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Abstract -

 

This paper is an attempt to highlight operational deficiencies in the execution of 
educational reforms in UAE with relation to academic leadership. However, this study concluded 
that UAE is not ready for the change of this magnitude because of its rigid culture.    
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Teacher Leadership and Educational Reforms in 
UAE 

Syed Nadeem Abbas 

I. Introduction 

eacher is a leader because; he has the 
responsibility to change the perception of his 
students in order to transform them into better 

future citizens of a society. However, professors are the 

II. Problem Statement and Methodology 

   

III. Purpose of The Study 

The fundamental purpose of this study is to 
provide a firm theoretical base for a detailed future 
empirical study that will quantify “the impact of 

IV. Literature Review 

At the same time, teacher also posses the duty 
to bless his students with confidence but, for the 
accomplishment of this responsibility teacher should be 
given job autonomy, so that he can plan his lectures 
and other  related  activities  in  a  meaningful  way.  It is  

 

Author :
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E-mail : ndhaider2000@yahoo.com 

believed by management scholars that leadership can 
only be practiced in a decentralized chain of command. 
However, in Muslim countries, indigenous collectivist 
culture has made educational innovation a dream 
because; parents want a preplanned future for their 
children. In this fashion, hindering the teachers’ ability to 
differentiate them in an international environment, where 
creativity is a premium skill, which is deliberately 
abolished by elders in Muslim countries.  

Nevertheless, UAE educational ministry has 
taken some notable steps recently in order to bring 
educational industry of the country in accordance with 
international standards. However, UAE and other Muslim 
nations are far away from true educational development 
because, in these societies, individuals have not been 
permitted to achieve their personal goals, rather than 
they are supposed to follow the obsolete social 
mechanism of collectivism thus, killing the creativity of 
individuals, so that they can be assimilated in the 
society.  

In above-mentioned societies, teachers cannot 
innovate with their teaching methodologies because of 
rigid cultural aspects, which do not permit people to 
think differently. Additionally, when people do think 
differently they are considered as mentally ill. So nobody 
listens to them, due to this ruthless societal behavior 
people fear from thinking differently, therefore creativity 
always come from enlightened nations of west.  

However, in developed nations, it is a well-
preserved tradition to train teachers in art of advanced 
leadership, so that they can exercise it during practicing 
their profession (Coombe, 2009). These institutions are 
providing able teaching staff for world-renowned 
universities and institutions for number of centuries. 
Arab communities are turning towards educational 
activities and developed culture of collective learning in 
order to build up their viable human capital in 
educational sector for the future (Al-Taneiji, 2010). 
Nevertheless, these steps are proving ineffective in 
terms of achieving their objectives due to a rigid macro 
culture of the Arab communities that is not ideally 
conducive towards intellectual endeavors. Incompetent 

T 
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Abstract - This paper is an attempt to highlight operational 
deficiencies in the execution of educational reforms in UAE 
with relation to academic leadership. However, this study 
concluded that UAE is not ready for the change of this 
magnitude because of its rigid culture.

ones who have the most permanent impact on the lives 
of their students, pertaining to this fact teachers often 
have to foresee the future demands of their respective 
fields. So that they can train their students according to 
the changing demands of the market therefore, it can be 
assumed that leadership is one of the prime duties of a 
teacher.

The cultural and contextual outlook of UAE does 
not provide an environment that is ideal for the 
propagation of academic leadership because, teaching 
is considered as an inferior profession in Arab world 
thus, preventing teachers from exercising leadership. In 
this kind of scenario, million-dollar investment in 
educational sector is a waste because; it will be unable 
to change the prehistoric mindset of Arabs towards 
education.    

The major problem that this study wants to 
analyze stems from the impact of introduction of 
educational reforms in UAE educational system upon 
the due ability of teachers to demonstrate effective 
leadership. However, to analyze the problem, this paper 
will review the existing literature on the topic and register 
findings in coming stages.

educational reforms UAE on teachers’ capacity for 
leadership”. 



 

 

capital of the nation (Larrabee & Morehead, 2010). In 
the light of this observation, Arab nations are more 
committed towards wealth accumulation than strategic 
national planning. Along with this, they are also loyal to 
preserve outdated way of life, which clearly does not 
belong to the modern era of 21st century.  

In addition to all else, nationalism is also playing 
its due role in restricting youth from educating in modern 
forms of knowledge because, this concept motivates the 
people of Arab to consider themselves as divine race, 
which causes a significant cultural hindrance in terms of 
accepting a foreigner as a teacher. Thus, fresh 
knowledge is not pumping into the Arabian society.  

On the other hand, religious outfit of Islam is 
believed to be against the education of females and 
middle class, which obstruct the mental growth of these 
fundamental factions of Arab society (Kirk, 2009). 
Nevertheless, in reality Islamic teachings are explicitly 
supportive towards education of Muslims. Therefore, it is 
logical to assume that modern Islamic scholars are 
incapable of understanding and translating Islamic 
teaching in accordance with the norms of 21st century.       

   Nonetheless, Arab countries need 
educationists who should dedicate themselves towards 
their profession in order to develop massive intellectual 
base for their countries. However, this objective cannot 
be achieved without heightened emotional intelligence, 
so that professors can withstand raw hatred from 
majority of the people around them (Gallagher, 2011). 
Therefore, training female staff in teaching is imperative 
for the educational development of Arab states 
because, females are used to handle hatred due to their 
ability to control their emotions effectively. On the other 
hand, finding and training lefthanders in educating 
others is also very important because, research   
considers these individuals with abnormal power of 
creativity and persuasion, which make them ideal to 
become effective leaders.        

Another important facet of Arab nations is their 
dying out middle economical class that is responsible to 
execute the ideas of innovation (Khondker, 2011). But, 
the phenomenon of unequal distribution of wealth 
slimmed the middle class of these nations thus, 
depleting the ability to innovate in Arabians; therefore, 
they are importing human talent from other countries. 

developing Emirates because; they have their personal 
agendas to fulfill. These individuals are working in giant 
oil companies that are extracting oil from Arab world for 
considerable time. Thus, this observation implied the 

presence of foreigner professionals that are leaning onto 
natural resources of Arab. Thus, this paper foresaw the 
economical destruction of Arab because of unqualified 
local population.    

In parallel, teacher educational programs are 
not designed to empower them, but these are designed 
to make teachers realize their limitations, under this 
perception, trainers subliminally attempt to discourage 
their student teachers with creativity because they 
consider them as a threat to their own positions (Aubrey 
& Coombe, 2010). This trend amplified another demon 

Importantly, Arab culture is apparently not 
conducive for research because of, its lack of objective 
and logical thinking (Smith, 2012). Therefore, few vocal 
people are controlling the destiny of other ones. In the 
light of this argument, it is suggested to introduce 
research activities during early years of schooling in 
order to foster evidence based thinking in youngsters. 
Along with this, local transformational leaders are 
required who can bring rapid and effective cultural 
change. However, this process may take a considerable 
time in achieving its objectives. 

In addition, students are often expecting their 
teachers to practice increased degree of leadership 
through influencing their lives therefore; they usually 
have an urge to develop personal relations with their 
teachers. On the other hand, students feel betrayed by 
observing human characteristics in their tutors because, 
pupils are often found considering their teachers 
heavenly , through taking this 
observation into account, it is suggested that teachers 

their students, so that the students can follow their 
footsteps during their practical life. Furthermore, 
changing the perception of education is a daunting task 
despite substantial investment because; financial 
sources can only provide physical setting for training. 
But, a psychological side will be made available by 

V. Research Question 

The research question that this study intends to 
answer is “What is the long term relationship between 
educational reforms in UAE with local teachers’ ability to 
demonstrate effective academic leadership?” 

Teacher Leadership and Educational Reforms in UAE
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politicians rule Arab and other Muslim nations due to 
this reason, they do not support intellectual growth of 

their ruling, consequently devastating the intellectual 

the nation because, they consider enlightened people 
as a threat to their reign therefore, suppressing 
educated and open-minded people in order to save 

However, these foreigners are not committed towards 

of Arabian culture, which is professional jealousy that 
influenced authoritative individuals to suppressing able 
youngsters in order to prolong their own career. 

should provide viable and logical role model in front of 

professionals. (Macpherson, Kachelhoffer, & Nemr, 
2007, therefore) It will be wise for the reform committee 
to hire local and foreigner professionals for the training 
of teaching staff in terms of leadership and other related 
concepts because, in this way, the content of the 
program will appeal to both nationalists and modernists. 
The major characteristic of teachers’ professional 
excellence program, which will play a significant role in 
succeeding it, lies in persistence.  



 

 

At the same time, this reform initiative will be 
sabotaged in its early stage because, authoritative 
individuals will consider it as a threat for their current 
positions thus, will abolish it on the first sign of trouble.  

However, empowerment of teachers is a 
prerequisite of successfulness of these educational 
reforms, which is unfortunately considered as an alien 
concept in Muslim world, where (beg your pardon) 
losers are supposedly teach. Under this false perception 
of teaching profession, people do not respect teachers. 
This same phenomenon of hatred and humility will lead 
the people of UAE towards protesting upon the idea of 
empowering teachers. In this fashion, millions of dollars 
will be lost and as a result, teachers will suffer loss of 
confidence, therefore experience a steep decline in job 
performance. Thus, this reform will be the cause of 

VII. Recommendations 

VIII. Conclusion 

This paper viewed educational reforms in UAE 
in context of teacher leadership and concluded that the 
pace of educational change in UAE is too high thus; it is 
not blessing the participants with an opportunity to 
catch their breath therefore, this campaign is 
significantly prone to the possibility of sabotage 
because, it did not take everybody on board before 
initialization. In this way, people and the managerial staff 

empowerment in order to save their authoritative 
positions.  

On the other, collectivist culture of UAE is 
hindering the capability of teaching staff in terms of 
leadership because; they are expected to follow 
established and traditional ways of teaching. Thus, 

At the same time, Arabian culture is mainly 
nationalist in nature, due to this reason, people are not 
conducive towards accepting foreigners as teachers 

Based on whole discussion, educational 
innovation in Arabian culture is a far cry because, of the 
rigidness of Arabian mindset, which is an active cause 
for educational and technological incompetency in Arab. 
This trend can be observed through increasing 
outsourcing of the critical functions in UAE to external 

  

 

IX. Limitations 

This paper however, cannot deploy rigorous 
research techniques in order to back up its assumptions 
and findings. The major reasons for these deficiencies 

developed this paper by basing it on the review of 
current literature, so that it can provide a viable base for 
a detailed empirical future study on the topic concerned.   
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VI. Findings 

This paper’s findings are quite alarming for the 
financers of educational reform campaign because, this 
research believes that UAE is not ready for a change of 
this magnitude because, it is not an educational change 
but it is a cultural one therefore, government should 
divide it into various steps.  

creating more problems than it will help solve.    

On the other hand, this paper is in favor of 
sending capable and committed educationists on 
foreign training, so that they can align their skill set with 
international standards. In the second phase of the 
project, these individuals should be given an opportunity 
to share their knowledge and experience with other 
professionals. This exercise will result in growing 
support for reforms because; foreign training not only 
fulfils psychological needs, but also takes care of 
physiological needs. Therefore, more people will 
become interested in this program. Thus, will provide
initial pool of individuals for which international 
consultants can be invited for training. In this way, 
resistance to change can also be minimized. In the light 
of above discussion, snail’s pace is required in 
conducting reforms in educational sector of UAE 
because of, locals’ virtually nonexistent interest in 
education.      

are not purely committed to the idea of teacher 

rendering UAE as a place where teaching innovations 
are highly unlikely.  

therefore, fusion of new knowledge in the culture of Arab 
is proving quite a challenge for governmental 
authorities.

contractors. In this way UAE’s local middle class 
vanished over the past few years because of this 
reason, innovation in any field is highly unlikely in near 
future. Pertaining to the above condition educational 
leadership is a dream until and unless macro culture of 
the society can be transformed into individualistic one in 
order to instate teachers as legitimate leaders. In short, 
unplanned execution of educational reforms will further 
limit teachers’ ability to exercise academic leadership.

are lack of financial resources and time; therefore, I 
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The research presents a descriptive study with empirical evidence which enquired the 
association between need for achievement and risk Adaptiveness among entrepreneurs. Study 
explores the fact, how need for achievement appetite ignites the desire for risk taking among 
entrepreneurs. For the purpose of survey a sample of 100 entrepreneurs, 50 each from small and 
large scale enterprises, were taken. Results of study exhibited that need for achievement was 
major factor to influence the degree of risk Adaptiveness among entrepreneurs. Mean value for 
Risk Adaptiveness among small scale entrepreneurs was (M = 14.86) whereas for large scale 
entrepreneurs was (M = 22.68). It was clear from the mean value of Risk Adaptiveness that the 
large scale entrepreneurs were more adaptive to the risk in comparison to small scale 
entrepreneurs. These findings have also been supported by the t value (t = 9.391, p < 0.01). 
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Need for Achievement an Antecedent for Risk 
Adaptiveness Among Entrepreneurs 

Rishipal  & Nidhi Jain  

AAbstract - The research presents a descriptive study with 
empirical evidence which enquired the association between 
need for achievement and risk Adaptiveness among 
entrepreneurs. Study explores the fact, how need for 
achievement appetite ignites the desire for risk taking among 
entrepreneurs. For the purpose of survey a sample of 100 
entrepreneurs, 50 each from small and large scale enterprises, 
were taken. Results of study exhibited that need for 
achievement was major factor to influence the degree of risk 
Adaptiveness among entrepreneurs. Mean value for Risk 
Adaptiveness among small scale entrepreneurs was (M = 
14.86) whereas for large scale entrepreneurs was (M = 22.68). 
It was clear from the mean value of Risk Adaptiveness that the 
large scale entrepreneurs were more adaptive to the risk in 
comparison to small scale entrepreneurs. These findings have 
also been supported by the t value (t = 9.391, p < 0.01). The 
mean score of need for achievement among small scale 
entrepreneurs (M = 26.78) was less than the mean score of 
large scale entrepreneurs (M =36.18) which shows that small 
scale entrepreneurs has lesser degree for need for 
achievement in comparison to large scale entrepreneurs. 
These findings were also supported by t value (t = 5.478, p < 
0.01). The correlation between two variables of risk 
Adaptiveness and need for achievement for small scale 
entrepreneurs was (r = .421, p < 0.405), which shows a 
positive but non-significant relationship between risk 
Adaptiveness and need for achievement among small scale 
entrepreneurs. This positive and non-significant correlation 
was also approved by the F value (F = .552, p < 0.743). 
Whereas the correlation value between risk Adaptiveness and 
need for achievement among large scale entrepreneurs was (r 
= 0.687, p < 0.316) which have shown a positive and high 
degree of correlation between risk Adaptiveness and need for 
achievement. The values were also supported by the F value 
(F = 0.576, p < 0.759). 
Keywords : Risk Adaptiveness, Need for Achievement, 
Entrepreneurs. 

I. Introduction 

a) Risk Adaptiveness 

isk is a state of mind developed by the situation, 
when something valuable is on stake in a 
challenging and uncertain environment. Risk 

inducing situations or circumstances are resultant of 
combined feeling of fear, excitement, uncertainty, 
insecurity, danger, threat, pressure and expectation for 
loss.   There     are     various    factors,    circumstances,  
 
Author  : Indus Institute of Engineering & Technology, Jind (affiliated 
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situations, duties, responsibilities and events which can 
induce different type of risks in day to day work life. Risk 
is an uncertain event or condition, if occurs, has a 
positive or negative consequential effect on individual. 
The degree of risk in individual’s work life may differ but 
no one can be identified and specified as a person, 
working in a risk free environment. A businessman’s or 
entrepreneur’s work life is always full of different kind of 
risks. One of the definitions of business is “the process 
of taking risk and converting it into profit”. Or simply, 
“logical and rational risk in business is equal to profit”. 
One of the prime and important characteristics of 
entrepreneur is 'Risk Taker' . Relationship of risk and 
entrepreneur is always positive and very significant. 
Without risk, business is not possible; starting from the 
commencement of business to the reception of profit 
(dividend), every moment of business is full of risk 
creating circumstances. So for the successful 
establishment, conduction and management of the 
business, an entrepreneur should be adaptable to risk. 
In other words, an entrepreneur should have a strong 
trait of  'Risk Adaptiveness'.  Risk Adaptiveness may be 
defined as the psychological trait which empowers 
entrepreneurs to remain least affected by the negative 
consequential effects of the risk taking in business. It 
may also be explained as the effectiveness and 
capability of an entrepreneur by virtue of which 
entrepreneur is rationally affected by the resulting 
negative elements of risk taking such as fear, 
excitement, uncertainty, insecurity, danger, threat, 
pressure and expectation for loss. 

A human being is considered to be in the state 
of needlessness/equilibrium when feeling satisfied and 
has no urge/desire.  In  other words  human need is 
considered as a psychologically and biologically 
disturbed state of individual. This disturbance may 
happen because of internal urge, dissatisfaction, and 
deficiency or external environmental stimulus. If a 
person is feeling hungry, this is an internal urge, which is 
forces  the organism to feel the need for food. On the 
other hand, if the environmental temperature has gone 
very low, then this external environmental stimulus will 
force  the individual to feel the need of warm cloths. 
Once there is need, individual will try to achieve its 
consequential satisfaction. In childhood, human needs 
are taken care by the family and society but during 
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b) Need for Achievement



adulthood individual has to manage the satisfaction of 
the needs by individual’s personal efforts. 

David McClelland (1961) and his associates 
have proposed McClelland’s Theory of 
Needs/Achievement Motivation Theory. This theory 
states that human behavior is affected by three needs – 
Need for Power, Achievement and Affiliation. Need for 
achievement is the urge to excel, to accomplish in 
relation to a set of standards, to struggle for success. 
Need for power is the desire to influence others behavior 
as per personal wish. In other words, it is the desire to 
have control over others and to be influential. Need for 
affiliation is a need for open and sociable interpersonal 
relationships. It is a desire for relationship based on co-
operation and mutual understanding. 

The individuals with high achievement needs 
are highly motivated by competing and challenging work 
such as business and entrepreneurship. They look for 
promotional opportunities. They have a strong urge for 
feedback on their achievement (Mc Clelland, 1961). 
Such individuals try to get satisfaction in performing 
things better. High achievement is directly related to 
high performance. McClelland called such individuals as 
gamblers (risk takers) as they set challenging targets in 
unforeseen circumstances for themselves and they take 
deliberate risk to achieve those set targets. Such 
individuals look for innovative ways of performing job. 
They perceive achievement of goals as a reward, and 
value it more than a financial reward. The individuals 
who are motivated by power have a strong urge to be 
influential and controlling. They want their views and 
ideas should dominate and thus, they want to lead. 
Such individuals are motivated by need for reputation 
and self-esteem. Individuals with greater power and 
authority will perform better than those possessing less 
power. The individuals who are motivated by affiliation 
have an urge for a friendly and supportive environment. 
Such individuals are effective performers in a team. 
These people want to be liked by others. 

If we compare the characteristics of an 
entrepreneur especially with reference to risk 
adaptiveness and various elements of need for 
affiliation, power and achievement, there are lot of 
commonness, similarities and resemblances such as 
desire for high achievement, high performance, ready to 
accept challenges in unforeseen circumstances, 
interested to take deliberate risk and working with 
innovative ways. The similarities and resemblances of 
such psychological traits ignite the desire to find out the 
relationship among the very dominating traits of risk 
adaptiveness and need for achievement in 
entrepreneurs.   

Review of Literature 

Connie Irne Reimers-Hild (2005), this study 
tested a theoretical framework designed to examine the 

characteristics of adult distance learners through the 
lens of entrepreneurship. The proposed framework 
suggested a relationship between entrepreneurial 
personality, determined by the combined score of locus 
of control, need for achievement and risk taking 
propensity, and success (cumulative grade point 
average) and persistence (number of credit hours 
completed via distance) in the academic environment. 
The variables of gender and age and the moderating 
variables of personal fulfillment, professional/career 
advancement and pleasing someone other than self 
were also studied. Simple linear regression revealed that 
there was not a statistically significant relationship 
between entrepreneurial personality and success (N = 
310) or persistence (N = 342). Multiple regression 
analysis determined that locus of control, need for 
achievement and risk taking propensity did not have 
statistically significant relationships with success or 
persistence. Simple linear regression analysis 
determined that there were statistically significant 
differences between age, locus of control and risk taking 
propensity (N = 343). There were no statistically 
significant relationship between age and entrepreneurial 
personality or need for achievement. An independent t-
test revealed significant differences in the score of 
entrepreneurial personality, locus of control and risk 
taking propensity for females (N =204) and males (N = 
137). No statistically significant differences were 
observed in need for achievement scores for female and 
male participants. 

Touchey, JohnC.; Villemez, Wayne J., (1975) 
conducted an experiment with 95 college students. To 
clarify the role of attribution processes in achievement 
behavior, the effects of self-rated task ability and effort 
or ability inducing task instructions were examined in a 
replication and extension of previous findings on 
achievement motivation and risk-taking preferences. 
Independent of need achievement, it was found that Ss 
low in task ability consistently selected more 
intermediate risks than high-ability Ss and a predicted 3-
way interaction (p < .001) established that differences in 
risk taking preferences among low-need achievers were 
moderated by ability instructions, while differences 
among high-need achievers were moderated by effort 
instructions. The implications of the findings for previous 
studies on personality correlates of achievement 
motivation are discussed and it is proposed that self-
Judgment of ability among high and low need achievers 
are determined by different attributional processes. 

Shouming Chen, Xuemei Su, Sibin Wu (2012) 

entrepreneurial risk-taking behavior, using the 2 tests of 
entrepreneurial behavior theory (desirability and 
feasibility) to investigate how need for achievement and 
education interact to influence risk-taking propensity. 
Using data collected from 230 nascent entrepreneurs in 
a mid-western state in the USA, researchers tested 2 
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Researchers examined which factor lead to 

II.



hypotheses and found empirical evidence to support the 
2 tests theory. The results showed that entrepreneurs 
with high need for achievement and who had received 
higher education were more willing to take risks than 
were entrepreneurs with low need for achievement and 
who had not received higher education.  

Sibin Wu, Mathews, Grace k. Dagher, (2007) 
The purpose of the study is to employ the need theory to 
investigate whether a need for achievement has an 
effect on persistence behavior among entrepreneurs 
and whether a need for achievement and business 
goals interact to influence such persistence. A 
longitudinal study of nascent entrepreneurs was 
conducted by a field survey in a metropolitan area of a 
mid-western state in the USA. Logistic regression was 
used to test the hypotheses. Need for achievement is 
found to be positively related to entrepreneurial 
persistence. Business goals are found to moderate the 
relationship between need for achievement and 
persistence. 

Need for Study 

Entrepreneurship includes a set of specific 
characteristics in which need for achievement and risk 
adaptiveness are prominent. Present study has 
investigated the relationship between risk adaptiveness 
and need for achievement among entrepreneurs. Before 
conducting this study an extensive literature survey was 
conducted to find out the related research work but no 
such study was found, especially with reference to 
Indian entrepreneurs work culture, conditions and 
context. So this study was planned. Findings of the 
study will support the researchers and managers to 
understand the basic relationship between the risk 
adaptiveness and need for achievement. These findings 
will further help the industry and academia to groom and 
develop efficient and effective entrepreneurs. 

Objectives of Study 

1. To find out the degree of need for achievement 
among entrepreneurs. 

2. To evaluate the entrepreneurs for the magnitude of 
risk adaptiveness. 

3. To find out the relationship between the variables of 
need for achievement, risk adaptiveness among 
entrepreneurs. 

Hypothesis 

1. Effective entrepreneurs have high degree of need 
for achievement. 

2. There is higher magnitude of risk adaptiveness 
among entrepreneurs. 

3. There is positive association between need for 
achievement, risk adaptiveness and entrepreneurs. 

  

 Research
 
Methodology 

Method & Sample
 
: Total 100 subjects, 50 each 

from small and large scale industries (organizations) 
involved in the production of goods and services were 
chosen randomly on availability basis. Selected subjects 
were tested for their dimensions of need for 
achievement and risk adaptiveness. Entrepreneurs were 
tested by using questionnaire method and data was 
collected. Entrepreneurs were tested for risk 
adaptiveness and need for achievement by using Risk 
Adaptiveness Test (RAT) developed by Rishipal & Jain, 
N (2012) and Achievement Motive Test (AMT) 
developed by

 
Bhargava, V.P. (1994). Collected data was 

arranged and presented in tabular form and analyzed by 
using SPSS software.

 Tools
 

: Following questionnaire based 
measuring scales were used to collect the data for Risk 
Adaptiveness and Need for Achievement from the 
selected sample of entrepreneurs:

 
1) Risk Adaptiveness Test (RAT) developed by Rishipal 

& Jain, N (2012) was used for risk adaptiveness. 
The reliability by Cronbach’s alpha method for Risk 
Adaptiveness Test was found to be Cronbach’s 
alpha 

 
= 0.722 (no. of items = 36) when tested on 

different type of samples.
 2) Achievement Motive Test (AMT) developed by 

Bhargava, V.P. (1994) of need for achievement. The 
index of reliability of Need for Achievement was 
found 

 
= 0.91 and the value of validity index was 

0.85.
 

Statistical Analysis
 
: Statistical techniques such 

as mean, standard deviation, t-value, correlation (by 
using Karl Pearson) and F value etc. were found out by 
using the SPSS software to extract out various findings 
and results. For comparing the variables of need for 
achievement and risk adaptiveness Karl Pearson’s 
coefficient of correlation was used. Findings of the 
results have been discussed in the light of existing 
literature.

 
Results and Discussion 

Table: 1 shows the mean values for Risk 
Adaptiveness and Need for Achievement for small and 
large scale entrepreneurs. Mean value for Risk 
Adaptiveness among small scale entrepreneurs is 14.86 
whereas for large scale entrepreneurs was 22.68. Higher 
the mean, higher the characteristics of Risk 
Adaptiveness. So, it is clear from the mean value of Risk 
Adaptiveness that the large scale entrepreneurs were 
more adaptive to the risk in comparison to small scale 
entrepreneurs. 
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Table 1 : Descriptive statistical values for Risk Adaptiveness and Need for Achievement among small and large 
scale entrepreneurs 

Variables Groups N Range Mini. Max. Mean Std. 
deviation 

Std. Error 

Risk 
Adaptiveness 

Small Scale 
Entrepreneurs 

50 18 4 22 14.86 5.28382 .74725 

Large Scale 
Entrepreneurs 

50 23 3 26 22.68 2.59859 .36750 

Need for 
Achievement 

Small Scale 
Entrepreneurs 

50 34 10 44 26.78 9.9863 1.41228 

Large Scale 
Entrepreneurs 

50 24 23 47 36.18 6.89185 .97465 

Table 2 : Independent two sample T test for comparing the mean score of small and large scale entrepreneurs for 
Risk Adaptiveness and Need for Achievement. 

Variables t Df  significance  95% confidence interval of the 
difference  

Lower  Upper 
Risk 

Adaptiveness 
9.391 98  .001  12.80  5.99476  

Need for 
Achievement 

5.478 98  .001  9.4725  6.1674  

 
The findings that large scale entrepreneurs were 

more adaptive to the risk taking has also been 
supported by the findings of t values (t = 9.391, p < 
.01) exhibited in the Table (2). The t value has clearly 
shown that there was significant difference in the mean 
value of small and large scale entrepreneurs. The higher 
tendency of risk adaptiveness among large scale 
entrepreneurs might be because they are experienced, 
well exposed to various type of challenging situations 
and also having better and ample resources and 
support for the conduction of business. Carmen P. & 
Ramona, C. (2012) have revealed that it is very fruitful to 
consider the inclination towards risk taking as a 
determinant of the need for achievement. 

The mean score of need for achievement 
among small scale entrepreneurs (M = 26.78) was less 
than the mean score of large scale entrepreneurs (M = 

36.18) which shows that small scale entrepreneurs 
might be having lesser degree of need for achievement 
in comparison to large scale entrepreneurs. The t value 
(t = 5.478, p < .01) shown in the table (2) has also 
supported the results displayed in Table (1) as its p 
value is less than 0.05 which means that there was 
significant difference between mean of small and large 
scale entrepreneurs. The lower degree of need for 
achievement among small scale entrepreneurs might be 
the result of limited exposure, fearsome mental state 
and unavailability of resources. The study of Chen, 
Shouming; Su, Xuemei; Wu, Sibin (2012) has shown that 
entrepreneurs with high need for achievement and who 
had received higher education were more willing to take 
risk than were entrepreneurs with low need for 
achievement and who had not received higher 
education. 

Table 3 : The Correlation between Risk Adaptiveness and Need for Achievement among small and large scale 
entrepreneurs. 

Groups Correlation Significance 
Small Scale Entrepreneurs .421 .405 
Large Scale Entrepreneurs .687 .316 

Table 4 : The F value to analyze the variance of Risk Adaptiveness and Need for Achievement among small and 
large scale entrepreneurs. 

Groups Extraction sums of squared loadings df Sig.  

Total %  of variance 

Small Scale 
Entrepreneurs 

1.103 55.2 49 .743  

Large Scale 
Entrepreneurs 

1.153 57.6 49 .759  

 
Table (3) depicts the values for correlation 

between risk adaptiveness and need for achievement 
among small scale entrepreneurs and large scale 
entrepreneurs. The correlation between two variables of 

Need for Achievement an Antecedent for Risk Adaptiveness among Entrepreneurs
G
lo
ba

l 
Jo

ur
na

l 
of
 M

an
ag

em
en

t
an

d 
Bu

sin
es
s 
R
es
ea

rc
h 

V
ol
um

e 
 X

II 
Is
su

e 
X
X
II 

V
er

sio
n 

I

2

     
 

20
12

  
       
ea

r
Y

8

©2012 Global Journals Inc.  (US) 



risk adaptiveness and need for achievement for small 
scale entrepreneurs was r = .421, p < 0.405. The value 
of correlation (r = 0.421, p < 0.405) has shown a 
positive but non-significant relationship between risk 
adaptiveness and need for achievement among small 
scale entrepreneurs. This positive and non-significant 
correlation was also supported by the F value (F = 
0.552, p < 0.743) shown in Table (4). Most of the time 
small scale entrepreneurs are beginners so they might 

Whereas the correlation value between risk 
adaptiveness and need for achievement among large 
scale entrepreneurs was r = 0.687, p < 0.316. The 
value of correlation has shown a positive and high 
degree of correlation between risk adaptiveness and 
need for achievement among large scale entrepreneurs. 
The values have also been supported by the F value (F 
= 0.576, p < 0.759) displayed in Table (4). Large scale 
entrepreneurs have ample experience, exposure, 
resources, opportunities and expertise to invest. So, 
they might be having high degree of need for 
achievement and are ready to take risk. According to 
Christopher J. Collins, Paul J. Hanges & Edwin A. Locke 
(2004) achievement motivation was significantly 
correlated with both choice of an entrepreneurial carrier 
and entrepreneurial performance. 
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not be having requisite capability, potential, experience 
and exposure for the management of resources, and 
conduction of the business. Therefore the small scale 
entrepreneurs might have shown a slight positive but not 
a very high degree of significant co-relationship between 
risk adaptiveness and need for achievement. This 
finding may also be interpreted as, the small scale 
entrepreneurs might have shown high degree of need 
for achievement but they were not adaptive to the risk 
taking, being fearful of challenging, uncertain and 
unknown forthcoming business environment. 
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Large Trades on the Tunisian Stock Exchange: Downstairs 
Versus Upstairs Stock Markets    

 By  Monia Antar Limem & Jilani Faouzi
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Abstract -
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Large Trades on the Tunisian Stock Exchange: 
Downstairs Versus Upstairs Stock Markets 

Monia Antar Limem  & Jilani Faouzi 

AAbstract - This study examines the price impact differences 
between large trades routed to the central market and blocks 
traded on the upstairs market, on the Tunisian Stock 
Exchange. The results show that large transactions affect 
stock prices, whether they are routed upstairs or downstairs. In 
addition, these price impacts are quite different depending on 
where the execution takes place, especially around large 
sales. The results of empirical investigations also show that, 
when an upstairs market is governed by too restrictive rules 
and when brokers don’t have the reflex or avoid trading 
upstairs, block market does not necessarily improve cost 
execution. 
Keywords : upstairs market, fragmentation, cost 
execution, price impact, and trade difficulty. 

I. Introduction 

ith the development of the stock exchange 
markets, block trades became increasingly 
frequent and constitute a substantial fraction of 

the total exchange volume of shares on the most active 
markets around the word. For example, in the NYSE, 
51% of the exchange volume are carried out on 
transactions of at least 10 000 stocks, while in 1960, the 
block trades accounted only for 2% of the whole 
exchange's volume (Frino et al., 2003). This is also the 
case of the Australian Stock Exchange, where more than 
80% of the exchange volume is realized on pieces of 10 
000 shares and more (Anderson et al., 2006). In 
addition, on the Paris Bourse, the block market is an 
important source of liquidity. Indeed, approximately 67% 
of orders containing more than 10 000 shares of stocks 
are negotiated apart from the central market 
(Bessembinder and Venkataraman, 2004). This 
increased tendency to negotiate in blocks finds its origin 
in the proliferation of the activities of institutional 
investors. 

These large transactions can be carried out 
either at the central market or at the upstairs market. 
Although the access to upstairs market is subjected to 
restrictive conditions, block markets are able to survive 
and to develop. We even observed the development of 
new alternative exchange systems in order to negotiate 
large pieces of capital such as the applications; the 
crossing networks or the dark pools (Oriol, 2008). The 
success of these markets lies on the incapacity of the 
downstairs markets to respond to the modern 
requirements   arising   from   the   institutionalization  of  
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financial markets. In fact, in the order books, we face the 
following obstacles. First, there is a difficulty in finding 
adequate compensation, at any time. Secondly, the 
excessive transparency, which leads to mimetic 
behaviors, can break the exchange. Besides, any large 
order is considered as informed, because it is 
impossible to detect the true reasons of the exchange. 
Finally, the implicit execution costs are paradoxically 
higher for larger market actors (Riva, 2000).  

The characteristic of the block markets lies in 
the special work executed by block brokers, who can 
gather and share the inherent risks accompanied by the 
absorption of a large block (Burdett & O'Hara, 1987). 
Moreover, these upstairs brokers have information about 
the unexpressed demand and can thus find quickly the 
necessary pool to absorb a large block trade 
(Grossman, 1992). 

In addition, the block market can filter investors. 
Thus, only uninformed investors enter the upstairs 
market (Seppi, 1990). Based on these pioneers’ works, 
several empirical studies have been conducted over the 
last decade in different markets and across different 
periods in order to quantify and explain the impact of 
block trades on asset prices. 

It has been shown empirically, that large blocks 
are not without effects on the stock prices. Kraus and 
Stoll (1972) were the first to explain these price impacts. 
They are due either to the short-run liquidity costs, which 
mean that block initiator must make a price concession 
in order to bring the necessary counterpart. Alternatively, 
they are the result of price pressures due to the inelastic 
supply and demand curves. Lastly, the informational 
assumption stipulates that investors having superior 
information, prefer the negotiation of large blocks in 
order to exploit their informational advantage and thus 
block trades are regarded as conveying information. 

These price effects constitute the implicit costs 
undertaken by large investors.The literature has shown 
that trading on the upstairs market minimizes these 
costs (Madhavan and Cheng, 1997). This result has 
been also confirmedby Fong et Al (2004). In the same 
way, Bessembinder and Venkataraman (2004) find that 
large investors undertake only 20% of the execution 
costs that they would have supported while trading in 
the order book. 

The objective of this article is precisely to verify 
these assertions on a small emerging market, like the 
Tunis Stock Exchange where the access terms to the 

W 
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block market are even more restrictive than those, 
previously studied in the literature. 

II. Block Trades in the Tunisian Stock 
Exchange 

Tunisian Stock Exchange is a pure order-driven 
market where the confrontation of supply and demand 
orders is supposed to be executed in an electronic and 
blind order book, which respects the price and time 
priority. However, by similarity to the Paris market, the 
Tunisian Stock Exchange is a highly transparent 
structure where brokers observe in real time the 
quantities and prices of transactions. They also acquire 
information about the five best limits of the order book 
and their related agent codes. Such architecture as 
Muniesa (2003) explains it, makes possible the quick 
pass from the order book to the telephone for the 
execution of the large orders. The Tunisian Stock 
Exchange has created his upstairs market in 1997 in 
order to facilitate block trades. This market was 
operating only for fifteen minutes after the close of the 
central market, and the Normal Block Size (NBS) was 
arbitrarily fixed at 10 000 titles. Moreover, the market 
authorities may refuse a block trade if the depth of the 
order book allows a centralized execution. We have to 
add to this, the fact that in order to accept a 
decentralized execution, the stock must knew a 
movement in the central market for a minimal quantity of 
1000 shares for stocks traded on the continuous 
auctions and 500 shares for those traded on the call 
auction (fixing). 

However, the decree of April 15th, 2008, brings 
a revision to the regulation governing block trades. In 
this sense, the Minimum Amount of a Block (MAB) is set 
at 100,000 TND, and a block trade can take place either 
in the pre-opening period or during the continuous 
trading session. Besides, there was a repeal of the last 
two conditions cited above. Nevertheless, the block 
brokers have the obligation to fill the limit orders of the 
trading crowd. This is a considerable relief of the 
atmosphere on the block trading.  

III. Data and Descriptive Statistics 

In accordance with the article 88 of the General 
Regulation of the parquet, the Tunisian Stock Exchange 
specifies in its daily bulletin in addition to the date of the 
trading session, the opening price, the closing price, the 
highest and the lowest price as well as the exchanged 
volume, for all listed securities. 

Besides the daily bulletins, we extract data from 
the consolidated order book also called market by limit. 
This is composed for each financial instrument, of the 
five best limits of purchases classified in a decreasing 
order of prices, and of the five best limits for the sales 
classified in ascending order of prices. For each limit, 
the total quantity of the order book appears. 

Concerning block trades, the data extend from 
1 January 1999 to 30 November 2007. The data contain 
complete records describing all trades taking place in 
the upstairs market. The collected information provides 
for each block trade, the date, the code and the title of 
the security, as well as the price and the volume fields. 
Furthermore, it was possible to obtain information 
regarding brokers' codes except for 2006 and 2007. 

However, the data collected provides only the 
date as mentioned but not the precise time of the block 
trade. So, due to the absence of intraday data we don’t 
know exactly what time a specific transaction takes 
place and when a buyer and a seller decide to move to 
the upstairs market. We will thus work based on interday 
data. 

In addition to the above data, large on-market 
transactions' data were also collected. This data 
contains the date and exact time, code value, volume 
and price of each transaction. An on-market trade is 
assimilated to a block trade when the quantity traded 
equals or exceeds an NBS (set at 10,000 for all 
securities) and 100,000 TND. The NBS thus fixed, 
involves a considerable amount that can hardly find a 
counterpart within the quantity available at the best limit. 
Therefore, a block is often carried out in several slices 
representing different limits reached, and the marginal 
price is getting more and more unfavorable for the trade 
initiator. 

Empirically, a market order may be executed 
against a series of limit orders. That is why several 
successive and separate recordings in the database 
appear, while, in reality they are part of a single 
exchange. Consequently, a sequence of transactions is 
combined and thus treated as a unique exchange, while 
the records are on the same date and time. 

A first step is thus to aggregate the quantities of 
securities with several records at the same time and to 
calculate the weighted average price. Then, we only 
need to filter the data in order to obtain a sample in 
which quantity is at least one NBS, and the total volume 
is equal to or greater than 100,000 TND.  

However, the observation of simultaneous 
exchanges does not necessarily mean the execution of 
a large volume against several limit orders. Indeed, in 
the opening of a session, there is a call auction and 
compensation at the same price for a number of orders 
introduced during the pre-opening period, resulting in 
multiple records at the same time. Thus, we exclude 
from our sample all volumes corresponding to the first 
exchange of the day.  

The off-market trades and the large on-market 
ones, will be divided into transactions initiated by a 
buyer and transactions initiated by a seller. This 
distinction is necessary since the price effects are 
opposite, and their aggregation can neutralize them. 

In our study, we classify the blocks as follows. 
We initially follow the work of Frino et al. (2003) i.e. a 
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combination between the “tick test” and the “bid-ask” 
method. Then we perform a second classification using 
the method of “the true value” of Martinez et al (2005). A 
block is finally classified as buyer or seller initiated, 
when both classifications converge.  

Identifying the sense of a large on-market order 
is done without any ambiguity. A large on-market buy is 
represented by a purchase order executed against 
several sell orders. While a large on-market sale is 
identified when a sell order is executed against a series 
of purchase orders available in the other direction of the 
order book. 

Table 1 describes the characteristics of 
transactions examined in this study. This reveals that 
whatever the selected criterion of the size of the block 
(quantity or money, i.e. NBS or MBA) the results attest 
the superiority of the size of block buys.  

The average size is 7.449 NBS for block 
purchases and of 5.693 for the block sales. It is also 
noted that the block sales are more concentrated 
around the average than the block buys with a standard 
deviation of 10,382 NBS against 17,113 NBS. The 
distribution by Fractiles of size shows that 10% of the 
block buys are greater than 16 NBS against 13,58 NBS 
for the block sales. 

In the same way, the analysis of exchanged 
volumes in TND shows that a block sale implies an 
average volume of 11.815 MABagainst 15.524 MAB for 
the purchases. The median is of 4.944 MAB for the 
purchases, and it is higher than that of the block sales, 
which equals to 4.348. Thus, we could say that the 
informational content was bigger for the purchases than 
for the sales. 

Since block buys are larger than block sales, 
the filtering hypothesis is thus rejected. The latter states 
that the block market filters the investors. Thereby, only 
trades certified uninformed pass by the upstairs market. 

This result can be explained as follows.  On the 
Tunisian Stock Exchange, a block buyer is potentially 
informed, if he passes by the central market, he faces 
the mimetic behavior and the illiquidity of the downstairs 
market. In this sense, his buy could take several days, 
which could discourage him and push him to abandon 
his exchange. Thus, passing through the upstairs 
market is the only possible alternative. On the other 
hand, a block seller can divide his big order into a series 
of small ones, since it is more likely that he is motivated 
by liquidity needs.  

It is expected therefore, that block buys to have 
a permanent price effect while block sales should cause 
temporary effects. This is what we will verify by 
calculating the effects of block trades on asset prices.  

In addition, the transactions, which reach or 
exceed 10,000 titles and 100,000 TND, do not all pass 
by the block market. The simple presence of these large 
transactions in the order book shows that the central 

market can be a sufficient source of liquidity for large 
investors. 

Despite their low frequency of occurrence 
approximately 0.19% of all orders placed on the central 
order book, orders of more than 10,000 titles represents 
a significant part of trading volume. Indeed, they 
represent almost half of the volume traded on the 
Tunisian Stock Exchange (44.90%).  

The average size of these transactions, whether 
they are a buyer or a seller initiated, is 2.6 NBS. 
Similarly, the size expressed in MBA is approximately 
the same for large purchases and large sales on the 
central market, and it is of more than 3 MBA. There is 
also a similarity in the number of observations of 
purchases and sales.  

However, the data, whether expressed in NBS 
or MBA, shows that the size of the on-market 
transactions is much smaller than that of blocks traded 
off-market. Thus, the block market seems to fulfill its 
role, which is the execution of large trades. 

Table 1 : Summary statistics of trade size 

This table reports the number of observations, 
the mean, median, minimum, maximum, standard 
deviation and Fractile 90%, 75%and 25%for both share 
volume and dinar volume.On and off-market traded 
buys are presented in Panel 1 and on and off-market 
sales are shown in Panel 2). NBS means Normal Block 
Size and equals to 10,000 shares and MBA refers to 
Minimal Block Amount equals to 100,000 TND. The 
sample consists of block trades and large on market 
transaction on the Tunisian Stock Exchange, for the 
period of January 1, 1999 to November 30, 2007.  

 
Panel 1 : Large buys 

Market Upstairs Market Downstairs 
Market 

 NBS MBA NBS MBA 
Mean 7.449 15.524 2.644 3.513 
Stand. 

Deviation 
17.113 31.969 4.011 5.288 

Fractile 90 16 42.881 5 6.312 
Fractile 75 4.932 13.815 2.916 3.739 

Median 2.028 4.944 1.63 2.105 
Fractile 25 1.2 2.315 1 1.416 
Minimum 0.895 1.05 1 1 
Maximum 125 295.492 70 62.4 

N 286 286 486 486 
Panel 2 : Large sales 

Mean 5.693 11.815 2.665 3.286 
Stand. 

Deviation 
10.382 24.089 5.981 5.160 

Fractile 90 13.582 25.078 5 5.593 
Fractile 75 4.9 8.85 2.5 3.374 

Median 2.068 4.348 1.6 2.136 
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Fractile 25 1.255 2.2 1.025 1.4 
Minimum 1 1.004 1 1 
Maximum 84.804 199.866 116.324 56.936 

N 270 270 444 444 

IV.Impact of Largetrades on Asset Prices 

Price's behavior surrounding large trades is 
decomposed into temporary, permanent and total 
effects. The calculation of these effects poses some 
problems. Indeed, to perform the calculations, we need 
the market equilibrium price before the trade takes a 
place and the equilibrium price in this market after the 
trade takes place. 

Thus, the choice of the pre and post block price 
is delicate because, informational leaks can occur when 
the block is being negotiated and also because of the 

possible delay in the market reaction following the 
exchange. 

Following the works of Keim and Madhavan 
(1996), Ghysels and Cherkaoui (2003) and Gottardo and 
Murgia (2003), we calculate price effects using closing 
prices with an inter day database. We report daily 
returns based, for several pre-transaction intervals 
(namely, 1-day, 3-day, 6-day, and 20-day) before the 
block, and a couple of post transaction intervals 
(1day,3day). The price's effects will be calculated as 
follows: 

Temporary Effect = (1) 

Permanent Effect =   (2) 

Total Effect =                (3) 

The results are presented in table 2 (Tab.2)
  

Table 2 :
 
The effects of block trades and large on-market exchanges on asset prices

 

This table presents the average price impacts of block trades and large on-market transactions on a cross sectional 
analysis. Data is from the Tunisian Stock Exchange for the period

 
of January 1, 1999 to November 30, 2007.  Panel 1 

(Panel 2) details the price impacts of transactions initiated by a buyer (seller). The T of Student are relative to the 
tests according to which the price impacts equal to zero. a, b, and c indicate statistical significance at 10%, 5%, and 

0,01% levels, respectively.
 

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
We start by analyzing the price effects of off-

market exchanges or block trades. Regarding block 
buys, we note a significant and positive total effect, 
which implies that prices increase before the block buy, 
and a non-significant temporary effect i.e. there is no 
price reversal a day and three days after the block 
purchase. Thus, the slow and sustained increase in 
prices a month before the block benefits to the whole 
market, and the effect is permanent. 

For Block sales, the total effect is negative and 
significant, which means that if prices fell down before 
the occurrence of a block sale, then we will have a 

significant price return which continues the following day 
and three days after the block. Thus, price decline 
experienced by the share over a month, would be 
accompanied by a very quick reversal so that the 
permanent effect is not significant and would even be a 
price reversal that would exceed the price decline in that 
month. As a result, block sales cause a temporary drop 
in prices. 

Thus, block purchases are accompanied by a 
permanent effect on asset prices while block sales 
induce a temporary effect. These results are similar to 
those found by Gemmill (1996). 

Upstairs Market  Downstairs Market
 Date

 
t0

 
t-1

 
t-3 t-6 t-20

 
t0

 
t-1 t-3 t-6 t-20

 Panel 1. Blockpurchases
 1.1 Temporary Effect

 t+1 0.303
 

a

     
-0.743

 

c

     t+3 0.442
     

-0.982
 

c

     1.2 Permanent Effect
 t+1

  
1.508

 

c

 
2.065

 

c

 
1.941

 

c

 
1.985

 

c

  
1.509

 

c

 
2.271

 

c

 
3.133

 

c

 
6.923

 

c

 t+3 
 

1.369
 

c

 
1.926

 

c

 
1.802

 

c

 
1.846

 

c

  
1.747

 

c

 
2.51

 

c

 
3.371

 

c

 
7.16

 

c

 1.3 Total Effect   

  
1.811

 

c

 
2.369

 

c

 
2.244

 

c

 
2.288

 

c

  
0.765

 

c

 
1.527

 

c

 
2.389

 

c

 
6.179

 

c

 Panel 2. Blocksales
 2.1 Temporary Effect
 t+1 -2.019

 

c

     
-1.539

 

c

     t+3
 

-2.778
 

c

     
-1.764

 

c

     2.2 Permanent Effect   
t+1 

 
-0.325

 

b

 
-0.275

 

a

 
-0.401

 

a

 
-0.289

  
1.920

 

c

 
2.7

 

c

 
3.645

 

c

 
6.335

 

c

 t+3
  

0.433
 

b

 
0.483

 

b

 
0.357

 
0.469

  
2.145

 

c

 
2.924

 

c

 
3.871

 

c

 
6.56

 

c

 2.3 Total Effect   

  
-2.345 c

 
-2.295 c

 
-2.420 c

 
-2.309 c

  
0.381 b

 
1.160 c

 
2.106 c

 
4.79 c
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Moreover, the price impact of block sales is 
higher than that of block buys. This result is 
contradictory to the findings by Madhavan and Cheng 
(1997). According to the authors, it is more probable 
that block sales are justified due to liquidity reasons, 
and they are easier to arrange since brokers do not 
have to look for counterparts possessing the share. So 
their price impact should be smaller. Our result may be 
explained by the fact that block sales intervene in a less 
favorable context in terms of liquidity. We think that in 
the case of block purchases, investors show more 
patience. 

Now, we pass to the analysis of the price 
impacts of large on-market transactions. The results are 
quite interesting in the sense that they are different from 
those found in the literature. Indeed, we find that, large 
transactions either sales or purchases, occur in a rising 
trend, i.e. the observed increase before the block is not 
directly related to the large trade.  Moreover, the rise 
comes always by far, and it is increasingly higher than 
that on the day before the exchange. Following the 
exchange of the large order, we record a continuation in 
the upward movement. This bullish tendency is 
maintained until the sixth day following the block 
transaction but without increasing considerably. 

shown in Table 2, the asset price experienced a rise of 
4.8% over the previous month and over a 2.1% of the 
increase a week before the exchange. No price reversal 
is observed after the large sale. On the contrary, we note 
an increase of greater than 1.5% of asset price, which 
reach more than 1.9% a week after the big sale. This 
results in a positive and significant permanent effect. 
This could be explained by the fact that investors 
decided to sell their shares when they reach a desired 
level of profitability, and this decision does not break the 
bullish tendency. 

As far as large purchases are concerned, we 
note that they occur in a context even more favorable 
compared to the sales, as securities experience an 
average price rise of over 6.1% the month before the 
exchange or a rise of almost 2.4% one week before the 
large buy and this increase is of more than 1.5% three 
days before the exchange. This increase in prices also 
occurs after the trade and is practically half of the 
relative increase observed for the sales. Indeed, the day 

after the large purchase, prices rise by more than 0.74% 
and reach nearly 1% three days after. One could explain 
this by the fact that purchases occurred when stock 
prices had already begun a bullish phase. Moreover, the 
fact of maintaining the rise shows that intermediaries 
should, in some ways, show to their client that the stock 
for which they have directed the purchase "is doing 
well." 

The direct comparison of the price impacts of 
large on-market transactions and block trades is 
inappropriate since it ignores the difficulty of an 
exchange. Hence, in order to compare price impacts, 
we will adopt a methodology similar to that of Fong et al 
(2004). It is a two-step procedure. In the first step, we 
use only the large on-market trades, and we estimate 
the relationship between price impacts and various 
measures of trade difficulty. The second step uses the 
estimated coefficients in the first stage with the 
characteristics of trades routed to the upstairs market; in 
order to generate the price impacts of block trades if 
they had benefited from a centralized execution. The 
price improvement will be the difference between the 
impact estimated in the second step and the impact 
observed in the central market. Of course, we can speak 
about price improvement, only if the difference is 
positive. 

Based on the fact that block sales are preceded 
by a price fall in the central market then this decline is 
being offset the next day and three days following the 
block trade. Thus, in the block market, we observe a 
rapid price reversal that will more than compensate the 
decline of more than 2.3% recorded over one month. 

On the other hand, the large sales traded on the 
central market always come in a bullish tendency and 
cause a rise in prices. Thus, the behavior of large sales 
on and off market is so different, that no comparison 
can be carried out correctly. That is why we opted only 
for a comparison between the price impacts of block 
buys and large on-market buys. 

V. Estimation of the Price Impact of 
Large On-Market Buys 

Using the methodology similar to Fong et al. 
(2004) and Frino et al. (2007) and adopting the model to 
the Tunisian context, the model is as follows: 

+ + + + + +    (4)

With: 
: Represents the price impact of a large on-market buy.  

:Is the trade size expressed as the logarithm of the number of shares. 
: Represents the average quoted spread five days before the large on-market buy. 

: Is the average Hi-Low spread five days before the large on-market buy 
: Is the logarithm of the average daily dinar trading volume of the company of trade t five days before the large 

buy. 
: Is the logarithm of the average market capitalization of the company of trade t in the same calendaryear 
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: Isthe residualterm.

Concerning the large on-market sales, as 



 In this last version, we introduced seven dummy 
variables in order to control the year effect. Dummy 
variables refer successively at years 2000 until 2007. We 
have of course omitted the year 2000 in order to avoid 
the problem of multi colinearity. Similarly, we monitored 
the effect of sector affiliation by introducing four other 
dummy variables.Thus, the financial sector, leasing, the 
car components and the «

 

various

 

»sector were 

controlled.The heteroscedasticity is corrected according 
to the white procedure.The results of the estimates are 
presented in tables 3 and 4 (Tab.3 and Tab.4).The first 
table reports the

 

estimated coefficients of the 
explanatory variables of the total effect and the 
temporary effect while the second relates to the 
estimated coefficients of the permanent effect.
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Table 3 : Determinants of the total and temporary impacts of large buys

This table presents the results of the estimation of the following model:

+ + + + + +

Where the price impact is the total effect (the first four columns of the table) and the temporary effect (the last 
twocolumns).a, b, and c indicate statistical significance at 10%, 5% et 1%levels, respectively.

Total Effect Temporary Effect
Variable Coeff t-1 t-3 t-6 t-20 t+1 t+3 
Const -0.09421 -0.17875 -0.27306 -0.46325 -0.07833 -0.26367

P value (0.037)b (0.019)b (0.007)c (0.026)b (0.001)c (0.000)c

lsize 0.00702 0.01648 0.02271 0.04436 -0.00174 0.00285
P value (0.095)a (0.017)b (0.006)c (0.004)c (0.637) (0.618)

Bas 0.06173 0.18618 0.07478 -0.86652 0.01455 -0.15066
P value (0.754) (0.542) (0.844) (0.067)a (0.894) (0.481)
Volati 0.04743 1.00849 2.25379 5.01634 -0.39527 0.08201

P value (0.821) (0.008)c (0.000)c (0.000)c (0.036)b (0.786)
ldlyv 0.00010 0.00282 0.00882 0.02433 0.00018 -0.00114

P value (0.920) (0.086)a (0.001)c (0.000)c (0.845) (0.494)
lcapi 0.00362 0.00302 0.00190 -0.00330 0.00400 0.01409

P value (0.089)a (0.426) (0.695) (0.716) (0.055)a (0.000)c

R² 6.29% 10.69% 22.93% 36.30% 10.00% 11.26%
Adjusted R² 2.88% 7.45% 20.13% 33.98% 6.71% 8.04%

N 486 486 486 486 486 486

Table 4 : Regressionsresults: Determinants of the permanents impacts

This table presents the results of the estimation of the following model:

+ + + + + +
Where the price impact is the permanent effect. a, b, et c indicate statistical significance at 10%, 5% and 1% levels, 

respectively.

Date t+1 t+3
Variable Coef t-1 t-3 t-6 t-20 t-1 t-3 t-6 t-20
Const -0.01587 -0.10041 -0.19473 -0.38492 0.16946 0.08492 -0.00939 -0.19958

P value (0.792) (0.241) (0.076)a (0.068)a (0.051)a (0.437) (0.941) (0.349)
Lsize 0.00876 0.01822 0.02445 0.04610 0.00416 0.01363 0.01986 0.04150

P value (0.065)a (0.013)b (0.006)c (0.005)c (0.529) (0.120) (0.046)b (0.010)b

Bas 0.04718 0.17163 0.06023 -0.88108 0.21239 0.33684 0.22544 -0.71586
P value (0.850) (0.600) (0.875) (0.066)a (0.545) (0.414) (0.612) (0.174)
Volati 0.44270 1.40376 2.64906 5.41161 -0.03458 0.92648 2.17178 4.93433

P value (0.111) (0.000)c (0.000)c (0.000)c (0.924) (0.049)b (0.000)c (0.000)c

Ldlyv -0.00008 0.00264 0.00864 0.02415 0.00125 0.00397 0.00996 0.02547
P value (0.953) (0.115) (0.000)c (0.000)c (0.509) (0.060)a (0.000)c (0.000)c

Lcapi -0.00038 -0.00097 -0.00209 -0.00729 -0.01047 -0.01106 -0.01218 -0.01739
P value (0.899) (0.822) (0.694) (0.420) (0.013)b (0.038)c (0.049)b (0.063)a

R² 11.65 13.40 23.80 37.35 11.81 11.81 19.91 36.24
AjustedR² 8.44 10.25 21.03 35.08 8.60 8.60 17.00 33.92

N 486 486 486 486 486 486 486 486 486



   

 

 

  
  

  
   

        
        

        
        

        
        

        
        

        
        

        
        

       
        

        

  

  

 
 

    
    

          
          

          
          

          
          

          
          

          
          

          
          

          
         

          
 

Concerning the variable size, the coefficients 
are positive and significant for the total and the 
permanent effect. Thus, the more important is the 
exchanged volume, the larger is the impact price. The 
bid ask spread is non-significant in the majority of the 
regressions. When it is significant, its sign does not 
conform

 

to expectations. Indeed, Gemmill (1996), Frino 
et al. (2007) and Fong et al. (2004) find that the higher is 
the spread the more important is the price impact. The 
volatility coefficient is significantly positive for the largest 
on-market purchases. This reveals that the increase in 
volatility implies a higher price impact, in accordance 
with the work of Chiyachantana et al. (2004). The 
coefficient of the average daily dinar trading volume five 
days before the buy is positive. It is another proxy of 
liquidity, and the coefficient does not have the awaited 
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sign. For the logarithm of the average market 
capitalization, the sign is negative and significant for the 
permanent effect calculated by using the benchmark 
post trade t+3. Thus, as explained by Fong et al. (2004), 
the larger the firm, the higher is the interest of the 
financial analysts, and the bigger is the genesis of 
information. All this contributes to a reduction of 
information asymmetry compared to the small sizes' 
firms. Thus, the difficulty of the exchange is reduced 
with market capitalization. 

The tables also give the values of the coefficient 
of determination. The last goes from, 2.88 percent for 
the total effect of large buys calculated with the closing 
price of a day before the exchange, to 35.08 percent for 
the permanent effect calculated from one month before 
the exchange until the day following it. For the remainder 
of the regressions, the value of the adjusted R² climbs 
directly from 2.8 to 6.7%. In their model, Frino et al. 
(2007) find that the coefficients of determination are 
going from 9 to 28.5 percent and affirm that their model 
explains better than the best previous models the price 
changes. Our coefficient of determination is thus 
considered as in the standard. Regarding the dummy 
variable relative to the year effect, there was an increase 
of the price impact over the years (positive and 
significant). As for variables related to the sector 
affiliation, we note that the permanent effect tends to 
increase mainly with the financial sector.

In order to test the proportion of the variation of 
the price impact explained by each explanatory variable, 
one variable at a time is removed from the full model 
and we re-estimate the model. To determine if the 
omission of a variable reduces the total significance of 
the model, we use the F test described by Greene 
(2003) who compares the values of the coefficients of 
determination of the whole model and the restricted 
model. The F statistic used is as follows:

²
²

       (5)

Where n is the number of observations, k is the 
number of parameter and R² is the coefficient of 
determination of the full model and is the coefficient 
of determination of the alternate model.

The results are presented in Tables 5 and 6. 
The first reports the adjusted coefficients of 
determination of the determinants of the total effect and 
the temporary effect and the second details those 
related to the permanent effect. As first striking report, 
the increase in the adjusted R² follows the omission of 
the bid ask spread. Liquidity approximated by the bid 
ask spread seems not to have any effect on the price 
impact, and its omission improves the model. This result 
is in perfect contradiction with that of Frino et al. (2007) 
who find that the bid ask spread is the variable that 
explains the best the price effects of large trades in the 
Australian Stock Exchange. Furthermore, each of the 
other variables brings an additional explanatory power 
to the model. For example, if we remove the variable 
quantity in the regression of the total effect calculated 
three days before the large purchase, the adjusted R² 
strongly decreases and passes from 7.45 to 2.15 
percent. If we omit the volatility variable, the coefficient 
decreases significantly and passes from 35.08 to 28.53 
percent (for the permanent effect on the period t-20 until 
t+1). The omission of the variable volatility decreases 
the coefficient of determination in the majority of the 
cases, in a significant way (in 10 regressions out of the 
14).  The volatility variable is the variable that explains 
the best the price impact of large purchases on the 
Tunisian Stock Exchange. When we eliminate the 
average daily trading volume five days before the block 
(calculated for the total effect one month before the 
block), the adjusted R² drops and passes from 33.98 to 
29.46 percent. 

Similarly, by abandoning the logarithm of the 
market capitalization, adjusted R² was considerably 
reduced, especially for the temporary effect calculated 
three days after the purchase. When we ignorethe 
variable year, the coefficient also decreases and passes 
from 33.92 to 31.65 (for the permanent effect calculated 
from t-20 to t +3). Likewise, the elimination of dummy 
variables relative to sector affiliation reduces the 
estimated coefficient from 20.13 to 17.67 (for the total 
effect calculated from t-6).
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Additional explanatory power contributed by the determinants of the total and the temporary impact of 
large buys

 

 

   
 

Total Effect

 

TemporaryEffect

 
 

t-1

 

t-3 t-6 t-20

 

t+1 t+3 
Full model

 

2.88

 

7.45

 

20.13

 

33.98

 

6.71

 

8.04

 

Size

 

2.15

 

2.15

 

b

 

19.13a

 

32.95

 

b

 

6.86

 

8.19

 

F-Stat

 

(3.53)

 

(26.78)

 

(5.86)

 

(7.28)

 

(-0.73)

 

(-0.76)

 

Large Trades on the Tunisian Stock Exchange: Downstairs versus Upstairs Stock Markets
G
lo
ba

l 
Jo

ur
na

l 
of
 M

an
ag

em
en

t
an

d 
Bu

sin
es
s 
R
es
ea

rc
h 

V
ol
um

e 
 X

II 
Is
su

e 
X
X
II 

V
er

sio
n 

I

2

     
 

20
12

  
       
ea

r
Y

18

©2012 Global Journals Inc.  (US) 

Bas 3.03 7.51 20.29 33.74 6.91 8.13
F-Stat (-0.70) (-0.31) (-0.93) (1.63) (-0.98) (-0.44)

Volatility 3.07 5.71 b 15.58 b 28.00 b 5.81 a 8.22
F-Stat (-0.91) (8.76) (26.65) (42.35) (4.50) (-0.91)
ldlyv 3.09 7.15 20.29 29.46 b 6.90 8.13

F-Stat (-0.98) (1.47) (-0.93) (32.01) (-0.96) (-0.49)
lcapi 2.32 7.51 17.96 b 34.10 6.07 4.73 b

F-Stat (2.71) (-0.33) (12.71) (-0.85) (3.23) (16.85)
Year 2.82 7.80 18.52 b 32.17 b 5.97 6.15 b

F-Stat (0.30) (-1.81) (9.44) (12.80) (3.72) (9.58)
Sector 2.55 6.77 17.67 b 33.08 b 7.33 7.69
F-Stat (1.60) (3.44) (14.42) (6.33) (-3.08) (1.78)

Table 6 : Additional explanatory power contributed by the determinants of the permanent impact of large buys

t+1 t+3
t-1 t-3 t-6 t-20 t-1 t-3 t-6 t-20

Full Model 8.44 10.25 21.03 35.08 8.60 8.60 17.00 33.92
Size 7.96 9.24 20.03 34.03 8.72 8.35 16.57 33.14

F-Stat (2.46) (5.28)a (5.90)a (7.55)b (-0.61) (1.29) (2.41) (5.50)a

Bas 8.62 10.25 21.19 34.86 8.64 8.57 17.11 33.83
F-Stat (-0.91) (-0.53) (-0.96) (1.60) (-0.17) (0.16) (-0.63) (0.61)

Volatility 7.93 7.52 15.61 28.53 8.80 7.95 14.22 28.75
F-Stat (2.62) (14.25)b (32.14)b (45.47)b (-0.98) (3.33) (15.69)b (36.61)b

ldlyv 8.64 10.11 19.27 30.90 8.71 8.29 15.16 29.48
F-Stat (-0.99) (0.75) (10.41)b (30.09)b (-0.54) (1.57) (10.37)b (31.45)b

lcapi 8.63 10.43 21.17 35.13 7.35 7.88 16.47 33.57
F-Stat (-0.97) (-0.94) (-0.84) (-0.33) (6.42)b (3.65) (2.96) (2.52)
Year 6.97 10.14 19.83 33.26 6.37 7.78 15.41 31.65

F-Stat (7.54)b (0.57) (7.10)b (13.08)b (11.44)b (4.21)a (8.98)b (16.10)b

Sector 8.22 10.03 19.25 34.40 7.92 7.70 15.51 32.98
F-Stat (1.11) (1.16) (10.51)b (4.90)a (3.51) (4.62)a (8.38)b (6.67)b

VI. Cost Differences between a Large 
on-Market and a Large off-market Buy 

on the Tunisian Stock Exchange

In this second step, we observe the variables 
related to the difficulty of the exchange, on the order 

book, when a block purchase is being executed 
upstairs.

Thus, the calculated impact of a large block buy 
if it would have been run in the central order book is 
calculated as follows:

= 1+ 2 + 3 + 4 + 5 + 6 + .

The impact price refers to the total effect and the temporary effect. One variable, at a time, is removed from the full 
model, and we re-estimate the alternate model. Statistical significance is derived from the F-test of Greene (2003). 

This tests whether the omission of a variable significantly affects the adjusted R². a and b indicate statistical 
significance at 5% and 1% levels, respectively.

= 1+ 2 + 3 + 4 + 5 + 6 + .

The impact price refers to the permanent effect.One variable, at a time, is removed from the full model, and we re-
estimate the alternate model. Statistical significance is derived from the F-test of Greene (2003).This tests whether 
the omission of a variable significantly affects the adjusted R².a and b indicate statistical significance at 5% and 1% 

levels, respectively.
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+ + + + +   (6)

is the block size expressed in the logarithm of the number of shares.
representsthe average quoted spread five days before the block buy. 

is the average Hi-Low spread five days before the block buy
is the logarithm of the average daily dinar trading volume of the company of trade t five days before the block 

buy.

is the logarithm of the average market capitalization of the company of trade t inthe same calendar year.

The cost difference between on and off-market 
execution is written as follows:

         (7)

With is as defined above and denotes the 
calculated impact of a block buy if it would have been 
rooted in the order book. is the price impact of a block 

trade in the upstairs market as calculated in Chapter 3.If 
is positive, then there is price improvement 

following the negotiation upstairs. If not, the block 
market increases the execution costs of the block 
trades. 

The results summarizing the price differences 
are summarized in table 7.

Table 7 : Price changes occurring following the upstairs intermediation

This table reports the average price improvements in a cross-sectional analysis, supposed to occur following an 
upstairs execution. The price change is . The results show the differences in price impacts of block 
buys. The T of student (in parentheses) are related to tests according to which the price impacts would be null.a, b, 

and c indicate statistical significance at 10%, 5% and 0,01% levels, respectively.

P0 P-1 P-3 P-6 P-20
1.1 Temporary Effects

P+1 -0.0121 c (-7.15)
P+3 -0.0183 c (-4.90)

1.2 Permanent Effects
P+1 -0.0005 -0.0066 b -0.0037 0.0075

(-0,43) (-3.14) (-1.34) (1.38)
P+3 0.0057 a -0.0002 0.0024 0.0135 b

(1.95) (-0.06) (0.62) (2.10)
1.3 TotalEffects

-0.0127 c -0.0189 c -0.0161 c -0.0047
(-9.42) (-9.17) (-5.68) (-0.92)

Concerning the total effect and the temporary 
effect, the results show a significantly negative 
difference, sign of an increase in the impact price 
following the realization of a transaction in the block 
market, rising from 1.2% to 1.6%.     

Then the price reversal designated by the 
temporary effect is also higher. This difference in the 
temporary effect is about 1.2% when the impact is 
calculated on the following day of the block trade and 
1.8% when it is calculated three days after the block. It 
shows a higher permanent effect (calculated between t-
3 and t+1). However, it should be noted that the 
difference is about 0.66%. Similarly, we observe instead 
an improvement of the execution cost of 0.57% of the 
permanent effect calculated between t-1 and t 3. For the 
rest, there is no significant difference in the permanent 
effects of large trades routed upstairs or on the central 
market. These results are not similar to those of Fong et 
al. (2004) who find a strong obviousness of price 

improvement on the block market. Indeed, even if the 
permanent effect varies just a bit according to the two 
methods of negotiation, the Tunisian block market has 
got a long way to go. In fact, besides the very special 
architecture that characterizes the access conditions to 
this particular segment, the intermediaries themselves 
have not the reflex to route large orders to the block 
market. They make the counterpart search, negotiate 
the price by phone but pass the transaction in the 
central market. Thus 35% of large exchanges made in 
the central market are arrangements between 
intermediaries and imply a single transaction when a 
purchase order is executed against a sell order.

In this way, if the order does not dig into market 
depth and have found its counterpart in a single 
order on the opposite side of the book, there certainly 
has been a prior counterpart search by phone before 
placing of the order in the book. In this scheme, the 
intermediaries should have passed the transaction by 
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the block market since they are not obliged to contribute 
to the market guarantee fund for block tradesi

VII. Conclusion

. 

The literature treating of block trades shows, for 
most, that the prices continue to rise following block 
purchases and know a price reversal following block 
sales. This result is also confirmed for the large on-
market trades. Thus, prices react differently for buys and 
sales, and this makes a puzzling result.  This article tries 
to test these price effects on the Tunisian Stock 
Exchange and intends to go some way towards 
achieving the debate around the price improvement 
occurring while trading in the upstairs market. The 
results show that block buys induce a positive 
permanent effect while block sales induce only 
temporary effects. 

On the other hand, we do observe significant 
positive permanent effects for both large sales and large 
purchases negotiated on-market. Thus, we observe a 
different behavior for large sales following the place of 
execution. Moreover, comparison of prices' effects of 
large purchases executed on and off the central market 
was made taking into account the difficulty of the 
exchange. The results indicate that unlike those found 
by Fong et al (2004), passing by the block market does 
not necessarily imply an improvement in trade costs. 
Indeed, when the access terms to block market are very 
restrictive and when the intermediaries do not have the 
reflex to route large orders to block market, price 
improvements are not systematic.

Appendices
iIs in the Management and Economic Sciences 

University of Jendouba, Tunisia. Corresponding author, 
Email monia.antar@gmail.com

IIIs Professor in the Management and Economic 
Sciences Unversity of Tunis, Tunisia. Corresponding 
author, Emailfaouzi.jilani@fsegt.rnu.tn

iiiThis result is different from that found by Riva 
[2000] which underlines the superiority of the size of the 
block sales. The author affirms that, as the block buys 
are more informative than the block sales, it is thus 

http://www.bvmt.com.tn/documentation/statutor
y-texts/pdf/Reglement-FGM.pdf. Date of the last visit: 
08/01/2009.
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Determinants of Employees’ Job Satisfaction: A 
Study of Banking Industries in Sri Lanka 

Prof (Dr).T.Velnampy & S.Sivesan 

AAbstract - The last couple of decades have shown an increase 
in the study of job satisfaction in relation to organizational 
outcomes, particularly in management literature. Job 
satisfaction is a general attitude which is the result of many 
specific attitudes. Data was collected through seven points 
Likert type summated rating scales of questionnaires from 
strongly disagree (1) to strongly agree (7) were adopted to 
identify indicators. Sophisticated statistical model as 
“Exploratory Factor Analysis (EFA) has been employed. The 
results shown factors extract from the analysis that together 
accounted 84.924% of the total variance. These factors were 
categorized as payment, achievement and proud to work.  
Keyword : payment, achievement, proud to work. 

I. Background of Study 

n the present modern business era, job satisfaction is 
very powerful concept. Generally, Job satisfaction has 
been one of the most important factors, frequently 

researched in the field of management. According to 
oxford paper dictionary (1996), the verb “satisfy” means 
to given a person what he wants or demands or needs 
to make him pleased or contended. Workers satisfied 
with their job perform better and less likely to be late, 
absent or quit than those of dissatisfied workers. 
Employees, who are more productive and are able to 
stay longer on job, were able to highlight higher job 
satisfaction ratings. Since most of the working hours are 
spent at work, it is imperative to find out the various 
factors that determine job happiness. Evidently, it is all 
about the gap between reality and expectations, but the 
issue seems to be much more complicated than it 
appears. While job satisfaction is found to be low 
wherever expectations are very high, most people 
believe that they can do better in other organizations.  
Main objective of study to find out different factors that 
influences the job satisfaction among the banking 
sectors employees. This study examines indicators 
which determine the job satisfaction of banking sectors 
employees in Sri Lanka. Finding of this study are useful 
for banking sector to enhance and build the high level 
job satisfaction. 
 
 
 
 
Author : Dean, Faculty of Management Studies and Commerce, 
University of Jaffna, Sri Lanka.. E-mail : tvnampy@yahoo.co.in   
Author : Lecturer, Department of Marketing, Faculty of Management 
Studies and Commerce, University of Jaffna, Sri Lanka. 
E-mail : sivesanuni@yahoo.com 

II. Review of Literature 

Hammer (2000); Marini (2000); Denton (2000), 
have defined job satisfaction as an employee’s affect 
response to various aspects of his work environment. 
Taylor’s (1911) 23 approaches to job satisfaction were 
based on a most pragmatic and essentially pessimistic 
philosophy that man is motivated by money alone. That 
the workers are essentially “stupid and phlegmatic” and 
that they would be satisfied with work. If they get higher 
economic return from it. Over the years, we have moved 
away from Taylor’s solely monitory approach to a more 
humanistic orientation. From a simple explanation 
based on money to a more realistic but complex 
approach to job satisfaction it has come a long way. 
New dimensions of knowledge are added everyday and 
with increasing understanding of new variables and their 
interplay, the field of job satisfaction has become 
difficult to comprehend. Sideman and Watson (1940) in 
their study, a sampling of men and women were asked 
to report on the job previously held which was most 
satisfactory to them and to give reasons for their 
selection the result, the study reported that congenial 
working condition and social conduct, responsibility, 
initiative prestige, recognition, friendly association, work 
fitted to vocational level and variety of duties are more 
important contributing factors in job satisfaction than 
salary. Hulin and Smith (1964) obtained measures of five 
separate aspect of job satisfaction from 295 male 
workers and 163 female workers drawn from four 
different plants. The date were analyzed with respect to 
the mean the satisfaction for the male and female 
workers Analysis indicated that in three plants the 
female workers were significantly less satisfied than their 
male counterparts (p. 0.05) while in the fourth plant 
there was no significant difference. A test on the relative 
size of the differences indicates that the ordering of the 
difference in satisfaction level was somewhat consist 
and across the four samples (p. 0.01). Vroom (1964) 
has done an excellent job examining the relationship 
between job satisfaction and various aspects of job 
behavior and perhaps summarizing his findings are the 
best way of giving the reader on overview. Vroom 
categorizes studies in terms of which job behaviors are 
correlated with job satisfaction, specifically, he groups 
them into studies of turnover of absenteeism accidents 
and job performance. Blum and Naylor (1968) opined 
that job satisfaction is a general attitude which is the 
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result of many specific attitudes in their areas, normally, 
specific job factors, individual characteristics and group 
relationships outside the job. Velnampy and sivesan 
(2008) have expressed that job satisfactions are 
positively associated with employee performance. 
Steven, susan and Stewart (2005) felt that 
communication helps to increase job satisfaction. 
Thiruchelvam S J and Velnampy T (2010) internal and 
external organizational elements have a relationship with 
employee Psychological Empowerment. Velnampy 
(2008), in his study on job attitude and employees 
performance concluded that job satisfaction contains 
positive influence on the performance of the employees 
as it enhances job involvement and the higher 
performance also makes people feel more satisfied and 
committed to the organization. The satisfaction and 
performance of the employee works in a cycle and are 
interdependent. Job satisfaction and involvement of the 
employee leads him to have high levels of performance. 
According to Ramayah, Jantan, and Tadisina (2001), 
Job satisfaction explains how employees are buoyant to 
come to work and how they get enforced to perform 
their jobs. What are the things who make happy an 
employee on doing work and not to leave the job? Other 
researchers narrate job satisfaction as being the 
outcome of the worker’s appraisal of extent to which the 
work environment fulfillment the individuals needs 
(Dawis & Lofquist 1984). According to Locke (1969), job 
satisfaction is a state of emotional gladness, results 
from the achievement of the goals that one get through 
performing his part of contribution inside an 
organization. Shahu & Gole (2008), in their research 
define effects of job satisfaction on performance, they 
had sum up their findings on a factor that work 
satisfaction should be considered by the organization as 
important plan which needs to be extend in order to 
improve employees performance and where employees 
can put their best performance. Performance level 
lowers with lower level satisfaction scores. There should 
be some awareness programs, pertaining to the stress 
& satisfaction level in the industries. It will help 
organizations to understand the benefits of stress 
knowledge in relation to satisfaction and goal 
achievement in the industry 

III. Research Methodology 

a) Data Sources 
Given the nature of the present study, it was 

required to collect data from the primary and secondary 
sources.  Primary data were collected through the 
questionnaire. Secondary data were collected from 
research studies, books, journals, newspapers and 
ongoing academic working papers. The collected data 
may be processed and analyzed in order to make the 
study useful to the practitioners, researchers, planners, 
policy makers and academicians.  

b) Measures  
The questionnaire was administrated to 

employees of banks (National Serving Bank, 
Commercial Bank, Sampath Bank, Hatton National 
Bank). Questionnaire is prepared with seven point Likert- 
scaling system. In a way, qualitative data converted into 
quantitative and then details analysis was made with 
appropriate statistical tools in order to prove the 
objective.  Questionnaire is designed to gather the data. 
Questionnaire consists of 20 statements to measure the 
job satisfaction of the banking sectors employees.  Job 
satisfaction can be measured through Payment , 
Promotion, Happy to work,  Subordinate- supervisor 
relationship, Direction of supervisor, Achievement , 
Appreciation , Participation in decision making, proud to 
work, and  Enough description.  

c) Sampling  
Using the convenience sampling technique, a 

total of 126 respondents were selected as a sample of 
the study. One hundred and seven respondents 
completed the questionnaire and the rest did not return 
it.    

IV. Result and Discussion 

Before applying statistical tools, testing of the 
reliability of the scale is very much important as its 
shows the extent to which a scale produces consistent 
result if measurements are made repeatedly. This is 
done by determining the association in between scores 
obtained from different administrations of the scales. If 
the association is high, the scale yields consistent result, 
thus is reliable. Cronbach’s alpha is most widely used 
method. It may be mentioned that its value varies from 0 
to 1 but, satisfactory value is required to be more than 
0.6 for the scale to be reliable (Malhotra, 2002; 
Cronbach, 1951). The Cronbach alpha estimated for 
Payment was 0.789, Promotion was 0.845, Happy to 
work  was 0.873,  Subordinate- supervisor relationship 
was 0.871, Direction of supervisor was 0.678, 
Achievement  0.712, Appreciation  was 0.743, 
Participation in decision making  was 0.654, proud to 
work  was 0.765, and  Enough description was 0.612. 
As the Cronbach’s alpha in this study were all much 
higher than 0.6, the constructs were therefore deemed 
to have adequate reliability. 
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Table 1 : Reliability for dimension of job satisfaction 

a) Validity  
An important aspect of increased rigor in 

conducting scientific research in the modern positivist 
paradigm is the testing for content and convergent 
validity. The Content validity ensures that the measure 
includes an adequate and representative set of items 
that tap the domain of the concept (Malhothra 2005, 
S2004, Warnakulasuriya, 2009). An exact literature 
review was carried out to ensure the content validity of 
the both construct.  

b) Factor analysis  
Factor analysis method has been employed to 

identify the dimension importance underlying 
dimensions of job satisfaction of banking sector 
employees.  

c) KMO and Bartlett’s test  
Kasier – Meyer – OlKin (KMO) test assist to 

measure sample adequacy.  The KMO statistic varies 
between 0 and 1. A value close to 1 indicates that 
patterns of correlation are relatively compact and so 
factor analysis should yield distinct and reliable factors.  
Kaiser (1974) recommends the accepting values of 

greater than 0.5. Furthermore, values between 0.5 and 
0.7 are mediocre, value between 0.7 and 0.8 are good, 
values between 0.8 and 0.9 are great and values above 
0.9 are superb.      

Table 2 : KMO and Bartlett’s test 

Kaiser –Meyer – Olkin Measure of sampling 
adequacy 

0.769 

Bartlett’s test of sphericity    Appox Chi 
Square 

574.662 

Df 56 

Significance .000 

Table No -02 indicates that the KMO is 0.769, 
which falls into the range of being mediocre; factor 
analysis is appropriate for these data. Bartlett’s test of 
sphericity (Barlett, 1950) is the third statistical test 
applied in the study for verifying its appropriateness. 
This test should be significant i.e., having a significance 
value less than 0.5. According to Table No -02, test 
value of Chi – Square 574.662 is significant. After 
examining the reliability and validity of the scale and 
testing appropriateness of data as above, Suitability of 
variables next is identified using a concept called 
“communality”.   

Communalities indicate the amount of variance 
in each variable that is accounted for Table No - 
03shows that initial communalities and extraction 
communalities. Initial communalities are estimates of the 
variance in each variable accounted for by all 
components or factors. Initial communalities are set as 
1.0 for all variables in Principal Component Method of 
Extraction of Factors.  Extraction communalities are 
estimates of variance in each variable accounted for by 
the factors in the solution.  Accordingly, all items are fit 
to the factor solution. Because, extraction value is more 
than 0.3 for each items. 

Table 3 : Principal Component Analysis Communalities 

Items Initial Extraction 
Payment 1.000 .749 

Happy to work 1.000 .750 
Promotion 1.000 .431 

Subordinate- supervisor relationship 1.000 .643 
Direction of supervisor 1.000 .612 

Achievement 1.000 .667 
Appreciation 1.000 .724 

Participation in decision making 1.000 .831 
proud to work 1.000 .639 

Enough description 1.000 .753 

In this study, Principal Component analysis 
(PCA) was employed by the Varimax rotation, (generally, 
researchers’ recommend as varimax) When the original 
ten variables were analyzed by the PCA. Four variables 

extracted from the analysis with an Eigen value of 
greater than 1, which explained 84.926 percent of the 
total variance. 

 

NNo Details  Cronbach alpha 

1 Payment 0.789 
2 Happy to work 0.873 
3 Promotion 0.845 
4 Subordinate- supervisor 

relationship 
0.871 

5 Direction of supervisor 0.678 
6 Achievement 0.712 

7 Appreciation 0.743 
8 Participation in decision 

making  
0.654 

9 proud to work 0.765 
10 Enough description 0.612 
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Table 4 : Total Variance Explained 

Component
 

 Initial Eigen Value
 

Extraction Sums of Squared Loading
 

Total
 

% of Variance
 

Cumulative
 

Total
 

% of Variance
 

Cumulative
 

1 5.911
 

59.911
 

59.911
 

5.911
 

59.911
 

59.911
 

2 1.417
 

14.167
 

74.078
 

1.417
 

14.167
 

74.078
 

3 1.085
 

10.848
 

84.926
 

1.085
 

10.848
 

84.926
 

4
 

0.960
 

9.597
 

76.604
 

5
 

0.669
 

6.691
 

83.295
 

6
 

0.598
 

5.977
 

89.272
 

7
 

0.413
 

4.129
 

93.401
 

8
 

0.276
 

2.761
 

96.162
 

9
 

0.250
 

2.497
 

98.659
 

10
 

0.134
 

1.341
 

100.000
 

One method to reduce the number of factors to 
something below that found by using the “eigen value 
greater than unity” rule is to apply the scree test (Cattell, 
1966). In this test, eigen values are plotted against the 
factors arranged in descending order along the X- axis. 
The number of factors that correspond to the point at 

which the function, so produced, appears to change 
slope, is deemed to be number of useful factors 
extracted. This is a somewhat arbitrary procedure. Its 
application to this data set led to the conclusion that the 
first four factors should be accepted. 

Table 5 : Rotated Component Matrix 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 Table No - 05 show that factors were divided 

into the three groups.  Each of three job satisfaction 
factors listed in table no -05 is labelled according to the 
name of the value that loaded most highly for those job 
satisfaction. It is worth declaring out here that factor 
loading greater than 0.30 are considered significant. 
0.40 are considered more important and 0.50 or greater 
are considered very significant.  The rotated (Varimax) 
component loadings for three components (factors) are 

significant (Pal, 1986; Pal and Bagi, 1987; Hari, 
Anderson, Tatham, and Black, 2003). The higher a 
factor loading, the more would its test reflect or measure 
as job satisfaction (Pallant, 2005). Actually in this study, 
minimum factor component loadings of 0.54 or higher 
are considered significant for EFA purposes. The job 
satisfaction variable getting highest loading becomes 
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presented in Table No- 05. For parsimony, only those 
factors with loadings above 0.50 were considered 

the title of each factor of job satisfaction. e.g. ‘‘Payment’- 
title of customer relationship marketing factor-I and the 
like



 Table 5 :

 

Groups by loading

 

  

Group -1

 

Group - 2

 

Group  -3

 

Payment

 
 

0.84

 
  

Happy to work

 
 

0.76

 
  

Promotion

 
 

0.65

 
  

Subordinate- supervisor relationship

 
0.62

 

  Direction of supervisor

 
 

0.50

 
  

Achievement

 
 

 

0.87

 
 

Appreciation

 
 

 

0.75

 
 

Participation in decision making

  
0.73

 

 proud to work

 
 

  

0.86

 

Enough description

 
 

  

0.74

 

Eigen Value

 

5.991

 

1.4167

 

1.085

 

Proportion of Variance

 

59.911

 

14.167

 

10.85

 
Cumulative Variance Explained

 

59.911

 

74.078

 

84.926

 Group

 

–I

 

Payment

 

include the five factors such 
as payment, happy to work, promotion, and supervisor 
and subordinate relationship, and direction of supervisor

 
with loading ranging from 0.84 to 0.50. 

 
Group- II AAchievement consists of three factors 

such as achievement, Appreciation and participation of 
decision making with

 

loadings ranging from 0.87   to 
0.73.

 
Group- III AAccuracy includes two factors such 

as proud to work and enough description with loading 
ranging from 0.86 to 0.74. 

 
Following table clearly exposed the 

determinants factors and these groups

 

 

 

 

 

 

 

 

Table 6 :

 

Total Variance Explained

 Concept

 

Variable (Group)

 

Factors

 

Job S
atisfaction

  

 
 

Payment

 

Payment

 
Happy to work

 
Promotion

 
Subordinate- 

supervisor 
relationship

 
Direction of 
supervisor

 
Achievement

 
 

Achievement

 
Appreciation

 
Participation in 

decision making

 
Proud to work

 
 

proud to work

 
Enough description

 V. Conclusion

 Results of the study confirmed that job 
satisfaction can be determined by ten variable

 

such as 
payment, happy to work, promotion, subordinate 
supervisor relationship, direction of supervisor, 
achievement, appreciation, participation in decision 
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making, proud to work and enough description. 



According to exploratory factor analysis, these factors 
were divided into three groups. Groups -1 consist of five 
factors.  This group is called as Payment group. Group –
II consists of three factors.  This group is named as 
Achievement. Final group consists of two factors. They 
are proud to work and enough

 
description.   
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Impact of Capital Structure on the Profitibality of 
Petroleum Sectorin Pakistan

Syed Atif Ali , Dr. Shahid A Zia  & Amir Razi   

Abstract - This study aims to analyze the impact of capital 
structure on the profitability of petroleum sector of Pakistan, 
while controlling the size of the company. A total of 12 
companies were selected randomly for the study and take ten 
years data from 2001 to 2010. Regression analysis was 
conducted. The results show that there is a significant and 
positive impact of capital structure on the profitability of the 
petroleum sector; this study has potential for replication in 
other industries like cement, textile and pharmaceutical. In 
over all analysis capital structure has the significant analysis 
but the individual analysis of every company has not 
significant because every company has their own capital 
structure. Overall Profitability depend on the capital structure. 
Keywords : profitability, capital structure. 

I. Introduction 
i

a) Key Indicator at a Glance 
he location of Pakistan at the crossroad of the 
central Asia and the Arabian Sea has bought into 
spotlight its significance as an attractive market 

and a regional transit route for energy. Oil and Gas are 
two of the major components of energy mix contributing 
80% share to the 64 million TOE of t energy requirement 
in the country. The government is formulating investor 
friendly policies to increase the share of indigenous 
resource in the country. As a result of these policies, the 
oil and gas sector has attracted foreign direct 
investment of over US$ 550million in 2010-11. 

Up till now 791 well have been drill by various 
local and international exploration and production 
companies with over 250 oil and gas discoveries, 
bringing the gas reserves to 29 TCF. An investment of 
US$ 10million was spent in drilling activities with 30 new 
wells drilled in the last year. Whereas the crude oil 
recoverable reserves are estimated at 304 million 
barrels. The current oil production is 65,997 barrel per 
day, while gas production is at 4billion cubic feet per 
day. 

Pakistan is one of the largest consumers of gas 
in the regain. It has well developed and intenerated 
infrastructure for transportation, distribution and 
utilization of natural gas with 9,480 km transmission and 
104.449km of distribution network. The two gas 
distribution companies plan to invest over US $300 
million to increase the capacity existing transmission 
and distribution network. 

Presently, the two most important regional 
pipeline projects that are being planned include Iran-
Pakistan (IP) pipeline and Turkmenistan-Afghanistan-
Pakistan and India (TAPI)pipeline projects. The IP 
project will require total investment of US $ 7 billion and 
will provide around 750 MMCFD gas, whereas the TAPI 
project worth US $ 7.6 billion and will provide 1.365 
billion cubic feet of natural gas per day to Pakistan. 

Currently seven refineries are operating in the 
country with a refinery capacity13 million tonnes per 
year. 

Pakistan is now the largest CNG user in the 
world. Presently there are 3,329 CNG stations operating 
with an investment of US $ 1 billion, serving 2.5 million 
vehicles in the country.  

Oil: 

Total Resource Potential 27 Billion Barrels 

Crude Oil Refinery Capacity 13 Million Tinnes 

Consumption 19.6 Million Tonnes 

Imports 18.6 Million Tonnes 

Gas: 

Total Resource Potential 282TCF 

Production 4BCF/day 
Transmission Network 940km 
Distribution Network 104,449km 

Domestic Consumers 6 Million 
Commercial Consumer 78,794 

Industrial Consumer 10519 

Coal: 

Total Proven Resource 185 Billion Tonnes 

Production 3.1 Million Tonnes 

Consumption 7.8 Million Tonnes 

Import 4.7 Million Tonnes 

 
 
Author   : Lahore Business School, The University of Lahore.  
E-mail : atif_hcc@hotmail.com 
Author  : Lahore Business School, The University of Lahore. 
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Lpg :
 

LPG is an environment friendly and economical 
fossil fuel available in Pakistan. People in remote area 
having no access to natural gas are the major user of 
LPG.  The annual LPG consumption is 6000,000 tonnes 
out of which 20% is met through imports.  An Investment 
US $ 10.5million has been made in the order to develop 
the LPG supply of infrastructure in the last year. The 
import of LPG for the current year is 55826.4MT.

 

Coal:  

Pakistan has one of the largest coal reserves in 
the world. Which are estimated at over 185 billion 
tonnes. An investment of US $ 94 million was made for 
the development of Thar coal infrastructure during the 
last year. Thar coal project has immense potential to 
cater to the increase national energy requirement 
fordecade with a relativelylow unit cost. 

Oil & Gas Pakistan will once again serve as an 
ideal showcase of the latest in technology, equipment 
and machinery. It will provide key player with a definite 
outlook of the regional oil gas sector to further enhance 
the investment and advancement in Pakistan energy’s 
industry.

 

Capital structure refers to the way a corporation 
finances its assets through some combination of equity, 
debt, or hybrid securities. Consider a perfect capital 
market (no transaction or bankruptcy costs; perfect 
information) firms and individuals can borrow at the 
same interest rate, no taxes, and investment decisions 
are not affected by financing decisions. Modigliani and 
Miller made two findings under these conditions. Their 
first proposition was that the value of a company is 
independent of its capital structure. Their second 
proposition stated that the cost of equity for a leveraged 
firm is equal to the cost of equity for an unleveraged 
firm, plus an added premium for financial risk. That is as 

leverage increases, while the burden of individual risks 
is shifted between different investor classes, total risk is 
conserved and hence no extra value created.

 

www.pogee.com.pk
 

II. Literature Review
 

In this paper the relation between ownership 
structure and firm value across the across a sample of 
5,284 firm years of China's partially privatized former 
state-owned enterprises (SOE) from 1991-2001.

 
They 

find that state and institutional shares are significantly 
negatively related to Tobin's Q, and that significant 
convex relations exist between Q and state shares, as 
well as between Q and institutional shares. They also 
find that foreign ownership is significantly positively 
related to Tobin's Q. They test for potential endogeneity 
of ownership, and find that Q and state/foreign 
ownership are not jointly determined. They also test for 
time-series, industry, and geo-economic location 
effects, and find

 
the results to be robust.

 
(Zuobao Wei, 

March 2005)
 

In this they explore the agency cost hypothesis 
of banking sector of Pakistan using panel data of 22 
banks for the period 2002 to 2009. they employed the 
idea of using profit as a measure of efficiency of banks 
following Berger (2002) and the idea of using

 
Tobin’s Q 

as a measure of firm’s performance following Morck, 
Shleifer, and Vishny (1988); Treece et al. (1994). This 
study differs from the others in terms of methodology

 
of 

panel data models which provide a better substitute for 
SUR and simultaneous equations employed by the other 
studies. Pooled data results prove agency cost 
hypothesis and the findings are in accordance with 
those of Pratomo and Ismail (2007) Berger and Di Patti 
(2002). Size of banks and consumer banking seem to 
have played significant

 
role in their profit efficiency 

during the period from 2002 to 2009. Random effects 

Hydroelectricity
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and fixed effects models nevertheless.(Shoaib2, 4 
March, 2011) 

This study proposes to examine the effect of 
profitability, tangibility, size and liquidity on capital 
structure decisions of the listed companies in oil and 
gas sector of Pakistan. The study attempts to provide 
information that may help in taking capital structure 
decisions in listed companies of oil and gas sector of 
Pakistan, which will ultimately support in maximization of 
the value of firms on the one side and the minimization 
of cost of capital on the other side. The results indicated 
that profitability is the only variable that showed negative 
relationship against the dependent variable leverage, 
whereas the other three variables, liquidity, size and 
tangibility have positive relationship with leverage. The 
study concludes that capital structure decisions in listed 
oil and gas sector companies are mostly determined by 
the factors studies. The study substantiates the findings 
of most of the researches conducted on capital 
structure, concluding that there is an optimal capital 
structure that is affected by a variety of internal and 
external factors. (Mahvish Sabir, FEBRUARY 2012) 

This study aims to analyze the impact of capital 
structure (i.e. short-term, long-term and total debts) on 
the profitability of companies in textile industry of 
Pakistan, while controlling the size of the company. A 
total of 17 companies (initially 7 and then another 10) 
were selected randomly for the study. Regression 
analysis was conducted on six different regression 
models. The results show that there is a significant and 
positive impact of short term debts on the profitability of 
the firm; however long-term debt has no impact on the 
profitability. It is shown that short-term debts are useful 
for companies having small sales and vice versa. This 
study has potential for replication in other industries like 
cement, petroleum and pharmaceutical (Wali ur 
Rehman, 2012) 

This paper shows that mispriced deposit 
insurance and capital regulation were of second order 
importance in determining the capital structure of large 
U.S. and European banks during 1991 to 2004. Instead, 
standard cross-sectional determinants of non-financial 
firms’ leverage carry   over   to   banks,   except   for   
banks   whose   capital   ratio   is   close   to   the   
regulatory   minimum.  Consistent with a reduced role of 
deposit insurance, they document a shift in banks’ 
liability structure away from deposits towards non-
deposit liabilities. They find that unobserved time- 
invariant bank fixed effects are ultimately the most 
important determinant of banks’ capital structures and 
that banks’ leverage converges to bank specific, time 
invariant targets.(Heider, S EPTEMBER 2009) 

This paper examines the impact of capital 
structure on firm’s financial performance using sample 
of thirty non- financial firms listed on the Nigerian Stock 
Exchange during the seven- year period, 2001- 2007. 
Panel  data   for  the  selected firms  are  generated  and 

Analyzed using Ordinary Least Squares (OLS) as a 
method of estimation. The result shows that a firm’s 
capital structure surrogated by Debt Ratio, DR has a 
significantly negative impact on the firm’s financial 
measures (Return on Asset, ROA and Return on Equity, 
ROE). The study by these findings, indicate consistency 
with prior empirical studies and provide evidence in 
support of Agency cost theory.(Onaolapo, 2010) 

The purpose of this paper is to investigate the 
effect of capital structure has had on corporate 
performance using a panel data sample representing of 
167 Jordanian companies during 1989-2003.  Results 
showed that a firm’s capital structure had a significantly 
negative impact on the firm’s performance measures, in 
both the accounting and market’s measures. They also 
found that the short-term debt to total assets (STDTA) 
level has a significantly positive effect on the market 
performance measure (Tobin’s Q). The Gulf Crisis 1990-
1991 was found to have a positive impact on Jordanian 
corporate performance while the outbreak of Intifadah in 
theWest Bank and Gaza in September 2000 had a 
negative impact on corporate performance.(Tian, 1(4), 
2007) 

In this paper they examine the importance of 
firm-specific and country-specific factors in the leverage 
choice of firms from 42 countries around the world. The 
study yields two new results. First, they find that firm-
specific determinants of leverage differ across countries, 
while prior studies implicitly assume equal impact of 
firm-specific factors. Second, although they agree with 
the conventional direct impact of country-specific factors 
on the capital structure of firms, they show that there is 
an indirect impact because country-specific factors also 
influence the roles of firm-specific determinants of 
leverage.(Abe de Jong, September 2007) 

In this paper they analyze that capital structure 
choices of firms in 10 developing countries (Brazil, 
Mexico, India, South Korea, Jordan, Malaysia, Pakistan, 
Thailand, Turkey and Zimbabwe) and provide evidence 
that these decisions are affected by the same variables 
as in developed countries. However there are persistent 
differences across countries, including that specific 
country factors are at work. Finding suggest that 
although some of the insights from modern finance 
theory are portable across countries, much remains to 
be done to understand the impact of different 
institutional of capital structure choices.(LAURENCE 
BOOTH, FEBRUARY 2001) 

In this paper, they explore two of the most 
relevant theories that explain financial policy in small and 
medium enterprises (SMEs): pecking order theory and 
trade-off theory. Panel data methodology is used to test 
the empirical hypotheses over a sample of 6482 
Spanish SMEs during the five-year period 1994–1998. 
The results suggest that both theoretical approaches 
contribute to explain capital structure in SMEs. However, 
while find evidence that SMEs attempt to achieve a 
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target or optimum leverage (trade-off model), there is 
less support for the view that SMEs adjust their leverage 
level to their financing requirements (pecking order 
model).(López-Gracia, 2003) 

III. Objective of the Study 

Impact of capital structure on the profitability 
How capital structure effect on profitability of overall 
petroleum sector 

IV. Research Methodology 

The purpose of the study is to evaluate the 
impact of capital structure on profitability.  

a) Collect data from State Bank of Pakistan 
b) Panel data 
c) Twelve Petroleum companies data 
d) Ten year data  from 2001 to 2010 
e) 30 observations 
f) Use regression model for analysis 

V. Statistical Result and Findings
 

Table 1 :
 
Over all regression Analysis

 
 

SUMMARY OUTPUT
         

Regression Statistics        

Multiple R 0.60        

R Square 0.36        

Adjusted R Square 0.35        

Standard Error 14.30        

Observations 120.00        

         
ANOVA         
 df SS MS F Significance F    

Regression 1 13569.43 13569.43 66.32 0.00    

Residual 118 24145.24 204.62      

Total 119 37714.67       

         
 Coefficients Standard 

Error 
t Stat P-

value 
Lower 95% Upper 

95% 
Lower 
95.0% 

Upper 
95.0% 

Intercept 9.39 1.48 6.35 0.00 6.46 12.32 6.46 12.32 

Capital Structure 0.00 0.00 8.14 0.00 0.00 0.00 0.00 0.00 
 

In overall analysis there is a significant relation 
between the capital structure and profit the analysis 
shows that the P value (0.00) which shows the 

significant relation and R2 (.36) which is 36% which also 
good sign for the analysis. So the findings shows that 
the profit depend on the capital structure. 

Table 2 : 12 Companies Regression analysis 

CCompany Name Intercept Regression P-Value R2 
Mari Gas Company Ltd. 10.84 0.00 0.64 0.03 
Attock Petroleum Ltd. 9.71 0.00 0.07 0.34 
Attock Refinery Ltd. 8.27 0.00 0.21 18.16 

Bosicor Pakistan Limited. -2.52 0.00 0.73 0.01 
National Refinery Ltd. 14.27 0.00 0.8 0.01 
Pakistan Refinery Ltd. 4.12 0.00 0.38 0.09 

Pakistan State Oil Company Ltd. 15 -2.9 0.84 0.0025 
Shell Gas Lpg (Pakistan) Ltd. 5.11 0.00 0.95 0.000508 

Shell Pakistan Ltd. -0.37 0.00 0.65 0.026 
Oil & Gas Development Corp. (OGDC) 7.51 0.00 0.00 0.72 

Pakistan Oilfields Ltd. 37.88 -9.4 0.21 0.18 
Pakistan Petroleum Ltd. 11.12 0.00 0.01 0.55 
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Table 2 shows the 12 companies results which 
find form the regression analysis and the 2 companies 
have the significant relation 1st one is oil and gas 
development corporation P value (0.00) R2 (0.72) both 
values shows the significant relation and the 2nd is 
Pakistan petroleum limited P value (0.01) and R2 (0.55) 
in that company the result shows the significant relation 
P value and R2 is very fine so in these companies profit 
depend on the capital structure. 

Other 10 companies have not the significant 
relation between the capital structure and profitability 
because the P value and the R2 are not good but Attock 
Refinery and National Refinery limited P value is (0.07) 
and (0.08) respectively. If see the all findings then the 
almost all companies have not significant relation. So 
finally in these 10 companies profitability did not depend 
on the capital structure. 

VI. Conclusion 

The results show that there is a significant and 
positive impact of capital structure on the profitability of 
the petroleum sector only in overall analysis but in 
individual analysis the analysis has no significant. Only 
two companies oil and gas development and Pakistan 
petroleum has the significant relation between the 
capital structure and the profitability. Overall profitability 
depends on the capital structure but due to  
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Impact of Foreign Direct Investment and 
Worker’s Remittances on Balance of Payment:  

A Case Study of Pakistan 
Syed Atif Ali , Dr. Shahid A Zia  & Amir Razi 

AAbstract - A record of all transactions made between one 
particular country and all other countries during a specified 
period of time is known as Balance of Payment (BOP). There 
are many factors that determine the position of balance of 
payments in the country either it is surplus or deficit. This study 
analyzes the statistical data of BOP of Pakistan from 1986 to 
2010 and is an attempt to find out possible reasons for 
adverse BOP of Pakistan since its creation. The analysis 
shows that out of eight variables only two variables proved to 
be statistically significant namely foreign direct investment 
inflows and worker’s remittances. However the impact of these 
variables on BOP turned out to be negative.  

I. Literature Review 

alance of payments studies have been manifold 
in terms of its comprehension and its treatment 
and their purpose have been to solve the 

emerging problems because of it in the economy. A 
detail of the quality indicators and their implication to 
quantify the quality of balance of payments along with 
ascertaining various aspects of data quality that may be 
enhanced, together with their interrelations with other 
quality dimensions have been carried out. Authors have 
kept into account its compatibility with IMF DQAF (Data 
Quality Assessment Framework) concentrating on 
revisions and consistency. The quantitative indicators 
facilitate compilers in setting significances in order to 
enhance the quality of euro area data in reference to 
accuracy, reliability and serviceability (Violetta Damia, 
Carmen Picón Aguilar, 2006). 

FDI might have different effects depending on 
their type that is market-seeking and factor-seeking 
(Root 1994). Market-seeking FDI can have a negative 
impact on the recipient country a study conducted on 
US shows that foreign firms tend to have increased 
imports than exports (Graham and Krugman 1989). 
MNEs hunting for raw material and cheap labor are 
involved in factor-seeking FDI. Factor-seeking FDI 
increases the level of exports from the host nation to the 
home country and to many other countries as well  (Root  
1994). FDI provoked by  low-cost  production  objectives 
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exploits low-cost factors like cheap labor as part of an 
overall global sourcing strategy, leading to an ability to 
export products from the emerging host nation to other 
countries in the world, including the MNEs' home 
countries. In this case, the host country is able to 
increase exports and to improve its trade balance 
(Phongpaichit, 1990). 

Studies conducted to understand the effect of 
FDI on imports are limited. FDI both at the initial 
investment and operation phases can influence import 
of a country. At the initial investment phase, import of 
equipments, machineries, installation facilities and 
experts all contribute to increased import balance. FDI 
companies have high propensities to import capital and 
intermediate goods and services that are not readily 
available in the host country (Hailu, 2010). 

 A study conducted in Bangladesh (country 
under observation is Bangladesh) to understand the 
relationship of FDI and imports reveal that the co-
efficient is statistically significant with a positive sign and 
suggests that a 10 percent increase in the inflow of FDI 
increases imports by 1.3 percent. The income elasticity 
of import demand is high indicating that a 10 percent 
increase in real GDP increases imports by nearly 27 
percent (Hossain, 2008). 

At a macro level, the positive financial and 
social externalities generated by remittances, which are 
likely to be large, and offer a stable source of foreign 
currency that can help prevent balance of payment 
crisis (Lopez-Cordova and Olmedo, 2006:7, 8). 

Worker’s remittances reach home country 
through two channels; formal and informal. Formal 
channels include major money transfer operators 
(MTOs) and banks. Some migrants use formal channels, 
but language barriers as well as related costs for these 
services may force remitters from using them. As a 
result, it is the informal channel which is most frequently 
used. For instance, migrants may carry cash home 
themselves or send cash through the mail or a friend 
(Carrasco and Ro, 2007:3,4). Luna Martinez (2005) finds 
out that According to the findings of a survey of central 
banks in 40 developing countries , in most countries 
existing data do not reflect the full amount of the 
remittance inflows, and most countries need to establish 
better mechanisms that would allow them to maximize 
the developmental effect of remittance inflows. 

B 
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There is no universal agreement yet on how to 
measure international workers’ remittances to 
developing countries. Thus, the figures revealed do not 
reflect the true amounts (Karagoz, 2009).  

Given doubts in the measurement, notably the 
unknown extent of unrecorded flows through formal and 
informal channels, the true mass of remittances flows 
may be much higher (perhaps 50 percent or more), with 
noteworthy regional and country variation. Due to this 
common data limitation, as Aydas et al. (2004:4) pointed 
out; empirical analysis on workers’ remittances could 
merely emphasize the “official” aspect of its 
measurement. 

Studies on remittances and its effect on 
economic growth have revealed varied results. For 
instance, Chami et al. (2003), covering 113 countries 
found that remittances had a negative effect on growth. 
The author of the study believes that the negative effect 
is due to the moral hazard problem that remittances 
create. Fundamentally, the study concluded that income 
from remittances allows receiving families to decrease 
their own work and productivity, which then translates 
into a reduction in the labor supply for the developing 
country. 

Whereas Faini (2002) and Ang (2007) came up 
with a conclusion that remittances have a positive 
impact on growth. Faini (2002) believes that remittances 
surmount capital market limitations and allow migrant 
households to gather positive assets. Ang (2007) 
studied the case of Philippines and discovered that at 
the national level remittances do influence economic 
growth positively and significantly. 

Household surveys in Pakistan show that a 
larger part of international remittances are saved (71%) 
compared to domesticurban-rural remittances (49%) 
and rental income (8.5%) (Adams, 1998). 

Making Robert Mundell’s article of 1960, as a 
point of reference, where he has developed a model for 
the balance of payment crises stating that the holdings 
of the central bank’s foreign reserves determine the 
assurance in the continuation of a currency peg, another 
model has been developed reframing Mundell’s point of 
view. This model is based on the foundation of an 
equilibrium business cycle model in which the 
devaluation or deflation probability is an endogenous 
variable conditioned on foreign reserves. This model 
rationalizes the real effects and the fall of momentary 
fixed-rate-regimes and provides an economic 
justification that foreign reserves are forceful indicator of 
the currency crises (Enrique G. Mendoza, Martin Uribe, 
1999). 

The case of India is discussed using the BPCG 
(Balance of Payment Constrained Growth) model. The 
author comments that it’s a developing country which 
has low trade in comparison to gross domestic product 
ratio. A general assumption that same elasticities of 
substitution exist between the goods produced in 

different regions should be relaxed according to the 
extension of the model by the author. This paper works 
on Johansen’s co-integration technique for evaluating 
the trade parameters. Vector error correction framework 
is used for the investigation of short run adjustments. 
Author’s predicted BPCG hypothesis show lesser 
deviations in the average growth rates while they tend to 
depict quite considerable variation when analyzing 
individual decade data (Arsalan Razmi, 2005). 

Mexico is another case like that of India, in 
which there is an attempt to identify the constraints of 
the growth of its economy. The structural deficit of 
current account and real exchange rate has been 
thought to be the factors responsible for the lower 
growth rate. The current account balance is estimated 
through weighted two stage least squares which helps 
in developing an annual econometric model from 1970-
99.The basic goal is to derive a sensibility and long-run 
relationship of the general system to the exchange rate. 
The detection and analysis re-enforces the “extended 
exchange rate Thirwall’s law” (Eduardo Loría, 2003). 

The relationship of balance of payment crises 
and inflation targeting reveals that monetary system is 
sensitive to the speculative attacks and that it is 
demolishing in consequence of a rise in the reserve 
losses. These losses then cause the implicit and explicit 
commitment of the central bank to intervene in the 
foreign exchange market. These attacks are therefore 
graded from least to severe in terms as Exchange rate 
targeting, CPI inflation targeting, domestic non-tradables 
inflation targets, and money targeting (Michael Kumhof, 
Shujing Li, Isabel Yan, 2006). 

A research on finding the reasons of the 
Mexico’s balance of payment crises show that it is due 
to the high degree of capital mobility and financial 
globalization. There has been disparity between financial 
assets and foreign reserves because of changes in 
foreign capital flows and expectation of banking system 
rescue. Correct and suitable policies can help remove 
these issues which is more of a requirement (Guillermo 
A. Calvo, Enrique G. Mendoza, 1996). 

In order to know the constrained growth due to 
balance-of-payments, balance of payment equilibrium 
growth rate analogous to Thirlwall’s Law from a 
Pasinettian multi-sector macrodynamic framework is 
established. Multi sectorial Thirwall’s law emphasizes 
that a country’s growth rate per capita income and its 
exports are directly related. It is shown that several 
theoretical, empirical and policy implications can be 
drawn from such a structural economic dynamics 
approach to balance-of-payments-constrained growth 
(Ricardo Azevedo Araujo, Gilberto Tadeu Lima, 2007). 

Latin American economy being the subject of 
study in reference to the economic growth and trade 
balance based on the balance of payment constrained 
growth model discloses that the econometric evidence 
in relation to the authentication of Thirwall’s law in Latin 
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America may be exposed to external adjustments but 
the main proposition cannot be rejected. This 
proposition is that of the Thirwall’s law. The main 
objective of the paper is to find out the difference in the 
actual growth rate and estimated growth rates (Marcio 
Holland, Flavio Vilela Vieira, Otaviano Canuto, 2004). 

The research on whether devaluation of a 
currency has any effect on the balance of payment of a 
developing and developed countries which may be of 
empirical in nature or theoretical, there is a need to have 
a clear look into the matter. The study reveals that ML 
condition holds in the long run with some degree of J-
curve effects in the short run (Olugbenga Onafowora, 
2003). 

Knowing the extent of liberalization through 
trade liberalization policies has been possible evaluating 
data from 22 countries regarding their exports, imports, 
balance of trade and balance of payment. The research 
shows that there is an increase in the exports and 
imports both but imports tend to be even larger than 
exports. This in turn causes lesser degree of 
liberalization (Amelia Santos-Paulino, A. P. Thirlwall, 
2004). 

II. Pakistan’s Bop Analysis 

Since the creation of Pakistan, her balance of 
payment has been in deficit except for the three 
occasions firstly a year after the independence in 1948, 
secondly in 1951-52, during Korean war and thirdly in 
1972 when East Pakistan was separated. 

 This study however focuses on the data from 
1986 to 2010. There are no dramatic changes in trade 
deficit from 1986 to 2004. The data depicts a noticeable 
increase of trade deficit from 3279 to 6207 (million U.S. 
$) in the year 2004-05. In the following year the deficit 
again jumps to almost double the amount in preceding 
year reaching the amount of 12130 million U.S. $. The 
adverse situation does not stop here as in the year 2008 
the deficit reached the all time high of 20914 million U.S. 
$. 

III. Data and its Source 

The source of the data in this study is Pakistan 
Bureau of Statistics. The data was collected from 1986 
to 2010 and included: i) the length of roads in kilometers 
(highways only) and the total railroad route in kilometers. 
The increase or decrease in infrastructure supposedly 
depicts the level of economic activity within a country so 
the purpose of including these two variables was to see 
the impact of infrastructure on BOP. ii) Remittances in 
millions U.S. $.  iii) Foreign direct investment (FDI) in 
millions U.S. $. iv) Production of wheat in ‘000’ tons.  v) 
Production of rice in ‘000’ tons. vi) Production of cotton 
in ‘000’  bales. vii) Electricity generation (GWH). See 
Appendix-table 1 

The purpose of including electricity generation 
as a test variable is to see if it has a significant effect on 
BOP. If we examine the BOP over the years it seems 
there might be a positive correlation between BOP and 
electricity generation which makes sense theoretically 
speaking as increase in electricity generation would 
hypothetically mean increase in overall industrial 
production and thus increase in exports resulting in 
improving BOP. Wheat, rice and cotton are the major 
crops of Pakistan and also the major exports of 
Pakistan. As Pakistan is an agricultural economy, the 
production of crops is very crucial in determining the 
final BOP. 

IV. Methodology and Aanalysis 

I have tried to make it simple and to the point. 
The data was analyzed using SPSS in two steps, in the 
first step all eight variables were tested against BOP and 
in the second step only the statistically significant 
variables out of those eight were tested against BOP. 
The technique used to scrutinize the data was 
regression analysis. The dependent variable was BOP 
and the rest eight variables discussed above were kept 
as independent variable. The initial test revealed that the 
model had a value of R Square .958 which is healthy 
enough to explain the BOP with these independent 
variables. The ANOVA table also suggests that the 
model is significant as the p value is less than .05 (level 
of confidence).  See appendix- table 2 and table 3.. 

The coefficients table however showed that 
there are only three variables which are statistically 
significant which are: remittances, FDI and production of 
rice having the p-value of .020, .000 and .024, 
respectively. Interestingly all the three significant 
variables had a positive sign with their corresponding 
beta values indicating a positive effect on trade deficit 
i.e. increase in any of the statistically variable results in 
the increase of deficit in BOP. See appendix-table 4. 

In the next step the test was carried out again 
using three statistically significant variables which are: 
worker’s remittances, FDI and Rice production, as 
independent variable and BOP as the dependent 
variable. The model summary shows that the 93 % (R 
square= .931) of the BOP can be explained using these 
three variables. The ANOVA table also suggests that the 
model is significant as the p-value is .000 which is less 
than .05 (confidence level). See appendix- table 5 and 
table 6.  

The review of coefficients table turns out that 
only two variables are statistically significant which are 
Worker’s remittances and FDI inflows the respective p-
values of the two variables were .001 and .000. The 
value of beta for remittances was 1.020 indicating that 
an increase of one unit in remittances will increase the 
BOP deficit by 1.020 million U.S. $, which is an unusual 
finding similarly the beta value for FDI was 2.292, 
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indicating that an increase in one unit of FDI will result in 
the increase of BOP deficit by 2.292 million U.S. $. See 
Appendix-table 7. 

V. Concluding Remarks 

Pakistan has been facing a problem with her 
BOP since its creation for most years it has been in 
deficit. The foreign direct investment in Pakistan has 
increased over the years but the data suggests that it 
has a negative impact on BOP probably because the 
FDI has resulted in the increase of imports as discussed 
in literature. The effect of remittances greatly depends 
on the way they are used, in Pakistan there is no 
productive use of remittances as indicated in a survey 
that 71% of the remittances are used as savings 
(Adams, 1998). 

Pakistan is an agricultural country, the 
production and exports of crops needs immediate 
attention so that it can result in the economic growth of 
the country. There has been no R7D in the field of 
agriculture to increase the production of crops. Pakistan 
needs serious agricultural reforms.  
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Years BOP (deficit) 
in Million US $

Rail Route 
(Kilometers)

Length of Roads 
(Kilometers)

Remittances in 
Million US $

FDI in 
Million US $

Wheat production 
in '000' tones

Rice production 
in '000' tones

Cotton Production 
(000) bales

Electricity 
generation (GWH)

1986 2564 8775 126243 2595.31 145.2 13923 2919 7155 2589

1987 1694 8775 133953 2278.56 108 12016 3486 7760 28703

1988 1936 8775 142941 2012.6 162.2 12675 3241 8633 33091

1989 2373 8775 151449 1896.99 209 14419 3200 8385 34562

1990 1981 8775 162345 1942.35 216.2 14316 3220 8560 37529

1991 1488 8775 170823 1848.29 246 14565 3261 9628 41042

1992 2348 8775 182709 1467.48 335.1 15684 3243 18288 45440

1993 3128 8775 189321 1562.24 306.4 16156 3116 9054 42751

1994 1761 8775 196817 1445.56 354.1 15213 3995 8041 50640

1995 2257 8775 207645 1866.1 442.4 17002 3447 8697 53545

1996 3098 8775 218345 1461.17 1101.7 16907 3967 10595 56946

1997 3574 8775 229595 1409.47 682.1 16651 4305 9374 59125

1998 1490 8775 240885 1489.55 601.3 18694 4333 9184 62104

1999 1653 7791 247484 1060.19 472.3 17858 4674 8790 65402

2000 1740 7791 248340 983.73 469.9 21079 5156 11240 65751

2001 1527 7791 249972 1086.57 322.5 19024 4803 10732 68117

2002 1205 7791 251661 2389.05 484.7 18227 3882 10613 72406

2003 1060 7791 252168 4236.85 798 19183 4479 10211 75682

2004 3279 7791 256070 3871.58 949.4 19500 4848 10048 80826

2005 6207 7791 258214 4168.79 1524 21612 5025 14265 85628

2006 12130 7791 259021 4600.12 3521 21277 5547 13019 93629

2007 13564 7791 261821 5493.65 5139.6 23295 5438 12856 98213

2008 20914 7791 258350 6451.24 5410.2 20959 5563 11655 95661

2009 17134 7791 260200 7811.43 3719.9 24033 6952 11819 91616

2010 15420 7791 260760 8905.5 2205.7 23917 6883 12914 95358

Appendix

Table 1

Table 2

Model Summary

Model R R Square Adjusted R 
Square

Std. Error of 
the Estimate

1 .979a .958 .937 1449.484

Table 3

ANOVAb

Model Sum of
Squares

df Mean Square F Sig.

1 Regression 7.690E8 8 9.612E7 45.751 .000a

Residual 3.362E7 16 2101003.102
Total 8.026E8 24



 
  

 

 

 
 

  
    

 

 
  

 
  

    
      

      

Table 4

 

Coefficientsa

 

Model

 

Unstandardized Coefficients

 

Standardized 
Coefficients

 

t Sig.

 

B Std. Error

 

Beta

 

1 (Constant)

 

-17516.371

 

11949.592

  

-1.466

 

.162

 

Railroad

 

1.545

 

1.135

 

.134

 

1.361

 

.192

 

Roads .010

 

.038

 

.079

 

.262

 

.796

 

Remittances in Million US $

 

.884

 

.343

 

.334

 

2.576

 

.020

 

FDI in Million US $

 

2.627

 

.390

 

.709

 

6.730

 

.000

 

Wheat production in '000' 
tonnes

 

-.265

 

.387

 

-.158

 

-.685

 

.503

 

Rice production in '000' 
tonnes

 

1.992

 

.798

 

.390

 

2.495

 

.024

 

Cotton Production (000) 
bales

 

.164

 

.166

 

.070

 

.992

 

.336

 

Electricity generation (GWH)

 

-.063

 

.068

 

-.270

 

-.918

 

.372

 

a. Dependent Variable: BOP (deficit) in Million US $

 

Table 5

 

Model Summary

 

Model R R Square

 

Adjusted R 
Square

 

Std. Error of 
the Estimate

 

1 .965a

 

.931

 

.921

 

1623.890

 

a. Predictors: (Constant), Rice production in '000' tonnes, 
FDI in Million US $, Remittances in Million US $

 

Table 6

 

ANOVAb

 

Model

 

Sum of

 

Squares

 

df Mean Square

 

F Sig.

 

1 Regression 7.472E8

 

3 2.491E8

 

94.452

 

.000a

 

Residual

 

5.538E7

 

21

 

2637019.662

   

Total

 

8.026E8

 

24

    

a. Predictors: (Constant), Rice production in '000' tonnes, FDI in Million US $, Remittances 
in Million US $

 

b. Dependent Variable: BOP (deficit) in Million US $
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Table 7

Coefficientsa

Model Unstandardized 
Coefficients

Standardized 
Coefficients

t Sig.

B

 

Std. Error Beta
1

 

(Constant) -1249.480 1694.146 -.738 .469
Remittances in Million US $ 1.020 .277 .386 3.678 .001

FDI in Million US $ 2.292 .347 .618 6.600 .000
Rice production in '000' 

tonnes
.113 .492 .022 .231 .820

a. Dependent Variable: BOP (deficit) in Million US $
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A Conceptual Study on Reasons of Industrial Sickness- with 
Reference to Joinery Mills of the J&K Public Sector 
Undertakings 

 By Fayza Chowdhary
 University of  Jammu, India 

Abstract - The researcher did an empirical study to find out the opinion of the employees of 
Jammu & Kashmir Industries Ltd, J&K for declaring it as a sick industry .The Researcher 
determined the reasons after taking the opinion from the employees of Jammu & Kashmir 
Industries Ltd, J&K. The objectives on which the researcher will conduct the study are: 1) To 
study the reasons due to which Jammu Kashmir industries Ltd. became sick industry. 2) 
Understanding the employees views about the most important reason for Jammu & Kashmir 
Industries Ltd, J&K becoming sick.3). To frame a suitable revival strategy so as to protect the 
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-
 
The researcher did an empirical study to

 
find out the 

opinion of the employees of Jammu & Kashmir Industries Ltd, 
J&K for declaring it as a sick industry .The Researcher 
determined the reasons after taking the opinion from the 
employees of Jammu & Kashmir Industries Ltd, J&K. The 
objectives on which the researcher will conduct the study are: 
1) To study the reasons due to which Jammu Kashmir 
industries Ltd.  became sick industry. 2) Understanding the 
employees views about the most important reason for Jammu 
& Kashmir Industries Ltd, J&K becoming sick.3). To frame a 
suitable revival strategy so as to protect the employment of the 
masses .and 4) Safeguard the state wealth & resources. The 
researcher tabulated the data and presented the data in the 
form of table and pie-chart. Thereafter the researcher 
discussed the reasons in detail. After studying the reason and 
analyzing them the researcher concluded that every reason 
given by the employee is responsible for declaring Jammu & 
Kashmir Industries Ltd. as sick industry.
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I. Introduction

 
losures of Public Sector Undertakings  and 
corporate failures resulting in bankruptcies have 
become a normal feature in the emerging market 

economies  the world over (Slatter, 1984; Kharbanda 
and Stallworthy, 1985). Growing competition and the 
everchanging international economic environment often 
lead to high incidence of corporate failures in developed 
market economies. However, these economies have the 
resilience to absorb the economic disturbances brought 
about by the closure of industrial units. In recent years, 
industrial sickness in India has reached alarming 
proportions. An industrial unit is considered sick when 
its financial position is not satisfactory and it becomes 
worse year after year. It incurs losses and its capital 
reserves may be stretched out in course of time. When 
its current liabilities are more than current assets, the 
organization may not be in a position to pay its liabilities. 
The increasing trend in industrial sickness touching all 
types of units including small, medium and large-scale 
industrial sectors is of considerable concern. The 
problem is assuming titanic proportion and may have 
added repercussions in a country like India which 

cannot afford unemployment and loss of production. 
J&K is a terror victim state since years and which lost its 
valuable resources event after event, but still the 
Government of the state chalked out many strategies to 
bring the life into the people of the state. J&K Industries 
Limited, a State Owned Company incorporated in 
October, 1963, having authorized share capital of 
Rs.20.00 Crores, was established. The main 
objective/functions of the company as per its 
Memorandum  is to run, manufacture and administer the 
State Industrial Undertaking in a manner that would 
ensure their economical working. The Industry deals 
with the production of Processing and manufacturing of 
Textiles, Knitwear’s / Joisery, Joinery and Furniture 
products as well as Silk (Plain and Printed) fabrics, 
besides Rosin and Turpentine. Arranging raw materials 
for production of all such products and marketing 
thereof. 

II. Criteria for Identification of Sick 
Units 

The Reserve Bank of India identifies sick 
industrial units on the basis of a mix of criteria including 
continued cash losses, imbalances in the financial 
structure, and deterioration in liquidity. "A unit may be 
considered sick if it has incurred cash losses for one 
year and, in the judgment of the Bank (RBI), it is likely to 
continue to incur cash losses for the current year as well 
as the following year and the unit has an imbalance in its 
financial structure such as current ratio of less than 1:1 
and worsening debt equity ratio" (RBI, 1978).Term 
lending institutions identify sickness on the following 
criteria: 

Continuous defaults in meeting four consecutive 
half yearly installments of interest or principal of 
institutional loans 
Continuous cash losses for a period of two years 
or continued erosion in the net worth by 50 per 
cent or more 
Mounting arrears on account of statutory or other 
liabilities for a period of one or two years (Bidani 
andMitra, 1983). 

  

C 
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The most stringent definition is given in the Sick 
Industrial Companies (Special Provisions) Act of 1985, 
which defined  a sick unit as "An industrial company 



(being a company registered for not less than seven 
years), which has at the end of any financial year 
accumulated losses equal to or exceeding its entire net 
worth and has also suffered cash losses in such 
financial year and the financial year immediately 
preceding such financial year,” About Jammu Kashmir 
Industries Limited ,J&K is a Company registered under 
the Companies Act, 1956 and was incorporated on the 
03.10.1963. This Corporation

 

is wholly owned J&K 
Government undertaking .The Shared Capital of the 
Corporation is Rs.20.00 Crores and paid up capital is 
Rs.16.26 Crores. This Corporation was set up with the 
main object of promoting local & traditional art of the 
state dealing with wood work, woolen,

 

kashmiri silk

 

,kashmiri carved furniture, Rosin &Turpentine industry in 
the State of J&K. The Jammu & Kashmir Industries Ltd 
is presently engaged in.

 
a) Wood works

 

In Govt. Joinery Mills, Pampore Kashmir and 
Bari-Brahmana, Jammu our designers

 

are also engaged 
in manufacturing of Khatumband ceiling Kashmir is 
known for its distinctive crafts, one of which is the 
woodcraft. History of woodcraft in Kashmir spans over 
ten centuries. Woodwork is not merely a functional craft 
it is decorative as well. It is believable that this distinctive 
craft has come from Iran as the Iran link in this craft still 
exists. Even today different types of Khatumband are 
known by Persian names, he observes. Khatumband 
has variety to look marvelous in design, JKI have 
different types of Khatumband design like Moje, Moje 
Lehar, Teen Bakshish, Chaar Bakshish, Charr Gul, 
Panch Murabba, Sheesh Gul, Dus Baraan, Dehwaz Deh 
Girid and many more.

 

Many buildings in and outside Kashmir can be 
seen having this unique type of ceiling. We have even 
designed the ceiling of Military Offices at Badambagh, 
Srinagar and Military Office in Ladakh as well. Visitors 
from different places visit at Govt. Joinery Mills, 
Pampore and come to know that the beautiful 
Khatumband ceiling which they see

 

in house boats or in 
hotels is hand-made they come to us and offer is big 
assignments. It is also evident that these eminent 
craftsman not only design ceilings of houses, but 
ceilings of different shrines, mosques, houseboats and 
some hotels in Kashmir are the evident examples of the 
carving skill attained by these craftsmen.

 

One will be 
amazed to see the beautiful Khatumband design at the 
holy shrine, Khankahi Moulla, in Srinagar. With the 
increase in modernization, people love to make their 
houses and offices more beautiful and attractive and 
Khatumband helps them to change their dreams into 
reality. Today people also like to design the walls of their 
houses or offices by Khatumband.

  

Besides, the Corporation also provides 
employment to the masses of the state. Already 
numbers of people working in the units of Jammu & 

Kashmir Industries Ltd. have lost their employment due 
to the sickness of the units of these industries thus 
putting a burden on the Govt. of the state. Jammu & 
Kashmir Industries Ltd. is a Public Sector undertaking of 
the J&K Government. Therefore the researcher has 
selected Jammu & Kashmir Industries ltd. for the study.

 
III. Objectives of the Study

 
The researcher will study about the reasons why 

Jammu & Kashmir Industries Ltd became sick industry. 
Therefore considering the study the researcher will work 
on the following objectives:-

 

1. To study the reasons due to which Jammu & 
Kashmir Industries Ltd became sick industry

 

2. Understanding the employee views about the 
most important reason for Jammu & Kashmir 

 

Industries Ltd. becoming sick.

 

3. To frame a suitable revival strategy so as to 
protect the employment of the masses .and 

 

4. Safeguard the state wealth & resources.

 
IV. Material and Method

 
a) Study Area

 

The area of conducting this study is Jammu & 
Kashmir Industries Ltd, J&K. The study is specific to 
Jammu & Kashmir Industries Ltd. The researchers will 
determine the reasons of sickness and will study them 
to meet out the objectives of the study.

 
b) Sample Method and Sample Size

 

As the study is based upon Jammu & Kashmir 
Industries Ltd.The sample size is small.  The researchers 
will collect the data from 200 respondents who are the 
employees of Jammu & Kashmir Industries Ltd. India.

 
c) Data Collection Procedure

 

The data is collected by distributing the 
questionnaire among

 

the 200 employees of the industry. 
The respondents from Jammu & Kashmir Industries Ltd.

 

India in the state Jammu & Kashmir. And where the

 

response rate was 85%. The researcher with the help of 
the selected sample size can know their opinion 
concerning the

 

reasons of sickness of Jammu & 
Kashmir Industries Ltd. India.

 
d) Analytical Technique

 

Tabulated data was analyzed with the help of 
simple percentage to know the highly most influencing 
reason for sickness of Jammu & Kashmir Industries Ltd.

 
e) Stages of Industrial Sickness

 

An individual unit passes through several 
stages before it becomes sick. The knowledge about 
the various stages of sickness is very essential for taking 
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corrective and appropriate measures in appropriate 
time. The different stages of sickness along with the 
determinants which identify these stages as per the 



guidelines of Reserve Bank of India (RBI) are given 
below:-

 

NNormal Unit

 

-

 

A normal unit is characterized by 
the efficient functioning of its functional areas like 
production, marketing, finance and personnel. In other 
words, a unit can be called healthy or in a normal state 
(NS) when it is earning profits, the current ratio is more 
than one, net worth is positive and debt-equity ratio is 
good.

 

Tending Towards Sickness-

 

At this stage a unit 
shows certain initial aberration in any of its functional 
areas. In other words, the unit faces some 
environmental constraints. At this time, the unit is said to 
be tending towards sickness (TS). The distinctive 
features of this stage are decline in profit in the last year 
as compared to the previous year and loss estimated in 
the current year.

 

Incipient Sickness

 

-

 

The continuation of the 
deterioration in the functional areas of the unit, results in 
the actual setting in of industrial sickness. This stage is 
termed as incipient sickness (IS). At this stage, the unit 
incurs cash losses but imbalance in the financial 
structure may not be apparent.

 

From the research carried out it was found that 
the Jammu & Kashmir Industries Ltd have undergone all 
the above stages of industrial sickness.The researcher 
identified that there are various reasons that led the 
Jammu & Kashmir Industries Ltd to sickness and 
thereafter closure of many other units of the Jammu & 
Kashmir industries and now only 4 units of the industry 
are

 

running that too on the verge of closure. The few of 
the problems that researcher identified after analyzing 
the questionnaires filled in by the employees of the 
industry:-

 

Corporate planning failure.-The ill conceptualized 
plan, delay in action, inability to frame the modern, 
achievable goals, ill functional policies are 
responsible for the sickness of the industry.

 

Production Problems-Underutilized plants, lack of 
product mix, defective production, availability of the 

raw materials & other consumables is

 

another 
reason for the sickness of the industry. 

 
Financial Barriers-

 

Finance is the most important 

constraint in running any organization. It is also       
one of the major reasons or Closure of any 
industry. To operate any industry finance is most 

important consideration. Every industry needs 
finance to manage their day-to-day operations 
such as purchasing raw materials, salary pay outs, 
purchasing goods for office use etc. If finance is 
not arranged properly the industry may lead to 
closure. Therefore finance is most important 
reason responsible for sickness of any industry.

 
Managerial Inability-Sometimes it is found that 
managers are not capable of managing the 
organizational activities. This may be due to 
various reasons such as inadequate work 
knowledge, uninteresting job profile or irrelevant 
education match with the job profile. Therefore if 
these sorts of experiments are done in the industry 
they may face the closure.

 
Obsolete Technology-Technological changes also 
lead the industries to sickness, this happens when 
the proper adaptation of technology is not done. 
That is industry follows the old technology in 
production or any other related work.Therefore 
change in technology is also a considerable 
reason for industrial sickness.

 
Marketing Related Problems-Produced goods or 
products are sold in the market. If the product is 
not marketed properly and supply is not proper 
there is possibility of customer switch to substitute 
product. If this issue of supply is not resolved 
quickly the industries may loose their customers 
and it can be the major reason for its sickness.

 
Human Resource Problems: Lack of skilled labors 
,deficiency among the technical staff, delay in the 
practicing of the modern HR Practices etc .If any of 
the implication is neglected it may lead to sickness.

 
 

Factors

 

Respond of 
Employees of Unit-
II(Pampore)

 

Respond of Employees 
of Unit-IV(Bari 
Bramana)

 
Financial Factor

 

92%

 

94%

 

Production Factor

 

65%

 

57%

 
Managerial 
Inability

 

68%

 

85%

 Obsolete 
Technology

 

54%

 

65%

 Marketing 
Problems

 

75%

 

89%

 Human Resource 
Problem

 

59%

 

76%
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Corporate 
Planning Problem

78% 95%



 
 
 

V. Findings and Conclusions

 

The researcher considered the major reasons 
that lead to industrial sickness. The researcher found 
that financial reasons are the most important reason 
considered by the respondents of industrial sickness 
and another chief reason for the sickness of the industry 
is the managerial inability i.e. not able to cope up with 
the dynamism occurring in the modern day markets. 
Rest factors which influence the sickness in

 

the industry 
are Marketing problems and the corporate planning 
problems. However the impact of obsolete technology is 
least on these units in comparison to the other factors. 
The difference in the opinion exists between the 
employees of these units in some of the aspects like 
Marketing Problems, Managerial inability, HR Problems. 
Changes acts as an important reason for sickness. The 
researcher also concluded that there exist some 
variation between the views and opinion of employees of 
these units regarding

 

the reason of sickness. 

 

Thus from the all above it is very clear that the 
reason for industrial sickness in this PSU is mainly due 
to the internal failure thus a suitable revival strategy is to 
bring in the desired changes in the managerial ability & 
the

 

Human Resources of the industry. So it is very clear 
that in all the four units the response is quite similar, 

thus we need to adopt similar kind of revival strategies 
for all the units to come back again.

 

It was suggested that the EDIs of the state 
should actively participate in training of the employees 
of sick units periodically. The development corporations, 
financial institutions should make efforts in alarming the 
units becoming sick .The study is limited to single public 
sector undertakings residing

 

in J&K only. The 
respondents seem to be unwilling due to lack of interest, 
negligence, communication problems. The element of 
subjectivity in interpretation cannot be ruled out in 
eliciting requisite information.

 

From the research carried out it was also 
revealed that the PSU’s faces number of problems but 
the factor behind less sales of these units were related 
to marketing inefficiencies. The importance of innovative 
marketing strategies in bringing about successful 
turnarounds has been highlighted by several 
researchers. The marketing oriented business is 
customer focused, and generates and disseminates 
marketing intelligence that is widely used throughout the 
firms. Such firms are able to sense and respond to 
market force with greater precision than inward looking 
rivals so we can say a good action again is required by 
the managerial staff for the revival.
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Questionnaire For Assessing The Industrial Sickness In Jammu & Kashmir Industries Ltd-A 

Conceptual Study
                                                                                               

NOTE: You are requested to tick (
would be used only for research purpose.    

I. PERSONAL INFORMATION
 

1

 

Name & Address of the employee  _____________________________________________

 
 

2

 

Place of work___________________________

 
 

3

 

Designation: ____________________________

 
 

4

 

Department : Production           Finance             HR             Marketing            Other

 
 

5

 

Gender :      Male                            Female

 
 

6            Age:         1-

 

Below 25       2-

 

Between 25 to 45          3-   45 above 

 

   

 

7       

 

    Educational qualification: Illiterate/ Primary/ Middle/ Secondary/ Graduate/ any other

 
 

8.           Year of joining the organization

 
 

II. Other Information

 

  
SNO

 
STATEMENT 

1
 

2
 

3
 

4
 

5
 

 
Mission of the organization      

1
 

The unit has clear mission & objectives
      

2
 

Adequate attention is paid by top management for the development of the unit
      

3
 

The functional policy of the organization induces growth & development
      

4
 

Change in financial policy is needed for the revival of the unit
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5 
Units have taken sufficient steps to arrest sickness      

6 
There is delay in the rehabilitation of the units      

7 
Business objectives are driven by social objectives      

8 
Revival of unit is possible only through privatization      

9 
All turnaround strategies have failed to revive the unit      

10 
Objectives of the unit are not communicated at operating level      

11 
Innovative technology can gain market share quickly      

12 
Change in market-mix is needed for the revival of the unit      

14 
Change in the work force would make the unit viable      

15 
The unit has become sick due to its unclear mission        

 Corporate Planning & Control      

1 
The site of the unit is not satisfactory      

  2 
The unit faces difficulties in procuring raw material      

3 
Machines & technology is out dated      

4 
The unit faces difficulties/delay in tieing  up financial arrangements with other 
financial institutions or banks 

     

5 
The unit faces lack of government support      

6 
The unit faces delay in disbursement of assistance due to non– compliance of the 
major terms and conditions of the loan agreement 

     

7 
The unit requires changes in certain project concepts due to subsequent detailed 
advice received from collaborators/ consultants 

     

8 
Price escalation adversely effects cost of product & its market      

10 
Delay in getting power connection, water connection, permission of concerned 
authorities to discharge effluents, etc are the cause of sickness 

     

11 
Stagnant price of the product is the reason for the less turnover of the unit      

12 
The unit formulates outdated functional management strategies      

13 
There is inadequate R&D work in the unit      

14 
Lack of co-ordination between the unit and Govt. Departments is one of the causes 
of the sickness in the unit 

     

15 
A well designed corporate planning would revive the unit      

16 
The unit has become sick due to lack of corporate planning & control      

Production Problems 

1 
The unit faces lack of infrastructural facilities like power , water , transport etc.       

2 
 Lack of maintenance leads to frequent breakdown of machines in the unit.      

3 
Undue hike in raw materials , consumables, power, etc. adversely affects production      

4 
 Improper choice of raw material/raw material-source, choice of production process 
etc. affects production capabilities of the unit 

      

5 
 The decline in production is due to defects/under performance of plant and 
machinery, defects in production process etc 

     

6 
 The unit is unable to produce quality product       

7 
Lack of proper planning of product mix and lack of co-ordination between 
production and marketing wing is leading to idle inventory 

     

8 
 The inability to meet market demand/tap foreign market causes sickness      

9 
 Increased capacity utilization (improved plant efficiency) is a good turnaround      
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strategy 

10 
Products are not as per market specifications      

11 
Poor product quality & production processes are causing sickness in the unit      

MMarketing Problems 

1 
The units are losing the target market due to better substitutes      

2 
Entry of many new manufacturers leading to cut–throat competition for products        

3 
The products of the unit are not promoted as required      

4 
Poor delivery schedules and lack of proper distribution system puts the wrong 
image of the unit on the buyers 

     

5 
There is minimal communication between marketing and manufacturing wing of the 
unit 

     

6 
The target market of the unit is smaller      

7 
The products of the unit lacks correct costing and correct pricing system      

8 
The quality of the products is not meeting the standards/customer expectation      

9 
The unit has failed to satisfy customer’s needs      

11 
Product innovation and new product development is a good marketing turnaround      

12 
Exhibitions, trade fair can help in the promotion of the unit      

13 
Better forecasting of demand is the prime requirement of the unit      

14 
Better customer relationship should be gained to avert sickness      

15 
Deleting unprofitable product line can reduce the cost of the production of the unit      

16 
Products should be promoted through print and non print media      

17 
Channel of distribution should be intensive to reach inert markets      

18 
Sales promotion should be carried out to attract new and retain old customers      

19 
Improved product, price, promotion and channel of distribution could check 
sickness in the units 

     

20 
Lacks of proper marketing strategies have led to the unit sickness.      

Financial Problems 

1 
Wages and salaries are not regularly paid to the employees      

2 
Over staffing causes financial problems on the unit      

3 
Unit is unable to reach the projected figures      

4 
The finance wing of the unit needs training &appraisal      

5 
Misappropriation of funds is the major cause of sickness      

6 
Unit lacks regular auditing of the books of accounts      

7 
The credit sale has reached to disproportionately high level due to the liberal credit 
policy of the unit 

     

8 
Regular over draft facility is not provided by financial institution      

9 
 Accounting procedure does not reveal correct financial position of the unit      

10 
The unit delays in the finalization of the accounts      

11 
Working capital is not adequate to meet day to day expenses      

12 
Conversion of short-term loans in to long-term loans may reduce the temporary 
burden of the unit 

     

14 
 The banks should sanction additional loan to meet the additional capital 
expenditure of the unit 
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Sector Undertakings



 
Please tick the relevant box which describes the statement. Here 1=Strongly Disagree; 2=Disagree; 3= neither 
Agree nor Disagree; 4=Agree; 5=Strongly Agree 
 

15 Enhancement of working capital limits is a good financial strategy for the turnaround      

16 Selling of non-core business is a viable decision to remove the sickness of the unit      

17 
Financial restructuring coupled with cost cutting can revive the unit      

18 
The unit requires technical collaboration for international excellence       

19 
The cash inflows are irregular in nature      

20 
Values of the assets of the unit are decreasing        

21 
The units are getting timely subsidies from govt.      

22 
ACP/APP varies with the credit policy of the unit      

23 
Process improvement and modernization can make unit viable      

24 
Financial barriers are responsible for the sickness of the unit      

                                                                    Human Resource Problem 

1 
The unit faces dissension within the management      

2 
Poor industrial relationship is found within the unit       

3 
The unit faces lack of coordination and control      

4 
Non– availability of skilled man– power is the reason for the eroded quality of the 
product 

     

5 
The unit faces disguised unemployment      

6 
The periodical trainings to the staff of the unit are a viable turnaround strategy      

7 
Traditional method of getting work done is one of the reasons of the failure of the 
products of the unit 

     

8 
Absence in the unity of command due to dispute/difference of opinion among the 
Directors 

     

9 
Absence of motivation among the man power of the unit promotes inefficiency      

10 
Lack of manpower planning exists in the unit      

11 
By agreeing to induct professionals as directors at various functional areas like 
technical /finance /marketing /research and development  would  strengthen the 
existing management 

     

12 
The unit should outsource HR from outside to gain professionalism in manufacturing 
operations 

     

13 
The reason for the sickness is HR related      

 14 
Flattened type organization structure is a good turnaround HR strategy      
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Abstract - This article empirically tests the impact of gender 
diversity of the boards of directors on earnings quality in 
general, and on earnings persistence in particular. Using a 
sample of 70 French firms listed at the SBF 120 index, we find 
that the enhancement of earnings persistence could not 
attributed to gender diversity. The results do not display 
significant differences among firms with female and male 
directors. Those results may be traced back to the socio-
psychological attitude adopted by female directors, and by the 
visibility of barriers that would hinder their hierarchical 
progression.
Keywords : diversity, gender, board of directors, 
earnings persistence, SBF120.

I. Introduction

ornet and Warland (2008) define diversity as a 
set of personal, social and organizational 
characteristics that contribute to the development 

of identity and personality of individuals. This concept 
gives rise to a politics of optimization of human 
resources management, ensuring an equality of 
opportunities between all individuals in the workplace, 
regardless of their differences. At the organizational 
level, this can be illustrated through an equal 
representation of men and women in the top of the 
hierarchy, and also through an equal treatment that 
would not only guarantee social justice, but also 
dismantle all forms of discrimination (Campbell and 
Minguez-Vera, 2008, Cornet and Warland, 2008).

However, in spite of the initiatives that 
encourage the enhancement of women’s representation 
in positions of big responsibility, their progress remains 
gradual and relatively slow. A survey carried away by 
Catalyst (2009) shows that, during the years 2009 and 
2008, women represented 15.2% of the board seats of 
Fortune 500 companies. 90% of these companies have 
at least one woman in their corporate boards, while 20% 
have more than three women. During the year 2007 and 
2006, respectively, women’s percentage was 14.8% and 
14.6% (Catalyst, 2007). Catalyst (2012a) presents a 
distribution of women in the different board’s committee 
of Fortune 500 companies. In 2011, women represented 

Author α : PhD student at the Faculty of Economics and Management 
of Sfax, TUNISIA. E-mail : hili_wafa@hotmail.com
Author σ : Associate Professor at the Faculty of Economics and 
Management of Sfax, TUNISIA. E-mail : habib.affes@fsegs.rnu.tn

14.7% of members of audit committee (12.1% in 2010),
12.5% of members of remuneration committee (11.5% in 
2010) and 19.2% of member of nomination and 
governance committee (16.9% in 2010).

In 2009 in Canada, women held 14% of FP 500 
Companies’ board seats. 41.9% of companies listed in 
the FP500 have no women in their board. This 
percentage becomes 39.5% in 2011. Moreover, in 2009, 
19.3% of FP500 companies held 25% or more women, 
and in 2011 only 21% (catalyst, 2012b).

As regards the French context, the percentage 
increase of women board directors in the CAC 40 
companies’ board of directors was 16.5% in 2010 and 
increased to 20.6% in 2011 (Natividad, 2011). Besides, 
the promulgation of the law n°2011-103 of 27/01/2011 –
implying women and men’s equal representation in the 
board of directors and in the supervisory board and 
professional equality ‒ has encouraged French 
companies to appoint more women in their boards. 
Indeed, in 2011, women’s percentage in the CAC 40 
companies’ board of directors was 20.99%. This 
percentage reached 17.39% in the SBF120 companies 
and 15.21% in the SBF80 companies (Ethics and board, 
International board watch and ranking agency, 2011a). 
Among SBF120 companies, “Publicis” has the most 
important percentage of women directors (43.75%), 
followed by “Alten” and “Orpea” (40%) (Ethics and 
board, International board watch and ranking agency, 
2011b).

As has been observed, these different 
percentages assume legislative and voluntary efforts 
that would foster women’s promotion in organizations. 
Nevertheless, women encounter many problems that 
may hinder their progress and slow down the process of 
their promotion. Those problems commonly boil down 
to the "glass ceiling" phenomenon. This concept 
appeared in 1986, in a report published by two journalist 
of Wall Street Journal (Wirth, 2001). This metaphor is 
defined as the invisible barriers, based on bias, that 
prevent qualified persons, women in particular, from 
reaching senior positions (Wirth, 2001). Morrison et al. 
(1987) contend that the "glass ceiling" concept 
represents an obstacle to women’s initiation into top 
hierarchical positions, not because of their lack of 
competence and efficiency but primarily because of 
their sex.

C
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A comprehensive literature review helps 
delineate the main causes of glass ceiling. In fact, this 
concept is inextricably connected with stereotypes and 
bias against women, to tokenism, to the absence of 
sponsoring, to the exclusion from informal networks, to 
managers’ reluctance, if not aversion, to appoint women 
in positions that generate revenues, to family-work 
conflict and to the lack of experience in the realm of 
leadership. 

In an attempt to avoid glass ceiling, researchers 
have suggested many strategies (Fitzsimmons, 
2012; Jonsen and Maznevski, 2010; Wirth, 2001), 
highlighting the importance of the adopting gender 
diversity politics in organizations, and mainly, in 
governance instances.  

In this article, we try to demonstrate whether 
women’s representation in French boards of directors 
can affect their credibility and transparence, through the 
examination of the effects on earnings quality, and 
especially on earnings persistence. Indeed, our 
research question is as follows: what is the impact of the 
boardroom’s gender diversity on earnings persistence? 

To solve this issue, we set two goals: 

1. The first objective draws from the insights of socio-
psychological literature and resources dependence 
theory, in order to explain the research relation and 
present the different attitude toward board diversity. 

2. The second objective is based on the agency 
theory. It examines the role of women in the 
enhancement of control and the ensuring of a better 
earnings quality. 

3. This research will be organized as follows: first of all, 
we present a literature review that examines the 
impact of women’s presence in the board of 
directors on earnings quality. We, then, suggest an 
empirical grounding in the French context.  

II. Boardroom  Gender Diversity and 
Earnings Persistence: Literature 

Review and Hypothesis Development 

Socio-psychological literature has been 
interested in the ethical gap between men and women. 
In fact, many researches display a perceptible 
divergence in the attitudes and leadership style of 
managers and administrators of both sexes. Mason and 
Mudrack (1996) show that men, longing for earnings 
and cherishing career success, are more likely to violate 
the law to reach competitive success than women are. 
These authors add that, unlike men, women are more 
interested in harmonizing relations and assisting the 
others. Accordingly, they are less likely to transgress 
business ethics. 

Besides, Klenke (2003) also suggests that, 
opposite to men, women are mostly concerned with 
interpersonal relations and rules conformity in the 

exercise of power. They often attempt to create an 
atmosphere of confidence by using transformational 
strategies such as the impression

Furthermore, the latter adopts a participatory 
and democratic leadership style, based on confidence 
(Trinidad and Normore, 2005). This style allows them to 
establish cooperative relationship with managers which 
facilitates their access to information and reduces 
informational asymmetry (Jelinek and Adler 1988). 

 and the motivation of 
management rather than the dependence to contractual 
arrangements and seniority. 

Another aspect of socio-psychological literature 
shows that, when it comes in financial decision making, 
women display a much more important aversion to risks 
than their male counterparts (Riley and Chow, 1992; 
Sunden and Surette, 1998; Barber and Odean, 2001; 
Bliss and Potter, 2002). Thus, in the presence of 
problems in financial reporting process, women 
directors are more likely to further expand their control 
as well as the inquiries realized on this subject.  

Women’s adhering to business ethics is likely to 
reinforce the social responsibility in organizations. 
Indeed, the governance role of board of directors 
stretches beyond the shareholders’ wealth maximization 
to include their ethic treatment (Van der Walt et al., 
2003). In their study, Bear et al. (2010) demonstrate a 
positive association between the number of female 
directors and the intensity of social responsibility 
indexes. Women’s presence demonstrates great 
awareness of social responsibility norms. 

All the researches aforesaid, which are part of 
the socio-psychological literature, show that compared 
to men, women embrace greater ethical values in their 
decisions and in the exercise of their power. Their 
presence in the management and governance instance 
would therefore inhibit all fraudulent attempts in the 
organization, and more particularly, all attempts at 
earnings manipulation.    

In the economic and financial literature, two 
main theoretical perspectives – agency theory and 
resources dependence theory – as well as the business 
case of diversity, underpin the logic behind board of 
director diversity (Van der Walt et al., 2003). 

Agency theory confers on board of directors a 
supervisory role, which requires the appointment of 
qualified, independent and self-controlled specialist 
directors (Bathala et Rao, 1995). 

According to Carter et al. (2003), diversity 
boosts the board independence and activism, and 
advocates a procedural justice, assuring a direct 
representation of shareholders and stakeholders 
interests in the decision making process (Luoma and 
Goodstein, 1999). 

In this context, Daily et al. (1999) claim that the 
improvement of the control role of boards is guaranteed 
by greater gender diversity. Kesner (1988) also finds 
that women are more likely to be present in important 
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committees of the board, such as, audit, remuneration 
and nomination committees.  

The amelioration of the disciplinary role allows 
the cut of agency costs. In fact, using two agency costs 
proxies (the free cash flows and poor growth or dividend 
payout ratio), Jurkus et al. (2010) find a negative and 
significant relation between agency costs and 
boardroom gender diversity for firms that show a weak 
external governance structure. 

In accordance with resources dependence 
perspective, board of directors is considered as an 
important strategic resource for organization, given that 
it connects firms to external resources, such as, capital 
access, competitors and markets connections (Ingley 
and Van der Walt, 2003). Indeed, the selection of 
competent and influential directors is beneficial for the 
firm: it allows for the decrease of dependency and the 
gain of resources, which can enhance its legitimacy, 
increase the information communication channels and 
establish an atmosphere of counsel and assistance.  

In the light of the previous observations, the 
main question is to know whether women directors hold 
the required skills to master the complexity of 
organizational environment. 

Although a number of researchers have pointed 
out the failure of heterogeneous board of directors 
(Adams and Ferreira, 2009), many others have been in 
favor of their diversity, elucidating the principal 
advantages of feminine representation. 

A study conducted by Robinson and Dechant 
(1997) shows that diversity provides efficient solutions to 
complex problems. Those authors suggest that variation 
of perspectives, which emerges from diversity, leads 
decision makers to consider more perspectives and to 
examine them with caution. 

Hillman et al. (2007) stipulate that increased 
female participation in management and governance 
allows an optimal use of resources contributing to the 
creation of competitive advantages. Singh et al. (2008) 
show the importance of board heterogeneity by 
investigating the profile of new-appointed women. They 
reveal that women are highly qualified and well 
experimented, which favors a greater diversity of their 
boards. From their part, Farrell and Hersch (2005) 
highlight the enhancement of firm reputation through the 
appointment of women in their boards of directors. 

In a similar vein, according to Thomson and 
Lloyd (2011), this feminization broadens the range of 
skills and helps solve the problem of the lack of 
competency. However, it provides access mainly to 
resources which have particular, distinct and 
complementary features and competencies. Besides, 
board heterogeneity enhances creativity and innovation, 
which can revitalize leadership through a better 
understanding of environment complexity, more 
adjustment, and greater ability to cope with ambiguity 
and to take perceptive decisions (Kang et al., 2010). 

As has been observed, all the theoretical 
arguments presented speak in favor of boardroom 
gender diversity. What is more, they are reinforced with 
empirical works which have presented the business 
case for diversity. Actually, many researchers have 
examined the impact of board of director gender 
diversity on financial and accounting performance. 
Varied results are obtained. Some of them highlight the 
existence of positive and significant relationship 
(Mahadeo et al., 2012; Rayan and Haslam, 2005; Carter 
et al., 2003; Erhardh et al., 2003), whereas others find 
the opposite and show a negative association between 
gender diversity and performance (Adams and Ferreira, 
2009; Bohren and Strom, 2005; Shrader et al., 1997) or 
assume the neutrality of the relation (Carter et al., 2010; 
Francoeur et al., 2008; Rose, 2007; Randoy et al.,2006). 

The existence of an association between board 
of director gender diversity and performance allows us 
to question its potential relation with earnings quality. An 
empirical literature review shows that the majority of 
researches, investigating this relation, have been mainly 
interested in earnings management as a measure of 
earnings quality (Srindhi et al., 2011; Sun et al., 2011; 
Labelle et al., 2010; Gul et al., 2007). Few researches 
have examined other attributes. 

Earnings quality represents one of the principal 
tenets of actual performance organizations. It represents 
an indicator of future performance and a useful measure 
for firm’s value valuation (Dechow and Schrand, 2004). 
In fact, four approaches can be followed to measure 
earnings quality; the value-relevance, the conservatism, 
the earnings management and the time-series 
properties of earnings (Schipper and Vincent, 2003). 
Earnings persistence, being the last approach, 
measures the probability of earnings steadiness or 
growth in future periods (Richardson, 2003). Better 
earnings persistence signals a good earnings quality 
(Richardson, 2003).   

In the US context, Krishnan and Parsons (2008) 
investigate the association between earnings quality and 
the proportion of women senior managers. They use six 
measures of earnings quality: asymmetric timeliness 
and conservatism, earnings skewness, accrual-based 
measure of conservatism, smoothness, avoidance of 
loss tendency and persistence. Among 770 
observations during 1996-2000, they find that high 
gender diversity firms report more conservative earnings 
than low diversity firms. Results also show a negative 
association between earnings smoothing, avoidance of 
loss tendency and management’s gender diversity, and 
a positive and significant association with earnings 
persistence. 

Using a large sample of Chinese listed firms 
reported earnings, during the period 2001-2006, Ye et 
al. (2010) find no significant earnings quality difference 
for firms managed by female and male executives. They 
use four measures of earnings quality: earnings 
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persistence, the accuracy of current earnings as 
indicators of future cash flows, the association between 
earnings and stock returns and the absolute magnitude 
of discretionary accruals. Their results are incompatible 
with the studies conducted in developed country. The 
authors indicate that the divergence of results boils 
down to the absence of ethical value differences 
between men and women in China because of the 
spread of socialist egalitarian ideology since the 
founding of communist China in 1949. This runs counter 
to developed countries, such as the U.S. and the U.K., 
where females possess different social role expectation 
and values, as noted in the prior literature. The authors 
provide another interpretation of their result which 
consists in the fact that obstacles to success in the 
executive position are much more visible in China than 
in the U.S., and as a result, these barriers becomes 
much easier to break down. 

III. Research Design 

a) Sample and data  
Our sample includes accepted companies in 

the French SBF 120 index throughout 2007 and 2010. 
From the initial sample (480 firm-year observations), we 
have eliminated financial companies (36 firm-year 
observations) and estates (28 firm-year observations). 
The reason behind this elimination lies in their 
specification in the reporting and the publication of their 
financial data. Besides, we have also eliminated foreign 
companies (20 firm-year observations) and those 
governed with supervisory boards (100 firm-year 
observations) since our goal is to investigate the 
association between board of directors’ gender diversity 
and earnings quality. Finally, we have put aside 
companies with missing data (16 firm-year 
observations). Sample determination is summarized in 
the table 1. 

Table 1 : Sample determination 

  

Financial and accounting data have been 
collected from annual reports and consolidated 
accounts of French companies, which are available in 
the websites of these companies. Data related to the 
composition and the other characteristics of board are 
culled from their reference documents.  

b) Measurement of variable 
To test the relation between board’s gender 

diversity and earnings persistence, we use different 
variables. 

Dependant variable 
*Earnings persistence: according to the 

relevance approach, the persistence of earnings 
represents an important indicator of earnings quality 
(Mohammady, 2010). It encapsulates the extent to 
which earnings persist in the following periods. The 
persistence is measured in the next regression (Dechow 
et al., 2010; Ye et al., 2010). 

R it / TA it = 0 + 1 R it-1 / TA it-1 +  it  

Where; 

R is operating income 
TA is total assets 
i and t index are respectively firms and years 

Earnings persistence is identified by the 
coefficient 1. A value close or superior to the unity 
indicates greater earnings persistence, which is 
representative of high earnings quality. 

Independent variable 
*Gender diversity of board of directors 

(DIVERS): it is a dichotomous value that takes the value 
of 1 in presence of women in the board of directors and 
0 otherwise.  

Control variables 
*The presence of block holders: it is measured 

by the percentage of capital held by the main 
shareholder. This measure has been used by Fernández 
and Arrondo (2005), with other researchers who have 
shown its influence on earnings quality (Halioui and 
Jerbi, 2012; Bryan et al., 2004). 

*The presence of deficit (loss): it is a 
dichotomous value that takes the value of 1 for loss 
making-firms and 0 otherwise. 

c) Empirical results  

 
 
 
 

R it / TA it= 0 + 1 R it-1 / TA it-1 + 2 DIVERS it + 3 R it-1 / TA it-1 * DIVERS it + 4 BLOCKS it + 5 R it-1 / TA it-1 * 
BLOCKS it + 6 PERTES it + 7 R it-1 / TA it-1 * PERTES it +  it 
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In an attempt to empirically vindicate our 
hypotheses, we propose the following empirical model:

firms/years

Initial sample 480

Financial companies 36

Estate companies 28

Foreign companies 20

Companies with supervisory boards 100
Companies with missing data

Final sample
16

280

In this respect, our research hypothesis is the 
following: There has been a positive association 
between board of directors’ gender diversity and 
earnings persistence.



Given the lagged endogenous variable (R it-1 / 
TA it-1) among explicative variables, the estimation of this 
model by classical methods – such as the ordinary least 
square procedure, the fixed-effect model, and the 
generalized least square method – can generate biased 
and divergent estimators

In this research, the two-step first difference 
GMM estimator will be carried out with OxMetrics 6. 

Table 2 recapitulates the principle results of our 
estimation. 

GMM estimator efficiency and model quality 
The results presented in table 2 indicate the 

validity of the instruments used since the Sargan test 
does not reject the null hypothesis of the validity of the 
tardy variables used as instruments (p-value = 0.106). 
Moreover, we notice the absence first order correlation 
of errors (AR1) given that the risk behind rejecting the 
null hypothesis of the Arellano and Bond autocorrelation 
test is high (p-value = 0.520). Consequently, we can 
confirm the efficiency of the first difference GMM 
estimator and the soundness of the results. 

The statistic Wald (joint) presumes the good 
quality of the model with significance threshold of 1% (p-
value = 0.000). We then reject the null hypothesis and 
we assume the global significance of the model. Wald 
(time) statistics also show the absence of temporal 
effect significance.  

Results interpretation 
The results indicate an important earning 

persistence because the coefficient 1 is significantly 
positive and near to the unity ( 1 GMM2 = 0.830989). The 
question to be raised now is whether there is any 
difference in earnings persistence level that can be put 
down to the gender of directors. 

. Four sources of bias can be 
identified: simultaneity, reverse causality, temporal 
correlation of errors and omitted values (Judson and 
Owen, 1999). 

To solve these problems, many techniques 
based on Generalized Method of Moments in panel data 
(GMM), such as those of Arellano and Bond (1991), can 
be deployed. Those techniques control the individual 
and temporal effects and resolve the problem of 
variables endogeneity. 

Arellano and Bond (1991) adopt first difference 
GMM estimators, which is a two-step method. The first 
step consists in considering, for each period, the first 
difference of equation to be estimated to go beyond 
country specific effects. This step, however, is not 
sufficient since this differentiation can lead to a 
correlation between error term and the tardy dependent 
variable. To grapple with the problem, the authors move 
on to a second step. It consists in instrumenting the 
explicative variable of the first difference equation, trying 
to mitigate the endogeneity problem generated by the 
presence of lagged dependant variable among 
explicative variables. 

To further examine the GMM estimator 
efficiency, two tests were conducted (Arellano and 
Bond, 1991): the Sargan test of over-identifying 
restriction, that enables to examine instruments validity, 
and the Arellano and bond autocorrelation test.  

The results shows a positive and insignificant 
coefficient of the interaction variable (R*DIVERS). This 
indicates the absence of significant differences in 
earnings quality between observations with male and 
female directors. These results are discordant with those 
of Krishnan and Parsons (2008) and concordant with 
those of Te et al. (2010). 

Table 2 : Earnings persistence comparison between firms with male and female directors 
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R(-1) 0.865417 0.830989 
 (0.010)*** (0.010)*** 

DIVERS 0.00667543 0.00884964 
 (0.338) (0.175) 

DIVERS(-1) -0.00461478 -0.00146381 
 (0.431) (0.796) 

R*DIVERS 0.00890764 0.0138680 
 (0.909) (0.858) 

R*DIVERS(-1) 0.0294620 0.00621445 
 (0.448) (0.848) 

BLOCKS -0.0716776 -0.108754 
 (0.057) (0.000)*** 

BLOCKS(-1) -0.0477683 -0.0722361 
 (0.000)*** 

R*BLOCKS 1.76826 1.78386 
 (0.000)*** (0.000)*** 

Arellano et Bond (1991): first difference GMM estimator
Dependent variable R

Independent and control variables GMM1 - first step GMM2 - second step

(0.047)**



R*BLOCKS(-1) 0.824353 0.776843 
 (0.001)*** (0.001)*** 

PERTES -0.0297398 -0.0252801 
 (0.015)** (0.035)** 

PERTES(-1) -0.00291363 -0.00857143 
 (0.839) (0.536) 

R*PERTES -0.176491 -0.162957 
 (0.290) (0.309) 

R*PERTES(-1) -0.249616 -0.172553 
 (0.241) (0.404) 

Constant -0.00549495 -0.00619065 
 (0.123) (0.080)* 

T2010 0.00671700 0.00767025 
 (0.201) (0.132) 

Wald (joint) 1.252e+004 1.296e+004 
 (0.000)*** (0.000)*** 

Wald (dummy) 2.512 3.317 
 (0.285) (0.190) 

Wald (time) 2.512 3.317 
 (0.285) (0.190) 

Sargan test 24.71 4.497 
 (0.000)*** (0.106) 

AR(1) test 0.4153 0.6427 
 (0.678) (0.520) 

AR(2) test NaN NaN 
 NaN NaN 

Notes  : The model used: first difference GMM of Arellano and Bond (1991), two steps, R: operating income, Divers: 
dichotomous value that takes the value of 1 in presence of women in the board of directors and 0 otherwise, 
BLOCKS: percentage of capital hold by the main shareholder, PERTES: dichotomous value that takes the value of 1 
for loss firms and 0 otherwise. 
***1% significance threshold 
**5% significance threshold 
*10% significance threshold 

Along these lines of interest, these results can 
be expounded by the socialization process that obliges 
women to adopt norms and qualities compatible with 
the culturally-established gender roles. Given the 
historical masculinity of management and governance 
instance, women can encounter problematic situations 
when they hold a management or leadership position 
because these social roles remain stereotypically 
masculine. In this situation, envisaging role conflicts, 
women can violate what they consider appropriate 
behaviour (Eagly et al., 1995). 

Women’s adoption of such attitude is further 
enlarged upon in Kanter’s study (1977). The author 
confers the quality of the “token” to women, since they 
enter the workplace having their social and gender 
category historically disproportionately represented. The 
token status raises their visibility and their performance 
control. 

Indeed, the directors of one sex usually adopt 
the better qualities of the other to become more efficient 
and successful. 

With reference to the Ye et al. (2010) study, 
another plausible interpretation can be assigned to 

these results. It has to do with the visibility of barriers 
that prevents women from hierarchical ascension, due 
to the strengthening of the French legal framework 
concerning feminine representation in the management 
and governance positions as well as organizational 
consciousness. 

The results also show that blockholders affect 
earnings persistence negatively, which corroborates with 
Bryn et al. (2004) results. The variable loss has no 
significant effect on earnings persistence, which is not 
compatible with previous literature. 

IV. Conclusion 

This article has been devoted to studying the 
effect of directors’ gender diversity on one earnings 
property; i.e., persistence. A theoretical literature review 
highlights the importance of female presence in terms of 
rules conformity, preferences for change, risk aversion, 
etc. Most of the studies that have examined the relation 
between boards’ gender diversity and earnings quality 
have been focusing on the earnings management 
aspect, and have come up with varied results. Few 
researches have dealt with earnings persistence that 
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represents one of the most important earnings quality 
attributes. Using a sample of 280 firm-year observations 
from the French SBF 120 index, we find that the 
observation that pays special attention on sexual 
heterogeneity does not display a significant difference in 
earnings persistence, compared to firms with 
homogeneous boards of directors (women’s absence). 
We attribute this result to socio-psychological factors 
and to the visibility of barriers that hinders women’s 
hierarchical ascension. 

Given the importance of earnings quality, firms 
can turn to other governance mechanisms, such as the 
enhancement of board of directors’ heterogeneity, in 
terms of functional backgrounds, education, age, etc., in 
order to improve corporate governance. 

Last but not least, a promising area for future 
research is to investigate the extent to which other 
board’ heterogeneity characteristics affect earnings 
quality. 
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AAbstract - The present study tries to establish a causal 
relationship between the nominal exchange rate and foreign 
direct investment in India using a time series data between 
1992 and 2010. It tries to understand whether the fluctuation in 
the exchange rate in turn causes the change in the quantum of 
foreign direct investments inflows and vice-versa which is of 
enormous importance in the wake of unprecedented 
depreciation of Indian Rupee against US dollar. Our analysis 
uses unit root test and Johenson cointegration test to show 
whether the variables under consideration exhibit stationarity 
and a long run association respectively. The test indicates 
absence of any long term association between the two 
variables under consideration. In the present context it 
appears that the data is not stationary at level and is stationary 
at first difference.  The Vector Auto regression (VAR) model 
depicts that the coefficients do not have any long run 
association. To establish the possibility of any short run 
association Wald test is conducted. It shows that the 
coefficients jointly do not influence the independent variables 
thus showing that the foreign direct investment inflows are not 
the functions of exchange rate parameters. 
Keywords : unit root, co integration, ADF (aumented 
dickey fuller), depreciation, foreign direct investment. 

I. Introduction 

he role of FDI to any nation is highly documented. 
It is known to be a source of much needed capital, 
technology and managerial skills. The developing 

nations are attracting the much needed source of 
foreign capital to boost their economies thus making 
their growth rates more sustainable. India is also not an 
exception to this trend and has taken steps to attract the 
much needed foreign capital   to bolster its economy. 
However the torpid pace of economic reforms has 
created a sluggish environment as far as the movement 
of foreign capital in India is concerned. Also the second 
noticeable trend that has grappled Indian economy is 
the volatility of the rupee vis a vis major currencies 
especially the US Dollar and British Pound. The past 
year   has   witnessed   a   sharp  depreciation  of  Indian  
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Rupee against dollar which stands at over 19% in a 
single year. There are observations that indicate a 
strong correlation between the foreign capital inflows 
and valuation of a rupee1. Any aggressive depreciation 
in the exchange rate   creates turmoil in the economy.  It 
increases the firm’s debt component on the loan 
borrowed from the foreign soil. The imports get dearer 
thereby having a cascading effect on the production 
costs and the product, thereby   triggering inflation. The 
present study tries to understand the correlation 
between the exchange rate (USDollar verses INRupee) 
and foreign direct investment in the Indian economy 
between 1992 and 2010. The question we are 
investigating here is: Does the fluctuation of the 
currency a have a bearing in Inward foreign direct 
investment flow? The answer to this kind of question has 
different answers in different economies. The 
investigation for the Indian context reveals that the 
volatility of Indian rupee value does not affect in any way 
the quantum of inward flow of FDI. Thus our research 
confirms the theoretical observations of McCulloch 
(1989). 

II. Literature Review 

The literature pertaining to the correlation 
between FDI and exchange rate in general is highly 
contradictory in nature and ambiguous, with some 
studies exhibiting a positive correlation, while others 
show negative correlation between the chosen 
variables. Cushmann (1985) and Froot and Stein (1991) 
explore the factors that might contribute to correlation 
between extrernal value of dollar and level of FDI in US. 
They have found  that modelling a link  between FDI and 
Exchange  rate  would  require  some beliefs  in long run  
and short run deviation  from PPP (Purchasing power 
parity) on cross border investment process.. Caves 
(1989), Froot and Stein(1991), Harris and Ravenscroft 
(1991) and Swenson (1993) has  concluded that 
depreciating dollar  is associated  with higher  flows  of 
FDI  in US  and a higher foreign takeover premia. 
Dewenter (1995) examined this issue but no statistically 
significant relationship between the level of exchange 
rate  and FDI. It was found that inflows of FDI will have 
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no significant  effects on nominal exchange rates in Sri 
Lanka. On the other hand Pakistan  should take into 
account the effect  of FDI inflow s on the nominal 
exchange rates  in short run although inconsequential  in 
long run.2 McCulloch(1989) summarises that the 
exchange rate  movements  should not affect  FDI 
inflows  because if an asset in particular country  is 
viewed  as a  claim to future stream of profits 
denominated  in that country’s  currency, and if profits  
will be converted back to domestic currency of the 
investor  at the same exchange rate, the level of 
exchange rate  does not affect  the present  discounted 
value  of the investment. A random walk characterization 
for exchange rate evolution process implies that the 
expected future exchange rate levels should be same as 
current rate. This implies perfect elasticity of exchange 
rate expectation to present exchange rate, a notion 
strongly contradicted by survey evidence like Franke 
and Froot (1987). 

Froot and Stein (1991) claimed that the level of 
exchange rate may influence the inward flow of FDI. The 
depreciation of the host currency makes the asset price 
cheaper thereby increases the ability of the firms to 
invest. Thus the depreciation of the host currency 
should increase the FDI and conversely the appreciation 
of the host country currency should decrease the FDI. 
Campa (1993) says the firms decision whether or not to 
invest abroad depends on the expectations   of future 
profitability. An appreciation of host currency will 
increase FDI in to the host country, ceteris paribus, 
which is contrary to the prediction of Froot and Stein 
(1991). Thus the literature shows several contradictory 
facts and thus the issue warrants careful observation in 
a country specific manner. 

III. Objectives 

We would like to empirically study the long and 
short run  causal relationship between the nominal 
exchange rate and foreign direct investment in India 
during 1992 -2010  using a time series data. A vector 
autoregression model establishes the existence of such 
correlation. 

IV. Methodology 

The method involves time series analysis of the 
IFDI (Inward foreign direct investment) and average 
nominal exchange rate data (between Indian rupee and 
USdollar) between 1992 and 2010 using . We use a unit 
root test to check stationary of the time series data, and 
the Cointegration test for analyzing the long run 
association of the variables namely the foreign direct 
investment inflow and the average exchange rate 
between US Dollar and Indian Rupee. Since the time 
series of Exchange rates as well as the corresponding 
series for FDI do not exhibit stationarity, we go for an 
optimal lag selection through Akaike Information 

criterion. Also we use the Vector Auto regression (VAR) 
model to assess the long and short run correlation 
between the FDI and the exchange rate. 

V. Mathematical Aspects of our 
Methodology 

In the present study we are trying to estimate 
the equations that define for the long run, the 
dependence of FDI with several macroeconomic 
variables. The usual procedure adopted for such 
estimation is Multivariate regression which leads to an 
equation of the form (1) 

1 2 2 3 3 .....t t t n nt tx g x g x g x e ……………..(1) 

The variables that we have considered are 
current FDI, current exchange rate, the lag values of FDI 
and the lag values of Exchange rate exhibit 
autocorrelations meaning that they exhibit 
dependencies on their lags. Hence autoregressive 
modeling is being taken up. A typical autoregressive 
model (AR(p)) of order p is used when the variables 
concerned are depending on ‘p’ lags. In (2) below we 
write the equation that models such an autoregressive 
process. 

t 1 t-1 p t-p ty =c+a y +.....a y + ……………………(2) 

We note that te  and t  are stochastic terms 

incorporating the fluctuations or noises attributed to 
certain unexpected events happening. We also note that 
in our specific case the value of n is 4 and the value of p 
is 2. The equation (2) is a typical autoregressive model 
for a single variable. Let 1ty  represent the variable in the 

AR model corresponding to 1tx , 2ty represent the 

variable in the AR model corresponding to 2tx  and so 

on. Thus we have the vector 1 2 3( , , ,..... )t t t nty y y y  

incorporating all the variables that we have considered 
which we denote for simplicity as tY  indicating its value 

for the current time series. Similarly its lags are denoted 
by 1 2,t tY Y  etc. Thus the autoregressive model 

considering all the macroeconomic variables reads as in 
equation (3) 

t 1 t-1 p t-p tY =c+a Y +.....a Y +E …………………….(3) 

We can also write this Vector autoregressive 
equation (VAR model) in matrix notation as follows 
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1 1,1 1, 11t 1 1

2 2,2 2, 12 2 2

3 2,2, 2

Y

... . ..... .

... . .

t pt t

t ptt t

t pn tnt n nt

a Ya Yc
a Ya YY c

a Ya YY c

 

Now if the white noise elements are not serially 
correlated than OLS schemes work out  and hence a 
moving average representation leads to the final 
relationship. However if the white noise elements exhibit 
a serial correlation indicating that there exist linear 
dependencies among the n variables we have chosen, 
then the Relationship established by OLS scheme 
(Ordinary least squares) is not reliable and hence 
inaccurate. This leads to the concept of cointegration. 

Cointegration : The Matrix representation given 
above leads to a characteristic equation as a polynomial 
in lag operators. If the process is stationary then as 
indicated in the previous section a moving average 
representation is feasible. This needs some tests to be 
done to check for existence of unit roots. Essentially it 
means one checks for the eigen values of the matrix 
obtained in the VAR model. If the eigen values are 
strictly bounded by 1, i.e 1i then stationarity is 

guaranteed, else there is no stability in the VAR model 
even after taking p-lags. Here ,0i i n  are the n 

eigen-values corresponding to the characteristic 
equation. This justifies the introduction of cointegrated 
variables, since here we assume that two or more 
variables in the n-variable time series move along in an 
integrated fashion (together). The technique of 
cointegration introduced by Granger develops a more 
reliable method to look for causality and hence may lead 
to better forecasting tools. Using the software E-views 
we estimate the cointegration coefficients so as to check 
the significance of short term and long term causality of 
exchange rate to influence FDI decisions. 

In a typical VAR model involving two variables 
like Foreign direct Investment (Yt FDI) and Exchange 
rate (Xt EXR), Yt is influenced by current Xt and past 
values of Xt and similarly Xt is influenced by current Yt 
and past values of Yt. More generally if one wishes to 
consider more variables, such variables are decided by 
economic principles and proper literature survey, while 
the number of lags is chosen by AIS test. 

VI. Findings 

Our research had as it null hypothesis that 
Foreign direct Investment decisions are not influenced 
by the host country’s nominal exchange rate. Johenson 
Cointegration test shows that the none of the variables 
under consideration are cointegrated, the trace statistics 
shows that the p value is > 5 % indicating that we 

cannot reject the Null Hypothesis. The Unit root test is a 
test to show whether the two variables under 
consideration i.e FDI (Foreign direct investment) and 
EXR (Exchange rate) are stationary or not.  

The Unit root  test for Exchange rate  ADF at 
Level  for Intercept is 0.1128, trend and Intercept  0.7046 
and for None 0.9481 which is > 5% indicating that the 
data has a unit root  or the data is not stationary. The 
first difference ADF   p -values   for Intercept 0.0052, 
Trend and Intercept 0.0127 and None  0.0005 indicating 
the data  does not have a unit root at first difference. 
Similarly the Unit root test for FDI (Foreign direct 
investment)  with ADF p –values at Level Intercept 
0.1514 , Intercept and Trend 0.0704  and None  0.9481 
shows that the data has a unit  root at Level indicating 
that it is not stationary. The first difference ADF   p- value 
for Intercept 0.0539, Trend and intercept   0.0396, and 
None 0.0280. indicating that  the first difference does 
not have a unit root. As the data is not stationary at Level 
we use Vector Auto regression model. The   
Independent variable  FDI(-1)  with a coefficient C(1) is 
significant with p value of 0.0000  and the FDI(-2)  with 
coefficient  C(2)  is significant  with p value of 0.0050. All 
the other coefficients are not significant indicating no 
long run correlation. Similarly Wald test was conducted 
to show the influence of two or more variables  together 
on Independent variables i.e. C(3)  and C(4)   together,  
C(8) and C (9) together. Here the results we obtained 
show Chi square value with probability of 0.5246 and 
0.4622 respectively indicating that the variables jointly 
cannot influence the dependent variable. Hence we see 
that there is no statistical evidence for the quantum of 
FDI investments into India to be dictated by the trends in 
nominal Exchange rate. 

VII. Conclusions 

The exchange rate fluctuation essentially does 
not impair the quantum of foreign direct investment. It 
can be assumed that inward flow of direct investment is 
independent of exchange rate volatility. But the first lag 
and second lag of the foreign direct investment exhibits 
a significant relationship between the foreign direct 
investment indicating that the lagged FDI could be 
responsible for attracting FDI in the subsequent year.   
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Appendix 

Statistical Data Processing Output 

Figure 1 : Output of the Johensons Cointegration test  to check whether the variables exhibit a longrun association 
between each other.  

Johenson Cointegration Test 
  

Date: 09/02/12   Time: 14:42  
Sample (adjusted): 1994 2010  
Included observations: 17 after adjustments 
Trend assumption: Linear deterministic trend 
Series: EXR FDI   
Lags interval (in first differences): 1 to 1 
    
Unrestricted Cointegration Rank Test (Trace) 

Hypothesized  Trace 0.05 
No. of CE(s) Eigenvalue Statistic Critical Value 

None 0.352542 10.57599 15.49471 
At most 1 0.170901 3.186073 3.841466 

Trace test indicates no cointegration at the 0.05 level 
* denotes rejection of the hypothesis at the 0.05 level 
**MacKinnon-Haug-Michelis (1999) p-values 
 

Figure 2 : Tabulation indicating Unit root test for the variables( EXR and FDI) under  Intercept , Intercept and trend 
and None  for level and first difference. 

Unit Root Test   For EXR 
Intercept p-value 

At Level    ADF 0.1128 
At 1st Difference 0.0052 

Figure 2 (a) : Unit root Test (EXR)  under Trend and Intercept and None 

-------------- p-value (Trend Intercept) p-value (None) 
At level ADF 0.7046 0.9481 

At first difference ADF 0.0127 0.0005 

Figure 3 : Unit root Test (FDI) under  Intercept, Intercept and trend and None  for level and first difference. 

Unit Root Test   For FDI 
Intercept                            p-value 
At Level  ADF 0.1514 

At First DifferenceADF 0.0539 

Figure 3 (a) 

Unit root test (FDI) under Trend and Intercept and None 

-------------- p-value (Trend Intercept) p-value (None) 
At level ADF 0.7046 0.9481 

At first difference ADF 0.0396 0.0280 
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VVAR Model FDI as dependent variable and exr as independent variable 
Long run correlation 

 
System: UNTITLED   
Estimation Method: Least Squares  
Date: 09/05/12   Time: 20:46   
Sample: 1994 2010   
Included observations: 17   
Total system (balanced) observations 34  

 Coefficient Std. Error t-Statistic Prob. 

C(1) 1.697534 0.251837 6.740620 0.0000 
C(2) -0.905518 0.292621 -3.094508 0.0050 
C(3) -149.2891 471.0752 -0.316911 0.7541 
C(4) 281.6353 410.0798 0.686782 0.4988 
C(5) -3133.282 7066.626 -0.443391 0.6615 
C(6) -0.000174 0.000166 -1.048213 0.3050 
C(7) 0.000232 0.000193 1.197992 0.2426 
C(8) 0.525049 0.311384 1.686180 0.1047 
C(9) 0.257073 0.271066 0.948378 0.3524 
C(10) 10.12907 4.671090 2.168460 0.0403 

Determinant residual covariance 39499313   

     
Equation: FDI = C(1)*FDI(-1) + C(2)*FDI(-2) + C(3)*EXR(-1) + C(4)*EXR(-2) + 

C(5) 
Equation: EXR = C(6)*FDI(-1) + C(7)*FDI(-2) + C(8)*EXR(-1) + C(9)*EXR(-2) 

+ C(10)    

Figure 4 : Wald  Test  to check the  shortrun association between the coefficients 

C(3)=C(4)=0   Together influence FDI 

Wald Test:   
System: Untitled  

Test Statistic Value df Probability 

Chi-square 1.290161 2 0.5246 

    
Null Hypothesis Summary:  

Normalized Restriction (= 0) Value Std. Err. 

C(3) -149.2891 471.0752 
C(4) 281.6353 410.0798 

Restrictions are linear in coefficients. 
 

Wald Test: C(6)=C(7)=0
together influence EXR   
System: Untitled  

Test Statistic Value df Probability 

Chi-square 1.543471 2 0.4622 
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    Null Hypothesis Summary:
  

Normalized Restriction (= 0)
 

Value
 

Std.
 
Err.

 
C(6)

 
-0.000174

 
0.000166

 C(7)
 

0.000232
 

0.000193
 

Restrictions are linear in coefficients.
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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 l rather than 1.4 × 10-3 m3, or 4 mm somewhat than 4 × 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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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. 
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. 
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 I 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, I 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. 

Key points to remember:  

Submit all work in its final form. 
Write your paper in the form, which is presented in the guidelines using the template. 
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 
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 
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  
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. 
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.  
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. 
As always, 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. 
If 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:  

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 
Simplify - details how procedures were completed not how they were exclusively performed on a particular day.  
If well known procedures were used, account the procedure by name, possibly with reference, and that's all.  

Approach:  

It 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. 
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. 
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.
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