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Relationship Building in Private Education

Helen Wong” & Raymond Wong®

Abstract - Purpose : This paper aims to investigate the
relationship between relationship commitment and student
loyalty, and the key determinants of relationship commitment
in private higher education.

Desigrymethodology/approach A quantitative
research study using questionnaire was adopted to examine
the key factors affecting relationship commitment and the
relationship between relationship commitment and student
loyalty. 480 copies of questionnaire in Likert scales were
distributed to current private higher education students in one
of the largest education provider. A total of 444 valid
questionnaire copies were collected which provided a
response rate of approximately 92.5%.

Findings : The study gives a valuable insight into how
students perceive factors of relationship commitment and the
relationship between relationship commitment and student
loyalty. The results indicate that relationship commitment has
positive and strong influence on student loyalty, and
relationship benefits, relationship termination costs, and
shared values have positive influence on relationship
commitment. Among these three determinants, the construct
of relationship benefits is found to be the most important factor
affecting relationship commitment.

Research limitations/implications : As the study
involved students from one private higher education institution,
the results cannot be generalized to the private education as a
whole.

Originality/value : The research successfully applied
and studied marketing concepts in private higher education,
which has previously not been discussed. [t provides useful
insight to the management of private higher education in
building relationship with students and resources allocation.

Keywords : Private Education, Relationship Marketing,
Loyally, Commitment.

[ INTRODUCTION

but it is not clear whether the same applies in
private education. Traditionally, people perceive
business and education differently. Business is for profit
and seeks competitive advantage in its dynamic
environment (Jaworski et al., 2000; Hemsley-Brown and
Oplatka, 2010). Business organizations are usually run
by private individuals, and offer products or services to
customers. They are efficient and responsive to the
changing needs because of the competition in market
place (Kwong, 2000). On the other hand, education is

Qelationship marketing is important in business,

Author o. : Hong Kong Community College, Hong Kong Polytechnic
University, Hong Kong. E-mail . cchelen@hkcc-polyu.edu.hk

Author o School of Accountancy, the Chinese University of Hong
Kong, Hong Kong. E-mail : raykhwong@baf. msmail.cuhk.edu.hk

traditionally provided by governments (i.e. public
education) and is non-for-profit. As education brings a
better future to the society, countries and governments
put tremendous efforts in developing education in order
to strengthen the human capital of the society.

Besides public education, in order to raise the
education level of citizens, many countries have also
encouraged private organizations or parties to provide
education in recent decades. Due to reduction in
government funding, and the growing interest in
education of private parties, there has been rapid
growth in private educational organizations (Li, 2010).
The education sector can be classified into two
categories: one is owned by the government and heavily
relies upon government funding (i.e. public education),
and the other is owned by private parties and heavily
relies upon students’ tuition fee (i.e. private education).
Private educational institutions rely heavily on tuition fee
income and are accountable to students and students’
families, while public educational institutions rely heavily
on government funding and are accountable to the
general public (L, 2010; Levy, 2010). Besides,
management style of private educational institutions is
more business-like and they emphasize customer-first
attitude while public educational institutions have more
bureaucratic styles of management and provide
services more for the well-being of the society than for-
profit (Li, 2010; Kwong, 2000). According to Hennig-
Thurau et al. (2001), the organization structure and
culture are also different in public and private education;
greater flexibility is found in private institutions.

Research from relationship perspective in the
private education sector has been minimal, this research
investigates whether relationship marketing concepts
are applicable to private education. According to
marketing concepts, having long-term relationships with
students may provide competitive advantages to
educational institutions because students provide a
stable source of income to the institutions and they
recommend their institutions to friends and relatives
(Nguyen and LeBlanc, 2001). It is worthwhile to
investigate whether relationship commitment is a factor
affecting student loyalty in private education, and to get
a better understanding of the key determinants of
relationship commitment because this can help better
resource allocation.

In relationship marketing, a higher level of
relationship commitment leads to higher intention of the
parties remaining in a relationship (Gronroos, 1990;
Morgan and Hunt, 1994). An understanding of the
association between relationship commitment and

© 2012 Global Journals Inc. (US)
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student loyalty from the relationship perspective is
important for managements of educational institutions
when building a stable and quality relationship with
students. As relationship commitment is crucial to
customer retention, a better understanding of key
determinants of relationship commitment is also
necessary (Hocutt, 1998). The main objectives of this
research are: to examine the main direct effect of
relationship commitment on student loyalty; and to
examine key determinants of relationship commitment.

1. LITERATURE REVIEW

a) Relationship Marketing

In the present era of demanding customers and
intense competition, relationship marketing has drawn
attention from practitioners and academics (Sheth and
Parvatiyar, 1995). Relationship marketing is considered
as “establishing, developing and maintaining successful
relational exchanges” (Morgan and Hunt, 1994, p. 22).
“Relationship marketing is an integrated effort to identify,
maintain and build a network with individual consumers
and to continuously strengthen the network for the
mutual benefit of both sides, through interactive,
individualized and value-added contacts over a long
period of time” (Shani and Chalasani, 1992, p. 44).

Education is people-based, involves a lengthy
and formal relationship between education providers
and students, and requires high level of customization in
service delivery (Mazzard and Soutar, 1999).
Educational institutions are considered as service
organizations (Joseph and Joseph, 1997; Kotler and
Fox, 1995), building relationships with students is
important. Students’ satisfaction is based on a stable
relationship (Gruber et al., 2010).

b) Relationship Benefits

Providing benefits and value to customers is the
means to encourage them to stay in their relationship
with a particular company (Berry, 1983; Bitner, 1995;
Kolter and Armstrong, 2004). The ability to provide

superior benefits and value to customers is a
prerequisite  when establishing relationships  with
customers (Ravald and Gronroos, 1996). The

relationship marketing theory suggests that in the
competitive global marketplace, partner selection may
be a key element in competitive strategy (Morgan and
Hunt, 1994). Morgan and Hunt (1994) considered
relationship benefits as the quality of services and
goods relative to other suppliers. Relationship benefits
are the superior benefits provided to customers, which
are highly valued by customers. Students are
customers of education and expect to get benefits in the
relationship (Finney and Finney, 2010).

c) Relationship Termination Costs

A common assumption in  relationship
marketing is that termination has switching costs and
seeking an alternate relationship leads to dependence

© 2012 Global Journals Inc. (US)

(Heide and John, 1988; Jackson, 1985). “Termination
costs” and “switching costs” are often interchangeable
terms in research studies. Though Morgan and Hunt
(1994) considered switching costs to be of an economic
nature only, switching costs may also comprise
psychological and emotional costs (Sharma and
Patterson, 2000).

Adidam et al. (2004) defined relationship
termination costs as the perception of net losses
(financial, emotional, or time) that may result from
dissolution of the relationship. In their public education
study, the perceived costs to a business student include
both economic and non-economic sides of switching
costs; costs might include the loss of friendships or loss
of credits on switching to another educational institution.
The losses cannot be made good by an alternate
supplier.

d) Shared Values

“Shared values” is a shared code or a shared
paradigm that facilitates a common understanding or
perception of collective goals and actions (Tsai and
Ghoshal, 1998). Shared values are defined as “the
extent to which partners have beliefs in common about
what behaviors, goals and policies are important or
unimportant, appropriate or inappropriate, and right or
wrong” (Morgan and Hunt, 1994, p. 25). It means two
parties having similar perceptions can enhance their
communications and avoid misunderstanding.

Holdford and White (1997) found that pharmacy
students who shared the same goals, ideals and codes
of conduct with their public schools were more likely to
commit to a relationship with the school.

e) Trust

A trustworthy party is one that is considered
reliable and has high level of integrity and associated
qualities of competence, consistence, fairness, honesty,
responsibility, helpfulness and benevolence. Morgan
and Hunt (1994) used reliability and integrity together to
define and conceptualize trust. Morgan and Hunt (1994,
p. 23) defined trust as “when one party has confidence
in an exchange partner’s reliability and integrity”.

In public education, Adidam et al. (2004)
conceptualized trust as confidence in an exchange
partner’'s reliability and integrity basing on personal
experiences individual student has had with his/her
education institution.

7 Relationshjp Commitment

The building of relationship commitment is very
important because the level of commitment determines
relationship strength and the intention of the parties to
remain in the relationship (Hocutt, 1998). Relationship
commitment is defined as “an exchange partner
believing that an ongoing relationship with the other is
so important as to warrant maximum efforts at
maintaining it, that is, the committed party believes the



relationship is worth working on to ensure that it endures
indefinitely” (Morgan and Hunt, 1994, p. 23).
Relationship commitment entails a desire to develop a
stable relationship and confidence in the stability of the
relationship (Anderson and Weitz, 1992).

This research adopts Moorman et al.’'s (1992)
concept of relationship commitment as an enduring
desire to maintain a valued relationship, and
investigates the key determinants of relationship
commitment in private higher education.

g) Student Loyalty

Loyalty is defined as “a deeply held
commitment to rebuy or repatronize a preferred
product/service consistently in the future, thereby
causing repetitive same-brand or same brand-set
purchasing, despite situational influences and marketing
efforts having the potential to cause switching behavior”
(Oliver, 1999, p. 34). Loyalty comprises of repurchase
intention and word-of-mouth (Zeithaml et al., 1996).
Repurchase intention implies doing more business with
the company in future and considering the company to
be the first choice. It is a customer’s judgement about
buying again a product or service from the same
company while taking into account the current situation
(Hellier et al., 2003). Word-of-mouth is to say positive
things about the company and recommend the
company to others.

Some studies on student loyalty have adopted
the two aspects of loyalty identified by Zeithaml et al.
(1996), i.e. repurchase intention and word-of-mouth.
This research adopts the repurchase intention aspect of
student loyalty because it aims to ascertain whether the
existing sub-degree students of private higher education
institutions would continue to pursue bachelor degree
courses at their current education institutions in future.

I11. RESEARCH FRAMEWORK

The conceptual framework was based on
concepts and findings from relationship marketing
literature. The model was modified from the studies of
Morgan and Hunt (1994), Adidam et al. (2004), and
Holdford and White (1997), sought to illustrate the
relationship between the factors: relationship benefits,
relationship termination costs, shared values, and trust,
and relationship commitment, and the relationship
between relationship commitment and student loyalty
(Figure 1).

a) Research Hypotheses

Relationship benefits generate positive impact
on relationship outcomes, such as, continuation of a
relationship (Gwinner et al., 1998; Patterson and Smith,
2001), site commitment (Park and Kim, 2003),
commitment to the service business (Hennig-Thurau et
al., 2002), exporter's commitment to importers in
exporter-importer relationships (Obadia, 2010), and

satisfaction in retail banking (Dimitriadis, 2010).
Therefore, it was proposed the same in private higher
education:

Hypothesis H1: Students’ perception of
relationship benefits has a significant positive impact on
relationship commitment.

Dwyer et al. (1987) suggested that anticipation
of high switching costs by customers generates
commitment to an ongoing relationship. Besides the
economic side of switching costs, they also consider
socio-psychological costs, such as worry and loss of
reputation, which contribute to the commitment.
Switching costs affect customers’ commitment in the
financial services industry (Yanamandram and White,
2010). In industrial marketing and distribution channels,
extant literature suggests that the relationship may
continue to exist because of the high switching costs
perceived by the buyer (Porter, 1980; Ping, 1994).
Findings of Vasudevan et al. (2006), Burnham et al.
(2003), and Patterson and Smith (2001) suggest that
relational switching cost that involves psychological and
emotional discomfort due to breaking of bonds and loss
of identity is positively associated with commitment.
Therefore, it was proposed the same in private higher
education:

Hypothesis H2: Students’ perception of
relationship termination costs has a significant positive
impact on relationship commitment.

Shared values have been found to have positive
impact on relationship commitment (Morgan and Hunt,
1994). The parties share similar beliefs in behaviors,
goals and policies.  Similar perspectives, including
shared language and shared narratives are important for
sustaining ongoing relationships (Chua, 2002; Nahapiet
and Ghoshal, 1998). Therefore, it was proposed that:
Hypothesis H3: Students’ perception of shared values
has a significant positive impact on relationship
commitment.

Trust enhances commitment to a relationship by
reducing transaction costs in an exchange relationship,
reducing risk perceptions associated with the partner,
and increasing confidence that short term inequities can
be resolved in the long run. Trust has been found to be
a factor affecting commitment in many previous studies
(Spake and Megehee, 2010; Nusair and Li, 2010;
Cassab and Maclachlan, 2009; Cater and Zabkar,
2009; Morgan and Hunt, 1994).Therefore, it was
proposed that:

Hypothesis H4: Students’ trust in the education
institution has a significant positive impact on
relationship commitment.

Tino (1975, 1993) suggested that commitment
directly affects student loyalty. Adidam et al. (2004) and
Holdford and White (1997), based on the model of
Morgan and Hunt (1994), investigated the relationship
between students and their public education institutions.
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The findings suggested that relationship commitment
had great positive impact on acquiescence and
cooperation  between  students and education
institutions and negative impact on propensity to leave.
Therefore, it was proposed that:

Hypothesis  H5: Students’ relationship
commitment to the education institution has a significant
positive impact on student loyalty.

b) Research Design and Methodology

A quantitative  research  study  using
questionnaire was adopted to examine the key factors
affecting relationship commitment, and the relationship
between relationship commitment and student loyalty.
480 copies of questionnaire were distributed to current
private sub-degree students in one of the largest higher
education provider.

For the purpose of this research, a private
higher education institution was identified from the list of
higher education institutions available on the website of
Education Bureau of the HKSAR Government.
Enrolment of students in this institution accounted for
approximate 11% of the total number of private sub-
degree students in 21 higher educational institutions in
Hong Kong. This institution was approached and it
agreed to allow the researcher to administer the
questionnaire survey to sub-degree students at the
campus. Convenience sampling technique was used to
approach the students because students are the direct
customers of the education institutions.

Student loyalty was measured with three items,
adopted from a previous study in education context
(Nguyen and LeBlanc, 2001). Relationship commitment
was measured with three items, and trust was measured
with four items, adopted from Holdford and White
(1997), a previous study in public education. Four items
of relationship benefits and three items of shared values
were adopted from previous studies in public education
(Adidam et al.,, 2004; Holdford and White, 1997).
Questions for measuring relationship termination costs
were adopted from Sharma and Patterson (2000). The
7-point Likert-type scales were anchored by 1 (strongly
disagree) and 7 (strongly agree) for all questions.

The content and construct validity of each
variable had already been evaluated by the original
authors, therefore, it is reasonable to assume that the
content and construct validity of the multidimensional-
item scales should accurately represent the variables
concerned.

[V.  ANALYSIS AND RESULT

a) Data Analysis

Confirmatory factor analysis was performed for
all  variables: relationship  benefits, relationship
termination costs, shared values, trust, relationship
commitment, and student loyalty. Cronbach’s alpha
was used to test internal validity, the Cronbach’s alpha
coefficient greater than 0.7 is considered as satisfactory

© 2012 Global Journals Inc. (US)

(Bryman, 2008). Structural Equation Model was used to
test the positive association of hypotheses H1 to H5,
and calculate the variance of relationship commitment
explained by the factors and the variance of student
loyalty explained by relationship commitment in the
research model.

b) Hesult

A total of 444 valid questionnaire copies were
collected which provided a response rate of
approximately 92.5% out of the 480 copies sent out.
60.4% of the respondents were female. 98.2% of the
respondents were in the age range of 18 to 25. 40.1%
of the respondents were associate degree students and
59.9% were higher diploma students. Almost half of the
respondents were studying business courses.

Reliability and validity were assessed to ensure
the information is trustworthy. Cronbach’s alpha was
used to measure consistency among the items in each
variable of the questionnaire, and a value of 0.7 or
above is considered as acceptable and having internal
consistency (Shin et al.,, 2000). The variables of this
research had Cronbach’s alpha values from 0.785 to
0.877 (Table 1) were therefore acceptable.

The covariance matrix produced values ranging
from 0.229 to 0.819 for each pair of construct, which are
lower than the recommended level of 1.0 (Koerner,
2000) (Table 2). The result suggests that the constructs
are statistically distinct within the CFA model, and
provides evidence of discriminant validity.

Hypothesis H1 and H2 are supported by
empirical  evidence. Relationship  benefits and
relationship termination costs show strong influence on
relationship commitment, as indicated by high to
moderate standardized coefficients 0.563 and 0.371
respectively. Shared values construct has a small direct

effect on relationship commitment (standardized
coefficient 0.116), Hypothesis H3 is supported.
However, hypothesis H4 should be rejected, the

standardized coefficient of -0.038 suggests that trust
has non-significant influence statistically on relationship
commitment in private higher education. Hypothesis H5
is supported by empirical evidence.  Relationship
commitment has a strong influence on student loyalty,
as indicated by high standardized coefficient of 0.796. It
can therefore be concluded that hypotheses H1, H2, H3
and H5 are strongly supported with empirical evidence
in the research model. The factors affecting relationship
commitment together explain 71.7% of relationship
commitment (R? = 0.717), and relationship commitment
explains 63.4% of student loyalty (R? = 0.634).

V. DIsCUSSION

a) Theoretical Implications

The results of this research support the direct
effect of relationship commitment on student loyalty,
and the direct effects of relationship benefits,



relationship termination costs, and shared values on
relationship commitment in private higher education
which is consistent with most of previous research
studies’ results in business context. However, unlike the
common finding in most relationship marketing literature
that trust is a determinant of relationship commitment,
the direct effect of trust on relationship commitment is
found to be insignificant in this research. The rejection
of predictive effect from trust on relationship
commitment in private higher education environment
provides a new angle to the application of relationship
marketing concepts in education settings.

Most previous studies related to relationship
marketing concepts were conducted in U.S. and
Europe; little attention has been paid to Asian countries,
particulary Hong Kong. This research verifies
applicability of relationship marketing concepts in the
East.

b) Managerial Implications

This research shows that relationship
commitment has a substantive and positive effect on
student loyalty in the private higher education industry.
The higher the relationship commitment of students with
an educational institution is, the higher is the student
loyalty. The student will pursue further studies in the
current private higher education institution if the student
has high relationship commitment. Therefore, education
providers have to focus on enhancing relationship
commitment in order to increase student loyalty.

Education providers can use the results of the
path analysis to understand preferences of private
students (customers) and allocate resources to enhance
the factors that affect students’ relationship commitment
which, in turn, enhances student loyalty. With the
findings of this research, education providers can gain a
better understanding of factors affecting relationship
commitment, and therefore can plan to nurture them.
Considering all the four factors (relationship benefits,
relationship termination costs, shared values, and trust)
affecting relationship commitment, the R* 0.717
indicates that 71.7% of the variance of relationship
commitment is explained by these four factors in the
proposed model.

The construct of relationship benefits is the
most influential determinant of relationship commitment
in the private higher education. Relationship benefits
include education quality, internship opportunities,
placements, professional seminars, and company visits
etc. (Adidam et al., 2004). Education providers have to
improve these perceived relationship  benefits
continuously in order to raise relationship commitment
of students.

The construct of relationship termination costs
is the next influential factor. This provides signals to
education providers that students’ perceived costs, both
economic and  non-economic, are important

consideration in building relationship commitment in
private higher education. Education providers have to
increase the relationship termination costs in order to

raise students’ relationship commitment with the
education institution.
The construct of shared values is also a

determinant of relationship commitment in the private
higher education industry. The more the staff and
students have similar values on education issues, such
as learning behavior, assessments and work-load, the
more the students will be committed to the relationship
with the educational institution (Adidam et al., 2004).
Although the influence of shared values on relationship
commitment is not as strong as that of relationship
benefits and relationship termination costs, private
education providers still have to raise the perceived
shared values between students and education
institution in order to increase relationship commitment
of students.

Unlike the common finding in relationship
marketing literature that trust is a determinant of
relationship commitment (Morgan and Hunt, 1994), the
direct effect of trust, characterized as having confidence
in partner's reliability and integrity, on relationship
commitment, is found to be insignificant in this research.
The path coefficient from trust (TR) to relationship
commitment (RC) is not significant (H4: B = -0.038),
which suggests trust has non-significant influence
statistically on relationship commitment, in the private
higher education context. This result provides new
insights into relationship marketing in the private higher
education context. This finding is not surprising because
the primary intention of private sub-degree students is to
get degree places after the 2-year sub-degree study.
Sub-degree students may consider studying at the
current education institution as a stepping stone to
degree programmes, and their desired degree
programmes can be offered in other education
institutions. In the study of Grayson and Ambler (1999),
the results suggested that the influence of trust on
relational outcomes was moderated by length of
relationship.  They commented that the length of
relationship may change the nature of association
between relational constructs, and there is value in
future research to investigate the relational dynamics
with respects to the length of relationship. In the current
research, students just spend two years in the current
sub-degree study and they have a strong desire to get
degree places in their desired education institutions,
therefore, trust has non-significant influence on their
commitment towards their current education institution.

Apart from the length of relationship, in order to
get better understanding on the influence of trust on
commitment, Moorman et al. (1992) suggested that
other factors, such as economic factors and power, may
affect how relationship operates, and future research
can examine how trust interacts with these factors in

© 2012 Global Journals Inc. (US)

Global Journal of Management and Business Research Volume XII Issue XIII Version I H Year 2012



Global Journal of Management and Business Research Volume XII Issue XIII Version I n Year 2012

affecting relational outcomes. Ganesan and Hess
(1997) also suggested future research can study the
impact of moderators, such as phase of relationship,
reputation of the organization, and level of
environmental uncertainty, on the link between trust and
commitment. In the current research, it studies the
direct effect of trust on commitment, while the impact of
moderators which mentioned by Moorman et al. (1992)
and Ganesan and Hess (1997) has not been
investigated. In future, the current research can be
extended to investigate the moderating impact of these
moderators on the relationship between trust and
commitment in order to understand the trust-
commitment link better.

VI. LIMITATIONS AND FUTURE RESEARCH

Limitations

Firstly, due to time constraints, a cross-
sectional study was conducted, which was unable to
take the actual behaviour of respondents into account.

Secondly, measurement scales used were
adopted from previous studies. As the features of
private higher education context may be different from
features of other contexts, the adopted scales might not
be as effective as scales tailor-made for a particular
context. Constructs  that  capture  contextual
characteristics have not been discussed in this
research. The characteristics of higher education may
affect the findings of the research.

Thirdly, some constructs that were thought to
affect relationship commitment in previous literature
were not included in this research. Only 71.7% of
variance of relationship commitment is explained by
relationship benefits, relationship termination costs and
shared values, implying that there should be other
factors affecting relationship commitment; and only
63.4% of variance of student loyalty is explained by
relationship commitment.

Fourthly, the impact of moderators on the link
between trust and relationship commitment was not
included in this research.

Future Research

Firstly, future research can consider developing
measurement scales for education in eastern
environment. This may help education institutions’
managements make better decisions.

Secondly, future research can consider

conducting a longitudinal study to trace the changing
preferences and behaviors of students (customers). The
use of multiple time frames allows researchers to track
behavioral intentions of students (customers) over time.
Thirdly, future research can consider adding
constructs that capture contextual characteristics. This
is important because of the rapid expansion of
education in most parts of the world. The current results
show that 71.7% of variance of relationship commitment

© 2012 Global Journals Inc. (US)

is explained by three major factors and 63.4% of

variance of student loyalty is explained by relationship

commitment. Obviously, there are some unexplained
portions which have not been captured in this research.

The non-captured portions may be related to contextual

characteristics.

Fourthly, future research can consider
investigating the impact of moderators on the link
between trust and relationship commitment. This may
help better understanding of the influence of trust on
commitment.
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Figure

Figure 1 . Conceptual Model of Relationship Commitment on Student Loyalty
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No. of Cronbach’s Composite

items Alpha Reliability
Relationship Benefits 4 0.785 0.804
Relationship Termination Costs 5 0.858 0.863
Shared Values 3 0.855 0.859
Trust 4 0.871 0.873
Relationship Commitment 3 0.877 0.880
Student Loyalty 3 0.834 0.857

Table 2 - Covariance matrixes of the six constructs in the CFA model

RB RTC S\% TR RC
RTC | Estimate 0.458
SE. 0.046
Estimate + S.E.*2 0.550
SV | Estimate 0.314 | 0.475
S.E. 0.051 0.044
Estimate + S.E.*2 0.416 | 0.563
TR Estimate 0.119 | 0.398 0.670
SEE. 0.055 | 0.047 0.034
Estimate + S.E.*2 0.229 | 0.492 0.738
RC | Estimate 0.735 | 0.655 0.432 | 0.248
SE. 0.030 | 0034 |[0.046 | 0.051
Estimate + S.E.*2 0.795 | 0.723 0.524 | 0.350
SL | Estimate 0.682 | 0.564 0.390 | 0.252 | 0.769
SE. 0.033 | 0.038 0.046 | 0.050 | 0.025
Estimate + S.E.*2 0.748 | 0.640 0.482 | 0.352 | 0.819
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Abstract - The study investigated the Nigerian Pension reforms
and management as veritable strategies of rewarding past
intellectuals towards sustainable development in the third
world. The main aim of the study was to determine the
influence of pension reforms on the welfare of the retired civil
servants in Nigeria with particular reference to Cross River
State. In order to achieve the objective; direct and guide the
study; three research questions were formulated and
developed into hypotheses. Data for the study were collected
with the use of structured questionnaire. Data obtained were
analyzed using simple percentage and Pearson Product
Moment Correlation Coefficient. Results and findings revealed
that there exists a significant relationship between pension
reforms and the welfare of the Pensioners. Also, a significant
relationship exists between workers’ ability to save while
working and their welfare when retired. Moreover a significant
relationship exists between pension reform objective of
ensuring that pensioners do not suffer by removing all
cumbersome processes of pension payment and the welfare
of pensioners. Based on the findings, it was recommended
amongst others that the state government should always
demand for periodic briefs as frequently as possible to aid in
the assessment of the progress of the pension reform scheme
and also ensure the achievement of the scheme’s objectives
in a bid to ensuring sustainable development.

Keywords Pension reforms, retirement scheme,
contributory  pension,  civil  servants,  pension
management.

I INTRODUCTION

The issues of pension reforms and welfare
schemes in Cross River State are sources of major
concern to Government and pensioners. The concerns
border on:

e Delays in releasing pensions and gratuities to
pensioners upon retirements.
e Wrong computations of pensioners’ benefits.
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e Deliberate hold back of pensioners’ benefits for
flimsy excuses, thereby causing untold suffering to
the retirees and families.

e Some officials corruptly enrich themselves with
pensioners’ sweat by falsifying and adding non-
existing names to pensioners’ list, thereby swelling
up pension costs or bills.

e Forcing pensioners to queue up endlessly under
rain and sun just for the payment of pensions.

e Inability to identify better methods, procedures,
ways and means of accounting for pensioners and
caring for their welfare is a source of concern.

Granted the foregoing, this study was poised to
examine the methods and process of accounting on
one hand, the necessity of government to embrace the
Pension Reform Act, 2004, adopt the reform to Cross
River State environment and on the other hand, take
advantage of the multiplier effect of pension reforms.

a) Objectives of the study
The main objectives of this study were to:

(1) Examine the influence of the pension reforms
objective of ensuring that pensioners receive their
pension as at when due and the welfare of
pensioners.

Determine if the pension reform objective of
ensuring that workers save for their old age after
service has any influence on the welfare of
pensioners.

Examine if the pension reform objective of ensuring
that pensioners do not suffer deprivation,
negligence, untimely death among others by
removing all cumbersome processes on pension
payment has any influence on the welfare of the
pensioners; and

Make recommendations to the authority concerned
with the administration of pension in Cross River
State in particular and Nigeria as a country.

4)

b) Research questions

The following questions were constructed for
the study:
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(1) To what extent is the pension reform objective of
ensuring that retired persons receive their obligatory
income as at when due related to the welfare of the
pensioners?

(2) In what ways has the pension reform objective of
ensuring that all workers save for the unforeseen
period relate to the welfare of the pensioners?

(8) To what extent does the pension reform objective of
ensuring that pensioners do not suffer after
retirement by removing all cumbersome processes
of pension payment relate to the welfare of the
retired persons?

¢c) Research hypotheses

The following were the hypotheses formulated
for the study:

(1) There is no significant relationship between the
pension reform objective of ensuring that
pensioners receive their pension as and when due
and the welfare of the pensioners.

(2) There is no significant relationship between the
pension reform objective of ensuring that all workers
save for the rainy day and the welfare of the
pensioners.

(3) There is no significant relationship between the
pension reform objective of ensuring that
pensioners do not suffer after service by removing
all cumbersome processes of pension payment and
the welfare of the pensioners.

11. LITERATURE REVIEW

a) Concept of Pension Reforms and Welfare Scheme

Pension is an amount of money paid regularly
by an employer or principal to a staff that is considered
too old or too ill to work, Daland (2005). Tola (1999)
agrees when he advised government staff; “You may
wish to work all through but a time will come when the
body can no longer carry you that is the time you are to
retire and rest.”

It is obvious that retirees having been used to
the regiment and daily chores of employment have to be
taught the process of re-socialization, re-focusing and
re-starting fresh lifestyle. The new lifestyle process
enables retirees adjust to different economic, social,
cultural and political conditions which may not have
weighed so much on them. Hence the need for post
retirement life plan to stem retirees tensions,
uncertainties, apprehensions and early deaths after
retirements.

Tola (1999) likened pension to the termite, and
noted that “failure to prepare for the rainy day is to
prepare to be swept by the rain.”

The world economies used to be divided into
ideological blocks until the fall of Soviet Socialist
Republic (USSR) now Russia. One lesson from these
economic systems viz; capitalist, socialist, communist or
mixed economy explains the basis of property
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ownership, distribution of excess income and the
treatment of the citizenry. In welfarist economy, the
emphasis has always been on the alleviation of abject
poverty of the commoners.

Commoners (i.e. the proletariat) according to
Karl Marx, are the masses denied access to the means
of production. This is why the idea and concept of
pension and welfare crept up in so many advanced
countries in the early 19" century.

According to Abromovits (2003) in his article;
“Contributory pension scheme: the case of Brazil “A
pension system is essentially an income security
program which provides benefit to beneficiaries who
may be retirees, pensioners or the destitute. The
benefits may be defined or flat.

She noted that when there is pension scheme,
distinction exists thus:

e Defined Benefit (DB); only the employer funds the
pension scheme.

e Defined Contribution (DC) plan; both the employers
and employees contribute and fund the scheme.

e Non-contributory Pension Scheme (NC) is a pure
cash transfers to beneficiaries rather than savings or
insurance scheme. This is a social pension
targeting the elderly, destitute, the unemployed and
others to alleviate poverty, sickness and reduce
crimes.

It can be stressed that non contributory pension
or zero pillar pension was very common among Africans
who always took care of their elderly, the sick and so on
in the society. Again Abromovits(2003) and Osuagwu
(2001) observed that non-contributory pension has no
eligibility criterion and was the first form of contributions
in the 19" century in countries such as Brazil (1999),
Denmark (1891), New Zealand (1898), Australia (1908),
Sweden (1913), UK (1861) and so on.

For instance, Brazil introduced an
unconventional pension measures in the 1920s called
traditional urban contributory pensions to expand
coverage rates.  These measures included non-
contributory rural scheme in 1971 followed by social
assistance pension in 1974,

In 1988 in her new constitution was enshrined
with these pension schemes. This implies that Brazil
constitutionalised her deepening pension reforms from
experience spanning over one hundred years.

Balogun, (2006:7) in his article “Understanding
the new Pension Reform Act (PRA) 2004, observes that:

Pension schemes exist to provide post retirement
benefits fo employees ... The primary goals of a
pension system should be (o provide adequate,
affordable, sustainable and robust retirement income,
while seeking to implement welfare improving schemes
An adequate system seeks fo provide sufficient
benelfits to prevent old age poverty, smoothen a reliable
means [o lifetime standards and acceptable litestyle.”



The article added that an affordable system is
that which is within the financing capability of employees
and does not unduly displace other social and
economic imperatives. A sustainable system is the one
that is financially sound, funded and maintained over a
foreseeable horizon under a broad set of reasonable
assumptions.

A robust system is the type that has the
capacity to withstand major shocks, including those
coming from economic, demographic and political
volatility.

Iwara (1999) and Balogun (2006) opine that, the
design of a pension system or reform must clearly
recognize that pension benefits are claims against future
economic output. To fulfill this primary goal, therefore,
pension systems when reformed must contribute to
future economic output. Reforms, it is supposed,
should be designed and implemented in a manner that
supports growth, development and diminishes possible
distortions in a capital and labour markets.

The public operated Defined Benefit pay as you
go (PAYG) Scheme which heavily relied on budgetary
provisions that were not forth coming coupled with rising
salaries, hence, pension benefits. Demographic shift
due to rising life expectancies, weak and inefficient
pension administration characterize public sector, very
low and sometimes an outright noncompliance ratio due
to lack of effective regulation and supervision of the
scheme in the private sector killed the National
Provident Fund Scheme and it failed to provide periodic
benefits. Even at this, many private sector employees
were not covered by any form of pension schemes
(Bogomolova, 2005 and Robbins, 1989).

In an articled titled “Investments and Risks
Management under the New Pension Scheme,” Dalang
(2006:30) observes that pension has become a topical
issue, one that has engaged the commitment of
government, attention of employers and employees not
only in Nigeria but in many emerging and developing
economies of Africa, Asia, and Latin America. Even as
this study progresses, U.S President, George W. Bush
planned to privatize social security by introducing
individual accounts regime for beneficiaries.

This may not be unconnected with the World
Bank landmark report of 1994 christened “Averting the
Old-age Crisis” that becomes a reference point or a
benchmark for pension reforms across the global
economies. Latin America and post soviet transition
went headlong to pension reforms which were made
compulsory by the World Bank. Since 1994, eleven
countries have now passed laws introducing mandatory
savings and ten out of these, Chile showing the lead,
have implemented these laws. In Europe and central
Asia, fourteen countries introduced individual accounts
or Retirement Savings Accounts (RSA) and ten have
actually made the change including, France, Japan,
South Korea, Germany, New Zealand, Canada, Sweden,

Norway, Loneland, U.K. etc (World Bank Commissioned
Report, 1994 & 2005).

After a critical assessment of the various
pension schemes of the various countries, the World
Bank on 21 February, 2005, released a new report titled
“Old Age Income Support in the 21% Century” the report
emphasized the need for change as most pension
schemes in the world do not deliver on their social
objectives. They create distortions, impose
marginalization, old-age poverty, post retirement
sufferings and ultimately lead to untimely retirement
death. Above all, distort market economies and are
financially unsustainable because they are expensive to
run and the process fraudulent even by those mandated
to administer the pensions.

In an attempt to reposition pensions, the report
stated that any pension reform should consider;

i.  The informal sector which incidentally makes up for
more than half of the law force.

i. Catering for people who will be poor throughout
their lives, and

ii.  Those that will be physically challenged.

It is the spirit of improving the economic well-
being of retirees in their post-retirement lifestyle that the
Federal government of Nigeria carried out a general
overhaul of the defined benefit hinged on Pay As You
Go (PAYG) 2004. PRA 2004, adopted defined
contribution (DC) policy and provided for social security
and welfare untold post-retirement poverty, anxieties

and reduce retirees early deaths due largely to
frustration experienced in getting their retirement
benefits (Adeloye, 1999 and

www.worldbank.org/etools/doc).

b) The National Pension Act and Pension Accounting

Balogun (2006:7) and Asuquo (2008:10) agree
that pension schemes exist to provide post retirement
benefits to employees. In Nigeria, pension was
introduced during the colonial era to provide old age
income and security to British citizens working in Nigeria
upon retirement. The first legislative instrument to back
pension matters was the pension ordinance 1951 which
took a retrospective effect from 1% Jan. 1946. National
provident fund was established in 1961 after NB in 1954
and UAC 1957, to address pension matters of private
organizations. 18 years later, pension act no, 102 of
1979 as well as armed forces pension act no. 103 of
1979 were enacted.

The Police and other government agencies
pension was enacted under pension act no. 75 of 1987,
followed by the local government pension edict which
culminated into the establishment of the local
government staff pension board of 1987 in 1993, the
national social insurance trust fund was established by
Decree no. 73 of 1993 to replace NPF. Prior to the
pension reform act of 2004, most public organizations
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operated basically a defined benefit pay as you go
(PAYG) scheme.
Final entitlements of PAYG were paid based on;

(1) Length of service e.g. Cross River State Services
(2) Annual terminal environments
(8) The age of retirement

The defined benefit scheme is still being funded
by the Cross River State Government and budgetary
provisions or allocations made. When there are made,
pension section of the department of establishment and
service matters under the head of service of the state in
collaborations with the pension unit in the office of the
State Accountant-General administers and compiles
retirees’ benefits.

Balogun (2006:8) observed interalia:

“In the last two and a half decades, most pension
schemes in the public sector had been poorly funded or
unfunded, owing o inadequate budget allocations
buadget releases which seldom came on schedules and
were far short of due benefits. This situation had
resulfed into  unprecedented and unsustainable
outstanding pension deficits estimated at over &2 trillion
before the commencement of the Pension Reform Act in
2004. the proportion of pension of salaries increased
from 16.7% to 30% between 1995 and 1999.”

Akinyemi (2008:42) and Asuquo (2002:19)
corroborated this fact and stated that the administration
of the Defined Benefit Scheme was generally weak,
inefficient and non-transparent. There was and still no
authentic data base on pensioners while 14 documents
were required to file pension claims. Among other
things Balogun (2006:7) and Akinyemi (2006:44)
identified as hindrances to effective pension scheme in
the State are:

— Restrictive and sharp practice in the investment and
management of pension funds.

— Process of documentation, application and
registration  became  very cumbrous  that
computation officers and clerks cashed on and
were looting the system dry and blue.

— Delays in release of funds to pension further
compounded the predicament of the pensioners
and retirees.

Hence, Balogun (2006:7) noted ... this further
exacerbated the problem of pension liabilities in Cross
River State to the extent that pensioners are dying on
verification queues. And at the federal level, most of the
over 300 parastatals schemes were bankrupt before the
pension reform act 2004 came on board. It is on
records that any form of retirement benefit arrangement

did not cover employees in formal and informal sectors.
Most pension schemes were hinged on “resignation”

rather than retirement principles.
It is inferred from this work that prior to PRA
2004, the pension scheme was regulated without

© 2012 Global Journals Inc. (US)

standard or effective supervision and highly diversified in
Nigeria. It was against this backdrop that the federal
government constituted various committees headed by
Chief Ajibola Ogunsola and Mr. Fola Adeola at different
times to look at the challenges of pension schemes in
Nigeria and proffer solutions. Fola Adeola’s committee
report was enacted into the Pension Reform Act (PRA)
and come into operation on 1% July 2004, Balogun
(2006:8).

This process is where the Cross River State
Government should introduce into the system. If the
executive arm has no political will to do this, the
legislative arm should make bold steps to review Cross
River State Pension matters and carry a deepening
surgery of the pension and bring it up to date and
standard.

[TI.

The research design in this study was ex-post
facto approach. In effect, there was no manipulation of
the independent variables used in this study. Besides,
variables like ensuring that workers received their
pension as at when due, ensuring that workers save and
ensuring that pensioners do not suffer by removing all
cumbersome processes were already in existence and
influencing the welfare of pensioners. More so, since
this study involved a large population this approach
helped the researcher to find out, describe and explain
existing phenomena and draw generalization on the
population based on the data collected from the
sample.

RESEARCH METHODOLOGY

a) Hesearch area

The research covered Cross River State of the
Federal Republic of Nigeria. The area is located at the
south eastern fringes of Nigeria between latitude 4° 27
and 5° 32 north of the Equator and longitude 50 and 9°
28 east of Greenwich Meridian. It falls within the south-
south geopolitical zone, a recent structure in Nigeria.
There are three senatorial districts in the state, namely:
northern, central and southern senatorial district and the
state capital located in Calabar. The State comprises
eighteen local government areas, namely: Abi,
Akamkpa, Akpabuyo, Bakassi, Bekwara, Boki, Calabar
Municipality, Calabar South, Etung, Ikom, Obanliku,
Obubra, Obudu, Odukpani, Ogoja, Yakurr and Yala.
The state is more a civil service state than an industrial
one.

b) Population of the study
This study involved all pensioners in Cross River
State as of 2011 financial year.  Information from the

Cross River State Pension Board revealed that there are
a total of 8797 pension workers in the state distributed in

all the eighteen local government areas.

c) Sampling procedure
Stratified random sampling procedure was
adopted to select the representative sample for the



study. Foremost, two local government areas were
randomly selected from each of the three senatorial
districts. This gives a total of 6 local government areas
that were chosen and used for the study. In each of the
selected local government areas a list of all the
pensioners was obtained from the Pension Board of
Cross River State and 134 pensioners were randomly
chosen from each of the selected local government
areas and used for the study. This gives a total of 800
respondents that were selected and used for the study.

a) The sample

The sample for the study was made up of 800
workers randomly selected and used for the study. This
comprised 522 males and 278 females.

3.5 Instrumentation

The instrument used for this study was Pension
Reform and Welfare Questionnaire (PRWQ). The PRWQ
was a- 25 item questionnaire constructed by the
researcher and aimed at eliciting information from the
respondents on the variables of study. The items were
based on existing literature on impact of pension
reforms on the welfare of pensioners. The questionnaire
consisted of three sections (A, B and C).

Section A contained items seeking information
on the demographic characteristics of respondents
such as name of local government area, age, sex, level
of education. Section B contained items seeking further
information to measure the three independent variables
of the study as mentioned earlier. Section C contained
items to test the only dependent variable of the study
welfare of pensioners.

Items of section B and C were designed on 4-
points Likert Scale type with “SA” for strongly agree, “A”
for agreed, “D” for disagreed and “SD” for strongly
disagreed respectively. The items here were positively
and negatively worded.

e) Validation of the instrument

The content and face validity of the instrument
(PRWQ) of the study was established by the researcher.
The instruments were presented to experts in
quantitative analysis, Faculty of management Sciences
University of Calabar to ascertain that the items on the
instrument were related to the hypothesis which was
required to test. The feedback from the experts showed
that the items on the instruments were adequate in
generating data required to test the hypotheses.

1) Reliability of the instrurnent

To ensure that the instrument measures
consistently what it is purported to measure, a trial study
was conducted in one of the sampled sub-area
replicates. Using the developed instrument to achieve
this, the questionnaire was administered twice to (100)
randomly selected inhabitants in one of the sub area
replicates in Calabar (knowing that these were not going
to take part in the actual study). After filling the
questionnaires for the first time, they were retrieved and
scored.

A week later, the instrument was taken to the
same group of persons after explaining to them the
reasons for the exercise. Again, after filing the
instruments, they were retrieved and scored. The
reliability estimate derived from the analysis was 0.989.
This was taken to be high enough and this judging the
instrument for this study consistent and reliable to be
used for generating data for the actual study. Generally,
the reliability estimate of 0.50 should be considered
enough to render instrument reliable. From the pilot
study the following estimates of the reliability of the
instrument (based on each independent variable) were
obtained (Table 1).

Table 7. T-retest reliability result of the study instrument

Variables No. of Testing Mean SD Ny
items

Ensuring that 6 1 13.34 3.65 0.67

pensioners receive

their pension as at 2 14.76 2.32

when due

Ensuring that workers 6 1 14.89 3.27 0.78

save 2" 14.56 3.85

Ensuring that 6 1 15.78 2.87 0.71

pensioners do not ond 14.74 203

suffer

Welfare of the 6 1 15.36 3.54 0.92

pensioners 2nd 16.12 2.25

Source: Field work (2011)
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IV. ANALYSIS OF DATA

a) HResults and test of hypotheses

Table 2 : Pearson Product Moment Correlation
Coefficient analysis of the relationship between pension
reform objective of ensuring that pensioners receive
their pension as at when due and the welfare of the
pensioners, N = 800

Variable Mean | S.D r-cal
Pension reform objective of | 1456 | 2.32 | 0.53
ensuring that pensioners
receive their pension as at
when due
Welfare of the pensioners 15.34 | 2.61
*P<0.05, df = 798, crifical r 0.195

The result in Table 2 revealed that the

calculated r-value of 0.53 was found to be greater tan
the critical r-value of 0.196 needed for significance at
0.05 alpha level of significance with 798 degrees of
freedom. The result therefore implies that there exists a
significant relationship between pension objective of
ensuring that pensioners receive their pension as at
when due and eh welfare of the pensioners.

i. Hypothesis iwo

There is no significant relationship between the
pension reform objective of ensuring that workers save
and the welfare of the pensioners. The dependent
variable in this hypothesis is the welfare of the
pensioners and the independent variable is pension
reform objective of ensuring that workers save.

Table 5 . Pearson Product moment correlation
coefficient analysis of the relationship between pension
reform objective of ensuring that workers save and the

welfare of the pensioners, N = 800

Variable Mean SD | rcal
Pension reform objective of | 13.89 245 | 0.36
ensuring that workers save
Welfare of the pensioners 15.34 2.61
*P<0.05, df = 798, critical r 0.195

The result in Table 3 revealed that the

calculated r-value of 0.36 was found to be greater than
the critical r-value of 0.196 needed for significance at
0.05 alpha level of significance with 798 degrees of
freedom. With this result the null hypothesis is rejected.
It therefore, means that there exists a significant
relationship between pension objective of ensuring that
workers save and the welfare of the pensioners.

ii. Hypothesis three

There is no significant relationship between the
pension reform objective of ensuring that pensioners do
not suffer by removing all cumbersome process and the
welfare of the pensioners. The dependent variable in
this hypothesis is the welfare of the pensioners while the
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independent variable is pension reform objective of
ensuring that pensioners do not suffer.

Table 4 : Pearson Product moment correlation
coefficient analysis of the relationship between pension
reform objective of ensuring that pensioners do not
suffer by removing all cumbersome processes and the
welfare of the pensioners

Variable Mean | S.D r-cal
Pension reform objective of | 156.76 | 3.21 | 0.48
ensuring that pensioners do
not suffer by removing all
cumbersome processes
Welfare of the pensioners 15.34 | 2.61
*P<0.05, df = 98, critical r 0.195

The result in Table 4 revealed that the

calculated r-value of 0.48 was found to be greater than
the critical —value of 0.196 needed for significance at
0.05 alpha level of significance with 98 degrees of
freedom. The result therefore implies that there exists a
significant relationship between pension objective of
ensuring that pensioners do not suffer by removing all
cumbersome processes and the welfare of the
pensioners.

V. DISCUSSION AND SUMMARY OF FINDINGS

The finding of hypothesis one of this study
revealed that there exists a significant relationship
between pension reform objective of ensuring that
pensioners receive their pension as at when due and the
welfare of the pensioners. This finding is in order with
Asuguo (2003) who found in his study that the welfare of
pensioners in Cross River State had tremendously
increased after the last pension reform of 2004. He
equally noticed that before the last pension reform of
2004, most pensioners in the state used to stay for more
than 6 months before receiving their pension.

The finding of research hypothesis two revealed
that there exists a significant relationship between
pension reform objective of ensuring that all workers
save and the welfare of pensioners. This finding is in
corroboration with Balogun (2006) who noted that most
pensioners suffer because they do not save much
during their working days. Most of these workers who
were not aware of the necessity to save while working,
always believe that things will be good all the times.
Thus when retired they have nothing to care for
themselves and consequently become beggars.

The findings of research hypothesis three
revealed that there exists a significant relationship
between pension reform objective of ensuring that
pensioners do not suffer by removing all cumbersome
process of pension payment and the welfare of the
pensioners. This finding conforms to the findings of
Bogomolova (2005) who in his wok on the welfare of
pensioners, noticed that most pensioners queue for



days before receiving their pension packages. He also
notice that the process of compiling documents was so
tedious that most retired persons used to surrender in
the cause of the process. Also in line with the findings
of this study is the findings of Asuquo (2002) who
noticed that most of the cumbersome processes such
as queuing for several hour-days or delay in compilation
of pension document have seriously been taking care of
in most states in Nigeria that pensioners are now able to
receive their pension with little or no stress.

a) Conclusion

Based on findings arrived at from this study the
following conclusions were made: Pensioners in Cross
River State as in most states in Nigeria are now able to
receive their pension as at when due. That is, they do
not have to go for several months or years without their
pension. The culture of saving for the rainy days has
been inculcated into workers of Cross River State. As
such, those that are just retiring after the 2004 Pension
Scheme have something in their pockets during the
rainy days. Lastly, all the cumbersome processes that
accompanied pension payment have been removed to
significant extent. Consequently, pensioners no longer
queue for several hours before receiving their pension
and the compilation of pension documents is no longer
a difficult process.

b) Hecommendations

Based on the empirical and non-empirical
findings of the study, the following recommendations
were made for improvement of pension fund
management in Nigeria as a whole and Cross River
State in particular:

(1) Cross River State House of Assembly should set up
a technical or steering committee to study the
Pension Reform Act 2004 and how it can be
adopted in the State.

The Pension Reform Edict should be complemented
fully with the systemic structures.

Set up and empower regulatory apex body with
Liaison Office at the three senatorial districts for
better co-ordination.

The State Government should demand for periodic
briefs as it may deem fit of the modus operandi of
the pension scheme in the State.

Ensure that the State regulatory body enshrines
continuously capacity building as a matte of policy
Ensure that informal and the private sectors are on
board the platform of pension reforms.

Every pensioner should be made to collect his or
her money easily through any bank of the
beneficiary’s choice by virtue of nearness.

Pension should be worked out and paid to the
beneficiaries just like monthly salary so that the
aged and the sick will not have to come and queue
for days while waiting to be credited with pension
arrears. It is a strong belief of the researcher that if

10.

11,

12.

the above stated recommendations are well
implemented, sustainable development would be
ensured in Nigeria as the third world countries.
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Cost of Governance on Economic Development
in Nigeria

Stephen Ejuvbekpokpo

Abstract - The study aims at investigating the impact of cost of
governance on economic development in Nigeria. Cost of
governance is captured by recurrent and capital administrative
expenditures, while gross domestic product is used as a proxy
for economic growth. Using data from 1970 to 2010 and the
Ordinary Least Squares (OLS) technique of analysis, the study
reveals that cost of governance hampers economic
development in Nigeria. Therefore, there is the need to place
institutional constraints on public office holders and
technocrats in order to minimize the extraction of rent from the
state and enhance the availability of public funds for
development projects and vital sectors of the economy.
Keywords Nigeria, weak Institutions, Economic
Developrment, Governance.

I INTRODUCTION

he prosperity of any nation hinges on efficient
government. The government helps to sustain the

social contract that binds every member of the
state. Thus, the price that is paid for a state to be
prosperous is for it to have an established government
that enforces the social contract. Members of an
ordered society, called a state, must pay taxes sufficient
to carry out the functions assigned to the state.

In Nigeria, costs associated with the running of
the government have increased dramatically over the
years such that an increasingly reduced proportion of
public revenue is available to support and implement
the primary functions of government (CBN, 2005).
Consequently, the major purposes of government have
been hindered.

A point of departure is to consider how the
federal Government budget is divided strictly between
recurrent and capital expenditures while recurrent
expenditure as a percentage of total government
expenditure was 79.22% at the beginning of the 1970s, it
has declined to 43.03% by the end of the 1970s. IT rose
to 49.30 by the end of the second Republic in 1983,
further rising to 63.36% by the end of the 1980s. The
dramatic rise in export earnings due to the oil boom of
the 1970s resulted in a reduction in the proportion of the
budget allocated to recurrent expenditure.

Correspondingly, the drastic fall in the price of
crude oil in the early 1980s equally raised the proportion
of the budget apportioned to recurrent  expenditure.
Though there was a decline in the proportion of the

Author : Economics Department, Delfa State University, Abraka,
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budget allocated to recurrent expenditure, from 60.10%
in 1990 to 36.56% in 1998, it has since risen to 80.29%
in 2003. The justification for using recurrent expenditure
as a percentage of total budget as an important
indicator of the cost of governance stems from the belief
that capital expenditure impacts more positively on the
economy in respect to employment, investment and

other  growth-inducing  activities  (Adewole and
Osabuohien, 2007).
Total administrative  expenditure as a

percentage of gross domestic product (GDP) was a
high as 8.72% in 1977 but fell to an all time low of 2.04%
in 2002. According to Adewole and Osabuohien (2007),
if we assumed that government administrative
expenditure supports the GDP of any given society, then
an administrative expenditure of nearly 9 kobo went into
the production of N1 worth of goods and services for the
period of 1977 to 2002.

Over the subsequent years, the administrative
costs of producing N1 worth of goods and services fell
to 2 kobo in 1989. It rose to 4 kobo in 1999 and then to
7 kobo in 2002. According to Haber (2004), much of the
high costs of governance are largely due to the absence
of institutional structures that direct attention away from
predation to production. When the primary function of
the state is essentially redistributive or predatory,
productive activities become less significant as a driving
force of economic activities. It is against this
background that this empirical work is motivated to
analyze the effects of the continuous rise in costs of
governance on economic development in Nigeria.

[1. LITERATURE REVIEW

a) The Cost of Governance

The cost of governance is the money spend on
administrative processes. It is also known as
administrative expenditure. Adewole and Osabuohien
(2007) decomposed cost of governance into two:
recurrent  administrative  expenses and  capital
administrative  expenses. They defined cost of
governance as costs associated with the running of
government. In other words, these are costs incurred by
the government is running this affairs. The government
helps to sustain the social contract that binds every
member of the state.

Similarly, Fluvian (2006) defined cost of
governance as any expenditure in  maintaining
government administrative structures. He also equates
cost of governance to total administrative expenditure,
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which is a part of total federal government expenditure
in Nigeria. He said that the justification for using total
administrative expenditure as cost of governance stems
from the fact that administrative expenditures are
incurred in governing processes.

According to Drucker (2007), cost of
governance is government budget allocated to both
capital and recurrent expenditures on maintaining
government administrative structures, which appears to
be very enormous in Africa the question of efficiency in
governance is, therefore, to ensure that public funds are
spent judiciously, while public goods and services are
sufficiently provided.

The distribution of Public goods and services in
Nigeria is based on the principle of equity. Natural and
human resources may skew income distribution in
favour of endowed groups when the market is allowed
to be the principal mechanism for resource allocation.
Free markets are, therefore, more likely to be hindered
when pronounced disparities exist in the distribution of
natural and human capital endowments among groups
that exist in a particular society. This mostly explains
why the nationalists of northern extraction did not agree
at first with the idea of independence in Nigeria, since
their limited investment in human capital would put them
at a disadvantage in a post - independent Nigeria
(Adewole and Osabudien, 2007).

Nigeria, therefore, put up a political
arrangement that ensured that the commanding heights
of the economy were left in the domain of the public
sector. With the benefit of hind sight, one could say this
arrangement signaled the beginning of patronize
activities that stifled the market and productivity,
promoted rent seeking, brought an imbalance between
efforts and rewards, and raised the cost of governance
in Nigeria. Cost of governance, according to Afolugbo
(2004), is therefore the cost incurred in running the
government. It is the cost of performing political duties,
and discharging civil services to the public.

b) Economic Theory of the Siate and the Cost of
Governance

The structure of government inherited at
independence is largely a reflection of colonial influence.
The colonial powers arbitrarily divided the African
continent so that ethnically unrelated peoples were
forced into political matrimony for the formation of a
state (easterly and Levine, 1997) Colonial governments
established “extractive institutions” in places where
unfavourable weather had  serious health
consequences for them and created European style
institutions in places favourable for habitation (Afolugbo,
et al, 2004).

Thus, weak institutions, amply represented by
growth — inhibiting political structures, became the
dominate feature of resource rich multi- ethnic societies.
Afolugbo, et al (2004) added that the opportunistic
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behavioiur of ethnic leaders, particularly in a mineral-rich
polity such as Nigeria, eventually produced a
government structure that had a negative toll on social
and economic progress.

According to lyoha and Oriakhi (2002), a larger
than optimal civil service, dominated mainly by that
section of the country with significant human capital
deficiencies is bound to raise governance costs and
institutionalize the mechanisms for rent extraction. This
is @ major problem in Nigeria.

Another institutional factor that raises cost of
governance is the provision of security by the state. For
instance, a public good like law and order (security for
short) has a high degree of public interest, upon which
there is a broad consensus that it could be more
cheaply provided by government, particularly by a
central government, if we admit that in reality there is no
pure public good, we should understand why profit-
maximizing firms could equally provide complementary
security services.

However, government provides that bulk of
security services. Thus, the role of the private sector in
the security sector is minimal. We recognize that the
different levels of government would be able to organize
security  effectively. According to Adewole and
Osabuohien (2007), the absence of the centralization of
security affects its efficiency and drives up cost of
making security available.

This model is drawn mainly from the insights
provided by Olsen (1965) and Fates, et al (2002). In
conventional economic theory, the state is a product of
cooperation. In other words, rational human who live
within a defined territory discover a net gain in
cooperation rather than in competition. It could be
likened to a group of many perfectly competitive firms
who form a collusive unit called a monopoly.

From a political economy perspective, the state
is the by — product of rational individuals who believe
that state formation would be better than living as
individual or families. The state, therefore, as well as
being the government’s instrument of operation, is a
natural monopoly, for no two organizations with equal
powers of force over a defined territory can co-exist
successfully and maintain relative peace.

Lastly, the state is formed for the benefit of the
people. It enables individuals to co-exist peacefully by
avoiding violence and reducing tendency for communal
and individual clashes. Fates, et al (2002) added that if
people can resist the temptation to steal, or extract rent
for selfish reasons, there will be prosperity in the state.
However, this is unlike the Nigerian situation. Most
politicians are corrupt, selfish and passive. They
specialize in looting public treasury. Consequently,
pronounced poverty is a key feature of this kind of
society. For there to be growth and development,
resources must be channeled towards production.



c) The Rising Cost of Governance in Nigeria

Governance represents more than a means of
providing common good, as it can be related to the
government capacity to help the citizens ability to
achieve individual satisfaction and material prosperity.
Therefore, governance could be compared to the
management, supply and delivery of public services to a
nation.

According to Fluvian (2006), there are specific
factors responsible for the rising cost of governance in
Africa. First, there is the issue of inflation. Public project
costs are unduly inflated by corrupt politicians. There
should be equity. Adewole and Osaabwohien (2007)
added that the rising cost of governance in Nigeria is a
price we have to pay for undue consideration for equity.

Similarly, the issue of misuse of public funds is
another cause of the rising cost of governance in Nigeria
(Warimen, 2007). Political leaders inflate the costs of
public projects to embellish themselves. Adewole and
Osabuohien (2007) also said that the supply of security
beyond the optimal level will lead to limited prosperity. In
other words, the excess money spent by government on
a particular set goods affects development, since
resources are scarce and should be optimally utilized.

Furthermore, there is population increase. An
increase in population implies that there is pressure in
the limited available the resources. Fluvian (2006) also
said that increase in population implies that more
demand for public goods and services, such as
education, health services, etc. the need to give every
ethnic group adequate representation is another reason
for increasing cost of governance.

Another major cause of the persistent rise in
cost of governance in Africa vis-a — vis Nigeria is the
extra large civil service sector. This has been described
as an institutional factor by Afolugbo, et al (2004). Most
public workers in Africa are redundant due to
employment of excessive work staff to reduce
unemployment. Employees are more than the optimal
size, which led to inefficiency and unnecessary increase
in cost.

[1I.  THEORETICAL FRAMEWORK

Given the fact that resources are limited, an
increase in the cost of governance implies that there will
be decrease in available funds for productive purposes.
Thus, adequate resources need to be allotted to vital
sectors such as agriculture, industry and education. This
arrangement exploits the opportunities offered vy
comparative advantage of costs in governance and
costs in production.

Consequently, this study is based on the theory
of comparative cost Advantage. To enhance the pace of
development, more public funds must be allocated to
development projects and there must be reduction in
cost of governance. The optimal size of government and
the civil service is required for governance to be

effective and efficient. According to Olivia (2007), in a
nation with government cabinet that is larger than
optimal and / or a civil service sector that is extra large,
there will be a rising cost of governance.

The theory of comparative cost Advantage is
based on opportunity cost analysis. A rising cost of
governance will definitely lead to decreasing cost of
production or industrialization and public services such
as health, education, security, etc. Olivia (2007),
therefore, claimed that the opportunity cost of increasing

governance is decreasing finance for productive
activities.
To enhance growth and development,

governance must be cost-effective and the civil service
sector must be efficient; and there must be increasing
investment of public funds in productive sectors of the
economy. The civil service sector must be reduced to
manageable but optimal size. In Nigeria, the civil service
sector is extra large with gross inefficiency and
exorbitant cost to the government.

When a state is constituted properly it is
possible for the society to end up with an optimal mix of
both public and private goods that will maximize social
welfare. For economic efficiency, private goods can be
more cheaply provided by private firms and public
goods by a collective organization — the government.

At equilibrium, according to Adewole and
Osabuohien (2007), output can no longer be increased
since both the private and the public sectors produce
goods in which they have comparative advantage. Thus,
the last naira spent on private goods will raise output by
as much as the last naira spent on public goods, in
Nigeria however, the private sector is more efficient than
the public sector, which is characterized by rising costs.

This foregoing analysis is important because
the cost of governance is minimal when each (private
and private sectors) is only allowed to do what it can do
best. Providentially, the free market imposes adequate
discipline on the players in a way that drives them to
produce at minimal cost. But where well-defined rules
are lacking politicians are not constrained to seek to
minimize the cost of governance (or administrative
expenditure). This is the Nigerian experience.

IV.  MODEL SPECIFICATION

A general growth model is specified in the
study. Gross domestic product is used as a proxy for
economic development; while cost of governance is
captured by total administrative expenditure, which is
decomposed into recurrent administrative expenditure
and capital administrative expenditure. The model can,
therefore, be specified thus:

GDP = f(REX, CEX) - - - )

Put in an explicit form, the above model
becomes:

GDP=0ap+ yREX + 0,CEX + u; - - - )
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Where,
oy <O0anday, <0

According to economic theory expectations,
there is an inverse relationship between cost of
governance (represented by administrative expenditure)
and gross domestic product. An increase in cost of
governance reduces the availability of public funds for
development projects which invariably hampers growth
and development. Thus, an increase in recurrent
administrative expenditure (REX) and /or in capital
administrative expenditure (CEX) hinders development.

Consequently, increase in costs of governance
(or administrative expenditure) has negative impact on
gross domestic product.

The model specified in the study, as could be
seen above, is a multiple regression model which is
more reliable in terms of the estimates of the parameters
than a single regression model. Various statistical and
econometric tools will be adopted in interpreting the
results. These include the coefficient of determination, f-
test, t-test and Durbin-Watson statistic.

V. DisCcussION OF FINDINGS

The result obtained from the analysis is
presented below:-
GDP = 2.21 -0.52REX —0.45 CEX
Std. Error = (0.63) (0.16) (0.20)
t-stat = [3.48] [-3.31] [-2.24]
R- Squared = 0.93
F — dtat. = 259.73
Dw — stat. = 201

From the above result, a unit rise in recurrent
administrative expenditure will lead to 0.52 unit fall in
gross domestic product; while a unit rise in capital
administrative expenditure will cause gross domestic
product to fall by 0.45 unit. This is in line with the
theoretical expectations, both recurrent and capital
administrative expenditures have negative impact on
gross domestic product.

The t-statistic of recurrent administrative
expenditure in absolute terms (3.31) is greater than the
t-critical value (2.02), at the 5% level of significance. This
indicates that recurrent administrative expenditure is
statistically significant in explaining changes in gross
domestic product in Nigeria. Similarly, the t- statistic for
capital administrative expenditure in absolute terms
(2.24), at the 5% level of significance, is greater than the
t-critical value (2.02), which also indicates that capital
administrative expenditure is statistically significant in
changes in gross domestic product in Nigeria.

The coefficient of determination (0.93) indicates
that 93% of the variations in gross domestic product is
explained by both recurrent and capital expenditure. In
other words, 93% of the variations in gross domestic
product is caused by cost of governance. The F-statistic
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(259.73) is greater than the f-critical value (3.23), at the
5% level of significance. This implies that both recurrent
and capital administrative expenditures are statistically
significant in explaining changes in gross domestic
product. This also indicates that the overall fitness of the
model is good.

The Dw-statistic (2.01) is approximately 2.00,
using the rule of thumb. This implies that there is
absence of first order serial correlation (or
autocorrelation) in the model.

VI. CONCLUSION AND RECOMMENDATIONS

Some findings are made from the results
presented and interpreted above.

First, the study reveals that cost of governance
(represented by both  recurrent and capital
administrative expenditure) has a negative impact on
gross domestic product in Nigeria. An increase in cost
of governance implies that there is decrease in
government expenditure on public projects in vital
sectors of the economy. This is because resources are
scarce. An increase in expenditure on administration
reduces expenditure on development projects, which
adversely affect growth and development.

Second, the increase in cost of governance
indicates that there is high level of corruption and
inefficiency, which make available funds barely sufficient
to finance projects in agricultural and manufacturing

sectors. Consequently, an increase in cost of
governance, represented by administrative
expenditures, has a significant impact on gross

domestic product.

In the absence of strong political institutions, the
reduced cost of governance could only be achieved if a
benevolent set of public officer is in power. Since that is
highly unlikely, there is every need to draw some vital
conclusions which will guide policy making.

The cost of governance in Nigeria has a
negative but significant impact on gross domestic
product in Nigeria. A rise in the level of governance cost
hampers the pace of economic growth and
development in the country. The rising cost of
governance reduces the availability of public funds for
development projects.

In order to reduce cost of governance, there is
the need to place institutional constraints on public
office holders and technocrats in a way that minimizes
the extraction of rent from the state. This is the better
path to follow if the cost of governance is to be
drastically reduced in Nigeria.

Also, Public funds should be judiciously utilized.
In other words, every naira of public funds showed be
spent to maximize social welfare. A huge proportion of
government revenue should be expended on
development projects and in vital sectors of the
economy, such as agricultural and manufacturing
sectors.



The Nigerian legal system should be overhauled

to achieve efficient dispensation of justice. This will help
to reduce corrupt practices, such as inflation of costs of

public projects,

“kick-backs” before contracts are

awarded, abandoning of public projects, etc. also,
property rights should be well defined to ensure the
smooth operation of the free market system.

There should be an optimal cabinet size to

reduce cost of governance. The larger than optimal size
of the executive cabinet and civil service sector are
major causes of increasing cost of governance in
Nigeria. It has also led to inefficiency in the public sector
and waste of public fund.
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Abstract - The purpose of this study is to explore the emerging
research areas in marketing. The literature from the various
journals is reviewed to find out the evidence from different
contexts that which areas are gaining the attention of
researchers. On the basis of literature review, the first part of
study explains how to find out an emerging research area in
particular discipline as well as emerging trends in research in
different areas of marketing. 2™ part the study focuses on the
theory development and argues that the theory development
in marketing has been neglected throughout in different
paradigms of management. And at the end the remarks of the
authors are concluded.

. INTRODUCTION

he marketing researchers have been very much
Tconcerned about the emerging areas of research

in the behavioral as well as the structural aspects
of Marketing. Many conceptual models have been
developed in this regard by the researchers to calculate
the outcome of different concepts. The present research
paper will be involving two perspectives. In first part of
literature review we shell argue that what are several
ways of finding out emerging research areas in some
field of study. In the second part we shell give
suggestions for the new emerging areas in marketing
research. The study also contains some discussion
about brand management consumer behavior and
marketing management.

The most of constructs in brand in early 1990s
were just operationally calculated by the researchers
and there was no focus on the theory development for
certain constructs. Final portion of the paper will provide
a bird eye view on the ways of development of some
theory which is very important aspects of research.

The changing socio cultural conditions generate
many new opportunities for research because when
societal norms and cultural values are changed the
earlier approved researches are needed to be work
upon again. In such situations as this new researcher
face difficulty in research because the field becomes
wider with these changing upheavals. Current study is
fruitful for the new scholars especially in developing
countries where the students have least resources to
spend on the research activities and to go through the
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large research literature to find the emerging trends in
marketing. This paper will provide a significant help also
to students and practitioners. It will help them in more
systematic way as they will be able to work on some
theory in a more fruitful way.

[1. LITERATURE REVIEW

Most of the literature existing in marketing is
particular to the context oriented research, or the theory
testing approach. But with the passage of time new
research areas were explored. The new research areas
involve not only operating the constructs but also the
advancements as well as development of theories. Both
of these aspects are discuss following

a) Indicators for the research areas

It is important to know, how a researcher can
find that which are new emerging areas of a perticular
paradigm are. This question has been researched. For
example Guo, Weingart and Borner (2011) Argued that
we can have an insight about emerging areas in a
discipline from three indicators firstly some specific
words are used repeatedly and increasingly. Secondly
all of a sudden the new authors in lager number and
with larger zeal and zest are attracted towards that area
and thirdly the references are cited for different
disciplines. This model can be applied to different fields
to indicate the emerging areas of research.

b) Avoid inaustry specific measures In scholarly
research

In above paragraph we have discussed
indicators of emerging trends which will help the
researchers to locate emerging areas. Here we have to
indicate a very important factor which is related to the
selection of research area. Researchers have been
concemed to know the determinants of different
important constructs of consumer behavior which is very
important variable of the brand management. The
conceptual contribution in this regard is increasing and
concepts are becoming industry specific. Some
independent variable used for consumer behavior In
Mobile phone industry is not valid for some other
industry.  Lamarre, Galarneau and Boeck (2010)
argued that the most important constructs in consumer
behavior are the acceptance & adoption, trust,
satisfaction & loyalty, attitudes towards mobile
marketing and value creation to study mobile industry.
Shankar, Venkatesh, Hofacker and Naik (2010)
proposed the conceptual framework consists of three
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entities, the consumer, the mobile, and the retailer. The
framework addresses related issues such as mobile
consumer activities, mobile consumer segments, mobile
adoption enablers and inhibitors, Key mobile properties,
key retailer mobile marketing activities and competition.
But the problem is this, when a single concept has
different measures for different industries it will hinder
the development of theory for that particular concept
(Price, 1972). Our proposition is that researcher should
find out the generic determinants of different concepts.

c) Stakeholders not 4 P's or customer

Marketing have been encountering different
forms of myopia, now a days companies are getting
involve in a new form of myopia which can call customer
myopia. They are getting so serious to look after the
interest of only one external stakeholder i.e. customers.
A company should always look after the interest of all
stake holders. The need of the stakeholders approach
have inspired the researcher, it gave many research
questions to the new researchers (Bhattacharya &
Korschun, 2007). Hatch and Schultz (2010) in their
model have given two dimensions to develop a theory of
co creation branding one of those two dimensions was
to engage stakeholders. Smith, Drumwrigh and Gentile
(2010) reported that only focus on customers and their
needs leads to a marketing myopia the best option is to
consider all the stakeholders.

d) Emerging trends in online aavertising

Online advertising is a fruitful media for a
company. In Western Europe, United States, and to
some extent in Asia the online advertising is emerging
as a compeling component of marketing. The
importance of some concepts for example search
marketing, rich media, contextual advertising, behavioral
targeting, social marketing, and video advertising is very
much highlighted in research (Boone, Sacci & Glant,
2010). This situation gives direction towards different
research questions.

e) Working Consumers

Consumers often in the literature are named as
producers but this role cannot be taken into account
empirically. This is an emerging research area in the
consumer’s research to raise question about role of
consumers. New researcher can identify the general
measures of this concept. A little research has carried
out in this regard. Cova and Dalli (2009) tried to take into
account this particular role of consumers; moreover they
argued that the value of market offerings is considered
to rely on the immaterial labour of consumer.

1) Financial impact Due to Brands

Brand is very much intangible asset of a
company; generally it is argued that it worth more than
the tangible assets. It has been very much debatable
issue how we can calculate? And how much financial
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return is generated with the help of these intangible
assets? Marketers have traditionally used to create the
reflections to calculate such financial returns but still
there are ambiguities about the accuracy of these
returns. Krasnikov, Mishra & Orozco (2009) found the
strong positive impact of brand awareness and brand
association among the customers on the financial return
of the company, further they suggested that there is a
need to develop the better instruments to calculate the
financial return. Thus the researchers are having a focus
on this issue these days.

a) Luxury Brands

Social motivation has been a very big concem
of marketing researchers. A continuous research to
explore the determinants of social motivation exists in
sociology as well as marketing. One of these
determinants found in marketing is luxury brand.
Research for the luxury brand is an emerging research
area in marketing. Wilcox, Kim and Sen, (2008) stress
that the more research is required on Luxury brand
management for example the consumption behavior in
context of luxury Brands.

Theoretical perspective

h) Theoretical tool box sustain the marketing research

Traditionally it has been considered that the
marketing scholars have not taken sufficient interest in
the theory development. It becomes a hinderance in the
adequate contribution of marketing in the area of
strategic management. Marketing scholars have to
focus in the development of theory. Connelly and Jr
(2011) argued that the theories transaction cost
economics, resource dependence theory, agency
theory, population ecology, institutional theory, the
resource-based view of the firm, upper echelons theory,
social network theory, and signaling theory can offer the
foundations for sustainability of marketing.

/) Theory Development

When we opt for theory development we have
two options we can take some grounds for research and
come up with the rational findings it is called deduction,
another way is to develop a theory is by observations in
this method a systematic process is involved. For
example Locke (2007) suggested in his study we can
develop the theory by starting the game with some
philosophical truth in second step we should arrange
the data which is collected through observation, on the
basis of this data we should formulate a concept, and
now at this stage we must have casual evidence for our
concept then we should argue from the existing
literature for example from other theories or sources, at
the end we have to integrate our findings and decide on
the boundary conditions for our theory. Advancement of
theory always remains an emerging area not only in
marketing but in whole management literature.



[II.  METHODOLOGY

In this paper we have surveyed the literature
and then come up with some of the emerging areas in
the research of marketing. The research papers from the
last 3 years were reviewed and tried to come up with
brief and compact findings which would be helpful for
new researchers.

IV. CONCLUSION

In this paper we have identified different
emerging areas of the research in perspective of
marketing. And we have arrived at the result that there
are so many areas which are still unexplored and it is the
source of encouragement for new scholars. To take it as
challenge to explore constructs, and play a role in
advancement of marketing theories.
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Developing and Testing a Model of Antecedents
and Consequences of Organization
Commitment

Ghazala Naz® Abid AIi°, Imran Afzal® & Zia-ur-rehman™

Abstract - This purpose of this paper is to investigate and
scrutinizes the antecedents of organization commitment and
its outcomes in the major universities of Islamabad. This study
used stratified sampling method sample size consisted of 250
employees of four major Universities of Islamabad (CIIT,
MAJU, AIR, Preston). This study used a questionnaire to
collect data which comprised of the questions regarding
antecedents of organization commitment and its
consequences using 5 point Likert scale. A total of 210 valid
questionnaires were received with a response rate of 84%.
Data was analyzed through different statistical software and
tools such as SPSS and AMOS (Analysis of Moment Structure)
for model analysis and Structural equation modeling.
Confirmatory Factor Analysis was used to confirm the validity
of the instrument. The conceptual model of the study was
tested and analyzed through AMOS. The result reveals that
there is a positive and significant effect of the variables viz.
knowledge management, team work, on organization
commitment. The study further revealed a positive and
significant effect of organization commitment on organization
performance. After the analysis of research conducted in
different universities of Islamabad it is recommended that
executives need to develop such system in which the
management and distribution of knowledge must be easily
assessable to all levels within the organization.

Keywords : Organization Commitment, Team Work,
Knowledge Management, Organization Performance.

. INTRODUCTION

t's generally accepted by the organizational theorists

that human resource is the most imperative asset of

an organization because things has to done through
employees. In other terms, the achievement of any
organization in realizing its objectives actually depends
upon the performance of its employees. Performance is
considered to be related with the concepts of ability,
opportunity,  motivation and  commitment. Al
organizations, whether public or private, need satisfied
as well as committed employees to be effective and
efficient in their execution, in addition to the other
factors. Employees, who are dedicated, work vigorously

and creatively toward the accomplishment of

Author o. © Department of Management Sciences Preston University
Islamabad Pakistan.

Author o . Department of Management Sciences Muhammad Ali
Jinnah University Islamabad Pakistan.

Author p . Government College University Lahore.

organizational goals is one of the most important inputs
to organizational success. Consequently, the challenge
for organizations is to ensure that their employees are
satisfied and hence committed towards the
accomplishment of organizational goals.

Human resource is a very significant and unique
asset of an organization. The victorious management of
any organization’s human assets is very important,
exciting and challenging task, especially at the instant
when world has become a global village and economies
are in stage of change. The lack of talented and
committed employees in the growing prospects of the
modern day worker has additionally increased the
involvement of the human resource management and
execution of its function.

Impact of knowledge management on
organization commitment is very important and
interesting issue to be researched throughout the world
especially in Pakistan. It has been observed and
summarized that teams are easy to form and simple to
manage, capable of producing mutually efficient and
effective outcomes. Organization performance is
defined as overall performance of organization and
expansion in the growth of firm’'s sales, increase in
market share, number of customers and profit on
investment.

a) Problem Staternent

“This study aims to find out as to how
knowledge Management, Team Work, improve
Organizational commitment, it also finds out the effect of
organization commitment on organization performance.”

b) Research objectives

e To identify relationship between Knowledge
Management and Organizational Commitment.

¢ To know the effect of team work on organizational
commitment.

e To explore the relationship between organization
commitment and its impact on organization
performance.

[I.  LITERATURE REVIEW

a) Knowledge Management

Knowledge management is defined as how the
executives can produce, communicate as well as use
knowledge for the benefit of organization and individuals
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it highlights not only the significance of Knowledge
Management, but also identify its importance for
individuals and managerial actions (Bailey & Clarke,
2000). In the last two decades management gurus and
academicians have researched knowledge
management as an instrument for the achievement of
innovation and competitiveness. In any economy the
source for long-term competitive advantage is
knowledge (Nonaka, 1998) cited in (Koh et al., 2005).

b) Team Work

Team performance requires time to develop,
team required leadership which is important for building
a team and maintaining team development through
different stages (Ingram, 1996). Many writers suggest
teams are very simple to formulate and manage,
competent of producing outcomes, efficiently and
effectively. In actual there are certain problems
incorporated in team that includes, negative synergy,
lack of accurate and quick decision making, role
conflict, and unclear goals. Team was not cost effective
sometime as lots of team members don’t work up to the
mark as they think team will do their work. This above
mentioned concept is known as social loafing. This is
the phenomena that two people might be better than
one, but the quality of decision making and
management of goals and team structure of individual
member is more useful and accurate than of two
members participating in a team. Collaboration has
been required to make sure that unity of purpose was
both structured and worked toward and appropriate
feedback to all group members has been important to
team (Staniforth & West, 1995).

¢) Organization Commitment

This research has been conducted in twenty
private manufacturing companies in Igbo states Nigeria
regarding the relationship among working conditions
and employee commitments. The finding of this study
showed that these manufacturing firms have the
potential to make contribution in industrial future. There
are number of workers who are satisfied because of the
extrinsic equity factors of work which found to be a
strongest interpreter of employee commitment as
compare to intrinsic components. To build a strong and
competent workforce in an enterprise success and
industrial growth entrepreneur must invest in the long
term objectives of the workforce and balance their
interests accordingly (Ukaegbu, 2000). In this study the
researcher has examined the impact of employee
commitment on individual non work career satisfaction.
Data upon employee’s attitudes has pointed out that the
individual consequences of employee’s commitment
has been positively supported the concept that
emotional attachment to a work organization will yield
personal benefit of individual. These findings disagree
with the concept people unavoidably pay a higher
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personal cost for higher level of commitment (Romzek,
1989).

d) Organization Perforrmance

Analysis of performance and its measurement is
vital for navigating the organization to comprehend its
strategic as well as operational goals. And afterward the
performance indicator and their relationship with goals
and action have to be established and analyzed.
Existing organization doesn’t reflect the modeling
approach in accurate manner. This research paper
attempted to fill the gap between organization
performance indicators, in organizational modeling
framework. (Popova & Sharpanskykh, 2010). For turing
organizational goal to reality by measuring and
analyzing organizational performance plays a vital role.
Performance is evaluated by estimation of qualitative
and quantitative indication such as number of
customers, profit and cost incurred by organization.
(Popova & Sharpanskykh, 2010). In this research studly it
is suggested that compound measure of performance
has been reflected more precisely the organization
performance as opposed only quantitative or financial
measures. Organization performance was defined as
overall performance of organization and expansion in
the growth in sale of firm, increase in market share,
number of customers and profit in investment. (Photis &
Panayides, 2007)

[II.  METHODOLOGY

a) Sample

The variability in the targeted population was
less as the population was comprised of the employees
of universities situated in Islamabad city i.e. CIIT,
Preston, MAJU and Air university. For collection of data
a  cross-sectional  survey  questionnaire  was
administrated in  universities of Islamabad. The
researcher administrated questionnaires among the
administration and faculty members who have sufficient
knowledge about the area being research. Overall,
response rate was (210 questionnaires) 84%. The
sample size as well as the response rate obtained from
respondents in the research study enhanced the validity
and reliability of the results.

b) Instrument

In this study the researcher have used the 5
likert-type scale ranging from "Strongly agree" (weighted
1) to "Strongly disagree" (weighted 5). Organizational
commitment has been reviewed by using a measure
that was developed by (Mowday, Steers, & Porter, 1979)
using fourteen items through likert-type responses
inquired into each dimension respondent were asked to
rate the items on 1-5 Likert scale.

The instrument developed by the (Choi & Lee
2000) was used to measure Knowledge Management



that was comprised of four items and respondent were
asked to rate the items on 1-5 Likert scale.

In this research study the scale for team work
has been taken from the customized version Operating
Room Management Attitudes Questionnaire (ORMAQ)
(Helmreich, Sexton & Merritt 1997) cited in (Flin, R., et al.
2003)). Nine items likert-type scale respondent were
asked to rate the items on 1-5 Likert scale.

Organization performance has been measured
by using the scale of (Lopez et al., 2005; Kaplan &

c) Research Model

Norton., 1992) 5 items Organization performance scale
in which respondent were asked to rate the items on 1-5
likert scale which consist of ten items and have certain
subscales.

AMOS module is also available with SPSS
software to use SME. AMOS is used to test the overall
model developed by researchers.

Antecedents Outcomes
Knowledge H1
Management >
Organization H3 Organization
H2 Commitment Performance
Team Work |
Conceptual Modal and Path Diagram

Figure 7 Proposed model of antecedent and consequences of organization commitment

a) Demographic frequency table

Table 1 signifies the demographic details of the
respondent’s demographics variable are described as

the characteristics of a human population. In this

research study the demographics variable its frequency
and percentage is given in the Table 1.

7able 7 : Demographic details of the participants

Variable Category Frequency Percentage
Gender Male 130 61.9
Female 80 38.1
Age Group Under 20 2 1
21-30 Years 130 61.9
31-40 Years 51 24.3
41-50 Years 8 3.8
51-60 Years 11 5.2
61 Years and Older 8 3.8
Marital Status Single 119 56.7
Married 90 42.9
Divorced 1 0.5
Universities CHIT 113 53.8
Air University 33 15.76
110} 1 0.5
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MAJU 11 5.2
Preston 52 24.8
Year of Experience Less than 1 Year 25 11.9
1-3 Years 74 35.2
4-6 Years 61 29
7-10 Years 18 8.6
11-15 Years 13 6.2
16-20 Years 4 1.9
o 21 Years or longer 15 7.1
j e) Correlation matrix (Pearson)
S Table 2 shows the result of descriptive statistics
~ as well as the correlation coefficients between the
variables of the study. n = 210
— Table 2 . Descriptive statistic and coefficient of correlation
5 Mean | Std. Deviation oC KM W oP
. ocC 2.13 .655 1
= KM 2.24 695 485" 1
W 2.12 525 466" 430" 1
op 2.02 458 4217 457" 304" 1

Global Journal of Management and Business Research Volume XII Issue

*# Correlation is significant at the 0.01 level (2-tailed).

Organization commitment and knowledge
management are significantly correlated (p<.01) and
have positively moderate relationship between them
value is (0.485**). Evident from the result Organization
commitment and Team work significantly correlated
(p<.01). There is positive and moderate relationship
(1466) between organization commitment and team
work. Organization commitment and organization
performance have significant relationship between them

1) Knowledge Management

KM was presented by four items and the result
is based on the CAF (Table 3) the constructs of KM
indicate an excellent fit of 16.871 where the degree of
freedom =2, p<0.001 the value of x2/df ratio was 8.435.
The goodness fit (GFI), adjusted goodness of fit (AGFI),
comparative fit index, Tucker-Lewis coefficient (TLI)
indices was 0.961, 0.806, 0.942, 0.827. The values if
these scores are close to 1.0 that shows the perfect fit.

(p<.01) and the value (0.421**) shows positively (Bentler, 1992, Bentler & Bonett 1987).
moderate relationship.
Table 3
Y2 df | p-value | »2/df GFI AGFI | CFI TLI | RMSEA | PCFI AIC
16.871 | 2 .000 8.435 961 .806 942 .827 .189 314 | 32.871
While considering the factor loading the shared in from of well codified and documented

standardize coefficient estimates values was between
0.466-0.795. Which is consider good because it's above
acceptable level of 0.3 having p-value<0.001. R-
squared values are (0.55, 0.63, 0.22, 0.57,) that specify
the percentage of variation in each indicator (KM1, KM2,
KM3, KM4,) that was explicate by the factor KM. from
the analysis of result it's found that the KM2 represent
the best indicator for this construct having value 0.08
which is pursued by KM4 having value of 0.75, and
among them lowest is KM3. The best indicator of KM
the two best highest values represent the “Knowledge
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manuals” and these four items measure the construct
“Knowledge Management”.



Figure 2 : Statistic results and factor loading of knowledge management

Knowledge Management
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KM1 KM2

KM3 KM4

g) Team Work

TW is presented by nine items and based on
result of the CFA (Table 4) TW constructs indicates an
excellent fit with x2 statistic of 81.061 (degree of
freedom =27, p<0.001) with the x2/df ratio having a
value of 3.002. The goodness fit index (GFI) was .920,

adjusted goodness of fit index (AGFl) was .867,
comparative fit index (CFl) was .839, and Tucker-Lewis
coefficient (TLI) was .785. The next set of fit statistics
focus on the root mean square error of approximation
(RMSEA) which is .098.

Table 4
Y2 df | p-value | x2/df GFI AGFI CFI TLI | RMSEA | PCFI AIC
26.338 | 14 .023 1.881 965 .930 958 937 .065 .639 54.338

According to the factor loadings analysis the
SCE are (164, .431, .357, .381, .524, 272, .212) these
all are considered good. The R-squared value of each
indicator was (.16, .43, .36, .38, .52, .27, .21) of this
constructs which are graphically displayed in (Figure 2)
which indicates percentage of variation in each indicator

(TW1, TW3, TwW4, TW5, TW6, TW7, TW9) that was
analyzed by the factor TW. From the analysis of result
it's found that the open discussion among team
members to resolve the problem (TW6) is best indicator
having value 0.72 and among them lowest is TW?7.

Figure 3 Statistic results and factor loading of team work
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h)  Organization Commitrment

OC is presented by six items and based on
result of the CFA (Table 5) OC constructs indicates an
excellent fit with x2 statistic of 33.618 (degree of
freedom = 9, p<0.001) with the x2/df ratio having a
value of 3.735. The goodness fit index (GFI) was .948,

adjusted goodness of fit index (AGFI) was .878,
comparative fit index (CFl) was .933, and Tucker-Lewis
coefficient (TLI) was .888. The next set of fit statistics
focus on the root mean square error of approximation
(RMSEA) which is .114.

Table 5
12 df | p-value | x2/df GFI AGFI CFI TLI | RMSEA | PCFI AIC
33.618 9 .000 3.735 948 878 933 .888 .114 .560 57.618

According to the factor loadings analysis the
SCE are (.652, .809, .501, .761, .562, .53) these all are
considered good. The R-squared value of each indicator
was (.43, .66, .25, .58, .32, .29) of this constructs which
are graphically displayed in (Figure 3) which indicates
percentage of variation in each indicator (OC1 OC2 OC3

OC4 OC5 0OC6) that was analyzed by the factor OC
From the analysis of result it's found that presenting
your organization as best in front of friends (OC2) is best
indicator having value 0.81 and among them lowest is
OCs.

Figure 4 : Statistic results and factor loading of organization commitment

OC1
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/) Organization Performance:

OP is presented by nine items and based on
result of the CFA (Table 6) OP constructs indicates an
excellent fit with x2 statistic of 132,722 (degree of
freedom = 27, p<0.001) with the x2/df ratio having a
value of 4.91. The goodness fit index (GFI) was .870,

Organization Commitment

.76

0Ceé (06}

0C14

o

adjusted goodness of fit index (AGFI) was .784,
comparative fit index (CFl) was .830, and Tucker-Lewis
coefficient (TLI) was .774. The next set of fit statistics
focus on the root mean square error of approximation
(RMSEA) which is .137.

Table 6
12 df | p-value | y2/df GFI AGFI CFI TLI | RMSEA | PCFI AIC
132.722 | 27 .000 491 .870 748 .830 774 137 .623 168.722

According to the factor loadings analysis the
SCE are (.605, .581, .649, .686, .687, .621, .689, .513,
.523) these all are considered good. The R-squared
value of each indicator was (.37, .34, .42, .47, .39, .48,
26, .27) of this constructs which are graphically
displayed in (Figure 4) which indicates percentage of
variation in each indicator (CMP1 CMP2 CMP3 INN1
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INN2 INN3 INN4 LG1 LG3) that was analyzed by the
factor OP From the analysis of result it's found that Your
Organization continually experiment new ideas and
approaches on work performance (INN4) is best
indicator having value 0.69 and among them lowest is
LG1.Chi-Square= 132.722



Figure 4 . Statistic results and factor loading of organization performance
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Figure 5 : standardized path coefficient of antecedents and consequences of organization Commitment

Knowledge Management

Table 7
P df | p-value | y2/df | GFI | AGFI | CFI | TLI |RMSEA | PCFI | AIC
257.937 15 .000 17.19 702 444 .544 362 278 398 | 283.937
k) Hypotheses Testing basis of these values hypothesis has been accepted

Values of standardized regression Weights has  and rejected.
been given in table 8 at (p<0.5)* and (p<.01) ** on the

Table 8 . Standardized Regression Weights

Estimate S.E. C.R. Results
OC <- KM A77* .044 2.525 Accepted
OC <- TW 207%* .059 4.739 Accepted
OpP <- OC 305%* .063 4.637 Accepted

(p<.05)*  (p<.01) **
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H1: Knowledge Management has significant effect on
organization commitment.

The value of standardized regression estimate
for KM-OC model is 0.177 which indicates that
organization commitment changes by 0.177 units by the
unit change in knowledge management. The value of
standardized regression estimate (B) is significant
(p<.05) which indicates that knowledge management
has a significant impact on organizational commitment.
The hypothesis H1 is therefore accepted.

H2: Team Work has significant effect on organization
commuitment.

The value of standardized regression estimate
(B) for TW-OC model is 0.297 which indicates that unit
change in team work brings change in organization
commitment by 0.297 units. The value of standardized
regression estimate (B) is highly significant (p<.01)
which indicates that team work has a significant impact
on organization commitment. Therefore the hypothesis
H2 is accepted.

H3: Organization Commitment has significant effect on
organization performarnce.

The value of standardized regression estimate
(B) for OC-OP model is 0.305 which indicates that unit
change in Organization Commitment brings change in
Organization performance by 0.305 units. The value of
standardized regression estimate (B) is highly significant
(p<.01) which indicates that organization commitment
has a significant impact on organization performance.
Therefore the hypothesis H5 is accepted.

IV. DISCUSSION & MANAGERIAL IMPLICATION

To remain  competitve and  enhance
organizational commitment, it is imperative to engage
workforce which is skilled, possess knowledge and
imbued with the passion to grow in their career pursuit.
Employees imbued with these capabilities would be
generally committed towards organizational goals. They
would understand that personal objectives alignment
with organizational goals is a hall mark to achieve win-
win situation. The results of this study also support this
management concepts (R=.18) which reveals that 18%
change take place in organizational commitment having
knowledge employees. It therefore, becomes sestina
that to engender knowledge management and develop
motivated workforce, organization need to engage
knowledge employees. It would provide them
competitive edge. The results of this study are in line
with the work done by various scholars. Research in this

area also highlights the improved understanding that
what might be the factors that motivates employees to

share their knowledge at work. In accordance with
(Hislop, 2003) it has been suggested that organization
commitment is very important variable that influence
knowledge management initiatives as well as the
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employees attitude towards sharing knowledge with

others.
In current management practices, usage of

employee’s abilities is being accorded greater
significance. Committed employee would think and act
in a most dynamic manner however, using his full
potentials. Once there potentials are harnessed in a
team work, it has provided impetus to the organizational
growth. Since employees in team own their
responsibilities  therefore, they demonstrate full
commitment towards their assigned task. It facilitates
organizations to make best use of the potential in a
team segment. This study also supports this concept of
team work and organizational commitment through
demonstration of the results of these two variables in
form of (R) value is (.30), which means that harnessing
of team work would improve organizational commitment
by 30%. Results of this study are also supported by the
work done by the different scholars. In accordance with
the study of (Elloy, 2005) the result of the research
enlighten that the team which were led by the leaders
who actually have the characteristics to be super leader
have higher level of organization commitment self-
esteem and job satisfaction.

Committed workforce would finally contribute
towards the enhancement of organization performance.
There could be improvement in the process, introducing
new functions and undertaking various odious tasks
willingly that will result in the organization performance in
monetary terms. Result of this study shows that as
regard to the organizational commitment and
organizational performance (R=.31) it means 31%
variation would be observed if the employees are
motivated and will lead to higher organization
performance. Study done by other scholar in the same
context proved similar results (Steyrer, Schiffinger, &
Lang, 2008) that show the organizational commitment
have significant relationship  with  organizational
performance for all engaged performance measures.

V. LIMITATIONS AND DELIMITING FACTORS

While this study has provided valuable insight,
there are some limitations, which may limit
generalisability:

e This research is based on data from different
universities of Islamabad that permits the researcher
to collect all data from faculty members of all
universities of Pakistan. The obtained information
was summarized on the information collected from
the faculty members of four different universities
situated in Islamabad.

e Due to limited time period and financial resources
this study was conducted on a sample size of 250
faculty members of four different universities. This
sample size is not sufficient to imitate analysis of
Organizational commitment of all universities that
are operating in Islamabad.



10.

11.

The method used for data collection is commonly
used in research study, i.e. questionnaire methods.
Different methods can be used for data collection
which includes face to face interviews, group
discussion and if we change the instrument we
might have different results from same sample.

The four major universities of Islamabad have been
taken as a sample, among these universities three
were private and one semi government (Public)
university, researcher analyzed the data generally.
There wasn’'t any comparison that has been
conducted between universities because of the
difference in the nature and characteristics of
universities.
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The Roles of Record Keeping In the Survival and
Growth of Small Scale Enterprises in ljumu Local
Government Area of Kogi State

Ademola, G. Olukotun®, Samuel O. James® & Ifedolapo Olore”

Abstract - Record keeping is the recording of business
transactions in systematic manner so that the financial position
of an organization can be ascertained at any point in time. It
has become the foundation on which modern businesses
depends. The objective of this paper therefore is to look at the
records to be kept by an organization, their features and the
importance of book/record keeping to the growth of an
organization. Data were collected using the primary and
secondary sources. The primary sources include the use of
questionnaire and personal interview while existing literature
forms the bulk of the secondary source. The data collected
were presented using table while chi-square was used in
analyzing the data. It was found out from the data analysis
that majority of our respondents do not keep business records
and therefore do not even know whether their businesses are
growing or not. It is therefore recommended that small scale
entrepreneurs to keep up to date and accurate records of their
business. They should also avail themselves of training
opportunities related to record keeping. They should also
endeavour to record their transactions on a daily, weekly or
monthly basis (as the case may be)
Keywords Bookkeeping,
Entrepreneurs, Small Scale.

Growth, Survival,

I.  BACKGROUND TO THE STUDY

ometimes in October, 2000 a workshop was
Sorganized for about a hundred and twenty (120)

participants. It was on a Thursday and all of them
were asked to accurately say how much money they
had spent between Monday and that time on thursday.
After thinking about three to four minutes, many of them
started mentioning various amounts but immediately
they mentioned them, they’ll remember they did not
include some items and they give another figure. This
went on and on for the next three minutes.

Then, the participants were asked to write down
what they had spent between monday and thursday.
After about ten minutes, they ALL AGREED that they
couldn’t accurately remember what they had spent
between that period of time. We asked them why? While
some chorused “because we did not write them down”
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others chorused “because we did not keep the
records”.

This therefore, goes to show that record
keeping is not only inevitable for individuals, it is the
organizations life wire. If nothing at all, from the above,
record keeping helps us to know what is spent and what
it is spent for. This is the crux of this paper — examining
the roles and importance of record keeping in the
survival and growth of small scale enterprises.

It is very interesting to note that even in the
Bible, record keeping is of great importance to God and
to individuals. In the Book of Esther chapter 6:1, we read
that the king could not sleep and he commanded to
bring “the book of records” and it was found “written” in
the Book, how Modecai saved the life of king
Ahasuerus. That was how Modecai, already destined to
be killed was honoured. The importance of record
keeping can therefore, not be overemphasized both in
our contemporary lives and particularly in our
businesses.

Jesus Christ was able to overcome the
temptation of Satan through the WRITTEN WORDS.
When Satan tempted him at first, Jesus replied ‘it is
written” (Mathew 4:4). Again, to the second temptation,
Jesus answered again, that “It is written” (Mathew 4:10)
and finally to the final temptation, Jesus answered again
that “it is written”. This goes to show the importance of
written records at all times.

In Islam, the issue of record keeping is
important. Even though, the words written records were
not used, the Quran used words like Prescribed,
Decreed and Ordained. For example, in the holy Quran,
sura 2 v 183, it was written there that fasting has been
prescribed to you as it was to the people before you.
This means that fasting has long been written for them
to observe.

a) A Brief History On ljumu Local Government

ljumu local government with its headquarter at
lyara was re-created in 1991. It was first created in the
old Kwara in 1983 but was scrapped in 1984 by the then
military government. The council consists of 16 wards.
By the 2006 population census, the local government
had a population of 119,929.
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The local government (LG) has natural resource
endowment. The minerals include clay, columbite,
dolomite, cassiterite (tin ore), kaolin, marble, tantalite,
cashew, palmoil, plantain, cocoa e.t.c. The LG also has
great agricultural potentials i.e. arable land farm is
available in large quantity. However, the people of the
local government are enjoying the quality of life they
should. They live in poverty and are not enjoying the
basic necessities of life.

In the field of education, the local government is
constrained by dilapidated classrooms, congestion,
unacceptable students-teachers ratio, inadequate
teaching and learning materials and facilities. All these
hinder the provision of qualitative basic education.

In the area of health, there are only 40 health
faciliies in the local government, relative to its
population of 119,929 (a ratio of 1:2900). This is high,
unacceptable and is responsible for the decline in health
care delivery.

Agriculture is still at the subsistence level,
thereby making farmers and members of the local
government vulnerable to poverty. This invariably
hinders food security in homes and invariably, the entire
local government.

In the area of rural infrastructure, most of the
communities (particularly the agricultural communities)
are inadequately linked by feeder roads to the market.
Access to safe drinking water is also constrained by
incessant breakdown of hand pump boreholes and
erratic electricity supply to the state owned water works
in the L.G.A. headquarters.

In the area of rural market, farm produce are
exchanged in many of its rural markets scattered around
the communities-but the market lacked the basic
physical features of a market, such as permanent
structures (lock up shops, sanitary facilities, e.t.c.).

The absence or near absence of all these, i.e.
the inability of the rural population to access quality
livelihood, safe drinking water, health care facilities,
energy, required nutrition, basic education, motorable
roads, sanitary facilities and markets has left majority of
the local government at the mercy of poverty. The

widows, orphans, abandoned children and the
physically challenged are most vulnerable to the burden
of poverty.

From the above scenario, the local government
realized that one of the things to do to reduce rural
poverty was to support the establishment of small scale
enterprises. In other words, it realized the need for the
transformation of the local government from the
predominant agrarian economy to the supportive
secondary and tertiary productive sectors. This
transformation can best be achieved through a well
developed, appropriate and articulated small and
medium enterprises (SMEs) scheme. The local
government was therefore to create the enabling
environment for the development of SMEs through
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private public partnership. The local government
promised to support the establishment of 100 SMEs in
2011, 50 cassava processing enterprises, oil palm
processing and cashew production.

Much as the local government was desirous to
assist the SMEs because of the significant roles they
can play in reducing unemployment, youth restlessness
and invariably rural poverty, the SMEs have not been
living up to expectations. Many of them failed within the
first year of their establishment. The problem arose
majorly from management incompetence. On further
investigation, it was revealed that most of the owners
lack elementary knowledge of book keeping and the
people employed by them were not better either. What
effect has it had on the local governments attempt at
transforming the rural areas?

b) Statement of Research FProblermn

Many authors have written on the subject of
small scale business failure. Many reasons have been
given for their failures. The problem however, remains
that many of the authors did not link business failure to
the lack of or inadequate record keeping.

According to Uzoma (1991), the causes of
business failure includes competition, lack of capital,
location and premature expansion. Osagbemi (1981)
assets that the major factors responsible for small
business failure includes lack of luck, insufficient money,
insufficient preparation, lack of business connections,
low level of business education, lack of experience, poor
health, lack of managerial ability etc. According to
Osuala (1993), the causes of business failure includes
management incompetence, lack of experience, lack of
capital, over investment in fixed assets, poor customer
credit practices, unplanned expansion and improper
attitudes such as laziness, extensive vacationing, over-
extension and unethical behaviour.

Infact, according to Onuoha (1998) in their
survey of over 317 entrepreneurs in Aba, Nnewi,
Onitsha, and Porthacourt, it was discovered that the
following were given as the reasons for business failures
— lack of capital, inadequate sales, insufficient
preparation, heavy operating costs, inventory difficulties,
lack of business connections, bad debts, lack of
management ability, poor credit practices, lack of luck,
low level of business education, poor location,
unplanned expansion programmes, poor health and
poor knowledge of the market. Most of these authors
saw business failure arising from reasons other than
those related to record keeping.

However, in recent times, increased attention
has been focused on the importance of inadequate
record keeping as a source of business failure.

In 1993, Dun and Bradstreet a company that
operates a credit rating service in the United States
conducted a survey of what they considered to be the
causes of business failure. The result showed that



finance accounted for 47.3%, Economic factors 37.1%,
Disaster 6.3%, Neglect 6.3%, Fraud 3.8%, Strategy
1.0%, and Experience 0.6%, (Longenecker, Moore,
Petty, 1997).

The crux of this research work therefore, is to
look at the importance of record keeping to the growth
and survival of some selected small scale business
organizations in ljumu Local Government Area of Kogi
State.

i. Objectives of the study

The obijectives of this paper include:

1. An examination of the role of small scale enterprises
in the economy.

2. To examine the objectives of record keeping by an
organization, the records to be kept and the basic
features of such records.

3. To examine the role of record keeping to the growth
and survival of small scale enterprises.

ii. Hypothesis formulation

A hypothesis was formulated for testing

Ho: Inadequate record keeping does not have any
significant effect on the growth and survival of small
scale enterprises in ljumu Local Government Area.

Hi: Inadequate record keeping has significant effect
on the growth and survival of small scale enterprises in
ljumu Local Government Area.

1. LITERATURE REVIEW

Small scale enterprises has been defined
variously by many individuals and institution using
various vyardsticks such as numbers of employees,
volume of sales, value of assets, or the volume of
deposit in banks.

Central Bank of Nigeria defined small scale
enterprises as all businesses with a total assets
investment of less than one million, an annual turnover
of less than one million and with a total number of
employees of less than fifty. (World Bank Mapping
2001).

The National Economic Reconstruction Fund
(NERF) defined small and medium enterprises with a
criterion that projects to be financed by the firm should
have a total fixed asset cost (including land) of not more
than N10million.

The Industrial Research Unit of Obafemi
Awolowo University defined small scale business as one
whose total asset in capital, equipment and working
capital are less than N250,000 and employing fewer
than 50 full time workers.

The Federal Ministry of Industry (in respect of
the small scale industries credit scheme) sees small
scale industry as any manufacturing, processing or
service industry with capital investment not exceeding
N150,000 in machinery and equipment alone.

According to Atijosan (1998), a small business
is any manufacturing, processing or servicing industry

that satisfies any or all of the following conditions:

i) Capital, but excluding cost of land and not
excluding N750,000

i) Staff strength not exceeding 50 persons and wholly
Nigerian owned

i) A manufacturing, processing or servicing industry,
exceeding the units of investment stated is relatively
small compared to prevalent size of plant and the

technology is fairly labour intensive.

For the purpose of this work, we shall adopt the
definition of Atijosan (1998) i.e. small scale enterprises
have capital of not exceeding N750,000, excluding the
cost of land and having a staff strength of not more than
50 people.

The importance of small scale enterprising
cannot be overemphasized in any economy. According
to Onuoha (1998), their roles include — stimulation of
indigenous  entrepreneurship,  transformation  of
traditional industry, creation of employment, linkage
effects, utilization of resources, contributes to regional
activity, and cooperation, reduction in rural-urban
immigration, interdependence of business, innovation,
increase in standard of living.

According to Ibenta (2005), small scale
enterprises have received increasing attention in recent
years because this sub-sector of the economy makes a
significant contribution to employment, value-added
production, feeder industry services, industrial dispersal
and development of local technology. Longnecker,
Moore, and Petty (1997) sees the contribution of small
scale enterprises to include the provision of new jobs,
introduction of innovation, stimulation of economic
competition, aiding big businesses and the production
of goods and services efficiently. According to Okafor,
(2000), this is made possible by the SME'’s
industrialization strategy that is characterized by small
size, simple management structures, simple production
technology, fast growth potentials based on the
exploitation of local resources endowment.

Small scale enterprises are catalysts for
catalysts for world’s economic growth and development
which have dominated the industrial sector of both
developed and underdeveloped countries. Aruwa (2006)
believed that Nigeria’s industrial sector is dominated by
small and medium scale enterprises (SMEs) which
accounts for 90% in terms of number of enterprises, as
compared with other developed countries where more
than 98% of all their enterprises belong to SME sector,
about 80% of the total industrial labour force in Japan is
SME, 50% in Germany, 46% in USA are employed in
smaller firms. Similarly the International Finance
Corporation (IFC) and Corporate Affairs Commission in
2001 further justified that Nigeria’s industrial sector is
dominated by SMEs, estimated to be about 90% of the
sector employing less than 50% of the people (HPACI
2002). Given the place occupied by the SMEs in
Nigeria’s industrial sector, it is expected that the
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success of the Nigerian economy would be partly
dependent on the success of the SMEs. Nwoye (1991)
pointed out clearly that SMEs are catalysts for Nigeria’s
economic growth and development. He believe that
through so many SMEs, Nigeria has great potentials for
success and growth, sales of large volume of goods
et.c. Even though, some of them have adequate
capital, many of them fail due to poor financial
management operations.

Record keeping has become the foundation on
which the totality of modern business depends. This is
because without it, it will be impossible to ascertain the
level of profitability and the level of business
susceptibility to fraud. Record keeping and good record
management is also essential for any corporate body to
function effectively.

According to Vickery (1973), it's the art of
recording pecuniary or business transactions in a
regular and systematic manner. In the words of Onucha
(1998:321), it is the art of recording business
transactions in such a systematic manner so that the
financial position of the business can be ascertained
readily at anytime.

The Longman Dictionary defined record or book
keeping as writing about something or put on a
computer so that the information is stored for use.
Osaze and Anao (1990), Ajayi (1997), Aruwa (2005) and
Reed (2005) described book or record keeping as the
art of keeping record of figures of all transactions in a
regular and systematic manner, such that the records
kept will provide various books of account which would
be in permanent form or for the purpose of providing
means by which an enterprise can be conducted in an
orderly manner.

Bookkeeping is the recording of financial
transactions. Transactions include sales, purchases,
income, and payments by an individual or organizations.
Bookkeeping is usually performed by a bookkeeper.
Bookkeeping should not be confused with accounting.
The accounting process is usually performed by an
accountant. The accountant creates reports from the
recorded financial transactions recorded by the
bookkeeper and files forms with government agencies.
There are some common methods of bookkeeping such
as the Single-entry bookkeeping system and the
Double-entry bookkeeping system. But while these
systems may be seen as 'real' bookkeeping, any
process that involves the recording of financial
transactions is a bookkeeping process.

A bookkeeper (or book-keeper), also known as
an accounting clerk or accounting technician, is a
person who records the day-to-day financial
transactions of an organization. A bookkeeper is usually
responsible for writing the "daybooks." The daybooks
consist of purchases, sales, receipts, and payments.
The bookkeeper is responsible for ensuring all
transactions are recorded in the correct day book,
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suppliers ledger, customers ledger and general ledger.
The bookkeeper brings the books to the trial balance
stage.

a) Bookkeeping systemns

Two common bookkeeping systems used by
businesses and other organizations are the single-entry
bookkeeping system and the double-entry bookkeeping
system. Single-entry bookkeeping uses only income and
expense accounts, recorded primarily in a revenue and
expense journal. Single-entry bookkeeping is adequate
for many small businesses. Double-entry bookkeeping
requires posting (recording) each transaction twice,
using debits and credlits.

b) Single-entry systern

The primary bookkeeping record in single-entry
bookkeeping is the cash book, which is similar to a
checking (cheque) account register but allocates the
income and expenses to various income and expense
accounts. Separate account records are maintained for
petty cash, accounts payable and receivable, and other
relevant transactions such as inventory and travel
expenses.

c) Daybooks
A daybook is a descriptive and chronological

(diary-like) record of day-to-day financial transactions

also called a book of original entry. The daybook's

details must be entered formally into journals to enable
posting to ledgers. Daybooks include:

e Sales daybook, for recording all the sales invoices.

e Sales credits daybook, for recording all the sales
credit notes.

e Purchases daybook, for recording all the purchase
invoices.

e Purchases credits daybook, for recording all the
purchase credit notes.

e (Cash daybook, usually known as the cash book, for
recording all money received as well as money paid
out. It may be split into two daybooks: receipts
daybook for money received in, and payments
daybook for money paid out.

a) Petty cash book

A petty cash book is a record of small value
purchases usually controlled by imprest system. Items
such as coffee, tea, birthday cards for employees, a few
dollars if you're short on postage, are listed down in the
petty cash book.

We can therefore say record keeping is the
systematic control of an organizations record throughout
their life cycle, in order to meet operational business
needs, statutory and fiscal requirements and community
expectations.

The objectives of record keeping are many. This
is more so when it is realized that information is every
organization’s most basic and essential asset and in
common with any other business asset, recorded



information requires effective management. The specific
objectives of record keeping include the following:
Longenecker, Moore, Petty (1997:477).

1. To provide an accurate, thorough picture of
operating results.

2. To permit a quick comparison of current data with
prior years operating results and budgetary goals.

3. To offer financial statement for use by management,
bankers and prospective creditors.

4. To facilitate the prompt filing or reports and tax
returns to regulatory and tax collecting government
agencies.

5. To reveal employees fraud, theft, waste and record
keeping errors.

6. To allow for fast, accurate, and reliable access to
records, ensuring the timely destructions of
redundant information and the identification and
protection of vital and historically important records.

7. It is necessary when a firm is seeking fund from a
bank for expansion.

A good record keeping system has some basic
features. They include the following:

Simple to use

Easy to understand

Reliable

Accurate

Consistent

Designed to provide information on a timely basis.

Sk~ wN

According to the National Archives of Scotland

(2005), the guiding principle of management is to

ensure that information is available when and where it is

needed in an organized and efficient manner and in a

well maintained environment. These principles include

the fact that the records must be:

1. Accurate: records must accurately
transactions they document.

2. Authentic: it must be possible to prove that records

are what they purport to be.

Accessible: must be readily available when needed.

4. Complete: must be sufficient in content, context and
structure.

5. Comprehensive: it must record the complete range
of an organization’s business.

6. Complaint: records must comply with any record
keeping requirements resulting from legislation,
audit rules etc.

7. Effective: records must be maintained for specific
purposes and the information contained in them
must meet those purposes.

8. Secure: records must be securely maintained to
prevent unauthorized access, alteration, damage, or
removal.

The records to be keep by any organization
include the following:

a. Accounts receivable

reflect the

w

Accounts payable

Accruals
Inventory records

Bank records
Sales records
Payroll records
Personnel records
Cash records
Purchase records

The benefits of record keeping cannot be over
emphasized. According to Appleby (1978) if the records
are kept over a period of time, they give background
picture which can help organizational change.
Continuing, he said it is not only accounting records that
must be kept. Infact personal records enable an
accurate evaluation of personnel to aid administration of
job selection. The specific benefits of record keeping
include the following:

1. It helps to avoid business failure (Onuoha 1998)

2. It is useful for financial management planning and
control

3. It helps to make sound decisions

4. It gives background picture
organizational change.

5. ltis critical to business survival

Even a study of British business failure in 1992
reported the perception of owners and overwhelmingly,
the owners identified problems in operational
management as the major reasons for their failures and
this included poor book and record keeping, under
capitalization and poor debt management.

Most small business management decisions lack careful
analysis and their financial records are at best
fragmentary (Longenecker et. al. 1997).

Many writers however, did not see any link
between business failure, growth and survival from the
point of record keeping — even though Onuoha (1998)
said “to be able to ascertain the condition of the
business at any point in time, there is the need to
depend on accurate records and financial statements”

Clauteir and Under down (2002), HOdget
(1992), Ajayi (1997), Reed (2005) and Aruwa also
emphasized that small scale businesses must keep
proper and adequate records or books not only for the
orderly conduct of the enterprise but also because it
helps entrepreneurs reduce the possibilities of early
failure, increase chance of business survival, serve as a
basis for planning and controlling business operations,
increases the chances of profitability and also helps to
keep business in a sound and healthy state to face
competition. They emphasized that small scale
entrepreneurs must keep the following records, if they
want to succeed; source documents (invoice, receipt,
bank teller e.t.c.) which are recorded in subsidiary books
(purchases and sales day books e.t.c.) and posted to
different ledgers (debtors, creditors and the general

T S@Tmoeooo
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ledgers), and is checked by trial balance and
subsequently, the final financial reports (balance sheet
and income statement.)

[11.

The major source of data used is the primary
source. Data were collected using questionnaires.
Secondary data were also used to complement
whatever information was obtained from the primary
data. The secondary data sources include textbooks,
journals, newspapers etc.

ljumu Local Government Area was chosen for
thoroughness. Even though it is only one of the 21 local
government areas in the state, whatever is obtained
could be used for generalization. Non random sampling
was used i.e. the five largest communities were chosen
as sample because 80% of the small scale enterprises
in the local government are located in those
communities. Whatever is obtained here can also be
used for generalization as the situation remains virtually
the same all over the state.

There were too many small scale enterprises to
choose from. This is because apart from pure water
production, patent medicine store and possibly the
running of a restaurant, most of the small scale
businesses did not see the need for the registration of
their businesses with the government and the law is not
too forceful about it. It is therefore difficult to say with
precision the number of those enterprises that obtains in
the local government.

An approximate total number of 600 enterprises
were in existence as at the time of the survey
(approximate because a large number were not
registered). Some of the figures were obtained from the
umbrella organizations of the associations. The six
hundred is broken down as follows-: Pure water
production (8), Automobile mechanics (160), Hair
dressing and barbing saloon (88), Restaurant (48),
Spare part sellers (60), Provision and cosmetics stores
(76), Block making industry (38), Welders (38), Business
centres (38) and Patent medicine stores (46).

Non-probability sampling method (purposive
sampling method) was used. This is the deliberate
selection of the particular units of the universe

METHODOLOGY

b) Data presentation

constituting a sample on the basis that the small mass
so selected out of the huge one will be typically
representative of the whole. On the basis of this, it was
decided that instead of going round the whole
communities, it was better to choose the five largest
communities in the local government and distribute the
questionnaires there. The respondents so chosen are
bigger and more experienced. Their answers are
therefore more reliable and can be used for
generalisation.

A total of 200 questionnaire were distributed in
five communities in ljumu Local Government Area of
Kogi State i.e. 40 questionnaires per community. The
communities chosen are Ayetoro Gbede, lyara, Ekinrin
Ade, lyamoye and Ogidi. These communities were
chosen because they are the five largest communities in
the Local Government Area. A total of 172
questionnaires were returned out of which 150 were
correctly filled. Our analysis is therefore based on 150
respondents.

a) Methods of data analysis

Data collected were analyzed using both the
qualitative and quantitative methods.

The analytical tools used in analyzing the data
collected for the study include descriptive statistics and
chi-square. The descriptive statistics used were tables,
percentages. Chi-square was used to test the
hypothesis formulated. The formulae for chi-square
used is

X*= Y (FoF
F

e
Where
F,= observed frequency from the respondents.
Fe=expected frequency
X? =chi-square
The degree of freedom= (r-1)(k-1)
Where
r = no of rows
K =no of columns
1=constant value.

Table 7 . Analysis of Respondents by Age, Sex, Marital Status and Educational Qualification

Age No. of Sex No. of Marital No. of Educational No. of
respondents respondents Status respondents | Qualification | respondents
20-30 25 M 90 Married 88 No Education 50
30-40 45 Single 58 Pri. Education 25
40-50 65 F 60 Divorce 4 WAEC 58
50-60 15 OND/NCE 10
Nursing 5
First Degree 2
Total | 150 150 150 150

Source : Field Stuay, 20171
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Table 2. Types of Small Scale Entrepreneurs Surveyed

S/No. Type No. of Respondents| Percentage (%)
1 Pure water production 10 6.66
2 Automobile mechanic 30 20
3 Hair dressing & barbing saloon 20 13.35
4 Restaurant 15 10
5 Spare part sellers 10 6.66
6 Provision and cosmetic store 20 13.35
7 Block making industry 10 6.66
8 Welders 15 10
9 Business centre 10 6.66
10 | Patent medicine store 10 6.66

Total 150 100

Source : Field Survey, 20171

From table 1, we can see that majority of the
respondents are in the age bracket between 30 and 50,
(73%). This is not surprising because some of the small
scale enterprises identified require strength (energy) i.e.
Automobile mechanic, block making, welding, and
spare part. This selling is also evident when we look at
the sex distribution of respondents. 60% are males and
40% are females. This can be explained by the fact that
most of the jobs are male dominated i.e. the four jobs
mentioned above are exclusively for men while the
remaining are shared by both men and women. Majority
of the respondents are also married. Majority of the
respondents have one form of education or the other.
Where necessary i.e. patent medicine store, the owners
are nurses.

1. What type of business do you operate?
Table 3 : Table showing types of business ownership.

Responses No. of % Total %
Respondents Respondents
Sole - 135 90 135 90
proprietorship 15 10 15 10
Partnership
Total 150 100 150 100

Source : Field Survey, 2011

From table 3 above, it is observed that 90% of
the respondents (majority) own their businesses (sole-
proprietorship) while the remaining 10% are into
partnership, family businesses or the coming together of
two-three  friends(block making and automobile
mechanic).

2. How long have you been in business?
Table 4 : length of time the people have been in

business
Responses No. of %
Respondents
1-5years 70 47
6 - 10 years 50 33
11 years & above 30 20
Total 150 100

Source : Field Survey, 2011,

Table 4 above, shows the percentage of
respondents that has been in business between 1 — 5
years, (47%), 6 — 10 years (33%), 11 years and above
(20%). At least 50% of the respondents have been in
business for over five years.

3. Do you keep proper written records?

Table 5 . Responses on whether respondents keep
proper written records or not.

Responses No. of Total
Respondents (%)
Yes 20 13
No 130 87
Total 150 100

Source : Field Survey, 2011.

It is observed in table 5, that 13% of the total
respondents kept proper written records, while 87% do
not keep proper written records. Majority of those
interviewed therefore do not keep proper written records
of their activities

4. Why don't you keep proper written records?

Table 6 : Table showing why respondents don’t keep
proper written records

Responses No. of Total
Respondents (%)

| don’'t know how to keep 90 69
proper records
Its time consuming 18 14
| keep it in my head 12 9
| own the business. | don't 10 8
have to keep any record
Total 130 100

Source: Field Survey, 2011

Table 6, shows that 69% of the 130 respondents
do not know how to keep proper records, 14% of the
respondents said it is time consuming, 8% said they
own their businesses, so they don’t have to keep proper
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written records while the remaining 9% said they keep
the records in their heads. We can therefore see that
majority of the respondents do not know how to keep
written records.

5. Do you have a bank account?

Table 7 . Table showing whether respondents have bank
accounts or not.

Responses | No. of Respondents | Total (%)
Yes 120 80
No 30 20
Total 150 100

Source : Field Survey, 2011

Table 7 shows that 80% of the respondents
have a bank account, while 20% of the 150 respondents
do not have a bank account. Majority of the respondents
therefore have bank account despite the fact that they
don’t have written records.

6. Why did you open a bank account

Table & . Responses on why respondents opened bank

accounts.
OPTIONS NO. OF PERCENTAGE
RESPONDENTS
My son asked me to 10 8
open it
Microfinance bank staff 18 15
persuaded me to open
Safety of their sales 60 50
Maybe one day, the 20 17
bank can assist us
Others 12 10
TOTAL 120 100

Source : Field Survey, 20711

From table 8, we can see that majority of the
respondents (50%) opened bank accounts only for them
to keep their money or deposit their sales. Only 20(17%)
ever thought of opening the account on their own for the
benefit of getting financial assistance from the banks.
For 28 respondents (23%), they were persuaded to
open the account. They did not open the accounts on
their on volition.

7. Have ever applied for bank loan?

Table 9 : Table showing whether respondents applied
for bank loan before or not.

Responses | No. of Respondents | Total (%)
Yes 100 83
No 20 17
Total 120 100

Source : Field Survey, 2071.

© 2012 Global Journals Inc. (US)

From the table above, it is observed that 83% of
the 120 respondents who have bank accounts applied
for bank loan before now while 17% never did.

8.  Were you granted the loan?

Table 10 : Table showing number of respondents who
had been granted bank loan

Responses | No. Respondents | Total (%)
Yes 15 15
No 85 85
Total 100 100

Source . Field Survey, 20171

Table 10 above shows that 15 out of the 100
respondents were granted the loan they applied for,
while 85% were not granted the loan. Majority of the
applicants were not granted the loan they requested for.

9. Why were you not granted the loan?

Table 17 : Table showing why respondents were not
granted bank loan.

Responses No. of Total (%)
Respondents

Lack of proper record keeping 60 71

in the shop

Inability to justify the need for 14 16

the loan

others 5 6
7

improper preparation of the 6

loan request

Total 85 100

Source . Field Survey, 20171

It is observed in the table above, that 60(71%)
of the 85 respondents were not granted the loan
because they had no proper record keeping. 14(16%)
because of their inability to justify the loan. 6(7%)
because of their improper preparation for the loan
request, and 5(6%) were not granted the loan for other
reasons.

10. Why don'’t you have a bank account?

Table 12 : Table showing why respondents do not have
bank accounts.

Responses No. of Total (%)
Respondents

The bank’s requirements 6 20
are too many 10 33
The bank do not assist 3 10
us 4 13
| can keep the money

myself 7 24




| do not have enough
money to put in the bank
| prefer cooperative to
the bank

Total

Source : Field Survey, 2071.

30 100

From table 12, we can see the reasons given by
the respondents on why they do not have bank
accounts. Majority of them 10(33%) do not have bank
account because the bank do not assist them; 7(24%)
said they prefer cooperative groups, while 6(20%) said
the bank’s requirements are too many for them to cope
with. We can see that a greater percentage (53%) of the
reasons for not opening a bank account has to do with
problems associated with the banks.

11. Are you experiencing growth in your business?

Table 13 - Responses on whether respondents are
experiencing growth or not.

Responses | No. of Respondents | Total (%)
Yes 25 23
No 15 13
| don’t know 70 64

Total 110 100

Source . Field Survey, 2011.

In table 13, it is observed that 64% of the 150
respondents do not know whether they are experiencing
growth in their various businesses, while 13% of the

respondents are not due to various reasons .23%, are
experiencing growth. Majority of the respondents
therefore do not know whether they are experiencing
business growth or not.

12. Why don’t you know whether you are experiencing
growth or expansion in your business or not?

Table 14 : respondents opinion on if whether they
experiencing expansion in their business or not.

RESPONSES NO. OF PERCENTAGE
RESPONDENTS

Because | don't keep 45 64
records
Because | do not care 8 11
to know
Nobody has 6 9
mentioned it to me
| have not caught the 3 5
sales clerk stealing
We do not do stock 8 11
taking
TOTAL 70 100

Source; Field Survey, 2011.

From the above table, it can be seen that
majority of the respondents (60%) do not know whether
their businesses are growing or not because they did
not keep the records of the business. The remaining
36% did not care to know, did not do stock taking or
said it has not mentioned to them.

Table 15 : Calculation of Chi-Square

RESPONSE Fo Fe Fo-Fe (Fo-Fo)? (Fo-Fo)?/F,
Because | don’t keep the 45 14 31 961 68.64
records 8 14 -6 36 2.57
Because | don'’t care to 6 14 -8 64 4.57
know 3 14 -1 121 8.64
Nobody has mentioned it 8 14 -6 36 2.57
to me
The sales clerk is honest
We do not do stock taking

TOTAL 70 86.99

Fe=> Fo/N=70/5= 14

From the table, the value of calculated X is
86.99 and the table value of at 5% level of significance
with df of 6 is 9.488. The decision rule state that reject
Ho if table value is less than the calculated and vice
versa.

Since calculated value (86.99) is grater than the
table value (9.488), therefore the Ho is hereby rejected.
It is therefore concluded that inadequate record keeping
has effect on the survival and growth of small scale

enterprises in ljumu Local Government Area of Kogi

State.

c) Summary of findings

Below are our findings from our data analysis:

(1) Majority (87%) of the small scale entrepreneurs
interviewed does not keep proper written records.

(2) Majority (69%) of the small scale entrepreneurs who
do not keep proper written records said its because

Journals Inc. (US)
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they do not know how to keep the records. Other
reasons given for not keeping their records include
the fact that it is time consuming, they can keep the
record of their sales in their heads and due also to
the fact that they own their businesses.

Majority (80%) of our respondents, even though they
do not keep their book, they have bank accounts.

Half (50%) of the respondents who have bank
accounts have it purposely for the safety of their
money sales. 23% were actually persuaded to open
the banks accounts while 17% (12) people opened
for the reason that ( may be) one day, the banks
may come to their aid.

Entrepreneurs who do not have bank accounts said
they don’t because the banks requirements are too
many and they do not have enough money to put
there. Majority of them however said the banks do
not assist them.

Majority (80%) of the entrepreneurs surveyed has
also applied for bank loan.

Out of the total number of people that applied for
bank loan, only 15% were granted. Majority of them
were not granted.

Majority (71%) of the loan applications rejected
arose from the fact that the business organizations
did not keep the record of their activities. Other
applicants were unable to justify the need for their
loan request. The remaining requests were rejected
because the loan requests were not properly
prepared.

It was found out that many of the small scale
entrepreneurs interviewed did not even know
whether their businesses are growing or not. 70
(64%) of the respondents do not know whether their
businesses are growing or not. 25 (23%) of the
respondents said their businesses are growing.
(10)Many of the respondents 45 (64%) who said they
did not know whether their businesses are growing
or not said they do not know because, they did not
keep the record of their activities. Others did not
care to find out (11%). 11% also did not do stock
taking.

V. DiscussiON OF FINDINGS

The importance of small scale enterprises
cannot be overemphasized in any economy - be it
developed or developing. They feed the large industrial
concems with raw materials, they employ a large
number of Nigerians and they stimulate indigenous
entrepreneurship, utilization of rural resources and the
development of local technology.

Majority of the small scale enterprises
interviewed did not keep a record of their activities.
Many of them do not keep the records because they do
not know how to keep the records or that they kept the
records in their heads. Others said it is time consuming.

© 2012 Global Journals Inc. (US)

Whatever the reasons adduced timely and accurate
records must be kept by business organizations so that
they can achieve the objectives for which they were set
up. Whatever record is kept in the head is only for a
time being and it is misleading as it could be forgotten
even within the shortest period of time.

The small scale entrepreneurs are yet to fully
appreciate the role of the banks (Commercial and
Microfinance) as partners in progress. Even though,
many of them opened banks accounts, they did not
open objective of seeking assistance for expansion.
Many of them opened the bank accounts primarily for
the safety of their sales (50%). 23% of them were even
persuaded before they went to open the account they
opened. Only 17%of the respondents are of the opinion
that the opening of the account might lead to a working
relationship with the bank in the future.

Despite the fact that only 7% of the respondent
opened their accounts with the intention that one day,
they could benefit from the bank, in form of one
assistance or the other, majority of them (83 %) have
applied for bank loan — possibly because of lack of
finance or the required fund. However, only 15% of
those that applied for the loan were granted when asked
why the loans were not granted to majority (71%) of the
applicants, it was discovered that the banks rejected the
applications  because most of the business
organizations did not keep their records. Most of the
records required/requested by the banks were not
readily available or could not be provided by the small
scale entrepreneurs.  They include sales records,
purchase record, inventory records, accounts receivable
records etc. These are the records needed by the
banks which will keep them “make up their mind” a
bond loan request. This should not be as this has gone
to slow that record keeping is important for the
organization, not only for its own internal use but also in
case of financial assistance from banks for expansion.
Some of them couldn’t justify the need for the loan while
the remaining could not prepare their loan request
properly.  Entrepreneurs should endeavour to have
basic knowledge of book keeping so as to record their
day to day transactions.

The few small scale entrepreneur who were not
having bank accounts said they don’t because the
banks requirements are too many while others said they
don’t have the money to keep in the bank. If they have
kept their books, they possible would have been able to
boost their sales and have the money to keep in the
bank. However, majority of those who do not have bank
account said why should they, since bank does not
assist them. Even though the situation is like this, the
banks can bend backward to do more work about
encouraging the entrepreneur, to keep their money in
the banks so that they can benefit from bank loan. They
can relate their conditions without necessarily
compromising their standard.



Many of the entrepreneur surveyed do not even
know whether they are experiencing growth in their
business is because records are not kept of their
activities they don’t any point in time, they don’t know
whether there’s increase in sales or not, they don’t know
(accurately) how much they are knowing or how much
they are owing them. All these are the ingredients for
business growth and survival. Many of them are just
running the enterprises not bothering to know whether it
is growing. Many said they “believe” the business is
growing because, there’s no evidence of decline. This
however is not true because by the time they will realize
it, the business must have collapsed. The surest way to
know is by the records kept OVER TIME. A comparative
analysis can then be made over (either) a year or
minimally six months. Even though some alleged they
have not caught the sales clerk stealing, they could be
stealing without their written records; they could be
stealing without knowledge. Since fraud can be
committed even through written records, it is MORE
DANGEROUS not to keep any at all.

V. (CONCLUSION

Managers must keep accurate, meaningful, and
timely information if they are to make good decisions.
This is particularly true concerning financial information
about a firm’s operations. Experience suggests that
inadequacy of the accounting system is a primary factor
in small business failures. Small business organization
should the keep the necessary records not only to
survive but also to grow. As a matter of policy,
entrepreneur should keep the following records —sales
record, purchase record, accounts receivable records,
inventory records, stock records on daily, weekly or
monthly basis ( as the case my be).

Many entrepreneurs think that employing
capable hands to keep adequate data of business
operations is the concern of the big business only. Little
did they know that good accounting services can help
keep their business in sound state. Therefore, for them
to achieve good financial management, there must be
proper and adequate record or book keeping of all
business transactions.

a) HRecommenaoations

1. It is recommended that sole-proprietorship and
partnership businesses should employ sales clerk,
(if they can afford it) who have knowledge of book
keeping and they should cultivate the habit of
preparing trading, profit and loss account.

2. Business enterprises should have corporate
accounts and run them well

3. The government should organize seminars that will
teach entrepreneurs on how to keep proper written
records entrepreneurs themselves as a matter of
policy should on their own go for seminars that

would teacher their
knowledge.

4. Microfinance banks should work with SSE to open
account with them and encourage them to keep
their daily sales in the banks

5. Entrepreneurs should avail themselves of the
opportunist to learn book keeping.

6. Stock taking should be done on a monthly basis.

To see that poverty reduction is sustained,
many people have to keep their records so as to ensure
the survival of the small and medium scale enterprises.

improve record keeping
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The Relationship between Capital Structure &
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Prof.(Dr). T. Velnampya & J. Aloy Niresh®

Abstract - Capital structure decision is the vital one since the
profitability of an enterprise is directly affected by such
decision. The successful selection and use of capital is one of
the key elements of the firms’ financial strategy. Hence, proper
care and attention need to be given while determining capital
structure decision. The purpose of this study is to investigate
the relationship between capital structure and profitability of
ten listed Srilankan banks over the past 8 year period from
2002 to 2009.The data has been analyzed by using descriptive
statistics and correlation analysis to find out the association
between the variables. Results of the analysis show that there
is a negative association between capital structure and
profitability except the association between debt to equity and
return on equity. Further the results suggest that 89% of total
assets in the banking sector of Sri Lanka are represented by
debt, confiming the fact that banks are highly geared
institutions. The outcomes of the study may guide banks, loan-
creditors and policy planners to formulate better policy
decisions as far as the capital structure is concerned.
Keywords : Capital structure, Profitability, Debt, Equily,
Return on Equily.

. INTRODUCTION

his study focuses on the association between
Toapital structure & profitability of listed banks in the

Banks, Finance & Insurance sector. Capital
structure is one of the most puzzling issues in corporate
finance literature (Brounen & Eichholtz, 2001). The
concept is generally described as the combination of
debt & equity that make the total capital of firms. The
proportion of debt to equity is a strategic choice of
corporate managers. Capital structure decision is the
vital one since the profitability of an enterprise is directly
affected by such decision. Hence, proper care and
attention need to be given while determining capital
structure decision. In the statement of affairs of an
enterprise, the overall position of the enterprise
regarding all kinds of assets, liabilities are shown.
Capital is a vital part of that statement. The term “capital
structure” of an enterprise is actually a combination of
equity shares, preference shares and long-term debts. A
cautious attention has to be paid as far as the optimum
capital structure is concerned. With unplanned capital
structure, companies may fail to economize the use of
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their funds. Consequently, it is being increasingly
realized that a company should plan its capital structure
to maximize the use of funds and to be able to adapt
more easily to the changing conditions. (Pandey, 2009)

Basically, banks engage in financial
intermediation to ensure efficient mobilization &
disbursement of funds to the real sector of the

economy. Though other financial institutions exist to
engage in the intermediation process banks are
considered the most important financial intermediaries.
An ultimate goal of a firm is the maximization of wealth
or value of that firm (Miller & Modigliani, 1958, 1963;
Miller, 1977). The relationship between capital structure
and profitability has been the subject of remarkable
milestone over the past decade throughout the
irrelevance theory. In the seminal article, presented by
MM’s (1958) irrelevance theory, they argued that capital
structure is unrelated to firm’s value. In the presence of
corporate income tax and the cost of capital in MM’s
(1963) they argued that the market value of the firm is
positively related to the amount of long term debt used
in its capital structure.

The relationship between capital structure and
profitability is one that received considerable attention in
the finance literature. The study regarding the effects of
capital structure on profitability will help us to know the
potential problems in performance and capital structure.
The modern industrial firm must conduct its business in
a highly complex and competitive business
environment. Therefore, these types of research findings
will be benefited in selecting the capital structure to
achieve the optimum level of firm’s profitability. This
study shows the statistical analysis carried out seeking
to discover is there any relationship between capital
structure and profitability of the listed banks in the
Banks, Finance & Insurance sector.

[1. RESEARCH PROBLEM

According to Buser (1981), the capital structure
decision of a bank is similar to that of a non financial
firm. Although there are considerable inter industry
differences in the capital structure of firms due to the
unique nature of each industry’s business and the intra-
firm variations attributed to the business and financial
risk of individual firms.

Most studies found a negative relationship
between profitability and leverage. Within this
framework, Titman & Wessels (1988) contend that firms

© 2012 Global Journals Inc. (US)

Global Journal of Management and Business Research Volume XII Issue XIII Version I E Year 2012



Global Journal of Management and Business Research Volume XII Issue XIII Version I E Year 2012

with high profit levels, all things being equal, would
maintain relatively lower debt levels since they can
realize such funds from internal sources. Furthermore,
Kester (1986) found a significantly negative relation
between profitability and debt/asset ratios. Rajan &
Zingalas (1995) also confirmed a significantly negative
correlation between profitability and leverage in their
work. Despite the above empirical works, some authors
are of a different opinion. These authors observed a
positive relationship between profitability and debt levels
in their studies. For example, Taub (1975) in a
regression analysis of four profitability metrics against
debt ratio found significantly positive association
between debt and profitability. Abor (2005) also found a
significantly positive relationship between total debt and
profitability. From the foregoing discussions based on
the available empirical literature, it is crystal clear that
results from investigations into the relationship between
capital structure and profitability are inconclusive and
requires more empirical work.

An important question facing companies in
need of new finance is whether to raise debt or equity. In
spite of the continuing theoretical debate on capital
structure, there is relatively little empirical evidence on
how companies actually select between financing
instruments at a given point of time in order to attain
optimum profitability. Hence, the main problem of this
research is to study how the capital structure influences
on signaling the bank’s profitability in Sri Lanka?

[1I.

The objectives

following:

e Tofind out the relationship between capital structure
and profitability.

e To find an optimal capital structure that would be
associated with the best performance.

e To suggest the banks in a way to increase
profitability through adapting a better strategic
framework of capital structure.

[V.

OBJECTIVES

are geared towards the

REVIEW OF LITERATURE

Capital structure is referred to as the way in
which the firm finances itself through debts, equity and
securities. It is the composition of debt and equity that is
required for a firm to finance its assets. The capital
structure of a firm is very important since it is related to
the ability of the firm to meet the needs of its
stakeholders. The Board of Directors or the financial
manager of a company should always endeavor to
develop a capital structure that would lie beneficial to
the equity shareholders in particular and to the other
groups such as employees, customers, creditors and
society in general (Pandey, 2009).

Brander & Lewis (1986) andMaksimovic (1988)
provided the theoretical framework that links capital
structure and market structure. Contrary to the profit
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maximization  objective  postulated in industrial
organization literature, these theories, like the corporate
finance theory, assume that the firm’s objective is to
maximize the wealth of shareholders and show that
market structure affects capital structure by influencing
the competitive behavior and strategies of firms.
According to Brander & Lewis (1986) firms in the
oligopolistic market will follow the strategy of maximizing
their output for improving profitability in favorable
economic  conditions. In  unfavorable economic
conditions, they would take a cut in production and
reduce their profitability. Shareholders enjoy increased
wealth in good periods, but they tend to ignore decline
in  profitability in  bad times as unfavorable
consequences are passed on to lenders because of
shareholders’ limited liability status. Thus the oligopoly
firms, in contrast to the firms in the competitive markets,
would employ higher levels of debt to produce more
when opportunities to earn high profits arise. The
implied prediction of the output maximization hypothesis
is that capital structure and market structure have
positive relationship.

Lalith, P.S (1999) investigated the capital
structure of Srilankan companies and found that the use
of long-term debt is relatively low in Srilankan
companies. The mean leverage in Sri Lanka is estimated
as 13.5%, long term debt to equity ratio is 24% while the
total debt to equity ratio is 104.1%. This evidence
suggested that the use of debt financing in Sri Lanka is
significantly low in comparison to G7 markets.

According to the Business Dictionary
profitability is the ability of a firm to generate net income
on a consistent basis. Ratio is used as a benchmark for
evaluating the performance of a firm. Ratios help to
summarize large quantities of financial data and to
make qualitative judgement about the firm’s profitability.
One of the most important financial decisions facing
companies is the choice between debt and equity
capital (Glen & Pinto, 1994). This decision can
effectively and efficiently be taken when managers are
first of all aware of how capital structure influences firm
profitability. This is because; this awareness would
enable managers to know how profitable firms make
their financing decisions in particular contexts to remain
competitive. In the corporate finance literature, it is
believed that this decision differs from one economy to
another depending on country level characteristics.

Chiang Yat Hung, Chan Ping Chuen Albert &
Hui Chi Man Eddie (2002) shows the inter-relationship
between profitability, cost of capital and capital structure
among property developers and contractors in Hong
Kong. The data for this research paper was collected
from Datastream, an electronic financial database. The
analysis of this paper shows that gearing is generally
higher among contractors than developers and capital
gearing is positively related with asset but negatively
with profit margins.



Peterson & Rajan (1994) found a significantly
positive association between profitability and debt ratios
in a study designed to investigate the relationship. Ooi
(1999) argues that profitable firms are more attractive to
financial institutions as lending prospects. The reason is
that, those firms are expected to have higher tax shields
and low bankruptcy costs. Furthermore, Abor (2005) has
reported a significantly positive relationship between the
ratios of short term debt to total assets & profitability but
a negative association between the ratio of long term
debt to total assets and profitability. Dimitris, M. & Maria,
P. (2008) investigated the relationship between capital
structure, ownership structure and firm performance
across different industries using a sample of French

Debt Equity

Capital Structure

Debtto Total Funds

—)

manufacturing firms. They found that a negative
relationship between past profitability and leverage and
there will be a positive relation between profitability and
leverage.

V. CONCEPTUALIZATION

Based on the research question, the following
conceptual model has been constructed. This model of
capital structure in banking sector introduces new
constructs and uniquely combines them in specifying
that the profitability is a function of debt to equity and
debt to total funds in the capital structure.

Profitability
s ~\
> Het Profit Batio
% ,
r ~\
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L 7
- ~\
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L 7
' Y
n Het Interest Margn
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Figure 7 Conceptualization Model

VI.  HYPOTHESES OF THE STUDY

The following hypotheses were formulated for
the study.
H1- There is a significant negative relationship between
Debt to equity and Net profit.
H2- There is a significant negative relationship between
Debt to equity and Return on
Capital Employed.
H3- There is a significant negative association between
Debt to equity and Return on Equity.
H4- There is a significant negative association between

Debt to equity and Net Interest Margin.

H5- There is a significant negative relationship between
Debt to total funds and Net profit.

H6- There is a significant negative relationship between
Debt to total funds and Return on Capital Employed.
H7-There is significant negative association between
Debt to total funds and Return on Equity.

H8-There is a significant negative association between
Debt to total funds and Net Interest Margin.
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VII. METHODOLOGY

a) Data Collection

The present study used secondary data for the
analysis. Secondary data is data that have been
previously collected for some other project rather than
the one at hand but found useful by the researcher. The
financial statements which are made up of income
statements and balance sheets of the sample banks
were the main sources of data for this study. These were
obtained from the Hand book of Listed Companies 2007
& the annual reports of respective banks. Further,
scholarly articles from academic journals, relevant text
books on the subject and the internet search engines
were also used. Specifically, the financial statements of
the banks in the sample were collected for the period
2002-2009 and a balanced panel of ten banks emerged
for the study.

b) Sampling Design

According to Jankowicz, (1994) generalisation
about the population from data collected using any
sample is based on probability. In order to be able to
generalise about the research finding to the population,
it is necessary to select samples of sufficient size. A
large sample size will in general improve the quality of
the research. A large sample size is always better than a
small one. Saunders, Lewis and Thornhill (1996) also
point out that the larger the sample size, the lower the
likely error in generalising the population. The Colombo
Stock Exchange (CSE) has 241 companies representing
20 business sectors as at 11"February 2011. The
sample of this study composed of ten banks listed in the
Colombo Stock Exchange and period of 8 years from
2002 to 2009. From the 20 sectors; Banks Finance &
Insurance sector was selected for the present study.
From this sector the following ten listed Srilankan banks
were selected to carry out the research;

1. Commercial Bank of Ceylon Limited

2. Hatton National Bank Limited

3. Housing Development Finance Corporation Bank of
Sri Lanka

4. Merchant Bank of Sri Lanka PLC

5. National Development Bank PLC

6. Nations Trust Bank Limited

7. People’s Merchant Bank PLC

8. Sampath Bank Limited

9. Seylan Bank PLC

10. Seylan Merchant Bank PLC.

Only listed banks are selected for this research.
This represents 27% of the mean number of the
companies listed under the Banks, Finance & Insurance
sector. Other companies listed under the different
sectors are not taken into consideration in this analysis
in order to arrive at a generalized conclusion about the
listed banks in Sri Lanka.

© 2012 Global Journals Inc. (US)

¢) Mode of Analysis

The quantitative research approach is
employed to find out the findings of the research study.

Since numerical and secondary data is used,
quantitative approach is considered to be a suitable
approach for the study. According to Leavy (2004),
“statistical analyses are used to describe an account for
the observed variability in the data”. This involves the
process of analyzing the data that has been collected.
Thus the purpose of statistics is to summarize and
answer questions that were obtained in the research.
The upper level of statistical significance for hypotheses
testing was set at 5%. All statistical test results were
computed at the 2-tailed level of significance. Statistical
analysis involves both descriptive and inferential
statistics.

Descriptive statistics are used to describe and
summarize the behavior of the variables in a study. They
refer to the ways in which a large number of
observations are reduced to interpretable numbers such
as averages and percentages. Inferential statistics are
used to draw conclusions about the reliability and
generalizability of the findings. In order to test the
research hypotheses; the inferential tests used include
the Correlation Analysis.

d) Research Mode/

Correlation analysis was carried out to identify
the relationship between capital structure and
profitability. Here capital structure is the independent
variable and profitability is the dependent variable. From
these independent and dependent variables, the
following relationship is formulated.

Profitability of the banks is dependent upon the
capital structure. It is represented as follows;

P =1(CS)

Which shows profitability is the function of capital
structure.

Where;
P = Profitability
CS = Capital Structure

Here, profitability is measured with the help of
four ratios namely Net profit, Return on Capital
Employed, Return on Equity and Net Interest Margin.
Capital structure is measured with the help of
Debt/Equity ratio and Debt to Total Funds ratio.



VIII.  RESULTS & ANALYSIS
a) Descriptive Statistics
Table? : Descriptive Statistics
Variables N Range Minimum Maximum Mean Std. Deviation

Net profit 10 20.96 -3.6 17.36 8.8789 5.90755
Return on Capital 10 16.11 9.32 25.42 14.8218 5.16101
Employed
Return on Equity 10 62.04 -42.55 19.48 95116 18.51050
Net Interest Margin 10 4.73 3.49 8.22 4.9070 1.73385
Debt/Equity Ratio 10 | 1353.63 182.25 1535.88 825.1531 801.59839
Debt to Total Funds | 10 17.91 77.48 95.39 88.6591 6.84658
Ratio
Valid N (listwise) 10

The descriptive statistics show that over the

period under study, the profitability ratios measured by
net profit, return on capital employed, return on equity
and net interest margin averaged 8.9%, 14.8%, 9.5%
and 4.9% respectively. The debt/equity ratio stood at
825.2% and debt to total funds averaged 88.7%. This is

an indication that approximately 89% of total assets in

b) Correlation Analysis

the banking sector of Sri Lanka are represented by debt,
confirming the fact that banks are highly geared
institutions. The maximum and minimum values for
debt/equity ratio indicate that the debt/equity
composition varies substantially among the listed banks
in Sri Lanka.

Table 2 . Correlation Analysis
Correlations

Variables Debtl to |Debtto Total .
Equity Funds Net Profit ROCE ROE NIM

Debt to Equity Pearson Correlation 1 7777 -.370 -.388 328 -.661
Sig. (2-tailed) .008 293 268 355 037
N 10 10 10 10 10 10

Debtto Total Funds Pearson Correlation 7777 1 -7 -.561 -.246 -.879”
Sig. (2-tailed) .008 021 092 493 .001
N 10 10 10 10 10 10

Net Profit Pearson Correlation -.370 =711 1 217 722" 402
Sig. (2-tailed) 293 021 547 018 249
N 10 10 10 10 10 10

ROCE Pearson Correlation -.388 -.561 217 1 .002 .606
Sig. (2-tailed) 268 092 547 996 063
N 10 10 10 10 10 10

ROE Pearson Correlation .328 -.246 722" .002 1 075
Sig. (2-tailed) .355 493 .018 .996 .837
N 10 10 10 10 10 10

NIM Pearson Correlation -.661" -.879" 402 606 075 1
Sig. (2-tailed) 037 .001 249 063 837
N 10 10 10 10 10 10

** Correlation is significant at the 0.01 level (2-tailed).

*. Correlation is significant at the 0.05 level (2-tailed).

The above mentioned table indicates the negative for all the independent and dependent

relationship between the various

independent and
dependent variables used in the study. From this table it
is crystal clear that the association was found to be

variables used in the study except the association
between debt to equity and return on equity which was
found to be positive. Debt to equity and debt to total

(Us)
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funds were negatively correlated with net interest margin
and found to be significant at 0.05 and 0.01 levels
respectively. That is when debt increases funds will go
out mostly in the way of interest resulting in a decline of

¢) Hypotheses Testing

net interest margin. Furthermore, the R value was found
to be -0.711*for the association between debt to total
funds and net profit.

No Hypotheses Results Tools

H1 There is a significant negative relationship between Debt to equity | Rejected | Correlation
and Net profit.

H2 | There is a significant negative relationship between Debt to equity | Rejected | Correlation
and Return on Capital Employed.

H3 | There is a significant negative association between Debt to equity | Rejected | Correlation
and Return on Equity.

H4 | There is a significant negative association between Debt to equity | Accepted | Correlation
and Net Interest Margin.

H5 | There is a significant negative relationship between Debt to Total | Accepted | Correlation
Funds and Net profit.

H6 | There is a significant negative relationship between Debt to Total | Rejected | Correlation
Funds and Return on Capital Employed.

H7 | There is significant negative association between Debt to Total | Rejected | Correlation
Funds and Return on Equity.

H8 | There is a significant negative association between Debt to Total | Accepted | Correlation
Funds and Net Interest Margin.

[X. CONCLUSION & RECOMMENDATION

This study examined the relationship between
capital structure and profitability in listed Srilankan
banks. The study covered 10 listed banks over the
period of 2002 to 2009 and the major findings of the
study are summarized below:

The mean values of debt/equity ratio and debt
to total funds were 825.15% and 88.66% respectively.
The mean value of debt/equity ratio suggests that debt
is 8.25 times higher than equity capital. The debt/equity
ratio is normally safe up to 2. It shows the fact that
banks in Sri Lanka depends more on debt (Long-term
loans) rather than equity capital. The mean value of debt
to total funds ratio indicates 89% of the total capital of
listed banks in Sri Lanka is made up of debt. This has
re-emphasized the fact that banks are highly levered
institutions.

The R values were found to be significant &
negative for the association between debt to equity and
net interest margin, debt to total funds and net interest
margin & debt to total funds and net profit consisting the
R values of -0.661*, -0.879** and -0.711* respectively.
This reveals that an increase in the level of debt finance
increases the interest payments thus resulting in a
decline in profitability.

Banks generally play a crucial role in the
economic development of every country. One critical
decision banks face is the debt-equity choice. Among
others, this choice is necessary for the profit
determination of firms. What this means is that banks

© 2012 Global Journals Inc. (US)

that are able to make their financing decision prudently
would have a competitive advantage in the industry and
thus making superior profits. Nonetheless, it is essential
for us to recognize that this decision can only be wisely
taken if banks know how debt policy influences their
profitability. Therefore banks should take into view the
following matters in order to increase their profitability;

1) An appropriate mix of capital structure should be
adopted in order to increase the profitability of
banks. Findings revealed that total debt is
negatively correlated to the net profit (R = -0.711%)
of the listed banks in Sri Lanka. That is in the case
of higher debt, profitability will tend to decline. The
reason behind this may be due to the high interest
bearing securities engaged in the total debt. In
addition to these an increase in the level of debt
also increases the riskiness of banks. Therefore,
banks should concern much on internal sources of
financing in order to increase their profitability.

2) Top management of every banking firm should
make prudent financing decision in order to remain
profitable and competitive.

3) Banks in Sri Lanka must not be only interested in
mobilizing deposits but must also be concerned
with utilizing these deposits effectively and
efficiently. To achieve this, banks must set
competitive lending rates that would not deter
customers from accessing loans.



X. LIMITATIONS AND SCOPE OF FUTURE
RESEARCH

The current research is restricted only to the
listed banks in the Banks, Finance & Insurance sector in
Sri Lanka. Furthermore, this research was mainly
conducted based on the secondary data collection. The
other data collection methods had not been considered.
As a result they may not be 100% accurate. In addition
to these data representing the period of 2002 to 2009
were used for the study.

The research has compiled a large database of
listed bank’s accounting data that demonstrate what
can be done even with the limitations of currently
available data. There is clearly enormous scope for
more research that can inform an understanding of how
the capital is structured, how it connects with the
profitability and what elements of capital structure make
a difference.  To  develop  specific  policy
recommendations we suggest the following for further
research;

1) There are currently 241 companies listed in the CSE
under 20 sectors. The study covered only the listed
Srilankan banks from the Banks, Finance &
Insurance sector. Therefore, additional investigation
is required to examine firms in the different sectors
tend to follow different capital structure patterns.

2) Another research area that could be extended is to
examine capital structure and profitability to the non-
listed banks.

3) There are some other factors found which also
affect the banks’ profitability which are not focused
in this study. One of the main factors is the
regulations and restrictions from the Central Bank of
Sri Lanka. Some other factors are size of the bank,
ownership  status, operating expense, cost
decisions of banks’ management, privatizations of
banks and composition of bank's assets and
liabilities. Therefore further investigation is required
to examine regarding what are the factors other than
capital structure influences on profitability?
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A Case Study of Siemens’ Violation of Business
Ethics in Argentine Based On Stakeholder
Theory
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Abstract - Hand in hand with prosper of International business
brought by globalization, many ethical problems have been
surfacing in the past decades: bribery, corruption, human
rights issues, etc. Business ethics, as an academic discipline
as well as a business practice, is becoming the focal point of
waged and animated debate. The increasing attention on it
generates many relative theories, among which Freeman'’s
stakeholder theory stands out. This paper, backed by
Freeman’s stakeholder theory, conducts a case study of
Simens’ violation of business ethics by analyzing its recent
bribery scandal in Argentina. After a detailed analysis of the
interests of Siemens’ stakeholders, it draws a conclusion of
Siemens’ severe violation of business ethics, and thus
suggests some solutions.

Keywords Simens  Telecommunication, Business
Bribery, Stakeholder Analysis.

. INTRODUCTION

usiness ethics is a form of applied ethics or
Bprofessional ethics that examines ethical
principles and moral or ethical problems that
arise in a business environment. To put it in a simple
way, business ethics involves the application of
standards of moral behavior to business situations.
Despite the fact that the concept “business
ethics” was firstly proposed in 1970s and hailed as
oxymoron, it witnessed a waged and animated debate
as well as increased public awareness ever since. On
one hand, there is a huge growth of number of
businessmen who realize that pure profit-oriented
corporate operation can not stand permanently in a
global market where customers’ ethic awareness is
increasing; on the other hand, more and more
companies find themselves time and again stuck in
ethic dilemmas. For instance, bribery, as one of the
notorious business ethical problems, has surfaced as
important issues in an increasingly interdependent world
economy.
The increasing attention on business ethics not
only takes place in business practices, but also in
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academic fields. Scholars’ study on business ethics also
gave birth to a famous theory: stakeholder theory, put
forward by R. Edward Freeman, which in turn serves as
the theoretical foundation of business ethics study. The
theory attempts to address the "Principle of Who or What
Really Counts” by identifying the stakeholders in
business ethics practices.

Based on business ethics and stakeholder
theory, this paper proposes to conduct a case study by
analyzing Siemens’ latest business ethics violation—the
Bribery Scandal in Argentina. Following the analysis,
suggestions pertinent to this issue are also put forward.

[1. LITERARY REVIEW

a) Concept of Stakeholder

The term “stakeholder’ was first used in a 1963
internal memorandum at the Stanford Research Institute.
It was originally detailed by R. Edward Freeeman in the
book Strategic Management: A Stakeholder Approach in
1984.

What is a stakeholder?

The earliest definition offered by an internal
report of Standford Research Institute in 1963, they
define it as those groups that directly influence the
organization’s existence. Freeman continues to employ
this term by further defining it as those groups that are
so vital to the organization that they dominantly affect
the organization’s survival and success and can also be
affected by the actions of the business (Freeman, 1984).
The term “stakeholder” is a variant of the familiar and
traditional idea of stockholders—the investors in or the
owners of business. It has experienced an evolution and
progress in its scope and range.

In the traditional view, the stockholders or the
shareholders are the owners of the firm, therefore, a firm
has binding fiduciary duty to give the top priority to
stockholders by satisfying their needs in the first place
and increasing their output. It is based on the input-
output model in which firms have to only address wishes
and benefits of parties closely pertinent to its operation:
investors, employees, suppliers, and customers
(Donaldson and Preston, 1995).

However, along with the growth of corporation,
the scope and range of stakeholder also expand, which
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is typically presented in Freeman’s stakeholder theory.

b) Freeman's Stakeholder Theory

As in Freeman’'s Stralegic Management: A
Stakeholder Approach, the stakeholder theory is a
theory of organizational management and business
ethics that addresses morals and values in managing an
organization. It identifies and models the groups which
are stakeholders of a corporation, and both describes
and recommends methods by which management can
give due regard to the interests of those groups. In
short, it attempts to address the "Principle of Who or
What Really Counts.

In Freeman’'s stakeholder theory, stakeholder
are not only those people who have direct stakes in the
firm but also those who are equivalently influential as
well, especially in affecting reputation and public image,
but their stake is more representational of public than
direct. Stakeholder theory argues that every legimate
person or group participating in the activities of a firm do
so to obtain benefits and that the priority of the interests
of all legitimate stakeholders is not self-evident. From
this perspective, the groups of stakeholders expand to
government and social institutions etc.

In his book Strategic Management. A
Stakeholder Approach, Freeman outlines groups of
stakeholder in both internal and external environment.

Internal stakeholders are as follows: employees,
managers, and owners.

External stakeholders are: suppliers, customers,
society, government, creditor, shareholders,
competitors, communities, academics, NGOs or
activists, environmentalists, media, etc.

As in Freeman’s Strategic Management: a
Stakeholder Approach, the stakeholder theory is a
theory of organizational management and business
ethics that addresses morals and values in managing an
organization. It identifies and models the groups which
are stakeholders of a corporation, and both describes
and recommends methods by which management can
give due regard to the interests of those groups. In
short, it attempts to address the "Principle of Who or
What Really Counts.

In Freeman’'s stakeholder theory, stakeholder
are not only those people who have direct stakes in the
firm but also those who are equivalently influential as
well, especially in affecting reputation and public image,
but their stake is more representational of public than
direct. Stakeholder theory argues that every legitimate
person or group participating in the activities of a firm do
so to obtain benefits and that the priority of the interests
of all legitimate stakeholders is not self-evident. From
this perspective, the groups of stakeholders expand to
government and social institutions etc.

In his Strategic = Management-Analytical
Methods for Stakeholder Management, Freeman (1984)
clearly comes out with the stakeholder management
theory which refers to the management activities
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management of an enterprise carries out to balance the
stake requirements of stakeholders. Compared to the
traditional shareholders supremacists, this theory holds
that the development of any enterprise is closely related
to the investment and participation of each stakeholder
and the pursuit of an enterprise is the entire stake of all
stakeholders instead of some major stakes.
Stakeholders not only include the shareholders,
creditors, employees, consumers, suppliers etc. of the
enterprise, but also pressure groups such as
government, local residents, local communities, medias,
environmentalists etc. even the natural environment,
future generations etc. who may be directly or indirectly
affected by the operation of the enterprise. These
stakeholders are closely related to the development of
the enterprise, they share the operation risk of the
enterprise, some pay a cost for the operation of the
enterprise, some supervise and constrain the enterprise,
and the decisions of the enterprise must take their
stakes into consideration and accept their constraints. In
this sense an enterprise is the institutional arrangement
of intelligence and management professionalization
investment, the development of an enterprise relies on
the quality of responses to the requirements of each
stakeholder instead of only shareholders. This corporate
management idea explains the corporate performance
appraisal and the core of management, which lies
foundation for the later theory of performance appraisal

c) Stakeholder Theory and CSR

The Effect of Stakeholder Theory in the Study of
CSR

The are many common grounds between CSR
and stakeholder theory as both are concerned about the
relatioship  between the enterprises and their
shareholders and the enterprises and individuals and
social group apart from their stareholders; however the
two are different concerpts. What they study and care
are problems of different levels and categories. CSR
considers the influence of enterprises on society from
the perspective of the whole society and care the
relationship between enterprises and the society; while
stakeholder theory care more about the relationship
between enterprises and stakeholders from the
perspective of the enterprises. Ever since the
establishment of CSR its supporters spread from
various institutions, scholars and ordinary people, which
helps in the development of CSR. However this theory
encountered lots of problems in practice, and needs
further study and improvement. In the process of
seeking solution to these problems, we usually
introduce stakeholder theory to help to resolve those
problems.

i. Modification of Shareholder Primacy Theory by
Stakeholder Theory

The biggest barrier to the implementation of

CSR is the Shareholder Primacy rule to some extent,

Friedman et. holds that the only purpose for the



existence of enterprises is to maximize the profit and
shareholder  benefits.  Their  three interrelated
propositions are a. shareholders should reserve the right
to control the enterprise; b. managers are entrusted the
responsibility to singley serve the interest of
shareholders; c. the object of enterprises is to maximize
the wealth of shareholders; while stakeholder theory
holds that i, stakeholders who are affected by the
enterprise have the right to participate enterprise
decision-making; ii, managers are entrusted with the
responsibility to serve the interests of all stakeholders; iii,
the object of enterprises is to enhance the interests of all
stakeholder not just shareholders’. Stakeholder theory
holds that enterprises are ‘contract unities’ consisted of
many a stakeholders and the investment comes not just
shareholders but also employees, suppliers and
creditors of the enterprise.

Shareholders provide the material captial and
other stakeholders provide not only material capital but
also human capital which is equivalent to material
capital in term of significance particularly in today’s
knowledge economy. And in some aspects the
siginificance human capital exceeds the siginificance of
material capital. Enterprises are not simply the
‘aggregation’ of material capital any more but a kind of
‘institutional  arrangement  of  goverance  and
management of professional investment’ and in essence
they are the aggregations of various contracts. The risks
of enterprises should not just be bore by shareholders

and other stakeholders should also share the risks, as a
result the owners of enterprisers should not be confined
to shareholders and all the stakeholders are the owners
of enterprises. The rights of stakeholders are equal and
independent, they jointly own the enterpises. While
challenging the shareholder priamcy principle,
stakeholder theory clears the way for the development
of CSR theory in that CSR theory has long been holding
that the only mission of enterprises to increase
shareholder interests should be changed and thinks that
enterprises should view problems from a higher ground
and consider their relations with all the stakehoders, the
entire society and shoulder some social responsibility.

ii. Indentification of Subjects for Shouldering Social
Responsibility and Defining Responsibilities

Viewing from the various definitions of CSR, it is
easy to conclude that the beneficaries of enterprises’
shouldering social responsibilities are people of the
society including investors, employees, clients, creditors
and beneficiaries of environement and resources, social
security and welfare etc. Through shouldering
corresponding social responsibilities and taking social
benefits as target range, enterprises can maximize their
contributions to the sustainable development. And the
responsibilities they take are legal, economic, moral,
cultural aspects, however today there still lots of people
stand against CSR.
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Figure 2. 1 Theoretical Model of CSR
Source : Freeman, R. E: Strategic Management: A Stakeholder Approach [M]. Boston, Pitman Press, 1984
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They start from the point where the subjects and
contents of obligations of corporate social responsibility
are vague and think that enterprises should not shoulder
social responsibilities. Some business and law scholars
even think there is not subjects for corporate social
responsibility in that there are no satisfactory answers
for questions such as the whom should enterprises
responsible for, whom can be the subjects that urges
enterprises to shoulder responsibilities? To vaguely say
that customers, ordinary people and the social
communities these enterprises belong to is not enough
because the groups can hardly be obligees to exist

Government

Investors

meanwhile they also hold that the content of social
responsibilities is also vague.

Currently the understanding of stakeholders
generally include the first class stakeholders that affect
the existence of enterprises, and the secondary
stakeholders who do not affect the existence of
enterprises or are affected by the enterprises. Though
the definition is extensive, it indentifies stakeholders as
shown in the following basic framework: investors,
employees, customers, suppliers, creditors, trade
associations, local communities, political groups etc.

Creditors

Suppliers

Enterprises

Trade
Associations

.

Employees

Figure 2. 2 Theoretical Model of Stakeholder Theory

Source . Freeman, R. E: Sirategic Management. A Stakeholder Approach [M]. Boston, Pitrman Press, 1984

Many foreign scholars studying CSR and
stakeholder theory holds that stakeholder theory can be
introduced to the study of CSR, Carroll (1991) thinks that
stakeholder theory should be applied to the study of
CSR and it can be used to identify the orientation of
CSR, and by the identification of each relevant
stakeholder group the range of CSR can be identified.
Clarkson (1995) stakeholder theory can provide a
‘theoretical framework’, in which CSR can be identified
as the relations between enterprises and stakeholders,
for the study of CSR. Just as Evan and Freeman (1993)
had it that ‘though it cannot replace CSR, stakeholder
theory can be regarded as an important condition for
the study of CSR and it can specify the subjects the
enterprises should be responsible for’. In this stage
when the theoretical research of CSR still needs to be
carried further, we can adopt stakeholder theory to
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define the range of responsibilities enterprises should
carry. This is both possible and necessary and
enterprises can be responsible for each stakeholders in
the framework of stakeholder theory.

1. CASE DESCRIPTION

Siemens AG is a German multinational
conglomerate company headquartered in  Munich,
Germany. Siemens and its subsidiaries employ

approximately 420,800 people across nearly 190
countries. It is the largest Europe-based electronics and
electrical engineering company with activities in the
fields of industry, energy and healthcare. It is organized
into six main divisions: Industry, Energy, Healthcare,
Equity Investments, Siemens IT Solutions and Services
and Siemens Financial Services (SFS).



On Dec. 13, 2011, The Securities and Exchange
Commission charged seven former Siemens executives
with violating the Foreign Corrupt Practices Act (FCPA)
for their involvement in the company's decade-long
bribery scheme in Argentina to retain a $1 billion
government contract to produce national identity cards
for Argentine citizens.

According to the SEC's complaint filed in U.S.
District Court in Manhattan, the scheme lasted from
approximately 1996 to early 2007. Initially, in the
1990s, Menem government planned to implement all
national electronic ID cards, known as Documentos
Nacionales de Identidad (DNI) for every Argentine
citizen. In order to obtain the contract which is total of
1.26 billion U.S. dollars, Siemens bribed Argentine
government officials with 70 million U.S. dollars through
intermediary. Menem government finally signed the
contract with Siemens in 1998.

But a change in Argentine political
administrations foiled the contract: after the next
President Fernando De La Rua came into office, some
officials questioned the contract on the ground that the
cost of each electronic ID reported by siemens was
twice what the government estimated. Therefore, the
government  announced the  suspension  and
cancellation of the contract. In a political change and
economic crisis, Duhalde succeeded De La Rua as the
president. During his term of office, Simens was told by
the intermediary that a 27 million U.S. dollars bribery
could “resurrect the contract”. In order to revive the
contract, Siemens paid additional bribes in a failed effort
to Kirchner government until 2004. When the company
later instituted an arbitration proceeding to recover its
costs and expected profits from the canceled contract,
Siemens paid additional bribes to suppress evidence
that the contract originally had been obtained through
corruption.

Iv.  CASE ANALYSIS

a) Stakeholders of Siemens

Bribery has been defined as “the offering,
giving, receiving, or soliciting of something of value for
the purpose of influencing the action of an official in the
discharge of his or her public or legal duties.” (Fritzsche,
1998). The bribe is the gift bestowed to influence the
recipient's conduct and the outcomes of decisions
wherein the nature and extent of the influence are not
made public. The item of value may be direct payments
of money or property. It may also be in the form of a
kickback after a deal has been completed. It may be
any money, good, right in action, property, preferment,
privilege, emolument, object of value, advantage, or
merely a promise or undertaking to induce or influence
the action, vote, or influence of a person in an official or
public capacity.

Based on Freeman’s stakeholder theory, the
first step in the analysis of this case is to identify the

relevant stakeholders and determine the positive and
negative impacts on the stakeholders. The stakeholders
affected by Siemens’ bribery in this case include
Simens’ stockholders; Siemens’ employees; Siemens’
supplier; Local community; the Argentine government;
Argentine community; Simens’ competitor; Siemens’
competitors’ employees and stockholders.

b) Impact on stakeholders

For Siemens’ stockholders, the contract with the
Argentine government would increase profit and gain
market share for them. Even though bribery was needed
to win the contract, the profit yielded in the contract can
not only cover the bribery but also trigger more.

For Siemens’ employees, the profit yielded from
the contract would also benefit themselves a lot. It is
likely that their pay got increase, bonus and allowance
met a growth, working environment had much
improvement etc.

For Siemens’ suppliers, the growth of Siemens
means the growth of themselves as long as they are in a
cooperative business relationship. The increase of
Siemens’ business would lead to more orders to
Siemens and more profit for them.

For the local community, the contract would
bring cascade effect: it would create more jobs for local
people. The local community would benefit from the
employment of its citizens which would bring money into
the community and provide additional tax revenues. The
prosper of Simens’ business can also cast a positive
influence to relative industries.

For government,

Firstly, the bribery would reduce freedom of
choice by altering the conditions under which a decision
is made. lts appeal of additional gains for some
government officials would lure them to select the less
attractive  alternative  which  provides less total
satisfaction. By doing so, it adversely would disrupt the
official’'s decision and undermined fair competition
among the industry. If the De La Rua administration’s
doubt that the cost of each electronic ID reported by
Siemens was twice what the government estimated is
true, then the government has to pay the price for the
hidden payment with more governmental expenditure,
which leads to a greater loss of money of the
government.

Secondly, it would damage the authority,
prestige and force of laws and regulations. The bribery
circumvented the legal system and obtained illegal
interest, which is a contempt against laws and is
detrimental to the implementation of laws.

Thirdly, it would undermines attempts by
governments to improve the overall wealth of the nation,
diminish the image of government and governing party,
and further lose people’s trust.
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For Argentine community,

From the perspective of whole economy system
and environment, it would: i . hinder fair and just
competition and disrupt the order of the whole
economic system. Instead of gain market share with
quality, businesses would turn to shortcuts like
relationship with government officials ii. Result in
allocating more resources to a less desirable alternative.
The failure of the allocation system would lead to
stagnation of technology, service and the whole industry
structure. iii. Increase the cost of transaction, and do
harm to public’s interest. The higher cost would result in
higer prices or even monopoly.

From the whole society, it would: i . Cast
damage to social credit and rot the social conduct. On
one hand, the prevalence of bribery destroys the mutual
trust and equity of businesses; on the other hand,
businesses with good compliance to laws are
suppressed and discouraged. ii . Violate code of ethics.
iii. Breed more and more relative crimes. Bribery is
always accompanied with business secret theft,
deception and evasion of taxes.

For Argentine people, the greater expense on
the ID project would result in more outflow of taxpayers
money from their pocket in that the misconduct and
wrongdoings of officials would be shared by all the
community. The bribery would harm taxpayers as well
as undermine public support for governments.

For Siemens’ competitors, Siemens’ bribery
would deprive them of fair competition in this project,
and further distort trade The loss of the competitors is
invisible, though, but solid.

For Siemens’ stockholders, employees and
local community, the loss of the contract would provide
lower profits for the stockholders, fewer jobs for the
employees and less money in the competitors’ local
community.

Taking the interest of all stakeholders into
account, Siemens violated business ethics seriously,
even though it brought some illegal benefits to its own
stockholders.

V.  SUGGESTION

a) Internally: ethical
environment

Siemens’ bribery scandal is by no means the
first violation of business ethics. Back to 2008, its
decades-long bribery scheme with 1.3 billion U.S.
dollars shocked the world. Subsequently, it was
accused of posting business secret of competitors. Its
continuous scandal is an indication that Siemens fails to
form an ethical corporate culture and ethical
environment. To make a change of the current scandal
and prevent any further ones, shaping organizational
ethical environment should be Siemens’ top priority.

Shaping organizational ethical environment
goes through four stages, each of which demands

shaping organizational
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different actions of organization. The four stages are:
ethical awareness, ethical reasoning, ethical action, and
ethical leadership.

i. Ethical awareness

Ethic Awareness is the foundation of an ethical
climate. Through ethical awareness, employees learn
how to identify problems and how to resolve them.
In this stage, code of conduct must be established to
support ethic awareness. Formal statement that defines
how the organization expects and requires employees to
resolve ethical questions must be delivered. A code of
conduct typically addresses issues pertaining to;
preferred style of dress, avoiding illegal drugs, following
instructions of superiors, being reliable and prompt,
maintaining confidentiality, not accepting personal gifts
from stakeholders as a result of company role, avoiding
racial or sexual discrimination, avoiding conflict of
interest.

ii. Ethical reasoning

Since codes of conduct cannot detail a solution
for every ethical situation, so corporations provide
training in ethical reasoning.

Courses in Ethical Reasoning teach employees
to reason in a principled way about moral and political
beliefs and practices, and to deliberate and assess
claims for themselves about ethical issues. Students
examine the competing conceptions and theories of
ethical concepts such as the good life, obligation, rights,
justice, and liberty with a focus on developing the ability
to assess and weigh the reasons for and against
adopting them to address concrete ethical dilemmas.
Employees in these courses may encounter a value
system very different from their own that calls attention
to their own ethical assumptions.

iii. Ethical action

Ethical action involves helping employees
recognize and reason through ethical problems and
turning them into ethical actions. It takes preparing,
assessing, deciding, implementing, and reflecting.
Whenever employees encounter ethical dilemmas or
problems, Siemens should help them out by applying
their code of conduct to practice: identifying the issues,
assessing them, deciding solutions, implementing
solutions and reflecting them. The current Siemens’
bribery scandal is good example for its employees to
review and retrospect the ethical problems concerning
bribery, and encourages them to probe into the hidden
reasons and seek more proper solutions.

iv. Ethical leadership

In this stage, executives must demonstrate
ethical behavior in their actions. Leaders are first and
foremost members of their organizations and
stakeholder groups. Since they hold most of the senior
positions and are decision makers, their values, vision
and ethical standard case great impact on subordinates
and thus impact the whole organization. To shape



ethical conduct in an organization, leaders’ behavior,
actions are needed to demonstrate their support and
determination.

In Siemens’ bribery scandal, most of the
unethical behaviors were conducted by senior
executives, which attribute the frequent news of its
violation of business ethics.

Thus, in Siemens, to shape ethical conduct and
maintain ethical culture, leaders must firstly own their
ethical criteria and behave ethically accordingly.

b) Externally: strengthening supervision

Apart from the internal improvement, external
supervision is also in need. The external supervision
involves first and foremost the initiatives aiming to
combat bribery. These initiatives include:

e Foreign Corrupt Practices Acts
The OECD Anti-Bribery Convention
The UN Convention against Corruption (UNCAC)
Transparency International

To counter bribery, wider cooperation must be
conducted between countries and these conventions
and organizations. Under the globally accepted
guidance and principles, Signatories countries must
adopt national legislation to fight against bribery.
Government should take regular review of business’ and
officials’ compliance to these laws by establishing
stricter supervision system.

Secondly, external supervision involves power
of media. Media is the oral power of reining any
unethical behavior. Thus, media should pay more close
attention on business ethical issues, track and make
more exposure of unethical firms, and encourage those
ethical ones.

Thirdly, the whole society should also
participate in this campaign. When the whole society
establish a common principle of “zero tolerance” to
bribery, and monitor it ceaselessly, businesses dare not
commit bribery because of their consideration of
corporate image. The more and more serious social
attitude towards bribery would make businesses think
twice before they leap.

VI.

CONCLUSION

This paper conducts a case study of Siemens’
violation of business ethics by employing Freeman’s
stakeholder theory. Based on Freeman’s theory,
stakeholders of a firm should not only include its
stockholders, instead, it covers a wide range from its
internal employees to external suppliers, government,
society, and even competitors. In the case of Simens'’
bribery scandal in Argentina, the present author outlines
its stakeholders and conducts a detailed analysis of the
impact of Simens’ bribery on each stakeholder. The
conclusion follows the analysis is that Siemens seriously
violated business ethics by terribly detrimenting the
interest of its stakeholders.

The analysis of Siemens’ unethical bribery
scandal also triggers the author’s further discussion
about an international issue: bribery Bribery, as one of
the notorious business ethical problems, has surfaced
as important issues in an increasingly interdependent
world economy. No longer seen purely as a morality
play, the accepted world view of corruption and bribery
today is that they hinder competition, distort trade and
harm consumers and taxpayers as well as undermine
public support for governments. Therefore, to fight
against bribery, suggested solutions are also provided.
On one hand, internal ethical environment shaping is of
urgent need; Simens should immediately follow the four
stages of the structure of ethical environment from
ethical awareness to ethical leadership to improve its
current ethical predicament. on the other hand, external
supervision and cooperation from international and
national community to media is also in demand.

Although business ethics is in an actual fact as
old as business, however, it didn't got enough attention
until 1970s. As the ethical problems keep surfacing and
disrupting the business order, business ethics, as an
academic discipline as well as a business practice, is on
its way of gaining momentum. To probe into it and make
this oxymoron a better guide of business code of
conduct, more and more efforts are still in much need.
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Capital Structure and Profitability in Srilankan
Banks

J. Aloy Niresh

Abstract - Capital structure has attracted intense debate and
scholarly attention across industries in the corporate finance
literature over the past decades. Nonetheless, in the context of
the banking industry, the subject has received a limited
research attention. Capital structure decision is the vital one
since the profitability of an enterprise is directly affected by
such decision. Hence, proper care and attention need to be
given while determining capital structure decision. The study
investigated the impact of capital structure on profitability of
ten listed Srilankan banks over the past 8 year period from
2002 to 2009. Based on the findings of the study, there are a
few key points that can be used to conclude this study. It is
very important that the total debt is the determining factor of
profitability in the Banking Industry of Sri Lanka. The outcomes
of the study may guide banks, loan-creditors and policy
planners to formulate better policy decisions as far as the
capital structure is concerned. Further, the study reinforces
and refines the body of knowledge relating to capital structure
and profitability in Srilankan Banks.

Keywords . Capital structure, Profitability, Total debit.

. INTRODUCTION

his study focuses on capital structure & profitability
of listed banks in the Banks, Finance & Insurance

sector. Capital structure is one of the most
puzzling issues in corporate finance literature (Brounen
& Eichholtz, 2001). The concept is generally described
as the combination of debt & equity that make the total
capital of firms. The proportion of debt to equity is a
strategic choice of corporate managers. Capital
structure decision is the vital one since the profitability of
an enterprise is directly affected by such decision.
Hence, proper care and attention need to be given while
determining capital structure decision. In the statement
of affairs of an enterprise, the overall position of the
enterprise regarding all kinds of assets, liabilities are
shown. Capital is a vital part of that statement. The term
“‘capital structure” of an enterprise is actually a
combination of equity shares, preference shares and
long-term debts. A cautious attention has to be paid as
far as the optimum capital structure is concerned. With
unplanned capital structure, companies may fail to
economize the use of their funds. Consequently, it is
being increasingly realized that a company should plan
its capital structure to maximize the use of funds and to
be able to adapt more easily to the changing conditions.
(Pandey, 2009)

Author . Department of Accounting, Faculty of Management Studies &
Commerce, University of Jaffna, Sri Lanka.
E-mall : aloy157@gmail.com

Basically, banks engage in financial
intermediation to ensure efficient mobilization &
disbursement of funds to the real sector of the

economy. Though other financial institutions exist to
engage in the intermediation process banks are
considered the most important financial intermediaries.
An ultimate goal of a firm is the maximization of wealth
or value of that firm (Miller & Modigliani, 1958, 1963;
Miller, 1977).The relationship between capital structure
and profitability has been the subject of remarkable
milestone over the past decade throughout the
irrelevance theory. In the seminal article, presented by
MM’s (1958) irrelevance theory, they argued that capital
structure is unrelated to firm’s value. In the presence of
corporate income tax and the cost of capital in MM’s
(1963) they argued that the market value of the firm is
positively related to the amount of long term debt used
in its capital structure.

The relationship between capital structure and
profitability is one that received considerable attention in
the finance literature. The study regarding the effects of
capital structure on profitability will help us to know the
potential problems in performance and capital structure.
The modern industrial firm must conduct its business in
a highly complex and competitive business
environment. Therefore, these types of research findings
will be benefited in selecting the capital structure to
achieve the optimum level of firm’s profitability. This
study shows the statistical analysis carried out seeking
to discover is there any relationship between capital
structure and profitability of the listed banks in the
Banks, Finance & Insurance sector.

[1. RESEARCH PROBLEM

According to Buser (1981), the capital structure
decision of a bank is similar to that of a non financial
firm. Although there are considerable inter industry
differences in the capital structure of firms due to the
unique nature of each industry’s business, the intra-firm
variations are attributed to the business and financial
risk of individual firms.

Most studies found a negative relationship
between profitability and leverage. Within this
framework, Titman & Wessels (1988) contend that firms
with high profit levels, all things being equal, would
maintain relatively lower debt levels since they can
realize such funds from internal sources. Furthermore,
Kester (1986) found a significantly negative relation
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between profitability and debt/asset ratios. Rajan &
Zingalas (1995) also confirmed a significantly negative
correlation between profitability and leverage in their
work. Despite the above empirical works, some authors
are of a different opinion. These authors observed a
positive relationship between profitability and debt levels
in their studies. For example, Taub (1975) in a
regression analysis of four profitability metrics against
debt ratio found significantly positive association
between debt and profitability. Abor (2005) also found a
significantly positive relationship between total debt and
profitability. From the foregoing discussions based on
the available empirical literature, it is crystal clear that
results from investigations into the relationship between
capital structure and profitability are inconclusive and
requires more empirical work.

An important question facing companies in
need of new finance is whether to raise debt or equity. In
spite of the continuing theoretical debate on capital
structure, there is relatively little empirical evidence on
how companies actually select between financing
instruments at a given point of time in order to attain
optimum profitability. Hence, the main problem of this
research is to study how the capital structure influences
on signaling the bank’s profitability in Sri Lanka?

[11.

The objectives

following:

e To find out the impact of capital structure on
profitability.

e To find an optimal capital structure that would be
associated with the best performance.

e To suggest the banks in the way to increase
profitability through adapting a better strategic
framework of capital structure.

OBJECTIVES

are geared towards the

IV.  REVIEW OF LITERATURE

Capital structure is referred to as the way in
which the firm finances itself through debts, equity and
securities. It is the composition of debt and equity that is
required for a firm to finance its assets. The capital
structure of a firm is very important since it is related to
the ability of the firm to meet the needs of its
stakeholders. The Board of Directors or the financial
manager of a company should always endeavor to
develop a capital structure that would lie beneficial to
the equity shareholders in particular and to the other
groups such as employees, customers, creditors and
society in general (Pandey, 2009).

Brander & Lewis (1986) and Maksimovic (1988)
provided the theoretical framework that links capital
structure and market structure. Contrary to the profit
maximization  objective  postulated in  industrial
organization literature, these theories, like the corporate
finance theory, assume that the firm’s objective is to
maximize the wealth of shareholders and show that
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market structure affects capital structure by influencing
the competitive behavior and strategies of firms.
According to Brander & Lewis (1986) firms in the
oligopolistic market will follow the strategy of maximizing
their output for improving profitability in favorable
economic  conditions. In  unfavorable economic
conditions, they would take a cut in production and
reduce their profitability. Shareholders enjoy increased
wealth in good periods, but they tend to ignore decline
in  profitability in  bad times as unfavorable
consequences are passed on to lenders because of
shareholders’ limited liability status. Thus the oligopoly
firms, in contrast to the firms in the competitive markets,
would employ higher levels of debt to produce more
when opportunities to earn high profits arise. The
implied prediction of the output maximization hypothesis
is that capital structure and market structure have
positive relationship. Furthermore, Lalith, P.S (1999)
investigated the capital structure of Srilankan companies
and found that the use of long-term debt is relatively low
in Srilankan companies. The mean leverage in Sri Lanka
is estimated as 13.5%, long term debt to equity ratio is
24% while the total debt to equity ratio is 104.1%. This
evidence suggested that the use of debt financing in Sri
Lanka is significantly low in comparison to G7 markets.

According to the Business Dictionary
profitability is the ability of a firm to generate net income
on a consistent basis. Ratio is used as a benchmark for
evaluating the performance of a firm. Ratios help to
summarize large quantities of financial data and to
make qualitative judgement about the firm’s profitability.
One of the most important financial decisions facing
companies is the choice between debt and equity
capital (Glen & Pinto, 1994). This decision can
effectively and efficiently be taken when managers are
first of all aware of how capital structure influences firm
profitability. This is because; this awareness would
enable managers to know how profitable firms make
their financing decisions in particular contexts to remain
competitive. In the corporate finance literature, it is
believed that this decision differs from one economy to
another depending on country level characteristics.

Peterson & Rajan (1994) found a significantly
positive association between profitability and debt ratios
in a study designed to investigate the relationship. Ooi
(1999) argues that profitable firms are more attractive to
financial institutions as lending prospects. The reason is
that, those firms are expected to have higher tax shields
and low bankruptcy costs. Furthermore, Abor (2005) has
reported a significantly positive relationship between the
ratios of short term debt to total assets & profitability but
a negative association between the ratio of long term
debt to total assets and profitability. Dimitris, M. & Maria,
P. (2008) investigated the relationship between capital
structure, ownership structure and firm performance
across different industries using a sample of French
manufacturing firms. They found that a negative



capital structure in banking sector introduces new
constructs and uniquely combines them in specifying
that the profitability is a function of debt to equity and
debt to total funds in the capital structure.

relationship between past profitability and leverage and
there will be a positive relation between profitability and
leverage.

V. CONCEPTUALIZATION

Based on the research question, the following
conceptual model has been constructed. This model of

Debt/Equity
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Figure 7 Conceptualization Model

VI.  HYPOTHESES OF THE STUDY

The following hypotheses were formulated for
the study.
H1- There is a significant impact of debt to equity on Net
profit.
H2- There is a significant impact of debt to equity on
Return on Capital Employed.
H3-Debt to equity has a significant impact on Return on
Equity.
H4- Debt to equity has a significant impact on Net
Interest Margin.
H5- There is a significant impact of debt to total funds
on Net profit.
H6- There is a significant impact of debt to total funds
on Return on Capital Employed.
H7- Debt to total funds has a significant impact on
Return on Equity.
H8- Debt to total funds has a significant impact on Net
Interest Margin.

VII.  METHODOLOGY

a) Data Collection

The present study used secondary data for the
analysis. Secondary data is data that have been
previously collected for some other project rather than
the one at hand but found useful by the researcher. The
financial statements which are made up of income
statements and balance sheets of the sample banks
were the main sources of data for this study. These were
obtained from the Hand book of Listed Companies 2007
& the annual reports of respective banks. Further,
scholarly articles from academic journals, relevant text
books on the subject and the internet search engines
were also used. Specifically, the financial statements of
the banks in the sample were collected for the period
2002-2009 and a balanced panel of ten banks emerged
for the study.
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b) Sampling Design

According to Jankowicz, (1994) generalisation
about the population from data collected using any
sample is based on probability. In order to be able to
generalise about the research finding to the population,
it is necessary to select samples of sufficient size. A
large sample size will in general improve the quality of
the research. A large sample size is always better than a
small one. Saunders, Lewis and Thornhill (1996) also
point out that the larger the sample size, the lower the
likely error in generalising the population. The Colombo
Stock Exchange (CSE) has 241 companies representing
20 business sectors as at 11"February 2011. The
sample of this study composed of ten banks listed in the
Colombo Stock Exchange and period of 8 years from
2002 to 2009. From the 20 sectors; Banks Finance &
Insurance sector was selected for the present study.
From this sector the following ten listed Srilankan banks
were selected to carry out the research;
1. Commercial Bank of Ceylon Limited
2. Hatton National Bank Limited
3. Housing Development Finance Corporation Bank of

Sri Lanka

4. Merchant Bank of Sri Lanka PLC
5. National Development Bank PLC
6. Nations Trust Bank Limited
7. People’s Merchant Bank PLC
8. Sampath Bank Limited
9. Seylan Bank PLC
10. Seylan Merchant Bank PLC.

Only listed banks are selected for this research.
This represents 27% of the mean number of the
companies listed under the Bank Finance & Insurance
sector. Other companies listed under the different
sectors are not taken into consideration in this analysis
in order to arrive at a generalized conclusion about the
listed banks in Sri Lanka.

c) Mode of Analysis

The quantitative research approach is
employed to find out the findings of the research study.
Since numerical and secondary data is used,
quantitative approach is considered to be a suitable
approach for the study. According to Leavy (2004),
“statistical analyses are used to describe an account for
the observed variability in the data”. This involves the
process of analyzing the data that has been collected.
Thus the purpose of statistics is to summarize and
answer questions that were obtained in the research.
The upper level of statistical significance for hypotheses
testing was set at 5%. All statistical test results were
computed at the 2-tailed level of significance. Statistical
analysis involves both descriptive and inferential
statistics.

Descriptive statistics are used to describe and
summarize the behavior of the variables in a study. They
refer to the ways in which a large number of
observations are reduced to interpretable numbers such
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as averages and percentages. Inferential statistics are
used to draw conclusions about the reliability and
generalizability of the findings (Leary, 2004, p.38). In
order to test the research hypotheses; the inferential
tests used include the Regression Analysis.

a) HResearch Model

Regression analysis was carried out to test the
impact of capital structure on profitability. Here capital
structure is the independent variable and profitability is
the dependent variable. From these independent and
dependent variables, the following relationships are
formulated.

Profitability of the banks is dependent upon the
capital structure. It is represented as follows;

P=f(C9

Which shows profitability is the function of capital
structure.

Where;
P = Profit
CS = Capital Structure

Here, profitability is measured with the help of
four ratios namely Net profit, Return on Capital
Employed, Return on Equity and Net Interest Margin.
Capital structure is measured through Debt/Equity ratio
and Debt to total funds ratio. Therefore, the regression
model will be formulated in the following manner;

NP = é.o + é.]_Xl ...................

NP = 89+ 81X2 euvneeeinnennnnn Model 1
ROCE = Qg + Q1X1.ceeeeeevrnrneen

ROCE = Qg+ Q1X0cevvvvvverennnnnn, Model 2
ROE = é.o + é.]_Xl ......................

ROE =89+ Q1X0ecceeveeieerieiiinns } Model 3
N||V|:é.0+é.1X1 ...................... Model 4
NIM = é.o + é.]_XZ ......................

Where;

X1 = Debt/Equity ratio

X, = Debt to Total Funds ratio

NP = Net profit

& = Constant

ROCE = Return on Capital Employed
ROE = Return on Equity

NIM = Net Interest Margin



VIII. RESULTS & ANALYSIS
a) Descriptive Statistics
N | Range | Minimum | Maximum Mean Std. Deviation

Net profit 10 | 20.96 -3.6 17.36 8.8789 5.90755
Return on Capital | 10 | 16.11 9.32 25.42 14.8218 5.16101
Employed
Return on Equity 10 | 62.04 -42.55 19.48 9.5116 18.51050
Net Interest 10 4.73 3.49 8.22 4.9070 1.73385
Margin
Debt/Equity Ratio | 10 | 1353.63 182.25 1535.88 | 825.1531 801.59839
Debt to Total 10 | 17.91 77.48 95.39 88.6591 6.84658
Funds Ratio
Valid N (listwise) 10

Table : 8. 1.7 Descriptive Statistics

The descriptive statistics show that over the
period under study, the profitability ratios measured by
net profit, return on capital employed, return on equity
and net interest margin averaged 8.9%, 14.8%, 9.5%
and 4.9% respectively. The debt/equity ratio stood at
825.2% and debt to total funds averaged 88.7%. This is
an indication that approximately 89% of total assets in

b) Regression Analysis

the banking sector of Sri Lanka are represented by debt,
confirming the fact that banks are highly geared
institutions. The maximum and minimum values for
debt/equity ratio indicate that the debt/equity
composition varies substantially among the listed banks
in Sri Lanka.

Table 1 : Predictors of Profitability - Model Summary |

Model | Dependent R R? Adjusted R Square Std. Error of
Variable the Estimate
1 NP 0.370° 0.137 0.029 5.82134
2 ROCE 0.388% | 0.150 0.044 5.04167
3 ROE 0.328% | 0.107 -0.004 18.54840
4 NIM 0.6612 0.437 0.367 1.37944

a. Predictors: (Constant), Debt/Equity Ratio

The R? values of 0.137, 0.150, 0.107 and 0.437
which are in the above mentioned table denotes that
13.7%, 15%, 10.7%, and 43.7% of the observed
variability in NP, ROCE, ROE, and NIM is explained by
the variability in the independent variable of Debt/Equity

ratio. These R? values indicate that there may be number
of variables which can have impact on profitability other
than the Debt/Equity ratio. Hence this area indicated as
a scope for future research.

Table 2 : Predictors of Profitability - Model Summary |l

Model | Dependent R R? Adjusted R | Std. Error of
Variable Square the Estimate

1 NP 0.711* | 0.505 0.443 4.40927

2 ROCE 0.561% | 0.314 0.229 4.53314

3 ROE 0.246° | 0.061 -0.057 19.02977

4 NIM 0.879* | 0.773 0.744 0.87648

a. Predictors. (Constant), Debt fo Total Funds Ratio

The above mentioned table shows that Debt to
Total Funds ratio is having the impact of 50.5% and
77.3% on Net profit and Net Interest Margin respectively.
This indicates that debt to total funds composition is the
major determining factor of Net profit and Net Interest

Margin of the listed banks in Sri Lanka. Only 6.1% of
variations in Return on Equity are explained by the
variations in debt to total funds. The remaining 93.9% is
influenced by factors other than debt to total funds.
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At the above models t values were found to be
significant in the model 4 and model 1
independent variable of debt to total funds. From the

Table 3 . Coefficient for predictors of performance

Models Unstandardized Standardized t-value Sig
Coefficients Coefficients
B Std. Error Beta
1-NP
Constant 12.474 3.685 3.385 0.010
D/E -0.004 0.004 -0.370 -1.126 0.293
Constant 63.232 19.083 3.313 0.011
D/TF -0.613 0.215 -0.711 -2.856 0.021
2-ROCE
Constant 18.113 3.194 5.670 0.000
D/E -0.004 0.003 -0.388 -1.189 0.268
Constant 52.286 19.620 2.665 0.029
D/TF -0.423 0.221 -0.561 -1.915 0.092
3-ROE
Constant -0.471 11.741 -0.040 0.969
D/E 0.012 0.012 0.328 0.981 0.355
Constant 68.490 82.362 0.832 0.430
D/TF -0.665 0.926 -0.246 -0.718 0.493
4-NIM
Constant 6.793 0.873 7.780 0.000
D/E -0.002 0.001 -0.661 -2.494 0.037
Constant 24.645 3.793 6.497 0.000
D/TF -0.223 0.043 -0.879 -5.217 0.001

for the

above mentioned table it is crystal clear that negative

¢) Hypotheses Testing

association was found between all the independent and
dependent variables except the association between
Debt Equity ratio and Return on Equity.

No Hypotheses Results Tools

H1 There is a significant impact of debt to equity on Net profit. Rejected Regression

H2 There is a significant impact of debt to equity on Return on | Rejected Regression
Capital Employed.

H3 Debt to equity has a significant impact on Return on Equity. Rejected Regression

H4 Debt to equity has a significant impact on Net Interest Margin. Accepted Regression

H5 There is a significant impact of debt to total funds on Net profit. Accepted Regression

H6 There is a significant impact of debt to total funds on Return on | Rejected Regression
Capital Employed.

H7 Debt to total funds has a significant impact on Return on Equity. Rejected Regression

H8 Debt to total funds has a significant impact on Net Interest | Accepted Regression
Margin.
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[X. CONCLUSION & RECOMMENDATION

This study examined the impact of capital
structure on profitability in Srilankan banks. The study
covered 10 listed banks over the period of 2002 to 2009
and the major findings of the study are summarized
below:

Total debt was found to be significant in
determining net profit and return on capital employed in
the banking industry of Sri Lanka. The mean values of
debt/equity ratio and debt to total funds were 825.15%
and 88.66% respectively. The mean value of debt/equity
ratio suggests that debt is 8.25 times higher than equity
capital. The debt/equity ratio is normally safe up to 2. It
shows the fact that banks in Sri Lanka depends more on
debt (Long-term loans) rather than equity capital. The
mean value of debt to total funds ratio indicates 89% of
the total capital of listed banks in Sri Lanka is made up
of debt. This has re-emphasized the fact that banks are
highly levered institutions. Long-term debt and total debt
were found to be insignificant in determining return on
equity in the banking industry of Sri Lanka. This means
that deposits do not necessarily translate into enhancing
returns on equity in the banking industry of Sri Lanka.

The R? values were found to be significant for
the impact of debt to total funds on net profit,
debt/equity on net interest margin, and debt to total
funds on net interest margin. But, no significant impact
was found on the remaining dependent variables. Total
debt has a major impact on net interest margin and net
profit accounted for 77.3% and 50.5% respectively. The
least amount of impact was found on return on equity
(R? = 6%) by total debt. This reveals that remaining 94%
is influenced by factors other than total debt. That is
other factors are probably a better predictor of return on
equity than total debt.

Banks generally play a crucial role in the
economic development of every country. One critical
decision banks face is the debt-equity choice. Among
others, this choice is necessary for the profit
determination of firms. What this means is that banks
that are able to make their financing decision prudently
would have a competitive advantage in the industry and
thus making superior profits. Nonetheless, it is essential
for us to recognize that this decision can only be wisely
taken if banks know how debt policy influences their
profitability. Therefore banks should take into view the
following matters in order to increase their profitability;

1) An appropriate mix of capital structure should be
adopted in order to increase the profitability of
banks. Findings revealed that total debt contributed
50.5% in determining the net profit of the Banking
Industry. That is in the case of higher debt,
profitability will tend to decline. The reason behind
this may be due to the high interest bearing
securities engaged in the total debt. In addition to
these an increase in the level of debt also increases
the riskiness of banks. Therefore, banks should

concern much on internal sources of financing in
order to increase their profitability.

2) Top management of every banking firm should
make prudent financing decision in order to remain
profitable and competitive.

3) Banks in Sri Lanka must not be only interested in
mobilizing deposits but must also be concerned
with  utilizing these deposits effectively and
efficiently. To achieve this, banks must set
competitive lending rates that would not deter
customers from accessing loans.

X. LIMITATIONS AND SCOPE OF FUTURE
RESEARCH

The current research is restricted only to the
listed banks in the Banks, Finance & Insurance sector in
Sri Lanka. Furthermore, this research was mainly
conducted based on the secondary data collection. The
other data collection methods had not been considered.
As a result they may not be 100% accurate. In addition
to these data representing the period of 2002 to 2009
were used for the study.

The research has compiled a large database of
listed bank’s accounting data that demonstrate what
can be done even with the limitations of currently
available data. There is clearly enormous scope for
more research that can inform an understanding of how
the capital is structured, how it connects with the
profitability and what elements of capital structure make
a difference. To  develop  specific policy
recommendations | suggest the following for further
research;

1) There are currently 241 companies listed in the CSE
under 20 sectors. The study covered only the listed
Srilankan banks from the Banks, Finance &
Insurance sector. Therefore, additional investigation
is required to examine firms in the different sectors
tend to follow different capital structure patterns.

2) Another research area that could be extended is to
examine capital structure and profitability to the non-
listed banks.

3) This study has utilized only standard forms of
profitability measures. A more precise measure of
profit can be obtained with the help of Economic
Value Added (EVA) concept.
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MARSB will be given a renowned, secure, free professional email address with 30 GB of
space eg.johnhall@globaljournals.org. You will be facilitated with Webmail, SpamAssassin, Email
Forwarders, Auto-Responders, Email Delivery Route tracing, etc.

MARSB member is eligible to become paid peer reviewer at Global Journals Inc. to earn up to 10%
of realized author charges taken from author of respective paper. After reviewing 5 or more
papers you can request to transfer the amount to your bank account or to your PayPal account.
MARSB member can apply for free approval, grading and certification of some of their Educational
and Institutional Degrees from Global Journals Inc. (US) and Open Association of Research,Society
U.S.A.

MARSB is eligible to earn from their researches: While publishing his paper with Global Journals
Inc. (US), MARSB can decide whether he/she would like to publish his/her research in closed
manner. When readers will buy that individual research paper for reading, 40% of its earning by
Global Journals Inc. (US) will be transferred to MARSB member's bank account after certain
threshold balance. There is no time limit for collection. MARSB member can decide its price and we
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ANNUAL MEMBER

e Annual Member will be authorized toreceive e-Journal GJMBR for one
year (subscription for one year).

e The member will be allotted free 1 GB Web-space along with subDomain to
contribute and participate in our activities.

e A professional email address will be allotted free 500 MB email space.

PAPER PUBLICATION

e The members can publish paper once. The paper will be sent to two-peer
reviewer. The paper will be published after the acceptance of peer reviewers and
Editorial Board.
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PROCESS OF SUBMISSION OF RESEARCH PAPER

The Area or field of specialization may or may not be of any category as mentioned in
‘Scope of Journal’ menu of the Globallournals.org website. There are 37 Research
Journal categorized with Six parental Journals GJCST, GIMR, GJRE, GJMBR, GISFR,
GJHSS. For Authors should prefer the mentioned categories. There are three widely
used systems UDC, DDC and LCC. The details are available as ‘Knowledge Abstract’ at
Home page. The major advantage of this coding is that, the research work will be
exposed to and shared with all over the world as we are being abstracted and indexed
worldwide.

The paper should be in proper format. The format can be downloaded from first page of
‘Author Guideline’ Menu. The Author is expected to follow the general rules as
mentioned in this menu. The paper should be written in MS-Word Format
(*.DOC,*.DOCX).

The Author can submit the paper either online or offline. The authors should prefer
online submission.Online Submission: There are three ways to submit your paper:

(A) (1) First, register yourself using top right corner of Home page then Login. If you
are already registered, then login using your username and password.

(1) Choose corresponding Journal.
() Click ‘Submit Manuscript’. Fill required information and Upload the paper.

(B) If you are using Internet Explorer, then Direct Submission through Homepage is
also available.

(C) If these two are not convenient, and then email the paper directly to
dean@globaljournals.org.

Offline Submission: Author can send the typed form of paper by Post. However, online
submission should be preferred.
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PREFERRED AUTHOR GUIDELINES

MANUSCRIPT STYLE INSTRUCTION (Must be strictly followed)

Page Size: 8.27" X 11"

e Left Margin: 0.65

e  Right Margin: 0.65

e  Top Margin: 0.75

. Bottom Margin: 0.75

e  Font type of all text should be Swis 721 Lt BT.

e  Paper Title should be of Font Size 24 with one Column section.

e Author Name in Font Size of 11 with one column as of Title.

e  Abstract Font size of 9 Bold, “Abstract” word in Italic Bold.

e Main Text: Font size 10 with justified two columns section

e  Two Column with Equal Column with of 3.38 and Gaping of .2

e  First Character must be three lines Drop capped.

e  Paragraph before Spacing of 1 pt and After of O pt.

e Line Spacing of 1 pt

e large Images must be in One Column

e Numbering of First Main Headings (Heading 1) must be in Roman Letters, Capital Letter, and Font Size of 10.
e Numbering of Second Main Headings (Heading 2) must be in Alphabets, Italic, and Font Size of 10.

You can use your own standard format also.
Author Guidelines:

1. General,

2. Ethical Guidelines,

3. Submission of Manuscripts,

4. Manuscript’s Category,

5. Structure and Format of Manuscript,
6. After Acceptance.

1. GENERAL

Before submitting your research paper, one is advised to go through the details as mentioned in following heads. It will be beneficial,
while peer reviewer justify your paper for publication.

Scope

The Global Journals Inc. (US) welcome the submission of original paper, review paper, survey article relevant to the all the streams of
Philosophy and knowledge. The Global Journals Inc. (US) is parental platform for Global Journal of Computer Science and Technology,
Researches in Engineering, Medical Research, Science Frontier Research, Human Social Science, Management, and Business organization.
The choice of specific field can be done otherwise as following in Abstracting and Indexing Page on this Website. As the all Global
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Journals Inc. (US) are being abstracted and indexed (in process) by most of the reputed organizations. Topics of only narrow interest will
not be accepted unless they have wider potential or consequences.

2. ETHICAL GUIDELINES
Authors should follow the ethical guidelines as mentioned below for publication of research paper and research activities.

Papers are accepted on strict understanding that the material in whole or in part has not been, nor is being, considered for publication
elsewhere. If the paper once accepted by Global Journals Inc. (US) and Editorial Board, will become the copyright of the Global Journals
Inc. (US).

Authorship: The authors and coauthors should have active contribution to conception design, analysis and interpretation of findings.
They should critically review the contents and drafting of the paper. All should approve the final version of the paper before
submission

The Global Journals Inc. (US) follows the definition of authorship set up by the Global Academy of Research and Development. According
to the Global Academy of R&D authorship, criteria must be based on:

1) Substantial contributions to conception and acquisition of data, analysis and interpretation of the findings.
2) Drafting the paper and revising it critically regarding important academic content.
3) Final approval of the version of the paper to be published.

All authors should have been credited according to their appropriate contribution in research activity and preparing paper. Contributors
who do not match the criteria as authors may be mentioned under Acknowledgement.

Acknowledgements: Contributors to the research other than authors credited should be mentioned under acknowledgement. The
specifications of the source of funding for the research if appropriate can be included. Suppliers of resources may be mentioned along
with address.

Appeal of Decision: The Editorial Board’s decision on publication of the paper is final and cannot be appealed elsewhere.

Permissions: It is the author's responsibility to have prior permission if all or parts of earlier published illustrations are used in this
paper.

Please mention proper reference and appropriate acknowledgements wherever expected.

If all or parts of previously published illustrations are used, permission must be taken from the copyright holder concerned. It is the
author's responsibility to take these in writing.

Approval for reproduction/modification of any information (including figures and tables) published elsewhere must be obtained by the
authors/copyright holders before submission of the manuscript. Contributors (Authors) are responsible for any copyright fee involved.

3. SUBMISSION OF MANUSCRIPTS

Manuscripts should be uploaded via this online submission page. The online submission is most efficient method for submission of
papers, as it enables rapid distribution of manuscripts and consequently speeds up the review procedure. It also enables authors to
know the status of their own manuscripts by emailing us. Complete instructions for submitting a paper is available below.

Manuscript submission is a systematic procedure and little preparation is required beyond having all parts of your manuscript in a given
format and a computer with an Internet connection and a Web browser. Full help and instructions are provided on-screen. As an author,

you will be prompted for login and manuscript details as Field of Paper and then to upload your manuscript file(s) according to the
instructions.
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To avoid postal delays, all transaction is preferred by e-mail. A finished manuscript submission is confirmed by e-mail immediately and
your paper enters the editorial process with no postal delays. When a conclusion is made about the publication of your paper by our
Editorial Board, revisions can be submitted online with the same procedure, with an occasion to view and respond to all comments.

Complete support for both authors and co-author is provided.

4. MANUSCRIPT’S CATEGORY

Based on potential and nature, the manuscript can be categorized under the following heads:
Original research paper: Such papers are reports of high-level significant original research work.
Review papers: These are concise, significant but helpful and decisive topics for young researchers.
Research articles: These are handled with small investigation and applications

Research letters: The letters are small and concise comments on previously published matters.

5.STRUCTURE AND FORMAT OF MANUSCRIPT

The recommended size of original research paper is less than seven thousand words, review papers fewer than seven thousands words
also.Preparation of research paper or how to write research paper, are major hurdle, while writing manuscript. The research articles and
research letters should be fewer than three thousand words, the structure original research paper; sometime review paper should be as
follows:

Papers: These are reports of significant research (typically less than 7000 words equivalent, including tables, figures, references), and
comprise:

(a)Title should be relevant and commensurate with the theme of the paper.

(b) A brief Summary, “Abstract” (less than 150 words) containing the major results and conclusions.

(c) Up to ten keywords, that precisely identifies the paper's subject, purpose, and focus.

(d) An Introduction, giving necessary background excluding subheadings; objectives must be clearly declared.

(e) Resources and techniques with sufficient complete experimental details (wherever possible by reference) to permit repetition;
sources of information must be given and numerical methods must be specified by reference, unless non-standard.

(f) Results should be presented concisely, by well-designed tables and/or figures; the same data may not be used in both; suitable
statistical data should be given. All data must be obtained with attention to numerical detail in the planning stage. As reproduced design
has been recognized to be important to experiments for a considerable time, the Editor has decided that any paper that appears not to
have adequate numerical treatments of the data will be returned un-refereed;

(g) Discussion should cover the implications and consequences, not just recapitulating the results; conclusions should be summarizing.
(h) Brief Acknowledgements.
(i) References in the proper form.

Authors should very cautiously consider the preparation of papers to ensure that they communicate efficiently. Papers are much more
likely to be accepted, if they are cautiously designed and laid out, contain few or no errors, are summarizing, and be conventional to the
approach and instructions. They will in addition, be published with much less delays than those that require much technical and editorial
correction.
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The Editorial Board reserves the right to make literary corrections and to make suggestions to improve briefness.
It is vital, that authors take care in submitting a manuscript that is written in simple language and adheres to published guidelines.
Format

Language: The language of publication is UK English. Authors, for whom English is a second language, must have their manuscript
efficiently edited by an English-speaking person before submission to make sure that, the English is of high excellence. It is preferable,
that manuscripts should be professionally edited.

Standard Usage, Abbreviations, and Units: Spelling and hyphenation should be conventional to The Concise Oxford English Dictionary.
Statistics and measurements should at all times be given in figures, e.g. 16 min, except for when the number begins a sentence. When
the number does not refer to a unit of measurement it should be spelt in full unless, it is 160 or greater.

Abbreviations supposed to be used carefully. The abbreviated name or expression is supposed to be cited in full at first usage, followed
by the conventional abbreviation in parentheses.

Metric SI units are supposed to generally be used excluding where they conflict with current practice or are confusing. For illustration,
1.4 | rather than 1.4 x 10-3 m3, or 4 mm somewhat than 4 x 10-3 m. Chemical formula and solutions must identify the form used, e.g.
anhydrous or hydrated, and the concentration must be in clearly defined units. Common species names should be followed by
underlines at the first mention. For following use the generic name should be constricted to a single letter, if it is clear.

Structure
All manuscripts submitted to Global Journals Inc. (US), ought to include:

Title: The title page must carry an instructive title that reflects the content, a running title (less than 45 characters together with spaces),
names of the authors and co-authors, and the place(s) wherever the work was carried out. The full postal address in addition with the e-
mail address of related author must be given. Up to eleven keywords or very brief phrases have to be given to help data retrieval, mining
and indexing.

Abstract, used in Original Papers and Reviews:
Optimizing Abstract for Search Engines

Many researchers searching for information online will use search engines such as Google, Yahoo or similar. By optimizing your paper for
search engines, you will amplify the chance of someone finding it. This in turn will make it more likely to be viewed and/or cited in a
further work. Global Journals Inc. (US) have compiled these guidelines to facilitate you to maximize the web-friendliness of the most
public part of your paper.

Key Words

A major linchpin in research work for the writing research paper is the keyword search, which one will employ to find both library and
Internet resources.

One must be persistent and creative in using keywords. An effective keyword search requires a strategy and planning a list of possible
keywords and phrases to try.

Search engines for most searches, use Boolean searching, which is somewhat different from Internet searches. The Boolean search uses
"operators," words (and, or, not, and near) that enable you to expand or narrow your affords. Tips for research paper while preparing

research paper are very helpful guideline of research paper.

Choice of key words is first tool of tips to write research paper. Research paper writing is an art.A few tips for deciding as strategically as
possible about keyword search:
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e One should start brainstorming lists of possible keywords before even begin searching. Think about the most
important concepts related to research work. Ask, "What words would a source have to include to be truly
valuable in research paper?" Then consider synonyms for the important words.

e It may take the discovery of only one relevant paper to let steer in the right keyword direction because in most
databases, the keywords under which a research paper is abstracted are listed with the paper.

e  One should avoid outdated words.

Keywords are the key that opens a door to research work sources. Keyword searching is an art in which researcher's skills are
bound to improve with experience and time.

Numerical Methods: Numerical methods used should be clear and, where appropriate, supported by references.

Acknowledgements: Please make these as concise as possible.

References

References follow the Harvard scheme of referencing. References in the text should cite the authors' names followed by the time of their
publication, unless there are three or more authors when simply the first author's name is quoted followed by et al. unpublished work
has to only be cited where necessary, and only in the text. Copies of references in press in other journals have to be supplied with
submitted typescripts. It is necessary that all citations and references be carefully checked before submission, as mistakes or omissions
will cause delays.

References to information on the World Wide Web can be given, but only if the information is available without charge to readers on an
official site. Wikipedia and Similar websites are not allowed where anyone can change the information. Authors will be asked to make
available electronic copies of the cited information for inclusion on the Global Journals Inc. (US) homepage at the judgment of the
Editorial Board.

The Editorial Board and Global Journals Inc. (US) recommend that, citation of online-published papers and other material should be done
via a DOI (digital object identifier). If an author cites anything, which does not have a DOI, they run the risk of the cited material not
being noticeable.

The Editorial Board and Global Journals Inc. (US) recommend the use of a tool such as Reference Manager for reference management
and formatting.

Tables, Figures and Figure Legends

Tables: Tables should be few in number, cautiously designed, uncrowned, and include only essential data. Each must have an Arabic
number, e.g. Table 4, a self-explanatory caption and be on a separate sheet. Vertical lines should not be used.

Figures: Figures are supposed to be submitted as separate files. Always take in a citation in the text for each figure using Arabic numbers,
e.g. Fig. 4. Artwork must be submitted online in electronic form by e-mailing them.

Preparation of Electronic Figures for Publication

Even though low quality images are sufficient for review purposes, print publication requires high quality images to prevent the final
product being blurred or fuzzy. Submit (or e-mail) EPS (line art) or TIFF (halftone/photographs) files only. MS PowerPoint and Word
Graphics are unsuitable for printed pictures. Do not use pixel-oriented software. Scans (TIFF only) should have a resolution of at least 350
dpi (halftone) or 700 to 1100 dpi (line drawings) in relation to the imitation size. Please give the data for figures in black and white or
submit a Color Work Agreement Form. EPS files must be saved with fonts embedded (and with a TIFF preview, if possible).

For scanned images, the scanning resolution (at final image size) ought to be as follows to ensure good reproduction: line art: >650 dpi;
halftones (including gel photographs) : >350 dpi; figures containing both halftone and line images: >650 dpi.
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Color Charges: It is the rule of the Global Journals Inc. (US) for authors to pay the full cost for the reproduction of their color artwork.
Hence, please note that, if there is color artwork in your manuscript when it is accepted for publication, we would require you to
complete and return a color work agreement form before your paper can be published.

Figure Legends: Self-explanatory legends of all figures should be incorporated separately under the heading 'Legends to Figures'. In the
full-text online edition of the journal, figure legends may possibly be truncated in abbreviated links to the full screen version. Therefore,
the first 100 characters of any legend should notify the reader, about the key aspects of the figure.

6. AFTER ACCEPTANCE

Upon approval of a paper for publication, the manuscript will be forwarded to the dean, who is responsible for the publication of the
Global Journals Inc. (US).

6.1 Proof Corrections

The corresponding author will receive an e-mail alert containing a link to a website or will be attached. A working e-mail address must
therefore be provided for the related author.

Acrobat Reader will be required in order to read this file. This software can be downloaded
(Free of charge) from the following website:

www.adobe.com/products/acrobat/readstep2.html. This will facilitate the file to be opened, read on screen, and printed out in order for
any corrections to be added. Further instructions will be sent with the proof.

Proofs must be returned to the dean at dean@globaljournals.org within three days of receipt.

As changes to proofs are costly, we inquire that you only correct typesetting errors. All illustrations are retained by the publisher. Please
note that the authors are responsible for all statements made in their work, including changes made by the copy editor.

6.2 Early View of Global Journals Inc. (US) (Publication Prior to Print)

The Global Journals Inc. (US) are enclosed by our publishing's Early View service. Early View articles are complete full-text articles sent in
advance of their publication. Early View articles are absolute and final. They have been completely reviewed, revised and edited for
publication, and the authors' final corrections have been incorporated. Because they are in final form, no changes can be made after
sending them. The nature of Early View articles means that they do not yet have volume, issue or page numbers, so Early View articles
cannot be cited in the conventional way.

6.3 Author Services

Online production tracking is available for your article through Author Services. Author Services enables authors to track their article -
once it has been accepted - through the production process to publication online and in print. Authors can check the status of their
articles online and choose to receive automated e-mails at key stages of production. The authors will receive an e-mail with a unique link
that enables them to register and have their article automatically added to the system. Please ensure that a complete e-mail address is
provided when submitting the manuscript.

6.4 Author Material Archive Policy

Please note that if not specifically requested, publisher will dispose off hardcopy & electronic information submitted, after the two
months of publication. If you require the return of any information submitted, please inform the Editorial Board or dean as soon as
possible.

6.5 Offprint and Extra Copies

A PDF offprint of the online-published article will be provided free of charge to the related author, and may be distributed according to
the Publisher's terms and conditions. Additional paper offprint may be ordered by emailing us at: editor@globaljournals.org .
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the search? Will | be able to find all information in this field area? If the answer of these types of questions will be "Yes" then you can
choose that topic. In most of the cases, you may have to conduct the surveys and have to visit several places because this field is related
to Computer Science and Information Technology. Also, you may have to do a lot of work to find all rise and falls regarding the various
data of that subject. Sometimes, detailed information plays a vital role, instead of short information.

2. Evaluators are human: First thing to remember that evaluators are also human being. They are not only meant for rejecting a paper.
They are here to evaluate your paper. So, present your Best.

3. Think Like Evaluators: If you are in a confusion or getting demotivated that your paper will be accepted by evaluators or not, then
think and try to evaluate your paper like an Evaluator. Try to understand that what an evaluator wants in your research paper and
automatically you will have your answer.

4. Make blueprints of paper: The outline is the plan or framework that will help you to arrange your thoughts. It will make your paper
logical. But remember that all points of your outline must be related to the topic you have chosen.

5. Ask your Guides: If you are having any difficulty in your research, then do not hesitate to share your difficulty to your guide (if you
have any). They will surely help you out and resolve your doubts. If you can't clarify what exactly you require for your work then ask the
supervisor to help you with the alternative. He might also provide you the list of essential readings.

6. Use of computer is recommended: As you are doing research in the field of Computer Science, then this point is quite obvious.

7. Use right software: Always use good quality software packages. If you are not capable to judge good software then you can lose
quality of your paper unknowingly. There are various software programs available to help you, which you can get through Internet.

8. Use the Internet for help: An excellent start for your paper can be by using the Google. It is an excellent search engine, where you can
have your doubts resolved. You may also read some answers for the frequent question how to write my research paper or find model
research paper. From the internet library you can download books. If you have all required books make important reading selecting and
analyzing the specified information. Then put together research paper sketch out.

9. Use and get big pictures: Always use encyclopedias, Wikipedia to get pictures so that you can go into the depth.

10. Bookmarks are useful: When you read any book or magazine, you generally use bookmarks, right! It is a good habit, which helps to
not to lose your continuity. You should always use bookmarks while searching on Internet also, which will make your search easier.

11. Revise what you wrote: When you write anything, always read it, summarize it and then finalize it.
12. Make all efforts: Make all efforts to mention what you are going to write in your paper. That means always have a good start. Try to
mention everything in introduction, that what is the need of a particular research paper. Polish your work by good skill of writing and

always give an evaluator, what he wants.

13. Have backups: When you are going to do any important thing like making research paper, you should always have backup copies of it
either in your computer or in paper. This will help you to not to lose any of your important.

14. Produce good diagrams of your own: Always try to include good charts or diagrams in your paper to improve quality. Using several
and unnecessary diagrams will degrade the quality of your paper by creating "hotchpotch." So always, try to make and include those

diagrams, which are made by your own to improve readability and understandability of your paper.

15. Use of direct quotes: When you do research relevant to literature, history or current affairs then use of quotes become essential but
if study is relevant to science then use of quotes is not preferable.
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16. Use proper verb tense: Use proper verb tenses in your paper. Use past tense, to present those events that happened. Use present
tense to indicate events that are going on. Use future tense to indicate future happening events. Use of improper and wrong tenses will
confuse the evaluator. Avoid the sentences that are incomplete.

17. Never use online paper: If you are getting any paper on Internet, then never use it as your research paper because it might be
possible that evaluator has already seen it or maybe it is outdated version.

18. Pick a good study spot: To do your research studies always try to pick a spot, which is quiet. Every spot is not for studies. Spot that
suits you choose it and proceed further.

19. Know what you know: Always try to know, what you know by making objectives. Else, you will be confused and cannot achieve your
target.

20. Use good quality grammar: Always use a good quality grammar and use words that will throw positive impact on evaluator. Use of
good quality grammar does not mean to use tough words, that for each word the evaluator has to go through dictionary. Do not start
sentence with a conjunction. Do not fragment sentences. Eliminate one-word sentences. Ignore passive voice. Do not ever use a big
word when a diminutive one would suffice. Verbs have to be in agreement with their subjects. Prepositions are not expressions to finish
sentences with. It is incorrect to ever divide an infinitive. Avoid clichés like the disease. Also, always shun irritating alliteration. Use
language that is simple and straight forward. put together a neat summary.

21. Arrangement of information: Each section of the main body should start with an opening sentence and there should be a
changeover at the end of the section. Give only valid and powerful arguments to your topic. You may also maintain your arguments with

records.

22. Never start in last minute: Always start at right time and give enough time to research work. Leaving everything to the last minute
will degrade your paper and spoil your work.

23. Multitasking in research is not good: Doing several things at the same time proves bad habit in case of research activity. Research is
an area, where everything has a particular time slot. Divide your research work in parts and do particular part in particular time slot.

24. Never copy others' work: Never copy others' work and give it your name because if evaluator has seen it anywhere you will be in
trouble.

25. Take proper rest and food: No matter how many hours you spend for your research activity, if you are not taking care of your health
then all your efforts will be in vain. For a quality research, study is must, and this can be done by taking proper rest and food.

26. Go for seminars: Attend seminars if the topic is relevant to your research area. Utilize all your resources.

27. Refresh your mind after intervals: Try to give rest to your mind by listening to soft music or by sleeping in intervals. This will also
improve your memory.

28. Make colleagues: Always try to make colleagues. No matter how sharper or intelligent you are, if you make colleagues you can have
several ideas, which will be helpful for your research.

29. Think technically: Always think technically. If anything happens, then search its reasons, its benefits, and demerits.

30. Think and then print: When you will go to print your paper, notice that tables are not be split, headings are not detached from their
descriptions, and page sequence is maintained.

31. Adding unnecessary information: Do not add unnecessary information, like, | have used MS Excel to draw graph. Do not add
irrelevant and inappropriate material. These all will create superfluous. Foreign terminology and phrases are not apropos. One should
NEVER take a broad view. Analogy in script is like feathers on a snake. Not at all use a large word when a very small one would be
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sufficient. Use words properly, regardless of how others use them. Remove quotations. Puns are for kids, not grunt readers.
Amplification is a billion times of inferior quality than sarcasm.

32. Never oversimplify everything: To add material in your research paper, never go for oversimplification. This will definitely irritate the
evaluator. Be more or less specific. Also too, by no means, ever use rhythmic redundancies. Contractions aren't essential and shouldn't
be there used. Comparisons are as terrible as clichés. Give up ampersands and abbreviations, and so on. Remove commas, that are, not
necessary. Parenthetical words however should be together with this in commas. Understatement is all the time the complete best way
to put onward earth-shaking thoughts. Give a detailed literary review.

33. Report concluded results: Use concluded results. From raw data, filter the results and then conclude your studies based on
measurements and observations taken. Significant figures and appropriate number of decimal places should be used. Parenthetical
remarks are prohibitive. Proofread carefully at final stage. In the end give outline to your arguments. Spot out perspectives of further
study of this subject. Justify your conclusion by at the bottom of them with sufficient justifications and examples.

34. After conclusion: Once you have concluded your research, the next most important step is to present your findings. Presentation is
extremely important as it is the definite medium though which your research is going to be in print to the rest of the crowd. Care should
be taken to categorize your thoughts well and present them in a logical and neat manner. A good quality research paper format is
essential because it serves to highlight your research paper and bring to light all necessary aspects in your research.

INFORMAL GUIDELINES OF RESEARCH PAPER WRITING

Key points to remember:

e  Submit all work in its final form.
®  Write your paper in the form, which is presented in the guidelines using the template.
e  Please note the criterion for grading the final paper by peer-reviewers.

Final Points:

A purpose of organizing a research paper is to let people to interpret your effort selectively. The journal requires the following sections,
submitted in the order listed, each section to start on a new page.

The introduction will be compiled from reference matter and will reflect the design processes or outline of basis that direct you to make
study. As you will carry out the process of study, the method and process section will be constructed as like that. The result segment will
show related statistics in nearly sequential order and will direct the reviewers next to the similar intellectual paths throughout the data
that you took to carry out your study. The discussion section will provide understanding of the data and projections as to the implication
of the results. The use of good quality references all through the paper will give the effort trustworthiness by representing an alertness
of prior workings.

Writing a research paper is not an easy job no matter how trouble-free the actual research or concept. Practice, excellent preparation,
and controlled record keeping are the only means to make straightforward the progression.

General style:

Specific editorial column necessities for compliance of a manuscript will always take over from directions in these general guidelines.

To make a paper clear

- Adhere to recommended page limits

Mistakes to evade

® Insertion a title at the foot of a page with the subsequent text on the next page
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®  Separating a table/chart or figure - impound each figure/table to a single page
e  Submitting a manuscript with pages out of sequence

In every sections of your document
- Use standard writing style including articles ("a", "the," etc.)

- Keep on paying attention on the research topic of the paper

- Use paragraphs to split each significant point (excluding for the abstract)

- Align the primary line of each section

- Present your points in sound order

- Use present tense to report well accepted

- Use past tense to describe specific results

- Shun familiar wording, don't address the reviewer directly, and don't use slang, slang language, or superlatives
- Shun use of extra pictures - include only those figures essential to presenting results

Title Page:

Choose a revealing title. It should be short. It should not have non-standard acronyms or abbreviations. It should not exceed two printed
lines. It should include the name(s) and address (es) of all authors.

Abstract:

The summary should be two hundred words or less. It should briefly and clearly explain the key findings reported in the manuscript--
must have precise statistics. It should not have abnormal acronyms or abbreviations. It should be logical in itself. Shun citing references
at this point.

An abstract is a brief distinct paragraph summary of finished work or work in development. In a minute or less a reviewer can be taught
the foundation behind the study, common approach to the problem, relevant results, and significant conclusions or new questions.

Write your summary when your paper is completed because how can you write the summary of anything which is not yet written?
Wealth of terminology is very essential in abstract. Yet, use comprehensive sentences and do not let go readability for briefness. You can
maintain it succinct by phrasing sentences so that they provide more than lone rationale. The author can at this moment go straight to
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shortening the outcome. Sum up the study, with the subsequent elements in any summary. Try to maintain the initial two items to no
more than one ruling each.

Reason of the study - theory, overall issue, purpose

Fundamental goal

To the point depiction of the research

Consequences, including definite statistics - if the consequences are quantitative in nature, account quantitative data; results
of any numerical analysis should be reported

e  Significant conclusions or questions that track from the research(es)

Approach:

Single section, and succinct

As a outline of job done, it is always written in past tense

A conceptual should situate on its own, and not submit to any other part of the paper such as a form or table
Center on shortening results - bound background information to a verdict or two, if completely necessary
What you account in an conceptual must be regular with what you reported in the manuscript

Exact spelling, clearness of sentences and phrases, and appropriate reporting of quantities (proper units, important statistics)
are just as significant in an abstract as they are anywhere else

Introduction:

The Introduction should "introduce" the manuscript. The reviewer should be presented with sufficient background information to be
capable to comprehend and calculate the purpose of your study without having to submit to other works. The basis for the study should
be offered. Give most important references but shun difficult to make a comprehensive appraisal of the topic. In the introduction,
describe the problem visibly. If the problem is not acknowledged in a logical, reasonable way, the reviewer will have no attention in your
result. Speak in common terms about techniques used to explain the problem, if needed, but do not present any particulars about the
protocols here. Following approach can create a valuable beginning:

®  Explain the value (significance) of the study

e  Shield the model - why did you employ this particular system or method? What is its compensation? You strength remark on its
appropriateness from a abstract point of vision as well as point out sensible reasons for using it.

®  Present a justification. Status your particular theory (es) or aim(s), and describe the logic that led you to choose them.

e  Very for a short time explain the tentative propose and how it skilled the declared objectives.

Approach:

®  Use past tense except for when referring to recognized facts. After all, the manuscript will be submitted after the entire job is
done.

e  Sort out your thoughts; manufacture one key point with every section. If you make the four points listed above, you will need a
least of four paragraphs.

®  Present surroundings information only as desirable in order hold up a situation. The reviewer does not desire to read the
whole thing you know about a topic.

®  Shape the theory/purpose specifically - do not take a broad view.

® Asalways, give awareness to spelling, simplicity and correctness of sentences and phrases.

Procedures (Methods and Materials):

This part is supposed to be the easiest to carve if you have good skills. A sound written Procedures segment allows a capable scientist to
replacement your results. Present precise information about your supplies. The suppliers and clarity of reagents can be helpful bits of
information. Present methods in sequential order but linked methodologies can be grouped as a segment. Be concise when relating the
protocols. Attempt for the least amount of information that would permit another capable scientist to spare your outcome but be
cautious that vital information is integrated. The use of subheadings is suggested and ought to be synchronized with the results section.
When a technique is used that has been well described in another object, mention the specific item describing a way but draw the basic
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principle while stating the situation. The purpose is to text all particular resources and broad procedures, so that another person may
use some or all of the methods in one more study or referee the scientific value of your work. It is not to be a step by step report of the
whole thing you did, nor is a methods section a set of orders.

Materials:
®  Explain materials individually only if the study is so complex that it saves liberty this way.
®  Embrace particular materials, and any tools or provisions that are not frequently found in laboratories.
® Do not take in frequently found.
e  |f use of a definite type of tools.

®  Materials may be reported in a part section or else they may be recognized along with your measures.

Methods:

e  Report the method (not particulars of each process that engaged the same methodology)

®  Describe the method entirely

®  To be succinct, present methods under headings dedicated to specific dealings or groups of measures

e  Simplify - details how procedures were completed not how they were exclusively performed on a particular day.
e If well known procedures were used, account the procedure by name, possibly with reference, and that's all.

Approach:

® |t is embarrassed or not possible to use vigorous voice when documenting methods with no using first person, which would
focus the reviewer's interest on the researcher rather than the job. As a result when script up the methods most authors use
third person passive voice.

e  Use standard style in this and in every other part of the paper - avoid familiar lists, and use full sentences.

What to keep away from

®  Resources and methods are not a set of information.
e  Skip all descriptive information and surroundings - save it for the argument.
®  Leave out information that is immaterial to a third party.

Results:

The principle of a results segment is to present and demonstrate your conclusion. Create this part a entirely objective details of the
outcome, and save all understanding for the discussion.

The page length of this segment is set by the sum and types of data to be reported. Carry on to be to the point, by means of statistics and
tables, if suitable, to present consequences most efficiently.You must obviously differentiate material that would usually be incorporated
in a study editorial from any unprocessed data or additional appendix matter that would not be available. In fact, such matter should not
be submitted at all except requested by the instructor.

Content
®  Sum up your conclusion in text and demonstrate them, if suitable, with figures and tables.
®  In manuscript, explain each of your consequences, point the reader to remarks that are most appropriate.
®  Present a background, such as by describing the question that was addressed by creation an exacting study.
®  Explain results of control experiments and comprise remarks that are not accessible in a prescribed figure or table, if

appropriate.
e  Examine your data, then prepare the analyzed (transformed) data in the form of a figure (graph), table, or in manuscript form.
What to stay away from
® Do not discuss or infer your outcome, report surroundings information, or try to explain anything.
®  Not at all, take in raw data or intermediate calculations in a research manuscript.
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® Do not present the similar data more than once.
®  Manuscript should complement any figures or tables, not duplicate the identical information.
®  Never confuse figures with tables - there is a difference.
Approach
e Asforever, use past tense when you submit to your results, and put the whole thing in a reasonable order.
e  Put figures and tables, appropriately numbered, in order at the end of the report
e [f you desire, you may place your figures and tables properly within the text of your results part.
Figures and tables
e If you put figures and tables at the end of the details, make certain that they are visibly distinguished from any attach appendix
materials, such as raw facts
®  Despite of position, each figure must be numbered one after the other and complete with subtitle
® In spite of position, each table must be titled, numbered one after the other and complete with heading
e  All figure and table must be adequately complete that it could situate on its own, divide from text
Discussion:

The Discussion is expected the trickiest segment to write and describe. A lot of papers submitted for journal are discarded based on
problems with the Discussion. There is no head of state for how long a argument should be. Position your understanding of the outcome
visibly to lead the reviewer through your conclusions, and then finish the paper with a summing up of the implication of the study. The
purpose here is to offer an understanding of your results and hold up for all of your conclusions, using facts from your research and
generally  accepted information, if  suitable. The implication of  result should be  visibly  described.
Infer your data in the conversation in suitable depth. This means that when you clarify an observable fact you must explain mechanisms
that may account for the observation. If your results vary from your prospect, make clear why that may have happened. If your results
agree, then explain the theory that the proof supported. It is never suitable to just state that the data approved with prospect, and let it
drop at that.

®  Make a decision if each premise is supported, discarded, or if you cannot make a conclusion with assurance. Do not just dismiss
a study or part of a study as "uncertain."

®  Research papers are not acknowledged if the work is imperfect. Draw what conclusions you can based upon the results that
you have, and take care of the study as a finished work

You may propose future guidelines, such as how the experiment might be personalized to accomplish a new idea.

Give details all of your remarks as much as possible, focus on mechanisms.

Make a decision if the tentative design sufficiently addressed the theory, and whether or not it was correctly restricted.
Try to present substitute explanations if sensible alternatives be present.

One research will not counter an overall question, so maintain the large picture in mind, where do you go next? The best
studies unlock new avenues of study. What questions remain?

®  Recommendations for detailed papers will offer supplementary suggestions.
Approach:

®  When you refer to information, differentiate data generated by your own studies from available information
®  Submit to work done by specific persons (including you) in past tense.

®  Submit to generally acknowledged facts and main beliefs in present tense.

ADMINISTRATION RULES LISTED BEFORE
SUBMITTING YOUR RESEARCH PAPER TO GLOBAL JOURNALS INC. (US)

Please carefully note down following rules and regulation before submitting your Research Paper to Global Journals Inc. (US):

Segment Draft and Final Research Paper: You have to strictly follow the template of research paper. If it is not done your paper may get
rejected.
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The major constraint is that you must independently make all content, tables, graphs, and facts that are offered in the paper.
You must write each part of the paper wholly on your own. The Peer-reviewers need to identify your own perceptive of the
concepts in your own terms. NEVER extract straight from any foundation, and never rephrase someone else's analysis.

Do not give permission to anyone else to "PROOFREAD" your manuscript.

Methods to avoid Plagiarism is applied by us on every paper, if found guilty, you will be blacklisted by all of our collaborated
research groups, your institution will be informed for this and strict legal actions will be taken immediately.)

To guard yourself and others from possible illegal use please do not permit anyone right to use to your paper and files.
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Please note that following table is only a Grading of "Paper Compilation" and not on "Performed/Stated Research" whose grading
solely depends on Individual Assigned Peer Reviewer and Editorial Board Member. These can be available only on request and after

CRITERION FOR GRADING A RESEARCH PAPER (COMPILATION)
BY GLOBAL JOURNALS INC. (US)

decision of Paper. This report will be the property of Global Journals Inc. (US).

Abstract

Introduction

Methods
Procedures

Discussion

References

XIX

Grades

Clear and concise with
appropriate content, Correct

format. 200 words or below

Containing all background
details with clear goal and
appropriate  details, flow
specification, no grammar
and spelling mistake, well
organized sentence and

paragraph, reference cited

Clear and to the point with
well arranged paragraph,
precision and accuracy of
facts and figures, well

organized subheads

Well organized, Clear and
specific, Correct units with
precision, correct data, well
structuring of paragraph, no
grammar and spelling
mistake

Well organized, meaningful
specification, sound
conclusion, logical and
concise explanation, highly

structured paragraph
reference cited
Complete and correct

format, well organized

Unclear summary and no
specific data, Incorrect form

Above 200 words

Unclear and confusing data,
appropriate format, grammar
and spelling errors with
unorganized matter

Difficult to comprehend with
embarrassed text, too much
explanation but completed

Complete and embarrassed
text, difficult to comprehend

Wordy, unclear conclusion,
spurious

Beside the point, Incomplete

E-F

No specific data with ambiguous
information

Above 250 words

Out of place depth and content,
hazy format

Incorrect  and unorganized

structure with hazy meaning

Irregular format with wrong facts
and figures

Conclusion is not  cited,
unorganized, difficult to

comprehend

Wrong format and structuring
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