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THE IMPACT OF TECHNOLOGY ON BUSINESS AND
SOCIETY

Kathleen M. Wilburn, St. Edward’s University
H. Ralph Wilburn, St. Edward’s University

ABSTRACT

Technology, specifically the interrelationships of Artificial intelligence (Al), big data, and the Internet of
things (10T), is accelerating its ability to help businesses do more with less and provide better results. There
has been significant research in those jobs and activities that can be automated now and in the near future.
While this new structure of work may allow some people the work/life balance to pursue their creative
goals, for others it may mean a life with no stability or future. The result may be a two-tiered society where
the rich can afford expensive products and services, and the poor require governmental assistance because
although products can be produced more cheaply, they cannot afford them and so they are not produced.
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INTRODUCTION

Technology is accelerating its ability to help businesses do more with less and provide better results.
Acrtificial intelligence (Al), big data, and the Internet of things (10T), work together to create programs that
businesses can use to decrease time from product idea to product creation and product creation to customer
delivery. This paper will look at the major disruptions to society and the economy that are the result of
technology’s ability to allow businesses to automate work that humans have done, at the breakthroughs in
technology and how they have changed the structure and processes of business at the meaning of work in
society and the possible results of not having work, and at the sharing economy as a growing segment that
could provide jobs with purpose for many people. All of this will require changes in business structure and
management, government responses, and economic measurement, as well as changes in how citizens” well-
being is maintained.

LITERATURE REVIEW

In combination, Al, big data, and loT provide instant, detailed information about current and potential
customers’ needs and preferences that then feeds new product ideas. They produced robots that can replace
humans in manufacturing, restaurants, retail, and banking. They produced IBM’s Watson that can sift
through millions of pages of research in seconds to provide doctors information about diagnosis and
treatment options that will result in better, more affordable healthcare (Kaplan, 2015, p. 150), and Google’s
Deep Mind program that can read lips more accurately than human lip readers (Chui, George, & Miremadi,
2017, p. 1). The Triple Pundit: People, Planet, Profit (2015) recently reported that “GE estimates that
convergence of machines, data, and analytics will become a $200 billion global industry over the next three
years” (para. 1). The analysis of Manyika et al. (2015) “estimates that the 10T has a total potential economic
impact of $3.9 trillion to $11.1 trillion a year by 2025. At the top end, that level of value—including the
consumer surplus—would be equivalent to about 11 percent of the world economy” (p. 23). More
importantly, Chui et al. (2016) argue that today’s technologies could “automate 45 percent of the activities
people are paid to perform” and “about 60 percent of all occupations could see 30 percent or more of their
constituent activities automated, again with technologies today” (para 4). The World Economic Forum
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(2015) identified tipping points by 2025 for technology that include an 84% chance for producing a 3D
printed car and a 76% chance of a 3D liver being transplanted, as well a 90% chance that 90% of the
population will have access to the Internet and a 69% chance that over 50% of Internet traffic will go to
appliances and devices in homes (p. 7).

Technology’s Effects on Business

Chui et al. (2017) say that automation “can deliver significant value that is unassociated with labor
substitution” (p. 2) and is allowing companies to find new ways to understand the preferences of customers,
improve operations by using predictive-maintenance tools, optimize documentation work, and respond
immediately to weather changes that affect products. “However, extracting value from automation often
entails redesigning entire processes, not just automating individual components of the process (p. 5). Ford
(2015) argues that businesses must adopt Al and robots in order to stay competitive because robots can do
jobs faster and cheaper than humans can. The few humans that are needed will need skills to use, maintain,
and repair the programs and robots, but these skills might not be ones that the majority of those who had
done the work can learn. However, to make efficient use of Al and robots, detailed process analyses must
be done in order to understand where robots, for example, can improve overall efficiency, not just efficiency
of atask. This is especially important because the experts agree that many jobs will have tasks that can be
automated, even though entire jobs cannot be.

Technology and the Future of Human Work

The research shows differences in how economists and technology experts perceive the future as more and
more work tasks are automated. Some fear that millions of people will be left without work and income
because not enough new jobs will be created for most of them (Clifton, 2011; Ford, 2015; Palmer, 2017).
Others (Kaplan, 2017; Aeppel, 2015) think that this technological revolution will follow the pattern of the
industrial revolution and new jobs will be created as the old are automated, just as farm workers moved to
factory jobs. “Tomorrow’s labor market will be increasingly characterized by competition between humans
and robots. In tomorrow’s workplace, either the human is telling the robot what to do or the robot is telling
the human what to do” (Ross, 2016, p. 247).

Frey and Osborne (2016) developed a significant quantitative research model matching near-term
technologies to job skills required for 702 occupations identified in O*NET, the task measures list from the
U.S. Department of Labor. Their 2013 research looks at 702 occupations and ranks them according to
probability of being “computerisable” or “not computerisable.” They found that 47 percent of U.S. blue-
collar and white-collar employment professions are at high risk of significant automation: Service; Sales,
and Related; Office and Administrative Support; Farming, Fishing, and Forestry; Construction and
Extraction, Installation, Maintenance, and Repair; Production; Transportation and Material Moving.

Chui et al. (2016) and Maniyka et al. (2017) also focus on activities rather than occupations. They used
O*NET occupations and analyzed both the technical feasibility of automating each activity and amount of
time spent on each in the U.S. economy. Their final research showed that

Almost half the activities people are paid almost $16 trillion in wages to do in the global economy
have the potential to be automated by adapting currently demonstrated technology, according to
our analysis of more than 2,000 work activities across 800 occupations. While less than 5 percent
of all occupations can be automated entirely using demonstrated technologies, about 60 percent of
all occupations have at least 30 percent of constituent activities that could be automated. (Maniyka
etal., 2017, p. iv)
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Palmer (2017) identifies five jobs that robots will take first: Middle management, Commaodity Salespeople,
Report Writers like sports and financial writers who report numbers, accountants and bookkeepers, and
doctors (para. 2).

Other Forces

In addition to the speed of jobs being lost through automation, many economists and experts also see another
force that also decreases the number of jobs—the restructuring of a business to decrease size and cost.
There is the current move by U.S. companies to shift work to contractors, which leads to lower pay and
few, if any, benefits. “Some large U.S. companies outsource 20-50% of their workforce” (Weber, 2017,
para. 8). Deloitte’s chief talent officer said, “as much as 40 percent of the U.S. workforce may be part-
timers by 2020 (as cited in Green, 2015, para. 24). Another parallel trend is that as companies decide to
move manufacturing back to the U.S. in response to increasing wages in other countries and increased
transportation costs, they build new plants that are automated from the beginning. Fewer humans will be
hired than would have been in an older factory. Although a new plant may increase a geographic area’s
available jobs, the historical number of employees and support industries cannot be used to predict future
ones. Additionally, individual countries are requiring businesses to manufacture products in-country rather
than import them. New companies are starting with technology so they become profitable with fewer
people. AT&T was the most valuable company in 1964; today Google is worth 1B more but with less than
a tenth of AT&T’s workforce (Thompson, 2015). Ford (2015) points out that YouTube was founded by
three people who employed sixty-five people and sold the company in two years to Google for $1.65 billion.
Schwab (2016) notes that there is a change in definition and value of ownership: Amazon, the largest
retailer, does not own stores, Uber, the largest transportation provider does not own cars, and Airbnb, the
largest provider of sleeping rooms doesn’t own hotels (p. 159).

The Work Humans Will Do

Part-time work is creating a new type of economy, alternatively called the sharing, peer, or gig economy.
Whether peer to peer (P2P) or gig, the economy is based on sharing of talent and resources. However, in
terms of whether part-time work is a path to fulfilling one’s purpose or passion is a subject of disagreement.
It is possible that elimination of full-time jobs make a new artisanal economy focused on self-expression.
Thompson (2015) argues this might bring independence, and a chance to develop one’s talents and focus
on one’s purpose: “The next wave of automation could return us to an age of craftsmanship and artistry”
(p- 59). However, Schwab (2016) is concerned that only a few will actually be able to have this kind of
work and life, and even Thompson (2015) recommends that a minimum income for all would be necessary.
“Several economic studies have found that the overall self-reported level of happiness is highest when the
economic disparities in society are minimized, even after controlling for all other known factors” (Kaplan,
2015, p. 164). The other side of the sharing economy is one in which people cannot make a living doing
work that is meaningful to them. It is also possible that some people have to put together a string of jobs
that are not meaningful in order to survive, and with the knowledge that the availability of future jobs are
uncertain. This is the gig economy. It has created a new business structure that provides gigs, mostly short
term or part-time, through the Internet.

Two Tier Society

Thompson (2015) calls the working class the ‘Precariat,” “a working class that swings from task to task in
order to make ends meet and suffers a loss of labor rights, bargaining rights, and job security” (p. 58). One
problem with this model is that the economy is based on the rich spending their money on goods and
services. “Spreading long-term social benefit is hard. . .. If gigging platforms are necessary to keep people
in cash, the model’s social erosions have to be curbed. How can the gig economy be made sustainable at
last?” (Heller, 2017, para. 67).
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Government Changes

“Overall, robots can be a boon, freeing up humans to do more productive things—but only so long as
humans create the systems to adapt their workforces, economies, and societies to the inevitable disruption”
(Ross, 2016, p. 37). However, at a 2017 U.S. Governors at the National Governors Association meeting,
Elon Musk said that a regulatory agency was needed to control development of Al, because not only it
would threaten human jobs but also it could spark a war (Higgins, 2017).

New Economic Metrics Are Needed

As Kaplan (2015) reports, “In fact, there are two groups of people without jobs. The first are those who are
looking for a job and can’t find one, Indeed, that’s the official U.S. Bureau of Labor Statistics definition of
being unemployed. The other group is what the bureau calls “not in the labor force,” which includes
retirees. This does not mean these people are not working, just that they are not getting paid for working
(p. 170). Brynjolfsson & McAfee (2014) recommend that the human development index be used to fill in
some of the gaps in official GDP statistics. They also recommend using the multidimensional poverty
index that considers indicators like nutrition, sanitation and access to water, and also the Gallup-Healthways
Well-Being Index that has many years of data (p. 123).

CONCLUSION

Even if a company is completely automated, demand must be there. 3D printers may allow artisans to
create their own products and eBay may allow them to be sold B2B, but there still needs to be a demand.
Supply may increase as more people can follow their dreams. Many artists and musicians have had other
jobs so they could afford to follow their passion of creating art and music. Now those jobs will be gone,
but there may be more people trying to make money in artistic endeavors. The demand for any product or
service must exist, even for robots. Brynjolfsson and McAfee (2014) claim that the best solutions will
come from creativity and innovation that increase the value of human labor (p. 245). For business leaders,
Manyika et al. (2017) highlight the new responsibilities.
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MARKETING EFFECTIVENESS OF EDUCATIONAL
SERVICES ON WEBSITES

Mary Beth McCabe, National University
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ABSTRACT

Marketing educational programs in a complex world inspired the investigation of relationships between
education marketing and digital media. The research questions were: Which organizations are promoting
educational programs? What are the components of the programs/products? The study considered how
educational services are promoting the programs on the web. Also, the research considered how these
organizations distinguish themselves, including what is their implied value proposition. Lastly, the research
reviewed interaction on digital channels. The following five “search” phrases for educational programs
were used in an internet search: 1) establish a positive school culture, 2) increase academic performance,
3) improve safety, 4) decrease problem behavior, and 5) physically active classrooms/education. The goal
of the research was to better understand what educational programs are offering, which services provide
these benefits as outcomes, classify how they are promoting themselves using website channels, and then
evaluate/explain how that message is being communicated. The top 20 organizations who fit this search
were selected and their digital marketing was analyzed on websites using personal computers. Researchers
compared .ORG, .GOV, .EDU, and .COM types of educational organizations. The study ranked websites
for effectiveness based on similar research studies. The research examined both for-profit and not-for-
profit organizations that help K-12 schools solve problems of promoting and delivering services to their
users such as: members, parents and students. The study showed that: In this digital age, promotion and
delivery of educational services utilizing the Internet is a requirement. Websites have become a significant
arena for service providers to carry their messages to potential customers/users.

KEYWORDS: Information Seeking, Website Perceptions, Content, Promotion, Consumer Behavior
INTRODUCTION

Organizations providing education-related services to schools across the country are challenged to use the
Internet more effectively to both promote and deliver their services. Whether state boards of education,
various associations of educators, not-for-profit organizations or for-profit companies, the realities of
effective use of the Internet is vital to their reaching their intended education markets. As with all marketers,
these organizations must address what is commonly known as the Marketing Mix: Product, Place,
Promotion, and Price. The digital environment requires fresh ideas about each of these 4 Ps. The traditional
ways of interacting with customers often do not translate to this new environment. Marketers must adapt
to these changes or find they have much less access to their primary markets. The products (including
services) provided by education-related services to schools and educators can look quite different from
what was traditionally produced on paper in analog form. While the essence of the product often remains
the same, how it is packaged must be quite different. It is critical that these providers carefully examine
what they offer. Is their product line simply what they have offered in the past or is it adapted to the
evolving needs of their customers? How have they modified the product mix offered? How well aligned is
their product offering with the digital environment? Place is the delivery of product to customers. In this
environment, the distribution primarily happens digitally but some organizations retain an in-person
component. Two important issues in this arena are ease of use and quality of the visual presentation. Many
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marketers simply present the same information in the same way on both the virtual and in-person
environments.

The essence of promotion is how an organization presents what it has to offer. Generally, promotion is
expected to: 1) provide information to customers, 2) increase demand, 3) differentiate the product, 4)
enhance the product’s value, and 5) stabilize sales. Marketers of educational services, especially in this
digital age, are faced with new challenges to accomplish these tasks. Further complicating this challenge
is the need to sufficiently understand the organizations’ customers to tailor the language used in
communications. Customers want and need to know the cost of what is being offered to them. This value
equation is an interplay between the customers’ desire for the product and the marketer’s pricing strategy.
The pricing is impacted by whether the organization has a mandate to distribute information, to include
information as a service included for members, or plan to sell information for profit. All three types of
organizations are operating in the educational services marketplace. This research is intended to explore
how a variety of organizations address these marketing challenges. This task leads to the following research
guestions that guided this study:

What services and information are offered?
How is the organization and its services presented on its website?
What is the organization’s implied value proposition to potential users/customers?

Marketing educational programs in a complicated world led the research team to investigate which
companies are promoting educational programs and how are they promoting them. These educational
programs were challenged to solve problems arising from the following issues:

Establish a positive school culture

Increase academic performance

Improve safety

Decrease problem behavior

Create physically active classrooms/education

The goal of the research was to better understand which educational programs are offering services that
provide these benefits as outcomes, classify how they are promoting themselves, and then evaluate/explain
how that message is being communicated.

LITERATURE REVIEW

In today’s learning environments, students and parents are searching for outcomes. They have access to
digital devices such as desktop personal computer and laptops. They also use tablets and mobile phones.
The internet is a home for knowledge. Muir (2014) looked at an organization that is innovating education,
the Kahn Academy, and how students accessed online educational websites. Their perceptions of how
useful they were varied. The traditional role of the teacher was being challenged, as evidenced by
57,000,000 searches for “help with mathematics” on Google (Muir, 2014). What outcomes are those who
are searching on personal computers for educational programs looking for? The study on these outcomes
was based on three previous research studies: 1) (DePorter & Hernacki, 1992) with Quantum Learning and
Supercamp, focused on outcomes of K-12 education. 2) DePorter, Reardon, & Singer-Nourie (1999) 8
Keys to Success, and, 3) Given, and DePorter (2015), transformation due to human imitation of positive
interactions, and goal setting behaviors that lead to achievement in K-12 schools. Search Engines Using
search engines is one of the ways to discover what we are looking for in a digital environment, similar to
how we used a card catalog at the library in the past, only now we have access to every card and cross
referenced in trillions of results. The major search engines currently are Google, YouTube, Bing,
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and Yahoo, with Google’s engine having more than a 72% share of the searching behaviors. Few
would argue that this is the dominant search platform, especially as their parent company,
Alphabet, also owns YouTube, the second largest search engine.The role of a search engine is to
provide relevant search results quickly (Visser & Weideman, 2014). Search engines use algorithms that are
designed to scale well with very large datasets. They are optimized for fast and efficient access. A search
engine helps to organize results by using an algorithm to serve the results that are accurate. The web is a
vast collection of completely uncontrolled heterogeneous documents, indexed by data such as hyperlinks
and formatting (Brin & Page, 1998).

How usable the website is depends on the visitor’s ability to connect with the information. Removing
obstacles that could hurt their experiences will allow for higher levels of satisfaction by users. Once a
website loses the visitor because of usability, they are unlikely to visit again (Visser & Weideman, 2014).
Evidence that the classification models of searching was documented. This was based on restaurants and
getting info about the details users needed, by going to content websites for the information search. Hsu &
Walter (2015) looked at how consumers in need search for information on the internet. There were four
conclusions on how consumers search the Internet. (Hsu & Walter, 2015): 1) Certain users create Internet
searches using the dominant search engines, such as Google, 2) Some people go directly to a content
website, 3) Others have their “go to” search engines, and 4) Those who search vary in how extensively they
search. Marketing on the Internet Internet access services, such as websites, are the dominant
communications tool for internet exhange and sharing (Jarret, 2015). The Federal Communications
Commission (FCC) has regulated the telecommunications industry since 1934 and starting with dial up
services, regulates the Internet, as part of the public good. In 1996, Congress drew up two categories,
telecom services and information services. Information services, such as Facebook and YouTube, are
mostly exempt from FCC regulations. The FCC created the Open Internet Order in 2015 with strong rules
about net neutrality.This law requires that carriers cannot block, throttle or prioritize for pay, i.e., no fast
lanes on the Internet (Jarret, 2015).

Given that all websites have equal access on the world wide web, how do websites get seen? The outcomes
of digital marketing can be the following: increasing awareness, brand image, esteem, sales, loyalty or
commitment (Flores, 2013). Good websites should be easy to use, useful and easy to understand and
navigate (Aziz & Kamaludin, 2014). Pynoo & Tondeur, et al (2012) looked at secondary school teachers
and how they accessed educational websites, based on usage data and online questionnaires. They tried to
predict which websites would be most used and therefore useful. They also considered consumer behavior
and found that searching for and downloading material was the number one use, not sharing content. The
predictors for this behavior were individual’s attitude and perceived usefulness of the material downloaded.
Digital online relationships differ from analog offline or in-person relationships and theories emerge about
the source of these differences, including anonymity. (Kozlenkova, Palmatier, et al, 2017) For a marketer
there is a double edge sword; an anonymous relationship can promote both risky trial and easy termination.
Two-way promotional communication in online relationships, rather than unilateral relationships help
consumers differentiate, make choices and reduce risk, therefore increases sales revenues and shortens the
decision-making time period and have a positive financial impact on purchasing and revenues (Kozlenkova,
Palmatier, et al, 2017).

How do we promote and get the attention of our audience online? Using graphics is one way to get attention,
as well as using photographs. Ozmen (2015) looked at analyzing users attitudes about online content,
including how information is retrieved and processed. They considered how online ads should be presented
for more effective responses. Digital users were attracted by keywords and the initial digital presentation.
Users gave more importance to specific details over general information, indicating that being explicitly
clear in content may lead to even greater value to users. Consumer attitudes toward information retrieval
and processing made a difference. Relating to our study of educational marketing programs, in the Business
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to Business (B2B) space, web pages and value-add content helped a business stand out among competitors.
Holliman & Rowley (2014) reviewed digital marketing practices and suggested insights on what would
improve content relevance, especially since the marketing industry is facing a decline in effectiveness in
what they termed, interruptive marketing techniques. The following terms were used: useful, relevant,
compelling and timely. The cultural change to “helping” is better than “selling” in these cases examined.
Content marketing requires different marketing objectives, tactics, metrics and skills than those with
traditional marketing approaches.

Value and Pricing

Digital Marketing on personal computers has replaced some traditional interruptive marketing tactics such
as direct mail, door to door and telemarketing, which have been declining in effectiveness based on
price/value. Interactive marketing is useful and valued for achieving and sustaining a trust in the brand
(Holliman & Rowley, 2014). Consideration needs to be given to the relevance, usefulness, timeliness and
degree of interest.

Distribution and the Digital Audience

Stranaland (2010) looks at design of web pages and consumer behavior of how different segments of people
access them. If a company knows in advance the type of consumer who will be searching or seeking, that
can help them to design a more appropriate website. For educational program marketers, they may have a
need to reach the seekers, who want a controlled environment and simple design rather than the surfers who
value the interactivity. These marketers may choose a tactic that presents websites more simply and give
users more control when they visit. Controlling distribution via the Internet has been an issue for the hotel
industry (Carroll & Siguaw, 2003). Internet based room reservations presented challenges for scaling their
selling of perishable rooms, and lead to the success of start ups like Airbnb and other travel booking
websites. The effect of linternet distribution has had an effect on brick-and-mortar sales (Pozzi, Andrea,
2013) and the music distribution (Sparrow, 2006). Revenues increase overall, in this supermarket study,
and even more when the chain stores face more competitors. For the consumer, purchase behavior tends to
differ across the online and offline channels, based on tangibility, (Degeratu, Rangaswamy, and Jianan
2000) product weight (Chintagunta, Chu and Cebollada, 2012), pricing (Chu et al., 2010), and assortment
(Zhang et al, 2010). Metrics are more important than ever when it comes to digital marketing. Key
Performance Indicators (KPI’s) to measure effectiveness and Return on Investment (ROI). Globally
speaking, what is too expensive or too hard to measure will be eliminated from the tactics (Flores, 2013).

METHOD

This research study began in 2012 with a Meta study on Quantum Learning and how they were effective in
the advancement of educational programs. Building on that research, the key words were the outcomes of
these programs, as that would be what users of educational programs would be seeking in their search
processes. Here are the steps taken.

Searched for providers of identified outcomes, using Google, using variations of key words associated with
five categories identified by Quantum Learning (DePorter, 2012).

Visited and documented content for each website on October 11, 2016.

Visited websites using different personal computers (desktops, laptops) with different operating systems
(PC’s, Macs) and different browsers (Firefox, Chrome).

Assessed the digital approach used by the identified organizations.

Each researcher searched on Google for the same five terms using different browsers to find out which
programs were promoting these outcomes. Individual websites of educational programs with high rankings
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were selected from the outcomes of the internet search. How these organizations used these terms for
promotional messaging, was considered as well as the product or service that they are promoting. The focus
was on the educational organizations that fit at least four of our outcomes. We considered the type of
organization, and whether they were using paid search or organic Search Engine Optimization (SEO). We
gathered data on the following factors: 1) live on-demand chat 2) scheduled chat 3) social media 4) blog)
5) Interactive 6) Searchable website. Using the following rubric, we created a ranking system. Higher
scores meant that the website experiences were interactive (Aziz & Kamludin, 2014).

Usability — effectiveness — To what degree user can complete goal?
Efficiency — Are resources needed by user to complete goal available?
Accessibility — Can everyone access what is necessary to complete goal?
Learnability — How easily user can learn to interact with website?
Satisfaction — How comfortable user is with interacting with website?

Findings

The first level of examination of the websites consisted of looking for evidence that the site was addressing
one or more of the search criteria. We initially identified 20 websites by using the 5 key phrases (i.e.,
keywords) in searches using Google. We then narrowed down our 20 websites to a list of 11 finalists, who
had at least three of our key phrases. (A description of the websites are found in Appendix 1). Once these
websites were identified, each was visited separately by each of the resesarchers to make a judgment about
whenther the search criteria were significantly addressed on the website. At a minimum, websites were
expected to make information available to assist visitors in the selected areas or indicate clearly that such
information would be available upon joining the organization or purchase of services. Those websites that
addressed a minimum of three of the five criteria were retained for the study.

Table 1: Search Engine Results From Keyword Search, March 2016

Organization Org School Academic Emotional Decrease Physically
Type Culture Performance Safety Behavior Active
Problems Class Room
New York State GOV X X X X X
Board of Ed.
Greater Good ORG X X X X X
Science Center
American School ORG X X X X
Counselor Assoc
(ASCA)
Association of ORG X X X X
Suspervision &
Curriculum
Development
(ASCD)
Counseling in ORG X X X X
Schools
Edutopia ORG X X X X
FISH! CoM X X X X
National Assoc.of ORG X X X X
Elementary School Principals
(NAESP)
Success for All ORG X X X X
Foundation
We Are Techers COM X X X
National Center on Safe Supportive GOV X X X
Learning
Environments

Table 1 identifies the presence of the various search criteria. The organizations presented in this table were those organizations that addressed at
least three of the five criteria.
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In examining these websites, particular attention was paid to ways in which the website offered
opportunities for interaction with visitors. Such opportunities might be in the form of on-demand or
scheduled chats. It might also be a blog or other specific means of engagement. Finally, the websites were
examined to determine whether or not there was the capability to search the website.

Table 2 : Interactive Analysis of Websites

Website Live Scheduled Blog Interactive Search
Chat Chat Website

NY State Ed Dept no no yes No yes-Google
Greater Good Science Center no no no Take a quiz yes-Google
American School Counselor no no yes/vlog* no
Association yes
Assoc. Supervision& Curriculum no no no no
Dev. yes
Counseling in Schools no no yes no yes
Edutopia no no no no no
FISH! no no no no no
Nat Association of Elementary no yes yes no
School Principals

yes
Success for All Foundation no no no no

no
We Are Teachers no no no no no
National Center on Safe Supportive no no no Take a poll
Learning

yes

Table 2 displays the categories of interaction available on the website. A “no” indicates the website does not offer this type of interaction to site
visitors. *indicates video blog

The websites were then evaluated using the criteria developed by Aziz & Kamludin (2014): Usability,
Efficiency, Accessibility, Learnability, and Satisfaction. Each website was rated on each of the criteria
which yielded both individual scores as well as an overall rating. This process allowed for discernment
among the websites and several were superior to the others. Four of the ten websites had the same highest
total score on this process. Three websites were consistently the lowest in each of the categories.

Table 3: Results of Website Evaluations

Columnl Usability Efficiency Accessibility Learnability Satisfaction Total
Counselors in Schools 1 1 1 1 1 5
New York Dept of Ed. 1 1 1 1 1 5
Success for All 1 1 1 1 1 5
Greater Good 2 3 4 2 2 13
Safe support 2 2 4 3 2 13
NAESP 4 3 3 3 3 16
ASCA 4 4 4 3 4 19
ASCD 4 4 4 3 4 19
Edutopia 4 4 4 3 4 19
FISH! Philosophy 4 4 4 3 4 19
We Are Teachers 4 4 4 4 4 20
Total 31 31 34 27 30

Table 3 displays the results of the application of the evaluation criteria from Aziz & Kamludin (2014). We Are Teachers was the most consistent in
its performance against these criteria.
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Analysis

Three websites stood out to the researchers: FISH! Philosophy, We Are Teachers, and Edutopia. These
websites had a clear webpage that was useful and responsive. The FISH! Philosophy website had prominent
links to social media, including Facebook, Twitter, Linkedin, and YouTube platforms, and clear ‘contact
us’ information, including a web capture form which set expectations as soon as visitors arrived on the
website. There were no live chats offered in any of the educational websites, which seemed to be an
interactivity opportunity missed by all of the organizations in the study. Although the New York State
website had extensive content that would be helpful to educators, it consistently rated at the bottom of the
five measurement scales for this study. The website was simply a document repository that could be
accessed if the visitor knew the exact document being sought. It did not allow for easy browsing of
documents or searching by key words. It also was consistently very slow to load; even the home page took
longer than expected time for any information to appear on the computer, tablet, or mobile screen.
Berkeley’s website was interactive, friendly and engaging. It had content that appeared to be valued by
frequent users. However, the Berkeley.edu website was too busy, with so many options that it made choices
of where to focus more difficult for the user. The organization of the website did not guide the attention of
the visitor. The National Association of Elementary School Principals website reflected a leadership-
oriented experience and scored more moderately on the measurement scales.

The FISH! promotion focused on selling their products and services. Scoring well on the measurement
scales, FISH! offered an interactive customer experience using the tools on the website. Most of the other
educational websites did not provide a memorable user experience, because they were mostly about them
only and not about the benefits they brought to the user. They seemed very self-promoting and bureaucratic.
They looked like they were created by committees, rather than to service a specific audience. They were
trying to satisfy many audiences, and therefore satisfied very few. For these reasons, these websites scored
lower on the measaurement scales. One .org that did get positive interaction was Success For All Foundation
(successforall.org). Even though the website was not interactive, the content was effective through the
technique of presenting the story of the brand. We are Teachers, FISH! Philosophy and Edutopia were the
top three most effective websites on PC’s when looking at usability, efficiency, accessibility, learnability,
satisfaction and a combination of these (Aziz & Kamludin, 2014).

CONCLUSIONS

The websites in the study ranged from government agencies to private non-profit organizations to private
for-profit companies. For some organizations, the website content was publicly available for free. For
others, beyond information to tempt potential members, the information was behind a member login page.
The commercial organizations used the website as a lead generator for future sales opportunities and
presented enough information to elicit an inquiry about purchasing. The key learnings from the research:
1) Websites with interactive opportunities helped the visit be experienced as more relevant. This allows
the visitor to quickly drill down to the information most desired. 2) A focus on the visitor’s perspective
more than the organization’s contributed to a more engaged visit. For example, rather than write, “we’re
great”, successful websites ask “how can we be of service to you?” 3) Effectively used, photos and short
videos significantly enhance the visitor experience. Ultimately, the challenge for each website is to weave
these approaches into an effective promotional offering that reaches its target market and engages it
successfully. What the most successful organizations did that was a best practice:

Websites were easy to find using a variety of key words in a search.

Websites presented the resources necessary for a visitor to accomplish the purpose of the visit .

The content on the websites was accessible. Visitors could find what they were seeking.

Navigation of the websites was straightforward. Visitors could easily learn how to interact with the site.
The websites provided a positive experience, creating comfort in engaging with the site.
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The research shows the top five organizations for effectiveness were: We Are Teachers, Edutopia, ASCD,
ASCA, and FISH! Philosophy. The lowest rated websites were: New York Board of Education, Counselors
in Schools, and Success for All. What is the usefulness of the study? The results of this pioneering study
can provide marketers, educators, and non-profit organizations with important guidance as they evaluate
and/or revise their websites. Other educational programs, especially K-12, who may be thinking about
building or rebuilding a website may be alerted to what they need to use to promote, look, feel and operate
more effectively.

Limitations of our Study

Although different browsers were used in parallel to examine the websites, the researchers know that
websites may display quite differently on different browers. Timing makes a difference as these are all
digital pages, which can be changed instantly. It’s possible that some of the websites are already seeing
much improved effectiveness since this study was conducted. Internet search engines are dependent on the
search algorithms used. Google search results are different based on location, device and search history.
The algorithm causes results to be skewed. For example, if an educator in California was looking for an
educational program in Austria, and then searched for clothing, the searcher may find results will be retail
shops near Austria, not in California. Research initiated on the east coast of the United States might result
in imporatant differences in which organizations provide these educational services than this study initiated
on the west coast. However, once a vistor logs on to any website, the location of that visitor would have no
effect on evaluation of the website. So, the process of the evaluation of the effectiveness of the content on
the websites will not be a limitation of the study.

Recommend Further Study

What issues are still needing to be raised? Is this pioneering new research territory in this field? Since the
authors could not find any previous research in educational websites, they believe it represents new territory
in the field of educational program marketing. This research could be expanded into the Services Marketing
field. A similar study could be conducted in the health care field, the only industry that is larger than the
two trillion dollar educational program market in the US. In future studies, the authors may evaluate the
categories of educational organizations, reviewing .com vs. .net, educational vs. commercial venture, or
universities vs. government agencies.

APPENDIX 1

Here are a few of our exploratory findings about specific websites in the study, which were for-profit, non-
profit, public, and private organizations. The New York State Education System, a public non-profit
organization, appears to present its information as part of compliance to legal requirements that such
information be available, rather than as a communications tool. Berkeley’s Greater Good Science Center is
a public non-profit organization. The Association of Supervision and Curriculum Development, a private
non-profit association is membership focused. They offer services to subscribing members, in the form of
paid educational packages that add value for members. ASCD aims for better learners through books,
seminars, and more. Their web experience on PC was evaluated as more effective on four out of five of the
measurement scales. The National Association of Elementary School Principals, a private non-profit
organization for school principals. The website seeks membership from elementary school principals. The
National Association of Elementary School Principals website reflects a leadership-oriented experience and
scored more moderately on the measurements scales. We Are Teachers is an educators website, with ideas,
inspiring activities and advice for teachers. We Are Teachers is an online community for educators
providing classroom ideas and giveaways to inspire educators in K-12 schools. WeAreTeachers promotes
that teachers do more than teach, and speaks to the most challenging jobs in the world that also is one of
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the most rewarding jobs. Teachers relate to the way their jobs can be improved with their tools and ideas.
One example is a visual image of a smiling woman in a swimming pool about “10 Things Teachers Sshould
Do in the Next 90 Days.”

Edutopia is a private, non-profit organization. They were founded by the (George) Lucas Educational
Foundation and are entertainment-based, and reflects significant resources and creativity associated with a
successful organization. Fish! Philosophy uses training videos from Pike’s Peak Market in Seattle to help
organizations improve teamwork, customer service, employee engagement, leadership and retention
through their special training methods. Edutopia is a .org, non-profit organization that looks at assessment,
projects for learning, and develops teachers. They use the tagline “join the movement for change” to
motivate others to participate. Success For All Foundation (successforall.org) website is effective in telling
the story about the programs in pre-school to middle school with USDOE13 grant money. FISH!
Philosophy and We Are Teachers were commercial ventures, as reflected by the .com suffix. FISH! is a
private, for-profit firm, with events, written material for the K-12 teachers and other organizations
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YOUR ACCOUNTING CAREER PATH: WHAT'S THE
RIGHT CHOICE?

Dustin M. Grant, Clayton State University
ABSTRACT

As accounting majors near graduation, they ask themselves the all-important question, where am | going
to work? The students have to make that tough decision, and look for career areas that peak their interest.
Accounting offers many different options when it comes to an industry choice, so this paper will explore
public, audit, tax, consulting, private, corporate, managerial, governmental and non-profit, and education
careers. This paper reviews the benefits and challenges to these industries, and analyses the different
accounting career paths that one may pursue. The qualifications of each industry are discussed, along with
some suggestions that may fit with one’s personality. With all the different career path options, what is the
right choice?

JEL: M40, M41

KEYWORDS: Accounting Career, Accounting Jobs, Accounting Industries, Accountant, Accounting
Major

INTRODUCTION

When accounting students are nearing graduation, they must address the important issue of starting their
careers and finding a job that they are interested in and will enjoy. The accounting profession offers many
different paths for students to take, so finding out which accounting industry or position fits their values
and personalities is a step in the right direction. This paper examines some of the more popular accounting
industries and questions students about what they will look for when embarking on an accounting career.

Accounting Job Market Advantages

An article by Allegra Nagler states, “It’s a good time to be in the accounting and finance professions”
(Nagler, 2015). The same article claims that starting salaries for accountants and finance positions are
expected to rise by 4.7% in 2016 (Nagler, 2015, referencing the Robert Half 2016 Salary Guide).
Accounting has a high job growth outlook of 11% based on a report by the Bureau of Labor Statistics, so
accounting majors have an advantage when entering the job force. The article from the Bureau of Labor
states, “Employment of accountants and auditors is projected to grow 11 percent from 2014 to 2024, faster
than the average for all occupations” (U.S. Department of Labor, n.d.). Compared to many other business
majors, accounting yields more opportunities as there are many different industries to choose from, thereby
increasing the number of opportunities for landing a job. The U.S News and World Report ranks Accounting
number three in the best business jobs category and number twenty-four overall for 2016, with the job
market ranked ten out of ten based on job opportunities (U.S. News and World Report, 2016). Tighter
regulations and the duty to uphold the public’s trust also helps the accounting job market, as those factors
require separation of duties to deter fraud and errors. Many jobs require prior accounting experience,
therefore making internships invaluable. Internships play an important role while in school, as students gain
experience and get a taste of what specific accounting industries have to offer. By participating in an
internship, students gain real-world accounting experience while also determining if that particular
accounting industry is of a particular interest. Due to the number of accounting jobs available, students
should apply to many different accounting jobs within different accounting industries. Being exposed to
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multiple areas and going through many interviews will also increase the odds of landing a job, while
learning interviewing techniques along the way.

Accounting Job Market Challenges

Market constraints, job opportunities, and experience may play a significant part of the job hunting process,
as many may choose based on available jobs, as opposed to what industry appeals to their qualifications
and personality. Job-hunting can be a stressful and challenging time, so what obstacles must one overcome
to land the perfect job? Some challenges to entering the accounting job market are high numbers of
applicants, limited jobs in rural areas, and experience requirements. Finding ways to differentiate in the
application process leads to higher success in landing a job. To compete against a high number of applicants,
making a resume stand out from the others is vital, as many are similar and blend in with the others. Living
in rural areas also poses a significant challenge. In rural areas, there are fewer jobs to choose from, which
leads to increased competition due to the lack of job opportunities. Rural areas may also be very limited in
their offerings in the applicant’s industry expertise or industry choice, therefore limiting the job
opportunities. Prior job experience requirements also poses a threat. Many do not have the opportunity to
participate in an internship while in school due to different factors or personal reasons, so they are at a
disadvantage when it comes to applying for a job. The number one recommendation when searching for a
job is to be patient, assuming that is an option.

LITERATURE REVIEW

Accounting Industries

Accounting offers many career path choices, including but not limited to public, audit, tax, consulting,
private, corporate, managerial, governmental and non-profit, and education. Each individual industries are
unique and require a different set of skills and personality traits. One of the many benefits of obtaining an
accounting degree are the flexibility to work in different industries until one finds their niche. Once a
particular industry becomes of sincere interest, narrowing the job scope and pursuing a specific career path
becomes clearer.

Public Accounting

Public accounting is an area that encompasses auditing, tax preparation, consulting, and other similar areas.
A public accountant usually specializes in one of those areas, and most often licensed as a Certified Public
Accountant, or a CPA. Audit and tax are probably the most popular types of public accounting, and are the
services that the Big Four Accounting firms mainly provide to their clients. The Big Four Accounting firms
are the holy grail of public accounting, and are widely held as the best experience that an accountant could
list on their resume. However, many medium and small firms provide excellent opportunities for accounting
careers as well.

Auditing

As described in Auditing (AU) Section 110 paragraph .02, Responsibilities and Functions of the
Independent Auditor, “the auditor has a responsibility to plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement, whether caused by error
or fraud” (AICPA Professional Standards, 2016). An auditor is an independent third party that reviews and
expresses an opinion on the client’s financial statements. The broad responsibilities of an auditor would be
to analyze records, and to look for noncompliance in regards to accounting and auditing rules and standards.
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A benefit is that auditing is an area of accounting that continues to grow. Auditing has a high job growth
outlook, which corresponds to a good choice for new graduates, as job opportunities are available. Another
benefit is that usually auditor’s daily tasks are not repetitive. Each client has their own unique industry and
characteristics, so reviewing the information for one client could possibly be very different from another
client. If an accountant likes to dig around and research, then auditing would be an area of expertise they
may want to consider. Audit usually also requires a good amount of travel, so if traveling is of an interest,
then audit may be a good choice. There are opportunities for external and internal auditing, so that allows
for more job flexibility. A challenge for auditing is that it sometimes requires long hours and great
communication skills. Auditing season can require many overtime hours in order to complete the job, so
those extra hours could be a deterrent to some. One complaint about the working at the Big Four Accounting
firms is that the hours are brutal. While work experience at a Big Four accounting firm is excellent to have
on your resume, it is common for some to work seventy-to-eighty plus hours per week during crunch time.
Communication is also key to be an auditor. If someone does not like to communicate with others and
prefers to work independently, then this may not be the best option for them. A good auditor must ask the
right questions to the right people, so communication is vital to completing a successful audit. Stress levels
are high during peak season, due to the volume of work and attempting to meet deadlines, so be prepared
to eat, sleep, and breathe auditing during peak season.

To become an auditor, a bachelor’s degree in accounting is usually required, while a master in accounting
is preferred for higher-level positions. Most auditors are licensed as CPA’s, so obtaining a CPA license is
often required if an accountant wants to move up the ladder within an organization. As obtained from
Learn.org, there are many other certifications that auditors can obtain, such as the Certified Internal Auditor
(CIA), Certification in Control Self-Assessment (CCSA), Certified Government Auditing Professional
(CGAP) and Certified Financial Services Auditor (CFSA) (www.theiia.org). You can also earn the Certified
Information Systems Auditor (CISA) credential from the ISACA (www.isaca.org). The average salary for
those with less than a year of experience ranges based on the size of the firm. According to the Robert Half
2016 Salary Guide, auditors working with small firms earn about $48,000 with less than one-year
experience, while the average salary for medium and large size firms is $52,000 and $59,000 respectively.
The numbers were taken from the low end of the scale, so starting salaries are very good for auditors. As
one gains experience and earns promotions, top managers and partners usually make well into the six digits.
Tax

According to an article posted by in the Washington Examiner by Jason Russell, the number of pages in the
federal tax code is 74,608 (Russell, 2016). For a tax professional, that is information overload. While a tax
professional should stay current with tax laws, it is nearly impossible to know everything on those 74,608
pages. The majority of those tax laws probably do not affect the average American taxpayer, so do not let
that be a deterrent to becoming a tax professional. As an entry-level tax accountant, you will work on
preparing individual and corporate tax returns. While the busy season for tax is January 1 through April 15
each year, there is work that must be completed throughout the year as well. Normally each month, clients
will bring in their financial information, which will require the calculation their monthly and quarterly tax
payments, estimated taxes, withholdings, sales taxes, payroll, and other tax related information. One benefit
of tax is similar to auditing, which is that each client is unique, so the work is not repetitive. Working with
multiple clients keeps variety in the job. The work completed on one day may be very different from the
next. Tax jobs are abundant, especially during peak season, so this may help a new graduate find work. As
tax accountants are sought after during peak season, this offers many possibilities of landing an internship
while still in school, which will become a valuable source on a resume once one graduates. Tax
professionals are in high demand, so experience and knowledge in the realm of tax is invaluable.

While tax has a great upside, it also has its downside. Like auditing, it has long hours during peak season.
Again, at the Big Four, seventy-to-eighty plus hour workweeks are not uncommon. Smaller firms may
require less overtime hours, but do expect to stay late and work on some weekends during the tax season
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of January 1 through April 15. Communication and building relationships with clients is extremely
important to succeed in tax accounting. If someone does not like working with other people, then tax may
not be the right choice for a career path. The relationships must be built and maintained so the clients return
next year. Making the customer happy is vital to the firm’s success. Relationships with tax clients requires
a considerable amount of trust, as they share all of their private information. As with auditing, stress plays
a huge factor during tax season. The education required to be a tax professional is usually a bachelor’s in
accounting. There may be bookkeepers at the firm that only have an associate’s degree, but they usually do
not work with clients and on the actual tax returns. In order to be promoted to higher-level positions, a
master’s degree is preferred along with becoming a licensed CPA. Certifications other than the CPA are
available for tax accountants. The Internal Revenue Service (IRS) describes a couple of other certifications
that have Unlimited Representation Rights, such as Enrolled Agents (EA) and Attorneys. The IRS also
names Annual Filing Season Program Participants and Preparer Tax Identification Number (PTIN) holders
as having Limited Representation Rights. The pay scale for tax accountants is similar to auditors. According
to the Robert Half 2016 Salary Guide, a tax accountant with less than one-year experience earns on average
$49,000, while medium and large-scale firms pay $52,250 and $59,000 respectively, again reporting these
numbers from the low side of the scale. Like with auditing, tax managers and partners make well over
$100,000, depending on the size of the firm.

Consulting

Another form of public accounting is consulting. While audit and tax are the most popular types of public
accounting, consulting plays a huge role in the public accounting sector. Consulting can take place on many
different levels about many different topics. Accountants can consult clients on retirement planning, estate
planning, accounting systems, tax planning, compliance, training, new business start-ups, etc. There are
long lists of items that accountants can consult clients on, so choosing a specialization is common.
Consulting requires broad experience, so being vested in many areas is important. Attending conferences,
attending trade shows, researching journal articles, and networking is necessary in order to be successful.
Consulting can be a rewarding career. Consultants many times set their own schedule, select which jobs
they want to accept, and have the ability to work on various projects. Many jobs could be completed
remotely, so going to the office every day is not always necessary. In an article posted on
accountingweb.com titled, Tips for the Would-be Accounting Consultant, it mentioned to learn how to play
golf (accountingweb.com, 2008). The article goes on to state that “Forty-three percent of the biggest deals
start on the golf course, and eighty-one percent of those are finalized within a few days of the game”
(accountingweb.com, 2008). Consulting also allows for working with a firm, or starting a new consulting
business. Starting a new consulting business could be difficult, as finding and building a client list takes
time. Consulting, like auditing, usually involves travel. If sitting in the same office every day is not
appealing, then consulting would be an option to consider.

One challenge of consulting requires strong public speaking skills, as presentations are usually made to
many officers within an organization or to key personnel. As with all public accounting jobs, a personality
that enjoys talking with and working closely with others is key. Consulting may even require more face-to-
face time with clients than audit or tax. The clients are paying you to give them advice, so they are going
to want to pick your brain and ask many questions, so patience is a good virtue to have as well. Listening
is also a valuable skill, as consultants must know exactly what the client is looking to achieve. Another
challenge for consulting is that the job market is more competitive with fewer opportunities than audit and
tax. Finding the right job could be difficult. One of the most difficult parts of consulting is being honest
with a client. Telling the client what they want to hear is one thing, but telling them what they need to hear
is the difficult part, especially when the news is not good.

The education for consulting varies, mainly depending on if one starts their own consulting practice or
works for an established firm. Working for an established firm will require a bachelor’s degree in
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accounting, and usually a CPA license. Obtaining a CPA license usually requires additional education
beyond the bachelors, so a master’s is usually preferred. Starting a new firm does not require any sort of
education, but building relationships and finding clients will be challenging without an education, as the
clients will want to pay for experience and education. Certifications could be obtained, but will vary based
on the type of consulting specialization desired. Salaries for consultants are often hard to predict, especially
for those starting a new consulting firm. According to payscale.com, the low end of the scale shows a salary
of $44,000, which would be for new consultants. With consulting, the pay can have a broad range. On the
same chart from payscale.com referenced above, the average salary for accounting consultants is $68,000.

Private Accounting

While public accounting focuses more on working with multiple clients from various industries, private
accounting focuses on one company within one industry. Private accountants are usually more specialized
in one area or industry. Private accounting jobs include working for corporations, and the ability to climb
the corporate ladder as one gains experience. Private accountants most likely will start with a Staff
Accountant position, then work their way up to Assistant Controller, Controller, Director, and Chief
Financial Officer (CFO). Private accountants are considered internal employees, meaning the work they
perform benefits the specific company where they work. Private accounting tends to be the more stable
choice for an accounting career. Public accounting deals more with building a client list, while corporate
accounting is more reporting business transactions.

Corporate Accounting

Corporate accounting deals with the recording and reporting of financial information of an individual
company. Corporate accounting could be representative of the content learned from a Principles of
Accounting and Intermediate Accounting textbook. Examples of corporate accounting tasks are analyzing
business transactions, preparing and posting journals entries, compiling financial statements, and
performing month-end and year-end closing duties. Other duties are also required, but the focus is on
properly recording and reporting the corporation’s financial information. There are many benefits to
working in the private sector. The number one benefit is probably the predictability of the schedule.
Corporate accounting usually has a fixed work schedule, very little travel, and the office location is the
same every day. If a set routine were desired, private accounting would be the way to go. Since there is
very little travel with a fixed schedule, corporate accounting allows more free time to spend with family
and friends. While there are still periods where overtime may be necessary, it does not compare to the hours
of overtime in public accounting. Whereas public accounting works with many different clients with
different backgrounds, private accounting has only one client, the company where the accountant is
employed. The responsibilities are more structured based on your pay grade, so the focus is on the
specialized area of the corporation. Corporate accounting involves substantially less stress, and quality of
life is rated higher compared to those who work in public accounting. An article on by Bragg states, “job
satisfaction tends to be higher in private accounting” (Bragg, 2013). For those who like to work
independently and not interact often with others, private accounting is a good choice. While working with
others is still required, it is nothing like working with clients in a public accounting setting.

The challenges to corporate accounting is that it can be boring and repetitive. Many tasks are repetitive, so
there is the same routine day in and day out. Most corporate accounting jobs involve sitting at the same
desk (or cubicle) every day, so be prepared for it to be somewhat mundane. The busy season for corporate
accounting is year-end and budget planning. While most companies also have month-end and quarterly
tasks, they do not require as much time as year-end. While overtime may be required during those times, it
is significantly less than public accounting peak seasons. Entry-level corporate accounting positions
usually require a bachelor’s in accounting. Employees can move up without obtaining additional education,
but the process will take longer. Those who want to advance their career quickly should further their
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education by obtaining a master’s degree. Certifications are not generally required for many lower-level
positions, but for those who wish to pursue an executive position such as Controller or CFO should certainly
obtain their CPA license. There are other certifications that could potentially benefit those in private
industries, such as the Certified Management Accountant (CMA) and Certified Financial Manager (CFM).

A Staff Accountant can expect to start out with a salary range of $42,500 - $47,500, depending on the size
of the company. Private accountants can move up rather quickly, so the salary will increase as well. At the
top of private accounting, CFO’s from even small corporations can easily pull six digits, while those at
large corporations can make into the seven digits.

Managerial Accounting

Managerial accounting is another sector of accounting that performs internal work for a business. Geense
tells us “managerial accounting is concerned with providing information to managers, that is, to those who
are inside an organization and who direct and control its operations” (Geense, n.d.). While corporate
accountants perform duties for the corporation that benefit external stakeholders, managerial accountants
perform duties solely for internal use within a business that will not be prepared for or reviewed by any
external source. The sole purpose is to provide financial data to managers within the company so those
managers can make decisions about their departments and/or products. The benefits of managerial
accounting are very similar to corporate accounting. The schedules are fixed with very little travel for lower
level employees. Depending on the size of a company, some travel may be necessary to visit managers at
other company branches or locations. The tasks for managerial accountants do require discussions with
department managers, so there is normally more interaction with others. While many of the monthly tasks
are recurring, managerial accountants generally deal with some variation, so it is not always as dull as
corporate accounting. Managers may want different reports and financial information, so there are days
where it may not be exactly the same work. Lower stress, quality of life, and lack of overtime makes this
sector appealing. As with corporate accounting, many of the tasks are recurring. Managers are going to
want the same daily, weekly, and monthly reports. Sitting at the same desk every day and completing the
same tasks can be dull, but the lack of overtime other than month-end and year-end close is a plus. However,
budget season will be longer for managerial accountants, as managerial accountants help prepare the annual
budgets. Departments are never happy with their budget allowances, so be prepared to work with unhappy
department managers.

Entry-level managerial accounting positions most often require a bachelor’s in accounting. As with
corporate accounting, employees can often move up without obtaining additional education, but the
promotion process will take longer. As with any industry today, obtaining a master’s degree will help speed
up the promotion process. Certifications are not generally required for many lower-level positions, but for
those who wish to pursue a management position should certainly obtain some certification, probably the
Certified Management Accountant (CMA) or the CPA. The salary for managerial accountants start out a
little higher than corporate accountants, mainly because only medium and large size firms have separate
managerial accountants from their normal corporate accountants. Smaller firms usually combine tasks, so
managerial accountant positions are not available for budget purposes. Starting out, managerial accountants
can expect to make from $46,500 - $48,500, depending on the size of the company.

Governmental & Non-Profit Accounting

Governmental accounting seems to be somewhat of a hybrid of public and private accounting, as the
transactions are accounted for similar to that of private organizations, but it is prepared for the public trust.
Government money must be properly accounted for as it is the public’s money. The main idea with
governmental accounting is “accountability”. The funds collected for taxes paid by the taxpayers is
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supposed to benefit the taxpayer. Governments are not in the business to make profits, but to provide the
citizens with the resources they need. Governmental accounting is different compared to other types of
accounting, as they often use “fund” accounts. According to accountingedu.org, “Fund accounting refers to
the management and allocation of revenue an organization acquires through donations, tax payments, grants
and other public and private sources. The basic idea behind fund accounting is to monitor and document
the use of assets that are donated by outside parties” (Fund Accountancy, n.d.). Non-profit organizations
are accounted for similarly to a government agency, as the funds they collect are to benefit those on whose
behalf they are collecting the funds.

The number one benefit for working as a government accountant has to be job security. Unless someone is
doing something extremely unethical, like stealing government funds, then the job is generally safe.
Governments usually do not downsize, they avoid huge layoffs, and frankly, they are lax on their standards.
If for some reason they do cut jobs in a department, they are usually good about transferring employees to
other departments as opposed to laying them off. Government jobs are typically low stress, and provide a
means to move up within the agency or department. There is normally no overtime for entry-level positions,
except for possibly fiscal year-end, so the hours and schedule is fixed. Travel is very limited in lower level
positions, but often government accounting jobs allow flexibility to attend continuing education sessions
and conferences to learn more about the job and industry. There are many government agencies to choose
from on the federal, state and local level, so job opportunities are readily available. Non-profits are similar
to governmental accounting, but job security may not be as strong. The success of the non-profit depends
on large donors, so keeping those relationships is vital to keeping a job. Non-profits may involve visiting
donors and organizations, so while there are recurring tasks, some site visits may make the routine
somewhat less repetitive. While government accounting jobs are great, be prepared to carry the workload
of others. As with all government jobs, there are always those who take advantage of their job security and
do not put forth much effort. This is not always the case, but it could play a factor in some departments. As
with many accounting jobs, tasks can be repetitive, and be prepared to sit at the same desk every day. For
non-profits, maintaining the donors and collecting funds are vital to the success and operation of the non-
profit. While the accounting employees are rarely the ones who go out soliciting funds and donors, it may
be required as part of your job occasionally.

A bachelor’s degree in accounting is normally the minimum education requirement for both governmental
and non-profit accounting, while there may be some accounting clerk positions that could be obtained with
an associate’s degree. However, promotions rarely occur for those with an associate’s degree, so a
bachelor’s degree is recommended for those who want to have a solid career. A master’s degree is great for
those who want to move up quicker, so it is never a bad idea to further your education. Obtaining a CPA
license is also helpful if becoming a director or vice president is of particular interest. Other certifications
for governmental accountants is the Certified Government Financial Manager (CGFM) and the Certified
Public Finance Officer (CPFO). The starting salary for government accountants range from $43,250 -
$48,250, depending on which agency of the government, the location of the government, and education and
experience. For non-profits, the salary will range due to the size of the non-profit, so starting salaries can
be estimated to be anywhere from the low $40’s to high $40’s.

Education

A career in accounting that has a tremendous job growth outlook is the education of accounting. “The
accounting profession still suffers from a serious faculty shortage. As the average age of tenured accounting
professors is 58, the faculty drought is likely to worsen in the near future” (Vien, 2015). With the shortage
of accounting faculty, and the expected number of accounting educators set to retire, the number of positions
and the pay are attractive. An accounting educator will provide students with the knowledge and skills
needed to prepare them for their accounting career. Along with teaching, job responsibilities also include
research and service. In-depth research is encouraged and many times required depending on the type and
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accreditation of the institution. Other factors that may require research includes the position held, whether
it be a Lecturer, Assistant Professor, Associate Professor, and Full Professor. A public versus private college
or university may have different requirements as well. Service to the university would involve actively
participating and serving on committees or other university or college level activities.

Accounting educators at a college or university level often have excellent schedules, low stress, and high
job satisfaction. An accounting educator allows for maximum family time, as the schedules are usually
fantastic. A professor will normally teach classes two days a week, so sitting at a desk in the same office
every day is unusual, except for weekly office hours. Teaching allows for discussing new topics every day,
which eliminates the dull, repetitive aspects of a job. The job is usually very low stress, which leads to
better job satisfaction. In addition, being able to help students achieve their dream of a college education
plays an important role in job satisfaction. While the schedule is usually awesome due to teaching only two
days a week, the teaching days can be long, especially if you have a morning class and an evening class.
While it makes for a long day, the time in between classes can be devoted to office hours and other duties,
such as committee meetings. As with any job that deals with customers, customer service is of upmost
importance as a professor. The students are the customers, so they must be provided with the necessary
information and knowledge so they can achieve their goals. Dealing with students can be frustrating at
times, but the sense of accomplishment obtained by witnessing them apply the knowledge they learned
outweighs any and all frustrations.

Teaching at a research university will require a doctoral degree if a tenure-track position is desired, along
with a CPA designation. A PhD or DBA in Accounting is also required to teach graduate level accounting
courses in AACSB accredited schools. Some colleges and universities will hire those with a master’s degree
in accounting, assuming they have at least 18 graduate credit hours in accounting subjects. Usually, those
credentials generate non-tenure-track positions, and will only allow teaching of undergraduate courses.
Some technical colleges will hire those with bachelor’s degrees, but the pay will be much less than at a
university. Depending on your teaching specialization, any certifications are certainly encouraged,
especially the CPA. According to the Association to Advance Collegiate Schools of Business (AACSB),
“The average full-time faculty nine-month salary across all ranks and fields was $128,702” (AACSB,
2016). That amount does not include summer teaching pay, so salaries are higher for those that teach
summer courses. A new graduate from an accounting doctoral program can expect to start out making
approximately $151,100, according to research by Bishop, Boyle, Carpenter, and Hermanson published in
the Journal of Accountancy (Bishop, Boyle, Carpenter, & Hermanson, 2016). In the same article, the
authors state that a non-tenure track position of a Lecturer makes an average of $73,400 (Bishop, et al.,
2016).

METHODOLOGY

The primary method of obtaining student data for this paper was a survey sent to accounting majors in
upper-level accounting courses (juniors and seniors). The survey focused on what perspective accounting
students thought about accounting as a profession, and what factors contributed or will contribute to their
future career decisions when choosing an accounting job. The survey consisted of ten questions, with the
majority of the questions using a ranking scale to see what motivations were most apparent. Students were
given options for each question and were required to rank their choices from greatest to least based on their
motivations. The responses were ranked based on the number of responses for each option and in what
order the students selected their choices. For example, assume a question had eight choices where a student
ranked their motivation on a scale of one to eight, with one representing their highest motivation and eight
representing their lowest motivation. Each response that had a number one ranking (highest choice) would
be weighted by taking the amount of number one responses times eight (as there were eight choices), to
weight it based on the number of responses and number of choices. Assuming the same scenario, we took
the amount of number two responses and multiplied those by seven, as they represented the second highest
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of the options. The amount of the number three responses were multiplied by six, the amount of the number
four responses were multiplied by five and so forth until all answer choice options were weighted.

Once they were all weighted, we added up their values and divided by the total number of responses to get
a weighted score. The weighted score represents the order in which students value those particular choices,
with the highest score representing the option they most value. (See appendix A for example of calculating
the weighted average).The survey was sent to one hundred random accounting majors who were in their
junior or senior year of their undergraduate degree. Out of the one hundred survey invitations sent, sixty-
three students responded, for a response rate of sixty-three percent. While sixty-three students responded,
they did not necessarily complete each question in full, causing the response rates to vary among the
guestions. This was why the weighting of the answer choices was important and creating a score was
necessary to eliminate the choices that were not completed.

RESULTS

The purpose of the survey was to try to gauge the motivation for students entering the accounting profession
in regards to what they value when seeking and continuing their career in accounting. The interest in this
study was to gauge student expectations and values, and to compare the results of each question to the
aspects of the accounting industries discussed in the paper, while looking for any correlations in their
answers. The questions asked in the survey are in Appendix B. ~ The very first question of the study
focused on what priorities were the most important to the student in regards to finding a new job when they
start their careers. The results were as expected, as money / salary was ranked as the highest priority with
a weighted score of 6.43, with work schedule and family time coming in as the second priority with a
weighted score of 5.57. Job security came in third with a weighted score of 5.30. Position, industry, and
company measured closely to each other and came in at numbers four through six with weighted scores of
4.85, 4.80, and 4.65 respectively. Certifications came in seventh at 2.95, and just wanting an accounting
job no matter what came in a distant eight at 1.89.

Question three of the survey was similar to the first question, but question three specifically asked what
they valued more when looking for their first accounting job, as opposed to just finding a new job in general.
Having a flexible schedule was actually ranked higher than salary in this question, with weighted scores of
3.57 and 3.20 respectively. Just being able to land an accounting job to get started in the profession ranked
slightly higher than job security in this specific question, with weighted scores of 3.05 and 3.00 respectively.
The results of this question slightly conflict with the first question asked in the survey. This could be due
to the students knowing what they value more long term as they progress through their career (question
one), as opposed to landing their first accounting job (question three).The next set of questions dealt with
why the students chose accounting, and what specific industries within accounting they plan to work.
Question ten of the survey asked why they chose accounting as a career path. The top choice was that they
enjoyed working with numbers with a weighted score of 4.50, followed by the high demand for accountants
with a weighted score of 4.17. Following closely in third was the potential salaries with a weighted score
of 4.11. Surprisingly, work schedule came in last out of six choices with a weighted score of 2.50. As
addressed in question one and question three of the survey, students listed work schedule as one of their top
two priorities, but chose the schedule last in this choice. This potentially shows that while a flexible work
schedules are desired, the students understand the nature of their chosen career path and that accounting
can be demanding at times.

To further explore the difference in how they rated work schedules (and to see if there is any correlation),
guestion four asked what preferred accounting industry they have an interest in pursuing. Corporate
accounting ranked at the top followed by audit and managerial accounting, with weighted scores of 5.48,
4.78, and 4.63 respectively. This thinking could follow what students are most comfortable with when
taking their courses in the undergraduate curriculum. They have been exposed to financial and managerial
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topics more than they have others, such as governmental/non-profit and tax, which came in ranked at five
and six with scores of 3.60 and 3.22 respectively. Consulting came in ranked at number four with a score
of 3.65, which may have some correlation to the work schedule choices from other questions, as consulting
can sometimes lead to flexible work schedules. The education industry came in last at seventh with a
weighted score of 3.11, which may help explain the shortage of accounting faculty out in the higher
education world today. If current students show no interest in becoming accounting educators, then the
shortage could grow even larger.

To see if there was any correlation between their preferred industry and their preferred characteristics, |
asked in question five what characteristics best fit them in their job hunt. The number one characteristic
was that they like to work independently (2.74) and in a close second, they prefer work that is non-repetitive
and challenging (2.72). Working with clients and the general public came in third (2.53), while repetitive,
comfortable work came in last at 2.17. While much accounting work can be independent, usually corporate
accounting (number one choice of their preferred industry) is repetitive in nature, which conflicts with their
choice of repetitive work coming in last. While they may prefer independent work, they may value the
stability and work schedules of the corporate jobs better. Question eight of the survey asked what specific
job title or position do they plan to pursue. The results from this question seem to follow the pattern from
question four about their preferred industry. The top choice for question eight was Partner, followed by
Executive (CEO, CFO, etc.), with scores of 4.22 and 3.78 respectively. Partner ranked the highest, which
follows the auditing choice coming in second from question four. Executive came in second here as that
position would most likely come from the corporate accounting industry, which was the top industry choice
from question four. Manager came in third with a score of 3.67, and managerial accounting ranked third in
guestion four as well. Being their own boss came in at number four with a score of 3.65, the exact same
location that consulting ranked in question four. It appears that those results highly correlate with each
other, as questions four and eight are very similar in their rankings.

Controller and education came in ranked at numbers five (3.11) and six (2.88), again showing the lack of
interest in becoming higher education accounting educators.To reach their desired positions, | asked about
their education plans. For their education plans (question six of the survey), obtaining their Certified Public
Accounting (CPA) license and / or other certifications was listed as number one with a score of 3.35.
Pursuing their master’s degree was closely behind in second with a score of 3.15. These two should be
closely related as most states requires 150 hours of higher education in order to obtain a CPA license, so
the additional thirty hours beyond the undergraduate degree could be completed by enrolling in a master’s
program. More students chose not to obtain any further education (weighted score of 1.86) over pursuing a
doctoral degree (weighted score of 1.63). Again, this highly correlates with the previous questions as the
education industry was ranked lowest in question four, becoming an accounting professor / teacher ranked
lowest in question eight, and pursuing a doctoral degree came in last here, which is usually a requirement
to obtain a tenure-track faculty position at an AACSB (Association to Advance Collegiate Schools of
Business) accredited school. With their education plans in place, the next question asked about how they
plan to progress to their desired position once they obtained accounting experience. Question seven
addressed this issue and students mentioned they would like to stay with the same company as long as they
were being promoted at a reasonable progression with a weighted score of 4.79. The second choice was
that they would prefer to make the most money (4.22), which would mean moving from job to job if
required to do so. Trying different industries before settling down came in third at 3.74, possibly correlating
with moving around to gain more money. Planning to stay with the same company until retirement came in
fourth at 3.39, and owning their own business and having the best job title came in fifth and sixth at 2.61
and 2.44 respectively. With making the most money coming in second and a specific job title coming in
last, it appears students value salary over a specific job title.

Since salary seems to be high on the list from other questions, question nine asked how much students
expect to make when they obtain their first accounting job after graduation. The salary range of $40,000 -
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$50,000 came in at number one with a weighted score of 3.83, with the salary range of $50,000 - $60,000
coming in at number two with a weighted score of 3.58. The range of $30,000 - $40,000 came in at number
three (3.22), with $60,000 and over coming in fourth (2.71) and under $30,000 coming in last at 2.06. It
appears that students have realistic expectations for their first accounting job, as most starting salaries as
listed in the specific industries discussed above all have starting salaries in the $40’s, as noted from the
references.While obtaining a higher salary seems to be on the forefront of most students, | asked them in
guestion two how willing they were to work more hours to make more money or gain promotion quicker.
The students stated that they would be willing to work 50+ hours in order to do so, which created a weighted
score of 4.19. Working 60+ hours came in at number two with a score of 3.37, and working a standard
forty-hour week came in third (3.30). Long hours such as 70+ and 80+ came in the lowest at 2.53 and 1.74
respectively. This somewhat addresses that students value money over schedule, as many are willing to
work 50+ and 60+ as opposed to a forty-hour week. The students listed they preferred a flexible work
schedule, but seem to value a higher salary more, therefore willing to work additional hours.

The results of the survey seem to show that students value making money over most anything else. The
students acknowledged that once they obtain accounting experience, they would be willing to move around
to gain more money and possibly try different industries. They also state they would be willing more hours
in order to earn more money and get a promotion quicker. While they do like the idea of having flexible
work schedules, it appears they acknowledge that may not be as much as a motivating factor due to the
nature of the accounting profession, and their willingness to work extra hours. With most students seeming
interested in private accounting (corporate and managerial accounting), they may be willing to work on
more repetitive tasks to be comfortable in their position, although they ranked performing repetitive duties
at the bottom of their list. The results did show that very few are interested in pursuing teaching accounting
as a profession. With the current shortage of accounting professors and the projected number of retirees
over the next ten years, the shortage could grow to an alarming number if more students do not show interest
in accounting education.

CONCLUSION

Accounting is an excellent option for students to choose as their major and career choice. There are many
options to choose from, and all accounting industries have a high job growth outlook. Whether one chooses
to work in public, private, government, or education, any field of accounting is a fantastic choice. Each
industry within accounting has its benefits and challenges, so personality and interest should play a factor
in the decision. Use internships and shadowing opportunities to gain experience, which will also help
determine if that particular industry was of interest. Once a specific area of accounting becomes of interest,
narrow the scope and begin your journey. Now that the time has come to choose your accounting career
path, what’s the right choice?

LIMITATIONS

While many areas of accounting were discussed, there are other options and industries available. The topic
was broad in nature, so the paper is not as detailed for each particular industry. Future studies may involve
breaking down each industry in more detail, conducting more in-depth research for each industry, and
writing a separate paper for each industry. Also, the students took the survey without reading the contents
of this paper, so a future project could explore giving them the survey before, having them read the paper,
and then having them re-take the survey to see if any of their answer choices would be different if given
additional information about the different industries. The survey did not require the students to rank every
answer choice, so some only ranked their top three or four choices for each question and failed to rank the
others within that particular question. This could have a mild impact on the rankings for the bottom choices
of each category, but should not have an impact on the statistical significance on the overall assessment of
the survey given. The weighted score was created to offset the skipped rankings, which is why it was
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important to incorporate that into the assessment of the survey. The survey was administered to a group of
students within the same university in the same geographic region, so results may vary among different size
universities and locations.

APPENDIX

Appendix A

As an example, the weighted score of 6.43 that was mentioned in questions one as money/salary being the
highest priority when looking for a job is calculated as follows:

6.43 = ((18%8)+(15*7)+(15*6)+(12*5)+(0*4)+(0*3)+(3*2)+(0*1))/63

Since there were eight options in the first question, the number one ranked option received eight points
each, while the second place ranking would get 7 points each, the third place ranking would receive 6 points
each, etc. Once those were multiplied and added together, they were divided by the total number of
responses for that option to arrive at the score.

Appendix B
The following questions were asked in the survey:

What are your priorities when finding a new job? Please list in order of importance.

How willing are you to work more hours to make more money or gain promotion quicker?
What do you value more when looking for your first accounting job?

My preferred interest in the accounting industries are:

What characteristics best fit you in your job hunt?

My education plans beyond my undergraduate degree are:

Once | gain work experience, | plan to:

My ultimate goal is to become a:

When obtaining my first accounting job after graduation, | expect my salary to be:

I chose accounting as a career because:
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ABSTRACT

The purpose of this investigation was to determine which factors contribute to active duty military men and
women’s job satisfaction and dissatisfaction and their likely response to job dissatisfaction (exit, voice,
loyalty, and neglect). Furthermore, this investigation was to determine whether military members’
responses vary based on employee characteristics, such as age, gender, and employment longevity.
Although a great deal of research exists on employee motivation, there appears to be limited studies
conducted on men and women serving in the armed forces. As part of their duties, military men and women
risk their lives to preserve this nation’s way of life. Maintaining motivated personnel, who are committed
to excellence in defense of the nation, is not only responsible but also necessary in order to maintain an
effective and efficient military organization.

JEL: Z00
KEYWORDS: Job Satisfaction, Motivated Personnel; Herzberg’s Motivators; Hygiene Theory
INTRODUCTION

Each employee, from executive to manager to the lowest level employee, plays an important role in the
success of the organization. Therefore, building a motivated workforce is not only responsible but also a
matter of survival in today’s business environment. Research has shown that job satisfaction influences
employees’ level of motivation at work. For this reason, organizations spend a great deal of company
resources developing motivation and incentive programs in hopes of enhancing job satisfaction. However,
in spite of organizations’ efforts, less than half of United States workers are satisfied with their jobs (The
Conference Board, 2014). Accordingly, studies have shown that dissatisfied employees react in one of four
ways: exit, voice, loyalty, and neglect. While job satisfaction has positive consequences both at the
individual and organizational levels, the consequences of job dissatisfaction can be costly and detrimental
to the success of the organizations. Much like all other organizations, military organizations operate with
significant efforts to increase their effectiveness and efficiency. Retaining a motivated workforce is a
priority in order for these organizations to maximize efficiency and effectiveness.

An extensive review of literature shows that the factors affecting employee motivation vary by industry and
employee characteristics. Despite much controversy over Herzberg’s two-factor theory, current research
shows that Herzberg’s hygiene factors - specifically supervision, company policy, working conditions, pay,
relationship with peers, and personal life - affect employee motivation. This research supports studies that
Herzberg’s hygiene factors crowds out important intrinsic factors. Most studies have been focused on the
presence of intrinsic motivators when studies similar to this show that extrinsic motivators (hygiene factors)
are just as important in employee job satisfaction and retention. Herzberg’s two-factor theory proposes that
factors affecting job satisfaction and motivators are separate and distinct from those factors affecting job
dissatisfaction and hygiene factors in the workplace.
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LITERATURE REVIEW

Work is an important part of people’s lives. It is a source of their livelihood and social network, and some
find their own source of identity, self-esteem, and self-actualization at work (Vroom, 1964). For these and
many other reasons, people dedicate a great amount of their limited time to work. To sustain one’s effort
at work, he or she must feel positively about his or her work. In other words, a person needs to be motivated.

The United States Armed Forces or military is an All-Volunteer Force (AVF) that plays a critical role in
preserving this nation’s way life. Military men and women risk their lives as part of their duties in order to
preserve this nation’s way of life. According to the Office of the Under Secretary of Defense’s (2014), this
AVF is the “DoD’s most prized asset — it enables the Department to have high quality, educated, motivated
personnel who are committed to excellence in defense of the nation” and that volunteer force is central to
strong future military (p. 1-3). However, a strong military defense is not without costs. In fiscal year 2015,
the U.S. military’s budget is nearly $500 billion dollars (Office of the Under Secretary of Defense, 2014),
which accounts for nearly 50% of the government’s $1.11 trillion discretionary spending for 2015
(“Military Spending,” n.d.). One-third of the military’s $500 billion budget is spent on “military pay and
allowances, combined with military health care... These costs have been growing rapidly in recent years,
about 40 percent faster than growth in the private sector” (Office of the Under Secretary of Defense, 2014,
p. 1-3). Maintaining motivated workforce is not only responsible, but also necessary in order to maintain
an effective and efficient military organization.

Work motivation is critical to the success of any organization. According to Spector (1997), work
motivation is important both from humanitarian and utilitarian perspectives. The humanitarian perspective
suggests that maintaining a motivated workforce is responsible and the right thing to do. The utilitarian
perspective argues that employee satisfaction ultimately affects the organization. Work motivation is
important both at the organization and individual level. At the organizational level, work motivation is
related to employee performance (Jones, 2006), productivity (Judge, Thoresen, Bono, & Patton, 2001),
organizational commitment (Brown & Peterson, 1993), absenteeism (Hackett & Guion, 1985); and turnover
and turnover intention (Hom & Kinicki, 2001). At the individual level, work motivation addresses the
economic well-being of an individual from income, social contacts with other people (Quintanilla, 1990),
greater happiness and self-realization (Herzberg, Mausner, & Snyder, 1959).

Work motivation is “a set of energetic forces that originate both within as well as beyond an individual’s
being, to initiate work-related behavior” (Pinder, 1984, p. 8). Based on the work of Maslow, Herzberg’s
two-factor theory proposes that human beings have two basic sets of needs, intrinsic and extrinsic, and
different elements of the job serve to meet these two sets (Herzberg, 1959). Intrinsic factors such as
achievement, recognition, work itself, responsibility, advancement, and growth are related to job
satisfaction while factors that cause employee dissatisfaction include supervision, company policy,
relationship with supervisor, working conditions, salary, relationship with peers, work/life balance,
security, and status (Herzberg et al., 1959). Aligned with Herzberg’s finding, Pinder (1984) categorizes job
dissatisfaction as a specific form of frustration and cites external factors, such as policies, supervisor, and
co-workers, are causes of frustration at work (p. 73), preventing an employee from meeting his or her needs,
hence, lack of motivation. Research has shown that job satisfaction positively influences employee’s level
of motivation at work (Judge et al., 2001; Singh & Tiwari, 2011).

Countless studies attempt to answer the question of what fosters job satisfaction and dissatisfaction. The
reasons for job satisfaction and dissatisfaction are diverse and very complex. Although a great deal of
controversies surrounds Herzberg’s two-factor theory, an extensive review of literature shows that
Herzberg’s hygiene factors, specifically, supervision (Dill, Morgan, & Kelly, 2008), company policy
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(Durst, 1999; Newman & Mathews, 1999), working conditions (Oldham & Fried, 1997), pay (“Study
Benchmarks Impact,” 2008), relationship with peers (Society for Human Resources Management, 2004;
Wellman & Frank, 2001; ), and personal life (Eby, Casper, Lockwood, Bordeaux, & Brinley, 2005; “Study
Benchmarks Impact,” 2008) are related to work motivation. However, it is important to note that research
shows that employees’ reasons for job dissatisfaction vary by industry. Studies have shown that dissatisfied
employees react in several ways. Based on the work of Hirschman (1970), Withey and Cooper (1989)
report that dissatisfied employees tend to respond in one of four ways: exit, voice, loyalty, and neglect.
Voice is an employee’s attempt to “to change, rather than escape from, on objectionable state of affairs”
(Hirschman, 1970, p. 30). Loyalty is an employee’s response to stay with the organization in silence,
continuing to support the organization while waiting for the conditions to improve (Withey & Cooper,
1989). Neglect is putting in less effort, spending less time at work, such as lateness and absenteeism, and
focusing attention to non-work interest (Withey & Cooper, 1989). Exit is permanent departure from the
organization, voluntary separation, or turnover (Withey & Cooper, 1989). Employees’ responses have both
direct and indirect costs both at the individual and organizational level.

RESEARCH METHODOLOGY

The research design of this study centers on the assumption that Herzberg’s motivators contribute to
military men and women’s job satisfaction, and hygiene factors contribute to job dissatisfaction, and that
responses vary based on employee characteristics. This argument is the basis for the following hypotheses:

Hi: Motivators (intrinsic factors) contribute to job satisfaction in the military

H, Hygiene factors (extrinsic factors) contribute job dissatisfaction in the military

Hs Female military members will rate “personal life” as less satisfactory than male military members
Has Age is related to military members’ level of satisfaction with their “supervisor

Hs Employment longevity is related to military members’ level of job satisfaction with the “company
policy.”

Hes Age is related to voice as a response to job dissatisfaction in the workplace
H7 Employment longevity is related to loyalty as a response to job dissatisfaction in the military

The focus of the study was active duty military men and women currently serving in the U.S. Armed Forces.
A self-report web-based survey of military members attending Hawaii Pacific University (HPU) Military
Campus Program was conducted to collect primary data and measure active duty military members’ attitude
toward intrinsic and extrinsic factors that contribute to their job satisfaction and job dissatisfaction. The
guestionnaire was structured so that respondents would choose from a list of alternative responses. The
guestionnaire is divided into three parts. The first three questions describe the participants’ characteristics
- their gender, age, and employment longevity. The second part of the survey asks the participants their
level of satisfaction with 24 work and workplace-related factors in their respective military organizations
using a 5-point scale that ranged from 1 = very dissatisfied to 5 = very satisfied. The last part of the survey
asks the participants to choose from a list of four likely responses when dissatisfied with work and
workplace-related factors: voice, loyalty, neglect, and exit. The survey is designed to (a) determine the
different factors that affect military members’ job satisfaction and dissatisfaction; (b) their likely response
to job dissatisfaction — exit, voice, loyalty, or neglect; and (c) examine whether the factors that affect
employee motivation and their responses vary based on personal characteristics (age, gender, employment
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longevity). The data was analyzed using simple linear regression, t-test, one-way ANOVA, and chi-square
test.

RESULTS AND DISCUSSION
Studies have shown that motivators contribute to job satisfaction while hygiene factors contribute to job
dissatisfaction. The following analyses seek to determine to whether motivators (intrinsic factors) and

hygiene factors (extrinsic factors), as defined by Herzberg’s two-factor theory, contribute to employees’
job satisfaction and job dissatisfaction in the military.

H1: The Effects of Motivators on Job Satisfaction

To determine whether respondents’ level of satisfaction with motivator factors (independent variable)
contribute to their overall job satisfaction (dependent variable) in the workplace, a simple linear regression
analysis was conducted. A significant regression was found (F (1, 72) = 585.84, p = .001), with an R? of
.891. Participants’ predicted job satisfaction is equal to -68.63 + 3.07 (motivators). The participants’ mean
job satisfaction increased 3.07 for every point increase in motivators.

H2: The Effects of Hygiene Factors on Job Dissatisfaction

To determine whether respondents’ level of satisfaction with hygiene factors (independent variable)
contribute to their overall job dissatisfaction (dependent variable) in the workplace, a simple linear
regression analysis was conducted. A significant regression was found (F (1, 72) = 170.11, p = .001), with
an R? of .703. The participants’ predicted job dissatisfaction is equal to 49.48 - .95 (hygiene factors). For
every point increase in job dissatisfaction, hygiene factors decrease by .95 points. Research has shown that
employee motivation is related to different employee characteristics. Demographics data, specifically age,
gender, and employments longevity, were collected and analyzed to determine whether these characteristics
affect military personnel’s level of satisfaction related to work-related factors, specifically work/life
balance, supervision, and company policy.

H3: Work-Related Factor “Personal Life” and Gender

To determine whether female military respondents’ level of satisfaction with work-related factor “personal
life” is less satisfactory than male military respondents, an independent samples t-test was conducted. The
sum of the participants’ responses to both survey items related to personal life was used to test the
relationship between gender (independent variable) and military members’ level of satisfaction with work-
related factor ‘personal life’ (dependent variable). On average, male military respondents were slightly
more satisfied than female military members in balancing work and personal life (M (male) = 3.30, M
(female) = 3.26), while female military members were slightly more satisfied with the support they receive
to address family problems/issues (M (male) = 3.23, M (female) = 3.35). However, there were no
statistically significant differences between male and female military members’ level of satisfaction with
work-related factor ‘personal life’ (t =-.19, df = 72, p = .85, two-tailed).

H4: Work-Related Factor “Supervisor” and Age

A one-way between groups ANOVA was performed to compare the effect of age on the participants’ level
of satisfaction with work-related factor “supervisor.” The sum of the participants’ responses to both
supervisor-related survey items was used to test the relationship between age (independent variable) and
respondents’ level of satisfaction with work-related factor ‘supervisor’ (dependent variable). The
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participants were divided into four groups based. On average, military members in age group 18-29
reported the highest level of satisfaction both in relationship with their supervisor and the overall
supervisory support received while military members in age group 30-39 reported with the lowest level of
satisfaction in relationship and support received from their supervisor. The military members’ level of
satisfaction with work-related factor “supervisor” shows an increase in age group 40-49, but never at the
same level as the youngest group. Although the group means show differences between the different age
groups, the one-way ANOVA test revealed no statistically significant differences between the three group
means in their level of satisfaction with work-related factor “supervisor,” (F (2, 71) = 1.36, p = .26).

H5: Work-Related Factor “Company Policy” and Employment Longevity

A one-way between groups ANOVA was performed to compare the effect of employment longevity on the
participants’ level of satisfaction with work-related factor “company policy.” The sum of the participants’
responses to both company policy-related survey items was used to test the relationship between
employment longevity (independent variable) and the respondents’ level of satisfaction with the work-
related factor “company policy” (dependent variable). The participants were divided into four groups. On
average, military members’ level of satisfaction with “unit’s policies and procedures” were fairly the same
across all four groups, ranging from 3.08 to 3.48. The groups’ level of satisfaction with the “unit’s business
practices,” on the other hand, varied dramatically between military members with 1-4 years of service (M
= 3.82) and those military members with 5-10 years (M = 2.86). Although the group means showed
differences, the one-way ANOVA test revealed no statistically significant differences between the four
group means in the respondents’ level of satisfaction with work-related factor “company policy,” F (3, 70)
= 2.85, p = .61. Studies show that dissatisfied employees tend to respond in one of four ways: exit, voice,
loyalty, and neglect (Farrell, 1983; Hirschman, 1970; Rusbult et al., 1988). Of the 74 participants, 61
reported their likely response to job dissatisfaction in the military.

H6: Age and Voice Response to Job Dissatisfaction

A chi-square test was used to examine differences among the different age groups and their likely response
to job dissatisfaction. The age variable is divided into four groups (Group 1: 18-29 years; Group 2: 30-39
years; Group 3: 40-49 years; and Group 4: over 50 years) while the response to job dissatisfaction was
divided into two groups (voice response, not voice response). A chi-square test of independence was
performed to examine the relation between age and voice as respondents’ likely response to job
dissatisfaction. There was no significant relation between these variables, (X (2, 74) = .72, p = .70).

H7: Employment Longevity and Loyalty Response to Job Dissatisfaction

A chi-square test was used to examine the differences among the four employment longevity groups and
their likely response to job dissatisfaction. The employment longevity variable is divided into four groups
(Group 1: 1-4 years; Group 2: 6-10 years; Group 3: 11-20 years; and Group 4: over 20 years) while the
response to job dissatisfaction was divided into two groups (loyalty response, not loyalty response). A chi-
square test of independence was performed to examine the relation between employment longevity and
loyalty as military member’s likely response to job dissatisfaction. There was no significant relation
between these variables, X? (3,N=74)=.72,p= .93.

CONCLUDING COMMENTS
The results of the study support Herzberg’s theory that the motivators are related to job satisfaction, and

hygiene factors are related to job dissatisfaction. It is not surprising that military members rated intrinsic
factors as contributory to job satisfaction in the military. Intrinsic factors such as responsibility,
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achievement, advancement, and growth are inherent in military service. For some, serving one’s country
is an honor and a responsibility (Moskos, 1977; Woodruff, Kelty, & Seagal, 2006). The results also revealed
that hygiene factors such as supervisor, personal life, pay, peers, company policy, and work condition are
related to job dissatisfaction. The results showed that military members are individuals influenced by the
same external forces found in other industries.

Although the findings revealed that the causes of job satisfaction are related to job satisfaction and hygiene
factors are related to job dissatisfaction, the hypothesized relationships between participants’ level of
satisfaction with specific work-related factors (personal life, supervision, and company policy) and
employee characteristics (age, gender, and employment) were not statistically significant. However, a
closer evaluation of the responses to specific survey questions revealed that participants’ level of
satisfaction with their supervisor, unit’s business practices, and pay and incentives are related to employee
characteristics age, employment longevity, and gender, respectively.

There are important implications that can be derived from the results of this study. Leaders may not be
able to change the military’s mission, however, there are work-related factors that they can affect to improve
motivation in the workplace. In fact, the results of the study show that being part of the military’s mission
is the most important cause of job satisfaction for military members. However, Gallup studies find that
“even the most exalted mission may not engage” employees when basic engagement requirements, which
are work-related such as “know what is expected of them, have what they need to do their jobs, and feel
their managers have their backs” are not met (Flade, Harter, & Asplund, 2014, para. 6). The military cannot
rely on the intrinsic characteristics that are inherent in the military service such as responsibility,
achievement, and growth, to sustain employee motivation. Just like civilian employees, military members
are individuals affected by external forces such as other individuals (managers and co-workers), the need
for work-life balance, etc.

The results of this study show that overall supervisory support and working with others in their units are
important causes of job dissatisfaction among the military members who participated in the survey. The
level of satisfaction with overall supervisory support varies among different age groups, which can be
attributed on individual differences such as generational differences. Studies show that Gen X, those in age
group 30-39, was significantly more likely than Boomers and Gen Y, the other two groups, to value freedom
from supervision (Families & Work Institute, 2006; Jurkiewicz, 2000). A supervisor who does not
recognize this difference may treat all his or her subordinates the same way, extending support when it is
not needed nor desired. This misunderstanding can affect relationship between supervisor and subordinates.

The results of the study also found that military male respondents have lower level of satisfaction with the
support they receive to address family problems/issues than female military respondents, and they are
significantly less satisfied with pay and incentives. Recent changes in the Navy and Marines’ maternity
leave policy demonstrate the organizations’ commitment and support to its female military members while
married military men’s entitlement remains unchanged. The changing role of men in modern society should
also be reflected in the military’s personnel policies. The current discussion on changing paternity leave
for married military men to up to 30 days is a good start (McAvoy, 2015). However, this change does not
extend any paternity leave entitlements to unmarried new fathers and other new parents. Although
individuals with dependents entitlements are authorized to unmarried military men, they are not afforded
the same paternity leave entitlements. Additionally, a review of entitlement policies should be
multidimensional, so that changes affecting different groups are implemented simultaneously. Doing this
may show fairness in the system and avoid division among the groups (military women, married military
men, unmarried men, and other parents).

Another important finding is the level of satisfaction among military respondents showed a decline after
their initial four-year service, and those in age group 18-29 were most likely to quit among the other groups.
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An employee satisfaction survey similar to the one used in this study should be conducted in conjunction
with re-enlistment or in the form of an exit survey for those who elect to leave the organization. A mid-
career satisfaction survey should also be conducted to determine the level of satisfaction. Surveys are a
good way to measure what is important to these military members who will more than likely serve for the
next 10 years. It is also important that military organizations adopt meaningful exit interviews in the form
of a survey to learn the reasons for the turnover, especially among those who are recommended to re-enlist.
Providing military members various opportunities to voice their concerns makes individuals feel like valued
members of the organization.
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ABSTRACT

Due to a turbulent environment, production enterprises have to regularly initiate restructuring projects so
that they remain competitive. The planning involved with restructuring plants is frequently as complex as
new building projects. Particularly for SMEs, such an undertaking represents a significant challenge: Due
to their limited resources and lack of specialized and methodical expertise, there is little transparency about
the pending project and thus about the related complexity. In order to finally resolve this problem of
configuring a restructuring project, a model is required that allows the restructuring goals, planning task,
responsibilities and planning methods to be set and defined before the project even begins. In this article
we introduce the fundamentals of factory planning and restructuring projects, before reviewing the current
state of techniques and research gaps. Following that we outline the goal and procedure for developing the
proposed model. From there, we explain the procedure for identifying relevant configuration elements when
restructuring manufacturing and assembly areas and present our results. This was accomplished in part
by referring to the standardized factory planning guidelines found in VDI 5200 and by identifying relevant
factory planning approaches found in already published research. Moreover, we analysed and evaluated
22 restructuring projects conducted by us.

JEL: L23, L60
KEYWORDS: Factory Planning, Restructuring Planning, Project Configuration
INTRODUCTION

Due to a turbulent environment, factory planning projects are increasingly required and are thus being
initiated in shorter and shorter intervals, thus becoming a continual task for enterprises [1][2]. For factory
planning projects with constructional changes, enterprises generally contract external planners (e.g., factory
planners, logistics planner, architects). In comparison, projects that do not require constructional changes
are frequently conducted under internal direction, so that costs related to a specialized, external planning
team can be saved and because the complexity of re-planning is underestimated [3]. With smaller projects,
such as integrating a new machine in an existing manufacturing or assembly structure, it is usually not
necessary to hire an external planner. Due to the numerous links between production areas and equipment,
however, more extensive projects, for example, increasing the factory output by introducing industry 4.0
technology or lean principles, can reach a planning complexity similar to new building projects [4][5].
Whereas, corporations with their larger workforces can employ and integrate workers with an array of
competencies, SMEs have to concentrate their workforce on their key expertise [6]. Consequently, the
majority of tasks in planning the restructuring of SMEs are conducted by ‘non-experts’ in addition to the
day-to-day business [3][5]. SMEs thus often reach their limits in terms of capacities as well as content-wise
and organizationally. As a result, the desired improvements are only seldom attained to the full targeted
degree. In this article, we examine the fundamentals of factory planning and the problem of limited success
in factory planning in general and in particular, in restructuring projects (Section 2). Based on that we then
review current techniques and research gaps (Section 3). Following that we introduce the goals and
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procedure of this research project (Section 4) as well as the initial results (Section 5). The paper then
concludes with a summary (Section

Fundamentals of Factory Planning and Configuring Projects

“Factory planning is the systematic, target-oriented process of planning a factory, implemented in
progressive stages and with the aid of various methods and tools” [7]. Publications differentiate cases into
‘new’, ‘expansion’ and ‘restructuring’ plans. A new plan corresponds to building a new factory on a so-
called greenfield, while an expansion plan refers to extending an already existing building and a
restructuring plan represents the modification of the production sequence and utilization of space without
any constructional changes. Restructuring plans are by far the most frequent cases [8][9] and since the
already existing premises can only be changed minimally, they are also the cases with the greatest
restrictions [10]. Depending on the business strategy and given conditions, factory planning projects can
orient on different goals e.g., changeability, supporting communication, sustainability [11]. Since the
overall success of a factory planning project is measured among other things by the degree to which it
fulfills the factory goals derived from the business strategy [7] and since the cost of changes in the proposed
plan climbs exponentially over the course of the project, the initial phase of the project should already be
oriented on the goals set for the factory and structured accordingly [10]. Further factors that signal the
success of a factory planning project include schedule compliance and quality at the agreed upon costs.
Factory planning projects today usually meet these targets only partially. Thus, according to REINEMA [12]
an empirical study showed that completion dates are not met in 60 % of factory planning projects, that
quality is insufficient in 12 % and that cost goals are exceeded in 72 % of projects.

According to a survey of enterprises, among the top five most frequent problems in projects are
insufficiently defined goals, incomplete project resources plans as well as poorly defined roles and
interfaces between the internal organization and external project partners [13]. The results of an another
research survey also support that the short comings and incomplete configuration of projects have a strongly
negative influence on the success of a project. Thus, among the factors that negate the success of a planning
project are changes in project goals, unrealistic structural plans, inadequately cast teams and project teams
that lack required competencies [14]. One of the key levers then for successfully conducting a factory
planning project lays in the initial configuration of the project. This involves clearly defining all of the
planning objects and areas relevant to attaining the project goal along with the manifold dependencies
between them [15]. Moreover, the right planning tasks including suitable methods and tools need to be
identified and the necessary responsibilities and resources for planning the factory have to be determined
[16].

LITERATURE REVIEW

Numerous procedures for planning factory projects are described in professional publications [17]. Most
notably are traditional approaches such as the factory planning stage model, developed in collaboration
with the Institute of Factory Planning and Logistics (IFA) in accordance with VDI GUIDELINE 5200 [7]. The
VDI guideline outlines a factory planning project in seven phases, which are conducted sequentially and
partially iteratively. The completion of each phase is marked by a milestone, at which the results of the
respective phase need to be available. The project manager can then approve the start of the next phase.
Depending on the content and extent of the plan, all seven planning phases can be conducted or only a
number of them [7]. The phase model is advantageous in that it is reproducible and transferrable to any
planning situation. However, since the phase model according to vDI 5200 does not stipulate any
standardized model for configuring projects, there is still the possibility for serious errors to be made before
the project starts. Further approaches can be divided into ‘methods for designing changeable systems’ (e.g.,
fractal factories, WARNECKE [18]), ‘cooperative factory planning methods’ (e.g., synergetic factory
planning, NYHUIS [1]), ‘digital factory approaches’ (e.g., PL@NET, ASLANIDIS [19]) and ‘configurable
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factory planning methods’ (e.qg., state based factory planning, NOCKER [20] and type-oriented planning with
solution space management, HILCHNER [17]). Configurable factory planning methods were the first to
consider project configuration as a discrete success factor. However, for example, they lack a consistent
systematization of the configuration and too strongly limit the solution space. NOCKER thus developed a
procedural model that focuses on configuring factory planning tasks. With the specification of project goals
and the selection and structuring of so-called planning modules, key elements of the project configuration
are already identified. Nevertheless, the selection of the planning modules is not systematized and it lacks
a detailed description of the planning tasks involved in the modules as well as the methods and
competencies required for these. Based on NOcker’s planning modules, HILCHNER introduced a procedural
model for type-oriented planning with solution space management in factory planning. The relevance,
sequence and solution space is determined for each planning module and transferred to a project plan. The
methods and competencies required for conducting the planning tasks are however not depicted in the
model. Moreover, the procedural model limits the overall solution space to four types of reference models
for factories, whose subsections strongly resemble each other. For example, all four factory types represent
complete factories with medium degree of processing technology. Planning a factory or individual factory
sections with more simple or complex processing technology can thus not be represented using this
approach. An extensive review of research has shown that existing procedures do not yet allow factory
planning projects to be holistically configured [21]. In summary, it can be said that the problem of how to
configure a process for factory planning projects in SME producers is not yet resolved. This lack of a
corresponding model poses a gap in application based research. In addition to the holistic nature, the
challenge is to ensure universal applicability in terms of transferability to all planning situations (in
particular the most frequent planning case i.e., restructuring) and suitability for SMEs.

METHODOLOGY

To close this research gap, a project configuration model is being developed for restructuring manufacturing
and assembly divisions. The model should allow SMEs to properly define the project goals of the
restructuring right from the start without the support of expert planners and to determine the planning tasks
needed for attaining these goals. The model should result in a project plan which, depending on the selected
project goals, represents all the planning tasks incurred in restructuring a manufacturing and assembly
division. To do so, the proven and universal VDI guideline 5200 is expanded to include a preceding ‘project
configuration’ phase, which is closely connected to the target definition phase and whose results ensure the
basis for successfully conducting the project, see Figure 1.

Figure 1: Project Configuration Phase Extended Phase Model (Acc. [7][21])

Establish- Concept Detailed Preparation  Monitoring
ment of the of of

project basis eleiigy FERI Realization  Realization

Setting of
objectives

Ramp-up
Support

The model will be developed in four progressive steps. First, the knowledge base for describing the
complete system of restructuring manufacturing and assembly divisions will be compiled. To do so
catalogues, containing all of the relevant configuration elements (restructuring goals, planning tasks;
responsibilities and planning methods), will be developed. Subsequently, the acquired catalogues will be
linked. This will be accomplished by identifying and describing the subsystems’ internal and over-arching
dependencies between the configuration elements. The results of the preceding work package will then be
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transferred to a procedural model, which will then lead users step-by-step in the proper sequence through
the project configuration. Following that the functionality and applicability of the demonstrator will be
tested by applying it in SMEs using actual restructuring projects and if required, it will be modified once
more.

RESULTS

In order to identify the fundamental elements when restructuring manufacturing and assembly areas, we
will first introduce the framework of the analysis, before describing the procedure and results. To limit the
realm of investigation, NYHUIS [22] and WIENDAHL [23] provide a factory framework using a matrix which
comprises both the factory design fields such as technology, organization and space (horizontally) and
factory levels such as plant, factory, division, workstation (vertically). Taking the factory framework into
account, a literature search was carried out and restructuring goals, planning tasks, responsibilities and
planning methods were collected and catalogued using existing factory planning approaches (see chapter
two). In addition, 22 documentations on restructuring projects were analyzed and the catalogue entries were
examined according to their practical relevance. Subsequently, seven expert interviews were conducted
with cooperation partners from industrial companies and the catalog entries collected were verified with
regard to their relevance for the successful implementation of restructuring measures. The seven main
restructuring goals were catalogued as ““Profitability”, “Compliance with standards™, “Communication”,
“Sustainability”, ““Organizational compatibility’, ““Transparency” as well as “Adaptability” and described
with corresponding criteria. In the subsequent course of the project, the criteria serve as a benchmark for
the degree of goal achievement. For example, the restructuring goal “communication” is described as
“reducing the length of communication distance between the single departments”. The 15 main planning
tasks were catalogued as ,,Designing workplaces”, ,,Dimensioning“, ,,Planning communication concept”,
»Planning storage equipment”, “Planning the layout”, “Planning the logistics concept”, “Planning special
equipment”, “Planning the production concept”, “Planning production equipment”, “Planning quality
assurance concept”, “Organizational planning” “Planning transportation equipment”, “Planning of
technical installations (distribution)”, “Planning information technology” and “Project management”. The
eight main responsibilities were catalogued as “Production equipment planner®, ,Factory planner”,
“Facility Manager“ ,,Information technology planner”, “Storage equipment planner”, “Logistics planner”,
“Production planner” and “Quality planner”. The catalogue planning methods contains 32 methods (e.g.
material flow matrix, value stream design).

Summary and Outlook

This paper shed light on the problem of limited success when planning factories and in particular,
restructuring projects, while demonstrating the corresponding need for research. Following that, the initial
results of the research project were presented. The developed catalogues (restructuring goals, planning
tasks, responsibilities and planning methods) represent an important basis for configuring of restructuring
projects. In the course of future research, the elements of the catalogues will be described further (e.g. input
and output information for the planning tasks). This will allow data to be easily and systematically
compiled. Moreover, by depicting input and output information, dependencies between the individual
planning tasks can be shown. Furthermore the dependencies between the catalogues will be described. This
allows determining the necessary planning tasks, methods and responsibilities according to the selected
restructuring goal. Based on that a procedural method will be developed and the practicality of it will be
verified by applying the method.
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ABSTRACT

When merging with production networks, companies are more frequently being faced with increasing
industrial production requirements, such as greater competitive pressure and shorter product and
technology life cycles. The main reasons for the constantly increasing importance of these
interorganizational production networks lie in access to resources and new markets, concentration on core
competencies, and increasing production capacity. Collaboration is thereby significantly influenced by
communication between businesses. As a result, communication relations, which — as well as knowledge
transfer — contribute greatly to knowledge generation, must be adapted to suit the changing framework
conditions. In order to counteract this challenge, a method is required with which communication interfaces
can be structured in interorganizational production networks. In addition, their barriers, such as different
terminologies and time zones, and their success factors such as standardised forms, must be identified and
guantified. Measures must then be developed to lower the barriers or even eliminate them, and promote the
success factors. The following article provides an introduction into the subject matter, demonstrates the
need for research, and represents the way to develop a method for the structuring of communication
interfaces in interorganizational production networks.

JEL: L23, L60,

KEYWORDS: Factory Planning, Factory Assessment, Production Networks, Communication Interfaces,
Communication Analysis

INTRODUCTION

In the literature, communication in an operational environment is defined as a process by which information
is transferred from a sender to one or more recipients (Krumm, 1994; Birker, 2000). This model (see Figure
1) was first defined in 1948 by Shannon, and has since then been considered a basis for the description of
communication processes. In this very technically shaped model, a message that originates from a sender
is transformed into a signal by a transmitter. Via a channel, the signal reaches the recipient, where it is
transformed again into a message. The entire transfer process can be influenced by interference sources of
different types and forms.

When observing communication interfaces in interorganizational production networks, such a technical and
abstract understanding of communication is not sufficient. As a result, the model will be revised in this
paper and redefined with greater applicability. Communication is hereby defined (see Figure 2) using
different elements that enable a clear allocation of the procedure, as well as the description of
communication as a process. Like in the original model according to Shannon, information is sent from a
sender to one or more recipients in the form of messages (Shannon, 1948). The content of this information
being transmitted flows into the model as a communication object. The channel for transmitting the object
is structured by a communication medium that can be technical or non-technical. The transmission process
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can be influenced by barriers, similar to interruption sources, or success factors that can have a significant
effect on the efficiency and success of the communication process (Probst et al., 2013; Schmiedgen, 2015).
The last element of communication describes the communication context that specifies the framework
conditions for each communication process and that is required for a clear description of the communication
process.

Figure 1: Schematic Diagram of a General Communication System

InfgchTs:téon > Transmitter — o Je—— Receiver [« Destination
Signal Received
T Signal
Message Message
Noise
Source

(source: Shannon, 1948, p. 380)

Figure 2: Simplified Representation of the Elements of a General Communication Process

As well as the pure exchange of information, communication also serves to conserve and generate
knowledge. For a fully comprehensive description of general communication processes, however, there are
numerous, more important characteristics beyond these elementary features (Alshawi, 2001; Fleisch, 2002).
Polanyi, for example, describes the transport of implicit knowledge and the associated issue that knowledge
components are lost during every communication process (Polanyi, 1966). Communication interfaces
themselves are defined by the sender and recipient elements and are free from contentual limitations. Three
manifestations (Figure 3) can hereby be differentiated. Human-human communication, which represents
the most original form of communication, human-machine communication, and machine-machine
communication, which are becoming more and more significant — especially in the age of digitalisation and
networking (BMWi, 2012).

Communication processes, as high-quality and efficient knowledge preservation and transfer methods,
represent the pillars of effective collaboration in interorganizational production networks, promote quality,
dynamics and innovation, and are also considered an important part of change plans within companies
(Alavi, 2001; Conner, 1993; Bose, 2004; Balland et al., 2015; Handley, 2015; Wubben, 2015). The "media
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richness theory" describes the way in which the use of a certain communication medium should make
decisions depending on the requirements of the situation and in conjunction with the characteristics of the
medium (Daft and Lengel, 1986). Grant characterises the content of communication processes with the two
manifestations of knowledge generation and knowledge application, whereby only human-human
communication enables knowledge generation that leads to innovative power (Grant, 1996). All types of
communication, such as face-to-face communication, have specific pros and cons, requirements and
optimal uses (Jakobs, 2013). Despite the use of a suitable type of communication, however, it is possible
for communication to be made more difficult by the occurrence of barriers in the communication interfaces.
One of these barriers can be the occurrence of misunderstandings caused by using different specific
terminologies in interdisciplinary interfaces. This barrier is defined by Chua as a subject distance, and can
occur in human-human and human-machine interfaces (Chua, 2004).

Figure 3: Constellation Variants of General Communication Interfaces
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If process optimisation has so far primarily been carried out within a factory, it is now important to
understand the holistic network and synchronise its units. Increasing requirements placed on production,
networks and communication have resulted in a need for current communication relations to be optimised
(Prahinski and Benton, 2004). This is because joint, coordinated actions by the network players determine
the specific performance, of which all parties involved benefit (Thomas, 2013; Inkpen, 2005; Modi and
Mabert, 2007). In order to develop the full potential, cooperation-specific communication between all
players must be analysed and structured proactively (Walker and Ellis, 2000). In addition, communication
interests must be identified, structures developed and cultures established (Jones et al., 2006; Park, 2005).
It is therefore necessary to gather the existing communication interfaces in detail, and identify barriers and
success factors (Riege, 2005). If shortcomings are not remedied, efficiency and effectiveness will suffer,
which will be reflected in defective process and product quality, high coordination costs and increasing
development times — and ultimately weaken the company's entire general production network (Rauter,
2013).

Need for Research

Economic potential and competition-based necessity have continued to drive interorganizational
cooperation and therefore communication from producing companies along shared value chains. So far,
little scientific research has been conducted on communication in operative interfaces (Arnaud and Mills,
2012; Whitman and Panetto, 2006). There may be a variety of literature sources that are related to the topic
of interorganizational relations, but it is fragmentary and mainly focused on the organisational level, and
not the operative level (Bachmann and Inkpen, 2011; Bachmann and Zaheer, 2008; Grover and Saeed,
2007; Rauter, 2013; Rimkus, 2008; Schmid, 2013). In addition, severe shortcomings can be found in
practical applicability (Riesch, 2013). The performance of interorganizational production networks depends
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on how the companies involved and ultimately the individual communication interfaces keep the knowledge
exchange (exploration and exploitation) that is necessary for the value chain processes balanced with other
core processes (Lavie et al., 2011). However, the analysis of barriers and success factors in the individual
interfaces, which influence dynamic, targeted and disruption-free cooperation, have so far not been the
centre of the research (Riesch, 2013). Particularly in the case of fault management, cross-organisational
coordination at operative level, which frequently abandons formal guidelines, is essential (Lavastre et al.,
2014). Accordingly, factors such as information overload and different terminologies, which represent a
classic communication barrier, can only be gathered at operative level and not at organisational level (Skytt
and Winther, 2011). As well as the primary levels (organisational vs. operative), a shortcoming in the type
of analysis must also be listed. The few approaches thus far, e.g. those of Arnaud et al. (2012), Gligor and
Autry (2012), Kasouf et al. (2006) and Van De Vijver et al. (2011) may have investigated the operative
levels of interorganizational production networks in terms of player communication, but they focused
predominantly on qualitative methods. The findings provide an important basis, but due to the qualitative
approach and consequent lack of scalability, this ultimately cannot be practically applied, or it can only be
applied with great effort. In addition, there is a lack of effect models and comprehensive investigation of
the factors in order to scientifically and measurably describe the communication interfaces and relations,
and make them modifiable.

Outlook — Development of a Method to Structure Communication Interfaces

In order to close these gaps, by overcoming the challenges named, it is necessary to develop a standardised
method for the quantitative analysis and structuring of communication interfaces within interorganizational
production networks. This method is intended to enable businesses to independently and systematically
scrutinise, structure and optimise their communication relations. In addition, the network of communication
interfaces, so far only fragmentarily researched, should be exploited at operative level, and communication
in interorganizational production networks described using, inter alia, the localisation of interfaces, the type
of communication, and emerging barriers and success factors. Such a method is currently being developed
at the Institute of Production Systems and Logistics (Leibniz Universitat Hannover), together with the
Wissensarchitektur — Laboratory of Knowledge Architecture (Technische Universitat Dresden) in a
research project sponsored by the German Research Foundation (DFG). The research project is building on
the findings of two predecessor projects, and continuing them in a cross-company context and in light of
current trends. In the past projects, the communication interfaces in individual factories and their dynamic
alignment have already been researched. This project deals with the structuring of communication
interfaces in interorganizational production networks, and consequently focuses on the challenge of
communication between factories. The analysis methods created for this purpose are intended to enable
factory planners and managers firstly to quantitatively measure the performance of their communication
networks, in order to then use the outcomes to individually and specifically uncover weak points in their
interorganizational communication, and improve the communication flows. Sets of measures will therefore
be derived specifically for the interorganizational context, and all interim results validated multiple times
with practice partners during the entire research project. Typologies identified in the research will also serve
as a predictor for the emergence of potential communication barriers, helping to proactively avoid them
and even initiate performance-increasing measures. The development of description, effect and process
models for the collection and analysis of the necessary data will be made accessible to companies, where
they will be widely applied. The research project will therefore close the research gap in the quantitative
analysis of communication within interorganizational production networks at operative levels.
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THE ALIGNMENT BETWEEN STRATEGIC PLANNING
AND HUMAN RSOURCE PROCESSES: A
QUALITATIVE STUDY

Patricia A. Lapoint, McMurry University
ABSTRACT

The United States Congress in 1987 voted to enact the Malcolm Baldrige National Quality Award
(MBNQA) with the goal of encouraging U.S. businesses and other types of organizations to approach and
deploy effective quality processes in the delivery of their products and services. The MBNQA provides a
framework of internal assessment for companies to use in their planning and implementation of quality
initiatives. Through this internal assessment process, company leadership gains a better understanding of
the alignments/linkages within its operations in order to modify its processes for meeting or exceeding
customer expectations and requirements. The purpose of the research is to examine the extent of the
alignment between strategic planning processes and human resource processes. Eleven manufacturing
companies were selected for a site visit. Each of these eleven companies represents a different industry
sector, geographical location, and organizational size. A survey, documents search, and personal
interviews were used to collect the data. The initial observations of the alignment between the two variables
suggest that a moderate to weak alignment is present when the data source is the survey questionnaire.
When the data source is the documents search, the results yield a strong/moderate alignment between these
respective variables.

JEL: M1
KEYWORDS: Strategic Planning, Human Resources
INTRODUCTION

The highly competitive global environment in the 1980's spurred a major quality revolution for companies
in the United States. In response, the United States Congress in 1987 voted to enact the Malcolm Baldrige
National Quality Award (MBNQA) with the goal of encouraging U.S. businesses and other types of
organizations to approach and deploy effective quality processes in the delivery of their products and
services. The MBNQA provides a framework of internal assessment for companies to use in their planning
and implementation of quality initiatives. Through this internal assessment process, company leadership
gains a better understanding of the alignments/linkages within its operations in order to modify its processes
for meeting or exceeding customer expectations and requirements. The underlying philosophy for these
quality-driven companies is a strong passion to continuously improve.

LITERATURE REVIEW

The literature detailing the implementations of quality improvement programs discuss “systems thinking”
as part of their process (Conti, 2009, 2010; Tate, 2009). Conti’s research identifies a model of the
organizational as a social system, subsystems, and transactional and independent environments. Within the
organizational systems, interrelations among elements and groups of elements are represented and where
value generation takes place (Conti 2009). The Malcolm Baldrige National Quality Award framework
emphasizes the systems approach through the alignment of the seven Criteria for Performance Excellence
categories (U.S. Department of Commerce--NIST, 2017). Criteria 2.0 of the framework focuses on Strategy
(strategic planning and deployment); Criteria 5.0 focuses on Workforce specifically workforce management
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aligned to the strategic planning Category 2.0 (U.S. Department of Commerce—NIST, 2017). Figure 1
identifies the seven categories of the Malcolm Baldrige framework.

Figure 1. Malcolm Baldrige National Quality Award Framework

Category 1.0 (Leadership) asks how senior leaders’ personal actions and the organization’s governance
system guide and sustain the organization. Category 2.0 (Strategy) asks how the organization develops
strategic objectives and action plans, implements them, changes them if circumstances require, and
measures progress. Category 3.0 (Customers) asks how the organization engages customers for the long-
term marketplace success, including how the organization listens to the voice of the customer, serves and
exceeds customers’ expectations, and builds customer relationships. Category 4.0 (Measurement, Analysis,
and Knowledge Management) identifies the alignments of the organization’s operations to the strategic
objectives. Category 5.0 (Workforce) addresses key workforce practices, and reinforces the alignment of
workforce management with the overall strategy. Category 6.0 (Operations) asks how the organization
focuses on work, product design and delivery, innovation, and operational effectiveness. Category 7.0
(Results) provide systems focus that includes all results to sustain an organization: key processes and
product results, customer-focused results, workforce results, leadership and governance system results, and
overall financial and market performance.

METHODOLOGY

The sample for this research study is manufacturing companies who have either won the Malcolm Baldrige
National Quality Award or their respective state award based upon the Malcolm Baldrige criteria. Within
the constraints of time and financial resources, eleven manufacturing companies were selected for a site
visit. Each of these eleven companies represents a different industry sector, geographical location, and
organizational size. Table 1 identifies the breakdown across sector, location, and size.
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Table 1: Breakdown of Organizations According to Sector, Location, and Size

Sector Location Size

Foods 2 East 1 Large 6
Automotive 3 Midwest 4 Small 5
Electronics 3 West 1

Chemicals 2 South 5

Health Care 1

This table identifies the frequencies of organizations in each sector, in each geographical location, and size.

For the large and small manufacturing companies, 30 and 20 employees respectively were systematically
randomly selected from each plant's employee list. Site visit data was collected from several sources:
documents, personal interviews, questionnaire, and observation. These multiple sources of information
were used primarily as a means of cross validation of data as well as mutually exclusive sources of data.
The survey instrument contained 41 items representing the 34 independent variables studied and respondent
demographic data. To determine which of these companies were large and which were small, | applied the
same standard as stated in the national or state award application eligibility._ Measurement and scoring
procedures vary according to the source of information used. For example, data collected from surveys are
measured on a five-point Likert scale; information from personal interviews are measured using content
analysis procedures; and data from both documents and observation are measured using frequencies.
Frequencies are used as the method for collecting data from documents and first-hand observations. The
basis used for the percentage calculations of these frequencies was determined as a function of the total
presence and absence of alignments for the specific variables examined.

RESULTS AND DISCUSSIONS

The qualitative analysis will be limited to the areas of strategic planning and human resources for the
companies in the study. The approach | have elected to take is to report in what ways each of the companies
are similar in their strategic planning processes and their approaches to human resources management.

As a point of comparison, the most significant and obvious similarity for all companies in the study is their
strategic planning process itself. In all eleven companies, strategy development and policy deployment
processes serve as the foundation for all company activity and effort. More than simply foundation,
however, the strategic planning processes actively drive resource allocation, performance measures,
rewards and recognition, continuous improvement, information and analysis, fact-based decision making,
and performance-oriented results.

All eleven companies in the study developed a vision and mission statement, and established core values
to which strategy development and deployment were derived. The vision, mission and core values were
the philosophical guiding principles by which the companies operated. Although different terminology is
used to describe each company's core values, there are common themes amongst them. For example,
customer focus, teamwork, integrity, quality-driven, respect, trust, empowerment, partnerships, and
continuous improvement appear as stated core values.

The key performance indicators become the mechanisms/tools for translating vision, mission, and strategy
into more concrete concepts that can be measured and understood. For the most part, between four and ten
clearly defined key measures, developed and selected by senior leadership in conjunction with unit
leadership, representing a wide range of organizational interests, were identified by these companies as true
indicators of success or failure within their respective organizations. These key measures then become the
foundation for all subunits to define performance measures that are directly related to that specific subunit's
responsibility. Strong alignment occurs through the process of bottom-up strategy planning and
deployment. At each level of bottom-up strategy planning, each unit and subunit are connected vertically,
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and at the organization level, each unit segment is connected horizontally. Through linkages and alignment
within these companies' operations, there is a strong belief by leadership that each function, role, and
process must be designed and implemented for internal consistency and integrity. The human resource
focus for this particular study included the specific variables HR policies, training, development, selection
practices, job design, monetary compensation, termination practices, performance appraisals, and HR plans.

In 10 out of 11 companies, teams/teamwork is a stated core value. In 8 of the 11 companies, teams manage
their own work systems including scheduling, work assignments, time off, peer review, and work flow.
Compensation systems are aligned with team-based work activities by rewarding individuals for team-
based performance. The performance appraisal process includes a significant percentage of peer
assessment as input providing a documented record for rewarding merit increases for the achievement of
goals and the demonstration of skills.

Education and training are linked to unit strategies through the strategic planning and deployment processes,
and are developed as part of the HR plans to meet operational, administrative, and technical needs of each
functional area. These elements are linked to the performance review process and to the recruitment and
selection processes.

The initial observations of the alignment between strategic planning and human resource processes for
those companies in this study suggest that a moderate to weak alignment is present when the data source is
the survey questionnaire. When the data source is the documents search, the results yield a strong/moderate
alignment between these respective variables. The inconsistency from two independent data sources on
alignment presents confusing and conflicting findings; therefore, no clear conclusions can be made on the
alignment issue at the present time.

CONCLUSION

All of the companies in the research study use their strategic planning process cycle as the primary
alignment mechanism and driver toward the deployment of human resources planning and activities. The
cascading effect of the strategic planning process links to the human resources strategic planning process
and activities for timely, accurate input and feedback.
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LOGISTIC EVALUATION OF DIFFERENT ASSEMBLY
ORGANIZATIONAL FORMS

Carolin Felix, Leibniz Universitat Hannover
ABSTRACT

Industrial enterprises are facing a strong increase in competitive pressure because of globalization. A key
factor for competitiveness is the logistic performance and, particularly, the schedule reliability. Assembly,
as a convergence point for upstream processes, is of central importance for the logistic performance of a
company's internal supply chain. Many process failures in previous processes are only uncovered in the
assembly process. The supply processes influence the logistic performance of the assembly process
significantly. As a process with high manufacturing costs, assembly is thus not only an important parameter
for the overall logistic performance, but also contributes to the company’s profitability. The presented
paper describes research on the quantitative description of logistic cause-effect relationships in the
assembly. Different assembly organizational forms are evaluated by logistic objectives. The
characterization and evaluation enables the modeling of assembly processes and their respective supply
processes. It supports the appropriate selection of organizational forms for the required production
program.

JEL: D 200, L 230, M 110
KEYWORDS: Logistic Controlling, Assembly, Modelling
INTRODUCTION

Today, delivery reliability has become one of the most important requirements of companies. It is not
enough, though, to provide the product in a short delivery time. Rather, it has to be provided in the moment
the client needs it (Wiendahl, 2002). A competitive position of a company is only possible if punctual
provision of all the parts required along the supply chain can be ensured (ibid.). A punctual provision of
parts does not exclusively refer to external costumers but also to internal processes. Delays in delivery or
in production processes lead to delays in consecutive processes, and therefore to a deterioration of the
logistic performance. At the same time, the logistic costs rise, since parts not made in time will result in
higher inventory and handling costs, especially within assembly processes. Assembly processes are
described as “[...] the aggregation of all the processes by which various parts and subassemblies are built
together to form a complete, geometrically designed product [...]” (Nof et al., 1997). Furthermore, the
assembly process is usually the last step of the value chain of a company. Due to this fact, it becomes an
accumulation of organizational, deadline and qualitative errors of the preceding production processes. Any
errors in product design, procurement, production, or the delay of processes affect the logistic performance
and the delivery reliability. It can be determined that assembly has a central position within a company’s
supply chain, and, thus, an optimal supply and design of the assembly process is essential to achieve short
delivery times and a high delivery reliability. Recent surveys determine that it accounts for 50% of the total
unit production cost and 40% of the total labor force within manufacturing (Boothroyd, 2005). Every
process disruption within the assembly has a direct and significant impact on the profitability of companies.
Therefore, assembly must be the focus for a continuous improvement of the logistic performance.
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Overview of Assembly Organizational Forms

Assembly organizational forms have been a field of study since the 1980s. Several researchers and industry
experts have proposed different methods of structuring assembly systems. One of the first and most
widespread proposals was presented by Eversheim (1981). He describes five different assembly
organizational forms. The principles of this classification are the movement variable, which can be the
assembled object or the workstation, and the motion parameters, which refer to the periodicity and the
direction of the motion (Eversheim, 1989). What is more, other methods or further developments can, for
instance, be found in (Spur et al., 1986, and Petersen, 2005). A brief overview of the main assembly
organizational forms is given.

Assembly at individual workstations: is considered the basic assembly organizational form. The entire
assembly process is performed at a single workstation. The main characteristics of this organizational form
are that all the necessary resources must be installed at the assembly site and that all the required
components must be available before starting the process. It is suitable for medium workloads of small
volume products. Having all the resources at one workstation provides high flexibility. Nevertheless, it also
causes a low equipment utilization. This type of organization is related to long working hours and not
suitable for complex assembly tasks (Lotter et al., 2006).

Fixed position assembly : is a variation of the assembly at individual workstations. This kind of assembly
organization is suitable for very heavy and complex products and is used specially in a one-item production.
This assembly organization is related to long processing times (Lotter et al., 2006).

Workshop assembly: is divided into several operations, which are performed at different workstations. This
type of organizational form is process-oriented, i.e. operations are fixed to the workstations and the product
is being moved. The operations do not have a specific order, thus its material flow is non-directional.
Remote- and time-intensive transportation of parts is required due to the distance between workstations.
Therefore, the assembly process is interrupted by the transport of the assembly object to the next
workstation. In addition, the products are usually processed in lots. This means that every product is stored
at a buffer after being processed. Once the lot is completed, it is transported to the next workstation, where
it is stored again waiting to start the next operation. For this reason, inventories (WIP) between workstations
are required. Material input is allowed at every workstation. Therefore, not all the components required by
the final product must be available at the beginning of the process. This can cause disruptions between
workstations and long waiting times. Furthermore, due to its changing sequences, automation is limited
(Nof et al., 1997).

Group assembly: is also divided into several operations performed at different workstations. It is product-
oriented. Therefore, the location of the workstations is designed in order to reduce transportation time.
Workstations are arranged to suit the assembly orders. Nevertheless, the material flow is non-directional.
While workshop assembly is process-oriented, and therefore the operation performed at every station is
fixed, in group assembly the location of operations can change depending on the assembly order. However,
both assembly organizational forms have the same material input conditions. Workstations can start
processing a product when the components required to perform the operation are available (Petersen, 2005).
Group assembly organization is divided in two subcategories. Both differ in the movable factor: the
assembly object or the assembly resource.

Sequential assembly: is divided into several consecutive operations, which are performed at different
workstations. This organizational form is product-oriented. It is based on the product requirements. The
material flow is directional. Therefore, the sequence of operations is fixed and there is precedence between
operations. Nevertheless, the assembled object or resources are not continuously moving. Waiting time
between workstations is possible, and thus inventories (WIP) between workstations are required (Petersen,
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2005). Sequential assembly organizations is also classified by two subcategories depending on the movable
factor, either the assembly object or the assembly resources.

Flow assembly is: product-oriented. The material flow is directional and the assembly process is divided
into several operations each performed at different workstations. The assembled object must pass through
all workstations. Material input is allowed along the process but all material should be available before the
start of assembly to ensure a good performance of the assembly system. Buffers between the workstations
are not allowed. This type of assembly organization is ideal for automatic material flow systems but also
related to low flexibility (Nof et al., 1997, and Lotter et al., 2006). For flow assembly the classification also
depends on the moving factor. However, changing the moving factor does not affect the relevant logistical
characteristics of this organizational form of assembly.

Logistical Characteristics

To classify the different organizational forms of assembly logistically it is necessary to define the criteria.
For this reason, relevant logistic characteristics of assembly systems have been chosen to differentiate the
existing assembly organizational forms from a logistic point of view. The characteristics are lot size, work
content of each operation, number of workstations, sequence of operations, connection between operations,
start conditions, and material input points (see Table 1). The lot size refers to the number of parts processed
at one workstation before the transportation to the next workstation. The work content of each operation
relates to the processing time of every operation. It can be either identical work content (homogeneous) or
various work content (heterogeneous). If there is variation between the processing times of operations
within the assembly process, buffers between workstations are required. The number of workstations is
necessary to indicate whether tasks can be performed at the same time or whether they can be split. The
sequence of operations evaluates the procedure of the operations. It identifies if a certain organizational
form of assembly follows a fixed sequence of operations. The connection between operations describes
how the operations are connected, e.g. by buffers or without. The start condition indicates if all the
components should be available to start the assembly process or if merely some of them are needed, e.g.
the necessary components to perform the first operation. Material input points are considered supply points
where new components are introduced to the assembly process. If only one input point is allowed, it will
always be at the beginning of the assembly process. If more input points are allowed, one is at the beginning
of the process and the others, located along the process.

Table 1: Overview of Logistic Critera for Assembly Organizational Forms

Criteria Description Values

Lot size Number of products processed by a ) =1 ) >1 )
workstation before being transported Single product lot Lot size equals or bigger than 1

Work content of Processing time of each operation # =

each operation Heterogeneous work content Homogeneous work content

Number of Amount of workstations in an assembly =1 >1

workstations system Single workstation Several workstations

Sequence of Existence of a fixed sequence of operations no yes

operations in an assembly system Unfixed sequence of operation Fixed sequence of operations

Connection between Capacity of the buffers between operations =0 21

operations No buffers between operations Buffers between operations

. Components required to start processing an all some
Start conditions order All components should be Some components should be
available available

Material input points Number pf material input points that are ) '=1 ) 21 )

allowed in an assembly system Single input point Several input points

This table shows criteria for the characterization and logistical evaluation of different assembly organizational forms.
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Evaluation of Organizational Forms by Logistic Characteristics

All the logistical aspects have been evaluated for each assembly organizational form in Table 2. The
resulting values depend on the description of the assembly organizational forms. The evaluation of these
logistical characteristics provides a method to assess the differences and similarities of the various assembly
organizational forms.

The assembly at individual workstations only has a fixed lot size of one, because one product cannot be
assembled until the previous product is finished. Operations cannot be divided. In addition, at every
workstation only one operator is performing the complete assembly process. Furthermore, to start the
process all components should be available. The components are introduced at one single input point at the
beginning of the process. Fixed position assembly varies from assembly at individual workstations. First,
the number of operators working on the assembly process is larger. Second, the provision of material input
can be along the assembly process. The reason of this is the lack of storing space at the assembly locations.
Therefore, the process can be started without the necessity of having all required components available.
This kind of assembly is related to large-dimension products and long processing times. For flow assembly,
the lot size is one single product. After every operation, the product is transported to the next workstation.
Every workstation needs to have the same work of content. Evidently, the process is divided into several
workstations and the sequence of operations is fixed. There are no buffers between the workstations. For
this reason, all the components should be available before starting the process.

Table 2: Logistic Evaluation of Different Assembly Organizational Forms

Work . .
Lot Content Number of Sequence Connection Start Material
Size of Each Workstations o ero;tions OBeetr\Zfin;ls Conditions g,g?nut;
Operation P P
Assembly at individual workstations =1 -- =1 -- =0 all =1
Fixed position assembly =1 - =1 - =0 some >1
Flow assembly =1 = >1 yes =0 all >1
Workshop assembly >1 + >1 no >1 some >1
Non-stationary object >1 * >1 no >1 some >1
Group .
assembly Non-stationary -1 + >1 no -0 some >1
resource
Non-stationary object >1 * >1 yes >1 some >1
Sequential )
assembly Non-stationary -1 + >1 ves -0 some >1
resource

This table shows the main six assembly organizational forms evaluated by the logistic criteria.

At workshop assembly, more than one product can be processed at one workstation before transporting the
lot to the next workstation. The work content per operation is heterogeneous. The sequence of operations
is not fixed and can be changed depending on the product’s requirements. Due to the possibility of
processing lots, buffers between workstations are required. To start the process only the components
required by the first operation need to be available. Therefore, more than one input point is required. Group
assembly is divided in two specifications. However, both have logistic characteristics in common: The work
content is heterogeneous, the operations take place at several workstations, and the order of operations can
change depending on the product. Only the components required by the first operation need to be available
to start the process. And finally, there are material input points at every workstation. On the other hand,
there are some differences depending on the movable factor. Group assembly with non-stationary
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assembled objects can have a lot size larger than one. Therefore, buffers between workstations are required.
Concerning group assembly with non-stationary assembly resources, the product is steady at the
workstation and operators move from one workstation to another. For this reason, buffers between
workstations are not required.

Sequential assembly variants have several aspects in common: operation processing time is not
homogeneous, the operations are divided, more than one operator can be working at one workstation, and
the order of operations is fixed and cannot be changed. Only the components required by the first operation
should be available at the beginning. For this reason, several input points are allowed. The differences
between the two variants are the same as in group assembly. If the assembled object is non-stationary, lot
sizes can be bigger than one and buffers between workstations are required. Otherwise the lot size is one
and there is no buffer within the assembly system.

CONCLUSION

Observing Table 3, it can be noticed that some of the organizational forms of assembly have logistical
aspects in common. Therefore, an aggregation of the organizational forms can be done for further logistic
assessment. The first group is characterized by similar logistic characteristics, which allow the analysis of
the lateness of the components’ provision by the Supply Diagram. The second group is characterized by
varying conditions, which limit the application of the Supply Diagram (e.g. multiple material input points).
The variants of group assembly and sequential assembly are both included in the second group

Table 3: Summary of Assembly Organizational Forms

Group 1 Group 2
Assembly at Fixed Flow Workshop Group Sequential
individual position assembly assembly assembly assembly
workstations assembly
O © @ OO0 O e o O oo
] oy LD ¢ el O[O
| —)
X S
Single product lot - Several workstations
No storage of the assembled object between operations - Heterogeneous work content
All components required to start - Several input points
Storage of the assembled object between operations

This table shows two groups of assembly organizational forms based on their specific logistic characteristics.

Assembly at individual workstations is considered the basic organizational form. The punctual and
synchronic provision of components can be analyzed by the Supply Diagram (Beck, 2013). It helps to
evaluate the logistic performance of the converging point. In case of the fixed position assembly, not all
the components are required at the beginning of the process. Components will be introduced into the system
during the assembly process. Taking into account the long processing times and large product dimensions,
it is necessary to have the components scheduled to a specific date. Therefore, the lateness of each
component can be measured. This organizational form is considered a special variant of the assembly at
individual workstations. This is why this organizational form is included in the first group. Flow assembly
is also included in the first group. Based on the logistical evaluation, this organizational form shows similar
characteristics as the assembly at individual workstations. An assembly order cannot be processed until all
components required by every operation are available. Flow assembly is an organizational form with very
low flexibility. If one of the operations of the flow line does not have all the required components, the
process will be interrupted. The completion of the assembly orders will be delayed. However, the lateness
of each component can be measured and analyzed by the Supply Diagram. The second group is
characterized by a heterogeneous work content, operations at several workstations, and buffers between the
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workstations. Multiple material input points can also exist. According to those organizational forms, the
assembly process can start whenever all components required by the first operation are available. The
completion of the assembly order is achieved, when all components have arrived at the respective
workstation. The Supply Diagram is not suitable to evaluate the lateness of the supply process. Necessary
preconditions such as statistical independence of the supplying processes are not fulfilled.

The six different organizational forms have been studied and their logistic performance has been analyzed.
An insight into assembly organizational forms is useful to arrange them in logistic groups with similar
logistical characteristics. Focusing on logistics criteria, two groups have been derived. The first group joins
all assembly organizational forms that can be evaluated by the Supply Diagram. The second group includes
the organizational forms that require a different model to be evaluated. This logistic model is currently
being developed at the Institute of Production Systems and Logistics.
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ABSTRACT

The use of Project Management Information System (PMIS) is increasing in project management industries
such as construction, defense, manufacturing, software development, telecommunication, etc. It is generally
known that PMIS helps to improve the quality of decision making in project management, and consequently
improves the project performance. However, how much and which parts of project management
performance are affected by PMIS still need to be studied further. The purpose of this study is to investigate
the impact of PMIS on project management performance. In our research model, the PMIS quality affects
project management performance, and in turn user satisfaction and repurchase or reuse intention. We
collect data from various project related industries such as construction, defense, manufacturing, software
development and telecommunication by using survey questionnaire. Analyses are done to find out the
answers to the research questions, and the implications for the practitioners are suggested.

JEL: M11, M15
KEYWORDS: Project Management Information System (PMIS), Project Performance, System Quality
INTRODUCTION

The use of Project Management Information System (PMIS) is increasing in project management industries
such as construction, defense, manufacturing, software development, telecommunication, etc. It is generally
known that PMIS helps to improve the quality of management control and decision making in project
management, and consequently improves the project performance. However, how much and which parts of
project management performance are affected by PMIS still need to be studied further.The review of the
previous research on PMIS reveals that the research was done on the relatively limited areas of discipline
such as construction industry (Froese, 2010; Lee and Yu, 2012; Love and Irani, 2003; Stewart, 2007). Also,
most research focused on the system performance from the perspectives of information system (Braglia and
Frosolini, 2014; DeLone and McLean, 1992 and 2003; Jaafari and Manivong, 1998; Liberatore and Pollack-
Johnson, 2003). However, PMIS seems to affect the project management performance before it has any
impact on user satisfaction and other benefits. Then, the adoption of the PMIS by the users will be based
on the PMIS effect on the project management performance. Thus, the assessment and evaluation of the
PMIS must consider how PMIS affect project management performance, and it is necessary to examine the
effects of PMIS from the perspectives of project management participants who are concerned about project
management performance such as scope, time, cost, quality, communication, integration, etc. The purpose
of this study is to investigate the impact of PMIS on project management performance, and further on the
user evaluation of the PMIS in terms of user satisfaction and reuse intention.

The research questions are as follows:

Does PMIS quality positively affect the project management performance?

Are the impacts of PMIS quality on the PM performance different depending on the industry types and
project characteristics

Does the PM performance affect user satisfaction about the PMIS?

Does the PM performance affect the user's intention to reuse/recommend about the PMIS?
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Is user satisfaction related with the user's intention to reuse/recommend about the PMIS?
METHODOLOGY

Research Model and Hypothesis

In our research model, the PMIS quality affects project management performance, and in turn user
satisfaction and reuse intention. Also, we set industry and project characteristics as moderating variables
such as industry types, project complexity and size (e.g., duration, budget size, number of participants, etc).
The effects of the moderating variables are tested on the relationship between the PMIS quality and the PM
performance. The research model is constructed as Figure 1.

Figure 1: Research Model

PMIS quality H1 H3
- System quality PM performance ; ;
- Info. quality > | (9 variables) p User satisfaction
- Service quality 4
H5
H2 H4
v
Industry & Project Reuse intention
characteristics
-Industry types
- Project size

- Project duration

Hypotheses are developed to investigate the impact of the PMIS quality on the PM performance and user
satisfaction, and they are set as follows:

H1. The three dimensions of PMIS quality will have positive impacts on the PM performance.
Hla. System quality of PMIS will have a positive impact on the PM performance
H1b. Information quality of PMIS will have a positive impact on the PM performance.
H1c. Service quality of PMIS will have a positive impact on the PM performance.
H2. The impacts of PMIS on the PM performance will be different depending on the project
environment

and project characteristics.

H3. PM performance will have positive impacts on user satisfaction.

H4. PM performance will have positive impacts on reuse intention.
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H5. User satisfaction will be positively related with reuse intention.

Data Collection and Variables

The measurement tool in the form of questionnaire to measure the degree of PMIS quality, PM performance,
and other variables were developed based on the theories developed in the previous research (DeLone and
McLean, 1992 and 2003; Petter et al., 2008 and 2013; PMI, 2013) PMIS quality is measured by three
dimensions in 24 questions, and PM performance is measured by 9 questions. 5 point Likert scale is used
for most of the variables except for the industry and project characteristics. The variables are defined in
Table 1 as follows:

Table 1: Definition of Variables

Variables Sub Variables Contents
PMIS System quality (11) availability, stability, processing speed, functionality, security, fool
quality proof, screen design, easy to input, easy to learn, interface,

accuracy, contemporariness, timeliness, richness, usefulness, sufficiency,
Information quality (7) relevance

quickness, reliability, training provided, user manual, professionalism,
Service quality (6) supplier reputation

PM performance - time reduction represents the performance by the project management team.
- work accuracy

- cost management

- team communication

- stakeholder communication

- decision making

- risk management

- progress management

- overall control

Industry & Industry types represents the project environment that might affect the impacts of PMIS
project Project size (participants, on the project management performance.
characteristics budget)

Project duration (in months)

user satisfaction user satisfaction indicates the degree of satisfaction recognized by the PMIS users.
reuse intention reuse intention represents the intention to reuse the PMIS by the users, and/or the
recommend to others intention to recommend the PMIS to other people.

PMIS quality variables are adopted from DeLone and McLean (1992, 2003) and they are system quality,
information quality, and service quality. The first dimension of PMIS quality is system quality. System
quality is the quality of the information system processing which includes availability, stability, processing
speed, functionality, security, etc. The second dimension is information quality. PMIS is a special purpose
information system that is created to provide useful information for project managers and participants to
make effective and efficient decision making. The objectives of PMIS can be accomplished when the
information provided by PMIS is accurate, timely, relevant, rich, sufficient and so on. Thus, the information
quality aspect of PMIS refers to the quality of information produced by PMIS, and they can be in the form
of report and data either printed or on the screen.

The third dimension is service quality. PMIS is often developed by outsourced service which is separate
from project management team and participants. Various services are required to operate the PMIS properly
such as installation, maintenance, training, update, etc. Project management performance variables are
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adopted and modified from the PMBoK by PMI (2013) which include 10 knowledge areas that are
considered necessary to manage projects successfully. Industry and project characteristics are used to test
the environmental effect on the use and efficiency of PMIS by the users, and include industry types, project
size and project duration. We assume that the effects of PMIS will be different depending on the industry
types and will be greater, i.e., more useful, as the project size becomes bigger and the duration longer.
Dependent variables are set to include user satisfaction and reuse and recommendation intention. Data
were collected by using survey questionnaire from those people who had experience of using PMIS in
various project related industries such as construction, defense, manufacturing, software development and
telecommunication. The survey questionnaire were distributed through e-mails and google network.
Although the survey was conducted in Korea and all of the respondents are Korean, some of the respondents
have experience in working in overseas projects. A total of 181 responses were collected, and 137 were
used for analysis after excluding those responses which contained missing items. Statistical techniques such
as factor analysis and multiple regression, analysis of variance are used to analyze the data, and the results
are drawn up and discussions are made in the following sections.

RESULTS AND DISCUSSIONS

Profile of Respondents

The profile of respondents is shown in Table 2. It includes the characteristics of the projects for which the
PMIS was used by the respondents such as industry types, project duration, number of project participants,
and project budget.

Table 2: The Profile of Respondents

Item Value Frequency Ratio
Industry types Construction 56
Manufacturing/Defense 31
Information & Communication Tech. 36
Research & Development 9
Others 5
Total 137
Project duration 0 - 6 months 17
7 - 12 months 34
13 - 24 months 25
25 - 36 months 20
37 - 48 months 15
49 + months 22
no response 4
Total 137
Project 0 - 10 persons 52
participants 11-20 28
21-30 11
31-50 11
51 -100 11
101 + 19
no response 5
Total 137
Project budget 0 - 1 million 38
(in USD, 1-5 23
approximate) 5-10 12
10-50 19
50 - 100 9
100 + 30
no response 6
Total 137
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Test of Hypothesis 1

Multiple regression analyses are performed to test the hypotheses presented with the research model, and
the results are shown in tables. All the independent variables are tested for multicollinearity and all of them
seem to be within acceptable level in terms of tolerance and variance inflation factor (VIF).

H1. The three dimensions of PMIS quality will have positive impacts on the PM performance.
Hypothesis 1 investigates the impact of PMIS quality on the overall PM performance. Two of the three
dimensions of PMIS quality are found to have statistically significant impact on the overall PM performance

at a = 0.05 level. Both system quality and information quality positively affect the overall PM performance.

Table 3: Regression Results for H1 Tests (PMIS Quality -> PM Performance)

Model Unstandardized Standardized Multicollinearity
Coefficients Coefficients T P-Value  Statistics
Beta Tolerance

B S.E VIF
(Constant) .581 .216 2.691 .008
System quality .409 129 .362 3.182 .002 242 4.129
Info. quality 514 112 514 4575 .000 .249 4.024
Service quality -.083 .099 -.090 -.830 408 .265 3.775

F =62.139 (p = 0.000) adjusted R square = 0.574

Test of Hypothesis 2

H2. The impacts of PMIS on the PM performance will be different depending on the project environment
and project characteristics.

As a part of the test of Hypothesis 2, it is tested whether industry types affect the relationship between the
PMIS quality and the PM performance. Four industries are compared to examine the impacts of the three
dimensions of PMIS quality on the nine measures of PM performance, and the results are presented in Table
4. In the table, the PMIS quality dimensions with statistically significant impact on the PM performance
measures are marked with asteriks for o, = 0.01 through a = 0.10 respectively. From the results in Table 4,
it is very obvious that the impact of PMIS quality on the PM performance is different depending on the
industry where PMIS is used. Overall, the two dimensions of PMIS quality, system quality and information
gualty, seem to have more impact on the PM performance than service quality. Notable is that the two
industries of construction and manufacturing show very different pattern. System quality seems to be more
important for improving the PM performance for construction industry while information quality seems
more important for manufacturing industry. As for the ICT and R&D industries, PMIS seems to have
relatively lesser impact compared to construction and manufacturing industries. A possible explanation is
that many different types of information systems are already in use in ICT industry, and therefore there is
relatively little value PMIS can add additionally to the project management. Also, for R&D industry,
projects are relatively small in size in terms of project budget and the number of participants, and there is
little need for a systematic control in a large scale which PMIS can provide. PMIS can have greater impact
as the project size becomes bigger since it serves as a nerve system of a project. When a project is small in
scale, the management control can take a more informal format.

Test of Hypothesis 3

H3. PM performance will have positive impacts on user satisfaction.
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The impacts of PM performance on user satisfaction are tested and the results are presented in Tables 5 and
6. Table 5 shows the impact of overall PM performance on user satisfaction and Table 6 shows the impacts
by individual PM performance measures. The overall PM performance has a positive and significant impact
on user satisfaction at a < 0.01 level. Examining the impact of PM performance in detail, only two PM
performance measures seem to have significant impacts on user satisfaction, and they are 'processing time
reduction’ and ‘communication within PM team'. This result seems to be rather disappointing for the purpose
of proving the PMIS usefulness. However, this analysis is done for the entire sample that contains all the
industry types. There might be different picture coming out if the analysis is conducted for each individual

industry.

Table 4: The Impacts of PMIS Quality on the PM Performance by Industry Types

Industry

PM Performance Variables

System Quality

Information Quality

Service Quality

Construction

Manufacturing
/Defense

Information &
Communication
Technology
(ICT)

Research &
Development
(R&D)

1
2
3
4
5
6
7
8
9
1
2
3
4
5
6
7
8
9.
1
2
3
4
5
6
7
8
9
1
2
3
4
5
6
7
8
9

. reduction in processing time

. improve in work accuracy

. improve in overall project control
. improve in budget & cost control

. communication within PM team

. communication with stakeholders
. prompt in decision making

. efficiency in risk management

. improve in progress management
. reduction in processing time

. improve in work accuracy

. improve in overall project control
. improve in budget & cost control

. communication within PM team
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Table 5: Regression Results for H3 Tests (Overall PM Performance -> User Satisfaction)

Model

(Constant)
PM performance

Unstandardized Standardized

Coefficients Coefficients
Beta

B S.E.

-.088 235

.945 .068 .768

T

-.374
13.952

P-Value

.709
.000

Multicollinearity
Statistics
Tolerance

VIF

1.000 1.000

F =194.653 (p = 0.000) adjusted R square = 0.587
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Table 6: Regression Results for H3 Tests by Individual Performance Variables (Individual PM
Performance Measures -> User Satisfaction)

Model Unstandardized Standardized
Coefficients Coefficients T P-Value
Beta

B SE
(Constant) -.018 .233 -.078 .938
reduction in processing time .399 .108 .389 3.693 .000
improve in work accuracy .019 123 .018 157 .876
improve in overall project control .025 .091 .024 277 .783
improve in budget & cost control 113 .083 115 1.371 173
communication within PM team 179 .095 .182 1.882 .062
communication with stakeholders .082 .086 .086 .960 .339
prompt in decision making 117 .096 115 1.217 .226
efficiency in risk management 141 .097 137 1.449 .150
improve in progress management -.136 .094 -.133 -1.449 .150

F =24.191 (p = 0.000) adjusted R square = 0.605

Test of Hypothesis 4

H4. PM performance will have positive impacts on reuse intention.

The impacts of PM performance on reuse intention are tested and the results are presented in Table 7. Here,
the value for the dependent variable of reuse intention is an averaged score of two measures, that is the
reuse intention and the intention to recommend to others. The PM performance is found to have a very
strong and positive impact on the reuse intention by PMIS users. Intuitively, this result seems to confirm
the common sense that users become more satisfied and also wants to recommend its adoption to other
people when a PMIS helps to improve the project management performance. Further analyses are
necessary to find out which individual measures of PM performance are considered important for the users
in terms of affecting reuse and/or recommendation intention.

Table 7: Regression Results For H4 Tests (PM Performance -> Reuse Intention)

Model Unstandardized Standardized Multicollinearity
Coefficients Coefficients T P-Value Statistics
Beta Tolerance
B S.E VIF
(Constant) 1.079 243 4.440 .000
PM performance .800 .070 701 11.426 .000 1.000 1.000

F =130.564 (p = 0.000) adjusted R square = 0.488

Test of Hypothesis 5

H5. User satisfaction will be positively related with reuse intention.

In many research on service quality, user satisfaction is considered to be related and/or to affect the reuse
intention by the customers. User satisfaction and reuse intention is assumed to be positively related in this
study and the relationship is tested. As shown in Table 8, the two variables are found to be positively and
significantly related with each other at a < 0.01 level. Also, it is thought that higher user satisfaction leads
to higher reuse intention rather than the other way around.
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Table 8: Regression Results for H5 Tests (User Satisfaction -> Reuse Intention)

Model Unstandardized Standardized Multicollinearity
Coefficients Coefficients T P-Value Statistics
Beta Tolerance
B S.E. VIF
(Constant) 2.062 .209 9.880 .000
User satisfaction .554 .064 .597 8.646 .000 1.000 1.000

F =74.757 (p = 0.000) adjusted R square = 0.352

Test of Hypothesis 3, 4 and 5 Together (Mediating Effect of User Satisfaction)

In the previous sections, PM performance is found to affect both user satisfaction and reuse intention. Also,
higher user satisfaction seems to lead to higher reuse intention. Naturally, there arises a question whether
user satisfaction must exist as a mediating variable between PM performance and reuse intention, or
whether PM performance can affect reuse intention regardless of the existence of user satisfaction as a
mediating variable. Thus, we tested whether user satisfaction plays a mediating role between PM
performance and reuse intention. In Table 9, the model 1 shows the result of regression where PM
performance alone is tested against reuse intention. In the model 2, user satisfaction is added to the model
1 regression together with PM performance.

Model 1: Y =bo + b1 X3 where Y = reuse intention; X; = PM performance
Model 2: Y = by + b1 Xy + boX>  where X, = user satisfaction

The increase in r?is very small from the model 1 to the model 2, and also user satisfaction turns out
insignificant in the model 2. Therefore, it seems that PM performance directly affects reuse intention
without the intervention of user satisfaction as a mediating variable. However, user satisfaction also affects
reuse intention, and seems to have the effect of increasing reuse intention in addition to the impact by PM
performance.

Table 9: Regression Results for the Mediating Effect of User Satisfaction Between PM Performance and
Reuse Intention

Model 1 Unstandardized Standardized Multicollinearity
Coefficients Coefficients t P-Value Statistics Tolerance
Beta
B S.E. VIF
(Constant) 1.079 .243 4.440 .000
PM performance .800 .070 .701 11.426 .000 1.000 1.000
F =130.564 (P =0.000) Adjusted R Square = 0.488
Model 2 Unstandardized Standardized Multicollinearity
Coefficients Coefficients t P-Value Statistics
Beta Tolerance
B S.E. VIF
(Constant) 1.091 242 4.505 .000
PM performance .676 .109 592 6.201 .000 410 2.442
User satisfaction 132 .089 142 1.488 .139 410 2.442

F =66.977 (p = 0.000) adjusted R square = 0.492
CONCLUSION

This study initially investigated the impact of PMIS quality on the PM performance, and extended its
investigation into the further effects on user satisfaction and reuse intention. The hypotheses presented in
the research model are mostly found to be statistically significant although some of the variables different
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pictures depending on the industry types. Among the three dimensions of PMIS quality, the two dimensions
of system quality and information quality seem to be more important to the users than the remaining service
guality dimension. On the whole, the overall PM performance is found to have positive and significant
impacts on both user satisfaction and reuse intention. However, examining the details reveals that only a
few individual PM performance measures seem to affect user satisfaction and reuse intention. Further
investigation will be necessary to find out whether this phenomenon is general for all the industries, or
whether it will be different depending on the industries. User satisfaction is found to have a positive and
significant influence on reuse intention although it does not play a mediating role between PM performance
and reuse intention. The contribution of this research is that it helps to clarify the logical relationship from
PMIS quality to the PM performance, and to user satisfaction and reuse intention, and helps us to
understand what aspects of PMIS are considered beneficial and important to the users. These findings can
help the PMIS developers to design a better information system by reinforcing the important quality factors
which PMIS users regard highly.
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A CASE STUDY: THE TREATMENT OF LEASES AND

THE IMPACT ON FINANCIAL RATIOS UNDER THE

PROPOSED NEW US GAAP LEASE REQUIREMENTS
PER ASU 842

Peter Harris, New York Institute of Technology
Michael Benjamin, New York Institute of Technology

CASE DESCRIPTION

Lease accounting has arguably been the most controversial issue facing the SEC since its passage in 1973.
At the center of the controversy is the treatment of most lease contracts as off Balance Sheet transactions.
For over four decades, the controversy has continued to escalate. Finally, in 2016, the FASB overhauled
the lease rules by the passage of ASU 842, which effectively treats all long-term non-cancellable leases as
balance sheet items. This change will take effect for periods ending after December 15, 2019. The student
will take GAAP financial statements under current lease rules and prepare a balance sheet, cash flow
statement and income statement based on the new proposed lease rule pronouncements. The student will
then analyze the difference and implications in financial reporting by comparing selected financial ratios.
It is necessary to understand both; current GAAP as well as proposed GAAP rules regarding leases to
adequately address this case study. This case study is suitable for use at both the undergraduate and
graduate levels. It may be used in an Intermediate Accounting Il, Accounting Theory, as well as an
Financial Statement Analysis course. The case can be offered as an individual case study or as a group
project.

JEL: M4, M41, M42, M48, M49
KEYWORDS: US GAAP, Capital Lease, Operating Lease, Financing Lease, Ratios.
CASE INFORMATION

ACE Corporation (ACE), a publically traded NASDAQ company (symbol ACE), is a manufacturer of
electrical automobiles. It is based in Detroit, Michigan and the company has been operating since 1996.
The company sells their electrical automobiles to auto manufacturers as well as the retail market on a
worldwide basis. Its major clients are Ford, General Motors and Toyota. ACE has captured about 10
percent of the world market of the electrical automobile sales. Its stock sells at 25 US Dollars per share,
and its 52-week price range is between 19.75 and 27.15 US Dollars, with a market cap of 10.6 billion
dollars. Their financial statements presented below for the year ending December 31, 2018 has been
prepared using present US GAAP rules. The controller would like to see the effect of the proposed lease
rules on the financial statements; you have been assigned this task. In particular, the controller would like
to see the impact these differences have on the balance sheet, income statement, cash flow statement and
selected financial ratios. The controller is especially concerned that the treatment of leases under the new
pronouncements may have a negative effect on their debt covenants. She is worried that the new lease rules
may violate those covenants, and that renegotiating the debt covenants will be costly to ACE. Table 1 shows
the Balance Sheet of Ace Corporation for the years ended 12/31/18 and 12/31/17presented under present
US GAAP reporting.
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able 1: US GAAP Balance Sheet for ACE Corp. At 12/31/2018 And 12/31/17

Ace Corporation
Balance Sheet (In 000 Except Par Value)
As of December 31,2018 and 2017

ASSETS 2018 2017
Current Assets
Cash $33,000 $19,000
Accounts Receivable (net) 25,000 17,000
Inventory (FIFO) 50,000 21,000
Total Current Assets 108,000 57,000
Noncurrent Assets
Security Available for Sale $10,000 0
Property, Plant and Equipment 100,000 $136,000
less Accumulated Depreciation (30,000) (28,000)
80,000 108,000
Intangible Assets
Trademark 5,000 7,000
Goodwill 7,000 7,000
Total Noncurrent Assets 12,000 14,000
Total Assets $200,000 179,000
LIABILITIES AND SHAREHOLDERS’ EQUITY
LIABILITIES
Current liabilities
Accounts payable $18,000 $17,000
Accrued interest 2,000 2,000
Accrued operating expenses 13,000 19,000
Income taxes payable 7,000 6,000
Total current liabilities 40,000 44,000
Noncurrent Liabilities
Deferred income taxes $5,000 $4,000
Bonds Payable 45,000 45,000
Total noncurrent liabilities 50,000 49,000
Total Liabilities 90,000 93,000
SHAREHOLDERS’ EQUITY
Common stock ($1 par) 20,000 18,000
Additional paid in capital 30,000 17,000
Retained earnings 60,000 51,000
Total Shareholders’ Equity 110,000 86,000
Total Liabilities and Shareholders” Equity $200,000 $179,000

Table 1 shows the Balance Sheet of Ace Corporation for the years ended 12/31/18 and 12/31/17presented under present US GAAP reporting.

Table 2 presents a statement of income for the year ended 12/31/18 prepared under present US GAAP
reporting. Also included is the earnings per share amount which is derived by taking net income and divided
by the number of common shares outstanding.

Table 2: ACE Corp. US GAAP Income Statement for the Year Ended December 31, 2018 ACE
Corporation

Income Statement (In 000, Except Per Share Data)
for the Year Ended December 31, 2018

Sales $270,000
Cost of goods sold (175,000)
Gross profit 95,000
Selling and administrative expenses $ 31,000

Amortization and depreciation expense 10,000 (41,000)
Income from operations 54,000
Other Income /(Losses)

Interest expense (4,000) (24,000)
Loss on retirement of equipment (20,000) 30,000
Income before income taxes

Income tax expense (9,000)
Net Income $21,000
Earnings per share: $1.05

Table 2 presents a statement of income for the year ended 12/31/18 prepared under present US GAAP reporting. Also included is the earnings per
share amount which is derived by taking net income and divided by the number of common shares outstanding.
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Table 3 presents the Statement of Cash Flows for Ace Corp. for the year ended 12/31/18 under present US
GAAP. The cash flow presented is the indirect method. Alternatively, the Direct method-not presented here
is also the other acceptable cash flow statement under US GAAP. The Direct Method is illustrated in the
solution for question 5C where the Direct Method is presented in the solution.

Table 3: ACE Corp. US GAAP Cash Flow Statement for the Year Ended December 31, 2018 ACE
Corporation

Cash Flow Statement (In 000)
for the Year Ended December 31, 2018
Cash from Operating Activities

Net income $21,000
Adjustments for noncash items:

Loss from hurricane $20,000

Depreciation expense 8,000

Amortization expense 2,000

Increase in accounts receivable (8,000)

Increase in inventory (29,000)

Increase in accounts payable 1,000

Change in accrued operating expenses (6,000)

Change in income taxes payable 1,000

Increase in deferred income taxes 1,000 (10,000)
Net Cash from Operating Activities 11,000
Cash from Investing Activities

Insurance proceeds $10,000

Purchase securities available for sale (10,000)

Net Cash from Investing Activities -0-

Cash from Financing Activities

Issue common stock $15,000
Pay dividends (12,000)
Net Cash from Financing activities 3,000
Net increase in cash $14,000
Cash December 31, 2017 19,000
Cash December 31, 2018 33,000
Additional supplemental disclosure:
Cash paid for income taxes $7,000
Cash paid for interest $4,000

Table 3 presents the Statement of Cash Flows for Ace Corp. for the year ended 12/31/18 under present US GAAP. The cash flow presented is the
indirect method. Alternatively, the Direct method-not presented here is also the other acceptable cash flow statement under US GAAP. The Direct
Method is illustrated in the solution for question 5C where the Direct Method is presented in the solution.

Table 3 presents the Statement of Cash Flows for Ace Corp. for the year ended 12/31/18 under present US
GAAP. The cash flow presented is the indirect method. Alternatively, the Direct method-not presented here
is also the other acceptable cash flow statement under US GAAP. The Direct Method is illustrated in the
solution for question 5C where the Direct Method is presented in the solution.

Additional Information

ACE entered into a non-cancelable lease on January 2, 2018 with the following terms: ACE leased
specialized machinery manufactured by the lessor, Bell Corp., which enables ACE to manufacture their
electric cars in a much more efficient manner. This machinery does not have a resale market and was made
specifically for ACE to meet its specifications. The lease term is for 3 years with an annual lease payment
of $10,000. Payment is due on December 31 of each year, with the first payment due on December 31,
2018. At the end of the lease term, ownership reverts to the lessor. There is no option for ACE to buy the
equipment. The lessee will pay all executor costs of $1,500/year which in included in 2018 selling and
administration expenses.
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The estimated useful life of the lease is 49 months (4 1/12 years.)

The fair market value of the equipment is $30,000 on January 1, 2018.

The implicit rate of Bell Corp. is 6 percent, and the lessee, ACE, knows this.
ACE’s incremental borrowing rate is 7 percent.

On January 1, 2018 AXE signed a 5 year lease with the lessor, PH Corp. for the rental of ACE’s major
office premises. The lease is noncancelable and the imputed rate is not known to ACE. Lease payments are
$6,000 per year. There are no option provisions relating to the extension of the lease past 5 years. Payments
are due at the beginning of each year.

On December 31, 2018, ACE signed a one year cancellable lease with BA Inc. for the rental of equipment
for the 2019 calendar year in the amount of $2,000. This amount will be paid during 2019.

Assume that all lease payments are recorded as Selling and Administrative expenses.

ACE Corporation did not sell any plant assets; however, plant assets with a cost of $36,000 and accumulated
depreciation of $6,000 were destroyed in a hurricane. Insurance proceeds of $10,000 were collected by the
company.

Two million shares of common stock were issued at the beginning of 2018.

Securities available for sale were purchased on December 31, 2018.

Cash dividends were paid during 2018.

ACE’s bonds payable have several covenants that involve net income and cash from operating activities.
The controller is especially concerned that the treatment of leases under the new pronouncements does not
violate those covenants. She is concerned that renegotiating the debt covenants will be costly to ACE.

QUESTIONS

Differentiate between an operating lease and a capital/ financing lease for financial reporting purposes. 6
points

Under current GAAP-ASU 840, discuss how the lease contract has been treated by ACE? Why?

Under the new proposed US GAAP pronouncements-ASU 842, discuss how the three lease contracts will
be treated by ACE? Why?

Describe the different reporting results between current US GAAP and proposed US GAAP and make the
necessary adjusting entries to conform the financial statements to the proposed ASU-842 requirements for
2018.

In answering the following parts, keep in mind companies usually prefer to report lower liabilities, higher
net income and higher cash from operating activities (although accounting research has identified
exceptions to this). 12

Prepare an income statement under ASU 842 for 2018.

Prepare balance sheet under ASU 842 on December 31, 2018.
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Prepare a cash flow statement under ASU 842 for 2018.

Compute the following ratios for 2018, under both current lease and proposed lease US GAAP reporting:

Current Ratio

Quick Ratio

Cash Ratio

Times Interest Earned

Debt to Capital Ratio

Debt to Shareholder Equity Ratio

Comment on your findings in 6 above.
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INVENTORY COSTING: A COMPREHENSIVE CASE
STUDY

Peter Harris, New York Institute of Technology
Umapathy Ananthanarayanan, Peter Harris, New York Institute of Technology

ABSTRACT

Under ASU 330, Inventory requires an entity to measure inventory at lower of cost or market. Market could
be any one of three outcomes: replacement cost, net realizable value or net realizable value less profit
margin. The FASB received comments from users that the current guidance on the measurement of
inventory is unnecessarily complex because there are three potential outcomes to determine market. In
response to these concerns, FASB issued ASU 2015-11 to simplify the measurement of inventory as part of
the FASB’s Simplification initiative. In this paper, we outline the new mechanism proposed by FASB for
measuring inventory and how it would impact entity’s financial statements. We provide a series of
comprehensive questions relating to Lower of Cost and Net Realizable Value, and Lower of Cost or Market
at the end of the paper. This case study is best suited for the Intermediate Accounting 1 course.

JEL: M48, M49

KEYWORDS: ASU 2015-11, ASC 330, Lower of Cost or Market, Lower of Cost or Net Realizable
Value, Net Realizable Value, FIFO, LIFO, Replacement Cost, Inventory Floor.

INTRODUCTION

The FASB issued final guidance that simplifies the subsequent measurement of inventory requiring
inventory to be measured at the lower of cost or net realizable value. Entities will continue to apply existing
impairment models to inventories that are using Last In First Out (LIFO) and Retail Inventory Method
(RIM). Currently GAAP rules require reporting organizations to measure inventory at the lower of cost or
market. Market is generally the replacement or reproduction cost of the inventory; however, market cannot
exceed net realizable value, which is the selling price less the cost to complete, dispose, and transport the
inventory item (known as the “ceiling”) and cannot be lower than the net realizable value less a normal
profit margin (known as the “floor”). The proposed guidance would require inventory to be measured at
the lower of cost and net realizable value. Thus, under the proposed ASU “market” would be replaced with
“net realizable value”. GAAP defines this concept as the “estimated selling prices in the ordinary course of
business, less reasonably predictable costs of completion, disposal and transportation.” Once implemented,
with the exception of LIFO and retail Inventory methods, one will no longer have to consider replacement
cost or net realizable value less a normal profit margin when measuring inventory.

Key Considerations

For inventory covered within the guidance of ASU 2015-11, organizations would be required to compare
the cost of ending inventory with only one measure ( i.e. the net realizable value), and not the three
measures required by today’s guidance. When evidence exists that the net realizable value of inventory is
less than the cost due to damage, deterioration, changes in price, obsolescence, etc., entities will recognize
the difference as a loss in earnings in the period in which it occurs. For raw materials and work in progress,
companies will still need to perform an extra step as they do today. Manufacturer’s using FIFO or Average
cost method to value their inventory will face challenges while applying the ASU because the computation
is based on the lower of cost and net realizable value. The only way to perform the test is to do so in total
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for the entire inventory, either by segment or in total. Performing a lower of costs and net realizable value
on an individual item basis is not possible if there are raw materials. The prime reason is because
replacement cost is no longer used in computation. Thus, an entity must compute net realizable value. To
determine the net realizable value for these inventories, entities will need to consider the costs to complete
and sell finished goods, including direct selling costs such as transportation costs and sales commissions.
Given the operational difficulty in measuring the net realizable value for raw materials, the larger question
is whether a manufacturer can ignore the test of lower or cost or net realizable value on raw materials if
those materials are immaterial? At the outset, it is essential to understand that test of raw materials of cost
or net realizable value may not be required when those materials will be ultimately part of finished goods
inventory. Going further, there are two possible scenarios which could be envisaged here:

Materials cost is not significant in comparison to the total inventory as a whole; or
Materials cost is significant in comparison to the total inventory as a whole.

In scenario (a) above, a company should be able to test lower of cost of net realizable value for finished
goods and work in process inventory only, and exclude any raw material inventory in that test. The
assumption here is that if raw materials are not significant, any possible write down would not be
significant. In scenario (b) above, wherein the value of raw material is significant - a company would need
to apply the test to raw materials of cost or net realizable value except an evidence exists that the finished
goods and work-in-process inventory has no write-down when tested. The reason here is that if an entity
first tests work in process and finished goods inventory for lower of cost or net realizable value and there
is no write-down that would suggest that a component of that inventory (raw materials) should have no
impairment as well. FASB has excluded inventories accounted for using LIFO and RIM from the scope
of this guidance because it could result in significant transition costs, produce outcomes that are not
intended, would not increase comparability improvements, and provide limited benefits due to the
complexity inherent in these methods. Interestingly, the guidance does not amend the measurement of cost
of inventory and hence, the companies may continue to apply LIFO, FIFO or average cost to determine the
cost of inventory. From a tax perspective, there are specific requirements with respect to the valuation of
inventory. Generally, normal goods may be value at lower of cost or market, with market determined based
on reproduction or replacement cost or actual offering price in some cases. Subnormal goods are measured
at genuine selling prices less cost of disposition (similar to the GAAP net realizable value concept). Despite
the similarity of the tax rules, for normal goods with the current GAAP rule and the tax rules for subnormal
goods to the proposed GAAP rule, there are further qualifications within the GAAP and tax rules that
generally prevent a tax payer from following the GAAP market valuation for those goods for tax purposes.
As such, any change in inventory valuation for GAAP purposes will likely impact only the determination
of book tax differences and deferred taxes.

Application of Lower of Cost and Net Realizable Value

Under the new US GAARP rules, the lower of cost and net realizable value can be calculated, and presented
by three various valuation calculations:

By the lower of cost and net realizable value on a Total Inventory basis,
Directly to each individual inventory unit , and,

To the total of the components of each major inventory category; i.e. groupings of inventory by
homogeneous factors.

Of the three approaches, the total inventory lower of cost and net realizable value method will present the
highest inventory amount, while the unit per unit approach will present the lowest inventory amount. Under
US GAAP, when a loss / write-down occurs due to a lower inventory net realizable value, this new value
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becomes the new cost of the inventory purposes. Further, under SAB 5.BB-Inventory Valuation Allowance
(ASC 330.10-S99-2), specifically states that there cannot be a reversal of this loss, regardless as to whether
the net realizable value increases in a subsequent period. IFRS however, allows for a reversal of such losses;
up to the amount of the inventory’s original cost.

The journal entry to record the Lower of Cast and Net Realizable Value Loss will be:
Dr. Cost of Goods Sold-inventory-writeOdown
Cr. Allowance for inventory write-down

If reversed, under IFRS only, the journal entry is:
Dr. Allowance for inventory write-down — (limited to the amount of the original cost)
Cr. Cost of Goods Sold-inventory write-down

Tax Treatment of Lower of Cost or Market

IRC Regulation 1.471-4 permits, but does not require an entity to use the lower of cost or market to value
its inventory. Lower of cost or market however is not allowed for the LIFO inventory method. Further, if
an entity chooses to use the Lower of Cost or Market (LCM) for tax purposes, the IRC requires that a unit
per unit inventory application of LCM be applied. The IRC defines market differently than US GAAP and
IFRS. Under the IRC 471.4, market is defined as the aggregate of the current bid prices prevailing at the
date of the inventory valuation. US GAAP and IFRS use the Lower of Cost and Net Realizable Value in its
reporting basis. Net realizable Value defines as the sales price of the inventory item less the cost of
completion, disposal, and transportation. Thus, the difference in the lower of cost vs. a market based matrix
differs between the tax code and accounting regimes, which may result in a tax timing difference on the
balance sheet. Finally, if a company uses LIFO for tax purposes, under the mandatory tax compliance rule,
it is also required to use LIFO for financial reporting purposes.

Effective Date, Transition and Disclosure

The guidance is effective for public business entities for fiscal years beginning after December 15, 2016,
and interim periods within those fiscal years. For all other entities, it is effective for fiscal years beginning
after December 15, 2016, and interim periods within fiscal years beginning after December 15, 2017. Early
adoption is permitted. The new guidance must be applied prospectively after the date of adoption. An entity
that has recorded a lower of cost or market adjustment in a previous period will use the adjusted amount as
the new cost basis of that inventory when it adopts the new guidance. An entity that adopts the new guidance
in an interim period will not be able to reverse interim adjustments during the same fiscal year as otherwise
allowed under ASC 270-10-45-6.5 Therefore, any net realizable value test applied in subsequent periods
would compare the lower of cost or market adjusted amount to net realizable value. The only new
disclosures required at transition are the nature of and reason for the change in accounting principle.

What Next?

While doubts still exist as to whether the ASU actually simplifies the measurement of inventory, there a
few inherent positives such as elimination of three outcome approach, avoiding the determination of floor
based on a normal profit margin and the new model simplifies the test for the non-manufacturers who now
can easily compute net realizable value instead of replacement cost and normal profit. On the other hand,
the ASU results in creation of two different approaches for measuring inventory (one for LIFO and RIM),
while another one for FIFO and average cost. The split approach also is inconsistent with the international
standards which apply the net realizable value approach to all inventories. The FASB defends this two tier
approach on the basis that application of the Lower of Cost and Net realizable VValue Method for companies
utilizing LIFO and the Retail Inventory Methods would be too costly to conform, as well as the
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overwhelming complexities involved in estimating the write-downs. Additionally, the FASB has stated that
such a move would not help comparability in any meaningful way. As a practical matter, except in very
few rare cases, one would expect that the Net Realizable Value will exceed the LIFO inventory costing
methods, making the application of the Lower of Coat and Net Realizable method impractical for LIFO.
Further, as previously discussed, LIFO is not an allowable method under IFRS. The new model also places
great reliance on selling price which is subject to internal manipulation and subjectivity, particularly if an
item is sold within an inactive market. This can be the focus of a recommended future paper concerning the
Lower of Cost and Net Realizable value rule. Presented below are 3 comprehensive questions which are
recommended for class use. The solutions presented are recommended, and there may be other, acceptable
solutions to the questions.

Comprehensive Questions

Comprehensive Question 1:

Corp. X started selling widgets (one product only) on January 1, 2017. They are unsure which inventory
method it will choose to report their financial reporting; however, they will use the periodic method to
account for its inventory. During 2017 it made purchases of inventory as follows:

January 2, 2017 1000 units at $5 per unit
June 19, 2017 2,000 units at $5.05 per unit
December 1, 500 units at  $5.10 per units

At year end, an inventory count reveals that there are 800 units of inventory left.

Additionally, the replacement cost of inventory is $4.95 per unit. The company can sell the units at $6.00
per unit and expects a 5 percent cost of selling/disposing each item. The normal gross profit margin on each
unit sold in 10 percent.

Required

Calculate the following —per inventory unit: A) Net Realizable Value, B) Replacement Cost, C) Floor
Value=NRV Less normal profit margin.

Assume that Corp. X adopts the Lower of FIFO and Net Realizable value method to account for its
inventory costing, what is the December 31, 2017 inventory value for financial reporting purposes?

Prepare the journal entry to record the loss-if any.

Assume that Corp. X adopts the Lower of LIFO or Market Value to account for its inventory costing, what
is the December 31, 2017 inventory value for financial reporting purposes?

Prepare the journal entry to record the loss-if any.
Which method would you recommend Corp to choose? What factors should be taken into account?

Assume that in year 2, the inventory value increases above its original cost. What is the IFRS versus US
GAAP position treating this reversal? Prepare journal entries, if required.

Recommended Answers-Comprehensive Question 1
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A) Net realizable value=Selling price less costs to sell/dispose=$6-5 percent cost to sell/dispose= 6-
.30=$5.70

B) Replacement cost =given at $4.95

Floor=NRV-normal profit margin=5.70 less 10 percent of sales price=5.7-.60=3$5.10. Lower of cost and net
realizable value under FIFO;

FIFO cost= 800 units; comprised of 500 units at5.10 plus 300 units at 5.05 (per unit). This will equal 500
times 5.1 plus 300 times 5.05=$4065.

NRV=800 times $5.70 per unit-per 1A above=$4560.
Thus, Lower of cost and net realizable value=$4065==cost. No inventory loss/write-down.

No entry as there is no loss

LCM for LIFO=market value will equal the floor value of $5.10 per unit. Cost under LIFO will be 800
units at $5 per unit. Thus, cost under LIFO is $4,000 and market value is 5.10 times 800=-4080. LCM thus
equals cost of $4,000. Thus, no loss.

No entry as there is no loss/write-down

In this case LIFO is preferable as the ending inventory is lower resulting in a lower taxable income amount;
thus saving Corp. X income tax payments. The difference in income before tax will be FIFO vs. LIFO
ending inventory=4065-4000=65.This lower income will have to also be reflected in the financial
statements of Corp. X by virtue of the LIFO tax compliance rule.

If the tax rate is low, or the company will generate a Net Operating Loss, the tax savings may be immaterial;
thereby reducing any advantage of LIFO use.

Since there is no write-down/loss in year 1, the fact that inventory value increase in year 2 will have no
effect on financial reporting in year 2. In year 2, Cop X has to still utilize a lower of cost or market/NRV
value. Given the facts, in year 2 , coat will continue to be the presented inventory value.

Comprehensive Question 2

Corp. X started selling widgets (one product only) on January 1, 2017. They are unsure which inventory
method it will choose to report their financial reporting; however, they will use the periodic method to
account for its inventory. During 2017 it made purchases of inventory as follows:

January 2, 2017 1000 units at $5 per unit
June 19, 2017 2,000 units at $5.05 per unit
December 1, 500 units at  $5.10 per units

At year end, an inventory count reveals that there are 800 units of inventory left.

Additionally, the replacement cost of inventory is $4.95 per unit. The company can sell the units at $6.00
per unit and expects a 5 percent cost of selling/disposing each item. The normal gross profit margin on each
unit sold in 15 percent.

Required

Calsculate the following —per inventory unit: A) Net Realizable Value, B) Replacement Cost, C) Floor
Value=NRYV Less normal profit margin.
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Assume that Corp. X adopts the Lower of FIFO and Net Realizable Value method to account for its
inventory costing, what is the December 31, 2017 inventory value for financial reporting purposes?

Prepare the journal entry to record the loss-if any.

Assume that Corp. X adopts the Lower of LIFO or Market Method to account for its inventory costing,
what is the December 31, 2017 inventory value for financial reporting purposes?

Prepare the journal entry to record the loss-if any.
Which method would you recommend Corp to choose? What factors should be taken into account?

Assume that in year 2, the inventory value increases above its original cost. What is the IFRS versus US
GAAP position treating this reversal? Prepare journal entries, if required.

Recommended Answers-Comprehensive Question 2

A) Net realizable value=Selling price less costs to sell/dispose=$6-5 percent cost to sell/dispose= 6-
.30=$5.70

B) Replacement cost =given at $4.95
C) Floor=NRV-normal profit margin=5.70 less 15 percent of sales price=5.7-.60=$4.80.

Lower of cost and net realizable value under FIFO;
FIFO cost= 800 units; comprised of 500 units at5.10 plus 300 units at 5.05 (per unit). This will equal 500
times 5.1 plus 300 times 5.05=$4065.

NRV=800 times $5.70 per unit-per 1A above=$4560.
THUS Lower of cost and net realizable value=$4065==cost. No inventory loss/write-down.

No entry as there is no loss

LCM for LIFO=market value will equal the replacement value of $4.95 per unit. Cost under LIFO will be
800 units at $5 per unit. Thus cost under LIFO is $4,000 and market value is 4.95 times 800=-$3960. LCM
thus equals market value of $3,960. Thus, there is a loss of $40, resulting in the following journal entry:

Dr. Cost of Goods Sold 40
Cr. Inventory 40

In this case LIFO is preferable as the ending inventory is lower resulting in a lower taxable income amount;
thus saving Corp. X income tax payments. The difference in income before tax will be FIFO vs. LIFO
ending inventory=4065-3960=105.This lower income will have to also be reflected in the financial
statements of Corp. X by virtue of the LIFO tax compliance rule. If the tax rate is low, or the company will
generate a Net Operating Loss, the tax savings may be immaterial; thereby reducing any advantage of LIFO
use.

Since there is no write-down/loss in year 1, under FIFO use, the fact that inventory value increase in year
will have no effect on financial reporting in year 2.
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However, this will affect LIFO use as LIFO has presented its inventory valuation under the LCM rule.
Under US GAAP, such losses are never reversed; as such this increase in market value will not affect
inventory reporting in year 2 under US GAAP. Under IFRS, this loss of $105 can be reversed (up to the
amount of the write-down) in a subsequent period. As such, in year 2 under IFRS Corp. X can reverse this
loss in by the following journal entry:

Dr. Inventory 105
Cr. Cost of Goods Sold 105

Note that Inventory under IFRS (with few industry exceptions) can never be recorded above cost.

Comprehensive Question 3

Corp. X started selling widgets and electric outlets (two different products on January 1, 2017; thus, two
major inventory categories). They are unsure which inventory method it will choose to report their financial
reporting; however, they will use the periodic method to account for its inventory.

During 2017 it made purchases of inventory as follows:

Product number 1-Widgets;

January 2, 2017 1000 units at $5 per unit
June 19, 2017 2,000 units at $5.05 per unit
December 1, 500 units at $5.10 per units

Product Number 2-electric outlets:

January 2, 2017 1000 units at $10 per unit
June 19, 2017 2,000 units at $10.05 per unit
December 1, 500 units at $10.10 per units

At year end, a periodic inventory count reveals that there are 600 units of widgets, and 800 units of electric
outlets. Additionally, the replacement cost of inventory component number 1-widgets is $4.95 per unit.
The company can sell these units at $6.00 per unit and expects a 5 percent cost of selling/disposing each
item. The normal gross profit margin on each unit sold in 15 percent. The replacement cost of inventory
component number 2-electric outlets is $9 per unit. The company can sell each electric outlet unit for $11,
before incurring a 5 percent selling/disposal cost. The normal gross margin on each unit sold is 10 percent.

Required

Calculate the following —per inventory component number 1- widgets and number 2-electrical outlets: A)
Net Realizable Value, B) Replacement Cost, C) Floor Value=NRV Less normal profit margin.

Assume that Corp. X adopts the Lower of FIFO and Net Realizable value method to account for its
inventory costing. What is the December 31, 2017 inventory value for financial reporting purposes?
Assume that this is applied on: A) To the total inventory approach, and B) to the total of the components of
each major category approach (i.e. two major -1-widgets , and 2-electrical outlets).

Prepare the journal entry to record the loss-if any under case A, and under case B above.
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Assume that Corp. X adopts the Lower of LIFO or Market Value to account for its inventory costing. What
is the December 31, 2017 inventory value for financial reporting purposes?  Assume that this is applied
on: A) To the total inventory approach, and B) to the total of the components of each major category
approach (i.e. two major -1-widgets, and 2-electrical outlets).

Prepare the journal entry to record the loss-if any, under case A, and under case B above.

Which inventory accounting method would you recommend Corp to choose? What factors should be taken
into account?

Assume that in year 2, the inventory value increases above its original cost. What is the IFRS versus US
GAAP position treating this reversal? Prepare journal entries, if required.

Recommended Answers-Comprehensive Question 3

Unit 1-Widgets

A) Net realizable value=Selling price less costs to sell/dispose

=$6-5 percent cost to sell/dispose= 6-.30=$5.70

B) Replacement cost =given at $4.95

C) Floor=NRV-normal profit margin=5.70 less 10 percent of sales price=5.7-.60=$5.10.
Unit 2: Electrical outlets

A) Net realizable value=Selling price less costs to sell/dispose

=$11-5 percent cost to sell/dispose= 11-.55=$10.45

B) Replacement cost =given at $9.00

C) Floor=NRV-normal profit margin=10.45 less 10 percent of sales price=10.45-1.1=$9.35.

Lower of cost and net realizable value under FIFO;
To the total Inventory approach:

FIFO Ending Inventory Cost for Inventory 1-widgets plus Inventory 2-electrical outlets =
FIFO cost inventory 1-widgets = 600 units; comprised of 500 units at5.10 plus 100 units at 5.05 (per unit).
=500 @5.10 plus 100 @5.05=$3,055.

FIFO Ending inventory cost For Inventory 2-electrical outlets =800 units; comprised of 500 units at $10.10
plus 300 units at 10.05 , which equals 8065.

As such, FIFO ending inventory-cost is 3050 plus 8065= $11,115. NRV=800 ending inventory of widgets
times $5.70 (NRV per widget unit) =$4560 plus 800 units of ending inventory of electrical outlets times
10.45 (NRV per electrical outlet unit) =8,360= The total net realizable value of the total inventory is
$12,920 (4560+8360). LCM total inventory is cost of 11,115 vs market value of 12,920=Cost of 11,115.
Thus-No loss. LCM per the total of the components of each major category is 3050=cost of widgets plus
8065 —cost of electrical outlets=$11,115=Cost. Thus-No Loss. No entry as there is no loss

LCM for LIFO=market value. This will equal the floor value of $5.10 per unit-for inventory group 1-
widgets. For Inventory group 2-electrical outlets, the market value is the floor value of 9.35.Cost under
LIFO will be 600 units at $5 per unit for inventory 1-widgets , and 800 units at $8 per unit for inventory 2-
electrical outlets .Thus we have the following:

A) LCM Total Inventory

Cost Market
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1-widgets 600 times $5 per unit = $3,000 3,060 = 600 times $5.15 per
unit

2-outlets 800 times 10 perunit = 8,000 7,480 = 800 times $9.3 per
unit

Totals $11,000 $10,540

The Write -Down is as Follows:

Inventory at cost $11,000

Inventory at Market —Total Inventory Basis 10,540

Write-down 460

LCM= $10,540; resulting in a Loss of $460
B) LCM per the total of the components in each major inventory category:

Inventory Major Category number 1-widgets $3000  (cost)
Inventory Major category number 2 7480 (market)
Total LCM-Components of each Major Inventory $10,480

Category Classification

The write down is as follows:

Inventory at cost $11,000
Inventory at Market-total of the components of each 10,480
major category

Write-down 520

LCM= $10.480; resulting in a loss of $520
Journal Entry:

A) Total Inventory Method -LCM
Dr. Cost of goods sold -inventory write-down 460
Cr. Allowance for inventory mark-down 460

B) Components of Major Category Method-LCM
Dr. Cost of goods sold-inventory mark-down 520
Cr. Allowance for inventory mark-down 520

In this case, LIFO, is preferable, when compared to FIFO, as the ending inventory is lower resulting in a
lower taxable income amount; thus saving Corp. X income tax payments. For tax purposes, LCM cannot
be adopted if LIFO is the chosen inventory method under IRC 471. As such, inventory will have to be
valued under LIFO cost. Other inventory methods such as FIFO may utilize the lower of cost or market
method for tax purposes; in which case the LCM has to be applied on an inventory unit by inventory unit
basis. utilize the lower of cost or market method, for tax purposes.

In this situation, LIFO cost is $11,000. The difference in income before tax will equal the FIFO vs. LIFO
ending inventory amounts:=11,115 -11,000= $115 On the Income Statement, the Lower of Cost or Market
will need to be utilized. This will reflect a LIFO LCM inventory valuation of $10,540 (Part A) or
$10,480(Part B); creating an income before income tax loss when compared to FIFO by $575, and $635
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respectively. The difference in taxable income and accounting income under LIFO use in the amounts of
$460 (part A), and $520 (part B) will create a timing tax difference in the balance sheet. This will result in
a Deferred Tax Asset-Current Balance Sheet Account. The question remains whether LIFO should be
adopted? Generally, if the LIFO would be chosen if we expect an inflationary pattern of inventory pricing-
i.e. commodities; and non LIFO methods (in order to obtain the LCM tax benefit) for deteriorating in value
and use inventory items, i.e. food, flowers. Since there is no write-down/loss in year 1 under FIFO, the fact
that inventory value increases in year 2 will have no effect on financial reporting in year 2. In year 2, Corp
X has to still utilize a lower of cost or market/NRV value. Given this fact, cost will continue to be the
presented inventory value in year 2. Regardless of whether there is a loss/write-down of inventory value
below cost, US GAAP does not allow for a reversal of such write-downs in subsequent periods. However,
IFRS does allow for a reversal up to the amount of the original inventory cost. In no case (absent some
specific industry cases) may inventory be reflected above cost. Finally, in this case, IFRS reversals for LIFO
inventory amounts do not apply as IFRS prohibits the use of LIFO. For information purposes, the journal
entry to reflect a reversal of an inventory loss/ write-down under IFRS, in a subsequent period will be:

Dr. Allowance for inventory write-down
Cr. Cost of goods sold-inventory write-down.

This aspect of IFRS can lead to income management and potentially manipulate the timing of income
(losses). US GAAP prohibits any reversal of inventory write-downs.
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ABSTRACT

This research aims to study the perception of Chiapaneca handicraft as a driver of sustainable local
development by artisans; since the activity that most contributes to the Gross Domestic Product of Chiapas
is commerce, and within is the sale of handicrafts. The Chiapaneca handicraft has a wide variety of
products, styles, and designs which represent the art and culture of Chiapas, hence the importance of
carrying out this research. In this research we study the perception of artisans regarding the contribution
to sustainable local development that their products have and the difference with respect to gender and
age. This is a quantitative, descriptive, and cross-sectional research. Selection of the sample was done for
convenience to meet certain criteria. 40 artisans were surveyed within their work area, 20 are located in
Chiapa de Corzo and 20 are located in San Cristobal de las Casas, both municipalities are in the State of
Chiapas, Mexico. For data collection, an instrument based on the ESTEMPLE model was used. The
instrument consisted of 11 items and 9 constructs. The study showed that the artisans consider technology
not to be useful in their craft work and they determine the cost price to establish the price of their products.

JEL: M21, 0180, R11
KEYWORDS: Sustainable Development, Handicraft, Strategy

INTRODUCTION

In Mexico, artisanal activity important, according to the National Survey of Cultural Consumption in
Mexico (Instituto Nacional de Estadistica, Geografia e Informética y Consejo Nacional para la Cultura y
las artes, 2012), the number of people aged 12 and over, who responded that they had made a craft was
11,791,856. Traditional craftsmanship means the creation of unique pieces, based on traditional knowledge
and technologies, using hand tools and natural products (Luki¢ et al., 2015). Worldwide Mexico, is the third
most important country as far as artisan activity, because of its quality, its variety, and its beauty (Romero
Medina, 2017). Handicrafts improve the economy of the country in general. The Satellite Account of the
Culture of Mexico (CSCM) state that handicrafts generate 20.3% of the Gross Domestic Product of the
culture sector. Also handicrafts and traditional toys are the largest productive activity in the cultural sector.
In 2012, they generated 339,349 jobs (Instituto Nacional de Estadistica, Geografia e Informatica y Consejo
Nacional para la Cultura y las artes, 2012). As stated before, this research study aims to know the
Chiapanecan artisan’s perception towards their products, as far as being a driver of sustainable local
development. This research is organized as follows: in the first section, a literature review is carried out
that has allowed us to contextualize the richness of Chiapas, emphasizing craftsmanship and its role in the
local development. Later the methodology is revealed and the results and conclusions are presented.
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Theoretical Framework

Handicraft Paper in Chiapas

Chiapas is among the top states which produce a variety of handicrafts in Mexico, for plethora reasons. The
first and most important reason is its great cultural diversity which is reflected in the towns proud of their
origins, their aesthetic sense and, an identity that is reaffirmed in handmade products which are known
worldwide. As a fundamental part of the intangible heritage of Chiapas, Mexico and the world, you can
find knowledge, techniques, and life experiences of the artisans of Chiapas. The Master Artisans have
contributed to the enrichment and development of people, and they are a role model for the next generation.
For centuries, the people of Chiapas have developed a great ability to create products that they use in their
daily lives (Instituto Casa de las Artesanias de Chiapas, 2017). Therefore, this activity for artisans,
handicraft merchants, and Chiapanecans in general, does not only help economic activity, which generates
direct and indirect jobs, but represents the culture and pride of being from Chiapas.

Additionally, the artisanal activity in Chiapas is one of the most diverse, rich in colors, textures, designs,
styles, and materials. The Instituto Casa de las Artesanias de Chiapas (2017) classifies this activity into two
groups: 1) artisan branches and 2) handicraft products. Within the handicraft branches we can find: pottery,
basket weaving, weaving, toy making, chisseling, Mexican lacquerware, wood instrument making,
maskmaking, metalworking, saddlery, wood and textile carving; In the artisanal products can be: jewelry
and amber, and edible products. Therefore this is where we see that artisanal activity in the State of Chiapas
is an invaluable treasure, as well as being a fundamental element in enhancing tourism. That is to say, it is
an activity that generates direct and indirect jobs, mainly in tourist areas. Highlights the indicator of
receptive tourism consumption in the first quarter of 2017 in Mexico was 16.2 (Instituto Nacional de
Estadistica, Geografia e Informatica, 2017); and Chiapas in 2015 had 620,214 visitors (DATATUR, 2017).
Therefore, the Instituto Casa de las Artesanias de Chiapas affirms that this entity is one of the largest
varieties of handicrafts in Mexico, and said variety is influenced by the diverse culture (Instituto de las
Artesanias, 2007-2012). The handicrafts created in this entity give life to the daily chore, the heritage of the
original cultures and religious symbolism, which translates into true works of art.

Chiapaneca Handicraft as a Driver of Sustainable Local Development

As is already known, the craftsmanship is an intangible heritage of the State of Chiapas because of its
colors, texture, variety of textiles, designs, embroidery styles, which represent the traditions and customs
of Chiapas. Therefore, craftsmanship can be considered an art from the perspective of Tartarkiewicz (1987),
who affirms that art, like human creation, can be an artistic creation, and therefore, all art will be considered
an artistic creation that provokes delight, emotion or shock. The craft tradition is an expressive
representation of regional creativity. Its richness and singularity is expressed through the different
techniques, materials, and formal systems used. It is an exponent of the region’s history and culture,
revealing its positive features. In this process between the local and the global, previously unimaginable
connections and possibilities emerge. The term “glocal” is applied to a perspective which extolls the
capacity of the “local/traditional” to compete at a global level. This affirmation exposes a vast range of
opportunities for traditional craft production (Giulio, 2008) . Ahamad and Yasmin (2012) support the idea
that the handicraft sector has an enormous potential to generate profitable employment opportunities to the
unemployed, and has an unlimited potential for economic development of a country/region.

Kappus (2012) contributes to the debate on the poverty-reducing potential, by identifying that, through
handicraft cooperative membership, crafters are able to access livelihood assets, mostly the economic,
social and human capital. The relevance of artisanal activity in Chiapas is justified because currently there
is a greater awareness of the use of traditional textiles, more spaces for marketing, an increase of educational
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programs related to textile production and more development alternatives for producers (Martinez Miranda
2017, cited by Amanoarte, 2017), in addition artisan groups (mainly women) have risen, because the
government has promoted the creation of organizations for the granting of financial resources (Pérez
Mérino, 2017, cited by Amanoarte, 2017). It has been documented that craftsmanship is transcendent for
many families of artisans, Ramos Mufioz, Pablos Tufion and Calderon Cisneros, (2000) found that this
allows the existence of the peasant economy and the payment of agricultural inputs; it is also essential for
the organization of family work (Ramos Maza, 2004).

Avrtisanal production in Chiapas has a high participation of women; a study carried out in the highlands of
Chiapas, found that there was a traditional feminine production (Ramos Mufioz, Pablos Tufion and Calderon
Cisneros 2000). The foregoing is consistent with that reported by Bartra (1998) who affirms that women
often dedicate themselves to art while men work in the field, trading or as employees. In the same sense,
embroidery, weaving on the backstrap loom has been an activity that defines the role in the history of Mayan
culture (Gil Corredor, 2016). In this regard Campillo (1994) states that women possess traditional
knowledge that empowers them to propose environmental solutions, and yet are excluded in making
decisions about the environment (cited by Martinez Corona, 2003). Female participation has several
advantages for woman, such as the perception and recognition of the development of individual abilities,
trust, and appreciation as a person. With this idea the empowerment transcends the domestic group into the
community (Martinez Corona, 2016).

It is important to point out that Chiapas handicrafts are the product of sensitivity, dedication, and the talent
of women and men who, within the cultural plurality, reflect their emotion before life and the search for
beauty. There are emblematic handicrafts such as lacquer, which for Chiapas possess the strength of an
integrating symbol beyond the local sphere from which it comes or of textiles whose symbolism goes
beyond the need for attire (Instituto Casa de las Artesanias de Chiapas, 2017). Then starting from the
benefits of the artisanal sector, it is possible to point out that the activity itself and the materials they use to
produce the products are sustainable. From this point of view, sustainability is defined as a permanent
process towards higher stages of human development (Serrano-Barquin, Serrano-Barquin and Osorio-
Garcia, 2011, cited by Korstanje, 2013) involves sustainable tourism; and it must be able to sustain local
economies, without harming the environment on which they depend, and give the people economic
opportunities, without negatively affecting the structure of economic activity and must not interfere with
existing forms of social organization (Payne, 1993, cited by Arroyo 2012).

Despite the importance of handicrafts, they are still poorly valued and sold at a very low price, in this
regards, Bartra (1998) reports that the economy of the popular artists of Mexico is so precarious and their
products are sold inexpensively. There is no doubt that Chiapas handicraft has the potential to become an
engine of sustainable local development in Chiapas. Within the framework of the objectives of sustainable
development, in its objective 12, notes that sustainable consumption and production modalities must be
guaranteed, understanding that consumption and sustainable production consist of promoting the efficient
use of resources and energy, the construction of infrastructures that do not harm the environment, the
improvement of access to basic services, and the creation of environmentally friendly jobs, fair wages and
good labor conditions. All this translates into a better quality of life for all and also this helps to achieve
general development plans with reduce economic, environmental, and social costs, increase
competitiveness, and reduce poverty (United Nations, 2017).

METHODOLOGICAL ASPECTS
Sample

This research is quantitative, descriptive, and transversal. For this research a convenient sample was
selected to meet certain criteria. For data collection, an instrument based on the ESTEMPLE (Economic,
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Social, Technological, Environmental, Media, Political, Legal, Ethical) model was used. The target group
for the current study consisted of 40 artisans and they were surveyed in their work areas, in which 20 were
located in Chiapa de Corzo, and 20 were located in San Cristobal de las Casas, both municipalities are in
the State of Chiapas, Mexico.

Table 1: Operational Definition of Research Variables

Variables Definition Item Unit of
Measurement
Dependent  Sustainable local 1). Economic Instrument
development 2). Social designed on the
3). Technological basis of 11
4).Ecological items
5). Media
6). Political
7). Legal
8). Ethical
9). Cultural
Independent  Chiapaneca handicraft as | Analysis of the sustainability of handicrafts from the perspective
a driver of sustainable of artisans
local development

For the data collection an instrument consisting of 11 items and 9 constructs was used.
RESULTS
General Data

Table 2: Gender

Frequency Percentage Valid Accumulated
Percentage Percentage
Valid Female 32 80.0 80.0 80.0
Male 8 20.0 20.0 100.0
Total 40 100.0 100.0

80% are women and 20% are men. The average age of the artisans is 32 years.
Economic

Table 3: Economic Indicators - Product Price

Frequency Percentage Valid Accumulated
Percentage Percentage
Valid Rarely 1 25 25 25
Occasionally 15 375 375 40.0
Often 10 25.0 25.0 65.0
Always 14 35.0 35.0 100.0
Total 40 100.0 100.0

When evaluating whether artisans take into account economic indicators and calculate the cost price of their
product to determine the final price, 2.5% responded rarely, 37.5% occasionally, 25% sometimes and 35%
as always.
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Social

Table 4: Product Segmentation

Frequency Percentage Valid Accumulated
Percentage Percentage
Valid Never 40 100.0 100.0 100.0

100% of artisans say that the segment to which their products are directed is not defined, they say that most people who visit Chiapa de Corzo and
San Cristébal de las Casas, in Chiapas, buy at least one product.

Table 5: Potential Buyers

Frequency Percentage Valid Accumulated
Percentage Percentage
Valid Occasionally 3 75 75 75
Often 1 25 25 10.0
Always 36 90.0 90.0 100.0
Total 40 100.0 100.0

100% of the artisans affirm that their potential buyers are domestic tourist; this explains the Mexican custom of always taking a souvenir from the
place to family, friends and coworkers.

Table 6: Product Differentiation

Frequency Percentage Valid Accumulated
Percentage Percentage
Valid Occasionally 2 5.0 5.0 5.0
Often 9 225 225 275
Always 29 725 725 100.0
Total 40 100.0 100.0

95% of artisans are convinced that the craftsmanship of the municipalities in Chiapas is clearly differentiated by their type of embroidery, colors,
designs, materials, shapes and styles.

Technological
Table 7: Utility of Technology

Frequency Percentage Valid Accumulated
Percentage Percentage
Valid Never 10 25.0 25.0 25.0
Rarely 6 15.0 15.0 40.0
Occasionally 17 425 425 82.5
Often 3 75 75 90.0
Always 4 10.0 10.0 100.0
Total 40 100.0 100.0

There isn"t consensus among craftsmen about the usefulness of technology in the artisanal market, 25% say they never use and 15% express that
it is rarely used, but on the contrary other people earn more money selling the products that they produce. The majority who represents 42.5%
indicates that occasionally it has used it. Only 17.5% say frequently and always, because it is a way to advertise their products.
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Ecological

Table 8: Environmental Sustainability

Frequency Percentage Valid Accumulated
Percentage Percentage
Valid Never 5 125 125 125
Occasionally 13 325 325 45.0
Often 16 40.0 40.0 85.0
Always 6 15.0 15.0 100.0
Total 40 100.0 100.0

When evaluating the sustainability of artisanal activity, 55% of artisans consider that their products are friendly to the environment, 32.5% almost
always and 12.5% said never.

Media

Table 9: Influence of Media

Frequency Percentage Valid Accumulated
Percentage Percentage
Valid Never 40 100.0 100.0 100.0

Table 9 shows, that 100% of the artisans believe that the media does not have an influence on the general aspects of their activities, such as the
production, distribution, and commercialization of their product.

Political

Table 10: Influence of the Political Environment

Frequency Percentage Valid Accumulated
Percentage Percentage
Valid Never 21 52.5 52.5 52.5
Rarely 4 10.0 10.0 62.5
Occasionally 8 20.0 20.0 82.5
Often 5 125 125 95.0
Always 2 5.0 5.0 100.0
Total 40 100.0 100.0

62% of artisans say that the political environment does not influence the development and sale of artisan products, 20% said occasionally, 12.5%
said often always and 5% said always.

Legal

Table 11.:Influence of Legislation

Frequency Percentage Valid Accumulated
Percentage Percentage
Valid Never 26 65.0 65.0 65.0
Rarely 4 10.0 10.0 75.0
Occasionally 4 10.0 10.0 85.0
Often 6 15.0 15.0 100.0
Total 40 100.0 100.0

Table 11 shows that 70% think that the laws do not influence the decisions to produce and market their product, 10% said occasionally and 15%
said always.
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Ethical

Table 12: Labor ethics

Frequency Percentage Valid Accumulated
Percentage Percentage
Valid Never 7 175 175 175
Rarely 3 75 75 25.0
Occasionally 9 225 225 475
Often 16 40.0 40.0 87.5
Always 5 125 125 100.0
Total 40 100.0 100.0

Table 12 shows, that there is an influence of the work ethic in the artisanal activity from the perspective of the artisan, because they consider that
the designs are constantly copied and there is unfair competition, as we can observe the results indicated 22.5% said occasionally, 40% said
frequently , 12.5% said always.

Cultural

Table 13: Cultural Influence

Frequency Percentage Valid Accumulated
Percentage Percentage
Valid Never 3 75 75 75
Often 3 75 75 15.0
Always 34 85.0 85.0 100.0
Total 40 100.0 100.0

92.5% of artisans consider that the handicrafts reflect their culture and can be seen in the type of embroidery, designs, textiles, colors, and different
materials with which the pieces are made.

CONCLUSIONS

The craft work of the municipalities in Chiapas is clearly differentiated by its type of embroidery, colors,
designs, materials, shapes, styles, so they can be identified by regions, municipalities, or ethnic groups.
Most artisans find little use in technology to market their products. On the contrary, yet they consider that
it has been an opportunity for others to copy their designs and generate greater profits with their work.
However, this could represent the opportunity for artisans to promote their products in other markets and
technology may become a sustainable marketing medium. From this point of view they also consider that
the media does not have influence on the general aspects of their activity. As far as the political and legal
aspect, the majority of artisans point out that these aspects do not influence the development and
commercialization of their products. There is an influence of the work ethic in the artisan activity from the
perspective of the artisan, they believe that their designs are constantly being copied and there is an unfair
competition. It is true that the income received by artisans directly impacts their family income, but
unfortunately artisanal work is not valued and not well paid. Therefore, in Chiapas, sustainable strategies
must be created to strengthen the artisanal sector, where spaces are created for commercialization. Also
there is a need for an increase in educational programs related to textile production, and more development
alternatives for artisans, as well as design programs that grant financial support for the purchase of inputs
and distribution of products, considering that 80% the participate in this activity are women. The results
showed that artisans fully know their potential buyers which are tourists. However they emphasize that
domestic tourists are the ones who consume their products the most, this explains the Mexican custom of
always bringing a souvenir to family, friends, colleagues. Another view may be that the domestic tourist
knows more about the origin and the way in which the pieces were made.
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Thus, it is necessary to promote and disseminate the cultural wealth that exists in this activity through
campaigns that seek to make consumers aware of the impact of valued artisan pieces and make a fair
payment to the artisans, at the national and international level. This study confirms the high participation
of women in this activity, which responds to a traditional female production according to a study conducted
by Ramos Mufioz, Pablos Tufion and Calderdn Cisneros in 2000. These results open new lines of research
ranging from studies of gender in the artisanal activity until tackling it by artisan branch or artisanal
production from different perspectives.As a result of the present investigation, it is possible to point out
that the artisanal production in Chiapas is an activity of low impact for the environment and has the potential
to become a generator of local development in the State. The richness of Chiapas and its craftsmanship can
be seen in different ways in its products, which go beyond just a piece made by hand. These represent
traditions, cultural heritage, customs, religious symbolism, ethnic diversity, nature, talent, creativity,
imagination, dedication and sensitivity of its people; through textiles, colors, types of embroidery, designs,
shapes and different materials with which the pieces are made. In spite of this, it is necessary to implement
actions that guarantee the improvement of access to basic services to their producers, fairly remunerated
and with good working conditions, which translate into a better quality of life, greater competitiveness,
local development, that reduce economic, environmental and social costs and have a positive impact on
poverty indicators.
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EUROPEAN STATE-BUILDING: NATIONAL SELF-
DETERMINATION VS. POLITICAL ECONOMIC
STABILIZATION IN THE EUROPEAN UNION’S
COMMON SECURITY AND DEFENSE POLICY

Benedict E. DeDominicis, Catholic University of Korea
ABSTRACT

EU capabilities for conflict prevention include opportunities it offers to procure national security and
prosperity for established states. The EU enjoys an advantage in competition with Moscow for influence in
southeastern Europe. The EU is a multinational political entity that effectively projects an image of not
being under the national dominance of a particular member state, i.e. Germany. The EU’s institutional
policy-making complexity and authority dispersion suppress perceptual patterns suspecting it as a vehicle
for neo-colonial projection of the power of a member state or coalition of states. The EU’s conditionality
for loans to address the sovereign debt crisis is thus less prone to be seen as erasing the national sovereignty
of a debtor state through capitulation to particular national dominance. A challenge lies in the EU’s
perceived relationship with the US. Moscow’s prevailing view of the EU assumes it to be a vehicle for
expansion of Euro-Atlantic influence at the expense of Russian national security. It intensifies suspicion of
pro-Euro-Atlantic nationalities existing also as national minorities and in diaspora in Europe and in North
America. The EU’s emphasis on state building and stabilization through economic development is
problematic because of resistance to sovereign national self-determination for these national minorities.

JEL: F02, F5, P3
KEYWORDS: Nationalism, European Union, Russia
INTRODUCTION

The Euro-Atlantic approach to minority policy is to focus on state stabilization and state building. It does
not place primary emphasis on self-determination as a human right when self-determination requires
redrawing state borders. It is evident today in the Catalonia crisis but it has been the overriding political
strategic imperative since the collapse of east European communism. The North Atlantic alliance opposed
the creation of new sovereignties in the Balkans until nationalistic local actors created political facts to
which leading NATO members acquiesced. Nevertheless, stabilization, while primary, is not the only EU
objective; so is expanding North Atlantic hegemony. In this case, the Ukrainian nationalist Greek Catholic
minority in western Ukraine is supportive of rollback of Moscow given its salient and intense antipathy to
Moscow’s influence in Ukraine. The paper first presents a theoretical framework for analyzing the
intensifying competition for influence between Moscow and EU-NATO in Eastern Europe. It then applies
it to highlight how national Catholic groups and minorities enjoy political opportunities and dangers. Their
political opportunities stem partly from their association with the Roman Catholic Church as a cultural
representation of Western Europe, politically represented by Euro-Atlantic structures. Their dangers stem
from their vulnerability to suspicions of disloyalty on behalf Euro-Atlantic opposition to Moscow’s
influence. The paper then critiques the EU’s CSDP as it has been applied to southeastern Europe since the
end of the Cold War, followed by concluding comments.

GCBF ¢ Vol. 13 ¢« No. 1 « 2018 # ISSN 1941-9589 ONLINE & ISSN 2168-0612 USB Flash Drive | 98



Global Conference on Business and Finance Proceedings ¢ Volume 13 ¢ Number 1 2018

LITERATURE REVIEW

The Complexity of Social Comparisons

According to Cottam and Cottam, the four central propositions of social identity theory are the following:
1) maintaining a positive self-image is a striving of people; 2) a person’s identity and self-image receives
contributions from membership in groups; 3) by comparing their own group with other groups, people
evaluate their own groups; 4) a positive comparison of a person’s own group with other groups significantly
determines this person’s self-concept and hence gives it a positive social identity (2001, 90). Cottam and
Cottam note that individuals have several alternatives available to them if they evaluate their group’s
position as negative in relation to other relevant groups. Their evaluation of their own group must satisfy
two prerequisites in order to spark them to action. Firstly, they must see their own group in positive terms.
People often accept inferior status or unfair treatment on an individual level, and on a group level, they may
accept inferiority when their self-image of their own group is negative. In terms of identifying and
recognizing alternatives to their inferior situation, such groups will be cognitively unable to do so. If they
feel that their group’s status is just and this status satisfies them, then conflict with higher-status groups will
be unlikely to occur. The social context partially creates the specific nature of the comparison. When the
community addresses high intensity issues in the political system, then political-group identifications will
become highly salient and influential on behavior. At other times, political identities will be dormant and
do not influence behavior. Secondly, the comparisons must be in terms of relevant group comparisons. If
one’s own group does not view the comparison group as similar, meaning, not as a relevant comparison
group, then a group will accept inferiority and disadvantage. The acceptance of inferiority is perplexing but
not inexplicable and the “colonial-imperial” relationship would characterize the operative cognitive images
in these political circumstances. Maintaining a form of positive self-image is not impossible in this context,
despite the presence of a negative evaluation of one’s own group (2001, 91).

Cottam and Cottam note that once an actor makes a social comparison and finds the comparison to be
unsatisfactory, the actor generally has three alternative strategies. One strategy is social mobility: they can
sometimes abandon their group and join the one which they perceive to be superior. In societies in which
groups are permeable, this strategy is possible. This alternative results in individual instead of collective
action and it requires an individual belief in social mobility. Examples are prevalent in the US, where we
see that classes are permeable but races are not in most cases. For the selection of this strategy to occur, the
salience of group identity is crucial. People are less likely to pursue this alternative when a) they have a
strong emotional investment in a group; b) they perceive the group as a whole to suffer from some
disadvantage. Social creativity strategies are another approach to relative disadvantage as a result of an
unfavorable social comparison. In social creativity strategies, people a) choose different comparative
dimensions. For example, they may change comparison of wealth to comparison of political power. Or,
they may b) change the comparison group. For example, rather than comparing themselves to long-term
citizens, members of an immigrant group might instead compare themselves to other immigrant groups.
They may also c) redefine the basis of comparison from negative to positive.

For example, racial minorities may come to view their own cultural heritage and customs positively. With
regard to their own group, each of the above three social creativity approaches will enhance the positive
assessment (Cottam and Cottam, 2001, 91). Finally, Cottam and Cottam note that social competition is yet
another approach to addressing relative disadvantage resulting from a negative social comparison. It can
lead to a questioning of the existing political conditions as the prevailing view emerges that existing group
social relations are essentially zero-sum. It can therefore lead to development of severe political conflict.
These conflicts can include rebellions and secession movements. People’s subjective perceptions of the
nature of the relations between groups will heavily influence the way in which people strive for or maintain
positive social identity. Particularly important is how stable and legitimate, i.e. how secure, the outcomes
of intergroup comparison are perceived to be.
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With regard to provoking social competition, unfavorable group comparisons are not sufficient. Identifying
achievable alternatives to the existing relationship must also be feasible by group members. Factors which
contribute to the identification of alternatives include the following: 1) the perception of the illegitimacy
and injustice of status differences; 2) the perception of the instability of the status system. Both 1 and 2 are
necessary, and when they occur, then the comparisons become “insecure.” Enhancement of group self-
image, with an increase in the salience of group membership, leading to an increase in mutual ethnocentrism
flows from this awareness of alternatives. Perceptions that a relationship is just and legitimate and that the
status quo is stable can change due to the impact of political events and trends, as the analysis of the history
of colonial-imperial relationships demonstrates. In response to an unacceptable comparison, through social
creativity and social competition strategies the identity of a group among its members becomes necessarily
stronger and more distinct (Ibid., 92-93).

Opportunities for individual and national community social mobility and social creativity should ideally
increase through integration in the European Union. The relative success in projecting the European Union
as a community that is not a cloak for a particular national European imperial project is an essential
prerequisite. Various Eurosceptic national political parties claim that the EU is in fact a cloak in effect for
German neocolonialism due to the economic predominance of Germany. The role of the German economy
as the foundational base for the Eurozone risks reinforcing the persuasiveness of this claim. The question
is how pervasive, salient and intense is this perception among and within the different national
constituencies of EU public opinion. Clearly, some violent individual actors in Greece do perceive Germany
and their supposed Greek collaborators in this manner (Kitsantonis, 2017). The cooperative behavior of the
Athens government with the European Central Bank-European Commission-International Monetary Fund
so-called troika indicates this perception does not today prevail.

Following the start of the global financial crisis in 2008, at least one prominent analyst publicly expressed
his doubts regarding the survival of the Eurozone (Brittan 2010). German willingness to devote the
resources necessary to keep sovereign debt crisis countries particularly Greece within the Eurozone show
the centrality of Germany’s role. The Eurozone’s survival indicates that politically prevailing perceptions
in focal polities of the crisis, i.e. Greece, Portugal, Spain and Ireland, do not perceive their relationship with
Germany as insecure. The extent of German national polity influence, concomitantly with perceived
German intentions have not led to prevailing inferences of an implicit but real German neo-colonialist
project (Rupnik, 2016, 83). The vaunted complexity and convolution of EU policy making processes
allegedly contribute to the so-called EU democratic deficit (Kanter, 2017b). Yet, this same perceived
complexity serves to shape prevailing EU general and particular national perceptions to accept EU oversight
in the Greek national policy making process. EU political controls over German economic resources appear
to suffice significantly to undermine collective perceptions of threat of German neo-colonialism. Greek, as
well as Portuguese, Spanish, and Irish polity tolerance of EU influence over their policy making processes
are much higher than would be the case otherwise. This EU democratic deficit due to its policy making
process complexity and authority dispersal may be the price for obviating arousal of traditional nationalist
stereotypical perceptions of the intentions of others. Paradoxically this daunting policy making complexity
may in fact be the key to the success of the EU integration project; it avoids provoking latent nationalist
sentiments. The democratic deficit derives from a lack of EU perceived transparency because of a perceived
lack of democratic accountability of EU officials. The question is from where does this perception of
transparency and democratic accountability derive in nation state polities.

This analysis points to the tendency of the national public to equate the government apparatus at the
pinnacle of the democratic nation state as representing the sovereign national demos (Cottam and Cottam,
2001, 2). A critical Marxist observer regarding claims of democracy may argue that the widespread
perception of a democratic deficit should exist in a nation state such as the US, France or Germany.
Nevertheless, the public in these nation states tends to acknowledge the authority of the governing elite as
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representing and wielding the nation’s sovereignty. The EU democratic deficit may never be overcome
until a prevailing self-identification with a EU/European demos attains primacy, i.e. European nationhood.
It would need to supersede the currently prevailing respective national community self-identifications of
the EU national publics. Until that distant time, perceptions of an EU democratic deficit will remain
prevalent, and even desirable. Care is necessary to avoid making salient intense but generally latent
traditional nationalist suspicions that the EU is a cloak for the neo-colonial interests of a particular nation
state or group of states. The Brexit vote indicates that they may not remain latent under certain conditions,
albeit unique to the multitudinous circumstances of each nation state.

This imperative is to avoid the EU appearing to serve disguised particular national neo-colonialist intentions
as so perceived. This obligation indicates that imperialism has an essential connection to national identity
sovereignty concerns of self vis-a-vis other. Russian concern over EU influence over neighboring Ukraine
and Slavic polities in southeast Europe as well as over Russian politics and policy itself has its basis in
Russian nationalism. The EU is not a nation state, but the prevailing view in Moscow, correctly or not, is
that it is an unstable “vassal” of Washington (Duleba, 2016, 125).

The EU-US Relationship and European Identity

One social strategy by which to generate social creativity in the perception of a relationship is to mobilize
around perception of a common adversary. The adage, the enemy of my enemy is my friend, captures this
dynamic. Image simplifications can be positive, in the form of the ally stereotype (Cottam and Cottam 2001,
97-98). European peoples with a history of difficult relations can more readily put aside those psychological
obstacles to integration by focusing on a common enemy. The Cold War-era national security establishment
which NATO represents is a challenge to the European Union as a European peace strategy. It is also a test
of the extent to which European integration is dependent upon the Cold War and its vast legacy in the form
of Euro-Atlantic bureaucratic instruments, public and private, for containment of Moscow. The European
Union undergoes additional stresses and strains as represented by Brexit. Reemphasizing the common
challenge from Moscow can be a tempting route to generate countervailing pressures to these oppose
centripetal tendencies. Perhaps not surprisingly, Estonia, holding the presidency of the Council of the
European Union for the second half of 2017, emphasizes NATO-EU security cooperation (Raik and
Jarvenpdad, 2017). To avoid this perceptual dynamic, the EU’s Common Security and Defense Policy
(CSDP, previously the European Security and Defense Policy (ESDP)) needs to establish a credible
delineation from US-led NATO. This prerequisite, however, is unlikely to materialize, although the EU’s
reaction to the US Trump administration may instill greater urgency to do so.

Despite its rhetoric, the Trump administration is likely to be politically constrained in its decisional latitude
by the vast array of vested interests in the US national security establishment. The rise of three US generals
to stabilize the chaotic, new administration illustrates the political influence of these interests within the US
polity. Among these 3 individuals: US Secretary of Defense James Mattis, US National Security Adviser
H.R. McMaster and Trump’s chief of staff, John Kelly, the latter two replaced their predecessors. These
predecessors were seen as either enabling, or at least were unable to manage, populist political pressures
that threatened the vested interests of this national security establishment. These same vested interests
dominate the security aspects of the European Union due to their emergence and development during the
Cold War. Their compatriot forces include the private economic interests that emerged around them, to
supply and support them, interests which are essential to European Union integration.

The European Union allows for social creativity in thinking but it exists within subordination to US
hegemonic leadership (Layne 2008). It is vulnerable to this perceived social role in global affairs including
engagement in social competition with nation states such as Russia. The prevailing view in Moscow today
is that the EU is the civilian power handmaiden of US-led NATO (Roberts, 2017). The Roman Catholic
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Church endorsed the founding of the EU and west European Christian democratic party leaders
predominated among the founders (Murdov, 2014 509-10). Protestant Christian European institutions,
however, preceded the Catholic Church in publicly supporting immediate postwar west European
integration initiatives (Leustean 2011, 298). The Vatican’s request for an explicit reference to “Christian
roots” of Europe to be included in the draft EU Constitution treaty was rebuffed (Maillard, 2015, 7). The
EU Constitutional Convention decided that the draft EU Constitution would not include a reference to God
in the preamble (ten Napel 2014, 131). The perception that the EU is a civilizational political project for
Euro-Atlantic hegemony expansion remains a danger. The Donald J. Trump administration explicitly
discusses the US role in Western civilizational leadership in these terms, albeit the shared, stereotyped
threat is from political Islam.

Reinforcing a European identity community is necessary in order to create amenable political conditions to
allow for sufficiently pervasive opportunities for public social mobility and social creativity. Resort to
social mobility, creativity or competition policies is “context dependent” (Wohlforth, 2009, 36). Creating
the appropriate context equates with creating this new identity through the European integration project. Its
normative objective is to avoid or circumvent the emergence of social competition internally. Europe is a
liberal community in that it may not rely upon coercion as a significant mechanism for control, as was
critical in the old multinational USSR and Yugoslavia. When the coercive control apparatus disintegrated
in these two states, democratic elections produced elected leaders supporting national self-determination.
Competitive electoral politics also resurrected heretofore suppressed stereotypes, fears and hatreds
regarding the other, resentments which constitutional provisions particularly of the old Yugoslavia had
exacerbated. The liberal ideological necessity to avoid reliance upon coercion as a control mechanism
mandates that the EU not claim and enforce sovereignty over its member nation states. In the old USSR,
the Russian community constituted the de facto foundational core community that provided the leadership
personnel for the coercive bureaucratic control mechanism. No such community can or may play such a
role in the EU, i.e. it must remain confederal in the foreseeable future.

This necessity applies except insofar as the EU acquires narrow technocratic authority in a particular policy
area, indicating a move towards de facto EU sovereignty in that area (Story and Saltmarsh, 2011). This
authority may imply de facto EU federal sovereignty constraining a particular member state’s national
policy option range, for example, over the parameters of fiscal policy (Spiegel, 2014). Meanwhile de facto
confederalism prevails in EU relations with its member states in other policy areas (McCormick, 2015).
The ongoing EU supervision over the Greek national budget does not imply the right of the EU to use
coercive force to enforce its sovereign authority. With the satisfaction of this prerequisite, the construction
of a new, nascent self-identity can conceivably be built to support social mobility and social creativity. In
contrast, in the prewar past, the globally ambitious citizen of a small Balkan country, for example, faced
pressure to choose a de facto great power allegiance. Acquiring an international career often required a
commitment to the influence and policies of one of the European Great Powers, intensively competing with
each other in the Balkans. Vladimir Putin’s Moscow responses include its own social creativity strategies
to the challenge of Europe’s attraction and influence. Moscow has assumed a position as standard bearer of
traditional nationalist conservative positions. These include hostility to gender minority rights, promotion
of the influence of a state-affiliated church, and promotion of traditional patriarchal family roles (Roberts,
2017, 38). The European Union in promoting the advocacy of the rights of minorities may not focus only
on national minority rights; it aims to promote intersectionality. The aim is to encourage social creativity,
i.e. developing and promoting new identities, if the individual is receptive, but heretofore suppressed,
thereby deemphasizing national identity. It appears to be successful insofar as it appeals to youth. Putin’s
Russia is a reaction against it, appealing to conservative nationalists perceiving a threat from the EU and
globalization. The Russian authorities assert an alternative form of polity integration: a “Russian World”
concept of Moscow’s hegemony extending into Soviet-era areas of control (Laruelle, 2015, 94-95).
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Discussion

The appeal of European Union association is important. The social mobility attraction of visa-free travel
throughout the EU for Ukraine citizens to go into diaspora would seem to be strong (“EU Approves Visa-
Free Travel for Ukrainians,” 2017). The possibility of EU member state public political resistance and
impediment to provision of economic opportunities to Ukrainians is a complicating factor. Although legally
nonbinding, the 2016 rejection by the Dutch electorate of the EU association agreement with Ukraine
highlights this resistance (“Dutch referendum” 2016). The EU responded by adopting a “provisional”
application of the free-trade agreement in 2016, which was finally approved by the Dutch Senate with
stipulations in May 2017 (Kanter, 2017a).Moscow may seek to undermine this EU appeal by emphasizing
EU policy as a mask for Western imperialism while portraying Ukrainian nationalist aspirations as
reminiscent of Nazi-era collaborationist designs (“Putin Says,” 2014, Cunningham 2016). One
interpretation of the Russian authorities’ public encouragement of this characterization in the midst of the
violence is that it increases Moscow’s influence capability. Influence capability would increase over actual
and potential supporters of Russophile separatism. It would thereby increase influence over the Kiev
authorities. It would also increase Moscow’s social competition bargaining leverage over Euro-Atlantic
authorities as well. The European Union has arguably succeeded in supporting a prevailing view in Kiev
as well as within the EU member states that the EU is not a cover mask for German neo-colonialism.
Germany economically has benefitted greatly from European integration (Lankowski, 2015).

Germany accounts for slightly more than 20% of the EU GDP, and 29% of the Eurozone GDP (lbid., 38).
Taming German power has been one of the aims of the European integration process since it started after
the Second World War (Ibid., 51).West European-centered European integration may be conceptualized as
a value trend affecting relations between Russia and the Euro-Atlantic alliance, i.e. the international system.
The existence of the European Union pools member state capabilities. Underpinning the Euro-Atlantic
alliance is the incremental, de facto collective assumption that a comparatively greatly diminished, post-
Soviet Moscow will attempt to reassert hegemony over the former Soviet space (Larivé and Kanet, 2013).
Whether NATO expansion created in effect a self-fulfilling prophecy is not an issue seriously investigated
by the proponents of the prevailing political views in Western capitals. What is self-evident, however, is
that a vast array of organizational and economic vested interests emerged to implement the 45-year
containment strategy towards Moscow. Those political interests continue to advocate for a collective
worldview that justifies their continued existence, including receipt of government and private budget
allocations (lkenberry, 2004, 610-11, Carpenter 1994). It manifests itself in a policy thrust supporting
containment of a resurgent Russia, encouraging nationalism vis-a-vis Russia at least in Ukraine.

A Path Forward

State building through development is the perspective on security the EU’s Common Foreign and Security
Policy (CFSP)/CSDP emphasizes. Development cooperation allows for reliance upon the European
Community’s extensive diplomatic bargaining leverage capabilities with their basis in economic resources
and trade. Merket characterizes this policy direction as the reciprocal “securitization” of development and
the “developmentalization” of EU security policies. An example of this blurring of the borderline between
the two areas is the 2001 movement of demining operations from the CFSP policy-making mechanism to
the European Community. It thereby joined the EU’s efforts to combat the spread of small arms and light
weapons in the same framework. The European Commission and Parliament have an institutional interest
in defining initiatives under development thereby to fall under the Community framework. CFSP initiatives,
in contrast, favor the member states (2012, 634-35).-According to Merket, the development of the EU’s
conflict prevention strategy is basically a state stabilization strategy. In the field of development
cooperation, the EU disposes of three long-term geographical assistance instruments (the European
Neighbourhood and Partnership Instrument (ENPI), the European Development Fund (EDF) and the
Development Cooperation Instrument (DCI)) and two sectoral instruments (the European Instrument for
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Democracy and Human Rights (EIDHR) and the Instrument for Stability (IfS)) (emphasis BD) to deal with
various aspects of the security- development nexus (2012, 630).

The “security-development nexus” is Merket’s characterization of the EU’s effort to intertwine its foreign
aid development and European security policies. The EU thereby aims to promote more effectively its CFSP
objectives. In Merket’s portrayal, the creation of the European External Action Service under the 2009
Treaty of Lisbon is the institutional embodiment of this effort. Merket notes that “the ENPI offers co-
funding for the promotion of good governance and social and economic development to the EU’s partner
countries of the European Neighbourhood Policy (ENP)” (Ibid.) Merket’s outline came out well before the
outbreak of the ongoing Ukrainian crisis on November 21, 2013. The trigger was popular protest against
then-Ukrainian President Viktor Yanukovych’s suspension of negotiations to sign a long-heralded EU
Association Agreement. Subsequent events include covert intervention to dismember post-Soviet Ukraine,
leading first to Russian annexation of Crimea, with civil war in the Donbass region quickly following. As
of mid-2017, thousands are dead, hundreds of thousands are refugees, and hostility between the US and
Russia risks escalation, despite the election of Donald J. Trump as US president.

The 2011 Luxembourg Foreign Affairs Council meeting reaffirmed the EU’s commitment to “conflict
prevention” (Council of the European Union, 2011, para. 1-4). It recalled that ten years earlier the 2001
European Council in Gothenburg, Sweden adopted the “EU Programme for the Prevention of Violent
Conflicts” (Ibid. para. 2). For the EU’s claim to be a “peace process” to be valid, it would require particular
assumptions regarding the foreign policy motivations of Putin’s Russia. It implies that Russia today is an
imperialistic, aggressive actor that is the guilty party for the tragedy that continues to unfold in eastern
Ukraine. On the other hand, Moscow’s motivation for intervention may be ultimately defensive as John
Mearsheimer (2014) and Stephen Cohen (2014) argue. They claim that Moscow sees the expansion of the
EU’s influence into Ukraine as ultimately an American-instigated imperialist threat to Russian national
security. If the latter is true, then the European Union authorities may be committing a major strategic
mistake. The Davis, Habbida and Penfrat study does note that EU policies may make a potentially violent
conflict worse (Davis, Habbida and Penfrat 2017, 11 fn. 27). It notes that *“a general lack of evidence on
the EU’s impact on populations in non-EU countries” characterizes analyses of the EU’s positive or
negative impact (Ibid. 11). Proof of the EU’s contribution is typically counterfactual, and EU “conflict
prevention” behavior becomes “a matter of faith” and “fuzzy” (Ibid., quoting an EEAS official interviewed
on August 10, 2016). Studies note the importance of the perception of EU motivation as a critical factor in
determining the perceived legitimacy of EU demands, phrased as normative arguments. In relation to a
different part of southeastern Europe, Noutcheva states,

It may well be that the conditions in the Western Balkan countries are not very conducive to the
socialisation of their political elites to European ways of governance and state behaviour. Such an
analysis, however, misses an important aspect of the dynamics of EU conditionality — Balkan
compliance, namely the perceptions of the political elites in these countries of the motivation behind
the EU’s policy and the related impact on compliance decisions (2009, 11).

Target political actors at times suspect that norms of liberal democratic regional cooperation that the EU
espouses are a disguise for the EU’s pursuit of “its own security interests.” Consequently, compliance with
EU conditionality in the Western Balkans has often been “fake or partial or imposed” (lbid., 12). This
analysis characterizes the EU’s security interests towards the former Yugoslavia manifested themselves in
an ill-fated stabilization strategy. For example, as Noutcheva notes, in order not to encourage separatist
sentiment in the Balkans and elsewhere, the EU favored maintenance of the “State Union of Serbia and
Montenegro.” The popular demands of the people of Montenegro to separate from Serbia in a 2006
referendum with 55% in support forced the EU to acquiesce to what it did not favor (2009 3, 9-10). The
EU deployed legal arguments for this acquiescence to former Yugoslav republic self-determination.
Various EU member states, but not Spain, deployed different legal arguments for the recognition of the
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former Yugoslav autonomous province of Kosovo as a sovereign state in 2008. The EU has been unwilling
to recognize separatist local sentiments in Abkhazia, South Ossetia, and Crimea in the name of stability.
Davis, Habbida and Penfrat critique current EU conflict prevention directives for continuing to display a
reactive orientation to conflict (2017, 15). Nevertheless, Davis, Habbida and Penfrat portray the EU’s
current mediation efforts in the Belgrade/Pristina processes to be, along with the Iran nuclear agreement,
successes (2017, 18).

CONCLUDING COMMENTS

Social psychology offers insights into comprehending national identity conflict in terms of social
competition, social mobility and social creativity. Propagation of a perception of zero-sum social
competition among national member-groups is the political dynamic to avoid. The EU offers substantive
opportunities for individual social mobility, particularly for those with more formal education. The
construction of Europe requires inputs from the contributing member states. National self-identifiers can
adopt a wide range of evaluation criteria to maintain a positive self-image. For example, Germany has the
best national European economic performance, while Italy excels in offering regional security and luxury
recreational opportunities and consumption goods to Europe. Social mobility and creativity incentives are
deployed to southeastern Europe, where different national groups have a history of traditional alliances with
respective European major powers. Post-Cold War Croatian and Slovenian sympathy among Catholic
German and Italian public opinion has been politically salient. Serbia’s historical affiliation with France
and Russia is problematic because of Russia’s portrayal as an adversary to the European Union.
Nevertheless, the EU’s diplomatic bargaining leverage appears substantively to outweigh that of Moscow
in influencing Belgrade and Kiev. Pan-Slavism may not be able to compete successfully with Euro-
Atlanticism on a soft power level. Yet, this escalating clash of civilizations risks increasing the likelihood
of more violence in Europe as the Ukrainian case illustrates.
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HETEROGENEOUS BELIEFS OR UNCERTAINTY

Yi Zhang, Prairie View A&M University
ABSTRACT

Williams (1977) and others argue that heterogeneous beliefs reflect uncertainty and are associated with
higher returns. Heterogeneous beliefs and uncertainty are two different concepts but difficult to distinguish
empirically. Proxy variables typically capture both uncertainty and belief differences. We combine eight
commonly used proxy variables to conduct a factor analysis. Two latent factors are identified: one captures
belief differences and the other captures uncertainty. The factor for belief differences is negatively related
to future stock returns, consistent with the prediction of Miller (1977). The factor for uncertainty is
positively related to short term future stock returns and has no incremental effect after controlling for risk
factors, consistent with the risk theory.

JEL: G40; G12

KEYWORDS: Heterogeneous Beliefs, Uncertainty, Risk, Dispersion of Opinion, Optimism, Pessimism,
Factor Analysis

INTRODUCTION

Williams (1977) and others argue that investor heterogeneous beliefs reflect uncertainty that a high level of
belief differences (or disagreement) implies a higher level of uncertainty. Therefore an increase in belief
differences requires a higher rate of return on a stock. Investor belief differences and uncertainty are
different concepts, but both of them are unobservable and difficult to measure directly. Therefore in
empirical studies, proxy variables are used. However, belief differences and uncertainty are commonly
confounded in proxy variables. For example, the dispersion in financial analysts’ forecasts is the commonly
used proxy variable for belief differences (e.g. Diether et al. 2000) and information uncertainty (e.g. Zhang,
2006). Similarly we would expect small firms have more disagreement among investors and more
uncertainty about their true values. That’s why firm size is another proxy for both belief differences and
uncertainty. Studies on distinguishing disagreement from uncertainty are sparse. Barron et al. (1998) show
that the dispersion in analysts’ earnings forecasts captures both the uncertainty in analysts’ forecasts and
the diversity in analysts” information and propose a decomposition using analysts’ forecasts.

A few studies (e.g. D’Amico and Orphanides, 2008) use survey data to construct disagreement and
uncertainty measurement. Our paper proposes a hew approach to implicitly distinguish disagreement from
uncertainty. We combine multiple proxy variables to conduct factor analysis to identify latent variables for
belief differences and uncertainty. While uncertainty and belief differences are correlated (greater
uncertainty generally produces greater dispersion in investor beliefs, ceteris paribus), they are distinct. If
proxy variables capture both belief differences and uncertainty, the factor analysis will enable us to
distinguish a latent variable for belief differences from a latent uncertainty variable. We combine eight
variables used in previous studies to proxy for heterogeneous beliefs and uncertainty, including the
dispersion in analysts’ forecasts, stock idiosyncratic volatility, stock trading volume, firm size, the earnings-
to-price ratio, the book-to-market ratio, option open interest and the risk neutral skewness. Factor analysis
produces two latent factors. Analysis of the factor loadings on each latent factor suggests that the first factor
is related to belief differences and the second factor is related to uncertainty.

Using the latent factor estimated from factor analysis, we examine the effect of both belief differences and
uncertainty on future stock returns. The impact of heterogeneous beliefs or uncertainty on stock returns is
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also under debate. Miller’s (1977) overvaluation theory predicts that the greater the disagreement, the lower
the future returns. On the opposite, risk theory first proposed by Williams (1977), argues that heterogeneous
beliefs among investors reflect risk so that an increase in belief differences requires a higher rate of return
on a stock. A growing body of empirical research suggests that heterogeneous beliefs significantly impact
stock returns. However, the precise nature of this relationship is still unclear. Similarly in the literature of
uncertainty, a negative relationship between information uncertainty and stock return is shown in Jiang et.
al (2005); while a positive relationship between uncertainty and stock returns are shown in Anderson et. al
(2009). We find the factor for belief differences is negatively related to future returns. This relationship
persists at least six month even after controlling for size, book-to-market and momentum effects. This
indicates that larger belief differences are correlated with lower future returns, consistent with Miller’s
(1977) overvaluation theory. The uncertainty factor is positively related to future returns at the short time
horizon (up to three months), but this relationship disappears after we control for risk using the Carhart
(1997) four-factor model. This is consistent with the risk theory. However, stocks with high uncertainty
underperform at the six-month and twelve-month horizon.

DATA AND METHODOLOGY

This section describes the proxy variables used to identify the latent variables representing uncertainty and
belief differences in the factor analysis. The first proxy is the dispersion in financial analysts’ earnings
forecasts, a widely used proxy for dispersion of opinion (e.g., Diether et al., 2002; Anderson et al., 2003;
and Doukas et al., 2004). Goetzmann and Massa (2003) find dispersion of opinion among investors
correlates with the dispersion in financial analysts’ earnings forecasts. Barron et al. (1998) show that the
dispersion in analysts’ earnings forecasts captures both the uncertainty in analysts’ forecasts and the
diversity in analysts’ information. Anderson et al. (2009), Zhang (2006) and Jiang et al. (2005) use the
dispersion in analysts’ forecast to proxy for uncertainty. Qu et al. (2004) also show that analyst forecast
dispersion embodies a measure of information risk. The second proxy for heterogeneous beliefs is stock
idiosyncratic volatility. Shalen (1993), He and Wang (1995) and Biais and Bossaerts (1998) suggest a
positive link between heterogeneous beliefs and volatility. Empirically, Harris and Raviv (1993) and
Deither et al. (200) find stocks with a higher dispersion of opinion have higher volatility. Stock volatility is
also a commonly used proxy for information uncertainty (e.g. Jiang et al., 2005 and Zhang, 2006).

The third proxy is stock trading volume. Stock trading volume is suggested to proxy for heterogeneous
beliefs by Harris and Raviv (1993), Kandel and Pearson (1995), Odean (1998), Bamber et al. (1999), and
Hong and Stein (2003). Since differences in beliefs induce trading, stocks with more divergent beliefs
among investors tend to have higher trading volume. Stock trading volume has been used to proxy for belief
differences by Garfinkel and Sokobin (2006), and Xu (2007). Jiang, Lee and Zhang (2005) use stock volume
(turnover) to proxy for information uncertainty. The fourth proxy is firm size. Many empirical studies on
dispersion of opinion, such as Diether et al. (2002), find the dispersion of opinion among investors tends to
be greater for small firms than large firms. Most financial analysts only follow large firms and small firms
may be unable to bear high disclosure preparation costs. The lack of disclosed information induces both
divergent beliefs and uncertainty about the value of small firms. Zhang (2006) uses firm size to proxy for
information uncertainty. In addition, Fama and French (1992) suggest firm size is a proxy for risk. The fifth
proxy is the earnings-to-price ratio. Growth stocks have low earnings-to-price ratios and tend to induce
divergent beliefs about their dividend growth rates. This leads to divergent beliefs about the value of growth
stocks. Furthermore the lack of pricing signals such as dividends make the value of growth stocks harder
to predict. Baik and Park (2003) find stocks with lower earnings-to-price ratios have more dispersion in
analysts’ earnings forecasts, consistent with the idea that growth stocks have greater belief heterogeneity
than income stocks.

Previous studies have shown the earnings-to-price ratio is a risk factor for stock returns (e.g. Campbell and
Shiller, 1988). The sixth proxy is the book-to-market ratio. Diether et al. (2002) and Doukas et al. (2004)
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find that stocks with high book-to-market ratios have larger dispersion in analysts’ earnings forecasts than
stocks with low book-to-market ratios. They argue that the dispersion in analysts’ earnings forecasts is a
proxy for differences of opinion about a stock among investors. Therefore heterogeneity in beliefs is related
to the book-to-market ratio. Jiang et al. (2005) use the price-to-book ratio for information uncertainty. Also
Fama and French (1992) show book-to-market is a risk factor. The seventh proxy is the open interest on
out-of-the-money (hereafter OTM) stock options. Buraschi and Jiltsov (2006) and Zhang (2017) show that
open interest on OTM options reflects heterogeneous beliefs: the greater belief heterogeneity, the more
open interest. Furthermore, the put/call open interest ratio is a commonly used measure to represent investor
sentiment (e.g. Dennis and Mayhew, 2002). The last proxy is option risk neutral skewness. Buraschi and
Jiltsov (2006) show heterogeneous beliefs can explain the risk neutral skewness: the greater the dispersion
in beliefs, the more negative the skew. Friesen, Zhang and Zorn (2010) find stocks with greater belief
heterogeneity have more negative risk neutral skews, suggesting that the risk neutral skew can be another
proxy for heterogeneous beliefs. Xu (2007) shows that disagreement about information precision increase
stock skewness.

The sample period in this study is from January 1996 to December 2014. Data are measured at monthly
frequency. Following Diether et al. (2002), the dispersion in analysts’ earnings forecasts is measured as the
standard deviation of forecasts for quarterly earnings scaled by the absolute value of the mean earnings
forecast. The data on analysts’ earnings forecasts are taken from the Institutional Brokers Estimate System
(I/B/E/S) summary history dataset. Stock return and volume data are obtained from the Center for Research
in Securities Prices (CRSP). The idiosyncratic volatility is calculated by regressing daily returns over the
last 200 days on the daily returns of value-weighted index (including distributions) using the market model.
We scale trading volume by the number of outstanding shares to get the stock turnover. Firm-specific
variables are constructed each month using the data from the CRSP and the Compustat Industrial Quarterly
File. Firm size is measured as the natural logarithm of market capitalization (stock price multiplied by the
number of outstanding shares) as of the last day of the previous month. Earnings-to-price ratio is measured
as the earnings per share (12-month moving average excluding extraordinary items) divided by the stock
price as of the last day of the previous month.

The book-to-market ratio is measured as the book value of total common equity divided by the market
capitalization as of the last day of the previous month. Option open interest and price data are obtained from
Option Metrics. Open interest is measured as the sum of daily open interest on out-of-the-money options
(both puts and calls) averaged over each month. We use the risk neutral skewness metric of BKM (2003)
and follow the empirical methodology of Dennis and Mayhew (2002) to construct the skewness measure.
If the eight proxies capture both belief differences and uncertainty, underlying latent variables can be
identified using factor analysis. Factor analysis is a statistical technique used to determine whether there
exists a smaller set of uncorrelated underlying variables, called latent factors, that can explain the
relationships between the original variables. Following Friesen et al. (2012), we use the principal factor
method and the maximum likelihood method to extract factors. The estimated latent factors are used to
study their relationship with future stock returns. Monthly return data are obtained from the CRSP. To
perform multifactor time-series tests, we obtain the Fama-French three factor data and the momentum factor
data from the WRDS database: market risk premium (Rm-Rf), SMB (difference between the return on a
portfolio of small stocks and the return on a portfolio of large stocks), HML (difference between the return
on a portfolio of high book-to-market stocks and the return on a portfolio of low book-to-market stocks)
and UMD (the difference between the return on a portfolio of stocks with high returns from t-12 to t-2 and
the return on a portfolio of stocks with low returns from t-12 to t-2). Following Diether et al. (2002), each
month we sort stocks into five quintiles based on the variable of interest (e.g., the latent factor) as of the
previous month. After forming portfolios, stocks are held for one month, three months, six months or twelve
months. The mean portfolio monthly return is computed as the equal-weighted average of returns of all
stocks in the portfolio.
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EMPIRICAL RESULTS

Factor analysis using eight proxies for heterogeneous beliefs produces two latent factors. The rotated factor
loading pattern shows that Factor 1 is highly positively loaded with the dispersion in analysts’ earnings
forecasts and idiosyncratic volatility, and highly negatively loaded with firm size and the earnings-to-price
ratio. The loadings on the proxy variables suggest that Factor 1 captures belief differences. The dispersion,
idiosyncratic volatility, stock turnover, the book-to-market ratio and open interest have positive loadings
on Factor 1, consistent with the prediction that stocks with greater belief differences have more dispersion
in analysts’ earnings forecasts, greater idiosyncratic volatility, higher turnover, higher book-to-market
ratios and more open interests. Firm size, the earnings-to-price ratio and skewness have negative loadings
on Factor 1, consistent with the idea that small stocks and growth stocks generate more belief heterogeneity
while stocks with more belief differences have more negatively risk neutral skewness. Factor 1 explains
51.6% of common variance. Factor 2 is highly positively loaded on stock turnover, size and open interest,
but highly negatively loaded on the book-to-market ratio. This factor is associated with less uncertainty.
Large firms tend to have less uncertainty than small firms. When there is more uncertainty about future
price movements, risk-averse investors may be reluctant to trade given the higher potential risks. Therefore
high stock turnover is associated with less uncertainty. Similarly investments in OTM options may be low
in the case of more uncertainty. Value firms with high book-to-market ratio tend to have more uncertainty
about their future prospects. The signs of all the loadings are consistent with the uncertainty-based
interpretation for Factor 2. For example, the dispersion in analysts’ earnings forecasts has a negative
loading on Factor 2 which represents less information uncertainty, consistent with most empirical findings
that the dispersion in forecasts is positively related to uncertainty. Factor 2 explains 48.4% of common
variance.

Using the two latent factors, we examine their relation with stock returns (one-month, three- month, six-
month and twelve-month). We construct portfolios by sorting stocks into five quintile groups each month
based on latent factors. On average, stocks in the high belief heterogeneity quintile earn lower future returns
than stocks in the low quintile. The underperformance of high belief heterogeneity quintile portfolios
increases with the investment horizon. All these return differentials are statistically significant at 1% level.
On average, stocks in the high uncertainty quintile earn higher future returns than stocks in the low
uncertainty quintile. When the holding period of portfolios becomes longer, the gap increases. However,
the mean (median) return differential between the lowest quintile and the highest quintile is insignificantly
different from zero except for three-month returns.

We further employ the multifactor model to test if return patterns in quintile portfolios can be explained by
risk factors. The risk-adjusted returns (alphas) indicate that the four-factor model leaves positive
unexplained returns for the lowest belief heterogeneity quintile portfolio and negative unexplained returns
for the highest two belief heterogeneity quintile portfolios. Alphas monotonically decrease from the lowest
quintile to the highest quintile. The difference in the risk-adjusted returns between the highest and lowest
quintile portfolios is significantly negative for one-month return (-1.37%), three-month return (-2.72%) and
six-month return (-3.44%), but is insignificant for twelve-month return. Results suggest that even after
controlling for differing exposure to risk factors, stocks with greater belief differences earn lower future
returns for at least six month, which supports the argument of Miller (1977) and consistent with the finding
of Diether et al. (2002) and Feng et al. (2015). Regression results based on latent variable of uncertainty
show no significant pattern for the risk-adjusted returns across quintiles for one-month return and three-
month return. However, high uncertainty quintile portfolio earn lower risk-adjusted returns for six-month
return and twelve-month return.
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CONCLUSION

Differences in beliefs and uncertainty are unobservable therefore empirical studies use observable proxy
variables. However, proxy variables do not clearly capture investor belief differences or uncertainty and
often embody both belief differences and uncertainty. In this paper we propose a method to separate the
belief difference component and uncertainty component of proxy variables. We use factor analysis to
analyze a number of proxy variables. A latent factor for uncertainty and a latent factor for heterogeneous
beliefs are identified. The latent factor for heterogeneous beliefs is a cleaner measure because it is free
from the confounding effect of uncertainty. We use the estimated latent factor for heterogeneous beliefs to
shed light on the debate about the effect of heterogeneous beliefs on future cross-sectional stock returns.
Our results show that stocks with greater belief heterogeneity earn lower future returns, supporting Miller’s
(1977) overvaluation theory. This finding is robust to controlling for size, book-to-market and momentum
effects. Moreover, a long-short portfolio formed on the basis of the latent factor has significantly higher
returns than the portfolios formed using individual proxy variables for belief differences. The latent factor
for uncertainty represents the risk factor. We find that stocks with more uncertainty earn higher future one-
month and three-month returns than stocks with less uncertainty; but this effect disappears once we control
for the size, book-to-market and momentum effects. However, stocks with high uncertainty have lower
risk-adjusted six-month and twelve-month return. By recognizing that many of the proxies commonly used
to measure belief differences are also correlated with uncertainty and risk, our study helps to reconcile the
results of previous empirical studies that have obtained conflicting results when estimating the relationship
between the individual proxy variables and future returns. As predicted by theory, greater belief differences
decrease future returns while uncertainty increase risk in the short run and then decreases future returns.
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THE RELATIONSHIP BETWEEN MIGRATION AND THE
FOOTWEAR INDUSTRY IN GUANAJUATO

Karla Liliana Haro-Zea, Benemérita Universidad Autonoma de Puebla
ABSTRACT

This research aims to study the perception of workers in the footwear industry in the State of Guanajuato,
relative to the relationship between migration and investment in the industry. The shoe industry (footwear
manufacturing) employs an average of 112,727 people, contributing to 2.4% of the total employment of all
manufacturing industries in Mexico. Furthermore, when purchasing footwear manufacturing supplies, it is
estimated that this industry generates 17,000 extra jobs with their suppliers. also the most important region
in Mexico for its footwear production is the State of Guanajuato, and it is among the States with the highest
migration, hence the importance of carrying out this research. This research is quantitative, descriptive,
and transversal. For this research a convenient sample was selected to meet certain criteria. Moreover,
fifty workers were surveyed in footwear distribution and sales centers, which are all located in the
municipality of Ledn Guanajuato, Mexico. It is worth mentioning that Guanajuato generates 68.4% of the
footwear production in Mexico and the municipality of Ledn produces 57.8% of it. For the data collection
an instrument consisting of 21 items and 3 constructs was used. The study shows that only a third of
migrants invest in the footwear industry, and that the difference is invested in agriculture, in the
construction of their homes, and in the maintaining of their families.

JEL: 0150, R59
KEYWORDS: Migration, Local Development, Sustainability, Industry
INTRODUCTION

Mexican migration is the result of a historical & unique relationship between the United States and Mexico.
In fact, Mexicans inhabited California and Texas before the territory was even American. In turn, the
Bracero Program stimulated the entry of thousands of Mexicans and, later, through family reunification
policies, the entry of women and children was allowed, consolidating a definitive settlement of the
population (Portes, 1998). The different dimensions of migration, which are economic, social, political and
cultural, reveal the complexity of this phenomenon. Therefore, the investigation of this topic proposes many
challenges. Also it is important to remember that in 1993 Migration Survey in the Northern Border of
Mexico began. The general objective was to obtain knowledge about the labor migration phenomenon
between the northern border of Mexico and southern border the United States, highlighting its nature,
volume and trends, its effects on the labor market and the impacts on both societies (Colef, 2007). An
element of interest within the economic dimension of migration and of increasing importance for some
economies of countries that have emigration is the sending of remittances. It is a fact that remittances have
an impact on the families that receive them and on the increase in their consumption levels (United Nations,
2016). Therefore, since remittances and the footwear industry in Guanajuato are two important generators
of income in the State, the question arises: is it possible that the receiving of these revenues are related and
have an impact on local development?

So then, the purpose of this research study is to analyze the perception of workers in the footwear industry
in the State of Guanajuato, as far as the relationship between migration and investment in the industry, as
Guanajuato has traditionally been considered a state of strong migratory expulsion because it is recognized
nationally and internationally for its footwear production. This article has been structured into four sections.
The first is based on a brief but thorough review of the literature which has allowed us to gain insight and
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the impact of remittances, such as the shoe industry in the State of Guanajuato. The methodology is
explained later. Finally, the results and the conclusions are presented.

Theoretical Framework

Migration and its importance within the economy of Guanajuato. The impact of migration is analyzed by
Binford (2006) from two major aspects in relation to the impact of remittances, the functionalist, and the
historical structuralist. The first assumes that remittances have the power to reduce poverty and income
inequality and help stabilize families financially, as they are used for basic expenses such as food,
education, health, and housing. Finally, they mean greater well-being for families and have a multiplying
effect on the the country's economy. On the other hand, the historical structuralist view considers that
emigration has a negative effect on the economy and on the social structure of their communities. Within
this view, emigration and remittances create a series of structural distortions that are reflected in an
exacerbation of social conflict, economic differences, and inflation, which fosters a vicious cycle that
distorts the local economy and deteriorates its social structures. One of the problems faced by these
communities is that they become dependent on remittances, which leads to greater emigration, because only
the remittances can help maintain the standard of living. According to this view, family remittances have
very little chance to initiate development since they are used for basic education, family maintenance,
health, home construction, productive investments, etc., yet these not generate jobs, and the limited
productive projects have little benefit.

At the same time, Canales (2006) supports the theory that remittances have a very limited and restricted
impact on the development promotion and in the reduction of poverty, for they are essentially, a salary fund
which is transferred among families in similar socioeconomic conditions. As a matter of fact, remittances
are usually sent by precarious and vulnerable migrant workers to their relatives who live in poverty and
socially marginalized. In this way, remittances are able to improve the standard of living of the receiver’s
homes, but they are far from representing a strategy which permits them to solve the structural problems
that perpetuate poverty. In addition diverse studies coincide in pointing out that remittances are basically
destined to finance the material reproduction in the migrants’ homes, being a very low proportion destined
to productive projects (Papail, 2002; Lozano, 2005). Papail (2002) also states that the remittances received
by urban households in the central-western region of Mexico are very important resources for the
reproduction of numerous families. However, during the nineties, the productive investments made thanks
to these remittances seem to have intensified, which allowed a significant amount of employees to become
micro entrepreneurs at the end of their migration cycle in the United States, in an attempt to increase their
incomes in their places of origin in Mexico.

Thus, remittances contribute to the economy of the families that remain in within the communities of origin
of the migrants, but what is not clear is to what extent they help their economic development. It is known
that families use them for maintenance and to acquire, repair, or house addition. Yet we must know to what
extent they affect the development of the community, if with their surplus productive businesses are created
which employ other people or have multiplier economic effects. In the third instance, we need to know how
they affect the creation of goods and service companies in major urban centers in the region where the
communities and how much of the remittances leaves the immediate region and is concentrated in large
cities that produce and sell the products and services demanded by the communities that expel migrants
(Arroyo Alejandre & Rodriguez, 2008). Highlight that 2016 remittances to Mexico set a new record of
US$26,970 million, worldwide remittances could reach US$606.4 million in 2017, up by 3.6%. In addition
in 2016, remittances to Mexico reached an all-time high of US$ 26,970 million, which represents an 8.8%
growth at an annual rate, being also the largest growth in this flow since 2006. It thus surpasses the record
setin 2007, when US$26,059 million were received (Fundacion BBV A Bancomer, Secretaria de Poblacion,
& Consejo Nacional de Poblacion, 2017).
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It is worth mentioning that the states with the largest numbers of returnees were in the Western, Central-
South and Northern regions of Mexico. 38.6% returned to towns with more than 100,000 inhabitants and
29.0% to towns with fewer than 2,500 inhabitants. The state of Guanajuato had from 2010 to 2015, 32,147
(6.5%) Mexican return migrants (Fundacion BBVA Bancomer, Secretaria de Poblacién, & Consejo
Nacional de Poblacidn, 2017). Also it adds that emigrants from Guanajuato between 2005-2009 were
142,691 and 2009-2014 66,001; women (28.9%) with average age 33.9; Men (71.1%) with average age 36,
top states of residence Texas (33.25), California (24.3%), Illinois (8.2%), North Carolina (3.7%) and
Georgia (3.7%), top municipalities of birth, Ledn (8.8%), Celaya (7.2%), Irapuato (7.0%), Acambaro
(4.6%), Penjamo (4.6%) and repatriated by United States in 2016 were 10,511; adults 95.5% and children
4.5% (Fundacién BBV A Bancomer, Secretaria de Poblacién, & Consejo Nacional de Poblacién, 2017) .

Figure 1: Absolute Migration Intensity Index (IAIM), 2000-2010

Index 217

% houses with 21,857,601
Remittances 3.6
Emmigrants to US 1.9
Circular Migrants 0.9
Returning Migrants 2.2

Source: CONAPO estimates based on INEGI, ten percent sample of Census 2010. Guanajuato has a very high Absolute Degree of Migration
Intensity (4.86) and had with the biggest remittance receipts in 2016.

As far as we can see, Guanajuato is one of the states that receives the most remittances and according to
data from the National Institute of Statistics and Geography (INEGI, 2010), the activity that contributes the
most to the Gross Domestic Product of the State is commerce and they are recognized nationally and
internationally for its footwear industry. Importance of Footwear Industry in Guanajuato. The footwear
industry in Mexico employed 112,727 people in 2014, contributing 2.4% of the total occupation of
manufacturing industries, according to the Economic Census (2009). Additionally, when acquiring supplies
for the manufacture of footwear, it is estimated that this industry generates 17 thousand extra jobs with its
suppliers. The national production of Footwear is located in eight municipalities of the country mainly: a)
Ledn, Guanajuato contributes 57.8% of the total value of production, b) Guadalajara, Jalisco 10%, ¢) San
Francisco del Rincon, Guanajuato 6.7% d) Purisima del Rincon, Guanajuato 3.9% e) Zapopan, Jalisco
3.1%, f) Iztapalapa, Federal District 1.4% @) Toluca, Mexico 1.3%, and h) San Mateo Atenco, Mexico
1.2%. This means that Guanajuato generates 68.4% of the footwear production in the country (INEGI,
Statistics regarding the footwear industry, 2014).

Figure 2: the most Important Municipalities in Mexico for Their Footwear Production.

Economic Units Busy Staff Production (Millions
Of Pesos)
Absolute % Absolute % Absolute %

National 7,398 100 112,727 100 26,146 100
Leon, Guanajuato 2,330 315 57,064 50.6 15,119 57.8
Guadalajara, Jalisco 486 6.6 11,172 9.9 2,605 10
San Francisco del Rincon, 447 6.0 8,429 75 1,747 6.7
Guanajuato

Purisima del Rincon, Guanajuato 176 2.4 4,448 3.9 1,018 3.9
Zapopan, Jalisco 60 0.8 2,791 25 810 31
Iztapalapa, Distrito Federal 7 0.1 551 0.5 353 1.4
Toluca, Mexico 6 0.1 1,069 0.9 347 1.3
San Mateo Atenco, Mexico 1,337 18.1 6,795 6.0 304 1.2
Total of the 8 municipalities 4,849 65.6 92,319 81.8 22,302 85.4
Rest of the municipalities 2,549 344 20,408 18.2 3,844 14.6

Source: Economics Census 2009. The municipalities were ordered according to the value of the production they contributed to the national total.
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30.8% of the economic units that are mainly engaged in the manufacture of footwear obtained financing in
2014, a figure that is higher than that of the manufacturing sector (INEGI, Economic Censuses, 2009).
Exports of footwear as of 2010 registered a growing behavior. In fact, from 2010 to 2012 the growth rate
was above 20%. In the first five months of 2014, exports decreased (-) 10.3% with respect to the same
period of 2013 (INEGI, Tax Administration Service, & Ministry of Economy, Exports of footwear, 2013-
2014). 94.1% of external sales of footwear products were exported to 10 countries in 2013, yet 82.6% of
the footwear were exported to the United States in the same year. Exports of footwear from Mexico
represented 0.5% of world exports, representing 24th place (International Trade Center, 2012). Derived
from the above, we can see the importance of both the remittances sent to the State of Guanajuato and the
footwear industry, so then this research work focuses on studying whether remittances impact the footwear
industry, mainly in the creation of companies and in the local development of the State.

METHODOLOGICAL ASPECTS

This research is quantitative, descriptive, and transversal. For this research a convenient sample was
selected to meet certain criteria. Fifty workers were surveyed in footwear distribution and sale centers, all
located in the municipality of Ledn Guanajuato, Mexico. It is worth mentioning that Guanajuato generates
68.4% of the footwear production in the country and the municipality of Leon produces 57.8% of it.

Table 1: Operational Definition of Research Variables

Variables Definition Item Unit Of
Measurement
Dependent Type of need a) Lack of job opportunities, b) low wages in Mexico, c) find a Instrument
better job, d) economic need, €) improve their quality of life, f) designed on
insecurity in Mexico, g) family lives in the United States. the
Remittance expense basis of 21
a) Family maintenance items
Investment of a) Agriculture b) Footwear Industry c) Properties

remittances in the State

of Guanajuato

Independent Impact of remittances in ~ Analysis of the relationship between migration and the footwear
the footwear industry of industry

Le6n Guanajuato

For the data collection an instrument consisting of 21 items and 3 constructs was used; demographic data of the sample,
remittances and investment in the footwear industry.

RESULTS

Sample

The sample was taken in the municipality of Leon Guanajuato, because it is considered one of the
municipalities with the highest number of migrants in the State of Guanajuato and also it is the most
important in terms of production of footwear and leather products in Mexico.

Table 2: Gender.

Frequency Percentage Valid Accumulated
Percentage Percentage
Valid Male 22 44.0 44.0 44.0
Female 28 56.0 56.0 100.0
Total 50 100.0 100.0

Table 2, shows that 56% of the respondents are women, 44% men; 34% of them are married, 58% single, 2% live in a free union, 1% separated,
1% widowed. 32% are 15 to 22 years old, 40% are 23 to 44 years old, 16% are 35 to 50 years old and 8% are over 50 years old.
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Table 3: Place of Origin

Frequency Percentage Valid Accumulated
Percentage Percentage
Valid Celaya 48.0 48.0 48.0
Leon 48.0 48.0 96.0
Estado de 2.0 2.0 98.0
México
Salamanca 2.0 2.0 100.0
Total 100.0 100.0

In Table 2 we can see that 96% of the respondents come from the municipalities of Celaya and Le6n Guanajuato.

Table 4: Type of Entrepreneur

Frequency Percentage Valid Accumulated
Percentage Percentage
Valid Manufacturer 31 62.0 62.0 62.0
Distributor 14 28.0 28.0 90.0
Both 5 10.0 10.0 100.0
Total 50 100.0 100.0

62% of respondents are manufacturers, 28% are distributors and 10% are both manufacturer and distributor.

Table 5: Academic degree

Frequency Percentage Valid Accumulated
Percentage Percentage
Valid None 2 4.0 4.0 4.0
Elementary school 2 4.0 4.0 8.0
Middle School 15 30.0 30.0 38.0
High school 22 44.0 44.0 82.0
Bachelor’s degree 9 18.0 18.0 100.0
Total 50 100.0 100.0

4% of respondents do not have academic training, another 4% elementary school, 30% middle school, 44% high school and 18% bachelor's degree,
however 56% have an average of 3 years of experience in the industry, 20% 4 to 9 years, 16% from 10 to 15 years and 8% more than 15 years.

Table 6: Current Position

Frequency Percentage Valid Accumulated
Percentage Percentage
Valid Receptionist 2 4.0 4.0 4.0
Sales 37 74.0 74.0 78.0
Owner 6 12.0 12.0 90.0
Manager 5 10.0 10.0 100.0
Total 50 100.0 100.0

In table 6 we can observe that 4% are receptionists, 74% are in sales, 12% are owners and 10% are managers.

Remittances in the economy of the State of Guanajuato
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Table 7: do you Have Family Members Working in the United States?

Frequency Percentage Valid Accumulated
Percentage Percentage
Valid Yes 35 70.0 70.0 70.0
No 15 30.0 30.0 100.0
Total 50 100.0 100.0

70% of respondents claim to have family members working in the United States.

Table 8: Places Where Mexican Migrants Work in the United States

Frequency Percentage  Valid Percentage Accumulated Percentage

Valid Texas 10 20.0 20.0 50.0
California 6 12.0 12.0 66.0
Ilinois 3 6.0 6.0 74.0
New York 2 4.0 4.0 54.0
Washington 2 4.0 4.0 80.0
Arkansas 1 2.0 2.0 68.0
Tennessee 1 2.0 2.0 76.0
Ohio 1 2.0 2.0 100.0
Undecided 9 18.0 18.0 98.0
Without family 15.00 30.00 30.00 30.00
Total 50 100.0 100.0

Texas, California, and Illinois are the largest destinations for relatives of the Guajuatenses with 20%, 12% and 6% respectively. This means that
18% do not have clarity as to where their relatives live within the United States.

Table 9: What Jobs Do Your Family Members Have in the United States?

Frequency Percentage Valid Accumulated
Percentage Percentage

Valid Agriculture 10 20.0 20.0 84.0

Construction 4 8.0 8.0 64.0

Nanny 2 4.0 4.0 88.0

Mechanics 2 4.0 4.0 92.0

Waiters 2 4.0 4.0 98.0

Carpentry 1 2.0 2.0 94.0

House keepers 1 2.0 2.0 100.0

Undecided 13 26.0 26.0 56.0

No family 15 30.0 30.0 30.0

Total 50 100.0 100.0

Family members of migrants from Guanajuato point out that the activities where they work are mainly, agriculture 20% and construction 8%, the
rest of them work mainly in activities such as waiters, nannies, mechanics, carpenters, and house keepers.

Table 10: Why do Mexicans Emigrate to the United States?

Frequency  Percentage Valid Accumulated
Percentage  Percentage

Valid Lack of employment opportunities 11 22.0 22.0 22.0

Low wages in Mexico 9 18.0 18.0 40.0

Searching for better employment 8 16.0 16.0 56.0

Economic necessity 14 28.0 28.0 84.0

Improve their quality of life 6 12.0 12.0 96.0

Mexico’s insecurity 1 2.0 2.0 98.0

Their families live in the US 1 2.0 2.0 100.0

Total 50 100.0 100.0

According to the opinion of the respondents, there are several reasons why respondents migrate to the United States, mainly 28% because economic
necessity, 22% for lack of employment opportunities, 18% searching for better employment and 12% and to improve their quality of life, however,
they also found factors that influence, to a lesser extent, the decision to migrate, like Mexico’s insecurity, and some are motivated because their
families live in the United States(US).
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Table 11: do you Think the Mexican Government Is Doing Something to Reduce Migration?

Frequency Percentage Valid Accumulated
Percentage Percentage
Valid Yes 8 16.0 16.0 16.0
No 42 84.0 84.0 100.0
Total 50 100.0 100.0

84% of respondents believe that the Mexican government does not do enough to reduce migration to the United States. Additionally, 46% indicated

that the last year, even with the restrictive immigration policies of the United States Government, migration has not diminished.

Table 12: How do you Think Migrants Returning Should Be Supported?

Frequency Percentage Valid Accumulated
Percentage Percentage
Vélido Create business 3 6.0 6.0 6.0

Competitive salaries 6 12.0 12.0 18.0

More job opportunities 22 44.0 44.0 62.0
Support with settling in Mexico 2 4.0 4.0 66.0
Lower taxes 2 4.0 4.0 70.0

Legal support 6 12.0 12.0 82.0

Raise awareness of the Mexican life style 1 2.0 2.0 84.0

No discrimination 2 4.0 4.0 88.0
Support them to create projects 4 8.0 8.0 96.0
Security to return 2 4.0 4.0 100.0
Total 50 100.0 100.0

Among the actions that must be carried out to support return migrants from the perspective of the respondents are: create more job opportunities,
pay competitive salaries, legal support, support them to create projects and create more businesses.

Table 13: do you Know People Originally from Guanajuato Deported In 2017?

Frequency Percentage Valid Accumulated
Percentage Percentage
Valid Yes 22 44.0 44.0 44.0
No 28 56.0 56.0 100.0
Total 50 100.0 100.0

44% of respondents know at least one person deported and believe that many of them will try to cross the border again out of necessity.

Relationship between migrant remittances from Guanajuato and the footwear industry in the State. We
should remembered that these represent two of the most important revenues of the State.

Table 14: Industry in Which Migrants Invest in Guanajuato

Frequency Percentage Valid Accumulated
Percentage Percentage
Valid Agriculture 26 52.0 52.0 52.0
Footwear industry 16 32.0 32.0 84.0
Commerce 3 6.0 6.0 90.0
Home construction 5 10.0 10.0 100.0
Total 50 100.0 100.0

Migrants from Guanajuato mostly invest in agriculture with 52%, 32% in the footwear industry, 10% in home construction and 6% in commerce,
that is to say only one third of remittances are related to investment.

Table 15: Municipalities in Guanajuato with the Largest Number of Migrants
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Frequency Percentage Valid Accumulated
Percentage Percentage

Valid Dolores Hidalgo 16 32.0 32.0 32.0

San Felipe 10 20.0 20.0 52.0

Acambaro 2 4.0 4.0 56.0

Silao 3 6.0 6.0 100.0

Irapuato 2 40 40 82.0

Paseo 1 2.0 2.0 94.0

Undecided 11 22.0 22.0 78.0

The whole State 5 10.0 10.0 92.0
Total 50 100.0 100.0

The respondents identify mainly two municipalities with the highest number of migrants: Dolores Hidalgo and San Felipe, however, 10% think that
the entire State has a significant number of migrants.

Table 16: Employers of the Footwear Industry who Were Migrants

Frequency Percentage Valid Accumulated Percentage

Percentage
Valid Yes 11 22.0 22.0 22.0
No 39 78.0 78.0 100.0

Total 50 100.0 100.0

22% of respondents know a footwear industry entrepreneur who was a migrant.

Table 17: Occupation of Family Members of Migrants

Frequency Percentage Valid Accumulated
Percentage Percentage
Valid Vendor 15 30.0 30.0 54.0
Unemployed 9 18.0 18.0 72.0
Footwear  industry 7 14.0 14.0 24.0
worker
Farmer 5 10.0 10.0 10.0
Housekeeper 5 10.0 10.0 90.0
Construction worker 4 8.0 8.0 98.0
Other 4 8.0 8.0 80.0
Undecided 1 2.0 2.0 100.0
Total 50 100.0 100.0

30% of the families of migrants work as vendors, however they believe that 18% unemployed and basically use the money they receive from
remittances to maintain themselves. In addition 14% work in the footwear industry worker, 10% farmer and 10% housekeeper.

Table 18: Destination of Migrant Remittances in Guanajuato.

Frequency  Percentage Valid Accumulated
Percentage Percentage
Valid Expenses 20 40.0 40.0 40.0
Investment 3 6.0 6.0 46.0
Both 27 54.0 54.0 100.0
Total 50 100.0 100.0

40% of the respondents believe that 40% of remittances are spent, 6% is invested and 54% is used for both maintenance and investment in the

agriculture, the footwear industry, construction of a property or for maintenance of the family.

CONCLUSIONS
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Guanajuato has been considered a source of migratory expulsion, since it is among the top states with the
highest migration in Mexico. According to the results of the present investigation, 70% have relatives
working in the United States, although not in all cases are they direct relatives. The reasons for migration
differ, ranging from the economic need that the families have, the desire to find better jobs, improving their
quality of life, an adventure as a migrant in the municipalities that are recognized for the migration of their
young people. Likewise, a significant number migrate to reach their families residing in the United States,
even if this means risking their own safety and lives. The predominant jobs in the United States are: vendor,
farmer, construction workers, and a minority work mainly in activities such as waiters, babysitters,
mechanics, carpenters, and housekeepers.

Among the most frequent destinations of Mexican migrants are Texas, California, and Illinois; the
Guajuatenses aren’t the exception, they predominantly reside in the aforementioned States, as well as in
New York and Washington. On the other hand, most of the respondents (84%) think that the Mexican
government does not do enough to reduce migration to the United States. Even with the restrictive
inmigration policies of the United States Government, migration has not diminished for a primary reason:
the economic necessity of families is latent. Therefore regardless of the restrictions, they continue to risk
their lives to achieve a better standard of living. It is possible to affirm that is a relationship between the
remittances sent to the families of the migrants in Guanajuato and the footwear industry of said State,
because according to the results obtained, only 14% work in the footwear industry. Therefore, the results
suggest that 60% of the remittances sent are used for both maintenance and investment in agriculture, the
footwear industry, construction of a property or for family maintenance, particularly 6% of this is invested
in the industry under study, and 22% of respondents say they know an owner in the footwear industry who
was a migrant. Migration is a complex phenomenon, which can be studied from different perspectives, and
opens a wide range of opportunities for research. Therefore it would be important to study in greater depth
the ability for migrant families to save money, because there is a lot of talk about investment, but migration
scholars agree that migrants come from low-income families and even from families with extreme poverty.
Furthermore, remittances are for solution to the maintenance problem but the income of the migrant is not
always enough to pay for the cost of living in the United States and their family in Mexico. Another view
suggests that the lack of savings of migrant families is due to the culture.
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EXPLORING THE IMPACT OF LEADER STATUS-
RELATED BEHAVIORS ON ORGANIZATIONAL
OUTCOMES IN FINANCIAL SERVICE FIRMS

Kelly C. Mullen, Trinity Christian College
ABSTRACT

The U.S. financial services industry has been in a state crisis for three decades, precipitated by ethical
misconduct within the industry. Regulatory and legislative changes have been introduced, yet the industry’s
ethical climate remains largely unchanged. Industry participants have acknowledged the limitations of
external intervention and have called for change at the organizational level that specifically targets
organizational leadership and culture to promote ethical and organizational citizenship behavior (OCB)
outcomes. Deming proposed that firms may improve quality through comparative performance assessment
with outside industries. This study is modeled after research conducted by Nembhard and Edmondson
(2006) to determine whether significant organizational findings from the healthcare industry are
reproducible in the financial services industry. It examines the relationship of professional status and
psychological safety on OCB outcomes, while incorporating the moderating effect of leader inclusiveness.
The results indicate that professional status influences perceptions of psychological safety moderated by
leader inclusiveness, that leader inclusiveness has a direct influence on OCB-voice, and that psychological
safety directly mediates OCB helping and organizational commitment outcomes, providing managerial
insights on how organizational leaders in the financial services industry might effectively manage
professional status differences to enhance employee perceptions of psychological safety and stimulate
OCB.

JEL: L290, M140, M190

KEYWORDS: Professional Status, Leader Inclusiveness, Team Leader Coaching, Psychological Safety,
Financial Services Firms, Organizational Citizenship Behavior, Ethical Outcomes

INTRODUCTION

From the late 1970s to the present, troubles in the financial services industry have unfortunately made
headline news. Potential remedies to halt these crises have typically relied on forces outside of the financial
firms themselves (e.g., regulatory/SEC intervention). Despite ongoing indications from industry insiders
that broad-based behavioral lapses in ethics have been a concern for financial services firms for years, few
organizational considerations, including a need to revamp the leadership, management, and organizational
dynamics of these firms have been prescribed. Until recently, limited attention has been paid to how ethical
behavior is developed and fostered within these organizations. Over the past few years, new attention has
been devoted to how organizational behavior may influence financial crises. For example, the leader-team
member dynamic in financial services firms has not been studied, nor have the potential moderating
influences of professional status, leader inclusiveness, and team leader coaching been examined. The
possible mediating effect of psychological safety has not been examined or measured in conjunction with
OCB. In addition, virtually no research has explored the effect of professional status differences on
psychological safety and organizational citizenship behaviors. This study was primarily a quantitative
study with factors generated from qualitative research (Guba & Lincoln, 1994). The research questions
derived for the qualitative component of the study were built in conjunction with the hypotheses and both
sets of inquiries are rooted in the academic literature that corresponds to this study. Because this study is
modeled after the Nembhard and Edmondson (2006) research on healthcare organizations, this study has
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incorporated hypotheses adapted from that original research for the quantitative portion. The qualitative
research questions incorporated into the study were focused on gaining understanding of how financial
professionals at various levels in their organizational hierarchies have experienced professional status
differences in the workplace and of how financial professionals characterize the ethical behaviors and
conduct of their superiors.

This study seeks to provide new insight regarding possible antecedents to organizational citizenship
behavior and is designed to answer the question: “Is professional status in financial services firms associated
with employee perceptions of psychological safety and does this influence organizational citizenship
behavior of employees?” Leader influence on follower behaviors has generated a considerable amount of
scholarly activity (Yukl, 1999). The usefulness of such a study is, therefore, twofold: 1) the project
addresses a gap in the existing body of management literature, and 2) the results of the study may generate
managerial insights regarding how leaders and managers in the financial services industry might effectively
manage professional status differences to enhance employee perceptions of psychological safety and to
generate stronger organizational citizenship behaviors.

LITERATURE REVIEW

Both the financial services and the healthcare industries are characterized by notable professional status
differences within work groups that influence organizational dynamics and employee behavior (Ho, 2009;
Nembhard & Edmondson, 2006). Status characteristic theory, social identity theory, social exchange theory,
and leader-member exchange theory provide insights into the impact of professional status on
organizational life and on member social dynamics. Status characteristic theory was conceived by social
scientists as a paradigm through which to facilitate understanding of status organizing processes that occur
in social groups (Berger, Cohen, & Zelditch, 1972; Berger, Rosenholtz, & Zelditch, 1980). A consideration
of the influence of professional status is valuable because related organizational research has also
demonstrated that unequal status among organizational members can influence organizational members to
withhold information in the workplace and can influence workplace participants to speak less (Argyris,
1986; Kirchler & Davis, 1986; Pagliari & Grimshaw, 2002; Vinokur, Burnstein, Sechrest, & Wortman,
1985; Weisband, Schneider, & Connolly, 1995).

In understanding how employees self-identify with social groups in organizational environments, social
identity theory offers important insights regarding how status perceptions shape interpersonal and group
dynamics in workplace settings. Social identity theory explores intra-group relations, i.e., how people come
to perceive themselves as “members” of a particular social group (Tajfel & Turner, 1979; Turner, Oakes,
Haslam, & McGarty, 1994). Developed by Blau (1964), social exchange theory examines interpersonal
relationships and makes the claim that relationships fall into two general categories: economic exchanges
and social exchanges (Blau, 1964; Bishop, Scott, & Burroughs, 2000). The theory suggests that people
develop transactional (economic) or trust (social) relationships based on their experiences with others.
Leader-Member Exchange Theory (LMX) was initially presented by Graen (1976) and is commonly
referred to as a relationship-based approach to leadership. Since its introduction, LMX theory has generated
considerable interest in the academic community and has gone through four notable shifts in its
development to the current understanding of LMX (Graen & Uhl-Bien, 1995) in order to arrive at the current
perspective on the theory. The LMX theory is a theory of leadership that focuses on dyadic or “two-way”
working relationships that develop between supervisors and subordinates.

Both industries have turned in poor quality and poor performance significant enough to have been labeled
as system-based crises (Dudley, 2014; IOM, 1999). Healthcare, according to Nembhard and Edmondson
(2006), needed the benefit of greater employee willingness to engage in continuous improvement efforts.
Financial services firms, according to industry leaders, would benefit from stronger pro-social, ethical

GCBF ¢ Vol. 13 ¢« No. 1 « 2018 # ISSN 1941-9589 ONLINE & ISSN 2168-0612 USB Flash Drive | 125



Global Conference on Business and Finance Proceedings ¢ Volume 13 ¢ Number 1 2018

behavior (Dudley, 2014). Though the issues facing these industries appear to be different, they find a
common foundation in the area of organizational citizenship behavior.

Organizational citizenship behavior is a multidimensional construct that was initially explored by Organ
(1977), who introduced the idea of discretionary contributions from workers, and Bateman and Organ
(1983), who developed the idea of qualitative performance (Organ, Podsakoff, & MacKenzie, 2006). Organ,
Podsakoff, and MacKenzie (2006) defined organizational citizenship behavior as “individual behavior that
is discretionary, not directly or explicitly recognized by the formal reward system, and, in the aggregate,
promotes the efficient and effective functioning of the organization” (p.8). This definition of organizational
citizenship behavior is non-specific and encompasses any and all behaviors that promote the efficient and
effective functioning of an organization. Podsakoff, MacKenzie, Paine, and Bacharach (2000) supported
this idea that organizational citizenship behavior is expansive; in a review of the academic literature on
OCB, these authors distinguished over thirty different forms of organizational citizenship behavior that
have been studied and measured. Organ, et al. (2006) identified seven common “themes” or dimensions to
OCB, which are presented in the table below: Helping, Sportsmanship, Organizational Loyalty,
Organizational Compliance, Individual Initiative, Civic Virtue, and Self-Development (p. 297).

Leader inclusiveness and psychological safety provide additional insights into the Nembhard and
Edmondson study results as well as substantiate the inclusion of these variables in this study’s research
design. Leader inclusiveness is a construct that was introduced by Nembhard and Edmondson in
conjunction with their 2006 study on leader behaviors in interdisciplinary healthcare teams working in
neonatal intensive care units. The authors evaluated the words and actions of leaders with high professional
status with the intent of understanding how these words and behaviors informed leader-team member
interactions and employee willingness to engage in quality improvement efforts. Leader inclusiveness was
then defined as: “Words and deeds exhibited by leaders that invite and appreciate others’ contributions that
occur in environments characterized by status or power differences” (Nembhard & Edmondson, 2006, p.
947). Leader inclusiveness also incorporates attempts made by high-status leaders to include those team
members in decisions and discussions who might otherwise be left out of the discussion or discouraged
from sharing. The hallmark of this construct rests on the notion that leader inclusiveness occurs in
environments characterized by notably unequal status distribution among members. Leader inclusiveness
may incorporate coaching, participative leadership, consultation, and feedback. Nembhard and Edmondson
(2006) stated that the goal of their research involved the contribution of knowledge regarding the role of
status in shaping perceptions of psychological safety and, more broadly, the conditions that support
improvement and learning in cross-disciplinary teams (p. 944). Empirical research suggests that when the
insights and expertise of team members at varying levels is ignored or overlooked, group and organizational
goals suffer (Littlepage, Robinson, & Reddington, 1997). Specifically, organizational innovation and
improvements do not flourish as they might if lower-level employees invited to share opinions and have
those opinions incorporated (Nemeth, 1986).

Psychological safety was first conceptualized by Kahn (1990) as a finding from an exploratory qualitative
research study he conducted on personal engagement and disengagement at work. In this study, he identified
three contributing psychological conditions that influence employee psychological engagement:
meaningfulness, safety, and availability. He also asserted that psychological safety was an important
antecedent to psychological engagement. According to Kahn (1990), “Supportive, resilient, and clarifying
management heightens psychological safety” (p. 711). Argyris (1986; 1993) alluded to this idea when he
wrote about the defensive posturing that goes on in within organizations. He suggested that an individual’s
tacit beliefs regarding interpersonal exchanges in the workplace ultimately inhibit learning behaviors and
promote organizational ineffectiveness and he asserted that leaders, by being consistent across espoused
values, words, and actions, could reduce these defensive orientations in workplace settings. Altering
leadership behavior in order to reduce status discrepancies and create psychologically safe work
environments may stimulate greater employee engagement and “helping” behaviors from employees.
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DATA AND METHODOLOGY

The primary research question of this study is: “Is professional status in financial services firms associated
with employee perceptions of psychological safety and does this influence employee organizational
citizenship behaviors (OCB)?” This study is modeled after Nembhard and Edmondson’s 2006 study in
healthcare that found that a leader’s handling of his/her own professional status can have a decisive
influence on employee engagement and improvement efforts. Nembhard and Edmondson’s research
affirmed that high-status leaders use of encouraging and invitational words and behaviors contributed to
stronger employee perceptions of psychological safety. Psychological safety, in turn, resulted in notably
higher employee engagement in quality improvement efforts. This study attempts to determine whether
these findings are reproducible in another industry and a different type of organization, namely a financial
services organization (Deming, 1986). In lieu of improvement efforts, the output (dependent variable) in
guestion in this study is organizational citizenship behavior, a construct that incorporates, among other
things, improvement. Organizational citizenship behavior (OCB) was selected because it specifically
addresses pro-social and moral obligation aspects of employee organizational behavior (Organ, Podsakoff,
& MacKenzie, 2006). This study was conducted as a quantitative research study with a qualitative
component and, therefore, included hypotheses derived for the quantitative portion of the study and research
guestions related to the qualitative portion of the study. The Nembhard-Edmondson 2006 study that inspired
this project was a mixed-method study. Because this study is modeled after Nembhard and Emondson's
(2006) research, this study has incorporated several hypotheses adapted from that original research for the
guantitative portion and has introduced an additional hypothesis. The research questions derived for the
gualitative component of the study were built in conjunction with these hypotheses and both parts of the
survey are rooted in the academic literature that corresponds to this study.

The benefit of including the quantitative portion of the research is that this method permits the use of
multiple variables; it can help to identify the strength of relationships between variables, and it permits the
researcher to generalize from a sample to the larger population (Creswell, 2003, p. 18). The benefit of the
qualitative portion of the research is that it offers the researcher an opportunity to understand how
individuals make sense of their environments and their experiences (Lincoln, 2005). Following Nembhard
and Edmondson, the present study also included a three-phase data collection process, structured somewhat
differently: 1) In phase one, two preliminary 20-minute interviews with senior managers in financial
services were conducted in order to confirm the topic and wording presented in the qualitative portion of
the survey. 2) In phase two, a pilot study was conducted with 16 professionals working in various financial
services firms (commercial banking, private equity, credit union, and financial consulting). 3) In phase
three, the actual survey instrument was distributed electronically to the targeted sample, with the intent of
collecting a total of 270 responses.

RESULTS AND DISCUSSIONS

The financial services industry has suffered from professional misconduct due to participants
(individuals/groups/and firms) in every sphere of the industry whose behavior has broken trust with the
public and brought harm to customers and employees alike (Black, 2010; Dudley, 2014; EIU, 2013;
Tenbrunsel & Thomas, 2015; Santoro & Strauss, 2013). The healthcare industry, dealing with the
consequences of thousands of avoidable errors and avoidable deaths, has been attempting to remedy similar
concerns about its performance (Nembhard & Edmondson, 2006; 1I0M, 1999). Deming (1986) noted,
comparative performance assessment across industries may provide insight into how organizations might
advance quality improvement efforts. Though dissimilar in context, when these two industries’ performance
failures are viewed through the lens of organizational behavior, similarities between their crises begin to
emerge. With this in mind, the current study was modeled after Nembhard and Edmondson’s 2006 study
exploring professional status, psychological safety, and engagement in quality improvement efforts in
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healthcare. This study was designed to provide new insight into potential antecedents to both psychological
safety and organizational citizenship behavior (OCB) as well as to answer the question: “Is professional
status in financial services firms associated with employee perceptions of psychological safety and does
this influence organizational citizenship behavior of employees?”

Within the existing body of research on antecedents to OCB, the potential moderating influences of
professional status, leader inclusiveness, and team leader coaching have not yet been examined, nor has the
possible mediating effect of psychological safety on OCB been explored. In Nembhard and Edmondson’s
original 2006 study, job titles were utilized by the authors in order to ascertain status-level of their survey
respondents. In the current study, this approach was not utilized due to the ambiguity and disparate
meanings of equivalent job titles (e.g., financial analyst, senior analyst, etc). For this reason, a latent class
analysis was conducted in order to determine whether homogenous status-based subgroupings might
emerge within the sample population. The latent class analysis results confirmed that there were
homogeneous subgroupings within the sample population that were distinctly “higher status” and “lower
status” in nature. Based on the model fit criteria, ease in interpretability, and parsimony, the sample
population (Lanza & Rhoades, 2013; Nylund, Asparouhov, & Muthen, 2007) was divided into one of two
distinctive status classes.

The statistical results of the path analysis indicate that for this sample population, professional status was
significantly associated with employee perceptions of psychological safety, which supports the Nembhard
and Edmondson 2006 findings. At a slightly higher p value (in the “exploratory” range) years in current
work group (p < .071) was also positively associated with psychological safety. The path analysis results
also suggest that the interaction between professional status and leader inclusiveness and between
professional status and team leader coaching is significantly associated with OCB. In the case of leader
inclusiveness, the interaction effect of professional status on leader inclusiveness was positively associated
with organizational commitment (p <.023). The interaction effect of class and team leader coaching showed
a negative and statistically significant association with OCB-Voice and with organizational commitment,
suggesting that every unit of change in team leader coaching for high status (class = 1) results in a negative
change in OCB-Voice relative to the low status (class = 0) people. Higher responses in OCV-Voice were
evidenced in low status people as team leader coaching increases and less for the higher status people. In
other words, the higher the person's status, the less TLC is able to predict OCB-Voice or organizational
commitment. Professional status interacts with team leader coaching differently for the low professional
status class than for the high professional status class.

This study makes an important contribution and both directly and indirect supports several important
empirical studies which explored the relationships between ethical leadership, leader behaviors, work
climate/psychological safety, and OCB. The most novel contribution pertains to the findings that affirm the
relationships between leader inclusiveness and team leader coaching and OCB. In addition, the interaction
effect of professional status on these leader behaviors provides specific managerial insight regarding how
managers and organizational leaders might better navigate discrepancies in professional status to draw out
and elicit stronger organizational citizenship behaviors from employees. This study found a significant
association between employee perceptions of psychological safety and OCB and demonstrated support for
the mediating effect of psychological safety on every type of OCB evaluated in this study. Finally, this
study is unique in the body of existing research in that it explores the respective relationships between
professional status, leader behaviors (inclusiveness and team leader coaching), psychological safety, and
OCB within the domain of financial services firms.

CONCLUSION

The financial industry, like the healthcare industry, has been fraught with performance issues. It is also, like
the healthcare industry, is an industry deeply influenced by status and hierarchy (Ho, 2009; Groysberg,
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Polzer, & Eifenbein, 2011). The present study confirmed the hypothesis that higher status professionals are
likely to experience greater psychological safety in the workplace. The findings from this study suggest that
leader inclusiveness and team leader coaching, either directly or when moderated by professional status,
can influence both employee perceptions of psychological safety and organizational citizenship behavior
outcomes. The findings provide managerial insight regarding dispositions that managers can take towards
work group members to foster both a greater sense of psychological safety and organizational citizenship
behaviors. Two important caveats to this study, however, are that higher psychological safety has been
demonstrated to elicit higher levels of unethical behavior in certain environments (Pearsall & Ellis, 2011)
and that OCB may be more closely associated to counterproductive work behaviors than has been
understood in the management literature (Klotz & Bolino, 2013). Future studies that explore the relationship
between psychological safety and OCB measures may be enhanced with consideration of these two
phenomena.
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ABSTRACT

This is a proposal for the world’s first prototype system of batteryless smart fire extinguisher and it was
implemented such that the water flow can produce electricity while extinguishing fires. This is a real
successful case by combining the existing technology according to the concepts of “New Combination”
and “Open Innovation”. Generated electronic power is used for broadcasting the location from the fire
extinguisher and sensed data to receivers or sending the signal directly to cloud. Because the proposed
system has no batteries, battery maintenance is not required at all. During severe environmental
circumstances including power outages and dead batteries, the proposed fire extinguisher functions for
messaging the fire department about the detailed fire location. In our experiment, the message can be sent
to the cloud through the proposed system while electric power is being generated from the water flow. The
proposed system is an innovative product developed with low cost and rapid prototyping by using off-the-
shelf parts and open source modules, and proposes a solution to the problem that a fire alert should be
called rapidly. It is quite a successful case study and leads to the academic contribution toward studies in
open innovation and management of technology.

JEL: 032

KEYWORDS: New Combination, New Product Development, Open Innovation, IoT (Internet of Things),
Auto Alert System

INTRODUCTION

In order to cope with fires, we must not only inform the minute location to the fire department as we should,
but also extinguish the fire as soon as possible. Without communicating with the fire department, we may
be able to achieve early extinction of a fire with the proposed system. In existing systems, they require
electric power or batteries for messaging the fire department. During a power outage and/or if the battery
is dead, the existing systems cannot function as intended. Furthermore, in the existing systems, battery
maintenance is a cumbersome task. In the proposed system, battery maintenance is not required. Without
GPU technology and open-source framework, we have never achieved the Al advances these days. In this
paper, we have created an innovative prototype using the existing technology. The proposed system is a
batteryless fire extinguisher with automated alert capability. It is based on the followings:1. an energy
harvesting technology for achieving batteryless system, 2. low power wide area networking (LPWAN)
technology for low power and long distance networking, and 3. cloud technology for the automated alert
system.
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LITERATURE REVIEW

In existing systems, the messaging capability includes the age of the fire extinguisher, the time of fire, and
the fire location, which are all informed to the fire department. In the 10T Maker Challenge, Guillaume
Chabas has proposed an idea of the connected fire extinguisher (Kube, 2015). His idea needs batteries for
proper operations. Mark Jarman and Brendan McSheffrey have developed wireless sensors network for fire
extinguisher monitoring (en-Gauge Technologies, Inc., 2007). However, they also require power or
batteries for possible operations. It is indispensable to embed messaging capability to the fire department
in the existing smart fire extinguishers. The fire evacuation alarm is extremely important to save lives.
During a power outage and/or with dead batteries, in the existing fire extinguishers systems, this expected
functionality cannot be achieved (Chubb Fire & Security Pty Ltd t/a Quell, 2015). The proposed system
does not require any power to message to the fire department. Additionally, the system is designed by
compound of open source hardware which is low rates and simple development. Schumpeter (1912) said
new knowledge is created by new combinations of already existing knowledge and Chesbrough (2003) said
the strategy of Open Innovation is so useful and significant for new product developments in these days.
Additionally, Takefuji and Shoji (2017) explained the function, usage, and history of open source hardware.
These are prior important literatures for this research.

DATA AND METHODOLOGY
In this study, we developed a self-reporting system on a fire extinguisher which is powered by a small
hydraulic power generator driven by the water flow exerted from the fire extinguisher, and is powered

without a battery. The implemented system and the second prototype system are shown in Figure 1.

Figure 1: Diagram of the Implemented System and the Second Prototype
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First, the fire extinguishers used in the experiment were those for fire prevention training (ST10A,
manufactured by Morita Holdings Corporation) which were filled with 3.0 L of water and air pressure of
0.9 MPa. This is a fire extinguisher capable of exerting the same pressure as a commonly used fire
extinguisher. Next, the transmitter consists of a small hydroelectric generator, microcontroller, and high
brightness infrared Light Emitting Diode (LED). The circuit diagram of the transmitter is shown in Figure
2 below.

Figure 2: Circuit Diagram of the Hydroelectric Generator and Infrared Transmitter with the Fire
Extinguisher
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The implemented system is detailed:

A hydroelectric generator produces a maximum output of 5V, 150 mA. A Raspberry Pi 2B (Linux board),
equipped with an infrared receiver module is used as the receiver. The infrared LED was adopted because
it consumes less power. When the fire extinguisher is in use, the pressure at which the fire extinguishant is
discharged is converted into electric power by the hydroelectric power generator. This powers the
microcontroller using firmware provided by Arduino, an open-source electronics platform, which sends an
infrared signal. The signal is received by a receiver installed in the vicinity. When receiving the infrared
signal, the receiving device creates a record that summarizes the ID of the fire extinguisher that sent the
infrared signal, the date and time when the signal was received, and the information on the location of
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where the receiving device is installed. The receiving device is connected to the Internet, and uploads the
record to the cloud network. The system connected to the cloud network identifies the time and location of
the fire occurrence by signals from the fire extinguisher and reports it to the fire department, and so forth.
Figure 3 shows the block diagram of the implemented system.

Figure 3: Block Diagram of Implemented System (The First Prototype).

By adopting energy harvesting methods in such a mechanism, this idea of a high-performance fire
extinguisher is a world's first. By the automatic power generation from the water flow of the fire
extinguisher's discharge, we have built a smart fire extinguisher that can give alarm notifications as well.
Although the first prototype proposed here can realize the batteryless implementation of the transmitting
device, the receiving device still requires a power infrastructure. For the second prototype, it uses ’low
power, wide area (LPWA)’ network module, which is a low power and low cost communication system
such as SIGFOX, a French system recently introduced to Japan, as opposed to an infrared system to transmit
signals from the transmitting device directly to the cloud network in order to upload information. Figure 4
shows the complete-batteryless Internet of Things (loT) device without the receiving device. Our
hydroelectric generator can provide sufficient and enough electric power to the 10T device.
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Figure 4: Block Diagram of Second Prototype System

Figure 5 shows the first prototype system. The system is composed of a hydroelectric generator, an infrared
transmitter, a Linux board, and a fire extinguisher.

Figure 5: Implemented System (The First Prototype)

a Hydroelectric Generator

b Infrared Transmitter composed of microcontroller and infrared LED
¢ Linux Board (Raspberry Pi 2B) and IR Receiver

d Fire Extinguisher (Morita ST10A)
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RESULTS AND DISCUSSION

We actually conducted experiments in Japan in December 2016 using the proposed system and devices as
shown in the previous section. When the extinguishant is discharged from the fire extinguisher capable of
discharging the internal contents (water in this experiment) at the same time and at the same pressure as a
common fire extinguisher, electricity, 0.5 Watt is generated by the water flow. There is a small hydroelectric
power generator attached to the fire extinguisher that conducts energy harvesting. With that power, we
attempted to drive the infrared signal transmitter and upload alert information to the cloud network. As a
result, it was possible to generate power by discharging the contents continuously for 10 seconds, and to
operate the transmitting device. We were also able to receive the infrared signal at the receiver 3 meters
away. Even without a continuous discharge of only 10 seconds, which is a standard determined by law for
fire extinguishers in Japan, we were able to check alarm information sent from a batteryless fire extinguisher
on the cloud network. We also confirmed that the second prototype system described in the above section
functioned as intended. As a result, energy harvesting was conducted by the hydraulic power of the
extinguishant discharge, and we were able to post a warning flag automatically on the cloud network. In
this experiment, fire extinguishers with the same performance as fire extinguishers commonly used were
utilized, so it is sufficiently practical.

CONCLUDING COMMENTS

In this research, we built the new system by using off-the-shelf hardware parts and open source software
modules. This research hasn’t shown any original technology except for the new innovative product idea.
The proposed system is the world’s first prototype implemented with low cost. As this paper has shown, a
small hydroelectric power generator attached to a fire extinguisher generates electricity using hydraulic
power from the discharged extinguishant. This electric power is used to drive the infrared Linux board such
as Raspberry Pi and the transmitter that uploads alert information to the cloud network. Until presently,
similar systems and devices requiring a power infrastructure or batteries existed, but for this experiment no
electric power infrastructure was necessary. Now that batteryless has been achieved, fire extinguishers can
be freely installed at any location, and problems with dead batteries are irrelevant so maintenance is no
longer necessary. Furthermore, it works without issue even in severe environmental circumstances or a
power outage. According to Japanese law, fire extinguishers are regulated to continue discharge for more
than 10 seconds, and most common fire extinguishers can only be in continuous use for 10 seconds. It was
necessary to flag the alarm in the cloud network within this limited time, which was left as is a very difficult
task. However, this problem was solved by the system and device proposed in this research. Hence, this
batteryless automatic alert transfer system by fire extinguishers is a world first.

This issue is not specific to Japan. It is a worldwide one, and the device proposed in this paper makes a very
important contribution to world firefighting.Recently R&D activities in the manufacturing and IT industries
are growing more mature and competitive. Also, it is getting more difficult for companies including large
ones listed in Tokyo Stock Market to innovate new products only by taking closed innovation strategy,
which limits R&D activities inside their companies or only makes use of their present hold technologies.
In actuality, companies must pay high cost and long term for their R&D of new innovative products if they
are standing on the strategy of closed innovation. This imposes a limitation for their invention of new
products and exploring their new business opportunities.

Namely in new product developments, closed innovation which uses only owned technologies has high
costs and technical limitations in order to develop new products. Conversely, open innovation which
acquires existing technologies and combines them reaches low cost and high speed development capability.
Therefore, present companies should use or acquire the existing technologies, off-the-shelf parts, or open
source modules outside their organization by the strategy of open innovation. It must lead to new product
developments with low cost and rapid prototyping respectively. At that time the open source modules as
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documented in this paper should be used. This trend is related to the concept and theory by Schumpeter in
the early 19th century, that new knowledge is created by new combinations of already existing knowledge.
We can understand that the concept of “New Combination” is a functional theory even today, although the
new combination of existing technologies is not a fresh concept. The auto alert system proposed in this
paper is exactly the real typical case of Schumpeter’s theory. Consequently, the proposed system in the
paper implied that a new innovative system or product that was invented from combining existing
technologies as a typical case study. It has an academic contribution to studies in management of
technology, R&D activities, and open innovation.
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INDUSTRY-AVERAGE EARNINGS MANAGEMENT
AND IPO PRICING

Joseph R. Rakestraw, Florida Atlantic University
Raman Kumar, Virginia Tech
John J. Maher, Virginia Tech

ABSTRACT

The pricing of initial public offerings (IPOs) garners a great deal of attention from researchers, investors,
and the media due to substantial first-day gains averaging over 20 percent in recent years. Favorable
information revealed to issuers and underwriters during the pre-issuance registration period of the 1PO
should positively influence the offer price of the IPO. However, this information does not appear to be fully
incorporated in the offer price as evidenced by high initial returns once the IPO begins trading on an
exchange (e.g., Bradley and Jordan, 2002; Loughran and Ritter, 2002; Lowry and Schwert, 2004). The
tendency of underwriters and issuers to partially incorporate public information in the offer price of an
IPO is known in the literature as the partial adjustment phenomenon (Hanley, 1993). The partial adjustment
phenomenon is often considered a mechanism to reward initial IPO investors for revealing their private
information regarding the investment suitability of the IPO (Benveniste and Spindt, 1989). Initial investors
are not likely to fully reveal their private information about the investment suitability of the IPO without
being compensated. The underwriter can reward more fully-revealing initial investors by offering them
larger allocations of popular IPO issues which are likely to be underpriced and thus have significant first-
day returns.

Relative to stocks already traded in the public domain, investors have comparatively little information prior
to issuance of an IPO to judge the IPO’s investment suitability. Thus, investors are likely to search for
alternative information sources such as those available regarding other firms in the same industry in order
to evaluate the informationally opaque IPO firm (Lowry and Schwert, 2004). Investors can look at various
attributes of their peers which are likely to be common to their industry in order to gain insight regarding
the value of the new IPO firm.

This general strategy is espoused in business valuation textbooks which often suggest investors assess the
profitability of the industries in which the firm is competing because profitability of industries can vary
over time (e.g., Palepu et al., 2004). One attribute typically considered important in valuation is a firm’s
earnings quality which is commonly measured via the degree of earnings management. We propose that
the ability and propensity of a firm to manage their earnings is at least partially a function of the industry
to which they belong because there are likely to be industry factors which both limit and allow earnings
management and create a motivation to manage earnings under certain circumstances. For example, the
presence and relative size of certain types of assets and liabilities along with earnings and expenses found
in a particular industry’s financial statements can restrict or facilitate certain types of earnings management.
Consistent with this, we show the variation in the firms’ earnings management is related to the industry
average earnings management, and therefore, the current level of the industry

average earnings management provides useful information concerning the earnings quality and the
valuation of IPO firms. This argument is developed further in Section Il of this paper.

Our research examines the influence and effects of industry-average earnings management on initial pricing
of IPOs. Our results are consistent with investors using the earnings management information available for
publicly traded firms within the same industry to help determine a value for the IPO firm. Firms entering
industries with relatively low (high) earnings management experience a larger (smaller) effect on the price
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update which is the change in price from the expected price range to the final offer price of the IPO.
Furthermore, subsequent to the determination of the initial offer price, our examination finds low (high)
industry-average earnings management has a larger (smaller) effect on the initial first day return in the
secondary market. These results are robust to the inclusion of industry and time fixed effects as well as
other common factors correlated with discretionary accruals. Our results also remain robust to the inclusion
of an alternative earnings quality proxy for the IPO firm, as well as for different data transformations ofthe
earnings management variable.

Earnings management has been shown to have wide-ranging effects for firms and a great deal of research
has been conducted regarding these effects (for a review of earnings quality, see Dechow et al., 2010).
However, little research exists regarding how earnings management affects informationally opaque firms
such as IPO firms. Research has found the accrual component of earnings has a negative association with
future returns and stock prices tend not to incorporate this information. This tendency is often referred to
as the accrual anomaly. Prior research suggests investors do not recognize and do not profit from the accrual
anomaly (Sloan, 1996). However, more recent research indicates sophisticated investors, such as
institutions, recognize and profit from the accrual anomaly (Battalio et al., 2012; Erturk et al., 2012).

Institutional investors dominate the initial market for an IPO before the IPO begins trading in the secondary
market. This period of time immediately before an IPO begins trading in the secondary market is referred
to as the registration period. We propose that sophisticated investors, participating in the IPO registration
period, utilize the earnings management activities of firms in the same industry as the IPO to help determine
a value for the IPO. Furthermore, we also propose secondary market investors continue utilizing the
earnings management activities of related firms in the same industry as the IPO to evaluate the IPO after it
has begun trading on an exchange. If these proposals are true then this would lend support to the partial
adjustment phenomenon of IPO pricing (Hanley, 1993) which indicates publicly-available information
during the registration period is only partially incorporated in the offer price and can be used to predict the
initial returns of the IPO.

We provide insight into these research questions by examining two stages of the IPO pricing process, i.e.
the pre-issue price update and the subsequent first day return. First, we investigate the effects of industry-
average earnings management on the price update process by observing the change in price from the
midpoint of the initial price range disclosed in the IPO prospectus to the actual offer price. The price update
occurs during the registration period after the IPO firm files the initial registration prospectus, but before
the IPO begins trading in the secondary market. During the registration period, the issuer and investment
bank market the IPO to prospective investors and determine an appropriate offer price. Investors
participating in this process during the registration period of the IPO are primarily sophisticated investors
such as institutions. Second, we investigate the effects of industry-average earnings management on the
first-day return of the IPO firm in the secondary market in which both sophisticated and unsophisticated
investors participate. Our results indicate both stages of the IPO pricing process are negatively affected by
higher industry-average earnings management. That is, lower (higher) industry-average earnings
management leads to a larger (smaller) price update and, correspondingly, higher (lower) proceeds for the
IPO firm. Subsequently, lower (higher) industry-average earnings management leads to a larger (smaller)
first day return for investors in the IPO which is consistent with the partial adjustment phenomenon of IPO
pricing. These results contribute to relatively recent research which finds sophisticated investors recognize
the accrual anomaly (e.g., Battalio et al., 2012).

Our research contributes most directly to the existing earnings management literature by examining a
unique aspect of the earnings management phenomenon on IPO pricing. Earnings management research in
the IPO realm has traditionally examined the capital market effects of estimated earnings management of
the IPO firm itself on the pricing of the firm’s initial offering. Ball and Shivakumar (2008) investigate
earnings management tendencies of IPO firms using a sample from the United Kingdom (UK) where
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multiple years of data for private firms are available. Cecchini et al. (2012) investigate earnings
management tendencies of IPO firms by analyzing two accounts — allowance for uncollectible accounts and
bad debt expense. Both studies find IPO firms are more conservative in their financial reporting as the IPO
date approaches. We extend this research stream by focusing on how IPO pricing is influenced by the
earnings management practices of the IPO firm’s publicly traded industry peers, as opposed to the earnings
management practices of the IPO firm itself.
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THE MILITARY’S NEW BLENDED RETIREMENT
SYSTEM, WILL THE NEW BRS PENSION PLAN
ACHIEVE THE EQUITABLE BENEFITS AND
FINANCIAL INCENTIVES TO RETAIN LONG-TERM
SERVICE MEMBERS?

Michael Mahoney, Wagner College, Staten Island, New York, USA
ABSTRACT

The United States Military will receive a new pension plan starting in January 2018. Referred to as the
Blended Retirement System it is the first significant change to our military retirement system since World
War Il. The objective is to encourage military personnel to save for retirement early in their career. The
new system will ensure the majority of military members will receive a portable retirement benefit.

This paper examines:

The history of the military defined retirement system

The key components of the new BRS retirement system

The strengths and limitations of placing decision-making of saving for retirement on the service members
Conclusions and cost estimates of the BRS

INTRODUCTION

The present military retirement system is a government-funded non-contributing, defined benefit system.
This retirement plan was designed to provide a distinct incentive to retain a qualified active military force.
Currently active military personnel receive a retirement after completing 20 years of service. Until the 20"
year there is no vesting. A service member becomes fully vested at 20 years. The amount of retirement
benefit is based on the time served and the basic pay at the retirement date. The evolution of the military
retirement system consistently promoted four goals:

The maintenance of a young and vibrant military force while securing promotion opportunities.

A competitive retirement system in relationship to the federal civil service and private sector.

The foundation for a pool of experienced military personnel to be ready for war or national emergency.
The economic security for the retired members of the armed services.

The History of the Military Defined Retirement System

The Reagan Administration initiated the CSB/REDUX pension system in 1986. Members of the service
who started their career after July 31%, 1986 were given a choice of two retirement plans when they reached
15 years of service.

High — 3 Year Average
Career Status Bonus (CSB)/REDUX

Military members who elect (CSB)/REDUX are also eligible to receive $30,000.00 bonus when they reach
15 years of service.

The high — 3 model has also provided a benefit of 50% base pay after 20 years of service.
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The Key Components of the new BRS retirement System
The BRS consists of three major components

Defined — Benefit Plan has a multiplier of 2.0 percent times the number of years of service. An example
of a 20 year career and retirement would produce 40% of final base pay.

Defined-Contribution through a Thrift Savings Plan, the government will contribute 1% of your base pay
while also matching up to 5% of your contribution. Vesting in TSP takes place after two years

Confirmation Pay is a new component under the BRS. The contribution pay is a multiple of monthly base
pay. An example would be a service member with 10 years of service and who commits to four additional
years will receive a bonus equal to 2 months of base pay.

The Strengths and limitations of placing decision — making of saving for retirement on the service members

The military is moving to the BRS for same reasons the private sector has replaced defined benefit plans
with portable 401K plans.

The biggest short coming of the HIGH-3 is cliff vesting. If you do not serve the 20 years then you do not
receive a retirement benefit. The result was that 80 percent of enlisted members and 50 percent of officers
never received a retirement benefit.

The challenge for the BRS is to encourage contributing as much as the service members can commit to
maximize the government matching. Similar to the private sector the positive effects of the BRS will
encourage military personnel to be knowledgeable of financial markets and various investments. Each
participant in the plan has the responsibility to actively oversee the plans results.

CONCLUSIONS AND COST ESTIMATES OF THE BRS

IT is expected that the BRS can sustain the same military personnel size as the previous legacy system.
Costs are actually higher under the BRS for continuation pay and the thrift savings plan. Initial projects
show that in the later years there will be a government savings due to a decrease in the defined — benefit
retirement costs.
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Plan Element Legacy BRS

Defined-benefit vesting 20 years 20 years

Defined-benefit multiplier 2.5% 2.0%

Defined-benefit payment working years Full annuity or lump-sum option (50% or 25%); RC lump-sum based on annuity
from age 60 to retirement age

Defined-contribution agency contribution 1% automatic; plus up to 4% matching (max = 5%)

rate

Defined-contribution rate YOS 1%: entry + 60 days until 26 YOS
Matching: start of 3 YOS-26 YOS

Defined-contribution member contribution 3% automatic; full match requires 5% contribution

rate

Defined-contribution vesting Start of YOS 3

Continuation pay multiplier (months of basic Minimum 2.5 for AC, 0.5 RC; with additional amount varying

pay)

Continuation pay YOS/additional obligation At 12 YOS with 4-year additional obligation

Opt-in Must be serving on 1/1/2018 and have less than 12 YOS as of 12/31/17; opt-in
period is 1/1/18-12/31/2018

Comparison of the Legacy and Blended Retirement Systems, Source: Office of the Secretary of Defense (2017)
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LIFE CYCLE ASSESSMENT (LCA), SUSTAINABILITY,
AND INNOVATION OF TOURISTS DESTINATIONS

Rodolfo Delgado, Tokai University

ABSTRACT

This paper aims to discuss the Life Cycle Assessment and its relationship and importance for sustainability
and innovation of tourists’ destinations. “Tourism is globally responsible for 5% of all carbon dioxide
emissions, the most important greenhouse gas causing climate change (UNEP, 2008). However, in terms
of radiative forcing, the direct measure for contribution to climate change, tourism even could have share
of up to 12.5%" (Scott et al., 2010). The development and increasing demand of tourism as a mass industry
continue to increase an Environmental impact on natural and cultural heritage sites. Therefore, it is
necessary to take into account sustainability aspects to contribute to the preservation of the growing
demand for tourism in these destinations. Economic, social and environmental sustainability must be taken
into consideration by generating employment for people in the tourism industry, human well- being, and
security while preserving the natural and cultural environment of tourists’ destinations. “Even if mass
consumption is endangering the future of our world in many different ways - and tourism has significantly
contributed to this situation - tourism development can also bring extensive benefits to society. In an attempt
to promote sustainable practices, different kinds of eco-labelling have been developed in this sector”
(Arcene, Merli, Lucchetti, 2013). The Life Cycle Sustainability Assessment (LCSA) can help entrepreneurs
and stablished tourists’ companies to analyze the sustainability of tourist destinations considering the
environment, business costs, local economy and the social benefits of the communities where the tourism
products and services’ activities are provided.

New tourists’ destinations diversification, specialization and innovation play an important role in reducing
the impact on mass tourism in natural and cultural heritage sites.

JEL: D2, F9, L1, L2, O3, 04, Q5, Z3

KEYWORDS: LIFE, Cycle, Assessment, Entrepreneurs, Sustainability, Innovation, Tourists,
Destinations

INTRODUCTION

The Life Cycle Assessment analysis must take into consideration all processes involved in the production
of products as well as the material for production. It considers several aspects as processes, for example:
Goal and Scope Definition, Inventory Analysis, Impact Assessment and Interpretation. The Life Cycle
Assessment collects and analyzes the environmental impact of production of products and services to a
specific industry. In terms of this study, implies investigating how the Life Cycle Assessment can help the
tourism industry to increase sustainable development and reduce environmental degradation. Entrepreneurs
play and important role in developing and applying the Life Cycle Assessment and providing innovative
tourist services, products and to increase sustainable development and reduce environmental impact. “The
World Tourism Organization (WTO) defines tourism as the activity the comprises the activities of persons
travelling to and staying in places outside their usual environment for not more than one consecutive year
for leisure, business, and other purposes not related to the exercise of an activity remunerated from within
the place visited” (Vanhove, 2012).
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Tourism planners design natural areas for the enjoyment of recreational activities, like hiking, cycling and
sightseeing in a national park. Recreational managers are able to preserve the land and increase the
sustainable development by creating an entrance fee to cover the cost of maintenance of the natural area
and determine the number of people that can be in a designated national park at the same time. Therefore,
they carry out a building capacity analysis to determining the number of people that can be at a national
park at a specific time. “International tourism has become an important part of modern life styles, while it
is now one of the largest and fastest growing economic sectors worldwide, even though it appears
vulnerable to the occasional economic or globalsocio-political shocks over the last decade (UNWTO,
2010). Tourism’s contribution to the worldwide gross domestic product (GDP) is estimated at some 5%
(ibid)” (De Camillis, Peeters, & Petti, L., 2012).

LITERATURE REVIEW

The Life Cycle Assessment analysis in the tourism industry can contribute to increase sustainable
development and reduce environmental impact in the communities and countries where the recreational
activities take place. Tourism companies, entrepreneurs, public executives are responsible of maintaining
the ecological balance of the tourist attraction with the participation and inclusiveness of the community;
participation of public offices who will monitor, manage, and guide the tourism governance of the
recreational project by conducting research relevant to the tourist policy in place and sustainability of the
environment of the recreational area by guaranteeing and creating harmony between the players: the
community, the tourist companies, the public tourist organizations and the recreational areas communities.
“Human health can be affected through a shift in disease distributions. With increased temperatures certain
parasites will be able to survive in areas where they previously were not able to live. Furthermore, the
increased amount of energy in the atmosphere will give rise to more extreme weather in the form of coastal
or inland flooding or droughts, all of which have an adverse effect on human health” (Steinmann, Z., &
Huijbregts, M. A. J., 2015).

“The climate models, which are used to predict the impact on human health, assume an increase in global
temperature of 0.5 to 0.68 degrees in the year 2030 relative to the average global temperature in the
reference year 2000. The 0.18 degree difference between the two scenarios is used to derive the final CF,
this is a relatively small change in temperature and hence a marginal approach. A temperature change of 1-
3.5 degrees is modelled for terrestrial ecosystems, while a change of 1.9 to 4.4 degrees is used for the
aquatic ecosystems, making these approaches more similar to a mix between a marginal and an average
approach. Ideally, one would use the same model with the same temperature increase for both human health
and ecosystem damage effect factors. However, because both models have been developed independently
of each other, such synchronization was not possible. Because climate change is modelled as a global
increase in radiative forcing there is no need to provide location-specific emission factors. Regardless of
the emissions location the impact will be the same” (Steinmann & Huijbregts, 2015).

“Tourism is globally responsible for 5% of all carbon dioxide emissions, the most important greenhouse
gas causing climate change (UNEP, 2008). However, in terms of radiative forcing, the direct measure for
contribution to climate change, tourism even could have share of up to 12.5%” (Scott et al.,
2010).“Although many definitions exist, LCA essentially comprises a systematic evaluation of
environmental impacts arising from the provision of a product or service. The original International
Organization for Standardization (ISO) definition provides some indication, although it is self-referencing:
‘compilation and evaluation of the inputs and outputs and the potential environmental impacts of a product
system throughout its life cycle’ (ISO 1997, p. 2). (Horne et al., 2012).” “According to I1SO 14040:2006
and 1SO 14044:2006, the procedure to apply LCA is composed of four steps: goal and scope definition,
Life Cycle Inventory analysis (LCI), Life Cycle Impact Assessment (LCIA), and Life Cycle Interpretation”
(De Camillis, Peeters & Petti, 2012).
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“Recently, new technologies and innovations regarding the residuals and the organic waste fractions have
been developed. These new technologies generate one of the following results: Energy, useful organic
materials, volume reduction, stabilization of the organic fraction and/or toxins. The LCA can provide
information about how waste management technology will affect the waste management system, and the
environment impact either positive or negative. Technologies to manage and treat waste have been
introduced including: “reprocessing facilities, composting facilities, waste-to-energy technologies and
anaerobic digestion” (Horne et, al, 2012). “Right after the goal and scope definition step, LCA practitioners
compile an inventory of the environmental loads potentially occurring along the product life cycle phases.
These environmental loads basically consist of: consumption of resources, waterborne and airborne
emissions, releases into the soil, and waste streams. In this context, such an inventory is called Life Cycle
Inventory (LCI). Collecting and elaborating data in LClIs, and define-tuning LCls form the second LCA
application step called Life Cycle Inventory analysis (LCI)” (De Camillis, C., Peeters, P., & Petti, L., 2012).
“Economic activity is closely associated with depletion of resources and pollution of the environment. This
can be studied at the level of single processes or activities, but also at a higher systems level of networks of
processes. At this higher level, structural pathways are investigated that connect consumption of products
to many segments of the industrial web. By doing so, one enters the field of chain analysis, where several
analytical tools are available for decision-support, like life-cycle assessment (LCA), environmental input—
output analysis (env- IOA) and material flow analysis (MFA).

The main aim of LCA is to quantify potential environmental impacts of products over their full life-cycle.
A life-cycle approach is also called a “cradle-to-grave” approach. Such an approach enables a fair
comparison between products, which fulfil the same function, with respect to their environmental burdens.
First of all, this is true for finalized products, that is, for products which are already on the market. In this
context, a life-cycle approach helps to avoid problem shifting between the different processes which are
part of the life cycle of a product. Materials may be quite harmless in their use phase and may therefore be
preferred, but they may imply toxic emissions during their production or waste management. A well-known
example concerns PVC. Secondly, LCA can also contribute to product design. It can help to design products
which have a minimal environmental burden over their life cycle. For instance, during the design of
products, attention can be paid to the reuse of the product, or at the recycling of its constituting materials
in the waste-management stage.

LCA is a quantitative tool. The results of LCA are as much science based as possible, and aim to inform
stakeholders in a production—consumption chain, thus contributing to rational decision-making. At the same
time, LCA can also be of use inside a company. By implementing an LCA study on a product, the processes
of the product system can be identified which largely appear to contribute to its total environmental burden.
This may help to guide environmental management of a company, for instance to support its investment
decisions or to influence its supply management. This reasoning can be particularly true for decisions in
the energy sector. At the same time, however, it is clear that the use of LCA in this sector is not sufficiently
in line with international methodological development. An overview of the history and state-of-the-art of
LCA and its application can therefore be of interest (Udo de Haes et al., 2007).“To ensure that a full life
cycle perspective is taken into account when designing and producing products or policies which comply
with sustainable development principles. LCM can be viewed as a means by which the economic,
technological and social aspects of products are integrated and continuously optimized (Weidema n.d.).
Improved product quality, new technological innovations, opportunities to reduce costs, new or enhanced
laws and regulations or pressure from customers and suppliers for products and services with improved
environmental” (Horne et al., 2012).

“Performance are examples of factors by which an organization may decide to integrate LCM within their
core activities. Furthermore, the successful implementation of LCM will require agreement on corporate
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policies and strategies to reduce impacts, the development and use of environmental assessment tools to
guide decision-making, the integration of eco-design into product development processes, the
implementation of supply chain management, and environmental communications and reporting of
processes, products and deliverables (James 2004)”. (Horne et al., 2012) “The essential logic of LCM is
that if LCAs could be undertaken quickly, simply and reliably, and the information systematically collated
and used in an active management system, then LCA information could be more widely used in decision-
making, leading to improved environmental performance” (Horne et al., 2012) LCA information through
the design process. The history of the design and development of such tools is relatively recent and extends
back to the application of ecologically sustainable design (‘eco-design’) (Horne et al., 2012).

“Alcan, uses LCM for various applications including benchmarking aspects of environmental performance
of their products with competitors, improving their internal and supply chain environmental performance,
providing marketing information, and for strategic planning (Rebitzer and Buxmann 2005). Rebitzer and
Buxmann (2005) state that five indicators are typically reported from Alcan LCA studies: primary energy
demand, global warming potential, eco-indicator score (without energy and global warming), waste
generation, and water consumption. These have been selected as the most relevant to the company, while
being easily communicated to other parties and decision-makers” (Horne et al., 2012).

“The development of LCA and cleaner production techniques and processes has led to a range of resource
efficiencies in manufacturing processes, from raw materials production to fabrication of complex consumer
goods” (Horne et al., 2012). “Although cost and price are important issues for consumers, they are not the
only ones. Purchases are often guided by quality or habit (Gallastegui 2002). Other key factors include
(Hemmelskamp and Brockman 1997): consumer satisfaction values identification cost availability social
pressure and consumer boycotts” (Horne et al., 2012).

Discussion

Life Cycle Assessment can help the tourism industry to reduce carbon dioxide emissions by finding more
suitable sustainable solutions to achieve this goal. For example, the development of solar planes and
airplanes. The Solar Impulse Foundation has developed the first airplane to be able to fly across the ocean
with clean technologies. It flew “40,000 km to promote the use of renewable energies and energy efficiency
on the ground, for a better quality of life” (Solar Impulse Foundation). “An historic aviation first as well as
a premiere for renewable energies and clean technologies. Bertrand Piccard’s vision of an airplane of
perpetual endurance, able to fly day and night without fuel is now realized. André Borschberg, leaving
Nagoya and landing in Hawaii 5 days and nights later, proved we can achieve incredible things with clean
technologies” (Solar Impulse Foundation). In the Life Cycle Analysis is also important to take into
consideration the ten key factors that Vanhove (2012) describes important for a destination to become a
competitive destination: Attractions; Macro-economic factors; Innovation; Strategic planning; Positioning
and Branding; Destination Management; Strategic alliances; Make tourism a lead sector; Quality
management; Accessibility.

These aspects are important for increasing the competitive advantage of a destination. Meanwhile, it
compromises the human and environmental carry capacity of a destination. Cities and famous destinations
like: Madrid, Rome, Florence, Venice, New York, Kyoto and Tokyo are some of the examples of places
that fulfill the ten key factors explained by Vanhove and as a result of its competitiveness these cities are
heavily overcrowded with international and domestic tourists; where the transportation systems and
vehicles like: cars, trains, and buses are constantly competing with each other to attract people. Therefore,
competitiveness of destinations need to consider a human and environmental carrying capacity. Companies
should take into consideration the following aspects when thinking about LCA and corporate social
responsibility because it will help humans and organizations transform into sustainable consumers:

The economic, technological, and social aspects.
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Improved products quality based on the LC analyses and reduction of environmental impact.
Costs reduction, laws, and reductions. 4- Environmental taxations.
Corporate polices in tune with existing policies.

Propose strategies to reduce environmental impacts. 7- Use of environmental assessment tools.
Reporting the processes of LCA for corporate social responsibility.

The LCA can be used for management and implementations systems of the organization.

Improving their internal and supply chain environmental performance. 11- Providing marketing
information for strategic planning.

Tourism entrepreneurs and stablished tourism companies should consider developing slow tourism, it has
low environmental impact, like hiking and cycling to increase diversity of tourism activities in the
recreational areas of destinations and increase the economic development of the region.

METHODOLOGY

The methodology used during this research analysis has taken into consideration the United Nations
Environmental Framework on sustainable development and its has been apply to innovation and
competitiveness of tourists” destinations. “International Organizations, such as the UN or the OECD, have
been working on sustainability since a long time, but also the European Environment Agency that deal with
the monitoring of environmental phenomena and to design strategies for mitigation of impacts worked on
the creation of indicators such as HDI (Human Development Index) or the ones presented in the local
Agenda 21, or the international sustainability indexes, such as indices related to financial performance of
sustainable businesses. Both in management and environmental literature, three principles were however
defined, related to the sustainable management of resources: 1.renewable resources utilization rates must
not exceed their rates of regeneration; emissions of pollutants shall not exceed the assimilative capacity of
ecosystems; non-renewable resources should be used in a "nearly sustainable™ way, limiting the rate of their
use at the rate of creation of renewable substitutes” (De Camillis, C., Peeters, P., & Petti, L., 2012)

CONCLUSION

The Life Cycle Sustainability Assessment (LCSA) can help entrepreneurs and stablished tourists’
companies to analyze the sustainability of tourist destinations considering the environment, business costs,
local economy and the social benefits of the communities where the tourism products and services’
activities are provided. New tourists’ destinations diversification, specialization and innovation play an
important role in reducing the impact on mass tourism in natural and cultural heritage sites. Companies
should take into consideration the economic, social, and environmental aspects when thinking about LCA
and corporate social responsibility because it will help humans and organizations transform into sustainable
consumers. Business need to promote and market sustainable behavior in their consumers to bring
sustainability and growth to the tourist destinations.

Three major findings have been achieved during the research analysis:
The need for development of solar planes and airplanes to maximize the use of clean technologies.

Competitivenes of destinations need to consider a human and environmental carrying capacity assessment.
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Tourism entrepreneurs and stablished tourism companies should consider developing slow tourism, it has
low environmental impact, like hiking and cycling to increase diversity of tourism activities in the
recreational areas of destinations and increase the economic development of the region.
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DRIVING WORKFORCE DEVELOPMENT WITH
CREDENTIALED CERTIFICATE PROGRAMS

Jason Caudill, King University
ABSTRACT

Rapid changes in technology and markets are a hallmark of the modern business environment. This
dynamic environment demands not only innovative practice from institutions, but also lifelong learning,
with frequent updates, from employees. Traditional degree programs are not effective answers to this as
they are generally too broad and require too much time to serve the immediate, targeted needs of employees
and their firms. Credentialed certificate programs are a growing option that provide opportunities to
pursue short-term, targeted learning to improve workplace performance and, by extension, the competitive
advantage of an organization and that organization’s capacity to achieve strategic goals. This paper will
introduce certificate programs and their role in partnering with business organizations to develop and
deliver as-needed training to maintain the capacity of the workforce.

JEL.: 100
KEYWORDS: Workplace Learning, Certificate Programs, Workforce Development, Lifelong Learning
INTRODUCTION

The highly dynamic environment of almost every industry today is complicating the traditionally stable
timeline of education followed by work. Technological changes, the reduction of product life cycles, and
increased competition from easy market access and expanding globalization, along with other factors, have
combined to demand more skills and more frequent updating of skills from the workforce. This
environment means that people no longer have the option of ending their formal education or credentialing
with a formal degree.

Holzer (2014) explains that the current system is not creating the right number of skilled people nor are the
people that are being produced necessarily skilled in the correct things, revealing a need for better
cooperation between education and the workplace. This lack of properly skilled workers is compounded
by the developing loss of skilled, experienced employees in the workforce. The baby boom generation, all
of whom are getting close to retirement, make up 38 percent of the U.S. workforce today and are retiring
in increasing numbers (Neumark, Johnson, & Mejia, 2013). The combination of these factors means that
there is a growing need to effectively develop skilled employees for the workforce.

Aithal and Kumar (2015) explain that certificate programs targeting skill development can address the need
to improve the employability of workers. This is more than just a repackaging of the traditional system of
higher education; certificates provide the opportunity of shorter term, more targeted skill development that
is also credentialed. These credentials are tied to competencies, which allows students or workers to
demonstrate specific abilities related to their academic or professional pursuits (Cavanaugh, 2013). This
paper will explore this growing trend by discussing the pace of change in today’s employment market, the
growth and delivery of certificate programs, and the value that these certificates provide to both employees
and employers.
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Pace of Change

Today’s workers, and by extension their employers, are forced to deal with frequent, rapid changes in the
work environment that require changes to employee knowledge and skills. These continual changes mean
that professionals, even those with one or more degrees, need frequent, short-term updates and expansions
of their skills to adapt to new technologies and other change forces in the workplace (Bailey & Belfield,
2017). This change, in part, is reflected in the very nature of the workplace itself. Barabas and Schmidt
(2016) explain that because workers more frequently change jobs today compared to previous generations,
with one result being that employers have shifted training and development that was the responsibility of
the firm onto the individual employee, both trusting and requiring them to seek their own lifelong learning
opportunities. This shift of training responsibility is also visible in the changing job market. There is an
increasingly close link between worker skill sets and quality employment, particularly as manufacturing
has become more technical and many of the good jobs have shifted away from manufacturing and into
other, more technical disciplines (Holzer, 2014). Joh and Li (2015) explain that in the transportation sector
the coming retirement of baby boom workers will take as much as half of the industry’s skilled workforce
out of the workplace and there is a recognized lack of skilled employees to take the jobs as they are vacated.
The lack of skilled workers in transportation is repeated across industries, in part due to the financial
necessities of doing business in dynamic markets. Short-term returns have become such a priority for many
industries that internal investment, including training and development for employees, has been sacrificed,
which decreases the creation and availability of skilled workers (Olson, 2015).

Growth of Certificates

These change forces acting on employees and their possession and acquisition of valuable skills are the
underlying motivation for the movement to certificates as a credentialed learning activity for professionals.
Certificates are the fastest-growing educational award in the U.S. with many professionals pursuing this
route to improve their skills and their employment opportunities (DeRenzis & Hirsch, 2016). A driving
force behind this growth is the ever-expanding need for technical skills in the workplace across many
industries and the lack of skill development in this area that occurs in much formal, degree-based education
(Olson, 2015). The role of certificates thus serves dual purposes, both to enhance the skills of workers and
also to correct the misalignment between what educational institutions package as degrees and the needs of
the modern workplace. DeRenzis and Hirsch (2016) describe the growth of certificate programs as
amazing, with certificates growing from six percent of U.S. postsecondary awards in 1980 to over 25
percent in 2016. Much of this growth can be attributed to the fact that a growing number of jobs demand
skills that are not aligned with the content of traditional four-year degrees and investing in certificates
improves the outcomes of both individuals and the broader economy as high-skill jobs are filled with
qualified workers (Bailey & Belfield, 2017). To effectively serve this growing demand certificate providers
have to effectively deliver the training and credentialing that supports the certificate process.

Delivery of Certificates

The delivery of certificate programs varies broadly and there are many questions that an awarding body
must ask when launching a program. The foundation of a successful program is sound learning gap
analysis, a process to establish what a student knows versus what they need to know to efficiently deliver
the necessary information for the credential (Cavanaugh, 2013). Following this initial identification of need
higher education institutions need to adapt to new demands from working adults and change their delivery
modes to provide value to the certificate seeking workforce (Aithal & Kumar, 2015).

The structure of how institutions deliver this value can be very different across locations and programs. Joh
and Li (2015) found that admissions criteria such as a prior degree, previous Grade Point Average (GPA),
and the detail of the application to the program varied across institutions. They also discovered that the
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credit structure of the certificates was different depending on program, with some having a set of required
courses, others offering learners the choice of electives, and still others having a required set of core courses
with the certificate completed by the selection of a certain number of electives. Beyond the credit structure
of the certificate program there is also the question of the delivery mode. Digital platforms offer unique
opportunities to identify and credential learners’ skills over time, providing a portfolio of credentials that
can be built over the course of a career to demonstrate skills and progress (Barabas & Schmidt, 2016).
There are also real benefits to working in a face to face environment, particularly if the program delivery is
facilitated by a large employer as an on-site benefit.

Regardless of other factors the final design consideration is that of accessibility to learners. This is in part
a question of institutional design, but it also includes utilizing successful partnerships between educational
institutions and employers. One of the identified factors in individual engagement in lifelong learning is
organizational climate; the support and enabling atmosphere of an employee’s workplace in pursuing a
certificate program or other learning opportunity (Head, Van Hoeck, & Garson, 2015). Another element to
consider is the affordability of a program for the participant. For certificates delivered by higher education
institutions this may include designing the program with financial aid access as a consideration. While the
details of the federal Pell grant and other aid programs are beyond the scope of this paper, there are strict
considerations of program duration and credit awarded that determine whether or not a student can apply
for and use aid in their pursuit of the credential (DeRenzis & Hirsch, 2016). These accessibility factors can
directly impact the ability of a program to provide value to those seeking the new skills.

Value to Learners and Employers

A well-designed certificate program benefits both learners and employers. The most immediate impact is
that by engaging in lifelong learning employees stay up to date with changing technology and changing
workplaces and remain valuable contributors to the workplace (Head, Van Hoeck, & Garson, 2015). By
utilizing credentialed certificates as their choice of lifelong learning mode, employees create meaningful
benefits for themselves. Barabas and Schmidt (2016) explain that by using digitally credentialed learning
experiences employees can build a portfolio of their skills and present a detailed picture of their abilities to
employers, which helps employers understand the potential contributions of the individual. This is quite
different from the traditional degree process that certifies a body of work but provides little insight as to
what a degreed individual has actually experienced or learned. The result of a detailed record of
development that is matched with the needs of employers is better employment outcomes and higher
earnings for the individual (Holzer, 2014).

The benefits to employees by developing their portfolio of targeted credentials also improves outcomes for
the employers. Holzer (2014) explains that organizations see higher productivity and lower turnover from
employees with the right skills for the positions, which reduces employer cost and, by extension, improves
overall financial performance. These advantages are in large part driven by the companies themselves. To
have reliable access to skilled employees, today’s employers must take action to push educational
opportunities beyond traditional degree based higher education and take an active role in guiding more
effective educational outlets (Olson, 2015).

CONCLUSION

The core lesson that comes from examining the needs of the modern workplace and the education of
employees is that education, like everything else in today’s world, has to be dynamic and responsive. Over
the course of a career an individual is going to need multiple skill sets, and for the millennial generation
they are likely to go through multiple career changes, all of which require refreshing or expansion of skill
sets. By successfully engaging in activities that not only develop skills but also credential those skills to
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showcase for employers, individuals can enhance their employability and improve their income. These
forces impacting individual also impact organizations.

Today’s companies are caught in a difficult position. Because their business models are so focused on
efficiency, and so tolerant of a transient workforce, they have largely abandoned their role in training and
developing employees in-house. While less of this in-house development is occurring the need for lifetime
learning and frequent skill refreshing has become more important. This puts companies in the position of
having to depend on, or better partner with, outside entities to properly develop their employees. By
creating a supportive corporate environment, firms can motivate this behavior among employees and drive
improved performance and higher efficiencies.

Ultimately today’s environment begins and ends with dynamic change. In strategic management, much of
the focus is on innovation; in working with human assets that focus is on training that prepares employees
to effectively work and innovate. Changing needs are motivating changing educational models and both
employees and their employers need to be well versed in this new path for learning and development that
is the certificate model.
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STRATEGIES FOR PUBLISHING RESEARCH
SUCCESSFULLY

Terrance Jalbert, The University of Hawaii-Hilo

ABSTRACT
GETTING AN IDEA
1. Maintain a running list of your ideas.
2. Every time you have a few minutes, go to your list and ask yourself, in the next 30 minutes how
can | advance one of these ideas.

RESEARCH PARTNERS
Selecting a Partner

1. There are advantages to working on your own.
2. Select someone with the right characteristics
. Hard Worker
Willing to do their share of the work
Someone with time to conduct research
Intelligent
Mutual Interests
Cooperative
g. Likely to reciprocate
3. Good research partners are hard to find. Don’t abuse a good research partner.
Working with a Partner
1. Start only one paper at a time with a new research partner.
2. Be patient with your research partner. They have a life and due to births, illnesses and other life
events, they may not be on your schedule.
3. Recognize on some projects you will do most of the work. On others, your partner may do most
of the work.
4. Use caution when selecting one of the professors from your Ph.D. program as a research partner.

Do o0 T

How Many Authors on a Paper?
1. Two or three authors are good.
2. Four authors is not good but can be ok.
3. More than four authors looks bad.

WRITING YOUR MANUSCRIPT
Writing your Manuscript

1. Use only Microsoft Word to type your document.

2. Using free Word clones causes significant problems in the publication process.

3. Files created in another program and copied or saved as a Microsoft Word file cause significant
problems in the publication process.

4. Unless the journal specifically requests otherwise, use the standard Microsoft Word equation

editor.

Use only Microsoft spreadsheets and Microsoft

drawing programs.

7. Back up your files on a daily basis.

o o
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Organizing your paper
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. Organization

Abstract

Introduction

Literature Review
Data and Methodology
Results

Concluding Comments

Descriptive and no more than 15 words.
Write a strong title

a. Strong Words:
i. Empirical, Evidence
b. Weak Words:
i. Analysis, Case
ii. Use Key Words from your Discipline

3. Think about what will look good on your vita.
Abstract
1. General Introduction to your paper
2. The goal is to precisely communicate to the reader what the paper is about.
3. Not more than 200 words
4. Do not use acronyms
5. Generally do not cite other papers in the abstract

Introduction

1.
2.
3.
4.
5.

A brief introduction to the problem being addressed.

Include some summary statistics of the magnitude of the problem.

One paragraph discussion of the general state of the literature.

What you are going to do in the paper to advance the literature.

A few lines indicating how the remainder of the document is organized.

Literature Review

1.

As a general rule do not cite magazines.

Narrow your literature review down to those articles that directly relate to the issue you are
addressing in your paper.

Make sure that everything that you cite in the text is included in your reference section.
Make sure that everything you reference is cited in the body of the text.

Where the data was obtained from?

Time period covered in the analysis?
Frequency of the data observations?
Variables that the data were collected for?

Hypotheses that are being tested.
For regressions, specify the equation being estimated in the text of the document.

2. Use scholar.google.com
3.

4.

5.

Data and Methodology

1.

2.

3.

4.

5. Summary statistics.
6.

7.

8.

For Surveys indicate
a. Questions included in your survey? (Consider including the survey instrument as an
appendix to the paper)
b. When was the survey conducted?
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c. Where was the survey conducted?
d. What was the response rate?
e. What are the total number of usable observations?
f.  Did you receive human subject research permission from your University?
Results
1. Make sure to introduce each table and figure you present in the text of your document.
2. Walk the reader through the results.
3. Select an observation in your table and explain that observation to the reader.
4. Incorporate data into MS Word tables.
5. Segregate your data when possible to get additional results,
a. by gender, age, country, region, year, industry, before and after a crises.
Tables
1. Don’t create small one or two line tables.
2. Include information directly in the document text.
3. Combine several small tables into a single table with multiple panels.
4. Do not use exponential notation (3.2E-5).
5. Display appropriate precision

a. 0.0021, 1.134, 10.22, 100.6, 1,049.1, 10,432

Table Description

1.

w

Make sure to include a 3-6 line description below your tables. The reader should be able to
understand what is contained in the table without referring back to the text of the document.

This description is not to replace the discussion in the text, but to supplement the discussion in the

text.
Redundancy is ok in this case.
Example of Table Description

This table shows the results of the regressions on CEO compensation using data from 2004.
The estimated equation is: CEO Compensation=a + b1(CEO age) + b2(years with
company). The first figure in each cell is the regression coefficient. The second figure in
each cell is the t-statistic. ***, ** and * indicate significance at the 1, 5, and 10 percent

levels respectively.

Concluding Comments

1. Reiterate the goal of your paper.
2. Briefly describe the test methodology and data.
3. Briefly summarize your major findings.
4. Discus how managers might benefit from the results.
5. Discuss any limitations of your work.
6. Provide suggestions for future research.
Acknowledgements
1. Do acknowledge anyone that has helped you with the paper.
Colleagues, Administrators, Funding Agencies, Assistants, Reviewers, Editors.
It is a nice courtesy to the reviewers and editor.
2. It subtly communicates to colleagues the journal is peer reviewed.
3. Few people will be insulted if you acknowledge them but should not have.
4. Many will be insulted if you do not acknowledge them but should have.
5. Acknowledgments-Make sure to indicate that any remaining errors are the authors responsibility.
6. If someone has contributed substantially to your paper consider making them a co-author on the
paper rather than just acknowledging them.
Biography
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1. Your biography should indicate your employer, your publication history, contact information and
any other important information.

Tom Tetertall, Ph.D. is Professor of Management at the University of East Hawaii. He is
also an arbitrator for the Human Ethics Commission. His research appears in journals that
include: Diversity Review, Management Styles, and Latino Business Review. He can be
contacted at: University of East Hawaii, COB, 400 W. 2nd St., Kauai Hawaii, 96333, USA,
email: tomt@NHI.edu.

2. Do not make your biography excessively detailed.

FORMATTING

1. Editors are looking for papers that are high quality. But they also look for papers that will not add
an excessive burden to their work load.

2. They look for authors that will be pleasant to work with on revisions and in the publication
process.

3. A properly formatted and written paper communicates to the editor that you will be pleasant to
work with, thereby increasing your chance of publication.

4. Check the journal style guidelines to make sure you have the paper formatted properly.

5. Be sure figures and tables are editable in Word

6. Anything created or imported as an image is problematic.

7. Anything that is scanned needs to be recreated.

8. Make sure that figures and tables are legible.

9. If you are unable to edit it in MS Word it should be recreated.

10. When copying from Excel into word make sure to use the “Paste Special”, “Paste as Chart”
Command so it can be edited in MS Word.

11. Avoid one-sentence paragraphs.

12. Avoid one-paragraph sections.

13. If you have subsections underneath a main section, start the main section by indicating how the
subsections are laid out.

14. Bullet lists do not appear well in journals.

a. Longer lists should be placed in a table. Then reference the table in the text of the
document.
b. Shorter lists should be incorporated directly into the text.

15. Make sure your references are formatted according to journal guidelines.

16. Do not use text boxes

17. Do not use section breaks.

18. Do not use text levels

WRITING QUALITY
1. Use the grammar checker in MS Word.
2. Use an advanced writing editor:
a. Stylewriter **
b. Whitesmoke.
3. Write in third person active voice when possible.
4. Give it to a friend to read.

WORKING WITH THE EDITOR
Submissions

1. Leave your document set for 1-2 weeks between completion and submission. Give the document
a final read before submission.
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2.

3.

Indicate in your submission correspondence that the paper is not under review elsewhere and has
not been published elsewhere.
Never EVER submit a document to two journals simultaneously.

Correspondence

1. Don’t ask the editor every week for a status update. (every 2-3 months is sufficient)
2. If you are close to a tenure or promotion decision, do let the editor know. Editors are human and
will commonly try to get the review completed prior to the promotion decision date.
3. Use submission numbers in all correspondences.
4. Be courteous when corresponding with the editor.
5. Publishing is to a certain degree political. Be willing to review papers for the journal.
Reputation
1. Our industry is small. Editors remember if you were especially easy or especially hard to work
with.
2. Your reputation is very important, so make sure you leave the best possible impression, even if
your paper is rejected.
Nonresponsive Editors
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EMOTIONAL INTELLIGENCE AND ENTREPRENEURS

Andree Swanson, Forbes School of Business & Technology (FSBT), Ashford University
Paula Zobisch, FSBT, Ashford University
Efiong Akwawao, FSBT, Ashford University
Richard Leventhal, FSBT, Ashford University

ABSTRACT

The concept of whether emotional intelligence contributes to entrepreneurial success has been explored.
The emotional intelligence skills examined were intrapersonal skills, the ability to recognize and manage
one’s emotions, and interpersonal skills, and the ability to recognize emotions and their effect on others.
The findings from the studies analyzed in the literature verify that a high level of emotional intelligence has
a positive and significant impact on personal and business relationships.

JEL: Z00
KEYWORDS: Emotional Intelligence, Entrepreneurs, Intrapreneurs
INTRODUCTION

The purpose of this qualitative study was to provide a detailed review of emotional intelligence (EI) and its
impact on entrepreneurs. From previous research conducted by the primary researcher, it has been found
that El is relevant to the fields of real estate, financial planners, and even students (Braidfoot & Swanson,
2012; Braidfoot & Swanson, 2013; Hill, Swanson, & Kirwan, 2016; Swanson & Braidfoot, 2013; Swanson
& Zobisch, 2014; Swanson, Hamilton, & Zobisch, 2015). The researchers believed that successful
entrepreneurs will have high El and they would like to conduct research to identify this connection and the
gaps in the literature. The researchers began by conducting a systematic literature review.

LITERATURE REVIEW

Systematic Literature Review

Swanson, Zobisch, Akwawoa, and Leventhal conducted a systematic literature review. Systematic
literature reviews are typically used in the medical arena, however, the researchers chose this approach to
take a deep dive into the literature on the topic of El and entrepreneurship. Davis (2016) stated, “In a
systematic review, all of the literature on a particular topic is systematically identified, appraised and
summarised (Rew 2011)” (p. 60). Five steps exist in the systematic review process (Khan, Kunz, Kleijnen,
Anges, 2003). Steps are: 1) Framing questions clearly for a review, 2) Identifying all relevant work from
month to years ago, 3) Assessing the quality of studies, 4) Summarizing the evidence, and 5) Interpreting
the findings. Swanson et al., researchers of this study, used this technique previously with success. The
basic question that Swanson et al. sought to answer was: Does high EI improve entrepreneurial success?
The structured question for the research study was designed as shown below:

The populations — global entrepreneurs

The interventions or exposures — the concept of El and its application to entrepreneurs

The outcomes — successful outcome (whether EI improves entrepreneurial success)

The study designs — empirical qualitative and quantitative studies reviewing EIl and its impact on
entrepreneurs
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LITERATURE REVIEW

The concept of El has not only captured a great of the ordinary people but more so by the scientific
community. The concept of El can be defined as the processes of mental involvement in the understanding,
recognition, management and the use of personal and others’ state of emotion to regulate and solve
behaviors (Mayer & Salovey, 1997). EIl has mostly been affiliated with outcomes of life, such as better
psychological well-being (Schutte, Malouff, Thorsteinsson, Bhullar, & Rooke, 2007), high-quality social
relationships (Lopes et al., 2004), and increased career success (Braidfoot & Swanson, 2012; Braidfoot &
Swanson, 2013; Swanson & Zobisch, 2014; Swanson et al., 2015). Results of previous studies showed that
El predicts work performance (O’Boyle et al., 2011), job satisfaction, work commitment, and job
involvement (Carmeli, 2003). Lopes, Grewal, Kadis, Gall, and Salovey (2006) studied the relationship
between positive work place outcomes and EI. Researchers also show that EI has a major effect on the
level of performance on the managers and supervisors (Kumar, 2009). A thorough literature review was
conducted using the following databases: ProQuest, EBSCOhost, SAGE Journals Online, JSTOR, ERIC,
Google Scholar, and other Internet sites. The systematic literature explored the concept of El and
entrepreneurs. Key word searches were conducted and themes were identified.

Entrepreneurship — Strong Predictor of Workplace Performance

Bradberry (2015), a key author on El, stated, “Decades of research now point to emotional intelligence as
the critical factor that sets star performers apart from the rest of the pack” (para. 1). At his company, Talent
Smart, researchers found that El is the strongest predictor of workplace performance. This is essential for
both entrepreneurs and intrapreneurs. The good news about El is that this can be learned or improved on.
Prior studies have indicated that EI may predict career success. Information available has shown that El
can predict job performance and job satisfaction. It was posited that EI may also affect entrepreneurship,
in terms of entrepreneurial behaviors and success. The results of this study revealed that individual
differences in entrepreneurship may only be partially attributed to EI (Ahmetoglu, Leutner, & Chamon-
Preuzic, 2011) Entrepreneurs continually succeed in their efforts in the workplace. Australian entrepreneurs
were examined in terms of the EIl abilities. In-depth structured interviews were used. Results of the study
showed that participants exhibited higher EQ levels than the norm. The study confirmed this fact El is a
prime factor in an entrepreneur’s success (Cross & Travaglione, 2005).

Entrepreneurship — Client Relations / Retention

Boren (2010) explained the essentials of EI, however, an essential element of the entrepreneurial experience
is client management and retention. Client relations are key to grow any business, thus a strong EI can
benefit an entrepreneur. Entrepreneurs are not working alone, but building relationships all the time. Boren
included a self-assessment on EI. Current research on EI centers around affections-feelings and emotions.
Entrepreneurs who tend to be more passionate about their work tend to be more successful than others.
However, the ability to manage customers and employees are also important. Being able to assess both the
verbal and non-verbal aspects of both employees and customers plays a key role in understanding of their
key wants and needs (Chin, Raman, Yeow, & Eze, 2012). In recent years, the concept of El has been
embraced by the scientific community. Mortan, Ripoll, and Carvalo (2014) studied the effect of EI on
entrepreneurial intention and self-efficacy. El has been affiliated with outcomes of life, such as better
psychological well-being, high-quality social relationships, and increased career success. Results of
previous studies showed that EI predicts work performance, job satisfaction, work commitment, and job
involvement.
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Entrepreneurship — Strong Social Interaction

McLaughlin (2012) wrote her dissertation on An emotional business: The role of emotional intelligence in
entrepreneurial success. Specifically the results dealt with the social interactions related to entrepreneurial
situations such as “negotiation, obtaining and organizing resources, identifying and exploiting
opportunities, managing stress, obtaining and maintaining customers, and providing leadership” (para.
Abstract). Awad and Ali (2012) confirmed that a managers’ El, employee creativity, and organizational
atmosphere had a positive direct effect on a person’s entrepreneurial orientation. More interestingly, El
directly affected relationships within the organization, which, in turn, positively affected employee
creativity. Encouraging an entrepreneurial orientation within an organization may contribute to an increase
in an organization’s success. Ngah, Wahyukaton, Salleh, and Sarmidy (2016) studied the effects EI on
entrepreneurs in Malaysia and Indonesia. EI skills are important to entrepreneurs because of their need to
manage social interactions with other individuals. Such interactions include but not limited to activities
such as gaining and maintaining customers, presenting to investors, negotiating, as well as attracting,
selecting, and handling employees, suppliers, and partners. Ngah et al. (2016) defined as a set of individual
social abilities or skills to discriminate, monitor, and use-self and other’s emotions to regulate one’s
thinking and action. The effects El are important to entrepreneurs because of their need to manage social
interactions with other individuals. Such interactions include but not limited to activities such as gaining
and maintaining customers, presenting to investors, negotiating, as well as attracting, selecting, and
handling employees, suppliers, and partners. Ngah et al. (2016) asserted that El is well known to be a
combination of competencies. Those competencies enable individual’s ability to monitor and manage his
or her emotions, to properly determine the emotional state of others and to influence opinions. Ngah et al.
(2016) found that being aware and understanding their emotions helps entrepreneurs channel positive or
negative effects into appropriately identifying and solving problems relevant to their lives.

Entrepreneurship — Measuring Employee Perception

Prior to this research, there was no validated instrument that had been available to use when examining
employees perception of their EI. New measures were constructed and examined. It was found that EI was
positively related to proactive and personal control (Budd & Carraher, 1998). Carland and Carland (1997)
used several validated surveys to help support the development of a model which can be used to investigate
individuals with a potential for entrepreneurship. The model was tested statistically and visually. The
outcomes were then used to develop educational courses/programs in entrepreneurship.

Entrepreneurship — Emotional Competency

Rhee (2014) conducted a web-based survey (Emotional Competency Inventory — ECI) evaluating the EI of
members of the Young Entrepreneurs’ Organization (YEO). “YEO is an international invitation-only
membership organization, and its members must be under 40 years of age and be founder, co-founder,
owner, or controlling shareholder of an operating business with annual gross sales exceeding $1 million”
(Rhee, 2014, para. 10). Although this was a self-assessment which typically has lower reliability, the results
were consistent with other studies on the topic. Results revealed high levels or self-confidence, persistence,
initiative and adaptability.

The level of demonstration for emotional self-control and optimism were different among male and female
entrepreneurs. Among the survey respondents, males demonstrated more emotional self-control and
optimism. In other words, male entrepreneurs perceive themselves as behaving more calmly in stressful
situations, being less pessimistic about setbacks, and seeing opportunities rather than threats. (Rhee, 2014,
para. 24)
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Intrapreneurship

Intrapreneurship, as defined by Williams (2013), is “those highly valuable executives and team members
who will perhaps never become a company founder, but who have learned to apply the essential principles
of entrepreneurship to the roles they fill within a company” (para. 1). Berzin and Pitt-Catsouphes (1998)
examined social innovation as it includes the development and application of varying solutions to social
problems. Although the concept of emotional intelligence has been applied to the examination of
entrepreneurship, the authors posit that it is important to also consider how emotional intelligence can affect
the idea of intrapreneurship (Berzin & Pitt-Catsouphes, 1998). Teodorescu (2016) mentioned that little is
spoken about EI in the area of intrepreneurship. Guillaume Hervé describes it well in his book entitled
“WINNING AT INTRAPRENEURSHIP,” when he talks about emotional intelligence, team spirit and the
ability to manage change, which are more rarely-mentioned in entrepreneurship discussions. 1’d add
“unshakable perseverance,” as audacity and experience are key to intrepreneurial success as well.
(Teodorescu, 2016, para. 8)

RESEARCH METHODOLOGY

The systemic review process was used for this study. Embedded within the literature were findings from
numerous studies. Our literature review examined a wide range of articles from academic databases
including ProQuest, EBSCOhost, SAGE Journals Online, JSTOR, ERIC, Google Scholar, and other
Internet sites.

RESULTS AND DISCUSSION

The results of the study indicated a strong relationship between EI and entrepreneurial success. Two of the
critical El skills, intrapersonal and interpersonal, are the foundation upon which the entrepreneur will begin
to form relationships. The ability to establish and maintain personal and business relationships is essential
to entrepreneurial success. Five themes appeared in the research results. First, was El as a strong predictor
of workplace performance. The second theme was the importance of El in client relations and in client
retention. The third theme was the importance of El on having strong social interactions as entrepreneurs.
The fourth theme was that EI can be used to measure employee (entrepreneurial) perceptions of his or her
jobs. The fifth theme was entrepreneurs with high EI demonstrated high emotional competence (revealed
high levels or self-confidence, persistence, initiative and adaptability). Although there was scarce literature
on intrapreneurship, the findings revealed the skills required are the same as an entrepreneur.

CONCLUDING COMMENTS

The ability to establish and maintain personal and professional relationships is an underlying principle of
El. The ability to recognize and manage one’s own emotions, as well as recognize the emotions and their
effect on others is central to the establishment of relationships. EI is a skill that can be learned and, with
practice, improved. Based on the themes that were found, the researchers will begin to develop a thematic
model for El and entrepreneurs and intrapreneurs. Further research will be conducted as EI applies to
different personalities.
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CHOICE BEHAVIOR IN MULTIATTRIBUTE
CONSUMER DECISION MAKING
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Ildiké Kaszai, E-STAND Co., Budapest, Hungary

ABSTRACT

Since numerous factors — such like attribute importance, indifference, utility value interval, preference
instability, consumer experience and product complexity - divert choice decision from utility optimal
decision seems to be inconsistent/intransitive in an absolute rational framework. The research positions of
choice decisions as it is located in a continuum. One end of the continuum is of such an extreme choice
behavior, where consumer is fully able to control the decision, while the other end represents the random
type decisions. Research goal was to find the typical choice behavior between the two extremes of the
decision continuum. It was found that average of sequential consumer decisions lies between the fully self-
controlled and fully random endpoints, closer to the former one.

JEL: M3
KEYWORDS: Preferences, Intransitivity, Decision Continuum, Product Complexity
INTRODUCTION

In the case of conscious choice consumer evaluates the available alternatives based on certain criteria, and
applying a decision rule selects one of the options. Consumer's choices can be placed in a decision
continuum. One end of the continuum represents the conscious buyer who is able to fully control his/her
decision, to perceive the attribute utilities in a contradiction-free way. To the other end of the continuum
that imaginary consumer is placed who makes his/her decision without any consideration, in a fully random
way. The actual position of this maximum likelihood point is a function of numerous factors.

LITERATURE REVIEW

Expression of preferences is significantly influenced by the fact that an attribute is very important or very
unimportant (say: positive and negative robust attributes), or they are situated somewhere between these
two extremes (let them call: quasi neutral attributes). The concept of preferences presupposes by definition
the diversity of the objects to be compared, or it allows equal (say: indifferent) utilities in consumer’s choice
based on principle of completeness. A logical (lifelike) assumption is that utilities of the attributes, for the
consumer’s mind form intervals of different range instead of fixed levels, in which utilities are
accidentally/randomly "floating”. Experience has a positive impact on preference stability (Hoeffler and
Ariely 1999). As the consumer relies heavily on memory it has a decisive role in decision-making
(Mantonakis, Whittlesea and Yoon 2008). Numerous relevant publications demonstrate the complexity of
the system attributes (e.g. from the past Bettman 1979). Also on the basis of the Dijksterhuis (2006)
experiment it can be assumed that product complexity has a significant role in the purchase decision. Based
on the research antecedents the following research questions are worth investigating:

Where is the position of the average sequential transitive choice-steps between the two extremes (controlled
vs. random)?

What is the relationship between product complexity and ability to choose in a consistent way?
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METHODOLOGY

Since the revealed preferences can only be explored by observation, the observational-experimental design
seemed to be a logical choice. Two working hypotheses have been introduced into the research model. If
in the case of sequential pairwise product comparisons, the subject manages to consistently answer all
guestions, i.e. in transitive way, then we can say that the subject met the so-called "transitivity working
hypothesis". The other extreme is when during the pairwise show up of products, the subject will always
respond completely random, as if the coin tossing "heads-or-tails" gave the choice. The latter is called a
"heads-or-tails working hypothesis”. This latter extreme decision behavior has not been simulated by the
experimental group but with a robotized mathematical simulation. With this procedure that expected
number of steps can be got, where the first intransitive choice comes about during the sequential pairwise
product comparison. In order to measure the impact of complexity different complex products were
involved into the experiment, but also the number of comparable attributes was modulated.

Robustness vs. neutrality of attributes on individual level can be grasped by rating importance of attributes.
For this purpose we can use a small methodological fragment of the Q method (Stephenson 1953; Brown
1966), namely the forced choice grid. In the Q method, the participants are obliged to evaluate all the
attribute dimensions (“rate all””), and they are forced to choose a fixed quantity of attributes for each level
of importance. The number of attributes can be placed in a given importance level which approaches the
normal distribution. The scale of importance ranges from the highly important, through indifferent to highly
unimportant. By this method we gain the same number of indifferent (neutral) attribute dimensions for all
participants. In the experiment sequential pairwise product comparisons have been carried out on a sample
of N=118.

RESULTS
Based on a homogeneity test on the data base it was found that:

The average of the distribution of subsequent consumer decisions lies somewhere between the fully self-
controlled and fully random endpoints; a little closer to the fully self-controlled (transitive) endpoint, while
farther from the random choice end. The fact, that the average number of transitive steps is farther from
the fully random responding endpoint, means that human brain is able to respond in a rather
consistent/transitive way. Nevertheless, we proved that the more complex the product, the less the human
brain was capable of responding in a consistent/transitive way, that is product complexity reinforces
heuristic/random nature of the choice.
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A CASE STUDY OF ASIAN MARKET ENTRY
STRATEGIES OF SOUTH KOREAN FIRMS

Mannsoo Shin, Korea University Business School
ABSTRACT

The research deals with foreign market entry strategies of selected Korean firms in Asia. S. Hymer’s
Monopolistic advantage theory of foreign direct investment (FDI) assumes that the firm should have a
certain monopolistic advantage before it engages in a FDI. However, global market entry strategies of
many Korean firms indicate that the monopolistic advantage of a firm may not be a necessary condition for
FDI. This paper will investigate the critical success factors of foreign market entry for three Korean firms:
Hyundai Motor Company in India, Orion Company in China, and Line Corporation in Japan. At the time
of market entry, those Korean firms did not possess any clear superior technological or marketing
advantages over competitors. Yet over time, those companies were able to build up a strong market
presence through a series of unique market entry strategies. The case study will provide many interesting
strategic implications for firms from developing countries which wish to enter into foreign market.
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DISCLOSURE QUALITY OF SUDANESE LISTED
COMPANIES

Alnour Nadir Alnour Osman, University of Khartoum, Sudan
Diaeldin Osman, Alcorn State University

ABSTRACT

This research is an attempt to measure disclosure quality of published annual reports of listed companies
in Khartoum Stock Exchange (KSE). An unweighted disclosure index of 191 mandatory and voluntary
information items was developed and utilized. Actual degrees of disclosure quality of more than 80 % of
KSE listed companies were measured. Descriptive statistics showed that disclosed information items
represented about 48 % of total information items that were expected to be disclosed. Within disclosed
information items, the disclosure degree of mandatory items was 73 %, whereas the disclosure degree of
voluntary items was 22 %. The analyses, also, showed that the degree of disclosure quality varied, widely,
among KSE companies and sectors. Financial companies provided the highest disclosure degrees.

INTRODUCTION

Accounting identifies measures and communicates financial information about economic entities, to
interested parties. Accountants provide useful information for making rational decisions. When information
is fully disclosed, users will be more informed, and the society’s resources will be more optimally utilized.
As a process, accounting can be divided into producing and disclosing function. Zeff (1973) noted that,
well-built measurement standards were developed in U.S. and then exported to other countries. So, while
measurement standards are widely agreed upon, accountants have different views and opinions, about the
quality of satisfactory disclosure. Therefore, the major problem of accounting lies in disclosing functions,
rather than in producing functions.

Michael, et al. (1990) defined financial disclosure as “any deliberate release of financial information,
whether numerical or qualitative, required by regulations or voluntary and via formal or informal channels”.
Hannes (2005) argued that, “mandatory disclosure (required by law provisions) is essential to offset the
market failure, when there are no rewards for full disclosure”. On contrary, Ronen (2001) believed that,
“self-induced mechanisms would come into play, when the dynamics between firms and outsiders move
firms to fully disclose all available information voluntarily (optional provision of information beyond
required mandated levels) because outsiders may interpret non-disclosure as the worst possible news”.

There are many motives, both to disclose and not to disclose information. On one hand, managers wish to
protect propriety information. On the other hand, managers may wish to disclose financial information to
enhance their firm’s value. Thus, the extent (size) and the kind (quality) of disclosure vary among firms.
The importance of adequate disclosure of corporate affairs cannot be overstressed. The key stone of the
entire structure of development in a free economy is the accounting disclosure, which determines the
efficiency of the process of resources allocation. It is observable that different countries set different policies
and regulations to organize their accounting profession. Therefore, the quality of financial disclosure varies
widely among firms and countries. The most important factor may be the level of economic development,
which determines accounting development. So, many writers argued that accounting profession is in its
early stages in most LDCs. It is not more than accumulation of historical data for financial statements and
audit purposes. This idea was common in many studies as stated by Hamza (1996).

GCBF ¢ Vol. 13 ¢« No. 1 « 2018 # ISSN 1941-9589 ONLINE & ISSN 2168-0612 USB Flash Drive | 174



Global Conference on Business and Finance Proceedings ¢ Volume 13 ¢ Number 1 2018

EMPIRICAL FINDINGS AND CONCLUSION

Disclosure Levels

With respect to disclosure environment, KSE listed companies were categorized into regulated and
unregulated companies. Regulated companies are financial institutions which prepare their financial reports
in accordance with disclosure requirements of the AAOIFIs, and closely supervised by the Central Bank.
Unregulated companies are non-financial companies, which are not supervised by any regulatory authority
and do not have to prepare their financial reports according to certain requirements. However, some of them
adopt the IFRSs. The percentages of regulated and unregulated companies in the study sample were shown
in following table:

Table 2: Regulated and Unregulated Companies in the Study Sample

Sector Regulated Unregulated Total %
Number % Number %

Banks 19 73.08 - - 19 45.24
Insurance 7 26.92 - - 7 16.67
Commercial - - 2 12.50 2 04.76
Industrial - - 2 12.50 2 04.76
Agricultural - - 1 06.25 1 02.38
Communications - - 2 12.50 2 04.76
Financial services - - 5 31.25 5 11.90
Others - - 4 25.00 4 09.52
Total 26 100.0 16 100.0 42 100.0

Source: KSE Annual Report 2007.

This differentiation, according to two references of accounting practices in Sudan, made it difficult to assess
the disclosure quality of all listed companies by using a unified set of disclosure requirements. Therefore,
a wide disclosure index of 191 information items was designed with reference to the AAOIFIs, in addition
to 9 relevant studies done in similar developing countries, as stated above. These items were: contents of
annual reports (11 items), general information (18 items), accounting policies items (17 items), balance
sheet items (60 items), income statement items (40 items), and strategic information items (45 items). The
quality of corporate disclosure in published annual reports of Sudanese listed companies was measured on
three levels. First, overall disclosure level, for the whole sample, was measured. Second, disclosure level
of each company and sector was computed. Third, comparison of disclosure levels was made to check
similarities and variations among companies and sectors.

Disclosure levels were measured by the arithmetical mean (the average). Statistically, the mean is not a
robust measurement of central tendency, because it is greatly influenced by outliers, i.e., it may not
represent the middle. However, the effect of extreme values may be reduced by different signs of these
values, if the items are normally distributed, i.e., higher values offset lower values. High mean is an
indicator of better disclosure quality on an assumption that there is a positive relationship between
disclosure quantity and quality as stated by Botosan (1997).

For each company, the disclosure mean is the ratio of disclosed items to the total applicable items for that
company. For the whole companies, the mean of disclosure is the ratio of items disclosed by all companies
to the all applicable items for all companies. Table 3 displayed disclosure levels of the study sample.
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The table showed that the minimum disclosure score was 0.25, the maximum disclosure score was 0.73,
and the overall disclosure mean was 0.48. So, each company, on the average, disclosed half of its applicable
information.

The attitude of disclosure is clearer when it is taken on the basis of mandatory or voluntary disclosure. High
levels of mandatory disclosure reflect high compliance with disclosure requirements, while high levels of
voluntary disclosure reflects strong incentives for a company to provide, optionally, more information.
Dividing disclosure index items into mandatory and voluntary, according to requirements of the AAOIFIs,
the study constructed in Tabla 4.

Table 3: Disclosure Means of the Study Sample

No. Company Name Disc. Mean No. Company Name Disc. Mean
1 Sudatel 0.73 22 Sudanese Free Zones (SFZ) 0.51
2 Islamic Devt Cooperative Bank 0.69 23 General Insurance 0.51
3 Financial Investment Bank 0.63 24 Almohager for Investments 0.50
4 Sudanese French Bank 0.61 25 Assalama Insurance 0.50
5 Tadamon Islamic Bank 0.60 26 Almohager for Financial Services 0.50
6 Faisal Bank 0.59 27 The Blue Nile Insurance 0.50
7 Alsalam Bank 0.59 28 Elnilein Insurance 0.49
8 Omdurman National Bank 0.58 29 Watania Co-operative Insurance 0.47
9 United Capital Bank 0.57 30 The National Reinsurance 0.47
10 Bank of Khartoum 0.56 31 Modern Construction 0.46
11 Farmer Commercial Bank 0.56 32 The National Petroleum 0.46
12 Global 0.56 33 Alsaham for Financial Services 0.43
13 Emirates and Sudan Bank 0.56 34 Ivory Bank 0.42
14 Animal Resources Bank 0.56 35 Nile Cement Company 0.39
15 Alshamal Islamic Bank 0.55 36 Alhijra Exchange Co. Ltd 0.38
16 Islamic Development Company 0.55 37 Alrowad Financial Services Co. 0.38
17 Workers™ National Bank 0.54 38 Joba Insurance 0.36
18 Sudanese Islamic Bank 0.54 39 Alriy Alaam Press and Publishing 0.34
19 Saudi Sudanese Bank 0.54 40 Tala Investment Co. Ltd 0.32
20 Blue Nile Bank 0.53 41 Tagseet 0.30
21 Export Development Bank 0.52 42 Sud. Kuwaiti Road Transport 0.25

Overall disclosure mean 0.48

Source: Researcher Own Calculation.

Table 4: Disclosure Means of Mandatory and Voluntary Items

Disclosure Type Items to be Disclosed Disc. Mean Std. Dev.
Mandatory 98 0.73 0.36
Voluntary 93 0.22 0.28

Source: Researcher Own Calculations

The table showed that the degree of disclosing mandatory items was very high when compared with the
degree of disclosing voluntary items. The high degree of disclosing mandatory items might be a result of
high compliance of regulated companies, whereas its high standard deviation might be attributed to the high
degree of non-compliance by unregulated companies.

Since previous studies of accounting disclosure quality, in Sudan, had not provided an overall degree of
disclosure quality of Sudanese companies, it was not possible to compare the found degree of disclosure
quality (i.e., 48 %) with a local benchmark. Therefore, the found degree of disclosure quality of KSE listed
companies was compared with disclosure quality of some similar developing countries as shown by Table
5.

Under an assumption that countries with similar economic conditions might have comparable disclosure
quality, the researcher assessed disclosure quality of Sudanese listed companies by using disclosure levels
of the above- mentioned countries as references. Although comparisons may not reveal accurate results
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when they are made for observations taken at different times, they may give general indicators about a
topic, if not much changes have occurred, as assumed by the researcher.

Table (5) showed that disclosure levels in these countries were variable. Some countries had, relatively,
high levels of disclosing mandated items, while other countries had, relatively, low levels of disclosure.
Regarding the level of mandatory disclosure, the degree of disclosure by Sudanese listed companies (73 %)
was similar to that of Zimbabwe (74 %), but less than those of Saudi Arabia (89 %) and India (88 %).
Similarly, the degree of voluntary disclosure by Sudanese listed companies (22 %) was lower than those of
South Africa (30 %), Saudi Arabia (33 %) and India (25 %). However, the overall level of disclosure of
KSE listed companies (48 %) was better than those of Nigeria (38 %), Bangladesh (44 %) and Uganda (34
%).

Table 5: Disclosure Levels in Some Similar Countries

Author Studied Year Country Studied Items Disc. Mean
Firer and Meth 1984 South Africa Voluntary items 0.30
Wallace 1986 Nigeria All items 0.38
Owusu-Ansah 1998 Zimbabwe Mandatory items 0.74
Naser and Nuseibeh 2003 Saudi Arabia Mandatory items 0.89
Voluntary items 0.33
Akhtaruddine 2005 Bangladesh All items 0.44
Samuel 2005 Uganda All items 0.34
Hossain 2008 India Mandatory items 0.88
\oluntary items 0.25

Source: Literature Reviewed.

A disclosure degree of 48 % means that a company provides half of its information. Hence, a disclosure
mean of 48 % can not be considered high, but at the same time, is not low, especially, when compared with
disclosure levels of mentioned countries. Therefore, the study revealed that the quality of corporate
disclosure in annual reports of Sudanese listed companies is not low.

The degree of disclosure quality of Sudanese listed companies was achieved in the absence of stringent
mandatory disclosure requirements. Out of the 191 information items of the disclosure index, 93 items (49
%) were voluntarily provided items, i.e., KSE listed companies report under a very flexible disclosure
regime, e.g., whereas financial institutions, in Sudan, have to comply with disclosure standards of the
AAOIFIs, non-financial companies are not obliged to comply with certain disclosure requirements, which
means that those companies have a full right to formulate their disclosure strategies. Besides, the Sudanese
Companies Act 1925 has very poor disclosure requirements and KSE has not, yet, issued its own disclosure
or listing requirements.

Variations of Disclosure Levels

For variations in disclosure levels among companies and sectors, means, standard deviations and ranges of
disclosure levels of all companies and sectors were computed and compared. The research found different
levels of disclosure among companies; with a range of 48% (73% - 25%). Moreover, the difference in
disclosure means between the highest 5 companies (65 %) and the lowest 5 companies (31 %) was also
very high as shown by table 6.

Using the t-test to check the significance of variations among disclosure levels of these companies, it was
found that the t-value was 10.48 (i.e., P value > 2) and the variation was significant at the 0.05 level (see
appendix 2). This is an indicator of significant statistical variation of disclosure levels among companies.
This high variation can be seen more obviously by categorizing disclosure levels into subsequent sets, as
shown by table 7.
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Table 6: Disclosure Degree of 10 Selected Companies

The Highest 5 Companies The Lowest 5 Companies

Company Name Disc. Company Name Disc.
Sudatel 0.73 Joba Insurance 0.36
Islamic Devt. Cooperative Bank 0.69 Alriy Alaam Press and Publishing 0.34
Financial Investment Bank 0.63 Tala Investment 0.32
Sudanese French Bank 0.61 Tagseet 0.30
Tadamon Islamic Bank 0.60 Sudanese Kuwaiti Road Transport 0.25
Overall disclosure mean 0.65 Overall disclosure mean 0.31

Source: Table (3).

Table 7: Categories of Disclosure Quality

Category of Disclosure Number of Companies Percentage
<30 % 01 02.4

30 % < 40 % 07 16.6

40 % < 50 % 08 19.0

50 % < 60 % 22 52.4

60 % < 70 % 03 07.2
>70% 01 02.4

Total 42 100

Source: Table (3).

The table showed that disclosure levels of 22 companies were between 50 % and 60 %, whereas disclosure
levels of the rest fell in the extreme area (more than 60 % or less than 50 %). Thus, high differences in
accounting practices, among both companies of different sectors and within companies of the same sector
were reflected. Another feature of high level of variations in disclosure quality was that, while many
companies, optionally, adopt and implement the IFRSs, 6 listed companies had not issued audited financial
statements for the year 2007, and other 4 listed companies had not provided KSE with audited financial
statements for the same period.

Table 8 displayed disclosure levels of regulated (Reg.) and unregulated (Unreg.) companies. Regulated
companies are financial companies, whereas unregulated companies are non- financial companies.

Table 8: The Effect of Company Status on Disclosure Levels

Company Name Comp. Status  Disc. Mean  Company Name Comp. Status Disc. Mean
Sudatel Unreg. 0.73 SFz Unreg. 0.51
Islamic Devt. Co-operative Bank | Reg. 0.68 General Insurance Reg. 0.51
Financial Investment Bank Reg. 0.63 Almohager for Investments Unreg. 0.50
Sudanese French Bank Reg. 0.61 Assalama Insurance Reg. 0.50
Tadamon Islamic Bank Reg. 0.60 Almohager for Financial Services  Unreg. 0.50
Faisal Bank Reg. 0.59 The Blue Nile Insurance Reg. 0.50
Alsalam Bank Reg. 0.59 Elnilein Insurance Reg. 0.49
United Capital Bank Reg. 0.58 The National Reinsurance Reg. 0.47
Omdurman National Bank Reg. 0.58 Watania Co-operative Insurance Reg. 0.47
Global Unreg. 0.56 Alsaham for Financial Services Unreg. 0.43
Farmer Commercial Bank Reg. 0.56 The National Petroleum Unreg. 0.46
Emirates and Sudan Bank Reg. 0.56 Ivory Bank Reg. 0.42
Bank of Khartoum Reg. 0.56 Modern Construction Unreg. 0.46
Animal Resources Bank Reg. 0.56 Nile Cement Company Unreg. 0.39
Islamic Development Company Unreg. 0.55 Alrowad Financial Services Co. Unreg. 0.38
Alshamal Islamic Bank Reg. 0.55 Alhijra Exchange Co. Ltd Unreg. 0.38
Workers™ National Bank Reg. 0.54 Joba Insurance Reg. 0.36
Sudanese Islamic Bank Reg. 0.54 Alriy Alaam Press and Publishing ~ Unreg. 0.34
Saudi Sudanese Bank Reg. 0.54 Tala Investment Co. Ltd Unreg. 0.32
Blue Nile Bank Reg. 0.53 Tagseet Unreg. 0.30
Export Development Bank Reg. 0.52 Sud. Kuwaiti Road Transport Unreg. 0.25

Source: Table (3).
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From this table, it is clear that regulated companies showed better disclosure levels than unregulated
companies. This finding could be seen more clearly in table 9

Table 9: Disclosure Levels of Regulated and Unregulated Companies

Disclosure Mean Regulated Companies Unregulated Companies Total
No. of Companies Percentage No. of Companies Percentage
<20%

20 % < 30 % 1 06.25 1

30 % < 40 % 1 03.85 6 37.50 7

40 % <50 % 5 19.23 3 18.75 8

50 % < 60 % 17 65.38 5 31.25 22

60 % < 70 % 3 11.54 3
>70 % 0 1 06.25 1

Total 26 100.0 16 100.0 42

Source: Table (3).

Table 9 showed that 77 % of regulated companies had disclosure levels of more than 50 %, compared to
37 % of unregulated companies. Using the t-test to check the significance of variations between disclosure
levels of financial and non-financial companies, it was found that the t-value was 3.448 (i.e., P value > 2)
and the variation was significant at the 0.05 level (see appendix 3),i.e., variations of disclosure levels among
sectors was statistically significant. Moreover, Pearson correlation analysis showed that the coefficient of
correlation between disclosure level and company status (regulated or unregulated) was 0.603 at
significance levels of the 0.01 (see appendix 4), which indicates a strong positive correlation.

To test disclosure variations among sectors, disclosure means, standard deviations, ranges, maximum and
minimum disclosure degrees of each sector were calculated in Table 10.

Table 10: Disclosure Means by Sectors

Sector Number of  Minimum Maximum Range Disclosure Standard
Companies Disclosure Disclosure Mean Deviation
Banks 19 0.42 0.69 0.26 0.57 *
Insurance 07 0.36 0.51 0.15 0.47 *
Financial sector 26 0.36 0.69 0.37 0.54 *
Commercial 02 0.30 0.51 0.21 0.41 0.15
Industrial 02 0.39 0.46 0.07 0.42 *
Agricultural 01 0.32 0.32 - 0.32 -
Communications 02 0.34 0.73 0.39 0.53 0.28
Financial services 05 0.38 0.56 0.18 0.45 *
Others 04 0.25 0.55 0.30 0.44 0.13
Non-financial sector 16 0.25 0.73 0.48 0.44 0.12

Source: Table (3). * This symbol indicates a small value.

Banks sector had a disclosure mean of 57 % compared to 32 % disclosure mean of the agricultural sector.
Financial sector had a disclosure mean of 54 % compared to 44 % disclosure mean of non-financial sector.
Excluding communication sector which contained only two companies and, therefore, was influenced by
high disclosure of Sudatel, the insurance, commercial, industrial and financial sectors had disclosure means
between 41 % and 47 %. The difference between the disclosure mean of the highest sector (Banks sector)
and the lowest sector (Agricultural sector) was 25 %, which indicates a high degree of variation among
sectors. Within each sector, there were high differences of disclosure levels. The highest ranges were in the
communications sector (39 %) and the others sector (30 %). This reflects high differences in accounting
practices, among companies of different sectors and companies of the same sector.

Thus, the research revealed that the level of disclosure quality of Sudanese listed companies was variable.
Disclosure quality of published annual reports of KSE listed companies is characterized by wide variations
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among companies as well as among sectors. These variations reflect a high disagreement among companies
with regard to the size and depth of disclosure quality. Based on this proven high degree of variation of
accounting disclosure levels among sectors, the study accepted that the disclosure quality in annual reports
of Sudanese listed companies varied among various sectors of KSE.

These results of low disclosure and wide variation of disclosure practices among companies and industries
are consistent with findings of many studies. Examples of these studies are those of Cerf (1961), Stagna
(1976), Barrett (1976), McNally et al. (1982), Firer and Meth (1982), Chow and Wong-Boren (1987) ,
Wallace (1988), Cooke (1989) and Akhtaruddine (2005).
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DESIGN PRINCIPLES OF LONG-TERM PRODUCTION
PLANNING FOR COST-OPTIMIZED DEMAND
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ABSTRACT

Demand fluctuations represent a great challenge regarding the planning and design of production systems.
In order to maintain the continuity of high adherence to delivery dates and thus to ensure the
competitiveness, companies need to strive for the optimal matching between market demand and capacity.
For this purpose, measures of levelling and adjustment of load as well as capacity can be used. The
flexibility of capacities restricts the adjustment possibilities. Therefore, the scope of this paper is to analyses
load and capacity measures in terms of their interdependencies as well as possible measure combinations.
Furthermore, the deviation of design principles enables a pre-selection of suitable measure combinations.
In the end, the optimal choice is based on unit costs and facilitates a more specific analysis of the economic
consequences at different load situations. The overall goal is to provide a significant support to balance
production systems between productivity, flexibility and delivery reliability.

JEL CLASSIFICATION: L600
KEYWORDS: Fluctuating Demand, Capacity Planning, Production Design
INTRODUCTION

Numerous measures are in place to adjust production capacities to the changing load situations (see Figure
1). The aim is to minimize potential sales losses by making optimum use of existing capacities. The
requirements for measures that can be used in the event of fluctuations are cost-efficient and short-term
operational capability as well as reversibility (Schmidt and Nyhuis, 2016).

In industrial companies as well as in theory, different strategies can be found for the successful managing
of demand fluctuations (Wiendahl et al., 2002, Milberg and Reinhart, 1999). There are approaches, which
influence the purchasing behavior by incentive systems or self-induced fluctuations, for example by
machine failures, with the help of operational measures. The focus of this paper is the planning and control
of foreign-induced demand fluctuations in production. In the industry, it is common to take only a small
part of possible measures into account, and mainly those from the area of capacity adaption are used in a
reactive manner. However, the possibility of a capacity adaption, for example by introducing weekend
shifts or overtime, is limited. If the quantity of demand exceeds the capacity limits of the production system,
companies miss significant potentials in terms of logistics performance and costs. If a strategic and process-
oriented transformation of the production systems is not taken into account at an early stage, there is an
additional risk. The adaptations that are progressing in small steps will solidify existing structures even
more (Schmidt & Nyhuis, 2017). The expansion of the number of measures and the combination of various
measures to optimally respond to fluctuations in demand can help companies to maintain their delivery
reliability towards their customers at a high level, even under heavy load. At the same time, an analysis of
the economic impact of various combinations of measures makes it possible to save costs significantly.
Figure 2 schematically illustrates the difference between individual measures and combinations of
measures.
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Figure 1: Demand Fluctuation and Demand Shifts as Challenge of Production Planning

Figure 2: Potential of Measure Combinations in Response to Changes in Demand

The illustration shows that the adjustment using a single measure does not provide an adequate coordination
of load and capacity. Due to the reaction time of the measure, the load cannot be controlled at time t,
resulting in overcapacity and subsequent under-capacity in the further course of time. By implementing
combinations of measures, a more adequate capacity adjustment without under-capacity and with lower
overall overcapacity is possible. This low overcapacity is, however, usually to be aimed for in order to
provide a further limited room for manoeuvre and to be able to react to short-term disturbances. In order to
be able to coordinate the production system in complex capacity and load situations in this way, two types
of combinations are possible:

Horizontal combination
Vertical combination
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A combination of measures represents the introduction of at least two measures at the same time or with
overlapping operating periods. This means that there is at least one period in which more than one measure
is effective. The combination can consist of multiple execution of a single task, such as the hiring of two or
more permanent employees. Another possibility of the combination is to combine different measures, such
as hiring a permanent employee and purchasing a partially automated system. In the broader sense, a
combination of measures already exists if only one individual measure is introduced, since the production
system already has capacities that have been introduced in the past through measures. Deviated of the
production design fields Table 1 provides an overview about production logistical measures (Schmidt and
Nyhuis 2017). For this paper, it is assumed that a combination of measures is characterized by the targeted
use of several measures in order to react to a specific load situation or to act in terms of production design.

Table 1: Production Logistical Measures to Manage Demand Fluctuations (Schmidt and Nyhuis, 2017)
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When implementing a combination of measures, however, it must be borne in mind that the possible
combinations are limited or only economical in certain variations. For example, there are reciprocally
limiting restrictions on the implementation of technological and personnel measures (Corsten and
Gassinger, 2016). In order to take these restrictions and dependencies into account, the following approach
will be used to derive design principles that allow for a simple pre-selection of measures to be combined.

Approach of Design Principles

There are different paths of knowledge in science for acquiring principles or rules. A distinction can be
made between evaluation studies, descriptive and exploratory knowledge pathways (Ulrich and Hill, 1976,
Diekmann, 2008, Borchert et al., 2004). For an evaluation and descriptive study, there is a lack of
representative basics of description and data. Therefore, an exploratory path of knowledge is used in the
present work as an empirical hypothesis generation approach for the derivation of principles. The
explorative knowledge path is applied in unresearched areas and is mainly used for the generation of
hypotheses and subsequent verification. From already established general theories, observations or
hypotheses further ones are derived. These hypotheses are falsified or verified as true statements by an
initial investigation. Subsequently, these statements can be examined in further main studies (Diekmann,
2008) The variation of measures and combinations of measures and combinations still represents a sub-area
of capacity planning that is still little explored. Corsten and Gdssinger (2006) mentions limiting conditions
between human and technological capacity of capacities. According to Riebel (1954), the model of market
capacity is also extended to include usable capacity, as an intersection of the capacities of different design
fields of a production system (Schellmann, 2012). However, there are no statements as to what restrictions
and interdependencies exist in the combination of measures.

Figure 3: General Procedure for Deriving Principles

Deduction is used as a method for deriving the special from the general context (Borchert et al., 2004). For
this purpose, the existing production theory according to Gutenberg is examined and derived from these
hypotheses or bundles of hypotheses as an extended theory. Since the hypotheses represent existential
statements, which are to be verified in an empirical procedure. (Borchert et al., 2004, Lang, 2017). In the
case of verification, for example using appropriate examples, the statements of existence are valid within
the framework described (Lang, 2017). The existential statements made serve as laws of the measures and
combinations of measures. Figure 3 shows the described, applied procedure in a qualitative way.
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Certain basic requirements are considered to be fully met when implementing the measures and
combinations. On the one hand, these are the cost-effectiveness of the combination of measures. This means
that the measures or combination of measures must have an effect that is geared to the objective and must
bring about an adequate change. The feasibility of the measures must also be ensured. The monetary,
organizational, logistical, personnel and technical means and conditions for implementation must be in
place. As an example, the extension of the number of shifts in a basic state of the not yet fully continuous
shift system can be cited. If a fully continuous layer system is already in place, no additional layer can be
introduced, as this would theoretically overlap each other. In order to acquire manual to fully automated
systems, the space required for placing these plants must also be available or, in the case of outsourced
quantities, there must be an external company that can adequately take over the processes. Table 2
summarizes the derived general design principles of production.

Table 2: Design Principles for Reducing the Planning Complexity of Combinations of Measures

Cost-Optimizing Approach

The economic effects of the combinations of measures are assessed by changing the unit costs. These are
calculated by the sum of product-specific material input costs and variable costs, consisting of operating,
adjustment and imputed costs. In principle, the unit costs of the individual measures are calculated on the
basis of their respective operating times during the observed load situation. The unit costs of the measure
combination are then calculated using a moving average based on the respective shares of the measures in
the total throughput. To calculate minimal unit costs of each measure combination equation 1 can be
implemented in an optimization algorithm.
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_ Kstiick, schicht * Dschicht,B + Kstiick, Linie * DLinie,8 + Kstick, 0 * Dou.s + Kstick, Bu * Pau,g+Kiager,B

KStUCk’ ges™ Dschicht,s * DLinie,s * Dgus * Daus

D

Kstiick, ges Resulting unit costs of the measure combination

Kstuck, schicht: Unit costs by choice of shift model

Kstick Linie- Unit costs by varying the number of lines

Kstick, cU- Unit costs when using flexible overtime

Kstick, U Unit costs for the use of paid overtime hours

Kiager,B: Storage costs due to overproduction

Dmp: Throughput of the individual measures over the duration of loading

To consider the effects of the measures, it is not necessary to take into account the material input costs,
since they are fixed costs. Due to the less complex equation and its inherent formulas, it is possible to
calculate the unit costs quickly after the coordination measures have been applied. By varying individual
cost components, the effects of the measures can also be recognized immediately. By implementing the
optimization approach in a software tool, it is possible to evaluate the combinations of measures in different
stress situations very well. By varying individual components, it is possible to determine the direct effects
on the basis of a change in unit costs. Furthermore, it is also possible to quantify the influence of the lead-
time economically. The lead-time of the exposure situation defines the point in time from which a reactivity
through coordination measures is possible. In the case of seasonal fluctuations in demand, it is generally
possible to forecast the exposure situation well or very well. Changing trends or demand shifts must be
taken into account by additional qualitative estimates. Indirectly, the need for high forecasting quality can
thus be quantified.

CONCLUDING COMMENTS

The application of design principles facilitates access to the extensive catalogue of measures and the
consideration of inherent interactions. The subsequent integration of the principles into a software tool is
intended to provide the greatest possible user-friendliness in the future and to calculate the cost-optimal
combination of measures. The latter help the user to gain an overview of the effectiveness of the various
measures and to identify optimization potential.

Figure 4: Outlook of a Systematic Production Planning to Manage Demand Fluctuations
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Overall, the approach described here reduces the complexity of the interrelationships between the various
measures to a minimum. In this way, companies are shown alternative ways of responding to changes in
demand, which can lead to significant cost savings. The low complexity of the optimization's cost rates
enables a rapid approximation of the economic effects of the individual measure combinations. Initial
studies have shown that the numerous interdependencies between the measures also lead to a strong
branching of the cost rates. Depending on the selected combination of measures, individual cost rates have
a greater or lesser impact on the resulting unit costs. These effects are currently being studied further and
will finally be integrated into a planning system for production planning and design (see Figure 4).
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INFLUENTIAL FACTORS WHEN DESIGNING AND
EVALUATING ASSEMBLY SYSTEMS

Vivian K. Bellmann, Leibniz Universitdt Hannover
Peter Nyhuis, Leibniz Universitat Hannover

ABSTRACT

The assembly is an important part of the value-adding chain in manufacturing enterprises. The change
from a seller’s to buyer’s market along with the related manifold of variants continually confronts
enterprises with a question: How should their assemblies deal with these challenges in order to operate
competitively and productively, while still keeping the needs of workers in mind. Maintaining performance
capabilities and readiness is becoming increasingly central especially against the background of the
changing demographics. In the meantime, due to the number of factors that influence assembly systems,
planning them is becoming progressively complex. It is becoming more difficult for enterprises to evaluate
their assembly systems and to make adequate decisions regarding how to develop them in the future. One
of the critical components of this planning process is selecting a suitable organizational form for the
assembly. Existing planning and analysis methods generally only include a minimal number of influential
factors. They also frequently do not consider the interactions between these factors and their impact on
specific objectives. As a result of this deficit information, enterprises can select an organizational form for
their assembly systems, which does not fit the given conditions. The aim of this contribution is to introduce
existing approaches to planning and analyzing assembly systems and to indicate future research needs.

JEL: L23
KEYWORDS: Assembly Systems, Manufacturing Process, Multiproduct Production, Productivity
INTRODUCTION

The organization of assemblies is traditionally divided into four different forms, based on the degree they
allow products and personnel to move (Lotter, 2012). Throughout site assembly, product and personnel do
not move and remain stationary. The products which are manufactured in group assembly also stay
stationary, but the personnel changes its workstation according to a given schedule. Stationary working
personnel and a moving product characterize an assembly line production (flow principle). The fourth
organizational form is known as one-piece-flow. Here, product and personnel move synchronously.
Particularly in the industry, hybrid forms are also found. Deciding how to organize the assembly is part of
the complex process of planning an assembly system and is focused on the enterprise's goals. During this
process, a multitude of influential factors has to be taken into account.

In this context, objectives such as high productivity, high flexibility, low operation costs or short throughput
times refer to the targeted developments and states, on which the selection and planning of the assembly
system is oriented. A system variant is selected when, compared to other variants, it demonstrates a higher
degree of attaining the objectives. Frequently this decision-making process is based on an economic
analysis. Influential factors such as variant diversity, employee qualification or batch size refer to
parameters that impact the pursued objectives. Usual, there can be a number of factors that influence a
single objective and there can be interactions among them. EXisting approaches to selecting and planning
assembly systems generally follow a multistage system (Bullinger, 1986; Merz, 1987; Deutschlander, 1989;
Hartel und Lotter, 2012; Weidner, 2014). Usually, in the first step, the objectives for planning the assembly
system are defined. The individually selected objectives are then weighted according to relevance and serve
as the basis for the planning process. Economic analyses and cost-benefit analyses tend to be used for the
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final analysis and for selecting possible assembly system alternatives. With these methods, existing
interactions between the influential factors and objectives are only considered minimally when selecting
the assembly’s organization form. The focus is often performance-oriented (e.g. overall equipment
effectiveness (OEE)) and neglects other objectives (e.g. ergonomics) (Hegenscheidt, 2003). Moreover,
these approaches primarily focus on the planning and analysis of assembly systems with already determined
organizational forms (e.g., according to the flow principle); their differentiated consideration of alternative
organizational forms is thus insufficient. In this contribution, we will first describe existing approaches to
plan and analyze assembly systems. Following that, we will briefly introduce factors that influence the
selection of the assembly organization and which indicate the need for further research.

Planning Approaches for Assembly Systems

The REFA planning system (Hartel and Lotter, 2012) is a set of guidelines for planning complex production
systems and is thus also suitable for planning assembly systems. It is divided into six phases, each of which
ends with a decision about the further course of action. Based on the analysis of the initial situation and the
concretization of planning tasks, the production system is roughly planned. The solution variants developed
here are then evaluated and the selected variant is subsequently particularized in a detailed plan. Following
that the system is installed and put into operation. Figure 1 shows a method developed by Bullinger et al.
(1986) which focuses on the planning of assembly systems and consists of six different planning stages. In
the first stage, planning data is analyzed and initial standardized solutions are developed for the assembly
systems from the derived planning goals. The second stage focuses on the product structure and determining
planned times for the individual operations. Based on these results, the standardized solutions are
particularized and expanded to include suitable organization forms for the assembly as well as fitting
concepts for supply materials, in the third stage. Also in this stage, the initial layout is planned and the
assembly costs are calculated. In stage four, the assembly system is developed in detail: the required
equipment is selected and the layout is more clearly specified. Stages one through four each contain an
economic analysis, followed by an evaluation of the results generated in each stage. In stages five and six,
the assembly system is then implemented and put into operation.

Hartel and Lotter’s system (2012) also focuses on the planning and evaluation of assembly systems but is
divided into eleven steps. In the first four steps, the product and its properties are systematically analyzed.
Among other things, this includes determining its handling properties and joining sequences as well as a
detailed functional analysis in which the times for the individual assembly steps are determined. From there,
the required cycle times are calculated. The method implies that the product has to be passed from one
workplace to the next and that individual workplaces are linked with one another. This applies especially
to assemblies organized according to the flow principle. Forms of assembly organization are thus not
evaluated with this method. Once cycle times are established, the layout is planned and personnel
requirements and availability are determined. The results from the preceding steps are then transferred to a
specification sheet. In the final steps, investment costs are calculated. This serves as the foundation for
subsequently evaluating and selecting an assembly system based on the costs per assembly piece.

Further planning systems with similar structures and sequences to the described methods can be found in
literature (Deutschlander, 1989; Eversheim, 2012; Merz, 1987). All of the approaches use analysis and
evaluation methods to support decision-making processes. Frequently, decisions are made in consideration
of monetary objectives (e.g., calculating investment, assembly piece or processing costs). However, non-
monetary evaluation methods are also drawn upon in preparation to make decisions (e.g., analyzing cost-
benefits, technology or flexibility). The abovementioned planning systems generally do not indicate which
analysis or evaluation method should be used to support the decision-making process. Moreover, the
analysis and evaluation is usually conducted manually. Weidner (2014) thus developed a software-based
concept for planning and evaluating assembly systems. In consideration of criteria specified by users as
well as various input data (e.g., component, element or assembly group spectrums) it automatically
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determines efficient and productive assembly systems. It is based on a multi-criteria evaluation system that
integrates economical, technological, social and ecological factors. It is also possible to manually select
different organizational forms. However, a detailed description of correlations between these influential
factors and specific objectives in order to create a basis for selecting a suitable organizational form is still
missing.

Figure 1: Method for Planning Assembly Systems (Bullinger et al., 1986)

1 Conception phase

analyzing data, deriving planning goals, developing initial
solutions, calculating assembly costs

¥

structuring the assembly process, determining planned times for
individual operations, evaluating work content

3 Designing phase |

Selecting organization form and concept forsupply material,
planningthe layout, calculating assembly costs

4 Specification phase I

selecting equipment, controlling planning results,
specifyingthe layout

2 Planningphase

5 Realization phase l

procuring selected equipment, planning of personnel
deployment, putting assembly system into operation

6 Operation phase
controlling operations, continuously improving the assembly
system

figure 1 shows a method for planning assembly systems according to bullinger et al. (1986). after each phase, a decision-making process on how
to continue takes place. most of the existing approaches have a similar structure, meanwhile using software applications for the decision-making
process.

Correlation between Influential Factors and Objectives

All described methods exhibit strong similarities in regards to the general procedure for planning and
evaluating assembly systems. In particular, all of the methods usually select the assembly organizational
form based on qualitatively considering the various influential factors. In most cases these influential factors
only describe products and their properties (space requirements, product weight or number of produced
goods). There is barely any further consideration of influential factors and the a quantitatively description
of the correlations between influential factors and objectives is completely missing. In order to evaluate an
assembly organization, all of the factors that possibly influence the assembly organization need to be
collected and described. Figure 2 shows influential factors on the assembly organization. This includes
factors related to product, technology, customers/market and personnel.
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Figure 2: Factors Influencing the Assembly Organization (Bullinger, 1986; Weidner, 2014; Wiendahl,
2014)
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Figure 2 shows factors that influence an assembly organization. These influential factors can also influence each other. To choose a suitable
assembly organization form, it is crucial to know how objectives act in different organizational forms while influential factors change.

In addition to the abovementioned examples, the product category also includes the number of product
variants as well as assembly times. These two factors are also closely linked. Thus an increasing number of
variants can cause strong fluctuations in the respective times required for assembly. In an assembly line
production, these influences can, for example, lead to idle times and a loss of productivity. Given such
circumstances, it might be more productive to use a different assembly organizational form. These break-
even points will be analyzed and quantified within the frame of existing research efforts. Especially for
assembly line production systems, there already exists a wide range of approaches analyzing quantitatively
the performance of the assembly organization while different influential factors change. Those approaches
mainly focus on economical, logistical or performance-oriented objectives such as overall costs, throughput
time or OEE. Additionally, there are approaches that identify quantitative criteria to evaluate whether a
product is suitable for an assembly line production by focusing on production quantity, throughput time
and demand variance (e.g. Friedel, 2017).

To sum up, a holistic analyzation of influential factors, the interactions among them and their effects on
different objectives for other organizational forms of assembly is still missing. Therefore, research aims to
analyze these causal relationships quantitatively. Based on the identified correlations between the individual
influential factors and their impact on specific objectives, a method will be developed that will allow
enterprises to comprehensively evaluate assembly organizational forms and including the results in their
decision-making process designing and evaluating their assembly systems.
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CONCLUDING COMMENTS

This paper demonstrates that existing methods for planning and evaluating assembly systems do not
facilitate systematically selecting assembly organization forms. Instead, the selection is generally only
oriented on product characteristics, whereby the size and complexity of the product, as well as the
production volume, play a key role in the decision. Further influential factors are, in the best case, only
considered qualitatively. However, since the organizational form is decisive in the economic analysis of an
assembly system (e.g., costs for required equipment), the correlations between further influential factors
and objectives will also be quantitatively described and integrated into a comprehensive evaluation system.
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JOHN’S BAPTIST CHURCH: A CASE STUDY

Kevin L. Kemerer, Barry University
Noora A. Alsalmi, Barry University

ABSTRACT

This case study requires students to prepare the financial statements and accompanying notes that are
required of a non-governmental, non-profit entity using QuickBooks generated reports and additional
information that is provided for a church called John’s Baptist Church. The case is based upon real world
data and reports generated from QuickBooks providing a more realistic experience in preparing financial
statements. Accounting for insurance proceeds related to damages to one of its buildings adds complexity
to the case.

JEL: M410
KEYWORDS: Church, Non-profit, Accounting, Financial Statements
INTRODUCTION

This case study is based upon a real world data and reports for a Baptist church providing an opportunity
for the student to more fully experience the process of preparing the financial statements and accompanying
notes that are required of a non-governmental, non-profit entity. John’s Baptist Church (referred to as “the
Church”) experienced an unusual event in 2015 when the ceiling of its sanctuary collapsed. As a result of
the collapse the Church began having services held in its “family activity center” (FAC) which houses a
full sized basketball court. The Church filed an insurance claim for business interruption and for the
replacement cost of the damaged ceiling. Meanwhile the church continued to hold services in the FAC
throughout 2016 while the sanctuary ceiling was being repaired. The next section of the case will provide
background and information necessary to fulfill the requirements of the case that are detailed in the final
section of the case.

Case Information

John’s Baptist Church, founded in the 1950s, is a 501(c)(3), nonprofit organization. The Church’s mission
is based on spreading the news of the Gospel as Jesus commanded in the Great Commission found in
Matthew 28: 16-20. In following GAAP the Church utilizes the accrual basis of accounting. Contributions
usually are not restricted by the donors but the Church does receive some contributions that are temporarily
restricted for specific uses such a classroom renovations or for benevolences.

In accounting for current assets the Church uses the standard definition of cash equivalents, identifying any
investments with an original maturity of three months or less to be equivalent to cash. The Church’s cash,
totaling over $1,750,000 at December 31, 2016 were in accounts for which only $250,000 was covered by
the FDIC. Nonetheless, management did not believe they exposed to any significant credit risk in
association with its cash balances. The Church’s accounts receivables typically arise from facilities rentals
such as the gym or parking lot and after school, teacher workday or summer camps. Although most
receivables are usually collected the Church does use the allowance method of accounting for bad debts
and makes a provision for uncollectible accounts.

Property and equipment are recorded at cost unless donated in which case they are recorded at fair value.
Buildings and building improvements are depreciated over estimated useful lives ranging from 10 to 40
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years and equipment over periods of 3-10 years depending upon the asset. The Church does lease some
equipment which is accounted for appropriately as an operating lease with annual payments of $32,700
occurring during 2017 and the following four years. Payments after the year 2021 are expected to total
$2,725. Because of reporting requirements in the by-laws that mandate quarterly comparisons of actual
expenditures to budgeted expenditures acquisitions of long-term assets are recorded as expenses and
charged to the appropriate ministry accounts then another journal entry is made to record the asset
acquisition and is offset with an account called capital expenditures. At year end the accountant closes the
capital expenditures against the expenses recorded for asset acquisition leaving only the asset on the books.

Financial instruments are carried at fair value.

Net assets released from restrictions amounted to $54,892 of which $42,468 was for programs and the
remainder was for general and administrative purposes.

The Church received approximately $1,868,000 in insurance proceeds in connection to the ceiling collapse.
The church recorded the proceeds as deferred revenue. The Church recognizes amounts spent to make
repairs as earned.

The Church has a defined benefit plan in which most employees participate. During the year the Church
contributed approximately $33,000 into the plan.

QuickBooks is to for recordkeeping and a detailed statement of activities for the year ended December 31,
2016 and comparable statements of financial position at December 31 2015 and 2016 generated using the
software have been exported into an Excel spreadsheet which can be downloaded at
https://kkemerer.wixsite.com/johnsbaptistchurch.

Case Requirements

Prepare a complete set of financial statements required for John’s Baptist Church and the accompanying
notes to the financial statements for the year ending December 31, 2016. The complete set of financial
statements should include:

Statement of Financial Position;

Statement of Activities;

Statement of Cash Flows.

Prepare the accompanying notes for John’s Baptist Church. The notes should include:

Nature of the Organization and Significant Accounting Policies

Accounts Receivables

Property and Equipment

Restrictions on Assets

Concentrations of Credit Risk

Insurance Proceeds

Retirement Plan

Commitments and Contingencies

CONCLUSION

The teacher’s solution is available by contacting the authors at kkemerer@barry.edu.

GCBF ¢ Vol. 13 ¢« No. 1 « 2018 # ISSN 1941-9589 ONLINE & ISSN 2168-0612 USB Flash Drive | 195



Global Conference on Business and Finance Proceedings ¢ Volume 13 ¢ Number 1 2018

ACKNOWLEDGEMENT
Any errors are our own.

BIOGRAPHY

Dr. Kevin L. Kemerer is an Associate Professor of Accounting at Barry University. He can be contacted at:
Andreas School of Business, 11300 NE Second Avenue, Miami Shores,

Noora A. Alsalmi is a Master of Science in Accounting candidate at Barry University. She can be contacted
at: Andreas School of Business, 11300 NE Second Avenue, Miami Shores,

GCBF ¢ Vol. 13 ¢« No. 1 « 2018 # ISSN 1941-9589 ONLINE & ISSN 2168-0612 USB Flash Drive | 196



Global Conference on Business and Finance Proceedings ¢ Volume 13 ¢ Number 1 | 2018

HOW TO CREATE RESEARCH INVENTIONS BY THE
COMBINATION OF MULTIPLE THEORIES AND
CONCEPTS: AN IMPLICATION FROM DEVELOPING A
NEW MATHEMATICAL MODEL FOR CORPORATE
ALLIANCES

Satoshi Tomita, Rikkyo University

ABSTRACT

A mathematical model to express the mutual complementary relationship between two companies during
the matching phase in a corporate alliance was developed recently. The model made possible the
computational expression of the relationship as a value. The developers applied the methodology of
modeling in cyber informatics of computer science to the research of corporate alliances. Additionally, the
developers combined the theoretical framework of Resource Based View (RBV) with the concept of flow in
physics and the concept of Give and Take in psychological science. The combination of these theories and
concepts lead to the successful construction of a brand new mathematical model. The model was
implemented by programmatic means, which proved its validity. In this way, the combination of multiple
theories and concepts has proven to be the key factor for creating new inventions in management studies.
These days, research activities including the management field are becoming progressively mature, much
more segmented, and increasingly specific. As a result of this, researchers tend to concentrate only on
single theories, frameworks or disciplines. This trend obstructs the creation of new inventions in
management studies. This paper asserts that the combination of multiple theories and concepts by
importing them from other different scientific fields is significantly important and useful, and is a key to
success for innovation in research activities.

JEL: C60

KEYWORDS: Mathematical Model, Corporate Alliance, Resource Based View (RBV), Combination
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INTRODUCTION

This paper defines a corporate alliance as “The state in which two or more companies are independent,
in order to develop new business or expand existing business by the exchange of complementary
management resources provided to each company regardless of the presence or absence of a binding
contract or capital relationship, with continued cooperation, to share the outcome.” This definition is
originally from Yoshino and Rangan (1995), which is the first comprehensive study on the different
types, classes and definition of corporate alliances.

A new mathematical model of mutually complementary for corporate alliances was proposed by
Tomita and Takefuji (2015, 2016a, 2016b, 2016¢, 2016d) and Tomita (2017). The mechanism of the
formation in the matching phase of a corporate alliance between two companies can be implemented
programmatically and computed as a value. In the development of the model, the combination of
Resource Based View (RBV), the concept of flow in physics and the theory of Give and Take in
human relations of psychology served as the main theory framework.
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In the model, the success of a corporate alliance between two companies is increasingly more probable as
the mutual complementary relationship, which is the exchange of strengths and weaknesses of each
company, becomes increasingly stronger. The model has been constructed making use of a one-
dimensional matrix, bipolar vector, and a distance from the maximum point on a two-dimensional map.

The process of development of the model in this paper is used as a case study. This paper asserts that the
combination of multiple theories and concepts by importing them from other different scientific fields is
significantly important and useful, and is a key to success for innovation in research activities

LITERATURE REVIEW

In relation to prior research on corporate alliances between two companies, the theoretical background was
presented by Yasuda (2003, 2006, 2010, 2016). This theory relies primarily on Resource-Based Theory.

Research on Resource Base View (RBV) has been performed in the alliance research from viewpoints
including resource characteristics, alliance type, risk management in Das and Teng (1998) and Das and
Teng (2000). In Lavie (2006), emphasis is placed on the relationship rather than the establishment of
resources. As a genealogy of business science in alliance research, the fundamental theory used as the
starting point is Resource-Based View (RBV) as presented by Wernerfelt (1984) and Barney (1991).

As a development, Yasuda (2003, 2006, 2010, 2016) presents the idea that “An alliance is the exchange of
management resources" as a new analytical approach to research on strategic alliances. Yasuda (2003, 2006,
2010, 2016) defines the resources owned by companies in a simplified manner as the five management
resources of (1) technical resources, (2) human resources, (3) production capacity, (4) sales force, and (5)
capital resources. It concludes that an alliance is the exchange of these five management resources.

In Tomita and Takefuji (2015, 2016a, 2016b, 2016¢, 2016d) and Tomita (2017), the source of the
competitive advantage of a company depends on internal management resources of the company, so in
order to grasp the concept of an alliance being to acquire management resources, the main theoretical
framework used for alliance research was resource based theory.

However, in these previous studies, there existed no mathematical model that expressed the relationship
between the assumed candidate companies. For example, in Mitsuhashi and Greve (2009) research dealing
with the matching stage of the alliance had not yet established a mathematical model. There was a
mathematical matching model in the field of market design by Roth (2015), but it was not targeted for inter-
corporate alliances.

Tomita and Takefuji (2015, 2016a, 2016b, 2016d) had for the first time in that area become the "white
space" in this field of research by constructing a mutually complementary mathematical model expressing
the relationship in an intercorporate alliance between companies during the matching phase. In Tomita and
Takefuji (2016c¢) and Tomita (2017), additional mathematical models of mutual complementary, additive
and synergistic alliances were proposed.

The results of the extensive research in academic papers in the field of psychology by Schaufeli (2006)
reveal that it is the claim of over 8,000 professionals (teachers, doctors, nurses, police, prisoner security,
social workers, mental disability workers) that the breakdown of the balance of Give and Take is the main
cause of burnout. That is, when a relationship is too far imbalanced or mismatched, it results in a Give and
Take imbalance or otherwise lopsided or unfair situation for one party or the other, which in turn causes a
breakdown in the relationship, known as burnout. In the scope of this paper, the imbalance and resulting
burnout occurs when the gap between rewards and cost is too great.
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From this, we have taken the concepts of the social exchange theory of Give and Take as it pertains to
personal relationships and used it in this study to construct a mathematical model for corporate alliances.
Tomita and Takefuji (2016d) and Tomita (2017) incorporate the idea of social exchange theory of Give and
Take, which has been studied in personal relationships, into the study of building a mathematical model of
the alliance.

Schumpeter (1912) said new knowledge is created by new combinations of already existing knowledge.
This is prior important literature for this research.

OUTLINE OF PROPOSED MATHEMATICAL MODEL

Summary of the Mutually Complementary Mathematical Model for Corporate Alliances

In the idea of a mutually complementary alliance model, the strengths of company B will complement
the weaknesses of company A, and vice versa. It then becomes fundamental for the strengths of
company A to complement the weaknesses of company B. If the complements from one of the
companies or both are small, the mutually complementary strength will also be small, but if both
companies are committed to complementing the strengths and weaknesses of each other, they will
more strongly complement each other. That is, a mutually complementary alliance is considered to
be a bipolar model based on the mutually attracting forces between twocompanies.

Regarding the proposed mutual complementary mathematical model in Tomita and Takefuji (2015,
2016a, 2016b, 2016¢, 2016d) and Tomita (2017), there will be an outline provided. In this paper, even
though there will be explanations of the physical concept of flow and Give and Take as used in
interpersonal relationships, prior to these explanations there will be an outline of the mutual
complementary mathematical model.

In the idea of a mutually complementary alliance model, the strengths of company A will complement
the weaknesses of company B, and vice versa. It then becomes fundamental for the strengths of
company B to complement the weaknesses of company A. If the complements from one of the
companies or both are small, the mutually complementary strength will also be small. Conversely, if
the complements from one company or both are large, the mutually complementary strength will be
large. That is, the mutually complementary relationship in a corporate alliance is a bipolar model based
on the mutually attracting forces between two companies.

Utilizing a One-Dimensional Matrix and Bipolar Vector to Express the Strengths and Weaknesses
between Two Companies

The strengths and weaknesses of companies A and B can be expressed as a one-dimensional matrix of
eight characteristics representing management resources, each graded with values between 1 and 5.
The eight characteristics are mainly based on management resources. Also, the integer values represent
the score evaluating the strength and weakness of these characteristics for each company.

As an example, consider the two following companies,

Company A a
Company B b

From the above, the result “c” can be shown by subtracting the values of each of the characteristics of
Company B from Company A in order to get a directional bipolar vector with values for each
characteristic ranging from 0 to 4 (positive or negative). That is to say, we can express the mutually
complementary relationship between two companies as a bipolar vector.

GCBF ¢ Vol. 13 ¢« No. 1 « 2018 # ISSN 1941-9589 ONLINE & ISSN 2168-0612 USB Flash Drive | 199



Global Conference on Business and Finance Proceedings ¢ Volume 13 ¢ Number 1 2018

Company A — Company B
c=ab=(4423-1-2-10,73)

Summation of Plus and Minus Bipolar Vectors (Positive and Negative Integers)

As an example, in companies A and B mentioned previously, the value expressing the provided
strengths from company A to company B is the summation of positive integers (plus’ bipolar vector):

4+3+3=10

This number (10) shows the strengths of company A that complement the weaknesses of company B.
Conversely, taking the summation of negative integers (minus’ bipolar vector):

4+ () +(-2)+(-1)=-8

This number (-8) shows the strengths of company B that complement the weaknesses of company A.
The two numbers (10, -8) show the mutually complementary relationship between company A and
company B.

The Relationship Strength Mathematically Expressed as the Distance from the Maximum Point

The strengths of the mutually complimentary distance are expressed by measuring the distance from
the largest mutually complimentary point of strength.

Namely, in regards to the bipolar vector of the length from 0 to 4 of the eight characteristics, the
maximum mutually complementary value determined from taking two sets of half the number of
characteristics (4) with a maximum length of 4 for each, which is the longest possible bipolar vector
bilaterally.

(8 characteristics / 2) * Maximum length of 4 = (16, -16) The distance (d) between two points is
calculated as follows:

The maximum value of the mutually complementary strength of (16,-16) is shown as the distance from
(0,-0) to (16, -16), which is named the maximum point.

The model expresses the strength of the mutually complementary relationship between two companies
as a distance from the maximum pointmathematically.

When the distance from the maximum point is small, it indicates that the mutually complementary
strength is strong. Since it is simpler to subtract from larger numbers, we have inverted the magnitudes
of the values.

For example, with a mutually complementary strength of (10, -8) for companies A and B, it is possible
to calculate the distance from (16, -16) by means of subtraction from the maximum value as shown in
Figure 1 below.
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Figure 1. Mathematical Expression by the distance from the maximum point.
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This figure shows the example representing the mutually complementary strength of two companies by the distance from the maximum value of the
mutually complementary strength. In case of 8 characteristics, the maximum value of the mutually complementary strength is (16,-16) and the point

presenting the mutually complementary strength of Company A and Company B is (9,-8).

Mutually Complementary Strength and the Related Coefficient as a Value

The mutually complementary strength derived and explained above can be expressed by the following

formula:

In the above formula, len(c) is the number of characteristics, plus=X (positive integers), and minus=X

(negative integers).

When this value is normalized to a value between zero and one it becomes easier to handle. The relative
mutually complementary strength can be calculated from the following formula, and is here forth
defined as the mutually complementary strength coefficient.

GCBF ¢ Vol. 13 ¢« No. 1 « 2018 # ISSN 1941-9589 ONLINE & ISSN 2168-0612 USB Flash Drive | 201



Global Conference on Business and Finance Proceedings ¢ Volume 13 ¢ Number 1 2018

In the above formula, len(c) is the number of characteristics, plus=Z (positive integers), and minus=%
(negative integers).

Import of the Concept of Give and Take - Explanation by Flow Intensity and Flow Balance

In the previous sections, the outline of this mutual complementary mathematical model proposed by
Tomita and Takefuji (2015, 2016a, 2016b, 2016c¢). In their papers, the model was simply explained by
the spin glass model of magnetic force. Furthermore, in Tomita and Takefuji (2016d) and Tomita
(2017), the concept of flow in physics and Give and Take in psychological science are incorporated
into the construction of the model as backgrounds of the theoretical concept. That is to say, the two
terms of flow intensity and flow balance were used to strengthen the framework of the model. In this
way, flow intensity was originally used in physics involving electricity and magnets. Also, flow
balance was originally used for interpersonal relationships of give and take. That is to say, reward and
cost between two people. Tomita and Takefuji (2016d) and Tomita (2017) imported these two
concepts from other science fields.

The provision of strengths from Company A to Company B is the “Give”, and received resources to
supplement the weaknesses becomes the “Take”. This also applies in reverse the same way.

If the strengths offered (Give) from one or both companies is large and complement (Take) for the
weaknesses from the alliance partner is large, the mutually complementary relationship will become
stronger. If we were to explain this with the concept of flow intensity, we would say that the flow
intensity is strong when mutually complementary relationships are strong. That is to say, when the
exchange between Give and Take is large. When the mutually complementing strength is weak, we
state that the flow intensity is weak.

In this mutually complement model, the stronger the flow intensity, the more likely the alliance is to
be successful.

However, based on the idea of Give & Take, if the relationship consists only of Gives from one
company to another, the relationship will result in burnout. In other words, using another concept, it
is necessary to consider flow balance, and it is important to consider the balance of the Gives and
Takes between the two companies.

In the mutually complement model, when there are bipolar vectors of plus and minus, that is, when
the Gives and Takes are bidirectional, the flow balance is maintained and the alliance is more likely
to be successful.

In this way, we can explain that in the mutually complementary model of an alliance using flow
intensity and flow balance, in intercorporate alliances if the flow intensities of mutually
complementary strengths and weaknesses are strong and the flow balance is maintained, and the
alliance is more likely to be successful. If we explain this using the concept of flow intensity and flow
balance the maximum mutual complementary strength relationship state is that in which the state of
maximum flow intensity and flow balance is maintained evenly.
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Figure 2: Flow Intensity and Flow Balance between Companies A and B
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This figure illustrates the complimentary relationship between Companies A and B by flow intensity and flow balance as new concepts.
As explained in Figure 2, when both plus and minus bipolar vectors are present, the provided strengths

(Give) and compensated weaknesses (Take) exist, there is flow intensity and the flow balance is
maintained, the alliance can be successful.

Unsuccessful Pattern 1: No Balancing (One-Sided Relationship)

Company A is scored in every characteristic, which are all larger than those of Company B. In this
case, Company A is only providing resources to Company B unilaterally with no balancing. In other
words, there are only plus’ bipolar vectors from Company A to B, making it one-sided. Since there is
no appeal for Company B to Company A, in this case the corporate alliance cannot be successful.
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Conversely, in the case where the scores for Company B are all larger than those of company A, Company
B is only providing strengths to Company A unilaterally. With only minus’ bipolar vectors, the
relationship is one-sided, and because there is no appeal for Company A to Company B, in this case
the corporate alliance cannot be successful.

Unsuccessful Pattern 2: No Intensity (Identical Strengths and Weaknesses)

In the case the scores for Companies A and B are identical, there are no complementary benefits for
either company, so the corporate alliance cannot be successful. When the strengths and weaknesses of
Companies A and B are the same, the flow intensity becomes zero.

In this model, we consider a corporate alliance not to be successful when there are only strengths being
provided unilaterally in a corporate alliance (plus’ or minus’ bipolar vectors only), there is no
balancing of Give and Take, or the strengths and weaknesses of two companies are identical (flow
intensity is zero) and therefore there is no mutually complementary relationship possible.

As shown previously in Figure 1, the corporate alliance is only successful when there is a bilateral
relationship of both plus’ and minus’ bipolar vectors, and there is a balance of Give and Take of
strengths and weaknesses.

The Status of the Maximum Complementary Relationship: When the Flow is Balanced at the
Maximum Flow Intensity

Next, as mentioned in the precious section, we can say the strongest relationship between two
companies in a corporate alliance, in which both companies complement each other’s strengths and
weaknesses at the maximum value, that is to say, the maximum flow intensity.

If we explain the maximum mutually complementary strength in this relationship using the concepts
of flow intensity and flow balance, this is the state in which the maximum flow intensity state is
maintained and the flow balance remains balanced.

Although the maximum magnitude of the plus and minus vectors are simply illustrated as 4
consecutive values in sequential order on both the left and right sides, in reality the maximum
magnitude of the plus and minus vectors will exist at random across 8 characteristics divided into two
groups of four.

The state of a maximum mutually complementary relationship occurs when, by taking half of the
number of characteristics from both companies, the result is the largest possible bipolar vector
indicating the best possible balancing between two companies. In this case, the number of plus’ and
minus’ bipolar vectors are the same, and when the length of the bipolar vector is at its maximum value,
it is considered to be the maximum mutually complementary strength.

Programmatic Implementation and Computation by Making Use of the Data set of 152 Consulted
Companies

The authors have implemented this formula using the Python scripting language, and have made use
ofthe empirical data set from 152 consulted companies from May 2008 to March 2015 to calculate the
mutually complementary strength coefficient for all corporate alliances in the data set, and the data
from both the successful and unsuccessful corporate alliances. As a result, we were able to confirm
the validity of this proposed model.
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The above-mentioned formula was implemented in the Python scripting language in Tomita and
Takefuji (2015, 2016a, 2016b, 2016c, 2016d) and Tomita (2017), and the coefficients for 152
consulted companies were calculated using empirical data. The validity of this model was
confirmed by comparing the

coefficients for 121 pairs of successful alliances and 30 pairs of unsuccessful alliances. The graph
plotting of the coefficients can be seen in Figure 3 below. The model was proven to be valid.

Figure 3: The normalized mutually complementary strength coefficients for successful corporate
alliances and unsuccessful corporate alliances
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This Figure shows the distribution of the mutually complementary strength coefficients for 121 pairs of successful corporate alliances and 30 pairs
of not-successful corporatealliances.

CONCLUDING COMMENTS

From the new combination of Resource Based View (RBV), the concept of flow in physics, the
concept of Give and Take in psychology, and the method of cyber informatics in computer science, a
brand new model has been developed.

This innovative outcome in management studies comes from the combination of several theoretical
concepts and imports methodology from other science fields, specifically cyber informatics of
computer science. This outcome must have meaningfully significant implications for innovation in
management research. The method of this research activity was accorded to the way of thinking as
stated by Schumpeter, quite “a new combination.”
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This paper asserts that the invention in research activities should not focus solely on one specific field
or discipline, but in order to successfully create new inventions like this development of mathematical
model, researchers must be more open and flexible to borrow theories and concepts from other science
fields and across disciplines as well as to combine them as this is the key to creating new, successful
inventions in management studies.

For future consideration, more concepts and methodologies from other research fields should be
imported to management studies for acquiring new inventions. By taking this stance, even greater
developments in management studies can be achieved.

REFERENCES

Barney, Jay (1991) “Firm Resources and Sustained Competitive Advantage,” Journal of Management,
Volume 17(1), pp.99-120.

Das, T.K., & Bing-Sheng Teng (1998) “Resource and Risk Management in the Strategic Alliance
Making Process,” Journal of Management, VVolume 24(1), pp.21-42.

Das, T.K., & Bing-Sheng Teng (2000) “A Resource-Based Theory of Strategic Alliances,” Journal of
Management, Volume 26(1), pp.31-61.

Lavie, Dovev (2006) “The Competitive Advantage of Interconnected Firms: An Extension of the
Resource-Based View,” Academy of Management Review, Volume 31(3), pp.638-658.

Mitsuhashi, Hitoshi & Henrich R. Greve (2009) “A Matching Theory of Alliance Formation and
Organizational Success: Complementarity and Compatibility,” Academy of Management Journal,
Volume 52(5), pp.975-995.

Roth, Alvin E. (2015). Who Gets What — and Why, The New Economics of Matchmaking and Market
Design, William Collins.

Schaufeli, Wilmar B. (2006) “The Balance of Give and Take: Toward Social Exchange Model of Burnout,”
Revue Internationale de Psychologie Sociale, Volume 19(1), Mar 2006, pp.87-131.

Schumpeter, Joseph A. (1912) “The Theory of Economic Development,” English Version published
1934. Routledge.

Tomita Satoshi, & Yoshiyasu Takefuji (2015) “Mathematical Complementarity Modeling and
Empirical Analysis of Corporate Alliances: - Making Use of Data for the Activities for 152 Consulted
Companies,” Journal of Japan Society for Management Accounting, VVol.20 No.1.

Tomita, Satoshi & Yoshiyasu Takefuji (2016a), “A New Mathematical Model of Mutually
Complementary for Corporate Alliances: Selection of Optimal Partners using Eight Characteristics,”
Proceedings HI1092415299, 2016 Hawaii Global Conference on Business and Finance (GCBF).

Tomita, Satoshi & Yoshiyasu Takefuji (2016b) “A Mathematical Model for Optimal Corporate Alliances:
Evidence from Japan,” International Journal of Management and Marketing Research (IJMMR), Volume
9(1).

Tomita, Satoshi & Yoshiyasu Takefuji (2016¢) “A Mutually Complementary Model, Addition Model,
and Synergistic Model for Corporate Alliances and implementation in the Python language — Based
on Data for 152 Consulted Companies,” Journal of Business Creator Studies, No.7, pp99-127.

GCBF ¢ Vol. 13 ¢« No. 1 « 2018 # ISSN 1941-9589 ONLINE & ISSN 2168-0612 USB Flash Drive | 206



Global Conference on Business and Finance Proceedings ¢ Volume 13 ¢ Number 1 2018

Tomita, Satoshi & Yoshiyasu Takefuji (2016d) “A Mathematical Model of Mutual Complementarity
for Corporate Alliances from the Perspective of Balancing Give and Take -An explanation by Flow
Intensity and Flow Balancing,” Journal of Japan Society for Management Accounting, VVol.21(1).
Tomita, Satoshi (2017) The Alliance Strategy for Business Developments — Taking Advantage of IoT and
Applied Al, Hakutou Shobu

Wernerfelt, Birger (1984) “A Resource-Based View of the Firm,” Strategic Management Journal, Volume
5, pp.171-180.

Yasuda, Hiroshi (2003) “New Analytical Approach for Strategic Alliances from the Perspective of
Exchange of Management Resources,” Submitted in Partial Fulfillment of the Requirements for the
Degree of Doctor of Philosophy, Graduate School of Decision Science and Technology, Tokyo
Institute of Technology.

Yasuda, Hiroshi (2006). Strategic Alliance in a Competitive Environment: Theory and Practice, NTT
Publishing.

Yasuda, Hiroshi (2010). Alliance Strategy, NTT Publishing.
Yasuda, Hiroshi (2016). Alliance Strategy — new version-, NTT Publishing.

Yoshino, Michael and U. Srinivasa Rangan (1995). Strategic Alliances: An Entrepreneurial Approach to
Globalization. Harvard Business School Press.

GCBF ¢ Vol. 13 ¢« No. 1 « 2018 # ISSN 1941-9589 ONLINE & ISSN 2168-0612 USB Flash Drive | 207



Global Conference on Business and Finance Proceedings ¢ Volume 13 ¢ Number 1 | 2018

DATA-ORIENTED BUSINESS MODELS: GAINING
COMPETITIVE ADVANTAGE

Peter Géczy, National Institute of Advanced Industrial Science and Technology (AIST)
ABSTRACT

Data has been widely regarded as a new treasure throw for contemporary organizations. Information
technology sector has been experiencing a major shift towards data orientation. A recent explosion of
digital data has significantly influenced a number of other economic sectors in developed economies.
Exponential growth of data is expected to continue in a foreseeable future. Capitalizing on this trend is
gradually becoming a necessity for contemporary businesses. Extracting value from data is a substantial
challenge. Data acquisition is the starting point. Efficient processing of collected data is the next stage.
Suitably processed data is then used for designing data products and services. At each stage, there are
significant opportunities for value creation and monetization—the core aspects of business models. Data-
oriented activities also provide opportunities for gaining competitive advantage. Despite the growing
importance of data-driven innovation, there is a considerable absence of studies addressing data-oriented
business models. We explore the essential elements and enablers of viable data-oriented business models
and pathways to competitive advantage.

JEL: C8, C81, C82, C88, D7, D8, D81, M15

KEYWORDS: Data-Oriented Business Models, Data-Driven Innovation, Data Economy, Data
Engineering, Data Products, Data Services, Actionable Knowledge

INTRODUCTION

Organizations have been striving to realize the potential and transformational powers of data (Redman,
2015). They started collecting extensive volumes of data both internally and externally. Internal data may
provide valuable insights on operational awareness and internal functioning. By utilizing such insights,
organizations can innovate their business processes and improve operating efficiency. External data offers
indispensable insights about their customers. Better understanding of their customers’ needs helps
innovating their products and services.

Data-oriented economic activities gave rise to business models based on provision, transformation and
utilization of data (Timmers, 1999; Alt and Zimmermann, 2001). The emerging business models have been
diverging from the traditional concepts (McCallum and Gleason, 2013). Business models are still a
relatively modern concept and scholars are in disagreement on various issues. However, several common
grounds have been identified: a) the business model is representing a new unit of analysis, b) business
models emphasize an encompassing approach to explaining how companies do business, c) organizational
activities play the key role in conceptualization of business models, d) business models aim at explaining
how values are created and captured (Zott et al., 2010).

The business model presents the logic or strategies how enterprises create values for customers and how
they monetize it for profit (Teece, 2010). Hence, the business models comprise of two main components:
value creation and monetization. The presented work embraces this conceptualization of business models.
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It elucidates pertinent characteristics of value creation and monetization of data-oriented economic
activities and presents a suitable categorization framework.

Data-Oriented Value Creation and Monetization

Understanding of the major segments of data-oriented economic activities and data flow cycle provide
beneficial dimensions for positioning of value creation and monetization. We map various strategies for
value creation and monetization directly into the segments of data acquisition, data processing, and data
services or products. This allows us to clearly see which value creation and monetization strategies are
viable at which stage.

Value derived from data varies depending on the prevailing economic activity stage. At each stage, there
are two major values. Data collection stage distinguishes acquisition and direct values. Data processing
stage underlines processed and extracted values. Data services and products stage is characterized by added
and synergic values.

Monetization of data and data driven activities is achievable at all three stages. Different stages are
indicative of varying spectrum of monetization strategies. Range of monetization strategies expands at each
stage. Data collection stage features licensing, fractional and conditional monetization strategies. In data
processing stage, the range is expanded for two more strategies: subscription and dynamic monetization.
Data services and data products provide the most options for monetization—further expanding the range
for affiliate and cross-subsidy monetization strategies.

Summary

We presented a beneficial perspective on value creation and monetization strategies at the stages of data
collection, data processing, and data services or products. Data-oriented value creation strategies are more
stage specific. That is, different stages offer different opportunities for creating value from data or data-
oriented activities. Data collection stage provides prospects for creating acquisition or direct values. Data
processing stage presents possibility for creating processed and extracted values. Added and synergic
values are representative of data services or products. The highlighted values are by no means definitive
but rather indicative of individual stages. Future developments in data-oriented economic activities may
give rise to new value creation strategies.

Monetization of data or data-oriented activities has expansive characteristics. In other words, spectrum of
possible monetization strategies expands with each successive stage. At data collection stage, prevailing
strategies are licensing, fractional and conditional monetization. At data processing stage, the range is
expanded with dynamic and subscription-based monetization strategies. Data services and products provide
additional possibilities for affiliate and cross-subsidy monetization. The presented monetization strategies
are by no means complete but rather representative. One can ascertain other monetization strategies that
may prove viable in data economy.
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ECONOMIC ASPECTS OF ORGANIC FARMING: A
STUDY OF INDIA

Nisha Singh, Livingstone College
ABSTRACT

The fundamental purpose of this paper is to evaluate the economic facets of the small, landless and
marginal farmers to speculate solutions on how farmers will manage enhance their income with organic
farming. The important reasons which emphasis the need for organic farming in the country are the fact
that majority of the farming community is resource poor and purchase of fertilizers and chemicals in
adequate quantities is beyond their capacity. “The landholdings of our farmers are also very small ...
Organic farming has come as an appropriate option for us as we can send our produce to niche markets
not just in India, but also abroad to get maximum returns for farmers,” Brijendra Swaroop, an Indian
environmental minister, told The Hindu in 2010. Organic farming is favorable for small and scattered
agriculture land holders.

KEYWORDS: Diversification, Economic aspects, Marginal size, Elasticity, Purchasing power, IFOMA.-
International Federation of Organic Movement, FiBL-the research institute of organic agriculture and ITC-
International trade center.

LITERATURE REVIEW

Total world land size is 13.4 billion hectares and share of agriculture land size is 1.5 billion and India
agriculture land size is 17990 hectares. The total organically managed area worldwide is 50.9-million-
hectare and India’s land size is 4.78 million hectare and organic agriculture producers are 2.3 million in
2015. India was on number one with 585,200 producers (FiBL survey 2015). The international market for
organic foods are expanding especially in U.S.A., Europe and Japan. The grand viewresearch.com/press-
release has estimated that organic market in the year 2015 in terms of US $ 77.4 billion in 2015. Moreover,
it is estimated to generate revenue over USD 110 billion by 2025 and growth rate is 42.12%. While the
generated revenue is increasing yearly, the economic impact of it on Indian farmers is very low. This is
due to increased number of farmers using small piece of land to farm.

Table 1: Top Ten Countries with Largest Producers of Organic Farming (2015)

Countries Producers
India 585.2
Euthopia 203.6
Mexico 200.04
Uganda 190.67
Philippine 165.96
Tanzania 148.61
Peru 96.86
Turkey 69.97
Paraguay 58.26
Italy 52.61
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Table 2: Countries with Largest Area of Organic Farming (2015)

Countries Areas (Million
Hectare)
Australia 22,69
Argentina 3,07
United States of | 2,03
America
Spain 1,97
China 1,61
Italy 1,49
France 1,38
Uruguay 1,31
India 1,18
Germany 1,0

Sources:wwwFibl.org

Twenty century’ s world agriculture has moved fast towards organic crops. The increased production of
organic crops also resulted in increased agricultural exports, thereby increasing revenue and employment
opportunities (The Hindu in 2010). The important reasons which emphasize the need for organic farming
in the country are the fact that

Most of the arable soils in India contain organic carbon below the threshold level.

Majority of the farming community is resource poor and purchase of fertilizers and chemicals in
adequate quantities in beyond their capacity. A large fraction of farm by-products of plants and
animals origin is utilized for non-farm use that is, fuel or other domestic purpose.

Lack of location specific technology to recycle organic wastes and lack of awareness to recycle organic
wastes in agriculture are the main reason for its slow adoption even though it is a native technique for the
farmers which got lost during the period of green revolution. 12000 million tons of animal dung is produced
in India annually, which yields about 500 million tons farm manure which is excellent resource of plant
nutrient. An application of 10 tones well rotten FYM/ha can add 50-60 kg K2 O (Potassium Oxide). A
systematic research and development programmed in respect of sustaining agricultural systems through
organic agriculture needs to be initiated.

Wastes Into Organic Manures

Cropping system: efforts should be made to maintain yield stability and suppress the weeds and pests
through adoption of appropriate cropping systems and minimizing weeds and pest’s incidence through
adoption of appropriate long-term crop rotation systems. Inter cropping of garlic with sugarcane minimizing
incidence of shoot borer. Periodical substitution of wheat with a fodder crop in rich-wheat system is a
remedy for phyllaries minor. Introducing of legumes as break crops in intensive cereal-cereal system
resulting in yield stability and restoration of soil fertility.

Poultry wastes: Large quantities of wastes in the form of manure generates from poultry farm, which are
mostly mixed with floor materials e.g. liter, droppings, dead birds etc. Poultry refers to the bedding
materials (saw dust, wheat straw and rice hulls) which get mixed with dropping/left over feed and I collected

GCBF ¢ Vol. 13 ¢« No. 1 « 2018 # ISSN 1941-9589 ONLINE & ISSN 2168-0612 USB Flash Drive | 212



Global Conference on Business and Finance Proceedings ¢ Volume 13 ¢ Number 1 2018

after Washington in India, the content of N,P,O and K2 O in the poultry litter varies between 3.0-4.0%, 2.0-
2.5% and 1.0-2.0% respectively depending upon the kind feed used. Poultry manure generally contains 38
g/kg of organic nitrogen, 4.8 g/kg of ortho-phosphorus and 20.9 g/kg of potash besides Ca, Na, Cu and Zn
etc. in very small quantities (The Hindu Survey 2005). The rate of manure produced from a poultry is
estimated 17-20 kg of manure are produced daily per 1000 kg broiler live weight. One adult chicken
produced 25 kg of compost manure in one year.

Vegetable wastes: India grows about 20 million tons of vegetables and fruits annually. Out of these only
4% is utilized for domestic consumption and processing while the rest are treated as garbage. It is surprising
to note that very little attempt has so far been made to exploit this waste as feed for fish after proper
processing vegetable leaves like cabbage carrot, cauliflower, radish, tomoto etc. contain crude protein (8-
20%), either extract (2-4%), crude fiber (11-20%) and (30-80%) nitrogen free extract on dry matter basis
which can be used as supplement for formulated fish feed. Protein, fiber and nitrogen free extract of wastes
from carrot, cauliflower, dehydrated pea karela (bitter million), onion, potatoes, spinach and tinda can also
be used for preparing fish feeds.

Silkworm wastes: Sericulture wastes, which are a mixture of silkworm faces, worm slough and mulberry
leaves residues can serve as nutrients medium and feed for fish pond. A one hectare mulberry plant can
produce 4000-6000 kg of leaves can produce 1000 kg of silkworm wastes, which in turn can result in 125
kg of fish. Silkworm faces are also consumed.

The following areas for research and development under organic agriculture need attention.

Research projects for formulation of organic farming practices may have to be farmed and
implemented as national project.

Incentives for production of good quality organic manure, bio-pesticide, bio fertilizer and green
manuring crops may be strengthened.

Development of pesticides of plants origin (such as neem) and use of agents especially under Inter-
grated pest management programmed system need to be promoted.

Obijective

The purpose of organic farming aims to maintain and improve soil fertility by evolving a sustainable
agricultural system to ensure adequate food production and relies as much as possible upon resources from
within its own area. Organic farming can primarily be defined as biology as it manages to incorporate waste
recycling, biological pest control, non-chemical weed management, and integrated nutrient management.
Considering how health conscious consumers are becoming from both developing and developed countries,
it is crucial to provide safe and quality food products. Having said that, the world organic food market
estimate was around US $110 billion in 2025.

“In Uttarakhand and Uttar Pradesh states about 70% of land holdings are less than 100 acres in size and
cover about 27% of the total cultivated area of 51%. Also, just over 3% of land holding are above 4 hectares
in size and marginal holdings” (Government of Uttar-Pradesh), scale of economics cannot be availed of
and so the input cost per unit of output is higher. Therefore, it becomes all the more difficult task to make
agriculture a profitable occupation.

Certain set of principles are applied when looking at agriculture as primarily applied biology, such as,
Farm waste recycling
Non-chemical weed management
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Biological pest control
Integrated Nutrient Management for sustainable soil fertility and crop productivity

METHODS

The study tends to evaluate the economic aspects of organic farming in India. The respondents are the
farmers of Uttar Pradesh and Uttarakhand. This paper is based on true empirical work and the methodology
used in this research is primary data. Data has been collected through a self-administrative pre-tested
guestionnaire was developed and used as the main data gathering instrument for the study. (refer to the
questionnaires given in Appendix A).

THE ROLE OF ORGANIC FARMING

India’s food production | a success story following the green revolution. In the late 1960° s. India
significantly increased the food production when the green revolution was launched. During the post green
revolution, the production of food grain has increased fourfold, from 50.82 million ones in 1950-5 to 211.1
million tons in 2001-02 (Yojana November 2003). Although the green revolution has played a leading role

in making the country self-sufficient in food grins but has created some adverse effects which are matter of
serious concern. The negative impact of green revolution includes:

Excessive use of chemical (150-500 kb/ha)
Imbalance in nutrition status causing significant deficiency of Nitrogen, Phosphorus, Potassium

Environment degrading like depletion of stratospheric ozone, nitrate toxic etc. causing health
hazards like cancer, methemoglobinemia, respiratory illness hypertension etc.

Data Based Analysis

Data on organic farming were collected from the state of Uttaranchal. Following persons were given the
job and they reported to the author

Table 4: Agriculture Economic Value of organic farming

Name Area in acre Cost of Bio- Production  Economic Economic profit
(reduced to 1 fertilizer in Rs  of rice Values in Values in Rs. of
acre, 1 (1 acre) guintal/acre  Rs. of one one crop (after
acre=43545.72 crop Price cost deduction)
Sq feet ) 2991.667/qt

Satish K. Sharma | 1 acre 2500 12 qt. 35900 33400

Gajendra Singh | 1 acre 1875 16 qt. 47867 45992

Jugapal Singh 1 acre 2000 14 qt. 41883 39883

Rajbahadur Saini | 1 acre 2100 14 qt. 41883 39783

Arvind Kumar 1 acre 2000 16 qt. 47867 45867

Rajnish Chauhan | 1 acre 2000 18 qt. 53850 51850

Average 1 acre 2079.167 15 qt. 44875 42796

Based on table 4 a farmer annually average income is Rs. 42796 with standard deviation of Rs. 6441 per
year if farmer is performing organic farming.
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Table 5: Agriculture Economic Value of Inorganic farming
Name Areain acre Cost of Production Economic Economic
(reduced to 1 fertilizer inRs  of rice Values in Values in
acre, 1 (1 acre) guintal/acre  Rs. of one Rs. of one
acre=43545.72 Price = crop crop (after
Sq feet) 2300/qt cost
deduction)
Satish K. Sharma 1 acre 5000.00 18 qt. 41400.00 47600.00
Gajendra Singh 1 acre 5250.00 18 qt. 41400.00 36150.00
Jugapal Singh 1 acre 5000.00 18 qt. 41400.00 36400
Rajbahadur Saini 1 acre 4500.00 14 qt. 32200.00 27700
Arvind Kumar 1 acre 5250.00 18 qt. 41400.00 36150
Rajnish Chauhan 1 acre 5000.00 18 qt. 41400.00 36400
Average 1 acre 5000.00 17.2 qt. 39866.67 36733.33

Based on table 5 a farmer annually average income is Rs. 36733.33 with standard deviation of Rs. 6333.851
per year if farmer is performing inorganic farming.

In table 4 the cost of bio-fertilizers as reported by various persons used in acre of farm to produce the
production of rice is given. The quantity of rice and the total cost of rice produced is also given. The cost
of rice has been calculated at the present market rate of Rs. 2300.00 per quintal for inorganic and 2991.67
per quintal for organic. Similarly, table 5 shows the cost of inorganic fertilizers along with the total value
of rice produced per acre. We have assumed that except the fertilizers the other costs like laborer, irrigation,
seeds etc. remain the same in both the cases. Therefore, the last column in the tables has shown the value
of rice produced after deducting the cost of fertilizers. For bio-fertilizers the average value of production
per acre is Rs 44875 while for inorganic fertilizers it is Rs. 39866.67

It is evident that in case of inorganic fertilizers the value of production of rice is more than that in fertilizers.
At first it appears that the organic farming is less production. However, in a few years of the starting of
organic farming in a given farm the soil condition will improve. Further, in organic farming, the remains
of the plants of paddy and wheat are left in the field to make a good bio-fertilizer. Thus, with successive
years of bio farming the need of additional bio-fertilizers will decrease, thereby making the bio farming
more economical.

Motivational factors of organic farming: Following were the motivational aspects of organic farming by
the farmers in Uttar Pradesh and Uttarakhand.

Environmental Motives: About fifty four percent of the former responses could be broadly put under the
motive environmental care or awareness of environmental safety and ill effects of hazardous practices
followed in modern farming. It was amazing to find the farmers’ awareness and care for environment. Their
motto was complete health for all human beings.

GCBF ¢ Vol. 13 ¢« No. 1 « 2018 # ISSN 1941-9589 ONLINE & ISSN 2168-0612 USB Flash Drive | 216



Global Conference on Business and Finance Proceedings ¢ Volume 13 ¢ Number 1 2018

Financial motives: Reduction in cost of cultivation and increase in net profit were the two important
financial motives as the reasons for switch over to organic farming. Most of the inputs required for organic
cultivation were derived from the locally available sources like FYM, plants, herbs, etc. So, it reduces the
input cost to a great level and increases their net profit to a considerable level, notwithstanding a lower
yield in initial years.

Soil health oriented motives: Soil health has been deteriorated due to chemicals. The life of soil living
micro-organisms and earth worms are disturbed by heavy dumping of fertilizers and chemicals.

Quality of output related motives: About one fourth of respondents found quality of output as their major
concern to shift towards organic farming. Many organic farmers told that the increase in quality of the
products like vegetable and food grains were motivating them to go for it. These farmers were very
particular about the grade and standard of their harvest. So, they attributed to their conversion to taste,
durability, and freshness of the organic produces.

Motivation of Media: An equal percentage of farmers (24%) felt that the influence of and motivation
especially by success stories through media like books, magazines, radio and TV programmers on organic
farming, played a considerable role in changing their farming activities. Their ideology was formulated by
being exposed to the media. Earlier (1998) found increasing cost of chemical inputs (63%) increase in net
return in organic farming (11%) as the reasons behind the shift of attitude. Fairweather (2000) found that
the antipathy to chemicals and the degradation of soil was the main cause. Molder et al.1991, found that
that quest for healthier food was the main cause of farmers to go for bio farming. Willer and Gillmoor
(1992) found that about 8% farmers go to the bio farming for ideological reasons propagated by the media.

RESULTS/ CONCLUSION/ CONTRIBUTION

Education seems to be one of the most effective and compelling component for a farmer to ratify/endorse
organic farming. Thus, high figure of educated conventional farmers can be aware of the health hazards of
contaminated food, so they practice organic farming at least on a limited basis. Further, environment and
financial motives were found to be the primary motives behind the farmers’ conversion to organic farming.
In addition to net profit advantage of organic farming, other hidden environmental benefits of organic
farming should also be brought in light to make it more influential and believable. For instance, if one
agrees with organic practices’ long-term benign effect, then it would strengthen their confidence in this
emerging field.

Reduction in cost of cultivation and increase in net profit were the two important financial motives as the
reasons for switch over to organic farming. Most of the inputs required for organic cultivation were derived
from the locally available sources like plants, herbs, etc. So it reduces the input cost to a great level and
increases their net profit to a considerable level, notwithstanding a lower yield in initial years. Anand Kumar
(1998) found increasing cost of chemical inputs (63%), increase in net return in organic farming (11%), as
the reasons behind the shift. Reduction in cost of cultivation and increase in net profit were the two
important financial motives as the reasons for switch over to organic farming. Most of the inputs required
for organic cultivation were derived from the locally available sources like FYM, plants, herbs, etc. So it
reduces the input cost to a great level and increases their net profit to a considerable level, notwithstanding
a lower yield in initial years.
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Appendix A: Questionnaire

General Questionnaires

. Name:

. Father' Name:
. Address:

. Age:

Sex:

. Main Occupation:

© N o oA W NP

. Land size:

Small

9. Use of land:
Agriculture
Poultry
Fishery
Dairy
Others

10. Occupation wise:

1. Agriculture:

a. Crops Types:
Inorganic b. Farming Methods:
11. If organic:

c. Profit

12. If Inorganic methods:

c. Profit

13. Others:

c. Profit

REFERENCES

. Supplementary Occupation:

Male

Marginal

Organic

a.Total input

a.Total input

a.Total input

Female

Big

b. Total output

b. Total output

b. Total output

The fundamental purpose of this paper is to evaluate the economic facets of the small, landless and marginal
farmers to speculate solutions on how farmers will manage enhance their income with organic farming.
The important reasons which emphasis the need for organic farming in the country are the fact that majority
of the farming community is resource poor and purchase of fertilizers and chemicals in adequate quantities
is beyond their capacity. ““The landholdings of our farmers are also very small ... Organic farming has
come as an appropriate option for us as we can send our produce to niche markets not just in India, but
also abroad to get maximum returns for farmers,” Brijendra Swaroop, an Indian environmental minister,
told The Hindu in 2010. Organic farming is favorable for small and scattered agriculture land holders.

KEYWORDS: Diversification, Economic aspects, Marginal size, Elasticity, Purchasing power, IFOMA.-
International Federation of Organic Movement, FiBL-the research institute of organic agriculture and ITC-

International trade center.

LITERATURE REVIEW
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Total world land size is 13.4 billion hectares and share of agriculture land size is 1.5 billion and India
agriculture land size is 17990 hectares. The total organically managed area worldwide is 50.9-million-
hectare and India’s land size is 4.78 million hectare and organic agriculture producers are 2.3 million in
2015. India was on number one with 585,200 producers (FiBL survey 2015). The international market for
organic foods are expanding especially in U.S.A., Europe and Japan. The grand viewresearch.com/press-
release has estimated that organic market in the year 2015 in terms of US $ 77.4 billion in 2015. Moreover,
it is estimated to generate revenue over USD 110 billion by 2025 and growth rate is 42.12%. While the
generated revenue is increasing yearly, the economic impact of it on Indian farmers is very low. This is
due to increased number of farmers using small piece of land to farm.

Table 1: Top Ten Countries with Largest Producers of Organic Farming (2015)

Countries Producers
India 585.2
Euthopia 203.6
Mexico 200.04
Uganda 190.67
Philippine 165.96
Tanzania 148.61
Peru 96.86
Turkey 69.97
Paraguay 58.26
Italy 52.61

Table 2: Countries with Largest Area of Organic Farming (2015)

Countries Areas (Million
Hectare)
Australia 22,69
Argentina 3,07
United States of | 2,03
America
Spain 1,97
China 1,61
Italy 1,49
France 1,38
Uruguay 1,31
India 1,18
Germany 1,0

Sources:wwwFibl.org

Twenty century’ s world agriculture has moved fast towards organic crops. The increased production of
organic crops also resulted in increased agricultural exports, thereby increasing revenue and employment
opportunities (The Hindu in 2010). The important reasons which emphasize the need for organic farming
in the country are the fact that

Most of the arable soils in India contain organic carbon below the threshold level.
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Majority of the farming community is resource poor and purchase of fertilizers and chemicals in
adequate quantities in beyond their capacity. A large fraction of farm by-products of plants and
animals origin is utilized for non-farm use that is, fuel or other domestic purpose.

Lack of location specific technology to recycle organic wastes and lack of awareness to recycle organic
wastes in agriculture are the main reason for its slow adoption even though it is a native technique for the
farmers which got lost during the period of green revolution. 1000 million tons of animal dung is produced
in India annually, which yields about 500 million tons farm manure which is excellent resource of plant
nutrient. An application of 10 tones well rotten FYM/ha can add 50-60 kg K2 O (Potassium Oxide). A
systematic research and development programmed in respect of sustaining agricultural systems through
organic agriculture needs to be initiated.

Wastes Into Organic Manures

Cropping system: efforts should be made to maintain yield stability and suppress the weeds and pests
through adoption of appropriate cropping systems and minimizing weeds and pest’s incidence through
adoption of appropriate long-term crop rotation systems. Inter cropping of garlic with sugarcane minimizing
incidence of shoot borer. Periodical substitution of wheat with a fodder crop in rich-wheat system is a
remedy for phyllaries minor. Introducing of legumes as break crops in intensive cereal-cereal system
resulting in yield stability and restoration of soil fertility.

Poultry wastes: Large quantities of wastes in the form of manure generates from poultry farm, which are
mostly mixed with floor materials e.g. liter, droppings, dead birds etc. Poultry refers to the bedding
materials (saw dust, wheat straw and rice hulls) which get mixed with dropping/left over feed and I collected
after Washington in India, the content of N,P,O and K2 O in the poultry litter varies between 3.0-4.0%, 2.0-
2.5% and 1.0-2.0% respectively depending upon the kind feed used. Poultry manure generally contains 38
g/kg of organic nitrogen, 4.8 g/kg of ortho-phosphorus and 20.9 g/kg of potash besides Ca, Na, Cu and Zn
etc. in very small quantities (The Hindu Survey 2005). The rate of manure produced from a poultry is
estimated 17-20 kg of manure are produced daily per 1000 kg broiler live weight. One adult chicken
produced 25 kg of compost manure in one year.

Vegetable wastes: India grows about 20 million tons of vegetables and fruits annually. Out of these only
4% is utilized for domestic consumption and processing while the rest are treated as garbage. It is surprising
to note that very little attempt has so far been made to exploit this waste as feed for fish after proper
processing vegetable leaves like cabbage carrot, cauliflower, radish, tomoto etc. contain crude protein (8-
20%), either extract (2-4%), crude fiber (11-20%) and (30-80%) nitrogen free extract on dry matter basis
which can be used as supplement for formulated fish feed. Protein, fiber and nitrogen free extract of wastes
from carrot, cauliflower, dehydrated pea karela (bitter million), onion, potatoes, spinach and tinda can also
be used for preparing fish feeds.

Silkworm wastes: Sericulture wastes, which are a mixture of silkworm faces, worm slough and mulberry
leaves residues can serve as nutrients medium and feed for fish pond. A one hectare mulberry plant can
produce 4000-6000 kg of leaves can produce 1000 kg of silkworm wastes, which in turn can result in 125
kg of fish. Silkworm faces are also consumed.

The following areas for research and development under organic agriculture need attention.

Research projects for formulation of organic farming practices may have to be farmed and
implemented as national project.
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Incentives for production of good quality organic manure, bio-pesticide, bio fertilizer and green
manuring crops may be strengthened.

Development of pesticides of plants origin (such as neem) and use of agents especially under Inter-
grated pest management programmed system need to be promoted.

Objective

The purpose of organic farming aims to maintain and improve soil fertility by evolving a sustainable
agricultural system to ensure adequate food production and relies as much as possible upon resources from
within its own area. Organic farming can primarily be defined as biology as it manages to incorporate waste
recycling, biological pest control, non-chemical weed management, and integrated nutrient management.
Considering how health conscious consumers are becoming from both developing and developed countries,
it is crucial to provide safe and quality food products. Having said that, the world organic food market
estimate was around US $110 billion in 2025.

“In Uttarakhand and Uttar Pradesh states about 70% of land holdings are less than 100 acres in size and
cover about 27% of the total cultivated area of 51%. Also, just over 3% of land holding are above 4 hectares
in size and marginal holdings” (Government of Uttar-Pradesh), scale of economics cannot be availed of
and so the input cost per unit of output is higher. Therefore, it becomes all the more difficult task to make
agriculture a profitable occupation.

Certain set of principles are applied when looking at agriculture as primarily applied biology, such as,
Farm waste recycling
Non-chemical weed management
Biological pest control
Integrated Nutrient Management for sustainable soil fertility and crop productivity

METHODS

The study tends to evaluate the economic aspects of organic farming in India. The respondents are the
farmers of Uttar Pradesh and Uttarakhand. This paper is based on true empirical work and the methodology
used in this research is primary data. Data has been collected through a self-administrative pre-tested
guestionnaire was developed and used as the main data gathering instrument for the study. (refer to the
questionnaires given in Appendix A).

THE ROLE OF ORGANIC FARMING

India’s food production | a success story following the green revolution. In the late 1960’ s. India
significantly increased the food production when the green revolution was launched. During the post green
revolution, the production of food grain has increased fourfold, from 50.82 million ones in 1950-5 to 211.1
million tons in 2001-02 (Yojana November 2003). Although the green revolution has played a leading role
in making the country self-sufficient in food grins but has created some adverse effects which are matter of
serious concern. The negative impact of green revolution includes:

Excessive use of chemical (150-500 kb/ha)
Imbalance in nutrition status causing significant deficiency of Nitrogen, Phosphorus, Potassium

Environment degrading like depletion of stratospheric ozone, nitrate toxic etc. causing health
hazards like cancer, methemoglobinemia, respiratory illness hypertension etc.
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Data Based Analysis

Data on organic farming were collected from the state of Uttaranchal. Following persons were given the
job and they reported to the author

Table 4: Agriculture Economic Value of organic farming

Name Area in acre Cost of Bio- Production  Economic Economic profit
(reduced to 1 fertilizerin Rs  of rice Values in Values in Rs. of
acre, 1 (1 acre) quintal/acre  Rs. of one one crop (after
acre=43545.72 crop Price cost deduction)
Sq feet) 2991.667/qt

Satish K. Sharma | 1 acre 2500 12 qt. 35900 33400

Gajendra Singh | 1 acre 1875 16 qt. 47867 45992

Jugapal Singh 1 acre 2000 14 qt. 41883 39883

Rajbahadur Saini | 1 acre 2100 14 qt. 41883 39783

Arvind Kumar 1 acre 2000 16 qt. 47867 45867

Rajnish Chauhan | 1 acre 2000 18 qt. 53850 51850

Average 1 acre 2079.167 15 qt. 44875 42796

Based on table 4 a farmer annually average income is Rs. 42796 with standard deviation of Rs. 6441 per
year if farmer is performing organic farming.
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Table 5: Agriculture Economic Value of Inorganic farming
Name Areain acre Cost of Production Economic Economic
(reduced to 1 fertilizer inRs  of rice Values in Values in
acre, 1 (1 acre) guintal/acre  Rs. of one Rs. of one
acre=43545.72 Price = crop crop (after
Sq feet) 2300/qt cost
deduction)
Satish K. Sharma 1 acre 5000.00 18 qt. 41400.00 47600.00
Gajendra Singh 1 acre 5250.00 18 qt. 41400.00 36150.00
Jugapal Singh 1 acre 5000.00 18 qt. 41400.00 36400
Rajbahadur Saini 1 acre 4500.00 14 qt. 32200.00 27700
Arvind Kumar 1 acre 5250.00 18 qt. 41400.00 36150
Rajnish Chauhan 1 acre 5000.00 18 qt. 41400.00 36400
Average 1 acre 5000.00 17.2 qt. 39866.67 36733.33

Based on table 5 a farmer annually average income is Rs. 36733.33 with standard deviation of Rs. 6333.851
per year if farmer is performing inorganic farming.

In table 4 the cost of bio-fertilizers as reported by various persons used in acre of farm to produce the
production of rice is given. The quantity of rice and the total cost of rice produced is also given. The cost
of rice has been calculated at the present market rate of Rs. 2300.00 per quintal for inorganic and 2991.67
per quintal for organic. Similarly, table 5 shows the cost of inorganic fertilizers along with the total value
of rice produced per acre. We have assumed that except the fertilizers the other costs like laborer, irrigation,
seeds etc. remain the same in both the cases. Therefore, the last column in the tables has shown the value
of rice produced after deducting the cost of fertilizers. For bio-fertilizers the average value of production
per acre is Rs 44875 while for inorganic fertilizers it is Rs. 39866.67

It is evident that in case of inorganic fertilizers the value of production of rice is more than that in fertilizers.
At first it appears that the organic farming is less production. However, in a few years of the starting of
organic farming in a given farm the soil condition will improve. Further, in organic farming, the remains
of the plants of paddy and wheat are left in the field to make a good bio-fertilizer. Thus, with successive
years of bio farming the need of additional bio-fertilizers will decrease, thereby making the bio farming
more economical.

Motivational factors of organic farming: Following were the motivational aspects of organic farming by
the farmers in Uttar Pradesh and Uttarakhand.

Environmental Motives: About fifty four percent of the former responses could be broadly put under the
motive environmental care or awareness of environmental safety and ill effects of hazardous practices
followed in modern farming. It was amazing to find the farmers’ awareness and care for environment. Their
motto was complete health for all human beings.
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Financial motives: Reduction in cost of cultivation and increase in net profit were the two important
financial motives as the reasons for switch over to organic farming. Most of the inputs required for organic
cultivation were derived from the locally available sources like FYM, plants, herbs, etc. So, it reduces the
input cost to a great level and increases their net profit to a considerable level, notwithstanding a lower
yield in initial years.

Soil health oriented motives: Soil health has been deteriorated due to chemicals. The life of soil living
micro-organisms and earth worms are disturbed by heavy dumping of fertilizers and chemicals.

Quality of output related motives: About one fourth of respondents found quality of output as their major
concern to shift towards organic farming. Many organic farmers told that the increase in quality of the
products like vegetable and food grains were motivating them to go for it. These farmers were very
particular about the grade and standard of their harvest. So, they attributed to their conversion to taste,
durability, and freshness of the organic produces.

Motivation of Media: An equal percentage of farmers (24%) felt that the influence of and motivation
especially by success stories through media like books, magazines, radio and TV programmers on organic
farming, played a considerable role in changing their farming activities. Their ideology was formulated by
being exposed to the media. Earlier (1998) found increasing cost of chemical inputs (63%) increase in net
return in organic farming (11%) as the reasons behind the shift of attitude. Fairweather (2000) found that
the antipathy to chemicals and the degradation of soil was the main cause. Molder et al.1991, found that
that quest for healthier food was the main cause of farmers to go for bio farming. Willer and Gillmoor
(1992) found that about 8% farmers go to the bio farming for ideological reasons propagated by the media.

RESULTS/ CONCLUSION/ CONTRIBUTION

Education seems to be one of the most effective and compelling component for a farmer to ratify/endorse
organic farming. Thus, high figure of educated conventional farmers can be aware of the health hazards of
contaminated food, so they practice organic farming at least on a limited basis. Further, environment and
financial motives were found to be the primary motives behind the farmers’ conversion to organic farming.
In addition to net profit advantage of organic farming, other hidden environmental benefits of organic
farming should also be brought in light to make it more influential and believable. For instance, if one
agrees with organic practices’ long-term benign effect, then it would strengthen their confidence in this
emerging field.

Reduction in cost of cultivation and increase in net profit were the two important financial motives as the
reasons for switch over to organic farming. Most of the inputs required for organic cultivation were derived
from the locally available sources like plants, herbs, etc. So it reduces the input cost to a great level and
increases their net profit to a considerable level, notwithstanding a lower yield in initial years. Anand Kumar
(1998) found increasing cost of chemical inputs (63%), increase in net return in organic farming (11%), as
the reasons behind the shift. Reduction in cost of cultivation and increase in net profit were the two
important financial motives as the reasons for switch over to organic farming. Most of the inputs required
for organic cultivation were derived from the locally available sources like FYM, plants, herbs, etc. So it
reduces the input cost to a great level and increases their net profit to a considerable level, notwithstanding
a lower yield in initial years.
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PRICE ELASTICITY OF ELECTRICITY DEMAND
WITH TEMPERATURE EFFECT IN SOUTH KOREA:
EMPIRICAL EVIDENCE

Jinwoo Dong, Pusan National University
Young-Duk Kim, Pusan National University

ABSTRACT

This study examines price elasticity of demand for electricity using monthly data in South Korea. Since
utilizing electric power is associated with temperature or seasonal effect, to estimate price elasticity of
electricity demand without temperature factors might be biased. We apply ARDL model to estimate price
elasticity with temperature effects. The results show that, first, excluding industrial sector, price elasticity
with temperature factors is more sensitive than without these factors. Second, as industrial sector is shown,
year effect is relevant to electricity demand compared with temperature effect or seasonal effect. Without
temperature effect or year effect, estimating price elasticity of electricity demand in South Korea is
downward biased.

JEL: Q41; D12; C32
KEYWORDS: Price Elasticity, Electricity Demand, Temperature Effect, ARDL
INTRODUCTION

In South Korea, many researches on electric demand have estimated price elasticity using unit revenue as
electricity price due to limitations of data. Moreover, marginal price is does not exist in the time series data
of South Korea (Jo, 2015). There are compelling reasons why we carefully use unit revenue. Unit revenue
firstly is not marginal price but average revenue or average price. (Ito, 2014; Jo, 2015) Moreover, using
unit revenue has identified problem, since these price are endogenously determined between demand and
supply. Therefore, price elasticity without omitted factors what affect electric demand might be to estimate
downward bias.

Temperature has been known as the useful variable that affects electricity consumption in the previous
studies. In South Korea, Compared to the estimated price elasticity of studies not considering temperature
(Kim and Park, 2013), the price elasticity of studies (Lee et al., 2010; Hahn, 2013) considering temperature
was relatively high. We estimate and compare the price elasticity of electricity demand, which does not
control temperature or seasonal effects, and the price elasticity, which controls them. Through the
estimation results, we confirmed that if the temperature function is not controlled for the demand function,
it leads to a downward bias in price elasticity.

We utilize ARDL model to estimate price and income electricity of demand function for electricity in South
Korea. Even though some variables are non-stationary, or mixed | (0) and I (1) in our model, we find long-
run relationship in level between variables using ARDL bound test. Finally, we alternatively provide fixed
effect model (FE mode) to control seasonally effect. Since temperature effect is associated with seasonal
changes, we treat each month as panel’s id. Moreover, Our mainly contributions are two features There are
many studies that include temperature. However, when the temperature effect was not included in the
electricity demand function, they did not consider the direction of bias for the estimation. We firstly find
that downward bias of the estimation of price elasticity depends on temperature effect or seasonally effect.
We next propose an alternatively method different from previous research in utilizing monthly data. We
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illustrate the method to control the seasonality or temperature effect as the fixed effect of each month on
the panel data.

The rest of paper is organized as follows. In section 2, we propose model specification and present empirical
strategy. In section 3, we show the results of tests such as unit-root test, ARDL bound test and panel unit
root test. And we provide the findings of estimation. Section 4, we conclude.

METHODOLOGY

Model Specification

Our aggregated long run electric demand function is specified as follow:
InE, = a + B1InP, + B,InY, + BsTem, + B,Tem? + ¢, (1)

Where E; is consumption of electric energy, and Y; is GDP and P; is price of electric energy by using
electricity sales per unit. $; and 8, implies price and income elasticity. In time series data of South Korea,
we do not utilize marginal price due to limitation of data (Jo, 2015).

Unit revenue alternatively is used as the electricity price. However, there are some empirically problems.
First, our price variables are not marginal price, but average revenue or average price. Second, identified
problem exist since price is endogenously determined by demand and supply. These problems mean that
we try to find variables that shift electricity demand, otherwise omitted variables problem arise to estimate
price elasticity. There are U-relationship between electricity consumption and temperature effect (Moral-
Carcedo and Vicens-Otero, 2005; Lee and Chiu, 2011).

Electricity demand is relevant to productions associated with temperature changes, such as air conditioning
and heating. Therefore, we estimate the electricity demand function that controlled the temperature effect.
In addition, we compare the price elasticity of the electricity demand function with controlled temperature
effect and price elasticity of electricity demand without them. In order to deal with the temperature effect,
we include average temperature in the model. Since there is U-relationship between electricity consumption
and temperature effect (Moral-Carcedo and Vicens-Otero, 2005; Lee and Chiu, 2011), we use square term
of temperature

Empirical Strategy

We estimate price and income elasticity using time series data. In particular, our mainly focuses are to
estimate long run relation in level between demand and price. Therefore, we need to test whether all
variables are stationary or not using unit root test. Unit root testing performed using Augmented Dickey-
Fuller(ADF) tests or Perron unit root test (Vita et al., 2006). We find all variables are trend stationary using
both method. However, even our variables are non-stationary, if a cointegration relationship is found
between them, we can estimate the level relationship between them.

Although the Johansen method is usually utilized for testing cointegration relationship, It may lead to
erroneous inference when I(0) and 1(1) are mixed (Pesaran et al., 2001; Vita et al., 2006). ARDL bound test
is the method to testing for the existence of a relationship in level not only either purely 1(0) or purely I(1),
but also, they are mixed (Pesaran et al., 2001; Vita et al., 2006). Accordingly, we test cointegration
relationship for all sorts of electricity demand, such as total, residential, commercial, and industrial demand
utilizing ARDL model.
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We propose the ARDL model to estimate the level relationship of demand function. The equation for
estimating is given as follows:

n P m
lnEt =a+ Z a ilnEt_i + Z b1 ilnPt_i + Z bz ilnYt_i + bgTemt
i=1 i=0 i=0 2)
+ by,Tem? + ¢,

In ARDL model, each coefficient has distribution lagged. Therefore, long-run relationship is that price
elasticity is X1_, by ; /(1 — Xi-1 a;) = by, and Income elasticity ¥7_ by ; /(1 — X%, a;) = b,

Finally, we alternatively provide fixed effect model (FE mode) to control seasonally effect. Each month in
our data is treated as panel data’s id(N). Since temperature effect is related to seasonal change, we expect
using fixed effect model to control temperature effect given by equation (4).

n P m
lnEm’C =a+ 2 a ilnEm't_i + Z bl_ilan_ t—i + 2 bz’ilnym’t_i + Unm
i=1 i=0 i=0

+ €my

(4)

Where m is month which is panel’s N, t is year, and u,, is fixed effect what control seasonal change and
is proxy as temperature effect. Price and income elasticity is also same ARDL model.

We still have to identify stationary of variables even using panel model, because our data is small N and
large T. Several panel unit root test extended from test in times series is performed whether panel data is
stationary or not (Baltagi, 2013). We use panel unit root test such as, Levin-Lin-Chu (2002) test, Harris-
Tzavalis (1999) test, Im-Pesaran-Shin (2003) test, and Fisher type (Choi, 2001) test which includes ADF-
type and Perron-type.

The various panel unit root test differ in two aspects. They assume different autoregressive process. Levin-
Lin-Chu(LLC), and Harris-Tzavalis (HT) tests suppose that all panels share the same autoregressive
process. The other tests such as Im-Pesaran-Shin (IPS) test, and Fisher type(FT-ADF, FT-P) allow the
autoregressive process to be panel specific (Choi, 2001; Baltagi, 2013). Second, the various tests differ in
assumption that both the number of panels, N, and the number of time periods, T, tend to infinity or whether
N or T is fixed. While HT and IPS test allow N is infinity, LLC, FT-ADF, and FT-P require that N should
be small relative to T (Choi, 2001; Baltagi, 2013). Since we use month as panel’s id (N), N is the number
of month. Therefore, assumption that N is fixed is more reliable.

RESULTS

Data and Results of Test

The data are monthly data which range from Jan. 1982- Dec. 2016. Demand variables such as InEt, InEres,
InEcom, and InEind and price variables such as Inprt, Inprres, Inprcom, and Inprind obtained from the Korea
Statistical information service (KOSIS: www.kosis.kr). GDP variables also are gathered by KOSIS.
Temperature variables are average monthly temperature gathered Korea Meteorological administration
(web.kma.go.kr). Descriptive statistics are as follows Table 1.

The results of our unit root testing are illustrated in Table 2. Table 2 also reports ADF test and Perron test
statistics with trend and without trend. We found all variables used ADF test with trend were 1(1). However,
the results of Perron test with trend is shown that while GDP variables, price of commercial electricity
demand(Inprcom) and demand variables such as InEt, InEres, InEcon, and InEind are 1(1) at significant 5%
levels, almost price variables such as Inprt, Inprres, and Inprind are 1(0). Since mixture of 1(1) and 1(0) is
found, we have the merit of the use of ARDL bound testing approach .
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Table 1: Descriptive Statistics

Variable note obs Mean Std. Dev. Min Max

InEt Total electric consumption 420 23.45806 0.8089691 21.77395 24.53973
InEres Residential electric consumption 420 21.62923 0.7077429 19.91848 22.66524
InEcom Commercial electric consumption 420 22.0813 1.104556 19.87971 23.52985
InEind Industrial electric consumption 420 22.89767 0.7200158 21.36699 23.88368
Inprt Total electric price 420 4.80975 0.2980392 4.430188 5.544074
Inprres Residential electric price 420 5.069151 0.2226992 4.358491 5.666299
Inprcom Commercial electric price 420 5.170217 0.4817412 4.547992 6.277472
Inprind Industrial electric price 420 4.411645 0.1858724 4.114229 4.800283
Inym GDP across regions 420 31.66962 0.6108948 30.35201 32.47676
Temperature Average monthly temperature 420 12.61429 9.858369 -7.2 28.5

Source: Korea Statistical information service (KOSIS: www.kosis.kr), Korea Meteorological administration (web.kma.go.kr).

Table 2: Unit Root Test

Variables Level variables First-difference variables

ADF test PP test ADF test PP test

No trend Trend No trend Trend No trend Trend No trend Trend
InEt 2.808 -0.205 5.694 -1.818 -1.823* -4.689*** -20.01*** -25.785%**
InEres 4.455 -1.034 3.486 -3.217* -2.764*** -7.512%** -23.779%** -27.962***
InEcom 2.400 0.628 3.766 -2.295 -1.641* -4.098*** -16.130*** -18.054***
InEind 3.251 -1.308 6.142 -2.852 -2.252** -4.651*** -30.884*** -45.,946***
Inym 9.805 -1.429 9.805 -1.429 -2.783*** -6.254*** -4.726*** -8.256***
Inprt -1.826* -1.224 -1.247 -3.458** -3.372%** -4.418*** -21.864*** -22.658***
Inprres -2.794*** -2.143 -1.314 -10.354*** -4 3]15*** -5.015*** -35.750%** -36.957***
Inprcom -1.455 -1.622 -2.198** -1.740 -2.549** -3.249* -19.749%** -21.551%**
Inprind -0.612 -0.117 -4.225%*** -4.363*** -5.217*** -26.773%** -27.521***

Note 1: *** *** [ndicate that alternative hypothesis is significant at the 1%, 5%, 10% levels
Note 2: The time lag for ADF and PP is based on BIC value

Table 3: Results of ARDL Bound Test

Model Calculated F-statistic
Total demand 19.805%**
Residential demand 12.048***
Commercial demand 6.814***
Industrial demand 8.723***
5% level 1% level
1(0) I(1) 1(0) I(1)
n=420, k=2 3.79 4.85 5.15 6.36

Note 1: *** ** * indicate that alternative hypothesis is significant at the 1%, 5%, 10% levels

The results of the bounds testing are reported for each estimated demand in Table 3. We tested all kinds of
electricity demand function such as total, residential, commercial, and industrial demand. If F-statistic of
each regression is larger than critical value of 1(1), null hypothesis that is not shown cointegration is
rejected. Since F-statistic in all electricity demand function is larger than the upper critical value of I(1) at
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significant 1% level, these tests confirm the existence of a cointegrating relationship between electricity
demand, price, and income variables.

Next, we show results of panel unit-root testing in Table 4 and Table 5. Even monthly data is non-stationary,
data converted to panel form can be stationary due to control month effect or seasonal effects. Since
existence of yearly information for data generating process might occur non-stationary problem, panel unit
tests with trend is more applicable.

Table 4 is reported for various demand variables and income variables. Under assumption for common
autoregressive procedure among panels, statistics for panel unit root test with trend is rejected null
hypothesis at significant 1% level. When we allow specific autoregressive procedure among panels, FT-
ADF and FT-P tests with trend also illustrate that our variables are stationary. In IPS tests with trend,
residential electricity demand and income variables (GDP per capita) are not rejected null hypothesis. The
results of IPS tests are more applicable if the number of panels (N) tends to infinity. Since our data
demonstrate that N is fixed, our variables in Table 4 are regarded for stationary in panel unit root tests.

Table 5 also provides results of panel unit root test for price variables. Whether we assume common
autoregressive procedure or specific autoregressive procedure, the statistics for various tests with trend is
rejected null hypothesis at significant 5% levels. Therefore, all price variables with controlled trend are
stationary. These findings imply that, since our data has stationary process if month is controlled as panels
N, we can estimate level relationship of electricity demand function using panel model such as fixed effect
model.

Table 4: The Results of Panel Unit Root Test (1)

Method Statistic Cross- Obs
sections
INET InEres InEcom InEind Inym
Assumption for No trend trend Notrend  trend No trend trend No trend trend No trend
common unit root trend
process
Levin, Lin & Chu t*-1.769 -10.54 -7.130 -3.133 0402 -2.635 -2.271 -13934  -5285 -15.179 12 420
[xx *k*k *k*k *k*k *k*k *%x *kKk *k*k *k*k
0.0384 0.0000 0.0000 0.001 0.656 0.004 0.012 0.000 0.000 0.000 12 420
Harris-Tzavalis Z- |-4.476 -16.073  -4.152 -3.068 -0.985 -5.426 -22.425 -22.819  -25.350-26.369 12 420
Stat [rHx*x *kk *kk *k*k *kk *kk *kk *kk *k*k
0.0000 0.0000 0.0000 0.001 0.162 0.000 0.000 0.000 0.0000 0.0000 12 420
Assumption for No trend trend Notrend  trend No trend trend No trend trend No trend
individual’s unit trend
root process
Im, Pesaran and 0.177 -9.809 -4.874 -0.959 1.742 -3.593 -2.043 -13.756 -3.902 -16.0083 12 420
Shln W'Stat *k*k *k*k *k*k *%x *kk *k*k
0.570 0.000 0.000 0.169 0.959 0.000 0.021 0.000 0.000 0.000 12 420
ADF-Fisher chi-  [11.664 49.930 30.935 119.316 9.335  43.642 27525 62.412 55.958 63.789 12 420
Squared *k*k *k*k *k*k *k*k *kKk *k*k *k*k
0.983 0.001 0.0006 0.0000 0.996 0.000 0.281 0.000 0.000 0.000 12 420
PP-Fisher chi- 43.405 169.770  43.470 33403 35983 94.016 194.747 331.015  243.821475.242 12 420
Squal‘ed [rHx*x *k*k *k*k * * *k*k *k*k *kk *k*k *k*k
0.009 0.000 0.000 0.096 0.055 0.0000 0.000 0.000 0.000 0.000 12 420

Note 1: With ADF-Fisher test, trend means drift term
Note 2: All test subtract the cross-sectional averages from the series
Note 3: Fisher chi-squared statistics are inverse chi-squared
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Table 5. The Results of Panel Unit Root Test (2)

Method Statistic Cross- Obs
sections
Inpt Inpres Inpcom Inpind
Assumption for No trend No trend No trend No trend
common unit root trend trend trend trend
process
Levin, Lin & Chu t* -0.468 -3.053 -5.225 -6.864 -2.863 -3.678  -0.971 -3.622 12 420
*kk *kKk *kk *kKk *kk *kk
0.312 0.001 0.0000 0.0000 0.0021 0.000 0.166 0.000 12 420
1
Harris-Tzavalis Z-stat -4.992 -3.846 -12.324 -12.881 -6.328 -4.244  -3.457 -2.179 12 420
*kk *kk *kk *kk *kk *kk *k
0.000 0.000 0.0000 0.0000 0.1649 0.000 0.000 0.015 12 420
0
Assumption for No trend No trend No trend No trend
individuals unit root trend trend trend trend
process
Im, Pesaran and Shin 0.699 -1.572 -5.473 -7.364 -1.614 -2.010 0.874 -2.415 12 420
W'Stat *k*k * *kKk *kKk * *%x *kKk
0.7576 0.0579 0.0000 0.0000 0.0533 0.022 0.8088 0.0079 12 420
2
ADF-Fisher chi-square | 15.871  56.058 20.241 61279 21633 69.89 18.007  57.667 12 420
*kk *kk 2 *kk
*kk
0.892 0.000 0.683 0.000 0.601 0.000  0.802 0.000 12 420
PP-Fisher chi-square 34.192 58.412 105.28 127.59 59.565 76.38 22.228 48.752 12 420
* *kKk 0 4 *kk 6 *kKk
*kk *kk *kk
0.081 0.000 0.000 0.000 0.000 0.000 0.565 0.002 12 420

Note 1: With ADF-Fisher test, trend means drift term
Note 2: All test subtract the cross-sectional averages from the series
Note 3: Fisher chi-squared statistics are inverse chi-squared

The Results of Estimation

In this paper, we estimate various electricity demands using ARDL model. To select the lag length for the
estimation, SBIC is used. Our results are reported in Table 7 and Table 8. Table 7 is shown total, residential,
and commercial electricity demand where column (1), (4), and (7) is results of ARDL without temperature
effects, column (2), (5), and (8) is shown results of ARDL with temperature effect (TE), and results of
column (3), (6), and (9) are illustrated using fixed effect model. As a matter of interest, fixed effect term
(u,,) exist following F-statistics, and temperature variables have U-relationship with demand variables.
Moreover, coefficients of price using TE and FE in all demands are greater and more significant than results
of OLS. It implies that estimation without temperature effect occur downward bias since existence of
omitted variables problem. It is ambiguous which coefficients are larger between results of TE and FE.

Findings of industrial electricity demand are reported in Table 8. Column (10) is ARDL without
temperature effects, column (11) shows the results of ARDL with temperature effect, and column (12)
provides the results of fixed effect. Similar to Table 7, fixed effect term (u,,) also exist following F-
statistics, and temperature variables have U-relationship with demand variables. However, the coefficients
of price in industrial electricity demand are not shown the difference between OLS and TE or FE. We
consider demand for industrial electricity with year effect in column (13)-(14). In this columns, coefficients
of price in TE and FE is more significant, but not sensitive.
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Table 7: The results of estimation (1)

Variables Total Res Com
1) @ ®) 4) (5) (6) @) ®) )
oLS TE FE oLsS OLS2 FE OoLS TE FE
InE,_, |0.882*** 0.835*** 0.811*** 0.911***  0.904***  (0.858*** 0.949*** 0.921*** 0.913***
(0.024) (0.024) (0.025) (0.022) (0.022) (0.024) (0.016) (0.017) (0.018)
InP, -0.067*** -0.086*** -0.087*** -0.012 -0.033 -0.096*** -0.135%** -0.146*** -0.144%**
(0.029) (0.028) (0.028) (0.037) (0.038) (0.037) (0.033) (0.032) (0.033)
InY, 0.122*** 0.208*** 0.208*** 0.048 0.049 0.082*** -0.035 0.007 0.024
(0.047) (0.045) (0.045) (0.066) (0.065) (0.065) (0.084) (0.082) (0.083)
Tem, -0.003*** -0.001** -0.004***
(0.000) (0.001) (0.001)
Tem? 0.000*** 0.000** 0.000***
(0.000) (0.000) (0.000)
year
FE test 4.30%** 2.13** 1.74*
Constant -0.776 -1.272%* -1.713%** 0.528 0.748 1.016 2.980*** 2.316*** 1.960**
(0.513) (0.497) (0.523) (0.666) (0.679) (0.675) (0.749) (0.761) (0.803)
Obs 408 408 408 408 408 408 408 408 408
R2 0.999 0.999 0.999 0.997 0.997 0.997 0.998 0.998 0.998

Note 1. *** p<0.01, ** p<0.05, * p<0.1
Note 2. Time lag is 1 by determined by AIC

Table 8. The Results of Estimation (2)

Variables Ind Ind2
(10) (11) (12) (13) (14) (15)
oLS TE FE oLS TE FE
InE,_, 0.758*** 0.759*** 0.662*** 0.756*** 0.757*** 0.653***
(0.033) (0.034) (0.040) (0.034) (0.034) (0.040)
InP, -0.013 -0.016 -0.006 -0.195 -0.030* -0.037*
(0.030) (0.030) (0.030) (0.031) (0.032) (0.032)
InY, 0.297*** 0.294*** 0.409*** 0.286*** 0.274%** 0.367***
(0.053) (0.053) (0.053) (0.054) (0.055) (0.054)
Tem, -0.000 -0.001
(0.001) (0.001)
Tem? 0.000 0.000
(0.000) (0.000)
year 0.001 0.001 0.003*
(0.001) (0.001) (0.002)
FE test 1.93%* 2.23**
Constant -3.801%** -3.749%** -5.179%** -4.876** -5.708*** -9.476%**
(0.506) (0.517) (0.599) (1.963) (2.057) (2.392)
Obs 408 408 408 408 408 408
R2 0.998 0.998 0.998 0.998 0.998 0.998

Note 1. *** p<0.01, ** p<0.05, * p<0.1
Note 2. Time lag is 1 by determined by AIC

We computed long-run elasticity following methodology in Table 9. Price elasticity for long-run is
calculated differently for each electricity demand, while coefficient of price in TE and FE is more sensitive.
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Since magnitude of price elasticity for long run depends on coefficient of lagged dependent variables, the
degree of sensitivity for price elasticity between models is ambiguous. However, TE and FE is more
applicable when we consider significant level of estimation in Table 7 and Table 8.

Table 9: Long-Run Elasticity

Variables Total Res Com

) 2 ©) 4) (5) (6) ) ®) 9)

OLS OLS2 FE OLS OLS2 FE OLS OLS2 FE
Long run price -0.568 -0.521 -0.460 -0.135 -0.344 -0.676 -2.647 -1.848 -1.655
Long run income 1.034 1.261 1.101 0.539 0.510 0.577 -0.686 0.089 0.276
Variables Ind Ind2

(120) (11) (12) (13) (14) (15)

OoLS OLS2 FE OoLS OLS2 FE
Long run price -0.054 -0.066 -0.018 -0.799 -0.123 -0.107
Long run income 1.227 1.220 1.210 1.172 1.128 1.058

CONCLUSION

We analyze price elasticity of demand for electricity using monthly data in South Korea. To deal with
omitted variables problem, we consider electricity demand with temperature effect or seasonal effect. We
firstly provide results of ARDL bound test to find long-run relation in level between electricity demand and
price. Finally, we alternatively provide fixed effect model (FE model) which use that month is treated as
panel’s id to control seasonally effect.

Our findings as follow that we find long run relationship between demand and price variables in all kinds
of electricity demand such as total, residential, commercial, and industrial demand. Second, coefficients of
price controlled temperature effect (TE model) or fixed effect model (FE model) are larger and more
significant in total, residential, commercial demand. However, industrial demand does not strongly affect
TE or FE effect. If we consider year effect, coefficients of price in industrial demand become more sensitive.
Moreover, it is difficult to identify which of the price elasticity of TE and FE is larger since degree of long
run elasticity depends on magnitude of coefficient of lagged dependent variables.

REFERENCES
Baltagi, B. H. (2013), Econometric Analysis of Panel Data. 5th ed. Chichester, UK: Wiley.

Choi, 1. (2001), “Unit root tests for panel data,” Journal of International Money and Finance, 20: 249-
272.

Lee, C. C. and Chiu, Y. B. (2011), “Electricity demand elasticities and temperature: Evidence from panel
smooth transition regression with instrumental variable approach,” Energy Economics, 33: 896-901

De Vita, Glauco, Klaus Endresen, and Lester C. Hunt (2006), "An empirical analysis of energy demand in
Namibia," Energy Policy 34(18): 3447-3463. .

Moral-Carcedo, J., and Vicens-Otero, J. (2005), “Modeling the non-linear response of Spanish electricity
demand to temperature variations,” Energy economics, 27(3): 477-494.

GCBF ¢ Vol. 13 ¢« No. 1 « 2018 # ISSN 1941-9589 ONLINE & ISSN 2168-0612 USB Flash Drive | 234



Global Conference on Business and Finance Proceedings ¢ Volume 13 ¢ Number 1 2018

Jo, H. H. and Jan, M. W. (2015), “An Analysis of the Price Elasticity of Electricity Demand and Price
Reform in the Korean Residential Sector Under block Rate Pricing,” Environmental and Resource
Economics Review, 24(2): 365-410

Lee, H. L., Han,J. H.,and Yi, M. H. (2010), “Electricity Peak Equation: Estimation and Prediction,” Korean
Energy Economic Review 9(2): 83-99

Harris, R. D. F., and E. Tzavalis (1999), “Inference for unit roots in dynamic panels where the time
dimension is fixed,” Journal of Econometrics, 91: 201-226.

Im, K. S., M. H. Pesaran, and Y. Shin, (2003), “Testing for unit roots in heterogeneous panels,” Journal of
Econometrics 115: 53-74.

Ito, K. (2014), “Do consumers respond to marginal or average price? Evidence from nonlinear electricity
pricing,” American Economic Review, 104(2): 537-563

Kim, Y.D. and Park, M.S., (2013), “Changes in Elasticities of Demand for Qil Products and Electricity in
Korea,” Environmental and Resource Economics Review, 22(2): 251-279

Levin, A., C.-F. Lin, and C.-S. J. Chu (2002), “Unit root tests in panel data: Asymptotic and finite-sample
properties,” Journal of Econometrics, 108: 1-24.

Pesaran, M. H., Shin, Y., and Smith, R. J. (2001), “Bounds testing approaches to the analysis of level
relationships,” Journal of applied econometrics, 16(3): 289-326.

Hahn, S. B. (2013), “An analysis of nonlinear and nonparametric electricity demand model,” Journal of
Korean Economic Development 19(2): 138-208

BIOGRAPHY
Jinwoo Dong, Oral presenter, The Department Economics, Pusan National University, orkai@naver.com

Youngduk Kim, The Department Economics, Pusan National University, ydkim@pusan.ac.kr

GCBF ¢ Vol. 13 ¢« No. 1 « 2018 # ISSN 1941-9589 ONLINE & ISSN 2168-0612 USB Flash Drive | 235



Global Conference on Business and Finance Proceedings ¢ Volume 13 ¢ Number 1 | 2018

SPANISH PROCEEDINGS

GCBF ¢ Vol. 13 ¢ No. 1 ¢ 2018 ¢ ISSN 1941-9589 ONLINE & ISSN 2168-0612 USB Flash Drive | 240



Global Conference on Business and Finance Proceedings ¢ Volume 13 ¢ Number 1 | 2018

ESTUDIO COMPARATIVO DEL COMERCIO FORMAL
VS EL COMERCIO INFORMAL EN EL ESTADO DE
MEXICO

Octavio Augusto Dehesa Vargas, Centro Universitario UAEM Amecameca
Omar Ernesto Terdn Varela, Centro Universitario UAEM Amecameca

RESUMEN

En México existe una cultura de informalidad en las empresas y negocios que trabajan dia a dia para dar
sustento a sus familias puesto que este tipo de empresas no pagan impuestos, 0 no lo hacen de forma
correcta, lo que representa un problema para la economia del pais pues esto fomenta la corrupcion por
parte las autoridades encargadas de sus supervisiones, haciendo que paguen cuotas para poder continuar
trabajando y haciendo que ese dinero se quede en manos de extorsionadores. Para el afio 2015 la medicién
de la Economia Informal indicé que el 23.6% del PIB se produce en unidades econémicas informales y se
genera por el 57.9% de la poblacién ocupada que labora en condiciones de informalidad, en tanto que el
76.4% del PIB es producido en el Sector Formal con el 42.1% de la poblacion ocupada formal, es decir,
que por cada 100 pesos generados de PIB del pais, 76 pesos lo generan el 42% de ocupados formales,
mientras que casi 24 pesos los generan el 58% de ocupados en condiciones de informalidad. Los resultados
muestran que a lo largo del periodo 2003-2015 la Economia Informal contribuye en promedio en un 25.6%
anual al Producto Interno Bruto del pais. (INEGI, 2016). La problemética del comercio informal ha sido
ocasionada por el mismo sistema burocratico de nuestro pais con la cantidad de tramites e impuestos y
sobre todo tiempo que hay que invertir para volver una empresa formal. El propoésito de la investigacion
es realizar un estudio comparativo con el objetivo de hacer un andlisis en el sistema burocratico de
incorporacidn al régimen fiscal para formalizar el comercio en México, y asi permitir a las empresas gozar
de los beneficios de la formalidad, mientras pagan sus impuestos correspondientes en un sistema libre de
sobornos y corrupcion.

PALABRAS CLAVES: Comercio Formal, Comercio Informal, Régimen Fiscal

COMPARATIVE ANALYSIS OF FORMAL VERSUS INFORMAL
ECONOMICS SECTOR IN THE STATE OF MEXICO

ABSTRACT

In Mexico there is a culture of informality in companies and businesses that work day by day to provide for
their families, since these companies do not pay taxes, or do not do it correctly, which represents a problem
for the economy of Country as this encourages corruption by the authorities in charge of their supervision,
causing them to pay dues in order to continue working and making that money remain in the hands of
extortionists. The National Institute of Statistics and Geography and Informatics (2015) mentions that "By
2015 the measurement of the Informal Economy indicates that 23.6% of GDP is produced in informal
economic units and is generated by 57.9% of the employed population Which works in conditions of
informality, while 76.4% of GDP is produced in the formal sector with 42.1% of the formal employed
population, ie, for every 100 pesos generated in the country's GDP, 76 pesos are generated by the 42% of
formal employed, while almost 24 pesos generate 58% of employed in informal conditions. The results
show that over the period 2003-2015 the Informal Economy contributes an average of 25.6% per annum
to the country's Gross Domestic Product. "Thus, the problem of informal commerce has been caused by the
same bureaucratic system of Our country with the amount of paperwork and taxes and above all time that
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we have to invest to become a formal company. The purpose of the investigation is to carry out a
comparative study with the objective of making an analysis in the bureaucratic system of incorporation to
the fiscal regime to formalize the commerce in Mexico, and thus to allow the companies to enjoy the benefits
of the formality, while paying their Corresponding taxes in a system free of bribes and corruption.

JEL: A13,J08, L51, L81, M21, P46, P52
KEYWORDS: Formal Trade, Informal Trade, Taxation
INTRODUCION

En la pagina HBO en Latino América publico el 13 ago. 2016, que en la cultura de México, es muy comdn
ver por las calles puestos ambulantes donde se consumen una variedad de productos, e incluso en muchas
ocasiones se prefiere dicho consumo por lo econdmico que resulta, pero se debe observar que en paises en
desarrollo esto es bastante comun; Sin embargo en paises de primer mundo como lo son Estados Unidos y
Canadé esto no es un problema que represente un gran riesgo, ya que el mismo sistema de gobierno le
otorga la facilidad a sus habitantes de emprender negocios y empresas incorporandose facilmente al
régimen fiscal. Asi mismo, en México son necesarios 67 dias habiles solo para hacer tramites de
formalizacion y se gastan aproximadamente 20,000 pesos mexicanos para realizarlos, en Brasil se necesitan
15 tramites y 63 dias, en VVenezuela para los mismos 15 tramites se necesitan 124 dias para poder realizarlos,
en Chile se necesitan 28 dias, en Estados Unidos se necesitan 4 tramites que se realizan en 4 dias y en
Canada Gnicamente se requieren 2 tramites que son realizados en 2 dias. Con esta informacion podemos
observar que un sistema econémico solido que permita que las empresas sean formales se basa en la
simplicidad, pues en México muchos de los tramites que se necesitan en su mayoria son innecesarios y
Unicamente se realizan para mantener la corrupcién del pais y para darle un propdsito a instituciones que
en algunos casos, también son innecesarias. La finalidad de esta investigacion es demostrar y proponer al
gobierno Mexicano a hacer un andlisis en el sistema burocratico de incorporacion al régimen fiscal para
formalizar el comercio en México, y asi permitir a las empresas gozar de los beneficios de la formalidad,
mientras pagan sus impuestos correspondientes en un sistema libre de sobornos y corrupcion.

REVISION LITERARIA

Artana & Auguste (2002), indican que la alta tasa de informalidad fomenta la baja productividad, ya que
generalmente las empresas informales no son sujetas de crédito y, por ende, no pueden aumentar su nivel
de capital por trabajador. La economia informal también facilita el incumplimiento de los derechos
laborales. Este tipo de empresas no estan obligadas a pagar un salario minimo, y tampoco tienen que
proporcionar las prestaciones minimas de la ley para sus empleados. Ademas, las altas tasas de informalidad
propician que la carga de impuestos se concentre en tan s6lo un pequefio porcentaje de los mexicanos que
si operan formalmente, lo cual reduce la recaudacion fiscal y desequilibra las finanzas publicas. Uno de los
principales motivos para el auge del comercio informal es la excesiva burocracia que existe en México.
Muchos ciudadanos han sufrido largas filas y tiempos de espera prolongados para poder pagar sus
impuestos e incluso sobornos para poder “agilizar” los tramites necesarios para cumplir con Hacienda. Si a
una excesiva burocracia y prolongados tramites para crear empresas (y por ende empleo) le unimos una
serie de crisis que han azotado a México en las Ultimas décadas, junto con politicas macroeconémicas
inadecuadas, tenemos el caldo de cultivo perfecto para que muchos, que han visto desvanecerse sus puestos
de trabajo, vean en la economia informal una forma de subsistencia.

Busso & Fazio & Levy (2012), sefialan que la informalidad es una expresion de varias distorsiones en una
economia y forma parte de un conjunto de relaciones entre diversos agentes econdémicos y el Estado,
entendiendo a este Gltimo, como el encargado de minimizar o hacer desaparecer las fallas del mercado a
través del otorgamiento de bienes publicos. Uno de los enfoques tradicionales bajo los cuales se entiende
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la informalidad es el de la exclusion, es decir, cuando los trabajadores no tienen la oportunidad de encontrar
empleo en la formalidad, acuden por necesidad a la informalidad en donde no gozan de los servicios
otorgados por el Estado, como lo es la seguridad social; y, cuando las empresas deciden por subsistencia
transitar de la formalidad a la informalidad, debido a los altos costos que implica pertenecer a la economia
formal. Este enfoque distingue tres limites entre las dos economias: el primero, la segmentacion del
mercado laboral; segundo, la alta burocracia y los altos costos de permanecer en la formalidad, sobre todo
para las pequefias empresas; Y, tercero, la excesiva regulacion y las presiones fiscales hacen que las grandes
empresas operen un porcentaje de su operacion en la informalidad.

Sin embargo, para Perry & Maloney & Arias & Fajnzylber & Mason & Saavedra-Chanduvi (2007),
comentan en su investigacion que la informalidad también debe ser analizada desde el punto de vista
empresarial, pues cuando alguna persona no estd cémoda o no recibe mayores beneficios que costos por
pertenecer a una organizacion, la persona puede tener dos tipos de reacciones. La primera es comentar su
inconformidad y permanecer esperando que el entorno cambie a su favor, pero la segunda consiste en
escapar de la organizacion apostando todo en otro lugar con los riesgos que eso implica. El segundo enfoque
gue complementa a la exclusion, es justamente el escape: desde el punto de vista de la modalidad
empresarial (sector informal), las empresas pequefias deciden y calculan que no necesitan y/o quieren los
programas o beneficios que otorga el Estado, por lo que no pagan por ellos, mientras que las empresas
grandes observan en el evadir impuestos con mecanismos sofisticados mayores beneficios que pagandolos.
Desde el punto de vista de Friedman & Johnson & Kaufmann & Zoido-Lobaton (2000) dicen que la
modalidad empresarial (sector informal), las empresas pequefias deciden y calculan que no necesitan y/o
quieren los programas o beneficios que otorga el Estado, por lo que no pagan por ellos, mientras que las
empresas grandes observan en el evadir impuestos con mecanismos sofisticados mayores beneficios que
pagandolos.

Dreher & Kotsogiannis & McCorriston (2005), mencionan que en cuanto a los beneficios que el empresario
visualiza tener al estar en la economia formal, se relaciona la decisidn del empresario para escapar de la
formalidad con dos variables principalmente: la corrupcién y la calidad institucional. La corrupcién se
entiende como la actividad ilegal que consiste en el abuso del poder por parte del politico para obtener
ganancias privadas, y que es caracterizada como factor de la caida del crecimiento y desarrollo econémico,
de la baja calidad de los servicios publicos y del incremento de la desigualdad. Se colocan a las empresas
como agentes racionales que calculan los beneficios y los costos que tienen por estar en la economia formal,
mismos que incluyen el pago del politico corrupto. Una de sus primeras conclusiones, es gue altas tasas
impositivas, sumadas a un alto pago por la seguridad social de los trabajadores y pocos beneficios otorgados
por el Estado, generan incentivos para escapar del pago de impuestos (deseo racional de transitar de la
formalidad a la informalidad).

Sin embargo, la clave del modelo es la calidad institucional de la economia, buscando encontrar los efectos
que ésta tiene sobre la economia formal y la informal. Las conclusiones més importantes de este modelo
son: primero, que la informalidad genera incentivos para disminuir la corrupcion y provoca que la economia
formal sea mayor; segundo, que el tamafo de la informalidad se reduce con incrementos en la calidad
institucional de una economia; tercero, la relacion entre la magnitud de corrupcion y la calidad institucional
es ambigua; y cuarto, para efectos de México, aseguran que el tamafio de la informalidad y la cantidad de
corrupcion son muy altos. América Latina cuenta con multiples casos de éxito en la disminucion de la
informalidad. Ejemplo de ello son los casos de implementacion de ventanillas Gnicas en Argentina, Brasil
y Ecuador, los programas de financiamiento a PyMES con méas de un afio de operacion en Republica
Dominicana, Chile y Costa Rica, asi como la promocion de iniciativas empresariales del sector digital en
Jamaica. Asimismo, el caso de Chile es emblemaético; su programa de sustitucion de multas por capacitacion
a empleadores es una politica innovadora que reduce las probabilidades de reincidencia de practicas
ilegales.
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METODOLOGIA

Gran parte de esta investigacion es de tipo documental, con una revision bibliogréfica en libros, revistas,
periddicos, asi como la consulta de articulos y paginas de internet. Es de tipo cualitativo donde se utilizo
métodos que siguen una disciplina cientifica basados en principios tedricos para la toma de decisiones. Se
tomd como referencia pequefias muestras en la observacion de un conjunto o interesados en incursionar en
la creacion de su negocio en la region. Se realizo el estudio de cdmo llevar a cabo el comparativo del
Comercio Formal vs el Comercio Informal en el Estado de México. Es de tipo descriptiva debido a que se
particulariza como pueden ser beneficiados el comercio formal e informal. Por medio del mismo se
describen datos para conocer las situaciones, costumbres, actitudes mas importantes a través de las
actividades como el objeto de estudio y sus procesos. Fue de tipo no experimental transversal debido a que
las variables son independientes. Los trasversales recolectan datos en un solo momento en un tiempo Unico,
su proposito fundamental es describir variables y analizar su incidencia y relacion en un momento dado.

RESULTADOS

Se cuenta con resultados parciales, y esta realizando la investigacion de campo mediante un instrumento
gue puedan determinar el comportamiento mediante el estudio comparativo del Comercio Formal vs el
Comercio Informal en el Estado de México, como oportunidad de poder generar estrategias que permitan
sacar de la informalidad a dichas empresas del Estado de México. Asi mismo, se estan considerando una
serie de factores claves para el éxito de una organizacion que le permitan posicionarse a este tipo empresa
en un mercado competitivo. Para lograr este objetivo, se deben cumplir dos condiciones: Proporcionar a los
consumidores lo que necesitan y la otra es sobrevivir a la competencia. Para dar a los consumidores
alternativas de pago, en funcidn de sus clientes y proveedores. Una vez que saben cuéles son los clientes,
deberda estudiar sus necesidades y sus comportamientos, es decir, las causas por las que deciden escoger
una oferta en lugar de otra. A partir de ese momento, la empresa podré trazar su estrategia para su
posicionamiento.
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ESTRATEGIAS DE COMPETENCIA LABORAL COMO
DETONADOR DE LA COMPETITIVIDAD DE LAS
ORGANIZACIONES DEL SECTOR TERCIARIO EN LA
ZONA ORIENTE DEL ESTADO DE MEXICO

Yesenia Burgos Madariaga, Centro Universitario UAEM Amecameca
Omar Ernesto Teran Varela, Centro Universitario UAEM Amecameca

RESUMEN

El mundo se mueve a través de procesos de globalizacion en donde los paises le apuestan a su crecimiento
y posicionamientos de sus productos en los mercados al menor costo de produccion y con una excelente
calidad, para ello, se basan en que el Capital Humano (CH) sea el responsable de dicho procesos, y que
al realizar la evaluacién correspondiente solo se busca no tener ningun de tipo responsabilidad laboral
con los mismos, por lo que, rebuscan en otros paises mano de obra calificada y a bajo costo, sin tener la
necesidad de volverlos un activo tangible para su organizacion. Dadas estas circunstancias, existe el
interés en torno a la formacién y certificacién con base en competencias laborales que se ha venido
incrementando desde hace varios afios en América Latina. De hecho, ya antes del advenimiento del modelo
de competencia laboral se promovian proyectos regionales sobre la certificacién ocupacional, orientados
hacia el reconocimiento formal de las capacidades laborales, independientemente de la forma como se
adquirieron. Es por ello que, se denomina competitividad a lafacultad de competir: disputarse
el dominio de algo, rivalizar para quedarse con aquello que otro u otros también pretenden conseguir. La
idea de competitividad alude a contar con la capacidad necesaria para enfrentar a los competidores. Para
Meéxico y en especial a la Zona Oriente del Estado de México (ZOEM), que es una zona la cual carece de
dicho procesos, se plantea que la investigacion este enfocada a la competitividad hacia el CH (personas
fisicas que se desempefian laboralmente dentro de una organizacion), que se pueda definir como aquella
capacidad que permite al individuo, desempefiar de forma superior y efectivamente una actividad de
trabajo en el uso conjunto de sus conocimientos, habilidades, destrezas y comprension; necesarios para
lograr los objetivos que tal actividad supone desarrollar y llevar a cabo. Es por ello, que el objetivo de la
investigacion es generar estrategias enfocadas al desarrollo de competencias laborales como detonador
de la competitividad de las organizaciones del Sector Terciario de la ZOEM.

PALABRAS CLAVES: Competencia Laboral, Competitividad De Las Organizaciones, Sector Terciario

ABSTRACT

DEVELOPMENT OF LABOR COMPETENCIES AS A TRIGGER FOR
COMPETITIVENESS OF ORGANIZATIONS IN THE TERTIARY
SECTOR IN THE EASTERN PART OF THE STATE OF MEXICO

The world moves through globalization processes where countries are betting on their growth and product
positioning in markets at the lowest cost of production and with an excellent quality, based on the fact that
Human Capital (CH ) Is responsible for these processes, and that when carrying out the corresponding
evaluation only seeks to have no type of labor responsibility with them, reason why, in other countries scour
qualified labor and low cost without having the need to Make them a tangible asset for your organization.
Given these circumstances, there is interest in training and certification based on labor competencies that
has been increasing for several years in Latin America. In fact, even before the advent of the labor
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competency model, regional projects on occupational certification were promoted, aimed at the formal
recognition of labor capacities, regardless of how they were acquired. That is why, it is called
competitiveness to the faculty of competing: to dispute the dominion of something, to compete to stay with
what another or others are also trying to achieve. The idea of competitiveness alludes to having the
necessary capacity to face competitors. For Mexico and especially the Eastern Zone of the State of Mexico
(ZOEM), which is an area that lacks these processes, it is proposed that the research is focused on the
competitiveness towards the CH (natural persons who work within An organization) that can be defined as
that capacity that enables the individual to perform a work activity in a superior and effective way in the
joint use of their knowledge, skills, skills and understanding; Necessary to achieve the objectives that such
activity involves developing and carrying out. It is for this reason that the objective of the research is to
generate strategies focused on the development of labor competencies as a trigger for the competitiveness
of organizations in the Tertiary Sector of the ZOEM.

JEL: J24, L44, M10, M12, M51, M54, Y80, Z00
KEYWORDS: Labor Competition, Competitiveness of Organizations, Tertiary Sector
INTRODUCCION

Para Alles (2006), menciona que en estos procesos de globalizacion en donde los paises le apuestan a su
crecimiento y posicionamiento de sus productos en los mercados al menor costo y se basan en que el Capital
Humano sea el responsable de dicho proceso, y que al realizar la evaluacion correspondiente solo se busca
no tener ningun tipo de responsabilidad laboral con los mismos, por lo que, buscan en otros paises mano de
obra calificada y a bajo costo, sin tener la necesidad de volverlos un activo tangible para su organizacion.
Dadas estas circunstancias, existe el interés en torno a la formacidn y certificacion con base en competencias
laborales se ha venido incrementando desde hace varios afios en América Latina. De hecho, ya antes del
advenimiento del modelo de competencia laboral se promovian! proyectos regionales sobre la certificacion
ocupacional, orientados hacia el reconocimiento formal de las capacidades laborales, independientemente
de la forma como se adquirieron. Es por ello que, se denomina competitividad a la facultad de competir:
disputarse el dominio de algo, rivalizar para quedarse con aquello que otro u otros también pretenden
conseguir. Continuando con Alles (2016), alude a que la idea de competitividad es contar con la capacidad
necesaria para enfrentar a los competidores.

En el &mbito de la economia, la competitividad se refiere a la capacidad que tiene una persona, empresa o
pais para obtener rentabilidad en el mercado frente a sus otros competidores. Enfocada la competitividad
hacia el recurso humano (personas fisicas que se desempefian laboralmente dentro de una organizacion),
entonces se puede definir como aquella capacidad que permite al individuo, desempefiar de forma superior
y efectivamente una actividad de trabajo en el uso conjunto de sus conocimientos, habilidades, destrezas y
comprension; necesarios para lograr los objetivos que tal actividad supone. Se tom6 como referencia
pequefias muestras de acuerdo a un proceso de observacion, que tienen como propdsito permitir hacer un
diagnostico de la competitividad de organizaciones del Sector Terciario en la Zona Oriente del Estado de
México, que para la cual, se esta realizando un estratificado por municipio, que presentan en un principio
deficiencias de competencia laboral.

REVISION LITERARIA

A inicios de los afios sesenta, el profesor de Psicologia de la Universidad de Harvard, David McClelland
(1987), propone una nueva variable para entender el concepto de motivacion: Desempefio Calidad,
considerando el primer término como la necesidad de logro (resultados cuantitativos) y el segundo como la
calidad en el trabajo (resultados cualitativos). Siguiendo el enfoque de McClelland se plantea los posibles
vinculos entre este tipo de necesidades y el éxito profesional: si se logran determinar los mecanismos o
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niveles de necesidades que mueven a los mejores empresarios, gerentes, entre otros, podran seleccionarse
entonces personas con un adecuado nivel en esta necesidad de logro, y por consiguiente, formar a las
personas en estas actitudes con el propdsito de que puedan desarrollarlas y sacar adelante sus proyectos. La
aplicacién préctica de esta teoria se llevo a cabo por parte de su autor, en la India, en 1964, donde se
desarrollaron un conjunto de acciones formativas y en s6lo dos afios se comprobd que 2/3 de los
participantes habian asimilado caracteristicas innovadoras, que potenciaban el auge de sus negocios y en
consecuencia de su localidad de residencia.

Siguiendo con los estudios de McClelland (1987), dichos resultados permitieron que los estudios de este
tipo se extendieran en el mundo laboral. Todos querian encontrar la clave que permitiera a las
organizaciones ahorrar tiempo y dinero en los procesos de seleccion de personal. No obstante, por una razon
u otra, la problematica universal en torno a qué formacion debe poseer la persona, y que fuere adecuada
para desempefiarse con éxito en un puesto determinado, ain no estaba resuelta. En 1973, McClelland
demuestra que los expedientes académicos y los test de inteligencia por si solos no eran capaces de predecir
con fiabilidad la adecuada adaptacion a los problemas de la vida cotidiana, y en consecuencia el éxito
profesional. Esto lo condujo a buscar nuevas variables, a las que llamé competencias, que permitieran una
mejor prediccion del rendimiento laboral. Durante estas investigaciones encuentra que, para predecir con
una mayor eficacia el rendimiento, era necesario estudiar directamente a las personas en su puesto de
trabajo, contrastando las caracteristicas de quienes son particularmente exitosos con las de aquellos que son
solamente promedio. Debido a esto, las competencias aparecen vinculadas a una forma de evaluar aquello
gue realmente causa un rendimiento superior en el trabajo y no «a la evaluacién de factores que describen
confiablemente todas las caracteristicas de una persona, en la esperanza de que algunas de ellas estén
asociadas con el rendimiento en el trabajo».

Alles (2006), determina que las competencias, por tanto, mas que hacer una referencia a lo que una persona
hace habitualmente en cualquier situacion, centran su objetivo en lo que una persona seria capaz de hacer
cuando se le demanda. Ademas puntualiza que, haciendo mencion a Boyatzis & Spencer & Spencer (1982),
determinan que las competencias hacen referencia a cualquier caracteristica individual que pueda medirse
con fiabilidad y que permita pronosticar el desempefio excelente de una persona en un puesto de trabajo.
En este proceso de ser competitivo, existen organizaciones encargadas de certificar la competitividad
laboral. Otro autor muy referido en esta linea de investigaciones es Boyatzis (1982), quien en una de sus
intervenciones analiza profundamente las competencias que incidian en el desempefio de los directivos,
utilizando para esto la adaptacion del Analisis de Incidentes Criticos. En sus estudios se concluye que
existen una serie de caracteristicas personales que deberian poseer de manera general los lideres, pero que
hay también algunas que sélo poseian otras personas que desarrollaban de modo excelente sus
responsabilidades, son estas algunas de las apreciaciones referentes al origen del término en cuestion.

En el libro de Alles (2016), define el término de Gestidn por competencias donde establece que el modelo
de gestion permite alinear a las personas que integran una organizacion (directivos y demas niveles
organizacionales) en pos de los objetivos estratégicos. Y para que sea eficaz, la gestion por competencias
debe implementarse bajo el enfoque sistémico, es decir, aplicarse en todos los subsistemas de Recursos
Humanos de la organizacion. Es por ello que el término “modelo” es utilizado para designar al conjunto de
relaciones basadas en términos légicos, y “modelo de competencias”, a su vez, se utiliza para identificar al
conjunto de procesos relacionados con las personas que integran la organizacion para alinearlos en pos de
los objetivos organizacionales. Por lo que, el modelo de competencias va a permitir seleccionar, evaluar y
desarrollar a las personas en relacion con las competencias necesarias para alcanzar las estrategias
organizacionales. Es por ello que, algunos autores sefialan que la diferencia entre Gestion por competencias
y de las competencias, dan una explicacion que: la expresion “Gestion de las competencias” hace referencia
al conjunto de acciones que se realizan con el proposito de administrar las capacidades de los colaboradores-
en especial, sus competencias-, y que las acciones a realizar son: medicidn, comparacién con lo requerido
(concepto de adecuacion persona puesto formacion y desarrollo), por citar las méas relevantes. Por lo tanto,
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dicha expresidn-gestion de las competencias- se utiliza para sefialar una gestion planeada, por parte de la
organizacion, entorno a las competencias de sus colaboradores, donde implica tenerlas en cuenta ya sea
tanto para darles una utilizacién adecuada como para incrementarlas cuando sea necesario.

Continuando de Alles (2016), menciona que el concepto se puede asimilar al desarrollo de las competencias
y que es claramente diferente a la gestion por competencias, cuando el proposito sea implantar un modelo
de gestion basado en competencias, la expresion correcta serd “gestion por competencias”. Y si la
metodologia que se expondra es la que surge tanto de las investigaciones como del trabajo profesional,
también es labor del equipo que integra la organizacion, de manera tal que se vean los resultados positivos
en las empresas a lo largo de toda Latinoamérica. Por lo tanto, la gestion por competencias, asi como los
aspectos mas sobresalientes de la metodologia que se describe a continuacion, conforme a las buenas
practicas en materia de recursos humanos. Al llegar a la inclusion de las definiciones conlleva un doble
proposito: clarificar el significado de ciertos términos, para las que no estén familiarizados con ellos con'y,
al mismo tiempo, fijar nuestra posicion en aquellos casos en que puedan existir diversas interpretaciones o
corrientes relacionadas con esta terminologia.

Escobar (2005), menciona que sobre el tema de las competencias laborales escriben por estos dias, y gran
parte de ellos coincide en opinar que las mismas constituyen una nueva alternativa para incrementar el
rendimiento laboral y la motivacion, entre otros aspectos, lo cual sin duda constituye la finalidad de la
aplicacion de este modelo (Gestion por Competencias). Este articulo contribuye a sistematizar los
conocimientos sobre el tema, describiendo para ello una serie de aspectos relacionados con el concepto de
competencias. Los cambios que hoy se producen en el entorno empresarial, caracterizados por la
globalizacion de la economia, y la continua introduccién de las nuevas tecnologias en los procesos de
produccién y administracion en las organizaciones, han provocado a su vez, cambios en las estructuras al
interior de las mismas, existiendo la tendencia al aplanamiento de estructuras y a la constante evolucion de
los puestos de trabajo, lo cual hace dificil mantener la estabilidad de los mismos. Esta nueva realidad
también ha modificado el contrato entre las organizaciones y sus miembros, basandose ahora en el
desarrollo profesional de los empleados y en la busqueda, por parte de dichas organizaciones, de nuevas
formas para potenciar al maximo las competencias de su personal. Para dar respuesta a este gran reto,
muchas empresas han optado por la aplicacién de un Sistema de Competencias Laborales,* como una
alternativa para impulsar la formacién y la educacidn, en una direccion que logre un mejor equilibrio entre
las necesidades de las organizaciones y sus miembros.

Continuando con Escobar (2005), menciona que como en efecto, el concepto de competencias es muy
utilizado por estos dias en el contexto empresarial, para designar un conjunto de elementos o factores,
asociados al éxito en el desempefio de las personas, y cuando se hace referencia a los origenes del mismo,
por lo general encontramos que se cita a McClelland. No obstante, en la literatura se hace referencia a
algunos trabajos anteriores a los de este autor, Utiles para comprender mejor el origen del término. En 1949,
T. Parsons elabora un esquema conceptual que permitia estructurar las situaciones sociales, segun una serie
de variables dicotomicas. Una de estas variables era el concepto de Logros vs Atributos, que en esencia
consistia en valorar a una persona por la obtencion de resultados concretos, en vez de hacerlo por una serie
de cualidades que le son atribuidas de una forma mas o menos arbitraria (Resultados vs Buena Cuna). Casi
diez afios después, en 1958, Atkinson lograba demostrar de forma estadistica la utilidad del dinero como
un incentivo concreto que mejoraba la produccién, siempre que el mismo estuviese vinculado a resultados
especificos.

METODOLOGIA

Gran parte de esta investigacion es de tipo documental, con una revision bibliogréfica en libros, revistas,
periodicos, y de estadisticas del INEGI, asi como consulta de articulos y péginas de internet. Es de tipo
cualitativo donde se esta utilizando métodos que siguen una disciplina cientifica basados en principios
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tedricos para la toma de decisiones. Se tom6 como referencia pequefias muestras de acuerdo a un proceso
de observacion, que permite hacer un diagnéstico de la competitividad de organizaciones del Sector
Terciario en la Zona Oriente del Estado de México, que para la cual, se esté realizando un estratificado por
municipio, que presentan en un principio deficiencias de competencia laboral. Es de tipo descriptivo debido
a que se particulariza cémo pueden ser beneficiados dichas empresas del sector. Asi mismo, por medio del
mismo se describen datos para conocer las situaciones, costumbres, actitudes mas importantes a través de
las actividades como el objeto de estudio y sus procesos. Fue de tipo no experimental transversal debido a
gue las variables son independientes. Los trasversales recolectan datos en un solo momento en un tiempo
unico, su propdsito fundamental es describir variables y analizar su incidencia y relacion en un momento
dado.

RESULTADOS

Se cuenta con resultados parciales, y continua con el trabajo de campo, mediante un instrumento que pueda
determinar el comportamiento de la competitividad de organizaciones del Sector Terciario en la Zona
Oriente del Estado de México, como oportunidad de generar estrategias que le permitan mejorar las
deficiencias en la competencia laboral que presentan. Asi mismo, se est& considerando una serie de factores
claves para su éxito, que le permitan posicionarse en un mercado competitivo. Para lograr este objetivo, se
deben cumplir dos condiciones: proporcionar las herramientas necesarias para medir la competitividad
interna de los empleados, y que le permita sobrevivir ante la competencia, y darle a los empleados los
instrumentos adecuados para el desarrollo de sus actividades, para dar un mejor servicio a sus clientes y
proveedores. Una vez que saben cuales son los clientes, deberd estudiar sus necesidades y sus
comportamientos, es decir, las causas por las que deciden escoger una oferta en lugar de otra. A partir de
ese momento, la empresa podrd trazar su estrategia para su posicionamiento.

REFERENCIAS BIBLIOGRAFICAS

Alles, Martha Alicia (2006), “Desarrollo del Desarrollo del Talento Humano basado en Competencias”,
Editorial Granica, México, DF, México.

Alles, Martha Alicia (2016), “Seleccion por competencias: (Nueva Edicion)”, Editorial Granica, México,
DF, México.

Escobar Valencia Miriam (2005), “¢ Las competencias laborales: la estrategia laboral para la
competitividad de las organizaciones?”, Revista Estudios Gerenciales Nro 96, Julio — Septiembre 2005,
by Universidad ICESI, Cali Colombia, Colombia.

McClelland David C (1987), “Human Motivation”, Cambridge University Press, USA.

BIOGRAFIA

Yesenia Burgos Madariaga, Centro Universitario UAEM Amecameca

Omar Ernesto Teran Varela, Centro Universitario UAEM Amecameca

GCBF ¢ Vol. 13 ¢« No. 1 « 2018 # ISSN 1941-9589 ONLINE & ISSN 2168-0612 USB Flash Drive | 250



Global Conference on Business and Finance Proceedings ¢ Volume 13 ¢ Number 1 | 2018

LA INCLUSION FINANCIERA EN LAS
MICROEMPRESAS: EL CREDITO FACTOR
ESTRATEGICO PARA LA COMPETITIVIDAD Y
DESARROLLO ECONOMICO

Héctor Fabian Gutiérrez Rangel, Universidad de Guanajuato
RESUMEN

La inclusidn financiera respecto al acceso al crédito se ha convertido en un objetivo primordial de las
autoridades en el Estado de Guanajuato, la falta de conocimiento y el bajo nivel de acceso al
financiamiento a diversos programas del gobierno por parte de los micro empresarios son una de las
principales causas de falta de competitividad, crecimiento y un alto indice de mortandad de las pequefias
empresas en México. Esta investigacion se realizd a una muestra de 256 empresarios en la ciudad de
Guanajuato, en aras de identificar las causas por las cuales los empresarios desconocen o no tienen la
oportunidad de acceder a servicios que oferta el gobierno a través de la inclusion financiera. Los
resultados muestran que 68% no tienen conocimiento de los programas que oferta el gobierno, asimismo
el 32% ha solicitado algun tipo de financiamiento y un 29% mencionan que las tasas de interés son altas.
Por otra parte, de los que tienen desconocimiento el 29% mencionaron tener desconfianza del gobierno y
de las instituciones financieras.

PALABRAS CLAVE: El Crédito, Pequefias Empresas, Inclusion Financiera

THE FINANCIAL INCLUSION IN MICROENTERPRISES: THE
STRATEGIC FACTOR CREDIT FOR COMPETITIVENESS AND
ECONOMIC DEVELOPMENT

ABSTRACT

Financial inclusion, regarding access, to credit has become a primary objective of the authorities in the
State of Guanajuato, the lack of knowledge and the low level of access to financing to various government
programs by micro entrepreneurs are the main causes of lack of competitiveness, growth and a high death
rate of small businesses in Mexico. This research was carried out on a sample of 256 entrepreneurs in the
city of Guanajuato, in order to identify the causes for which business owners are unaware or do not have
the opportunity to access services offered by the government through financial inclusion. The results show
that 68% have no knowledge of the programs offered by the government, likewise 32% have requested some
type of financing and 29% mention that the interest rates are high. On the other hand, of those who are
ignorant, 29% mentioned having distrust of the government and financial institutions.

JEL: G00, G2, G20, G22, G21, G23, G28
KEYWORDS: Credit, Small Businesses, Financial Inclusion
INTRODUCCION

Una de las principales razones por las cuales se investigd el tema de inclusion financiera se debi6 a que
existen 4 millones 15 mil unidades empresariales de las cuales el 99.8% son micro, pequefias y medianas
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empresas que se encargan de generar el 52% del Producto Interno Bruto (PIB) y el 72% de los empleos de
acuerdo al Instituto Nacional de Estadistica y Geografia (INEGI). El riesgo de morir de este sector es muy
alto respecto a la de las grandes empresas debido a la falta de planeacién y control, el dificil acceso al
crédito entre otros factores. La Comision de Nacional para la Proteccion y Defensa de los Usuarios de los
Servicios Financieros (CONDUSEF) define a la micro, pequefia 0 mediana empresa como una unidad
econdmica que es operada por una persona natural o juridica, bajo cualquier forma de organizacion juridica
0 gestion empresarial y que desarrolla cualquier tipo de actividad ya sea de produccion, comercializacion
0 prestacion de servicios”. El 75% de las empresas que abren en México, quiebran durante los primeros
siente afios, una de las razones es la falta de acceso al crédito. Por tal motivo en este articulo se realizd un
estudio sobre la percepcion que tienen los micro empresarios respecto al acceso al crédito y conocimiento
de los diversos programas gubernamentales que crea el gobierno con la finalidad de apoyar a este sector
para que sea mas competitivo. Por otro lado, la falta de profesionalismo de los mismos empresarios, de
educacion financiera, la falta de mecanismos para controlar sus principales actividades de compra y venta
de productos y servicios, son otros factores que inciden a no tener acceso al financiamiento que otorgan las
instituciones financieras. Uno de los factores principales por los cuales las personas no cuentan con una
educacion financiera adecuada es por la situacién econdmica que tiene el pais respecto a las politicas de
cobertura en educacion.

Aunqgue en los ultimos afios han mejorado los indicadores México segun datos de la Organizacion para la
Cooperacion y Desarrollo Econdmico (OCDE) destacando la cobertura en educacién superior de 37.3% y
en educacion bésica del 96.4%. Lo anterior, en fundamental para contar con gente preparada con
conocimientos basicos que permitan aplicar sus conocimientos en la administracion de sus negocios y
contar con las habilidades para buscar opciones de financiamiento Una adecuada inclusion financiera en
las pequerfias y medianas empresas tendria un gran impacto en el desarrollo de las mismas, ya que se podria
solventar financiamiento a su estructura y a la innovacién de nuevos productos y ser mas competitivas en
un entorno globalizado. Las pequefias empresas en México son consideradas como el motor principal de
la economia de un pais, los gobiernos preocupados por desarrollar mayor competitividad en este sector han
desarrollado planes estratégicos para generar programas de acceso a créditos, de capacitacion en el afan de
atacar el indice de mortandad de estas organizaciones. Investigaciones realizadas en este tema en particular,
hacen mencion sobre el bajo indice de conocimiento sobre agquellos apoyos financieros que existen por
parte del gobierno federal, estatal e instituciones financieras a las microempresas para su desarrollo y
competitividad en la ciudad de Guanajuato.

La inclusion financiera hoy en dia se considera un tema relevante para la subsistencia de las microempresas
toda vez que incide en desarrollo econdmico de un pais. Asi mismo, el gobierno federal dentro de su plan
estratégico contempla acciones para fomentar un mayor apoyo crediticio a este sector empresarial que en
su mayoria son clasificadas en este nivel, en el estado de Guanajuato se tienen registrados 7,238 MIPyME’s
en 2015 de los cuales el 29.47% tiene conocimiento sobre aquellos programas de promocion y apoyo que
el gobierno otorga conforme al estudio realizado Instituto Nacional de Estadistica y Geografia (INEGI) y
en conjunto con el Banco Nacional de Comercio Exterior (BANCOMEXT). Por lo anterior es pertinente
realizar esta investigacion con el fin de contar con informacion confiable para determinar el impacto que
tiene la inclusion financiera respecto al crédito en las microempresas y si ha contribuido a desarrollar
competitivamente este sector.

REVISION DE LITERATURA

Secretaria de Economia define a Las microempresas como todos aquellos negocios que tienen menos de 10
trabajadores, generan anualmente ventas hasta por 4 millones de pesos y representan el 95 por ciento del
total de las empresas y el 40 por ciento del empleo en el pais; ademés, producen el 15 por ciento del Producto
Interno Bruto. Por otra parte, la Comisién Nacional Bancaria y de Valores (CNBV) y Banco de México
(BM) definen a la inclusion financiera como el tener acceso a un conjunto de productos y servicios
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financieros por parte de la poblacion, bajo una regulacion apropiada que cuida los intereses de los usuarios
del sistema financiero que incluyen crédito, ahorro, seguros, sistema de pagos y pensiones, asi como la
educacion financiera y proteccién al consumidor. La Comision Nacional para la Proteccion y Defensa de
los Usuarios de Servicios Financieros (CONDUSEF) lo define como la estrategia de bancarizacion que
abarcara todos los segmentos de la poblacion y todos los productos financieros; considerara una gran
coordinacién entre el sector publico y privado; y girar4 sobre dos conceptos basicos «Presupuesto y
Riesgo». Instrumentando la estrategia nacional de educacion financiera para asi fortalecer los mecanismos
de transparencia y proteccion al consumidor e incentivar la expansion de la infraestructura bancaria, y
evolucionar junto con los usuarios de servicios financieros.

Otras instituciones financieras en México describen a la inclusion financiera como la base de la piramide
para promover iniciativas de bancarizacion y la accesibilidad financiera a través de un plan global de
educacion financiera. Asimismo, el Banco Mundial hace referencia al acceso que tienen las personas y las
empresas a una variedad de productos y servicios financieros Utiles y asequibles que satisfacen sus
necesidades —como pagos Y transferencias, ahorro, seguros y crédito— y que son prestados de una manera
responsable y sostenible. De acuerdo al Banco Mundial (2015), los lideres mundiales establecieron 17
objetivos globales, los cuales ayudaran a disminuir la pobreza que seran medibles dentro de los préximos
15 afos. La inclusién financiera abarca 7 de los objetivos por lo cual la importancia de realizar programas
para el fomento de la misma. Mé&s de 200 millones de microempresas y pequefias y medianas empresas
(MIPYMES), formales e informales, en las economias emergentes carecen del financiamiento adecuado
para prosperar y crecer.

(Roa, 2013) Con su articulo titulado “Inclusién financiera en América Latina y el Caribe: acceso, uso y
calidad” muestra las tendencias generales de la inclusion financiera en América Latina y el Caribe a partir
de sus diferentes dimensiones: acceso a diversos productos financieros, el uso que se les da a estos
productos y una tercera dimension que se empieza a agregar a la definicion de inclusion financiera tiene
que ver con la naturaleza y las caracteristicas del acceso y uso de los servicios financieros; es decir, con la
calidad o eficacia de estos. Las principales fuentes que uso fueron informes y las encuestas realizadas a las
entidades financieras por los bancos centrales o las superintendencias. Un aporte importante es el que nos
presentan (Mehrotra & Yetman, 2015) en su articulo “Inclusion financiera: Implicaciones para los bancos
centrales™ donde se dispone de datos de la encuesta de inclusién financiera en distintos paises. El grado de
inclusién financiera varia ampliamente por region y por nivel de ingresos pues la proporcion de adultos que
poseia una cuenta varia de apenas por encima del 20% en promedio en paises de bajos ingresos hasta casi
un 90% en las economias de altos ingresos y dentro de las economias de mercado emergentes (eme) mas
grandes, la encuesta sugiere que menos de un 40% de los adultos son titulares de cuentas en la India, México
y Nigeria, mientras que son mas de un 60% en China y Polonia

En la Encuesta Nacional sobre Productividad y Competitividad de las Micro, Pequefias y Medianas
Empresas (ENAPROCE) que se realiz6 en 2015 el Instituto Nacional de Estadistica y Geografia (INEGI)
en conjunto con el Instituto Nacional del Emprendedor (INADEM) y el Banco Nacional de Comercio
Exterior (BANCOMEXT) en un proyecto con el fin de promover un fomento cultural de nuestro pais se dio
a conocer que del total de empresas consideradas en la ENAPROCE 2015 el 97.6% son microempresas y
concentran el 75.4% del personal ocupado total. Le siguen las empresas pequefias, que son un 2% y tienen
el 13.5% del personal ocupado. Las medianas representan 0.4% de las unidades econdmicas y tienen poco
mas del 11% de los ocupados (INEGI, 2016) en un estudio realizado sobre la informalidad en las pequefias
empresas afirma que ésta es la principal barrera de entrada al crédito formal para las Micro, Pequefia y
Medianas Empresas (MIPyME’s). Sélo el 7.1 por ciento de estas empresas cuenta con algun tipo de
financiamiento. Este nimero contrasta con el 59.4 por ciento de las grandes empresas. La falta de crédito
afecta el crecimiento de las microempresas con el 22.7%, en tanto que para las empresas pequefias y
medianas el 24.4% y 24.0%, respectivamente, opina que el exceso de tramites gubernamentales e impuestos
altos incide en su desarrollo. Asimismo, existen unidades econdmicas que declaran no tener problemas para

GCBF ¢ Vol. 13 ¢« No. 1 « 2018 # ISSN 1941-9589 ONLINE & ISSN 2168-0612 USB Flash Drive | 253



Global Conference on Business and Finance Proceedings ¢ Volume 13 ¢ Number 1 2018

su crecimiento, tal es el caso del 20.0%, 16.8% y 12.5% de las empresas medianas, pequefias y micro en
forma respectiva. En el Estado de Guanajuato segun informacion presentada por la Secretaria de Economia
de Desarrollo Social se apertura 3,687 micro y pequefias empresas en un periodo de dos afios, han generado
7 mil 978 empleos y una inversién privada de 482.9 millones de pesos; gracias al Sistema de Apertura
Répida de Empresas que opera en 36 municipios. Durante 2014 en Guanajuato abrieron mil 514 micro y
pequefias empresas, las cuales generaron 3 mil 352 empleos y se realizé una inversion privada de 235.6
millones de pesos. En la Encuesta Nacional sobre Productividad y Competitividad de las Micro, Pequefias
y Medianas Empresas (ENAPROC) que se realizd en 2015 también se destacaron el nimero de micro,
pequefias y medianas empresas que se registraron en el estado de Guanajuato de los cuales se conocen que
sus principales giros son: alimentos, bebidas, tabaco y confiteria, equipo de transporte terrestre excepto
ferroviario, Industria textil, servicios turisticos, quimico, servicios de investigacién y desarrollo
tecnoldgico, Productos farmacéuticos, equipo médico y algunos instrumentos de medicién y la categoria
gue engloba a otros.

METODOLOGIA

La metodologia aplicada en esta investigacién es mixta, es decir, por un lado, la cuantitativa permite
explicar la relacién que existen entre cada una de las variables estudiadas. Por otra parte, se utilizd la
metodologia cualitativa, aplicando cuestionarios en los respectivos establecimientos de los comerciantes.
Algunos autores debaten y afirman cuales son los beneficios de utilizar una metodologia mixta, pues es
claro que el utilizar este tipo de metodologias el panorama a interpretar se hace mas amplio ya que existen
datos que estadisticamente nos arrogan un resultado que numéricamente se puede interpretar y los datos
gue se pueden obtener de manera mas enfocados a la realidad pues la muestra en estudio también da una
opinion objetiva de su medio, dato que de igual manera se puede interpretar. Por un lado, Vera (2005)
manifiesta que resulta imposible en un proceso de construccion de conocimientos los estudios no se apoyen
de la investigacion cuantitativa, ya que no es posible observar sin interpretar las realidades de un fenémeno.
Por otro lado, Henwood (2004) manifiesta que los estudios con enfoques mixtos permiten promover la
innovacion promoviendo nuevos caminos para revisar y reinventar las formas del conocimiento. En la
practica la investigacion cualitativa y cuantitativa no son separables ya que todos los investigadores deben
observar el fenémeno de forma sistematizada y a su vez interpretar eso que observan para construir el
conocimiento.

Por un lado, los investigadores que adoptan la metodologia cuantitativa hacen una critica a la metodologia
cualitativa manifestando que los resultados tienden ser subjetivos, ya que no son medibles, en cambio, los
investigadores que adoptan la metodologia cualitativa hacen un acritica a la metodologia cuantitativa debido
a gue esta es impersonal incapaz de capturar la experiencia humana como resultado de las interacciones de
los individuos. Los enfoques mixtos se fundamentan en que los procesos cuantitativos y cualitativos son
dos opciones que el investigador elige de acuerdo al objetivo y problemética de investigacion y ambos
procesos son validos o invalidos por si mismos. Como lo subraya Henwood (2004), la validez no resulta
ser una propiedad inherente de un método en particular, sino que concierne a la informacion recolectada,
los andlisis efectuados, los resultados y conclusiones alcanzadas en determinada investigacion en un
contexto y objetivo particular. Es por ello por lo que en este trabajo resulta interesante e innovador el uso
de la metodologia mixta utilizando ambos procesos con el fin de complementar los hallazgos alcanzados.

Obijetivo de la Investigacion

Determinar los factores que no permiten a las microempresas del municipio de Guanajuato tener acceso a
los servicios crediticios, aplicando encuestas como instrumento de investigacion, a una muestra de
dirigentes de este segmento comercial, con la finalidad de desarrollar nuevas estrategias que promuevan el
uso de los servicios crediticios, para que las microempresas tenga un mayor grado de participacion en la
inclusién financiera en el municipio de Guanajuato, y de este modo impactar favorablemente en aumente
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de la competitividad y desarrollo econdmico del estado y del pais. Proposicion Las microempresas del
municipio de Guanajuato no hacen uso de los servicios crediticios ofrecidos por las instituciones financieras
y gubernamentales debido al desconocimiento de los programas de financiamiento existentes.

Muestra

La muestra estd formada por 256 microempresas, usando un modelo estadistico de muestro sobre una
poblacién finita. Para poder conocer la muestra poblacional, 1o que representa el 4.12% del total de la
poblacion. La eleccién de cada negocio fue totalmente aleatoria respecto de la distribucion de cada local en
el municipio de Guanajuato, tomando como prioridad el centro del mismo. Para efectos del tamafio, se
determino con base al nimero de empleados, de acuerdo con el criterio establecidos por el Diario Oficial
de la Federacion, del 30 de junio del 2009, es decir, microempresa es aquella que cuenta hasta con 10
empleados y hasta 4 mdp que se encuentre desarrollada en cualquiera de los sectores econémicos que
existen en México. Usando informacion registrada del Instituto Nacional de Estadistica y Geografia
respecto a las microempresas actualmente activas en la Capital de Guanajuato teniendo como resultado una
cifra de 6,203 microempresas actualmente activas en la Capital. Usando un modelo estadistico de muestro
sobre una poblacién finita se usaron los datos como muestra la Tabla 1 para poder conocer la muestra
poblacional a la cual se le realizaria la encuesta construida.

Tabla 1: Muestro de Poblacion Finita

95%

7202 3.8416
p 50%
q 50%
N 6,203
o2 0.0036

Fuente: Elaboracion propia

Al tener los datos recolectados, se uso la formula correspondiente al modelo en uso como lo muestra la
Tabla 2 donde al sustituir las variables que se obtuvieron con anterioridad se encuentra el nimero de
encuestas necesarias que se deben realizas para obtener los resultados con un menor margen de error al
interpretar las gréficas finales y los diagramas de dispersion a crear.

Tabla 2: Ecuacion Del Modelo Sobre Poblacién Finita

Z’a/2 p g N
n=  e? N + Z%0/2 p q

3.8416 50% 50% 6,203
n= 0.0036 6,203 + 3.8416 50% 50%

5957.36
n= 23.2912 = 256 |muestra

Fuente: elaboracion Propia
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RESULTADOS

Una vez realizada la encuesta a un total de 256 empresarios en el municipio de Guanajuato se obtuvieron
resultados interesantes sobre la percepcion que tienen sobre la inclusion financiera respecto al acceso al
crédito, a traves de los distintos programas que oferta el gobierno tanto Federal y Estatal a través de diversas
instituciones financieras o dependencias publicas creadas para el apoyo y desarrollo de las micro, pequefias
y medianas empresas. Es importante sefialar que para efectos de esta investigacion se aplico la encuesta al
sector de la microempresa. En este sentido la Figura 1 muestra que el 68% de los empresarios entrevistados
no conoce ninguln tipo de programa de financiamiento por parte del gobierno para acceder a un crédito para
invertir en el negocio y de esta manera mejorar su competitividad.

Figura 1: Porcentaje de Empresarios Que Desconocen Sobre los Programas de Financiamiento

Empresarios con conocimiento de programas de
financiemiento en la ciudad de Guanajuato.

32%
68%

Tienen conocimiento No cuantan con conocimiento

Fuente: Elaboracion propia

Actualmente Guanajuato es una ciudad que se dedica al comercio en todas sus areas, desde el comercio de
alimentos, ropa y productos de primera necesidad, es también pionera en el comercio turistico, por lo que
el 79% de los microempresarios encuestados se dedican al sector econémico del comercio como lo muestra
la Figura 2.

Figura 2: Giro Econémico de las Microempresas Encuestadas

19%

2%

79%

mComercio Servicio  @Industrial
Fuente: Elaboracion propia
Por otra parte, en el Figura 3 se puede observar que los microempresarios que han tenido al acceso a un

tipo de servicio financiero el 38% lo ha utilizado para ahorro y financiamiento y sélo el 10% lo ha utilizado
para invertirlo en el negocio y un 41% no mostro interés en hacer uso de algun tipo de financiamiento.
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Figura 3: Servicios Financieros Adquiridos por los Empresarios Encuestados

Ninguno 41%
Inversién 10%
Financiamiento 38%
Ahorro 38%

0% 5% 10% 15% 20% 25% 30% 35% 40% 45%

Nota: Los porcentajes no suman 100% debido a que las microempresas podrian conocer mas de un servicio.
Fuente: Elaboracion propia

Por otra parte, en la Figura 4 se observan las razones los empresarios no han solicitado algln tipo de crédito,
destacando el 28% que manifestaron que las tasas de intereses son muy elevadas, el 30 % no manifestd
razén por la cual no ha solicitado algun tipo de servicio y un 22% mencionaron que no necesitaban acceso
a un tipo de crédito para adquirir un producto o invertir en el negocio.

Figura 4: Razones Por las Cuales Los Empresarios No Han Adquirido un Servicio de Crédito

otros | 4%

No aplica 30% |

Es poco dinero que prestan [ 1%

El plazo para pagar es corto  [J1%

No necesita invertir o comprar nada a... 22% |

No tiene confianza en los bancos 9%
Desconocimiento | 4%

Altas tasas de interés 28% |

0% 5% 10% 15% 20% 25% 30% 35%

Nota: Los porcentajes no suman 100% debido a que las microempresas podrian tener mas de una razon.
Fuente: Elaboracion propia

CONCLUSIONES

La inclusion financiera respecto al acceso al crédito es un factor importante en el desarrollo de la
competitividad de las pequefias empresas en México. Sin embargo, los resultados de esta investigacion
muestran que existe un gran desconocimiento de los empresarios sobre los diversos programas que el
gobierno cuenta para acceder al financiamiento en sus diferentes niveles. De los empresarios encuestados
que han tenido acceso al financiamiento el 38% lo ha utilizado para ahorro y so6lo el 10% lo ha utilizado
para invertirlo en el negocio y un 41% no mostro interés en hacer uso de algun tipo de financiamiento. Por
otra parte, las razones por la cuales no solicitan algun tipo de crédito son por las altas tasas de interés que
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cobrar las instituciones financieras y por no cumplir los requisitos establecidos que casi siempre estan
destinados a empresarios con ingresos mayores a 2 millones de pesos anuales y los micros empresarios no
rebasan dicha cantidad, lo que los deja en una situacion de competencia desleal contra grandes corporativos
gue cuentan con una administracion mas formal.
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PERCEPCION DEL USO DE LOS SIMULADORES DE
NEGOCIO EN ESTUDIANTES UNIVERSITARIOS DE
LA CARRERA DE ADMINISTRACION DE EMPRESAS

Erick Paul Murillo Delgado, Universidad de Guayaquil
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Yanina Bajafia Villagdmez, Universidad Catolica Santiago de Guayaquil

RESUMEN

En la dltima década, con el avance acelerado de la tecnologia se ha propagado el uso de juegos de
computadora pasando del entretenimiento hasta convertirse en medios de aprendizaje, denominados
juegos serios 0 aprendizaje basado en juegos. Esto ha dado lugar al desarrollo de herramientas
tecnol6gicas como los simuladores de negocios que son de suma importancia en el proceso de aprendizaje
del estudiante de administracion de empresas, ya que ayuda a la generacion de habilidades en la toma de
decisiones gerenciales sin ser influenciados por el alto riesgo que esta puede representar. El propdsito de
este estudio es reflejar la percepcion del uso de los simuladores de negocios como parte del proceso de
aprendizaje en las aulas de clases de alumnos universitarios. Para lo cual se considerd una metodologia
cuantitativa partiendo de la exhaustiva revision tedrica y aplicando como instrumento de recoleccién de
datos una encuesta previamente estructurada y aplicada a una muestra aleatoria simple de 190 estudiantes
de pregrado de la carrera de administracion de empresas de una universidad publica y otra privada de la
ciudad de Guayaquil. Los resultados demuestran que existe una percepcion alta de los beneficios recibidos
por parte de los participantes al utilizar simuladores de negocios como parte de su proceso de aprendizaje.
Se propone que estudios posteriores utilicen los resultados obtenidos para demostrar la mejora de
competencias especificas en los participantes de futuros experimentos.

PALABRAS CLAVES: Simuladores de Negocios, Administracion de Empresas, Proceso de
Aprendizaje

PERCEPTION OF THE USE OF BUSINESS SIMULATORS IN
UNIVERSITY STUDENTS OF THE CAREER OF BUSINESS
ADMINISTRATION

ABSTRACT

In the last decade, with the accelerated advancement of technology has spread the use of computer games
from entertainment to become the means of learning, called serious games or learning based on games.
This has led to the development of technological tools such as business simulators that are of paramount
importance in the student learning process of business administration, as it helps the generation of skills
in managerial decision making without being influenced by the High risk that this may represent. The
purpose of this study is to reflect the perception of the use of business simulators as part of the learning
process in the classes of the university students' classes. For what is considered a quantitative methodology
of the exhaustive theoretical revision and applying as an instrument of data collection a previous survey of
the structure and the application of a simple random sample of 190 undergraduate students of the business
management career of a university Public and another private city of the city of Guayaquil. The results
show that there is a high perception of the benefits received by participants from using business simulators
as part of their learning process. It is proposed that subsequent studies use the results obtained to
demonstrate the improvement of specific competences in the participants of future experiments.
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INTRODUCCION

El crecimiento de la era tecnolégica de forma acelerada en los ultimos afios ha incursionado en distintas
aristas de la vida cotidiana del hombre pasando desde el entretenimiento hasta convertirse en medios de
aprendizaje no solo ludicos, sino que acercan al individuo con realidades que pudieran resultar costosas de
replicar en la vida real. Por ejemplo, el Ejército de los Estados Unidos usa juegos de entrenamiento tactico
y estratégico que permite a los aprendices participar en simuladas batallas del mundo real (luppa, & Borst,
2012; Rystedt, 2002). Los juegos de ordenador parecen ofrecer experiencias motivadoras y gratificantes,
ante tal posicion los investigadores educativos y los responsables de la formulacion de politicas se han
preocupado en integrar mejor los juegos a los programas educativos (Kirriemuir y McFarlane, 2004).Esta
tendencia ha impulsado en el desarrollo de distintos simuladores para el aprendizaje convirtiéndolos en un
recurso digital para la transferencia de conocimientos. Gelves, Torres, y Montoya, (2010) evidenciaron que
el uso de herramientas tecnoldgicas como los simuladores propician un ambiente de ensefianza-aprendizaje
favorable en temas como matematicas, fisica y programacion dada la reproduccién de actividades diversas
que permite lograr la participacién de los alumnos en forma significativa.

La relevancia de este articulo se enfoca en evidenciar y describir como el uso de simuladores a nivel
latinoamericano, especificamente en Ecuador, todavia no ha tenido el avance suficiente como lo es en el
ambito europeo, asiatico y norteamericano (Gelves, Torres, & Montoya, 2010). Considerando que el uso
de estos podria convertirse en una practica metodoldgica apropia en el proceso de ensefianza aprendizaje
gue la educacion universitaria deberia implementar con el objetivo de que el estudiante asocie lo aprendido
en los salones de clase a un caso practico mediante un hipotético ambiente de negocios. Una de las
caracteristicas de los simuladores es que el estudiante aprende a vivir de sus errores y aciertos en la toma
de decisiones empresariales. El estudiante comprende el efecto de las variables externas en su sector
industrial y le permite analizar y percibir las oportunidades y amenazas que se le presentan, asi como
detectar las fortalezas y debilidades de su organizacion de una manera tangible.Diversos estudios reflejan
gue el uso de simuladores como herramientas de ensefianza aprendizaje ha tomado especial relevancia en
las metodologias que se deben implementar se pueden mencionar estudios como el de Yusoff, Crowder,
Gilbert, y Wills (2009) quienes proponen un modelo conceptual sobre cémo funcionan los simuladores en
el proceso de ensefianza aprendizaje, otros estudios como el de Arnseth (2006) se enfocO en la
determinacion de la influencia de los simuladores en sistemas de aprendizaje. El presente estudio pretende
describir la percepcidn del uso de simuladores en dicho proceso de aprendizaje, basados en premisas como
que el uso de simuladores provoca mejora en comprension de conceptos tedricos, herramienta para
entrenamiento empresarial, desarrollo de trabajo en equipo y como los simuladores permiten practicar
estrategias de negocios.

Importancia

El aporte tedrico radica en que este estudio aportard con evidencia empirica a lo que hasta ahora se conoce
del uso de simuladores de negocio en el proceso de ensefianza aprendizaje. Resefias sobre los efectos de
juegos serios muestran resultados ambiguos (Ke, 2009; Sitzmann, 2011; Vogel et al., 2006; Wouters, Van
Der Spek y van Oostendorp, 2009), pero varios eruditos han notado que en general la calidad del juego
desarrollado es pobre (O'Neil et al., 2005) y que los juegos serios no son mas eficaces en términos de
aprendizaje que otros métodos de ensefianzas cuando son probados cientificamente (Clark, Yates, Early, &
Moulton, 2010). Muchas afirmaciones estan respaldadas por argumentos anecdéticos y carecen de solida
evidencia empirica. Sin embargo, en los Gltimos cinco afios, mas estudios empiricos han sido disefiados
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para investigar los efectos de juegos serios sobre aprendizaje y motivacion (Wouters, Van Nimwegen, Van
Oostendorp, & Van Der Spek, 2013). La relevancia practica de esta investigacion radica en la importancia
de incluir la utilizacion de simuladores de negocios en los syllabus de las materias que componen los
pensum universitarios de la carrera de administracién de empresas en el Ecuador. Pues, estas herramientas
permiten la mejor comprensién de teorias y modelos de la gestion de negocios, lo cual brinda un soporte
significativo en el proceso de ensefianza de las Instituciones de Educacion Superior.

REVISION DE LA LITERATURA

La naturaleza de esta investigacion es de tipo cuantitativa ya que parte de un marco tedrico con una
exhaustiva revision de la literatura que permite obtener las variables que componen el marco conceptual
que fueron la base para el desarrollo del cuestionario utilizado en la recoleccién de datos. El estudio tuvo
un corte transversal puesto que la recoleccion de datos se lo realiz6 en un periodo determinado de tiempo
y de tipo no experimental ya que no se sometié a los encuestados a situaciones especificas ni se hubo
manipulacién de las variables de estudio (Hernandez et al., 2006). Los autores Yusoff, Crowder, Gilbert,
y Wills (2009) concluyeron que mediante el uso de simuladores el estudiante puede mejorar el rendimiento
académico y practicar estrategias de negocios ya que la préctica y el ejercicio proporcionan la repeticion
del aprendizaje. Para lo cual propusieron un marco conceptual de nueve variables que se muestra en la
Figura 1 y que se refiere a las capacidades, contenido instruccional, resultados de aprendizaje deseados,
atributos del juego, actividad de aprendizaje, reflexion, mecanismo del juego, categoria del juego y desafio
del juego.

Figura 1:Marco Conceptual para el Juego de Simulacién de Negocios.Tomado de “a conceptual

framework for serious games. in Advanced Learning Technologies, 2009” por Yusoff, a., Crowder, R.,
Gilbert, L., & Wills, G. (2009). ICALT 2009. Ninth IEEE International Conference on, pp.21-23.
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Asi mismo, Kirriemuir y McFarlane, (2004) mencionaron que la experiencia del juego parece afectar las
expectativas de aprendizaje de los nifios, en el sentido de que prefieren tareas rapidas, activas y exploratorias
con canales de informacion multiples y paralelos; lo que no es bien satisfecho por los métodos de
instruccion tradicional. Entonces, se puede inferir que el método de aprendizaje mediante simuladores
mejora la comprension de conceptos tedricos por parte del estudiante. Otro aspecto que refleja un impacto
positivo en el proceso de ensefianza aprendizaje mediante simuladores es el desempefio del equipo
empresarial y los conocimientos adquiridos durante la simulacion, tal como lo demostraron Gelves, Torres,
y Montoya (2010), que el uso de simuladores como estrategia didactica a través de los cuales se transfiere
conocimiento, causa impacto positivo al convertir la clase mas interesantes, existe mayor participacion de
los alumnos, son mas claras las explicaciones gque se dan, incrementan la retencién al presentarse los
contenidos, y aumenta la motivaciény el gusto por aprender. Por su parte, O'Neil, Wainess, y Baker (2005)
plantearon que los juegos serios abordan tanto las dimensiones cognitivas y afectivas del aprendizaje,
permitiendo a los estudiantes adaptar el aprendizaje a sus necesidades cognoscitivas e intereses, y para
proporcionar motivacion hacia el aprendizaje (Malone, 1981). En base a las variables mencionadas se
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formularon las preguntas que conformaron el cuestionario que fue utilizado para la recoleccion de los datos
con una escala de Likert de seis puntos para no dar opcidn a una etiqueta neutral en las respuestas de los
participantes. En la Tabla 1 se describe el sustento tedrico de las variables que componen el cuestionario y
las preguntas que forman parte del mismo.

Tabla 3: Variables Que Componen el Cuestionario Para Medir La Percepcion del Uso de los Simuladores
de Negocios

Variable Indicador Pregunta del Cuestionario

Habilidades Comprension de la Teoria P2. ;Cree usted que la practica en el simulador de negocios mejora la
comprension de los conceptos teéricos de las materias finanzas, logistica,
administracion de la produccion, marketing?

Atributos del Juego Entrenamiento Empresarial P3. ¢Es necesario que en las universidades se utilicen los simuladores de
negocios en el entrenamiento empresarial de los alumnos?

Desafio del Juego Conocimiento Empresariales  P4. ¢Los resultados obtenidos en la simulacién, muestran el desempefio del
equipo empresarial y los conocimientos adquiridos?

Reflexion Estimula Razonamiento  P5. ¢Las clases en el simulador resultan motivantes y desafian mis
Analitico conocimientos?

Mecénica del Juego Practicar ~ Estrategias de P6. ;Cree usted que la practica en el simulador de negocios mejora la

Negocio comprension de los conceptos teéricos de las materias finanzas, logistica,
administracion de la produccion, marketing?
Atributos del Juego Trabajo en Equipo P7. ;Fue una gran oportunidad para aprender a trabajar en equipo?

En esta tabla se describe las preguntas asociadas con las variables tedricas e indicadores
METODOLOGIA

El instrumento fue validado previamente mediante entrevista a un grupo de expertos en el uso de
simuladores de negocios quienes proporcionaron los ajustes que fueron adecuados al instrumento de
medicion, el mismo que fue aplicado a una muestra de 190 estudiantes pertenecientes a los dos ultimos
semestres de estudio de la carrera de Administracion de Empresas de la Universidad Estatal de Guayaquil
y de la Universidad Catdlica de Santiago de Guayaquil. Las dos universidades utilizan para el proceso de
ensefianza aprendizaje la plataforma de simulacion LABSAG que dispone de 10 simuladores de negocios
en areas especificas y generales de la gestion empresarial.

El estudio consistid en un proceso de tres etapas, capacitacién, recoleccidn de datos y analisis de los datos.
En la etapa inicial se capacitaron a 370 estudiantes entre ambas universidades en el uso de la herramienta
de simulacion de negocios, 250 de la Universidad Guayaquil y 120 de la Universidad Catélica de Santiago
de Guayaquil. En la siguiente etapa se recolectaron los datos de la percepcion de los estudiantes acerca del
uso del simulador de negocios, esta encuesta fue realizada en una sola instancia de tiempo en ambas
universidades empleando una muestra aleatoria sin estratificacion, pues no se desea resaltar ninguno de los
dos grupos de la poblacion ni determinar relaciones entre los mismos. En una Gltima etapa se analiz6 el
conjunto de datos recolectados mediante estadistica descriptiva para obtener las caracteristicas de la muestra
mediante medidas de centralizacion y de dispersion.

RESULTADOS

Los datos recolectados fueron tabulados y analizados mediante estadistica descriptiva utilizando la
herramienta informatica SPSS versién 23, con lo cual se obtuvo las frecuencias relativas de las respuestas
que dieron los participantes de la muestra tomada. En la Tabla 2 se presentan las medias aritméticas
obtenidas de cada una de las preguntas, cuyos valores son superior a los cuatro puntos de la escala de Likert
de 6 puntos, que va desde 1=totalmente en desacuerdo hasta 6=totalmente de acuerdo.
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Tabla 4: Medias Aritméticas de las Percepciones Captadas de los Estudiantes en el Uso de los Simuladores
de Negocios

Pregunta Media

P1. ;Considera que el simulador de negocios le dejo una gran ensefianza y/o es realmente una pérdida de tiempo? 5.72

P2. ;Cree usted que la practica en el simulador de negocios mejora la comprension de los conceptos teéricos de las materias finanzas, | 5.17
logistica, administracion de la produccién, marketing?

P3. ¢Es necesario que en las universidades se utilicen los simuladores de negocios en el entrenamiento empresarial de los alumnos? | 5.33

P4. ;Los resultados obtenidos en la simulacion, muestran el desempefio del equipo empresarial y los conocimientos adquiridos? 4.78

P5. ¢Las clases en el simulador resultan motivantes y desafian mis conocimientos? 5.18

P6. ;Cree usted que la practica en el simulador de negocios mejora la comprensién de los conceptos teéricos de las materias finanzas, | 5.19

logistica, administracion de la produccién, marketing?

P7. ¢Fue una gran oportunidad para aprender a trabajar en equipo? 5.22
En esta tabla se muestra las medias obtenidas de cada una de las preguntas

En general, la percepcion del uso de los simuladores de negocios de los estudiantes universitarios de la
carrea de Administracién de Empresas es superior a los cinco puntos de la escala de Likert, lo cual refleja
gue estan bastante de acuerdo en los beneficios obtenidos en el proceso de ensefianza aprendizaje luego de
su participacion en el juego de simulacion.

Discusion

El perfil de los participantes pertenece a estudiantes universitarios de los Ultimos semestres de sus carreras
profesionales con un rango de edad entre 20 y 23, correspondiente a la generacién millennials que se
caracterizan por un avanzado manejo de la tecnologia, internet y las redes sociales, ademas de ser propensos
a aceptar mayores responsabilidades en sus carreras profesionales segun estudio realizado por la
Organizacion Mundial de Mercadotecnia en el afio 2000.

La pregunta P4 que cuestiona si ¢los resultados obtenidos en la simulacion, muestran el desempefio del
equipo empresarial y los conocimientos adquiridos? refleja un puntaje inferior de 4.78, debido a que los
estudiantes perciben que la herramienta no es amigable para el proceso de toma de decisiones, por lo tanto,
no refleja totalmente el desempefio de sus equipos o sus conocimientos adquiridos en clases.

Por otro lado, la pregunta P1 que capta la percepcién del participante acerca de que, ¢Considera que el
simulador de negocios le dejo una gran ensefianza y/o es realmente una pérdida de tiempo? Los participantes
del estudio demuestran estar casi en total acuerdo con respecto a su aporte en el proceso de aprendizaje al
afianzar los conocimientos tedricos adquiridos en el aula de clases.

CONCLUSIONES

De los resultados obtenidos se concluye que los estudiantes de la carrera de Administracién de Empresas
de las universidades en Ecuador perciben que el uso de simuladores de negocios es significativamente
relevante durante su proceso de aprendizaje, ya que involucra tanto a docentes como a estudiantes en un
entorno virtual de negocios, donde cada equipo participante compite con otros simulando la direccién de
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una empresa virtual, y analiza los posibles resultados para posteriormente ejecutar las estrategias que
permitan llegar a la mejor decision y ganar el juego.

Segun la opinion de los encuestados, los simuladores de negocio se presentan como la principal herramienta
tecnoldgica que complementa el proceso de adquisicidn del conocimiento en el aula de clases, desarrollando
la capacidad de trabajar en equipo generando liderazgo dentro de los grupos de trabajo y haciendo méas
reflexivo la toma de decisiones tomando en cuenta las variables externas que pudieran afectar su
desempefio.
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RESUMEN

Obijetivo: describir, como resultado de una investigacion efectuada, las directrices que guiaron el disefio
de la metodologia para la creacion de una incubadora de negocios en una Institucion de Educacion
Superior. Método: dada la extensién del manual que contiene dicha metodologia, se analizaron,
seleccionaron y sintetizaron los procedimientos efectuados que pueden ser Utiles a otras universidades
interesadas en el tema. Resultados: muestran las directrices, conceptos e ideas que orientaron la
elaboracion de dicha metodologia y procedimientos operativos. Conclusion: apoyar al alumno
emprendedor e impulsar el desarrollo de su negocio dentro de las universidades constituye un reto para
enfrentar los embates que amenazan el futuro de nuestros egresados.

PALABRAS CLAVE: Directrices, Metodologia, Incubadora de Negocios
ABSTRACT

Obijetive: to describe, as a result of a research done, the directives that guided the design of a methodology
for the creation of a business incubator at a Higher Education Institution. Method: given the extension of
the manual that contains such methodology, it was analized, selected and synthetized, the procedures
carried out that can be useful to other universities interested on the subject. Results: the guidelines,
concepts and ideas that oriented the production of such methodology and the operational procedures, are
shown. Conclusion: to support the entrepreneur student and drive the development of his/her business
inside the universities constitutes a challenge to confront the poundings that threatens the future of our
graduates.

KEY WORDS: Guidelines, Methodology, Business Incubator
JEL: M10, M20, M50
INTRODUCCION

La observacion es fuente generadora de ideas de investigaciéon (Rea y Parker, 2014). Como académicos-
investigadores, observamos que existen alumnos que costean sus estudios o satisfacen necesidades
personales a través de la venta de productos, ya sean fabricados por ellos mismos o terceros, dentro de la
Facultad de Contaduria y Administracion (FCA) de la Universidad Autdnoma de Coahuila (UA de C). Estos
alumnos poseen un espiritu emprendedor, son tenaces, buenos vendedores y creativos. Sin embargo, una
vez que se gradlan, ocupan puestos que no corresponden a su formacion. Y nos preguntamos ¢donde quedd
ese espiritu emprendedor? Tal vez la respuesta la encontremos en una declaracion emitida por Yunus y
Weber (2010):
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“Cuando una siembra la mejor semilla del arbol més alto en una maceta pequefia, obtiene una
réplica de ese arbol, pero en pequefio, de solo unas cuantas pulgadas de alto (&rboles bonsai). No
habia nada malo con la semilla sembrada, pero la cantidad de tierra que se le dio para crecer era
inadecuada...No hay nada equivocado con sus semillas, pero la sociedad nunca les dio una base
suficiente para crecer”.

Dichos alumnos poseen un perfil emprendedor. Pero iniciar un negocio sin asesoria especializada y sin
financiamiento, los obliga a emplearse en el empleo que encuentren disponible una vez que concluyen sus
estudios. Consideramos entonces, que es de suma importancia que la FCA apoye aquellos alumnos con un
perfil emprendedor para que obtengan asesoria y financiamiento para crear y/o hacer crecer su empresa.
Por lo anteriormente expresado, efectuamos una investigacion con la finalidad de disefiar una metodologia
para la creacion y funcionamiento de una incubadora de negocios dentro de dicha institucion. El resultado
de dicha investigacion se encuentra contenido en un extenso manual de 218 paginas titulado: Metodologia
y Procedimientos Operativos para la Creacién de una Incubadora de Negocios en la Facultad de
Contaduria y Administracion (Unidad Norte) de la Universidad Auténoma de Coahuila. Por tanto, el
objetivo de éste trabajo es exponer de forma sintetizada las principales directrices metodoldgicas que
guiaron el disefio de una incubadora de negocios para una Institucion de Educacion Superior (IES) y que
podria ser (til también, para otras IES de México.

REVISION LITERARIA

Concepto de Incubadora de Negocios

En Batavia, N.Y., surgen los primeros conceptos de incubadoras. Como resultado de las diversas
investigaciones en este campo, el concepto evoluciond de acuerdo con las necesidades, entornos y madurez
alcanzada en esta area (Barreto, 2008). En México, la incubadora de negocios consiste en una organizacion
Cuyo objetivo es apoyar la creacion y el desarrollo de pequefias empresas 0 microempresas en sus primeras
etapas de vida a través de la gestién empresarial, acceso a instalaciones y recursos con la finalidad de
disminuir el riesgo inherente a la creacion de un nuevo negocio (Valdés, 2015). Para Sanchez (2013), una
incubadora de empresas es un centro generador de negocios. Su finalidad es acompafiar, asesorar y capacitar
a emprendedores para que transformen sus ideas en productos y servicios. Bajo este enfoque, en una
incubadora se analizan las ideas de nuevos negocios y se seleccionan los proyectos mas viables para su
implementacion. Dentro del mismo enfoque Perezcano (2011) agrega que parte de las actividades de una
incubadora consisten en apoyar en el disefio del plan de negocios y en el proceso de crear la empresa a
través de proporcionar consultoria en areas tales como: administracion, finanzas, mercadotecnia, recursos
humanos, tecnologia, etc. En la opinion de Wompner (2007), una incubadora se convierte en un organismo
de apoyo para los huevos empresarios, asesorando y prestando infraestructura con la finalidad de que una
empresa que inicia reduzca los riesgos, costos de puesta en marcha y el proceso de aprendizaje por el que
atraviesa toda persona que inicia su negocio.Durante la investigacion documental efectuada se encontrd
gue existen una considerable cantidad de definiciones sobre el concepto de incubadora de negocios. Por lo
tanto se considerd pertinente seleccionar las aportaciones mas relevantes publicadas por otros autores y se
agruparon de acuerdo con su contribucién (Ver Tabla 1).
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Tabla 1: Aportaciones al Concepto de Incubadora de Negocios Por Diversos Autores

Autor Aportacion Significativa al Concepto de Incubadora de Negocios

Sanchez (2013) Centro generador de negocios

Transforma ideas en productos y servicios

Analiza la viabilidad y puesta en marcha del negocio.

Tornatzky et al., (2003) Transfiere a emprendedores los conocimientos necesarios para crear una empresa solida.

Minimiza el riesgo y la incertidumbre de las iniciativas empresariales.

Consolidan firmas jévenes apoyandolas durante el periodo el start up en que son mas vulnerables.

Allesch, (1987) Su meta es producir “empresas exitosas”, independientes y financieramente viables.

El énfasis principal estd en la creacion de empleos locales, revitalizar la economia local y fortalecer la
economia regional y nacional.

Hackett y Dilts (2004) Cuentan con una red de apoyo a la gestion donde se integran elementos del sector publico, privado y
educativo.
Coit, (2006) Se basa en un acuerdo interinstitucional para lograr el fortalecimiento de las empresas albergadas, sus

interconexiones y su articulacion con entidades de ensefianza y capacitacion.

La Tabla 1 muestra los diversas, pero semejantes definiciones que varios autores y expertos en el tema han publicado acerca del concepto de
incubadora. Sin embargo, aunque los conceptos son similares, cada autor afiade valor al aportar una nueva idea, enfoque, o perspectiva. Fuente:
elaboracién propia a partir de las aportaciones de diversos autores.

Perezcano (2011) expresa que la creacion de incubadoras genera una cadena que fomenta el desarrollo, es
decir, si creamos incubadoras apoyaremos a otros en la creacidn de sus empresas. Asimismo, agrega que
en nuestro pais el 98% de las empresas son PyMES y que éstas requieren de los servicios de asesoria y
consultoria para ser mas competitivas y/o desarrollarse en el mercado. Desde ésta perspectiva podemos
inferir que una incubadora de empresas puede ser considerada un instrumento de desarrollo regional. Pues
a través de su funcionamiento, busca proporcionar soluciones a las necesidades de la regién en que se
ubique. De igual forma, una incubadora articula las cadenas productivas con las demandas y ofertas e
impulsa los procesos de desarrollo de acuerdo con las necesidades detectadas en dichas cadenas (Bollati,
2015). Para este proyecto, una incubadora de negocios es:

“Un centro de apoyo para alumnos emprendedores que les facilita la creacion y permanencia de
un negocio; les proporciona un espacio fisico y servicios de apoyo para asesoria especializada,
tutorias personalizadas, disefio de planes de negocios y asesoria para acceder a créditos™ (Civaj,
2008).

Misién de Una Incubadora de Negocios

Una incubadora de empresas tiene como mision apoyar a nuevos empresarios en la formacion y desarrollo
de nuevos negocios con la finalidad de que éstas sobrevivan y sean exitosas (Barreto, 2008). Para Carsud
(2000) Ia mision de una incubadora de empresas consiste en incrementar las oportunidades de un negocio
creado en sus afios formativos y agrega que para que el programa de incubacion pueda ser considerado
efectivo debe alcanzar las siguientes metas:

Presentar un suficiente buen nimero de nuevas y jovenes empresas con potencial de crecimiento
y optima tasa de rotacion.

Tener una alta tasa de supervivencia de sus empresas graduadas que contintan haciendo negocios
fuera de su entorno.

Lograr un impacto positivo en la percepcion de los nuevos empresarios y en la creacion de una
cultura emprendedora.

Cultivar fuertes relaciones con las industria, centros de desarrollo e innovacién y universidades y,
Contar con una estructura la cual facilite el acceso a los mercados financieros (Carsud, 2000).
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Tipologia de los Modelos de Incubadoras

Incubadora tradicional: Se enfoca a la creacion de negocios en sectores tradicionales y sus requerimientos
de infraestructura fisica, tecnoldgica y mecanismos de operacion son basicos. Estan dirigidas
principalmente al comercio, servicios y algunas industrias ligeras: papelerias, confecciony maquila de ropa,
loncherias, farmacias, restaurantes, lavanderias, distribuidoras, comercializadoras, joyeria, abarrotes, etc.
Su implantacion es relativamente mas sencilla'y el tiempo de incubacion es de tres meses aproximadamente
(Mayer y Jiménez, 2011). De acuerdo con el Instituto Tecnoldgico de Estudios Superiores de Monterrey
(ITESM, 2007), tres son las etapas del modelo de incubadora tradicional: Pre- incubacién, incubacion y
post-incubacién. Incubadora de tecnologia intermedia: una incubadora de tecnologia intermedia es aquella
especializada en brindar asesoria a negocios basados en procesos, productos o servicios donde la tecnologia
es nueva o innovadora, donde el conocimiento se convierte en el elemento que aporta un valor agregado
permite mantener una ventaja competitiva. Los negocios incubados de acuerdo con este disefio incorporan
elementos de conocimientos innovadores e innovaciones. Esto, requiere que dichas empresas estén
vinculadas con institutos o centros generadores de conocimientos o grandes empresas. La infraestructura
fisica y tecnoldgica, asi como sus mecanismos de operacion y procesos son semi-especializados, es decir,
incorporan elementos de innovacion (CETYS, 2006). Incubadora de alta tecnologia: Este tipo de empresa
esta dirigido a los sectores de software especializado, computacion, consultoria en tecnologias de
informacién y comunicaciones (TIC’s), disefio de microprocesadores, biotecnologia, robética, etc. Este tipo
de empresa requiere de mayor tiempo de incubacién (hasta dos afios) amplia infraestructura fisica y
tecnoldgica y una operacion altamente especializada (Montiel, 2008).

Las IES vy las Incubadoras de Negocios

Vincular la educacién superior con el entorno econémico es uno de los principales retos a los que las
universidades de los paises emergentes se enfrentan. La principal tendencia es que los egresados busquen,
independientemente de su talento, incorporarse al mercado laboral en busca de un empleo aparentemente
seguro y estable. Asi mismo, frecuentemente en las instituciones de educacion superior existe un vacio en
la formacién en emprendimiento, pues se asumen como un “medio para generar empleados y no para
formar empleadores”; cuando en realidad deberia buscarse la “transferencia de conocimiento a la actividad
econdmica mediante la creacion de empresas™ (Errosa y Arroyo, 1997. p. 73). De acuerdo con las autoras
referidas el emprendedor desempefia un papel fundamental para crear nuevas empresas, esto con el
proposito de revitalizar entornos econémicamente deprimidos e impulsar el desarrollo econémico en éstas
zonas, a través de la creacion de empleos y la reactivacion de la economia. Segin Wompner (2013) son
escasas las universidades que desempefian un papel crucial en la creacion de nuevas empresas; no se cuenta
con experiencia para la formacién y educacion de emprendedores vy, existe una divisiéon entre el mundo
académico y las empresas. Una propuesta aportada por Schorr (2006) y citado por Wompner (2013),
respecto al papel de las universidades para fomentar el emprendimiento esta conformada por los siguientes
puntos:

Permear transversalmente el emprendimiento a través de las diferentes asignaturas de cada uno de los
programas de estudio.

Fomentar la cultura emprendedora a través de concursos, conferencias, exposiciones, talleres, etc.

Fomentar un clima emprendedor con la finalidad de desmitificar las ideas de que las personas deben,
una vez concluido sus estudios, buscar seguridad laboral, no asumir riesgos, etc.
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METODO

Para la elaboracion la elaboracion del manual titulado: Metodologia y Procedimientos Operativos para la
Creacion de una Incubadora de Negocios en la Facultad de Contaduria y Administracion (Unidad Norte)
de la Universidad Auténoma de Coahuila, realizamos una investigacion documental y de campo. Respecto
a la investigacion documental, localizamos aquellos documentos, publicaciones y libros sobre el tema
objeto de estudio. Posteriormente, efectuamos un proceso de seleccion de los mismos con el objetivo de
acotar la cantidad de informacién considerada para esta investigacion. Posteriormente procedimos a dar
continuidad a través de la lectura analitica, el procesamiento y clasificacion de la informacion obtenida.
Para la investigacion de campo se solicitamos la orientacion e informacion de asesores del Instituto
Nacional de Estadistica y Geografia e Informatica (INEGI) y del Instituto Nacional del Emprendedor
(INADEM) perteneciente a la Secretaria de Economia (ambos con sede en Saltillo, Coahuila). Asimismo,
contamos con la orientacion de asesores de la Red de Apoyo a Emprendedores (RAE) del INADEM,
adscritos a la Camara Nacional de Comercio (CANACO) en Monclova, Coahuila.

Para el trabajo aqui presentado y dada la extension del manual que contiene dicha metodologia,
seleccionamos y sintetizamos los procedimientos metodoldgicos Utiles para otras universidades interesadas
en el tema. El criterio empleado para la sintesis de las directrices consistio en proporcionar al lector
interesado, un panorama global de los pasos indispensables para crear una incubadora de negocios: analizar
para su entorno geografico, la evolucién de los sectores econémicos por Unidad Econdémica (UE) y
Poblacion Ocupada Total (POT). Esto, a través de los censos econdmicos del INEGI. Asi como, identificar
el sector econdmico que predomina entre los negocios de los alumnos emprendedores de la institucion
donde se pretenda crear una incubadora.

RESULTADOS
Las directrices metodolégicas son:

Obtener un Panorama Global de la Evolucion de los Sectores Econdmicos Pertenecientes al Entorno Donde
se Pretende Crear una Incubadora

Para el disefio de una incubadora de negocios resulta pertinente obtener, a través del procesamiento y
andlisis de los censos econdmicos del INEGI, un panorama de la evolucion del entorno econémico de la
zona donde se pretenda crear una incubadora de negocios. Dicho analisis debe tomar en cuenta las Unidades
Econdmicas (UE) y las Poblacion Ocupada Total (POT). En nuestro caso correspondio a la zona conurbada
de Monclova, Coahuila; misma que abarca los municipios de Castafios, Frontera y San Buenaventura. En
las siguientes Figuras se muestra dicha evolucién. Los datos aportados por los censos economicos del
INEGI (2004, 2009 y 2014) muestran que en el caso de la zona conurbada de Monclova, Coahuila, el sector
primario practicamente desaparecid. El sector secundario se mantiene estancado; mientras que en el sector
terciario se concentran la mayor cantidad de UE y POT. Esto nos permitié determinar estrategias que
promuevan el éxito y supervivencia de las nuevas empresas. Por ejemplo, el disefio de un curso taller de
creatividad e innovacion.

Identificar la Cantidad de Emprendedores en la IES v Seleccionar el Tipo de Incubadora de Negocios a
Implantar

Simultdneamente, se efectud un censo entre la poblacién estudiantil de la FCA para identificar de entre los
1, 244 alumnos ¢Cuéntos actualmente tienen un negocio? (Emprendedores Universitarios). Para la
realizacion de dicho censo se recorrio el total de aulas de ambos turnos y la informacion se obtuvo
manualmente contando el niamero de alumnos que respondieron a la pregunta formulada. De acuerdo con
los datos obtenidos se identificaron 99 EU. Sin embargo, solamente 57 EU accedieron a participar en el
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estudio. Una vez identificados los Emprendedores Universitarios (EU), se procedid a la administracion de
un cuestionario. Se solicitaron: datos generales, sector al que pertenece su negocio, descripcion del mismo
y apoyo requerido. Esto permitié definir el modelo de incubadora predominante para la FCA: de tipo
tradicional. Dicho tipo de incubadora no otorga dinero en efectivo sino, proporciona el conocimiento y las
herramientas requeridas para arrancar el negocio y posteriormente se le apoya proporcionando al futuro
empresario la informacion y orientacion necesaria para la obtencion del financiamiento requerido para la
puesta en marcha de su negocio.

Figura 1: Distribucion de los Sectores Econdmicos y Mercado Laboral en 2004
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UE: Unidad econédmica POT: Poblacién ocupada Total. La Figura 1 muestra que durante el 2004 el sector primario de Monclova y Castafios
representa un porcentaje relativamente bajo, menor del 1 por ciento y no existen registro de las Unidades Econémicas (UE) de Frontera y San
Buenaventura, Coahuila. Respecto a los sectores secundario y terciario del area conurbada, los porcentajes de las UE, respecto al total de los
municipios son muy semejantes. Los porcentajes de las UE del sector secundario del &rea conurbada, respecto del total varia de un 8.7% a un 9.2
% del total. El porcentaje de las UE del sector terciario en el area conurbada respecto del total varian de un 89.93% a un 91.3%. Fuente:
elaboracién propia a partir de datos del Censo Econémico 2004 del INEGI. Fuente: elaboracion propia a partir de datos del Censo Econémico
2004 del INEGI.

Figura 2: Distribucion de los Sectores Econdmicos y Mercado Laboral en 2009
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UE: Unidad econdmica POT: Poblacién ocupada Total. La Figura 2 muestra que en el 2009 las Unidades Econdmicas (UE) del sector primario
de Castafios disminuyeron respecto al total y las de Monclova se incrementaron. No existen registros de las UE de los sectores primarios de
Frontera y San Buenaventura. En el sector secundario, las UE de Monclova, Frontera y Castafios aumentaron respecto al censo 2004; mientras
que San Buenaventura se redujeron levemente. Consecuentemente, las UE del sector terciario de Monclova, Frontera y Castafios se redujeron
como porcentaje del total de las UE, respecto al censo del 2004 y en San Buenaventura se incrementaron levemente. Fuente: Elaboracion propia
a partir de datos del Censo Econémico 2009 del INEGI. Fuente: Elaboracién propia a partir de datos del Censo Econdmico 2009 del INEGI.

Disefiar de los Procedimientos Operativos de la Incubadora de Negocios

a). Estructura administrativa: Se definio la mision y vision para la Incubadora de Negocios de la Facultad
de Contaduria (INFCA), su principal funcidn, servicios que brinda y necesidades que deben ser atendidas
por la INFCA. Asimismo, se disefio el organigrama el cual esta integrado por el Consejo Administrativo,
el Coordinador General, los Asesores INADEM, el Coordinador de Servicios Administrativos, el Consejo
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Técnico de Evaluacion Interna, el Comité Externo de Evaluacion y Retroalimentacion, los Asesores
Técnicos Profesionales y un Asistente Administrativo. Se definieron las funciones de cada uno de éstos.

Figura 3: Distribucion de los Sectores Econdmicos y Mercado Laboral en 2014
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UE: Unidad econémica POT: Poblacién ocupada Total. La Figura 3 muestra que para el 2014, el sector primario desaparecié del &rea conurbada
de Monclova, Coahuila. En cuanto al sector secundario, las Unidades Econémicas (UE) del area conurbada representan alrededor de la décima
parte del total de las UE de los sectores secundarios y terciarios. De tal forma que casi el 90% del total de las UE de dicha area pertenecen al
sector terciario. Fuente: Elaboracion propia a partir de datos del Censo Econémico 2014 del INEGI.

b). Etapas del proceso de incubacién de la INFCA y sus procedimientos operativos correspondientes a cada
fase.

| Etapa: Proceso de Pre-Incubacién

| Fase: tipificacion y pre-registro del emprendedor, su perfil y del proyecto. El primer paso a efectuar es
identificar y registrar los datos del emprendedor, de su proyecto, asi como corroborar que posea el perfil de
emprendedor. Para tal propdsito el alumno emprendedor que desee participar en la incubadora debera
cumplir con los requisitos que se muestran en la Tabla 2.

Tabla 2: Requisitos a Cumplir Por el Alumno-Emprendedor

Llenar cédula de pre-registro

Contestar el cuestionario tipo Likert para determinar si cumple con el perfil de emprendedor.

Resolver test para evaluar capacidad de creatividad e innovacion

Asistir a un taller de innovacién y creatividad (duracién 12 horas), obtener la constancia de participacion y cumplimiento con el

producto a entregar.

Elaboracion de la presentacion del proyecto de negocio a crear.

Obtener la carta de aceptacion y notificacion para la presentacion del proyecto del emprendedor ante el Consejo Técnico de Evaluacion

Interna
La Tabla 2 muestra los requisitos que todo alumnos-emprendedor aspirante a recibir apoyo de parte de la incubadora debe cumplir anterior a su
valoracion por el comité del Consejo Técnico de Evaluacion Interna. Fuente: Elaboracion propia a partir de datos contenidos en el Manual
Metodologia y Procedimientos Operativos Para la Creacién de una Incubadora de negocios en la Facultad de Contaduria y Administracion de la
Universidad Auténoma de Coahuila.

Il Fase: Valoracion por el Consejo Técnico de Evaluacion Interna.

Se reune el Consejo Técnico de Evaluacion Interna y se entrega el expediente de cada uno de los candidatos
a participar en la INFCA con la finalidad de revisar, retroalimentar y emitir un dictamen sobre el proyecto
de negocio. Dicho Consejo elabora los documentos indicados en la Tabla 3.
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Tabla 3: Documentos a Elaborar Por el Consejo Técnico de Evaluacion Interna

Evaluacién del perfil del proyecto.

Dictamen del perfil del emprendedor y de su proyecto de negocio.

Carta de aceptacion y notificacion de la presentacién del proyecto de negocios ante el Comité de Evaluacion y Retroalimentacion

Externo.
La Tabla 3 muestra los procedimientos a ser ejecutados por el Consejo de Evaluacion Interna. Dicho Consejo evalla , emite un dictame y elabora
la carta de aceptacion y notificacion de la presentacion del proyecto de negocios ante el Comité de Evaluacién y Retroalimentacion Externo.
Fuente: Elaboracién propia a partir de datos contenidos en el Manual Metodologia y Procedimientos Operativos Para la Creacién de una
Incubadora de negocios en la Facultad de Contaduria y Administracion de la Universidad Auténoma de Coahuila.

Il Fase: Evaluacion y Retroalimentacion por el Comité Externo de Evaluacion y Retroalimentacion. El
Comité Externo de Evaluacion y Retroalimentacion, escucha la propuesta y presentacion del proyecto de
negocio del incubando, evalla y proporciona a éste retroalimentacion pertinente y directriz que permita a
dicho incubando incorporar propuestas de mejora y viabilidad a su proyecto. Dicho Comité llena los
documentos indicados en la Tabla 4.

Tabla 4: Documentos a entregar por el Comité Externo de Evaluacion y Retroalimentacion.

Cédula de evaluacion.

Retroalimentacion: Analisis FODA

Concentrado de evaluaciéon de los proyectos de negocios.

Notificacion de resultados a alumnos-emprendedores cuyos proyectos fueron aceptados.
La Tabla 4 muestra los procedimientos que el Comité Externo de Evaluacion y Retroalimentacion debe realizar una vez que escucha y evalta la
propuesta y presentacion del proyecto de negocio del incubando. Fuente: Elaboracion propia a partir de datos contenidos en el Manual
Metodologia y Procedimientos Operativos Para la Creacién de una Incubadora de negocios en la Facultad de Contaduria y Administracion de la
Universidad Auténoma de Coahuila.

Il Etapa: Proceso de Incubacién

IV Fase: Gestacion y procedimiento para la elaboracion del Plan de Negocios.

En ésta fase el incubando desarrolla y consolida las competencias que el incubando requiere para gestar,
elaborar y documentar su Plan de Negocios pertinente al proyecto de negocio presentado y aprobado por el
Comité de Evaluacion y Externo. A partir de ésta fase se establecera el enlace entre los incubandos y los
asesores certificados del Instituto Nacional del Emprendedor (INADEM), el tutor que le sea asignado vy el
Equipo de Trabajo INFCA (Conformado por Asesores Técnicos Profesionales). En esta fase el incubando
realiza las actividades que se muestran en la Tabla 5.

Tabla 5: Actividades Que el Incubando Debera Realizar

Recurrir al Modelo o Lienzo de Canvas disefiado por Osterwalder y Pigneur (2014) para detectar los elementos que generan
valor al negocio.
Elaborar su Programa de Trabajo para ordenar y sistematizar informacion relevante para llevar a cabo las actividades necesarias para la
creacion del negocio.
Redactar su Plan de Negocios donde describe detallada y formalmente la propuesta de un negocio nuevo y como seré llevado a la
practica.
Escribir el Resumen Ejecutivo donde sintetiza los puntos mas importantes que conforman un Plan de Negocios.
La Tabla 5 muestra una serie de actividades que el incubando debera realizar una vez que su proyecto fue evaluado y aprobado por el
el Comité Externo de Evaluacion y Retroalimentacion. Algunas de las actividades incluyen disefiar su programa de trabajo de acuerdo con el
modelo o lienzo de Canvas, redactar su plan de negocios y el resumen ejecutivo. Fuente: elaboracién propia a partir de datos obtenidos del
INADEM (2016)

Durante esta fase el Equipo de asesores INFCA asesoran al emprendedor de acuerdo con el programa de
trabajo establecido. Registran y reportan al tutor los acuerdos y avances de cada reunion en minutas. Al
término de cada etapa del Programa de Trabajo se convoca a una reunion al equipo de trabajo INFCA para
retroalimentar al emprendedor. En caso requerido, se realizan ajustes a dicho programa y al Lienzo de
Canvas. Asimismo, y de acuerdo a las necesidades detectadas se organizan cursos-talleres de carécter
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practico que tengan como objetivo fortalecer las habilidades y competencias de los incubandos en la
elaboracidn de su programa de trabajo. Una vez que el incubando entregd el Plan de Negocios y el Resumen
Ejecutivo y ambos fueron aprobados Equipo de Trabajo INFCA se le otorga una constancia de aprobacion.

V Fase: Constitucion de la empres y financiamiento. EIl tutor del emprendedor y algunos miembros del
Equipo de Trabajo INFCA orientaran al incubando sobre los procedimientos a efectuar para la constitucion
y financiamiento para su empresa. En esta fase se determinan fuentes de financiamiento y se cumple con
formalidades fiscales, laborales y gubernamentales.

VI Fase: Ejercicio de los recursos financieros de acuerdo con el Plan de Negocios. En esta fase se propone
asegurar que el recurso financiero se realice de acuerdo con el Plan de Negocios elaborado por el incubado.
En ésta fase participan todos aquellos incubados que aprobaron su Plan de Negocios y obtuvieron el recurso
o crédito financiero.

111 Etapa: de Post-Incubacién

VII Fase: Seguimiento, monitoreo y evaluacion de los indicadores de desempefio de la nueva empresa.

En esta fase el objetivo principal es dotar al nuevo empresario de las habilidades y competencias necesarias
para dar sequimiento y llevar un control de su nuevo negocio y se emplean las herramientas mostradas en
la Tabla 6.

Tabla 6: Herramientas Para EI Seguimiento, Monitoreo y Evaluacion de la Nueva Empresa

Empleo del Método de Razones Financieras

Andlisis Organizacional Interno.

Anélisis del Entorno.

Mejoras a implementar
En la Tabla 6 se muestran las herramientas a las que los tutores que pertenecen a la incubadora debera recurrir para proceder al seguimiento,
monitores y evaluacion de la nueva empresa. Fuente: Elaboracion propia a partir de datos contenidos en el Manual Metodologia y Procedimientos
Operativos Para la Creacion de una Incubadora de negocios en la Facultad de Contaduria y Administracion de la Universidad Auténoma de
Coahuila.

Una vez efectuado el analisis sobre el estado financiero y el diagndstico organizacional, el nuevo empresario
deberd recibir retroalimentacién por un evaluador de la INFCA.

CONCLUSIONES

A traves de éste trabajo se expusieron, de manera sintetizada, las directrices y procedimientos operativos
que guiaron el disefio de la metodologia para crear una incubadora de negocios para una Institucion de
Educacion Superior (IES). De tal forma que se puede concluir lo siguiente:

En primer lugar, resultd de suma utilidad revisar y analizar los censos econdmicos 2004, 2009 Y 2014 del
INEGI, pues se observé que en el sector terciario donde pertenecen comercios, servicios, etc., existe una
fuerte competencia. Esto debido a que el sector primario (agricultura, ganaderia, etc.) practicamente
desaparecié y el secundario (industria y manufactura) se encuentra estancado. Dado que los negocios de
los alumnos emprendedores pertenecen en su mayoria al sector terciario, se establecié como estrategia
incentivar la creatividad e innovacion. El alumno emprendedor que solicite incorporarse a la incubadora
deberd asistir a un curso-taller de creatividad e innovacién y como resultado, presentar la innovacion
efectuada a su producto o servicio que actualmente ofrece o desea brindar. En segundo lugar, se observé
que la mayoria de los alumnos que actualmente tienen un negocio recurrieron tanto a ahorros propios como
familiares. De tal forma que la familia tiene injerencia en el negocio. Por tanto, en el manual Metodologia
y Procedimientos Operativos Para la Creacion de una Incubadora de negocios en la Facultad de
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Contaduria y Administracién de la Universidad Auténoma de Coahuila, se incluyeron herramientas del
campo de la empresa familiar.

La pertinencia de incorporar herramientas del campo de la empresa familiar es corroborada por diversos
autores. De acuerdo con Valdez & Sanchez (2012), a nivel mundial, se clasifica a las empresas como: micro,
pequefia y mediana empresa Esta clasificacion es también empleada por los programas gubernamentales
que destinan recursos econdémicos federales para impulsar la incubacion de negocios. Sin embargo,
clasificar a las empresas en micro, pequefias 0 medianas es la forma mas facil, pero no la mas atil. Pues el
tipo de propiedad condiciona més la continuidad de las empresas, que el tamafio de éstas (Tapies, 2014).
Cabello, Reyes & Solis (2004); Mendoza, Hernandez y Salazar (2010); Simén (2013); La Salle (2013) y
Arthursen (2016) coinciden en que la mayoria de las micro y pequefias empresas inician como negocios
familiares: empiezan con ahorros propios y de la familia. Por ende, se ven afectadas por los conflictos
inherentes a toda empresa familiar no profesionalizada. De aqui la necesidad de incorporar el Protocolo
familiar, politicas para la contratacion y despido de familiares, etc.

Finalmente, una facultad enfocada a la administracién debe no solamente ensefiar asignaturas relacionadas
con este campo. Sino también, proporcionar apoyo a los alumnos emprendedores a través de la creacion de
una incubadora de negocios. De esta forma, se aportaria una solucion al “desligamiento entre la idea y los
recursos necesarios para poner en marcha el negocio”. Para nuestro entorno, donde el desempleo y sub-
empleo prevalece apoyar al alumno emprendedor e impulsar el desarrollo de su negocio dentro de las
universidades constituye un reto para enfrentar los embates que amenazan el futuro de nuestros egresados.
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EL ENDEUDAMIENTO COMO INDICADOR DE
RENTABILIDAD FINANCIERA EN LAS MIPYMES
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RESUMEN

Este trabajo de investigacion se realiza a través de un analisis empirico, descriptivo y correlacional, de 11
mipymes turisticas de San Francisco de Campeche, Campeche, en el primer semestre del 2017 para valorar
los aspectos econdmicos de los estados financieros basicos con cifras finales al cierre del 2016, en lo
particular el apalancamiento financiero y su efecto en la rentabilidad, que aunque parezca extrafio los
resultados arrojan genéricamente que si la organizacion aumenta su endeudamiento puede incrementar
positivamente su rentabilidad financiera. Se da a conocer en forma sintética el endeudamiento,
introduciendo inicialmente a la rentabilidad empresarial para dejar clarificado el estudio, y tener la visién
amplia del objeto al ser la financiacion una de las principales decisiones de los directivos. Se parte de la
hipotesis de que a mayor nivel de endeudamiento se propician mejores resultados de rentabilidad. Las
conclusiones se sustentan en la aplicacion de la correlacion lineal a los indicadores de rentabilidad
financiera y endeudamiento de las 11 organizaciones muestra, que arroja un resultado bastante confiable
con una R? de 0.764 por lo que la ecuacion matematica obtenida puede ser tomada para pronosticar
resultados.

PALABRAS CLAVE: Apalancamiento Financiero, Resultados Empresariales, Prondstico

INDEBTEDNESS AS AN INDICATOR OF FINANCIAL PROFITABILITY IN THE TOURIST
MIPYMES OF CAMPECHE

ABSTRACT

This research work is carried out through an empirical, descriptive and correlational analysis of 11
Mipymes of tourism in San Francisco de Campeche, Campeche, in the first semester of 2017 to assess the
economic aspects of the basic financial statements with final figures at the end of the 2016, in particular
the financial leverage and its effect on profitability, which although it seems strange the results throw
generically that if the organization increases its indebtedness can increase positively its profitability
Financial. It is made known in a synthetic way indebtedness, initially introducing to the business
profitability to leave clarified the study, and to have the broad vision of the object being the financing one
of the principal decisions of the managers. It is part of the hypothesis that a higher level of debt is conducive
to better profitability results. The conclusions are based on the application of the linear correlation to the
indicators of financial profitability and indebtedness of the 11 organizations shows, which yields a fairly
reliable result with a R2 of 0.764 so the mathematical equation obtained can be taken to predict results

JEL: G31

KEY WORDS: Financial Leverage, Business Results, Prognosis
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INTRODUCCION

Este estudio empirico es parte del proyecto de investigacién orientado hacia la eficiencia de las
organizaciones, donde se tocan aspectos relativos a los indicadores de desempefio financiero, toda vez que
es cada vez el mayor nimero de empresas que estan en la busqueda de fuentes de financiamiento para su
operacion, pero siempre con la mira de lograr los mejores rendimientos para favorecer a los trabajadores y
accionistas. En forma proporcional es cada vez mayor el nimero de establecimientos que utilizan los fondos
ajenos en vez de los propios a traves de la inversion o reinversion, y les ha dado resultado porque de esa
forma han logrado incrementar su potencial de produccion y ventas con el consecuente resultado de mejoria
en sus utilidades. Considerando que la composicién de la deuda influye en la decision de los inversionistas
para mejorar la rentabilidad de la organizacion, es momento de plantear el problema de investigacion: ¢ Cuél
es la probabilidad de que las empresas que, conociendo un modelo predictivo de su rentabilidad en funcion
a el endeudamiento, puedan mejorar su competitividad y posicionamiento en el mercado? En vista del
problema citado, se plantea la siguiente pregunta de investigacion: ¢ Definiendo que el endeudamiento esta
relacionado con la rentabilidad, es posible que mejore su competitividad? Como parte objetiva de este
trabajo de investigacion es determinar si el endeudamiento de las mipymes del sector turistico campechano
esta asociado a la rentabilidad financiera, y en consecuencia pueda utilizarse un modelo matematico
predictivo que sirva de plataforma para alcanzar los indices deseados en las organizaciones de este grupo.
Se consideran los siguientes objetivos particulares: 1. Determinar el indice de endeudamiento de las 11
empresas, 2. Determinar el indice de rentabilidad de las 11 empresas, 3. Efectuar la comparacion entre el
indice de endeudamiento y el indice de rentabilidad de las 11 empresas, y 4. Concluir si es posible establecer
un pronéstico acerca de un modelo matematico en base al punto 3, que mejore la rentabilidad
organizacional.

Por lo expuesto y tomando en consideracién que el tamafio de la empresa esta influenciado por el grado de
endeudamiento, y que tiene un impacto en la rentabilidad organizacional, se desarrolla este trabajo de
investigacion para determinar si verdaderamente existe una asociacion entre dichas variables
(endeudamiento/rentabilidad), partiendo desde la definicion del objetivo de investigacion con la pregunta
correspondiente, recorriendo el marco teérico alrededor de los conceptos, estableciendo la metodologia,
procedimientos hasta llegar a los resultados, conclusiones y recomendaciones. Al final del camino se
pretende dejar establecido un modelo matematico probabilistico para pronosticar la rentabilidad empresarial
en funcion a su endeudamiento.

MARCO TEORICO

Los indicadores de la rentabilidad miden la efectividad de la administracion de la empresa en el control de
los costos y gastos, al igual que su capacidad de convertir las ventas en utilidades, los indicadores de
rentabilidad también analizan como retornan los valores invertidos de la empresa (Ortiz Anaya, 2006), los
indicadores de endeudamiento se encargan de medir el grado de participacidén de los acreedores en el
financiamiento de la compafiia, también se encarga de detectar el riesgo en que incurren los acreedores y
los duefios en el momento de realizar transacciones financieras, mide los beneficios o inconvenientes de un
determinado nivel de endeudamiento en relacion a la rentabilidad de la institucion. (Ortiz Anaya, 2006)

La rentabilidad es considerada el indicador mas cercano a los accionistas y propietarios (De la Hoz, Ferrer,
& De la Hoz-Suarez, 2008, Garcia-Lorenzo, Velar-Martin, & Cafadas-Sanchez 2009). Por otro lado, la
gestion de la deuda se presenta como una variable esencial para las empresas, dado que una mala gestion
por falta de liquidez podria derivar a la desaparicion de cualquier entidad. En periodos intensos y
prolongados de crisis econémica provoca un aumento del déficit (Ruiz-Huerta, Carbonel & Garcia Diaz,
2012). La rentabilidad es el resultado de tomar las decisiones y estrategias financieras correctas, se refleja
en la proporcion o utilidad excedente de un activo, por su utilizacién en un periodo de tiempo, ademas de
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medir la eficiencia de las operaciones y actividades e inversiones que se ejecuten en las empresas (Nava
2009). Para lo anterior es necesario determinar la importancia de la relacion entre la rentabilidad y el nivel
optimo del indicador de endeudamiento, donde no se genere la insolvencia de la empresa al aumentar la
financiacidn externa (deuda) en relacion con el patrimonio y en general con el capital propio. No existe un
modelo que logre determinar el endeudamiento 6ptimo para la empresa y por ende mejorar la rentabilidad
financiera desde la Optica de la estructura financiera, algunas empresas optan por el financiamiento propio
no utilizando su capacidad de deuda, por consiguiente, la rentabilidad se puede elevar al lograr una relacion
ideal de deuda-capital (Rivera Godoy 2008). Los indicadores de rentabilidad sirven para medir la
efectividad de la administracion de la empresa para controlar el costo y el gasto, y de esta manera convertir
las ventas en utilidades (Ortiz, 2011). La forma antes descrita se encuentra reflejada en la ecuacion (1)

INDICADOR ECUACION
RENTABILIDAD UTILIDAD ANTES DE IMPUESTOS O
FINANCIERA TOTAL DE ACTIVOS

Los indicadores de endeudamiento tienen por objeto medir en qué grado y de que forman participan los
acreedores dentro del financiamiento de la empresa. De la misma manera se trata de establecer el riesgo
gue corren tales acreedores, el riesgo de los duefios y la conveniencia o inconveniencia de un determinado
nivel de endeudamiento para la empresa (Ortiz, 2011). Estos indicadores comparan el financiamiento
originario de terceros con los recursos de accionista, socios o duefios de las empresas, con el fin de
establecer cuél de las dos partes esta corriendo el mayor riesgo. Asi, si los accionistas contribuyen apenas
con una pequefia parte del financiamiento total, los riesgos de la empresa recaen principalmente sobre los
acreedores, como se muestra en la ecuacion (2)

DEUDAS A CORTOY LARGO PLAZO

INDICE DE ENDEUDAMIENTO =
TOTAL DEL ACTIVO (2)

En las organizaciones deportivas espafiolas se han realizado estudios orientadas a decir que la deuda y la
rentabilidad financiera tienen relacion directa, principalmente en tiempos de crisis con el tamafio de la
empresa. Aqui consideran que el tamarfio de la negociacion es factor de vital importancia (Amis y Slack,
1996; Amorim-Varum & Rocha, 2012; Grimaldi-Puyana & Ferrer-Cano, 2016; Vithessonthi & Tongurai,
2015). Otras investigaciones apuntan a que el tamafio y estructura son elementos importantes para la
existencia de los negocios permitiendo tomar decisiones importantes de autofinanciacion (Grimaldi-Puyana
y Sanchez Oliver, 2017). El prop6sito de este trabajo de investigacion toma todas estas teorias narradas que
orientan hacia una asociacion directa entre la deuda y la rentabilidad, para explicar si en el sector turistico
campechano existe esta oportunidad de uso y aplicacion estratégica en la gestion de negocios.

METODOLOGIA

Tipo vy Disefio de la Investigacion

La investigacion es de tipo no experimental correlacional, se tiene un grupo de 11 empresas en la cual se
va a analizar y explicar la relacion existente entre los indicadores financieros de rentabilidad financiera y
endeudamiento, para su célculo se utilizé el método de Razones Financieras, analizando los componentes
principales de los estados financieros. La rentabilidad financiera y el endeudamiento se miden en forma
cuantitativa y para ello se utilizan los modelos financieros de: rentabilidad financiera y endeudamiento.
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Para medir el grado de asociacion de los indicadores utilizamos la correlacién y regresion simple mediante
el coeficiente de correlacion de Pearson, el indicador rentabilidad financiera como variable dependiente y
el indicador endeudamiento como variable independiente.

Poblacion y Muestra

El modelo predictivo del indicador financiero rentabilidad - endeudamiento se obtuvo con 11 mipymes del
sector turistico campechano, de las cuales 9 son pequefias y 2 grandes empresas de la ciudad de Campeche
con 50 trabajadores, que representaron a la poblacion total, Con lo anterior, tal como lo manifiesta Cardenas
(1996), se esta ante la presencia de una muestra del tipo censal, ya que puede participar toda la poblacién,
sin necesidad de determinarse la muestra. Ratificando lo anterior, Chavez (1994) sefiala que una muestra
censal poblacional implica la obtencion de datos de todas las unidades del universo, acerca de las cuestiones
gue constituyen el objeto censado, los datos se recogen entre una muestra de unidades que representan el
universo, dado que la poblacidon es pequefia y se puede hacer un estudio de cada uno de los elementos que
la conforman.

Procedimiento

Con los datos cuantitativos tomados de los estados financieros al 31 de diciembre del 2016 se aplican las
ecuaciones (1) y (2), y se obtienen los indices de rentabilidad financiera y endeudamiento. Se concentran
los datos y se aplica el estadistico de regresién y correlacion simple utilizando el software: Statistical
Package for the Social Sciences (SPSS.23)

RESULTADOS

Una vez aplicado los modelos matemaéticos que les son relativos, se construye una Matriz de Datos de las
11 empresas donde se refleja la variable dependiente (rentabilidad financiera) y la independiente
(endeudamiento) para ejecutar el estadistico de regresion y correlacion simple.

Resultados de la Regresion y Correlacion simple entre los indicadores financieros Endeudamiento y
Rentabilidad Financiera.

Se observa que la variable independiente (endeudamiento) es incluida en el modelo al ser su valor diferente
a cero; el coeficiente de correlacion arroja 0.874 (R) y el de determinacion 0.764 (R?), el error tipico es de
0.7378 con una significancia de 0.00; la anova arroja un estadistico F con valor de 29.187 mayor al de
significancia, asi como el valor adquirido por la variable dependiente a través de la constante (a) es 0.843.
El coeficiente B (beta) es de 4.303 con intervalo de confianza del 95%, resultando la ecuacion (3)

Yy=a+B1X, 3
La ecuacion (3) de regresion y correlacion simple con los valores sustituidos después de aplicar las pruebas
estadisticas es:

y = 0.843 + 4.303 X;
Se efectlia la verificacion del modelo antes descrito mediante la verificacion de la bondad del ajuste,

consistente en sustituir los valores reales en