge, as the most important asset of
any organization is created by its intellectual assets. Knowledge is defined as judgments or
beliefs. Knowledge is strongly connected with such factors as culture, ethics, intuition, working
conditions, and management style [5].

For many people, knowledge is an ambiguous concept, which in addition is often confused with
data or information, especially in organizations where these terms are used interchangeably.
According to Davenport and Prusak, data are separate objective facts that may take the form of
subordinated records of operations performed by the organization. The knowledge resources
that an organization has may be of an open or conscious or hidden nature such that needs to be
stimulated or extracted.

An organization which functioning is based on a high level of knowledge may be described as
an intelligent organization. A knowledge-based company is a smart company that builds its
competitive advantage on a global external environment based on competencies that
distinguish it from other entities, which are constantly improving through ongoing learning
and acquiring new knowledge, its dissemination and application in the conducted activity [6].
Knowledge resources also include data and information, based on which individual and
collective knowledge is built. Knowledge resources are constantly changing, which is a
manifestation of the organization's learning process [7].

In organization, knowledge is often embedded not only in documents or collections of
knowledge but also in organizational processes and organizational procedures, in pragmatics
and norms of action [8]. A knowledge-based organization is one whose structure is
subordinated to and aimed at creating added value based on the efficient use of knowledge [9].
Factors determining the functioning of organizational knowledge may be classified as such
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which result from the structure of an organization itself and those that derive from
organizational connections with the external environment.

The essence of internal factors constitutes the organizational culture, the quality of the IT
process, the level of the strategy, and the flexibility approach to the environment. External
factors, that is, those which are in a sphere outside the organization, include, most often the
level of innovation, legal status, or progress in human capital development. The development
of an organization where knowledge is the foundation of its development will foster seeking
market opportunities, as they create progress and the development of the organization.

The flow of information and proper use of it is a good predictor for the organization's
development. Knowledge and information are becoming main factors that drive the “life” of an
organization, increasing its effectiveness. They are becoming attractive to an organization as
"(...) only that exists what can be measured [10].

The increase of the possibility to reach information combined with changes in the economic
reality makes that information-based knowledge more and more often is regarded as an
important capital of a modern organization, which, when used effectively, becomes a source of
competitive advantage [11]. Knowledge is thus the practical use of information that is
important to a given process. Knowledge is created by people and from their education,
experience, skills, and degree of involvement depends the way how information will be
acquired and used in an organization. Extensive knowledge on a particular topic in
combination with pragmatism is defined as wisdom: "skill and the ability of people and
organizations to create and acquire knowledge and learn it through the skillful transformation
of data and information between people and organizations "[12].

AGILITY OF AN ORGANIZATION

Organizations, especially those of a business nature, constantly build and maintain
relationships with their environment and, as a result, give new meanings to business
processes. In order for this to take place, new concepts and management methods must be
sought and the existing ones must be improved. One of such is the concept of an agile
organization understood as one which responds to changes in the market environment quickly
and decisively, thus taking advantage of emerging opportunities. The creators of the agility
concept - the lacocca Institute from Lehigh University, USA, defined it as a production system
which has the ability to implement hard and soft technologies. They argued that efficiency
should be understood as the effective application of competition rules such as speed, flexibility
and innovation. Despite their differences, the available definitions of the concept emphasize
the fact that speed and flexibility are the basic characteristics of an agile organization.
Therefore, an agile enterprise should be able to deal quickly and effectively with unpredictable
changing markets [13].

Most of the literature on agility only discusses strategies and techniques. Few works solve the
conceptualization and development of integrated approach to the term agile as an enterprise
concept. However, several agile frameworks based on different definitions and ways of
understanding may be found in the world literature. A review of some approaches to agility
has been made to identify main elements and agility attributes of an enterprise. Goldman has
developed four major strategic dimensions that emphasize the achievement of agile
competitive ability.

Authors suggest that any company is able to create a program of achieving agility based on an
audit that addresses the agility dimensions of the present and future operations in the
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organization. The proposed strategic dimensions of agility include: customer enrichment,
cooperation to increase competitiveness, permanent organization of changes, and the use of
the influence of people and information. Enriching your customers means delivering value and
solutions to them, not products. In order to adapt products to market as quickly and efficiently
as possible, it is necessary to use all existing resources independently of their location and to
cooperate internally with other companies. Successful stimulation of change requires flexible
organizational structures that will allow rapid reconfiguration of human and physical
resources.

According to Goldman and others agile competitive environment is such where people's skills,
knowledge and experience are the key factors that distinguish and differentiate organizations.
Continuous education and development of skills among employees is an integral part of agility,
which id decisive in the process of the future success of the organization.

According to Jackson and Johansson, agility is not the goal in itself, but an indispensable tool
for maintaining competitiveness on the market. Agility is based on several possibilities that
exist in three main main dimensions of a company: production, product and market size.
Jackson and Johansson divide the agility into four main dimensions: possibility of change
connected with the product, change in competence as part of the business activity, internal and
external cooperation and people, knowledge and creativity.

The first dimension is related to the product strategy and the operations that are necessary to
conduct in response to changes and market instability. The second dimension refers to the
ability of the departments of an enterprise to cooperate with each other and the ability of the
entire enterprise to cooperate with suppliers and customers. The final dimension refers to the
need to use knowledge and employee skills as the basis of all activities that concern the
turbulent market changes. Yusuf and others have identified competitive fundamentals of
agility: speed, flexibility, innovation, proactivity, quality and profitability. In this context, the
author claimed that proposed fundamentals of competitiveness are the primary agile features
that must be achieved in synergy.

There are three aspects of agility at different levels of the company. Basic efficiency refers to
individual resources (people, machines and management); micro-agility refers to an
enterprise, and macro-agility to the level of international companies.

Such assumptions consist of four basic agile concepts: core of competence management, virtual
company creation, ability to re-configure, knowledge-based enterprise. Key competencies
related to employees and corporate products are identified at individual and company level.
The company's core competencies are the result of the whole process of corporate activity,
integration of different skills and technologies, organization of work and the ability to
cooperate between organizations, sometimes taking on a virtual character. A virtual enterprise
it is the integration of core competencies, distributed between several organizations with
similar supply line. According to Yusuf and others “the development of a strategy that presents
a wide range of basic skills of a team, may allow an organization to make rapid changes and
allow to reconfigure business as soon as the opportunity arises.

In agile organization there is an extremely fluid flow of information which is beneficial taking
into account the variety and complexity of the functional areas. H.M. Hormozi interprets the
essence of agile approach as an innovative method of production that is capable of creating a
significant competitive advantage. Innovation is the basic tool for realizing the concept of
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agility and leading to significant organizational changes. It determines and stimulates the
whole organization. It often determines the main source of competitive advantage.

Innovations become a decisive factor not only for the development and the expansion of the
organization, but above all, for its survival. Generally, innovation can be understood as the
introduction of new things, ideas or ways of doing things [14]. Innovations (...) are understood
as changes made predictively and deliberately which are based on substituting previous states
with others - positively assessed in the light of the criteria of a given organization - and
concurring to its development and progress in management. The process of innovation should
best be developed irregularly, not in accordance with conventions, and above all in a positive
way.

Without it, we will rarely have the energy or strength to question status quo, withstand heavy
attempts to deliver new ideas to clients [15]. This undoubtedly difficult process depends,
among other things on "skillful reading" information both from inside and outside the
organization. The organization needs to read signals from the environment, interpret facts and
events, develop useful knowledge from data and information obtained from external sources
[16].

Innovations are now implemented by all organizations, not just new ones and those that wish
to enter new markets or new customers, as well as by stabilized, well prospering companies.
Companies that do not innovate fall into a trap where innovation impossibility weakens
competition, harms their market position and profitability.

Contemporary organizations must become a "space" for innovation, open to novelty,
perceiving problems from different perspectives, sensitive to signals and market challenges
and ready to introduce adaptive changes.

It must, therefore, develop its own innovation, providing professional management and
creating attractive conditions for people who are prone to it. Innovation is today a key to the
competition strategy and its foundation. The pace of new product launching is currently
frenetic and the failure rate is high [17].

This concept is based on building a community of employees who understand each other well
and creative partners. It implies improving structures and brings meeting expectations closer.
In such organizations, the most important are intangible resources, including the knowledge at
the disposal of the most outstanding individuals: highly qualified, passionate, energetic and
ambitious, following professional standards and principles [18]. Company intelligence always
in a large extend influences the ability to create and use of innovation understood as a
collection of creative professionals. It decides the way a company uses its opportunities and
possibilities, the way it adapts to new situations, creates and introduces new concepts and
solutions that meet the needs of the environment. Innovation and creativity become today one
of the most important factors in the development of the organization and account for its
existence [19].

CONCLUSIONS
Agility concept of an organization is determined by such factors as the level of knowledge, the
quality of the strategy, the level of the information processes as well as the information
processes [20]. The type of organizational structure is also important. Process-type
organizations have better possibilities to respond to the organization's environment and a far
better structure that allows for more flexible use of decision-making processes. Evolutionary
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processes in organization are the result of acquiring knowledge from external and internal
sources, as well as the quality of the implementation of newly acquired knowledge.

The dynamics of changes that occur during this process is so great that it forces the rapid
responses of an organization to emerging market opportunities. The use of such situations may
direct the organization toward an agile organization. One of the most important factors
facilitating this process will be the synergy of knowledge, inter-organizational relations and the
intangible assets of each organization.

Proper selection and continuous development of human capital resources of an organization
become essential processes based on precise recruitment process and staff training. Therefore,
social competences and teamwork skills are gaining in importance. To implement the above
effectively, it is necessary to improve knowledge combined with building effective relations
inside and outside the organization. Such change is a continuous process of development of
every organization.

It causes or even forces an organization to constantly learn and deepen skills. There is no
doubt that Bauman's philosophy of organization management, based to a great extent on the
business theory in an unprecedented manner has been outdated. Contemporary organizations
are looking for new concepts and solutions in the area of organizational behaviors. These
solutions constitute an integral part of management, based on continuous synergy and
interdisciplinarity of many fields of science leading to development of an organization. This
article highlighted most important dependencies determining the agility of an organization in
the context of external conditions.
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ABSTRACT

The study set out to finametrically investigate the key determinants of insurance
profitability in Nigeria using least squares and associated diagnostic tests, co-
integration and the fully modified Phillips-Hansen estimation procedures. The results
indicate that five variables namely premium ratio, level of economic activity (or simply,
state of the economy), and investments ratio, and profitability in previous periods
significantly and positively influenced current profitability of insurance companies in
Nigeria. Only financial market conditions and claims ratio were found to exert
significant but negative influence on current profitability. There also existed long-run
equilibrium relationship between the variables such that the observed influences are
likely to persist in the long-run, ceteris paribus.

INTRODUCTION

The insurance mechanism is a very unique one in that its industry is about the only one that
exists purposely to ensure that other industries and sectors of the economy do not fail, should
they solicit for its help in dealing with their risks. Both individuals, families, businesses and the
economy in general benefit from the operational functions of insurance companies, if they
approach them to assist in indemnifying them against the effects of risk of loss. Being assured
of indemnification, these agents are rest assured and geared for gainful economic operations
that eventually aggregate to the common good of the economy at large. Also, insurance
companies, on their own part contribute directly to the growth and development of the
economy by their sheer operations along the lines of premium generation, investments, and
claims settlements, re-insurance, among others. It has been posited that these operations
manifest in the areas of boosting aggregate savings, domestic investments and capital
formation, financial intermediation, stemming capital flight, aggregate output, national income
and overall improvement of living standards (Ezirim, 2004).

In view of these, it becomes a very important and in fact urgent fact that the insurance industry
should be given the vital attention it deserves in order for a country to reap the amply benefits
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the industry promises. This need for attention has been dully recognized by developed
countries of the world to the extent that they are constantly harnessing the benefits accruable
from developing their insurance industries. It is of note that in the developed countries, the
insurance industry appears to be more active, buoyant, booming, and perhaps more socio-
economically relevant than even the over-dramatized banking industry. This may not be said of
the developing countries of the world, and definitely not for poorer countries of Asia and
Africa. These countries still have a long way to go as far as developing the full potentials of the
insurance mechanism is concerned.

Notwithstanding, it is of note also that the developing countries are not resting on their oars in
trying to make their insurance industries to be more socio-economically relevant and thus
contribute their much needed quota in economic growth and development. To this end, the
National Insurance Commission (NAICOM) attempted to revitalize and re-invigorate the
Nigerian insurance industry and thus re-position it for more veritable and enhanced profitable
performance, in a bid to make the respective companies compete favorably among the comity
of other financial institutions operating in the country and beyond. Having appreciated the
global village phenomenon, the re-capitalize insurance companies have been given fresh
impetus to enhance their performance and to make them formidably strong players both
nationally and internationally.

Despite this macro and other efforts by the companies themselves and the regulatory
authorities, the revelation was that the corporate performance of the Nigerian insurance
companies can only be described as suboptimal. For instance in 2014, the statistics showed
that the industry contribute only 0.3% of overall GDP of Nigeria and 2.3% of Africa’s total
premium generated. By comparison, this is nothing to compare with what obtained in South
African where the insurance industry contributed about 16% of the country’s GDP and about
78.13% of total premiums generated by insurance companies the Continent (Daniel, 2015).
This is a cause for worry, especially when the country is boasting of having the largest
insurance market in Africa. What then could have been responsible to this development?

A number of internal and external factors has been identified to influence the profitability of
insurance companies by different commentaries. The internal or company-specific factors
include, risk defined as loss ratio or in terms of earnings volatility, liquidity, tangibility of
assets, company or business growth, firm size and age, leverage and or capital base. The
external factors include social, political, economic, legal and regulatory and general
environmental factors. What is not yet clear from available studies is which of these factors are
responsible for the present profitability status of insurance companies in Nigeria? It is in view
this worry and poser that the present study attempts to uncover the most important
explanatory factors determining insurance profitability in Nigeria, drawing empirical evidence
from insurance companies listed on the Nigeria Stock Exchange.

EMPIRICAL BACKGROUND AND REVIEW OF RELATED LITERATURE
The banking sector, until recently, dominated studies on determinants of profitability. For
instance, Abreu and Mendes (2001) studied banks in four European countries (German
Portugal, France and Spain) for the period of 1986-1999 and provided evidence that equity to
assets and loan to assets ratios had positive relationship with interest margins and profitability
of the banks. In their analysis of external factors, inflation significantly related with
profitability and interest margins of the banks while exchange rates did not exert strong
influence on profitability. Staikouras and Wood (2003) examined the effect of internal and
external factors on the profitability of banks operating in 13 different European countries
using panel data methodology. It was found that internal factors exerted the strongest

Copyright © Society for Science and Education, United Kingdom 51



Ezirim, C. B., Ezirim, U. I., Eniekezimene, D., & Elike, U. (2017). Finametric Determination of Insurance Profitability: Analysis of The Nigerian
Experience. Archives of Business Research, 5(12), 50-62.

influence the performance of the banks than the external factor. More so, banks with greater
levels of equity were found to be more profitable than those with greater levels of debt.
Externally, GDP growth and interest rates were inversely related while with profitability of
banks.

More recently studies on the insurance sector started surfacing in good numbers. For instance,
Ahmed, Ahmed and Usman (2011) investigated the determinants of performance in life
insurance sector of Pakistan by using panel data of five insurance companies from 2001-2007.
The results showed that leverage, size of the firm and risk were the most important arguments
in explaining insurance corporate performance while growth, tangibility, age of the firm, and
liquidity did not associate significantly with performance of life insurance firms. Hifza (2011),
in a study of 35 listed life and non-life Pakistani insurance companies attempted to unearth the
key determinants of profitability for the period ranging from 2004-05 to 2008-09, found
insignificant association between profitability and age of the company but a positive and
significant association between firm size, volume of capital and profitability, while loss ratio
and leverage were negatively linked to profitability. Amal et al. (2012) studied twenty five
Insurance Companies in Jordan from 2002-03 to 2007-08 and found leverage, liquidity, firm,
and managerial competence to be positively and significantly related to financial performance
of the companies studied. The age of the company was not found to influential in determining
performance.

Bilal, Khan, and Tufail (2013) studied the determinants of profitability of 31 Pakistani
insurance firms Pakistan from 2006-2011 applying fixed effects and random effects models
with associated Hausman'’s specification test. The results indicate that leverage, size, earnings
volatility and age of the firm were significant determinants of profitability while growth
opportunities and liquidity were not. Olajumoke (2012) studied the life companies in Nigeria
from 2003-04 to 2007-08with results indicating profitability as being not so much affected by
the ownership structure, leverage and size of firms. Instead, profitability associated negatively
with the level of reinsurance, but positively affected by interest rates.

Mwangi and Murigu (2015) used the multiple linear regression to investigate the correlates of
profitability for Kenya’s general insurance companies from 2009-10 to 2012-13 and found
profitability to be significantly and positively related to leverage, equity capital, management
competence index, but negatively related to size and ownership structure. Loss retention ratio,
liquidity, underwriting risk and age were not significant. It was uncovered that the
contribution of the general insurance industry to the gross domestic product was only 2.08%.
Ibrahim’s (2016) study applied regression analysis to examine the factors determining the
performance of insurance companies in Nigeria using both primary and secondary data for the
years 2007 to 2014. The results indicate that the variables considered most significant are
equity, gross written premium, liquidity, leverage, company’s age, solvency and assets
tangibility. In the order of contribution to performance economic factors ranked highest,
followed by technological factors and lastly by environmental factors in that order. Equity
capital was found to make the strongest contribution to insurance performance contrary to
popular belief that favors gross written premium.

Berhe and Kaur (2017) examined the internal or firm specific variables (firm size, capital
adequacy, leverage, liquidity, and loss ratio) and external or macro variables (market share,
growth rate of GDP and inflation) in a bid to identify the key factors influencing insurance
profitability in Ethiopia using the fixed effect model against panel data from 2005-06 to 2014-
15 for seventeen (17) insurance companies. The findings showed that firm size, capital
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adequacy, liquidity ratio and growth rate of GDP were the major factors that significantly
impacted the profitability of insurance companies. Conversely, leverage, loss ratio, market
share and inflation were insignificant in their impact.

METHODOLOGY
The study utilizes the finametric approach that involves quantitative and statistical
measurements, modeling, and estimation of financial relations among financial phenomena (in
this case, endogenous and exogenous variables manipulations) that crystallizes in addressing
defined financial problems.

Analytical Techniques

In carrying out the study, we adapted the models developed in (Ezirim, 1999) and applied in
Ezirim and Isitor (2005). Accordingly, linear regression equations are derived. The least
squares (LS) method for associated diagnostic tests, unit root test procedure for stationarity
imperatives, cointegration test, and the fully modified Phillips-Hansen estimation procedure
are adopted for estimating the variables. The study underlines that the use of the fully modified
Phillips-Hansen estimation procedure requires that the variables are I(1) and that the
predictors are not themselves cointegrated with each other. The Parzen lag window was
employed to compute the Phillips-Hansen estimates using the parzen weights in the estimation
of the long-run variance. However, the study tests the long-run equilibrium relationship
between the dependent variable and the predictors using the cointegration procedure with
unrestricted intercepts and no trends in the vector autoregression (VAR). Specifically, it
undertook cointegration LR test based on maximal eigenvalue of the stochastic matrix and also
based on trace of the stochastic matrix.

The study did a variety of diagnostic tests to confirm the global usefulness of the model. These
include the Lagrange multiplier test of residual serial correlation, Ramsey's RESET Functional
Form test using the square of the fitted values, Normality test based on a test of skewness and
kurtosis of residuals, and Heteroscedasticity test based on the regression of squared residuals
on squared fitted values. The Lagrange multiplier (LM) and Fisher’s (F-statistic) versions were
computed and employed in the analysis. The relative impact of each explanatory variable was
determined by employing the t-statistics and associated probability of the fully modified
Phillips-Hansen estimates to test the relevant hypotheses. Preliminary analysis of data was
done using relevant descriptive statistical measures of central tendency, variability, skewness
and line charts.

The Model and Operational Definition of Variables

It is hypothesized that the overall profitability of the insurance industry represented by the
profit after before tax is a positive function of their level of funds mobilization (represented by
total premiums, which is an inflow in the intermediation process), investment decisions
resulting in level of investment in the period, rate of growth of the economy representing the
state of the economy, and profitability of operations in the previous period; but a negative
function of claims payment (which is an outflow in the intermediation process), rate of return
on government treasury investments, and the state of the economy. It is reasoned that since
the insurance companies are in existence to indemnify other economic units against ‘bad
times’, their operations can as well be boosted even when the economy is in down turn.
Expectedly, their business would increase with turbulent times that plague other economic
units who would run to them for cover against risk of loss. The inclusion of the rates on
government’s treasury investment is predicated on the fact that much of insurance funds are
constrained by law to be plunged into government securities in the money market. This in part
captures the regulatory influences on their assets allocation and funds’ utilization.
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This study would have considered the inclusion of the capital base as a major argument in the
model since it is supposed to make funds available for operations. However, the tradition of
insurance companies was not that of aggressive working capital management. More so, any
available funds from the shareholders’ fund would have been transmitted through the
investment channel, so this study down-plays the capital base variable. Again, the regulatory
environment ordinarily should be of remarkable influence in the profitability of insurance
companies in view of the fact that their operations, especially investments, are heavily
regulated in Nigeria. This would have suggested an inclusion of the government regulatory
index (GRI) as a major argument in the model. However, since the model has captured most of
these operations that are keenly regulated, its inclusion may be a mere repetition. Thus, with
some amendments in the specifications of Ezirim (1999), we can write the relationship
between the selected variables functionally as

ROA: = f(INV:, TPy, RGE:, CPy, ROTI;, ROAt1, Ut veveoreeeree oo (1)

Where, f1>0;f2>0;f35><0;f4<0;f5<0;fs>0
ROA = Current return on assets

INV = Investments

TP = Total premium

RGE =rate of economic growth

CP =C(Claims payment

ROTI = rate of return on treasury instruments
ROA¢1 = Previous return on assets

Ut =Error term

It is through the partial adjustment procedure that we have the return on assets of insurance
companies of the previous periods entering into the model, and thus a hypothesized
distributed lag effect is herein suggested. The detailed procedure follows the manipulations in
Ezirim (1999). The study used total assets of insurance companies to divide the relevant
variables to simplify the procedure and reduce possible finametric diagnostic problems. Thus,
defining current profitability as profit before tax to total assets ratio (which is return on assets,
ROA), investments as investment to total asset ratio (IVR), total premium as total premium to
total assets ratio (TPR), rate of return on treasury investments (ROTI) as proxied by the rate of
return on the treasury bills or treasury bills rate (TBR), RGE as the actual rate of economic
growth, and claims payment as claims to total assets ratio (CPR); we rewrite expression (1)
explicitly as:

ROA = ,+ ,TRP+ ,CPR,+ ,RGE + ,NVR+ JBR + ROA +U, (2)

Where o = constantsand i(i=0,1, ..., 6) are coefficients. A priori, 1>0, 2<0, 3><
0, 4>0, 5<0, ¢>0;andU:isthe stochasticdisturbance term.

Expressions (1) and (2) are in the functional and linear forms, respectively. It is noteworthy
that the first term in the RHS is the total premium ratio (TPR), the second term is the claims
payment ratio (CPR), and the fourth is the investment ratio (INVR), while the sixth is the lagged
ROA (ROA¢t.1). The only term in LHS is the current return on assets (ROA). These would help to
simplify the equations and handling thereof. The direction or nature of relationships existing
between the explanatory variables and the explained variable has been hypothesized to follow
the a priori reasoning as shown in the model above, while the relevant variables in the model
are as hereunder defined:.
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PBT= Profit before tax, where ROA is return on assets of insurance companies in Nigeria

TP= Total premium, where PR is the premium ratio; a ratio of premium to total assets

CP= Claims payment, where claims payment ratio (CPR) is ratio of total claims paid to total
assets.

RGE= a measure of rate of growth of the economy or state of the economy and proxied by gross
domestic product rate of change (GDPR)

INV= is the total investments, where IVR, the investment ration of Insurance companies in
Nigeria is a ratio of investments to total assets

ROTI= Return on treasury instruments proxied by treasury bills rate (TBR); a proxy for money
market yield rate.

ROA1= Lagged return on assets of insurance companies

TA= Total assets

ANALYSIS OF ESTIMATION RESULTS

Descriptive Statistical Analysis

The data for this study were obtained from the Statistical Bulletins of the Central Bank of
Nigeria (CBN) and National Insurance Commission (NAICOM). Computations were made to
transform the level values into rates of growth and ratio where applicable. The descriptive
statistics of the resultant values of each variable are depicted on Table 1. As can be seen, the
mean scores of the variables were 3.6% for ROA, 3.3% for RGE, 85.1% for IVR, 54.3% for PR,
20.3% for CPR, and 11.7% for TBR. The standard deviation of each of the variables were 1.8 for
ROA, 3.03 for RGE, 5.4 for IVR, 9.9 for PR, 13.8 for CPR, and 4.8 for TBR. These are indicative
that the variables did not fluctuate violently but somewhat mildly. This can easily be confirmed
from Figure 1, which shows the graphical presentation of the variables. All the variables,
except [VR were positively skewed indicating that the distributions have long right tails. Thus
the IVR being negatively skewed did have a long left tail. The Kurtosis statistic which measures
the peakedness or flatness of the distribution of each of the series was calculated at 1.9 for
ROA, 5.3 for RGE, 2.9 for IVR, 2.5 for PR, 2.0 for CPR, and 4.2 for TBR.

Table 1: Descriptive Statistics of Variables: ROA, RGE, IVR, PR, TBR, and CPR

Statistic ROA RGE IVR PR CPR TBR

Mean 3.639412 3.319006 85.06157 54.31062 20.39093 11.74735
Median 2.790000 2.942082 85.29817 51.10800 18.97810 11.75000
Maximum 7.000000 11.48400 92.96130 78.87300 50.99690 26.90000
Minimum 1.200000 -4,055140 72.50000 39.05000 0.375374 5.000000
Std. Dev. 1.814831 3.032996 5.371625 9.890309 13.77735 4.817905
Skewness 0.542495 0.562206 -0.682357 0.567757 0.228071 1.071958
Kurtosis 1.944784 5.254321 2.909318 2.536068 2.019783 4.236656
Jarque-Bera 3.245135 8.990541 2.650111 2.131550 1.655930 8.678070
Probability 0.197391 0.011162 0.265788 0.344461 0.436938 0.013049
Sum 123.7400 112.8462 2892.093 1846.561 693.2916 399.4100
Sum Sq. Dev. 108.6892 303.5691 952.1938 3228.001 6263.906 766.0029
Observations 34 34 34 34 34 34

As a rule, the kurtosis of the normal distribution is 3. If the kurtosis exceeds 3, the distribution
is peaked (leptokurtic) relative to the normal; if the kurtosis is less than 3, the distribution is
flat (platykurtic) relative to the normal. From the distribution, ROA, IVR, PR, CPR and were all
platykurtic while RGE and TBR were leptokurtic. The Jarque-Bera statistic, tests whether or
not a series is normally distributed; measuring the difference of the skewness and kurtosis of
the series with those from the normal distribution. From the Table, a hypothesis of normal
distribution can only be accepted for ROA, IVR, PR, and CPR but not for RGE and TBR which
were not individually normally distributed. The Figure 1 indicated that many of the variables

Copyright © Society for Science and Education, United Kingdom 55



Ezirim, C. B., Ezirim, U. I., Eniekezimene, D., & Elike, U. (2017). Finametric Determination of Insurance Profitability: Analysis of The Nigerian
Experience. Archives of Business Research, 5(12), 50-62.

were more flatly distributed than violently fluctuated. The extent to which the independent
variables relate with ROA is the burden of further analysis of estimation results.

SDRPR
1=

s T T v T v T
1980 1o8s 1990 19095 =telele) zo00os zo10
N

= T v T v v T
1980 1os8s 1990 1o9s =TeloYe) z200os z2o10
Ro.A

1980 1os8s 1990 1o9os Zz=oo0o zoos z=o10

1980 1To8s 1990 190905 z000 zZ00s zZ010
PR

1980 1985 1990 1995 2000 zZ00s zZ0o10
TBR

1980 1985 1990 1995 2000 z00s zZ0o10

Figure 1: Graphical Presentation of the Variables: ROA, RGE, IVR, PR, TBR, CPR

Diagnosis of Specified Model

The first step undertook by the study was to diagnose the model by testing for serial
correlation, functional form, normality and heteroscedasticity. As can be seen from Table 2, the
test indicated that there was no need to worry about problems associated with serial
correlation. The observed values of CHSQ (1) = 0.63805[.424] and F(1, 25) =.49291[.489] for
the LM and F versions. As indicated, the observed probabilities in parenthesis are higher than
the critical probability of 0.05 which suggested the rejection of the null hypothesis of presence
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of serial correlation. The functional form test also suggested that the linear specification is
adequate, with the observed statistics of CHSQ (1) = .0076593[.930] and F (1, 25) =
.0058039[.940].

Diagnostic Tests results of the Model

Sk skok sk ok ok ok ok ok ok ok ok sk ok ke sk ok sk sk sk ok sk ok sk ok sk sk ke sk sk sk sk sk sk sk ok sk ok sk ke sk ok sk sk sk sk sk sk sk sk ok skk sk sk sk sk sk sk sk sk sk sk ok sk

Test Statistics LM Version F Version
Skesk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk ke sk sk sk sk sk sk sk sk sk sk ke sk sk skeske sk sk sk sk sk sk sk sk k-

A: Serial Correlation CHSQ (1) = .63805[.424] F(1, 25)= .49291[.489]
B: Functional Form  CHSQ (1) =.0076593[.930] F(1, 25)=.0058039[.940]
C: Normality CHSQ (2) = 4.4532[.108] Not applicable

D: Heteroscedasticity CHSQ (1) = .11973[.729] F(1, 31)= .11289[.739]
Sk ok 3k ok ok ok >k ok sk ok sk ok sk Sk ok ok ok Sk sk ok ok ok sk >k ok sk sk sk ok sk Sk sk sk ok sk sk sk ok ok sk sk ok sk sk sk sk sk sk sk sk sk sk sk sk ok sk sk sk sk sk sk sk ksk sk k

A: Lagrange multiplier test of residual serial correlation

B: Ramsey's RESET test using the square of the fitted values

C: Based on a test of skewness and kurtosis of residuals

D: Based on the regression of squared residuals on squared fitted values

Table 3: Unit Root Test Results Summaries
Skesk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk ke sk sk sk sk sk sk sk sk sk sk sk sk >k

32 observations used in the estimation of all ADF regressions.
Sk skok sk ok ok ok ok ok ok ok ok sk ok ke ok ok sk sk sk ok sk ok sk ok sk sk ke sk sk sk sk sk sk sk ok sk ok sk ke ke ok sk sk sk sk sk sk sk sk sk skek sk sk sk sk sk sk sk sk sk sk ok sk

Variable DF ADF (1) Inference
RGE -4.5779 -3.2585 1(1)
IVR -3.6442 -3.2766 1(1)
ROA -4.8262 -3.5571 1(1)
TBR -4.2451 -3.9865 1(1)
PR -3.5231 -3.5068 1(1)
CPR -5.2564 -3.5904 1(1)

Sk sk ok sk ok ok ok ok ok ok ok ok sk ok ke ok ok sk sk sk ok sk ok sk ok sk ok ke sk sk sk sk sk sk sk ok sk ok sk ke sk ok sk sk sk sk sk sk sk sk ok sk ke sk sk sk sk sk sk sk sk sk sk ok sk

95% critical value for the augmented Dickey-Fuller statistic = -2.9558

That the variables possess randomly distributed values that will permit acceptable statistical
conclusions is a primary emphasis of the normality test. From Table 2, the observed statistics is
CHSQ (2) = 4.4532[.108], and with the probability 0.108 being higher than the critical
probability of alpha 0.05, the study cannot accept a null hypothesis of no normal distribution.
Thus, the variables are jointly normally distributed. The heteroscedasticity test was also
satisfactory with observed statistics of CHSQ (1) = .11973[.729] and F(1,31) = .11289[.739],
which are not significant at alpha 0.05. Thus there is the absence of heteroscedasticity or the
presence of monoscedasticity. These results lend credence to the global utility of the specified
model.

The study also undertook to check the stationarity status of the variables using the Dickey-
Fuller and Augmented Dickey-Fuller unit root tests. As shown from Table 3 all the variables
achieved stationarity at the first difference showing that they are integrated at order 1; they
are I(1) variables. These results are important in two ways. First, they permit that a further
cointegration analysis can be done using the Johansen and Josellius approach. Second, they are
amenable to the requirements of the estimation using the Phillips-Hansen approach. However,
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it is needful for the explanatory variables to be co-integrated with the dependent variable for
the study to establish that long-run equilibrium relationships exist among them. It is to this
effect that cointegration with unrestricted intercepts and no trends in the VAR was conducted
in two lights; namely cointegration LR test based on maximal eigenvalue of the stochastic
matrix and that based on trace of the stochastic matrix. When based on maximal eigenvalue of
the stochastic matrix as shown on Table 4a, the null hypothesis zero cointegrating equation is
rejected against the alternative, with the observed statistic of 49.7 against the 95% critical
value of 39.8. Similarly, the null hypothesis of 1 cointegrating equation and 2 cointegrating
equations were also rejected against the alternatives. By implication, there are 3 cointegrating
vectors. Based on trace of the stochastic matrix, there are 4 conitegrating equations (observed
statistics was 32.3 against the critical 95% value of 31.5). These evidenced that equilibrium
long-run relationship existed among the variables.

Table 4a: Cointegration with unrestricted intercepts and no trends in the VAR

Cointegration LR Test Based on Maximal Eigenvalue of the Stochastic Matrix
Sk sk ok sk ok ok ok ok ok ok ok ok ok ok Sk ok Sk sk sk sk ok sk ok sk ok sk sk sk sk sk sk sk sk sk sk ok sk ok sk ke Sk sk sk sk sk sk sk sk sk sk ok sk sk ke sk ke sk sk ok sk sk sk sk sk sk sk skok sksk sk sk sk sk sk ko

Order of VAR = 1.

List of variables included in the cointegrating vector:
ROA IVR RGE TBR PR

CPR

List of eigenvalues in descending order:

78842 .69218 .58950 .40358 .26700 .16661

Sk sk ok ok ok ok ok ok ok ok ok ok ok ok Sk ok sk sk sk sk ok sk ok sk ok ok sk sk sk sk sk sk sk sk sk ok sk ok sk ke Sk sk ke sk sk sk sk sk sk sk ok sk sk sk sk ke sk sk sk sk sk sk sk ok sk sk skk sksk sk sk sk sk sk ko

Null Alternative Statistic 95% Critical Value 90% Critical Value

r=0 r=1 49.7006 39.8300 36.8400
r<=1 r=2 37.7039 33.6400 31.0200
r<=2 r=3 28.4918 27.4200 24.9900
r<=3 r=4 16.5380 21.1200 19.0200
r<=4 r=5 9.9395 14.8800 12.9800
r<=5 r=6 5.8322 8.0700 6.5000

Sk skok sk ok ok ok ok ok ok ok ok ok ok Sk ok ok sk sk sk ok sk ok sk ok sk sk ke sk sk sk sk sk sk sk ok sk ok sk sk Sk sk sk sk sk sk sk sk sk sk ok sk sk sk sk sk sk sk sk sk sk ok sk sk skesk skok sksk sk sk sk sk sk ko

Table 4b: Cointegration with unrestricted intercepts and no trends in the VAR

Cointegration LR Test Based on Trace of the Stochastic Matrix
Sk sk ok sk ok ok ok ok ok ok ok ok ok ok Sk ok sk sk sk sk ok sk ok sk ok sk sk Sk sk sk sk sk sk sk sk ok sk sk sk ke Sk sk sk sk sk sk sk sk sk sk ok sk sk sk sk sk sk sk sk sk sk ok sk k sk sk sksk sk sk sk sk sk sk sk sk ok

Order of VAR = 1.

List of variables included in the cointegrating vector:
ROA IVR RGE TBR PR

CPR

List of eigenvalues in descending order:

78842 .69218 .58950 .40358 .26700 .16661

Sk sk ok ok ok ok ok ok ok ok ok ok ok ok Sk ok sk sk sk sk ok sk ok sk ok ok sk sk sk sk sk sk sk sk sk ok sk ok sk ke Sk sk ke sk sk sk sk sk sk sk ok sk sk sk sk ke sk sk sk sk sk sk sk ok sk sk skk sksk sk sk sk sk sk ko

Null Alternative  Statistic 95% Critical Value 90% Critical Value

r=0 r>=1 148.2061 95.8700 91.4000
r<=1 r>=2 98.5055 70.4900 66.2300
r<=2 r>=3 60.8016 48.8800 45.7000
r<=3 r>=4 32.3098 31.5400 28.7800
r<=4 r>=5 15.7718 17.8600 15.7500
r<=5 r=6 5.8322 8.0700 6.5000

Sk sk ok ok ok ok ok ok ok ok ok ok ok ok ke ok sk sk sk sk ok sk ok sk ok sk ok ke sk sk sk sk sk sk sk ok sk ok sk ke Sk sk sk sk sk sk sk sk sk sk ok sk sk sk sk ke sk sk sk ok sk sk sk ok sk sk skok skosk sk sk sk sk sk kok

Use the above table to determine r (the number of cointegrating vectors).
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The results of the fully modified Phillips-Hansen estimation procedure showed that all the
variables were significant at 1% and 5% levels as shown in Table 5. From the Table, it can be
seen that the RGE variable representing the state of the economy positively and significantly
influenced the profitability of insurance companies in Nigeria. This is evidenced by the fact that
the observed coefficient of .059743 and a standard error of .0025839, and thus a t-statistic of
23.1217[.000], was significant at 5% level, so the study is at least 95% confident that a
hypothesis of no significant relationship cannot be accepted in the place of alternative
hypothesis. Thus, when the economy is healthy, insurance companies tend to increase their
profitability, ceteris paribus. The relationship is positive and thus satisfies the a priori
expectation of the model.

The premium ratio (PR) variable which was measured by the ratio of total premiums to total
assets of insurance companies operating in Nigeria recorded a coefficient of .28434 and a
standard error of .025524 and thus a t-statistic of 11.1402[.000]. This observed t - statistic is
significant at 5% level, demonstrating at least 95% confidence that the PR variable positively
and significantly related to insurance profitability. By implication, generation of higher
volumes and levels of premium guarantees more funds to the companies which would be
channeled into more profitable operations.

Table 5: Fully Modified Phillips-Hansen Estimates (Parzen weights, truncation

Lag = 16, Non-trended Case)
Sk skok sk ok ok ok ok ok ok ok ok sk ok ke sk ok sk sk sk ok sk ok sk ok sk sk sk sk sk sk sk sk sk sk ok sk ok sk ke sk ok sk sk sk sk sk sk sk ok sk k sk sk sk sk sk sk sk sk sk sk ok ok

Dependent variable is ROA
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Regressor Coefficient ~ Standard Error = T-Ratio[Prob]
Intercept 3.0366 23233 13.0700[.0 00]
GDPR .059743 0025839 23.1217[.000]
IVR .021990 0023314 9.4324[.000]
TBR -.23278 .014035 -16.5863[.000]
PR 28434 .025524 11.1402[.000]
CPR -.017350 .6519E-3 -26.6137[.000]
ROA(-1) .098072 033389 2.9373[.007]

Sk sk ok sk ok ok ok ok ok ok ok ok sk ok ke ok ok sk sk sk ok sk ok ke ok sk ok ke sk sk sk sk sk sk sk ok sk ok sk ke sk ok sk sk sk sk sk sk sk sk ok sk ke sk sk sk sk sk sk sk sk sk sk ok ok

The investment ratio (IVR) variable expressed as total investments to total assets ratio
recorded a coefficient of .021990 and a standard error of .0023314 and thus a t-statistic of
9.4324[.000]. The observed t - statistic is significant at 5% level and thus yields to an inference
that, with at least 95% confidence level, the IVR variable significantly and positively related to
insurance profitability. Thus, a hypothesis of no significant relationship cannot be accepted in
the place of alternative hypothesis, implying that investments in the current periods positively
and significantly affect the current profitability of insurance companies in Nigeria. The
relationship is positive and thus satisfies the a priori expected sign of the model. This result
agrees with theory that the critical objective criterion of an investment activity is to generate
future returns for the investor. It also agrees with the findings in Ezirim and Isitor (2005) and
Ezirim Xxxx.

The insurance claims payment ratio (CPR), which is the ratio of claims to total assets of
insurance companies operating in Nigeria posted a coefficient of -.017350 a standard error of
.006519 and thus a t-statistic of -26.6137[.000]. This observed t - statistic is significant at 5%
level and permit at least 95% confidence level that the CPR variable negatively but significantly
related to profitability. This result is consistent with expected theoretical underpinning that
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claims payment is an outflow activity that would not directly support the generation of returns
to the firm.

The state or level of activity in the country’s financial market is represented by the yield’s
condition in the market and proxied by the market risk-free or treasury bills rate (TBR)
variable. The study observed a coefficient of -.23278 and a standard error of .014035 and thus
a t-statistic of -16.5863[.000]. The observed t - statistic is significant at 5% level, so the study
suggests that the financial market (TBR) variable significantly but negatively related to
insurance profitability. The hypothesis of no significant relationship cannot be accepted in the
place of alternative hypothesis. The inference is that the state of the financial market negatively
but significantly influenced the profitability of insurance companies in Nigeria. Thus when the
financial markets are in bad conditions, insurance companies tend to increase in their
profitability. This is not in line with a priori expectations but can find plausible explanation in
the point that insurance companies are the created to cover the economy in bad times (other
economic agents run to them in bad times or when such times are anticipated) and thus
insurers would ordinarily perform well in such times.

The final variable in the estimated model is lagged return on assets (ROAt1) of insurance
companies. From Table 5, this variable posted a beta coefficient of .098072, standard error of
.033389 and t-statistic of 2.9373[.007]. The observed probability of .007 is much less that the
critical probability of .05 and thus yield to a rejection of null hypothesis of no significant
relationship. By implication, previous levels of profitability significantly and positively
encourage current profitability. This had been argued to be possible through the partial
adjustment mechanism of distributed-lag formulation (Ezirim, 2005).

CONCLUSION

From the analysis, five variables namely premium ratio, level of economic activity or simply
state of the economy, and investments ratio, profitability in previous periods significantly and
positively influenced current profitability of insurance companies in Nigeria. Only financial
market conditions and claims payment ratio were found to exert significant but negative
influence on current profitability. That the variables are co-integrated with profitability implies
that the observed short-run influences will persist in the long-run, ceteris paribus. Thus, as
they related in the short run, in terms of observed magnitude and direction, so are they likely
to continue in the long-run. In the light of these results, the study recommends as follows

RECOMMENDATIONS

In a bid to boost profitability, the insurance companies would need to insist on improved
premium mobilization machinery. To achieve this there may be need to cooperate with other
financial institution such as banks to assist them in premium collection. Since profitability is
found to improve as the economy grows and suffers when the economy is depressed, then
every growth oriented policy - monetary, fiscal, stabilization, income alike- should be
encouraged by the government Expansionary policies should be given preference to
contractionary one for this purpose. Since profitability is naturally driven investment activities,
then it is only proper for insurance companies to channel much of their mobilized funds to
investments. This is only a rational economic behavior.

SUGGESTION FOR FURTHER STUDIES
It is the suggestion of the researcher the further work be carried out on the determinants of
insurance portfolio to see whether a better understanding can be derived on the actual nature
of relationship between the identified variables and investment behavior. There is also the
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need to further the analysis in this study to explore the possibility of partial adjustment
behavior of insurance profitability and investments.

LIMITATIONS OF STUDY
It is the suggestion of the researchers that further work be carried out on the determinants of
insurance investments to see whether a better understanding can be derived on the actual
nature of relationship between investment behavior and its determinants. More so, there is
need to further the present analysis to determine a possibility of partial adjustment behavior of
insurance profitability, which this study could not carry out.

Table 1: Insurance Profitability and Determinants in Nigeria

Year GDPR IVR ROA PR RI TBR MRR CPR
1980 1.82434 929613 5 67.985 1 5 6 0.375374
1981 -4.05514  90.893 7 49.14987 1 5 6 25.00716
1982 3.044163 90.9738 6 50.69669 1 7 8 6.690653
1983 8.229385 87.7131 2 61.157 1 7 8 0.74899
1984 2.26788 89.17522 7 49.937 1 8.5 10 1.11479
1985 3.89746  84.6629 4.3 58.767 1 8.5 10 17.6683
1986 1.823688 91.55975 2 67.562 1 8.5 10 35.03712
1987 5.21727 90.563 6 63.23 1 11.75 12.75 26.66975
1988 3.218 87.17506 4 49.892 1 11.75 12.75 38.11843
1989 5.5874  90.13901 2 46.89 1 17.5 18.5 8.455
1990 2.341007 84.20086 6 78.873 1 17.5 18.5 9.88929
1991 1.6666 73.5686 6 52.765 1 15 14.5 26.21757
1992 7.0633 84.588 7 59.1865 1 21 17.5 38.68
1993 2.84 89.1984 3.7 72.118 1 26.9 26 33.7
1994 3.1584 92.5461 4.7 61.35 1 12.5 13.5 50.9969
1995 11.484 83.28 5.4 69.96 1 12.5 13.5 14.71823
1996 3.98 82.665 2.5 41.04 1 12.25 13.5 9.622157
1997 3.672355 83.0585 2.64 39.05 1 12 13.5 14.034
1998 -3.33842 89.98 2.57 43.155 1 12.95 14.31 16.63
1999 1.793 85.755 1.74 45.702 1 17 18 20.2879
2000 4.346 89.506 2.74 49.172 1 12 13.5 495781
2001 3.11992  85.6766 2.39 61.34 1 12.95 14.31 8.544245
2002 4.63 84.91974 3.63 54.635 1 18.88 19 12.20232
2003 2.278 86.505 2.78 51.186 1 15.02 15.75 37.32498
2004 3.4453  83.35028 2.72 43.905 1 14.21 15 28.34608
2005 2.7703  77.57095 3.34 46.297 1 7 13 2.634549
2006 2.749 82.76143 2 43.95 1 8.8 12.25 15.011
2007 11.27266 82.14054 1.74 43.14 1 6.91 10 29.2281
2008 1.762 87.45623 1.48 4413 1 9.55 9.5 21.76413
2009 2.049319 80.44 1.47 61.90 1 9.25 8 2.5
2010 1.779 80.31 1.2 51.03 1 9.55 6 37.05481
2011 1.53 80.5 2.5 50.41 1 9.44 10 27.962
2012 2.3 72.5 2.8 55.00 1 7.25 11 30.6
2013 3.1 73.8 5.4 62.00 1 8.5 12 40.5

Source: Computed from Data from CBN Statistical Bulletin and NAICOM Bulletin (2014)
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ABSTRACT

Sexual violence is of a global public health concern. However, population-based studies
of its determinants and reproductive health consequences remain scarce in Nigeria.
The paper therefore sets to fill this gap. The results showed that 42.7% of all female
respondents experienced sexual violence. The logistic regression results showed that
religion, occupation, type of marital union, desire for another child, age at marriage,
knowledge of husband’s extra-marital relationship, the husband’s education,
occupation, spousal age difference, sleeping together with husband on same bed,
couple sharing secrets are factors that significantly affects the chances of experiencing
violence. Women who have experienced sexual violence significantly have more births,
had higher prevalence of STIs than those who never experienced sexual violence.
Endurance is the main coping strategy employed by women who have experienced
sexual violence. In sum, sexual violence has negative reproductive health consequences
on women. The results underscore the need to prevent its incidence.

Keywords: Sexual violence, Women, [jesa, Marital Dyads

BACKGROUND OF THE STUDY

Violence against females is a major health and human rights concern. It is a global plague that
takes place in public and private spaces [1]. Violence against women and girls occurs in every
country and culture, and is rooted in social and cultural attitudes and norms that privilege
male over female [2]. Partner violence is the most common form of violence against women
globally [3]. It is estimated that 3 out of every 10 women above 15 years have some form of
violence by an intimate partner at least once in their lifetime [4]. The reality is that there may
be differences in the type and actual level of incidence of intimate partner violence across the
various settings women may find themselves [5]. Intimate partner violence (IPV) in sub-
Saharan Africa affects 36% of the population [6]. Nigeria is reported as being part of the
countries with high incidence of gender-based violence in sub-Saharan Africa [7]. In Nigeria
every woman can expect to be a victim of one form of violence at some point in her life [8].

The United Nations defines violence against women as ‘any act of gender-based violence that
results in, or is likely to result in physical, sexual or psychological harm or suffering to women,
including threats of such acts, coercion or arbitrary deprivation of liberty, whether occurring in
public or private life’ [4]. Intimate partner violence refers to behaviour by an intimate partner
or ex-partner that causes physical, sexual, or psychological harm, including physical
aggression, sexual coercion, psychological abuse and controlling behaviours [4]. Thus, intimate
partner violence (IPV)could be physical, emotional, sexual, psychological, or financial in nature
and it occurs between intimate partners [9]. The focus of this paper is on sexual violence.
Sexual violence is any sexual act, attempt to obtain a sexual act, or other act directed against a
person’s sexuality using coercion, by any person regardless of their relationship to the victim,
in any setting. It includes rape, defined as the physically forced or otherwise coerced
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penetration of the vulva or anus with a penis, other body part or object [4]. At its most
fundamental, sexual violence describes the deliberate use of sex as a weapon to demonstrate
power over, and to inflict pain and humiliation upon, another human being.

Indeed, in an unspoken fashion, violence against women has been generally accepted as
“understandable behaviour” with patriarchy lending credence to it through the continuous
perpetuation of male dominance [10, 11]. The nature or severity of the effects of violence can
be influenced by context-specific factors such as: poverty; gender inequality; cultural or
religious practices; access to health, legal and other support services; conflict or natural
disaster; HIV/AIDS prevalence; and legal and policy environments [2].

Anecdotal evidence suggests that in general intimate partner violence in Ijesaland is a
malignant social phenomenon. Consequently, this paper explores the nature and prevalence of
sexual violence in Ijesaland and the reproductive health consequences on women. Factors
found to be associated with intimate partner and sexual violence occur within individuals,
families and communities and wider society [4].

The consequences of violence against women generally cuts across age, culture, or socio-
economic status, it is a public health problem [12, 13, 14]. Despite the increasing recognition
that intimate partner violence is a global public health concern, population-based studies of
intimate partner violence against women, its determinants and consequences remain scarce in
developing countries [15]. Furthermore, the determinants of sexual violence against Nigerian
women in marital dyads in general and the Ijesa women, as well as its consequences on
reproductive health, are yet to be established. There is much that remains to be understood
about the total set of possible negative reproductive health outcomes associated with intimate
partner violence, especially in developing countries [16].

The importance of establishing the prevalence of intimate partner violence in general and
associated patterns of risk is very crucial to addressing women’s health and development [17].
There is increasing evidence to suggest that marital violence revolves around cultural
definitions of appropriate sex roles and partners' expectations of each other's roles within
relationships, particularly those related to wifely obedience and domestic service [18].

Some of the risk factors for perpetrating and experiencing intimate partner and sexual violence
include: lower levels of education, exposure to child maltreatment, witnessing family violence,
harmful use of alcohol, attitudes that are accepting of violence and gender inequality [4].
There is likely to be intimate partner violence in marital unions in which there is marital
discord and dissatisfaction as well as couples that are having difficulties in communicating [4].

Violence against women by their male partners is widely condoned by many African societies
because of the belief that men are superior and that the women with whom they live together
are their possessions to be treated as the men considered appropriate [19, 20]. In Nigeria,
women are often encouraged to stay in abusive relationships because of the cultural beliefs
that a woman's place is with her husband and because divorced and separated women are not
held in high social regard compared to women who remain in marriage [21].

The specific aims of the paper are to: explore the nature and prevalence of sexual violence
against women; investigate the factors enhancing it; identify the reproductive health
consequences of sexual violence on women; examine the strategies adopted by victims to avoid
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or cope with sexual violence; and make policy recommendations on ways of mitigating the
incidence of sexual violence.

Materials and Methods

Data were drawn from a larger study of intimate partner violence and women'’s reproductive
health carried out in Ijesaland, Osun State, Nigeria. The study population consists of ever
married women between 15 to 49 years of age and ever married men in I[jesaland. The Ijesa is
one of the sub-ethnic groups within the Yoruba ethnic group. The Ijesa people can be found in
the south-eastern part of Osun State. Osun State is located in the South-west of Nigeria. The
ljesa can be found in seven LGAs namely; Atakumosa-East, Atakumosa-West, Boluwaduro,
Obokun, Ilesa-East, llesa-West and Oriade. The traditional political centre of ijesaland is Ilesa
[22]. The Ijesa are known in Yorubaland to be a brave and courageous people and are
popularly called “Osomaalo”. They are great traders, reputed to have introduced the hire-
purchase system into the Nigerian business several years ago.

The sexual violence was captured with six items captured from the modified conflict tactics
scale, which includes the woman being “verbally pressured or forced to have sex”, “denied of

”n «“

sex as a form of punishment”, “pressured for sex more often than would like to”, “spouse
become angry if the woman do not want to go along with his request for sex”, “spouse forced
her to have sex when her judgement was impaired”, and “spouse infected her with a sexually
transmitted infections”. The female respondents were asked if their husbands had perpetrated
any of the acts against them in the past 12 months preceding the survey. A score of 1 is given
for the perpetration of each of the items capturing sexual violence, and zero if the act was not
perpetrated. An index of sexual violence against women was computed by adding the scores
for each of the items capturing sexual violence. There is said to be a case of sexual violence
against women if there was at least a perpetration of any of the items capturing sexual
violence. When there is a case of sexual violence a new variable measuring incidence of sexual
violence is given a code 1 and zero otherwise. The analyses in this paper focuses on sexual
violence and are based on information elicited from respondents from a population-based
cross sectional survey. The prevalence of sexual violence in the past year before the survey is
adopted. This is often thought to be a more accurate assessment of sexual violence because it
reduces the assumption of less recall bias on the part of the respondent [23]. The unit of
analysis consists of ever-married women. This is because a cross-sectional measure of sexual
violence based solely on current intact relationships would under-represent shorter-term
violent relationships, which may also involve more frequent or severe violence [15]. A sample
size of 1,613 ever married females and 808 ever married men was drawn. The data being used
in this paper are the female data set. After data cleaning 1,441 responses were analysed.

Conceptual Framework

The ecological model of factors associated with intimate partner violence helps in
understanding the interplay of personal, situational, and socio-cultural factors that combine to
cause intimate partner violence [24]. The innermost ellipse represents the biological and
personal history that everyone brings to his or her behaviour in relationships. While the
second shows the immediate context in which abuse takes place, the third represents the
institutions and social structures in which relationship are embedded: neighbourhood, social
networks, peer groups, and the workplace among others. The fourth outermost ellipse is the
economic and social environment, including cultural norms. It should be mentioned that
violence against women results from the interaction of various factors at different levels of the
social environment.
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Relationship Individual Perpetrator

Fig 1: ECOLOGICAL MODEL OF FACTORS ASSOCIATED WITH intimate partner violence (Adapted
from Heise (1998))

Studies have shown that younger age places women at relatively higher risk for intimate
partner violence [25, 23, 13, 16, 26]. It is believed that delay in marriage by a woman would
reduce her chances of experiencing intimate partner violence. Women who are separated,
divorced, or widowed are more likely to experience intimate partner violence than currently
married women [25, 23]. Childlessness has also been found to be associated with a significant
higher risk of intimate partner violence [27]. Some studies have also shown that having 3 or
more children is associated with intimate partner violence [25, 15, 17]. This may be explained
by the fact that women with many children may be in relationships where negotiation about
sex and birth control are difficult or practically impossible [2]. It may also be that such women
have unintended pregnancies. Intimate partner violence and sexual violence can lead to
unintended pregnancies and sexually transmitted infections, including HIV [4]. Unions that are
either explicitly or implicitly polygamous! are more likely than monogamous unions to be
characterized more by intimate partner violence [17].

Many studies have revealed a negative relationship between education of both partners and
intimate partner violence [13, 26, 28]. There is a complex relationship between a woman’s
employment and intimate partner violence. An unemployed woman is significantly likely to
experience sexual violence [25]. There are situations in which a woman’s employment might
increase marital conflict and violence against her [13], this happens more in unions where the
man feels threatened of his perceived role as a “bread winner” as a result of the contributions
of the woman to household maintenance. There also may be less violence when the woman is
working, and the man is not, because in such situations the woman is responsible for the family
needs and as such this may be a form of protection for her against intimate partner violence.

Marital duration has a significant effect on the chances of a woman experiencing intimate
partner violence [27]. This is predicated on the fact that the length of stay in a union by a
couple would enhance their ability to understand one another and would have been able to
evolve a process of internal conflict resolution. Intimate partner violence is more common in
urban areas than rural areas [13, 29].

1 because of extramarital relationships on the part of the men
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Marital intimacy? will reduce the chances of occurrence of intimate partner violence in general
[15]. Family structure is a potentially important factor associated with intimate partner
violence. Extended family residence is inversely associated with risk of intimate partner
violence [27, 26]. There is likely to be less intimate partner violence where the living structure
is nuclear. The presence of in-laws in the household may give rise to some conflict, but at the
same time may also prevent violence [13].

Higher levels of education among husbands were significantly negatively associated with
intimate partner violence [27]. Spousal age difference is an important variable in patriarchal
settings, the larger the spousal age difference, the more difficult it may be for wives to express
views contrary to their husband’s and where this happens it engenders intimate partner
violence [30].

Witnessing of violence between parents as a child emerges a strong predictor of subsequent
intimate partner violence. This could be the result of poor emotional development or simply
because of learning strategies to cope with conflict [27, 13, 15]. It is expected that past
exposure to familial violence would be a significant determinant of intimate partner violence
against women. Such women who witnessed violence between parents may construct
attachment models along dominance-subordination and victim-perpetrator dimensions [15].
Women in unions where the man or the woman believes that a man has justifications for wife
abuse will experience intimate partner violence. It is an important correlate of sexual violence
[15]. Intimate partner violence has serious reproductive health consequences, including
increased levels of STI and HIV/AIDS [31, 32, 33, 34, 35].

This paper tested the relationship between women’s background characteristics on the
chances of a woman experiencing sexual violence. It also tested if women who experienced
sexual violence do not have more births than women who have not experienced sexual
violence. Finally, the paper tested to see if there is a significant difference in the prevalence of
sexually transmitted infections between women who have experienced intimate partner
violence and those who have not.

FINDINGS

Socio-Demographic characteristics of the respondents

The proportion of men with at least secondary education is higher than the proportion of
women with at least same level of education. Table 2.1 shows that a higher proportion of
females than males do not have any formal education. Despite the differences in the level of
education, a higher proportion of women than men are currently working. At least four out of
every ten of the female respondents are into trading/business. A ranking of the proportion of
respondents by their occupation shows that generally most of the men included in this study
are artisans (28.7 per cent), farmers (19.3 per cent), traders/business men (16.1 per cent) and
civil servants (16.1 per cent).

Majority of the male respondents are in monogamous unions while at least one-fifth of the
female respondents are in polygynous unions. A good majority of the male and female
respondents live together with their spouse.

The information on who decides on use of earnings of the respondent can be used as a measure
of the status of the woman (her autonomy) and can also be an indication of level of patriarchal

2 Marital intimacy was measured by asking the respondents whether she eats together with her husband; sleeps
on the same bed with her husband; shares leisure with her husband; shares secrets with her husband.
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control women are subjected to. Only 25.7 per cent of the female respondents have the final
say on the use of their earnings, while 46 per cent take the decision on the use of their earnings
jointly with their husbands. More than one-fifth of the female respondents still rely on their
husbands to make the final decision on the use of their earnings. The situation is different
among the male respondents only 4 per cent of the men rely on their wife to make the final
decision on the use of their earnings. Even the proportion of men who jointly make decision on
use of earnings with their wives is lower than the proportion of women who jointly make
similar decision with their husbands.

Table 2.1Percent distribution of respondents by selected background characteristics

Characteristics Women (1441) Men (743)
Education level attained

No formal 15.6 8.3
Primary 26.3 20.3
Secondary 315 36.1
Tertiary 249 33.8
Others 1.7 0.3
No response - 1.2
Currently working 95.1 92.2
Occupation3

Trading/Business 43.6 16.1
Farming 7.3 19.3
Professional* 5.6 5.0
Artisans 12.2 28.7
Teaching 13.6 9.0
Civil servants 10.2 16.1
Others 1.8 2.5
No response 5.7 3.4
Type of marriage

Monogamy 78.1 90.3
Polygyny 219 9.7
Living pattern with spouse5

Living together 81.5 93.0
Living separately 18.5 7.0
Decision on use of earnings

Self 25.7 55.5
Partner 24.4 4.0
Jointly with partner 46.0 38.1
Someone else 0.5 0.3
No response/Missing 3.4 2.1
Total (N) 100.0 (1441) 100.0 (743)

Source: Field Survey, 2004

Prevalence of Sexual violence by Background Characteristics of the Respondents

The results in Table 2.2 show that 42.7 per cent of the respondents experienced sexual
violence. The prevalence of sexual violence cuts across the various age groups but highest
among women who are 35-39years and those 45-49years. The prevalence of sexual violence is
higher among those residing in the urban areas relative to those in the rural areas. Women in
polygynous unions experienced higher prevalence of sexual violence relative to those in
monogamous unions. The results also show that prevalence of sexual violence reduces with
delay in marriage. Prevalence of sexual violence is least among Muslim women, and highest
among Catholic faithfuls. The result also show that prevalence of sexual violence increases

3 This includes only those currently working
4 This includes bankers, lawyers, doctors, nurses, accountants
5 For widows, the response is while the late spouse was alive
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with higher children ever born (CEB). Women who have been married for at least 10 years,
experience more sexual violence than women who have been married for less than 10years®

Prevalence of sexual violence is highest among women in unions where the couple are not
educated and union in which only the husband is educated (Table 2.3). The level of education
of the woman does appear to reduce the chances of her experiencing sexual violence. The
higher the age difference between the husband and his wife the higher the chances of women
in such unions experiencing sexual violence. Women in unions in which the couple eats
together or sleeps on the same bed have slightly higher chances of experiencing sexual
violence than unions in which the couple shares leisure or secrets together.

Table 2.2: Background Characteristics of respondents who have experienced sexual violence

Characteristics Percentage | Total Number of women
Age Below 25yrs 37.5 120
25-29yrs 38.9 347

30-34yrs 38.9 375

35-39yrs 50.4 270

40-44yrs 43.1 202

45-49yrs 55.9 118

Don’t know 11.1 9

Place of residence Urban 47.6 1169
Rural 22.1 272

Highest level of education No formal 50.2 225
Primary 44.1 379

Secondary 38.3 454

Tertiary 41.8 359

Others 50.0 24

Job status Currently working 43.2 1370
Not working 33.8 71

Marital status Currently married 41.3 1328
Divorced/separated 68.6 86

Widowed 33.3 27

Type of marital union Monogamous 38.7 1126
Polygynous 57.1 315

Age at current marriage 15-19years 39.7 131
20-24years 42.9 473

25-29years 40.9 492

30+ years 36.0 125

Don’t know 52.3 220

Religion/Denomination Catholic 55.9 374
Protestant 30.3 277

Pentecostal 44.0 423

Islam 34.7 291

Others 47.4 76

Total number of children ever born None 41.3 63
1-2 34.2 558

3-4 47.6 609

5+ 51.7 211

Marital duration 0-4years 37.1 342
5-9years 38.1 378

10-14years 40.9 269

15+ years 53.1 226

No response 50.9 226

TOTAL 42.7 1441

Source: Field survey, 2004

6 This may be due to a failure of the couples to realise the fact that marriage is not just for procreation
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Table 2.3: Couple Characteristics of women who have experienced Sexual Violence

Characteristics Percentage | Total Number of women
Educational disparity Couple not educated 51.7 89
Wife only educated 39.4 66

Husband only educated 50.4 131

Couple educated 41.4 1124

Spousal age difference 0-4years 35.8 516
5-9years 43.8 514

10-14years 55.6 135

15+ years 49.5 95

No response 43.6 181

Employment Disparity Husband alone works 324 68
Wife alone works 26.4 72

Couple works 443 1293

Couple not working 66.7 3

No response 0.0 5

Couple eats together Yes 42.3 822
No 43.3 619

Couple sleeps on same bed Yes 42.2 983
No 43.9 458

Couple shares leisure together Yes 41.7 964
No 44.9 477

Couple shares secrets together Yes 40.4 1090
No 50.1 351

Source: Field survey, 2004

Factors Enhancing Sexual Violence

Logistic regression’ is used to determine the factors that have effect on a woman’s risk of
experiencing sexual violence. The results of the Logistic regression show that women residing
in the rural areas are significantly less likely to experience sexual violence relative to those
who reside in the urban areas. The incidence of sexual violence cuts across the different age
strata. A woman'’s odds of experiencing sexual violence increases with age, peaking at age 35-
39 years. It should be noted that it is within the age range 25 to 39 that issues of
contraception, when to have sex and choice of having more children are prominent, which may
explain why women in this age range have significantly higher odds of experiencing intimate
partner violence (Table 2.4).

Women who are currently married are significantly less likely to experience sexual violence
relative to women who have been separated or divorced. The odds of experiencing sexual
violence decreases with delay in marriage. Incidence of sexual violence increases as the
spousal age difference increases and with every additional child. Women who do not want
more children are twice and two fifth times as likely to experience sexual violence as women
who want more children.

Women in unions where the couple are not educated are the least likely to experience sexual
violence, the reverse is the case when the couple is educated. Women in unions where only the
husband is working are more likely to experience sexual violence. The incidence of sexual
violence is higher in polygynous unions than in monogamous unions. The odds ratio of a
woman experiencing sexual violence declines with marital duration.

Women who eat together with their husbands are less likely to experience sexual violence
relative to those who do not eat together, even though it is not statistically significant. Sleeping

7 The Logistic regression is useful for situations in which one wants to be able to predict the presence or
absence of a characteristic or outcome based on values of a set of predictor variables.
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on the same bed and having leisure together significantly enhance the chances of a woman
experiencing sexual violence relative to a woman who does not sleep on the same bed with her
husband or does not share leisure together with her husband. The chance of experiencing
sexual violence is significantly reduced in unions where there are ‘no secrets’ between
husband and wife.

Table 2.4: Multivariate Analysis of the Predictors of Intimate Partner Violence

Characteristics Categories B 0dds Ratio
Age Below 25 (1)
25-29 0.53" 1.704
30-34 0.64" 1.889
35-39 0.90+ 2.460
40-44 0.51 1.659
45-49 0.65 1.914
Age at current marriage 15-19 (1)
20-24 0.12 1.125
25-29 -0.01 0.989
30+ -0.22 0.804
Marital Status Separated/Divorced (r)
Currently married -0.90" 0.408
Widow 0.53 1.700
Parity 0.10 1.100
Type of marriage Monogamous -0.61+ 0.543
Polygamous (r)
Highest level of education No formal (r)
Primary -0.55 0.575
Secondary -0.48 0.617
Tertiary -0.39 0.678
Occupation Agriculture (r)
Trading -0.58" 0.559
Professional 0.34 1.405
Artisan -0.51 0.603
Teaching -0.75" 0.475
Civil Servant -0.51 0.604
Other -0.42 0.658
Religion Pentecostal (1)
Catholic -0.11 0.899
Protestant -0.30 0.738
Islam -0.22 0.801
Other -0.55 0.579
Partner’s involvement in Yes (1)
extramarital relationship No -1.75+ 0.174
Desire for more children Yes (1)
No 0.875+ 2.398
Husband’s education level No formal (r)
Primary -0.33 0.721
Secondary -0.35 0.707
Tertiary -0.45 0.637
Husband’s occupation Agriculture (r)
Trading -0.17 0.847
Professional 0.67" 1.956
Artisan 0.26 1.298
Teaching -0.20 0.823
Civil Servant 0.19 1.211
Other 0.16 1.174
Spousal age difference 0-4 (1)
5-9 0.30" 1.353
10-14 0.52" 1.678
15+ 1.07+ 2.907
Spousal educational Wife only educated (1)
difference Both no education -0.29 0.745
Husband only educated 0.02 1.021
Both educated 0.76 2.148
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Spousal occupational Both not working (r)
difference Wife only working -1.23 0.292
Husband only working 0.13 1.142
Both working 0.08 1.080
Marital duration 0-4 (1)
5-9 -0.36 0.700
10-14 -1.05+ 0.349
15+ -0.71" 0.490
Marital intimacy eat together -0.20 0.816
sleeps on same bed 0.67+ 1.948
have leisure together 0.54+ 1.708
share secrets -0.71+ 0.492
Residence Urban (r)
Rural -0.58+ 0.559
Family structure Non-nuclear (r)
Nuclear 0.63" 1.886
People residing in the Sibling-in-law 0.55" 1.728
household Siblings 0.46 1.582
Parent-in-laws 1.02+ 2.774
Parent 0.13 1.143
Other relatives 0.28 1.319
Non relatives 0.56 1.748
Witnessing of violence while Yes (1) 0.71+ 2.027
growing up No
Gender attitude Gender positive (1)
Gender Negative 0.29" 1.341
Constant 1.962
-2 log likelihood 1455.85+
Nagelkerke R square 0.344+
Number of women 1441
Classification 75.1

Source: Field Survey, 2004
(r) - reference category

Incidence of sexual partner violence is higher in households in which no person outside the
nuclear family members resides with the couple, relative to households in which there is at
least a person outside the nuclear family. The results in the Logistic regression show that
women who are not aware of their husband’s involvement in extra marital relationships are
significantly less likely to experience sexual violence relative to those who know that their
husband are involved with extra marital relationships. Women who witnessed physical
violence between their parents are more likely to experience sexual violence in their unions
than the women who never saw any act of physical violence between their parents while
growing up.

Reproductive Health Consequences of Intimate Partner Sexual Violence

Sexual violence has serious reproductive health consequences, but those examined in this
paper include; number of births, and infection with STIs. The direction of causality between
sexual intimate partner violence and higher fertility is unclear even though research has shown
that there is an association between intimate partner violence and higher fertility [36].
Women who experience physical intimate partner violence or forced sexual intercourse by any
perpetrator appear to be at greater risk of unintended or unwanted pregnancy than women
with no history of abuse, both in the short term and over the course of their reproductive lives

[2].

The results in Table 2.5 show that ever-married women age 15-49 years who have experienced
sexual violence have a higher number of children ever born relative to those who never
experienced sexual violence.
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Overall, the data suggests that fertility for women who have ever experienced sexual violence
is higher than that for women who have never experienced sexual violence, irrespective of
their age. An independent samples t-test was carried out to test the null hypothesis that
women who have experienced sexual violence do not have more births than women who have
never experienced sexual violence. The results show that there is a significant difference in the
number of births between women who have experienced sexual violence and those who have
never experienced sexual violence (Table 2.6). This implies that reduction of sexual violence
(or a more harmonious partner relationship) may facilitate or engender fertility decline over
time.

Table 2.5: Mean number of children ever born to ever-married women age 15-49 by age in
years, according to whether they have ever experienced sexual violence by their husband or not

Experience of Age groups Ever married

violence women 15-49
15-19 | 20-24 | 25-29 | 30-34 | 35-39 | 40-44 | 45-49

Ever experienced 1.00 1.56 2.17 2.98 3.56 3.89 432 | 3.09

Never experienced 1.00 1.49 1.97 2.68 3.44 3.77 2.63 | 2.73

Source: Field Survey, 2004

Table 2.6: Mean Number of Children to Women by whether or not they experienced Sexual
Violence and summary of Independent Samples test comparing the means

Mean Number of Children | Std Deviation
Experienced Intimate Partner Violence 3.09 1.63
Never experienced Intimate Partner Violence | 2.73 1.53
t-test -4.358™
degree of freedom 1439
Source: Field Survey, 2004
***p<0.01

Research suggests that there is a positive association between sexually transmitted
infections(STIs) and sexual violence resulting from forced sex among women who are abused
by their male partners, and relative inability to negotiate and use condoms [37, 38]. Research
has also shown that women who had been physically or sexually abused were 1.5 times more
likely to have a sexually transmitted infection compared to women who have not experienced
partner violence [4]. Every woman was asked whether they had been infected with a STI in the
last 12 months by their husband. Table 2.7 shows how this self-reported prevalence of STIs
varies by the violence status of women. The prevalence of STIs among women who have
experienced sexual violence is much higher than among women who have never experienced
sexual violence. In testing the relationship between the prevalence of STIs and sexual violence,
it was hypothesized that there is no significant relationship between sexual violence and STIs.
The results as in Table 2.8 show that the Pearson Chi-square of 90.457 is statistically
significant (p< 0.01), thus the null hypothesis that there is no significant relationship between
sexual violence and STIs was rejected, while the alternate hypothesis which states that there is
a significant relationship between sexual violence and STIs is accepted.

Table 2.7: Percentage distribution of ever-married women who reported having an STI
according to whether they have ever experienced sexual violence in the past 12 months or not
Experience of violence by husband | Percentage who had an STI | Number of women
Ever experienced 24.4 616
Never experienced 0.5 825

Source: Field Survey, 2004
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Table 2.8: Relationship between Having a Sexually Transmitted Infection and Experiencing of
Sexual Violence
Had STI infection in the past 12 months | Victimization of Sexual violence

Never victimized | Victimized
No 99.5 (821) 75.6 (466)
Yes 0.5 (4) 24.4 (150)
Total 100.0 (825) | 100.0 (616)

Source: Field Survey, 2004 Pearson
Chi-Square=210.45 p=0.000

Coping Strategies

The results in Table 2.9 show that endurance is the main coping strategy adopted by women
who have experienced sexual violence. The next two coping strategies employed are resorting
to prayers and resolution of the issue. The endurance approach is premised on three basic
assumptions namely; the incidence of violence will cease one day; for the sake of her children a
woman should stay in a violent relationship, and the couple should be patient with each other.

Table 2.9: Percentage distribution of respondents by the Coping Strategies generally adopted by
victims of intimate partner sexual violence in the 12 months preceding the survey

Strategies Percentage
Endure 40.1
Separate 2.8
Physical violence 0.5
Reporting to elders/religious clerics 0.8
Verbal violence 0.3
Resolving the issue 4.2
Indifferent 1.8
Prayer 10.7

Source: Field Survey, 2004

Limitations

The experience of sexual violence was measured in the context of the 12 months before the
survey and not for the life time of the respondents. The fact that a woman did not experience
sexual violence in the past 12 months does not imply that such a woman has never experienced
any acts of sexual violence, or that she is precluded from experiencing sexual violence soon.
Also, like in many studies of this nature, the study may not have accurately measured the
number of women who have been abused, but rather the number of women who are willing to
disclose abuse. The fact that the data for this study are cross-sectional, temporal relationship
between sexual violence and a covariate measuring an event that clearly predates its
occurrence cannot be established. Also, the cross-sectional design of the data required relying
on respondents’ ability to recall violent experiences and on respondents’ willingness to
disclose this information.

CONCLUSION
The findings confirm the fact that sexual violence is prevalent in the study area and it cuts
across age, status, and education as in many other places. The chance of experiencing sexual
violence decreases with delay in marriage. This could be because a woman who married late
would have been exposed to the methods of handling conflicts in intimate relationships. Part
of the reasons why sexual violence is high in marital unions where the husband and wife are
educated could be due to cultural stereotypic attitudes and expectations on the part of the man
about the subservience of woman to man. Thus, patriarchy is at the core of the reasons for the
incidence of sexual violence. The presence of in-laws enhances the incidence of sexual
violence. This is because most in-laws have the tendencies of passing negative comments
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about the wife of their son or sibling. The negative comments often serve as catalysts to
intimate partner violence.

The reason the fertility of women who had experienced sexual violence is higher than those
who never experienced sexual violence may be that such women have discontinued use of
contraception. This is because the woman turning down the husbands’ sexual advances is one
of the commonest acts of sexual violence. The higher prevalence of STIs among women who
have experienced sexual violence may be linked to the husbands being involved in extra-
marital relationships. The conclusion to be drawn from the findings is that sexual violence has
negative reproductive health consequences on women.

RECOMMENDATIONS

The focus of the recommendations is the prevention of the incidence of sexual violence and
reducing the severity of its consequences. The issue of sexual violence in intimate
relationships need be tackled at different levels. At the individual level, there is the need to
encourage educational programmes that provide adolescents and young adults with vocational
training and educational support, or social development programmes to teach very young
person social skills, anger management and conflict resolution, to prevent violence later in life.
This should be targeted at changing the beliefs and behaviours of individuals. Indeed, parents
should endeavour to give their daughters education to the tertiary level. This would also
ensure that women do not go into marriage at an early age, to reduce their chances of
experiencing sexual violence. At the relationship level, there could be training on effective
communication skills; there should also be mentoring programmes to match young persons
with caring adults to prevent antisocial behaviour; and home visitation programmes.

At the community level efforts should be geared towards raising public awareness about
violence, stimulating community action and providing care and support for victims. These
could include media campaigns to target entire communities or educational campaigns for
settings such as schools, workplaces, and other institutions. Such programmes may be
enhanced by appropriate training for health professionals to help them identify and respond
better to different types of violence. At the community level also, women should be
encouraged to marry men who are of the same age bracket with them.
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ABSTRACT

Effective risk management system will minimize the complexities involved in planning,
executing and controlling overall running of a business which is critical to success and
this maximizes profitability in a business. This study examined the effect of financial
risk management on the corporate performance of deposit money banks in Nigeria. In
order to achieve the objective of the study, data were extracted from annual reports
and accounts of fifteen (15) deposit money banks quoted on the Nigerian stock
exchange, the period covered in the study is 2012-2016. Data for financial risk
management proxied by bank size was extracted and corporate performance was
represented by return on equity. In testing the research hypothesis, the study adopted
both descriptive statistics and simple regression techniques analyzed with the aid of
Statistical Package for Social Sciences (SPSS) version 20. The findings revealed that
bank size have insignificant effect on the return on equity of deposit money banks in
Nigeria during the year under review. Consequent upon this study, it was
recommended that the CBN and other regulators should endeavor to enforce risk
identification, assessment, measurement and control mechanism, in line with best
global practices in other to avoid financial crisis and also improve on banks’
performances.

Keywords: Financial risk, bank size, returns of equity, financial performance

INTRODUCTION

The complexity of business operation in the modern world is not as simple; because financial
institutions are faced with various types of risk that threatened their existence and the miss-
management or the poor management of risk has a greater influence on the financial
performance of any financial institution (Olalere& Wan 2016). As a developing country, many
banks has failed in Nigeria since the inception of banking and financial institutions, and the
main problem in the sector has been identified as poor risk management practices. As a result
of this, the integration of risk management into the commercial bank systems, processes and
culture is of crucial importance.

Banks that manage their risks have a competitive advantage. They take risks consciously,
anticipate adverse changes and protect themselves from such changes. According to the Basel
committee on banking supervision (2001), risk management comes with setting appropriate
risk environment to protect the banks from adverse outcome or risk exposure. These can be
achieved through, the identification of events into one or more broad categories of market,
credit, operational and other risks, assessment of risks using data and risk model, monitoring
and reporting of the risk assessments on a timely basis and the control of these risks by senior
management. Therefore, risk is the chance of something or an event happening that will have
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an effect upon set goals that is unexpected and unforeseen. Put differently risk is the possibility
of deviation from a planned outcome or goal (Olalere & Wan 2016). However, financial
institutions that embed risk management practices into business planning and performance
management are more likely to achieve strategic and operational objectives. Conducting an
enterprise risk assessment can help to prioritize and identify opportunities for improvement.

Banks and other financial intermediaries are at the heart of the world’s recent financial crisis.
The deterioration of their asset portfolios, largely due to distorted credit management, was one
of the main structural sources of the crisis (Fries, Neven and Seabright, 2002; Kashif, 2008 and
Sanusi, 2010) as quoted by Uwuigbe (2011). To a large extent, this problem was the result of
poor corporate governance in countries’ banking institutions and industrial groups. Quoting
Schjoedt (2000) in (Uwuigbe 2011) observed that this poor corporate governance, in turn, was
very much attributable to the relationships among the government, banks and big businesses
as well as the organizational structure of businesses.

Banking crisis in Nigeria has shown that not only do banks often take excessive risks, but also
the risks differ across banks (Joel 2013). Al-Tamimi and Al-Mazrooei (2007) notes that in
today’s dynamic environment, all banks are exposed to a large number of risks such as credit,
liquidity risk, foreign exchange risk, market risk and interest rate risk, among others- the risk
which may create some source of threat for a bank’s survival and success. Against this
background, the pertinent research question is, what level of effect does financial risk have on
the corporate performance of deposit money banks in Nigeria? It is the aim of this study to
provide an answer to this research question.

LITERATURE REVIEW

Conceptual Framework

Risk is often defined as a probability or threat of damage, injury, liability, loss, or any other
negative occurrence that is caused by external or internal vulnerabilities, and that may be
avoided through preemptive action. Risk is a function of the likelihood of something happening
and the degree of losing which arises from a situation or activity. Losses can be direct or
indirect. For example, an earthquake can cause the direct loss of buildings. Indirect losses
include lost reputation, lost customer confidence, and increased operational costs during
recovery. The chance of something happening will impact the achievement of objectives (Basel
Committee on Banking Supervision 2005).

Risk management is simply a practice of systematically selecting cost effective approaches for
minimizing the effect of threat realization to the organization. All risks can be never fully
avoided or mitigated simply because of financial and practical limitations (Moteff, 2005). Risk
management is defined as the identification, assessment, and prioritization of risks followed by
coordinated and economical application of resources to minimize, monitor, and control the
probability and/or impact of unfortunate events or to maximize the realization of
opportunities Risks can come from uncertainty in financial markets, project failures, legal
liabilities, credit risk, accidents, natural causes and disasters as well as deliberate attacks from
an adversary. The strategies to manage risk include transferring the risk to another party,
avoiding the risk, reducing the negative effect of the risk, and accepting some or all of the
consequences of a particular risk (Hubbard, 2009).

Effective risk management system will minimize the complexities involved in planning,
executing and controlling overall running of a business which is critical to success and this
maximizes profitability in a business. A customer is happy and secure when he/she invests in a
risk free business and wants to be equally happy on each further occasion. Therefore, risk
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management and profitability are closely related aspects and need to be handled with extra
emphasis if a business is to hit high profitability over a given period (Gizycki, 2001).

Generally, the financial system is more than just institutions that facilitate payments and
extend credit. It encompasses all functions that direct real resources to their ultimate user. It is
the central nervous system of a market economy and contains a number of separate, yet co-
dependent, components all of which are essential to its effective and efficient functioning.
These components include financial intermediaries such as banks and insurance companies
which act as principal agents for assuming liabilities and acquiring claims. The second
component is the markets in which financial assets are exchanged, while the third is the
infrastructural component, which is necessary for the effective interaction of intermediaries
and markets. The three components are inextricably intertwined (Adeoye & Amupitan2015).

Increasing shareholders’ return epitomizing bank performance is one major objective of bank
management. The objective often comes at the cost of increasing risk. Bank faces various risks
such as interest risk, market risk, credit risk, off balance risk, technology and operational risk,
foreign exchange risk, country risk, liquidity risk, and insolvency risk (Tandelilin, Kaaro,
Mahadwartha, & Supriyatna, 2007). The bank’s motivation for risk management comes from
those risks which can lead to bank underperformance. Issues of risk management in banking
sector have greater impact not only on the bank but also on the economic growth (Tandelilin et
al, 2007).

Tai (2004) concludes that some empirical evidence indicates that the past return shocks
emanating from banking sector have significant impact not only on the volatilities of foreign
exchange and aggregate stock markets, but also on their prices, suggesting that bank can be a
major source of contagion during the crisis. Banks which better implement the risk
management may have some advantages: (i) It is in line with obedience function toward the
rule; (ii) It increases their reputation and opportunity to attract more wide customers in
building their portfolio of fund resources; (iii) It increases their efficiency and profitability.
Cebenoyan and Strahan (2004) find evidence that banks which have advanced in risk
management have greater credit availability, rather than reduced risk in the banking system.
The greater credit availability leads to the opportunity to increase the productive assets and
bank’s profit.

Risk Management Process

The banking industry is no doubt a regulated sector as a result of the riskiness of its operation.
Consequently, risk management in banks is fast becoming a discipline that every participants
and players in the industry need to align with. Risk management process as noted by Soyemi,
Ogunleye and Ashogbon (2014) involves:

i.  Riskidentification: In order to properly manage risks, an institution must recognize and
understand risks that may arise from both existing and new business initiatives; for
example, risks inherent in lending activity include credit, liquidity, interest rate and
operational risks. Risk identification should be a continuing process, and should be
understood at both the transaction and portfolio levels.

ii.  Risk Measurement: Once risks have been identified, they should be measured in order
to determine their impact on the banking institution’s profitability and capital. This can
be done using various techniques ranging from simple to sophisticated models.
Accurate and timely measurement of risk is essential to effective risk management
systems. An institution that does not have a risk measurement system has limited
ability to control or monitor risk levels. Banking institutions should periodically test
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their risk measurement tools to make sure they are accurate. Good risk measurement
systems assess the risks of both individual transactions and portfolios.

iii.  Risk Monitoring: Institutions should put in place an effective management information
system (MIS) to monitor risk levels and facilitate timely review of risk positions and
exceptions. Monitoring reports should be frequent, timely, accurate, and informative
and should be distributed to appropriate individuals to ensure action, when needed.

iv.  Risk Control: After measuring risk, an institution should establish and communicate risk
limits through policies, standards, and procedures that define responsibility and
authority. These limits should serve as a means to control exposure to various risks
associated with the banking institution’s activities. Institutions may also apply various
mitigating tools in minimizing exposure to various risks. Institutions should have a
process to authorize and document exceptions or changes to risk limits when
warranted.

Banking Risks

Basel II is the second of the Basel Accords, recommendations on banking laws and regulations
issued by the Basel Committee on Banking Supervision. In accordance with Basel II, the
following are types of risks (alongside their measurement and management techniques)
usually found in the banking organization. They include:

a) Credit risks: Also known as default risk, is one of the oldest. It is the most vital forms of
risk faced by banks as financial intermediaries (Broll, Pausch, &Welzel, 2002). It is the
potential loss arising from the failure of a borrower to meet its obligations in
accordance with agreed terms.

b) Market risks: It is risk in volatility in the market that affects the bank’s return. It is the
risk of loss from adverse movement in financial market rates (interest and exchange
rate) and bond, equity or commodity prices. A bank’s market risk exposure is
determined by both the volatility of underlying risk factors and the sensitivity of the
bank’s portfolio to movements in those risk factors (Hendricks & Hirtle, 1997 in
Zahangir & Masukujj, 2011).

c) Operational risk: Is the potential financial loss as a result of breakdown in day to day
operational processes. It can arise from failure to comply with policies, laws and
regulations, from fraud or forgery (Njogo, 2012). These include direct and indirect laws
resulting from inadequate of fail internal processes, people and systems or from
external event (note operational risk in relation to the control environment is accesses
within the relevant control sections).

Other risks that is consequent upon the second pillar of the Basel Il and which provides a
framework for dealing with all the other risks. According to Njogo, 2012, these risks among
others include liquidity risk (is the ability of a bank to fund increases in assets and meet
obligation as they come due, without incurring unacceptable losses. The fundamental role of
banks in the maturity transformation of short-term deposit into long-term loans makes banks
inherently vulnerable to liquidity risk. Effective liquidity risk management helps ensure cash
flow obligations, which are uncertain as they affected by external events and other agents
behavior.), interest rate risk (risk borne by an interest -bearing asset, such as a loan or a bond,
due to variability of interest rates), legal risk (arises from the potential that enforceable
contact, lawsuits, or adverse judgments can disrupts or otherwise negatively affect the
operations or condition of a banking organization), and reputational risk (any risk that is likely
to destroy shareholder value and attracts negative publicity, examples are loss of revenue,
litigation, loss of clients and partners, exit of key employees, share price decline, difficulty in
recruiting talent).
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Theoretical Framework

Financial risk is one among many factors with a substantial influence on the stability of a
banking system. It is important to measure and control the determinants of the financial risk,
especially at the aggregated level (Misker, 2015). Generally, macroeconomic, banking sector
and also microeconomic level variables are the most important for analysis of financial risk.
Hence the following theories;

Commercial Loan Theory

The oldest theory of banking is the commercial loan theory, also called the real bills doctrine.
The commercial loan theory holds that banks should lend only on short term, self-liquidating,
commercial paper. According to Hosna and Manzura, (2009), the commercial loan theory is
geared to influence persuasively both the bank lending and the general economic activities.
Strict adoption of this theory will reveal that it is expected to serve as a monetary supply to
changes in aggregate economic activity. The popularity of this doctrine among Deposit-Money
Banks (DMBs) in Nigeria is evident. Nigerian bankers believe that since their resources were
repayable at short notice, such depositors’ monies should be employed accordingly in short-
term loans. Kargi,(2011) posited that the strong tie to this conception is rather orthodox if
consideration is given to the fact that at the time of the supremacy of the theory, there were
little or no secondary reserve assets, which could have served as a liquidity buffer for the bank.

More so, this theory fails to consider the credit needs of Nigeria’s developing economy. It has
not encouraged banks to fund the purchases of plants, equipment, land, and home-ownership.
For a theory to maintain that all loans should be liquidated in the normal course of business
shows its failure to recognize the relative stability of bank deposits. Whereas, demand deposits
are on demand, all depositors are not likely to demand payment at the same time. Thus,
stability of deposits enables a bank to extend funds for a reasonable long period without
danger of illiquidity. Though, with its flaws, the commercial loan theory, or real bills doctrine
has been a persistent theory of banking. Vestiges of it still remain in the structure of bank
regulatory agencies, bank examination procedures and the thinking of many bankers. One
cannot understand contemporary banking without an understanding of our banking history,
and cannot understand banking history without an understanding of the commercial loan
theory.

Credit Risk Theory

Credit risk according to Anderson, and Salas & Saurina, (2002) refers to the risk that a
borrower will default on any type of debt by failing to make required payments. The risk is
primarily that of the lender and includes lost principal and interest, disrupt loss may be
complete or partial and can arise in a number of circumstances, such as an insolvent bank
unable to return funds to a depositor. To reduce the lenders risk, the lender may perform a
credit check on the prospective borrower, may require the borrower to take appropriate
insurance, such as mortgage insurance or seek security or guarantees of third parties. In
general, the higher the risk, the higher will be the interest rate that the debtors will be asked to
pay on the debt. (Owojori, Akintoye & Adidu, (2011).

Empirical Review

Adeusi, Akeke, Adebisi and Oladunjoye (2013) conducted a study which focuses on the
association of risk management practices and bank financial performance in Nigeria. Using a
panel of secondary data for 10 banks and for four years reported an inverse relationship
between financial performance of banks and doubt loans, capital asset ratio was found to be
positive and significant. Similarly it suggests that the higher the managed funds by banks, the
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higher the performance. The study concludes a significant relationship between banks
performance and risk management. Hence, the need for banks to practice prudent risks
management in order to protect the interests of investors.

Moti, Masinde, and Mugenda, (2012) investigated the impact of bank’s specific risk
characteristics, and the overall banking environment on the performance of 43 commercial
banks operating in 6 of the Gulf Co-operation Council (GCC) countries over the period 1998-
2008. Using regression analysis, he observed that bad debts or credit risks, liquidity risk and
capital risk are the major factors that affect bank performance when profitability is measured
by return on assets while the only risk that affects profitability when measured by return on
equity is liquidity risk.

Boland (2012) in their work examined bank performance in the presence of risk for Costa-
Rican banking industry during 1998-2007 using regression analysis. The result of their study
showed that performance improvements follow regulatory changes and that risk explains
differences in banks and non-performing loans negatively affect efficiency and return on assets
(ROA) while the capital adequacy ratio has a positive impact on the net interest margin.

Furthermore, Chen and Pan (2012) in their work examined the credit risk efficiency of 34
Taiwanese Commercial banks over the period 2005- 2008. Their study used financial ratios to
assess the credit risk and was analyzed using Data Envelopment Analysis (DEA). The result of
their study indicated that only one bank is efficient in all types of efficiencies over the
evaluated periods.

Alshatti, (2015) revealed that the variables of credit risk management influenced banks'
profitability. This research improves on some of the existing studies, in that it investigates the
sub-total and overall effect of credit risk management and its indicators on the lending ability
of Nigerian deposit money banks by combining certain credit risk management indicators and
other financial indicators to determine which variables influence bank profitability and loan
creation in broader scope.

METHODOLOGY

Data for this study was secondary in nature and was gathered mainly from the annual reports
and accounts of the selected fifteen (15) quoted deposit money banks (see appendix I). Banks
financial risk was proxied using the Bank size, are gotten through appropriate ratio
computation using figures as contained in the financial statements for the period 2012 to 2016.
This serves as the guide of conducting the content analysis. This is contrary to studies that uses
questionnaire which is distributed to target respondents as the means of gathering practices of
risk management (Ariffin & Kassim, 2009). In addition, the financial performance was
represented by Return on Equity (ROE) of selected banks.

Beside the use of descriptive statistics, to among others include simple average, median and
standard deviation, to describe the variables, regression analysis is also adopted to test for the
relationship between the independent variable of financial risk management practices and
dependent variable corporate performance.

The econometric form for the model is specified as:
ROE = ao + a2BS + uit

Where:
ROE = Return on Equity

Copyright © Society for Science and Education, United Kingdom 83



Paulinus, E. C., & Jones, A. S. (2017). Financial Risk Management And Corporate Performance Of Deposit Money Banks In Nigeria. Archives of
Business Research, 5(12), 78-87.

BS = Bank Size
ao = constant
Ujt= error term

TEST OF HYPOTHESIS
Ho: Financial Risk, proxy by bank size does not significantly affect the return on Equity of
Deposit Money Banks in Nigeria

Table 4.1.1 Model Summary

Model R R Square | Adjusted R | Std. Error of
Square the Estimate

1 2152 .046 012 4884731
a. Predictors: (Constant), TA
Source: Researcher’s Computation using SPSS version 20 software, 2017

Table 4.1.2 ANOVA-

Model Sum of df Mean Square F Sig.
Squares
Regression 323 1 323 1.355 .254b
1  Residual 6.681 28 239
Total 7.004 29

a. Dependent Variable: ROE
b. Predictors: (Constant), TA
Source: Researcher’s Computation using SPSS version 20 software, 2017

Table 4.1.3 Coefficients2

Model Unstandardized Standardized t Sig.
Coefficients Coefficients
B Std. Error Beta
1 (Constant) -2.111 1.963 -1.076 291
TA 2.967 2.549 215 1.164 254

a. Dependent Variable: ROE
Source: Researcher’s Computation using SPSS version 20 software, 2017

The result obtained from table 4.1.1 above shows the model summary results which sought to
establish the explanatory power of the independent variable (bank size) for explaining and
predicting the dependent variable (return on equity). R, the correlation coefficients, (i.e. the
linear correlation between the observed and model predicted values of the dependent
variable) showed a value of 0.215.R square, the coefficient of determination (i.e. the squared
value of the correlation coefficients) showed a value of 0.046 or 4.6% of the variation in the
dependent variable (return on equity) is explained by the model. This means that the total
variation in return on equity is explained by 4.6 in BS.

The result of the analysis of variance (ANOVA) and ordinary least square regression analysis
showed in table 4.1.2 and 4.1.3 respectively to evaluate the level of significance of the influence
of bank size on return on equity revealed that return on equity is explained by -2.111 constant
factor and 2.967 of the bank size as demonstrated in the regression model used to test the level
of effect that bank size has on return on equity as shown below;

ROE =-2.111 + (2.967) BS
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This means that every unit change in bank size will lead to 2.967 changes on return on equity.
This shows a positive relationship and signifies that bank size has a positive impact on return
on equity. The P-value from the ANOVA and coefficient table was used to determine the
significance of the influence that the bank size has on return on equity. The contribution of
bank size to the model is insignificant because p- value (0.254) is greater than the alpha value
of 0.05. Hence, we accept the null hypothesis which states that bank size does not significantly
affect the return on equity of deposit money banks in Nigeria.

CONCLUSION

This paper examines financial risk management practices among deposit money banks in
Nigeria with a view to relating these practices to their financial performance for 2012 to 2016
financial year. The year is peculiar to banks in Nigeria, as it is the year that signifies the
beginning of the post adoption and implementation of IFRS in their annual report and financial
reporting, alongside with other significant public entities. This trend has predominately
improves on the content of such reports. The annual accounts are now bulky containing
relevant and timely information including management discussions on usage of estimates and
risk management profiles. This practice is in compliance with the second pillar of the Basel II,
which empowers banks to review, monitor, manage and report their risk management system
(including risk appetites and strategy) in other to achieve the desired objectives.

Risk management in banking designates the entire set of risk management processes and
models allowing banks to implement risk-based policies and practices. They cover all
techniques and management tools required for measuring, monitoring and controlling risks.
The CBN and other regulators should endeavor to enforce risk identification, assessment,
measurement and control mechanism, in line with best global practices in other to avoid
financial crisis and also improve on commercial banks’ performances.
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List of Deposit Money Banks quoted in the Nigerian Stock Exchange

Zenith Bank

First Bank
Guaranty Trust Bank
UBA Bank
Diamond Bank
Access Bank
Fidelity Bank
FCMB

Union Bank
Wema Bank

Unity Bank

Skye Bank
Sterling Bank

Eco Bank

Stanbic IBTC Bank

APPENDIX I

Source: Nigerian Stock Exchange (2017)

Copyright © Society for Science and Education, United Kingdom

87



Publication Date: Dec. 25, 2017
DOI: 10.14738/abr.512.3933.

Poernomo, D., Wahono, P., & Puspitaningtyas, Z. (2017). The Role Of Knowledge Absorption In The Mediation Of The Effect  [55aETy For SaENCE
Of Social Network On The Competitive Advantages Of “Batik” Micro Company. Archives of Business Research, 5(12), 88-100. AND EDUCATION

The Role Of Knowledge Absorption In The Mediation Of The
Effect Of Social Network On The Competitive Advantages Of
“Batik” Micro Company

Archives of Business Research - Vol.5, No.12 %@6

Poernomo Djoko
Lecturer of Business Administration Studies Program
Faculty of Social and Political Sciences, University of Jember

Puji Wahono
Lecturer of Business Administration Studies Program
Faculty of Social and Political Sciences, University of Jember

Zarah Puspitaningtyas
Lecturer of Business Administration Studies Program
Faculty of Social and Political Sciences, University of Jember

ABSTRACT

"Batik" cloth is one of Indonesia's pride product. When a micro company of batik fails to
compete with similar products, then the pride is lost. Therefore, the existence of batik
needs to be maintained. The purpose of the study explains the role of knowledge
absorption in mediating the influence of social networks on entrepreneurship
orientation, product innovation, and competitive advantage of micro company of batik.
Research location in Regency of Banyuwangi, East Java Province, Indonesia. The study
population is 154 craftsmen. Sampling technique using simple random sampling
method. Number of respondents 111 micro company of batik or craftsmen. The data
collection instrument used questionnaires. Data analysis using structural equation
modeling with Smart PLS 3 software. The research findings show social network have a
significant positive effect on the knowledge absorption, the knowledge absorption of
mediates the significant positive effect of social network on entrepreneurship
orientation and product innovation, positively significant to entrepreneurship
orientation and product innovation but no significant positive effect on competitive
advantage. While the influence of other research variables can be studied further on
this scientific work.

Keywords: Social Network, Knowledge Absorption, Entrepreneurship Orientation,
Product Innovation, Competitive Advantage.

INTRODUCTION
Globalization has made the business environment change so fast and become unstable. The
single market of the ASEAN Economic Community is a form of free competition at the regional
level demanding that Indonesian micro enterprises of batik improve competitive advantage in
order to continue to exist in the market through social networking activities, absorb new
knowledge and utilize it optimally. Exploiting new social networks and knowledge for micro
enterprises of batik will enable the establishment of an entrepreneurial orientation, product
innovation, which ultimately improves competitive advantage. However, new knowledge is
determined by the ability to absorb knowledge from its social network. Without the ability to
absorb knowledge, undoubtedly there will be nothing new created by micro companies of
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batik. The ability to absorb knowledge is linked to almost all micro company operations
including increased entrepreneurial orientation, new products, and competitive advantage.
Without it all, companies will get knocked out and lost.

Social networks are an important means for micro-enterprises of batik to absorb knowledge.
Social networks can be interpreted as a number of elements that exist in the environment
outside the company such as customers, suppliers, clients, consultants, educational
institutions, social institutions, economic institutions and internal environment of micro
enterprises such as employees. Every micro company of batik needs to have a social network
because all that is needed is there. Social networking is a fundamental prerequisite for micro
enterprises of batik to exist in the marketplace.

Absorbing knowledge can be done in the external and internal environment of micro-
enterprises. Both are important because they generate new knowledge. But more important is
to absorb knowledge from outside the micro-enterprise environment because there is new
value that can be brought into the company and make the company as a knowledgeable
company. If a micro company of batik is not able to create competitive advantage it is feared
they will go bankrupt. Therefore, this research explains the role of knowledge absorption in
mediating the effects of social networks on competitive advantage on micro enterprises of
batik.

The purpose of this study to analyze the influence of social networks on the knowledge
absorption; the influence of knowledge absorption on entrepreneurship orientation, product
innovation, and competitive advantage; the influence of entrepreneurial orientation on
product innovation and competitive advantage; the effect of product innovation on competitive
advantage; and the role of knowledge power in mediating the effects of social networks on
entrepreneurial orientation, product innovation, and competitive advantage.

LITERATURE REVIEW

Social Network

Social networks are instrumental in supporting the flow and sharing of organizational
knowledge to solve complex problems, encouraging and planning innovations, learning
processes, and information sources (Abrams et al., 2003; Bosua & Scheepers, 2007; Hansen,
2002), source of competitive advantage (Swan et al. (2007). Social networks can be interpreted
as ways of connecting many people and tools to achieve goals (Evans & Bosua, 2016) or
guidelines that are essential to the flow of knowledge (Easterby-Smith, 2008), which exist in
social networks will seek to maintain their contacts (Rejeb-Khachlouf et al,, 2011). Social
networks are a medium of internal and external actor knowledge flow such as clients,
customers, suppliers, consultants, educational institutions, research institutions.

Organizational leadership is a key factor in building social networks. There are four important
leadership factors that can develop social networks: a) peer-based leadership networks, b)
organizational leadership networks, c) policy-based leadership networks in the field, and d)
collective leadership networks (Hope & Reinelt, 2010). These four types of leadership can
shape the company's competitive advantage.

Knowledge Absorption

Knowledge is one resource of intangible resources (Barney and Clark., 2007). It is attached to
an individual or company. Other experts incorporate into the concept of intellectual capital
(Mar, 2006; Pierre et al,, 2011). Knowledge is a very important factor for anyone as a source of
innovation, the growth of entrepreneurial values (Drucker, 1985), competitive advantage
(Teece, 2007). This type of knowledge can be differentiated into tacit knowledge and explicit
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knowledge (Nonaka and Takeuchi, 1995). Knowledge characteristics can be measured,
transferred, and cumulative (Kerste et al., 2002).

The concept of knowledge absorption was introduced by Cohen and Levinthal (1989). They
define the capacity to absorb knowledge as the ability to recognize new values of external
information / knowledge, assimilate, apply, and be able to predict future technological
advancements for commercial purposes (Cohen & Levinthal, 1994). Zahra and George (2002)
improved the concept by incorporating transformation capability elements. They claim there
are four dimensions of the capacity to absorb knowledge: acquisition, assimilation,
transformation, and exploitation. The acquisition of knowledge and capability to assimilate is
categorized as "potential absorbing capacity” while the transformation of knowledge and
capabilities exploits it as "real absorbing capacity” (in Zornoza & Julian, 2006). They define
acquisitions as the ability to recognize value and acquire critical external knowledge for the
company. Assimilation is defined as routines and processes that enable a company to
understand, analyze, interpret and include information from external sources. Transformation
refers to a company's ability to build and redefine routines that facilitate the transfer and
combination of knowledge existence with the acquisition and assimilation of new knowledge.
The main goal of this ability is to find solutions to adapt or reconfigure new knowledge to
specific, real-world needs. Exploitation refers to a company's ability to apply new commercial
knowledge externally to realize organizational goals or to refer to routines that enable a
company to redefine, expand and leverage existing competencies or create new ones by
combining acquired and assimilated knowledge into company operations.

The absorption power of knowledge depends on the type of knowledge environment. In a
stable type of knowledge environment, the focus of absorptive knowledge is exploiting; high
efficiency; scope and flexibility is low. In such a chaotic type of knowledge environment, the
focus of absorptive knowledge explores while its efficiency is low and its scope and flexibility
are high (Van Den Bosch et al,, 2003).

Entrepreneurial Orientation

Entrepreneurship can be interpreted as an activity that refers to the discovery and exploitation
of opportunities for the realization of goods and services in the future (Shane & Venkataraman,
2000) while entrepreneurs are those who bear the risk of their work in realizing their goals
and developments (Griffin et al. (2004). The concept of entrepreneurial orientation is more
oriented towards a strategic orientation. The entrepreneurial orientation is the strategic
orientation of the entrepreneur or company, capturing the specific aspects of entrepreneurship
such as decision-making styles, methods and practices (Lumpkin & Dess, 1996).
Entrepreneurial orientation that is innovativeness, proactiveness, risk-taking, competing
aggressiveness, and independent or autonomy (Lumpkin & Dess, 1996). The five elements of
entrepreneurial orientation can be found in individuals/workers, business founders, and
companies that already exist but with different emphasis on each element (Certo et al., 2009).

Product Innovation

Product innovation is a new or improved product or service and introduces it to the market
(Camison et al. 2010). Product innovation is related to the company's main activity. Product
innovation is seen as an important source that can improve competitive advantage. Product
innovation reflects solutions to threats and market opportunities, creating what is called the
survival base and success of the company into the future. On the other hand, product
innovation contains cost and risky activities.
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Product innovation is often created to cope with increasingly fierce competition (Ellitan et al,
2009), creating entry barriers for old competitors and/or new entrants, establishing the
company's position as a market leader, opening new distribution channels, and gathering new
customers to improve market position which exists. Product innovation occurs because of the
successful exploitation of new ideas. Therefore, product innovation contains two conditions:
novelty and usefulness.

Competitive Advantages

Competitive advantage is the ability to profit from investments made by companies above the
average in an industry (Porter, 1985). Companies have a competitive advantage when
implementing value creation strategies not simultaneously by competitors and when
competitors can not duplicate the benefits of that strategy (Barney, 1991).

Competitive advantage results from strategic assets (Meso and Smith, 2000, in Kamukama et
al, 2011). The assets are controlled by the company and formulated into strategy and
implemented effectively and efficiently and depend on valuable resources, rare, hard to imitate
and hard to substitute (Barney et al,, 2007). Competitive advantage will be obtained when
firms are able to meet: a) what is difficult for competitors to imitate, b) exploit something
commercial with current capabilities, c) provide significant value to customers, and d) timely
(Hitt etal., (2001).

Micro Company

The criteria of micro enterprises can be seen from two things: a) influences coming from the
external environment, and b) the limitations of the owner or manager (Kelliher et al., 009).
External influences can be identified five things: power relationships, diseconomies of scale,
externality enforced change, perfect competition, negative regulatory impact.

Power relationships, micro enterprises generally have a small size that can be interpreted as
having no great power to build relationships with other external parties, while the manager or
owner style is usually paternalistic. Diseconomies of scale, micro enterprises are typically
incapable of playing strategies on economies of scale so the strategy used is a niche strategy, a
very specific strategy in market niches that is relatively difficult to penetrate by non-micro
firms, while the authority and control of managers or owners him. Externally enforced change,
the micro company makes incremental changes while the manager or owner acts as the
ultimate decision maker. Perfect competition, micro enterprises are vulnerable to short-term
perspectives, while managers or owners play an informal strategic planner. Negative
regulatory impact, micro enterprise structure is generally simple or even no structure, poor
resources, informal communication, and increased knowledge, skills or skills gained from the
training that followed, while the value system or corporate culture centered on the manager or
owner and near with interested parties.

Relationship between Variables

There is a relationship between social networks with knowledge, product innovation,
competitive advantage, and performance (Evans et al,, (2013). The relationship is illustrated by
the two images below.
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Figure 2.1: The Relationship of Social Network, Knowledge Absorption, and New Product
Source: Evans et al., (2013).

Based on the picture above can be interpreted social network has a relationship with the
capacity or the ability to absorb knowledge. The result of absorbing knowledge is the increase
of new knowledge of the old knowledge of the organization. Based on the description, the first
hypothesis of research (H1) is the social network affect the knowledge absorption.

Increased knowledge is intended to improve organizational operations by redefining existing
routines or processes to new things (Cohen and Levinthal, 1989; Zahra and George, 2002 in
Zornoba and Julian, 2006). This indicates if more knowledge is absorbed from the social
network, the greater the capacity of knowledge owned by individuals or organizations that are
likely to encourage innovation (including product innovation) and competitive advantage.

Knowledge flow

¥

Knowledge absorption
>

Y

Competitive advantage

Sustainable business
performance

Innovation

Figure 2.2: The Knowledge-Capacity, Competitive Advantage, and Performance
Source: Evans et al., (2013)

The findings of Poernomo et al (2014) show that knowledge absorption has a significant
positive effect on product innovation. Based on the above description, the second hypothesis of
research (H2) is the knowledge absorption to affect product innovation. On the other hand, the
findings of Poernomo et al (2014) also show the ability to absorb knowledge has a significant
positive effect on entrepreneurial orientation. Based on above descriptions, the third
hypothesis of research (H3) is the knowledge absorption to affect the entrepreneurial
orientation. The findings of Kaveh et al (2015) show that knowledge management (in which
there is knowledge absorption) is positively related to competitive advantage. The findings of
Adriansyah and Afif (2015) show that knowledge absorption influences the competitive
advantage. On the basis of these findings, the fourth hypothesis of the study (H4) is that
knowledge absorption influences the competitive advantage.
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Morales et al,, (2006); Harper (2003), Griffin et al., (2004), Lumpkin and Dess (1996), Certo et
al,, (2005) stated entrepreneurship involves the creation of new resources or a combination of
existing resources in new ways of building and commercialize new products, enter new
markets, and / or new customer services. There is a relationship of entrepreneurial orientation
with product innovation. The findings of Poernomo et al (2014); Madhoushi M. et al., (2011)
stated that entrepreneurial orientation has a significant positive effect on product innovation
performance. Starting from the description above, the fifth hypothesis of research (H5) is the
entrepreneurial orientation effect on product innovation.

Changhanti and Changhanti (1983), Figenbaum and Karnani (1991), and Meredit (1987) in
Wright et al. (2005) suggest innovation (process, organizational, product) as the primary
source of competitive advantage. Statement Cooper and Kleinschmidt, 1987; Damanpour and
Evan, 1984; Damanpour and Gopalakrishnan, 2001; Damanpour et al., 1989; Hitt et al., 1997;
Kleinschmidt and Cooper, 1991; Rogers, 1983; Subramanian and Nilakanta, 1996, in Valencia
et al, (2010) suggest today innovation is considered the key to achieving competitive
advantage and business success in the market. Camison et al. (2010) views product innovation
as an important source of competitive advantage that can lead to improved organizational
performance. There is a product innovation relationship with competitive advantage. Based on
the above description, the fifth hypothesis of research (H6) is that product innovation has an
effect on competitive advantage.

Model concept of research.

Product

Innovation
4&

Social o~ Knowledge Competitive
Network i Absorption Advantage

\ Entreprencurial /

Orientation

Y

Figure 2.3: Model of research

RESEARCH METHODS
Population
The research population is a micro batik company totaling 154 in Banyuwangi Regency.

Samples and Sampling Techniques

The sampling technique applies simple random sampling method. The number of decisions
using the Slovin formula (Umar, 2010). as follows.

n =N/ (Nd?+ 1). Where: n = number of samples, N = total population, d = percentage of
inaccurate tolerance due to intolerable sampling error of 5% (d = 0.05). n = 154: (154 x 0.0025
+1) =111, 19 rounded = 111. Total sample 111 micro company of batik / craftsmen.

Operational Definition of Variables

Social Networks are a number of elements in an external environment such as customers or
consumers, suppliers, consultants, clients, banks, cooperatives, schools, colleges, local
governments, NGOs that have already established relationships with respondents. Knowledge
Ability is the ability to absorb new information from outside the company by the respondents,
unify with existing knowledge, generate new knowledge that gives new value, and apply it for
the purpose of making a profit. Indicators: a) acquisition of new knowledge, b) assimilation of
new knowledge, c) transformation of new knowledge, and d) exploitation of new knowledge
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applications.

Entrepreneurial Orientation is an individual behavior that leads to new things. Indicators: a)
proactiveness, (b) innovativeness, (c) risk taking, (d) competing aggressiveness, and (e)
independence/autonomy. Product innovation is a new product. Indicators: a) quantity, b) type,
c) the quality of new products produced. Competitive Advantage is the company's product is
absorbed by the market or consumer. Indicators: a) cost reduction, b) exploitation of market
opportunities, and c) surviving the threat of competition.

Measurement Instruments

This study measures the attitudes of respondents. Measurable measuring instruments use the
Likert Scale (Black and Champion, 2001). The Likert Scale research uses five alternative
answers, examples "strongly disagree" identical value 1, "disagree" value 2, "neutral" value 3,
"agree" value 4, and "strongly agree" value 5. Scale of measurement used research this is the
Ordinal scale. Data collection using questionnaires.

Test Reliability and Validity of Research Instruments

Before the questionnaire was distributed, the researcher did reliability test and questionnaire
validity. Test of reliability and validity of research instrument conducted on 40 batik craftsmen
outside the respondents. The test is conducted to get the certainty of the questionnaire can be
understood or not before the spread to the respondent. The result of reliability test item
questionnaire indicates that all items have Corrected Item-Total Correlation> value (r table
value, n = 40, a = 0,05), so that all questionnaire items can be declared reliable (worth) to be
distributed.

Processing and analysis of data

Data processing using structural equation modeling (SEM) with the help of Smart PLS software
3 (Garson, G.D., 2016; Hair et al, 2014). The use of SEM is based on thought a) the number of
samples (it would be better if the amount is at least 100 because with increasingly many
samples then the Maximum Likelihood (ML) method increases the sensitivity to detect
differences between data, b) the influence of independent variables with some non-free
variables partially or simultaneously, c) the structural effect model is complicated (Ferdinand,
2005).

Hypothesis Testing Results

Testing of research hypothesis on Smart PLS 3 is done by applying structural model calculation
with bootstrapping method, on two-sided test with significance level (a = 0.05). The reported
value is the value of t. The result, it is known that the value of the indicator variable in relation
to the latent variable is significant.

The significance of the indicator variable value based on outer loading does not automatically
drive the value of the latent variable to the latent variable is also significant. This is due to the
absence of normal distributed data assumptions as described above. In the testing of
hypothesis shows that the latent variable of social network has t value equal to 8,345 to the
knowledge absorption. Meanwhile, the knowledge absorption has a t value of product
innovation of 2,164; against the entrepreneurial orientation of 8.942, to the competitive
advantage of 1.403. Detailed results of hypothesis test research can be seen in the table below.
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Table 1. Hypothesis Test Results

Research Hypothesis T Statistic P Values Evaluation

Social network -> Knowledge absorption 8.345 0.000 Significant Positive
Knowledge absorption -> Product innovation 2,164 0.023 Significant Positive
Knowledge absorption -> Entrepreneurial 8,942 0.000 Significant Positive
orientation

Knowledge absorption -> Competitive 1,403 0.161 Positive, Not Significant
advantages

Product innovation -> Competitive advantages 2,290 0.022 Significant Positive
Entrepreneurial orientation -> Product 3,802 0.000 Significant Positive
innovation

Entrepreneurial orientation -> Competitive 3,738 0.000 Significant Positive
advantage

Source: research data, 2015

RESEARCH RESULT AND DISCUSSION
Description of Respondents
The number of respondents of male sex is less than female respondents, that is by 20%
difference. Male respondents amounted to 40%, while female respondents amounted to 60%
of a total of 111 respondents. The number of respondents by tribe, 60,36% of respondents
came from Java tribe, and 2.70% of mixed ethnic respondents.

Number of respondents aged under 25 years, 27.03% of respondents aged 26-35 years,
27.93% of respondents aged 36-45 years, 9.01% of respondents aged 46 - 55 years old, and
3.60 % of respondents aged over 55 years. The number of respondents has worked for less
than 5 years, 17.12% of respondents have worked for 5 to 10 years, and 4.50% of respondents
have worked for more than 10 years.

DISCUSSION

The Influence of Social Networks on Knowledge Absorption

This finding confirms the first hypothesis of research (H1) that states social networks have an
effect on the knowledge absorption received. These findings reinforce previous theories that
suggest a social network linkage to the knowledge absorption (Evans et al., 2013). This finding
is a new finding because there has been no such findings before. This finding means that the
more extensive social network owned by micro companies of batik the greater the opportunity
the company is absorbing new knowledge. But it will happen otherwise, if the social network
owned by a micro-batik company is not or yet wide then the opportunity to absorb new
knowledge will not be big.

The Influence of Knowledge Ability of Product Innovation

This finding proves the second research hypothesis (H2) that states the ability to knowledge
absorption positively affect the product innovation is acceptable. These findings reinforce the
theory of Evans et al, (2013) which states there is a relationship between the knowledge
absorption with product innovation. These findings support the findings of Poernomo et al
(2014) that product innovation is positively influenced significantly by the knowledge
absorption. These findings can be interpreted the higher the ability to absorb the knowledge of
micro companies of batik the greater the opportunity the company produces new products.
Conversely, if the absorption of knowledge of micro companies of batik low then the
opportunity to create new products will be low as well. Based on the statement, micro
companies of batik need to realize that the ability to absorb new knowledge is very important
to give birth to new products. The ability to absorb new knowledge will be easier and faster if
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the micro companies of batik open themselves to the outside world, willing to continue to learn
in their external environment, and understand that the eternal in this world is change.

Influence of Knowledge Absorption on Competitive Advantage.

These findings show that the knowledge absorption has no effect on competitive advantage.
This finding rejects the third research hypothesis (H3) which states that knowledge absorption
has an effect on competitive advantage. Many strategy management experts claim that
knowledge absorption has a positive effect on competitive advantage because with increasing
knowledge it will be easier to build competitive advantage. But the problem is not that easy,
the increased knowledge of company personnel may not necessarily create or strengthen
competitive advantage. Competitive advantage can only be realized if the company's
knowledge is able to produce products that are valuable, rare, inimitable, non-substitutable
(Barney, 2007). In other words, increasing the knowledge of the company through the
absorption of knowledge will positively affect the competitive advantage if the resulting
product meets the criteria of value, rare or unique, not easily imitated, and not easily replaced
as introduced by Barney. According to Omerzel, D.G. & Gulev, R.E.,, 2011, the source of
competitive advantage is dependent on knowledge but knowledge alone is not sufficient.
Therefore, they argue need to be explored through future in-depth study of different capability
relationships, specific knowledge, and different measures of competitiveness.

This finding can be interpreted that the knowledge absorption has not been able to make
competitive advantage in the micro company of batik to be better. The absorption of
knowledge does not necessarily make the competitive advantage to be better because of logical
thinking still needed variables between which can bridge or as a medium of relationship
between the absorption of knowledge with competitive advantage. On the other hand, batik
products produced by micro enterprises that have existed have not been able to create entry
barriers for competitors. The ease of existing competitors and new comers to create similar
products will erode the competitive advantage of the old comers. In other words, the
unavailability of valuable, rare, inimitable, non-substitutable (VRIN) on batik products of
respondents has been suspected to be another factor that causes the third research hypothesis
to be rejected. The strengthening of VRIN's values is also thought to be caused by the majority
of respondents (78 percent) having work experience in micro company of batik for 5 years at
the most. So, it can be concluded that micro enterprises lack experience in running their
business.

Influence of Knowledge Absorption to Entrepreneurial Orientation

These findings attest to an entrepreneurial orientation strongly influenced positively
significant by the ability of knowledge absorption. These findings support the fourth research
hypothesis (H4) which states that knowledge absorption has an effect on entrepreneurial
orientation.

These findings reinforce the theory that more knowledge is controlled by individuals or
organizations increasingly allow for entrepreneurial orientation (Zornoba & Julian, 2006).
These findings support the findings of Poernomo et al (2014) which states that knowledge
absorption has a significant positive effect on entrepreneurship orientation. These findings can
be interpreted the higher absorption of knowledge owned by the micro company of batik the
greater the chance of creating an entrepreneurial orientation in the company. But it will
happen otherwise, if the lower the absorption of knowledge of micro companies of batik, the
lower the entrepreneurial orientation in the company.
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Effect of Entrepreneurial Orientation on Product Innovation

These findings prove that entrepreneurial orientation has a significant positive effect on
product innovation. This finding supports the sixth research hypothesis (H6) which states that
entrepreneurial orientation has a positive effect on product innovation. These findings
reinforce the theory that there is a relationship between entrepreneurial orientation and
product innovation (Morales et al. (2006), Harper (2003), Griffin et al. (2004), Certo et al.
(2005), Lumpkin & Dess (1996). This study supports the findings of Poernomo et al (2014)
which states that product innovation is positively influenced by entrepreneurial orientation.
This finding can be interpreted the higher the entrepreneurial orientation of the micro
companies of batik the higher the creation of new products, but on the contrary, the lower the
entrepreneurial orientation found in the micro companies of batik the lower the yield of new
products.

Field facts are seen all the micro company of batik is quite innovative in producing the product.
Almost all micro business of batik is very memorized with every product produced. This is
evident when the production of all micro businesses of batik is collected into one, each micro
enterprise of batik can know and show correctly that what they choose is their own
production. But that is quite difficult is when consumers or customers are asked to show batik
cloth is one by one production of micro business where. This is a challenge that is still faced by
the micro business of batik because consumers or customers have not recognized exactly who
the manufacturer of batik cloth when there are many new products batik cloth in "Gallery of
Batik" except go directly to the production site.

The Effect of Entrepreneurial Orientation on Competitive Advantages

This finding proves entrepreneurial orientation to have a significant positive effect on
competitive advantage. This finding accepts the seventh research hypothesis (H7) which states
that entrepreneurship orientation has an effect on competitive advantage. These findings
reinforce the theory that entrepreneurial orientation is related to competitive advantage
(Valencia et al,, 2010. Covin et al., 1999). This finding is a new finding because no previous
research findings. These findings can be interpreted the greater the entrepreneurship
orientation of micro companies of batik the greater the company's competitive advantage. On
the contrary, the lower the entrepreneurship orientation of the micro batik companies the
lower the company's competitive advantage.

The Influence of Product Innovation on Competitive Advantages

These findings prove that product innovation has a significant positive effect on competitive
advantage. This finding accepts the eighth research hypothesis (H8) which states that product
innovation has an effect on competitive advantage.

These findings reinforce theories that explain a positive relationship between product
innovation and competitive advantage (Changhanti & Changhanti, 1983; Figenbaum & Karnani,
1991; Ed., 1987: in Wright et al., 2005); Cooper & Kleinschmidt, 1987; Damanpour & Evan,
1984; Damanpour & Gopalakrishman, 2001; Damanpour et al, 1989; Hitt et al, 1997;
Kleinschmidt & Cooper, 1991; Rogers, 1983; Subramanian & Nilakanta, 1996; in Valencia et al.,
2010). These findings support the findings of Camison et al. (2010) which express product
innovation as a source of competitive advantage. These findings can be interpreted more and
more product innovation by micro companies of batik increasingly large competitive
advantage in the company. But the opposite will happen, the lower the product innovation
made by the micro companies of batik the lower the competitive advantage in the company.
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The Role of Knowledge Absorption in mediating the Social Network's effects on
Competitive Advantages

Based on the result of the analysis of the influence of research variables, it is known that the
knowledge absorption mediates the significant positive effect of social network on
entrepreneurial orientation and product innovation but does not mediate the influence of
social network on competitive advantage. The findings of this study do not support the findings
of Wu & Chen (2012) which suggest that the social bonding effect of the leader is mediated
positively by the ability to acquire knowledge that is essentially identical to the absorption of
knowledge or the ability to absorb knowledge.

CONCLUSIONS AND SUGGESTIONS
Conclusion
The knowledge absorption has a very important role because it has a significant positive direct
effect on entrepreneurial orientation and product innovation and is also able to mediate
significant positive social network influences on entrepreneurial orientation and product
innovation.

Suggestion
Micro companies of batik need to increase their knowledge absorption effectively in order to
improve competitive advantage.
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ABSTRACT

This paper takes Amazon, Wal-Mart, Jingdong and Alibaba as examples to study the
international operation mode and investment path of retail electric business. The
research shows that the transition from B2C to B2B2C is the best way to avoid
institutional barriers. Based on their respectively comparative advantages, it is the key
to construct the service support which the supplier (B) — the businessman (B) — the
customer (C) all need, such as logistics, payment and finance. Amazon and Wal-Mart's
FBA openness and infrastructure sharing model are conducive to consolidate the
supply chain to ensure the genuine sources of products and their low prices ; Alibaba
uses strong relationship-building capacity and integration of external resources to
create a fourth party logistics platform; increases customer stickness through making
use of Alipay to collect large amount of leisure funds to do consumer finance
innovation. Regardless of the path, countries with close geographical and psychological
distance or with good infrastructure are preferred in case enterprises’' overseas
investment. The fighting focus of the next step is to remodel the business under the
premise of following the existing business structure and based on cloud computing.

Key words: B2B2C; internationalization; investment path; operation mode
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INTRODUCTION
Since 2012, China has taken three major measures to promote the development of cross-
border electric business. First, it promotes the facilitation of trade customs clearance by
establishing cross-border electric business comprehensive test area in 13 cities. Customs
specially sets the regulatory code 9610, allowing electric business enterprises to take the
approach "examine and release the list, summarize to declare"”, that is, firstly clear the customs,
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secondly regularly collect by customs to form the customs declaration and then apply for
foreign exchange settlement and tax rebates!.Second, it develops bonded logistics. Based on
historical sales of the hot-sale products, electric business enterprises can stock up in the
bonded warehouse in advance,so that they can directly deliver products from the bonded
warehouse after the customers make orders, changing the international sales to domestic
sales. Since the establishment of Nansha Free Trade Area, the number of cross-border electric
business enterprises has increased from more than 10 to 9162.Third, the cooperation between
enterprises and governments to strengthen the quality control supervision3. In 2016,
Guangdong Inspection and Quarantine Bureau, Danone, Mead Johnson, Yihua, Midea, Tmall,
Jingdong, Vipshop and other 18 companies signed to build a global quality tracing system.
Through using the mobile phone APP to scan goods' two-dimensional code, the information
about goods in transit, origin and others are available. Between 2008 and 2016, the
contribution rate of cross-border electric business to China's foreign trade increased from
7.6% to 20%, of which B2C, C2C-based* cross-border retail electric business accounted for
more than 10%, and imports grew faster than exports (see Table 1). China has become the
focus of global cross-border retail electric business.

The development of cross-border retail electric business has three characteristics: (1)
monopoly market structure has become increasingly prominent. Due to centralized
procurement, large enterprises have more advantages at bargaining, supply chain management
and large-scale operation, being able to effectively reduce the marginal cost, gain effect of scale.
Small electric business enterprises choose to be alliance with large enterprises, or they will
face exit. (2) B2C mode is gradually evolving to B2ZB2C model. Due to directly connecting
factories with consumers, the cost advantage of B2C model is significant, but it forms a market
squeeze effect to the traditional retailers. Countries are cautious about B2C imports. Therefore,
the evolution from the B2C to B2B2C and building brand operators — channel providers
(wholesalers or retailers) = consumer electric business path (B2B2C) protect the existing
ecological consumption chain and is more in line with the fundamental interests of each
country. (3) Traditional stores began to transform to full channel (020). During the period
from 2010 to 2015, the sales share of foreign retail enterprises in China's top 100 retail
enterprises decreased from 23.2% to 9.9%. Best Buy and Revlon have withdrawn from

1 Cross-border electric business logistics mainly manages postal items (express) with "multi-frequency, low
volume" features, which are different from traditional trade "low frequency, large quantities". The key is how to
clear customs quickly. Customs set a regulatory channel especially for "cross-border electric business", aimed at
accelerating customs clearance. The current tax rebate rate is about 13%.

2 from Nansha Free Trade Area in January 2014 - August 2016 statistics.

3The majority of platform companies lack direct purchasing capacity, causing to be at a disadvantage in terms of
quality control, and the agent-caused fake problem has been difficult to solve.

4 According to the mode of operation, cross-border electric business can be divided into cross-border wholesale
(B2B) and cross-border retail (B2C, C2C), in which B2B leads. For example, China-made network and global
resources are mainly based on the B2B model, relying on releasing information and advertising and earning
membership fees and marketing promotion fees. Single transaction volume is huge and orders are relatively
stable under B2B.B2B mostly uses the approach of "online information release and search, offline transactions".
This paper focuses on the internationalization path of retailers in the B2B2C whole channel (020) strategy

5When China sells a 1,000 yuan mobile phones to India, the cost of overseas agents, stores and other channels
accounts for 20% of the price, while online sales cost only accounts for 6% to 7% of the price, whose cost
advantage is remarkable, causing electric business enterprises to expand rapidly. China Vipshop which set up only
a year and a half ago, has established buyer team in 11 countries and regions, 12 overseas warehouses and 11
domestic bonded warehouse. In 2015, its market share is over 15%, entering the top three among the Chinese
self-B2C imports electric business enterprises.
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China.The first store of E-MART (Korea)®in China will be closed soon. In 2016, Wal-Mart
announced the closure of 269 stores worldwide (25 in China). For the transformation of 020,
the supermarket chose to cooperate with the electric business platform, or build their own
electric business channels. Carrefour started "online mall" and Metro’s (Germany) official
flagship store settled in Tmall International; RT-Mart built Feiniu network in cooperation with
Midea online. Yonghui supermarket will transfer 10% equities to Jingdong. China Resources
Group will make its retail resources such as China Resources Vanguard, Suguo supermarket,
Pacific Coffee, China Resources Care and others be on-line in #7% KX and Meituan take-away ...
... In this context, the global retail industry has changed dramatically, and the concept of "global
buy, global sell "gradually deepens in the people. The retail giants speed up the international
layout. But countries have different base and the development path of cross-border retail will
be different. US supermarkets have strong capacity with sound brand management, supply and
distribution channels and credit finance system. Cross-border electric business enterprises
mainly follow the development path from bottom to top (from offline to online) : the offline
supermarket (resources) —online mall —platform.However,China owns strong platforms but
weak supermarkets.The third-party platform enterprises such as Jingdong and Alibaba take
the lead in development, while traditional department store such as Guangbain Department
Store, Xinguang Department Store and the new Dah Sing have lag behind and have been forced
to follow, which determines the Chinese electric business to follow the reverse path: the
platform — online mall — offline resources from top to bottom (from online to offline).It can be
seen that the cross-border electric business development paths of China and the United States
are complementary: China's electric business enterprises are good at "commercial application
of mobile device technology ", "technology promotion" and "stimulating customer interest in
shopping at App end", while Europe and the United States electric business enterprises do well
in supply chain management and logistics control, which makes retail power to realize the
global investment and cooperation and competition possible. But what basic conditions are
related to the difficulty of integration of global resources? In China, platform develops first, and
then e-businessman, so how to link the offline and online resources and make them jointly
develop? When Wal-Mart entered into China, does it directly launch War-mart.com platform,
or sell its own products on third-party platform? Does it cooperate with pure platform
enterprises or with the e-businessman? Does it build its own overseas warehouse, or connect
self-run international logistics with China's local logistics to solve the last one km distribution
problems? In 2015, the total retail sales of China and the United States respectively accounted
for 13% and 8% of the total online retail sales’, becoming the world's two most important
retail market. In this paper, we take the global retail giant Amazon, Wal-Mart and China's
largest retail business enterprise Alibaba, Jingdong as examples to study its
internationalization path in different regions® in order to find out its strategic differences and
influencing factors.

6Korea New World Group's large supermarket, entering in China 1997.

7Data from: internationalization road of Ma Yun’s Taobao: Ali battles Amazon in Southeast Asia, Qihuang’s
analysis, 2016-12-02.

8 here internationalization refers to the process of enterprises expanding its business areas from the local to the
global, developing from local enterprises to a multinational one through investment, trade, etc...
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Table 1 2008-2016 Cross-border Electric Business Transactions

Index 2011 2012 2013 2014 2015 2017
The total size of import

and export transactions 23.6 24.2 25.8 26.43 29.5 34.6
(trillion yuan)

The proportion of cross-

border electric business 7.60 9.50 12.00 15.90 17.60 23.10
quotient (%)

The size of cross-border

electric transactions 1.8 2.3 3.1 4.2 5.2 7.5
(trillion yuan)

The proportion of B2C 3.20 4.60 6.10 7.60 9.20 11.10

Data from: "the development report of 2016 China cross-border electric business (export
B2B)"; BSD international freight corporation published " market analysis and development

trend forecast of 2017 China's cross-border electric business" in January 25, 2017

THE CASE ENTERPRISES' BACKGROUND COMPARISON

This part compares the commonness and individuality of the case enterprises from the aspects
of entrepreneurial spirit, operation mode, market position and ownership structure. The
founders of Amazon and Jingdong have the common quality: they dare to be first in the world,

are good at long-term layout, and believe that technology will win.

URL: http://dx.doi.org/10.14738/abr.512.3939.

104



Archives of Business Research (ABR) Vol.5, Issue 12, Dec-2017

Table 2 Case Enterprises’' Background and Overview

Amazon Wal-mart Alibaba Jingdong
Founder Jeff Bezos Sam Waltom Ma Yun Liu Qiangdong
Listing time 1997-5-15 1972-8-25 2014-9-19 2014-5-22
(20 years) (45 years) (3 years) (3 years)
Listing place US NASDAQ Stock |New York Stock  |[New York Stock  |US NASDAQ Stock
Exchange Exchange Exchange Exchange
Registration place [Seattle, Arkansas (later Cayman Islands  |Cayman Islands
Washington, USA |moved to (Jingdong's
(later moved to Delaware) predecessor)
Delaware)
Registration time [1995year 1962year 1999year 1998year
(22years) (55years) (18years) (198years)
Mode of operation mainly based on {020 B2B and B2C B2B and B2C
self-run B2C
Market price? 789.82 69.52 101.69 25.95
(USD / share)
Share capital 4.75 30.73 24.95 28.41
(100 million
shares)
Market value (100 3,751.65 2,136.35 2,537.17 737.24
million dollars)
Revenue (100 922.46 3,515.67 1196.94 1,799.32
million dollars)
Number of 230,800 2,300,000 36,446 105,963
employees
Earnings per 3.43 3.17 13.32 Loss
share (USD /
share)
Price Earning 230.27 21.93 7.63 Loss
Ratio

Note: (1) data from: Wal-Mart’s electric business started to have effectiveness with an 30%
increase of net sales which first exceed Amazon, GJSAY, 2014-05-07;

(2) Wal-Mart's financial data is from its three quarterlies of 2016((Feburary 1, 2016 - October
30, 2016;

(3) Jingdong's financial data is from its three quarterlies of 2016 (January 1, 2016 - September
30, 2016);

(4) Amazon's financial Data is from its three quarterlies of 2016 (January 1, 2016 - September
10,2016);

(5) Alibaba's financial data is from its three quarterlies of 2016 (January 1, 2016 - September
30,2016)

Case enterprises are the United States’s and China's retail giants, are listed in the United States,
and establish overseas finance platform, but their operation histories in capital market are
different. Wal-Mart and Amazon, respectively, have 45 years and 20 years of listing history;
Jingdong and Alibaba have only 3 years in the capital market, a short time. In addition to Wal-
Mart which gets development from offline retail entity based on hypermarkets, Sam's Club,
shopping center, the other three enterprises are starting in the electric business.

9 Price: refers to the closing price of straight flush on October 31, 2016.
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From the operating indicators, Jingdong's operating income (179.932 billion) is higher than
Alibaba (119.694 billion), but due to focusing on logistics infrastructure construction, its
operating expenses are huge, causing the operating loss. Alibaba has strongest profitability. Its
earnings per share (13.32 yuan / share) is about 4 times as much as Wal-Mart and Amazon.
But the number of employees (3.64 million) is also the least. Operating scale is much smaller
than the US retail giant. Wal-Mart relies on a strong offline retail sales capacity'0.0perating
income reaches 354.937 billion yuan, 2.97 times as much as Alibaba, 3.84 times as much as the
Amazon. Personnel size (2.3 million people) is 63 times as much as Alibaba, 10 times as much
as Amazon. But the market value ($ 213.6 billion) is only 58.78% of Amazon ($ 363.4 billion),
and the price-earnings ratio (21.93) is only 9.52% of Amazon (230.27), indicating that the
market is more bullish on Amazon's profitability and looks forward to Internet companies
higher.

Table 3 Case Enterprises’ DuPont Financial Analysis

Case enterprises Amazon Alibaba Jingdong Wal-mart

(1) The tax retained rate

(NI/EBT) =1-rate 0.5434 0.6065 1.0385 0.6942
(2) Interest burden

(EBT/EBIT) =1- 0.8824 0.9216 1.1269 0.8928
Interest burden
(3) Gross profit rate

(EBIT/SALES) 0.0324 0.2125 -0.0086 0.0473
(4) Net profit margin =(1)*(2)*(3) 0.0155 0.1188 -0.01 0.0293
(5)Asset turnover = sales
income/total assets 13011 0.2438 1.2477 1.6996
= efficiency

(SALES/ASSETS)
(6) Return on assets

(ROA=Net profit/sales 0.0202 0.0290 -0.0125 0.0498
revenue) =(2)*(5)
(7)Asset interest rate
(leverage)=ASSETS/EQUITY 3.987 1.5857 3.4079 2.5705
ROE=NI/EQUITY=(6)*(7) 0.0805 0.0459 -0.0427 0.1281

Note: calculated by financial data from case enterprises’ three quarterly reports in 2016
released by straight flush software listed companies.

Using DuPont financial indicators, Amazon's and Wal-Mart's tax and interest burden is
relatively heavy, which affected their net profit margin (less than 3%). Wal-Mart has highly
efficient distribution and the fastest asset turnover (1.70). Return on asset(ROA) and return on
equity (ROE) were the highest (4.98% and 12.81%). Ali's gross margin (21.25%) was the
highest, with the highest profit margin, the highest net profit margin (11.88%) and the fastest
asset turnover (0.2438). Jingdong profitability was the weakest with its operating margin
being negative (-0.86%). Amazon and Jingdong have higher leverage (3.99 vs. 3.40), but
Amazon's ability to use leverage is stronger than Jingdong, with higher return on equity (ROE)
(8.05% VS.-4.27%).

10 Wal-Mart's revenue exceeded 400 billion US dollars in six consecutive years, more than the sum of Apple,
Microsoft, Google's revenue.
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From the market position, Alibaba and Jingdong are the leaders in Chinese electric business. Ali
controls 50% of the B2C market in China, of which international business accounts for 9.31%,
domestic retail business accounts for 80.14%?1!1. Taobao, Tmall and other retail platform are
Ali's core assets, but they need to go a long way to get internationalization. Jingdong is China's
largest self-operated electric business, which owns the Jingdong Mall, Jingdong Finance (to
provide consumer loans), pat network 020, Jingdong Intelligent NSNG (Jingbao)!?and other
businesses. In addition to profit from Jingdong Mall, the other new businesses face losses, and
have not yet reached the scale of output. In November 2016, Jingdong was forced to spin off the
financial business, transfroming the Jingdong finance to an investors holding enterprise with
the purpose of giving it more autonomy. Wal-Mart is the world's largest offline retailer who
had strong global procurement bargaining power and is proficient in supply chain
management. Its goods not only have all categories (selling several millions of SKU), but also
do "every day parity."However in China, it subjected to institutional barriers!3. Low store
coverage, the lack of economies of scale, high logistics costs are becoming its weakness in the
expansion of Chinese market. Amazon is the US electric business seller and logistics
distributor. In 2013, its sales amount exceeded the total of the nine companies which rank after
itl4,

From the business model, the four companies are integrated electric business enterprises.
Amazon prefers B2C, whose platform is responsible for commodity sales and who builds its
own logistics to finish distribution. Alibaba has both B2B and B2C models, mainly providing a
platform to the sellers, not focusing on marketing and logistics. As a platform enterprise, the
key issue to Alibaba's internationalization is: how to connect its own platform with local
logistics and payment resources? Jingdong's advantage lies in: being good at supply chain
management, having a large number of users and rich experience in domestic logistics. Selling
genuine products with integrity, self-built logistics, and providing integrated access program
are the development path Jingdong upholds. Wal-Mart, like Jingdong, has a huge number of
offline self-brands and logistics system.

From the ownership structure, Alibaba and Jingdong Group (Jingdong's predecessor)
registered in the Cayman Islands, and used VIE mechanism to control the mainland company?>.

11 Data from: Alibaba 2014 second quarterly.

12 Jingdong smart:set up in 2014, focusing on intelligent hardware market and nurturing the industrial chain.

13 [n accordance with the " business management approach of foreign investment (China) " (implemented on June
1, 2004 ). According to the relevant provisions of Article 7 and Article 10, the operating period of foreign retail
enterprises generally does not exceed 30 years (it does not exceed 40 years in midwest area). Foreign investors
who set up electric retail enterprises,should report to the Ministry of Commerce for approval. If its business does
not involve in the Internet,the total number of shops does not exceed 30, the area of a single store does not exceed
3,000 square meters; or if the total number of shops does not exceed 300, the area of a single store does not
exceed 3,00 square meters. foreign retail enterprises should be approved by the provincial commerce authorities
and report to the Ministry of Commerce for the record.

14pata from: Wal-Mart’s electric business started to have effectiveness with an 30% increase of net sales which first exceed
Amazon, GJSAY, 2014-05-07.

15 VIE mechanism is short forVariable Interest Entities, is a mechanism for avoiding which is derived from the
administrative constraints of the institutional barriers of foreign investment to telecommunications business in
the mainland(including the Internet and electricity business).The process is:(1) Overseas set up an offshore
company A controlled by foreign or domestic investors (listed company) (2) A sets up a foreign-owned
enterprises B in China, engaged in technical consulting and other non-restrictive industries. Through the way of
company B offering funds to company B (VIE agreement), A controls the company C which has the operating
license in the territory,indirectly entering the foreign limited industry. In June 2015, the Ministry of Industry
released the proportion of foreign equity restrictions on business class e-commerce (online data processing and
transaction processing business). The foreign ownership ratio can increase to 100%. This means that Amazon can
wholly operate e-commerce. With the system being open, VIE can gradually withdraw.
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Ali's three top shareholders are Japanese Softbank (holding 34.4%), the United States Yahoo
(holding 22.6%) and Ma Yun (holding 8.9%). Jingdong's three top shareholders are Tencent
(accounting for 21.25%), Liu Qiangdong (accounting for18.2%) and Wal-Mart (accounting
for10.8%)'6.The founders of two companies all use A / B shares voting structure, having
enough voting right which can control the board of directors through the partners holding B
shares!’.This means that Alibaba and Jingdong are foreign direct investment companies that
are deeply cultivated in Chinal8. They are Internet companies with their market in China, their
users in China, the profit mainly from China, the helmsmen from China, but also with foreign
holding and overseas listing. As China's largest online trading platform, although it enjoys tax
incentives for high-tech enterprises in China and its annual net profit is over 300 billion yuan, a
lot of incomes export to overseas.

Table 4 Revenue of Case Companies in 2015

Electric Business’ Annual Operating | The Proportion of
Annual Revenue Membership Fee | Income Electric Business’ Annual
Revenue
Wal-Mart 13.7 billion dollars 49 dollars 482 billion 2.84%
dollars
Amazon 107 billion dollars 99 dollars 88.988billi 1.20 times
on dollars

Note: Data from www.fortunechina.com

INVESTMENT LOCATION COMPARISON BETWEEN CASE ENTERPRISES

Different regions have cultural differences and different access to resources, so that their
building paths of regional brand will be different. But no matter what paths they choose, they
need to solve the logistics and platform issues, whose strategic core lies in logistics, consumer
finance and supply chain control. Case enterprises' overseas investment preferred countries
with close psychological and geographical distance. Southeast Asia's markets with a population
of 620 million people, the rapid development of the Internet and the potential for the
development of electric business have been greatly favored by the Chinese electric business
enterprises. But most areas lack transport and payment infrastructure, becoming fragmented
markets which are extremely difficult to tame. Thailand, as the region's most developed
country, due to its population of over 60 million, geographical proximity and many overseas
Chinese and Chinese, becomes the springboard of hitting the market for Chinese technology
giants. Amazon prefers Singapore and India whose economy is relatively small and who have
closer consumption and cultural habits with United States (close psychological distance).

16 Data from: documents submitted to US SEC by Alibaba and Jingdong respectively on May 6, 2016 and on 6
February,2017.

17 Also known as double-tier ownership structure. The company issues A and B two types of shares with different
voting rights to ensure that the founder and the management maintain sufficient control after the company is
listed. The enterprise issues A shares to external investors, 1 share 1 right; the management holds the B shares, 1
share N rights. But the two types of shares have the same dividends. B shares are not publicly traded but may be
converted into A shares at a ratio of 1: 1. In this way, even if the founder has only 1/3 of the B shares, he does not
worry about the loss of control. Liu Qiangdong only holds 18.2% stakes in Jingdong, but has 80.9% of the voting
rights. NYSE and NASDAQ are subject to the companies with such ownership structure. But stock exchanges in
London and Hong Kong refuse them because the structure is not conducive to protecting the interests of investors.
18According to international practice, foreign investment exceeding 10% of the shares is recognized as
international direct investment. The purpose of international direct investment is to obtain control of the target
company.
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In the regions with remote psychological and geographical distance, case enterprises preferred
North America, Dubai and other areas with good infrastructure. From 2007 to 2015, the
proportion of European population who do online shopping increased from 30% to 53%. UK
(81%), Denmark (79%), Luxembourg (78%), Germany (73%), the Netherlands (71%), Finland
(81%), Finland (71%), Finland (71%), Finland (71%) and Sweden (71%)are the most
enthusiastic countries with doing online shopping!®. The Netherlands with its high level of
industrialization, leading technology, universal education, multilingual citizens, high labor
skills, stable politics and economy, strong economic radiation to European inland, developed
logistics network is reviewed as "the best place for business in the world" by the Economist
Intelligence Department. In addition, the Netherlands has signed a wide range of tax treaties
(double tax exemption), allowing foreign investors to participate in shares, exempting the
withholding tax on remittance interest and royalties. It is a better place for tax avoidance in
transnational tax investment planning. The Netherlands is a loyal member of the European
Union, locates at the junction of the North Atlantic route and Continental Europe's channel to
the sea, with 170 million consumer population within a radius of 500 km, accounting for about
50% of the EU market, and is known as the "European gateway". When goods enter into the
Netherlands, they can be delivered to Western European inland within 4 to 48 hours.

THE COMPARION BETWEEN CASE ENTERPRISES' BUSINESS STRATEGY AND
INTERNATIONALIZATION PATH
For the rapid occupation of the market, the cross-border electric business enterprises try to
avoid weakness and seek to play their own advantages in the internationalization path.

19 Data from: Eurostat's survey report on online shopping people from 16 to 75 years old during 2007and 2015.
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Table 5 Wal-Mart's International Path and Strategic Objectives

2015: spent $ 760 million to wholly take over the
"No. 1 Shop".

2016/6 : merged "No. 1 shop" into Jingdong, in
exchange for145 million shares of Class A common
stock issued by Jingdong, for 5.9% stake (through
swap). later spent nearly $ 2 billion to increase the
holdings to 10.3%.

2016 : Wal-Mart's first cross-border shop in China -
the official flagship of “global buy” store entered
Jingdong; more than 20 Wal-Mart stores entered
Jingdong Imdada's 020 platform "daojia.Jd.com", in
which Dada is responsible for providing 2 hours'
delivery service.

2016/10: used 50 million US dollars to (equivalent to
336 million yuan) do strategic investment on
Jingdong's Imdada to integrate 020 business.

investment of equity
participation — adding
capital to increase
holding — full
acquisition, got access
to brand, website, APP
and its distribution
logistics of China "No. 1
shop" in Beijing and
Shanghai; And then sold
"No. 1 shop" to Jingdong
,becoming the third
largest shareholder of
Jingdong through the
way of swapping shares
— increasing holdings —
strategic investment;
sold self-run categories

Investmen Investment Behavior Review Period
tarea
The US 1996: built the website Walmart.com. Electric business started|21years
market 1997: went listed and raised $ 54 million. elarlyl, but developed
2000: divested Walmart. com, co-financed 100 slowly
million US dollars with Silicon Valley venture capital
to get independent operation.
2010: The Sam's Club launched an online mall 1. developed its own
which first used its own platform and then stopped. |Internet business
2014: built Sam's APP mobile client. platform and App
2015: In Shenzhen, introduced hypermarket's 020 mobile clle.nt.
"Shugoo"” platform, "Wal-Mart" mobile App, "quick 2 Self—bullt pl.atform
purchase service center” for customers' delivery business exp.erlence.d
from the store, mobile electronic payment tools, the the progres?lve t?stlng
likely unity of online and offline prices. path of Sam’s online
mall — supermarkets
020 shugoo.
2015/7: announced that the Sam's membership 1. copied the China's
shop settled in third-party platform - mode of “third-party
xiachufang.com. platform +self-run
2014: developed its own web search tool to improve |direct purchasing and
the conversion rate by 20%); bought search supply chain” in the
marketing software company Adchemy to optimize |United States.
the use of words. 2, Since 2014, payed
2016/9: used $ 3.3 billion in cash plus $ 300 million [Attention to data
in equity to buy the US local electric business digging, independently
company Jet.com developed search
engine tools, centralized
online and offline
consumption data, and
used large data to do
precise marketing.
Chinese 2012: increased the holdings of No. 1 shop20 to 51% |Through the 4years
market progressive equity

20 No.1 shop mainly based on East China and South China, focusing on operating household goods, groceries and
food category, with the advantages of owning specific categories and specific markets.
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in Jingdong, relied on
Jingdong platform and
strategically invested
Imdada and integrated
Jingdong 020 Logistics
to complete the last one
km distribution.

Cooperating with third-party electric company platform or logistics companies to effectively
dilute the cost of is the business model of network business's internationalization. Warlmart,
as the world's largest offline retail business, its distribution system penetrates into the major
cities in the United States, with 4,500 stores and 102 distribution centers and has capacity of
supply chain management and global procurement bargaining power. Although electric
business starts earlier, but it develops slowly. Electric business accounted for only 2.84% of
2015 operating income, much lower than the 1.2 times of the Amazon (see Table 4). A large
number of physical store customers have not yet converted into electric business customers, so
that online sales potential is huge. How to make the huge number of offline physical stores and
supply chain advantage work well online, and how to establish offline logistics and distribution
capabilities which match online transactions? In 2006, Wal-Mart built its electric business
channel, trying to switch to electric business, but soon giving up. On June 2011, it started
China's electric business trip, outsourced the "platform + local logistics"to Chinese enterprises.
From 2011 to 2012, Wal-Mart got all the resources of No.1 shop through the way of holding
equity — purchasing the majority of shares — the full acquisition. Wal-Mart sells its own
brands in No.1 shop, implementing the strategy of "third-party platform + self-owned
logistics”, trying to cooperate deeply with No.1 shop in the goods procurement and logistics.
But their online and offline categories are too different from consumer preferences: No.1 shop
focuses on female customers (accounting for 2/3), and its categories are about "hot mother"
(covering maternal and child supplies, home furnishings and small appliances) and "Beauty"
(covering beauty, department stores, fashion electronic products), mainly for major cities'
white-collar workers while Wal-Mart is mainly for high-income men. Although Wal-Mart's
directly selling products in No.1 shop can effectively expand the goods SKU, in short term, it is
difficult to support No.1 shop’s urban expansion demand in first- and second-tier cities,
because 80% of its more than 400 offline stores are distributed in second-,third- and fourth-
tier cities. The volume of "No. 1 shop"” (hundreds of SKU) is also difficult to support Wal-Mart
(millions of SKU) 020 closed-loop integration requirements. In order to speed up the
penetration of the Chinese market, Wal-Mart quickly adjusted its strategy. In 2016, it sold No.1
shop to the Chinese retail giant Jingdong and held 5.3% —10.5% stakes of Jingdong through the
process of exchanging equity and increasing capital. Jingdong has always been based in the
north. The acquisition of No. 1 shop is conducive to enriching the home supplies, food and
miscellaneous goods and to expanding its electric business territory of South China and Nouth
China. Wal-Mart and Jingdong'’s strategic cooperation is along the path evolving from linking
category with platform— capital injection - member marketing — food safety management —
brand marketing. Wal-Mart makes use of Jingdong’s platform operating capacity and regional
brand influence to quickly penetrate into the Chinese market and achieve the model leap of
"international logistics + local distribution + local platform + local payment". In 2016, Sam's
Club and Wal-Mart flagship store have been online of Jingdong. Wal-Mart strategicly invested
Jingdong's Imdada and improved its logistics and distribution chain, in order to enhance
China's last one km distribution efficiency. In Shenzhen, Wal-Mart also tested self-built 020
"Sugoo" platform, the ultimate goal of which is to master the initiative of "platform + payment
+ logistics".

It can be seen that Wal-Mart's investment in China has undergone a strategic shift from self-
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supporting to cooperation, from choosing small-scale electric company (No. 1 shop) to
choosing comprehensive leading electric company (Jingdong) to achieve cooperation. Wal-
Mart followed the path of holding shares—increasing capital and holding—full acquisition to
get business platform, brand and channel of "No. 1 shop". After the failure of integration,
through integrating brands—replacing equity—increasing capital and expanding shares, and
carrying out in-depth strategic cooperation with the Chinese retail giant Jingdong, which has
similar business model and an united one of logistics, payment, platform functions, Wal-Mart
effectively avoids the restrictive institutional barriers on China's foreign-funded enterprises
and the expansion scale of foreign-funded stores. Jingdong’s platform, service, and reputation
provide support for Wal-Mart's direct sales in China. At the same time, Wal-Mart deeply
involved in the transformation of Jingdong logistics system to optimize China's local
distribution capacity, so that "Chinese distribution" and Wal-Mart "international distribution”
can be effectively linked, an effective solution to the last one kg distribution problem. In 2015,
Wal-Mart will copy the model of "third-party platform + self-logistics + self-supply chain" in
the United States, with Sam's membership stores entering the kitchen market under third-
party platform. In 2016, Wal-Mart got the acquisition of the United States’ local electric
company jet.com?l.Wal-Mart integrates online shop with Jet electric business system to
achieve low cost and fast performance.

21 Jet.com set up only 1 year ago, with more than 100 million US dollars of operating income, more than 400
million customers and providing one day service to more than 50% of US households for free.
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Table 6 Alibaba's International Path and Strategic Objectives

Investme International investment behavior Objectives Period
nt area
Chinese [2009/8 : launched the Aliexpress platform. Built its own byears
market 12010/3 : invested 70 million yuan in Stars Express, holding ~|cross border
30% stakes. electric business
2007 : invested Best Logistics ; 2010/7 : Best Logistics got |[Platform.
the 70% of Xuntong Express’s shares.
2013/12 : invested Haier Electronics by 2.822 billion Hong
Kong dollars to build strategic partnership.
The US |2013/10: set up an overseas investment team led by Michael |Invested the lyear
market |Zeisser. Internet start-ups
2014/3 : invested $ 215 million in Tango (an instant to gain.the
messaging application company) potential source
o ] ) ) ) of growth.
2014: participated in the sports souvenir online retailer
Fanatics' new round financing of $ 170 million.
2014/5: Invested to hold 39% of ShopRunner’s stakes
(express service provider).
2014/8: injected 120 million US dollars to Kabam (video
game company)
2014/9: Alibaba went listed on the New York Stock|Got listed in the|2years
Exchange. Compared with the issue price of 68 US dollars, onUS market for
the first day the closing price of 93.89 US dollars rose 38.07%. |access to
2014/6: launched online boutique market site 11Main in the |0Verseas capital;
United States, aiming at the US online retail market. launched self-run
website to test US
retail market.
European|2015 : announced the expansion in Europe, setting up offices|1. established |2years
market |in Italy (Milan), Germany (Munich) and France (Paris). an office in
2016 : set up an office in the Netherlands (Amsterdam),Western Europe
focusing on promoting the Beilu Lu products in the Chinesefand cooperated
market [food, children's products, daily luxury goods]. with government
2016 : Ant Financial Services Group cooperated with BNP departments to
Paribas S.A., London Barclays PLC (BCS), UniCredit Bank and help SMES enter
SIX Payment Service. the Chinese
2016 : worked with Vodafone, a telecom operator, to set up arznarkelt{. d with
data center in Frankfurt and provide cloud computing services f'. wor el wit
with the German data center. pnancia .
Institutions in
Britian, France
and Italy to solve
the payment
problem and
expand Alipay's
global
application.
3. established the
European data
center in France
and Germany.
Southeas [2014/5: invested $ 249 million to acquire 10.35% stakes of |entered the 2years
tAsian  |Singapore Post. Southeast Asian
market |12016/4: invested $ 1 billion to acquire acquisition of market with
Southeast Asian electric company Lazada and got its Singapore|regarding India,
online store Redmart. This has been the largest foreign Thailand and
investment for Ma till now. Singapore as the
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2007 : founded the Indian Channel to help Indian companies
seek global buyers.

2008 : built strategic partnership with Infomedia, India's
largest B2B media company.

2014 : bought some shares of Indian Venture Company
PayTMz22 and Snapdeal's shares.

2016 : Negotiate the acquisition of one of India's largest
online trading platform Snapdeal?23.

cores. In India
and Singapore
with the
relatively good
infrastructure, it
mainly used the
way of "self-
building +holding

2016/11 : cooperated withThailand's largest consortium's
Chia Tai Group. Ant Financial Services Group invested Ascend
Money, starting from 7-11, to promote Alipay in Thailand.

2016/12 : Thailand's political and business delegation
reached a comprehensive cooperation agreement with Ali
[involving telecom business, small- and medium-sized
enterprise development, personnel training, logistics supply
chain, etc.], to help boost the development of Thai electric
business and build "Thailand 4.0" and "no cash community."

shares or the
acquisition of
competitors"” to
develop localized
platform;
participated in
the post company
to solve overseas
distribution
problems. In
Thailand with the
relatively weak
infrastructure,
signed with the
government,
relying on
government
resources to
deepen
cooperation; and
cooperated with
Thailand's
payment
company to
promote Alipay
applications.

the
Middle
East
market

2016: Ali cloud cooperated with Saudi data services provider
Detecon.

2015/12: Ali jointly set up YVOLV with Dubai Real Estate
Group Meraas.
2016/11: YVOLV built data centers in Dubai.

worked with
local real estate
giants or telecom
operators or data
service providers
to build data
centers in Dubai
in order to enter
the Middle East
market.

lyear

At the beginning, Alibaba was founded to serve as a global B2B website. In September 2014,
the company successfully listed on the NYSE in the United States, opening its
internationalization. Ali's strategy is "global purchasing, global selling." On the one hand, it

22 Paytm holds more than 70% of India's market share.

23 Snapdeal: founded in 2010, has received 627 million US dollars (2014) from Softbank, 500 million US dollars
(2015) from Softbank, Ali and Foxconn and others, 12 rounds of financing in total with total scale of $ 1.76 billion.
In India, the three giants Snapdeal, Flipkart and Amazon respectively accounted for 26%, 45% and 12% of the
market share.
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makes self-run platform Aliexpress?*to get through with Taobao background, then selling
Taobao goods overseas. On the other hand, it establishes Alibaba International Station and
makes the Chinese consumer market as a catalyst to attract overseas businessmen to enter and
meet the needs of Chinese consumers’ cross-border online

shoppinghttp://dict.youdao.com/w/cross-border%20online%?20shopping/javascript:void(0);.

Alibaba involves in the logistics, finance, electric business, brand, investment, cloud computing
and other fields to build a complete Ali zoology. Through the establishment of rookie network,
it cooperates with local postal and logistics suppliers to build loose network organization and
strategic cooperative relations; It has access to Macy's and other world retail giants and
finishes the acquisition of Southeast Asia's largest electric business company Lazada (2016),
and gradually develop into an international business platform. By investing venture companies
in Silicon Valley, Ali has gained complementary resources and potential growth sources. Its
Alibaba YunOS Auto named World Club Cup, using sports marketing to expand the brand
influence.lts Ant Financial Services Group invested Ascend Money(Thailand), SIX Payment
Service (Switzerland), K-Bank (South Korea Internet Bank), Paytm (Indian version of Alipay)
and other financial institutions and reached a strategic cooperation with the Lotte (Japan's
largest electric business platform), Stripe (American online payment company) and the Swiss
Global Blue (European tax rebate agencies) to expand Alipay's global application.At present,
Alibaba establishes data centers in Singapore and the Middle East, designing to build cloud
computing-based core competitiveness.Ali hopes to transplant the entire Ali ecology overseas,
so it pays attention to overseas high-level cooperation in the expansion?. It prefers to
cooperate with the government to use its social resources to increase brand recommendation
and supervision, promulgate customs clearance law and solve the problem of local payment.
For example, it signed a memorandum with government agencies of the United Kingdom,
France, Italy, to promote their local businesses to be online in Taobao and Tmall and use the
Chinese platform to enter the Chinese market. And it works with Singapore and Brazilian
postal companies to take advantage of local resources to improve customs clearance efficiency
and solve the delivery problem of front-end’s100 meters (import) and back-end’s 1 km
(export). In Russia, Alibaba mainly copies Chinese model, that is, Aliexpress cooperates with
the local mobile phone operators to develop APP services. In March 2015, Aliexpress with
Russia's four major mobile phone operators MTC, Megafon, Beeline and Tele2 launched mobile
phone bill payment service to facilitate online shopping for consumers outside Moscow and St.
Petersburg. In July, Russia's B2C electric business platform with annual turnover of more than
100 million US dollars collectively settled into Aliexpress.

As for different regional markets, Ali has different investment strategy. In Europe, Ali will be
positioned as a gateway for European companies to enter the Chinese market. As the emerging

24 Aliexpress: Alibaba in 2010 established Aliexpress, initially aiming at getting through with Taobao background,
then selling Taobao goods overseas. In 2012, it shifted the target market from the United States to Russia and
Brazil, in order to avoid the competition with Amazon, eBay in the main battlefield in the United States and
expand its influence on the countries along One Belt One Road, gradually becoming a platform with tens of
millions of goods. The number of daily visiting users of Aliexpress in Russia reaches to millions, 5 times ebay , 9
times the Amazon, becoming Russia and China's largest cross-border electricity business platform. In order to
solve the logistics problems, Aliexpress at first cooperated with the International Postal Union. But with the
business development, postal’s bottleneck highlighted. Then in France, Australia, Singapore, Italy and other
countries, Aliexpress signed a series of agreements with local governments and logistics suppliers to open up
cross-border logistics by using the local forces.

25In 2016, Ma proposed the eWTP (World Electronic Trading Platform) initiative at the G20 summit, was awarded
by the United Nations for senior official and red pass, and was responsible for building a global electric business
platform.
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market is complex and changeable, it is difficult for western multinational companies to enter,
who hope to rely on Ali ecology, get all-round service support from the transaction - payment
- finance — logistics and expand the Chinese market with low cost. From 2015 to 2016, Ali has
offices in Italy (Milan), Germany (Munich), France (Paris) and the Netherlands (Amsterdam),
and plans to upgrade the UK office in London's financial district to the European "strategic
center". Since 2011, Alibaba has launched 10 localized business platform in the world. By 2013
Alibaba has established online operation centers in Texas, Pennsylvania and Brazil; by
November 2016 it has set up more than 70 offices in China, India, Japan, South Korea, Europe
and the United States, operating in more than 200 Countries and regions. Ant Financial
Services Group cooperated with three European banks and a payment company to launch
online remote and APP payment business. By September 2016, nearly 100,000 businessmen
in 70 countries could use Alipay.

Table 7 Jingdong internationalization path and strategic objectives

Investme International investment behavior Objectives Perio
ntarea d
European|2015/02 : started Jingdong "French Pavilion"|established European direct |lyear
market |and set up overseas direct purchasing team. procurement system through

2015/11 : established Zitra Corporation with|the group procurement,
Otto Group (holding 50% shares respectively) setting up overseas joint
which  headquartered in Germany. Otto jg|ventures and other ways.
responsible for regional service (website
establishment and maintenance, operations, IT
system processing, payment, logistics, customer
service, etc.) to assist European and American
brands to enter China through Jingdong platform
(not the only).

Chinese |2016/6 : Warlmart emerged its "No. 1 shop" into [used Wal-Mart's global

market |the Jingdong, in exchange for 5% of Jingdong procurement system to

shares (swap) and then increased the holdings of [remedy the short board of

Jingdong shares from 5.9% to 10.3%. Jingdong supply chain.

2016/8 : Tencent increasd holdings of Jingdong |increased the advertising 2year

from 17.6% in 2014/5 to 21.25%. coverage in the Tencent news|s
client to get more traffic
entries.

2016/4 : China's largest logistics platform Self-building logistics system |10yea

"Dada" and Jingdong's fresh food 020 platform |~ upgrading cooperation — |rs
"Daojia.jd.com" merged to "Imdada", serving over [fully open (logistics

500 thousands of businessmen in more than 300 |branding), shifting logistics
cities and cooperating with more than 30,000 system from the cost center
supermarkets and drugs in 18 cities. Jingdong has|to profit center.

47% stakes in Imdada as its single largest
shareholder. 2016/10: Wal-Mart injected 336
million yuan to Imdada.

Jingdong’s overseas business started late. In 2015 it began international layout. In 2016,
Jingdong will upgrade import and export business sector to the marketing department and set
up a global team, responsible for attracting investment and purchasing directly overseas. It has
launched French Pavilion, South Korean Pavilion, Japanese Pavilion and other national
pavilions and pavilions with regional characteristics to attract Kao, Pigeon, Nissin, Shiseido,
Kose, Canon, Panasonic and other international brands to settle. Jingdong chooses Wal-Mart
and Tencent as partners. In the demand side, it places Jingdong ad into the Tencent news end,
making Jingdong has access to its huge user group. In the supply side, Wal-Mart's global direct
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purchasing capacity and supply chain system enrich the original product categories. In Europe,
Jingdong and the German electric giant Otto2¢set up a joint venture (2015). With Otto
resources, Jingdong introduces European brands rapidly to meet the needs of overseas
shopping for Chinese consumers. Otto changes from B2C to B2B, as grafting bridge between
China's electric business and the European brand.

Compared to the entity companies, overseas acquisition of electric business enterprises cost
less. For example, Ma's largest overseas acquisition cost $ 1 billion (2016, Lazada acquisition
case). But establishing infrastructure is costly. From 2016 to 2017, Amazon plans to invest $ 2
billion to build a logistics distribution center and upgrade the technical information system.

SERVICES OPENING PATH COMPARISON BETWEEN CASE ENTERPRISES

China and the United States are very different in logistics distribution model. The 2/3 of the
United States’ population concentrates in around 8 km range of Walmart, BestBuy and other
large supermarkets, which integrate logistics, payment and brand management and have their
own credit and settlement system and a strong supply chain. Every day trucks shuttle in the
major stores and timely distribute goods. Supermarkets entrust their own brand to factories
for processing, and are commissioned to sell others’ brand. The operation scale of China's
chain supermarket is much smaller. Although the consumption scale is huge, the geographical
dispersion needs to focus on cargo allocation and centralized declaration, in order to reduce
channel costs. Chinese supermarket’s gross margin is about 10% to 15%, net profit only 3% to
5%727. Supermarket’s self-built logistics will undoubtedly increase the picking and delivery
costs, and further squeeze profit margins. In China there is no successful stories about
supermarkets which transform to electric business and construct dual operation mode of
online and offline based on the supermarkets. Most of China's 020 enterprises are still in the
stage of burning money on distribution, aiming at cultivating user habits and forming a large
scale, and then transforming to be an entrance after the formation of consumer stickness,
linking with value-added, profit-based life services.

Wal-Mart has its own satellite positioning system, automatic ordering system, stable supply
chain, and a strong bargaining power because of the size of procurement. To expand the
economy of scale, Wal-Mart has opened the logistics system, allowing suppliers to pay for their
inventory management systems and distribution services (5% of the delivery fee), but the
suppliers must use the Wal-Mart’s bar code and do sorting and packaging under retail
requirements. This is conducive to sharing cost and speeding up the supplier's inventory
turnover. Opening logistics system makes logistics activities as a "profit source" for Wal-Mart,
with distribution costs less than 3% of sales, far below the competitors’ 4.5% to 5%?28.

Amazon is oriented by self-run B2C business and sets platform, logistics and shopping malls in
one, causing high operating costs. In 2006, Amazon opens its more than 64% of the platform

26 Otto Group: Otto Group, Hanjo Schneider as chairman, was founded in 1949, has ever been the leading authority
in the international mail order industry, and now involves in TV shopping, Internet retail and mobile business.It
has 123 enterprises and sets up five procurement offices in Dongguan, Shanghai, Qingdao and other cities with
business in more than 20 Countries and regions,being the world's largest retail channel operator, which provides
financial and third-party logistics services. Its Hermes Europe is a supply chain management service providers
(responsible for bilateral cross-border logistics), accounting for 25% of the European B2C and C2C express
market with logistics profit margin of 5%.

27 Source: what will Wal-Mart electric business eventually want to be? North Bay Suppliers, 2015-07-22.

28Data from: view Wal-Mart's business strategy from the financial management point.
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GMV and FBA 2°business to the platform enterprises. It makes use of its advantages of
warehousing and logistics, attracting a large number of businesses to enter, and ultimately
beating ebay who leads the C2C model. After opening the platform and logistics, Amazon's net
service revenue consists of four components: platform business commissions, agency fees
(AWC), logistics revenue (FBA) and Prime membership fees. Among them, FBA is the most
important source of profits.

Jingdong spent 10 years in investing the domestic construction of logistics system and now has
234 warehouses, 6756 distribution stations, billions of users and a online mall with whole
categories. In 2013, Jingdong established Qinglong platform, whose daily processing capacity is
up to 2 million, and which can support 10,000 users to operate online at the same time. In
February 2015, Jingdong started "French Pavilion", sent a delegation to do direct overseas
purchasing. Self-run logistics system and direct overseas purchasing are conducive to
eliminating the uncertainty of distribution and effectively controlling the supply quality, but it
has high operating costs and low gross margin.In order to amortize cost and get long tail effect,
in November 2016, Jingdong opened the three service systems of supply chain, express and
logistics cloud to the community and launched "211", "arrive in limited day", "distribute in
night " "Speed up" and other integrated services in the core cities. For the economies of scale3?,
Jingdong speeds up the layout of the warehouse network, transiting from the operator to the
platform service providers, logistics shifting from the cost center to the profit center.

As a platform business, logistics is Alibaba's largest short board. In order to solve the logistics
constraints, Ali has launched a large logistics plan (June 2010), Skynet plan (June 2011), and
established "China568" with logistics enterprises (logistics information service platform). In
September 2012, Taobao and Tmall piloted "Alibaba service station" to provide campus
express system solutions; set up "community service station" in more than 580 convenience
stores of Beijing, Shanghai, Hangzhou and other cities. In 2013, Alibaba announced the
establishment of the logistics division, started "China Smart Logistic Network” (CSN)
project3land set up rookie network (network plan) to strengthen the logistics infrastructure
construction. Alibaba invested
http://dict.youdao.com/w/eng/%e7%99%be%e4%b8%96%e7%89%a9%e6%b5%81%e6%
9c%8d%e5%8a%al/-keyfrom=dict.phrase.wordgroupBEST Logistics(2007),Stars Express
(2010),and Haier Electric (2013) by equity, and indirectly held News Express (2010), and
jointly developed logistics and distribution of appliances and large items of goods , installation
and other service standards with Haier Electric.Based on the "China568" and CSN, Ali gradually
builds the logistics system of "open platform + logistics integration"”, "self-building +
cooperation”, "online and offline integration" with the support of Internet of things and cloud
computing. Ali makes use of accumulated mass trading data to create a socialized fourth party
logistics integrator, which provides integrated solutions specifically for third-party logistics.
Jingdong and Amazon have their own logistics, massive users and all kinds of goods. Benefiting

29In 2006, Amazon opens FBA (Fullfillment By Amazon) and provides a package of logistics services including
warehousing, picking, packaging, distribution, collection and cargo return, which cover 44% of the population
within the surrounding 20 km and achieve the day up, then up to the next day up to. According to the GRP
(Consumer Intelligence Research Partner) ‘s study, by July 2016, more than 65% of sellers used Amazon's FBA
service, accounting for 42.1% of Amazon's orders.

30 That is, the more warehouse, the closer the goods from the consumer, the faster delivery, the lower cost.

31 on May 28, 2013, Alibaba and Intime Group, Fosun Group, Forchn Holdings, China Post, EMS, SF Express, TTK
Express,”3Ts and 1DA ”(STO, YTO,ZTO,YUNDA),ZJS,HTKY and other related financial institutions together
launched the CSN project, which is actually the supply chain integrator, or called the forth party logistrics(4PL),
responsible for the integration of technology, resources and capabilities to provide supply chain solutions.
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from the early accumulation of users, Jingdong imported 4 million bottles of red wine from
French winery under their first cooperation in 2014. Wal-Mart owns its developed supply
chain logistics, but the traditional logistics distributes along the path of manufacturers —
warehouses — supermarkets — consumers. Now it needs to comply with the requirements of
the development of electric business to re-build the integration system of manufacturers —
warehouse — consumers’ warehousing and distribution. When the traditional business model
and modern business model coexist, Wal-Mart faces a huge challenge as for how to get through
the two logistics chain. Alibaba’s relying on external alliance to build a logistics network is a
typical light-asset operation model. Formulating industry standards of logistics
equipment,operational processes and other aspects is the key to ensure efficient operation of
the alliance, but which also needs to solve who will monitor the service and how to coordinate
the interests of the parties and other problems.

Table 8 Comparison of Case Enterprise Services' Internationalization
Service internationalization Review

Warlmart [2015: At the Arkansas headquarters, Bentonville tests the attracted members and
service of “Walmart Pick-up Grocery”32, which is designed for [promoted member
low-temperature food." services. " Pick-up
2016 : promoted the Prime membership services in China.  |Grocery " is suitable for
open towns, not for
crowded and
concentrated Chinese
cities.

Amazon [Initial stage : outsourced domestic logistics to USPS and UPS, [platform mainly charges
international logistics to Fedex. membership fees, rental
fees, agency commission
and so on with efforts to
build high-tech
distribution capacity from
the logistics of
outsourcing — self- run

delivery — UAV
2011 : built its own express team in the UK, trying to solve  |{istribution.

the "last mile" distribution problem.
2013 : established UAV project.

2015 : promoted Amazon Flex's 2 hours arrival service in

2005 : introduced Prime member service to Gold Medal
users.

2007: launched a package of FBA services of "rental shop +
selling network flow + sub-warehouse leasing + packaging
and delivering for customers + collecting money" to the
platform businessmen

Seattle.
Jingdong 2013 : open FBA services to platform businessmen and Shifted from the self-run
partners. logistics — open FBA

service, and changed from
the platform provider to a
"platform + logistics"
service providers through
the "direct purchasing+
bonded logistics",
focusing on smart and
open logistics.

2015 : established the third national pavilion - Japan
Pavilion, following the French Pavilion, South Korea Pavilion,
made use of overseas direct purchasing to attract
international brands to settle and provided direct mail,
centralized distribution in bonded area and other integrated
logistics solutions for Jingdong's global customers.

2016 : established smart logistics open platform.

32 “Walmart Pick-up Grocery”: Warehouse and store are separated. 2 hours later after the consumer make orders
online , the customer can drive to Pick-up Grocery (similar to the gas station), input the name, order number and
click on t "pick up". 5 minutes later the warehouse staff will deliver the goods to the car.
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COMPARISON OF STRATEGIC TRANSFORMATION OF CASE ENTERPRISES

The electric business industry has fastest strategic evolution. Due to the differences of culture,
consumer habits, user stickness and others between countries, when there is a need for
overseas expansion, case companies rarely use self-run B2C model, but prefer to make use of
the local complementary resources, or build a complete B2B2C consumer service chain to help
local brands enter into other markets, or even they can radiate regional market by means of
geographical or policy advantages from the host country. Platform enterprises will face the two
major challenges from lacking of technology and lacking of talent reserve when they enter
overseas. Ali first appointed Michael Zeisser, former head of Liberty Media's Electric Business
Department, as president of the Investment Department; then appointed Jane Penner, former
spokesman of Google, as Vice President and Head of Investor Relation Department in order to
use his experience and contacts to develop the North American market. In 2015, Ali
successively appointed Amee Chande33, Rodrigo Cipriani Foresio as the Group's general
managers in the UK and Italy; appointed Terryvon Bibra34, Sebastien Badault3> as the office’s
general managers in Germany (Munich), France (Paris), who directly reported to the Group
CEO Mike Evans.

From the beginning, Amazon founder Jeff Bezos positioned the company as a technology
company. Amazon has an unique advantage in cloud computing, media, hardware equipment
and artificial intelligence and can use high tech to connect global resource platform in the role
evolution process from technology provider — logistics provider — retail electric business
provider. In 2015, electric business providers’ revenue accounted for 70% of the Group's total
revenue. Alibaba was positioned at the beginning as a website to serve the global B2B,
following the development path from platform — payment and consumer finance — logistics —
technology, and gradually expanding to cloud computing, big data, culture and entertainment,
020 and other fields. Taobao sells ads and data services to sellers; Tmall and Alibaba impose
membership fees, platform fees and advertising fees on the businessmen. Depending on the
consumer finance and financial management functions of payment wallet (Yu E Bao), Ali gets a
lot of cash flow and quickly puts it into advertising, logistics and other profitable activities. As a
result, although Ali is famous for fakes and the "low price competition”, relying on its
innovation in trade finance field, its profitability is still stronger than Amazon. In 2013,
Amazon's operating income and net profit were respectively Alibaba's 9. 36 times and 58. 24
times, but the sales profit margin is only 0. 37%, far below the Ali’s 45%.

In the 020 era, the offline layout of "store + shopping center + distribution warehouse" directly
relates to commodity inventory and logistics coverage. Wal-Mart owns huge offline resources,
increasingly paying attention to build an independent platform, improve the logistics system
and develop data digging. Wal-Mart’s massive consumer resources are enough to support its
precise marketing under the big data. For example, the proliferation of diaper consumption
means that baby carriage will also meet its sales climax. Wal-Mart can boost baby car suppliers
to increase production and efficiency and obtain low purchase price through strategic

33 Amee Chande: Former senior executive of Wal-Mart , aged 41, later worked as Director of Health and Health
Care Business in Tesco PLC.

34 Terryvon Bibra: former chief omni-channel retail officer of Karlstedt, Germany's largest chain department
stores; was responsible for Amazon's European business; served as the leader of all regional markets in Yahoo.

35 Sebastien Badault: one of the founders of Amazon France and Google France,being responsible for regional

business development.
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cooperation. Wal-Mart used five years to successfully carry out supermarket 020 platform
"Sugoo", the global flagship store, Sam's online shop and App in China; invested the Jingdong’s
“Imdada” logistics and planed to build the first shopping center by 600 million yuan in China.
"Genuine, safety, daily parity, courteous service" is Wal-Mart's brand concept. To strengthen
the quality control, Wal-Mart strictly enforces supply chain management, provides consulting
services for suppliers to help them improve processes and reduce overall costs and uses long-
term assets with suppliers to share costs together and improve asset efficiency. Wal-Mart's
inventory turnover period is 17 days, accounts payable turnover period is 62 days3¢, which
means Wal-Mart can take up the supplier's funds for 45 days for free. If the daily demand for
funds is 10 billion, it can get ample funds of 450 billion which can be invested flexibly in all
types of capital markets.

In China, Jingdong focuses on the physical market and meanwhile pays attention to group
buying, traveling and other virtual markets, expanding its business from the network mall to
the finance, intelligent hardware and online travel, for example, investing BitAuto in the
automotive field and Tuniu in tourism, gaining dividends from the growth of online travel
market. Jingdong cultivates NSNG through multi-channels, following the business development
path from chip — platform — cloud computing — super app — equity-based crowdfunding to
provide system solutions for entrepreneurs, completing the change from retail platform
provider — supply chain service provider — resource integrator. But JingDong is still an
electric business enterprise which deeply roots in the local market, adheres to the
development path of self-run logistics and overseas direct purchasing and focuses on creating
brand reputation.

Investing and acquiring host country's leading platforms, logistics companies and high-tech
start-ups to obtain the scarce technology and capacity are common tactics during the
internationalization of electric business enterprises. In 2013, Alibaba set up overseas
investment team, focusing on two types of investment: one is mobile applications with
potential power (mobile phones and services). Ali has successively invested Lyft3’ (taxi
application), Tango (chat application), Quixey38 (search engine), Peel (TV content sharing),
Kabam (mobile game development) and other Silicon Valley start-ups, deploying
communication applications, content sharing and online and offline lives. The other is logistics
and platform enterprises, aiming at attracting local brands to conduct online business and
building global distribution capabilities. Ali has successively invested in vertical business
platform 1stDibs (high-end luxury website) and Fanatics (sporting goods website); held shares
in Singapore Post, and built strategic cooperative partnership with postal sectors of Australia,
China and Brazil and the logistics enterprises of Russia, Japan, South Korea, the United
Kingdom, the United States, Australia and other countries. In Japan, Alibaba cooperated with

36 Cash turnover period = inventory turnover period (17 days) + accounts receivable turnover period (0 days) -
accounts payable turnover period (62 days) = - 45 days. This means that the supplier offers 45 days’ business
credit for free.

37 Lyft: a US privately held, traffic sharing network services company, headquartered in San Francisco. The
company launched P2P ride sharing App, with its business in 65 cities across the United States.

38 Quixey: Headquartered in Mountain View, California, developed the "Functional Search (App Search Engine)
technology that allows users to search across websites for the APP information of comment sites, blogs and social

media sites.
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Softbank in operating platform, in which Softbank was responsible for the funds, Ali provided
brand and member resources. Since 2016, Ali has started a strategic transformation, changing
into cloud providers through the layout of the global cloud computing infrastructure, and has
successively established data centers in Silicon Valley of the United States, Singapore, Hong
Kong, Dubai, France, Germany, Japan (planning) and Australia, with its "virtual machine + Data
center "covering more than 2. 3 million users in over 100 countries. During"double eleven"
period in September 2016, Ali for the first time operated cloud computing center designed and
built by itself to support 175 thousand times / second’s transaction volume.

As can be seen, cloud computing is the ultimate strategy for cross-border electric business
enterprises. Someone who owns the cloud infrastructure around the world will have the cloud
management service capabilities of electric business. Only by entrusting the overseas cloud
host to local or global cloud service providers can cross - border electric business enterprises
understand thoroughly into global business, and open overseas online markets instantly.

Table 9 Comparison of the Characteristics of Regional Markets in China

- Payment - Investment and
Platform Logistics Logistics cost .
channel finance costs
The The The
Self-runjthird (Self-runifthird |Self-runfthird |Low High |Low High

party party party
Amazon + + + + + +
Alibaba + + + + + +
Jingdong |+ + + + +
Wal-mart + + + + +

From the business model of four regional case enterprises in China, Alibaba's "platform +
payment + finance" model has an advantage. Platform enterprises operate "payment wallet",
utilize consumer finance (financial management) activities to absorb and invigorate the retail
funds, dominating the core factor "trade finance" and resulting in effective reduction of
investment and financing costs and acquisition of sufficient cash flow. During the“double
eleven” period in 2016, for the first time Tmall sold international famous products to Hong
Kong and Taiwan with providing local settlement, free shipping, local returns and other
services. In the supply chain management, Alibaba is mainly based on loose cooperative
organizations, taking "China market" as an incentive to absorb overseas brands into Ali
platform. As for the various brand sources and the difficulties of product control, counterfeit
goods or fake problems are serious. How to ensure the quality of supply and improve customs
clearance and distribution efficiency in this mode is the key. To solve overseas distribution
problems, on one hand, Ali built or rented overseas warehouse (mostly located in the free
trade area), making use of bonded logistics’ fast customs clearance to reduce the cost of
circulation; On the other hand, it cooperated with the local government, postal companies and
logistics enterprises to solve the last one kg distribution problem by using their relationship
resources and distribution capabilities. But the size and credibility of the partners is essential
to maintain the network’s stability and efficient operation, because the brand reputation will
be affected once the betrayal or political risk arises. JingDong and Amazon are "self-run supply
chain + self-run platform business " providers, which are responsible for providing all-round
services from sales of self-run goods — inventory management —logistics and distribution by
mainly using self-built channels and overseas direct purchasing approach, that is, it purchases
goods directly from suppliers, imports in batches under general trade, and then distributes the
goods through the JingDong logistics system. For the layout of all categories, JingDong builds
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overseas purchasing team or joint venture company and establishes a stable group purchasing
relationship with overseas brands. This mode is strong in quality control and helps to improve
the customer experience, but its operating costs and the requirements on financial
management and logistics control capacity are high with needs of enough cash flow. Due to its
huge network sales volume and the Group’s powerful procurement bargaining ability, it is
conducive to maintaining the price competitive advantage. Under proper management, with
the advantage of the procurement scale and logistics’ opening-up, through a reasonable
account management, effective absorption and occupation of suppliers’ funds, the enterprise
can get plenty of cash flow to fasten overseas investment and expansion.

China’s policy dividends produced by development of cross-border electric business and the
opening of retail enables China's electric retail giants to take a huge lead in the cross-border
development. Alibaba first stood on the Chinese market, attracted overseas retailers into Ali
platform through exchanging the market for resources and opened the "one-stop” service of
payment — distribution — marketing analysis and others. However, in the early stages of
development, the platform was weak in dealing with users’ supervision and legal punishment
and was lacking of effective regulatory and responding mechanisms for abnormal transaction
accounts and customers’ complaints. As a result, fake and shoddy products were popular,
which affected the international reputation of the Ali’s platform. In terms of platform
construction, Ali operates the platform together with local strong real estate or business giants
under the "its own brand + third-party funds" mode. In the choice of investment location, Ali
gradually expanded from Europe (Russia) = North America (USA) = South America (Brazil) —
Southeast Asia — the Middle East. In Europe, Ali used self-built“Aliexpress”to attract large
Russian retailers into the platform;worked with mobile phone operators to develop APP
payment services, so that Russia quickly became China's largest overseas electric business
market. In the United States, following the path from venture capital investment— going public
— testing boutique retail platform, Ali has successively invested dozens of start-ups in Silicon
Valley, taking use of the perfect capital market and innovative environment in the United States
to obtain the necessary overseas resources and funds. But it's difficult to capture the US
consumers because of bearing the "big fraud" charges. In Brazil, Ali translated the Aliexpress’s
pages into Portuguese. By July 2015, the Brazilian website’s page view had been over 12
million times, three times of Brazilian Ebay. In Southeast Asia, Ali mainly laid out in Singapore
and India by acquiring the local platform and payment wallet company, worked with local
channel partners or co-built to get local logistics operators and network customers, built the
operational capacity that can radiate the Southeast Asia and laid the foundation of displaying
Ali’s operational advantages on the platform. The time when Ali entered India is late (2014), so
it developed local platform which can adapt to the local needs mainly through the "self-
building + acquisition" approach. Ali invested Indian payment company Paytm (2015) to
obtain local payment channels and participated in the postal company to solve overseas
distribution problems. It can be seen that "Made in China" is still recognized by global
consumers. But overall, Ali’s overseas layout is still in the early stage. Ali platform is now the
main channel for overseas goods to enter the Chinese inland market. In China, Ali with its
industry monopoly status advocates diversification. Ali took a stake in YinTai to develop 020
business; held the shares of China Vision to get film and television copyright; invested Wasu to
enter the film and television industry and intelligent living room;entered Hengda football to
get sports marketing channels;invested Sina microblog and YOKU;purchased AutoNavi, UC,etc.
Ali has gradually penetrated into upstream and downstream of such industries as the finance,
entertainment, sports, navigation and other fields.

CONCLUSIONS
Case study shows that cross-border B2B2C business is more complicated than domestic B2C
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business because of involving customs, tax, credit, payment, logistics, warehousing and other
links, so it needs strong ability to integrate online and offline resources and build relationships.
It is difficult for small companies to support this complex technical requirements because of its
small size, low capacity of internationalized operation and shortage of fund. For this reason,
cross-border electric business leaders are mostly network retail giants, which trigger host
countries’ concerns about national security issues. Most countries have strict access
restrictions and security review systems for foreign Internet companies. Bypassing
institutional barriers is one of the motivation for electric business enterprises to got
internationalized. China's capital market is not yet fully open, lacking of QFII category, so that it
has an open-minded attitude to the new form of Internet and allows Alibaba which has foreign
capital holding structure to flourish in the country. It is very difficult to rely on single business
to get through all links as cross-border electric business has long business chain. And large
companies are limited by profit targets, leading to be relatively cautious in the innovation and
investment. Therefore, it is the best way to cooperate with start-ups with the growth potential
and the top electric business company in the host countries.

Electric business platforms mainly rely on price competition. It is undoubtedly a serious
challenge for platform enterprises to ensure both the low price and quality of goods and
distribution efficiency, which forces the platform enterprises to internationalize and establish
the network of production, exhibition, consumption (finance) and distribution network based
on global resource allocation. At present, China's cross-border retail electric business
companies mainly do import business. Ali's Tmall International attracts more overseas
businessmen. Wal-Mart enters Jingdong Mall and "No. 1 shop", aiming at the Chinese market.
While Wal-Mart and Amazon's reverse support for the Chinese sellers’ selling to the globe is
small. Until 2016, there has been 550-600 Chinese sellers in Wal-Mart and Amazon, and it have
regulation for the sellers: they must have the ability to deal with orders in the United States. On
the one hand, because domestic companies are lack of overseas delivery capacity and brand
influence, and do not have the basic conditions for overseas’ online. China's Internet companies
rely more on advertising revenue with the problems of occupancy, fighting for talents and
channels and other unfair competition. On the other hand, The threshold for the companies set
by platform enterprises in China is low. There is strong temptation of "China's major market
and local logistics". The Chinese market has developed into a certain stage and has its unique
ecological logic and oligopolistic competition. So leveraging is undoubtedly the best way to
avoid the acclimatized problem brought by self-built logistics and platform. Overseas
enterprises used Ali platform to enter the Chinese market, which greatly enriched the
consumer's purchase choices and reduced the price of imported goods. But at the same time it
squeezed the local enterprises, forcing the internationalization of domestic enterprises which
establish production base overseas, and then bring products back to China to reverse the
inferior position. Overseas investment and global operations will eventually lead to the
internationalization of quality control, channel and brand strategy .
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ABSTRACT

There is only limited research on the relation between the scale of operation of
organizations and their efficiency. Moreover, the research methods used are coarse.
The relation between scale of operation and strategic position has not been subject of
systematic research at all. In this article, a sophisticated, theory-based method is
developed to assess the relation between the scale of operation of organizations and
their efficiency and strategic position. The method is applied to the sector of housing
corporations in the Netherlands. Although the optimal scale of operation appears to be
larger for efficiency than for strategic position, housing corporations have grown far
beyond both optimal scales.

Keywords: scale, economy of scope, strategic position, resource dependency, non-profit
organizations

INTRODUCTION

About two decades ago, as a part of the quest for a more efficient delivery of public services,
Dutch non-profit organizations in sectors such as education, health care, and welfare services
started to merge extensively. These non-profit organizations deliver public goods and services
and are wholly or partially funded by the state. Dutch government officials and managers
considered the upscaling of activities as a means to improve their efficiency and strategic
position. It was expected to have a positive impact on the ratio between the production volume
and the resources used for production, and to strengthen the position of the organisation vis-a-
vis government bodies, private firms, and other non-profit organisations (Koolma & Van
Montfort, 2016).

As far as the efficiency of an organisation is concerned, the optimistic views of policy-makers
and managers on the benefits of up-scaling largely reflect classic theories in the field of
business administration (cf. Trautwein, 1990). The main argument states that large
organizations have access to indivisible equipment not available for small organizations; that
large-scale production makes task specialization possible; and that a large organization
enables diversification. Thus, upscaling would result in economies of scale and scope
(Mansfield, 1976; Dollery & Fleming, 2006). Classic theories do, however, also include the
notion of diseconomies of scale and scope. Large organizations that have surpassed a certain
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scale of operation may show higher marginal production costs because of the complexity of
coordination and management (Allan, 2003; Dollery & Fleming, 2006). Up to now, research has
failed to provide a reliable insight into the optimal scales of production and diversification.
Current research into economies of scale and scope is characterized by the arbitrary use of
output indicators or the neglect of intermediate and moderating variables (Boyne, 1992;
Byrnes & Dollery, 2002; King et al., 2004).

As far as the strategic position is concerned, the optimistic views of policy-makers and
managers on the positive relation between the scale of operation of an organization and its
strategic position reflect theoretical approaches that focus on the industrial environment of a
firm. Big firms are supposed to have more bargaining power towards suppliers and buyers and
to have more resources at their disposal to fight competitors or to prevent new firms from
entering the industry. They would also be less dependent on other organizations for
safeguarding resources that are important for their survival (Porter, Competitive Advantage,
1985). Whether a better access to resources is actually used for long-term survival is another
matter.

Given the limitations and shortcomings of current research, our aim was to develop a
sophisticated theory-based method for studying scale effects and to assess the usability of this
method in a particular sector. The method should take three different issues into account:
economies of scale, economies of scope and the relation between scale and strategic position.
Moreover, the method should avoid the methodological limitations of current research, using
analytical models that include appropriate moderating, intermediate, and output variables. To
this end, three theoretical models were developed, which are presented in the next section.

To assess the usability of the method, we conducted research in the sector of housing
corporations in the Netherlands. Dutch housing corporations are privately established non-
profit organizations entrusted with the public task to provide good quality housing accessible
for lower income groups. Over the past decades, housing corporations have been involved in a
steady process of merging. As a result, their number has decreased from 855 in 1985 (CFV,
2012) to 376 ultimo 2012. In this period, the average number of housing units per corporation
rose from 2.290 to 6.144. The biggest corporation owns more than 77.920 units.

The general question of our research question was how the scale of operation of a housing
corporation is related to its efficiency and strategic position.

THEORETICAL FRAMEWORK AND SPECIFIC RESEARCH QUESTIONS
A larger scale of operation may lead to higher efficiency through economies of scale and
economies of scope. Economies of scale mean that an increase in the quantity of produced
goods or services results in lower average production costs per good or service. Economies of
scope mean that the production of two or more different goods or services by one organization
entails lower costs than the production of each of these goods or services by separate
organizations (Dollery & Fleming, 2006; Bel, 2012).

Economies of scale

Returns to scale are the result of two opposing forces. On the one hand, a large scale of
operation may have several advantages. It implies that fixed production costs, for example the
costs that stem from the use of machinery or a plant, can be spread across a large number of
goods or services. Exploiting capital goods to their maximum results in low fixed production
costs per unit of output. Another advantage of a large scale of operation is that it facilitates the
specialization of labour (and possible other inputs) and thus increases productivity. A last
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advantage concerns the discounts that can be achieved on bulk-purchasing of inputs, resulting
in low variable costs per unit of output (Given, 1996; Dollery & Fleming, 2006).

On the other hand, there are also possible disadvantages. Higher production volumes imply an
increase in managerial efforts, for instance in the field of inventory control and human
resources management. At high production levels, the increase in managerial efforts can
exceed the benefits of the increase in production volume and thus contribute to higher variable
production costs per unit of output (Boyne, 1992; Allan, 2003; Dollery & Fleming, 2006).

It is, however, unclear whether there is one or a number of levels of production that display
maximum efficiency and, if so, at which level of production diseconomies occur. How the
opposing forces affect the returns of scale depends on characteristics of the production process
and on environmental circumstances (Boyne, 1992; Allan, 2003).

With respect to characteristics of the production process, the distinction between labour-
intensive and capital-intensive goods or services is relevant. In the case of labour-intensive
goods or services, a bigger volume of output generally requires a directly related larger
number of employees. Efficiency gains from spreading the costs of capital goods will be
relatively small. In contrast, when production volumes increase, the costs of managerial efforts
can rise sharply. This could mean that an organization that produces labour-intensive goods,
reaches its maximum efficiency at relatively small volumes of production. For capital-intensive
production processes, on the other hand, one would expect maximum efficiency to occur at
relatively large production volumes (Dollery & Fleming, 2006).

In the same vein, the environment can affect the returns on scale. Consider, for instance, the
density of customers in the working area of an organization. If there are many customers in the
area which is serviced by the organization, transport can be organized efficiently; and if an
increase in sales can be realized serving more customers in the same area, transport costs per
unit of output could even be reduced. In contrast, if customer density is low and an increase in
sales can only be realized by geographical extension of the service area, transport costs will be
relatively high, and marginal transport costs will tend to rise (Bel, 2012). All other conditions
being equal, in high customer density areas, maximum efficiency can be realized at smaller
production volumes than in low customer density areas.

The foregoing theoretical insights provide us with a conceptual model to represent the relation
between the scale of operation of an organization and the costs per unit of output of an
organization.

Figure 1 Relation between scale of operation and costs per unit of output, moderated by
production process and task environment

Costs per unit of
output

Scale of operation 7'y

Production Task
process environment

In our analysis of the performance of Dutch housing corporations, we assume that
characteristics of the production process are more or less the same for all corporations, as
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housing corporations are active in the same sector and engaged in the same type of service
delivery. So, in the analyses to perform, the production process will be treated as a constant.
The analyses will answer the following specific research questions: What are relevant units of
output and what varying characteristics of the task environment have to be taken into account?
How does the scale of operation relate to the average costs per unit of output, controlling for
relevant characteristics of the task environment?

Economies of scope

There is a large body of literature that suggests a positive relation between the size of an
organization and diversification. Large organizations tend to offer a bigger range of products
or services than small ones (Gort, 1962; Amey, 1964; Utton, 1977; Lichtenberg, 1992; Aw &
Batra, 1998). One of the economic rationales for diversification put forward is that it creates
economies of scope: the joint production of two or more different goods or services by one
organization can result in cost savings compared to a situation in which each good or service is
produced by a separate organization (Teece, 1980; Panzer & Willig, 1981; Dollery & Fleming,
2006).

The main source of economies of scope suggested in literature is the shared use of inputs in the
production of different outputs. If the shared production factor is imperfectly divisible,
redundant capacity in one production process can be used in another (Willig 1979). Know-how
represents a special type of input which, once acquired for one production process, can be
applied for free in another production process (Penrose 1959; Teece 1980). Scope economies
can also result from by-products of a production process and from situations where the output
of one process can serve as an input for another production process (Dollery & Fleming, 2006).

If the technical conditions for synergy are fulfilled, economies of scope will occur when the
governance costs of diversification are smaller than the costs of market transactions involving
capital goods, raw materials, information, and know-how (Teece, 1980). This also explains why
in multiproduct organizations, economies of scope sometimes do not materialize. It is up to the
management of an organization to exploit the possibilities for synergy, to make sure that
redundant capacity is actually used and that multi-applicable know-how is actually exploited to
the max.

In large complex organizations, this can be a hard job, especially when product divisions enjoy
a certain degree of autonomy. Management then faces increasing monitoring costs and has to
deal with division heads that seek preferential treatment from the corporate centre (Rawley &
Simcoe, 2010). Therefore, management and decision-making costs can rise to a level where
they exceed the costs of market transactions, while at the same time the organization is not
flexible enough to close down production lines or outsource the production of know-how
(Dass, 2000).

For the analyses of the relation between the scope of an organization and the production costs
per unit of output, it is necessary to take the characteristics of the production process and
relevant elements of the task environment into account, for the same reasons as for the
analyses of scale efficiencies. Moreover, it is clear that the average costs of a multiproduct
organizations are the result of both scale effects and scope effects.
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Figure 2 Relation between scale of operation and costs per unit of output, mediated by scope of
operation; the relation between scope and costs moderated by production process and task

environment
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Assuming that characteristics of the production process do not vary per corporation, in our
analyses of the performance of Dutch housing corporations in terms of efficiency, we will
address the following specific research questions about possible scope effects: How does the
scale of operation relate to the scope of operation? What are relevant units of output and
relevant characteristics of the task environment? How does the scope of operation relate to the
average costs per unit of output, if we control for the scale of operation and for relevant
characteristics of the task environment?

Strategic position

In order to survive, an organization must adapt to significant changes in its environment. To a
considerable extent, the adaptation to environmental changes takes place through the renewal
of the organization’s portfolio of products and services. Adaptation through portfolio renewal
requires a strong strategic position (Sparrow & Ringland, 2010; Ben-Menahem et al., 2013).

According to resource dependency theory, the strategic position of an organization is
determined by the degree in which the organization has access to resources that are essential
for its business success and survival. An organization has a stronger strategic position to the
extent that it is less dependent on other organizations for acquiring relevant resources
(Hilmann et al., 2009; Davis & Cobb, 2010). Of course, the relevant resources of an organization
vary depending on the production process, but roughly consist of three categories, namely
labor, capital, and land, whereby land can be considered as a specific kind of capital (Foley,
2003).

It can be assumed that organizations that operate on a large scale are less resource dependent
on other organizations than small-scale organizations. First, large-scale organizations are more
able to develop and produce relevant resources themselves. One can think of the development
of computerized administrative systems or specialized work tools and the production of useful
intermediates. Because of the substantial knowledge and skills that are present internally,
there is less need to obtain such resources from other organizations (Lankford & Parsa,
1999).
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Second, large-scale organizations have better possibilities to influence the decision-making of
legislative authorities and advisory boards. Due to their larger prestige, bigger power, and
higher societal importance, the interests of large-scale organizations are taken more into
account in the considerations of public decision-making bodies, which leads to more
favourable policies, rules, and arrangements for such organizations (Berger, Hertog & Park,
2016).

Third, large-scale organizations are more effective in negotiations with resource providers.
They can offer counterparts more compensation in exchange for resources and have a larger
number of employees who are specialized in successful bargaining (Mintzberg, 1983; Chae &
Heidhues, 2004).

Fourth, large-scale organizations are assumed to be more successful in using resources for the
renewal of supply portfolios. Large-scale organizations generally have a relatively high number
of specialists in the field of research and development who contribute to product and service
innovation (Mintzberg, 1983).

So, large-scale organizations are presumably better equipped to safeguard relevant resources
and utilize these resources for the renewal of supply portfolio’s than small-scale ones. There is,
however, probably a turning point at a certain scale of operation.

First, large organizations tend to diversify, and the larger an organization grows, the more
likely it is that it will gradually fall apart in a number of smaller, autonomous divisions that
must procure their own resources (Mintzberg, 1983). Second, if an organization is operating on
a too large scale, there is a risk of extensive bureaucratization or red tape (Bozeman & Scott,
1996; Feeney & DeHart-Davis, 2009). Both circumstances will restrict the organization’s
capacity to safeguard relevant resources and utilize these for product and service innovation.
Finally, there is also a risk that ambitious managers of big organizations start prestigious,
expensive projects that mainly serve as a means to gain personal power, prestige, and benefits,
neglecting the need for portfolio renewal (Williamson, 1964; Mueller, 1969; Rhoades, 1983).

Another theoretical assumption is that the degree in which the organization’s supply portfolio
is periodically renewed, not only depends on the access to relevant resources. There is
presumably also a direct relation between the scale of operation and the strategic position of
the organization (Damanpour, 1992; Camison-Zornoza et al. 2004).

A last theoretical assumption is that characteristics of the task environment moderates the
relation between the organization’s resource dependency and the periodic renewal of the
organization’s supply portfolio (Walker et al,, 2015).
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Figure 3 Relation between scale of operation and renewal of the supply portfolio, mediated by
the availability of relevant resources and moderated by production process and task

environment
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In line with the above model and assuming that characteristics of the production process do
not vary across the population of housing corporations, in our analyses of the strategic position
of Dutch housing corporations, we will address the following specific research questions: What
are relevant units of output to assess the renewal of the supply portfolio of housing
corporations? To what extent is there a relation between the scale of operation of a
corporation and the renewal of the corporation’s supply portfolio mediated by the
corporation’s access to relevant resources, if we control for scale of operation and
characteristics of the task environment?

DATA AND METHODOLOGICAL ISSUES
The specific research questions raised in the previous section have been answered by means of
quantitative analyses of data from a comprehensive dataset on the Dutch social housing sector.
The data were prepared to enable statistical testing of economies of scale, economies of scope,
and the relation between scale and strategic position. First, we discuss the way the data were
prepared for statistical analysis.

Data sources and preparation

The analyses were conducted on a comprehensive set of annual accounting data of the whole
population of Dutch housing corporations spanning a period from 2002 to 2012. The data were
collected and delivered by a state agency, namely the Central Housing Fund (CFV).
Environmental data on demographics and physical working circumstances were taken from
the site of Statistic Netherlands (CBS). Due to mergers, the population shrunk from 552 entities
in 2002 to 376 at the end of 2012.

Many attributes of the CFV database were converted to ratios in order to arithmetically
eliminate differences between the inputs from small and large corporations. For instance, the
input values of costs were divided by the number of rental housing units in stock of each
corporation. Doing so, the cost levels of small and large organizations became comparable.

The use of highly specified models with a lot of variables brings about the risk of
multicollinearity, which could result in the distortion of correlation coefficients and
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significance values (Field, 2013). For instance, the variables from the CBS database entail the
risk of multicollinearity, especially between the concentration of postal address, the population
share of non-western immigrants, and the share of welfare recipients. The risk was reduced to
an acceptable level by checks before and after analyses and, if necessary, the exclusion of
variables.

Linear regression analysis makes demands on the distribution of scores on the values of
variables. Although these demands are lower for independent variables, it was a problem that
the variable Scale of Operations, which was measured as the number of rental housing units in
stock, appeared to be extremely skewed to the right.

The distribution of the values within the population with many small corporations and a few
big and even fewer very big ones, would affect the reliability of the findings. Therefore, this
crucial variable was converted into a logarithmic scale.

Independent and dependent variables were tested on extremes and outliers: these were
removed. The justification for not selecting the whole population but skipping extremes and
outliers was that our aim was to find regular patterns in the relations between variables.

After the preparation, dependent variables were tested successfully on normality. Due to the
removal of observations the dataset was reduced. After this reduction, the dataset was still
large enough for a chance on significant findings.

The residuals of all linear regressions were assessed on normality and linearity by a visual
inspection of scatterplots, P-P plots and histograms. The test showed there was no need to
withdraw significant findings.

Cross-sections and time series

Economies of scale were analyzed using combinations of cross-sectional and longitudinal data.
These combinations are susceptible to autocorrelation or, in other words, serial correlation.
Regression analyses were checked for autocorrelation by the Durbin-Watson algorithm also in
compliance with common rules of thumb (Field, 2013:311). Without exclusion,
autocorrelations did not exceed thresholds of acceptability.

For the analyses of economies of scope and strategic position, the dataset was adapted and
converted into a new one. The cases were aggregated across time. The records from 2002 to
2012 were summed and converted into ratio’s. This was done because of the a-synchronism
between costs and results of investment and divestment projects. These projects usually
require more preparation time than the operations of housing exploitation. The aggregation
across time entailed the problem of an unstable population. The population of housing
corporations started with 552 organizations in 2002 and ended with 376 in 2012, due to
mergers in all interceding years. It was decided to join the predecessors to the 376
organizations that remained ultimo 2012, and to add the scores of predecessors to the ones of
the successors.

RESULTS
Economies of scale: operationalization and research findings
The main assumption concerning economies of scale is that costs depend on the scale of
operation. As argued before, research on economies of scale suggests a u-curve is to be
expected, resulting from two opposing effects, namely decreasing costs because of an extended
base for fixed costs and specialization, and increasing costs due to increasing managerial
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efforts.

Figure 4 Economies of scale: expected curve and trend lines to be tested
costs AN
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The resulting graph will not necessarily represent a symmetric curve. As the two opposing
trends are relevant, measurements were set up in order to find two straight line segments,
deflating to and inflating from a yet to be determined scale level. At this level, the costs are at a
minimum and efficiency, therefore, at an optimum.

Operationalization

The number of housing units in stock was taken as the measure for the variable Scale of
Operation. Costs were divided by the number of housing units in stock. There are three types of
costs: Operational Costs, Costs of Property Maintenance, and Financial Costs.

The turning points tested were located at 1000, 2500, 3500, 5000, 7500, 10000, and 20000
housing units. Previous research suggests that the number of 2500 housing units is a probable
optimum for efficiency (Veenstra, Koolma & Allers, 2017). Cloudt (2015) finds a maximum of
5000 for optimal service to clients. In the Dutch state regulation, 10000 units is a scale level
above which merger proposals are assessed more rigorously, because at higher scale levels, a
loss of efficiency and effectiveness is expected. Around these three scale levels, four more
levels were pinpointed.

Control variables

As stated before, some publications on scale effects suffer from under-specification. Apart from
scale or scope, costs may be related to characteristics of the task environment that influence
the complexity of operational processes (Figure 1). In the analyses, such characteristics should
be treated as control variables. The selection of control variables requires specific insight into
production processes of the industry under research.

Previous explorative research by Koolma (2008) with the 2002 sample of the data suggests
that there is a positive relation between operational costs on the one hand and the number of
contract turnovers and the number of houses assigned to low income tenants and aged people
(both in relation to the number of contract turnovers) on the other. The research by Koolma
(2008) also suggests that costs are positively related to the rate of urbanization
(operationalized as the concentration of postal addresses), as a high urbanization rate implies
a high population share of non-western immigrants and welfare recipients. These groups,
juveniles, and aged inhabitants are expected to put higher demands on social aspects of the
operations.
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It is also necessary to control for characteristics of the housing stock, because maintenance
costs are positively related to the age of construction, poor construction quality, floor surface,
and swampy soil. Single family houses involve higher maintenance costs than apartments. To
take these characteristics into account, the share of the housing stock built before World War 11
(aged construction), the share built between 1945 and 1960 (poor quality), the average floor
surface, the presence of swampy soil, and the share of single family houses were used as
control variables.

A number of these characteristics also have an impact on the financial costs. Due to redemption
schemes, aged housing stock is expected to be negatively related to financial costs. Single-
family houses and a high level of floor surface are indicators for more expensive production in
the past and therefore, higher financial costs in the present.

Lastly, we controlled for investments and divestments related to the housing stock, such as the
construction of new houses, the sale of existing stock, and the reconstruction or demolition of
existing stock. These activities are assumed to correlate positively to operational costs (more
activities), negatively to maintenance costs (smaller or better stock) and positively or
negatively to financial costs, depending on whether it concerns investments or divestments.

Research findings
The results of the analyses concerning economies of scale are presented in Table 1.

[Table 1; see at the end of this article]

Economies of scale up to a certain turning point would be represented by a combination of a
decreasing trend below the split level and an increasing trend above the split level. The
analyses showed that economies of scale only occurred with respect to Financial Costs up to a
level of 5000 units. The combination of a decreasing trend at the left panel and an increasing
trend at the right panel was only found in the results of the Financial Costs at 5000, 7500, and
20000 units.

Remarkably, Operational Costs and Maintenance Costs have positive signs both below and
above the split levels. This implies that are no scale advantages measurable. There are some
indications that the increasing trend of operational and maintenance costs turns into a flat
course at 10000 and 20000, suggesting a decreasing scale disadvantage. However, the
coefficients of the left panels do not decrease too, while shifting from 7500 to 10000 and from
10000 to 20000 units. So, the observations are not consistent, and therefore it is likely that the
flattening course in the right panels at 10000 and 20000 has to be attributed to a low number
of observations and a consequent loss of significance.

In sum, financial costs show economies of scale up to 5000 units. Total costs have no significant
relation to scale up to 5000 units, and show diseconomies of scale above that level.

We conclude this section on economies of scale with a comparison between the expected
curve, and the course of the trend lines of total costs at 5000 units. For the record, there was no
expectation about the scale level at which a trend change would occur. The contrast between
the expected course and the measured relation between scale of operation and costs is
illustrated in Figure 5.
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Figure 5 Economies of scale: expected curve and trend line found
total costs
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The dotted area at the left side of figure 5 represents non-significant findings. As stated before,
only increasing costs are found departing from the scale level of 5000 housing units in stock. A
scale dependent decreasing costs trend is absent, contrary to propositions and findings in
literature. A likely explanation is the presence of so-called pooled resources. For instance,
systems for the marketing and supply of houses are shared among corporations and charged
for a flat fee per housing unit in stock. Information and communication services are usually
delivered for flat fees too. Employees perform administrative tasks without expensive
equipment. So, small housing corporations are probably less faced by a disadvantageous ratio
between fixed costs and the number of contracts, clients and so on, than organizations in other
industries.

Economies of scope: operationalization and research findings

To assess whether economies of scope are present in the sector of Dutch housing corporations
two-stage analyses were carried out. First, we related the scope of corporations to scale.
Subsequent analyses concerned the relation between scope and costs.

Figure 6 Economies of scope in two stages: expected curves and trend lines to be tested
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A first assumption was that there is a positive relation between scale and scope up to a certain
scale level. Above that level an increase in scale does not affect the scope of an organization,
which is represented by the flat line segment at the right side of the first graph. A second
assumption was that scope and costs are associated in the form of a u-curve.

Operationalization
As in our analysis of economies of scale, Scale was measured by the natural logarithm of the
number of housing units in stock. Scope was measured by assessing the scores on the
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investment and divestment activities. These activities are additional to the common
exploitation activity (housing management).

There are five-types of production activities, namely the construction of rental houses, the
construction of houses for sale, the sale of houses from the rental exploitation stock, the
reconstruction of houses, and the demolition of houses. The measurement of scope was
dichotomized, where 0 represents no activity and 1 for an annual production of more than 1
housing unit. For each type, the dichotomous scores were summed across the 11 years. The
sums were corrected for fluctuations across years. The algorithm for this correction is the
mean divided by the standard deviation. As a consequence, the scope variable is independent
of the level of production. Otherwise scope would arithmetically correlate to the Costs variable.
The Costs variable is the operational costs divided by the number of housing units produced
and housing units reconstructed. The cost base differs from the one of economy of scale, where
the costs were divided by the number of housing units in rental exploitation. Scale split levels
to be tested were pinned at 1000, 2500, 3500, 500, 7500 and 10000. Due to the aggregation
across the years (see data preparation), the number of observations were roughly divided by
11. Above 20000 housing units the number of observations would be too low for significant
findings, so this turning point was omitted.

Control variables in the second stage of analysis

The selection of control variables for economies of scope was reduced to the ones that are
associated with the techno-physical aspects of building. Higher building density involves more
costs of production, so postal concentration is assumed to positively relate to costs, just like
swampy soil. Stock characteristics such as single-family houses share and average floor surface
are indicators for less effort in meeting present housing standards, so these variables are
expected to have a negative relation to costs. In contrast, aged property and poor building
quality imply more effort and higher costs. After testing for multicollinearity, the single-family
variable was dropped because of interference with the postal concentration variable.

Finally, economies of scope were controlled for the scale of operations. This was done in order
to establish to what extent scale autonomously influences operational costs per housing unit of
production, bypassing the mediating scope variable. Considering the persistent positive
relation between scale and operational costs in the previous section, an autonomous effect is
likely to occur.

Research findings
Our first analyses concerned the relation between scale and scope (panel A of Table 2).

[Table 2; see the end of this article]

The combination of a significant positive coefficient left of the split-level point and a non-
significant result at the right side was found at 5000, 7500, and 10000 units. At the 10000
level, the coefficient is decreasing compared to the other points, but it is still strong and
significant. This finding justifies the conclusion that scope is positively related to scale at least
up to a level of 10000 units of rental houses in stock.

The subsequent analyses showed a negative relation between scope and operational costs per
housing unit produced up to the scale level of 10000 units in stock (panel B of Table 2). So, an

increase of scope contributes to efficiency in the scale range from 0 to 10000 units.

Moreover, we found an increasing positive relation between the scale of operation and costs
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(panel B of Table 2). Remarkably, at the 10000-unit level, the impact of scale approximates the
impact of scope. The implication is that economies of scope are almost entirely neutralized by
diseconomies of scale. Although the lack of significance does not allow for conclusions, it
suggests that at levels over 10000 units, scale effects will neutralize or even outweigh scope
effects. In other words, if diversified corporations become larger than 10000 housing units,
marginal operational costs will increase.

In Figure 7, the expected curve and measured trend lines converge in the scale to scope graph.
In the scope to costs graph, it is undetermined whether an increase in scale above 10000 units
will cause an increase in costs. At the right side of the scope to costs graph, the expected curve
and measured trend line do not converge due to the lack of significant findings.

Figure 7 Economies of scope in two stages: expected curves and trend lines found
< 10000 units >

scope costs
1
'l
//l
VY 1 T
Vs 1
I
1
1
I
i i
] ]
—  expected 10000 units scale —  expected scope
measured e measured
not measurable not measurable

So, in the scale range from 0 to 10000 units, our research findings support the assumption of
economies of scope. Above that scale level, it was not possible to make assessments about
economies of scope. A likely explanation for the limits to economies of scope are found in the
production process. Supply of housing is bounded by a geographical span of control. Up-scaling
usually entails the use of more front-offices. Housing corporations are obliged by law to
negotiate and covenant with local authorities and tenant organizations. Furthermore, housing
markets are regionally specific. So, up-scaling will require splitting up staff and management.
Economies of scope originate from combining activities, while economies of scale from a
certain level require dividing activities in separate geographically bounded units. This
counteracting effect of scale on economies of scope is caused by the characteristics of the
production process of housing corporations.

Strategic position: operationalization and research findings

The relation between scale and strategic position was analyzed in two stages as well. First, we
looked at the relation between the scale of operation and the access housing corporations have
to resources. The second step concerned the analyses of the relation between the access to
resources and portfolio renewal. It showed whether the resources a corporation has at its
disposal are actually used for portfolio renewal.

Operationalization
As in the previous analyses, scale was operationalized as the natural logarithm of the number
of housing units in stock.

In reminiscence of Ricardo (1821), we distinguished between three classic production factors
labor, capital, and land. Labor was sub-divided into three categories: quantity, quality and
diversity. In order to obtain a measure for access to qualified personnel, the quantity of
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personnel was measured as the ratio of full time equivalents to the number of housing units in
stock. The scope variable was added as a proxy for the rate of diversification of the personnel.
The level of long-term debts per unit in stock represented the variable for access to capital. The
access to land was measured in terms of the acreage of bare building land rated to the number
of housing units in stock. Housing corporations have also acquired land that cannot be built on
for a certain period due to public law restrictions. This was conceived as a non-utilizable
resource, and excluded from the input of the regression models.

To measure the dependent variable, the degree of portfolio renewal, the number of rental
housing units built divided by the number of rental houses in stock was taken as a proxy.

Based on our discussion of the literature, we would expect positive relations between scale and
the access to resources, and between the access to resources and portfolio renewal, with
coefficients that become smaller and tend to zero above a certain level. Our test implied
regression analyses at different split levels.

Figure 8 Strategic position in two stages: expected curves and trend lines to be tested

resources ! portfolio !
' renewal ,
A A
S S
i/ i/
/ i
/’ | '/' |
s ! /., !
Y/ ! Y/ !
V4 | V4 |
1 1
1 1
I I
' '
1 1
| I
1 1
— expected scale — expected resources
- tested - tested

Scale split levels were located at 1000, 2500, 3500, 5000, 7500 and 10000. In the left graph, the
access to resources depends on scale up to a yet undetermined scale level. Above this level
scale dependency of resources disappears.

Control variables in the second stage of analyses

In the tests concerning the relation between the access to resources and portfolio renewal, a
number of control variables were used. Urbanization (postal concentration) and swampy soil
were assumed to complicate the construction of new houses. The higher the technical and
housing quality of the current portfolio, the less renewal of the portfolio was expected. These
three factors thus were assumed to negatively relate to portfolio renewal. The sale of rental
houses is a way to generate capital. Demolition of houses is a means to recreate land that is
suitable for building. Therefore, both variables represent intra-firm short cuts to resources,
and are likely to have a positive effect on the rate of renewal.

Finally, the relation between resources and portfolio renewal was controlled for the scale of
operations. The question was whether scale has an autonomous influence on the renewal of
the portfolio of rental housing, bypassing the intermediate variables representing the
resources. In an analysis of the 2002 dataset, Koolma (2008) found a dominant negative effect
of scale on the production of rental houses. Therefore, autonomous influence is likely to occur.

Research findings
The first question was whether the access to resources depends on the scale of operation. The
trend line pattern searched for is a positive coefficient in the range to the scale split and a
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coefficient approximating zero above the split level. Findings are presented in panel A of Table
3.

[Table 3; see the end of this article]

Only two of the personnel variables at some split-level points showed this pattern. The first
one is the relative amount of personnel. The turning point was found at the level of 7500
housing units. However, at lower split-level points observations diverged. For instance, above
2500 units the amount of personnel was significantly related to scale, suggesting that the
marginal increase in access to resources for large corporations is higher than for small
corporations.

With respect to the diversity of personnel, turning points were found at the split-levels of 5000,
7500, and 10000 units, where the 10000-unit level presented the best fit. Also with this
variable, the sequence of findings across the scale levels was not consistent. For instance, at the
1000, 2500, and 3500 a positive relation was found above the scale levels.

The analyses showed that the quality of personnel, capital costs, and land are resources that do
not have the relation to scale of operation as sought for. So, we proceeded to the next step with
the amount of personnel and the diversity of personnel (panel B of Table 3). At both sides of
the 7500 units level, the amount of personnel had no significant relation with the renewal of
the rental portfolio. The diversity of personnel showed a trend change from positively
significant to non-significant. However, the coefficient for the subset above 10000 units was
negative, and furthermore, the right-sided model exceeded acceptable levels of
multicollinearity. Therefore, a result can’t be stated.

In the second stage, the selected variables failed to present trend courses at all split levels
excluding 10000, which point had been dropped in advance. Only at the split level of 2500
units, both variables related significantly to the renewal of the rental portfolio. However, the
sign was negative for the amount of personnel. For the diversity of personnel, the relationship
was positive, but of less influence.

In our analyses, scope was used as a proxy for the diversity of personnel. Scale as control
variable even outweighed the positive effect of scope on the rate of portfolio renewal.
Considering this, we limited the analysis to the relation between Scale of Operation, Amount of
Personnel and Portfolio Renewal. The findings are presented as drawings in the next figure.

Figure 9 Strategic position in two stages: expected curves and trend lines found
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At 2500 units, the trend lines in the scale to amount of personnel graph look like the mirror
image of the expected curve. Up to 2500 units there is no significant relation between scale and
relative amount of personnel. Below 2500 units the access to personnel is independent from
scale of operation. Expected was scale dependency up to a certain, undetermined scale level.
Contrarily, scale dependency of the quantity of personnel was observed in the range above
2500 housing units. The larger the corporation the more access it has to personnel. This is a
first indicator for the strength of an organization’s strategic position.

In the right graph the question is whether access to resources leads to a higher level of
portfolio renewal. The expectation was that the increase in portfolio renewal would flatten out
above a certain, undetermined amount of personnel. Instead of a flat trend, a decreasing trend
was found, reading that the more personnel are employed the lower will be the level of
portfolio renewal. In terms of strategic position, scale gives access to more personnel;
however, this strategic advantage has a contrary effect on the rate of portfolio renewal.

Usually, a strong strategic position is associated with large-scale business operation. In our
analyses of the Dutch housing corporations, the findings were contrary to the expectations. For
small corporations up-scaling did not lead to better access to resources. Aforementioned, the
availability of pooled resources in the Dutch social housing sector has created circumstances in
which small organizations do not suffer a disadvantage due to their scale. The flat trend at all
splitting points for the resource Capital shows evidence for the effect of pooled resources.
Dutch housing corporations have shares in a mutual guarantee fund that provides equal access
to the capital market.

Furthermore, figure 9 suggests that larger corporations show over-collection with respect to
the amount of personnel. A likely explanation for the intriguing observation that more
personnel leads to less portfolio renewal is that resources in access are utilized for activities
that do not contribute to the cause and purpose of social housing. This is supported by the
observation that the management of commercial real estate is positively related to the amount
of personnel in the scale range from 2500 up (R = 0.246 p < 0.000). We hypothesize that these
activities consume managerial attention at the expense of portfolio renewal in social housing.

Dutch housing corporations have grown too big

One of the goals of our research was to obtain an integrated picture of the effects of the
upscaling of Dutch housing corporations, in terms of economies of scale, economies of scope
and strategic position. In perspective of our findings concerning optimal scales, how does the
composition of the population of Dutch housing corporations compare? First, the analyses
show that if the scale of operation surpasses 5000 housing units, diseconomies of scale occur.
Notwithstanding, ultimo 2012 35.4 % of the housing corporations were operating at a scale
level above 5000 units in stock. A closer look at the research data reveals that 72,5 % of the
housing corporations that merged in the period between 2002 and 2012 established a scale
level above 5000 units (CFV, 2012).

Second, the analyses show that there is a positive relation between diversification and
efficiency. However, the findings suggest that economies of scope are outweighed by
diseconomies of scale, once the 10000-unit level is reached. Notwithstanding, ultimo 2012
16.5 % of the housing corporations were operating at a scale level above 10000 units in stock.
A closer look reveals that 41.9 % of the housing corporations that have merged in the period
between 2002 and 2012 established a scale level above 10000 units (CFV, 2012). Since 2015,
merger proposals that establish scale levels above 10000 housing units are subject to more
scrutinized assessments by the state agency. It is not clear whether this new regulatory

Copyright © Society for Science and Education, United Kingdom 141



Koolma, R., Hulst, R., & Montfort, A. (2017). Are larger organizations more efficient and strategically stronger? A cross-sectional and longitudinal
research into Dutch housing corporations. Archives of Business Research, 5(12), 126-147.

practice will depart from the permissiveness of the period before 2015.

Third, our analyses show that there is no relation between the scale of operation and the
access to resources, with only one exception: from a scale of 2500 units up, corporations have
better access to personnel. However, this strategic advantage does not pay out, as it turns out
that there is a negative relation between the amount of personnel and portfolio renewal.
Nevertheless, ultimo 2012 53.4 % of the housing corporations were operating at a scale level
above 2500 units and 89,7 % of the housing corporations that have merged in the period
between 2002 and 2012 established a scale level above 2500 units.

While optimal scale levels differ, depending on whether one looks at efficiency or strategic
position, the overall picture is that a substantial part of the Dutch housing corporations
operates on disadvantageous scale levels, a part that has increased by merger decisions. One
can hypothesize about the reasons for managers to engage in mergers that do not contribute to
the efficiency or long-term survival of their organization. The literature offers possible
explanations (cf. Williamson, 1964; Mueller, 1969; Rhoades, 1983). However, it would require
detailed event studies to make positive statements about which of these explanations holds.
Our research provides insufficient basis for that.

DISCUSSION
The aim of our endeavour was to contribute to the theoretical and practical debate on the
effects of increasing the scale of organizations. Two issues were at stake.

First, so far, research and analyses have focussed on the relation between the scale of
organizations and their efficiency, largely neglecting the relation between scale, scope, and
strategic position. From a practical perspective this is unsatisfactory, because decisions about
organizational scale, mergers or breaking up large organizations, should not only take into
account short term costs, but also the advantage of combining activities and the impact on
long-term survival.

Second, research and analyses on scale effects tend to they take a limited number of variables
into account and sometimes resort to simple measures for output. In this article, we have tried
to address both issues: to develop a sophisticated method to analyse the effects of scale in
terms of both efficiency and strategic position of an organization. We applied this method to a
specific case to assess its usability.

Developing a sophisticated method, the basic assumption was that to attribute scale effects to
the role of fixed capital goods, specialization, and management and coordination - being
factors that the theory holds responsible for economies and diseconomies of scale - it is
necessary to take into account the characteristics of the production process and the task
environment of an organization. This requires a thorough knowledge of the sector in which an
organization operates. Applying our method to the sector of Dutch housing corporations, we
selected a series of control variables, largely based on previous research concerning the cost
structure of a corporation’s operations. Whether the analyses carried out provide a valid
picture of the relation between scale, efficiency, and strategic position depends on the
adequacy of this selection.

Our analyses showed that we selected relevant control variables. For instance, controlling for
characteristics of the task environment, the contribution of the scale variable to the
explanation of the variance of operational costs decreased from 4.8% to 2.1% above the 5000
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units turning point. Simple bivariate models or isolated event studies would exaggerate the
effect of scale on efficiency in this case. Our method appeared therefore useful to determine
scale effects in terms of efficiency and strategic position.

The research findings obtained by applying the proposed method are relevant from a practical
perspective. They show that the optimal scale of an organization in the Dutch housing sector
differs depending on which criterion is used. When economies of scale are concerned, turning
points are located at 5000 housing units in stock. From the viewpoint of economies of scope,
the optimum level is at 10000 housing units. Remarkably, the optimum for strategic position is
found at 2500 units in stock.

So, the choice of an optimum for scale of operation will depend on the question which criterion
is prevalent. There is no reason to assume that optimal scales in other industries simply
coincide. It shows that the choice of scale is not a straight forward problem and requires a
sophisticated approach.

Our research also produced findings that are theoretically relevant. The economy of scale
literature assumes a u-curve with a range of economies of scale turning to diseconomies of
scale (Boyne, 1992; Allan, 2003; Dollery & Fleming, 2006). Economies of scale are absent in the
Dutch social housing sector. This finding can be explained by the effect of pooled resources.
Pooled resources are available when organizations establish co-operation. In the literature, the
phenomenon of co-operation between business firms and the use of pooled resources is
acknowledged and subject of research (Brandenburger & Nalebuff, 1996; Padula & Dagnino,
2007; Thomason et al. 2013). Our findings suggest that in non-profit sectors specific forms of
pooled resources may be present, such as capital funds the organizations have access to. Also,
in non-profit sectors pooled resources may play a more prominent role because of a lower
degree of competition, government regulation and the presence of strong branch
organisations. All in all, the role of pooled resources in issues of scale and efficiency of non-
profit organisations would be a relevant line of further investigation.

Economies of scope appear to be counterbalanced by diseconomies of scale. Apart from the
general explanation of rising costs of management and coordination, the findings concerning
the Dutch housing sector suggest that other explanations may be valid. One is that
diseconomies of scale result from the need to set up separate production or service centres to
deal with a bounded geographical span of control. If that is the case, diseconomies of scale may
neutralize economies of scope at relatively small organizational scales. This is a phenomenon
which is likely to occur in more industries with a land-bound service. It underlines the need to
have a thorough knowledge of the sector under research.

Finally, as strategic position is concerned, the trends found are wholly contrary to theoretical
expectations, which can at least partially be explained by the presence of pooled resources
discussed above. The other contrary finding is that the larger the amount of personnel the
lower the rate of portfolio renewal. We attribute this finding to the over-collection of resources
(cf. Penrose 1959). Excess resources are used for side-line activities that distract managerial
attention from the renewal of the core portfolio. We assume that over-collection of resources
will occur in other non-profit sectors too, when strategic objectives are shifted to commercial
activities. This would justify further research into the role of government, as many non-profit
organisations are active in sectors where government regulation and oversight are more
prominent than in most business sectors.
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Table 1 Economies of scale: research findings

Number of housing
units in stock 1000 2500 3500 7500 10000 20000
Depent varaobles below above below above below above below above below above below above below above

024 ** #1024 * 017 ** | 023 * 017 ** | 023 * 019 * [ 02 * 01 * |02 * 00 02 * 00
Operational costs 4 * 0.169 * 5 * 5 * 6 * 5 * 7 * 6 * 32 % 50 * 36 * 45 59 * 27
Costs of | 0.09 * | 015 * 047 ** [ 012 ** 014 ** | 013 * 009 * [ 01 * 00 * |01 * 00 01 * 00
maintenance 2 * 0149 * 2 g * 5 5 ¢+ g * 3 *| 60 * 90 * | 65 * 40 77 % 07

0.12 - o= | 0.02 0.00 0.04 0.02 007 011 ¢ [ 01 ¢ 00 01 ¢ 00 01 ¢ o1 ¢
Financial costs 7 % 0148 * 0 5 2 8 1w 0 *| 3 * 6 *| 35 * 80 27 % 74 0+

0.10 0.07 0.08 0.02 0.08 0.03 010 * | 0.0 0.0 0.0 0.0 00 * 01
Total costs 8 * 0017 9 1= 6 4 ™ 1 3 * | 27 77 29 33 58 * 76 *

113 121 102 236 62 254 281 16
n (total costs) 460 2107 8 1429 1357 0 1951 8 7 2 8 431 6 3
independent Scale of operations (log), standardized coefficient flagged for
significance *** p<0.001 ** p<0.01 * p<0.05
Table 2: Economies of scope in two stages: research findings
Number of
housing units
in stock 1000 2500 3500 5000 7500
2A First stage below above below  above | Below above | below above | below above | below above
Depedent
Scope
* * * * * * *
Independent 04 * 03 * 05 * 0.2 0.6 * 0.1 0.6 * 0.1 0.6 * 0.1 05 * 0.1
Scale (log) 79 * 98 * 77 * 01 *| 43 * 98 *| 16 * 54 07 * 34 79 * 03
2B Second
stage
Dependent
Operational
costsper
housing unit
produced
*
Independent 0.2 02 * 03 * 0.2 0.2 02 *| 0.2 0.2 0.2 0.3 02 , 0.0
Scope 60 54 * 03 * 24 87 25 26 16 41 38 60 35
Control
variable Scale -
of operations 0.0 02 * 0.0 0.1 0.1 0.2 0.1 0.2 0.1 0.0 0.2 0.0
(log) # 83 75 * 80 83 65 81 *| 72 29 55 38 03 * 02
n
(observations) 53 232 126 159 153 132 201 84 234 51 252 33
Standardized coefficient flagged for significance *** p<0.001 **
p<0.01 * p<0.05
# Other control variables are not presented
in this table
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Table 3 Strategic position in two stages: research findings

Number of
housing units in
stock 1000 3500 5000 7500 10000
3A First stage below above below above below above below above below above below above
Independent
Scale (log)
5 Dependents
variables in bi-
variate tests
Quality of 0.09 0.1 0.1 0.1 0.1 0.0 0.1 0.04 01 * 0.01 0.1 0.2
personnel 1 64 * 23 00 15 60 69 * 9 80 * 7 57 * 34
_ * * * * * _
Amount of 0.16 04 * 0.1 02 * |02 * 02 * |03 * 016 04 * 0.04 04 * 01
personnel 8 11 * 89 81 * 75 * 72 * 58 * 6 07 * 9 45 * 27
* * * * * * _
Diversity of 0.30 03 * 03 * 02 * |04 * 01 04 * 0.17 04 * 0.13 04 * 00
personnel 5 69 * 64 * 15 * 62 * 94 * 72 * 1 57 * 4 24 * 72
0.30 0.0 0.0 0.1 0.0 0.0 0.0 0.03 0.0 0.12 0.0 0.2
Capital 9 36 25 17 47 74 36 4 03 4 16 26
0.26 0.0 0.0 0.0 0.0 0.0 0.0 0.04 0.0 0.00 0.0 0.1
Land 8 06 31 57 17 78 53 0 31 2 10 25
3B Second stage
Dependent
Renewal of
rental housing
portfolio
5 Independent
variables
Quality of 0.16 0.0 0.1 0.0 0.1 0.0 0.1 0.10 0.0 0.13 0.0 0.2
personnel 3 79 49 27 84 05 03 1 90 3 89 97
Amount of 0.20 0.1 0.0 02 * | 0.0 0.1 0.1 0.16 0.1 0.24 0.1 0.3
personnel 4 62 * 25 39 * 78 72 31 5 19 7 42 * 66
Diversity of 0.49 0.1 0.2 0.1 0.2 0.1 0.1 0.16 0.1 0.25 01 * 01
personnel 5 49 38 * 74 * 05 * 70 95 * 0 83 * 1 83 * 96
* * * * * * * *
0.26 04 * 05 * 03 * |05 * 03 * |04 * 024 04 * 022 04 * 00
Capital 2 17 * 54 * 12 * 16 * 24 * 80 * 7 *| 57 * 4 36 * 26
0.15 0.0 0.0 0.0 0.0 0.0 0.0 0.00 0.0 0.10 0.0 0.2
Land 8 31 82 23 33 13 64 1 77 2 43 01
Control variable
Scale of - - - - - - - - - - - -
operations (log) | 0.16 0,1 0.0 0.1 0.0 0.1 0.0 0.32 *| 0.0 0.39 0.0 0.0
# 7 71 * 36 87 28 88 68 3 *| 54 9 66 77
n (observations) 26 235 95 166 119 142 167 94 201 60 224 37

Standardized coefficient flagged for significance

p<0.001 ** p<0.01 * p<0.05

# Other control variables are not

presented in this table

* Kk
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ABSTRACT

The Environmental Kuznets Curve (ECK) analyses the relationship between economic
growth and environmental deterioration. The traditional view that that economic
development and environmental quality are contradictory objectives reflects a pure
scale effect and does not take into account technological developments. the ECK
hypothesis suppose that once economies reach a certain level of development (turning
point), environmental degradation tends to decline due to the use of more strict
application of environmental rules and increasing public awareness of environmental
issues The aim of this paper is to estimate an environmental Kuznets curve for the
Moroccan economy. The objective is to investigate its existence and calculate its
turning point. The empirical findings show that the Moroccan economy would observe
a reversal of its CO2 emissions by 2040. At this point of time, the real GDP per capita
would reach 7800 dollars.

Keywords: Environmental Kuznets Curve, pollution, CO2, turning point, environment,
growth.

INTRODUCTION
The 1980s were characterized by the emergence of the sustainable development concept,
which stressed the need to review development strategies in order to ensure the sustainability
of economic growth for both present and future generations. As a result, development is no
longer necessarily harmful to the environment, and poverty reduction becomes compatible
with environmental protection.

Based on this idea, Grossman and Krueger (1991) introduced the concept of Environmental
Kuznets Curve (EKC) in their study of the impact of the American Free Trade Agreements
(NAFTA). They have shown that the increase in growth makes it possible to improve the
quality of the environment in Mexico rather than to reduce it.

The Environmental Kuznets Curve analyzes the impact of economic growth on environmental
degradation based on the same principle as the original Kuznets curve which postulated the
existence of an inverted U-shaped relationship between the level of inequality and economic
growth. Economic growth initially creates inequalities, but as economic growth accelerates, the
level of inequality tended to decline over time.
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Figure 1: the original Kuznets Curve
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This concept has been taken up by development economists to highlight the link between
environmental degradation and economic growth.

The traditional view that economic development and environmental quality are contradictory
objectives reflects a pure scale effect and does not take into account technological
developments. In other terms, if there were no changes in the structure of production,

economic growth would inevitably lead to a proportional increase in pollution (Panayotou,
1993).

Proponents of the ECK hypothesis argue that once economies reach a certain level of
development, environmental degradation tends to decline due to the use of more strict

application of environmental rules and increasing public awareness of environmental issues.

Figure 2: Environmental Kuznets Curve (ECK)
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The ECK was popularized by the 1992 World Development Report of the World Bank, based on
the work of Shafik (1994). According this study, the view that more economic activity
inevitably degrades environment is based on static assumptions about technology and
environmental investments. In the same way, Beckerman (1992) argues that while economic
growth generally leads to environmental degradation in the early stages of the process, at the
end it is the best and probably the only way to improve the quality of the environment in most
countries.

Arrow et al. (1995) criticized this approach because it assumes that there is no impact of
environmental damage on production as long as growth is considered as an exogenous
variable. The idea is that environmental degradation does not reduce economic activity
sufficiently to stop the growth process and that any irreversibility is not too severe to reduce
the level of future income.
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Shafik (1994) estimated an EKC based on ten indicators of pollution through three different
functional forms. In terms of results, the lack of drinking water and the lack of urban sanitation
have been reduced uniformly with the increase in incomes. Also, the concentration of air
pollutants decreased with the increase in income with a turning point between 3000$ and
4000% per capita. However, indicators of deforestation, and river water quality showed no
signs of reversal and worsened with increasing income.

Selden and Song (1994) estimated a CKE for four pollutant gases: SO2, NOx, SPM, and CO. The
study concerned mainly developed countries. The estimated turning points were all very high
compared to previous studies: SO2, 10391$; NOx, 13383$; SPM, 12,275% and CO, 7,1145$.

The authors concluded that in the early stages of economic development, the industrial fabric
tends to concentrate in a small number of cities with a very large population density. However,
it is quite the reverse that occurs during the advanced stages of the development process
leading to an improvement in environment quality. Stern et al. 1996 criticized these findings by
arguing that it is quite possible that ambient concentrations will tend to decline as income
increases, even though total national emissions are increasing.

The objective of this paper is to estimate an environmental Kuznets curve for the Moroccan
economy. First, we present the methodology adopted for estimating the EKC, and then analyze
the obtained results for the Moroccan case.

METHODOLOGY
Estimations of the EKC, in particular Shafik (1994), use a quadratic functions where
endogenous variable are pollution indicators and the exogenous variable is the per capita
income level, often considered in logarithm. Thus, the standard formulation of the EKC is given
by:
INE; = Bo + P1InY; + B, (InYV,)? + &

With E; an indicator of environmental quality or emission of pollution per capita, ¥; the per
capita income and ¢, is an error term.

Figure 3: the turning point of the EKC
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The turning point, i.e the level of income for which the degradation of the environment is at a
maximum level. The general form of a second-degree polynomial is given by:

y = Bo + B1x + Box?

To reach a maximum, the first derivative of y must be equal to 0, we have:
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dy _ . v B
dx—ﬁ1+2ﬁ2x =0, Thus: x =%,

x* is positive (maximum) as long as 3, (the second derivative with respect to x) is less than 0.
If the estimate is made in logarithm, then the expression of the turning point is given by:

x* = exp <;—§21)

It is obvious that this equation is quite simplistic as other omitted variables are important to
explain the level of emissions. For example, Harbaugh et al. (2002) reviewed and updated the
data from Grossman and Krueger (1991) and found that the turning points for the different
pollutants were sensitive to both sample changes and econometric specifications.

ESTIMATIONS AND RESULTS
The data used in this study are from the World Bank database. The used variables are per
capita CO2Z emission (in kiloton) and real GDP per capita (in constant 2010 US dollars). The
data cover the period from 1966 to 2014 and are expressed as logarithm. It should be noted
that we have not tested other types of environmental indicators because of the unavailability of
data over a long period of time.

Figure 4: Evolution of CO2 /cap emissions (in kt) in Morocco between 1966 and 2014
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Figure 5: evolution of real GDP/capita (2010 constant US dollar) in Morocco between 1966 and
2011
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The model can be expressed as follow:
InE, = —39.03 + 11.29[nY, — 0.63(InY,)? + &

To ensure the robustness of our estimation we conducted a variety of tests such as t-statistic
for coefficients significance, normality of residual (Jarque-Bera test), stability of the coefficients
(Cusum test an) and the autocorrelation test of residuals (Durbin-Watson test). See the
appendix for more details about estimations

Figure 6: CO2 emission and adjusted CO2
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Concerning the turning point we have:
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11.12
2x0.63

X" = exp (;—[[:21) Donc x* = exp(

) = exp(8.96) ~ 7800

Thus the turning point of the CO2 emission in Morocco should be reached when the real GDP
per capita would be around 7800 US dollars (in real 2010 dollar).

Assuming that the real growth of Moroccan GDP is 4.5 on average, and knowing that the real
GDP per cap of 2014 is 2546 dollars?, one can write:

2546(1,045)™ = 7800 son = 25,5

Thus the turning point should be reached in 2040. This result is in line with the turning points
found in the empirical literature and which are generally between 6000 and 13000 §,
depending on the pollution indicators used and the adopted econometric approaches.

CONCLUSION
The objective of this work was to estimate an environmental Kuznets curve for the Moroccan
economy and to find the turning point from which environmental degradation should begin to
decrease. The empirical results have proved the existence of a quadratic environmental
Kuznets curve with a turning point of 7800%$ (constant US 2010 dollars) per capita. This level of
income should be reached by 2040.

Although the result is in line with the empirical literature, it is necessary to test the relevance
of this approach for different types of pollution indicators as well as using other econometric
methodologies to ensure the robustness of the obtained results.
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APPENDIX
Estimation Details
Dependent Variable: LCO2
Method: Least Squares
Date: 10/30/17 Time: 14:24
Sample: 1966 2014
Included observations: 49
Variable Coefficient Std. Error t-Statistic Prob.
LGDP 11.29433 1.450893 7.784397 0.0000
LGDP2 -0.630071 0.097783  -6.443593 0.0000
C -39.03115 5.373053  -7.264241 0.0000

R-squared 0.984197 Mean dependent var 9.996821
Adjusted R-squared 0.983510 S.D.dependent var 0.714243
S.E. of regression 0.091719 Akaike info criterion -1.880901
Sum squared resid 0.386971 Schwarz criterion -1.765075
Log likelihood 49.08207 Hannan-Quinn criter. -1.836957
F-statistic 1432.401 Durbin-Watson stat 1.865078
Prob(F-statistic) 0.000000
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Residual normality test
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ABSTRACT

Currently, SMEs are looking for ways to select Computerised Accounting Software
packages to better improve their business process capabilities, economies of scale and
competitive edge over rivalry companies in the market. CAS is seen as the optimal
preference as it is now a dominant, powerful and integrated software package
embedded with all the modules needed to process and generate accounting
information on a timely, high precision and error free manner for management
decisions. However, choosing the appropriate CAS has become a critical problem for
many SME entities in developing countries as the past and continuous selection of sub-
optimal CAS application had brought mischance’s to SMEs leading to massive financial
losses and arguably bankruptcies. Some critical and vital considerations such as vendor
credentials, CAS selection and implementation financing option by the CAS vendor,
Maintenance overheads, Functionality, Flexibility and Implementation are most often
marginalised during the selection process which have negatively affected SMEs ability
to select the best breeds of CAS among the proliferated software in the software market
in Ghana. This study fills this gap by proposing an appropriate integrated buying
framework leading to a mathematical model that may guide SMEs in their quest to
selecting an optimal CAS package for implementation where the software market is
fuzzy and unclear regarding the best CAS package available. Business processing needs
of SMEs are varied so it is expected that the suggested model would support SMEs in
developing countries select the “most appropriate” CAS that may meet their respective
financial transaction processing needs.

Keywords: Computerised Accounting Software, Delphi Technique Process, Small and Medium
sized Enterprises, Most Appropriate.
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INTRODUCTION

Taking advantage of the new waves of technology benefits immensely from the world of
business dynamics have caused many SMEs in developing countries also look for new ways to
collect, process, store and disseminate accounting information to all relevant users of for quick
decision making as it pertains advanced countries. As results, SMEs have resorted to the use of
business processing application called Computerised Accounting Software (CAS) to help them
achieve their respective financial transaction processing which has become the norm of doing
business fast changing global environment. CAS is a dominant accounting information system
software application, embedded with all the normal physically operational activities of SME
entities interrelated together to facilitate the processing and generation of financial
information such as comprehensive income statement, the statement of financial position,
accounts receivable schedules to facilitate debt collection, inventory management, sales
analysis, all forms of tax returns and payroll for employee salaries etc. [1] asserts that CAS
facilitates information flows and sharing within the business entity among each operational
module which ultimately leads to the summary generation of the information above. This
according to[2], successful selection and implementation of CAS enables the SME benefit from
easy access and retrieval of the same data and information for quick decision making.
However, the software market is proliferated with many CAS application packages with
different brand names and information, making the selection very challenging for
implementation. These phenomena have become stumbling barriers for SMEs according in
their quest to implement CAS application in developing countries such as Ghana [3-4].

Recent software implementations across government’s strategic businesses such as the
computerisation of all business processing’s at the Ghana Ports and Harbours (GHPOHA), The
Ghana Revenue Authority (GRA)[5]; The Social Security and Insurance Trust (SSNIT)[6] and
the entire overhaul of the banking sector through computerization [6-7]. [8] suggest that SMEs
should take advantage of software adoption revolution by government to also implement CAS
package systems into their financial data processing’s to complete an element of the payment
cycle. The adoption and implementation of CAS for financial data processing will enable SMEs
have easy interaction with these statutory government agencies and the banking sector to
propel the country achieve a paperless society status; SMEs receipts and payment cannot be
successful if they fail to automate their business processing to hook their computerised
networks to that of government business and the banking sector. The trade cycle must be
completed by the interaction of the customers banking networks and the vendor’s bank
networks. However, this is not the case in Ghana so far as the trade cycle is concerned. A case
example is where Telco’s in collaboration with banks in Ghana have introduced money transfer
systems. The system rolls out demands that SMEs must be provided with handy payment
devices at their respective business locations to enable potential customers buy and then
render fees for goods and services provided to them on that computerised platform. SMEs in
their efforts to complete the business processing cycles by implementing CAS packages are
overwhelmed with massive lots of accounting software packages in the software market with
the risk of selecting the inappropriate one very high to an SME manager or owner who is
novice in the market. There is no single published determinant which must guide SMEs in their
desire to selecting for installation a CAS package. The results have seen many SMEs managers
and their accounting staff getting disappointed in witnessing a CAS package underperforming
to requirements in Ghana.

According Liu, (2009)[9], the time has come for SMEs to use the information systems and
technology to reinforce their management decision making process and also improve their
competitiveness in both local and international business environment. This accomplished by
those SMEs using CAS already to upgrade and replace their legacy computerised systems
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which are not relevant, time consuming, and non-cost effective (Kimberling, 2006)[10]. To
achieve the above needs appropriate selecting and implementation techniques that bring all
SME business processing requirements needs expected to be provided by a selected CAS
service provider with full integration of all the functional operations in the software package.
To enable the SMEs in Ghana mitigate the risks of selecting the wrong CAS package for
implementation this research study adopts the Delphi techniques which requires
knowledgeable and expert contributors to individually respond to questions regarding the
dimensions of selecting an optimal package and submitting the results to a central coordinator.
The coordinator then processes the contributions, looking for central and extreme tendencies
and their rationales. The results are then sent back to the specialist participating respondents
to resubmit their views based on the refined questionnaires by the moderator. This process
continues until the coordinator sees that a consensus has been formed. The technique aims at
removing biases that are possible when diverse groups of experts meet together. In the Delphi
technique, the experts do not know who the others experts are during the process [11]. This
process will contribute to an applicable buying model which is more consensuses in nature
from diverse specialist stakeholders hence reducing the risks of selecting inappropriate CAS
packages for implementation.

SMEs sector have been preferred for this study for various motivations: since the inception of
CAS literature into SMEs business processing’s, there have not been enough literature because
it is seen as young and up and coming [12-13], hence we are of the view that focusing only on
the fusion of CAS into SME businesses, would add to existing literature by providing academic
and practical viewpoints to balance out with how SMEs select and implement their CAS
package. Many SMEs have blindly made selection of sub-optimized CAS products.[14], posit
that there is not much research work on how respective SMEs coordinate the migration of their
manual or existing accounting functions (legacy systems) to a newly implemented
computerized accounting system. Examining the existing literature uncovered neither the
existence of a framework, interrelated and integrated theoretically regarding the major
dimensions and sub-features that needs to be taking into accounts in selecting suitable CAS
for SMEs in Ghana. Many SMEs in Ghana nowadays have perceived as a results of the
frustrations they go through in acquiring CAS packages that nobody can assure that using
certain criteria in choosing CAS application will meet its business processing and regulatory
requirements until the CAS is totally set up and effectively running. This research study
therefore fill this gap by coming out with an integrated buying framework and model which
may lead to the “appropriate” selection of CAS by respective SMEs for implementation at a
mitigated reduced risks to an acceptable risks tolerance.

Related Research Work on Computerized Accounting Software Implementation in SMEs

Studies on IT implementation in SMEs have gained much prominence particularly during the
last decade [15-16] conducted a study into Computerized Accounting Systems Usage by Small
and Medium Scale Enterprises in Kumasi Metropolis, Ghana. The research centered on
examining the extent of usage, paybacks and the difficulties inherent in CAS systems by SMEs
operating in the Kumasi Metropolis. The results revealed that a only a few SMEs have
implemented accounting software package. [17] in his master theses also embarked on a study
to evaluate the relationship between alleged effectiveness, simplicity of use CAS among SMEs
in Libya. The study showed an encouraging connection between alleged effectiveness and
intention to adopt CAS among SMEs. [14] in their effort to examine the Status of
Computerized Accounting Software in Small American Businesses in the USA sought to
investigate into how entities chose their present CAS system, the depth of training offer to
their employees before the CAS is rolled out, and the degree to which the accounting function
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of SMs is now automated. It also looked at user’s perception and actual functioning of CAS
system to SMEs. The results revealed a massive increase in knowledge about accounting
software usage of small companies. [19] in his case study approach, investigated into the
teaching of computerized Accounting course by using real-life case study in accounting or
finance which allowed students to complete their final projects in the area of Accounting,
Medical Billing, payroll, accounts receivable and payables etc. at the end of the study each
students mastered new skills and were able to find employment in both big and smaller
companies. [20] and his colleagues conducted a study into “Computer-Based Accounting
Systems in SMEs with a practical substantiation from a Randomized Trial in Nigeria” using
finance and accounts personnel of companies or executives whose sole responsibility is the
processing financial transactions in entities such as manufacturing, agriculture, construction
and mining, hotel and hospitality, IT services, medical services, wholesale and retail trade, and
general services industries. The research findings revealed a marginal increase in usage of CAS
by Nigerian SMEs. The suggested outcome implored professional accountants to continually
mix their accounting skills with that of CAS to enable their relevance and impact to be felt in
the business community and also their profession Again these studies have not come out with
any framework that brings together the view points from specialist stakeholders like
consultants, practicing personnel like accountants, internal auditors and CAS vendor suppliers
and academia to develop a one-stop -shop model to aid respective SMEs in their desire to
implement an accounting software.

LITERATURE REVIEW

Small and Medium Enterprises (SMEs)

Businesses are regarded as Small and Medium Seized (SME), if it fulfils certain requirement
ceilings for staff, a turnover value found in a statement of comprehensive income and financial
position ceiling. For example Small and Medium sized Enterprises (SMEs) are of paramount
significant to scores of countries. In the US for instance, SME, entities with fewer than 500
employees, are the backbone of the economy which offer employment to over 50 percent of the
private sector employees in various career disciplines and also generate over 65 percent of net
new private sector jobs according to[21].. Across the EU28, the contributions of SMEs business
make up 99.8% of all enterprises, 57.4% of value added, and 66.8 % of employment [22]. This
requirement has made the definition of SME somewhat vague and incomprehensible as it does
not have a uniform criterion across countries [23]. As a result of a non-convergence criteria
and definition, SMEs definition in Ghana is largely based on the number of employees in the
fold of the business. In Ghana, [24], defines firms with more than 10 workers as SMEs. It could
be seen from the definition and scope that SMEs could have many workforces when it’'s
operational activities expands. The expansion of business activities in SMEs necessitates the
fusion of CAS technologies to process its large financial data set with ease and on time for
management decisions. The reason being that it would be a requirement that the SME business
files a statutory financial statement, VAT returns, employee Pay as You Earn (PAYE), employee
pension insurance etc with appropriate authorities under the umbrella of the Ghana Revenue
Authority (GRA).

Table 2: Employee sizes used in defining micro, small, medium enterprises bya sample of IT

researchers.
AUTHORS COUNTRY MICRO SMALL MEDIUM | SME
Richard. Australia 1-5 1-20 20-199
(2016) [25]
Tenby Powell, | New Zealand 20-100
(2015) [26]
Catherine, Hong Kong 1-49
(2018)[27]
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Computerized accounting systems

The theory and concept of CAS broadly come under Accounting Information System (AIS)
which is defined as computer software application which is used for recording and processing
accounting transactions such as: accounts receivable module; accounts payable module; trial
balance module; payroll module; and all-purpose functional financial report module [28].
According to [29], AIS in general is defined as the interrelation and integration of an entity’s
components parts that are joined collectively to gather raw data and information relating to
that business discipline such as sales ledger, purchase ledger, value added returns, payroll
returns etc, and convert these data sets into a summary of financial information in the form of
statement of reports for distribution to relevant users within and outside the entity to make
decisions. AIS could be applied in Health, Education, Banking and Metrological administration
etc in general to collect data and process them into meaningful information for relevant users’
consumption. In such circumstances, we have Health accounting information system, education
information systems, banking information systems and metrological accounting information
systems respectively. In relation to financial reporting in these entities AIS could replicate itself
to collect data relating specifically to financial transactions process it to produce an output in
the form of information and then report to relevant users for decision making. To comprehend
the term ‘AlS appropriately’, three expressions represented in AIS would need to be detailed
individually. In the first instance, available literature has asserted that accounting could be
classified into three components parts, namely information system, “words of commerce” and
basis of financial information reporting’s [30]. Also, information must be seen as important
data processing which is augments a base for decisions making such as taking action to
retrieve ageing debtors when the schedule has been presented to management in the form of
report. Finally, any system should be seen as integrated entity joining all the relevant sub-
components, where the conceptual framework is focused on a set of objective achievement as
asserted by [31, 32, and 33]. The CAS package may be developed in-house (bespoke) by the
entity or be purchased from a third party software developer (off-the-shelf). CAS application
packages hugely vary based on cost and complexity. In contemporary and dynamic business
environment, packaged CAS application is not only restricted to recording and processing of
financial data, but also provides expert functional modules that support easy managerial
decision making with the ultimate aim of breeding in competitive advantage.

The Origin of Computerized Accounting Software

The beginning of CAS development could be dated back to 1959 where IBM created “9PAC”, a
earliest account production “language”. This application enabled users to stock up and retrieve
ordered and controlled data sets from relational databases from their computer networks [34].
Entities commenced to invest heavily in the creation of proprietary CAS applications intended
for specific requirements, as contract works were made in batches. As computer automation
grew in capability and effectiveness, a concept arose to create a broad financial information
system which is embedded with flexible functionalities, and that became a reality 1973, with
the birth of SAP RF which has the capability to handle a various aspect of an entity’s day-to-
days routine operations for quicker economic decision making with less or no intermediaries.
Peachtree CAS system was then developed to simplify data storage with the aim of allowing
users to obtain more worth [35]. Peachtree in 1981 demonstrated its first upgraded and
integrated office package with spreadsheet and word processing capabilities. Intuit also came
out with Quicken accounting package in 1983, with a new friendly user outlook and interface.
Teleware in 1993 developed a outstanding CAS application which attracted the awareness of
Best Software., The Australian publisher of Teleware also joined the CAS development wagon
by launching product Mine Your Own Business in 1999. The trend of CAS development has

URL: http://dx.doi.org/10.14738/abr.512.3796. 160



Archives of Business Research (ABR) Vol.5, Issue 12, Dec-2017

reinvented since into this present day where Sage Accounting Software of Canada and Tally of
India emerged.

Current use of Computerized Accounting Software

The use of CAS is increasing day by day. However, there are a few literatures available in this
field of study concerning the application of accounting software among SME business as most
persons within academia and industry believes that it is related to technicians and so must be
discussed at a technical level within and outside their purview. Computerized accounting is
defined [36] as a total suit of components that together comprises all inputs, storage,
transactions, processing, collecting and reporting of financial information to stakeholders.
Modern computerized accounting systems are based on the concept of database. A database is
implemented using a database management system, which is defined as a set of computer
programmes (or software) that manage and organise data effectively and provide access to the
stored data by the application programmes. There is offline-based CAS software that needs
installing into a computer or laptop and the computer need not to be connected to the Internet.
It needs one time installation; however, the software needs updating on a regular basis to
perform efficiently. It is recommended to back-up the data on a regular basis to secure any
potential loss. The most recent development in the CAS is going online and cloud-based. Such
online software can be accessed from anywhere and any devise provided there is an Internet
connection. There is no requirement for data backup as it is taken care by the software
provider.

Accounting Software Proliferation and Selection

In small businesses, before computerization of accounts, typically only two people managed
the accounts: the owner/manager and the business’ external accountant. The work involved
and the costs associated in ‘doing the books’ are clear and there are no uncertainties or risks to
the owner / manager. With computerization of accounts involving DOS based software, the
number of people involved in the management of accounts grows to three or more people: the
owner/manager, the accountant, the IT consultant and a few employees. The software is
purpose built. There are no automatic updates to the software, unless it is requested by the
owner. The initial costs are usually high, but there are no hidden costs. With the currently
available packaged software, benefits such as affordability and high functionality come with
potential complexity, risks, uncertainties and dependency. For example, the owner / manager
is now dependent on several specialized experts (sometimes on ongoing basis): the
accountant, the software consultant, the IT consultant and IS/IT auditors/ training of software
employees. The cost of coordination for the small business owner / manager increases and the
risk of something going wrong in maintaining and using the accounting software also increase
[37].

SMEs and Computerized Accounting Systems Implementation

For an SME business, the acquisition of CAS package is a huge capital expenditure. As such,
failure to utilize it or unproductive use of that system is deemed as a costly waste of the SME’s
budget, time and resources. An unsuccessful implementation of CAS system does also lead to
high levels of frustration and disappointments among SME owners, managers, and employees.
As a result, an SME manager wanting to implement a CAS package need to be informed of the
potential risks exposures and benefits involved in the selection of an accounting system. An
SME do not have the budget to have a management information systems department or an IT
consultant to lead in the purchase of or design of a tailor-made system specifically to their
needs. As a result, SME managers have resorted to purchasing off-the-shelf software packages
which comes with inherent risks as the selection of suitable CAS application for
implementation has turned out to be the most critical choices SMEs have to make within the
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quick-shifting business environment to gain competitive advantages. To mitigate the risks in
selection and installation, CAS package desired and purchase by SMEs must best serve the
entities requirement needs and must have the capacity to be customized to also meet statutory
and regulatory requirements to avoid the entity’s time and resources and budgets which may
ultimately affect the entity’s profit and loss accounts and balance sheet figures. To this end, it’s
suggested that organizations undertake an effective and efficient due diligence regarding every
facet of the CAS desired prior to acquisition and implementation as it will be too late to reverse
during roll the out stage of usage.

[38], argue that selecting the optimal CAS for installation has become risky venture as the
software market has becomes proliferated with more and more fuzzy CAS packages with
varied information. They are of the view that in most circumstances, more merchandize
information creates choice-making very difficult for reporting entities desiring to buy some.
These situations put SMEs into thinking that a costly CAS may perform to business
requirements which are sometimes the opposite and difficult to evaluate[39]. also discovered
that choosing the right CAS for an SME needs a profound examination of numerous diverse
criteria’s. It is noted that, during the selection of CAS, numerous stakeholders stress on the
selected application meeting entities present and future critical requirements needs.

Table 1: Increase in System Complexity When Switching from Manual Accounting to IT Based

Accounting

Item Internal | External IT Accountant/Int | IS/IT IS

(Owner) | (Accountant) | Trained | ernal Auditor Auditor | Vendor
Manual v v
Use of DOS based v v v v
software
Used of AIS/CAS v o v o o v
package

Model for the Selection of an Appropriate CAS packages

Figure 1: Criteria for the Selection of Optimal CAS Service Provider

Vendor Reputation

Debt Financing

Maintenance
Overhead

Optimal CAS
Selection

CAS Functionality

CAS Flexibility

CAS Customisation

CAS
Implementation
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Vendor credentials

Nearly every the literature on the CAS selection process make mention of vendor credential no
matter large or small the entity is. These imply that there is no distinction between large,
medium and smaller entities when it comes to the selection of CAS packages for
implementation. However there are three distinctive attributes in Vendor credentials when it
comes to a decision to select CAS for implementation from a supplier. These are Vendor's
reputation, market share and the demonstration of previously successful CAS implementation
for another reporting. The vendor credentials can be used by SMEs to perform due diligences
about the desiring CAS providers, because reputation and current market share are possible
indicators of CAS suppliers performance. The exhibition of previous implementation can be
applied to check on the efficiency of suppliers CAS system. Moreover, vendor credentials
depicts the fame of the CAS Provider in the market and how the committed the vendor is in
quality of CAS, implementation and periodic maintenance [40].

Financing option

CAS application cost, Consulting and Maintenance/upgrade revenue expenditure and how to
fund the CAS investment are the three major sub-criteria’s in this dimension. To select an
appropriate CAS provider, expenditure relating to implementation is always ranked high in the
decision making process for SMEs desiring to automate their accounting function, together
with after-sales service in case there occur unpredicted challenges after implementation, and
the quality of employee’s training regarding the use of the CAS package and cost of training
should there be any upgrade of the software subsequently.. A research study conducted by [41]
shows that the annual maintenance costs of ERP hooves around 25% of the initial ERP
implementation costs, and upgrade costs as much as 25-33% of the initial ERP implementation.
In relation to SMEs, it will look too expensive and so they might not be able to pay these huge
revenue expenditures. As a result, this criterion is very important for any organization desiring
to purchase CAS for implementation. In conclusion, financing option represents the whole
capital and revenue expenditure and the options available to pay for it by an SME entity.

Maintenance overheads

Subsequent CAS repairs and maintenance service needs should be taken into accounts in the
early stages of selecting the CAS supplier [42]. Maintenance aspect of CAS selection deals with
After-sale service and the level training that will be given to SME staff as part of the
implementation process including Real-time CAS reviews and online inquiry which must be
seen to be operational on the part of the desiring CAS supplier. As part of the training and
maintenance users should clearly understand the software’s features and its capability how to
use it to effect transaction using the double entry bookkeeping principles. If maintenance
terms are not properly negotiated, may lead to mischance on the part of the SME entity if
vendor display unwillingness to upgrade the CAS in subsequent years to comply with new
regulatory requirements. SMEs business operations may be frozen by authorities if the CAS
system displays non-compliance [43]. Obviously, this criterion shows the services renders by
the CAS vendor supplier after the CAS system has been implemented.

Functionality

Actually no particular CAS application package can meet all the business entity’s functionalities
or business requirement needs [44]. Different reporting entities demand for diverse CAS
system functions due to their unique business requirements which usually include inventory
management, payroll, debtors ageing schedule, generation of statement of comprehensive
income, statement of financial position, ratio analysis, budgets and variance analysis etc. [45,
46, 47, 48] is of the view that reporting entities are only running 50% of the functionalities
embedded in their CAS packages they have implemented. This means that most companies are
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paying for functionalities they don’t need but have been implemented and they are paying for it
as maintenance fees periodically. According to Butler Group the functionality is not only about
how many functions a CAS has but how efficient the functions of CAS system can provide to
achieve the business processing needs of an entity.

Flexibility

This selection criterion simply means the easiness with which the CAS system users can work
with desired software application in real time. The CAS system should not be too complex in
design and development but have a user-friendly and well-managed interface. The CAS must be
embedded capability to process and generate the needed report of the SME entity over its
lifetime prior to its subsequent upgrade and maintenance, in order to meet the SMEs culture
and business strategy, although some business strategies are reviewed as the needs comes
out in the ordinary course doing business. Ease of use is, possibly, more significant for SMEs,
as they normally do not have sufficient in-house IT personnel to support them use complex
application [49]. As such, the flexibility nature of CAS represents the level of ease of use and
how well the system can work along with the business over its life expectancy.

Customization Capabilities

The most essential determinants of CAS that should be factored in choosing appropriate CAS
application is its capability to be customized to satisfy an entity’s particular business
processing requirements. Most of the current CAS packages enable the end user of these
packages to modify them with ease. According to [50] customization abilities of CAS
application are typical concerns to SMEs desiring the selection and implementation of any
software. However, some off-the-shelf applications are supplied with little or no prospect for
customization to support a reporting entity’s needs, but other CAS vendors do offer support
with the end users to modify the software applications to meet their entity’s business
processing requirement needs. It is argued that the greater the chance for customization the
higher the capital and revenue payment burden to the SME in terms of the CAS software. [39]
put in a strong argument that the most optimal question an SME manager, accountants or
whoever is in charge of business processing needs to decide before desiring a CAS application
is whether it could be tailor-made, and if it could, whether the bespoken will meet the user
needs. The expected main customization levels are: company set up customisation, VAT and
other taxes customisation, financial statement customization from say twelve months to six
months, forms-level customization, screen-level customization, blank user definable fields,
default settings, database-level customization, third party integration customization, help-level
customization and systems administration customisation.

Implementation

A CAS application which is installed implemented across an entity must be seen to be effecting
changes across the length and breadth of the company business processes [51]. As part of the
implementation process, the CAS must demonstrate enough customization and ease of
integration onto the SMEs existing computerised system which are rather crucial when
installation CAS application system in any reporting entity. Organizations business processing
needs demands different CAS in capacity, the CAS must have the ability to be customised to
suite the business processing needs of the individual SME organisation. Thus, the CAS modules
should be easily integrated and support faultless flow of data among the other modules to
increase the operational efficiency of the CAS application transparently [52]. Furthermore, the
CAS should be available to exchange data with SME’s the current application system if any.
SMEs do not enough budget resources pump in extra money into a CAS that has long
implementation times and any difficulties associated that may arise out of it as such CAS must
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have shorter implementation and delivery times [53-54]. Implementation describes how the
new CAS system can be bespoken and integrated with SMEs current system as well as the time
spent during the course of the implementation, including customization capabilities in
harmony with SMEs strategic objectives.

The Delphi Technique

Dalkey et al (1950) at the Rand Corporation firstly came out with the concept of the Delphi
technique which was named after an ancient Greek sanctuary where an oracle was assumed to
be located. This process requires that knowledgeable and expert in a specialist field of enquiry
be contacted independently for their contributions individually by responding to questions in
their specific field and submitting the outcome to an assigned central coordinator who is also a
specialist in that field on examination. The coordinator then processes input collected from
specialist. The coordinator mainly looks for extreme tendencies and their rationales from
these contributors. The results are then returned to the respondents. The respondents are then
again requested to resubmit their views, assisted by the inputs given by the coordinator as may
be a review of the original as a result of the outcome derived from that questionnaire survey.
The process continues in anticipation that the coordinator will note that a consensus has
agreed after processing. The aim of this technique is to remove the bias that emerges when
group of experts meet for a consensus building on certain issues. The Delphi technique
demands that the solicited experts do not have to know each other during the investigation
[55].

[56], posits that one clear time of application of the Delphi technique is when the subject under
examination does not does not have a formal analytical method - subjective in nature, but can
benefits the study on a collective basis from the experts. [55] provide a critique of the Delphi
application in nursing, and concluded that “It is obvious from examining the benefits and
criticisms of the Delphi technique that the arguments are no stronger or no more valid on one
side than the other. It was rather recommended that the technique be evaluated against the
proposed study to determine the benefits which can be accrued by applying this method as
against the other for the study. [57], characterize the classical Delphi method by four key
features:

1. Secrecy of Delphi participants: this demand allows the expert participants to freely
express their opinions without undue influence to kowtow from others in the group.
Decisions must be evaluated on their worth instead of who proposed the thought.

2. Iteration: this method also allows the participants to re-examine their viewpoints in
light of the advancement of the group’s work from stage to stage.

3. Controlled feedback: It also requires that participants be informed of the views of other
participant’s, to provide the chance for other Delphi participants to make clear or re-
evaluate their views if possible.

4. Aggregation of statistical group response: this process allows for a quantitative analysis
and interpretation of data.

[57], further point forward a suggestion that it is only when the issue under study has the four
attributes that it should be classified as Delphi technique. However, others [58- 60] argue that
the technique can be modified to meet the needs of the given issue under study. They put
forward that a distinction be made by using the term Classical Delphi to describe a type of
approach that adheres to the attributes of the original Delphi as summarized by [57].

Typical Delphi Process
The Delphi process has been comprehensively reviewed elsewhere [59-61], and so this
research proposal present only a brief overview of how the project will apply Delphi in
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reaching consensus regarding the sub-features of the independent variables in the framework
for selecting an appropriate CAS application.

Figure 3 Three Round Delphi Process
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The research study was undertaken using some reporting entities in the Auto Spare Parts
distribution industry of Ghana, Shopping Mall Operators, Haulage Distribution Companies,
Construction Hardware equipments wholesaling and retailing companies, Abattoir services
Poultry farming and Restaurant and Hotel businesses (See Table 2) especially those in Kumasi
in the Ashanti Region and the Greater Accra Region of Ghana who are all members of th Ghana
Association of Small Businesses (GASB, 2015)[62]. Most of these SMEs are clients to our
accounting firms so it was easy to get their accountants and bookkeepers together for the
research study. The aim was to understand how these randomly selected SMEs choose their
CAS packages for implementation as most of them have implemented different brands of CAS
packages with different challenges in usage. The Institute of Chartered Accountant of Ghana
(ICAG, 2015)[63], The Institute of Internal Auditors of Ghana (IIAG, 2015),[64] Price
Waterhouse Coopers (PWCG, 2015)[65] in Ghana, some selected CAS vendors and other local
chartered accounting firms operating mainly in Ghana had their respective representations.
Even though employee accountants and internal auditor and other stakeholders from the
Ghana Association of Rural Banks (APEX, 2015)[66] and Ghana Association of Microfinance
Institutions (GAMFI, 2015)[67] were not invited they willingly opted to be part of this critical
survey to offer some inputs. We were made to be aware that they have and currently being
confronted with challenges relating to their already installed ERP (T24) package failures as
such deemed themselves as also a experience stakeholders in this research study to offer
practical inputs. The overwhelmed patronage clearly showed the importance these entities
attached to the selection and implementation of CAS packages in developing countries such as
Ghana. Table 2 shows patronised business entities who willingly gave us the authority to add
their names as part of the research to find a model solution to CAS selection and
implementation.
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Table 2 Contacted SME Organizations for the Research

Organizations Operating type Ownership

Collins Auto Spare Parts Company Auto Parts Imports Private

Limited

Poku Trading Company Limited A shopping Mall Private

Hippo Ghana Limited Haulage and Distribution Private

Agya Owusu Company Limited Distributor of Building Private
Hardware

Kagyee Meat Distribution Limited Abattoir Services Private

Darko Farms Company Limited Poultry Farming Private

Lizzy Catering and Hotels Limited Restaurant and Budget Private
Hotel

Cambridge International School Education Private

The methodology adopted was to segregate member participants into their respective area of
specialization both in academia and in practice. They were made to be in ten respective rooms
for to respond to questions on major dimensions and sub-features of CAS packages that may
influence their decisions to select accounting software for implementation. The questions were
selected from within the model we have developed which was deemed subjective in nature for
selection. After lengthy inputs from these skilful and experienced specialist participants we the
coordinators realised there were some inconsistencies from some member participants and so
way for the adoption of the Delphi techniques to refined the questions to member participants
in their respective rooms for resubmission. This took us to the second round of certain sub-
features of CAS that may influence their decision to select it for implementation. This time
round we gave them specific accounting software which is competing in the software market.
We made some specialist participants be aware of the stance of majority of other members in
other for them to review their opinion subjectively to reach a general consensus on the major
dimensions and sub-features of CAS for potential selection and implementation. The
coordination was effective so consensus was reached on round two To ensure speedy
consensus building to proof the variables in the model a Likert scale question was chosen to
formulate the questionnaire to collect the primary data capturing all the independent variables
and sub-features that were identified. The Delphi technique sets the following which our
member participants all met:

i) knowledge and experience with the issues under investigation;

ii) capacity and willingness to participate;

iii) sufficient time to participate in the Delphi; and

iv) Effective communication skills.

Participants were seen as heterogeneous in nature. The total groupings were ten which we
believed would yield sufficient results. There were different modes of Delphi interactions
available to us the researchers. Initially, the Delphi survey was pen and paper-based and
returned through an assigned messenger who supports the moderator. The number of rounds
again was seen to be variable and dependent upon the purpose of our research which in this
research study was two rounds as there were some contradictions in response in round one
which caused us to review the questionnaires for their subjective inputs. The meeting also
sought to understand if there is an existing selection methodology which has been employed
before in choosing the best CAS package for implementation in their respective entities.
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Dimensions of Selecting Appropriate Accounting Software: A Proposed Model

Upon reaching consensus of the theoretical examination in the research study, it was agreed
amongst participants that selecting the most appropriate CAS for business organization would
be a function in the following variables: Vendor Credentials (VC), Debt Financing (DF),
Maintenance Overhead (MO), CAS Functionality (CF"), CAS Flexibility (CF?), CAS Customisation
(CC), and CAS Implementation (CI) (See figure 1).However, the real shape of the function
could not be determined without using real empirical data. So, the questionnaire designed
were distributed to participants with a list of accounting software packages available in the
market that are expected to satisfy their organization’s business processing needs. This
technical committee studied the main features and attributes of each CAS application taking
into consideration the independent variables above. The technical committee members were
instructed to exclude CAS which does not have some of the main and important features.
Finally, the committee prepared a short list of the strongly recommended accounting software
for selection and implementation.

The Proposed mathematical Model for Arriving at CAS Selection Decision

The selecting committee moderator to member participants the estimated maximum points
that should be assigned to each of the selected sub-features in the proposed model according
to its relative importance or materiality for an organization by filling in the required data of the
respective column in the suggested evaluation statement of accounting software. To ensure
consistency in their evaluation of the independent variables and the sub-features, The Delphi
technique was employed to reach a reasonable and acceptable level of consensus in their
assessment regarding the relative significance of each variable dimension and its components.
With the application of the Delphi’s technique the aggregate number of assigned points for
each independent variable identified in selecting the best CAS by all evaluation committee
members were calculated, then the average point assigned for each CAS was also calculated
(total number of points assigned for a specific CAS by all the committee members divided by
the total number of the evaluation committee members). The committee then selected the
accounting software that obtained the highest average of points that were calculated in the
previous step which achieve the best matching which was assumed to have fulfilled the
organization's financial business processing requirements needs.

Next, the average number of points for each dimensional item and its inherent components
were calculated by dividing the total number of points assigned for that dimensional item by all
committee members divided by the total number of the committee members. The maximum
points assigned for the selecting dimension in the proposed evaluation statement were used as
a yardstick for evaluating the competitive accounting software. However, significant variations
emerged among the committee members concerning their evaluation of the materiality of the
dimensional items which, accordingly, affected the maximum points assigned to each sub-
features within the variable item. The moderator then redesigned the questionnaire and re-
submitted it to each member (round two) to fill. This process led to a reasonable consensus
with regards to the points ultimate points assigned to each independent variable.

For the purpose of this research it is convenient to assume the existence of a multi-linear

relationship between selecting appropriate accounting software (Y) and the independent
variables in figurel which is formulated in equation (1) below.

Y = % * Yre,Dik (General equation of the proposed model) (D)

Where:
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Y = Average number of points assigned to desired accounting software in the market;

i = Index of the evaluation participant members from 1 to n;

n = Total number of evaluation participants members;

k = Index of variables that goes into the selection of optimal CAS from 1 to m;

m = Total number of selected Items in the variables; and

D = Total number of points assigned Items in CAS application selection.

we subtituted our dimensional views basic functionality of selecting an appropriate CAS
package into above equation, which depicts the model equation for selecting an optimal CAS
as follows:

OPCS = lZ(vc +DF + MO+ CF1+CF2+CC +CI)
n i (2)

Where:
OPCS = Average number of points assigned to desired accounting software in the market;
i = Index of the evaluation participant members from 1 to n;
n = Total number of evaluation participants members;
VC = Total number of points assigned to the Vendor Credentials of CAS packages;
DF = Total number of points assigned to Debt Financing aspect of CAS selection and
Implementation;
MO = Total number of points assigned to subsequent maintenance aspect of CAS selected;
CF" = Total number of points assigned to CAS Functionality;
CF? = Total number of points assigned to CAS Flexibility;
CC = Total number of points assigned to CAS Customization;
CI = Total number of points assigned to CAS Implementation;

The assumption is that the main characteristics of the selected CAS should have gone through
the above variable scrutiny (VC, DF, MO, CF%, CF?, CC, and CI).Further, the selected accounting
software should be competitive and compatible with the existing information systems and
integrated with other programs in place.

Vendor Credentials

To determine the optimum points for Vendor credentials the following three attributes were
concluded: Vendor's reputation VR, market share (MS) and the demonstration of previous
implementation (DPI). This is depicted in the following mathematical modelling:

VC = (VR+MS+DPI)
(3)

Where:
VC = Average number of points assigned to Vendor credentials in the software in the market;
i = Index of the evaluation participant members from 1 to n;
n = Total number of evaluation participants members;
VR = Total number of points assigned to the Vendor Reputation in the software market;
MS = Total number of points assigned to Market Share aspect of the CAS supplier in the
software market
DPI = Total number of points assigned to Demonstration of Previous Implementation of CAS by
the vendor;

Debt Financing

With regards to the maximum points for Debt Financing the following three attributes were
concluded: CAS application cost (CAC), Consulting and Maintenance/upgrade cost (CM), and
how to pay for the CAS investment (CI) to the vendor supplier if the SME desires a hire
purchase. To derive the maximum points allocated to the Debt Finance the following
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mathematical function was derived:

DF =) (CAC+CM +CI)
i<l (4)

Where:
DF = Average number of points assigned to Debt Finance in the software in the market;
i = Index of the evaluation participant members from 1 to n;
n = Total number of evaluation participants members;
CAC = Total number of points assigned to the Software Cost in the software market;
CM = Total number of points assigned to Consulting, Maintenance and upgrade aspect of the
CAS supplier in the software market
CI = Total number of points assigned to payment options provided by the CAS vendor;

Maintenance Overheads
The maintenance overheads concern itself with After-sale service (AFSS), hands-on training
(HOT) as well as the instantaneous change and online inquiry (OLI). To determine the
optimum points assigned to maintenance overheads the sub-features derived above were used
to model the following equation:

n

MO =) (AFSS +HOT +OLI)
i1 (5)

Where:
MO = Average number of points assigned to Maintenance Overheads provided by the CAS
vendor in the software in the market;
i = Index of the evaluation participant members from 1 to n;
n = Total number of evaluation participants members;
AFSS= Total number of points assigned to the After Sales Services by the CAS vendor supplier;
HOT = Total number of points assigned to Hands-on Training provided by the CAS supplier in
the software market;
OLI = Total number of points assigned to Online Enquiry services provided by the CAS vendor;

Functionality

Different businesses do request for diverse CAS system functions due to their distinctive
business set up and processing requirements needs, which normally include: Statement of
Comprehensive Income (SI), Statement of Financial Position (SFP), Tax Returns (TX), Payroll
Preparation (PP), Bank Reconciliation Statement (BRS), Cash Bookkeeping (CBK), Accounts
Receivable Ledger and Payable Ledger (ARPL) Expenses Accounts (EXP) and Inventory
Management (IM). These sub-features of functionalities were used to derive the maximum
points obtained from functionality variable which is depicted below:

CF = Z(SI+SFP+7X + PP+ BRS +CBK + ARPL+ EX +1IM)
il (6)

Where:
CF'= Average number of points assigned to desired accounting software function in the
market;
i= Index of the evaluation participant members from 1 to n;
n= Total number of evaluation participants members;
SI= Total number of points assigned to the ability of the CAS to process and generate statement
of Comprehensive Income;
SEP= Total number of points assigned to the ability of the CAS to process and generate
Statement of Financial Position;
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TX= Total number of points assigned to the ability of the CAS to process and generate varied
tax returns such as VAT, PAYE, SNNIT, NHIS etc;

PP= Total number of points assigned to the Payroll Functionality of the CAS;

BRS= Total number of points assigned to the ability of the CAS to process and generate periodic
Bank Reconciliation Statement;

CBK= Total number of points assigned to the keeping of Cash Book of the SME entity by the
software application;

ARPL= Total number of points assigned to the ability of the CAS to process and generate
Accounts Receivable and Payables controls accounts and their respective ledgers to determine
ageing debtors and creditors respectively;

EX= Total number of points assigned to the keeping of all expenditures (both capital and
revenue) of the SME entity and also generate a summary total to reflect in the trial balance and
subsequent financial statements by the CAS application;

IM= Total number of points assigned to the keeping of all individual inventories in SMEs stores
and the ability to generate a closing inventory and cost of sales by the CAS application;

Flexibility

In terms flexibility (CF?) it was concluded that the CAS should have the following sub-features:
Easy to use (EU); not be too complex in design (NCD), well-managed user interface (WMUI),
capability to support the needs of the business over its lifetime (CSNB). This is reflected in the
following mathematical model equation:

n
CF =) (EU +NCD +WMUI + CSNB)

i-1 (7)
Where:
CF? = Average number of points assigned to Flexibility embedded in the desired CAS packager
in the software in the market;
i = Index of the evaluation participant members from 1 to n;
n = Total number of evaluation participants members;
EU= Total number of points assigned to Ease of use of the CAS package;
NCD = Total number of points assigned to “not be too complex in design” of the desired CAS
package;
CNSB = Total number of points assigned to capability to support the needs of the business over
its lifetime of the CAS.

Implementation

Accounting software implemented across an organization should be able to affect almost all of
the business processes of that reporting entity. The following sub-features were considered
essential in allocating maximum points to Implementation: Customization and Ease of
integration (CEI), be able to Exchange data with the current application (EDCA), the time it
takes during the implementation process (TIME), the CAS customization strengths to uniquely
meet SMEs strategic business goals. The sub-features identified above, we believe would
enable maximum allocation of points to Implementation as a variable in determining best CAS
selection as shown below:

M= Z(CEI +EDCA +TIME + CSNB)
i=1 (8)
Where:
IM = Average number of points assigned to Implimentation of the desired CAS packager in the
software in the market;
i = Index of the evaluation participant members from 1 to n;
n = Total number of evaluation participants members;
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CEI= Total number of points assigned to Customization and Ease of use of the CAS package;

EDCA

= Total number of points assigned to the ability of the installed CAS” to exchange data

with any existing accounting software package for easy migration onto the new system

TIME=

Total number of points assigned to the time it takes to implement the CAS package and

the depth of training the CAS vendor will give to the SMEs
CNSB = Total amount of points allocated to customization strengths of CAS to uniquely meet
SMEs strategic business goals.

THE PROCEDURES FOR IMPLEMENTING THE PROPOSED MODEL

The real practicable process for the implementation the proposed model for choosing an
appropriate CAS package for any business entity could use the following approach:

1.

10.

A commission made up of all the functional heads of the entity should be formed to
study and specify Vendor Reputation, Debt Financing, Maintenance Overhead, CAS
Functionality, CAS Flexibility, CAS Customisation, CAS Implementation The heads of the
accounting, internal audit, and computing departments should be represented in the
committee’s composition.

A market research should be embarked upon in the software to gather data and
information the currently available CAS packages which competing among themselves
with the inclusion of end users to see those CAS packages which can process data and
information to meet the organisation’s strategic objectives.

The commission as a result of (2) above should come out with CAS software packages in
the software market that are without duress expected to meet the business entities
financial processing requirements (Appendix 1).

The selection and implementation commission should be made to exclude CAS which
does not have the main significant attributes. At the end of the day, the commission
would need to prepare a list of the highly recommended CAS applications in the
markets.

The commission should take into consideration of currently available information
technology infrastructure in the reporting entity to enable compatibility of the desired
CAS with the available personal computers (PCs)

Gathering data and information about the vender reputation, capital expenditure on
CAS purchase, periodic maintenance overheads and other important factors are to be
considered very essential and fundamental for the selection and implementation of the
proposed model.

The selecting and implementation commission should come out with the maximum
points that should be designated to each of the selecting dimensional and sub-features
of the CAS in the proposed model according to its comparative preference and for the
business organization by filling in the required data of the respective column in the
proposed evaluation of the CAS software package (Appendix 1).

The average number of points for each dimensional feature and its embedded sub-
features should be computed by dividing the total number of points assigned for that
dimensional feature by all the commission’s members divided by the total number of
the commission’s members.

The highest points assigned for the selecting dimension in the suggested evaluation
form should then be used as a yardstick for evaluating the competitive CAS package
Each commission’s member must be made to learn and appraise the independently
proposed CAS package and assign a number of points to each dimension or feature and
its sub-feature using the proposed evaluation form in Appendix 1, taking into account
the maximum points allocated to each dimensional sub-feature. A different statement

URL: http://dx.doi.org/10.14738/abr.512.3796. 172



Archives of Business Research (ABR) Vol.5, Issue 12, Dec-2017

11.

12.

13.

should be made for each individual proposed CAS by each member of the evaluation
commission.

If significant tendencies appear among the commission members as regards their
evaluation of the materiality of the dimensions, then the maximum points allocated to
each dimension should be used. Delphi technique should therefore be implemented in
those circumstances to reach a reasonable and acceptable level of consensus in their
evaluations as regards the relative significance of each dimension and its sub-features.
Consultants, professionals and academia could participate - if it need be - in the
selection process and to offer suggestions if such expertise knowledgeable inputs are
readily available internally within the entity.

The aggregate number of allotted points to each CAS by all evaluation commission
members should be computed, after that the average points allocated to each CAS
should be computed (aggregate number of points assigned for a specific CAS by all the
committee members divided by the total number of the evaluation committee
members)

14. The commission should choose the CAS application that obtains the highest average of

points which have been computed in the previous step. It is likely that the selected CAS
will achieve the best matching which will meet the financial data processing of the
organisation in the short to the long term. In the nutshell, it is of high expectation that,
the best satisfactory CAS would be selected based on the criteria and dimensions used
in the suggested model.

LIMITATIONS OF THE PROPOSED MODEL

The proposed model is beneficial in assisting an SME who desires in choosing an optimal CAS
packages among the many packages in the software market. However, the following limiting
factors should be taken into account in applying the model:

1.

That the proposed model is largely designed to assist a newly established business
entity like an SME that is determined purchase and implement a CAS application for the
first time, as well as business organisations wanting to migrate their financial
processing’s from manual to computerized accounting platform in choosing the most
optimally appropriate CAS. It does not support those entities that have already
implemented CAS packages unless entity is discarding the old software to buy a new
one from scratch.. The suggested model does not involve the selection of CAS supplier
for maintenance and upgrade to an existing CAS package already installed.

That the highest number of points allocated to each dimension of selecting CAS and its
sub-features in the suggested evaluating statement (Appendix 1) have been computed
using Delphi technique. Delphi technique was used by accountants, internal auditors,
bookkeepers and some SME managers who have vested interest in the processing of
financial statement in their respective business organisation It also included
representation from the Institute of Chartered Accountants of Ghana (ICAG), The
Institute of Internal Auditors of Ghana (IIAG), The Ghana Association of Small Business
(GASM) and the Kumasi Technical University from Ghana. Therefore, the highest
number of points assigned to each dimension in the proposed evaluation statement
(Appendix 1) represents an input from academics, professionals and practitioners as
regards the substance of the dimensions in selecting appropriate CAS in the suggested
model.

That the proposed numbers should be applied with all the care in the world if the model
is to achieve its intended purposes of assisting an entity select the best CAS for
implementation. As a result, the highest points allocated to each dimension in the
proposed statements should not be deemed as static and generally be regarded as
standards for all types of business entities, because it is based on small size and
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heterogeneous sample. Moreover, the substance of each dimension could be different
from one organization to the other according to size, type, present and future
processing requirement needs, IS/IT environments and infrastructure, Strategic
direction and other factors as it is discussed in this paper.

4. This research study does to evaluating which accounting software in the market is the
best for SMEs to select for implementation. The authors are of the firm believed that
there is no specific CAS package which is deemed as best in the software market.
“Appropriate” CAS package for an SME organisation may not be “appropriate” for
another reporting entity. With this in mind it could be concluded that, there is no
particular CAS package that may fit and please every entity’s particular business
processing needs, but as the model could be modified to include other dimensions can
possibly enable reporting entities to select an appropriate CAS which suites their
unique circumstances and needs among the many in the software market.

CONCLUSION

The continuous reduction in information systems and technology (IS/IT) infrastructure
coupled with the rapid emergence of off- the -shelf CAS packages have enabled business
entities of to computerised all their accounting processing’s. Consequently, choosing and
continuously depending on the optimally the best CAS package for business processing’s have
become crucially critical issue among reporting entities such as SMEs in developing countries
these days. This research study brought into the fore an integrated framework of the major
dimensions that should be taken into account in the selecting among the competitive CAS
applications in the software market.

The research further went on to translate the framework into a proposed mathematical model
which took into consideration the major dimensions and sub-features of choosing CAS
application package for SME which may be useful also for any other reporting desiring to
select and implement a CAS package of his/her choice. It also offered the pragmatic processes
and procedures for implementing the mathematical model in simple terms for easy
understanding. This suggested model would be of paramount support to new SMEs desiring
to invest in CAS application for the first time, and also for business firms willing to migrate
from manual process of keeping accounts to CAS platform. The model has been made simple
and flexible to enable organisation fits in other sub-features and to easily derive the maximum
points to be allocated to each dimension and its sub-components to enable it assist different
organisations select the best CAS package which meets the unique business processing need.
These will alleviate a situation where some reporting entities adapt and implement other
entities CAS already implemented but which at the end of the day fails to meet requirements
needs. It is highly suggested that a real-time test be made with live data to test the applicability,
validity, and reliability of the model from the point of view of every entity before it is rolled out
in practice.
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APPENDIX 1

Variables in Selecting an Appropriate Computerised Accounting Software Package for
Implementation

Name of Evaluation Member: ..........cco i e s e e s
Name of Accounting Software: ..o i s e s e

1 Vendor Credentials

Vendor Credentials Allocated | Maximum

Points Points Gained

1) Total number of points assigned to the Vendor | 250
Reputation in the software market

2) Total number of points assigned to Market Share 200
aspect of the CAS supplier in the software market
3) Total number of points assigned to Demonstration of | 250
Previous Implementation of CAS by the vendor

2 Debt Financing

Debt Financing Allocated | Maximum Points

Points Gained

1) Total number of points assigned to the Software Cost | 140
in the software market

2) Total number of points assigned to Consulting, | 140
Maintenance and upgrade aspect of the CAS supplier
in the software market

3) Total number of points assigned to payment options | 100
provided by the CAS vendor;

3 Maintenance Overheads

Vendor Credentials Allocated | Maximum
Points Points Gained

1) Total number of points assigned to the Vendor
Reputation in the software market

2) Total number of points assigned to Market Share 200
aspect of the CAS supplier in the software market
3) Total number of points assigned to Demonstration of | 250
Previous Implementation of CAS by the vendor
Maintenance Overheads Allocated | Maximum Points
Points Gained
1) Total number of points assigned to the After Sales | 120
Services by the CAS vendor supplier
2) Total number of points assigned to Hands-on Training | 120
provided by the CAS supplier in the software market
3) Total number of points assigned to Online Enquiry
services provided by the CAS vendor 100
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Functionality

Functionality

Allocated
Points

Maximum
Points Gained

iy

Total number of points assigned to the ability of the CAS
to process and generate statement of Comprehensive
Income

150

2)

Total number of points assigned to the ability of the CAS
to process and generate Statement of Financial Position

120

3)

Total number of points assigned to the ability of the CAS
to process and generate varied tax returns such as VAT,
PAYE, SNNIT, NHIS

150

4)

Total number of points assigned to the Payroll
Functionality of the CAS

150

5)

Total number of points assigned to the ability of the CAS
to process and generate periodic Bank Reconciliation
Statement

100

6)

Total number of points assigned to the keeping of Cash
Book of the SME entity by the software application

100

7)

Total number of points assigned to the ability of the CAS
to process and generate Accounts Receivable and
Payables controls accounts and their respective ledgers
to determine ageing debtors and creditors respectively

150

8)

Total number of points assigned to the keeping of all
expenditures (both capital and revenue) of the SME
entity and also generate a summary total to reflect in the
trial balance and subsequent financial statements by the
CAS application

100

9)

Total number of points assigned to the keeping of all
individual inventories in SMEs stores and the ability to
generate a closing inventory and cost of sales by the CAS
application

130

Flexibility

Flexibility

Allocated
Points

Maximum
Points Gained

iy

Total number of points assigned to Ease of use of the CAS
package

150

2)

Total number of points assigned to “not be too complex
in design” of the desired CAS package

120

3)

Total number of points assigned to capability to support
the needs of the business over its lifetime of the CAS

150
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Implementation
Implementation Allocated | Maximum
Points Points Gained
1) Total number of points assigned to Customization and 150
Ease of use of the CAS package
2) Total number of points assigned to the ability of the 120

installed CAS” to exchange data with any existing
accounting software package for easy migration onto the
new system

3) Total number of points assigned to the time it takes to 150
implement the CAS package and the depth of training the
CAS vendor will give to the SMEs

4) Total amount of points allocated to customization 100
Capabilities of CAS to uniquely meet SMEs strategic
business goals
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ABSTRACT

One important factor that is used to assess the success of private college is
performance. Private colleges continue their efforts to prepare and fine-tune their
business strategies in order to survive in the world of education and even become a
winner in the competition. Measurement of performance becomes a very important
thing. Balanced Scorecard has goal and measurement that is not only a combination of
financial and non-financial measurement, but is the result of a top-down process based
on the mission and strategy of a private college. The purpose of this study is to
determine the effect of Balanced Scorecard model toward performance of future
private colleges. The independent variable in this study is the Balanced Scorecard that
consists of customer perspective (Xi) and financial perspective (X:) while the
dependent variable is the performance of the private college (Y). The sample in this
study is 100 people covering over half of the students who are active students at the
University of WR Supratman Surabaya. Method of data processing is using multiple
linear regression with SPSS. The result of Discussion can be concluded that (1)The
perspective of customers positive effect on the College Management performance,
because value t calculate the customer's Perspective amounted to 2.345 greater than t
table (0.659), (2) Financial Perspective significant effect on the College Management
performance, because value t calculate the financial perspective of 3.561 greater than t
table (0.659) and (3) The Financial Perspective is the dominant influence on the
variable the College Management performance because it has a coefficient of
determination of partial of 0.116).

Keyword: perspective of customers, financial perspective, and college management
performance

INTRODUCTION

College management is always put forward existence of convenience and affordable tuition as
well as maintaining the quality of our graduates become the choice of people who want to
lecture. The expectation is the expectation from the perspective of customers or students, with
a variety of characters and the promotion of the mengiurkan make the community interested

and eventually became a student at the University.
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But often the College using promotions that sometimes exceed the ekspetasi causing the public
can fall so that after a student was disappointed and eventually in the long term the College his
credibility is down so clearly very detrimental to the management of the College. College
success indicators can be measured by the number of students. The greater number of
students the College indicated that performance management College and otherwise getting
the amount of students that lecture a bit indicates the lower performance management.

Then it is reasonable when the College management and strive to always pull the number of
the students as much as possible to lecture in various ways. Hope the community can certainly
be a bona fide University College, the cost is affordable and graduates easily find work. At least
the last hope is a dream that must be realized.

Lectures in private university generally almost the same as in university the country started
courses, lecturer and facilities as well as the building of College. A growing campus has the
accreditation of A then it is generally about the same country. This means that the community
is confronted with a variety of options for college so that the public should know which
promise true campus and the campus which only sell promises.

Based on the above background, the outline of the problem in this research is "what is the
perspective of customers and financial perspective effect on performance management
colleges in Surabaya. Whereas the aim of this research is to know and discuss how the
perspective of customers and financial perspective can serve as a model of performance
measurement.

LITERATURE REVIEW

Balanced Scorecard

Yuwono, Sukarno and Ichsan (2006: 8), "Balanced Scorecard is a system of management,
measurement, and control that are quickly, accurately, and comprehensively give insight to
managers about business performance"”. The Balanced Scorecard rapidly developed in
recognition of its potential and emerged as a new strategic management system (Butler et al,
1997 in Abdalkrim, 2014). Binden, Mziu, and Suhaimi (2014) The Balanced Scorecard is used
as a measurement tool in order to measure an organization’s performance in both public and
private sectors to achieve the key business strategies and objectives. Rigby (2011) in Elola,
Tejedor, Pastor Tejedor (2016) The balanced Scorecard is an advanced model of strategic
orientation of organizations and it is also use 54 per cent of the 1,230 global firms.

One of the main goals of balanced scorecard is to create a participation and communication of
the vision and strategic objectives of a company. If the concept is not applied as it should be,
then the people in the organization will probably have a wrong perception that the balanced
scorecard is a controller for themselves, not for company that is attempting to make progress
to achieve the goals that have been set.

Many executives look balanced scorecard as an initiative to improve the performance
measurement system not as something that is made to make fundamental changes in the way
the company manages its business. So many managers are interested only in the conceptual
appeal of the balanced scorecard, whereas conceptual appeal is not an enough reason to start
this program. When construction is begun, every senior executive must identify and agree on
the main objectives of the project implementation. Objectives set out in the implementation of
balanced scorecard will help to:

a. Provide guidance in determining objectives and measurement of scorecard.

b. Get commitments from project participants.
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c. Clarify the framework for the implementation and management process that must be
carried out after the initial scorecard formulation.

The College Management performance

David (2010:5) in Purwoko, Gamal and Kunhadi (2016), strategic management could be
defined as art and knowledge in formulating, implementing, and evaluating functional-traffic
decisions that enabled an organization to reach its purpose. Gaspersz (2005: 69), "Performance
measurement is a way of measuring the direction and speed of change, which can be likened to
such gauges of a car speed". It can be concluded that the college performance is the result
achieved by college in a given period under review from the important perspectives which are
financial, customer, internal business, learning and growth as a result of the implementation
strategy of the college in order to realize its vision.

Performance measurement is divided into four elements: (1) companies to set goals, objectives
and strategies. (2) Establish indicators and performance measures. (3) perform a
measurement of the level of success objectives and goals earned the company and (4) evaluate
performance continuously. Performance measurement is a measurement system that ensures
an organization takes place on the right track. Performance measurement understanding
generally summed up as a formal effort to evaluate the outcomes of the activities that have
been implemented.

Yuwono et al., (2006:31-43), aspects that are measured in the balanced scorecard include:

1. Customer Perspective
Students as consumers, learners and as an investor for the future have a role to
determine the sustainability of a lecture. As consumers, students are entitled for quality
service and education. As investors, students are entitled for future benefits on teaching
and education they got. The success to realize students’ hope is an indicator of lecture
success that is the existence of a system that works dynamically to produce graduates
with effective placement, ensure the quality of instructional and academic activities
support and establish good relations between the university and the student trustee.

2. The internal process perspective
Just as in business entity, universities also need to identify the most important process
manifested in educational services appropriate to customer expectations. Central to the
process is based on university efforts to provide assurance on the quality of Teaching
and Learning and the quality of the supporting devices of Teaching and Learning. In the
implementation, the service that has been designed is then conducted with effective
cost.

3. Learning and Growth Perspective
To operate the internal processes in order to produce services that have value for
students, the university requires productive and committed personnel. Productivity is
determined by the competence of personnel and the availability of infrastructure
required to run the internal processes.

4. The Financial Perspective
Excellence in the financial sector is expected to guarantee the welfare of the university
resources, the effectiveness of the use of funds and the continuity of the educational
process. Through excellence in finance, a university can realize the other three
perspectives: customer, internal processes, and learning and innovation.
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Model
Based on the formulation of the problem, research purposes, and the theories put forth above,
then the model analysis in this research can be illustrated in Figure 1 below.

Customer
Perspective

Management
performance

Financial
Perspective

Figure 1. Analisys Model

Hypothesis

Hi The perspective of customers positive effect on the college management

performance.

Hz Financial Perspective significant effect on the college management performance

RESEARCH METHODS
Research Location
The research location is at University of WR Supratman Surabaya which is located at Jalan
Arief Rahman Hakim No. 14 Surabaya.

Variable Observed
This study uses several variables, which include:
a. The dependent variable is college management performance
b. The independent variable is the customer perspective (Xi) and financial perspective

(X2)

Data Analysis Technique
The data were analyzed using multiple linear regression assisted by SPSS software version 23.
The steps undertaken to analyze the research data are as follow:
i) Validity Test
According to Ghozali (2009: 49), the validity test is used to measure whether a
questionnaire is legitimate or invalid. Validity test is done by calculating the level of
significance of bivariate correlation of respective indicator scores with a construct total
score. An question indicator is stated to be valid if the level of analysis of the correlation
value is less than 5% (sig <0.05).
ii) Reliability Test
According to Ghozali (2009: 45) reliability is a mean to measure a questionnaire which
is an indicator of variables or constructs. SPSS provides the facility to measure the
reliability of the Cronbach alpha statistical test. A construct or variable said to be
reliable if the Cronbach alpha value is above 0.6 (NunNunnally, 1960) in Ghozali (2009:
46).
iii) Determine The Equation Model
According Sugiyono (2005: 217), multiple linear regression analysis aims to measure
the influence of independent variables. Multiple linear regression is to show an
independent relationship with two or more other independent variables.

Copyright © Society for Science and Education, United Kingdom 183



Astuti, H. K., Widari, N. S., Pelitawati, D., & Gamal, A. (2017). The College Management Performance is Reviewed from the Perspective of
Customers and Financial Perspective (A Case Study On University WR Supratman Surabaya). Archives of Business Research, 5(12), 180-190.

Y= Bo+ B1X1+ 82X2+e

Information:

Y = college management performance
Bo = constant

B1,2 = constant of independent variable
X1= customer perspective

X2= financial Perspective

e= error term

iv) Classical Assumption Test
Classic assumption test aims to determine whether the regression model shows a
significant and representative association. The classical assumption used are (Ghozali,
2007: 91): Normality Test, Autocorrelation Test, Heterocedastity Test and
Multicolinearity Test.

RESULTS AND DISCUSSION

Overview of Research Location

University WR Supratman (Unipra) Surabaya is a college that is constantly evolving and until
today still exist. Unipra was founded on 10 March 1985, with three faculties, namely the
Faculty of engineering, Faculty of social sciences and the Sciences of Politi (political science),
and the Faculty of economics. Of the three faculties, in 2010 Unipra founded the Faculty of
teacher training courses of primary school teacher education. In order to meet the demands of
the community in the year 2006 Unipra also has established a graduate program (Master) with
two study programs (master of Science and master of management administration). The
number of Unipra students from year to year continues to increase.

Unipra campus is located on Jalan Arief Rahman Hakim No. 14 Surabaya, with acreage covering
approximately occupies 1.1 hectares. Availability of own land making it easier for the
University to manage the party and expanding it. All of the teachers and the leadership of the
Unipra is committed to maintaining the quality of education and teaching.

As a result, at this time all the courses at Unipra Surabaya has got accreditation from the
National Accreditation Agency (BAN). Quality education and an easy put out in search of work
became one of the attraction of high school students to continue their education in Unipra.

It is supported by human resources (HR) and teachers who have a diversity of experience
either from academics or practitioners, so that it is capable of delivering his best work-work
according the needs and the dynamics of change in science and the changes on the applicable
invitation - militate. To give spirit and reward towards the students getting into Unipra, they
are doing gets a variety of convenience and facilities during a lecture at Unipra. One example of
the ease with which Unipra offered to high achieving students is the opportunity to become a
student of Unipra without going through the test of academic Potential (TPA) and the setting of
Compulsory Education Donations (UWP) are relatively low.

Students may choose morning or evening lecture time. This means that the parties of the
University provides the opportunity to specify the time in accordance with the needs of the
College. The opportunity to become student Unipra without going through admission test can
be done in the period of receipt of JKM (line Ability and interest). For other students, the
Unipra also provides an opportunity for a Student Academic Potential through the Test Unipra.
The whole students (prospective students) will be declared admissible as a student Unipra,
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after she meets all the requirements set out and acknowledged graduating from high school.
The development of the means, the infrastructure and human resources in Unipra done
constantly and continuously. Almost an entire room of lectures using AIR CONDITIONING and
there is a slide projector.

Validity and Reliability Testing
The result validity and reliability of the testing as shown in table 1 below:

Table 1. The results of Validity and Reliability Test

Validity Test
Instrument Pearson Correlation Description
customer perspective
X1.1 0,521 Valid
X1.2 0,715 Valid
X13 0,696 Valid
X1.4 0,838 Valid
X15 0,782 Valid
financial perspective
X241 0,831 Valid
X222 0,842 Valid
X2.3 0,871 Valid
performance management
Y11 0,858 Valid
Yi2 0,849 Valid
Y13 0,766 Valid
Y14 0,731 Valid
Reliability Test
Variable Coefficient of Alpha Variation | Description
customer perspective X1 0,754 Reliable
financial perspective X» 0,802 Reliable
performance management Y 0,806 Reliable

Classical Assumption Test

Test of normality

Test of normality aims to test whether in regression models, residual has a normal distribution
(Ghozali, 2009). In this study using normal probability plots will form a straight line diagonally,
and ploting residual will be compared with diagonal lines. Based on the results of the data
processing is obtained that for the customer perspective (X1) and financial perspective (Xz) and
performance management (Y) data spread around the diagonal line and follow the direction of
a diagonal line or chart pattern shows histogram normal distribution, which is shown in Figure
1 below.
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Figure 1. Normal distribution

Based on Figure 1 retrieved data spread around the diagonal line and follow the direction of
the diagonal lines indicating patterns of a normal distribution.

Multicolinearity Test

Multicolinearity Test to detect the presence of multicolinearity can be seen from the Variance
Inflation Factor (VIF). If the value of VIF > 10 then multicolinearity and if the xalue of VIF <10
then not happen multicolinearity. The results of this testing get VIF = 1.000 indicates that is not
the case the existence of symptoms.

Table 2. The values of the Variance Inflation Factor

No Variable Value VIF
1 X1 4.986
2 Xz 4.986

The test results show that the presence of multicolinearity symptoms did not occur because
the value of greater than one VIF and smaller 10.

Heterocedastity Test

Heterocedastity Test is carried out through the analysis of graph scatter plot. If the graph has a
scatter plot data distribution patterns form a certain pattern then it shows heterocedastity.
Otherwise, if the pattern does not form a scatterplot graph pattern or randomly then showed
does happen.
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Scatterplot
Dependent Variable: Y
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Results of Multiple Linear Regression Analysis
The results of the calculation in this analysis using SPSS program 23.0 for Windows. multiple
linear regression equation is obtained as follows:

Y =0.844 + 0,365X1 + 0, 453Xz

From the above equation
a. a = 0.844, meaning that the magnitude of the performance management of 0.365 if
customer perspective (X1) and financial perspective is of zero.
b. Xi=0.365 meaning that if the perspective of customers up one unit then it performance
management will be up by 0.365 assuming financial perspective variable is zero.
c. Xz =0,453 This means that if financial perspective (Xz) up one unit then it performance
management will be up by 0.453 assuming the customer perspective variable is zero.

Based on the results of the calculation with the tools the program SPSS version 23.0 then
retrieved the results as shown below the customer's perspective (X1) and financial perspective

(X2) and performance management (Y).

Table 3. The Results Of Multiple Linear Regression

Variable Regression tcount | Significant
Coefficient
Constant 0,844 3,079
customer perspective 0,365 2,345 0.021
(X1)
financial perspective (X2) 0,453 3,561 0.001

Based on table 3 obtained multiple regression linear equations that have the value of the
correlation coefficient is positive, so that it can be interpreted that the relationship between
the free variables with variable bound to form a linear line positive. This means that any non
variable increase will be followed by the increase of the variable is bound. Any increase in the
perspective of customers will follow the increase in performance management in a financial
perspective be considered fixed. Each financial perspective increase followed a rise of
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performance management in the perspective of the customer are considered fixed.

Hypothesis testing

Hypothesis testing in this study there are two hypotheses proposed, and to test the second
hypothesis test used the partial regression significance (t-test) and simultaneous regression
significance test (test F).

F-test (Testing against Simultaneous Regression Coefficients)

Table 4. The result of F test

Model Sum of Squares | df F significant
1 Regression | 20,990 2 82,518 .000*
Residual 12,337 97
Total 33,328 99

The F-test is used to determine whether the regression model can be used to test between the
perspective of customers (Xi) and financial perspective (Xz) together on performance
management (Y). Based on the results of the calculation of Significant value are known from
both the free variable (the perspective of customers and financial perspective) for 0.000 (<
0.05) such that Ho is rejected and the H1 is accepted, which means the regression model fit with
data

The t-test (Testing against the regression Coefficient In Partial).

Table 5. The result of t test

Variable t count significant
customer perspective (X1) 2,345 0,021
financial perspective (Xz2) 3,561 0,001

This test is used to test whether a customer perspective (X1) and a financial perspective (Xz) a
significant effect on performance management (Y). Based on the results of the calculations on
the table known values SPSS significan perspective customers (X1) of 0.021 (< 0.05) such that
Ho is rejected and accepted, meaning there are H; significant effects from the perspective of the
customer against the variable variable performance management. Based on the results of the
calculation of SPSS on the table of the financial perspective of significant value is unknown (Xz)
for 0.000 (< 0.05) such that Hy is rejected and accepted, meaning there are H; significant effects
from the financial perspective against variable variables performance management.

DISCUSSION

Discussion of research based on the results of data analysis methods that have been used.
Based on a statistical regression testing against multiple linear equations, then the first
hypothesis, "Perspectives of influential customers significantly to the College Management
performance” is proven. This is due to the value of the customer's perspective of 0.021
significance smaller than 0.05. The results of this research also supported research conducted
Gamal and Soemantri (2017) stating that the influential customers significant perspective on
performance of private colleges with significance value of 0.014 (< 0.05). In addition backed
the opinion of Yuwono et al,, (2006:31-43) that the student hopes to realize the success as an
investor, the student is entitled to future profits over the teaching and education of acquired.
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The success of the student hopes to with indicators of College, namely the existence of a system
that works dynamically to produce graduates with effective placements, ensures the quality of
instructional and support activities academic as well as a good relationship between the
University student trustee.

Based on a statistical regression testing against multiple linear equations, then the second
hypothesis "of the Financial Perspective effect significantly to performance management
University WR Supratman Surabaya" is proven. This is due to the value of the significance of a
financial perspective of 0.001 is smaller than 0.05. The results of this research also supported
research conducted Gamal and Soemantri (2017) stating that the financial perspective a
significant effect on performance of private colleges with significant value of 0.001 (< 0.05).

In addition backed the opinion of Yuwono et al,, (2006:31-43) that excellence in finance are
expected to provide a guarantee of well-being on University resources, the effectiveness of the
use of funds and continuity of the educational process. Through financial excellence, a
University can embody three other perspectives: customer, internal processes, and innovation
and learning.

CONCLUSIONS AND SUGGESTION
Conclusion
Based on the deliberations of the conclusion can be made as follows:
1. The perspective of customers positive effect on the College Management performance,
because value t calculate the customer's Perspective amounted to 2.345 greater than t
table (0.659).
2. Financial Perspective significant effect on the College Management performance,
because value t calculate the financial perspective of 3.561 greater than t table (0.659).
3. The Financial Perspective is the dominant influence on the College Management
performance because it has a coefficient of determination of partial of 0.116, which
means performance management University WR Supratman Surabaya influenced by the
Financial Perspective of 11.6%. This greater value from the perspective of customers
amounted to 5.38%.

Suggestion

After the analysis is performed on variables observed in this study, then some of the
suggestions given for further research is due to the measurement of performance management
has been done by University WR Supratman Surabaya is currently only as on aspects of
customer and financial aspects only, not yet touched on aspects of non financial business
processes such as internal as well as learning and growth, and on further research it needs to
be examined more.
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ABSTRACT

The quality of accounting personnel is determined by the quality of the graduates of the
Faculty of Economics in particular, namely accounting, where an accountant is one of
the elements of the audit power has an important role. Someone chooses the profession
as an accountant has a different motivation, is the perception of someone taking action
against the figure accountant will affect the motivation. The method was used a
correlational analytic methods using cross sectional approach, independent variables
in this study was food consumption and nutritional status, the dependent variable in
this study was 62 students achievement Academic. The Population was student
achievement students majoring in accounting economic faculty University WR
Supratman Surabaya 2015-2016 with simple random technique sampling of data
collection methods used ware enclosed questionnaire, data processed by the editing,
coding, scoring, and tabulating. status as many as 35 students (56.5%) and then 22
students (35.5%) lowest as many as 7 students (8%). Student Achievement index was
very satisfying almost half have a very satisfying Achievement index value by as much
as 55 students (88,7%). The results of spearman’s correlation test statistics with 95%
confidence level (a = 0.05) obtained above the P = 0.000 <0.05 which means that Ho
refused and H1 accepted that it can be concluded that There was a Relationship
Between food consumption and nutritional status with students achievement Academic
majoring in accounting economic faculty University WR Supratman Surabaya 2015-
2016. This study is expecting to be used as information for food consumption and
nutritional status and academic achievement students majoring in accounting
economic faculty University WR Supratman Surabaya 2015-2016 which can assist the
institution in making and implementing the design system was readily accepted the
teaching of each student and can improve student achievement for the better.

Keywords: food consumption and nutritional status, Student Achievement index

INTRODUCTION
Learning situations are complex and comprehensive nature and involves the interaction of
multiple components, often found students who can't achieve an equivalent academic
achievement with the ability intelegensianya. Because it is essentially academic achievement is
the result of the interaction of several factors that vary from one individual to another
individual (Baiquni, 2007). Rangkuti (2013:183) in Gamal and Purwoko (2016:9) argues that
the strategy is a comprehensive master planning, which explains how the company would
achieve all the goals that have been set upon in the mission that has been set before. This
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means that the students were also in the College must make strategy so that index high
achievements can be reached.

As a basis for efforts increased HR, then mastery of science and technology need to be
simultaneous programs and orientation for each agency, including in the process of teaching
and learning in higher education. The form of the increased effort be implemented by
improving the learning achievements of students in College. These goals can be realized
through the effort that was placed on quality improvement of education. Higher education
developed in integrated and appropriate in different lines, type and level. Infrastructure of
higher education both primary as well as the supporters need to get attention to developed
and disseminated evenly in order to help in this effort to improve the quality of higher
education in accordance with the the demands of the objective in the community.

In the process of teaching and learning, the excitement for learning needs to get serious
attention for the achievements of results can lead to good learning. Nutrition is an integral part
of national development, because nutrition is one of the components in improving the quality
of human resources. It proves that the food nutritious needs to be given to students that would
later influence on intelligence and academic achievement. The achievement is the fruit of the
resultant skills continue to focus, insight, reliable and abundant character and has the
willingness and ability to cope, adapt and then implementing it (Kerry, 1995:10). The extent to
which one's accomplishments can be seen from their capabilities in tailoring a task given by
the lecturer, and in order to achieve the desired goal, the students have to study in earnest so
as to obtain the expected accomplishments. Learning is a change in who settled in the life of
someone who is not genetically inherited. Basically learning is behavior change as a direct
result of the experience and not the result of those connections in the nervous system that was
brought from birth (Darsono, 2001). As consumers, students are entitled for quality service
and education. As investors, students are entitled for future benefits on teaching and education
they got (Gamal and Soemantri, 2017).

Learning is a process of growth and changes in personality or behaviour manifested some new
response patterns in the form of skills, attitudes and habits, knowledge skills or a process of
work done a person to obtain a change of behaviour better overall and continuous, some of the
results of his own experience in in teraksi with the surrounding environment.

Achievement of learning outcomes that have been achieved are the students after the teaching
and learning process is implemented, with a starting point on the results of the evaluation of
the students that have been achieved in a certain period. Experts in formulating the different
kinds of learning achievements. Based on a review of the types of learning, at the value of the
IPK

The process of awarding of rating (Grading) is the process of translator score test results that
have been converted into the evaluative classification according to the norm or the relevant
criteria. Nutritional status of nutritional health is the State of a person who is determined by
the degree of necessity of nutritional substances obtained from consumption of food each day
and their use by the body so as to achieve optimal nutritional health degrees. Measurements
are most easily accomplished is by Anthropometry Anthropometry indicator most widely
performed for the determination of nutritional status somebody with weight (W), ti-nggi body
(TB) or length (PB), sometimes also used size upper arm circumference (LLA).
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Consumption is the amount of food that is cooked and served to contain adequate nutrition,
then eaten and ingested (Soedarmo, 1995). Food or food consumption is the amount of food
(single or diverse) are eaten a person or group of people with a specific purpose

In the aspect of nutrition the purpose of eating is to acquire a number of necessary nutrients
the body. Food consumption is a good and sufficient in quality and quantity, meaning his food
consumed must contain all essential nutritional substances that require the body in adequate
amounts. The purpose of this research is to know the relationship of food consumption and
nutritional status with the learning achievements of students. The sample in this research
totalled 62 respondents i.e. students majoring in accounting economic faculty University WR
Supratman Surabaya 2015-2017. Reasons of sampling with random sampling techniques or
randomly obtained sample is truly representative against the population. Free variables in this
study are food consumption and nutritional status, whereas the variable bound in the form of
learning achievements. Food consumption reveal with food and drink consumed a person in a
given period

Nutritional status, in this research are determined using the measurements of Anthropometry
and nutritional history, i.e. with a food frequency method (the frequency of eating). The
learning achievements of students can be known through the evaluation conducted by the
lecturers in the form of semester final exams. High low learning achievement for one student
shown by high low achievement Index value the achievements of all courses during a semester,
the results are shown in the form of the existing values in the card study results. Research
instrument used in this research use the question form, observation and documentation. Data
processing using Spearman ‘s correlation (Sugiyono, 2014)

Food consumption questionnaire using the frequency of eating. Indicators of food consumed
consists of a range of consumption, frequency and amount of eating food substances dikon-
sumsi students, namely the large number of energy consumption of protein, calcium, and iron
the sheets of food frequency. Measurement indicators Anthropometry by doing the weighing
weight against students based on weight according to age (W/U), height (TB) and the size of
the circumference of the upper arm (LLA), The learning achievements of students in mind by
using the documentation for the card study results with indicators with compliments, very
satisfying and gratifying

RESULTS AND DISCUSSION
In the 80s several colleges were established in Surabaya. Among the colleges, one that
continues to grow and continues to exist until now is the University of WR Supratman (Unipra)
Surabaya. Unipra is established on March 10, 1985, with three faculties: the Faculty of
Engineering, Faculty of Social and Politics Science (Fisip), and the Faculty of Economics. From
the three faculties, in 2010 Unipra founded the Faculty of Teacher Training and Education with
the department of Primary School Teachers.

In order to meet society's demands in 2006 Unipra has also established a Magister program
(S2) with two courses (Master of Management and Master of Administrative Sciences). The
total number of Unipra students at present is about 1,200 students. The students come from
various regions in Indonesia.

Unipra campus is located at Jalan Arief Rachman Hakim 14 Surabaya, occupying an area of
approximately 1.1 hectares. The availability of land itself makes it easier for the university to
manage and develop it. All lecturer and leader in Unipra determined to maintain the quality of
education and teaching. As a result, at this moment all courses in Unipra Surabaya has received
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accreditation from the National Accreditation Board (BAN).

Quality education and easy output to find work become the attractions for high school students
to continue their education in Unipra. This is supported by human resources (HR) and faculty
who have a diversity of experience from both academics and practitioners, so as able to
provide the best works appropriate with the needs and the changing dynamics of science as
well as the change of applicable laws. To encourage and reward the students get into Unipra,
those who excel receive various conveniences and facilities during study in Unipra. One
example of the convenience offered by Unipra to top students is the opportunity to become a
Unipra student without going through the Academic Potential Test (TPA) and the
determination of Money Donations Compulsory Education (UWP) is relatively low.

The opportunity to be a Unipra student without entrance test can be performed in the
acceptance period of Capabilities and Interests Line. For other students, Unipra also provides
an opportunity to become a Unipra student through Academic Potential Test. All students
(prospective students) will be declared to be accepted as Unipra students after they meet all
the requirements set and stated to be graduated from high school. Development of facilities,
infrastructure and human resources in Unipra is carried out continuously and sustainably.
Thus, one day Unipra can truly realize its vision to become a campus of quality and
affordability.

Based on the results of questionnaires which were returned to the researchers counted 62 of
70 respondents (8 respondents did not return), then the stages of research as below are done.

Table 1. Description Gender Respondent

Category Classification requency (People) | Percentage (%)

Gender Male 18 29,0
Female 44 71,0
Total 62 100,00

From the data, it is shown that the majority of respondents were female, ie 71.0% while male is
amounted to 29.0%.

Table 2. Food consumption and nutritional status Student Undergraduate Accounting Course of
University WR Supratman Surabaya

No food consumption and requency (People) | Percentage (%)
nutritional status

1 Best 22 35,5

2 Enough 35 56.5

3 Minus 5 8.0
Total 62 100

Based on the table above can be explained that the distribution of food consumption and
nutritional status of students of the Undergraduate Studies Program 2015-2016 force
Accounting University WR Supratman Surabaya has mostly food consumption and nutritional
status as many as 35 students (56.5%) and then 22 students (35.5%) aterendah as many as 7
students (8%).

Nutritional deficiencies in adolescence will have an impact on the aktfitas students in the
school, among others, sluggishness (lethargic), easily fatigued/tired, malnourished growth
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barriers in adulthood, and a decrease in achievement in schools (Elnovriza, 2008). According
to Purnakarya (2010), lack of nutrients will reduce the concentration and learning ability of
the students

Nutritional status of nutritional health is the State of a person who is determined by the degree
of necessity of nutritional substances obtained from consumption of food each day and their
use by the body so as to achieve optimal nutritional health degrees. Assessment of nutritional
status is to compare the State of nutrition according to measuring results against standards
that correspond to individual or group. Assessment of nutritional status in teenagers can be
done by measuring the clinical examination, Anthropometry, nutrition and biochemical
examination of history. Consumption is the amount of food that is cooked and served to
contain adequate nutrition, then eaten and ingested (Soedarmo, 1995). Food or food
consumption is the amount of food (single or diverse) are eaten a person or group of people
with a specific purpose.

The results showed the existence of a positive and significant relationship between the
consumption of food and nutritional health status together with the learning achievements of
students, turned out not to deviate from the reference theory nor empirical. This proves that
both predictors simultaneously have enough adequate predictive power. This shows how
important consumption of food for the students who will be applied on the status of its
nutrition value. Karena basically feat to achieve student learning optimally required intake of
food consumption and good quality. With a quality food intake, it will achieve a good
nutritional status as well as the learning achievements will be reached eventually anyway.

Table 3. Student Achievement index value forces 2015-2017 Accounting Bachelor degree
Courses the University WR Supratman Surabaya

No Student Achievement index requency (People) | Percentage (%)
1. | compliments 3 4,8
2. | very satisfying 55 88,7
3. | gratifying 4 6,5
Total 62 100,0

From the table above can be explained that the distribution of Student Achievement index
value forces 2015-2016 the course of accounting Undergraduate University WR Supratman
Surabaya almost half have a very satisfying Achievement index value by as much as 55
students (88,7%)

Student academic performance index value forces 2015-2016 Accounting Bachelor degree
Courses the University WR Supratman Surabaya. Based on the table above can be explained
that the distribution of student achievement index value forces 2015-2016 S1 study Program
Bachelor of Accountancy University WR Supratman Surabaya is almost half of it had very
satisfying achievement index value by as much as 55 students (88,7%).

Learning achievement is overall activity measurement, processing, interpretation, and
considerations to make decisions about the level of the learning outcomes achieved by the
individual. The results of the study pointed to the achievements of the study, whereas the
achievement of learning that is an indicator of the existence of degrees of changes in student
behaviour (Hamalik O, 2003). There are many factors that affect the achievement of learning
either from outside or from inside, which included individuals from the outside that is one of
the factors
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During live protégé could not prevent ourselves from the natural environment and the socio-
cultural environment, while from within the individual i.e. psychological factors among others,
interest, intelligence, talent, motivation,. The value of learning achievements can be known
through the process of evaluation of student learning outcomes. The results of the study can
not be directly visible, without someone doing something that shows the results of the study
through a the learning achievements. So, in the achievement of learning outcomes will be

The difference between the achievement level of the one with those of others in reaching what
is intended, is due to the difference in the characteristics of individuals. The same person can
produce different achievements in different situations so that it can be said that the
accomplishment of learning is influenced by individual factors and the factors of the situation,
this is in line with the opinion of the

Purwanto (2006) which explains that: "managed to learn it whether or not depends on various
factors." After a certain span of time, usually at the end of the semester all the assessment for
each field of study written in a transcript of a value called the GPA (Cumulative Achievement
Index). This GPA into evidence the success or failure of students in the University. From this
value, parents, students and teachers are concerned, teachers can see themselves

Table 4. Relationship Food consumption and nutritional status with student academic
achievement

Correlations

X Y
Spearman's rho X Correlation Coefficient 1,000 533
Sig. (2-tailed) . ,000
N 62 62
Y Correlation Coefficient 533" 1,000
Sig. (2-tailed) ,000 .
N 62 62

**. Correlation is significant at the 0.01 level (2-tailed).

From the table above can be explained that the results of statistical tests of correlation
spearman's with a degree of confidence 95% (a = 0.05) above retrieved result P = 0.000 < 0.05
meaning Ho denied and H1 Accepted that it can be concluded that there is a relationship
between food consumption and nutritional status with academic achievement Student
Undergraduate Course 2015-2016 force Accounting University WR Supratman Surabaya

CONCLUSIONS AND SUGGESTION
Conclusion
Based on the results of statistical tests of correlation spearman's with a degree of confidence
95% (a = 0.05) above retrieved result P = 0.000 < 0.05 then it can be inferred that there is a
relationship between food consumption and nutritional status with academic achievement
Student force 2015-2016 S1 study Program Bachelor of Accountancy University WR
Supratman Surabaya

Suggestion
Based on the conclusion, there are some suggestions as follows:
1. Number of research samples should be supplemented by involving all students both
semesters to the late semester.
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2. Need for classification of each faculty so that it will obtain very specific results which
one truly has a good performance among all faculty in the University of WR Supratman
Surabaya.
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ABSTRACT

The research conduct through the official website of the company which is engaged in
energy and oil gas drilling (mudflow incident). The purpose of this research to frame of
the company from their official website to reveal the CSR program, especially
incorporate governance, environmental, and social. The research focus on three main
areas : corporate governance and reporting, environmental policy, and social policy.
Measurement of the quantity of information presented using the index as an indicator
of Publicity. Data will analyzed with frame analysis. The data obtained and processed
using qualitative software called Nvivoll. The results of this research will inform
Publicity of CSR by the company that involved mudflow incident.

Keyword: Corporate Social Responsibility (CSR), official website, Publicity Index, Mudflow
Incident

INTRODUCTION

Overview

Initially, many companies are only oriented towards profit maximization to demonstrate its
performance. These companies to modernize and seek progress in the economic field.
However, the success achieved by the company are not followed by the company's concern to
the community and the environment, as also happens in Indonesia. Penecemaran case of Buyat
Bay by PT Newmont Minahasa Raya, environmental pollution and social issues related to
operational PT Caltex Pacific Indonesia, and the conflict between PT Freeport Indonesia with
local communities related to customs violations and the socio-economic gap that occurs. These
problems should be a thing that is focused by the company through a development program of
Corporate Social Responsibility (Reverte, 2008).

Many social problems faced by companies in Indonesia due to weak enforcement of regulations
regarding corporate social responsibility, such as labor regulations and environmental
pollution. Statement of Financial Accounting Standards (IAS) 1 (revised 2009) paragraph 12
only suggested to express the form of corporate responsibility on social issues. The statement
is as follows: "Entities can also be present, apart from the financial statements, reports on the
environment and report value added (valued added statement), especially for industries where
environmental factors play an important role and for an industry that considers its employees
as a group of users report plays an important role. Additional reports are beyond the scope of
Financial Accounting Standards. "

Statement of Financial Accounting Standards can be explained that the company is not
required to disclose information about the form of corporate responsibility towards the
environment surrounding the company. Consequently, there is a voluntary information
disclosure practices. Anggraini (2006) stated that the company will consider the costs and
benefits gained by disclosing social information. When the benefits greater than the cost of
putting it, then the company will voluntarily disclose such information.
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Progress on implementation of corporate social responsibility or Corporate Social
Responsibility (CSR) also seems to be a logical consequence of the implementation of the
practice of Good Corporate Governance (GCG), which in principle expressed the need of
companies consider the interests of its stakeholders in accordance with existing regulations
and establish cooperation actively with stakeholders for the sake of long-term survival of the
company. There are five principles of Good Corporate Governance (GCG), which transparancy,
accountability, responsibility, independence, and fairness. Of the five principles, the principle
of responsibility is a principle which has the closest relationship with CSR. By applying this
principle, it is expected the company increasingly aware that in conducting its operations, the
company also has a role to be responsible and provide added value not only to shareholders
but also other stakeholders (Frankl, 2007: 12).

Entire companies in Indonesia increasingly required to provide transparent information on
their social activities, so that the disclosure of the Corporate Social Responsibility (CSR), the
role of social responsibility accounting (Anggraini, 2006). According to Boone and Kurtz
(2007), the notion of social responsibility (social responsibility) in general is management
support to the obligation to consider the profit, customer satisfaction and the welfare of society
as equals in evaluating the company's performance. Tamam Achda B. (2007) defines CSR as the
company's commitment to account for the impact of its operations in the social, economic, and
environmental and continuously ensure that the impact will benefit the community and the
environment.

Inawesnia (2008) stated that CSR is a business practice that is transparent and based on
ethical values. CSR pays attention to employees, society and the environment, and is designed
to gain legitimacy from the public in general and also of the shareholders. Companies
developing this CSR program as a form of business responsibility is oriented to meet the
public's expectations that the company gained legitimacy from the public.

Gossling and Voucht (2007) says that CSR can be viewed as a liability the business world to be
accountable to all stakeholders, not just for one stakeholder alone. If the company does not
provide accountability to all stakeholders that includes employees, customers, communities,
local environment / global, eventually the company will be considered bad and would not get
support from the community.

Most companies assume that communicating CSR program is as important as doing it's own
CSR activities. By doing so, the company intends to encourage more people who know the
social activities of the company, so the company can reduce the level of risk in the face of social
unrest. Thus, it can be concluded that the CSR report to the public would enhance the social
value of hedging the company.

Research on CSR already is not new anymore, but research has focused on the presentation of
CSR in the company's official website only a few who do. In this study will only measure
Publicity Index, ie the quantity of CSR information presented in this case is information about
CSR is presented on the company's official website.

The problem in this research is: "How to looking at disclosure of Corporate Social
Responsibility (CSR) on the official website of the companies involved in the case of Lapindo
mudflow?". The goal of this research is to see whether the company has leveraged its official
website to disclose CSR program, in terms of corporate governance, environmental, and social.
Given this research, the expected benefits is that it can provide new inputs that can assist
companies in disclosing Corporate Social Responsibility (CSR) in the company's official
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website.

LITERATURE REVIEW

Corporate Social Responsibility (CSR)

Many experts have suggested a definition of Corporate Social Responsibility (CSR). One is the
notion of CSR according to Kotler and Nancy (2005) that Corporate Social Responsibility is the
company's commitment to improve the welfare of the community through good business
practices and contributes most of company resources. Meanwhile, According to the World
Bank (2009) in Nurkhin (2009), the definition of CSR is the commitment of business to
contribute to sustainable economic development, working with employees of the company, the
family employee, as well as local communities and society as a whole, in order to improve the
quality of life .From the several definitions cited above, it can be concluded that Corporate
Social Responsibility is the company's commitment to provide long-term contribution to the
community and the surrounding environment so as to create a better environment. Social
responsibility can take many forms, for example: reduce waste and pollution, grants, provision
of expert assistance from the company, the provision of employment, and so forth.

CSR Disclosure On Company's Website

Development of communication no longer possible for an organization to cover up a fact. The
existence of today's Internet technology led to the development of information could not be
separated by sea or land boundary. With increasingly rapid internet technology makes
information easy to obtain.

In terms of communicating CSR, web media selection has strategic reasons because "the web
organisasi Also offers the opportunity to design messages that do not have to follow the
dictates of gatekeepers as with print and electronic media "(Chaudri & Wang, 2007) and
website characterized as "an ongoing and interactive process, rather than an annual static
product. "In addition, most activists or those who have concern for the issue of CSR will
monitor activity Companies with looking through his website. According to Lodhia (2004),
reporting the company through the company website has advantages and disadvantages as
follows:

Table 1. Advantages and Disadvantages Website

Benefits Limitations
a) Global reach and mass communication a) Developed/Developing country digital
b) Timelines and updateability divide
c) Interaction and feedback b) Costs and expertise
d) Presentation flexibility and visibility c) Information overload
e) Navigational ease d) Security problems
f) Increased information (downloadable) and e) Authentication, attestation and legal
analysis impediments
g) Cost beneficial f) Poor website design and advertising
h) Archieved information can be kept and users g) User preference and competence
of websites can be tracked
i) Integration
j) Push information

Publicity Index
Publicity Index is divided into 3 main areas, and each area has 5 categories. The following are
the 15 categories will be described:
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Corporate Governance and Reporting as follows :

o Does the company explains in detail the structure of the management company?

o Does the company comply with the law / rules of corporate governance?

o Does the company report information on financial audit?

o Does the company explained on shareholders' rights policies?

o Does the company report and explain the company's internal code of conduct?

Environmental Policy as follows :

o Does the company states adhere to industry-specific rules, in accordance with national
regulations and / or international standards regarding the environment?

o Does the company include the names of individuals (management and / or board
members) or the department responsible for environmental management and
dedication to the environment?

o Does the company report on the use of energy and water?

Does the company report environmental performance, including efficiency?
o Does the company incorporate environmental aspects into circuit inventory
management wisdom?

©)

Social Policy as follows :

o Does the company disclose compliance with national regulations and / or international
human rights and / or employment?

o Does the company reported a sponsorship program or as an advocate for community
activities?

o Does the company explained on employee development, or policy interests of
employees?
Does the company explain the policy on health and safety?

o Does the company explained about the policy positions?

Previous Research

The previous study used as a support is the research conducted by the East-West Management
Institute (2004) entitled "Report on a survey of corporate social responsibility of the Reviews
largest listed company in Hungary". The purpose of these studies is to raise awareness and
practical application of the principles of CSR among companies, investors, and regulators who
are in Hungary. East-West Management Institute (2004) Report on a survey of corporate social
responsibility of the Reviews largest listed company in Hungary Both studies use the index as
the index measurement publicity studies which are carried out by the East-West Ma-nagement
Institute uses some companies in Hungary as an object of research.

Ati Harmoni and Ade Andreyani (2008) Disclosure of corporate social responsibility (CSR) in
the company's official website Studies in PT. Unilever Indonesia Tbk Both studies used the
publicity index as the index is measured, and the official website as the research object
Research Ati Harmoni and Ade Andreyani conducted in 2008, the company studied is a
company engaged in the field of Home and Personal Care and Food and Ice Cream Product.

Ati Harmoni (2009) Interactivity CSR issues in the company's official page. Studies in PT.
Indocement Tunggal Prakasa TBK Both studies use the official company website as the
research object Research conducted Ati Harmoni conducted in 2009 and does not use the index
as the index measurement publicity
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RESEARCH METHODS
Research Approach
This study used a qualitative approach. Moleong (2007: 6) states that the study used a
qualitative approach is research that aims to understand the phenomenon of what is
experienced by the subject of the study such behavior, perception, motivation, action and
others, holistically, and by way of description in the form of words words and language, in a
specific context by using various natural and scientific methods.

The research approach used by the writer is descriptive qualitative approach with content
analysis method (Weber, 1990: 9). The purpose of this study is to provide a systematic
overview, actual and accurate information on the facts available, the nature and character, as
well as the relationship between the phenomena being studied, ie disclosure of corporate
social responsibility in the company's official website.

The Scope Of Research
The scope of this study is limited to the following matters:
o This study examines only the disclosure of CSR by companies involved in the case of
Lapindo mudflow through its official website.
o This study will measure the index only publicity, ie the quantity of CSR information
presented on the company's official website.

Types and Sources of Data

Data used in this study is qualitative data. Qualitative data is data that is not expressed in the
form of numbers, which in this study in the form of Annual Report and Sustainability Report as
well as the Code of Conduct of the company.

Data Collection Procedures

Data collection methods used in this research is the method of online data searches. Burhan
Bungin (2008: 125) states that the method of data searches online are ordinances perform
data searches through online media such as the Internet or media other network providing
online facilities, thus enabling researchers can utilize data online information in the form of
data or information theory, as quickly or as easily as possible, and accountable academically.

Techniques Analysis

The analysis was conducted based on data of companies that will be used by the authors to
address issues raised. In this study, the authors process the data obtained using a software
program called Nvivo11. In this study, the stages of data analysis carried out as in the following
table:

Table 2. Techniques Analysis

Stages Input Process Output
Analysis

Preparation 1 | Searching website of Google Access official website company
company

Preparation 2 | Download installer Meng-install software Software Nvivo1l1l
Nvivoll Nvivoll

Collecting Access Website mudflow Download Annual Report, Annual Report, Sustainability

Data incident Sustainability report, and report, andCode of Conduct

Code of Conduct
Data Login Nvivo11l Nvivol1l Analysis and Discussion
Processing (Framing Analysis)
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RESULTS AND DISCUSSION

Measurement CSR Index Publicity
In the tables presented below are categories of CSR expressed by EMP and MedcoEnergi on its
official website. Each category expressed receive the value of one (1), while an undisclosed will
have a value of zero (0). Assessment score is performed as follows:

o Very Less: 1-3

o Less: 4-6

o Pretty Good: 7-9

o Good: 10-12

o Very Good: 13-15

Table 3. Presentation CSR PT EMP 2006 - 2011

Statements 2006 | 2007 | 2008 | 2009 | 2010 | 2011
Corporate Governance
1. Structure
e Board structure 0 0 0 0 0 0
e Responsibilities of board members 0 0 0 0 0 0
e Composition of the board 0 0 0 0 0 0
e Names and biographical details of board members 0 0 0 0 0 0
e Individual responsible for implementation 0 0 0 0 0 0
2. Code 0 0 0 0 0 0
3. Financial Audit
e Composition and task of Audit committee 0 0 0 0 0 0
e  Procedure for appointment of External auditor 0 0 0 0 X X
e Policy on rotation of external auditors X X X X X X
e Statement regarding audit fees and non-audit fees X X X X 0 0
e Independence of auditor 0 0 0 0 0 0
4. Shareholders policy 0 0 0 0 0 0
5. Code of ethics 0 0 0 0 0 0
Environmental Policy
1. Regulation environmental standard 0 0 0 0 0 0
2. Individual name/department environmental 0 0 0 0 0 0
responsibility
3. Energy and water use X X X 0 0 0
4. Emision minimum or management wasted X 0 0 0 0 0
5. Environmental aspects as a inventory management X X X X X X
policy
Social Policy
1. Human Rights and/or Working standard X X 0 0 0 0
2. Sponsor 0 0 0 0 0 0
3. Employee development 0 0 0 0 0 0
4. Healthy and safety work policy 0 0 0 0 0 0
5. Work position policy 0 0 0 0 0 0
0=YESX=NO Source: proceed, 2016

From the table above it can be seen that in 2006, EMP get a score of 9 so it is quite good in
presenting CSR. Then in 2007, the score increased to 10 and increased again to 11 in 2008,
then in 2009 to 2011, EMP got a score of 12. It can be concluded that in 2007 and 2001, EMP
has presented CSR is well on its official website.
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Table 4. Presentation of CSR PT Medco Energi 2006 to 2011

Statements 2006 | 2007 | 2008 | 2009 | 2010 | 2011
Corporate Governance
1. Structure
e  Board structure 0 0 0 0 0 0
e Responsibilities of board members 0 0 0 0 0 0
e Composition of the board 0 0 0 0 0 0
e Names and biographical details of board members 0 0 0 0 0 0
e Individual responsible for implementation 0 0 0 0 0 0
2.Code 0 0 0 0 0 0
3. Financial Audit 0 0 0 0 0 0
e Composition and task of Audit committee 0 0 0 0 0 0
e Procedure for appointment of External auditor 0 0 0 0 0 0
e Policy on rotation of external auditors X X X X X X
e Statement regarding audit fees and non-audit fees X X X X X X
e Independence of auditor 0 0 0 0 0 0
4. Shareholder policy 0 0 0 0 0 0
5. Code of ethics 0 0 0 0 0 0
Environmental Policy
1. Regulation environmental standard 0 0 0 0 0 0
2. Individual name/department environmental 0 0 0 0 0 0
responsibility
3. Energy and water use 0 0 0 0 0 0
4. Emision minimum or management wasted 0 0 0 0 0 0
5. Environmental aspects as a inventory management X X X X X X
policy
Social Policy
1. Human Rights and/or Working standard 0 0 0 0 0 0
2. Sponsor 0 0 0 0 0 0
3. Employee development 0 0 0 0 0 0
4. Healthy and safety work policy 0 0 0 0 0 0
5. Work position policy 0 0 0 0 0 0
0 =YES X=NO Source: Proceed, 2016

From the table above it can be seen that from 2006 to 2011, MedcoEnergi always got a score of
12. It can be concluded that MedcoEnergi has presented the CSR well on its official website.

CONCLUSION

Based on the analysis and discussion that has been described in the previous chapter shows
that the EMP and MedcoEnergi has leveraged its official website performs well in terms of CSR
disclosure has been made by both companies, both in terms of corporate governance,
environmental policy and social policy. The results showed that the index Publicity EMP is
increasing every year, while the index MedcoEnergi Publicity is always stable and high. This is
a proof that the EMP and MedcoEnergi has been implementing sustainable CSR and getting
better every year.

MedcoEnergi must be present in full on its official website about the sustainability report. In
addition, further research can be expected to examine the CSR disclosure before and after the
Lapindo mud disaster.
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ABSTRACT

An important area of law involves crimes committed in the business environment. Part
I of this article is a discussion of “business property crimes,” such as larceny, burglary,
robbery, and others. Part II then introduces the category of offenses termed "White-
Collar Crimes.” The authors provide examples in the context of sports and
entertainment, which intersect in the cases of 0.J. Simpson and Norby Walters. Part III
offers a discussion on international implications emanating from enforcement actions
relating to corruption and bribery under the Foreign Corrupt Practices Act (FCPA) in
the context of the Olympic Games and other international sporting events. The authors
propose a revision of the FCPA, “The Olympic Bribery Act,” to remedy deficiencies in the
current statutory framework.

Keywords: Business Crimes; White-collar Crimes; Mail and Wire Fraud; Foreign Corrupt
Practices Act; Olympics

INTRODUCTION
Consider these two factoids:
On September 18, 2007, Orenthal James (0O.J.) Simpson was charged with three other
individuals in a criminal complaint relating to the armed robbery of sports memorabilia
collectors in a Las Vegas casino (Criminal Complaint, 2007). The complaint alleged conspiracy
to commit a crime, a misdemeanor; conspiracy to commit kidnapping, a felony; conspiracy to
commit robbery, a felony; first degree kidnapping with use of a deadly weapon, a felony;
burglary while in possession of a deadly weapon, a felony; robbery with the use of a deadly
weapon, a felony; assault with a deadly weapon, a felony; and coercion with the use of a deadly
weapon, a felony, in connection with events that had transpired on September 13 of that year.
The criminal complaint, which was later amended, initially contained allegations of seven
felonies and one misdemeanor. The final complaint contained allegations of ten separate
felonies and one misdemeanor (Associated Press, 2007). 0O.]. Simpson was convicted and was
sentenced to thirty-three years in Nevada prisons.

A second instance of criminal activity is occurring in the burgeoning area of youth sports,
which offers a unique opportunity for criminality. Pennington (2016) points out that
according to the National Center for Charitable Statistics youth sports organizations in the
United States (approximately 14,000) take in annual revenue of about $9 billion. What is
remarkable is that law enforcement authorities, as well as league officials, experts on nonprofit
organizations, and news organizations have reported the prosecution of people who
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volunteered as treasurers and other officers for Little Leagues and sports clubs across the U.S.
for misappropriating of funds (for example, $220,000 in Washington, $431,000 in Minnesota,
$560,000 in New Jersey) from the clubs’ coffers (Pennington, 2016). There appears to be
haphazard and scattered oversight of those sums of money because no national agency exists
in the country to watch over youth sports. Pennington (2016) asserts that investigators and
prosecutors in several states have acknowledged that embezzlement investigations involving
youth sports have become common, and tend to be committed by unpaid board members who
are highly regarded in their communities.
It is difficult to say whether the problem with embezzlement has worsened or if the
growth of the leagues simply means more cases; there is no clearinghouse
comprehensively tracking fraud in youth sports. But investigators say the problem gets
little public discussion even as, by some measures, there are signs of mounting cases. In
the last five years, there have been hundreds of arrests and convictions in 43 states
involving 15 sports, based on a study of news accounts and a database compiled by the
Center for Fraud Prevention, an organization that aims to mitigate embezzlement in
youth sports (Pennington, 2016: p. A1 of the NY printed edition)

In most cases, disputes in the area of commercial law are civil in nature—where a party is
seeking either a “legal” remedy in the form of monetary damages (Calamari & Perillo, 1977), or
a remedy “in equity” in the form specific performance (Schwartz, 1979) in order to “put the
injured party in as good a position as that in which he would have been put by full performance
of the contract” (Murphy & Speidel, 1970). The remedy of specific performance is generally not
available in cases of a breach of a personal service contract (Philadelphia Baseball Club v.
Lajoie, 1902). Damages are often awarded based upon an allegation of breach of contract, or in
the sports arena, tortious interference with an existing contractual relationship (Romano.
2009; Dosh, 2011; Heitner, 2011). (See Appendix I). For example, a case was filed in 2004
where Sports Quest, Inc. had asserted a claim against Dale Earnhardt alleging breach of
contract, fraud, and tortious interference with its business relationships (Sports Quest, Inc. v.
Dale Earnhardt, Inc., 2004).

In this article, we will focus first on an area of law that involves crimes committed against
business property. After the discussion of “business property crimes,” we will proceed into a
discussion of a category of offenses often perpetrated by businesspersons in the conduct of a
range of illegal activities termed “white-collar crimes.” There are many examples in the
context of a discussion of sports and entertainment law, the intersection of which is seen in the
cases of 0.]. Simpson, Norby Walters, and others (Epstein, 2009; Payne, 2015). We will then
extend the discussion into the international arena by looking into the potential implications of
the Foreign Corrupt Practices Act (FCPA), where we will argue for a revision of the Act to
remedy deficiencies in the current statutory framework.

PART I - CRIMES AGAINST PROPERTY
Crimes Involving Theft
The first category involves crimes committed directly against property under the generic
rubric of theft. These include robbery, burglary, and larceny. In this regard, courts often
distinguish between major and minor crimes—for example, petty larceny and grand larceny,
which depend on the value of any property that had been taken.

Larceny

Under the common law, larceny was defined as the wrongful and fraudulent taking of the
property of another. Larceny may involve the illegal taking of tangible property, but may also
include the misappropriation of certain forms of intellectual property such as trade secrets
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(Ford, 2017) or computer programs. Larceny also involves the commission of what is
commonly known as simple theft and may take the form of a party stealing an automobile or its
contents, local “kids” removing the football equipment from a storage room of an opponent
prior to the “big game,” or even an activity commonly known as pickpocketing. Larceny does
not involve the use of any force on the part of a perpetrator or the physical entry of a business
premise. The civil law equivalent of theft may be known as trespass to chattels—trespass de
bonis asportatis—more commonly (at least to law students) as trespass d.b.a. (Balganesh,
2008).

Because of the frequency of credit and debit card transactions in the modern economy, a crime
of theft (and, perhaps, forgery) occurs if a person steals and uses a credit or debit card or their
"personal identification number" (PIN), which permits the thief to access a wide variety of
personal and business accounts. For example, a cashier at a local sports memorabilia
convention steals the credit card information from a patron and uses it to buy an expensive
autograph for his or her own self.

The business of “sports authentication” has provided fertile grounds for the possibility of theft
(Jamal & Sunder, 2007). One such case involved a professional “sports authenticator.”

State v. Regan (2014)

In November of 2012, Forrest Ewing arranged for the purchase of a baseball card via Craigslist
from Appellant, Frank Regan. The card was encased in plastic and had been alleged certified
by Professional Sports Authenticator Frank Regan. Regan had used various aliases to sell the
cards, as well as an untraceable email address and cell phone number. Forrest Ewing paid
$8,700 for the purchase of the proffered Mickey Mantle baseball card from Regan. Ewing then
placed the baseball card on EBay, and subsequently learned the card was not genuine. Ewing
reported the transaction to the Westerville Police Department, who then contacted Regan.
Appellant (Regan) offered to repay the money for the card, but the investigating officers would
not accept the payment without bringing charges. Regan was then indicted on one count of
theft, a felony of the fourth degree, and one count of forgery, a felony of the fifth degree.

The investigation uncovered appellant's previous sale of similar fraudulent baseball cards in
Mentor, Ohio and Bergen, New Jersey. Neither New Jersey nor Ohio had prosecuted appellant
due to his offer to repay both parties the money paid for the fraudulent cards on the prior
occasions.

The case then proceeded to trial. The jury returned a verdict of guilty on both counts of the
indictment. The trial court sentenced appellant to a term of five years community service, with
the conditions that he pay restitution, pay the costs of prosecution, and serve one-hundred and
fifty days in the county jail.

Burglary

Burglary was defined under the common law as "breaking and entering a dwelling at night"
with the intent on the part of the perpetrator to commit a felony. For example, in May of 2017,
three football players at the University of Illinois were dismissed from the team following
charges being brought against them for attempting to rob a fellow student. The players
claimed that it was a “prank gone wrong.” Authorities disagreed (Farnelli, 2017). Today, most
jurisdictions have modified their criminal statutes to include theft that occurs during the
daytime hours and thefts from commercial as well as from a residential dwelling. The concept
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of "breaking" has largely been abandoned as well. As a result, any unauthorized entry into a
building through an unlocked door would qualify under the "breaking" requirement. A
burglary accompanied by the element of being armed is sometimes termed aggravated
burglary and would normally involve the imposition of more serious criminal penalties.

Robbery

Under the common law, robbery is defined as the taking of an item of personal property from
the person of another accompanied by or effected using force or fear. The critical distinction
between robbery and other types of takings requires the element of force and fear. For
example, a robber enters into the local convenience store at night and threatens the cashier
with physical harm unless the young person surrenders the contents of the lottery cash
drawer—this is a classic commission of a robbery. A second example occurred in March of
2010 when a college basketball player, who had been dismissed from the Seton Hall University
basketball team, was arrested on the charges of kidnapping and armed robbery. The player
eventually pleaded guilty and was sentenced to probation (Associated Press, 2011). However,
the actions of the surreptitious pickpocket undertaken without the use of force or fear, while
clearly a larceny, are not the actions of a robber. Similar to an aggravated burglary, a robbery
accomplished with a deadly weapon such as a gun or knife is considered aggravated robbery
and will likewise result in the imposition of a much harsher penalty.

The actions of the recently paroled 0.]. Simpson qualified as both robbery and burglary—with
the element of aggravation involved.

Receipt of Stolen Property

Suppose that an individual is approached with a “great deal” on two Leroy Neiman lithographs
being sold for $1,500 each—when it turns out that the real price would be at least $15,000
apiece. Under these circumstances, might the buyer find him or herself in some legal jeopardy?
It is also a crime to be in possession of stolen property under certain circumstances. Louis
Bland, then a linebacker at Washington State University, was arrested in 2011 for possession of
marijuana, possession of a controlled substance, and possession of stolen property—a stolen
stop sign (Floyd, 2011). No matter the seriousness of the allegation, the elements of proof are
standard.

First, the recipient must knowingly have received the stolen property. Second, the receipt of
the property must be with the intention to deprive the rightful owner of that property.
However, as described below, the requirements of knowledge and intent can be inferred from
the circumstances. The stolen property can be any item of tangible property.

For example, the criminal code of Georgia (OCGA, 2016) states that a person commits the
offense of theft by receiving stolen property when he receives, disposes of, or retains stolen
property which he knows or should know was stolen. In Whitehead v. State of Georgia (1984),
the defendant contended that the evidence presented by the state was insufficient to show that
he knew or should have known that the item at issue, a stereo system, was stolen property.
The facts of the case are interesting and instructive.

A stereo system, identified as one of a number stolen in late November 1982 from a J. C. Penney
Warehouse, was found by police officers in appellant's bedroom on January 27, 1983. The
serial number on the stereo had been purposefully scratched out. In December 1982, appellant
bought the stereo from his friend, Walter Gibbs, who approached appellant to buy it and who
told appellant that it had been left in the trunk of Gibbs' car. At the time appellant first saw the
stereo, it was one of three in Gibbs' home. Appellant paid Gibbs between ten and forty dollars.
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The price included the cancellation of a debt owed by appellant to Gibbs. Neither appellant nor
Gibbs could testify as to the exact cash amount which was paid or even an approximate amount
of the debt. Appellant knew the stereo to be new and worth between $169 to $189. The
investigating officer estimated the value of the stereo to be $149.

Under these circumstances, the court stated: "we find the foregoing sufficient evidence on
which to base the revocation of appellant's probation. Knowledge that the goods are stolen is
an essential element of the crime. This guilty knowledge may be inferred from circumstances
which would excite suspicion in the mind of an ordinary prudent man." Perhaps most
importantly, and in a reflection of common sense, the court noted that "buying at a price
grossly less than the real value is a sufficient circumstance to excite suspicion" (citing LaRoche
v. State, 1976).

PART II - WHITE-COLLAR CRIMES
Crimes More Likely To Be Committed By Businesspersons
Evidence indicates that certain types of crimes are more likely to be committed by
businesspeople than others in society. These types of crimes rarely, if ever, involve physical
force or threats of force; rather, white-collar crimes normally involve deceit, fraud, a breach of
a fiduciary duty by an agent, trustee, corporate treasurer, accountant, lawyer, etc., or acts
which amount to undue influence (Odorizzi v. Bloomfield School District, 1966).

Forgery

In addition to forging a signature of a party, the crime of forgery may be committed under
circumstances where a written document is fraudulently created and/or altered such as to
affect the liabilities or rights of a party. (Recall that forgery serves as an absolute or real
defense in cases involving the legitimacy of collection efforts relating to commercial paper in
determining whether a holder of the paper is a "mere holder" (subject to all defenses—both
real and personal) or is a "holder in due course" who is subject only to "real defenses" against
the instrument).

Common examples of forgery as a business crime would involve counterfeiting, falsifying a
public record (for example, altering a birth certificate to qualify an age-inappropriate athlete
for participation in a Little League tournament—referred to as “age cheating”), or the material
alteration of a legal document (for example, forging the signatures of parents indicating
consent to participate in interscholastic (high school) activities, or, once again in the area of
commercial paper, adding or deleting a security party or surety in an application for a business
loan).

Perhaps the most egregious example of “age cheating” occurred in 2001. Danny Almonte (who
was actually born April 7, 1987) played in the Little League World Series for his Bronx, New
York, Little League All-Star team despite being over the cutoff age for the league. His parents
had provided a “doctored” birth certificate misrepresenting his birth year as 1989. A writer for
Sports Illustrated discovered the discrepancy when Almonte's Dominican elementary school
records gave his correct birth year (Armas, 2011)

Forgery is likewise an "intent crime," and is not one of strict liability. Thus, signing another
person's signature without the intent to defraud is not necessarily forgery. Cheeseman (2002)
points out that a spouse does not commit an act of forgery if one spouse signs the payroll check
or other similar document for deposit in a joint checking or savings account.
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In other cases, the facts may point clearly to the existence of a crime. In Foster v. State of
Georgia, the State's evidence established that there had been a burglary in which a checkbook
and a check encoder machine had been stolen. Two of the checks from that checkbook were
then cashed. The authorized individual on the account testified that she was the only one
authorized to sign checks on the account, and that she did not sign either check cashed. A
handwriting examiner testified the same person had endorsed both checks.

Once again, the State of Georgia provides a statutory exemplar where a person

commits the offense of forgery in the first degree when with intent to defraud he
knowingly makes, alters, or possesses any writing in a fictitious name or in such manner
that the writing as made or altered purports to have been made by another person, at
another time, with different provisions, or by authority of one who did not give such
authority and utters or delivers such writing (OCGA, 2016).

In Foster, the jury had properly been instructed on the elements of forgery, and on the burden
of proof placed upon the prosecution to prove the essential elements of the crime, including
the intention to defraud and knowledge that a signature is unauthorized, and that the elements
of knowledge and intention could be shown by indirect or circumstantial evidence. In fact, the
court noted that criminal intent and knowledge are factual issues which can seldom be proved
by direct evidence (Foster, citing Johnson v. State, 1981). In a case of the sale of an antique
sports card, if the seller had traced the real signature of a famous player for the purpose of
presenting it as genuine, that act could be considered as forgery as well.

Extortion

Extortion involves obtaining property from another party which is induced by actual (real) or
threatened force, violence, or fear. (In a literary reference known to most readers: "I'll make
him an offer he can't refuse.") An infamous case involving Norby Walters, an erstwhile
collegiate sports' agent, provides a striking example of extortion, where Walters threatened a
college athlete who had reneged on his promise to avail himself of his representation with a
"broken leg." The case is also important because it also implicates issues relating to mail and
wire fraud. These aspects of the case will be discussed separately below.

Extortion may extend to circumstances where a person threatens to publicly expose something
about another person unless the extorted party gives money or property. The crime of
extortion is commonly referred to as "blackmail." One such case occurred in 2010, with the
alleged blackmail of Kansas Athletic Director Lew Perkins by a former athletics department
employee who had accused Perkins of accepting $35,000 of exercise equipment in exchange for
securing “premium men’s basketball tickets” for the equipment of the company’s owners
(Corcoran, 2010).

Adjunct Computer Crimes
Three statutes are relevant to the discussion of “white-collar crimes,” as the means by which
criminal activity is conducted. Congress enacted the Counterfeit Access Device and Computer
Fraud and Abuse Act (1984) (Henderson, 2013). The Act focused on computer use related to:

1. Improper accessing of government information protected for national defense or

foreign relations;
2. Improper accessing of certain financial information from financial institutions; and
3. Improper accessing of information on a government computer (Podgor, 2004).

There are seven types of criminal activity enumerated in the Act: obtaining national security
information, compromising confidentiality, trespassing in a government computer, accessing
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to defraud and obtain value, damaging a computer or information, trafficking in passwords,
and threatening to damage a computer. An attempt to commit these crimes is also criminally
punishable. Specifically, the Act makes it a federal crime to access a computer knowingly to
obtain:

e restricted federal government information;

e financial records of financial institutions; and

e consumer reports of consumer reporting agencies such as TransUnion, Equifax, and

Experian.

The Act further makes it a crime to use counterfeit or unauthorized access devices, such as
code numbers or access cards to obtain "things of value" in order to transfer funds or to
"traffic" in such devices (United States v. Morris, 1991).

A second statute, the Electronic Funds Transfer Act (1978), regulates the payment and deposit
of funds using electronic funds transfers into a variety of financial institutions, and
transactions involving automatic teller machines (ATMs). The Act makes it a federal crime to
"use, furnish, sell, or transport" a counterfeit, stolen, lost, or fraudulently obtained ATM card,
code number, or other device used in conducting electronic funds transfers. The Act contains
penalties of up to 10 years imprisonment and fines up to $10,000 per violation (15 U.S.C.
Section 1693; Brandel & Schellie, 2011).

Finally, the Wiretap Act (1968, as amended 1986) establishes criminal liability and/or civil
penalties for anyone who “intentionally intercepts, endeavors to intercept, or procures any
person to intercept or endeavor to intercept, any wire, oral, or electronic communication”
(Barnes, 2006). State law provisions that criminalize acts dealing with the unauthorized use of
computers, tampering with computers, computer trespass, and the unauthorized duplication
or use of computer-related materials (New York Session Laws, 1986) frequently bolster federal
protections.

Other White-collar Crimes

Embezzlement

Embezzlement is the fraudulent conversion of property by a person to whom property had
been entrusted. A classic case that embroiled a host of entertainment and sports figures
involved Bernie Madoff, who embezzled an estimated $20-$65 billion dollars from clients in his
“fictional” investment advising firm, promising returns of “50% on investments in only 90
days” (Hunt, 2010; Yang, 2014). Some notable examples of individuals caught in this version of
a classic “Ponzi Scheme,” which targeted sports, entertainment, and other celebrities, were
Mort Zuckerman, the (Senator Frank) Lautenberg Family Foundation, Elie Wiesel, Kevin Bacon,
Sandy Koufax, and the Wilpon Family (owners of the New York Mets).

Embezzlement differs from theft (robbery, burglary, and larceny) because the crime of
embezzlement requires the element of entrusting of property in the first instance. The criminal
actions of the local Little League Treasurer or “Pop Warner” League President (discussed
earlier) would qualify as embezzlement (Pennington, 2016).

Criminal Fraud

Criminal fraud is an act that is accomplished through some form of deception or trickery
(Green, 2005). Criminal fraud is often involved with receiving property through false
pretenses. The elements of deception or trickery have their roots in the requirement of
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scienter (knowledge of falsity or reckless disregard of the truth) which is likewise an element
of proving civil fraud (Spiess v. Brandt, 1950).

The criminal code of Utah (1953) provides a representative statement of the legal

requirements for proving fraud, also called theft by deception:
(1) A person commits theft if he obtains or exercises control over property of another by
deception and with a purpose to deprive him thereof. (2) Theft by deception does not
occur, however, when there is only falsity as to matters having no pecuniary
significance, or puffing by statements unlikely to deceive ordinary persons in the group
addressed. "Puffing”" means an exaggerated commendation of wares or worth in
communications addressed to the public or to a class or group” (U.C.A., 1953).

In order to prove that a defendant has committed theft by deception, the State must prove
beyond a reasonable doubt that the defendant has (1) obtained or exercised control over the
property of another; (2) by deception and; (3) with a purpose to deprive that person of the

property.

The Code continues:
Deception occurs when a person intentionally: ... Promises performance that is likely to
affect the judgment of another in the transaction, which performance the actor does not
intend to perform or knows will not be performed; provided, however, that failure to
perform the promise in issue without other evidence of intent or knowledge is not
sufficient proof that the actor did not intend to perform or knew the promise would not
be performed (U.C.A., 1953).

Criminal fraud is often accomplished through mail or wire fraud, which can also be prosecuted
as crimes in themselves if the government is unable to meet its burden of proof relating to the
underlying allegation of criminal fraud. However, as shown in the Walters case, the use of the
mail or wire (telegram/telegraph) must be an integral part of the crime itself, a not a mere
incident to it (Wang, 2015).

Issues relating to mail and wire fraud provided the backdrop to the criminal prosecution of
Norby Walters, a case that also involved the crime of extortion, discussed above (United States
v. Norby Walters, 1993; Cox, 1992).

A Reprise of Norby Walters: A “Nasty and Untrustworthy Fellow”

Seeking to enter the lucrative field of athletic representation, Walters recruited fifty-eight
football players "willing to fool their universities and the NCAA" by signing with an agent prior
to exhausting their athletic eligibility. However, Walters soon discovered "that they were
equally willing to play false with him." Only two of the fifty-eight players whom Walters had
recruited fulfilled their end of the bargain; the other fifty-six kept the cars and money provided
by Walters, and then signed with other agents. The athletes relied on the fact that their
representation contracts had literally been locked away until after the collegiate bowl season
and had been dated in the future. In fact, the success of the scheme depended on the element
of secrecy. The court noted that it was highly unlikely that Walters would initiate a suit to
enforce the athletes' promises under these circumstances. In addition, when the fifty-six
athletes refused to accept Walters as their agent (nor would they return the payments),
Walters resorted to threats. One player, Maurice Douglass, was told that his legs would be
broken before the pro draft unless he repaid Walters' firm.

Walters and his partner Lloyd Bloom were charged with criminal conspiracy, extortion (based
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on the physical threat), and mail fraud. The government alleged that Walters and Bloom had
committed fraud by causing the universities where the athletes were enrolled to award athletic
scholarships to students who had become ineligible as a result of entering into agency
contracts. The indictment alleged that Walters and Bloom had committed mail fraud, in that
each university had required its athletes to verify their eligibility to play, and then the
universities had sent copies of these eligibility statements by mail to the conferences in which
the universities were competing. The court, however, was not convinced. Did the defendants
commit mail fraud?

Mail fraud derives from the actions of a party who conceives of a scheme to defraud, for the
purpose of obtaining money or property, by means of false pretenses, and then who causes
“any matter” to be sent or delivered by way of the United States Postal Service. The United
States Code defines mail fraud as follows:
Whoever, having devised ... any scheme or artifice to defraud, or for obtaining money or
property by means of false or fraudulent pretenses, representations, or promises ..
places in any post office or authorized depository for mail matter, any matter or thing
whatever to be sent or delivered by the Postal Service ... or knowingly causes [such
matter or thing] to be delivered by mail commits the crime of mail fraud (18 U.S.C.
Section 1341, 1948).

The United States Supreme Court has amplified upon this definition by stating that
mailing by a third party (in this case, by the individual universities) suffices if it is
“incident to an essential part of the scheme” (Pereira v. United States, 1954).

Thus, the use of the mails must be an integral part of the underlying fraud and not a mere
incident to it. The question turned on whether Walters had caused the universities to use the
mail system. While stating that Walters was a "nasty and untrustworthy fellow,” the court
found no evidence that Walters actually knew that the college would mail the athletes’ forms.
The court concluded: "Ultimately, the forms verifying the eligibility of the athletes to play did
not help Walters plan succeed; the mailing to the Big Ten Conference had nothing to do with
the plans success."

While the use of the mails can turn ordinary fraud into mail fraud, the Supreme Court has
limited the reach of the mail fraud statute by stating that the statute "does not purport to reach
all frauds, but only those limited instances in which the use of the mails is a part of the
execution of the fraud" (Kann v. United States, 1944). In Kann, the Court raised several
questions that would be helpful in determining if mail fraud had occurred: "Did the schemers
foresee that the mails would be used? Did the mailing advance the success of the scheme?
Which parts of a scheme are "essential"?

In dismissing the mail fraud count against Walters, the court concluded that as a matter of law,
"no reasonable juror could give an affirmative answer" to these questions. (Walters also
involved the application of the Racketeered Influenced and Corrupt Organizations Act (1970),
better known as RICO, but which was held to be inapplicable in the case on a similar basis.)

It is also a crime to engage in bribery—an act in which something of value is paid either to a
private business or to a government official (Dixson v. United States, 1954) in return for
something of value—usually in the form of awarding a contract. In the case of bribery, intent is
once again a critical element of proof. As noted by Cheeseman (2002, p. 190), there are two
potential crimes that may be committed in the context of bribery. The offeror of a bribe
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commits a crime at the point the bribe is tendered or offered. The offeree is guilty of the crime
of bribery when the bribe is actually accepted. The person who tenders the bribe may be
found guilty of the crime even if the offeree rejects the offer (Holden & Rodenberg, 2016).

Instances of Sports Bribery

Sports.com (2017) notes that “[e]xamples of sports bribery abound throughout modern
history, as almost every sport has, at some point or another, been rocked by such a scandal.”
The history sports in the United States are riddled with examples (ISLaws.com, 2016; Farmer,
2011). Of special note are the activities of Ty Cobb and Tris Speaker fixing baseball games in
1926; the CCNY basketball bribery basketball scandal of 1951-1951; the University of Michigan
basketball scandal in the '90s in which bribes were paid to players in order to launder money
from sports gambling (Hakim, 2002); the 1961 point-shaving scandal at Seton Hall University;
seven University of Toledo football and basketball players who pleaded guilty to conspiracy for
accepting money, meals, groceries and gambling chips to either alter their play or provide
“inside” information about their team or their opponents from 2004 through 2006 (White,
2015); and the Southern Methodist University football scandal of 1986 when collegiate football
players were bribed with thousands of dollars, which resulted in Southern Methodist being
given the “Death Penalty” by the NCAA in 1987 (Farmer, 2011).

The issue of sports bribery (Holden & Rodenberg, 2016) has been specifically addressed in a
provision of the United States Criminal Code (U.S. Code, Section 224, 1994) which states:
Whoever carries into effect, attempts to carry into effect, or conspires with any other
person to carry into effect any scheme in commerce to influence, in any way, by bribery
any sporting contest, with knowledge that the purpose of such scheme is to influence by
bribery that contest, shall be fined under this title, or imprisoned not more than 5 years,
or both.

On the international level (Frecka, Cleveland, Favo & Owens, 2009; Ramasastry, 2011), Roger
Pielke (2016), writing for the Transparency International Global Corruption Report: Sport,
comments on the following well-known instances of corruption and bribery in the
international arena:
e The International Olympic Committee (IOC) was involved in a scandal in the
1990s over the Salt Lake City Winter Olympic Games concerning alleged bribes
for votes. The episode led to the IOC instituting reforms to encourage greater
transparency and accountability, including the creation of an Ethics Commission
and the introduction of conflict of interest guidelines.
e The Fédération Internationale de Football Association (FIFA), the body that
oversees international football (soccer), has faced a barrage of allegations over
its process for selecting the venues of the 2018 and 2022 World Cups, won by
Russia and Qatar, respectively. The accusations range from the sordid - cash in
brown paper envelopes - to the incredible - alleged gifts of paintings from the
archives of Russia’s State Hermitage Museum in St Petersburg - and everything
in between (Ramasastry, 2011; Esposito, 2016; Sheu, 2016),
e The International Weightlifting Federation (IWF), located in Budapest, Hungary,
has faced accusations of financial mismanagement because of its lack of
accountability for millions of dollars provided by the I0C.
e The International Volleyball Federation, (FIVB), located in Switzerland, has faced
accusations of illegitimate political actions to keep a leadership regime in power,
as well as complaints of financial mismanagement of funding.
e The Union Cycliste Internationale (International Cycling Union or UCI), also
located in Switzerland, has faced accusations of bribery and financial conflicts of
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interest. Additionally, it was entangled in the doping scandal involving Lance
Armstrong and his teammates.

e The International Association of Athletics Federations stands accused of
covering up institutionalized doping by Russian athletes and of other corrupt
practices.

e CONCACAF, one of the regional football federations within FIFA, discovered
alleged bribery and tax evasion within its leadership in a 2013 integrity
investigation.

Because so many U.S. businesses involved in both sports and entertainment now operate in the
highly competitive international market, including seeking out sponsorships and advertising
opportunities, combating bribery has taken on a new importance. American companies may
find themselves in legal jeopardy if they involve themselves in instances of bribery and
corruption with state actors throughout the world on international sports.

PART III - POSSIBLE IMPLICATIONS OF THE FOREIGN CORRUPT PRACTICES ACT:
A CONUNDRUM AND A POSSIBLE SOLUTION
An Introduction to the Foreign Corrupt Practices Act
The Foreign Corrupt Practices Act of 1977 (FCPA) makes it illegal for an American company, or
its officers, directors, agents, or employees, to bribe a foreign official, a foreign political party
official, or a candidate for foreign political office with the intent to influence the awarding of
new business or the retention of an ongoing business activity.

The Guidelines offered by the Fraud Section, Criminal Division of the Department of Justice
(2017), note that "The Foreign Corrupt Practices Act of 1977, as amended, ... was enacted for
the purpose of making it unlawful for certain classes of persons and entities to make payments
to foreign government officials to assist in obtaining or retaining business.” The Guidelines
continue:
Specifically, the anti-bribery provisions of the FCPA prohibit the willful use of the mails
or any means of instrumentality of interstate commerce corruptly in furtherance of any
offer, payment, promise to pay, or authorization of the payment of money or anything
of value to any person, while knowing that all or a portion of such money or thing of
value will be offered, given or promised, directly or indirectly, to a foreign official to
influence the foreign official in his or her official capacity, induce the foreign official to
do or omit to do an act in violation of his or her lawful duty, or to secure any improper
advantage in order to assist in obtaining or retaining business for or with, or directing
business to, any person.

However, payments made to secure ministerial, clerical, or routine government actions have
generally been found not to violate the Act. These payments are often referred to as
"facilitation" or "grease payments." Facilitation payments may include:

e Obtaining permits, licenses, or other official documents to qualify a person to do
business in a foreign country;

e Processing governmental papers, such as visas and work orders;

e Providing police protection, mail pick-up and delivery, or scheduling inspections
associated with contract performance or inspection related to transit across
country; or

e Providing phone service, power and water supply, loading and unloading cargo
or protecting perishable products or commodities from deterioration.
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In addition, under the terms of the 1988 Amendments, it is not a violation of the Act if a
payment is legal under the written laws of the country or where a defendant is able to show
that the amount of the payment was reasonable and was in fact a bone fide expense related to
the furtherance of or execution of a contract.

Under the terms of the Act, an American company must keep "accurate books and records" of
all foreign transactions and must install internal accounting controls to assure that any
payments or transactions are legal and are fully authorized (Hunter, Mest & Shannon, 2011;
Hunter & Mest, 2015). A firm can be fined up to $2 million for each occurrence of bribery, and
an individual can be fined up to $100,000 and imprisoned for a period up to five years for a
violation of the Act.

Statistics show, however, that issues relating to the FCPA have persisted until today. Critics
alternatively argue that the law is too weak and riddled with exceptions, or that the Act has
placed many U.S. businesses at a competitive disadvantage in conducting international
business in markets or regions of the world where commercial bribery is a fact of the market
and where actions of competitors are not so constrained (see Koehler, 2010).

The FCPA, Corporate Sponsorships, and the Olympics: Signs of Danger?

The stakes are enormous when discussing the economics of the Olympic Games. Chapman
(2016), while acknowledging that the modern Games began as a celebration of non-
professional sport, now asserts that “the movement has long-since thrown off any facade of
amateurism and is now more flush with corporate cash than ever before.” We agree with
Chapman. The obvious reason is the influx of big money into what was once considered the
worldwide showcase of amateur athletics.

The I0C generates revenues from two major sources: corporate sponsorships and media (ISPO,
2016). Chapman (2016) notes that in 2016 the I0C received more than $4 billion from TV
companies for the rights to screen the 19-day Rio Games. Additionally, the eleven global
sponsors that financed Rio 2016 had a combined market value of over $1.5 trillion, and used
that financial might to lavish more money on the event than ever because of the expectation
that the Games would bring in about $9.3 billion in marketing revenues (Chapman, 2016).

To expand on the above, here are the IOC (2017) sources of income over the past six
quadrenniums (in millions of U.S. dollars):

(S"‘:‘b'geD millions) 1993-1996 1997-2000 2001-2004 2005-2008 2009-2012 2013-2016
Broadcast 1,251 1,845 2,999 2,570 3,850 4,157

TOP Programme 279 579 663 866 950 1,003
OCOG Domestic Sponsorship 534 655 796 1,555 1,838 2,037
OCOG Ticketing 451 625 411 274 1,238 527
OCOG Licensing 115 66 87 185 170 74

Total . 2,630 3,770 4,189 5,450 8,046 7,798

Partner-sponsors are permitted to use Olympic trademarked terms such as “Olympics” and
“Rio 2016.” More importantly, partners are also allowed to use the Olympic logo alongside
their individual brand logo in any advertising campaigns. Coca-Cola is one of the oldest
Olympic partners, dating back to 1926.
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The sponsors of the most recent 2016 Olympic Games in Rio provided an estimated two billion
Euros (US $2.36 billion) for the International Olympic Committee (IOC) just for these Games.
In fact, these partnership-sponsorships are the second largest sources of income for the
Summer Games, next to the value of broadcast (mainly TV) rights holders.

There were different groups or levels of sponsors at the Olympic Games 2016 in Rio. Eleven
international “giants” are permitted to call themselves “Worldwide Olympic Partners,” who
conclude longer-term contracts over at least one Olympic cycle of four years (Epstein, 2014).
Those were Coca Cola, McDonald's, Visa, Bridgestone, Samsung, Panasonic, Omega, Procter &
Gamble (P&G), General Electric (GE), Dow, and Atos. Each of these companies paid an
estimated 100 million Euros (US $118 million) to the IOC for the four-year period from 2013 to
2016, and in return can advertise directly with the Olympic Games.

The second group was the “Official Sponsors of the 2016 Rio Olympic Games,” contributed
directly to Rio’s Olympic Organizing Committee. Aside from the automotive partner Nissan,
these were mostly Brazilian companies like Embratel, Bradesco, Claro, Net, and Correios.
According to ISPO (2016), there have been three major Olympic Sponsors in the past:

e Coca Cola began its support at the Olympic Games in the Summer Games of 1928, when
the drink was offered for the first time to athletes and spectators. As such, he beverage
giant has the longest connection with the Olympics. In social media, Coca Cola uses the
hashtag #THATSGOLD. At the 2016 Olympics decathlon star Ashton Eaton and soccer
player Alex Morgan, were among the athletes featured.

e The Swatch Group’s master brand Omega has been responsible for timekeeping at the
Olympic Games, with a few exceptions, since 1932 in Los Angeles. When a running a
time or world record time is displayed, the logo goes around the world. As a sponsor,
the company has also been a “Worldwide Olympic Partner” of the I0C since 2004. Its
hashtag: #OmegaVivaRio at the 2016 Olympics featured Michael Phelps, among others.

e In the Olympic sports facilities you can only pay with cash or a Visa credit card. The
company has been involved as a top sponsor since 1986, and is especially famous for its
spots with significant Olympic moments. The hashtag: #TeamVisa at the 2016 Olympics
featured the refugee team at the Rio Olympic Games made of over 350 athletes from
around the world.

In the category of “Official Supporters of the Rio 2016 Olympic Games” were ten companies,
including Cisco, Globo, and Latam Airlines. Another thirty companies were “Official Suppliers of
the Rio 2016 Olympic Games.” Among them were firms such as Nike, Microsoft, Airbnb,
Eventim, and C&A.

There have been some recent developments. Beginning in 2017, Intel has joined the group of
Olympic “top-partners” along with Alibaba, and Toyota. Surprisingly, McDonald’s has decided
to end its partnership after forty-one years (Buss, 2016)

In this mix, opportunities for corruption and bribery loom everywhere (Lane, 2016).
Corporations are not only competing for lucrative sponsorship deals with the 10C, but also for
the right to be associated with individual athletes both during the Olympics themselves and
during the professional careers. Seddon (2016) identified sixteen examples of “alleged”
corruption in the Sochi games. The Rio games were no different (Purcell, 2017). Sports such
as boxing, wrestling, and track and field were rife with allegations of doping (Dimant &
Deutscher, 2015) and wide-spread cheating on the part of individual athletes and national
Olympic committees (Hunter & Shannon, 2016).
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There is a major problem however, in seeking to apply the FCPA to cases of bribery in the
Olympics setting: The Act may not apply.

On its face, the FCPA may not strictly apply to an American corporation allegedly bribing an
official of the I0C or an official of a national Olympic committee (unless the national Olympic
Committee it is organized as an "official government entity" or is recognized as such because of
government influence, direct or indirect financing, or organizational control) because such a
party might not strictly qualify under the definition of a "covered party" (government official,
etc.) subject to being bribed.

Possible Solutions to the Problem of Sports Bribery
What solutions might be possible?

One solution would be for the Department of Justice, which is charged with FCPA enforcement,
to adopt a broad interpretation of the term “foreign official.” In analyzing the discreet
elements of the FCPA, it might be argued that the I0C should in fact not be considered strictly
as a “private party” and should instead be considered as a quasi-public organization (see, e.g.,
Kosar, 2011) with deep ties to national Olympic committees (many of which are closely aligned
with sponsoring governments), thus subject to the FCPA. As a result, potential corporate
sponsors from the United States would be required to take precautions not to run afoul of
prohibitions associated with bribery and other illegal activities. Is their any precedent for
moving in this expansive direction?

The Department of Justice might be persuaded to use the definition of a quasi-public entity or
institution found in American case law and apply that definition either to the IOC or to a
national Olympic committee. Under Hy-Grade Oil v. New Jersey Bank (1975), for example, a
quasi-public institution was held to be one that "deals with a large number of people,” solicits
the public’s business, or one that "deals in a necessary and/or vital service" (Hunter, Shannon,
Amoroso & O’Sullivan, 2017, p.183). The argument can be made that the I0C or a national
Olympic committee is such an institution or entity.

However, given the reluctance of the courts, as exemplified in Walters, to move beyond the
literal meaning of the words found in a criminal statute—and in the FCPA itself—that approach
may be problematic.

[s there a second solution? If the FCPA is not applicable, an American company who engages in
bribery in connection with the Olympics might still be prosecuted under more conventional
statutory authority.

Commercial bribery (Rose-Ackerman, 2010; Klaw, 2012) is a form of bribery that involves
corrupt dealing with the agents or employees of potential buyers to secure an advantage over
business competitors. Commercial bribery is a form of corruption that does not necessarily
involve government personnel or facilities. However, would a commercial bribery statute
reach activities in connection with Olympic Officials who are not strictly "buyers" of services or
goods, but rather who offer "commercial opportunities” in connection with the various forms
of Olympic sponsorships?

We acknowledge that there is no federal statute that by its terms expressly prohibits
commercial bribery. Commercial bribery is punishable under state law. At present, thirty-six
states have enacted laws specifically prohibiting commercial bribery. Among them are
California, Delaware, Massachusetts, New Jersey, New York, and Texas. New Jersey supplies a
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representative state statutory approach:
Commercial Bribery and Breach of Duty to Act Disinterestedly (2013):
a. A person commits a crime if he solicits, accepts or agrees to accept any benefit as
consideration for knowingly violating or agreeing to violate a duty of fidelity to which he is
subject as:
(1) An agent, partner or employee of another;
(2) A trustee, guardian, or other fiduciary;
(3) A lawyer, physician, accountant, appraiser, or other professional adviser or informant;
(4) An officer, director, manager or other participant in the direction of the affairs of an
incorporated or unincorporated association;
(5) A labor official, including any duly appointed representative of a labor organization or
any duly appointed trustee or representative of an employee welfare trust fund; or
(6) An arbitrator or other purportedly disinterested adjudicator or referee.

b. A person who holds himself out to the public as being engaged in the business of making
disinterested selection, appraisal, or criticism of commodities, real properties or services
commits a crime if he solicits, accepts or agrees to accept any benefit to influence his selection,
appraisal or criticism.

c. A person commits a crime if he confers, or offers or agrees to confer, any benefit the
acceptance of which would be criminal under this section.

d. If the benefit offered, conferred, agreed to be conferred, solicited, accepted or agreed to be
accepted in violation of this section is $75,000.00 or more, the offender is guilty of a crime of
the second degree. If the benefit exceeds $1,000.00, but is less than $75,000.00, the offender is
guilty of a crime of the third degree. If the benefitis $1,000.00 or less, the offender is guilty of a
crime of the fourth degree.

Professor Boles (2014) expounds upon the New Jersey approach, which centers on a breach of

a fiduciary duty (pp. 692-693):
Fiduciary duty violations also form the crux of private bribery agreements. Employees
and other agents in the private sector owe their principals a fiduciary duty of loyalty
that requires the agents to act in their principals’ best interests by putting the
principals’ interests above all others in matters connected to the agency relationship.
This affirmative duty arises by virtue of the principal-agency relationship, and virtually
all employment agreements encompass the duty as an implied contractual condition. If
private sector agents accept bribes from third parties when performing their workplace
obligations, they violate this duty of loyalty. Agents do not demonstrate undivided
loyalty to their principals if the agents solicit or receive bribes in exchange for acting on
their bribers’ behalf when conducting their principals’ affairs. By accepting bribes,
agents further their own interests at their principals’ expense, in automatic violation of
their fiduciary duty. Indeed, legislatures criminalize private bribery “on the theoretical
premise that such acts represent a violation of the duty of loyalty that an employee
owes to an employer (Boles citing Noonan, 1984, p. XI).

However, one obvious disadvantage of this approach is that not all states have chosen to
criminalize “commercial bribery” and prosecutions would be subject to a variety of state
approaches and statutory schemes. Professor Boles (2014, p. 686) offers this general comment
on the efficacy of state statutory regimes:
Within the United States, state legislatures radically differ in their treatment of private
bribery. Some states criminalize the offense, while others do not. Those states that
criminalize private bribery can be separated into further categories. Some states
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penalize the offense as a felony carrying potentially heavy incarceration sentences and
fines, whereas other states choose to penalize the offense as a misdemeanor with
minimal jail time and/or minor fines. State governments rarely prosecute private
bribery, and the offense has earned a reputation as “the most under-prosecuted crime in
penal law (Boles, 2014, citing Wacker, 1988, p. B1).

[t might also be possible to prosecute commercial bribery as a "scheme or artifice to defraud" if
the mail or interstate wire facilities are used in the commission of the illegal act. However,
recall that under Walters, the use of the mails or wire must be an integral part of the criminal
act itself and not merely incidental to it. The same legal reasoning would apply if a prosecution
were brought based on the RICO statute. Professor Bowles (2014) notes that these statutes
contain application provisions that limit their ability to address domestic and transnational
bribery comprehensively.

Another possible basis of liability lies in the application of the Travel Act (1961). Subsection
(a) of the statute sets forth the elements of the offense. This act prohibits interstate or foreign
travel, or use of the mails or any facility in interstate or foreign commerce, for the purpose of
distributing the proceeds of an unlawful activity, committing a crime of violence in furtherance
of an unlawful activity, or to promote, manage, establish, carry on an unlawful activity.
Subsection (b) of the statute defines unlawful activity as including illegal gambling, the sale of
liquor on which the Federal excise tax has not been paid, controlled substance offenses,
prostitution, arson or extortion or bribery which violate either Federal law or the laws of the
state in which the acts are committed. The inclusion of state-crimes in the Act provides the
means to federalize certain state laws that may not have analogous provisions at the Federal
level (Diamant & Fleming, 2012), such as laws prohibiting commercial bribery.

The case of United States v. Control Components, Inc. (2009) is an example of the relationship
between the FCPA and the Travel Act. In 2009, Control Components pleaded guilty to charges
that it violated both the FCPA and the Travel Act. Violations of the FCPA related to corrupt
payments to officials and employees of foreign state-owned companies, and the Travel Act
related to similar payments to employees of foreign and domestic private companies. Charges
were based on Section 641.3 of the California Penal Code (2009) which prohibits commercial
bribery.

The circular dilemma is once more present in attempting to apply the Travel Act to alleged
bribery in the Olympic setting. Under the FCPA, the bribed party must be either a foreign public
official or an employee of a state-owned company; or the state in which the alleged act of
bribery was committed must have adopted a commercial bribery statute that covers the alleged
conduct. Boles (2014) asserts that if the bribery transpires within a state that has not
criminalized the offense, federal prosecutors may not use these federal statutes to prosecute
the offense.

So, is there another solution? Faced with ethical and practical challenges presented by the fact
of corruption and bribery in the Olympic setting and elsewhere in international sports, we
would urge Congress to enact a new statutory framework, in the form of the Olympic Bribery
Act, and to do so as an amendment to the FCPA. The amendment should be broad in its
approach and application. It will make it a crime for any person, entity, corporation or
organization in the United States to commit any act of bribery in connection with any aspect of
the Olympic Games through the “use of the mails” or "any facility or instrumentality in
interstate or foreign commerce." We would also urge Congress to extend the reach of the
statute to any “international sports competition.”
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Whether this approach would receive the support of the business community is another
matter. Recall who are among the major American Olympic partners and sponsors: Coca-Cola,
Intel, Visa, Bridgestone, General Electric, Dow, Nike, and Microsoft. Given that currently it
appears that bribery by corporate Olympic sponsors might be beyond the reach of either the
FCPA or many state commercial bribery statutes, there might be reluctance on the part of
Congress to undertake such a process in the current regulatory environment.

PART IV— CONCLUSION
Our intention here was multi-purposed. First, we introduced and discussed the many business
“property crimes” that have afflicted the sports and entertainment sector in recent times. We
presented examples of these crimes (ranging from theft to forgery, to extortion) and discussed
how they involved and affected sports figures and the world of sports.

In Part II, we focused on how, in advancing a business plan or capitalizing on a business
opportunity, businesspersons often resort to “white-collar” crimes. The term white-collar
crime now refers to a full range of fraudulent activities committed by business and government
professionals. These crimes are characterized by deceit, concealment, or result from a
violation of a fiduciary duty, and are not dependent on the application or threat of physical
force or violence. Because the motivation behind these crimes tends to be financial—to obtain
or avoid losing money, property, or services or to secure a personal or business advantage (see
FBI.gov, 2017) —our position is that the sports and entertainment industry has been quite
susceptible to such types of criminal activities.

To extend the discussion, we introduced in Part III the potential implications of the Foreign
Corrupt Practices Act, as it may relate to prominent international sports events, most especially
the Olympic Games. Allegations of corruption plagued both the Rio and Sochi Games (Lane,
2016; Seddon, 2016). Because of this, our objective is to shine a light on the financial
entanglements that may complicate business transactions such as sponsorships in these types
of events. We have provided a statutory remedy that we believe might be effective in the fight
against corruption and bribery in the Olympics and in other international sporting events, the
Olympic Bribery Act.

What our study indicates is that while doping and sexual assault scandals have come to the
forefront in very prominent displays, the perils of white-collar crimes are equally evident in
the sports world. Athletes, sports teams, regional, national and international sports and
business organizations face high economic stakes, particularly at the international level. We
believe that this makes them more vulnerable not only to allegations of doping, but also to
allegations of white-collar crimes— especially corruption in the form of embezzlement or
bribery. We expect this discussion to become more heated as we approach international
sporting events such as the 2018 Winter Olympics in PyeongChang, South Korea, FIFA’s 2018
World Cup in Moscow, and the 2020 Summer Olympics in Tokyo. To support our claim, please
note that baseball and softball will be coming back at the 2020 Summer Games. Both sports
were part of the Olympics up until the 2008 Games in Beijing after which they were voted out
because of concerns around building stadiums, a lack of professional players, and doping.
Caple (2016) asserts that the I0C wants baseball, specifically, to send its very best major
leaguers, as do most other sports, such as basketball. This would heighten the interest in TV
coverage.

While the opportunities for international exposure through the Olympics and other
international sports sponsorships are great, given the record of persistent and pervasive illegal
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activities, so are the potential risks. American business must be aware of their jeopardy if they
engage in questionable or illegal activities of any kind in pursuit of their own "Olympic Gold"
and should realize they will pay a steep price if they do so.

APPENDIX I: ELEMENTS OF TORTIOUS INTERFERENCE

The elements of a tortious interference cause o