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ABSTRACT 
 
This study investigates the effects of audit review practice, audit report efficiency and audit performance 
on audit quality of CPAs in Thailand. Audit knowledge, audit standard compliance, and business situation 
dynamism become the antecedents of audit review practice by using professional pressure as the 
moderator. In this study, 261 CPAs in Thailand are the sample of the study. The results indicate that audit 
review practice influences audit report efficiency and audit performance of CPAs in Thailand. The results 
also present that audit knowledge, audit standard compliance, and business situation dynamism are the 
antecedents that of audit review practice. Professional pressure does not moderate the relationships 
among audit knowledge, audit standard compliance, business situation dynamism and audit review 
practice, and the relationships among audit review practice and audit quality. Furthermore, audit report 
efficiency and audit performance have a positively influence on audit quality. Finally, the advantages of 
audit review practice will reach to audit knowledge, audit standard compliance, and business situation 
dynamism to support auditor’s work and enhance audit quality. 
 
Keywords: Audit Review Practice, Audit Quality, Audit Report Efficiency, Audit Performance, Audit 
Knowledge, Audit Standard Compliance, Business Situation Dynamism, Professional Pressure  
 
1. INTRODUCTION 
 
Auditing standards require that auditors assess all relevant evidence in an unbiased and objective 
method (Guiral, Ruiz and Rodgers, 2011) and require auditors to consider the reliability of the evidence 
they use in making judgments (Reimers and Fennema, 1999). The audit review process is an integral part 
of the quality control approach in audit practice and standards (Favere-Marchesi, 2006). Audit practice 
tends to the process to become more interactive, including face-to-face discussions between the 
preparers and the reviewers (Wilk, 2002). The review process is a control mechanism implemented by 
CPA firms to enhance the quality of the workpaper documentation and conclusions made (Tan and 
Trotman, 2003) and proper of the audit judgments (Tan and Shankar, 2010). The review is a part of 
quality control mechanism in the implementation and auditing standards (Agoglia, Hatfield, and Brazel., 
2009; Favere-Marchesi, 2006; Ismail and Trotman, 1999) and as a part of quality control procedures of 
the financial statements audits, documentation prepared by the auditors is reviewed by supervisors 
(Miller, Fedor, and Ramsay, 2006).  
 
Audit reviewers play a critical role to improve the quality of the audit by ensuring that the conclusions 
reached prevention (Tan and Shankar, 2010). The audit review process helps public accounting firms 
control quality, and it also provides information for performance appraisal, and timely feedback. 
Reviewers must objectively assess their subordinates’ work for the review process to achieve objectives 
(Tan and Jamal, 2001). Reviewers often work with a regular group of preparers which reviewers become 
familiar with the subordinates whose performance they must assess. This familiarity with subordinates 
can improve the efficiency and effectiveness of the review process (Tan and Jamal, 2001). 
 
The objective of the review is to ensure that the audits are in accordance with generally accepted auditing 
standards and company policies and procedures which the effect of review as the feedback and effects 
on preparer behavior after the reviews have not received much attention (Miller, Fedor, and Ramsay, 
2006). The review process is shifting from a sequential to more real-time process (Wilk, 2002). An 
important function of the review process is to ensure the quality and work under pressure of time which 
may affect the result in reduced performance of the auditor (Agoglia, Kida, and Hanno, 2003). A review 
can be done by reading the workpaper and note for following up and improving in general review. 
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Knowledge is the key factor in the spreadsheet. The review process will reduce the variance of the 
decision. The judgment will come from the review of the audit (Ramsay, 1994). 
 
The audit quality of financial reporting based on the performance of the auditor (McKnight and Wright, 
2011). Auditing standards require auditors to assess all the relevant events without bias and must be in 
accordance with the purpose and the requirement for the auditors to consider the reliability of evidence 
used in decision making (Guiral, Ruiz and Rodgers, 2011; Reimers and Fennema, 1999). The audit 
review process has been defined in professional standards as a means to detect and adjust errors 
provided by audit reviewers to be convinced to think that the practice of work, achievement and 
conclusions are reasonable and preventable (Rich, Solomon, and Trotman, 1997). 
 The auditing context in Thailand, the Institute of Certified Accountants and Auditors of Thailand (ICAAT), 
promulgates the accounting and auditing standards, practices, and procedures. The pronouncements 
must be approved by the Board of Supervision of Accounting Practice (BSAP) which has the power to 
regulate the auditing profession. The most auditing standards follow the International Standards on 
Auditing (ISA). The Association of Southeast Asian Nations (ASEAN) regulatory bodies will consider 
enhancing audit quality which Thailand will enhance audit quality by instituting requirements that would 
mandate rigorous continuing professional education (Favere-Marchesi, 2000). 
 
Thus, the motivation of this study is to investigate the effect of audit review practice on audit report 
efficiency, audit performance, and audit quality in the context of Thailand. The key research question of 
this study is “How does audit review practice have an effect on audit quality?” The specific research 
questions are as follows: (1) how does audit review practice have an effect on audit report efficiency, 
audit performance, and audit quality?, (2) how do audit report efficiency and audit performance enhance 
audit quality?, (3) how do audit knowledge, audit standard compliance, and business situation dynamism 
have an impact on audit review practice?, (4) how does professional pressure moderate the relationships 
between the antecedents and audit review practice?, and (5) how does professional pressure moderate 
the relationships among audit review practice and audit quality?. 
 
As discussed earlier, the primary objective of this study is to examine the effects of audit review practice 
affect on audit quality. In addition, the research objectives are as follows: (1) to examine the effect of audit 
review practice that has an effect on audit report efficiency, audit performance, and audit quality, (2) to 
investigate the influence of audit report efficiency and audit performance that affect audit quality, (3) to 
investigate the influence of audit knowledge, audit standard compliance, and business situation 
dynamism on audit review practice, (4) to test the moderating effect of the relationships between the 
antecedents and audit review practice, and (5) to test the moderating effect of the relationships between 
audit review practice and audit quality. 
 
This study is organized as follows. The first section provides the theoretical framework of this study 
including literature review and hypotheses. The second describes the research design, sample and 
procedure, and variable measurements of each construct in this study. The third provides the results and 
discussion. The fourth provides theoretical and managerial contribution for future research. The last 
provides the conclusion. 
 
2.  RELEVANT LITERATURE REVIEWS AND RESEARCH HYPOTHESES 
 
The audit review practice, audit report efficiency, audit performance, and audit quality relationships of 
CPAs in Thailand are elaborately examined. The conceptual, linkage, and research model presents the 
aforementioned relationships, as shown in Figure 1 on next page.  
  
Audit Review Practice  
The audit review process is a quality control mechanism institute in audit firms (Ismail and Trotman, 1999) 
to ensure the acceptance and appropriateness of audit judgments (Tan and Shankar, 2010). Gibbins and 
Trotman (2002) define the audit review process as a series of interpersonal interactions that the reviewer 
has with the audit staff, the audit partners, and the audit clients. The audit review process helps ability to 
objectively evaluate the quality of audit work (Tan and Jamal, 2001). The review process is a quality 
control and risk management mechanism influenced by different contextual factors (Gibbins and Trotman, 
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2002; Rich, Solomon and Trotman, 1997), including preparer familiarity and task complexity (Asare and 
McDaniel, 1996), reviewer rank (Bamber and Ramsay, 1997; Tan and Trotman, 2003), type of review 
(Bamber and Ramsay, 1997), and workpaper stylization (Asare, Haynes, and Jenkins, 2007; Tan and 
Trotman, 2003). Workpaper review is a main source of quality control and feedback in auditing. 
 

FIGURE 1  

CONCEPTUAL MODEL OF THE RELATIONSHIPS AMONG AUDIT REVIEW PRACTICE, AUDIT 
REPORT EFFICIENCY, AUDIT PERFORMANCE, AND AUDIT QUALITY  

 
 
Gibbins and Trotman (2002) found that reviewers accept preparers also adjust the actual work performed 
in response to the type of the anticipated review. Reviewers perceive that their review preference and the 
choice of review type they make on a particular audit have assumptions for the performance of that audit 
(Payne, Ramsay and Bamber, 2010). Libby and Trotman (1993) propose that the review process is 
effective that preparers and reviewers focus their attention on different types of information.  Ismail and 
Trotman (1995) investigated the impact of the review process on auditors’ ability to generate hypotheses 
while performing analytical procedures. They found that reviewers have an ability to generate a greater 
number of plausible hypotheses than preparers, regardless of the level of the experience of auditors. 
 
Workpaper review is an important source of quality control and feedback in auditing (AICPA, 2006). The 
main function of the review process is to ensure workpaper quality (i.e., the sufficient of procedures 
performed and appropriateness of conclusions drawn) (Libby and Trotman, 1993). The quality control 
function becomes a more challenging task for reviews when there are shortcomings in their preparers’ 
workpapers which they must overcome (Agoglia, Beaudoin, and Tsakumis, 2009). 
 
Audit review is an important source of accountability for field auditors, and the anticipation of review 
increases audit effort and improves audit performance (Payne, Ramsay, and Bamber, 2010). Audit review 
is a primary means of audit quality control and auditor training (Payne, Ramsay, and Bamber, 2010). In 
addition, the conduct of the audit, external quality reviews are an important tool to enhance audit quality 
(Favere-Marchesi, 2000). Thus, audit review practice refers to the audits that perform task in accordance 
with generally accepted auditing standards and firm policies and procedures (Miller, Fedor, and Ramsay, 
2006) which audit review plays an important role in audit work. Therefore, the hypothesis is proposed as 
follows: 
 
Hypothesis 1: Audit review practice will have a positive influence on (a) audit report efficiency, (b) 
audit performance, and (c) audit quality. 
 
Audit Report Efficiency 
Audit report is one of the very observable outputs available to outside stakeholders to evaluate audit 
efficiency (Habib and Bhuiyan, 2010). Audit report is the final outcome of the audit process, and is the 
only external communication of what the auditor has done and concluded the audit (Geiger and 
Raghunandan, 2002). The purpose of audit report is to communicate the outcome of the auditor’s review 
of the financial statement. Auditors are required to investigate client’s financial statements in compliance 
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with generally accepted auditing standards (GAAS) and provided an audit opinion to assure investors that 
the statements are free from material misstatements (Bhattacharjee, Moreno and Yardley, 2005). Audit 
report is defined as the reliability and timely auditor’s opinions to assure users that the financial 
statements are free from material misstatements (Garcia-Benau and Zorio, 2004).  
 
Thus, audit report efficiency refers to the audit report that consists of significance and reliability of 
auditor’s opinion that assure the financial statement of material misstatement, timeliness and clarity of 
audit report useful for decision making (Al-Ajmi, 2009).  
 
Audit Performance 
Davison and Neu (1993) define audit performance as an accuracy of auditor’s information reporting which 
measures the audit’s ability to reduce noise, bias, and improve strictly in accounting data. An auditor will 
discover and truthfully report material errors, misrepresentation or omissions in material financial 
statements (Libby and Luft, 1993). Probability is that an auditor will not issue an unqualified report for 
statement containing material errors (Lee, Lin and Wang, 1999). The quality of external auditors 
performance is set in generally accepted auditing standards (GAAS), such as competence, 
independence, and exercise of due professional care.  
 
Thus, audit performance refers to the outcomes of auditor’s work performance. Task-specific experience 
obtained through performance of a task can lead to expert decision making (Bonner 1990). The outcomes 
include efficiency and effectiveness which efficiency is concerning the auditor’s ability to detect errors in 
the audit working paper and correct decisions concerning the presence of management fraud. 
Effectiveness is the auditor’s ability to minimize the resource expenditures and accomplish the audit task 
in less time (Blokdijk, 2004). In addition, audit performance refers to auditors who provide an examination 
of an auditing program, function, and operation to assess the entity achieving efficiency and 
effectiveness.  
 
Audit Quality 
Palmrose (1998) defined audit quality as the probability that financial statements contain no material 
misstatements. Audit quality is an ability of the auditor to detect and eliminate material misstatements (Al-
Ajmi, 2009; Davison and Neu, 1993). The roles of auditors are to assuage agency problems resulting 
from the separation of ownership and control which this role can be successful if the audit opinion shows 
the true results of the audit engagement (Al-Ajmi, 2009). Audit quality is a significant value to investor in 
capital markets because investors use audited financial statements as the basis for investment decisions. 
Audit quality has contributions to the reliability and quality of financial reporting. Stice (1991) suggests 
that auditors with high professional competencies may also gain higher audit quality.  
 
Thus, audit quality refers to the correct audit process and reliability of financial reporting useful for 
decision making which is an outcome from audit professional competencies (McKnight and Wright, 2011). 
Feroz, Park and Pastena  (1991) found that an auditor’s ability positively affects audit quality. The audit 
quality of financial reporting is based on the performance of the auditor (McKnight and Wright, 2011). 
Therefore, the hypotheses are proposed as follows: 
 
Hypothesis 2: Audit report efficiency will have a positive influence on audit quality. 
 
Hypothesis 3: Audit performance will have a positive influence on audit quality. 
 
Audit Knowledge 
Knowledge of the audit influences judgment and decision. The reliability of financial statements (Kent and 
Weber, 1998) and knowledge will be able to generate advantage (Biloslavo and Trnavcevic, 2007). The 
knowledge structures developed through task-specific experience (e.g., experience performing 
evaluations of a client’s control environment) should help audit workpaper preparers to focus on more 
relevant audit evidence items (Shelton, 1999). Task-specific experience provides the opportunity for the 
development of improved knowledge structures, which can enhance auditors’ decision-making 
effectiveness (Agoglia, Beaudoin, and Tsakumis, 2009).  
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Knowledge is fundamental to professional skill which professionals who provide services are often 
required to have extensive education and training prior to entering the professional careers (Sudsomboon 
and Ussahawanitchakit, 2009). The knowledge of the client’s business helps the auditor in determining 
the nature, extent, and timing of audit procedures, identifying the nature and source of audit evidence 
available, and evaluating the sufficiency and appropriateness of the audit evidence obtained (AICPA, 
2006). Libby and Luft (1993) found that the auditor emphasized the use of knowledge and memory when 
exercising audit judgment. Auditors obtain knowledge or expertise organized in the brain that assists the 
auditors to work effectively with knowledge through learning and experience (Solomon and Trotman, 
2003). 
 
With respect to a review process related to the appropriate of audit judgment, Choo (1996) examines the 
relationship between knowledge and audit judgment and found that auditors who have different 
knowledge tend to have different judgment. Thus, audit knowledge refers to the knowledge of 
professional in accordance accounting standard, auditing standards, regulatory and accounting 
information (Agoglia, Beaudoin, and Tsakumis, 2009) including the client’s business knowledge. Audit 
knowledge associates with the auditor’s opinions on the financial statements and reflects the 
effectiveness of the audit. Therefore, the hypothesis is proposed as follows: 
 
Hypothesis 4: Audit knowledge will have a positive influence on audit review practice. 
 
Audit Standard Compliance 
Generally Accepted Auditing Standards (GAAS) concerns the performance of audit field work. Auditing 
standards provide auditors to obtain sufficient, competent evidential matter for a reason basis in 
expressing an opinion in audit report. Audit standard compliance is an ability to meet all relevant 
standards such as International Accounting Standard (IAS), International Standard on Auditing (ISAs), 
and Generally Accepted Auditing Standards (GAAS). Lowensohn et al., (2007) found that auditors pertain 
to general audit standards as an important factor of audit quality. Auditing standards require auditors to 
obtain an understanding for planning the audit of required testing of the effectiveness of audit clients 
(Lemon and Wallance, 2000). Auditing standards require auditors to perform procedures to gain 
understanding of client’s integrity and ethical values (Karacaer et al., 2009). 
 
Thus, audit standard compliance refers to auditors who will comply with auditing standards which is the 
basis for best practice in auditing to provide auditors to define the scope in planning and procedures in 
auditing for audit report quality (Lowensohn et al., 2007). The audit standards require the auditors to 
demonstrate knowledge, experience, and learning. Therefore, the auditors must be self development 
continuously. Therefore, the hypothesis is proposed as follows: 
 
Hypothesis 5: Audit standard compliance will have a positive influence on audit review practice. 
 
Business Situation Dynamism 
Business situation dynamism motivates auditors to develop new audit approaches to enhance audit 
efficiency and effectiveness (Bell, Doogar and Solomon, 2008). Business situation dynamism is defined 
as the set of environment that can be dynamic, complex, and changing of practices effect on audit tasks 
which include the intensity of client’s business risk, client’s structure, and change of client’s accounting 
system (Autore, Billingsley, and Schneller, 2009). Dynamism of the business has been carefully 
examined to create a good knowledge with requirements of organization. Mock and Turner (2005) found 
that the external environment of business can help to know more about the impact of the change and 
make a good basis for planning and will cause the performance of auditing. High specialization develops 
an ability to adapt to changing situations. Auditors present a high degree of flexibility in adjusting their 
decision strategies to changing situations (Kent, Munro, and Gambling, 2006).  
 
Thus, business situation dynamism refers to the dynamic business environments, increasing of 
regulations and transactions of business, the complex of business environments, changing in business of 
client’s audit, and the technological development (Bell, Doogar, and Solomon, 2008). Therefore, the 
hypothesis is proposed as follows: 
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Hypothesis 6: Business situation dynamism will have a positive influence on audit review 
practice. 
 
Professional Pressure 
Auditing professions are essential to provide appropriate professional guidance to enhance audit 
performance. Professional pressure has forced auditor’s practices. The auditors, thus, will design and 
perform procedures to provide reasonable assurance of detecting litigation of violations of legal and 
regulatory requirements or violations of provisions of contracts or grant agreements that are important in 
the context of the audit objectives (Majid, Gul and Tsui, 2001). Barrett et al., (2005) proposed that the 
new regulation can threaten efficiency by creating additional audit work. Professional pressure has 
increase and development in the accounting and auditing standards that consist of professional 
competition and stakeholder require guidelines to audit practice. Auditors are concerned with fraud 
detection, warning bankruptcy, or accuracy of information (Sikka et al., 1998). In addition, regulators 
require assurance about the audit efficiency which is appropriate in the audit procedure and responsibility 
(Sikka et al., 1998). 
 
Thus, professional pressure refers to the increase development of accounting and auditing standards, 
regulations and penalty (Majid, Gul and Tsui, 2001), competitive climate in audit professional market 
(Wangcharoendate and Ussahawanitchakit, 2009), and stakeholder’s needs of the auditor’s effort in audit 
work and expectation with a high quality of audit output (Dixon, Mousa and Woodhead, 2004). Then, the 
professional pressure tends to moderate the relationships between antecedents and audit review 
practice, and audit review practice and audit quality. Therefore, the hypotheses are proposed as follows: 
 
Hypothesis 7: The professional pressure will positively moderate the relationships between audit 
review practice and audit quality. 
Hypothesis 8: The professional pressure will positively moderate the relationships between audit 
knowledge and audit review practice. 
 
Hypothesis 9: The professional pressure will positively moderate the relationships between audit 
standard compliance and audit review practice. 
 
Hypothesis 10: The professional pressure will positively moderate the relationships between 
business situation dynamism and audit review practice. 
 
3. RESEARCH METHODS 
 
3.1 Sample Selection and Data Collection Procedure 
In this study, the sample was selected from the Department Business Development database on the 
auditor’s duties in 2011 of 3,900 certified public accountants (CPAs) in Thailand which 1,240 CPAs were 
selected as the sample. A mail survey procedure via the questionnaire was used for data collection. The 
key informants were certified public accountants (CPAs) in Thailand. With regard to the questionnaire 
mailing, 46 surveys were undeliverable because some CPAs had removed to unknown locations. 
Deducting the undeliverable from the original 1,240 mailed, the valid mailing was 1,194 surveys, from 
which 268 responses were received. Of the surveys completed and returned, 261 were usable. The 
effective response rate was approximately 21.86%. According to Aaker, Kumar and Day (2001), the 
response rate for a mail survey, with an appropriate follow-up procedure, if greater than 20% is 
considered acceptable. Questionnaire is evaluated by the academic professional in terms of content 
validity and face validity. 
 
In order to protect bias, the early and late respondents were to test non-response-bias according to 
Armstrong and Overton (1977). According, the test results showed no significant difference. Therefore, 
there is no problem for a non-response bias.   
 
3.2 Variables 
The measure development procedures involve the multiple-item development for measuring each 
construct in the conceptual model. To measure each construct in the conceptual model, all of variables 
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gained from the survey are measured by a five-point Likert scale, ranging from 1 (strongly disagree) to 5 
(strongly agree). 
 
Dependent Variable  
Audit quality is measured via four items that concerned with an ability to discover and report the unusual 
client’s financial report. The contents of question are the correctly ensured that the audit process and 
reliability of financial reporting are utilized for decision making as an audit outcome (McKnight and Wright, 
2011). 
 
Independent Variables  
Audi review practice is measured via eight items that the reviewed process of auditors ensure that the 
audits are in accordance with generally accepted auditing standards and firm policies and procedures 
(Miller, Fedor, and Ramsay, 2006) which promise on their judgment in financial statement including 
accountability and responsibility on audit report.  
 
The other independent variables are audit knowledge, audit standard compliance, and business situation 
dynamism as the antecedent of audit review practice in this study. The measure of each characteristic 
conforms to its definition to be discussed as follows. 
 
Audit knowledge is measured via four items which are comprehensive knowledge of professional in 
accordance accounting standards, auditing standards, regulatory, and accounting information (Agoglia, 
Beaudoin, and Tsakumis, 2009). The relating auditors obtain knowledge or expertise organized in the 
brain that assists auditors to work effectively through learning and experience including the knowledge of 
the client’s business. 
 
Audit standard compliance is measured via four items related to auditors who practice under auditing 
standards which are the base rules for best practice in auditing to provide auditors to define the scope in 
planning and procedures in the improved auditing of audit report quality (Lowensohn et al., 2007). 
Business situation dynamism is measured via four items that the environment can be dynamic, complex, 
and changing of practices that has an effect on audit tasks which include the intensity of client’s business 
(Bell, Dooger, and Solomon, 2008). 
 
Other independent variables are audit report efficiency and audit performance treated as the 
consequences of audit ethic orientation in this research. The measure of each characteristic conforms to 
its definition to be discussed as follows. 
 
Audit report efficiency is measured via four items which concerning the reliable, creditable, accurate, 
complete, objective, convincing, clear, and timely auditor’s opinions to assure users that the financial 
statements are free from material misstatements (Al-Ajmi, 2006). 
 
Audit performance is measured via four items which relating to the auditor’s ability to detect errors in the 
audit working paper and correct decisions concerning the presence of management fraud. Performance is 
described as the auditor’s ability to minimize the resource expenditures and accomplish the audit task in 
less time (Blokdijk, 2004). 
 
Moderating Variable 
Professional pressure is measured via four items which concerning accounting, and auditing standards 
which are increasing regulations and penalty (Majid, Gul and Tsui, 2001), competitive climate in audit 
professional market (Wangcharoendate and Ussahawanitchakit, 2009), and stakeholder’s needs of the 
auditor’s effort in audit work and expectation with a high quality of audit output (Dixon, Mousa and 
Woodhead, 2004). 
 
Control Variables 
Gender has an impact on audit task (Zaman et al., 1997). Male auditors tend to resort to reasons to solve 
the problem than female auditors.  Skills and reasons require preparation in audit planning. Gender is 
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likely to affect competency of audit planning. In this study, gender is represented by a dummy variable 
including 0 is male, and 1 is female.    
 
Age may affect best audit practices and performance following Firth (2002). In this research, age is 
represented by a dummy variable including 0 is less than or equals 40 years old, and 1 is more than 40 
years old. 

 
Length of CPAs Tenure affects the relationships between audit perform and audit judgment of auditors. 
Prior research suggested that auditors with short-term in auditing consistently found the ethically 
questionable situations presented in the vignettes more acceptable which indicates that short-term 
auditors are with lower audit performance than long-term auditors (Emerson, Conroy and Stanley, 2007; 
Karacaer et al., 2009). In this study, length of CPAs tenure is measured by a dummy variable including 0 
is less than or equals 15 years, and 1 is more than 15 years. 
 
3.3 Methods 
Here, factor analysis was implemented to assess the underlying relationships of a large number of items 
and to determine whether they can be reduced to a smaller set of factors. The factor analysis was 
conducted separately on each set of the items representing a particular scale due to limited observations. 
This analysis has a high potential to inflate the component loadings. Thus, a higher rule-of-thumb, a cut-
off value of 0.40, was adopted (Nunnally and Bernstein, 1994). All factor loadings are greater than the 
0.40 cut-off and are statistically significant. The reliability of the measurements was evaluated by 
Cronbach alpha coefficients. In the scale reliability, Cronbach alpha coefficients are greater than 0.70 
(Nunnally and Bernstein, 1994). The scales of all measures appear to produce internally consistent 
results; thus, these measures are deemed appropriate for further analysis because they express an 
accepted validity and reliability in this study. Table 1 presents the results for both factor loadings and 
Cronbach alpha for multiple-item scales used in this study. 
 
The ordinary least squares (OLS) regression analysis is used to test and examine the hypothesized 
relationships between audit review practice, audit report efficiency, audit performance, audit quality, audit 
knowledge, audit standard compliance, business situation dynamism, and professional pressure of 
certified public accountants (CPAs) in Thailand. Then, the aforementioned variables play significant roles 
in explaining the research relationships. Because all dependent variable, independent variables, and the 
control variables in this study were neither nominal data nor categorical data, OLS is an appropriate 
method for examining the hypothesized relationships (Aulakh, Kotabe and Teegen, 2000). With the 
interest of understanding the relationships in this study, the research model of these relationships is 
depicted as follows.  
 

Equation 1: ARE = 01 + 1ARP + 2GEN + 3AGE + 4LENGTH + 1 

Equation 2: AP = 02 + 5ARP + 6GEN + 7AGE + 8LENGTH + 2 

Equation 3: AQ   = 03 + 9ARP + 10ARE + 11AP + 12PP + 13(ARP*PP) + 14GEN + 15AGE  

                             + 16LENGTH + 3 

Equation 4: ARP = 04 + 17AK + 18ASC + 19BSD + 20PP + 21(AK*PP) + 22(ASC*PP)  

   + 23(BSD*PP) + 24GEN + 25AGE + 26LENGTH + 4 
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TABLE 1  
RESULTS OF MEASURE VALIDATION 

 
Items Factor Loadings Cronbach Alpha 

Audit Review Practice (ARP)                       0.62-0.76 0.85 
Audit Report Efficiency (ARE) 0.68-0.86 0.81 
Audit Performance (AP) 0.77-0.85 0.83 
Audit Quality (AQ) 0.69-0.86 0.80 
Audit Knowledge (AK) 0.74-0.85 0.83 
Audit Standard Compliance (ASC) 0.81-0.87 0.86 
Business Situation Dynamism (BSD) 0.72-0.91 0.86 
Professional Pressure (PP) 0.79-0.89 0.84 
 

4. RESULTS AND DISCUSSION 
 

TABLE 2 
DESCRIPTIVE STATISTICS AND CORRELATION MATRIX 

Variables ARP ARE AP AQ AK ASC BSD PP GEN AGE LEN 
Mean 4.214 4.217 3.723 4.001 4.241 4.145 4.173 4.104        
S.D. 0.428 0.484 0.656 0.553 0.495 0.531 0.496 0.535       
ARP                       
ARE  .694***                     
AP  .524***  .547***                   
AQ  .557***  .680***  .672***                 
AK  .586***  .565***  .529***  .533***               
ASC  .533***  .542***  .472***  .529***  .772***             
BSD  .587***    .604***   .507*** .594*** .605***  .555***           
PP  .456*** .423*** .393*** .404***  .595***  .606***  .656***         
GEN -.018 -.050 -.120* -.066 -.057 -.010 -.033 .061   

AGE .050 .016 .148* .026 .095 .143** .082 .097 
-

.198***   

LEN .108* .146** .184*** .114* .216*** .185*** .107* .105* 
-

.275*** .636***   
***p<0.01, **p<0.05, *p<0.10 
 
Table 2 presents the descriptive statistics and correlation matrix for all variables. With respect to potential 
problems relating to multicollinearity, Variance Inflation Factors (VIFs) were used to provide information 
on the extent to which non-orthogonality among independent variables inflates standard errors. The VIFs 
range from 1.01 to 4.21, well below the cut-off value of 10 recommended by Neter, Wasserman and 
Kutner (1985), meaning that the independent variables are not correlated with each other. Therefore, 
there are no substantial multicollinearity problems encountered in this study. 
 
Table 3 shows the results of OLS regression analysis of the relationships between audit review practice, 
audit report efficiency, audit performance, and audit quality. Audit review practice is significantly positively 
related to audit report efficiency (b1 = 0.68, p < 0.01) and audit performance (b5 = 0.51, p < 0.01). The 
results indicate that review process can lead to increasing audit report efficiency and audit performance 
(Payne, Ramsay, and Bamber, 2010). Thus, Hypotheses 1a and 1b are supported, but Hypothesis 1c 
is not supported. Audit report efficiency is significantly positively related to audit quality (b10 = 0.41,              
p < 0.01). The efficiency of audit report tends to enhance audit quality (Al-Ajmi, 2009). Thus, Hypothesis 
2 is supported. Audit performance is significantly positively related to audit quality (b11 = 0.42, p < 0.01). 
Auditors with higher audit performance tend to gain audit quality (Stice, 1991). The audit quality of 
financial reporting is based on the performance of the auditor (McKnight and Wright, 2011). Thus, 
Hypothesis 3 is supported.  
 
Audit knowledge is significantly positively related to audit review practice (b17 = 0.28, p < 0.01). The 
knowledge of auditors will be able to enhance review process (Shelton, 1999). Thus, Hypothesis 4 is 

                                       REVIEW OF BUSINESS RESEARCH, Volume 12, Number 4, 2012                      9



  

supported. Audit standard compliance is significantly positively related to audit review practice (b18 = 
0.14, p < 0.10). The high level of audit standard compliance will have greater audit review process 
(Lemon and Wallance, 2000). Thus, Hypothesis 5 is supported. Business situation dynamism is 
significantly positively related to audit review practice (b19 = 0.36, p < 0.01). Auditors present a high 
degree of flexibility in adjusting their decision strategies to changing situations (Kent, Munro, and 
Gambling, 2006). Thus, Hypothesis 6 is supported. 
 
Professional pressure does not positively moderate the relationships between audit review practice and 
audit quality. Thus, Hypothesis 7 is not supported. Professional pressure does not positively moderate 
the relationships between audit knowledge, audit standard compliance, business situation dynamism and 
audit review practice. Thus, Hypotheses 8, 9 and 10 are not supported.  
 

TABLE 3 
RESULTS OF OLS REGRESSION ANALYSISa 

Independent Dependent Variables 

Variables ARE AP AQ ARP 

      ARP .684*** .512*** .029 
(.045) (.053) (.059) 

      ARE .408***

(.059) 
      AP .417***

(.051) 
      AK .282***

(.081) 
      ASC .142*

(.079) 
      BSD .356***

(.068) 
      PP .057 -.037 

(.047) (.069) 
      AK x PP .003 

(.085) 
      ASC x PP .063 

(.086) 
      BSD x PP -.023 

(.059) 
      ARP x PP .022 

(.040) 
      GEN -.044 -.161 -.023 .014 

(.093) (.109) (.085) (.101) 
      AGE -.236 .142 -.105 -.037 

(.125) (.147) (.114) (.136) 
      LEN .269** .131 -.011 -.002 

(.118) (.139) (.108) (.129) 
      Adj. R2 .486 .288 .585 .416 

   ***p<0.01, **p<0.05, *p<0.10, a Beta coefficients with standard errors in parenthesis. 
 
5. CONTRIBUTIONS FOR FUTURE RESEARCH 
 
5.1 Theoretical Implication 
This study provides a clear understanding the relationships between audit review practice and audit 
quality of CPAs in Thailand via audit report efficiency and audit performance. Furthermore, this study 
determines audit knowledge, audit standard compliance, and business situation dynamism as the 
antecedents of audit review practice. The moderating variable as professional pressure has effects on the 
relationship between antecedents and audit review practice, and audit review practice and audit quality. 
This study provides two theoretical implications expanding on prior knowledge and literatures of audit 
review practice. For advancing the field theoretically, this study is one of the first known studies to link 

                                       REVIEW OF BUSINESS RESEARCH, Volume 12, Number 4, 2012                      10



  

audit review practice to audit report efficiency, audit performance, and audit quality including moderators 
of professional pressure of CPAs in Thailand. 
 
5.2 Managerial Implication 
CPAs will profoundly understand, and thus effectively manage and utilize audit review practices to 
enhance audit report efficiency and audit performance which can lead to audit quality. To maximize 
benefits of audit review practices, furthermore, CPAs who require desirable achievement will gain audit 
knowledge, audit standards compliance, and business situation dynamism to support their work and 
maintain audit quality. Future research may study other variables to extend the relationships between 
audit review practices, audit report efficiency, and audit performance that affect audit quality.  
 
6. CONCLUSION 
 
This study examines audit review practice that influences audit report efficiency and audit performance 
that provide audit quality of CPAs in Thailand. The results also present audit knowledge, audit standard 
compliance, and business situation dynamism which are the antecedents of audit review practice. The 
audit report efficiency, and audit performance also have a positive influence on audit quality. Professional 
pressure does not positively moderate the relationships among audit knowledge, audit standard 
compliance, business situation dynamism and audit review practice, and the relationships between audit 
review practice and audit quality. Finally, the advantages of audit review practice will reach to audit 
knowledge, audit standard compliance, and business situation dynamism to support auditor’s work and 
enhance audit quality. 
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ABSTRACT 
 
The  entrepreneurship teacher is a key factor in the promotion of entrepreneurship education, and hence 
should practice what he/she teaches by, at minimum, exhibiting a positive attitude towards the practice of 
entrepreneurship, or where possible by setting up a business. This paper investigates whether there are 
significant differences between secondary school teachers of entrepreneurship education who have set 
up a business and those who have not, in terms of personal attributes, skills, innovativeness and locus of 
control. Further, based on the theory of planned behavior, the study examines the extent to which 
contextual factors (institutions and culture) influence the entrepreneurial intentions of the teachers who 
have not yet set up a business.  The study utilizes a survey research design to collect data from a sample 
of secondary school teachers (N=270) who were attending a refresher course from the four regions of the 
country.  Likert scale questionnaire items for the various dimensions were obtained from published 
studies.  Independent sample t tests and regression analysis were used to analyze the data.  Findings 
indicate that teachers who have set up a business score higher in terms of creativity and enthusiasm to 
set up new projects. Further, institutions and cultural dimensions (uncertainity avoidance) have a negative 
moderating effect on perceived behavioral control for teachers who have not yet set up a business. 
 
1. INTRODUCTION  
 
The importance of entrepreneurship in both developing and developed nations of the world is well 
documented in the literature. In the developing countries in particular, the encouragement of 
entrepreneurial activities is recommended as a way to stimulate economic growth (Harper, 1991). In view 
of the importance of entrepreneurship,   many governments across the world are attempting to develop 
an enterprise culture among their citizens and believe that this objective can be achieved through the 
education system (Gibb, 1987).  Given that education is part of a person’s life experience, it is obvious 
that entrepreneurship education can boost an individual’s ability to be innovative, creative, flexible, self 
driven (see Cheung, 2008 for a review)  and thus make one able to respond appropriately to different 
challenging situations (Rauch and Frese, 2006). Hence a lot of effort has been invested in the 
development of successful entrepreneurship education in many countries in the world (Seikkula- Leino et 
al., 2000).   
 
According  to Birdthistle  (2007),  entrepreneurship education  involves a number of stages  and  a 
number of stakeholders ( e.g. students , teachers, parents and employers )  who are active players  in the 
entrepreneurial   process.  Specifically, the teacher is central in the realization of entrepreneurship 
education objectives (Seikkula-Leino et al., 2010), since teachers are at the confluence where several 
transformations embedded in entrepreneurship education converge (Hannon, 2006) and they play a 
central role in the effectiveness of any enterprise program (Gibb, 1993). This therefore makes it worthy to 
conduct research on the teachers who actually promote this subject (Seikkula-Leino et al., 2010).  
 
In spite of all these facts, little is known about the perceptions of entrepreneurship held by people who 
teach the subject, yet teacher perceptions /attitudes towards entrepreneurship have the potential to 
influence the way the subject is taught to students (Bennett, 2006). The attitude of these teachers (and 
consequent entrepreneurial action or inaction) is likely to be influenced by personal psychological factors 
as well as the environment in which these teachers operate, given that the factors that influence a person 
to set up a business come from both his/her psychological variables, as well as from the external 
environment (Taormina and Lao, 2007).  It is therefore pertinent to examine entrepreneurship education 
from a teachers’ perspective since the real challenge faced by secondary schools is to acquire teachers 
with an orientation towards an enterprising mode of learning, and acceptability to teach it (Gibb, 1963). 
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There are a number of issues that warrant entrepreneurship education research that focuses on the 
teacher in a developing country context like Uganda.   First, entrepreneurship as a subject is new in this 
country, having been introduced by the National Curriculum Development Center (NCDC) in 2000 at both 
the ordinary (O) and advanced (A) levels in secondary schools, as a timely response to youth 
unemployment in this country (NCDC 2011). Second, while many researchers focus on the role of 
entrepreneurship education in promoting entrepreneurship, few actually focus on the role of the teacher’s 
attitude/ entrepreneurial characteristic in this process.  Third, most entrepreneurship education research 
is based in the USA, Europe and Asia and little is known about it in Africa, with exception of a few 
fragmented studies (Gerba 2012). In Uganda in particular, no known study has examined 
entrepreneurship education in secondary schools, with a special focus on the teacher. Lastly, only a few 
empirical studies investigate both psychological chacteristics and the environment for their impact on start 
up (Taormina and Lao 2007). Following these two authors, the combinatorial approach presented in this 
study is premised on the view that positive or negative environmental factors can have an effect on an 
individual’s entrepreneurial intentions, if these factors are first perceived and evaluated by the person.   
 
This study aims at contributing to the literature by examining the entrepreneurial characteristics of 
entrepreneurship teachers in secondary schools in Uganda and how cultural and institutional variables 
affect their entrepreneurial intentions.   Specifically, the main objective of this paper is to investigate 
whether there are significant differences between secondary school teachers of entrepreneurship 
education who have set up a business and those who have not, in terms of personal attributes, skills, 
innovativeness and locus of control, given that using a student sample, Luthje and Franke (2003) claimed 
that it is widely not known whether it is contextual factors or personality traits that drive people toward self 
employment. Hence, based on the theory of planned behavior (TPB),  the study examines the extent to 
which contextual factors (institutions and culture) moderate the relationship between the antecedents of 
intention  (attitude, subjective norms, and perceived behavioral control) and intention to set up a business  
of the teachers who have not yet set up a business. The study is motivated by the fact that the 
motivational antecedents of intention can be influenced by exogenous factors such as personality traits 
and education (Linan et al., 2005, Soutaris et al., 2007) and because some models of entrepreneurship 
ignore some combinations of environmental factors that influence entrepreneurial decisions such as legal, 
institutional and socio economic conditions, and other elements that depend on the country Linan 
(2008:260).   
 
It is hoped that the findings of this study will be useful to the many stakeholders in the entrepreneurship 
sector, and will contribute to the psychological and contextual factors debate in entrepreneurship. The 
rest of the paper is organized as follows. In the next section, we outline the theoretical frame work on 
which the study is based and also motivate the study hypotheses. The methodology used to conduct the 
study is outlined next, followed by a presentation of study findings. A concluding discussion wraps up the 
paper. 
 
2. LITERATURE REVIEW 
  
Definitional divergence of entrepreneurship  
The debate about the theoretical assumptions underlying the entrepreneurship domain is ongoing (Fiet 
2000). In the first place there is great confusion over the definition of the entrepreneurship concept (Gibb 
1993).   This definitional divergence has been the largest obstacle in creating a conceptual frame work for 
the entrepreneurship domain (Shane and Venkataraman 2000). Definitions of entrepreneurship range 
from narrow meanings such as starting a business, to broad conceptualizations such as work attitudes 
that emphasize self reliance, initiative, innovation and risk taking (Bruyat and Julien, 2001).  This 
definitional divergence has resulted in polarization of emergent theory and has negatively influenced the 
development of research outcomes in education (Matlay 2005).  In light of this definitional divergence, 
entrepreneurship education should be seen both as a method and learning content (Seikkula-Leno 2010). 
 
Attributes of entrepreneurs 
Generally, three factors influence entrepreneurial behavior i.e. individual factors, social factors and 
environmental factors (Gurol and Astan 2006). The individual dimension (trait model) focuses on the 
personality characteristics of the entrepreneurs (Koh 1996). Personality characteristics are defined as 
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psychological attributes vital for an individual’s likelihood and interest in acting entrepreneurially (Mischel, 
1973). Some authors insist that entrepreneurs possess unique characteristic that make them different 
from the rest of society (Gibb 2002, Deamer and Earle 2004), and hence motivate their entrepreneurial 
behaviors (Mueller and Thomas 2000). Hansemark (1998) argues that in an educational setting, the trait 
approach seems to be the most promising one, and the significance of a psychological attribute for 
entrepreneurial activity and economic growth are quite important (Shaver and Scott 1991), hence  training 
programmes aimed at developing entrepreneurial psychological attributes have been introduced in some 
institutions.  
 
However, Curran and Stanworth (1989:12) posit that despite a number of empirical studies in different 
cultural setups, the literature on the psychological characteristics of entrepreneurs remains inconclusive, 
because there are a number of studies that support and refute the relationships among various 
entrepreneurial characteristics (Gurol and Aston 2006). This view is supported by Chell (1985) who 
argues that the personality trait has had little success is equivocal and inconclusive, and that there is a 
low correlation between the trait and actual behavior.  This lack of consensus is attributed to 
methodological, definitional and conceptual complexities (Robinson et al 1991).  Similarly, Rauch and 
Frese (2000) posit that personal values such as creativity, independence, the desire to achieve etc are 
surrounded by ambiguity.  Garcia Lillo and Marco Lajara (in Cañizares and García 2010) posit that 
although the literature converges when it comes to assigning attributes to entrepreneurs, it is not easy to 
establish a concrete profile of which individuals are more likely to set up a business.  Further, other 
authors argue that successful entrepreneurship characteristics such as perseverance, innovativeness, 
self direction, etc have often been derived from observation of successful entrepreneurs and not from 
empirical analysis (Garavan and O’Cinneide 1994, Llewellyn and Wilson 2003). In spite of all these 
arguments, the personality approach is defended by Hansemark (1998) who posits that entrepreneurship 
occurs in a cultural and social context, and as Herron and Sapienza (1992) assert, no contextual 
occurrence by its self can create entrepreneurship. The individual and his /her psychological attributes 
are important for the entrepreneurial event (Shaver and Scott 1991). In light of all this, it is extremely 
difficult for educational institutions to signal students into adopting an entrepreneurial stance   when there 
is little consensus about the entrepreneurial attributes of successful entrepreneurs (Bennett 2006).  
 
On the other hand, some authors argue that entrepreneurs are made. In this view entrepreneurship is a 
“learned competency”, rather than an innate disposition (Rae 2000). This argument is based on the fact 
that many entrepreneurial attributes are acquired from a person’s environment or experience (Haynes 
2003). In other words, the experiences one undergoes can engender and encourage innovative behavior, 
self determination, and imaginative problem solving.  Hence adopting specific roles and responsibilities 
and acquiring certain life experiences such as staring and running a business can influence individual 
personal attitudes and influence their attributes and values (Littunen 2000; Shook, 2003). The 
entrepreneurial attributes considered in this study and discussed below were chosen because of their 
popularity in the literature. 
     
Innovativeness 
Innovativeness is a behavior that characterizes entrepreneurship and entrepreneurial orientation 
(Entrialgo et al 2000).  It is a systematic search for new ideas, markets and products (Cromie 2000), and 
it can discriminate between entrepreneurs and managers (Stewart et al 2003).  
 
Chell (2009) describes innovativeness as a cognitive process characterized by recognition and 
development of an idea judged to bring social and economic benefits and points out that successful 
entrepreneurs are highly innovative. Just as is the case in the paragraph above, the two contradictory 
theories also apply to innovation i.e. trait theory which presupposes that patterns of behavior, aptitude 
and abilities are developed in early life (innovators are born and limited) and the social cognitive theory 
which emphasize the concept of social learning i.e. a person’s mind set e.g. knowledge, beliefs, attitudes 
and values are shaped in response to social contexts.  The latter view seems to have prevailed, and 
innovation research has moved away from the personality approach (what traits do innovators have?) i.e. 
what is important is to capture a mindset and attitudinal approach rather than a set of personality traits 
(Chell 2009:14). 
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Locus of control  
This is a trait that is correlated with an individual’s perception that he /she will be able to have control over 
events in life (Leone and Burns, 2000). It is the overall belief in one’s power over the outcome of actions 
(Boyd and Vozikis, 1994). Locus of control is construed as a socially learned construct or a consequence 
of causal attributions (Rotter 1966). Individuals are dissimilar when it comes to the level of personal 
responsibility they accept for their behavior and outcomes. People with an external locus of control 
believe in the notion that external circumstances beyond their control affect their performance in life e.g. 
fate or luck, while those with an internal locus of control believe that they are responsible for events and 
consequences in their lives (Hansemark, 1998). Entrepreneurs are believed to have an internal locus of 
control i.e. internality has been identified as one of the most salient entrepreneurial characteristics 
(Venkatapathy 1984), and Thomas and Muller (2000) used this concept to discriminate between 
successful and unsuccessful entrepreneurs. However, whereas some studies have not established 
differences between entrepreneurs and managers (Brockhaus and Nord 1979), many other studies assert 
that people who have started a business have more locus of control than those who have not (Begley and 
Boyd, 1987). 
 
Entrepreneurial skills   
There is an element of controversy in the skills literature.  The term “skill” is defined differently by various 
authors, besides the fact that managers and educationists categorize skills differently (McLarty and 
Dousios 2006). Skills embrace the idea of competence, plus an ability to execute something well 
(Boyatzis 1982). Entrepreneurial skill levels portray the extent to which one is confident that he/she has 
skills that can enable him/her start a firm (Denoble et al 1999).   Linan (2008) argues that perceived 
personal skills may have a significant impact on entrepreneurial intention, either directly or through the 
motivational antecedents of intention, particularly through perceived behavioral control. Since perceived 
behavioral control and self efficacy are highly correlated, then it is not surprising that perceived 
entrepreneurial skills are closely related to perceived behavioral control.  Many entrepreneurship 
education programmes assume that skills can be taught and learned, and are not fixed personal 
dispositions (Osterbeek et al 2008). However, a key question in entrepreneurship research posed by 
Baron (2007) is quite relevant today: “What specific competencies (skills, abilities, etc.) do entrepreneurs 
need to successfully create new ventures? A basic answer to this question is ‘Many . . . and these change 
in relative importance and scope across various phases of the new venture creation process.’ In other 
words different studies have identified different skills as being at the core of entrepreneurial success (see 
Mitchelmore and Rowley 2010 for a review). 
 
In light of the above arguments we advance the following hypotheses: 
       
 H1: Teachers who have started and run a business will have more entrepreneurial attributes   than those 
who have not.  
 
H2: Teachers who have started and run a business will have more entrepreneurial skills   than those who 
have not. 
 
H3: Teachers who have started and run a business will have a higher level of innovativeness   than those 
who have not. 
 
 H4: Teachers who have started and run a business will have a higher locus of control   than those who 
have not. 
 
3. INTENTION MODELS 
 
As a significant departure from the personality view, some authors argue that an individual’s intention to 
become an entrepreneur is the best predictor of his /her actually engaging in entrepreneurship in the 
future (Delmer & Davidson 2000, Kruger et.al. 2000). Thus most research in entrepreneurship is based 
upon intention models, since entrepreneurial action is actually planned behavior (Krueger et al.2000). 
Meta analyses indicate that intentions are strong predictors of behavior in other settings (Armitage and 
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Conner 2001) and two intention models emerge as dominant in the literature i.e. Ajzen’s (1987) Theory of 
Planned Behavior (TPB) and the Shapero and Sokol (1982) model.  
 
TPB holds that attitude, subjective norm and self efficacy predict intention which also in turn predicts 
behavior. If a person evaluates a suggested behavior as positive (attitude), those important to him/her 
approve of the behavior (subjective norm), and the person feels he/she can successfully execute the 
behavior (perceived behavioral control) then that person is likely to perform the behavior.  All components 
of the TPB model have been found to be predictors of entrepreneurial intent, with perceived behavioral 
control (perceived ability, self confidence, self efficacy) as the strongest predictors ( Nabi et.al.2006). In 
short, a positive attitude and subjective norms determines desirability, while perceived behavioral control 
determines the achievability of intention (Frese and Rauch, 2012).   According to Kruger (2000), 
exogenous or demographic variables operate indirectly on intention, by changing the individual’s attitudes 
i.e. personality factors (and demographic factors) enhance our understanding of entrepreneurial intention, 
through the mediating role of the motivational antecedents of intention in the theory of planned  behavior 
(Gelderen et al 2006) as shown in figure 1. However, the focus of the paper is not to establish whether 
personality factors have an indirect or direct effect on intention, but to contribute to the debate on which 
variables are possessed by founders and non founders of businesses. 
 
The dependent variable intention is referred to as an individual’s motivation to make a conscious effort to 
act upon a conscious decision (Corner and Armitage 1998). A major controversy in the literature is the 
way intentions are measured (Armitage and Corner 2001), hence different operationalisations of this 
variable result in differing explanations and predictions (Gelderen et al 2006).  In spite of the support the 
TPB received in the literature, it has certain weaknesses.  According to Nabi and Linan (2011, p.3), “the 
model assumes that intention translates into entrepreneurial behavior, an assumption that does not hold 
water (emphasis ours) given that while intent may be a good predictor of behavior, it is not of course the 
behavior itself”. This view is supported by the fact that empirical findings regarding the relationship 
between entrepreneurial intentions and new venture start up are mixed (cf Kolvereid and Isaksen, 2006; 
Souitaris et al., 2007).  
 
These mixed findings prompt these scholars to conclude that a focus on entrepreneurial intentions alone 
is limited in its value to explain entrepreneurship because of a considerable gap between intentions and 
action (Davidson and Honig, 2003). Barriers may arise on the long journey from intention to the start up/ 
action (Heckhausen and Kuhl 1985). Gielnik et al. (2011) in a students’ training in entrepreneurship 
promotion program in Uganda (STEP) established that the strength of entrepreneurial intention did not 
have a main effect on entrepreneurial action; rather an interaction between strength of entrepreneurial 
intention and action planning significantly influenced entrepreneurial action.  Despite these arguments, 
Nabi and Linan (2011) contend that entrepreneurial intention remains an important part of the 
entrepreneurial start up process, and is worthy attention in its own right.  
 
The environment 
The environment can help explain why the relationship between personal related factors and 
entrepreneurship intent is not always deterministic in nature (Luthje and Franke, 2003). Situational factors 
also influence entrepreneurial intentions (Ajzen 1987; Boyd and Vozikis 1994), by influencing a person’s 
attitude toward entrepreneurship (Krueger, 1993). In short, entrepreneurs do not work in isolation (Aldrich 
and Zimmer, 1986), but are part and parcel of the environment in which they work. In this study, 
contextual factors are hypothesized to influence intention as moderators of the motivational antecedents 
of intention as discussed below. 
   
The institutional dimension 
According to Busenitz et al. (2000), firms are embedded in country specific institutional profiles. 
Bartholomew (in Busenitz al. 2000) agrees with this position and asserts that national institutional 
patterns such as educational institutions and access to funding help to determine the manner in which 
innovations emerge in a country.  Kostova (1997) identifies a regulatory dimension of the institutional 
profile of a country as laws, regulations and government policies that render support for new businesses, 
mitigate risks for individuals starting a new company, and facilitate an entrepreneur’s efforts to acquire 
funding. Rondinelli and Karsada in Busenitz et al. (2000) note that firms should be able to access 
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resources that are available through government backed programmes and enjoy privileges that emanate 
from government policies that favor entrepreneurs. Many Western governments have programs in place 
to assist entrepreneurs in their countries (Reynolds, 1997) in Busenitz et al. (2000). A well used and 
functional business support system of a society i.e. the accumulated public contributions aimed at 
stimulating and facilitating entrepreneurial activity (McMullan and Long, 1987) could result into a better 
utilization of resources, a lower unemployment rate, increased set up of new business organizations, and 
a lower failure rate of already existing ones (Hansemark, 1998).  The business environment in developing 
countries as per the World Bank Ease of Doing Business Index is not favorable (World Bank, 2010), 
partly because there are no systems in place to assist nascent entrepreneurs, the economic policies are 
not favorable, e.g. interest rates are high etc.  In view of these arguments we hypothesize as follows: 
 
 
      H5: Institutional factors will have a negative moderating effect on the relationship between the 
antecedents of intention and intention in the case of teachers who have not started business yet  
 
Culture and entrepreneurship 
Culture represents the shared values and beliefs of a society and is an important contextual factor 
affecting the potential number of entrepreneurs that emerge in a given society (Thomas and Mueller, 
2000). According to Linan and Chen (2009), a positive aggregate effect would take place when culture 
shapes social and economic institutions, making them more favorable toward entrepreneurial activity. 
Since the social embeddedness of the African culture emphasizes social order, respect for tradition and 
family security, African values may conflict with the autonomy type of values that enable individuals to 
derive meaning from their unique ideas, actions and outlooks. For example Africans maintain order by 
avoiding unnecessary risks (Onuejeougwu, 1995) and restrain actions that might disrupt the traditional 
order (Munene et al., 2000).  
 
Most research about the influence of culture on entrepreneurship has followed Hofstede’s (1980) 
conceptualization of culture (e.g. Busenitz and Lau, 1996; Hayton et al., 2002, Mueller and Thomas 
2001). According to Mcgrath et.al (1992), entrepreneurs exhibit a certain level of Hofstede’s dimensions 
i.e. high power distance, low uncertainty avoidance, high individualism, and high masculinity. Specifically, 
they regard high power distance as a special characteristic of entrepreneurs, regardless of whether the 
culture is low or high on power distance (Mcgrath et.al 1992:119). Other entrepreneurship researchers 
have found these dimensions useful in explaining entrepreneurial cognition and eventually intention 
(Busenitz and Lau 1996:31). Mueller et al. (2002) concur with this position, except for the power distance 
variable, where they argue that low power distance cultures would promote entrepreneurship.  In 
summary, the literature indicates that broad cultural characteristics are associated with national levels of 
entrepreneurship (Bruton et. al 2010).  
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Taking only uncertainty avoidance into account and given the argument that life experiences such as 
starting a business can engender innovativeness and self determination, then teachers who do not have 
such an experience are wont to avoid risks by not engaging in entrepreneurship, hence: 
 
      H6: Cultural factors (uncertainty avoidance) will have a negative moderating effect on the relationship 
between the antecedents of intention and intention in the case Teachers who have not started a business 
yet.  
 
Method:  
The government of Uganda obtained funds from ILO to revise the A level entrepreneurship curriculum. 
Hence workshops were organized in early 2012 to train teachers in schools that offered A level 
entrepreneurship examinations set by the Uganda National Examinations Board (UNEB) in 2011. These 7 
day workshops were organized in all the four regions of the country.  It is the teachers who participated in 
the workshops who were requested to take part in this study. Questionnaires were passed on to them 
during workshop time, but they were given up to three days to respond to the questions because the 
questionnaire was lengthy, since data was collected on a number of other variables.  In this study findings 
from three regions central, eastern and northern are presented. 
 
Measures 
This study involved a number of study variables, measures of which were obtained from published 
studies and hence have acceptable psychometric properties.  For example the 20 entrepreneurial 
attributes were obtained from Cañizares and García (2010).  Respondents were requested to indicate the 
extent to which they thought they possessed these personal attributes   on a 4 point likert scale ranging 
from “1” low level of attribute   to “4” high level of attribute.  Respondents were also requested to indicate 
the extent to which they possessed six entrepreneurial skills obtained from Linan (2008), by answering 
the question “How do you rate your self on the following entrepreneurial skills?” The items were anchored 
on a 7 point likert scale ranging from “1’ no aptitude at all to “7” very high aptitude.   
 
The entrepreneurial intentions questionnaire EIQ (Linan and Chen 2007) is a 20 item tool that was used 
to measure the variables in the TPB i.e. the motivational antecedents of intention   attitude, subjective 
norms and perceived behavioral control and intention.  In this tool, respondents rate the extent to which 
they agree with some entrepreneurial statements on a 7 point likert scale ranging from “1” total 
disagreement to “7” total agreement. Some of the items are reverse coded.  Locus of control was 
measured using the Rotter’s (1966) locus of control scale, because it seems to dominate as a measure of 
this variable in entrepreneurship research (Gurol and Aston 2006), while the institutional dimension is 
measured with 5 items from Busenitz et al (2000), anchored on a 7 point likert scale ranging from “1” 
strongly agree to “7” strongly disagree. Lastly according to Konig (2007), scales that have been 
developed to measure societal culture (e.g. Hofstede, 1980) should only be used when research is 
geared toward a societal level of analysis.   When a study is designed toward an individual level of 
analysis, scales developed to measure cultural orientation should be used (Konig, 2007).  Hence the Yoo 
and Donthu (2002) cultural orientation instrument was used to measure Hofstede’s 5 cultural dimensions.   
 
Data analysis 
Data analysis started   by examining the descriptive statistics of the respondents.  T tests were  then 
carried out to assess whether there is a significant difference between the teachers who had started a 
business and those who had not in terms of  entrepreneurial attributes, skills, locus of control and  
innovativeness i.e. H1, H2, H3 and H4. To test H5 and H6, the   analysis started by constructing 
composite measures of the study dimensions.  Following Frazier et al. (2004), the independent variables 
were standardized, so that they had a mean of zero and a standard deviation 1, to reduce the effect of 
multicollinearity, which was followed by linear regression analysis.  
 
4. RESULT 
 
Descriptive statistics: 
First, a total of 270 questionnaires were collected from three regions of the country i.e. Central (62%), 
Northern (13%) and Eastern (25%).  Of these respondents, 76% were male, while 24% were female. 

                                       REVIEW OF BUSINESS RESEARCH, Volume 12, Number 4, 2012                      22



They had a mean age of 32.33 (SD 7.22) and a mode of 30. Most of them were married (63.1%) while the 
rest were single (36.9%) and almost all of them had a university degree (91.4%) , those who had 
vocational training were 3.3% , while the rest had some other qualifications. 93% of the respondents said 
they  have ever been in charge of other people, while 4% said they had not. The rest did not answer this 
question. The mean number of years of work experience for the respondents was 8.8 (SD 5.89), with a 
mode of 5. Of all the respondents (N=270), those who answered the screening question “Do you have a 
business” were 244, while 26 did not. Hence the analyses in this study will exclude the latter group. Of the 
244, those who had a business were (159) 65%, while those who answered negatively were 85 (35%).  
 
Personal attributes 
T tests were carried out to examine whether there is a significant difference between those teachers   
who had started a business  (Group 1)and those who had not  (Group 2) along the selected personal 
attributes (H1). The findings are presented in the table 1 below. 
 
     Table 1:  

     The table above shows that there is a significant difference between teachers who have started a 
business and those who have not in terms of  creativity to solve problems and enthusiasm to start new 
projects ( p< .05) in either case, this H1 is partly supported. 
    Table 2: Means for six skills for group 1 and group 2 

    

Attribute Group 1 Group 2 p 
value Mean SD Mean SD 

Adaptability to changes 
Self confidence 
Self discipline 
Importance of independence at work 
Fore cast and anticipate events 
Communicating with other people 
Creativity to resolve problems 
Interest in learning new subjects 
Dedicate time to do a good job 
Optimistic about tackling difficulties 
Emotionally stable 
Perseverance 
Enthusiastic about starting projects 
Good tolerance for failure 
Initiative in complex situations 
Ideas about the evolution of projects 
Desire for independence 
Stimulated by new challenges 
Take responsibility for good/bad  decisions 
Willingness to take moderate risks 
 
 

3.03 
3.32 
3.53 
3.07 
2.96 
3.38 
3.15 
3.55 
3.33 
2.92 
2.96 
3.13 
3.16 
2.55 
2.78 
2.82 
3.44 
3.18 
3.01 
3.12 

.71 

.71 

.62 

.77 

.73 

.69 

.66 

.67 

.64 

.78 

.75 

.74 

.81 

.92 

.74 

.78 

.70 

.74 

.74 

.68 

2.96 
3.28 
3.56 
2.92 
2.82 
3.30 
2.93 
3.42 
3.24 
2.80 
2.95 
3.11 
2.87 
2.47 
2.71 
2.74 
3.40 
3.05 
2.95 
3.06 
 

.75 

.59 

.54 

.71 

.68 

.74 

.69 

.71 

.77 

.77 

.83 

.79 

.83 

.92 

.62 

.77 

.73 

.67 

.69 

.70 
 

.492 

.669 

.621 

.135 

.166 

.410 

.017 

.160 

.329 

.229 

.977 

.802 

.009 

.533 

.496 

.455 

.711 

.164 

.582 

.518 
 

Skills Group 1 Group 2 P 
Value Mean SD Mean SD 

Recognition of opportunity 
Creativity 
Problem solving skills 
Leadership and communication skills 
Development of new products services 
Networking /making professional contacts 
 

5.80 
5.75 
5.37 
5.80 
5.11 
5.67 
 

1.23 
1.14 
1.45 
1.19 
1.56 
1.42 

5.56 
5.69 
5.08 
5.79 
4.88 
5.29 

1.36 
1.28 
1.54 
1.32 
1.52 
1.54 

.191 

.699 

.167 

.952 

.287 

.066 
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The table above shows that the two groups of teachers are different only in terms of networking and 
making professional contacts (p< .1), hence H2 is partly supported. 
 
    Table 3: Means for innovativeness and locus of control for group 1 and group 2 

 
The table above shows that there is no significant difference between the two groups in terms of 
innovativeness and attractiveness to being an employee (p> .05). The means for attractiveness to being 
an employee are low (this was a seven point scale) in each case. Further, there is a significant difference 
between the two groups (p<.1) with those who have started a business expressing more desire to 
become entrepreneurs. The table also shows that there is a significant difference between both groups in 
term s of locus of control, with the group  two being  more external than group 1. 
 
Linear regression 
Step wise regression was carried out in order to examine the extent to which the variables in the TPB 
predict intention. Attitude was entered first, followed by PBC and SN in that order. 
 
Table 4:  Multiple regression analyses predicting intention for group 2 
 

          * p <.05   ** p<.001 
 
The table above shows that when all three motivational antecedents of intention are in the model, PBC 
explains more variance than attitude (B=. 280, p <.05), while subjective norm does not predict intention. 
Moderator effects 
 
  Table 5:  Testing moderator effects for Institutions  
 
 B S.E Confidence Int. β R2 
Step 1      
Attitude .423 .130 .164    .628 .367**  .131** 
 Institutions (Z score) - .163 -.371   .281 -.031 -.132 
Step 2      
Attitude x Institutions z score - .098 -.286   .103 -.362  .143   
Step 1      
PBC .476 .138 .202    .750 .386** .189** 
Institutions (Z score) .863 .538 -.211   1.937 .604 .169 
Step 2      
PBC x Institutions (Z score) -.180 .098 -.374    .015 -.686* .230*   
Step 1      
S/Norm .545 .138 .269     .820 .437** .197** 
Institutions Z score .336 .535 .732     .140 .231 .202 
S/N x Institutions ( Z score) - .104 -.296    .119 -.310 .210 
 B=unstandardized coefficient, S.E= Standard Error, β = Standardized beta, * p <.1   ** p<.05 

Attribute Group 1 Group 2 P  
value 

Mean SD Mean SD 
Innovativeness 
Locus of control 
Attractiveness to being employee 
Attractiveness to being entrepreneur 

3.90 
6.79 
3.20 
6.61 

.693 

.239 
1.81 
.77 

3.93 
6.05 
3.41 
6.34 

.659 

.078 
2.00 
1.36 

.763 

.000 

.462 

.065 

 Step 1 Step 2 Step 3 
 
Attitude .399** .257** .218* 
PBC  .380** .280** 
S/Norm   .165 
Adjusted R2 .147** .263** .266* 
Adjusted R2  Change  .124** .013 
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The table above shows that institutions negatively moderate the relationship between perceived 
behavioral control and intention to start a business for the teachers who have not yet started a business.  
There is no significant moderation between institutions and the other motivational antecedents of intention 
(attitude and subjective norms) although the beta weights are negative in both cases. Similarly, table 6 
below shows that uncertainity avoidance negatively moderates the relationship between perceived 
behavioral control and intention. There is no significant moderation in case of attitude and subjective 
norm. However this table also shows a negative beta weight for subjective norm interaction, although it is 
not significant. 
 
 Table 6: testing moderator effects for uncertainity avoidance 
 
 
 B S.E Confidence Int.  β R2 
Step 1      
Attitude .486 .136 .214    .757 .416**  .141** 
 Uncertainity avoidance (Z score) -.971 .843 -2.65   .711 -.699    142 
Step 2      
Attitude x UA ( Z score) .155 .135 -.115   .425 . 697  .158 
      
Step 1      
PBC .586 .134 .314     .852 .475** .195** 
Uncertainity avoidance (Z score) 1.654 .839 -.021   3.32  1.18* .195* 
Step 2      
PBC x UA (Z score) -.307 .152 .610     -.005 -1.215** .242** 
      
Step 1      
S/Norm .518 .133 .253    .783 .427** .180** 
 Uncertainity avoidance (Z score) 1.12 .847 .565      2.815 .801 .180 
 S/Norm x UA (Z score) -.209 .153 -.544     .096 -.823 .202 
 
B=unstandardized coefficient, S.E= Standard Error,   β = Standardized beta, * p <.1   ** p<.05 
  
5. DISCUSSION 
 
Findings of this study show a complex wave of factors that hinder people from starting businesses. First in 
terms of attributes possessed by both groups,  teachers who have started a business are more creative in 
solving problems, are more internal in terms of locus of control, are  enthusiastic about starting new 
projects and are also better at networking and making professional contacts than their colleagues who 
have not yet started a business (p<.001). Secondary school teachers in Uganda get very meager 
salaries, and promises by government to address the matter have not been realized, leading to sit down 
strikes by these teachers. Hence a survival strategy by the teachers is engaging in entrepreneurship in 
order to make supplement their pay. In light of this situation, it is prudent to assume that teachers who 
have not set up a business must be experiencing something that constrains their effort to set up a 
business.  The lack of enthusiasm for starting new projects could be emanating from their inability (lack of 
creativity) to solve problems perceived in the environment through networking and making of contacts. 
Hence the study findings underscore the importance of creativity in the start up process consistent with 
many other studies.  This assertion is backed by moderation analysis, which shows a significant negative 
interaction between institutions and PBC, as well as another significant interaction between PBC and 
uncertainity avoidance. 
 
Theoretically, findings confirm that not all the three motivational antecedents predict intention, since 
subjective norm does not do so in this model consistent with earlier studies. Findings also confirm the 
importance of PBC in the start up process. Since PBC is highly correlated with the concept of self efficacy 
and availability of resources, then inability of the teachers to start a business could be a result of lack of 
self efficacy, or lack of resources to do so. 
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 Further study findings show the importance of both contextual factors and cultural dimensions in 
entrepreneurship, consistent with earlier studies. 
 
6. IMPLICATIONS 
 
First, since creativity can be taught (Chell 2009), then teachers must themselves under go training in 
order for them to pass on this attribute to the students. Government ought to improve the institutional 
arrangement, so that would be entrepreneurs do no perceive the environment as negative. There is also 
need to improve the self efficacy of the teachers, so that they can exude self confidence which they teach 
practically. Government ought to improve the institutional arrangement, so that it is not perceived as 
negative. 
 
7. CONCLUSION 
 
This study set out to establish whether there is a significant difference between teachers who had set up 
a business and those who had not, in terms of personal attributes, innovativeness, skills and locus of 
control. The study also wanted to establish whether cultural and institutional dimensions moderate the 
relationship between the motivational antecedents of intention and intention. Study findings confirm the 
fact there are significant differences between the two groups of teachers who are teaching 
entrepreneurship to secondary school students in Uganda, pointing to the need to bridge these 
differences.    
 
8. LIMITATIONS OF THE STUDY 
 
The sample could have been bigger. Common method bias could be a problem since data for the 
independent and dependent variables came from the same source, although the researchers took steps 
to minimize its effects. In spite of these limitations, the study findings raise a platform from which further 
diagnosis of the teaching of entrepreneurship in Ugandan secondary schools could be investigated.  
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ABSTRACT 
 

In face of the dynamism of the market and above all, the competiveness of the companies, the retail 
sector has demonstrated quite a lot of aggressiveness concerning the market exploration. To pant after 
such growth, many companies often make use of the increase of the  debt capital participation in their 
capital structure and, thus, improve financially in order to remedy their needs of working capital and, 
above all, finance their investments. However, when talking about capital structure, we are also talking 
about capital cost.  Not only the shareholder, but also the creditor, who finances the company, demands 
remuneration for that, and such remuneration pondered by the participation of each capital origin is given 
as capital cost, which profits in the gains of the company and in its value generation.  Considering that the 
EVA measures the difference between the company´s return of capital and the capital cost, this work 
aims to assess the impact of capital cost of the retail companies according to the level of participation of 
debt capital in the capital structure they have and, elaborating a study at international comparison level. 
With the results presented, it will be possible to check whether the level of indebtedness, at sampling 
level, influences its value generation given to the high capital structure already used by this sector. It was 
concluded that the correlation level between the debt capital participation and the value generation is 
weak.    

 
Keywords: EVA, capital structure, capital cost  

 
 
1. INTRODUCTION 
  
The field of corporate finances has several works related to each topic presented herein; however, it was 
noticed that there is a lack of works concerning the analysis of capital structure and value generation of 
the retail sector.  
 
Usually, the companies of this sector choose to use the debt capital to maximize their investments and, 
thus, create value. However, it was left to analyze how useful this strategy of capital structure for the 
company´s value generation is.  
 
The objective of this research is to assess the capital structure of some retail-sector companies 
correlating them to some index which measures the economical performance. In this work, the EVA® was 
used.  
 
The problem identified, of the research, is the decision whether or not to get into debt. We present herein 
some authors who defend the importance of capital structure for the value generation, and authors who 
show that the value generation of a certain company will not depend on the way it finances itself, that is, 
the capital cost remains static whatever the participation of own capital and debt capital  is.  
 
Modigliani & Miller (1958) demonstrated that the company´s capital cost, in a scenery without taxes, will 
not depend on its compostion in the capital structure and, therefore, will not influence in the company´s 
value generation.  
 
Durand (1952) represented the Conventional Theory saying that there is a capital structure in which the 
capital cost can be reduced and, thus, maximize the company´s results.  

                                       REVIEW OF BUSINESS RESEARCH, Volume 12, Number 4, 2012                      32



To verify whether or not there is relation between the level of debt or own capital with the generation of 
value, Pearson correlation coefficient was used as statistical parameter, usually used for financial 
analysis.  
 
2.   LITERATURE REVIEW 
 
Value is only created when the company invests in a return tax which exceeds the cost of such capital 
(Copeland, Koller & Murrin, 1994).  

Within a company´s economical performance assessment, we find several indexes to be measured as 
value metrics.  Among those indexes, the one that stands out because it takes into account all the 
operation costs, including the opportunity cost, is  the Economic Value Added or  EVA ®, a concept 
developed by  Stern Stewart & CO (Stern, Stewart & Chew, 1995).  
 
According to Stewart III (1991), the EVA is an anlytical tool in which it is possible to measure the residual 
results calculated after the Net Operating Profit After Taxes (NOPAT), deduced the expenses concerning 
the capital cost and the opportunity cost in order to identify the earnings added to the shareholder, 
besides serving as management tool.   
 
The EVA®, according to Ehrbar (1998, p. 3), measures a company´s real profit and its calculation formula 
is written as below:  

1. EVA ® = NOPAT – C% x (TC) 
In which: 
NOPAT: Net Operating Profit After Taxes  
C%: capital cost percentage 
TC: Total of the capital used, or invested, in the company.  

 
As stated by Leach & Melicher (2009, p. 147), NOPAT stands for Net Operating Profit After Taxes and it 
is calculated by the EBIT (Earnings Before Interest and Taxes) , minus the company´s income tax.  Its 
formula is:  

2. NOPAT = EBIT(1- Income Tax Rate) 
 
The relation between the NOPAT and the Company´s investment is given by ROI (Return on 
Investments), and this index shows a company´s Return Rate in relation to the capital used from debts or 
own resources.   
 
The percentage of capital cost (C %) is denominated by the WACC (Weighted Average Cost of Capital) , 
which is a concept which  improved the calculation of the performance indexes of the company.  It 
calculates the company´s capital cost as a whole, and it can be interpreted as the minimum return rate 
required by the company as defined by Ross, Westerfield & Jordan (2003, p. 522). 
 
Several authors in the finance field: Velez-Pareja &Tham (2005) apud Brealey, Myers & Marcus (1995), 
Copeland, Koller & Murrin (1994), Damodaran (1996), Van Horne (1998), presented the weighted 
average Cost of Capital (WACC) the following way.   

3. WACC = Kd×(1-T)×D% + Ke×E% 
  
In which: 
Kd: Debt cost before taxes 
T: Tax rate 
D%: participation of Debt capital  
Ke: Own-capital cost 
E%: participation in the own capital.  
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The values of D% and E% refer to the capital structure. There are several factors which influence the 
company to determine its capital structure and, therefore, the companies of the same sector have 
different levels of capital structure.  (Brigham & Houston, 2001). 
 
When expanding, the companies need capital, whether it is debt or own capital, constituting, therefore, its 
capital structure (Brigham & Houston, 2001).  
 
According to Reuvid (2002), determining a suitable combination of debt and own capital in a company´s 
capital structure can be vital for the strategy of success. In theory, a company must have enough debt in 
its capital structure to push its investment return through the debt application for activities which earn 
more than the cost of the debt.  
 
Many works concerning the capital structure started to be developed after Modigliani & Miller´s (1958) 
presentation, in which they presented the relevance of capital structure for the company´s value, as well 
as its economical performance.   
 
The big question for a company is how to choose the quotient between debt capital and own capital. The 
company  value is given as the sum between the debts at market value and the market value of the 
bonds, If the goal of the company is to maximize its value, then a combination between the participation 
of debt capital and own capital must be chosen which increases as much as possible its company value. 
(Ross, Westerfield & Jaffe, 2002)  
 
The Conventional Theory, unlike  Modigliani & Miller´s, say that there is a differentiated capital structure, 
in which it is possible to reduce the capital cost (WACC) and, thus, maximize the company value for the 
shareholders.  Such a theory was presented mainly by Durand (1952).  
 
The M M – Proposition Theory I, stated by Modigliani & Miller (1958) says that whatever the 
combination between the proportions of capital structure is, in a tax-free scenery, this will be irrelevant for 
the company value. When asked about the reason of the increase of return when the participation of debt 
capital increased, the M M – Proposition II theory (Miller 1998) presented that the increase of the return 
generated by the increase of debts is due to the increase of risk on the asset, independently of the 
financing combination chosen.   
 
Thus, it will be evaluated whether the values presented by the companies chosen have relation between 
the capital structure and value generation. In case there is relation, it is concluded that the Conventional 
Theory sustains this hypothesis; otherwise, the Proposition I of Modigliani & Miller (1958) will be 
interpreted as ideal for the case.  

 
3.   METHODOLOGY 
 
This work, aiming to illustrate the effect of the research problem presented, has the comparison between 
the indexes of capital structure and the EVA (Economic Value Added) of companies of the retail sector as 
research methodology.  
Ten companies were chosen, for convenience. Five of them are American and the others Brazilian.   
 
Quarterly periods from 2010 and 2011 of those companies were used.  The data source was the 
software: Economatica.  
 
In this study the relation between the capital structure and the EVA will be studied. To evaluate this 
relation, the Pearson Linear Correlation Coefficient, which is widely used in statistical analysis, was used. 
This index evaluates the relation between two variables Christmann & Badgett (2008, p.97). 
 
Its formula, as Rodgers & Nicewander (1995) and James (1988), is defined by:  

4.  
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Christmann & Badgett (2008, p. 98) stated that the values presented by the correlation coefficient vary  
from -1.00 and 1.00. The greater the value, the stronger the relation between the variables.  If the 
coefficient is positive, it means that the relationship is positive.  In case the coefficient is negative, it 
shows a negative relationship.  
 
Table 1 demonstrates the variation of the coefficient values and the interpretation for each one:   

 
Table 1 – Interpretation of the correlation coefficient  
 
 
 
 
 
 
 
 
Source: Christmann & Badgett (2008, p. 98) 

 
Thus, in this work, the Pearson Correlation Coefficient and its relation between the indexes presented by 
the company were used.  
 
4. ANALYSIS OF RESULTS 
 
The data analyzed are the ones presented in the financial demonstration of each company. The 
calculations  were made based on the average of the quarterly periods, being that for the Result 
Statement of the Period, the last period presented was considered.  
 
For each company, the necessary indexes for the calculation of the EVA and the assessment of the 
capital structure, as well as three other usual parameters in statistics (Average, Standard Deviation and 
correlation coefficient) were calculated. 
  
The results obtained can be seen in tables (2) – (4) that follows: 
 
Table 2 – Indexes of companies  
 

Country Company ROI WACC 
(ROI - 

WACC) 
Investment¹ EVA ®¹

Own 
Capital 

Debt 
Capital 

Brazil Company A 11.37% 19.15% -777%                 1.069        (83) 36.43% 63.57% 
Brazil Company B 10.54% 14.74% -4.20%               11.404      (479) 61.94% 38.06% 
Brazil Company 23.17% 17.62% 5.55%                 2.561        142 17.50% 82.50% 
Brazil Company D 41.72% 15.46% 26.26%                 1.253        329 79.70% 20.30% 
Brazil Company E 7.15% 18.15% -11.01%                 2.487      (274) 29.47% 70.53% 
USA Company F 11.80% 8.32% 3.48%                 9.104        316 76.11% 23.89% 
USA Company G 9.82% 8.24% 1.58%                 2.824          45 65.82% 34.18% 
USA Company H 12.05% 7.62% 4.43%               10.604        469 62.61% 37.39% 
USA Company I 7.46% 7.79% -0.33%                 1.401          (5) 57.52% 42.48% 
USA Company J 11.96% 9.52% 2.44%                 1.240          30 93.03% 6.97% 
         
 Average 14.70% 12.66% 2.04%                 4.394          49 58.01% 41.99% 

 
Standard 
Deviation 10.47% 4.79% 10.10%                 4.206        287 23.67% 23.67% 

 
1 – Values in thousands 
 
Table 2 demonstrated the indexes: ROI, WACC, Investment, EVA®, own capital participation and debt 
capital participation, as presented in the literature review, such indexes are essential for the objective of 
the work.  
 

Correlation Interpretation 
0.000 to 0.200 Very weak 
0.201  to 0.400 Weak  
0.401  to 0.600 Moderate 
0.601  to  0.800 Strong 
0.801  to 1.000 Very strong 
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Of the Brazilian companies analyzed, 40% presented positive EVA ®, that is, value generation, while in 
the USA it was 80%.  Table 3, below, shows the correlation between the indexes calculated above.  
 
Table 3 – Correlation between the indexes  

Pearson Correlation ROI WACC 
(ROI - 
WACC) 

Investment EVA ® 
Own 
Capital 

Debt 
Capital 

ROI               
WACC    0.3043              
(ROI - WACC)    0.8923    (0.1585)           
Investiment   (0.2428)   (0.3069)     (0.1063)         
EVA ®    0.4445    (0.4388)      0.6687          0.0367        
Own Capital    0.1428    (0.6596)      0.4606          0.1701     0.3013      
Debt Capital    (0.1428)    0.6596      (0.4606)        (0.1701)   (0.3013)    (1.0000)   

 
Table 4 – Correlation between the main indexes per country  

Pearson Correlation Brazil USA 
   All of 
them 

(ROI - WACC) x Own Capital     0.6078     0.2967       0.4606  
EVA ® x  Own Capital     0.1340    (0.1555)      0.3013  
WACC x Own Capital    (0.7724)    0.9535      (0.6596) 

 
Considering the correlation between the difference of ROI (Return on Investment), The Capital Cost 
(WACC) and of the Own Capital, the value presented is 0.4606. 
 
5. CONCLUSIONS 
 
Assessing by country, the correlation between the EVA® and the own capital was of 0.1340 in Brazil 
while it was -0.1555 in the USA, which was considered as weak correlation. However, when assessing 
the capital cost with the participation of own capital, it was noticed that, in Brazil, the correlation is 
negative in -0.7724 and in the USA, it is positive in 0.9535. A possible reason for this to take place is due 
to the fact that, in Brazil, the cost of own capital is higher than in the USA because of the risk of the 
country itself.   
 
The results demonstrate that the correlation between the EVA ® and the own capital is of 0.3013, so a 
positive variation in the capital structure can influence moderately in the EVA. Therefore, it can be 
concluded that the Conventional Theory is closer to sustain the hypothesis that the way in which the 
companies finance themselves affect the value generation.  
 
It is hoped that a detailed assessment in the composition of the average capital cost as well as the cost of 
own and debt capitals reveal dependence between the variables and, thus, can contribute to further 
studies.  
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ABSTRACT 
 
This study examines how the market reacts to proxy fights. The study reveals that the market does not 
respond positively to proxy fights. Neither the management nor the activists are winners. When the 
management shareholding is higher, the market performance in the long run tends to improve. 
 
Keywords: Proxy Fight; Shareholder Rights; Market Efficiency 
 
JEL classification: G32, G34 
 
 
1. INTRODUCTION  
 
A board seat embodies fiduciary duties. In large public companies, the boards have a supervisory role 
with de facto power. In the last decade, the supervisory role of the board has become more important 
after a wave of corporation scandles swept many companies in US in 2002.   
 
To contest corporate control, activist shareholders could launch a proxy fight, which is viewed as an 
integral component of the control devices disciplining management (Mulherina and Poulsen, 1998; Dodd 
and Warner, 1983). Activist shareholders, who generally possess industry, firm specific or takeover 
related expertise, often use proxy contests to get their representatives elected to the board. They take 
large positions in the target firm, show a bit of “jawboning” and explain why the firm is targeted by 
emphasizing on management inefficiency as reflected in poor firm performance, not only to the 
management but also to the public (Carleton, Nelson and Weisbach, 1998; DeAngelo and DeAngelo, 
1989). This potentially can culminate in a proxy contest. Once winning the contest, candidants named by 
the victor dissidents would replace the incumbent directors, leading to activisit shareholders potentially 
controlling at least one third of the board, depending on the bylaw status of the company. However, proxy 
contests can be costly. Although a proxy contest at a small firm can cost as little as $100,000, the 
average cost can range between $200,000 and $1 million (Bratton, 2007; Clifford, 2008). Pound (1988) 
and Bebchuck and Cohen (2005) contend that, due to the costs of mounting an activist campaign, activist 
investors are largely constrained from running for corporate boards.  
 
A recent study by Foley, Cebula and Houmes (2012) uses a three stage nested logit model to explore the 
forming of a proxy contest and find the significant roles of antitakeover measure and ownership structure. 
We extend their study by focusing on the market reaction to proxy fights. We find that more victories are 
attained by the activist shareholders than by the managers. However, when the activists win, the market 
responds to this news more negatively than when management is the victor. Additionally, when insiders 
hold more shares, market performance in the long run tends to improve. 
 
The remainder of the study is organized as follows. Section 2 analyzes the proxy fights. Section 3 
discusses the market reactoin to proxy fights. Section 4 concludes. 
 
2. ANANLYSIS OF PROXY FIGHT  
 
We searched Lexis-Nexis to identify proxy fights. The search was concentrated within the 2005 through 
2007 period. A total of 70 proxy contests in US were identified within the sample period. Since some 
target firms were too small to be identified, we deleted those observations and focused on firms 
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incorporated in the The Corporate Library (TCL). Our final dataset has 29 cases of proxy fights, the 
details of which are reported in Table I.  
 

TABLE I SUMMARY OF PROXY FIGHTS   
The table summarizes 29 proxy fights from several dimensions in the identities of the activists, the voting 
outcomes, and the length of each proxy fight. Managers have attained victories 12 times wheareas the 
activists have won 17 times.     
 

Company Activist 
Activist 

% 
Announce 
Date Vote date 

Days 
Fight Victory  

A Schulman Inc     Ramius Capital  7.40% 10/22/2007 1/10/2008 80 Activist 
Atmel Corp             George Perlegos  5.30% 3/16/2007 5/18/2007 63 Management 
Bally Total 
Fitness Holding      

Pardus Capital 
Management LP 13.90% 10/17/2005 1/26/2006 101 Activist 

Blockbuster Inc      Carl Icahn 9.70% 4/7/2005 5/11/2005 34 Activist 

Career Education  Steve Bostic 1.00% 4/7/2005 5/20/2005 43 Activist 

Career Education  Steve Bostic 1.10% 3/28/2006 5/18/2006 51 Management 
CSX Corp              Management 8.70% 10/16/2007 6/25/2008 253 Activist 

Cyberonics Inc       
Metropolitan 
Capital Advisors 7.30% 9/27/2006 2/1/2007 127 Activist 

Datascope Corp     Ramius Capital  2.40% 10/19/2007 1/4/2008 77 Activist 
Energy partner RR Donnelley n/a 11/1/2006 11/17/2006 16 Management 
EXAR Corp            GWA Investments  1.60% 4/12/2005 10/27/2005 198 Activist 

GenCorp Inc          Pirate Capital LLC 8.50% 2/21/2006 3/31/2006 38 Activist 
H&R Block Inc       Breeden Partners  1.90% 6/27/2007 9/6/2007 71 Activist 
HJ Heinz Co          Management LP  5.40% 6/22/2006 8/16/2006 55 Activist 
infoUSA Inc            Dlophine Limited  n/a 4/20/2006 7/26/2006 97 Management 

Kerr-McGee           Icahn Partners LP 12.40% 3/2/2005 5/10/2005 69 Management 

Lubys Inc               Ramius Capital  7.10% 10/17/2007 1/15/2008 90 Management 
Massey Energy      Daniel Loeb (DNU) 5.90% 3/21/2006 5/16/2006 56 Activist 

MCI Inc                  
Deepha Ven 
Management L 5.00% 6/15/2005 10/6/2005 113 Management 

Motorola Inc           Icahn Partners LP 2.70% 1/30/2007 5/7/2007 97 Management 

Nautilus Inc            
Sherborn E 
Investors GP LLC 25.00% 9/21/2007 12/18/2007 88 Activist 

Openwave 
Systems Inc           

Harbinger Capital 
Partners Mas 10.60% 12/28/2006 1/17/2007 20 Activist 

Quality Systems     Ahmed  17.60% 8/19/2005 9/21/2005 33 Activist 
Ryerson Inc           Harbinger Capital  9.70% 1/3/2007 8/23/2007 232 Management 

SCPIE Holdings     Stillwell Group 6.20% 3/7/2006 6/22/2006 107 Management 

Six Flags Inc          Red Zone LLC  11.70% 8/17/2005 11/30/2005 105 Activist 

Station Casinos     Unite Here n/a 3/7/2005 5/18/2005 72 Management 

Steak n Shake       Lion Fund LP 7.00% 10/1/2007 3/12/2008 163 Management 

Yahoo! Inc             Erik Jackson 0% 2/23/2007 6/12/2007 109 Activist 
 
All proxy fights in Table I are examples of instances when shareholders and management cannot reach 
an agreement and thus pull the war into the shareholder meeting. Activist characteristics seem to be 
important. For example, Carl Icahn is a well known shareholder activist; 12% of all proxy fights from 2005 
to 2007 were led by him, with victory belonging to management. Ramius Capital Group LLC is another 
example of shareholder activists. They have led three proxy fights, with two victories and one loss.  
 
Furthermore, out of a total of 29 proxy fights, 12 victories were attained by management. The rest were 
won by the acvist shareholders. The average gap between the announcement of a proxy fight and the 
final voting date was around 92 days, with the longest and shortest lasting 253 days and 20 days, 
respectively. The average ownership by the acvitists was 7.5%, with a maxium of 25%. Additionally, proxy 
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fights seem to happen evenly in the three year period, with 9 cases occurring in 2005, 9 in 2006 and 11 in 
2007.  
 
3. HOW DOES THE MARKET REACT TO PROXY FIGHTS?  
 
In this section, we examine the market reaction to proxy fights. All of the contests were ended at the 
annual shareholder meetings with clear documentation.   
 
First of all, we calculated the market adjusted holding period returns after the public announcement of a 
proxy fight in one week, one month, two month, and three month, respectively. The results are reported in 
Table II.  
 

TABLE II FIRM PERFORAMNCE AFTER ANNOUCEMENT OF PROXY FIGHTS 
The table summarizes the market adjusted holding period returns one week (hpr_1week), one month 
(hpr_1month),  two month ((hpr_2month),  and three month ((hpr_3month), after the announcement of a 
proxy fight.   
 

Companies Victory 
Announce 

Date 

hpr_
1week 

(%) 

hpr_
1month 

(%) 

hpr_ 
2month 

(%) 

hpr_
3month 

(%) 

A Schulman Inc                  Activist 10/22/2007 0.62 -0.90 0.05 -2.53 

Atmel Corp                         Management 3/16/2007 -4.25 -6.76 -1.21 -5.81 

Bally Total Fitness              Activist 10/17/2005 10.43 33.28 18.65 24.32 

Blockbuster Inc                   Activist 4/7/2005 14.77 11.87 3.00 -5.91 

Career Education Corp      Activist 4/7/2005 -0.47 -6.21 7.53 10.76 

Career Education Corp      Activist 3/28/2006 13.14 -0.28 -7.82 -14.75 

CSX Corp Management 10/16/2007 8.64 7.51 8.13 14.83 

Cyberonics Inc                   Activist 9/27/2006 1.38 -1.55 36.35 10.06 

Datascope Corp                 Activist 10/19/2007 3.77 7.59 12.01 13.08 

Energy partner Management 11/1/2006 0.59 -0.15 -3.51 -18.13 

EXAR Corp                         Activist 4/12/2005 0.85 1.13 18.23 19.36 

GenCorp Inc                       Activist 2/21/2006 -1.45 -0.29 -1.93 -6.07 

H&R Block Inc                    Activist 6/27/2007 2.24 -4.88 -11.40 -5.33 

HJ Heinz Co                       Activist 6/22/2006 -1.66 4.35 -2.23 -1.72 

InfoUSA Inc                        Management 4/20/2006 -9.52 -11.50 -12.24 -14.86 

Kerr-McGee Corp               Management 3/2/2005 3.91 6.77 6.45 3.44 

Lubys Inc                            Management 10/17/2007 -3.49 10.01 1.74 0.31 

Massey Energy Co             Activist 3/21/2006 2.36 12.27 12.59 -0.63 

MCI Inc                               Management 6/15/2005 -0.68 -2.17 -4.10 -3.85 

Motorola Inc                       Management 1/30/2007 5.69 1.36 -4.31 -10.20 

Nautilus Inc                        Activist 9/21/2007 -0.56 -21.29 -36.07 -29.53 

Openwave Systems Inc     Activist 12/28/2006 2.59 0.19 -7.43 -7.61 

Quality Systems Inc           Activist 8/19/2005 1.04 5.81 1.73 27.46 

Ryerson Inc                        Management 1/3/2007 8.28 21.10 42.52 58.75 

SCPIE Holdings Inc            Management 3/7/2006 5.27 3.71 -2.18 -1.04 

Six Flags Inc                       Activist 8/17/2005 20.54 32.18 36.77 31.43 

Station Casinos Inc            Management 3/7/2005 -1.90 12.28 5.17 11.12 

Steak n Shake Co              Management 10/1/2007 4.40 -1.98 -20.50 -24.56 

Yahoo! Inc                          Activist 2/23/2007 1.27 0.43 -13.79 -14.64 
 
Table II shows that the average returns in the four periods after the announcement are 2.99%, 3.99%, 
2.76% and 1.83% respectively. To the subgroup with management victory, the average returns are 
1.45%, 3.54%, 1.27%, and 0.55%, respectively, whereas to the subgroup with activist victory, the average 
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returns are 4.17%, 4.34%, 3.90%, and 2.81%, respectively. Additionally, we ran the Mann-Whitney test 
for comparison of the two subgroups, and found no significant difference between the two subgroups in 
the four periods.  
 
Secondly, we examined the market reactions to the voting outcomes of proxy fights in one week, one month, 
two month, and three month, respectively. The results are reported in Table III.  
 

TABLE III FIRM PERFORMANCE AFTER PROXY FIGHTS 
The Table summarizes the market adjusted holding period returns one week (hpr_1week), one month 
(hpr_1month),  two month ((hpr_2month),  and three month ((hpr_3month), after the proxy fights.  
 

Firm Voting Outcomes Final Vote date

hpr-
1week

(%)

hpr-
1month

(%)
hpr-2month 

(%) 
hpr-3month

(%)

A Schulman Inc                  Activist Victory 1/10/2008 0. 47 4.92 5.68 4.21

Atmel Corp                         Management Victory 5/18/2007 -4.09 -4.42 3.56 -10.69

Bally Total Fitness Holding Activist Victory 1/26/2006 8.52 4.49 13.46 12.47

Blockbuster Inc                   Activist Victory 5/11/2005 -2.14 -5.15 -17.09 -38.98

Career Education Corp       Activist Victory 5/20/2005 3.64 7.44 7.18 7.97

Career Education Corp       Management Victory 5/18/2006 6.57 -0.44 -5.36 -42.14

CSX Corp                           Activist Victory 6/25/2008 -4.07 6.28 5.78 -0.49

Cyberonics Inc                    Activist Victory 2/1/2007 -4.78 -1.21 -10.74 -3.42

Datascope Corp                 Activist Victory 1/4/2008 -2.53 -1.08 5.38 17.56

Energy partner Management Victory 11/17/2006 0.64 4.56 -9.90 -12.97

EXAR Corp                         Activist Victory 10/27/2005 2.70 -4.23 -4.75 -1.27

GenCorp Inc                       Activist Victory 3/31/2006 -2.03 -5.77 -10.95 -19.71

H&R Block Inc                    Activist Victory 9/6/2007 -1.36 5.43 -3.92 -1.03

HJ Heinz Co                       Activist Victory 8/16/2006 0.08 -1.79 -4.49 -1.85

infoUSA Inc                        Management Victory 7/26/2006 0.21 -15.42 -15.28 5.72

Kerr-McGee Corp               Management Victory 5/10/2005 -4.47 -3.22 1.51 10.61

Lubys Inc                            Management Victory 1/15/2008 -4.51 -4.41 -13.99 -2.74

Massey Energy Co             Activist Victory 5/16/2006 -6.33 -12.78 -16.66 -36.94

MCI Inc                               Management Victory 10/6/2005 2.16 -2.30 -5.92 -4.35

Motorola Inc                        Management Victory 5/7/2007 0.58 -1.12 -3.78 -6.98

Nautilus Inc                         Activist Victory 12/18/2007 -7.12 -16.82 -26.77 -34.86

Openwave Systems Inc      Activist Victory 1/17/2007 -0.01 -0.03 1.13 -9.82

Quality Systems Inc            Activist Victory 9/21/2005 3.00 -0.51 24.78 15.53

Ryerson Inc                        Management Victory 8/23/2007 0.63 -3.31 -1.26 n/a

SCPIE Holdings Inc            Management Victory 6/22/2006 0.71 1.53 -0.73 -2.66

Six Flags Inc                       Activist Victory 11/30/2005 -4.51 2.86 47.49 36.89

Station Casinos Inc            Management Victory 5/18/2005 0.68 6.16 9.85 5.80

Steak n Shake Co              Management Victory 3/12/2008 -0.26 -8.74 -11.53 -28.18

Yahoo! Inc                          Activist Victory 6/12/2007 -0.67 -0.44 -8.82 -11.70

  
Table III shows that for the whole group, the average returns are -0.92%, -2.13%, -2.02%, and -6.82%, 
respectively. We then separated the whole group into two subgroups based on who was the victor. For 
firms with management victory, the averages are -0.96%, -3.20%, -5.17%, and -11.03%, respectively; for 
firms with activist victory, the averages are -1.01%, -1.32%, 0.39%, and -3.85%, respectively. The 
comparison of the means suggests that when activists win, the market responds to this news more 
negatively than when management wins. However, the trend seems to be opposite when considering 
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market performance in the long run. Most important, no matter which side wins the fight, these firms do 
not outperform the market within the three month period after the fight.  Additinally, we compared the two 
groups using the Mann-Whitney test. The results show that there are no significant differences in the four 
periods between the two groups. Therefore, we conclude that the market does not respond positively to 
proxy fights. Neither the management nor the activists are winners.  
 
Thirdly, we ran the OLS regression of holding period returns after proxy fights over insider ownership, 
voting outcomes, stagger board and total asset. Due to the small sample size, we applied bootstrap 
approach.The results are reported in Table IV.   
 
Table IV shows that when insider ownership increases, holding period returns three month after the fight 
tend to be higher. However, the returns one week after the announcement tend to be lower. There are no 
other  statistical significance identified from the regressional analysis.  

 
TABLE IV ANALYSIS OF MARKET PERFORMANCE AFTER PROXY FIGHTS 

The table reports the regression results of holding period returns after proxy fights over several key 
variables. Insider ownership and stagger board were collected from TCL. Total assets were from 
COMPUSTAT.  

  After Vote After Announcement 

  3 Month After 1 Week After 1 Day After 1 Day After 1 Week After 

Variables Coef. 
z 

value  Coef. 
z 

value Coef. 
z 

value Coef. 
z 

value Coef. 
z 

value

Activist Victory 0.074 1.08 -0.009 -0.53 0.005 0.31         

Insider  %  0.641* 1.80 -0.000 -0.01 0.181 1.03 -0.006 -0.02  -0.234* -1.88

Stagger Board 0.002 0.03 0.012 0.72 0.038 1.18 -0.013 -0.36 -0.003 -0.14

Total Asset 0.032 1.20 -0.002 -0.53 0.015 1.09 0.009 0.45 0.001 0.23

Intercept  -0.249** -2.03 0.003 0.18 -0.087 -1.36 -0.007 -0.09 0.050 1.90
No. of 
observations 28 29 29 29 29 

Note: ***, ** and ** represent significance at 1%, 5% and 10% level, respectively.  
 
4. CONCLUSION  
 
This study examines the market reaction to proxy fights. Based on 29 observations of proxy fights in the 
period 2005-2007, the study reveals that the market does not respond to proxy fights positively. Neither 
the management nor the activists are winners. The regressional analysis shows that holding period 
returns after the proxy fights in the long run are directly related to the ownership by management. When 
insiders hold more shares, market performance in the long run tends to improve. However, this study 
does not reveal any association between the main variables and the short run returns after the proxy 
fights. Additionally, the market responds positively to the victory by the activist shareholders. But this 
finding is insignificant.  
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TECHNOLOGY PRODUCTS 

 
Ook Lee, Hanyang University, Seoul, Korea

 
 
ABSTRACT 
 
This study theorises and validates a model of consumer replacing of information technology products by 
drawing upon migration theory from human geography. Push, pull, and mooring factors suggested by 
migration theory are complemented with findings from prior research to identify specific predictors of IT 
replacing. Empirical data from a longitudinal field survey of organisational consumers’ replacing validated 
much of our hypothesised model. This study contributes to research by postulating a preliminary theory of 
IT replacing, demonstrating how the IT acceptance and continuance streams of research can be bridged 
using migration theory as an organising framework. For practitioners, this study suggests strategies to 
help enable or mitigate IT replacing in their target populations. 

1. INTRODUCTION 
 
Consumer replacing can be defined as a complete or partial replacement of one IT product or service with 
a substitute product or service serving similar needs [1]. Theories of IT acceptance, such as the 
technology acceptance model (TAM) [2] and the unified theory of acceptance and use of technology 
(UTAUT) [3], and that of IT continuance, such as the expectation-confirmation model (ECM) [4], may be 
relevant to understanding IT replacing. However, the acceptance and continuance streams of IT usage 
research have generally progressed relatively independent of each other, and neither has specifically 
address the problem of replacing.  Hence, neither provides a comprehensive explanation of the replacing 
phenomenon. Furthermore, neither IT acceptance nor continuance research considers factors such as 
replacing costs that are often relevant to IT replacing considerations. This paper attempts to address the 
above gap in our understanding of IT replacing by drawing upon migration research in the human 
geography literature and using this theory as an integrative framework to bridge and extend the IT 
acceptance and continuance literatures. It postulates a theoretical model of IT replacing, which is then 
empirically tested using data from a longitudinal survey of consumers in an organization that was going 
through a major system transition at the time of this study. The research questions examined in this study 
are: (1) what factors predict consumer propensity to replace from an incumbent IT to a substitute IT, and 
(2) how do these factors enable or constrain IT replacing? Human migration is relevant to understanding 
IT replacing because of the innate similarities between these two phenomena. We draw on parallels 
between human migration and IT replacing to illustrate how migration theory [5] can help generate 
insights into consumers’ IT replacing behaviours. The expected contributions of this study are manifold. 
From a theoretical standpoint, we conceptualize and scope the problem of IT replacing, present a 
theoretical model that can inform and guide future research on IT replacing, and demonstrate how human 
geography can serve as a referent discipline for information systems research.  From a practical 
standpoint, we alert IT product and service vendors to the emerging phenomenon of IT replacing, and 
provide guidelines for consumer organizations interesting in managing consumer replacing in their 
organizations and IT vendors who wish to minimize or benefit from consumer replacing.  
 
2. LITERATURE REVIEW 
 
Despite a large body of prior research on IT usage, the phenomenon of IT replacing in particular has 
received scant attention in the information systems literature. In contrast, a larger body of research in the 
relationship marketing literature has examined consumer replacing of products and services.  Consumer 
replacing research in marketing can be broadly grouped into two research streams: (1) studies that try to 
mathematically model replacing behaviours ([6], [7]), and (2) studies that explore predictors of replacing 
([8], [9], [10]).  Reference [11] observed that consumers’ intentions to replace auto repair and hair styling 
services were influenced by second-order latent variables representing a combination of push factors, pull 
factor, and “mooring” or constraining factors.  The mooring factors also moderated the effects of push and 
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pull factors on replacing intentions. Following an extensive conceptualization of replacing costs, [12] 
confirmed that replacing costs had direct and moderating influences on consumers’ intention to stay with 
their current service provider. Reference [13] found that personal factors such as consumers’ variety-
seeking propensity moderated Dutch consumers’ decisions to replace consumer products, over and 
above extrinsic attributes related to the incumbent and substitute products. Among the few replacing 
studies in the information systems literature, [14] found that consumers’ replacing behaviours could be 
predicted by their usage patterns and Web site characteristics such as ease of use, quality, and breadth 
of service offerings.  However, this analysis was conducted at the firm level of analysis rather than at the 
consumer level. Reference [15] concluded that extent of usage, length of service, and the number of 
subscribed services was negatively related to consumers’ replacing behaviours. Reference [1] observed 
that subjects’ usage of and satisfaction with Microsoft Internet Explorer negatively influenced their 
decision to replace to Mozilla Firefox browser, and that their perceptions of the relative advantage, ease 
of use, and security of Firefox positively influenced their decision to replace to Firefox. However, this 
study regarded replacing as a dichotomous measure (i.e., which browser was used by subjects more than 
50% of the time), and even though some subjects were using multiple browsers, and by virtue of the 
cross-sectional design of the experiment, this study may have correlated current perceptions with prior 
behaviour.  In a study of post-adoptive behaviours, Reference [16] observed that high replacing costs 
positively influence consumer loyalty toward web portals (i.e., reduce replacing), which in turn, positively 
impacts consumers’ intention to stay with the incumbent portal. Despite the diverse and disjointed nature 
of the above findings, they can be aggregated into three themes that can help organize our preliminary 
understanding of IT replacing.  First, individual-level replacing intention or behaviour appears to be 
related to both perceptions of the incumbent product or service and expectations of substitute product or 
service [17]. Second, some studies report that replacing costs are an important inhibitor to replacing and 
that this variable tends to moderate the effects of incumbent and substitute product or services on 
replacing intention [11], [12]. Third, replacing intention may also depend on individual difference variables 
such as variety seeking propensity [13].  This finding is interesting because it may explain why consumers 
in a given population may exhibit differential patterns of replacing even when faced with the same 
incumbent and substitute technologies. What is lacking from much of the above research, however, is an 
overarching theory that can tie together the above findings in a systematic and comprehensive manner 
and also explain why and how the above predictors influence replacing. Migration involves the physical 
movement of people (“migrants”) from one geographic location to another for at least a certain period of 
time [18]. To be considered “migration,” any such move must have some permanence and have clear 
originating and destination locations.  
 
Early research on human migration can be dated back to [19]’s classic paper, “The Laws of Migration.” 
This paper revealed several patterns of migration behaviour. The first challenge to it came from [20], who 
demonstrated with fresh data that there is no necessary relationship between migration and distance, but 
that “the number of people going a given distance is directly proportional to the number of opportunities at 
that distance and inversely proportional to the number of intervening opportunities”(p. 846). This 
conceptualization of migration in terms of the distribution of opportunities set the stage for the emergence 
of a “push-pull” model of migration, as described and extended in [5]’s classic work. In this paper, He 
postulated that human migration is the result of negative factors at the originating location that encourage 
people to leave (“push factors”), positive factors at the destination that attract people (“pull factors”), 
“intervening obstacles” that constrain people’s movement even if they wish to migrate from the origin to 
the destination, and possibly, some personal factors, such as people’s propensity to move. 
 
Initial migration studies examined macro-level push and pull factors aimed at explaining broad patterns of 
population migration [21]. But they could not explain why people within a migrant population exhibited 
divergent migration behaviours when the push and pull factors were invariant. To account for such micro-
level differences, [5] suggested that migration patterns are not shaped so much by the actual objective 
state of these push and pull factors, but by migrants’ perceptions of the same. For migration to occur, the 
overall effect of pull and push factors must adequately overcome any inertia or intervening obstacles 
opposing such move [5]. Reference [11] termed such constraints to migration as mooring factors. 
Furthermore, migration decisions may be influenced by individual difference variables such as migrants’ 
age and life circumstances [18]. Despite its age, [5]’s migration theory has withstood the test of time as 
the dominant paradigm of migration research. In the marketing literature, [11] demonstrated that a 
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migration theoretic framework of push, pull, and mooring factors can reasonably predict service replacing 
behaviour.  
 
3.  A MODEL OF IT REPLACING 
 
To map the key ideas, concepts, and postulates of migration theory to that of IT replacing, we start by 
comparing patterns of human migration and IT replacing. Based on migration research, we view IT 
replacing as an instance of goal-directed, rational behaviour based on a process of controlled and 
deliberate reasoning. This rational model is also consistent with contemporary models of IT usage 
research such as TAM [2] and UTAUT [3]. Although not yet tested within the IT replacing context, the 
generalized association between intention and behaviour has been extensively validated in prior IT 
acceptance research (e.g., [2]-[3]). Just as the intention construct is represented as consumers’ intention 
to use IT in the IT acceptance literature, in the context of IT replacing, it can be viewed as consumers’ 
intention to replace from incumbent to substitute IT. In keeping with the rational model of human 
behaviour, the greater the consumers’ intention to replace IT, the more likely it is that they will follow 
through with the actual replacing behaviour. This expectation leads us to hypothesize: 
 
H1. Consumers’ IT replacing intention has a positive association with their IT replacing behaviour. 
Why do consumers replace IT?  Replacing research in marketing ([7], [17]) indicates that consumers 
replace products and services because they are either dissatisfied with their current product or service, 
because they found a better alternative elsewhere, or both. Reference [22] termed the former group of 
replacers (discontinuers) as “disenchanted replacers” and the second group as “replacement replacers.” 
These ideas are theoretically synthesized and formalized in migration theory as push factors related to 
the origin and pull factors related to the destination [5], and extended to include intervening obstacles and 
individual differences as moderating factors. Extending this theory to the case of IT replacing, we suggest 
that consumer replacing of IT products and services is caused by a set of push factors related to the 
incumbent IT, pull factors related to the substitute IT, and mooring factors that enable or constrain the 
effects of push and pull factors.   
 
PUSH FACTOR. 
The expectation-confirmation model (ECM) of IT continuance suggests that the primary driver of 
consumers’ decision to continue or discontinue using a given IT is their satisfaction with prior IT usage [4]. 
Satisfaction is an evaluative affect toward a behaviour that is based on consumers’ direct, first-hand 
experience with the target behaviour. Since consumer discontinuance is a precondition for IT replacing 
and ECM indicates that satisfaction influences continuance intention in a positive manner (and 
discontinuance in a negative manner), we hypothesize: 
 
H2. Consumers’ satisfaction with incumbent IT usage has a negative association with their IT replacing 
intention. 
 
PULL FACTOR. 
Prior IT acceptance models such as TAM and UTAUT describe four perceptual constructs that attract 
people toward a new IT and motivate them to accept it: perceived usefulness, perceived ease of use, 
subjective norms, and perceived behavioural control [2]-[3].  
 
Of the above constructs, perceived usefulness is by far the strongest and most consistent predictor of IT 
acceptance intention across a variety of technological and usage settings [3]. However, potential IT 
replacers conceivably derive some utilitarian benefits from incumbent IT usage, which led to their prior 
acceptance of the incumbent IT in the first place. These consumers are unlikely to replace unless they 
expect higher marginal usefulness from substitute IT usage relative to their incumbent IT usage. Hence, 
incumbent IT usage serves as a benchmark or reference level against which expected performance gains 
from substitute IT usage are evaluated. Note that this relative evaluation is missing from typical perceived 
usefulness scales employed in IT acceptance studies, because acceptance does not necessarily 
presume the existence of an incumbent IT. However, in view of the importance of relative evaluation in IT 
replacing contexts and to distinguish this evaluation from typical absolute evaluations in the acceptance 
literature, we label this construct as relative usefulness. If consumers expect high relative usefulness from 
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substitute IT usage, they are more likely to replace from the incumbent to the substitute IT.  Hence, we 
propose: 
 
H3. Relative usefulness of substitute IT usage (relative to incumbent IT usage) has a positive association 
with consumers’ IT replacing intention. 

Among other predictors of IT acceptance, perceived ease of use and perceived behavioural control 
appear to be less salient to IT replacing in organizational contexts [23]. Thus, we exclude them from our 
IT replacing model.  In contrast, subjective norm toward IT replacing may be an important social influence 
in shaping consumers’ replacing intentions.   

 
MOORING FACTORS. 
Mooring factors refer to key constraints (or enablers, in a reverse direction) to consumers’ IT replacing 
behaviours. Reference [5] indicated that “intervening obstacles” such as moving costs might constrain 
people’s migration behaviour even in the presence of push and pull factors enabling such moves. The key 
intervening obstacle to consumer replacing identified in the marketing literature is replacing costs [12]. 
From the typology of replacing costs, only procedural costs appear to be salient to IT replacing within 
organizational settings but the costs has been shown to be negatively related to IT usage intentions [16]. 
Also note that replacing cost is perceptual in nature, since IT replacers may hold very different 
perceptions of costs of search, learning, and setup, which may correspondingly have a differential 
influence on their replacing intention. Hence, we hypothesize: 
 
H4a. Replacing cost has a negative association with consumers’ IT replacing intention. 
 
While replacing costs tend to dissuade replacing behaviours, individual differences may either encourage 
or discourage replacing, depending on the nature of such differences. We believe that it is necessary to 
examine the potential role of these individual difference factors in order to build a comprehensive model 
of IT replacing. 
 
One individual difference variable that has assumed prominence in IT usage research is personal 
innovativeness, defined as a person’s propensity to try out or experiment with new IT [24]. Personal 
innovativeness epitomizes risk-taking tendencies, and is relevant for IT replacing because replacing to a 
new technology is inherently a risky behaviour, the potential outcomes of which are often unknown in 
advance. It is therefore likely to have a corresponding positive impact on IT replacing intention. Hence, 
personal innovativeness tends to enhance consumer intention to accept IT [24]. This leads us to 
hypothesize:  
 
H4b. Consumers’ personal innovativeness with IT has a positive association with their IT replacing 
intention. 
 
A third mooring factor appropriate for IT replacing behaviour is consumers’ subjective norm toward 
replacing. Subjective norm refers to the normative influence of key referent others on one’s behavioural 
choice, and has been documented to have a significant impact on consumers’ new IT acceptance [3].  
Such effect is also likely to hold in case of IT replacing because if one’s peers or co-workers at work 
prefer to replace from an incumbent to a substitute IT, such preference creates a social pressure on other 
consumers to consider replacing to the substitute IT and shapes their replacing intention accordingly. This 
leads us to hypothesize: 
 
H4c. Subjective norm toward replacing has a positive association with consumers’ IT replacing intention. 

 
MODERATING EFFECTS. 
In IT replacing contexts, even if consumers are dissatisfied with an incumbent IT and are aware of a 
relatively more useful substitute IT, they may be dissuaded against replacing by high perceived costs of 
retraining and retooling themselves for substitute IT usage.  Hence, replacing cost will likely reinforce the 
negative effect of satisfaction with incumbent IT usage on replacing intention and dampen the positive 
effect of relative usefulness of incumbent IT on replacing intention. This expectation leads us to 
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hypothesize: 
 
H5a. Replacing cost negatively moderates the association between consumers’ dissatisfaction with 
incumbent IT usage and their IT replacing intention. 
 
H6a. Replacing cost negatively moderates the association between consumers’ relative usefulness of 
substitute IT usage and their IT replacing intention. 

Likewise, if consumers like experimenting with and trying out new IT, they are naturally inclined to replace 
from incumbent to substitute IT even if they are somewhat satisfied with their prior usage of the 
incumbent IT or the relative usefulness of the substitute IT is low.  In light of the above argument, we 
hypothesize:  
 
H5b. Personal innovativeness with IT positively moderates the association between consumers’ 
dissatisfaction with incumbent IT usage and their IT replacing intention. 
 
H6b. Personal innovativeness with IT negatively moderates the association between consumers’ relative 
usefulness of substitute IT usage and their IT replacing intention. 
 
Furthermore, if consumers experience significant social pressures to replace from incumbent to substitute 
IT from their key referent groups, they may be more predisposed to replacing even if they are somewhat 
satisfied with their usage of the incumbent IT or if the relative usefulness of the substitute IT is low. In light 
of the above argument, we hypothesize:  
 
H5c. Subjective norm toward replacing positively moderates the association between consumers’ 
dissatisfaction with incumbent IT usage and their IT replacing intention. 
 
H6c. Subjective norm toward replacing positively moderates the association between consumers’ relative 
usefulness of substitute IT usage and their IT replacing intention. 

While our push and pull factors are individually similar to those expected from prior IT usage research, 
the mooring factors and the intricate nature of their relationships with the push and pull factors are novel 
to the IT usage literature. Further, the overall integration and syntheses of these hypotheses into a 
network for explaining IT replacing, using migration theory as the organizing framework are also new to 
the literature. Our model is designed to be parsimonious, yet comprehensive enough to adequately 
predict the phenomenon of interest.  
 
4.  EMPIRICAL CONTEXT 
 
S COMPANY is Korea’s largest express delivery and logistics company. The branch office employs 1,100 
employees and serves as S COMPANY’s primary hub in their geographic region. At the time of the study, 
the branch office was going through a major system change, migrating business applications from an 
older text-based Unix platform to a newer graphical consumer interface (GUI) based Microsoft Windows 
platform. In 2012, when data was collected for this study, ten of the 41 key global systems at this office 
were fully deployed on the Windows platform, even though both Windows and Unix systems were 
simultaneously in operation and were available to employees for their work.  
 
Experience from early adopters showed that it took S COMPANY employees about six months to fully 
adapt to the new applications.  Hence, we directed our data collection effort at S COMPANY’s sales and 
customer service divisions that had implemented the new Windows-based systems during the six months 
just prior to our data collection period, and where divisional employees were still in the process of 
replacing.  Since our sampling frame consisted of only about 250 employees in this division, and different 
employees used different systems for their work, in order to maximize the number of usable responses, 
we purposively decided to examine multiple systems used by these consumers rather than a single 
system. A longitudinal survey design was employed.  Perceptual data about the push, pull, and mooring 
factors, and subjects’ replacing intentions was collected during the first survey. Subjects’ actual replacing 
behaviour was collected in the second survey one month after the first survey. The questionnaires were 
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distributed by S COMPANY’s departmental managers to prospective respondents in their own 
departments during normal business hours. We obtained usable responses from 193 consumers for our 
first survey and 162 matched-pair responses for both surveys, for an overall response rate of 65%. 
Respondents had a mean age of 27.9 years (standard deviation (SD) of 6.7 years), mean computer 
usage experience of 12.0 years (SD=5.2), and mean full-time professional work experience of 6.1 years 
(SD=5.0). Their median educational level was a Bachelor’s degree, and their job description included key 
account manager, customer service agent, and customer contact centre staff. Non-significant t-statistics 
alleviated any remaining concerns of non-response bias [25]. We employed [26]’s marker-variable 
technique to test for this bias. We chose respondents’ tenure at S COMPANY as the marker variable, since 
it was theoretically unrelated to and had a mean correlation of 0.07 with the study’s remaining constructs. 
 
5. CONSTRUCT VALIDATION 
 
Seven constructs were of interest to this study. With the exception of replacing behaviour, the remaining 
constructs were measured using multiple-item, seven-point scales, using pre-validated instruments 
wherever possible.  The original scale items were slightly reworded to relate specifically to S COMPANY 
employees’ replacing from Unix to Windows systems. Satisfaction with incumbent IT usage was 
measured using [4]’s four-item semantic-differential satisfaction scale. Relative usefulness of substitute IT 
was measured using [2]’s four-item Likert-scaled measure of perceived usefulness. The original items 
were modified to reflect the relative dimension of our construct. Replacing costs was measured using the 
learning cost component of [12]’s replacing cost scale. Personal innovativeness with IT was measured 
using [1]’s four-item Likert scale. Subjective norm toward IT replacing was measured using [27]’s Likert-
scaled measure. Given the lack of pre-validated IT replacing intention scales in the literature, we created 
a new three-item scale for this construct, loosely patterned after existing scales of IT acceptance (e.g., 
[4]).  Since IT replacing can be viewed as a combination of discontinuing an incumbent IT and accepting 
a new IT, the first two items in this scale examined the extent to which subjects intended to increase their 
use of Windows systems and decrease their use of Unix systems over the next one month. The third item 
examined subjects’ overall intent to replace from Unix to Windows systems over the next month. 
 
6. DATA ANALYSIS  
 
Data analysis proceeded in two stages. In the first stage, all measurement scales were tested for their 
respective psychometric properties.  The second stage focused on hypotheses testing and model 
analysis.  The Partial Least Squares (PLS) technique was employed for both analyses with the Visual 
PLS Version 2.0 software. All constructs were modelled in a reflective manner [30]. All five main effects 
were found significant in our PLS analysis. These five predictors jointly explained 55% of the variance in 
IT replacing intention. IT replacing intention was found to be a strong positive predictor of replacing 
behaviour (β=0.51; p<0.001), explaining 26% of the variance in the dependent variable, as expected from 
Hypothesis H1 and much of prior IT usage research [3]. 
 
The moderating effects model tested the extent to which the three mooring factors moderated the effects 
of the push factor (satisfaction) and pull factor (relative usefulness) on IT replacing intention. Adding 
these moderating effects increased variance explained (R2 value) in replacing intention from 55% in the 
main effects model to 64% in the moderating effects model. A nested model F-test found this R2 increase 
to be significant at p<0.001, confirming our expectation that the hypothesized moderating effects indeed 
provide superior explanation of replacing intention over and above the main effects. Replacing cost 
moderates the effect of consumer satisfaction with incumbent IT usage on replacing intention in a positive 
direction (β=0.32; p<0.01) and that of relative usefulness of substitute IT usage in a negative direction 
(β=-0.15; p<0.05), as expected from Hypotheses H5a and H6a respectively. Subjective norm toward 
replacing also has a weak moderating influence on the push effect of satisfaction (β=-0.12; p<0.05) and 
the pull effect of relative usefulness (β=0.15; p<0.05), consistent with our expectations from Hypotheses 
H5c and H6c respectively.  However, personal innovativeness does not significantly moderate the effect 
of either satisfaction (β=-0.06; p>0.05) or relative usefulness (β=0.05; p>0.05) on IT replacing intention, 
failing to support Hypotheses H5b and H6b. The association between IT replacing intention and replacing 
behaviour (β=0.51; p<0.001) remained unchanged from the main effects. This study started with two 
research questions: (1) what factors predict consumer propensity to replace from an incumbent IT to a 
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substitute IT, and (2) how do these factors enable or constrain IT replacing?  Regarding the first research 
question, our analysis confirms that consumers’ IT replacing behaviour is predicted by their IT replacing 
intention. The parsimonious set of five factors examined in this study explained 55% of the variance of IT 
replacing intention, which is indicative of the predictive power and empirical adequacy of our replacing 
model. Regarding our second research question, our study reports that the push, pull, and mooring 
factors not only have main effects on IT replacing intention, but also that the mooring factors, for the most 
part, moderate the effects of the push and pull factors.  Four out of our six moderating effects (involving 
replacing cost and subjective norm) were found significant. Inclusion of moderating effects increased the 
explanatory power of the model to 64% (for IT replacing intention). Furthermore, these moderating effects 
point to the complex interplay of the different predictors of IT replacing, which has been largely 
overlooked in prior IT usage research. 
 
7. CONCLUSION 
 
Our research demonstrates the value of integrating different streams of research and extending them to 
seek explanations of new, emerging phenomena such as IT replacing. Such integration is justified 
because IT replacing is indeed a combination of discontinuance of an incumbent IT and acceptance of a 
substitute IT. Although IT acceptance (or adoption) and continuance/ discontinuance (or post-adoption) 
are two temporal phases of IT usage, until now, research in this area has primarily proceeded along 
independent paths by relying on their own independent theories: TAM/UTAUT for acceptance and ECM 
for continuance research. In this study, migration theory from the human geography literature provided the 
“theoretical bridge” to connect the two independent streams of research on IT acceptance and 
continuance. Application of this theory also helped identify gaps in our understanding of IT replacing, such 
as [5]’s notion of “intervening obstacles” or [11]’s depiction of “mooring factors” that was not adequately 
addressed by either acceptance or continuance research. Comparing the relative effect sizes of the 
different predictors of IT replacing intention, we found that replacing cost had the strongest main effect, 
followed by consumer satisfaction with incumbent IT. In contrast, the more traditional predictors of IT 
usage, such as relative usefulness, subjective norm, and personal innovativeness, had relatively smaller 
impacts on replacing intention. Our analysis suggests that constructs most proximal to the replacing 
context, such as replacing cost, may be more predictive of one’s IT replacing intentions that distal factors 
related to incumbent or substitute IT. Nevertheless, it is encouraging that newer constructs such as 
replacing costs is beginning to garner attention among recent IT usage scholars [16], because such 
constructs may add significantly to our current corpus of knowledge on IT usage.  
 
Our reported findings may be indicative of significant structural differences between IT acceptance and 
replacing decisions. However, if they are considering new IT usage while migrating from an incumbent IT, 
then consumer expectations regarding new IT usage may be superseded by their prior IT usage 
experience (e.g., satisfaction) and obstacles related to migrating from the old to the new IT (e.g., 
replacing costs). Lastly, this study demonstrates that unlikely disciplines such as human geography can 
serve as potentially valuable referent disciplines for information systems research. For practitioners, this 
study is one of the earliest academic studies to direct IT managers’ and vendors’ attention to the 
emerging phenomenon of IT replacing. IT is often viewed as a tool for instituting organizational change 
[33], and hence, IT managers would like their organizational consumers to replace from older IT to newer 
and superior IT that better fits their organization’s evolving needs. Some IT vendors may want to protect 
their turf and minimize consumer replacing from their incumbent IT to a competing IT, while other vendors 
may want to attract competitors’ consumers to their own IT. Strategies that can help strengthen moorings 
include offering complementary value-added services that can be used to lock in incumbent customers 
and increase their replacing costs, building in adequate customizability in IT solutions and encouraging 
consumers to customize the system to their unique needs, and directing vendor promotion strategies at 
their customers’ colleagues, friends, or family circle in an attempt to build stronger subjective norms 
against replacing. In contrast, strategies that can weaken moorings may include building IT solutions that 
are compatible with their competitors’ customers. Finally, managers contemplating IT-enabled change in 
their organizations are advised to focus on overcoming consumers’ replacing cost barriers by employing a 
strong program of consumer training and change management, before implementing new IT in their 
organizations. In closing, this paper proposes a theoretical model of IT replacing by drawing on migration 
theory from the human geography literature and linking this theory to prior IT usage and consumer 
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replacing research. The model proposes main and moderating effects of push, pull, and mooring factors 
that are salient to IT replacing within an organizational context. This model is empirically validated using 
longitudinal survey data from S COMPANY employees when the company was going through a major 
system upgrade. We hope that this study will stimulate researchers’ interest in the new emerging area of 
IT replacing, and provide an initial theoretical framework to guide future research in this area. 
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ABSTRACT 
 
American women now receive the majority of both bachelor and advanced college degrees.  However, 
those with fulltime jobs earn only 78% of what male workers earn. During the 1980s and into the 1990s 
women gained ground when comparing salary with males.  However, over the last decade women with 
degrees have actually lost ground when compared to their male counterparts 
 
Keywords: Female Graduates; Gender Wage Differences; Corporate Salaries; Gap in Women’s Pay 

  
1. INTRODUCTION 
 
Traditional female students, defined as individuals less than 25 years of age upon receipt of their 
baccalaureate degree, are one of the fastest growing constituencies at colleges and universities. Women 
enrolled in undergraduate classes have grown more than twice as fast as men over the past two decades 
and women now earn the majority of diplomas (Feller, 2006). Our institution, a private, undergraduate 
college, was originally established as a male commuter school in 1937. It remained a single sex institution 
until 1969, when the first females were admitted. In 1970 the College had 1404 (92%) male and 130 (8%) 
female students. In 1990 1377 (49.7%) were male and 1395 (50.3%) were female. In 2010 the male 
population was 1491 (46.5%) and the female population grew to 1716 (53.5%).  

 
In 2005 a research study was concluded that queried all female students who were under the age of 25 
when they received their undergraduate degree from our institution between the years 1990-1997.  
Questionnaire surveys were delivered to a total of 2443 women who graduated from the School of Liberal 
Arts, the School of Business and the School of Science. All questionnaires were numerically coded in 
anticipation of a future longitudinal study.  A total of 777 surveys were returned, representing a 31.8% 
return rate.  
 
The study was part of an effort to determine how these female graduates viewed the overall impact of 
their educational experience, and to determine how successfully they were able to compete in a job 
market where the vast majority of corporate leaders are men. It was designed to assess the attitudes and 
perceptions of these graduates as they related to the quality of their educational experiences and their 
subsequent workplace experiences. 
 
 The following research questions were addressed: 
 

1. Did the graduates indicate an increase in their general knowledge base and skill levels? 
2. Would the graduates recommend the institution to others? 
3. Did the graduates acquire specific knowledge and skills applicable to a career? 
4. Did the graduates gain access to professional career opportunities and did they 

experience job satisfaction within those careers? 
5. Did the graduates feel they were able to advance successfully within their chosen 

career? 
 
2. RESEARCH PROCEDURE FOR STUDY  
 
A Likert-style questionnaire, allowing subjects to respond with varying degrees of intensity using the five 
categories of very dissatisfied, dissatisfied, no opinion, satisfied and very satisfied, was used as the 
survey instrument. Sufficient opportunity was provided within the questionnaire for respondent comments. 
 
All data were coded and analyzed using the Statistical Package for the Social Sciences (S.P.S.S.).  
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There were 319 respondents (41.3%) from the School of Liberal Arts; 313 (40.5%) responded from the 
School of Business; and 145 (18.2%) responded from the School of Science. The response was in 
proportion to the overall female enrollment in the three schools. 
 
3. FINDINGS OF THE INITIAL STUDY  
 
Overall, the graduates thought highly of their educational experience. Respondents expressed a 93.2% 
satisfaction rate with their ability to gain a broad general education and a 90.7% satisfaction rate with their 
ability to improve analytical and logical thinking.  
 
There were 82.7% who reported satisfaction with their ability to gain knowledge and skills applicable to a 
career.  Respondents were also quite affirmative in their willingness to recommend the school to a friend 
or associate with 92.6% indicating they would. 
 
A total of 61.9% of the respondents reported that they were employed in an area related to their major 
field; 83.1% of participants felt their educational experience helped them advance their career objectives; 
and 91.7% were satisfied with their ability to maintain a meaningful job.  
 
When asked about their ability to secure career advancement and increased financial compensation 
when compared to women they worked with, respondents indicated a high satisfaction rate in their 
ability to be successful. A total of 87.1% were satisfied with their ability to secure advancement; and 
85.5% expressed satisfaction in the area of financial compensation.  
 
There was literature to support that women in the corporate world were faring better when compared to 
their male counterparts than women from a decade earlier (Francese, 2003; Hindo & Sager, 2004; 
Sellers, 2006; Hedgeman, 2006; Lewis, 2006). However, when looking more broadly at the overall survey 
results, respondents indicated that their ability to secure job advancement and increased financial 
compensation at a pace equal to men with whom they worked was perceived as a problem area. 
Satisfaction responses of survey participants were only 72.4% and 64.1%. 
 
There was also literature to support this view.  Bayard, et. al (2003) pointed out that women consistently 
earned lower wages than men in U.S. labor markets, and Sowa (2007) noted that women had lower 
median weekly earnings than men at all levels, even for those with a professional degree. According to 
Leonhardt (2006), throughout the 1980s and early 90s, women of all economic levels steadily gained 
ground on their male counterparts. However, since that time, women with a four-year college degree 
stopped making progress and the gap between their pay and the pay of male college graduates actually 
widened slightly.  

 
4. 2011 LONGITUDINAL STUDY 
 
In an effort to further monitor the educational program and to detect possible changes in the female 
corporate culture, a follow-up study of 706 females who participated in Study #1 was undertaken in 2011. 
A total of 289 surveys were returned, representing a 40.6% response rate. 
 
There were 110 respondents (38.1%) from the School of Liberal Arts; 125 (43.2%) responded from the 
School of Business; and 54 (18.6%) responded from the School of Science. The responses were once 
again in proportion to the overall female enrollment in the three schools.   
 
Revisiting these “women of the nineties”-- who were part of our recent national recession-- showed that a 
good deal had transpired over the seven year period.  According to new data from the U.S. Census 
Bureau, American women have now passed men in gaining both bachelor and advanced college 
degrees. Findings also indicated a record number of women are now part of the U.S. workplace.  
However, women with fulltime jobs have salaries that are only 78.2 percent of what men earn (Yen, 
2011). 
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5. FINDINGS OF THE LONGITUDINAL STUDY  
As seen in Tables 1 and 2, the graduates once again thought highly of their educational experience. 
Respondents expressed a 95.8% satisfaction rate (vs. 93.2% in the first study) with their ability to gain a 
broad general education and a 94.5% satisfaction rate (vs. 90.7%) with their ability to improve analytical 
and logical thinking. 

TABLE 1 
GAINED A BROAD GENERAL EDUCATION 

  Frequency Percent Valid 
Percent 

Cumulative 
Percent 

Valid Very Satisfied 154 53.3 53.5 53.5
 Satisfied 122 42.2 42.4 95.8
 No Opinion 6 2.1 2.1 97.9
 Dissatisfied 3 1.0 1.0 99.0
 Very Dissatisfied 3 1.0 1.0 100.0
 Total 288 99.7 100.0
Missing System 1 .3
Total  289 100.0

 
TABLE 2 

IMPROVED ABILITY TO THINK ANALYTICALLY AND LOGICALLY 
  Frequency Percent Valid 

Percent 
Cumulative 

Percent 
Valid Very Satisfied 146 50.5 50.5 50.5
 Satisfied 127 43.9 43.9 94.5
 No Opinion 10 3.5 3.5 97.9
 Dissatisfied 3 1.0 1.0 99.0
 Very Dissatisfied 3 1.0 1.0 100.0
 Total 289 100.0 100.0

 
As seen in Table 3, 85.7% were satisfied (vs. 82.7%) they had gained knowledge and skills applicable to 
a career. 

TABLE 3 
GAINED KNOWLEDGE AND SKILLS APPLICABLE TO A CAREER 

  Frequency Percent Valid 
Percent 

Cumulative 
Percent 

Valid 51.00 1 .3 .3 .3
 Very Satisfied 129 44.6 44.9 45.3
 Satisfied 116 40.1 40.4 85.7
 No Opinion 26 9.0 9.1 94.8
 Dissatisfied 12 4.2 4.2 99.0
 Very Dissatisfied 3 1.0 1.0 100.0
 Total 287 99.3 100.0
Missing System 2 .7
Total  289 100.0

 
The following include a sampling of comments made by individuals relating to their overall educational 
experience: 
 
 I remain completely satisfied and my experience built a solid framework. 
 It was a foundation for a successful, happy life. 
 I gained the necessary knowledge and the internship helped tremendously. 

It was a great liberal arts education and a wonderful and well-rounded approach. 
I feel many of the things I have accomplished are because of the experience. 
I use the skills I gained every day. 
It was a good base upon which to build a successful career. 
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As shown in Table 4, respondents were again affirmative in their willingness to recommend the school to 
a friend or associate, with 94.5% (vs. 92.6%) indicating they would. 
 

TABLE 4 
WOULD YOU RECOMMEND SCHOOL? 

   
Frequency 

 
Percent 

Valid 
Percent 

Cumulative 
Percent 

Valid 5.00 2 .7 .7 .7
 Uncertain 10 3.5 3.5 4.2
 No 4 1.4 1.4 5.5
 Yes 273 94.5 94.5 100.0
 Total 289 100.0 100.0

 
The following include a sampling of the many comments made by respondents: 

 
Yes, it was a great experience 
Yes, I have recommended the college to many.  I hope my children go. 
We hope that our daughter considers attending. 
Yes, sense of community and bonding was wonderful. 
I loved all aspects and am proud to be an alumnus. Yes 
Yes, I feel the culture and quality of education is excellent. 
Yes, I just recommended it to two students looking at schools for next year. 
I have recommended on many occasions. 
. 

As seen in Table 5, 58.7% of the respondents (vs. 61.9%) reported they were employed in an area 
related to their major field. Table 6 shows that 85.4% of respondents (vs. 83.1%) felt their educational 
experience helped them advance their career objectives.  
  

TABLE 5 
PRESENTLY EMPLOYED IN AREA RELATED TO MAJOR FIELD 

  Frequency Percent Valid 
Percent 

Cumulative 
Percent 

Valid No 117 40.5 41.3 41.3
 Yes 166 57.4 58.7 100.0
 Total 283 97.9 100.0
Missing System 6 2.1
Total  289 100.0

 
TABLE 6 

EDUCATIONAL EXPERIENCE HELPED ADVANCE CAREER OBJECTIVE 
  Frequency Percent Valid 

Percent 
Cumulative 

Percent 
Valid 4.00 2 .7 .7 .7
 No 39 13.5 13.9 14.6
 Yes 239 82.7 85.4 100.0
 Total 280 96.9 100.0
Missing System 9 3.1
Total  289 100.0

 
The following include a sampling of comments made by participants relating to how their educational 
experience helped them advance career objectives: 
 
 Feel a liberal arts background prepares you for anything life may offer. 
 Yes-Particularly my internship in Manhattan opened many future doors. 
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 Yes-it gave me the foundation to learn and aspire to do more and have a good work ethic. 
Yes, internship at R & D center is responsible for my career. I got hired at GE in large part due to 
contacts made at internship. 
Yes, my experiences helped me define who I was and led to clearer career goals. 
Yes, internship was key and should be a requirement. 
Yes; not only with my career objectives, but with my community involvement and leadership roles. 
Yes, both when I was working and later balancing a family.  

 
Table 7 shows that 93% were satisfied (vs. 91.7%) with their ability to maintain a meaningful job.  
However, according to a December 2011 Catalyst Census of Fortune 500 companies, women holding 
positions of leadership in the business world do not fare any better now than they did six years ago.  The 
report indicated that only 16.1% of board seats were held by women, and only 7.5% of top earning 
executives were women (Kearney, 2012).  

 
TABLE 7 - ABILITY TO MAINTAIN A MEANINGFUL JOB 

  Frequency Percent Valid 
Percent 

Cumulative 
Percent 

Valid Very Satisfied 171 59.2 60.0 60.0
 Satisfied 94 32.5 33.0 93.0
 No Opinion 9 3.1 3.2 96.1
 Dissatisfied 8 2.8 2.8 98.9
 Very Dissatisfied 3 1.0 1.1 100.0
 Total 285 98.6 100.0
Missing System 4 1.4
Total  289 100.0

 
As seen in Tables 8 and 9, respondents indicated a high satisfaction rate in their ability to be successful 
when comparing themselves to other women. A total of 89.1% were satisfied (vs. 87.1%) with their ability 
to secure advancement; and 85.6% expressed satisfaction (vs.85.5%) in the area of financial 
compensation. 

TABLE 8 - ADVANCEMENT VS. OTHER WOMEN 
  Frequency Percent Valid 

Percent 
Cumulative 

Percent 
Valid Very Satisfied 162 56.1 56.8 56.8
 Satisfied 92 31.8 32.3 89.1
 No Opinion 21 7.3 7.4 96.5
 Dissatisfied 8 2.8 2.8 99.3
 Very Dissatisfied 2 .7 .7 100.0
 Total 285 98.6 100.0
Missing System 4 1.4
Total  289 100.0

 
TABLE 9 - COMPENSATION VS. OTHER WOMEN 

  Frequency Percent Valid 
Percent 

Cumulative 
Percent 

Valid Very Satisfied 157 54.3 55.1 55.1
 Satisfied 87 30.1 30.5 85.6
 No Opinion 28 9.7 9.8 95.4
 Dissatisfied 11 3.8 3.9 99.3
 Very Dissatisfied 2 .7 .7 100.0
 Total 285 98.6 100.0
Missing System 4 1.4
Total  289 100.0
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Hedgeman (2006) contends that diversity is now expected in the Gen-X workforce and that power sharing 
between men and women is a reality. Lewis (2006) points out that woman’s mean hourly wages rose from 
only 67 percent to nearly 85 percent of male mean wages in the past 25 years. However, Tables 10 and 
11 show that the survey respondents indicated that their ability to secure job advancement and increased 
financial compensation at a pace equal to men with whom they worked was perceived as a problem area.  
Satisfaction responses of survey participants were 77.9% (vs. 72.4%) and 73.2% (vs. 64.1%), the lowest 
levels expressed in the survey. Bennetts (2012) states that even though women now earn more 
undergraduate and graduate degrees than men, they soon fall behind professionally.  Research shows 
that even women with stellar credentials often lack the confidence to put themselves forward while men 
with lesser qualifications often show no such hesitation.  Canavor (2005) contends that women must bear 
some responsibility for the gender wage gap. “It’s excellent to want balance in our lives to nurture 
children, to spend fewer hours at the office and to want work that makes us feel good. But why be 
surprised if we don’t make it to the corner office if these are our terms” (p. 24A). 
 

TABLE 10 
ADVANCEMENT VS. MEN 

  Frequency Percent Valid 
Percent 

Cumulative 
Percent 

Valid Very Satisfied 110 38.1 38.6 38.6
 Satisfied 112 38.8 39.3 77.9
 No Opinion 34 11.8 11.9 89.8
 Dissatisfied 24 8.3 8.4 98.2
 Very Dissatisfied 5 1.7 1.8 100.0
 Total 285 98.6 100.0
Missing System 4 1.4
Total  289 100.0

 
TABLE 11 

COMPENSATION VS. MEN 
  Frequency Percent Valid 

Percent 
Cumulative 

Percent 
Valid Very Satisfied 102 35.3 35.9 35.9
 Satisfied 106 36.7 37.3 73.2
 No Opinion 38 13.1 13.4 86.6
 Dissatisfied 33 11.4 11.6 98.2
 Very Dissatisfied 5 1.7 1.8 100.0
 Total 284 98.3 100.0
Missing System 5 1.7
Total  289 100.0

 
 
The following comments are examples of how respondents perceived their difficulty of competing with 
males in today’s corporate climate: 
  

The legal profession, in my opinion and experiences, still has a long way to go re: gender parity. 
Nothing experienced in college prepared me for the broad and deep gender inequities in the 
professional fields. 
As a mother, I had to make hard choices about my career vs. family. It held me back but I 
wouldn’t have it any other way! 
There are differences in leadership style and approach in men vs. women. It would have been 
helpful to know this sooner via a college seminar, like a one night lecture. 
I work for the U.S. government (DOJ) where all are compensated on a scale so men/ women/race 
are all compensated fairly based upon experience and job skills. 
The world is still unequal (but getting better). 
I am in a Union environment – we all advance at the same pace. 
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In my field, you have to be aggressive and really assert yourself in the annual review process. I 
know I am not assertive enough when it comes to “fighting” for compensation. 
 

6. CONCLUSIONS AND IMPLICATIONS 
 
The perceptions of the women responding to the longitudinal study clearly expressed strong satisfaction 
with their quality of instruction and they were quite willing to recommend the experience to others. 
Respondents were also satisfied with their ability to maintain a meaningful job and were satisfied with 
their ability to secure job advancement and financial compensation at a pace equal to women they 
worked with.  
 
As in the previous study, the respondents were least satisfied with their advancement and financial 
success when comparing their employment experiences to male co-workers. However, as reported, there 
was overall improvement in their satisfaction. Additional research looking at the reasons for the 
improvement is warranted. It is possible that there has been overall improvement over time. It is also 
possible that there is less inequality as women move up the corporate ladder.   
 
A good deal of the current literature related to the American workplace seems to bear out the employment 
perceptions of the survey participants. It has been four decades since large numbers of women entered 
the workforce, yet a substantial gap in wages still exists.  Some of it may be attributed to women choosing 
lower paying careers to obtain the flexibility of caring for children or extended family.  However, many who 
entered full corporate careers have also earned lower wages than males, perhaps because of a lack of 
aggressiveness (Foroohar, 2011).  
 
 Also coming into play on the issue of gender and wages is new Census data asked for the first time that 
show certain undergraduate majors can lead to different median wages.  Males are often concentrated in 
the higher earning majors such as engineering, mathematics and computer science.  Women, however, 
often gravitate toward the lower earning majors of social work and education (Matheson, 2011).   
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ABSTRACT  
 
The term “diagnostics” is normally used to refer to the process of identifying some incorrectly 
operating components in a particular system. The fault symptoms are, however, usually discovered in 
a different part of the system than that in which the fault occurs. On those occasions when it is not 
possible to identify the source of the fault based on the principle of absolute logic, then it is necessary 
to apply a formal procedure. This contribution presents a new methodology, by means of an 
application systems approach – design of experiemnts, for diagnostics of management and 
organisational systems. The paper was elaborated in the frame of solving project P403/12/1950. 
 
Keywords: Desig of experiments, diagnostics, structural parameters, diagnostic parameters, 
combination function, distinguishing level 
 
 
1. INTRODUCTION  
 
Designing an experiment for parameter estimation requires a step known as quantitative experiment 
design, usually preceded by a step called qualitative experiment design. The latter answers if a model 
is identifiable under particular experimental conditions [6].  Organizational experiments in the form of 
business names and simulation are considered. A characteristic feature of these experiments is that 
the active behavior of people is one of the determining factors [7]. Logical foundations of experimental 
design for models of organizations are presented and a method of designing organizational 
experiments can be very useful conceptual tool in order to optimally align resources to manufacture 
products. Inductive methods are usually applied by present-day management when the general 
conclusions are  based on experience. Application of the deductive methods also seem to be useful, 
though firstly it is generally true to use practice. There are general significant principles for 
configuration and behaviour of systems, which we can develop and modify according to its specific 
conditions. As a consequence of the foregoing, new approaches need to be formulated, which are 
developing new methods of application. It is possible to achieve these objectives through a systems 
approach application to the organisational and managerial system. The objective of  this contribution 
is to introduce the principle of a new methodology for diagnostics of manufacture control system with 
used the  Design of Experiments methodology based on logic function minimization. The term 
“diagnostics” is normally used to refer to the process of identifying some incorrectly operating 
components in a particular system. The fault symptoms are, however, usually discovered in a different 
part of the system than that in which the fault occurs. On those occasions when it is not possible to 
identify the source of the fault based on the principle of absolute logical, then it is necessary to apply 
a formal procedure. An methodical approach to diagnostics has to tested in many spheres (for 
example, in technical areas, medicinal areas, natural science etc.).  However, the direct method for 
finding the source of a fault can be used only in those situations when the source of the fault operates 
as a fault detector besides its functional role. In other situations we usually  use a selective 
diagnostics of the single components that are suspected of dysfunction. This dysfunction is probably 
the reason for not achieving the normal output values from the whole system. 
 
For an objective appreciation of the stiuation, it is necessary to differentiate  between structural and 
diagnostic parameters of manufacture control system. Structural parameters represent the 
configuration of the organizational elements and their interaction. These are the most usual structural 
parameters belonging to an organisational system [5]: 

 Size of average organisational unit  - average managerial spread; 
 Relative amount of ad hoc decision making; 
 Formalisation of work-processes; 
 Degree of formal interconnection between organisational subsystems; 
 Relative degree of  informal communication in the workplace; 
 Bureaucracy in decision making at each level of management; 
 Organisational structure; 
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 Degree of decentralised decision making; 
 Degree of specialisation. 

 
Throughout the lifetime of the manufacture control system organisation , the structure of its units 
evolves (as reorganisation depends on surrounding change), but if we consider a enough short 
period, then the structure can be taken as fixed. Nevertheless, by the fixed structure we can observe 
(through the changes of the organizational parameters)  and consider, changes of the separate 
structure units. An organisational system or its subsystems (or more precisely, its’ elements) operate 
correctly if all its’ parameters are within the limits of tolerance - even if there are some differences 
from the the optimum value (nominal value). 
 
2. OBJECTIVES AND METHODS 
 
An applicably usable objective of  this contribution is to introduce the principle of a new methodology 
for diagnostics of manufacture control systems with used the design of experiments methodology and 
based on logic function minimization. The methodology for creation of the methodology for 
diagnostics of manufacture control systems is based on Design of Experiments methodology on logic 
function minimization.  
 
3. THEORY 
 
The designed diagnostics uses the indirect methods for measuring the values of manufacture control 
system structural parameters because it is difficult to measure them directly. We do not measure the 
structural parameters, but rather, the external effects - organization parameters of objective positions 
which exist in each real organization. Many relationships apply (informative, materials, energetic and 
mixed resources) during an organizational system operation. These relationships can be modified 
either by environment influences or by values of structural parameters. It is considered that the 
stability of the situation influences organization diagnostics, so functional changes of the 
organizational processes are generated by changes of the structural parameters. It is possible to 
divide some of the functional processes into working (mass conversion, information utilization, etc.) 
and associated processes (using separated structural parameters). It is natural, that the associated 
processes affect the working processes.  For this reason it is important to be able set the value of the 
single structural parameter, but also to be able modify its values as the reaction of transformation 
process failures. As was described above, it is always impossible to measure permanently the values 
of the structural parameters, therefore we have to use the diagnostic parameters to check the 
structural parameters. From one diagnostic parameter (disturbances symptom) it is impossible to 
identify the specific structural parameter fault. For definite  identification of the structural disturbances 
we need a sufficient number of symptoms. Before we show the diagnostic system design, we should  
define the general diagnostic parameter.  The  diagnostic parameter (symptom) is that measurable 
quantity of the transformation process, which meets the following conditions (where the input values 
are experimentally determined by binary way): 
 

 Every adverse parameter which matches a value, or combination of values, of diagnostic 
parameters. 

 Diagnostic characteristics of a manufacture control system must be sensitive to changes of 
structural parameter (that means,  the variation field of each of diagnostic parameter must be 
wide enough for the diagnosis in all areas of structural factors). 

 The measuring of a diagnostic parameter must be simple and in exact enough terms – ideally 
comprising the elements of the business. 

 
Now, we can go on to the design of manufacture control system.  It would be necessary to identify all 
symptoms plus their relationships to create a universal diagnostics system. For the sake of brevity, we 
will design the systems demonstration for three structural characteristics namely for: 
 
Formalisation of production procedure (S1), Decentralisation of decision making during manufacturing 
activities (S2) and  Specialisation rate (S3).  
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For diagnosis of residual disturbances of structural parameters of the manufacture control systems 
we would proceed in a similar manner to that below. In the first step we  redefine the set of diagnostic 
parameters  which answer the three above-mentioned  conditions. For example, let us choose 
diagnostic parameters such as: 

 Non-achievement of targeted costing (D1); 
 Excessive production of substandard products (D2); 
 Excessive time lost in production (D3); 
 Non-achievement of planned levels of human efficiency (ie: effectiveness of human resource) 

(D4). 
 
4. DISCUSION 
 
After experimentally determined the input values by binary way we can design the diagnostic system 
for manufacture control systems. This system will based on a minimization of logical (combinational) 
function, as a tool for measuring reality. A logical approach to measuring reality is based on the 
principle of two conditions: it is necessary to perform an action / is not necessary to perform an action 
etc. It is therefore possible to convert all similar diagnostic parameters into a two-valued form. This 
access to parameters valuation is given by either the: 

 Actual binary condition of a diagnostic parameter, or 
 A binary condition, representing  whether a diagnostic parameter is above or below specific 

values (outside of tolerance limit). 
 
The implementation of binary method for valuation organizational components is expressed by values 
0 and 1 (these are variables dictum logic). To express the problem of developing the diagnostic 
system in words, we will implement seven binary variables:   
Firstly, we define the inputs to the diagnostic system for manufacture control systems in binary format: 
 

Diagnostic parameter: 4,3,2,1D  ,    where  4,3,2,1i   a   1,0iD  

  toleranceoutside is parameter 

    lerance within tois parameter   
 

1

0
4,3,2,1  parameterD  ; 

Secondly, we define the outputs of the diagnostic system in  binary format for diagnosis of 
organizational failures: 

Structural parameter of the organization for manufacture control systems system:  iS , where   

 3,2,1i   a   1,0iS  

condition)(fault   toleranceof outside isparameter  

  lerance within toisparameter 
1,2,3, 

1

0
3,2,1  parameterS  ; 

 
So we find three functions of four input variable 

 43213,2,1 ,,, DDDDfS   

and we can satisfy every possible case, that may arise.                                
The maximum number of possible situations which might occur, if we have n  inputs, is given by the 
sum of the binomial coefficients: 

                                     n

n

n
...

nn
N 2

10



























 ;                                                     (1) 

 

The maximum number of possibilities for  4n  is 1624  . A summary of all possible conditions is 

shown in table No 1, where it is indicated  whether the  structural parameter 4,3,2,1D  is in failure 

condition ( 3,2,1S =1) or not  ( 3,2,1S =0) . 

Combination function for output S1: 
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According to table No 1, synthesis in the form of the sum of the products has only four combinational 
lines, compared to 12 lines synthesis in the form of the product of the sums. 
 
Below, we want to identify all situations of the combinational function when the structural parameter S 
has a fault. Therefore  we are interested in combinations of the diagnostic parameters for S1 =1. 
Consider the 12th, 13th, 14th, 15th and 16th lines of table 1. We combine the requirements expressed 
by lines 12, 13, 14, 15 and 16 for combination function of the fault structural parameter, obtaining  S1. 
So: 
 

   43211 ,,, DDDDfS 4321 DDDD  + 1D + 4321 DDDD  + 4321 DDDD  +  

                                         4321 DDDD   

 
With the help of Boolean algebra identities, we can simplify the output function so that we can ignore 
the redundant operations or  redundant inputs.  At first we separate input D1 that is in  logical 
conjunction in relation to every sum, and then we remove the redundant members by  application of 
this  rule: 
 

!1 ALWAYSDD ii  ; where input  iD  presents negation of input iD  

  32132132132141 DDDDDDDDDDDDDS  

      
 2131324

2133312232114

DDDDDDD

DDDDDDDDDDDDD




 

It is noticeable from the final form of the function, that it would be necessary for diagnostic parameter 
D4  to be equal to 1, and at least two of D1, D2, D3   to be equal to 1 - for fault of structural parameter 
S1 for formalization of production procedure. 
 
Combination function for output S2: 
 
Synthesis of the combinational function is concerned with  the claims of the 6th,7th,10th and 12th 
lines of the table.  The combinational function for the structural parameter S2 is produced by 
combining the four lines, thus: 
 

4321 DDDD  + 4321 DDDD  + 4321 DDDD  + 4321 DDDD   

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

                                       REVIEW OF BUSINESS RESEARCH, Volume 12, Number 4, 2012                      64



 

 

Table 1: Combinational values of the diagnostic parameters of the manufacture control systems 
with relevant values of structural parameters 

 
This formula, describing output S2, can be simplified step by step by using Boolean algebra:  

      213131213213121 ,( DDDDDDDDDDDDDDD   

   43212 ,,, DDDDfS    3214 DDDD  321 DDD  ·   321 DDD  321 DDD  = 

                                        =      3132214 DDDDDDD   

As a result, there is an interesting dependence between fault identification    43212 ,,, DDDDfS   

decentralisation of decision making during manufacturing activities, and diagnostic parameter (D4) 
(effectiveness of human resource). Necessary conditions to maintain decentralization within tolerance 
are  disturbances in capacities of the human resource. It means, we can decentralize when lower-
grade workers are freed from their jobs, so that they can perform decision-making and  coordinative 
activities.  Furthermore, the situation detector of disturbances of the structural parameter S2 has an 
inverse function. 
 
Combination function for output S3: 
We can obtain the combinational function synthesis for S3 output  by utilizing the combinational claims 
from 1st and 3rd lines of the tables 1. We can use the rule for its minimization and     

!1 alwaysDD ii   and the further rule of absorption: iii DDD  . 

    43213 ,,, DDDDfS 4321 DDDD  + 4321 DDDD  =   

INPUTS OUTPUTS SYNTHESIS OF OUTPUTS
Ver. D1 D2 D3 D4 S1 S2 S3  43211 ,,, DDDDfS   43212 ,,, DDDDfS    43213 ,,, DDDDfS 

1 0 0 0 0 0 0 1 
4321 DDDD   

4321 DDDD   
4321 DDDD   

2 1 0 0 0 0 0  0 
4321 DDDD   

4321 DDDD   

4321 DDDD   

4321 DDDD   

4321 DDDD   

4321 DDDD 
 

4321 DDDD   

4321 DDDD   

4321 DDDD 
 

3 0 1 0 0 0 0  1 
4321 DDDD   

4 0 0 1 0 0 0  0 
4321 DDDD   

5 0 0 0 1 0 0 0 
4321 DDDD   

6 1 1 0 0 0 1 0 
4321 DDDD   

4321 DDDD   

4321 DDDD   

4321 DDDD 
 

4321 DDDD 
 

4321 DDDD   

4321 DDDD 
 

4321 DDDD   

4321 DDDD   

4321 DDDD   

4321 DDDD   

4321 DDDD   

4321 DDDD   

7 0 1 1 0 0 1 0 
4321 DDDD   

8 0 0 1 1 0 0 0 
4321 DDDD   

9 1 0 0 1 0 0 0 
4321 DDDD   

10 1 0 1 0 0 1 0 
4321 DDDD   

11 0 1 0 1 0 0 0 
4321 DDDD   

12 1 1 1 0 0 1 0 
4321 DDDD   

4321 DDDD   

4321 DDDD   

4321 DDDD   

4321 DDDD 
 

4321 DDDD 
 

4321 DDDD   

4321 DDDD   

4321 DDDD 
 

13 0 1 1 1 1 0 0 
4321 DDDD   

14 1 0 1 1 1 0 0 
4321 DDDD   

15 1 1 0 1 1 0 0 
4321 DDDD   

16 1 1 1 1 1 0 0 
4321 DDDD   

4321 DDDD   
4321 DDDD   
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                                      = (  432 DDD  +  432 DDD  ) )( 11 DD  = 432 DDD   

The above-mentioned rationalized form of the output shows that the structural parameter - working 
specialisation S3 is only possible to modify the situation, when diagnostic parameters D2, D3 and D4 
are within their limit (i.e. so they do not indicate the failure).  It is not otherwise possible to modify the 
level of specialisation in individual units of the organisation.  Nevertheless there is no relationship 
between the diagnostic parameter D1 and function S3 – as shown by the elimination of variable D1.  

 
5. CONCLUSIONS 
 
This paper deals with the technique of a new methodology for diagnostics of manufacture control 
system. After the general theoretic starting points a diagnostic system has been designed, based on 
the combination allocation of the diagnostic parameters to the structural parameter. Some of the 
diagnostic parameters were then removed by rationalization of the combinative function (these 
parameters do not play any role in the fault diagnostics). The symptoms of structural parameters are 
illustrated - diagnostics parameters in their negated forms, (that means fault is signaled by diagnostic 
parameter which is within the limit of tolerance).  
 
The specific contribution of the designed diagnostic approach is a practical method of fault detection 
of an organizational system without knowledge of the internal channels (through black-box 
methodology). The second effect is based on the prediction of future faults by the help of the last 
combinative condition of diagnostic parameters.  
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HOW DO CONSUMERS PERCEIVE/RESPOND TO MESSAGES FROM EX-COMPANIES? 
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ABSTRACT 
 
Marketing literature has addressed how companies acquire new customers and/or how they may retain 
current customers with customer relationship management programs. Only a few academic studies, 
however, have explored how companies can reacquire ex-customers who switched to competitors. 
Moreover, the existing studies have provided only general procedures for reacquiring ex- customers or 
investigated a limited range of the behaviors of ex-customers. Based on relevant literature – consumer 
decision making and values this study explores how consumers perceive and respond to promotion 
messages from ex-companies and how their dis/satisfaction with ex-companies or current companies is 
related to their perception and responses. The study proposes and tests a conceptual model of 
reacquisition. The final sections address a discussion of the findings and implications, limitations and 
future research directions. 
 
Keywords: ex-customers, lost-customers, winback offers, reacquisition, regain management 
 
 
1. INTRODUCTION 
 
Marketing literature has emphasized defensive marketing strategy, which is concerned with reducing 
customer exit and brand switching. The cornerstone of defensive marketing strategy is that “reducing 
defections by 5% boosts profits 25% to 85% (Pfeifer and Farris, 2004 p.20)”. Both service failure/recovery 
and customer relationship management (CRM) have received increasing attention in recent years as 
higher customer retention has a positive impact on the company’s profit (Kapanen, 2004). The studies on 
customer retention have addressed various issues such as what makes customers leave (Andreassen, 
1999; Capraro, Broniarczyk, and Srivastava, 2003), how customers’ complaints should be treated (DeWitt 
and Brady, 2003), and how a company builds good relationships with customers, which, in turn, lead to 
customer loyalty (Hess, Ganesan, and Klein, 2003). 
 
To date, the literature has focused only on current customers, ignoring how ex-customers, who terminate 
a relationship with a company and switch to competitors, can be reacquired. Previous academic studies 
have paid little attention to the topic of reacquisition of ex-customers, with a few exceptions such as 
Stauss and Friege (1999) and Thomas, Blattberg and Fox (2004). But these studies provide general 
procedures of regaining ex-customers or partially useful explanations about ex-customers’ response to a 
winback offer which refers to promotion messages designed to reacquire ex-customers. For instance, 
Thomas et al. (2004) explores how one type of marketing strategy – price strategy affects ex-customers’ 
intention to return and stay. However, consumer decision-making studies have found that consumers 
consider and evaluate not only several attributes of a product but also possible alternatives. Thus, other 
attributes of a product and alternatives should be incorporated into a model of reacquisition to understand 
customers’ perception on and response to winback offers. Winback strategies would be one of critical 
marketing strategies in a service industry where service providers keep and manage customers’ personal 
information and purchase/usage data (e.g., home/mobile phone service providers and cable companies). 
Thus, service providers can develop more effective and cost-efficient promotion strategies by 
understanding ex-customers and analyzing data on their usage behaviors. 
 
This study attempts to explore this issue from the perspectives of ex-customers – how consumers 
perceive and respond to winback offers from ex-service providers. More specifically, based on relevant 
literature, this study proposes a conceptual model of customer reacquisition where both perceived costs 
and benefits of a winback offer, relative attractiveness of a winback offer, and intention to return are 
incorporated. This study also explores how dis/satisfaction with an ex-service provider and a current 
service provider is related to customers’ perception on and response to winback offers. The rest of this 
paper is organized as follows: In the next section, the findings of reacquisition studies are briefly 
discussed to explore what regain management is and what is known about reacquisition of ex-customers. 
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Next, this study presents hypotheses and rationales, followed by a description of the data collection and a 
survey using an experimental scenario. Then, this study presents the analysis and results relative to the 
proposed hypotheses. Finally, this study discusses the findings, implications, limitations and directions for 
future research. 
 
2. BACKGROUND AND HYPOTHESES DEVELOPMENT 
 
Reacquiring ex-customers is a topic gaining attention among academic researchers, but only a few 
studies have been conducted in this research area. Pointing out that retention and regain management 
are different, Stauss and Friege (1999) proposes the process of regain management, which consists of 
three steps: regain analysis, regain activities, and regain controlling. In addition, Griffin and Lowenstein 
(2001) suggests four steps for recapturing ex-customers and keeping them loyal: segmenting ex- 
customers, studying the customers’ current needs, creating and conducting a plan that reinstates trust, 
and evaluating and refining winback programs. Thomas et al. (2004) focuses explicitly on pricing as a 
means to reacquire ex-customers and explores the following topics: how a company should set prices to 
reacquire ex-customers and how a company should set prices to maximize profits or market share after 
ex-customers have been reacquired. Their findings indicate that there are optimal pricing strategies for 
the reacquisition and retention of ex-customers. For example, lower pricing is a powerful tool to reacquire 
ex-customers, and if the goal of a firm is to get higher profits, a firm should increase prices after the 
relationship with ex-customers has been reestablished, whereas if it is to increase market share, the firm 
should keep prices low to maintain the loyalty of the recaptured customers.  
 
Thomas et al. (2004) makes important theoretical and managerial contributions in that it is the first 
academic study testing empirically the relationship between a winback offer and ex-customers’ intention 
to return and also providing a practical way to reacquire ex-customers. However, their optimal pricing 
strategy may not be sufficient to explain how ex-customers respond to a winback offer because of the 
following limitations. First, their study considered only the price attractiveness of a winback offer and 
investigated its impact on behavioral intention. Thus, one of the types of the financial costs was explored 
for ex-customers’ response and other types of perceived costs and benefits of the winback offer were not 
addressed. Second, their model was built on the premise that ex-customers evaluate only the winback 
offer without comparing it with other alternatives. However, studies on consumer decision-making 
behaviors and customer values have consistently found that consumers develop a consideration set and 
evaluate multiple alternatives based on the perceived costs and benefits of products (Andrews and 
Srinivasan 1995; Posavac, Herzenstein, and Sanbonmatsu 2003). Third, their study assumed that most of 
ex-customers would respond to winback offers in the same way regardless of their relationship with the 
ex-companies or the current companies.  
 
Thus, in order to provide more realistic perspectives on the behaviors of ex-customers in a service 
industry this study proposes that (1) ex-customers compare a winback offer with other possible 
alternatives and then perceive how attractive the winback offer is – relative attractiveness of a winback 
offer, (2) this perceived relative attractiveness would be affected by ex-customers’ perceived costs and 
benefits of the offer, (3) the perceived relative attractiveness of a winback offer influences ex-customers’ 
intention to return, and (4) dis/satisfaction with an ex-service provider or a current service provider will 
influence the relationship between ex-customers’ perception on a winback offer and its relative 
attractiveness and the relationship between the relative attractiveness and behavioral intention.  
 
Relative attractiveness of a winback offer.  In this study, relative attractiveness of a winback offer refers 
to the perception regarding the extent to which the winback offer is more attractive than other alternatives. 
Studies on consumer purchase behaviors indicate that consumers’ perceived relative attractiveness is a 
more reliable predictor of consumers’ behavioral intention (Lee and Cunningham, 2001; Jones, 
Mothersbaugh and Beatty, 2000). Consumer purchase behaviors have been viewed as a problem-solving 
process in which consumers go through a number of decision sequences or stages (Andrews and 
Srinivasan 1995). These stages include problem recognition, information search, alternative evaluation, 
choice and post choice evaluation. During the stage of alternative analysis, consumers develop a set of 
acceptable brands and then choose one of the alternative brands in the consideration set by evaluating 
them on salient features such as price, brand quaility or specific attributes. For instance, Turley and 
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LeBlanc (1993) conducts a field study to understand the decision-making process for service products 
and finds that consumers develop a consideration set which consists of two or three alternatives and 
evaluate alternatives with three or four features. Lee and Cunningham (2001) and Jones et al. (2000) find 
that consumers are more likely to repurchase when they perceive that alternatives are less attractive than 
the service product they are currently using. Thus, when ex-customers perceive that the winback offer is 
superior to other alternatives they tend to have higher intention to return which refers to consumers’ 
willingness to accept a winback offer and reestablish a relationship with an ex-service provider. Based on 
these reasons, this paper proposes that: 
 
Hypothesis 1: Perceived relative attractiveness of a winback offer will be positively associated with 
intention to return.  
 
Perceived costs and benefits of a winback offer. This paper proposes economic costs and functional 
benefits as the influence factors of the relative attractiveness of a winback offer based on studies of 
consumer perceived value. 
 
Economic costs of a winback offer.  Zeithaml (1988) defines perceived value as a “consumer’s overall 
assessment of the utility of a product/service based on perceptions of what is received and what is given 
(p.14).” This conceptualization of perceived value has been operationalized as the ratio or trade-off 
between price (give) and quality (get). Thus, in general, if the price of a winback offer is lower than the 
price they previously paid for the service or the price of alternatives, consumers will more favorably 
evaluate the winback offer and regard the winback offer as a better alternative. In a service product 
purchase/usage situation, consumers also consider other financial inputs as well as the price of a service 
product since the economic costs of a service product encompass prices, rates, fees, charges, 
surcharges, and coupons (Keaveney 1995). Consumers may need to pay additional charges or fees, 
which increase financial inputs, or may get coupons or price promotions, which reduce financial inputs. 
Previous research on the effect of price promotions finds that such promotions encourage consumers to 
buy more and increase usage rates (Ailawadi and Neslin 1998). Ailawadi, Lehmann, and Neslin (2001) 
notes that “P&G’s loss of market share was attributable to its severe cuts in coupons and deals and the 
consequent increase in net price (p.50).” Thus, in this study, economic costs of a winback offer refers to 
the perceived costs derived from all the financial inputs associated with a purchase/use of the winback 
offer. Ex-consumers will consider all financial inputs for a winback offer rather than just its price in order to 
evaluate how much the winback offer is attractive and decide whether or not they accept the offer. Thus, 
this paper proposes that: 
 
Hypothesis 2a: Perceived economic costs of a winback offer will be negatively associated with relative 
attractiveness of a winback offer.  
 
Hypothesis 2b: Perceived economic costs of a winback offer will be negatively associated with intention to 
return.  
 
Functional benefits of a winback offer. Gronroos (1984) conceptualizes service quality as a function 
between expected service and perceived service and proposes two types of service quality: technical 
quality, which involves what customers actually receive from the service provider (e.g., the performance of 
service) and functional quality, which involves the manner in which customers receive the service (e.g., 
the process of service delivery). This classification of service quality is supported by the findings of 
Keaveney (1995). He studies consumers’ motives for service switching behavior and finds that both ‘core 
service failure’ and ‘service encounter failure’ are the most frequently mentioned switching reasons. Core 
service failure includes “all critical incidents that were due to mistakes or other technical problems with the 
service itself (p.76),” and can be regarded as the service failure in technical quality. Service encounter 
failure refers to “any failures due to personal interactions between customers and employees of service 
firms (p.17)” during service delivery. Thus, service encounter failure can be viewed as failure in functional 
quality. Based on these conceptualizations and findings, this study regards the functional benefits of a 
winback offer as the combination of core service quality and service encounter quality. Perceived core 
service quality refers to the perception regarding the extent to which the components of a winback offer 
are desirable and beneficial, whereas perceived service encounter quality refers to the perception 
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regarding the extent to which a winback offer is delivered without any defects. 
 
Previous service studies have investigated and consistently shown the positive associations between 
service quality and behavioral intentions. For instance, Zeithaml, Berry and Parasuraman (1996) finds 
that consumers who perceive the service quality of a service provider as superior to that of competitors 
are more likely to be loyal to the service provider and less likely to switch to competitors. Boulding, Kalra, 
Staelin and Zeithaml (1993) also finds that consumers’ perception of service quality positively influences 
their repurchase intention and willingness to recommend. Therefore, when consumers are presented with 
a winback offer, they will consider whether or not they can successfully receive and consume the service 
product as well as whether or not its service quality is excellent. Ex-customers, who perceive that benefits 
described in a winback offer will be delivered without any defects, more favorably evaluate the winback 
offer and are more likely to accept the offer. Thus, this paper proposes that: 
 
Hypothesis 3a: Perceived functional benefits of a winback offer will be positively associated with relative 
attractiveness of a winback offer.  
 
Hypothesis 3b: Perceived functional benefits of a winback offer will be positively associated with intention 
to return.  
 
Moderator: dis/satisfaction with an ex-service provider and a current service provider.  The psychological 
characteristics of consumers influence their perception on and response to marketing stimulus (Stauss 
and Friege, 1999; Griffin and Lowenstein 2001). In purchase and consumption situations, customers’ 
levels of dis/satisfaction with a service provider would be a psychological indicator of their perception on 
marketing stimulus from a service provider (Fornell and Wernerfelt, 1987). Fornell and Wernerfelt (1987) 
proposes a framework to describe how satisfied/dissatisfied consumers develop a consideration set and 
evaluate alternatives in the next purchase situation. According the framework, if consumers are satisfied 
with the brand last purchased, they more favorably evaluate the brand purchased and tend to repurchase 
the brand. However, if consumers are dissatisfied with the brand last purchased, they may evaluate all 
possible alternatives, including the brand last purchased, but they tend to less favorably evaluate the 
brand last purchased and switch to other companies. This framework can be used to understand how ex-
customers who are not satisfied with an ex-service provider perceive and respond to a winback offer. 
Bougie, Pieters and Zeelenberg (2003) finds that dissatisfaction makes customers angry, which increases 
their intention to switch and use negative word-of-mouth because angry customers believe they have 
been unfairly treated and the service provider is responsible for their dissatisfaction. Thus, ex-customers 
who are dissatisfied with an ex-service provider may not include the winback offer into their consideration 
set or may evaluate the winback offer with a negatively biased attitude toward the ex- service provider. On 
the other hand, if the customers are satisfied with a current service provider they would less favorably 
evaluate the winback messages from the ex-service provider and less likely to switch to the ex-service 
provider. Thus, this paper proposes that: 
 
Hypothesis 4a: Ex-customers who were not satisfied with an ex-service provider will show a weaker 
association between perceived functional benefits of a winback offer and relative attractiveness of a 
winback offer than those who were satisfied with ex-service provider. 
 
Hypothesis 4b: Ex-customers who were not satisfied with an ex-service provider will show a stronger 
association between perceived economic costs of a winback offer and relative attractiveness of a winback 
offer than those who were satisfied with ex-service provider. 
 
Hypothesis 5: Ex-customers who are satisfied with a current service provider will show a weaker 
association between relative attractiveness of a winback offer and intention to return than those who are 
not satisfied with a current -service provider. 
 
3. RESEARCH METHOD 
 
In order to collect data and test the proposed hypotheses, this paper employed scenario based online 
surveys which have successfully used in marketing studies (Bitner, Booms, and Tetreault, 1990). This 
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study, first, conducted focus group interviews with 20 undergraduates to develop adequate scenarios. 
Based on the focus group interviews, the researcher selected mobile phone service providers and 
developed scenarios for the main study where respondents were exposed to promotion messages from 
an ex-service provider. With the scenarios two variables – functional benefits and economic costs of a 
winback offer were manipulated and three research conditions were created (high benefits and low costs; 
high benefits and high costs; low benefits and low costs). Individuals may perceive and interpret the same 
messages or numbers in a different way, thus, general winback messages rather than specific messages 
were incorporated into scenarios.  
 
The respondents of surveys were 310 undergraduate students attending business classes at a Southern 
University. The participants who were not involved in the focus group interviews for developing scenarios 
and who had switching experiences from a mobile phone service provider to another were randomly 
assigned to a manipulated research condition. The participants, first, read a brief greeting message from 
the researcher, instructions for completing the questionnaire, and a consent agreement statement. In the 
instructions participants were told that the purpose of the study was to investigate what types of service 
elements are important in a mobile phone service industry to minimize the demand effects. Then, the 
participants answered questions on their satisfaction with an ex-mobile phone service company. Then 
they were exposed to a scenario in which benefits and costs of a winback offer were manipulated. Then, 
they answered questions of other key constructs and demographic variables. After collecting the data, the 
researcher examined the data and discarded twenty eight responses poorly or carelessly filled out. Thus, 
282 responses were available for further analysis. Regarding the demographics of the sample about 67% 
of the respondents were female, and the majority (85%) of the respondents was under 25 years old.  
 
The study includes six key constructs: functional benefits of a winback offer, economic costs of a winback 
offer, relative attractiveness of a winback offer, intention to return, satisfaction with an ex-service provider 
and satisfaction with a current service provider. Three items developed by the researcher through focus-
group interviews measured functional benefits of a winback offer and two items developed by the 
researcher measured economic costs of a winback offer. Four items from Jones et al. (2000)’s 
attractiveness of alternatives were adapted to measure relative attractiveness of a winback offer. Three 
items from Macham Ⅲ and Netemeyer’s (2002) repurchase intention were adapted to measure intention 
to return. Four items from Oliver and Swan’s (1989) service satisfaction scale were adapted to measure 
satisfaction with an ex-service provider and satisfaction with a current service provider. All the items were 
measured with 5 point scales. The final scale items appear in Table 1.   
 
In order to explore the impact of perceived benefits and costs of a winback offer on relative attractiveness 
of the winback offer and intention to return, three research conditions were created as described above. 
The means of the credibility check questions indicated that the respondents perceived the scenarios are 
credible (the scenario is believable (means= 3.59, std. deviation=1.03); the situation described in the 
scenario could actually happen in real life (means= 3.71, std. deviation=.89). In order to check the 
manipulation of the benefits and costs of a winback offer, the average scores of the manipulation-check 
items of benefits and costs (three items of benefits and two items of costs) were compared with t-tests. 
The respondents exposed to high benefit messages offer more favorably evaluated the benefits of a 
service product than the respondents exposed to low benefit messages. The means of the groups were 
different at p < .01 (t-value=11.33; high benefit mean=3.79 (std. deviation=.96) vs. low benefit mean =2.16 
(std. deviation=1.02). The results of analysis suggest that economic costs of a winback offer was also 
adequately manipulated (t-value=7.31, p < .01; high cost mean=3.36 (std. deviation=1.21) vs. low cost 
mean=2.22 (std. deviation=1.06). The manipulation check items of the benefits and costs of a winback 
offer were included in the main study to test hypotheses.  
 
4. TEST OF HYPOTHESES 
 
The researcher, first, conducted a confirmatory factor analysis (CFA) to assess the measurement model, 
including the examination of composite reliability and convergent validity. Table 1 provides the loadings, 
composite reliabilities, and the AVEs. Then, the researcher tested the proposed hypotheses except for the 
moderating relationships using structural equation modeling with LISREL 8.8, and examined the 
moderating impact of satisfaction with an ex-service provider (Hypothesis 4a and 4b ) and satisfaction 
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with a current service provider (Hypothesis 5) using a multi-sample analysis of LISREL 8.8.  
 
TABLE 1. RESULTS OF CONFORMATORY FACTOR ANALYSIS FOR THE MEASUREMENT MODEL 

 

Measurement item 
Standardized 

Loadings 
Composite 
Reliability 

Variance 
Extracted 

Functional benefits of a winback offer  .83 .62 
The new service plans are better than before 0.65   
There will be no dropped call because of its 

improved service coverage 0.89 
  

I will get better customer services 0.72   
Economic costs of a winback offer   .88 .79 
The monthly charge will be higher than before 0.89   
There will be hidden charges or fees 0.89   
Relative attractiveness of a winback offer  .87 .64 
If I needed to change a cell-phone service 
company, there are other good companies to 
choose from * 0.87 

  

I would probably be happy with the products and 
services of another cell-phone service company* 0.75 

  

Compared with the offer from the former cell phone 
company, there are other companies with which I 
would probably be more satisfied* 0.72 

  

Compared to the former cell-phone service 
company, there are not very many other 
companies with whom I could be satisfied. 0.71 

  

Intention to return  .94 .86 
I will accept the promotion offer and switch to the 
former cell-phone company 

   

Unlikely – Likely 0.93   
Very unprobable – Very probable 0.95   
No chance - Certain 0.90   
Satisfaction with an ex-service provider  .96 .86 
with the former cell-phone service company, my 
experience  

   

Very displeased – Very pleased 0.94   
Very unfavorable – Very favorable 0.94   
Very dissatisfied – Very satisfied 0.91   
Very unhappy – Very happy 0.93   
Satisfaction with a current service provider  .92 .75 
with the current cell-phone service company, my 
experience  

   

Very displeased – Very pleased 0.88   
Very unfavorable – Very favorable 0.82   
Very dissatisfied – Very satisfied 0.94   
Very unhappy – Very happy 0.81   

*The item was reversely coded for analysis 
 
Even though the chi-square statistic was significant (x2 (df) =939.78 (155), p< .01), other fit indices (NFI 
=.91; NNFI=.90; CFI =.90; RMSEA=.07) indicate a good fit (Hu and Bentler, 1999). All reliability measures 
are acceptable, with reliabilities above 0.80, and AVEs greater than .60 (Bagozzi and Yi, 1988). 
Discriminant validity was assessed by comparing the variance extracted for each construct to the square 
of each of the diagonal values within the Phi matrix for that construct (Fornell and Larcker, 1981). In all 
cases, the variance extracted exceeds the squared phi estimates, indicating good discriminant validity. 
The individual item loadings support the convergent validity of the measures since all indicator loadings 
for constructs are consistently high and significant (Anderson and Gerbing, 1988).  
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After the assessment of the measurement model, the hypotheses were tested using structural equation 
modeling with LISREL 8.8. The chi-square statistic was significant (x2 (df) =151.92 (48), p< .01); however, 
other model fit indices indicated a satisfactory model fit to the data (NFI =.91; NNFI=.91; CFI=.94; 
RMSEA=.06). Table 2 shows the relationship coefficient values and t-values of the proposed hypotheses.  
 

TABLE 2. RESULTS OF HYPOTHESIS TEST 
 

 
Relative attractiveness of  

a winback offer 
Intention to return 

 
Coefficient 
(t-value) 

Coefficient 
(t-value) 

Functional benefits of a winback offer 
.53 

(5.74) 
.24 

(2.33) 

Economic costs of a winback offer 
-.19 

(-2.96) 
-.01 

(-.16) 

Relative attractiveness of a winback 
offer  

 .19 
  (2.35) 

Model Comparisons for Moderation Test 

 
x2 df RMSEA CFI NFI 

∆x2 Test 
∆x2 (p-value) 

Base model for H4a and H4b 125.52 109 .03 .98 ..93  

Released relationship for H4a: 
Functional benefits of a winback offer  
Relative attractiveness of a winback offer 

121.03 108 .03 .98 .93 4.49 (.03) 

Released relationship for H4b: 
Economic costs of a winback offer  
Relative attractiveness of a winback offer 

124.11 108 .03 .98 .93 1.41 (.23) 

Base model for H5 126.06 109 .03 .98 .93 

Released relationship for H5: 
Relative attractiveness of a winback offer 
 Intention to return 

122.12 108 .03 .98 .93 3.94 (.05) 

 
This paper proposes that perceived economic costs of a winback offer is negatively related to relative 
attractiveness of a winback offer (Hypothesis 2a) and intention to return (Hypothesis 2b). The results 
supported Hypothesis 2a (γ= -.19, t-value= -2.96, p< .01); however, perceived economic costs of a 
winback offer was not related to intention to return (γ= -.01, t-value= -.16, p> .1). With regard to the 
relationship between functional benefits of a winback offer and relative attractiveness of a winback offer, 
the result showed that the perceived functional benefits has a significant positive effect on the 
attractiveness as proposed (Hypothesis 3a: γ= .53, t-value= 5.74, p< .01). The result also showed that 
perceived functional benefits of a winback offer has a positive impact on intention to return (Hypothesis 
3b: γ= .24, t-value= 2.33, p< .01). The relative attractiveness of a winback offer was expected to have a 
positive impact on intention to return. The result supported the hypothesis 1 (β = .19, t-value= 2.35, p< 
.01). 
 
Next, the moderating effect was examined using a multi-sample analysis of LISREL 8.8 following the 
procedures suggested by Steenkamp and Baumgartner (1998). In order to test the moderating effects of 
dis/satisfaction with an ex-service provider (Hypothesis 4a and 4b) and dis/satisfaction with a current 
service provider (Hypothesis 5), the respondents were divided into two groups with their levels of 
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satisfaction1. Then, a base model was established. In the base model, the factor loadings (λx and λy) and 
the relationships between constructs of the two groups were constrained to be equal. Then, the 
relationship between constructs which is moderated by a variable was released in an alternative model. 
Then the chi-square difference test was used to assess if the moderating effect is significant. The results 
of the multi-sample analysis are shown in Table 2. As expected in Hypothesis 4a the respondents who 
were not satisfied with an ex-service provider (γ= .40, t-value= 2.63, p< .01) show that functional benefits 
of a winback offer has a weaker impact on relative attractiveness of a winback offer than those who were 
satisfied with an ex-service provider (γ= .56, t-value= 4.99, p< .01). However, the relationship between 
economic costs of a winback offer and relative attractiveness of a winback offer was not moderated by 
satisfaction with an ex-service provider (∆x2 (df=1) = 1.41, p > .1). As proposed in Hypothesis 5, 
satisfaction with a current service provider moderates the relationship between relative attractiveness of a 
winback offer and intention to return ((∆x2 (df=1) = 3.94, p < .05). Respondents who are satisfied with a 
current service provider show that relative attractiveness of a winback offer is positively related to 
intention return but its influence on intention to return was lower. (those who are satisfied with a current-
service provider: β = .12, t-value= 1.98, p< .05) vs. those who are not satisfied with a current -service 
provider: (β = .23, t-value= 2.05, p< .01). 
 
5. DISCUSSIONS  
 
Previous marketing research has addressed either how companies acquire new customers or how they 
keep current customers loyal, overlooking their ex-customers. Only a few academic studies have explored 
reacquisition of ex-customers, but they describe the general procedures of reacquiring ex-customers 
(Griffin and Lowenstein 2001; Stauss and Friege 1999) or investigate only a narrow range of ex- 
customers’ behaviors (Thomas et al. 2004). Thus, this study develops a conceptual model of reacquisition 
in order to provide a more realistic and comprehensive perspective on ex-customers’ perception and 
behaviors.  
 
From the literature review, the two factors, economic costs and functional benefits, are suggested as the 
influence factors of the perceived relative attractiveness of a winback offer. Previous studies, such as 
Thomas et al. 2004, have focused on the cost aspects of a winback offer and argued that price of a 
service product has a direct impact on individuals’ intention to return. This study, however, finds that the 
cost elements of a winback offer indirectly influence individuals’ willingness to re-establish a former 
relationship through relative attractiveness of a winback offer. Moreover, the quality elements of a service 
product, functional benefits of a winback offer, have much higher impact on individuals’ perception on and 
responses to a winback offer. The influence factors can be regarded as the attributes of a winback offer in 
that the factors represent the content of a service product (a winback offer) and its financial charge and 
delivery system. Thus, companies should carefully combine the attributes of a winback offer to revitalize 
relationships with ex-customers.  
 
Dis/satisfaction with the previous service provider is proposed as the moderating variable which affects 
the associations between the influence factors and the attractiveness of a winback offer. When customers 
switched to competitors because they were not satisfied with the ex-service provider and/or its service 
products they less favorably evaluate promotion messages from the ex-service provider. Thus, in order to 
increase the effectiveness of a winback offer service providers need to analyze the data on ex-customers 
and identify the right targets for a winback offer. This study also finds that dis/satisfaction with the current 
service provider moderates the association between the attractiveness of a winback offer and intention to 
return. When customers are satisfied with a current service product and service provider they less likely to 
terminate the current relationship even though they perceive that an offer from an ex-service provider is 
good. 

                                            
1 Two samples to test hypothesis 4a and 4b : Respondents who are not satisfied ( the average score of the four 

items of satisfaction with an ex-service provider < 3 (the median point of the 5 point scale) vs. Respondents who 
are satisfied ( the average score of the four items of satisfaction with an ex-service provider > 3.  Two samples to 
test hypothesis 5 : Respondents who are not satisfied ( the average score of the four items of satisfaction with a 
current service provider < 3 vs. Respondents who are satisfied ( the average score of the four items of satisfaction 
with a current service provider > 3. 
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There are some limitations of this research and areas that need further research. In order to test the 
proposed model this paper used scenario based surveys and undergraduate students at a Southern 
University participated in the surveys. Even though student samples were adequate for the study in that 
students are the actual consumers and have switching experiences in the selected service industry, the 
findings might not be generalized to other samples and other purchase/consumption situations. For the 
scenarios, this paper didn’t use an actual promotion messages; thus, the contents and structure of 
messages which may influence consumers’ perception and interpretation have not been addressed here. 
Thus, future research may use different research method to explore perception and responses of ex-
customers. Regarding ex-customers, this research grouped them in the context of dis/satisfaction with 
both an ex-service provider and a current service provider since each customer group will be likely to 
react to a winback offer in a different way. However, the attractiveness of a winback offer can also depend 
on customers’ prior purchase history (e.g., amount, frequency, etc.) or length of relationship (e.g., long-
term relationship, short-term relationship) since prior history with service providers tends to give more 
practical information to assess the effectiveness of various winback offers. Finally, according to Gutek, 
Bhappu, Liao-Troth, and Cherry (1999), service encounters can be divided into three conceptually distinct 
mechanisms for delivering service such as true relationships, pseudo-relationships, and encounters. In a 
true service relationship where a customer identifies a particular employee as the customer’s service 
provider, customers expect to receive relational benefits as a result of having cultivated long-term 
relationships with a service provider (Gwinner, Gremler, and Bitner 1998). On the other hand, in a 
pseudo-relationship where a customer does not get to know any individual service provider but the 
customer identifies a service firm, the customer does anticipate future interaction with the company but 
not with a particular service employee (Gutek et al. 1999). Therefore it will be meaningful to examine how 
the relational bond between employees and customers influences customers’ attractiveness of a winback 
offer. 
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ABSTRACT 
 
This study aims at examining the effects of audit ethics on audit outcome of certified public accountants 
(CPAs) in Thailand. Audit ethics consists of trustworthiness, respect, responsibility, fairness, caring, and 
citizenship. In this study, 113 CPAs in Thailand are the sample of the study. The results of this study 
indicate that (1) trustworthiness has a significant positive relationship with audit outcome, (2) respect has 
an important positive association with audit outcome, (3) responsibility has a potential positive connection 
with audit outcome, (4) fairness has a significant positive effect on audit outcome, (5) caring has an 
important positive impact on audit outcome, and (6) citizenship has a potential positive influence on audit 
outcome. Accordingly, audit ethics (trustworthiness, respect, responsibility, fairness, caring, and 
citizenship) become a key determinant of driving and explaining audit outcome. Greater audit ethics is 
positively linking to superior audit outcome. Potential discussion is efficiently implemented in the study. 
Theoretical and professional contributions are explicitly provided. Conclusion and suggestions and 
directions for future research are also highlighted.   
   
Keywords: Audit Ethics, Trustworthiness, Respect, Responsibility, Fairness, Caring, Citizenship, 
Certified Public Accountant (CPAs)  
  
1. INTRODUCTION 
 
Nowadays, ethics becomes a main requirement of doing businesses in any activity, function and strategy. 
It enhances firms to gain acceptance, reliability, creditability, image, and reputation from stakeholders and 
others. Similarly, auditors also need to provide ethics in the audit jobs and works by performing best audit 
practices in order to achieve audit quality, audit performance, audit outcome, audit survival, and 
sustainability. Hence, audit ethics plays a significant role in increasing audit outcome. Greater audit ethics 
is positively related to more successful audit practices and superior audit outcome. Accordingly, audit 
ethics become a key driver in determining and explaining audit outcome in the audit works. Thus, the 
relationships between audit ethics and audit outcome are needed to investigate details. 
 
Here, audit outcome is predicted from audit ethics, and it is a consequence of performing the best audit 
practices, activities and functions. Audit ethics is a process which measures the internal and external 
consistency of auditors’ values base in the audit practices via intended for accountability and 
transparency towards stakeholders (Ionescu, 2003). Mainly, it enables auditors to establish clear 
guidelines about the limits of acceptable behaviors which are consistent world-wide. Also, there are six 
dimensions of audit ethics; including trustworthiness, respect, responsibility, fairness, caring, and 
citizenship (Schwartz, 2002). Firstly, trustworthiness is the notion of honesty, integrity, reliability, and 
loyalty. Secondly, respect is the notion of respect human rights. Thirdly, responsibility is the notion of 
accountability. Fourthly, fairness is the notion of process, impartiality and equity. Fifthly, caring is the 
notion of avoiding unnecessary harm. Lastly, citizenship is the notion of obeying laws and protecting the 
environment. Thus, audit ethics is hypothesized to have a positive relationship with audit outcome. The 
audit ethics-audit outcome relationships are thoroughly examined. 
 
Interestingly, audit ethics plays a significant role in driving, determining and explaining audit outcome. 
Hence, this study aims at investigating the effects of audit ethics on audit outcome of certified public 
accountants (CPAs) in Thailand. Audit ethics includes trustworthiness, respect, responsibility, fairness, 
caring, and citizenship, and they are the independent variables of the study. Also, audit outcome is the 
dependent variable of the study. The key research questions are: (1) How trustworthiness is related to 
audit outcome, (2) How respect is associated with audit outcome, (3) How responsibility is interacted with 
audit outcome, (4) How fairness is connected with audit outcome, (5) How caring is linked to audit 
outcome, (6) How citizenship is integrated with audit outcome, and (7) Whether the research relationships 
are positive.  
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This study is outlined as follows. Literature review of audit ethics (trustworthiness, respect, responsibility, 
fairness, caring, and citizenship) and audit outcome is addressed and examined; and significant research 
hypotheses developments are presented. Next, the research methods used to test the hypotheses are 
discussed including sample selection and data collection procedure, variables and methods. The results 
of the study derived from 113 certified public accountants (CPAs) in Thailand are indicated and their 
reasonable discussions with existing literature supports are shown. Lastly, the study concludes by 
discussing implications for theories and practices, identifying limitations of the study, and providing 
suggestions and directions for future research.  
 
2. AUDIT ETHICS AND AUDIT OUTCOME AND HYPOTHESES DEVELOPMENTS 
 
In this study, the relationships between audit ethics (trustworthiness, respect, responsibility, fairness, 
caring, and citizenship) and audit outcome are explicitly investigated. Then, to effectively verify the 
aforementioned associations, the conceptual, linkage, and research model presents the relationships, as 
shown in Figure 1.   
 

FIGURE 1 
 RESEARCH MODEL OF THE AUDIT ETHICS-AUDIT OUTCOME RELATIONSHIPS 

 

                                       
                                                                                 
                                         
                           Technical                                  
                                                                            H1-H6          
                                                                                                                         
                      
                                              
                                     
 
 
Audit Ethics 
Audit ethics is a main driver of determining and explaining audit outcome and it refers to a process which 
measures the internal and external consistency of auditors’ values base in the audit practices via 
intended for accountability and transparency towards stakeholders (Ionescu, 2003). Mainly, it enables 
auditors to establish clear guidelines about the limits of acceptable behaviors which are consistent world-
wide. Auditors with greater audit ethics are likely to better detect fraud and more provide a self-report 
fraud. They have attempted to perform their audit activities, strategies, functions, and practices 
successfully in order to achieve superior audit outcome through audit efficiency, audit effectiveness and 
audit success. Then, audit ethics has a positive relationship with audit outcome. Also, audit ethics is 
defined as an ethical behavior through integrity, credibility, fairness, dialogue, transparency, dignity, 
legality, civic commitment, environment, and responsibility in the audit works (Garcia-Marza, 2005). 
Essentially, it is definitive guarantee of the fulfillment or satisfaction of the expectations placed in the 
auditing process. It encourages auditors to be aware of the integration among economic, social and 
environmental benefits. Auditors with more audit ethics are likely to provide the best audit practices for 
achieving audit quality, audit performance, audit success, audit survival, and audit sustainability. Thus, 
audit ethics is positively associated with audit outcome. Likewise, audit ethics is a process which auditors 
take up a dialogue with major stakeholders to report on audit activities with a view to shaping future ones 
via compliance with audit standards, laws, regulations, and rules (Rosthorn, 2000). Besides, it enhances 
auditors to provide systematic and reliable audit practices in making reliability and credibility in the audit 
works insuring audit quality, audit performance and audit outcome.                  
 
Interestingly, audit ethics plays a significant role in enhancing audit outcome and it is defined as a set of 
rules and principles designed to rule out undesirable activities in the audit works (Dedoulis, 2006). It 
makes explicit references to the public interest, integrity, objectivity, and independence of audit practices. 
Auditors with greater audit ethics tend to better protect their public interests, secure their social privileges, 
and promote the reputation of professionalism. They outstandingly provide professionals to respond to 
various legitimacy challenges. Accordingly, they are likely to achieve superior audit outcome in the 

Audit Ethics 
• Trustworthiness  
• Respect 
• Responsibility 
• Fairness 
• Caring 
• Citizenship 

 
 

Audit Outcome 
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auditing process. Moreover, audit ethics is fundamental and essential based upon an awareness of audit 
standards and their implementation, and a commitment to honor duties to society that encompass the 
public interest and welfare of all stakeholders (Satava, Caldwell and Richards, 2006). It is critical to 
enabling the auditing profession to reclaim a reputation of creditability in the public eye. Auditors who are 
aware of audit ethics seem to implement standards and procedures capable of reducing the chances of 
criminal conduct; communicate these standards and procedures to their relatives; take steps to ensure 
compliance through monitoring and auditing; and employ consistent disciplinary mechanisms. Hence, 
they potentially perform successful audit practices and gain audit outcome, such as audit efficiency, audit 
effectiveness and audit success. 
 
Linking audit ethics to audit outcome, auditors are explicitly aware with ethics in the auditing process in 
order to provide best audit practices for achieving audit quality, audit performance and audit outcome. In 
the existing literature, audit ethics is a basic tenet of professional conducts and a common set of 
fundamental principles for providing appropriate audit activities, functions and strategies. It includes public 
interest, integrity, objectivity, independence, competence, due care, professional behavior, image, 
profession, compliance of technical standards and other standards of the body, and confidentiality 
(Velayutham, 2003). Furthermore, audit ethics also consists of integrity (coherence between what is said 
and what is done), credibility ( trust in the expectations placed in the works), fairness (equal distribution of 
burdens and benefits), dialogue (possibility for participation and consensus mechanisms among the 
various groups involved and/or affected), transparency (truthfulness, intelligibility and accessibility internal 
and external communication structures), dignity (respect for and encouragement of human rights and of 
the values involved in reciprocal recognition between individuals), legality (compliance with laws and legal 
provisions), civic commitment (contribution to local and regional development, co-responsibility for social 
order), environment (position on the maintenance and improvement of the environment), and 
responsibility (capacity for anticipation of and response to social expectations and demands) (Garcia-
Marza, 2005).  
 
Here, there are six dimensions of audit ethics; including trustworthiness, respect, responsibility, fairness, 
caring, and citizenship (Schwartz, 2002). Firstly, trustworthiness is the notion of honesty, integrity, 
reliability, and loyalty. Secondly, respect is the notion of respect to human rights. Thirdly, responsibility is 
the notion of accountability. Fourthly, fairness is the notion of process, impartiality and equity. Fifthly, 
caring is the notion of avoiding unnecessary harm. Lastly, citizenship is the notion of obeying laws and 
protecting the environment. All dimensions of audit ethics are hypothesized to have a positive relationship 
with audit outcome. Greater trustworthiness, respect, responsibility, fairness, caring, and citizenship are 
likely to have higher audit outcome. Then, they are proposed to play a significant role in determining, 
driving and explaining audit outcome in the audit works. Therefore, the research relationships are 
hypothesized as shown below.     
 
Hypothesis 1: The greater the trustworthiness is, the more likely that auditors will achieve more 
audit outcome. 
 
Hypothesis 2: The greater the respect is, the more likely that auditors will achieve more audit 
outcome. 
 
Hypothesis 3: The greater the responsibility is, the more likely that auditors will achieve more 
audit outcome. 
 
Hypothesis 4: The greater the fairness is, the more likely that auditors will achieve more audit 
outcome. 
 
Hypothesis 5: The greater the caring is, the more likely that auditors will achieve more audit 
outcome. 
 
Hypothesis 6: The greater the citizenship is, the more likely that auditors will achieve more audit 
outcome. 
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3. RESEARCH METHODS 
 
3.1 Sample Selection and Data Collection Procedure 
In this study, 500 certified public accountants (CPAs) in Thailand were selected as the sample. A mail 
survey procedure via questionnaire was used for data collection. The key informants were certified public 
accountants (CPAs) in Thailand. With regard to the questionnaire mailing, 38 surveys were undeliverable 
because some CPAs had moved to unknown locations. Deducting the undeliverables from the original 
500 mailed, the valid mailing was 473 surveys, from which 119 responses were received. Of the surveys 
completed and returned, 113 were usable. The effective response rate was approximately 23.89%. 
According to Aaker, Kumar and Day (2001), the response rate for a mail survey, with an appropriate 
follow-up procedure, if greater than 20% is considered acceptable.    
 
To test potential and non-response bias and to detect and consider possible problems with non-response 
errors, the assessment and investigation of non-response-bias were centered on two different 
procedures: (1) a comparison of sample statistics and known values of the population, such as job 
experience and average incomes per month, and (2) a comparison of the first wave and the second wave 
data as recommended by Armstrong and Overton (1977). In this regard, neither procedure showed 
significant differences.   
 
3.2 Variables    
In this study, audit outcome is the dependent variable of the study, and it refers to a consequence of 
performing best audit practices, activities and functions. Three-item scale was developed to measure how 
auditors explicitly provide audit efficiency, audit effectiveness and audit success in the audit works. 
 
Audit ethics is the independent variable of the study and it refers to a process which measures the 
internal and external consistency of auditors’ values base in the audit practices via intended for 
accountability and transparency towards stakeholders (Ionescu, 2003). Mainly, it includes trustworthiness, 
respect, responsibility, fairness, caring, and citizenship. Firstly, trustworthiness is the notion of honesty, 
integrity, reliability, and loyalty (Schwartz, 2002). Four-item scale was developed to assess how auditors 
practice their duties, activities, functions, and strategies by emphasizing on honesty, integrity, reliability, 
and loyalty in the audit works. Secondly, respect is the notion of respect human rights (Schwartz, 2002). 
Three-item scale was developed to measure how auditors are aware with human rights. Thirdly, 
responsibility is the notion of accountability (Schwartz, 2002). Three-item scale was developed to 
evaluate how auditors are concerned with accountability. Fourthly, fairness is the notion of process, 
impartiality and equity (Schwartz, 2002).   
Three-item scale was developed to assess how auditors provide process, impartiality and equity. 
Fifthly, caring is the notion of avoiding unnecessary harms (Schwartz, 2002). Three-item scale was 
developed to gauge how auditors emphasize on avoiding unnecessary harm. Lastly, citizenship is the 
notion of obeying laws and protecting the environment (Schwartz, 2002). Three-item scale was developed 
to evaluate how auditors practice obeying laws and protecting the environment. 
For the control variable, job experience is likely to affect the aforementioned relationships. It may 
influence an auditor’s competencies and capabilities through audit learning capacities and audit activities. 
It was measured by number of years an auditor has practiced the auditing profession.  
 
3.3 Methods   
Here, factor analysis was implemented to assess the underlying relationships of a large number of items 
and to determine whether they can be reduced to a smaller set of factors. The factor analysis was 
conducted separately on each set of the items representing a particular scale due to limited observations. 
This analysis has a high potential to inflate the component loadings. Thus, a higher rule-of-thumb, a cut-
off value of 0.40, was adopted (Nunnally and Bernstein, 1994). All factor loadings are greater than the 
0.40 cut-off and are statistically significant. The reliability of the measurements was evaluated by 
Cronbach alpha coefficients. In the scale reliability, Cronbach alpha coefficients are greater than 0.70 
(Nunnally and Bernstein, 1994). The scales of all measures appear to produce internally consistent 
results; thus, these measures are deemed appropriate for further analysis because they express an 
accepted validity and reliability in this study. Table 1 presents the results for both factor loadings and 
Cronbach alpha for multiple-item scales used in this study. 
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TABLE 1  

RESULTS OF MEASURE VALIDATION 
   

Items Factor Loadings Cronbach Alpha 

Audit Outcome (AO) 0.86-0.92 0.86 
Trustworthiness (TR) 0.77-0.93 0.89 

Respect (RP) 0.76-0.88 0.76 

Responsibility (RE) 0.88-0.95 0.90 

Fairness (FA) 0.79-0.93 0.79 

Caring (CA) 0.85-0.94 0.88 

Citizenship (CI) 0.84-0.91 0.86 
 
The ordinary least squares (OLS) regression analysis is used to test and examine the hypothesized 
relationships between audit ethics and audit outcome of certified public accountants (CPAs) in Thailand. 
Then, the aforementioned variables play significant roles in explaining the research relationships. 
Because all dependent variables, independent variables, and the control variable in this study were 
neither nominal data nor categorical data, OLS is an appropriate method for examining the hypothesized 
relationships (Aulakh, Kotabe and Teegen, 2000). With the interest of understanding the relationships in 
this study, the research model of these relationships is depicted as follows.  
 

Equation 1: AO  = 01 + 1TR + 2JE +  
  

Equation 2: AO  = 02 + 3RP + 4JE +  
 

Equation 3: AO  = 03 + 5RE + 6JE +  
 
Equation 4: AO  = 04 + 7FA + 8JE +  
 
Equation 5: AO  = 05 + 9CA + 10JE +  
 
Equation 6: AO  = 06 + 11CI + 12JE +  

 
Equation 7: AO  = 07 + 13TR + 14RP + 15RE + 16FA + 17CA + 18CI + 19JE +  

 
4. RESULTS AND DISCUSSION 
 

TABLE 2 
DESCRIPTIVE STATISTICS AND CORRELATION MATRIX  

 
Variables AO TR RP      RE      FA CA CI JE 

Mean 4.20 4.49 4.41 4.40 4.28 4.29 4.27 12.50 
Standard Deviation 0.51 0.48 0.49 0.51 0.50 0.64 0.58 3.92 
Audit Outcome (AO)         
Trustworthiness (TR) 0.58***        
Respect (RP) 0.43*** 0.73***       
Responsibility (RE) 0.65*** 0.74*** 0.69***      
Fairness (FA) 0.68*** 0.75*** 0.68*** 0.75***     
Caring (CA) 0.21 0.39*** 0.56*** 0.38*** 0.47***    
Citizenship (CI) 0.63*** 0.67*** 0.66*** 0.73*** 0.73*** 0.59***   
Job Experience (JE) -0.05 0.10 0.17 0.04 -0.03 0.23** 0.11  

**p<.05, ***p<.01 
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Table 2 presents the descriptive statistics and correlation matrix for all variables. With respect to potential 
problems relating to multicollinearity, variance inflation factors (VIFs) were used to provide information on 
the extent to which non-orthogonality among independent variables inflates standard errors. The VIFs 
range from 1.00 to 4.19, well below the cut-off value of 10 recommended by Neter, Wasserman and 
Kutner (1985), meaning that the independent variables are not correlated with each other. Therefore, 
there are no substantial multicollinearity problems encountered in this study.  
 

TABLE 3 
RESULTS OF REGRESSION ANALYSISa 

 
Independent Dependent Variable 

Variables AO AO AO AO AO AO AO 
TR 0.58***      0.01 

 (0.09)      (0.14) 
RP  0.49***     0.13 

  (0.10)     (0.12) 
RE   0.65***    0.24* 

   (0.08)    (0.15) 
FA    0.69***   0.43*** 

    (0.08)   (0.13) 
CA     0.23**  0.23* 

     (0.11)  (0.10) 
CI      0.66*** 0.38*** 
      (0.08) (0.13) 

JE -0.11 -0.13 -0.07 -0.03 -0.10 -0.11 0.01 
 (0.11) (0.12) (0.10) (0.10) (0.14) (0.10) (0.10) 

Adjusted R2 0.32 0.21 0.41 0.46 0.03 0.42 0.55 
*p<.10, **p<.05, ***p<.01, a Beta coefficients with standard errors in parenthesis. 
 
Table 3 shows the results   of   OLS   regression   analysis   of the relationships between audit ethics and 
audit outcome. Audit ethics consist of trustworthiness, respect, responsibility, fairness, caring, and 
citizenship. Firstly, trustworthiness has a significant positive relationship with audit outcome (b1 = 0.58, p 
< 0.01). Mainly, trustworthiness is the notion of honesty, integrity, reliability, and loyalty (Schwartz, 2002). 
In the audit works, it explicitly enhances auditors to provide audit practices that are concerned with audit 
standards, regulations and rules and it potentially make stakeholders to have honesty, integrity, reliability, 
and loyalty in their audit activities, functions and strategies. Accordingly, auditors with greater 
trustworthiness are likely to more succeed in the audit jobs and achieve superior audit quality, audit 
performance and audit outcome. Therefore, Hypothesis 1 is supported. 
 
Respect is the second dimension of audit ethics and it has an important positive connection with audit 
outcome (b3 = 0.49, p < 0.01). Here, respect refers to the notion of respect to human rights (Schwartz, 
2002). It outstandingly reflects the professional audit practices that are aware of receptions and 
perceptions of stakeholders in utilizing information which is established from auditors’ works. Auditors with 
higher respect seem to provide more clear and transparent information to stakeholders and others and 
they who are accepted from stakeholders and others have performed professional audit practices, audit 
activities, audit functions, and audit strategies. Thus, respect is positively related to audit outcome. 
Therefore, Hypothesis 2 is supported. 
 
Responsibility is the third dimension of audit ethics and it has a potential positive association with audit 
outcome (b5 = 0.65, p < 0.01; b15 = 0.24, p < 0.10). In the existing literature, responsibility is the notion of 
accountability (Schwartz, 2002). It encourages auditors to practice their jobs and works that follow audit 
standards by committing to functions, disclosures and reporting to stakeholders and others. Auditors with 
more responsibility tend to perform their jobs very well in order to achieve audit quality, audit outcome, 
audit survival, and audit sustainability. Hence, responsibility plays a significant role in driving, determining 
and explaining audit outcome. It is positively associated with audit outcome. Therefore, Hypothesis 3 is 
supported.  
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Fairness is the fourth dimension of audit ethics. It has a critical positive interaction with audit outcome (b7 
= 0.69, p < 0.01; b16 = 0.43, p < 0.01). Also, fairness is the notion of process, impartiality and equity 
(Schwartz, 2002). It forces auditors to perform audit jobs and works by being aware of justice and 
balancing. Auditors who are concerned with fairness have gained audit quality and audit outcome and 
have achieve reliability, credibility, image, and reputation. Also, they seem to be accepted from 
stakeholders and others. Hence, fairness is a main determinant of explaining audit outcome. It has a 
positive influence on audit outcome. Therefore, Hypothesis 4 is supported. 
 
Caring is the fifth dimension of audit ethics and it has a significant positive effect on audit outcome (b9 = 
0.23, p < 0.04; b17 = 0.23, p < 0.10). In this study, caring is defined as the notion of avoiding unnecessary 
harm (Schwartz, 2002). It supports auditors to perform audit jobs and works by attempting to avoid 
unnecessary harm. Auditors with greater caring are likely to provide best audit practices in order to 
achieve good audit reports and gain audit quality, audit performance and audit outcome. Thus, they seem 
to be more aware of possible accidents that affect the quality of audit works. Hence, caring is a key driver 
in increasing a level of audit outcome. It has a positive influence on audit outcome. Therefore, 
Hypothesis 5 is supported. 
 
Lastly, citizenship is the sixth dimension of audit ethics and it has an important positive impact on audit 
outcome. Essentially, citizenship is the notion of obeying laws and protecting the environment (Schwartz, 
2002). It enhances auditors to perform audit practice, functions, activities, and strategies through intense 
concern with audit standards and other related laws, including community, society and environment. 
Auditors with more citizenship are likely to succeed in the audit jobs achieve success and be accepted by 
stakeholders and others, achieve superior reliability, creditability, image, and reputation, and gain audit 
quality, performance and audit outcome. Thus, citizenship is necessary to enhance audit outcome. It has 
a positive influence on audit outcome. Therefore, Hypothesis 6 is supported. 
    
According to the aforementioned discussion, audit ethics is an important concept that drives, determines 
and explains audit outcome. All dimensions of audit ethics (trustworthiness, respect, responsibility, 
fairness, caring, and citizenship) have a positive relationship with audit outcome. In sum, greater 
trustworthiness, respect, responsibility, fairness, caring, and citizenship are likely to improve audit quality, 
audit performance and audit outcome. 
 
 
5. CONTRIBUTIONS AND DIRECTIONS FOR FUTURE RESEARCH 
 
5.1 Theoretical Contribution and Directions for Future Research 
This study is an attempt to provide a clearer understanding of the associations between audit ethics and 
audit outcome. It provides unique theoretical contribution expanding on previous knowledge and literature 
of audit ethics (trustworthiness, respect, responsibility, fairness, caring, and citizenship) and audit 
outcome. For advancing the field theoretically, this study has attempted to focus on the aforementioned 
relationships of certified public accountants (CPAs) in Thailand. To outstandingly expand the 
aforementioned relationships, future research is then needed to search for other independent variables, 
mediating variables and moderating variables and include them in the aforementioned conceptual model. 
Also, future research is needed to test the audit ethics-audit outcome relationships by focusing on an 
overview of audit ethics, but do not separate the six dimensions which include trustworthiness, respect, 
responsibility, fairness, caring, and citizenship. Likewise, future research is needed to collect data from 
larger population and/or comparative population or from other auditing professions in order to increase 
the level of reliable results.  
 
5.2 Professional Contribution  
This study potentially helps auditors identify and justify key components that may be more critical in a 
rigorously auditing profession. Audit ethics is a main determinant in driving and explaining audit quality, 
audit performance, audit outcome, audit survival, and audit sustainability. It includes trustworthiness, 
respect, responsibility, fairness, caring, and citizenship. Auditors need to provide audit ethics through the 
best audit practices, activities, functions, and strategies in order to achieve audit outcome. Moreover, they 

                                       REVIEW OF BUSINESS RESEARCH, Volume 12, Number 4, 2012                      83



 

 

 

attempt to provide audit ethics for gaining reliability, creditability, image, and reputation from stakeholders 
and others. Hence, they may put more emphasis on the aforementioned concepts than on other 
variations. To maximize the benefits and advantages of audit outcome, auditors need to furnish other 
resources for their trustworthiness, respect, responsibility, fairness, caring, and citizenship and create 
new opportunities in the auditing profession and environments. 
 
6. CONCLUSION 
 
Audit ethics becomes a key driver in determining and explaining audit outcome and it is a process which 
measures the internal and external consistency of auditors’ values base in the audit practices via 
accountability and transparency for stakeholders. Mainly, it enables auditors to establish clear guidelines 
as to the limits of acceptable behaviors which are consistent world-wide. Thus, the study of audit ethics 
and it relationships are necessary. Accordingly, the objective of this study is to investigate the influences 
of audit ethics on audit outcome of certified public accountants (CPAs) in Thailand. Audit ethics includes 
trustworthiness, respect, responsibility, fairness, caring, and citizenship. In this study, 113 CPAs in 
Thailand are the sample of the study. With respect to the result of the study, trustworthiness firstly has a 
significant positive relationship with audit outcome. Secondly, respect has an important positive 
association with audit outcome. Thirdly, responsibility has a potential positive connection with audit 
outcome. Fourthly, fairness has a significant positive effect on audit outcome. Fifthly, caring has an 
important positive impact on audit outcome. Sixthly, citizenship has a potential positive influence on audit 
outcome. In sum, audit ethics (trustworthiness, respect, responsibility, fairness, caring, and citizenship) 
plays a significant role in determining, driving and explaining audit outcome. To increase the benefits of 
the study, future research is needed to search for other independent variables, mediating variables and 
moderating variables and include them in the conceptual model; and to collect data from larger population 
and/or comparative population or from other auditing professions. 
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AN EFFECTIVE ACTIVE APPROACH FOR TEACHING ACCOUNTING IN THE 21st CENTURY:  
USING ACTIVE LEARNING, AN ON-LINE COURSE MANAGEMENT SYSTEM, AND A STUDENT 

RESPONSE SYSTEM 
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ABSTRACT 
 
Many studies (Raux and Smith, 2007, Bonwell and Eison, 1991, Meyers and Jones, 1993, Raux, 2004, 
Smith and Meador, 2001) have shown that students retain more information when active learning is 
utilized in the classroom. Additionally, professional organizations and professional and corporate 
employers indicate that they prefer to hire students that can learn actively, can think critically, and are 
adept at the second-level learning skills (critical thinking, communication skills, interpersonal skills, 
technical skills, and analytical skills). This article discusses how to effectively select and use On-Line 
Course Management Systems in accounting classes. Textbook publishers promote web-based course 
management systems such as Wiley’s WileyPlus, Cengage Learning’s CengageNow, and McGraw-Hill’s 
Connect.  Heizer, Render, and Watson, 2009, found that using a web-based course management system 
led to improved student learning. It also includes the use of student response systems (SRS) and 
considers the characteristics of Generation Y students.  The objective to this combined approach is to 
expose students to active learning, improving students' retention of new knowledge, and increase 
students' second-level learning skills. The purpose of this paper is to assist accounting professors that are 
considering adoption of active learning strategies such as on-line learning and SRS—both of which have 
proven, as indicated in the literature review below, to be an effective means of increasing active learning. 
This article will briefly describe the technology; describe the goals and uses of on-line learning and SRS; 
summarize why such methods might be effective with Generation Y students, and explain how both have 
been successfully used in my classes.  It will also provide a brief summary of the positive results of using 
these techniques from the published research. 

Keywords: active learning, online learning, clickers, student response systems, retention, financial 
accounting, teaching methods 

1. INTRODUCTION 
 
One of the primary objectives of a college accounting courses is that students learn and retain concepts 
for use in learning and retention of material learned for subsequent use in later courses and the student's 
eventual career. Anecdotal evidence and some recent studies (such as Raux and Smith, 2007) suggest 
that many students learn more and retain the information better when active learning techniques are 
utilized.  This paper provides guidance to accounting educators working with primarily Generation Y 
students (born between 1977 and 1994) to implement effective methods to increase the amount of 
learning and the retention of such material through two specific active learning strategies: student 
response systems and web-based learning. The following sections illustrate why active learning (utilizing 
a new pedagogy and SRS) and online learning are methods that may help students (particularly 
Generation Y students) to master and retain the course material more effectively.  This new course 
pedagogy that uses on line learning and student response systems is structured around discussion of the 
concepts—most professors do not emphasize concepts much, yet concepts are the key to understanding. 

1.1 WHY USE ACTIVE LEARNING INSTEAD OF PASSIVE LEARNING 

Information on average learning retention rates from the National Training Laboratories (NTL, 2006) in 
Bethel, Maine indicates that students retain as little as 5% from lectures and 10% from reading. This 
clearly demonstrates that the passive learning activities of reading the textbook and attending lecture are 
not effective methods for helping students to retain material.  This is especially true in accounting 
education where understanding concepts will be necessary for students to learn subsequent material 
because material learned in earlier courses is the foundation for material learned in later classes.  Even 
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when the teaching methods are combined, such as a Power Point presentation that is seen, heard, and 
read, the retention rate is only about 20%. However, when a student learns by actually doing something, 
active learning, they retain about 75%. If the student actually does something and then explains it to 
someone else, then the retention rate increases to the 90% range. 

Other studies (Bonwell and Eison, 1991, Meyers and Jones, 1993, and Raux, 2004) have examined 
classroom learning methods and found that today's students learn more, retain more, and are more 
successful when active learning methods are employed in the classroom as opposed to traditional 
passive learning methods. Smith and Meador (2001) found that students using active learning methods in 
principles of financial accounting had statistically higher grades (12.8% fewer D and F grades) and 
statistically lower drop rates (12% lower drop rate) than students using passive learning methods.  

The American Accounting Association's (AAA, 1986) Committee on Future Structure, Content and Scope 
of Accounting Education (the Bedford Committee) called for accounting education to take a much broader 
role than what is still currently offered by most universities today. Consider the following quote from the 
Bedford report: "There is little doubt that the current content of professional accounting education, which 
has remained substantially the same over the past 50 years, is generally inadequate for the future 
accounting professional. A growing gap exists between what accountants do and what accounting 
educators teach.... Accountants who remain narrowly educated will find it more difficult to compete in an 
expanding profession.... The Committee's analysis of accounting practice has indicated that accounting 
education as it is currently approached requires major adjustments between now and the year 2000." The 
Big 8 White Paper (1989) advocated changes in accounting education and felt so strongly that change 
was needed that they contributed five million dollars to fund the Accounting Education Change 
Commission (1990). The Commission called for significant changes in accounting education in several 
publications and funded of innovations in accounting education programs at several schools. 

These studies clearly indicate that professors need to increase the use of teaching methods that promote 
active and cooperative learning in order to achieve the goal of increasing student retention. This requires 
some major changes in the "typical" accounting class. Historically, according to the above studies, 
accounting classes have been predominately a lecture format that promoted passive learning by 
students. Many accounting students are introverted and reflective and would prefer to be passive in the 
classroom, therefore, professors may need to convince some students that active learning techniques will 
result in a better educational experience. 

These previous efforts have given us sufficient warning that accounting education must change to meet 
future needs of students. The traditional passive classroom does not facilitate learning, retention, or the 
development of second-level skills such as critical thinking, communication skills, interpersonal skills, 
technical skills, and analytical skills. Several of the above cited sources also emphasize the importance of 
students becoming better life-long learners and active learning facilitates that objective (Meyers and 
Jones, 1993). Thus, passive learning methods need to be replaced with active learning methods. 

1.2 WHY ONLINE LEARNING THAT UTILIZES HOMEWORK MANAGERS AND STUDENT 
RESPONSE SYSTEMS 

The feedback helps both the instructor and the students to gauge whether or not the students understand 
the course material.  Traditional, passive, feedback is conducted via exams and quizzes. These sources 
of feedback are infrequent and do not encourage the student to do additional work to master the material 
because the feedback arrives too late and the student has already moved on to new material. Lectures do 
not provide adequate feedback either as the students are passive listeners instead of active participants. 
"Passive listening is a one-way communication that does not give the speaker feedback. For learning to 
be effective, a two-way process must exist so the sender knows whether the message has been 
understood (McIntyre-Birkner and Birkner, 2001)." 
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Online, or web-based, learning includes the use of online homework managers that can give students 
immediate feedback. The online homework manager "improves learning by increasing student effort, 
engagement, and course preparation ..." and results in "better-prepared students, more effective use of 
class time, enhanced discussions, and more in-depth learning." (Thomson Learning Corp, 2007) Online 
homework managers allow students to complete selected homework problems and receive instant 
feedback about whether their answers are correct or not. If the student's answer is incorrect, the 
homework manager can guide the student through a review of the appropriate textbook material and then 
allow the student to reattempt the problem. Homework managers also can provide students with 
additional upgraded practice problems, 24/7 tutoring, and vocabulary quizzes (WileyPlus, 2005). "In fact, 
students have come to expect these types of technologies, which are an extension of the materials they 
became accustomed to in their K-12 years (Skelly, 2007)." 

Student response systems ((SRS), also called clickers) are a tool used whereby students can interact 
with the professor and provide responses to live questions "Clicker technology can dramatically alter the 
atmosphere in large lecture classes, transforming students from passive observers to engaged learners 
who interact with each other and with the professor (Loebbaka, 2007)." A poll of students using clickers in 
the classroom revealed that 90% of the students said clickers increase the instructors' awareness of their 
teaching effectiveness and 80% of the students said the clickers helped them to understand the material 
better (Loebbaka, 2007). Thus, clickers and online tools such as a homework manager can help to 
transform the course into an active learning environment and they both also provide the instructor and/or 
the students with instant feedback. With SRS, Instead of asking 'Any questions?' or 'Does everybody 
understand this?' instructors can have everybody in the class answer a question about the material and 
receive instant feedback by displaying the percentage of right and wrong answers (Carnevale, 2005).   
Both the instructor and the students can benefit from this feedback by seeing if the students understand 
the material as it is covered. If students understand the material, the instructor can confidently move on to 
the next topic. If students do not understand the material, the student can ask additional questions or the 
instructor can do additional classroom activities to help students master the material before moving on to 
new material. 

Thus, both course management systems and online learning engage the student resulting in active 
learning replacing passive learning, which can result in an increase of retention rates by 55% (NTL, 
2006). They also both provide the instructor and the students with instant feedback so that classroom and 
study time may be used more effectively. 

2. LITERATURE REVIEW 

2.1 PEDAGOGY FOR REACHING GENERATION Y STUDENTS 

Generation Y (Gen Y) generally refers to the 72 million Americans born from 1977 to 1994 which make up 
the majority of current students.  Their shared generational experiences include 9/11, the Columbine 
shootings, the impeachment of a President, and the Dot Bust. Most of Gen Y is employed, which 
contributes to its independent streak. At the same time, Gen Y-ers connect strongly with their parents, 
whom they admire most. Gen Y tends to bypass mainstream media and advertising, and prefers video 
games and DVDs to broadcast TV and film (Weiss, 2003).  

On the whole, Gen Y is averse to taking risks, distrusts mass media, and responds to loud and quick 
visuals, audio, and music. It favors programs and messages that reflect its lifestyles and core values, and 
that have humor and emotion. Gen Y values include diversity and equality, in professional and personal 
arena. Gen Y-ers enjoy spending time with friends, as well as with media and entertainment. They don’t 
like hard sell, and are reached more by “fun” than by specifications; they will get the facts on their own. 
They have more discretionary income than prior generations, but change brand loyalty quickly. Their 
immersion in the Internet, Talk Shows, and reality programming make it seem natural for all voices to be 
heard. As a result, Gen Y has a populist sense that anyone can be a star and feels that there is no one 
right answer. Gen Y-ers tend to naturally challenge what is being said, and have a “prove it to me 
mentality” (Morton, 2002).  
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The conclusion that Susan Eisner reached after reviewing the literature regarding Generation Y was:  
“There appears to be a consistency to Gen Y whatever sphere they enter. They appear to be wired and 
worldly, digital and switching.”(Eisner, 2004)   

To say Gen Y is technologically literate is an understatement. Generation Y is accustomed to being 
connected; many are most at home in a virtual world. Each week, 18-24 year olds average 10 hours 
online, 10 hours watching TV, and five hours listening to radio. They are the most interactive generation. 
A majority of Gen Y engages in video games and instant messaging, and more than one-third downloads 
music. Gen Y-ers may be best reached by word-of-mouth messages, which spreads quickly through the 
technology they frequent (Weiss, 2003).  

Jennifer Salopek describes Gen Y-ers as “digital natives” whose developing minds have learned to adapt 
to speed and thrive on it. Having used technology throughout their lives, Gen Y operates both faster and 
differently than previous generations. Its video games accustom it to “twitch speed,” MTV (its favorite 
cable channel) accustoms it to processing 100 images per minute, and special effects films accustom it to 
ultra-rapid action. The results of the above are: Gen Y’ers are skilled at parallel processing. They are 
accustomed to randomly accessed information, instead of linear thinking. Graphics are expected. 
Worldwide communication is the norm, as it constant connection. Operating modes are active, and 
preferred to passive. Work and play intersect. Achievement and winning are important. Experiences 
without obvious payoffs are frustrating (2003). 

Maryellen Weimer reports the value of designing pedagogy to better reach the Gen Y college student. 
She finds that effective teaching is learning-centered and incorporates the learning styles of students. To 
accomplish this, she recommends that faculty involve students more, serve as guides and coaches rather 
than sages, motivate students to accept responsibility for learning, build student knowledge base by 
covering less and having students cover more, and include evaluation activities that promote learning and 
develop assessment skills (Weimer, 2003). 

It is not unusual for even veteran college instructors to express some bewilderment about teaching 
today’s students. Pedagogy that these instructors previously used no longer seems to be as effective. 
They describe students in terms ranging from restless to just lacking interest. They speak of having to 
spend more time on classroom management to motivate students to engage with material, and to create 
a positive learning environment. Many long-time instructors say that college students seem to have 
changed, and suggest that pedagogical initiatives may be useful in teaching them (Weimer, 2003; 
Spence, 2001; Sporer, 2001). 

The Gallup Organization concurs. Its 2002 report on effective teaching identified three essential 
characteristics: solid knowledge of subject-matter, refined teaching skills, and natural talent for teaching. 
Exceptional teachers have strong impact because they help students learn, win students over, and are 
motivated by teaching. They feel teaching is their calling, find it enjoyable, believe learning can be fun, 
and feel a responsibility to students. They set high standards for themselves and their students, and 
expect and communicate successes. They build affirming relationships with students, give respect to 
students, and expect respect in return. They are continual learners, strive for continual improvement, and 
try new things when needed. They maximize learning time, and adapt to unexpected events. In sum, 
“They provide learning activities that create excitement, enthusiasm, and drama for students … They 
structure their teaching so students can learn” (Gallup, 2002). 
 
A recent study by the Gallup Organization identified the workplace competencies most needed today. A 
majority of young employees (18-29 years old) reported the following skills to be critical or very important 
in doing their job successfully: skill in dealing with people (91%), critical thinking skills (creative thinking, 
decision-making, problem-solving; 81%), reading speed and comprehension (69%), basic use of 
computers (66%), public speaking (60%), writing ability (56%), and basic mathematics (57%) (Lyons, 
2003, August 26). 
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2.2 ACTIVE LEARNING 

There are many examples in the current literature demonstrating the success of active learning and 
online learning. These successes are taking place both at the college level and at the K-12 level. Some of 
these successes are reported below. 

"Beyond Paper, Ink & Cardboard" (Skelly, 2007) reports the following: Online mathematics homework 
managers have led to increases from 19% (Gadsden State Community College) to 40% (Odessa 
College) in the number of students receiving a C or better in college math classes. A survey of students 
reported that 82% of students believed that they were better prepared for test after using an online 
homework manager. Another student survey (University of Illinois) reported that 64% of the students 
reported that clickers and online homework managers improved their understanding and retention of 
course material. 

Another study at Georgia State found that the use of an online homework manager increased college 
algebra pass rates by 37.5% and decreased drop rates by 40.7%. Pre-calculus results were an increase 
in the pass rates of 29.7% and a decrease in the drop rates of 29.7% (Pearson Education, 2007). 

Active learning is effective with younger students as well as college students. A class of 32 elementary 
school students was divided into two groups--active learning and passive learning. At the end of two 
weeks, the active learning students scored higher on a test of the material. The active learning students 
averaged 96% while the passive learning students averaged 62%. When given new math problems that 
stretched the students beyond material already covered in class, the active learning students were more 
comfortable and confident while the passive learning students complained that the new problem was too 
hard and gave up (Williamson, 2007). 

Active learning was used in economics courses to help students learn to think like economists. The 
concepts of time value of money were covered in an assignment that calculated whether or not a college 
education was worthwhile financially. Students not only had to complete calculations but they had to 
communicate their findings with their classmates. This resulted in students having to make a well-formed 
argument to support their case. The students and instructor were both provided with instant feedback 
about student mastery of the material. Several of the students said "We learn economics in all of our 
classes here; in your class, we do economics. (Salemi, 2002)"   

In an introductory psychology course students were divided into two groups. Group A was told that they 
would take an exam on the material and to study however they wanted in order to maximize their score. 
Group B was told they would be responsible to teach the material to a student in Group A in order to help 
them maximize their score. Group B was told to study the material however they wanted in order to be 
able to teach it to their classmate. Upon return to class, both Group A students and Group B students 
took the same exam. The students who had studied to be able to teach the material to their classmates 
scored significantly higher than students who had studied to take the exam. This suggests that the 
preparation level for active learning is higher than for passive learning (Benware and Deci, 1984). 

The above results may well have implications for accounting courses.  The topic covered in the 
economics course, time value of money, is a common financial accounting topic. Also, the basic approach 
to learning math and financial accounting are similar. One must first understand the basic concept being 
studied and then learn to apply to concept to problems that are encountered. The psychology example 
supports the fact that requiring students to provide answers to other students' questions is an active 
learning activity. 

A recent study (Raux and Smith, 2007) utilized an active learning strategy which included web-based 
learning to help students.  It specifically dealt with students that came into an Intermediate accounting 
course with weak prerequisite skills.  Such students made drastic improvements in a period of a few 
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weeks between a pre and a post test.  The mean (median) score of the test instrument increased from 
50.63% (51.00%) to 82.55 (82.00)—which represents an improvement of 63.04% (60.78%). 

2.3 STUDENT RESPONSE SYSTEMS and COURSE MANAGEMENT SYSTEMS 

A number of studies demonstrate that the use of student response systems have been an effective 
method of implementing active learning: 

In 1976, A. H. Johnstone and F. Percival observed students in over 90 lectures, with twelve different 
lecturers, recording breaks in student attention. They identified a general pattern: After three to five 
minutes of “settling down” at the start of class, one study found that “the next lapse of attention usually 
occurred some 10 to 18 minutes later, and as the lecture proceeded the attention span became shorter 
and often fell to three or four minutes towards the end of a standard lecture” (pp. 49–50). Other studies 
appear to confirm these findings. Accordingly, using student response systems to periodically break up 
the lecture will increase the attentiveness of students.   

In their survey of instructional-feedback research, Bangert-Downs et al. (1991) found that feedback is an 
important part of classroom learning.  Kulhavy (1977) posits that students who received feedback before 
they have formulated their own answer do not learn as much as students who formulate an answer before 
receiving feedback. This suggests that students who do not attempt to answer questions in class learn 
very little from listening to the interactions of other students with the instructor. Guthrie (1971) observed 
that learning is significantly improved when students received corrective feedback for incorrect answers. 
Kulik and Kulik (1988) learned that immediate feedback resulted in more learning than delayed feedback. 
This suggests that students learn more from feedback relating to their answers to questions in the 
classroom than from feedback from d projects and exams. Boyd (1973) observed that when students are 
asked more than one question about the same “learning point” that they more easily recognize which 
facts are important (improved attention) and retain information longer (improved retention). 

Burnstein and Lederman report that, “... when keypad (SRS) scores count for greater than 15% of the 
term grade, there is a dramatic improvement in attendance that reaches the 80-90% level and, in 
addition, the students make genuine attempts to prepare for the reading quizzes and remain alert 
throughout the lecture period.” (2001, p. 8)   Researchers have also reported similar results attributable to 
more positive stimuli: classes are more interesting and lively with SRS, and students report more 
ownership of the pace and direction of class lecture and discussion. (Woods and Chiu, 2003, p. 3) 

Poulis et al. report that: “The mean pass rate ... of the APF (audience paced feedback) lectures is 
significantly higher than that where conventional methods have been employed. Of equal importance is 
the reduction in the standard deviation of this average, indicating a more consistent level of 
comprehension throughout any given class, and year by year. (1998, p. 441) “ 
 
Some studies specifically reported on SRS participation during class.   Birdsall reports: “Obtaining this 
kind of feedback and student participation in large classes is largely impossible without this kind of 
system. Even in small classes, which can be made interactive without technology, this type of system 
ensures that all the students think through questions, without leaving it to the vocal minority.” (2002, p. 2) 
Even in small-enrollment classes, many students are reluctant to respond to faculty questions; the 
anonymity of responding with a hand-held device guarantees near or total participation by the entire 
class. (Ward, et al., p. 3) Burnstein and Lederman advise: “It is valuable to use keypads in an anonymous 
mode. In some systems an anonymous response mode is [an option] built into the software. In other 
systems this can be accomplished by having the students temporarily trade keypads.” (2003, p. 274) 
 
Other studies have also reported on the effectiveness of student response systems on collaborative 
learning:   David Lowe reports that, “I think the interactive methods are great for getting students started 
in thinking through the material, as well as getting them talking to each other about the material, which 
often leads to discussions that continue outside class. For example, I think these methods increased the 
number of students who got together in informal study groups.” (As quoted in Birdsall, 2002, p. 3) A 
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strategy which is commonly recommended is to allow students to confer before submitting their answers. 
(Mazur, 1997) Students can be encouraged to defend or explain their answers promoting further student 
discussion “… that advances understanding of concepts and unveils misconceptions ...” (Judson and 
Sawada, p. 177)  “If most of the class answers a question correctly, the students answering incorrectly 
may be motivated to read or think more deeply about the subject matter.” (Woods and Chiu, p2.) Steve 
Ehrmann reports that, “I've noticed that some faculty use student response systems to pose conceptually 
challenging questions. They display the results; use them to provoke small group debate as students 
attempt to persuade their peers to their point of view, and then poll the class again. This is an 
educationally powerful thing to do, with documented gains in learning.” (As quoted in Frey and Wilson, 
2004, “Student Response Systems”) 
 
There is also some evidence of student retention of important material:  “Daily use of [SRS] questions 
gives students repeated exposure to ... and emphasizes the concepts and ideas that the instructor thinks 
most important.” (Woods and Chiu, p. 2) Boyd (1973) showed that multiple questions on a single learning 
point improved learning results over single questions by 29%. 
 
In a review of four decades of literature, Judson and Sawada conclude that, “Students have always 
favored the use of electronic response systems and attribute such factors as attentiveness and personal 
understanding to using electronic response systems.” (p. 167)   Judson and Sawada also conclude: “Polls 
from the 1960s through the late 1990s found that the use of electronic response systems made students 
more likely to attend class, pressed them to think more, promoted them to listen more intently, and made 
them feel instructors know more about them as students.” (2002, p. 177) 
 
Online homework management systems (OHMS) are becoming an accepted part of the modern 
educational landscape. These systems, developed by the major textbook publishers for a variety of 
disciplines, permit the instructor to assign homework that will be graded and recorded by the system. 
OHMS are evolving to include a great deal of instructor flexibility, including the ability to choose the 
homework, decide on the number of attempts permitted, tailor the amount and timing of feedback given to 
students. (Haverty, 2012).  Additionally, many of the publishers have now added learning aids into what 
they now call Course Management Systems which include features such as tutorials, flash cards, self-
tests, detailed instructions on how to solve a problem, etc. 

Haverty, 2012, summarized 13 studies that attempted to measure student attitudes toward OHMS and/or 
the effect on student achievement.  Haverty reports: .”the vast majority of researchers reported positive 
student reactions”  and “Overall, students and faculty seem to accept these systems...”. Most studies also 
support improvement in student achievement.  This is generally attributed to the immediate feedback 
received by students and the fact that hints and other help is available to students between classes. 

Items that are important to consider when choosing a OHMS include the features in the system, such as 
the ease of using the system, the number of attempts the students are allowed, and how the homework is 
graded (Haverty, 2012) 

3.  METHODOLOGY--CONCEPT AND 21st CENTURY PEDAGOGY 
 
The above literature suggests that to effectively help Generation Y students learn in the 21st century is 
that a professor needs to be innovative and open to attempting new teaching strategies.  In order to 
accomplish that objective it was necessary to do a number of different things.   
 
My methodology included conceptualizing a total learning plan that would maximize each student’s 
opportunity to learn.  To accomplish this objective I considered both implementing the best methods to 
assist the learning and the retention of the material as well as finding methods which will be embraced by 
Generation Y students.   
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In order to accomplish these objectives I developed a pedagogy that incorporates active learning and on-
line learning.  This was done in a manner that makes the student primarily responsible for the learning but 
also provides a great deal of guidance in how to succeed and presents the material in ways that are 
consistent with how the Generation Y literature indicates these students learn best. 
 
The methodology that I applied created a pedagogy that includes:  
 

 A very unique classroom style which is structured around the discussion of concepts. 
 Providing students with an extremely detailed syllabus that outlines precisely: 

o  what materials the student needs for the course, 
o  what the student needs to do between class meetings(this is detailed below) 
o what the student can expect the class time to include 
o how grades will be determined—with in depth description of each portion of  the 

evaluation 
o memorandum of understanding—a contract of what the student intends to accomplish 

 Use of an on-line learning course management system (WileyPlus).   Jones (2008) studied 
perceptions of web-based homework in an introductory accounting class and found that it does 
enhance learning and most students prefer to do their homework on-line, rather than doing it 
manually.  Students also appreciated the multiple attempts feature and that the system provided 
immediate feedback.  In addition, Collins, Deck, and McCrickard (2008) found that accounting 
students using such a system had significantly higher final exam scores.   The features include: 

o Read, Study, and Practice including e-text, tutorials, power point slides, flash cards, self 
tests, etc. 

o Provides immediate help through links with the interactive text. 
o Duplicates the end-of-chapter material. 
o Instant feedback/grading 
o 24/7 access 
o Allows multiple submissions of homework assignments. 
o Algorithms permit different versions of the same problem for each student. 
o Assignments as set up by each Professor for the specific class, and 
o Grade book for assignments. 
o Allows professors to identify the students who are falling behind 

 WileyPlus has proven to be effective: (Based on 7,000 student responses collected during the 
2006-2007 academic year.) (http://he-cda.wiley.com/WileyCDA/Section.rdr?id=101003, retrieved 
February 28, 2009) 

o 83% said WileyPLUS improved their understanding of the material  
o 75% rated WileyPLUS "good" or "excellent"  
o 75% said WileyPLUS helped them better retain & remember the material  
o 77% said they were better prepared for tests  
o 80% would recommend that their instructor use WileyPLUS again  

 Use of Student Response System (eInstruction’s interwrite PRS) during class.  It is used to poll 
students during interactive lectures, for quizzes (it keeps its own grade book), and for attendance.   

 The features include: (http://www.einstruction.com/products/assessment/prs/index.html  retrieved 
February 28, 2009) 

o Two-line LCD screen to see answer before you send it and view status messages 
o Radio frequency technology 
o Variety of question formats - multiple choice, true/false, numeric, short answer, multiple 

correct, rank order, decimal point, fractions and positive/negative numbers. 
o Self-Paced and Homework Modes 
o Self-forming rosters 
o Supports large classrooms up to 2,000 students 
o Instant grading and reporting features 
o Available for Windows, Mac and Linux 
o One-time cost for Clickers - no recurring fees 
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 Some of the advantages to using Interwrite PRS:( http://he-cda.wiley.com/WileyCDA/Section/id-
291509.html  retrieved February 28, 2009) 

 The student remote features an LCD display where answers are visible and students 
receive instant notification when answers are successfully transmitted. 

 The remote's 16-character display is ideal to use for self-paced testing, allowing students 
to easily scroll through a series of questions and answer at their own pace. 

 In addition to multiple choice and true/false questions, teachers can ask advanced 
numeric questions with positive and negative numbers and decimal points. 

 The system is easy to set up and can be used in any setting, from the smallest of 
classrooms to the largest of lecture halls. 

 Teachers can create class rosters instantly using the self-roster feature, and it reports 
instant results visually. 

 Students are not charged a registration/renewal fee for each semester. 

3.1 THE METHODOLOGY—A 21st CENTURY PEDAGOGY—OUTLINE FOR ACTIVE LEARNING 
 
The pedagogy that I have developed and continue to modify for my accounting classes, which is based 
on the old adage, “When the student is ready, the teacher will appear,” contains some key elements: 

 The student must assume primary responsibility for his/her learning experience. 
 The professor’s role becomes one of preparing the student to assume primary responsibility and                

facilitating that learning experience. 
 

The main objective is to have the student become primarily responsible for the learning experience. This 
has proven to be problematic because most of my students’ prior experience in high school and previous 
college courses has not made students responsible. Since this approach is new to many students and 
may create some anxiety it is imperative that the professor provide the students with a detailed roadmap 
of how this is accomplished and explain in detail why adopting such an approach will be beneficial. 
 
The first class needs to be a thorough discussion of what is being attempted and why. The professor 
must provide students with a detailed syllabus that outlines everything that is expected of them for the 
semester. The syllabus must also give the students specific instructions of how to go about this new 
process of active learning. The instructions that I provide on how I want them to perform in my class 
(extracted directly from my syllabus) are: 
 
Perform the following for each chapter. 

 Read the main learning objectives on the syllabus before reading the chapter. The objectives that 
will be most heavily tested are bolded. 

 Read each learning objective in the text, then immediately handwrite the key concepts in your 
own words. (Please note that I am not suggesting that you copy words directly out of the text.) 

 If you were not able to grasp the key concepts, reread the objective and try again to summarize. 
 If you are still unable to grasp the concepts, write out a question regarding what you do not 

understand and bring it to class. These questions may be asked verbally, or if you feel more 
comfortable you can give me written questions prior to class. During class, make sure that your 
questions are asked and answered to your satisfaction before attempting the quiz. 

 When you finish the chapter, read the author’s summary of objectives to see if you caught the 
primary concepts. If you initially missed some important concepts, add them to your synopsis. If 
you do not understand what you missed or why what you missed was important, write a question 
and present it in class. 

 Once you have read and summarized the key concepts, the next step is to see if you can apply 
the concepts. I have provided you with exercises that will allow you to see if you can apply the 
concepts. It is critical that you do NOT look back at examples in the text when you attempt the 
exercises. If you do an exercise looking back at an example, you will not know whether you could 
have done the exercise without the text—and the text will not be available during exams and 
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quizzes. I do not expect you to do all the exercises. It is important that you attempt at least one 
exercise for each objective before attending the first class on any given chapter. 

 If you cannot apply the concepts without looking back, you will need to reread the concept and try 
to apply it again without following the example. 

 If you still are unable to complete the exercise, then write a question about what part of the 
application is giving you trouble and bring to class. 

 I will briefly lecture all key concepts (using SRS which includes periodic questions to determine 
the students’ understanding of the material) and answer all questions brought to class before all 
quizzes (quizzes will be taken using SRS). 

 If a quiz is given on the first day of a chapter, it will be on the reading and will be objective and 
primarily qualitative. If the quiz is given on the second day after I have answered questions on the 
exercises, it will be similar to the exercises. 

 The quizzes will be graded as follows: 
o Each quiz will be graded—there will be no curves, and 
o You will be awarded the full points (2) for each quiz that you score 75 or higher to a 

maximum of 20 points, which will result in 100 for a quiz grade; 16=80; etc.  
 
The incentive for students taking on the responsibility is grades are heavily weighted (25-40% of course 
grade) on class participation, homework, and quizzes, which are dependent upon doing what is outlined.  
 
There are other major things that the professor has to do in addition to preparing a detailed syllabus—
specific steps I took to accomplish this are: 

 Develop a community of learning 
o Have interactive mini-lectures (using SRS) prepared on all learning objectives 
o Answer fully all student questions 
o Provide students with exercises to be done in class (both individual and group) 
o Provide detailed assignments—some of which use a web-based homework manager. 
o Review any requested homework assignments, and 
o Summarize all relevant learning objectives. 

 The community of learning is developed by: 
o Displaying a genuine interest in students and their learning experience 
o Be accessible to students 
o Give students opportunities to provide feedback on the pedagogy, and 
o LISTEN and be willing to make adjustments. 

 
It is also crucial that the professor model skills that he/she wants the students to develop. This can be 
done as follows: through our instruction and mini lectures we display how to share what we know; we set 
a role model through how we handle ourselves in the classroom (being prepared and professional), and 
we need to mentor our students by letting them know what we want them to be. Another critical factor is 
that the professor must also respect diversity. Students have diverse backgrounds and different talents 
and learning styles. We also must respect that students have different goals and objectives. This is 
especially difficult for me because I still have difficulty believing that not all the students want to learn all 
they can or get an “A.” Once one has recognized the types of diversity I have outlined, it is crucial that 
one adjusts for such differences. 
 
Classroom time is used in a number of active ways.  All lectures are interactive using the student 
response systems. I have found that the most effective use of SRS is to incorporate questions on key 
concepts that are straight forward and “easy”.  I do this by emphasizing a concept, discussing the concept 
that I have emphasized, and then immediately asking a very direct question about that concept.  Virtually 
all the students that have been paying attention answer the question correctly. This procedure not only 
displays that the students grasped the concept, but also builds the student’s confidence level, and helps 
students to determine what the most important concepts are. 
 
In the introductory financial accounting course quizzes are not given until after all the material has been 
lectured and explained and all questions have been answered regarding the concepts and the related 
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homework.  Such quizzes consist of eight (8) multiple choice questions (all on important concepts).  The 
quizzes are taken using the student response systems using the self-paced mode.  The self-paced mode 
allows students to do the quiz at their own pace.  I hand out a hard copy of the questions and students 
can answer the questions at their own pace as opposed to asking a question that all students have to 
answer before moving on to a new question.  The self paced mode also allows students to originally skip 
questions and/or come back to a question before completing the quiz.  The use of the student response 
system to collect the answers also virtually eliminates the possibility of students cheating by copying other 
student answers (They can’t have a pen/pencil during quizzes so they can’t write on the question sheet.)   
 
Another advantage of using SRS for the quizzes (I also use it for the objective portion of all exams, 
including the final exam) is that it automatically grades the material and provides statistics that are useful 
not only for students to see how well they are doing compared to their peers, but is also useful for 
assessment reports.  I always go through the quizzes and exams question by question and show the 
students their class results so they can see how they are doing compared to their peers. 
 
In addition to the interactive lectures and the quizzes; the remaining class time is allocated to active 
discussion.  The discussion is focused on answering student questions on the concepts and on the 
homework problems.  The syllabus awards more credit for students answering questions or explaining 
concepts then they get for asking questions which encourages students to attempt to answer their 
classmate’s questions.  It is critical that a safe environment is provided in order to get students to attempt 
to answer their peers’ questions.  Some methods that I have had success with include:  I go into detail 
explaining to that I do not expect that a student will be able to answer the question perfectly, or even to 
the same extent that I would.  I tell them they get the class participation credit for a reasonable attempt at 
answering the question.  I also tell them that I will supplement their explanation or description when 
necessary and they will still get full credit for the attempt.  As previously explained the students that 
answer the questions increase their understanding and improve their retention in addition to helping the 
weaker student. 
 
Using this pedagogy, it is critical that all student questions are fully answered.  In order to achieve this 
objective after a question is asked I always ask the student “Did you get what you needed from that 
description or explanation?” and then I ask “Is there anyone else that needs further information regarding 
this question?”  It is only when both the student who initially asked the question and no one else has a 
follow up question do we move on to the next question. 
 
It is also critical that evaluation incentives match the objectives.  In my financial accounting course thirty-
five percent (35%) of the course grade is awarded involving aspects to encourage active learning (10%-
Class participation; 10% web-based homework; and 15% quizzes.)  I also emphasize the fact that if the 
above pedagogy is used it will also result in higher test scores and require less cramming for the exams. 
 
4. RESULTS TO DATE AND CONCLUSIONS  
I am fond of saying, “I am not less crazy, just crazy less.” Attempting to implement active learning has 
been a challenge.  The following paragraphs summarize my results to date and conclusions. 
 
4.1 RESULTS TO DATE 
 
My results to date have been mixed. I have had the pleasant experience of receiving many letters and 
emails from former students telling me that my class was the best class that they ever took and that it 
helped them with subsequent classes or with their career after graduation.  Additionally, the grades in my 
class have been continually improving and the drop rates have been falling. 
 
Questions have been included on my semester course evaluations for the past six semesters and 95.3% 
of students perceived the SRS as a tool that enhanced the class and improved their opportunity for 
learning.  Similarly, 93.6% of my students reacted positively to the use of WileyPlus—especially the fact 
that it provided them with immediate feedback on homework problems. 
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Conversely, I have encountered a lot of resistance to date. Many students are not willing to do the work 
that is required to perform well in an active classroom. Such students do not do the legwork to effectively 
use active learning and are resentful that I will not reduce the active role in their learning. This is 
exacerbated by the fact that some other professors do not require students to take on the active role. 
These factors initially contributed to lower enrollments and a higher drop rate.  I have mitigated these l 
problems by modifying the pedagogy through the increased use of SRS and on-line learning and doing a 
better job of explaining what I am attempting to do with this pedagogy and why it is beneficial to students. 
 
4.2 CONCLUSIONS AND SUGGESTIONS FOR FURTHER RESEARCH 
 
I am convinced that active learning is the best way to facilitate a 21st century college accounting class and 
I am quite pleased that implementing this pedagogy has made a difference in the lives of the students 
who were willing to do the work of diagnosing their areas of need. I give the student the analogy that one 
would not go to a medical doctor without telling him/her about problems with which one needed help, and 
accordingly, the same principle works in a learning situation. Do the legwork to see what one can learn on 
one’s own, and then ask for help with what one can’t; this also makes better use of limited class time.  
 
I believe it is important to choose a Student Response System that will allow all students to respond 
immediately and will also let each student work at his/her own pace.  This is important so you can poll the 
whole class or give an exam where students can individually spend the time needed for each question.   
 
When choosing a Course Management System I believe the most important attributes are:  ease of use, 
flexibility in setting up number of attempts and grading, and the additional resources that are available to 
students between classes. 
 
A suggestion for further research would be a study juxtaposing the various Homework Management 
Systems strengths and weaknesses which would be useful for professors during the selection process. 
 
My current goals are to reduce the student resistance through continuing this research by fine tuning the 
pedagogy which will hopefully reduce student anxiety and accordingly increase the number of students 
that increase their learning and retention using these methods.    
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ABSTRACT 
 
For many college students, monitoring one’s cell phone has become an automatic response. It is 
proposed that students’ ability to refrain from use of their cell phone, particularly in situations where usage 
is prohibited, necessitates the exertion of self-control.  As self-control is a limited resource, using self-
control to avoid cell phone urges diverts executive function and thereby threatens effective learning.   This 
study explores the relationship between trait level self-control and cell phone checking urges. Further it 
explores the impact that a professor’s reputation and personality have on the motivation to comply with 
cell phone policies.  A total of 287 college students participated with results supporting the hypotheses 
that trait level self-control has a significant impact on cell phone usage urges in situations where cell use 
is prohibited.  
 
Keywords: Cell Phones; College Students; Self-Control; Text-Messaging 
 
      
1. INTRODUCTION 
 
Cell phone use among college students is ubiquitous, leading many academic institutions and faculty to 
implement cell phone usage policies.  These policies are designed to decrease the distractions that cell 
phones can present and to increase the likelihood of academic success.  Do these policies work?  Is 
restricting cell phone usage an effective approach to take with students? Consider that as the use of this 
technology ingrains itself into the self-concepts (Walsh, White, Cox & Young 2011) and lifestyles of 
today’s youth, as checking ones cell phone may have evolved into a virtually automatic behavioral 
response. In a study by Walsh and colleagues (2008, p.84), college students noted that their cell phone 
had become an essential aspect of their lives, mentioning that the device is “like an appendage… you’re 
never without it.”  
 
Under the premise that monitoring one’s own cellular device is a prepotent response, it is proposed that 
students’ ability to refrain from the use of their cell phone, particularly in situations where its usage is 
prohibited, necessitates the exertion of self-control. Specifically, the ability to inhibit this seemingly 
automatic behavior in the classroom environment should require the application of self-control strength, a 
specific cognitive resource whose finite capacity has been likened to the energy put forth during a 
muscular workout (Baumeister, Muraven and Tice 2000). Studies indicate that as one’s limited supply of 
the self-control resource begins to diminish, so too does his/her performance on separate and unrelated 
tasks under the control of the executive function (Schmeichel 2007). It would seem that a student focused 
on resisting the urge to check the cell phone is redirecting resources away from class content, thus 
learning is negatively impacted by attempting to resist urges. 
 
2. SELF-CONTROL 
 
Social and personality psychologists have uncovered a common yet limited psychological resource that 
reportedly enables the self to override routine or automatic behaviors. This entity, termed the self-
regulatory or self-control resource is exerted in the presence of self-control dilemmas. Self-control refers 
to the self’s capacity to suppress or inhibit any automatic responses which threaten to impede one’s long-
term goals (Muraven, Shmueli and Burkley 2006). Continuously drawing upon this finite energy supply 
leads to a temporary state of self-regulatory resource depletion (Baumeister et al. 2000), wherein 
performance on subsequent tasks of executive control tends to suffer. Researchers have also studied the 
self-control construct at its trait level. Weak self-control may express itself through a variety of problematic 
behaviors that include compulsive buying (Claes, Bijttebier, Van Den Eynde, Mitchell, Faber, de Zwaan 
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and Mueller 2010), binge eating and drinking (Ricciardelli, Williams and Finemore 2001) and pathological 
gambling (Mishra, Lalumiére and Williams 2010). At the other end of the self-control spectrum, high self-
control has been associated with a range of positive behaviors that are touched upon below. 
 
Especially relevant to the current investigation, self-control is thought to serve as a key ingredient in the 
recipe for success of young scholars. Students scoring high on this particular characteristic exhibited 
better academic performance (Bertrams and Dickhäuser 2009), fewer counterproductive academic 
behaviors (Zettler 2011), healthier lifestyles (Wills, Isasi, Mendoza and Ainette 2007) and higher self-
esteem (Tangney, Baumeister and Boone 2004) versus students with low self-control. Mischel and 
Gilligan (1964) proposed that one of the fundamental aspects of self-control is the ability to postpone 
instant gratification. The notion that academic prosperity is based to some degree on students’ ability to 
forgo immediate rewards (e.g. going out with friends on the evening before a big exam) for the sake of 
achieving long-term goals (e.g. earning a good grade on the exam) has been supported by empirical 
investigations. In a study by Wulfert, Block, Ana, Rodriguez, & Colsman 2002), for instance, adolescents 
who were able to delay gratification by choosing a distant but larger sum of money maintained higher 
GPAs than those who gave in to the momentarily advantageous option. Similarly, Duckworth and 
Seligman (2005) found that scholarly performance was more strongly predicted by students’ levels of self-
discipline than by intellectual capacity.  It is not surprising, then, that Tangney and colleagues (2004) 
reported direct associations between self-control and a handful of measurements for psychological and 
academic well-being.  
 
2.1 The Cell Phone 
At the end of 2010, there were over 300 million cell phone subscriptions in the United States 
(http://www.ctia.org/media/industry_info/index.cfm/AID/10323). Globally, it’s estimated that there are 5.3 
billion cell phone subscriptions (http://www.itu.int/ITU-D/ict/material/FactsFigures2010.pdf).  Today’s cell 
phone and internet technology allow for continuous access to others equally connected. A variety of 
motivational factors prompt one’s usage of the cell phone and, more specifically, the functions these 
devices are capable of serving. Nearly one-half of the teenagers surveyed by Harris Interactive (2008) 
indicated that ownership of a cell phone was critical to preserving their social lives, while 89% cited 
“staying in touch” as the strongest motive for keeping the device. Cell phones can be used to access 
social media sites that have grown in popularity.  Communication and social interaction have been cited 
as the strongest motives among college students for using the popular social networking site, Facebook 
(Hew 2011; Pempek, Yermolayeva and Calvert 2009).Of course, not all cell phone use is positive 
(Harrison 2011) and may indeed be problematic (Beranuy, Oberst, Carbonell and Chamarro 2009; 
Igarashi, Motoyoshi, Takai and Yoshida 2008; Kamran 2010; Punamaki, Wallenius, Nygard, Saarni and 
Rimpela 2007; Yen, Tang, Yen, Lin, Huang, Liu, & Ko 2009).  
 
One function offered by cell phones is text messaging.  Prior studies have assessed text messaging 
tendencies among college students in the learning environment (e.g. Hopke and Marsh 2011). In the 
context of a college classroom, both internal and external variables can predict students’ cell phone 
usage behaviors. At the external level, Hopke and Marsh (2011) report that cell phone usage for texting-
messaging was significantly lower in an environment in which the professor enforced  (versus did not 
enforce) a cell phone policy. Researchers have also assessed the relationship between cell phone usage 
and internal variables, including, for example, the need to belong (Walsh et. al 2011), impulsivity (Billieux, 
Van Der Linden & Rochat 2008), self-esteem and other personality traits (Butt and Phillips 2008). In view 
of the findings that the relationship today’s youth have with their cell phones is more than a mere 
attachment to the product (Walsh et al. 2008), it may no longer be sufficient to suggest that spontaneous 
monitoring of the device is an atypical occurrence. Rather, the act of checking on one’s cellular device 
may be described as a habitual, and perhaps dominant, response tendency. The current study seeks to 
explore the relationship between students’ trait level of self-control and the urge to engage in cell usage in 
the classroom setting.  
 
3. HYPOTHESES DEVELOPMENT 
 
Based on the extant self-control and texting literature, it is hypothesized that students’ capacity to refrain 
from inappropriate cell phone usage in the academic environment, essentially withholding the prepotent 
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response, is attributed to a lack of self-control strength. The first three hypotheses are developed with 
consideration of the situation, the individual, and the permitted behaviors. Since checking ones cell phone 
before class is permitted, those with low self-control should not exhibit a significantly greater urge to 
check their cell than those with high self-control.  In fact, both those of high and low self-control would be 
similarly motivated to check their phones. 

 
H1: There will be no significant difference in the reported urge to check ones cell phone before 
class between individuals with high self-control and individuals with low self-control. 

Similarly, because the behavior is not prohibited there should be no significant difference in the urge to 
check ones cell phone after class.  Both those of high and low self-control would be similarly motivated to 
check their phones. 

 
H2:  There will be no significant difference in the reported urge to check ones cell phone after 
class between individuals with high self-control and individuals with low self-control. 

However, during class, when checking ones cell is generally not permitted, those with low self- control are 
likely to experience a stronger urge to check their phones.  Those high in self-control will not experience 
these urges to a similar extent. 

 
H3: There will be a significant difference in the reported urge to check ones cell phone during 
class between individuals with high self-control and individuals with low self-control. 

Additionally, it is hypothesized that professor characteristics will influence the response of those with high 
and low levels of self-control.  It is hypothesized that those with low self-control are more likely to 
experience the urge to check their cell phones.  However the personality and reputation of the professor 
should further influence the behavior of the student, having a direct impact on how strictly the student 
follows the instructor’s cell phone policy.  Professors represent an integral aspect of the environment in 
which the student is experiencing the urges and should have bearing on how students respond to those 
urges. 

 
H4:  There will be a significant difference between those with high self-control and those with low 
self-control in the impact that the professor’s reputation has on how strictly the student follows the 
professor’s cell phone policy. 
 
H5:  There will be a significant difference between those with high self-control and those with low 
self-control in the impact that the professor’s personality has on how strictly the student follows 
the professor’s cell phone policy. 

 
4. METHODOLOGY 
 
The sample consisted of students from a private college in the Northeast. Data was gathered using an 
electronic survey, distributed through college email.  Survey items were used to assess demographic 
characteristics as well as respondents’ trait level of self-control.  Of 317 responses, 30 were eliminated for 
lack of completeness, resulting in a useable sample of 287.  Trait level self-control was assessed using 
the Brief Self-Control Scale (BSCS) designed by Tangey et al. (2004).  The BSCS is a 13 question subset 
of the General Self Control Scale.  Consistent with previous use, each BSCS question was measured 
using a 5 point Likert Scale with 1= strongly disagree and 5=strongly agree.  Nine questions were 
reversed scored. The urge to check ones phone was measured on a 7 point Likert scale with 1=very 
weak and 7=very strong.  Finally, the influence of the professor’s reputation and personality on how 
strictly the student follows the cell phone policy was also measured on a 7 point Likert scale with 
1=strongly disagree and 7=strongly agree. 
 
5. RESULTS 
 
The BSCS scale performed reasonably well with a Cronbach’s alpha of .83.  Item mean scores and 
standard deviations are summarized in Table 1 below.   Overall the sample tended towards higher in self-
control with an overall average self-control score of 3.2 and an average total self-control score of 41.6 
(total mean score for all thirteen items on the BSCS scale).   
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TABLE 1. BRIEF SELF-CONTROL SCALE – MEAN SCORE 
                                 Mean** S.D. 
 
I am good at resisting temptation       3.35 1.03 
I refuse things that are bad for me       3.12 1.12 
People would say that I have iron self-discipline     2.92 1.05 
I am able to work effectively towards long-term goals     3.79 .89 
I have a hard time breaking habits*       2.72 1.06 
I am lazy*          3.44 1.13 
I say inappropriate things*        3.31 1.20  
I do certain things that are bad for me, if they are fun*    3.18 1.12 
I wish I had more self-discipline*       2.87 1.19 
Pleasure and fun sometimes keep me from getting work done*   2.78 1.15 
I have trouble concentrating*       2.99 1.17 
Sometimes I can’t stop myself from doing something, even if I know it is wrong* 3.46 1.13 
I often act without thinking through all the alternatives*    3.74 1.01 
 
* Reverse scored items and corresponding reverse score 
**5 point Likert scale 1=strongly disagree 5=strongly agree 

 
In order to test the hypotheses, it was necessary to split the sample into high and low self -control.  To 
accomplish this, the average self-control score (BSCS score) was calculated for each respondent.  Those 
with a score above 3 were identified as higher in self-control.  Those with an average score below 3 were 
identified as lower in self-control.  Finally, those that demonstrated an average score of 3 were eliminated 
(n=7) from any analysis of high-low self-control.   Of the resulting sample (n=280), 177 are high in self-
control (HSC) and 102 are low in self-control (LSC). 
 
Results support the first three hypotheses.  Essentially there is no significant difference between HSC 
and LSC with their desire to check their cell phones before class (m(HSC)=4.75, m(LSC)=4.76, F=.005, 
p=.945).  Further, there is no significant difference between HSC and LSC with regard to checking cell 
phones after class (m(HSC)=5.67, m(LSC)=5.83, F=1.285, p=.258). There is a significant difference 
between HSC and LSC with regard to the urge to check the cell phone during class (m(HSC)=2.79, 
m(LSC)=3.82, F=21.692, p=.000).  With regard to the influence of the professor’s personality and 
reputation, both hypotheses were supported.  However it appears that the professor’s personality is a 
better indicator of how strictly the cell phone policy will be followed.   Specifically, professor’ reputation 
(m(HSC)=3.59, m(LSC)=3.06, F=5.020, p=.026) is significant, however the mean value of the impact of 
reputation for both high and low self-controls is below the neither agree nor disagree midpoint.  Note the 
difference for professor’s personality (m(HSC)=4.07, m(LSC)=5.03, F=10.683, p=.001). 
 
6. DISCUSSION 
 
The results suggest that those higher in self-control are better able to inhibit the urge to check cell phones 
during class. Thus those higher in self-control should be devoting a greater portion of executive function 
to the class itself, whereas those lower in self-control will be using a portion of their executive function to 
try and inhibit the actual behavior of checking their cell phone.  This leaves reduced executive function 
available to be used for class content, placing those with low self-control at a disadvantage. Thus, the 
inhibitory ability of the executive function is relevant to the current research. Shifting mental sets, updating 
information in memory, and inhibiting dominant responses are but a few of the key processes governed 
by the executive function (Miyake, Friedman, Emerson, Witzki, Howerter and Wager 2000). Impulse 
driven behaviors arise when individuals fail to withhold dominant responses (Crews and Boettiger 2009). 
With enough repetition, behaviors can be performed in a relatively automatic fashion, thereby demanding 
fewer cognitive resources for successful completion (Henik and Carr 2002). Should the self wish to avoid 
responding in a habitual manner, a higher-order set of cognitive control processes must be implemented 
(Heatherton and Wagner 2010; Ridderinkhof, van den Wildenberg, Segalowitz and Carter 2004).  
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Additionally, those with lower self-control in the classroom might benefit from an environment and 
activities that focus self-control.  The current research suggests that the personality of the professor, as 
interpreted by the individual, has a direct impact on how those low in self-control respond to their urges.  
Interestingly, professor reputation does not matter as much.  One explanation is that instead of relying on 
reputation, students need to assess professors for themselves and use that assessment to determine 
how likely or unlikely they are to adhere to a classroom cell phone policy.    
 
The limitations of this study should be noted.  The current sample was drawn from one institution and 
should be expanded to improve the generalizability of the results.  Additionally analysis of the specific 
behaviors that are engaged in as a result of urges should be explored.  Further, it would be desirable to 
understand the influence of self-control in other academic specific situations.   
 
7. CONCLUSION 
 
So, can they defer the cellular lure? Not easily, if they are low in self-control.  Self-control has a direct 
impact on the strength of the urges that individuals feel during situations where engaging in the behavior 
that would satisfy the urge are prohibited.  Those higher in self-control are not as prone to feel urges 
during times when they can’t engage in the corresponding relevant behavior; those lower in self-control 
do experience the urges, resulting in a tug of war for the limited resources of executive function.  The 
personality of a professor can influence how a student with low self-control will respond to a cell phone 
policy. If a professor can engage students in such a way that self-control is increased (and executive 
function is therefore more focused in class), overall student success should be improved.   
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ABSTRACT 
 
Since World War II, female workers have constituted a significant portion of the U.S. labor force. Yet, 
despite anti-discrimination laws and changing attitudes regarding gender roles, females still earn nearly 
20 percent less than males. This earnings puzzle—referred to as the “gender gap”—is still in evidence in 
the U.S. almost fifty years after the Equal Pay Act was passed. Societal views may play a role by shaping 
individual attitudes, creating institutional constraints, and contributing to stereotypes about masculine and 
feminine work. As a result, women’s work is often devalued resulting in occupational segregation—both 
horizontally and vertically.  
 
Keywords: gender gap, wages 
 
1. INTRODUCTION 
 
Although by 2010, women made up the majority (58.6 percent) of the work force, female workers earned 
only 81.2 cents for every dollar that their male counterparts earned ((U.S. Bureau of Labor Statistics 
[BLS], 2010) and U.S. Bureau of Labor Statistics [BLS], 2011a). Occupational segregation and women’s 
disproportionate responsibility for family obligations contribute to the gap. Societal values concerning the 
femininity of occupations and the value of women’s work shape labor market decisions made by firms and 
individuals. On the demand-side, firms may develop discriminatory hiring and promotional practices. The 
supply-side can also be affected by human capital investment decisions and worker preferences. This 
imbalance has a number of consequences. The Organization for Economic Cooperation and 
Development [OECD] has shown a positive relationship between the power of women and economic 
success (Rosin, 2010). The OECD asserts that the glass ceiling limits career growth and leads to a loss 
of talent. In contrast, equal employment opportunities for female workers can increase the level of human 
capital and labor productivity and broaden the tax base (OECD, 2011). 
 
This paper explores the demand- and supply-side factors that cause this earnings puzzle. A  literature 
review is followed by economic theories to explain how the gap is maintained through societal values, firm 
preferences, and worker behavior. Recent labor data and secondary research results are reviewed. The 
paper then looks at recent trends before closing with a brief summary and conclusion. 
 
2. LITERATURE REVIEW 
 
An wealth of literature has been published regarding pay inequality. Alksnis, Desmarais, & Curtis (2008), 
Dinovitzer, Reichman, & Sterling (2009), England (1999), and Levine (2003) published articles on 
comparable worth discussing the perceived femininity of occupations and the devaluation of women’s 
work.  Ortiz & Roscigno’s (2009) discussion on workplace discrimination builds on this, and Charles 
(2003) explained how societal attitudes create and maintain occupational segregation. Olivetti & 
Petrongolo (2011) conducted a cross-national analysis of occupational segregation among industrialized 
countries.  
 
Pema & Mehay (2010) and Polachek (2004) explored the effects of human capital investments on the 
wage gap. Lips & Lawson (2009) and Felfe (2012) evaluate the “motherhood penalty” and how it creates 
exit and re-entry barriers for working mothers. Bardasi & Gornick (2008) identify potential wage penalties 
[i.e. fewer job options, lower pay] associated with part-time employment. Grove, Hussey, & Jetter (2011) 
address the heterogeneity of non-cognitive skills and preferences. Further work was completed regarding 
economic and interpersonal work rewards (Ross & Mirowsky, 1996) and psychological biases (Palomino 
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& Peyrache, 2010). Morgan (2008) researched the link between college students’ chosen field of study 
and the early career wage gap. 
 
3. THE WAGE GAP 
 
Historically, jobs associated with masculine traits are perceived as having greater worth and receive 
higher pay. This systematic devaluation of women’s work is termed valuative discrimination (Penner, 
2008) but is considered an apples/oranges type argument. However, the wage difference occurs even 
when two jobs possess the same skill requirements. Alksnis, Desmarais and Curtis (2008) completed a 
job assessment based on job responsibilities, education, job-related skills and working conditions in which 
the total score should determine the appropriate level of pay. They found that female jobs received 
significantly lower salaries despite relatively equal job evaluation scores. 
 
The U.S. government has enacted legislation to address employment discrimination. The Equal Pay Act 
of 1963, Title VII of the Civil Rights Act of 1964, and the Equal Protection Clause of the 14th Amendment 
protect women’s rights to equal access to education and employment opportunities (Wolford, 2005). More 
recent legislation includes the 2009 Lilly Ledbetter Fair Pay Act which allows salary discrimination cases 
to be heard in courts. Additional protections are provided by affirmative action legislation that requires 
employers and schools to actively encourage participation by underrepresented groups. Further, a 
National Equal Pay Enforcement Task Force was created to identify factors perpetuating wage inequality 
and enforce wage equality laws.  
 
Yet, despite government action, discrimination still occurs in the workplace. Although legislation 
addresses firm discrimination, it does not address nepotism or other sources of discrimination. Employers 
can pay unequal wages for equal work, fill different positions with a different type of worker 
(discriminatory hiring with each position earning a different wage), restrict availability of jobs  through 
discriminatory promotional practices, or influence applicant response to open positions through selective 
recruiting and advertising practices (Penner, 2008). If government policies force firms to pay equal 
wages, a firm may simply not hire women. This situation may be eased by affirmative action policies. 
 
Discrimination may occur between positions through sorting and job titles. Research on the hiring 
practices of law firms indicates that stereotypical hiring criteria can lead to gender-based sorting. Highly 
feminine traits increase the proportion of females and vice versa (Dinovitzer, Reichman & Sterling, 2009). 
Organizations may also discriminate by assigning different job titles for similar tasks (Alksnis, Desmarais 
& Curtis, 2008). When women compare pay with other women in their position, they perceive equity. 
However, a pay comparison with men in other job titles requiring similar tasks may reveal a pay disparity. 
Comparable worth advocates argue that women are underpaid due to bias stemming from an 
underestimation of women’s contribution to firm profitability, or beliefs that women need or desire less 
than men (England, 1999). Others argue that it may be that overcrowding (supply/demand) creates 
downward pressure on wages in traditional female occupations.  
 
Occupational segregation can occur horizontally or vertically (Alksnis, Desmarais & Curtis, 2008). 
Horizontal segregation occurs when genders are disproportionately distributed across occupations. 
Women are highly concentrated in non-manual occupations such as clerical, whereas men are highly 
concentrated in manual occupations such as manufacturing (Charles, 2003). Vertical segregation occurs 
when men and women are sorted into hierarchical levels which require different levels of education, 
experience and skill. The differences in gender and skill intensities (Olivetti & Petrongolo, 2011) are 
caused by technological advances that favor one gender or skill level, comparative advantages based on 
gender, statistical discrimination or changes in preferences. 
 
Research suggests a negative correlation between the proportion of female workers within an industry 
and the level of authority and complex tasks that are assigned to those workers (Ortiz & Roscigno, 2009). 
An increased proportion of female workers leads to resegregation (Levine, 2003, p.CRS-16) where the 
genders share titles but work in different sub categories—i.e. part-time female school bus driver v. full-
time male transit bus driver. The majority of high-status occupations in both manual and non-manual 
sectors are held by men (Charles, 2003).  
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By the early 2000s, women were earning 30 percent more college degrees than men (Winslow-Bowe, 
2009). Given the relative equality in education, the wage gap should be smallest early career. In a 
national survey of MBAs, Grove, Hussy and Jetter (2011) found a slight wage gap of 4.3 percent, well 
below the gap reported in macro data-sets. Additionally, a study of new lawyers by Dinovitzer, Reichman 
and Sterling (2009) revealed a gap of about 5 percent. The marginal gap early career may be explained 
by women’s choice of study. Morgan (2008) finds no within-major gender pay differences for those with 
graduate degrees or bachelor’s degrees in professional major and attributes that absence of pay 
penalties to the fact that these programs are closely linked to jobs. As a result, women do not sort into 
lower-paying jobs, and therefore, earn the same pay as men. However, Morgan finds large within-major 
gender pay differences for those holding bachelor’s degrees in general studies. These degrees have 
weak links to jobs and may not reflect a clear career path. Employers can easily observe accounting or 
engineering skills when making hiring decisions. However, it may be harder for employers to find 
objective measures of skill for general studies graduates.  
 
Women still lag behind men in certain academic programs which leads to male domination in higher-
paying fields such as math, science (Pollitt, 2010), finance, and engineering (Alksnis, Desmarais & Curtis, 
2008). One possible explanation may be women’s own gender-based perceptions. A study by Beyer 
observes differences in perceived competency levels between men and women when given math, 
English, history or geography tests. Women feel less competent in mathematics but equally competent in 
the remaining disciplines (Palomino & Peyrache, 2010). A second explanation may lie in women’s family 
plans. Women who expect to have children tend to limit their earning potential through selection of 
college major and less extensive job searches. (Grove, Hussy & Jetter, 2011) 
 
An equally important determinant of future earnings is length of time in the work force. Men spend more 
time in the labor market which allows them to accumulate work experience at a faster rate, effectively 
lowering the marginal cost of human capital production. This also increases the likelihood of receiving 
company-sponsored training. Researchers have attempted to explain why men have a stronger 
attachment to the labor market than women. Palomino & Peyrache (2010) believe that men over-perceive 
their productivity while women under-perceive theirs. The misperception may lead men to exert more 
effort at the beginning of their careers than women resulting in a higher success rate, earlier promotions, 
and faster revenue growth. An alternative explanation comes from the Lazer and Rozen jobs-based 
model which classifies jobs into two tracks. Type-A jobs require greater investments in firm-specific 
training, but reward workers with more promotions and higher pay. Type-B jobs require fewer training 
investments, but offer fewer opportunities and less pay. The model expounds that men are more 
committed to their jobs, and are therefore assigned fast track jobs while women, who may be more 
committed to non-market activities, are assigned to slow track jobs. (Pema & Mehay, 2010).  
 
4. DISCUSSION 
 
Segregation continues to persist at the job level. Interruptions in labor market participation result in lower 
future wages as well as lower wages relative to male counterparts (Hotchkiss, 2008). The rationale is tied 
to women’s greater propensity to leave the workforce to have children. This is partly due to skill 
depreciation which can cause women to re-enter the workforce with lower wages than when they left 
(Levine, 2003). Women’s earnings tend to exhibit a mid-career dip due to smaller human capital 
investments early in their careers then larger investments after childbirth resulting in flatter earnings 
profiles In a survey of 3,000 women aged 25 to 35, 68 percent identified personal and family 
responsibilities as the primary barrier to career advancement (Polachek, 2004). A study by Anderson et 
al. comparing wages for mothers and non-mothers in the U.S. revealed a wage reduction of 3.4% for 
women with one child and 5.6% for women with 2 or more children (Felfe, 2012). Inadequate child care 
and unsupportive leave policies also act to discourage female workers by raising the barriers to 
employment—creating a “motherhood penalty.” Conversely, family creates a “fatherhood premium” (Lips 
& Lawson, 2009) by increasing wages.  
 
Generally, the sectors that mothers most often select into offer lower pay but may be family-friendly. A 
woman’s marital status can also affect her level of earnings. A comparison of wage gap among cohorts 
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reveals the smallest disparity between single men and single women. Further, the wage gap for single 
women is less than 10 percent compared to 30 to 40 percent for married women (Polachek, 2004). 
 
Adam Smith’s theory of compensating wage differentials (CWD) asserts, “Jobs are bundles of wages and 
non-wage aspects, and the loss in one dimension has to be compensated by a gain in the other” (Felfe, 
2012, p. 61). CWD theory is the underlying factor in worker self-sorting. Higher pay requires giving up 
control over one’s life: working longer hours, more stress, less time for family, more responsibility, and 
dangerous or unpleasant environments (Vuoto, 2005). The trade-offs between intrinsic and extrinsic 
rewards represent the costs associated with having a career with high comparative wages. Selecting jobs 
that offer health insurance or other non-monetary benefits may cause a negative CWD resulting in 
reduced wages (Felfe, 2012). 
 
Gender differences in task selection can also result in a CWD. Experiments conducted in 2003 by 
Gneezy et al. indicate women “may be less effective in competitive environments” and tend to choose 
less difficult tasks than their male counterparts (Palomino & Peyrache, 2010, p. 565). For example, 
Dinovitzer, Reichman and Sterling (2009) point out female lawyers are more likely to claim exclusion from 
complex cases that increase their billable hours and provide opportunities for career advancement.  
 
Women and men also tend to be compensated differently—women receive more interpersonal rewards 
whereas men receive more economic rewards. Ross and Mirowsky (1996) found that economic rewards 
were reduced by 6 percent for each unit in increase in interpersonal rewards. Higher female employment 
in an occupation results in lower overall earnings for workers of both genders. According to Dinovitzer, 
Reichman and Sterling (2009), women expect to earn less than men. They are uncomfortable negotiating 
starting salaries and often request less than their male counterparts. Only 7 percent of female MBA 
graduates from Carnegie Mellon University negotiated their starting salary compared to 57 percent of 
male MBAs. The average increase in salary was $4,053 for those who negotiated (Hynes, 2011). 
Research demonstrates that job candidates who attempt to negotiate their salary may reduce their 
chances of being hired. Yet, for men, the effect is minimal; the risk is 5.5 times greater for women 
(Dinovitzer, Reichman & Sterling, 2009). Women are also less likely to ask for pay raises, promotions or 
better jobs (Palomino & Peyrache, 2010).  
 
5. TRENDS 
 
A newly empowered role model is emerging for young women. In 2009, for the first time women became 
the majority of the U.S. workforce. Thirteen of the top fifteen growth employment categories for the next 
decade are dominated by female workers. Women also hold the majority of middle management positions 
(Rosin, 2010). The new economy values social intelligence, communication skills, and self-discipline, 
skills which do not preclude women from participation.  In 1970, only 22.1 percent of female workers had 
attended college compared to 66.7 percent in 2010 (BLS, 2011a). In fact, women now earn three out of 
every five B.A. degrees awarded (Rosin, 2010). Female college graduates historically have demonstrated 
higher participation rates and stronger attachment to the labor force than other groups of female workers 
(Morgan, 2008).  
 
A shift from manufacturing to services and the resulting decreased unionization led to a more pronounced 
reduction in men’s wages than women’s (Levine, 2003) which helps shrink the wage gap---albeit not in 
the desired direction. The industries most affected by the recent recession are male-dominated: 
construction, manufacturing, and high finance. As a result, men accounted for three-quarters of the 8 
million Americans affected by unemployment (Rosin, 2010).  
 
6. SUMMARY AND CONCLUSION 
 
The continued decline in occupational segregation and the narrowing of the wage gap is encouraging for 
women. Yet, the slowing pace over the last three decades demonstrates a continued need to identify 
factors contributing to the wage gap and effective policies to address it. The issue is complex with many 
contributing interdependent factors. Effective change may require challenging traditional gender schemas 
and addressing the discrimination that shapes labor policies, and hiring and promotional practices. It is 
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still too soon to evaluate the impact of the 2009 Lilly Ledbetter Fair Pay Act. With potential court cases 
looming, firms will be risk-averse to conscious discriminatory practices. Modifying the unconscious ones 
will take continuing societal change. With more women moving into management, this change should be 
forthcoming unless a backlash occurs with the downturn of the economy and the large numbers of 
unemployed males. 
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ABSTRACT 
 
Based on technology acceptance model, this study investigates the impacts of perceived ease of use 
and perceived usefulness on utilizing of online social network for corporate social responsibility 
reporting. According to prior research, we develop the construct of online social network for CSR 
reporting including employee relations, product quality, environmental issues, diversity issues, and 
community relations. In this investigation, listed-firms in Thailand are designated as the population. 
Hence, 102 complete questionnaires are usable for the analysis. The results indicate that utilizing of 
online social network for CSR reporting is significantly determined by perceived ease of use and 
perceived usefulness. Moreover, this study also reveals that the utilizing of online social network for 
corporate social responsibility reporting significantly affects firm reputation.  
 
Keywords: Social Network, Corporate Social Responsibility, CSR, Technology Acceptance Model, 
TAM 
 
1. INTRODUCTION 
 
At present, online social network becomes a valuable communication channel and it has a significant 
role in information distribution among community members. Individuals can be interact, establish the 
community, and pass their activities without communication charges. Furthermore, firms take this 
advantage to promote their marketing performance such as advertise and publicize their promotions, 
activities, and services. Customers can follow firm’s profile, and then, firm’s announcements can be 
forwarded to followers’ wall automatically. Therefore, customers will received the new information 
feeds as recent as firm published. Accordingly, many firms utilize online social network 
communication to disclose their corporate social responsibility (CSR) activities, therefore, resulting in 
the improvement of corporate images and reputations.  
 
Based on technology acceptance model (TAM), the intention to apply information system is the 
consequence of two significant factors, perceived ease of use and perceived usefulness (Davis, 
1989). Perceived ease of use is referred to the belief that information system is uncomplicated to 
apply and employ. Meanwhile, perceived usefulness is referred to the belief that information system 
can be supported the accomplishment of works. In addition, TAM posits that perceived usefulness is 
directly determined by perceived ease of use (Riemenschneider and Hardgrave, 2001; Yu et al., 
2003; Wang et al., 2004; Vijayasarathy, 2004; Wixom and Todd, 2005). Therefore, this study 
intentionally posits both perceived ease of use and perceived usefulness as the antecedents of online 
social network utilization for CSR reporting. According to the previous literatures, CSR disclosure 
positively impacts firm image, reputation, and performance (Kang et al., 2010; Lee et al., 2012; Iwata 
and Okada, 2011; Inoue and Lee, 2012). In this study, we develop the construct of online social 
network for CSR reporting based on prior research, including employee relations, product quality, 
environmental issues, diversity issues, and community relations (Inoue and Lee, 2011). Accordingly, 
this study determines online social network as the valuable channel that firm willingly applies to report 
their CSR activities and also enhance their reputations. 
 
As aforementioned above, the purpose of this study is to investigate the effects of perceived ease of 
use and perceived usefulness on utilizing of online social network for CSR reporting. Also, the 
relationship between utilizing of online social network for CSR reporting and firm reputation is 
examined. The remaining of this paper is delineated as follows. The second section provides the 
literature reviews and hypothesis development. Next, the research design is explained in the third 
section. Also, we describe the results of the analysis and discussion follow by the contributions and 
future research directions. Finally, conclusion of this study is also provided in the sixth section. 
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2. LITERATURE REVIEW AND HYPOTHESES DEVELOPMENT 
 
The research model is shown as figure 1. We posit perceived ease of use and perceived usefulness 
as the independent variables, while utilizing of online social network for CSR reporting is the 
dependent variable. Also, the effect of perceived ease of use on perceived usefulness is postulated. 
Additionally, this study also aims at the investigation on the hypothesized relationship between 
utilizing of online social network for CSR reporting and corporate reputation.  
 

 
FIGURE 1: RESEARCH MODEL 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
2.1 Technology Acceptance Model 
Technology acceptance model (TAM) is developed from the theory of reasoned action to the 
information system context. It is widely used to explain the information technology acceptance 
process in different circumstances. TAM posits that individual’s intention to use information system is 
determined by perceived ease of use and perceived usefulness. Also, intention to use information 
system serves the actual use. In addition, perceived usefulness is directly affected by perceived ease 
of use (Davis, 1989). Prior researches are generally extended TAM in three approaches including 
introducing factors from related models, introducing the alternative belief factors that impact intention 
to use, and investigating the antecedents of the existing belief factors (Wixom and Todd, 2005). This 
study potentially uses the contribution of TAM by introducing factors from related model. We 
hypothesize that perceived ease of use and perceived usefulness have the positive impacts on online 
social network utilization for CSR reporting, as the actual information system usage.  
 
Perceived ease of use is referred to the belief that a particular system is uncomplicated to apply and 
employ, while, perceived usefulness is referred to the belief that information technology can be 
supported the accomplishment of works. Yi and Hwang (2003) found that perceived ease of use and 
perceived usefulness are positively impact intention to use web-based information system and 
intention to use also impacts actual use. Lai and Li (2005) found that perceived ease of use and 
perceived usefulness are positively impact intention to use internet banking. In concordance, Ahn et 
al. (2007) and Ha and Stoel (2009) discovered that both of belief factors are positively affect the 
acceptance of online retailing system use. Consistently, prior researches discovered that web 
technology acceptance is determined by perceived ease of use and perceived usefulness, according 
to the contribution of TAM (Lederer et al., 2000; Castañeda et al., 2007; Lee et al., 2007; Wu et al., 
2011). For the social network service acceptance, Hossian and de Silva (2009) revealed that 
behavioral intention to use social network service is depended on perceived ease of use and 
perceived usefulness. They also found that behavioral intention positively affects actual use of social 
network service. Likewise, Kwon and Wen (2010) found that perceived ease of use, perceived 
usefulness, and perceived encouragement have positive effects on actual use of social network 
service.    
 
Based on prior researches, this study applies TAM to the utilization of social network service for CSR 
reporting. The antecedents of particular system utilization are perceived ease of use and perceived 
usefulness. Also, we examine the effects of perceived ease of use on perceived usefulness. 
Therefore, the following hypotheses are postulated. 

Perceived Ease 
of Use 

Perceived 
Usefulness 

Utilizing of Online 
Social Network for 

CSR Reporting 

Corporate 
Reputation 

H2 

H1 

H3 

H4
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Hypothesis 1: Perceived ease of use has a positive effect on perceived usefulness. 
 
Hypothesis 2: Perceived ease of use has a positive effect on utilization of online social 
network for corporate social responsibility reporting. 
 
Hypothesis 3: Perceived usefulness has a positive effect on utilization of online social network 
for corporate social responsibility reporting. 
 
2.2 Corporate Social Responsibility Reporting 
Corporate social responsibility (CSR) is the volunteer activities that beyond the interests of the firm 
and which are required by law (McWilliams and Siegel, 2001). These activities promote the potential 
benefits of social or community, such as, the activities that sustain the good relations between 
corporate and employees, the reductions of environmental explosions and pollution emissions, and 
the supports of public welfare in the local areas. CSR is the activity which is included in corporate 
governance practices that represents the transparency efforts of the firms. Therefore, firm image and 
reputation are consequently increased for the firms that disclosed their CSR activities. 
 
Inoue and Lee (2011) categorized CSR activities in five dimensions consisting of employee relations, 
product quality, environmental issues, diversity issues, and community relations. First, employee 
relation includes the activities that concern health and safety of employees, union relations, retirement 
benefits, employee involvement, cash profit sharing, and work force reductions. Product quality 
includes the activities that concern benefits to economically disadvantaged consumers, R&D and 
innovation, the concerns of controversial marketing and contracting practices, product safety issues, 
and antitrust. Next, environmental issue category combines the environmental concerns such as use 
of clean energy, pollution prevention, recycling, sustainable management systems, sustainable 
products and services, the concerns of impact on climate change, and use of hazardous waste and 
ozone depleting chemicals. Diversity issue category is the concerns about women rights, gay and 
lesbian policies, promotion of women of minority employees, and other discrimination issues. Finally, 
community relation category includes the activities that concern charitable giving, innovation giving, 
support for education, support for housing, and other volunteers programs. 
  
Prior research found that CSR disclosure is an antecedent of firm performance. Inoue and Lee (2011) 
found that employee issues and product quality disclosure of airline businesses positively impact 
marketing value. For the hotel and restaurant businesses, they also found that the disclosures of 
product quality and community issues have positive impacts on return on assets. Consistently, prior 
research found that CSR disclosure positively affects firm performance of hotel and restaurant 
businesses (Kang et al, 2010; De Grosbois, 2012). Also, the reporting of economic, ethical, and 
philanthropic CSR positively influence organizational trust and job satisfaction resulting in the 
enhancement of organizational commitment and the reduction of turnover intention (Lee et al., 2012). 
Based on the previous literatures, this study posits utilizing online social network of CSR reporting 
positively affects corporate reputation. Hence, the related hypothesis is supposed. 
  
Hypothesis 4: Utilization of online social network for corporate social responsibility reporting 
has a positive effect on corporate reputation. 
 
3. RESEARCH DESIGN 
 
3.1 Data Collection 
For the data collection procedure, mail questionnaire is employed as a data collection instrument. The 
survey instruments are distributed to Thai listed companies that were obtained from The Stock 
Exchange of Thailand’s Database. Also, the key informant of this research is a chief executive officer 
(CEO). After four weeks, 105 questionnaires are directly returned by respondents. However, 102 
complete questionnaires are usable for the analysis. Thus, the response rate of this study is 20.12%. 
According to Aaker et al. (2001), the acceptable response rate of survey research is 20%. Therefore, 
the response rate of this study is satisfactory accepted.  
 
For the general information of respondents, males represented approximately 60.8% of the returned 
questionnaires. The average age of key participants is above fifty years (41.2%) and has more than 
twenty years of work experiences (53.2%). For the firm demographic data, the industry type of the 
majority respondents is technology firms (21.1%). The operation period is more than twenty years 
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(66.1%) with the registered fund is less than five-hundred million Baht (37.6%). The numbers of 
employees of firm respondents are less than five-hundred employees (33.9%) and the total assets are 
more than two-thousand million Baht (44.0%).   
 
3.2 Measures 
All variables are measured by five-point Likert’s scales, ranging from 1 that is represented to very 
strongly disagree, to 5 that is represented to very strongly agree. The measurements of all variables 
in the conceptual model are adapted from the previous literatures with some modifications. For the 
dependent variable, this study posits corporate reputation as the dependent variable and measured 
by five items adapted from previous research. These items are asked for the perceived organizational 
reputation and customer acceptance in transparency, objectivity, competitive advantage, customer 
services, and environmental concerns.  
 
For the independent variables, this study designates perceived ease of use and perceived usefulness 
as the independents variables, according to TAM. Perceived ease of use is referred to the belief that 
a particular system is uncomplicated to apply and employ. Perceived usefulness is referred to the 
belief that information technology can be supported the accomplishment of works. Three items are 
developed to measure perceived ease of use and four items are developed to measure perceived 
usefulness. Moreover, this study develops such constructs from the previous research (Yi and 
Hwang, 2003; Hossian and de Silva, 2009; Kwon and Wen, 2010). In addition, utilizing online social 
network for CSR reporting is assigned as the mediator variable. Twelve items are developed, based 
on the previous research, to measure this construct that are asked for the perceived online social 
network utilization to report the activities of employee relations, product quality, environment issues, 
community relations, and diversity issues (Inoue and Lee, 2011).  Furthermore, firm size is designed 
as control variable of this study that is measured by the registered funds. 
 
3.3 Reliability and Validity 
This study concerns about reliability and validity. For the reliability, this study employs Cronbach 
alpha coefficient to examine the reliability of all constructs. In addition, this study also utilizes 
confirmatory factor analysis to examine the validity of data in the questionnaires. According to the 
results, all Cronbach alpha coefficients are higher than the acceptable criteria (0.60) as the 
suggestion of Nunnally and Berstein (1994). The coefficients ranging from 0.730 to 0.963 indicate that 
all constructs in the research model are acceptable. Additionally, the factor loadings of these 
constructs are higher than the acceptable cut-off score (0.40), as the suggestion of Nunnally and 
Berstein (1994), indicate that the measurements of all constructs are satisfied. Clearly, factor loadings 
of perceived ease of use are ranging from 0.747-0.865. Factor loadings of perceived usefulness are 
ranging from 0.873 to 0.910. Factor loadings of utilizing online social network for CSR reporting are 
ranging from 0.719 to 0.917. Also, factor loadings of corporate reputation are ranging from 0.767 to 
0.891. Easily, Table 1 depicts the results of reliability and validity tests. 
 
 

TABLE 1 
RESULTS OF RELIABILITY AND VALIDITY TESTS 

 

VARIABLES 
Factor

Loadings 
Cronbach’s Alpha 

Coefficients 

Perceived Ease of Use (PEU) 0.747-0.865 0.730 

Perceived Usefulness (PUF) 0.873-0.910 0.919 

Utilizing Online Social Network for  
CSR Reporting (CSR)   

0.719-0.917 0.963 

Corporate Reputation (REP) 0.767-0.891 0.893 
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3.4 Statistical Technique 

All variables are metric scale, thus, the Ordinary Least Square (OLS) regression analysis is a suitable 
statistic to analyze the hypothesized relationships and estimate the coefficients. The established 
statistic equations are presented as follows; 
 
  Equation 1: PUF     = β01 + β1PEU + β2SIZ + ε1 

Equation 2: CSR     = β02 + β3PEU + β4PUF + β5SIZ + ε2 
Equation 3: REP     = β03 + β6CSR + β7SIZ + ε3 
 

 
4. RESULTS AND DISCUSSION 
 
4.1 Descriptive Statistics and Correlation Analysis 
Descriptive statistics including mean and standard deviation (S.D) are depicted in Table 2. For the 
multicollinearity concerns, all correlation coefficients of independent variables are examined. The 
results show that the related coefficients are smaller than 0.8 and all variance inflation factors (VIFs) 
values are smaller than 10, indicating that there are no problems of multicollinearity of independent 
variables of the study (Hair et al., 2006). Table 2 shows descriptive statistics and correlation 
coefficients.    
 

TABLE 2 
DESCRIPTIVE STATISTICS AND CORRELATION MATRIX 

 
Variables PEU PUF CSR REP SIZ

Mean 3.699 3.836 2.742 3.953 2.206 
S.D. 0.656 0.879 1.018 0.610 1.146 
PEU      
PUF .738***     
CSR .437*** .453***    
REP .388*** .330*** .303***   
SIZ -.039 -.020 .115 .269***  

        *** p<0.01 
 

  
4.2 Effects of Perceived Ease of Use and Perceived Usefulness 
The results of OLS regression analysis of the relationships among perceived ease of use, perceived 
usefulness, and utilizing online social network for CSR reporting are shown in Table 3. The results of 
the analysis indicate that perceived ease of use has a positive effect on perceived usefulness (β1 = 
0.739, p < 0.01) and also has a positive effect on utilizing online social network for CSR reporting (β3 
= 0.233, p < 0.10). Furthermore, perceived usefulness has a positive effect on utilizing online social 
network for CSR reporting (β4 = 0.284, p < 0.05). 
 

TABLE 3 
RESULTS OF OLS REGRESSION ANALYSIS a 

 

Independent Variables 
Dependent Variables 

PUF CSR 

Perceived Ease of Use (PEU) 
.739***
(.068) 

.233*
(.130) 

Perceived Usefulness (PUF) - 
.284**
(.130) 

Firm Size (SIZ) 
.018 

(.136) 
.261 

(.176) 
               *** p<0.01, ** p<0.05, * p<0.10 
                     a Beta coefficient with S.D. in parenthesis  
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In accordance with TAM, prior research found that perceived ease of use and perceived usefulness 
have positive effects on intention to use mobile commerce system (Wu and Wang, 2005). Especially, 
Hossian and de Silva (2009) revealed that perceived ease of use and perceived usefulness positively 
impact behavioral intention to use social network service. They also found that behavioral intention 
positively affects actual use of social network service. Likewise, Kwon and Wen (2010) found that 
perceived ease of use and perceived usefulness have positive effects on actual use of social network 
service. Moreover, they also found that perceived ease of use positively affects perceived usefulness. 
Therefore, hypotheses 1, 2, and 3 are supported.  
 
4.3 Effects of Utilizing Online Social Network for CSR Reporting on Corporate Reputation 
The result of OLS regression analysis of the relationships between utilizing online social network for 
CSR reporting and corporate reputation is illustrated in Table 4. The result delineates that utilizing 
online social network for CSR reporting has a positive effect on corporate reputation (β6 = 0.276, p < 
0.01). Concordantly, prior research found that CSR reporting positively affects firm performance 
(Kang et al, 2010; De Grosbois, 2012; Lee et al., 2012; Inoue and Lee, 2011). This study applies TAM 
to the new information technology context which is online social network service and the results also 
conform to the prior research. Accordingly, hypothesis 4 is supported.  

TABLE 4 
RESULTS OF OLS REGRESSION ANALYSIS a 

 

Independent Variables 

Dependent 
Variables 

REP 

Utilizing online social network for CSR 
reporting (CSR) 

.276***
(.093) 

Firm Size (SIZ) 
.475**
(.187) 

               *** p<0.01, ** p<0.05, * p<0.10 
               a Beta coefficient with S.D. in parenthesis  
 
 
5. CONTRIBUTIONS AND DIRECTIONS FOR FUTURE RESEARCH 
 
5.1 Theoretical Contributions and Directions for Future Research 
This study intentionally extends TAM to the modern information technology, online social network 
service. Prior research found that the acceptance of online social network service is determined by 
perceived ease of use and perceived usefulness (Hossian and de Silva, 2009; Kwon and Wen, 2010). 
Especially, this study focuses on the antecedents of the acceptance of online social network for CSR 
reporting resulting in the improvement of corporate reputation. Also, this study integrates the 
information system contribution with other context, corporate social responsibility. However, this study 
is the first know empirical study that investigates such relationships in Thai listed companies. 
According to TAM, the current study finds that perceived ease of use and perceived usefulness serve 
the actual use of online social network for CSR reporting. Moreover, the results of this study also 
reveals that perceived ease of use has a positively effect on perceived usefulness.  
 
There are some suggestions for future research. First, future research needs to investigate these 
supposed relationships with other types of sample to generalize the contribution of TAM. Second, 
future research needs to introduce and construct the alternative belief factors that affect intention to 
use online social network for CSR disclosure, such as perceived self-efficacy and perceived financial 
status. Also, future research needs to investigate the antecedents of belief factors. Finally, the other 
consequences of actual use of online social network for CSR disclosure are appropriate to examine, 
such as firm credibility and firm performance. 
 
5.2 Managerial Contributions 
For the contribution for management, this study reveals that utilizing online social network for CSR 
reporting contributed to firm reputation. To improve the organizational performance, organizations 
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should put more emphasis on the utilization of online social network such as develop the organization 
pages to publicize their activities involving environmental and community concerns.   
 
6. CONCLUSION 
 
To extend the contributions of TAM, this study develops the conceptual framework to investigate the 
influences of perceived ease of use and perceived usefulness on actual use of online social network 
for CSR reporting. Prior research found that the belief factors, both perceived ease of use and 
perceived usefulness, determine the actual use of online social network services. This study 
extensionally investigates on the context of CSR reporting via online social network services. Thai 
listed companies are assigned as the population of the analysis. Hence, the key participant is chief 
executive officer and mail questionnaire is employed as the data collection instrument. The results 
indicate that perceived ease of use and perceived usefulness positively influence the utilization of 
online social network of CSR reporting. The results also depict that perceived ease use positively 
impacts perceived usefulness. Respectively, the utilizing of online social network for CSR reporting 
also positively affects corporate reputation. The theoretical and managerial implications are also 
provided.   
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ABSTRACT 

A rise in online learning opportunities motivates us to better understand the linkage between systems and 
eLearner perceived outcomes and satisfaction. Despite wide adoption of eLearning, there remains a high 
dropout rate. eLearning literature indicates that learner characteristics such as learner satisfaction are 
critical to the success of eLearning. This study examines the technology fit, self-efficacy, and the role of 
IT artifact trust in eLearning. Empirical results from an investigative survey conducted shows computer 
self-efficacy and task-technology fit are antecedents to trust in learning artifacts and impacts student 
learning satisfaction and perceived learning outcomes. 

 
Keywords: Task-technology fit; eLearning, IT Artifacts, computer self-efficacy 

 
1. INTRODUCTION 
 
Technology is used in virtual learning environments to improve the efficiency in which a learner performs 
a specific task.  Studies reveal that virtual learning environments provide benefits such as providing 
worldwide training, increasing learner convenience, and lowering expenses from the administration 
perspective (Welsh, Wanberg, Brown, and Simmering, 2003).  A constant concern in information systems 
use and research has been how to better understand the linkage between information systems and 
individual performance in organizational settings, thus task-technology fit (Goodhue, 1995).  Due to the 
increased adoption of information systems in online education, this research focuses on the link between 
information systems and individual student performance in virtual learning environments.  Such research 
is important to ensure quality of teaching and learning as well as student satisfaction in online learning. 
 
In terms of online environmental factors, Hirschheim (2005) finds that online frustrations such as technical 
and logistical problems are causing damage to student learning satisfaction.  Mathieson and Keil (1998) 
pose that when users report that a system is difficult to use, developers and educators should not assume 
that the interface is the problem. There may be deeper task-technology fit issues that are not corrected by 
changing the interface. Computer self-efficacy is also found to affect performance (Compeau and Higgins, 
1995).  We therefore study the task-technology fit and computer self-efficacy impacts on an online 
student’s trust in an eLearning artifact as this impacts perceived learning and learning satisfaction.  Our 
research question asks, does task-technology fit and computer self-efficacy impact a users trust in 
eLearning technology and if so does it impact their satisfaction or learning outcome? Hassan’s (2010) 
survey of the eLearning literature indicates that learner characteristics such as learner satisfaction are 
critical to the success of eLearning. Our research contributes to practice by giving educators and 
administrators more information from the learner’s perspective about how a student’s self-efficacy and 
perception of task-technology fit impacts learning satisfaction and perceived learning outcomes.  Our 
study will have important implications for those interested in improving online education and learning 
satisfaction. We begin with a discussion on eLearning and then review the literature and develop 
research hypotheses on task-technology fit, computer self-efficacy, and trust. We also provide a 
discussion of the impacts of our study on online learning satisfaction and learning outcomes. We 
conclude with limitations and assumptions of our study. 
 
2. CONTEXT OF STUDY 

2.1  eLearning 
Virtual learning has been found to be just as effective as traditional classroom education (Benbunan-Fich 
and Hiltz, 2003).  ELearning is defined as delivering instructional education to individuals and groups 
through Internet based communication (Wheeler, Bryne, Deri, 2003).    
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Studies show a considerably higher dropout rate with eLearners compared to traditional face-to-face 
learners (McLaren, 2004). The dropout behavior may be attributed to a less favorable online experience 
(Davis and Wong, 2007).  Studies have also found that many students, who perceived the Internet course 
as being difficult, reported technical challenges with their online learning experience (James Madison 
University, 2003; Shu-Sheng, Hsiu-Mei, and Gwo-Dong, 2007).  Indicating that the technology used is a 
critical aspect in the online learning experience.   
 
3. HYPOTHESES BUILDING 

Our conceptual framework posits task-technology fit and computer self-efficacy as antecedents of 
perceived learning outcomes and learning satisfaction through trust in a learning management system.  
We propose that task-technology fit and computer self-efficacy have an effect on trusting beliefs and thus 
impact perceived learning satisfaction and perceived outcomes.  Based on prior eLearning research we 
have developed six hypotheses relating to the impact on learning outcomes. Figure 1 illustrates a 
conceptual model to demonstrate our hypotheses.  
  
  

 

 

 

 

 
 

 
 
 

Figure 1: Model of IT Artifact Trust Antecedents and Outcomes 
 

Task Technology Fit 
There are many variables that have been theoretically and empirically studied in eLearning related to 
technical issues, but in this article, we focus on task-technology fit and computer self-efficacy. Goodhue 
and Thompson (1995) emphasized that for an information technology to have a positive impact on 
individual performance, the technology: (1) must be utilized and (2) must be a good fit with the tasks it 
supports.  Task-technology fit is an ideal profile of using technology that supports a given task best 
(Zigurs & Buckland, 1998).  Essentially, task-technology fit is an individual’s perception that technology 
supports task performance. Task-technology fit was further defined by Zigurs and Buckland (1998) as 
ideal profiles of task-technology alignment. TTF has also been used to provide the conceptual basis for a 
user evaluation instrument aimed at organizational assessment of information systems and services 
(Goodhue, 1998).  Essentially task-technology fit is the strongest link between information systems and 
performance impacts due to a correspondence between task needs and system functionality.  When the 
initial task-technology fit instrument was designed, mainframe and network PC’s within an organization 
were the dominant technologies (Goodhue, 1998).   
 
But how does task-technology fit affect perceived learning outcomes?  Empirical research supports that 
task-technology fit impacts performance outcome. For example, as task-technology fit has been shown to 
positively impact employee performance (Ferratt and Vlahos, 1998; Lin et al, 2008), we posit that task-
technology fit will also impact student learning performance outcomes.  Learning task-technology fit 
affects performance because a positive performance outcome requires technology that best supports the 
task at hand.  Some issues may be hidden behind unstable system complaints.  When users report that a 
system is difficult to use, developers should not assume that the interface is the problem. There may be 
deeper task/technology fit issues that are not corrected by changing the interface (Mathieson and Keil, 
1998). 
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Perceived Learning Outcome and Learning Satisfaction 
Perceived learning is the student’s perception of how much they learned in a technology mediated 
course.  In this study, we operationalize perceived learning outcome as the student’s expectation of a 
high or low grade.  eLearners were asked the degree to which they agreed with statements like “I will 
receive a good grade in this class” and “I am sure I will be satisfied with my grade in this class” as 
implemented in Arbaugh (2000).   A greater learning task to technology fit will result in greater perceived 
learning.   
 
H1: Task- technology fit is directly and positively related to perceived learning outcome. 
 
Our study explores a new relationship of the impacts of task-technology fit on trust of a learning system.  
If a student perceives that a learning management system is appropriate for a particular task, (e.g. taking 
an exam through WebCT), then we expect to see a positive relationship to trust in the learning 
management artifact (e.g. WebCT).  Hence, a good fit of a task to be completed using the learning 
management system may lead to trust in the learning management system.  
 
H2: Task- technology fit is directly and positively related to trusting beliefs in the Distance to 
Learn IT artifact. 
 
Satisfaction with an information system is commonly categorized as an aspect of information systems 
success (Hwang and Thorn 1999).  DeLone and McLean’s (1992 and 2003) models of IS success 
identifies user satisfaction as a precursor of performance impacts. Satisfaction is just as relevant to 
research on e-learning, yet findings from user satisfaction studies in eLearning studies have been mixed. 
For example, Piccoli et al. (2001) found no significant differences in performance between students 
enrolled in the two environments, and participants in the virtual learning environment (VLE) group 
reported being less satisfied with the learning process. Alternatively, Chou and Liu (2005) show, students 
in the VLE achieved better learning performance and higher levels of satisfaction. Goodhue and 
Thompson (1995) argued that the better the task–technology fit the more positive anticipated 
consequences of use of a system, which could be satisfaction, and in our context learning satisfaction.  
Based on these literature findings, we expect the more appropriate the fit of the technology to the online 
learning task at hand, the more we would expect a student to be satisfied with their online learning 
satisfaction.  Thus, we propose: 
 
H3: Learning task technology fit is directly and positively related to learning satisfaction. 
 
Computer Self-Efficacy 
Computer self-efficacy (CSE) originated from self-efficacy, which is the belief that an individual has the 
capability to perform a particular task (Bandura, 1997).  CSE is defined by Compeau and Higgins (1995) 
as an individual’s judgment of his or her computer-related skills in various situations.  Compeau and 
Higgins (1995) state self-efficacy is an important individual trait and directly correlates to an individual’s 
decision to use computers.  Few studies have used CSE measures in evaluating self efficacy effects on 
learning (Brown, Lent, and Larkin, 1989; Delcourt and Kinzie, 1993).   Perceived computer self-efficacy 
has been shown to impact behaviors and outcomes such as a negative effect on computer anxiety and 
positive impact on performance outcome expectations, personal outcome expectations, and actual 
systems usage (Compeau and Higgins, 1995). Lent et al. (1984) in a study found that students in 
technical and scientific fields reporting strong self-efficacy generally achieved higher performance 
outcomes than those with low self-efficacy ratings. The student’s judgment on his or her ability to use the 
technology to compile the learning task impacts perceived task-technology fit. If the student believes he 
or she can do well with the technology, it may lead to trust in the particular technology.  In addition, trust 
may be a mediator between CSE and learning satisfaction and perceived learning outcomes. 
 
H4: Computer self-efficacy is positively related to trusting beliefs in the Distance to Learn IT 
artifact. 
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Trust in IT Artifacts 

Trusting beliefs in IT artifacts and task technology fit is a topic not well researched within the academic 
learning arena.  Mayer et al. (1995) defined trust as “the willingness of a party to be vulnerable to the 
actions of another party irrespective of the ability to monitor or control that other party” (Mayer et. al 52, p. 
712).    Having trusting beliefs means one feels that that the other party has favorable attributes (such as 
benevolence, integrity, and competence), that lead to trusting intentions (Vance, Elie-dit-cosaque, and 
Straub, 2008).  Pennington, Wilcox, and Grover (2003) described system trust in two ways: (1) structural 
assurances that include safeguards, such as regulations, laws, guarantees, and contracts, that make the 
party feel safe enabling trust, and (2) making the situation appear normal therefore reducing uncertainty 
in the transaction.   
 
Trust has been identified as a predictor of technology usage and understanding user perception in 
technology (Li et. al., 2008).  Hai-Jew (2006) studies the role “trust” plays in highly interactive, instructor-
led online college courses.  This instrument explored “trust” relationships between learner and instructor, 
learner and fellow learners, learners and curriculum, and learners and courseware technology.  Hai-Jew 
(2006) finds that trust in the relationship between learners and courseware technology can lead to 
beneficial and cooperative behaviors.  Manochehri and Young (2006) found that the instructor led method 
is more satisfying and there is a significant difference in student satisfaction between learning on the Web 
and instructor-based learning. We propose the lack of satisfaction can be remedied if trust in the learning 
management system is first obtained.  Therefore, trusting beliefs in a learning IT artifact is hypothesized 
to be positively related to perceived learning outcomes and learning satisfaction.  
 
H5: trusting beliefs in IT artifacts is directly and positively related to perceived learning outcome. 
 
H6: trusting beliefs in IT artifacts is directly and positively related to learning satisfaction. 
 

4. RESEARCH METHODS 

4.1  Participants and Procedure 
The sample frame for our study includes over 1,000 students from a large university in the southeastern 
United States. 116 complete surveys were successfully collected from students enrolled in an online 
course across a variety of majors in a degree seeking program.  Students were entered into a drawing for 
one of three $25 amazon.com gift cards in exchange for participation. 
 
We have created and adapted a number of survey items to assess the constructs in our model.  We use a 
standard seven point Likert-type scale of strongly agree (1) to strongly disagree (7).   We operationalized 
the IT artifact construct with trusting beliefs measures of a learning management system name Desire to 
Learn (DTL) as our target IT artifact.  DTL was the main artifact used by the eLearning students to 
engage in educational interaction, maintain communication with students and the instructor, obtain 
instructor lecture notes, take quizzes and exams, receive homework, and to attend classes. 

 
4.2  Data Analysis and Results 
We chose SmartPLS 2.0 (Ringle, Wende, and Will, 2005) a component based software that uses partial 
least squares method to test our measurement and structural model based on its minimal sample size 
restrictions and complex relationship testing. 
 
We assessed internal consistency by calculating composite reliability and Cronbach’s alpha. With values 
ranging from 0.88 to 0.98 for composite reliability and from 0.80 to 0.97 for all Cronbach’s alphas (see 
Table 1), we conclude that the scales are reliable (all were greater than the accepted 0.70 recommended 
by Nunnally, 1967).  
 

 
 
 

                                       REVIEW OF BUSINESS RESEARCH, Volume 12, Number 4, 2012                      124



 

 

 

TABLE 1 
Instrument Sources and Cronbach’s alpha 

Construct  
 

Cronbach’s 
Alpha 

Source 

Trusting Beliefs -    
   Benevolence, competence, and integrity 

.96 Wang and Benbasat, 2008 

Computer Self-Efficacy .80 Venkatesh, 2000 
Task-Technology Fit .97 Lin and Huang, 2008 
Learning Satisfaction  .94 Arbaugh, 2000 
Perceived Learning Outcome  .85 Arbaugh, 2000 
 
Non-diagonal entries were found not to exceed the diagonals of specific constructs, and thus no single 
violation exists of the conditions for discriminant validity (see Table 2) (Chin, 1998, p. 327).  

 
TABLE 2 

Correlation Matrix of Latent Constructs **Correlation is significant at the 0.01 level (2-tailed). 

Correlations between Latent Constructs; square root of AVE is leading diagonal 

 AVE CSE LS PLO TB TTF  

CSE Computer Efficacy .715  

LS Learning Satisfaction . 521** .899  

PLO Perceived Learning  . 501** . 822** .767  

TB Trusting Beliefs . 496** . 740** . 626** .761  

TTF Task-Technology Fit . 552** . 806** . 699** . 682** .938 
 
4.3  Structural Model 
The standardized path coefficients of the structural model are shown in Figure 2. As hypothesized, task 
technology fit directly and significantly impacted the learners’ perceived learning (H1, b=.508, p<.001) and 
learning satisfaction (H3, b=.543, p<.001).  TTF also was significantly linked to trusting beliefs in the DTL 
IT artifact (H2, b=.587, p<.001) and thus H1, H2, and H3 are supported.  Computer self-efficacy is 
significant in a mediating relationship with trusting beliefs to perceived learning and learning satisfaction 
(H4, b=.171, p<.05).   Results also show that a learner’s trusting belief in the artifact to learning 
satisfaction relationship was significant (H5, b=.279, p<.001) as well as for perceived learning outcome 
(H6, b=.345, p<.001).  Therefore, H5 and H6 were supported.  Explained variance in the model was 
considerable with 48.6 percent of the variance in IT trust explained by TTF and CSE. In addition, 71.9 
percent of learning satisfaction and 53 percent of perceived learning outcomes were explained by trust in 
the DTL artifact.  All hypotheses were supported (see Table 3). 

 
 

 

 

 

 

 
 
 
 
Figure 2: Research Model Indicating Significance and Path Coefficients  Notes: ***p<0.001 
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TABLE 3 

Structural Model Results of Hypothesis Testing 
Hypothesis Casual Path Path Coefficient Observed t Value Supported 
H1 TTF     →    PLO .508 6.630*** YES 
H2 TTF     →    TB .587 8.130*** YES 
H3 TTF     →    LS .543 8.760*** YES 
H4 CSE     →    TB        .172 2.193* YES 
H5 TB       →    PLO .279 3.759*** YES 
H6 TB       →    LS .345 5.181*** YES 
***p<.001, **p<.01, *p<.05 

 
5. DISCUSSION  
 
The results of this study indicate that computer self-efficacy and task-technology fit are antecedents of 
trust.  Specifically, the antecedents of trust in a learning artifact represents new and very useful piece of 
knowledge.  Numerous studies have found that there is a lack of satisfaction in eLearning and dropout 
rates are unsatisfactory.  Our study will provide educators with the knowledge to not only to offer general 
computing classes to increase CSE but also to develop trust building assets within the learning 
management system.  What is new in our study however is that we find that task-technology fit and 
computer self-efficacy are antecedents to trusting beliefs in a learning artifact.   
 
5.1 Limitations and Implications 
Every effort has been taken to lessen the limitations of the study.  However, history effects could be a 
possible limitation as some students may be further along in their program, thus completing more classes 
than new students and thus having a higher CSE due to experience.  Also, CSE could show a positive 
significance because the medium of the class is computer related and those enrolled in an online class 
may already have a high CSE. Our model has significant implications. By understanding how distance 
learning technologies support learning tasks in online learning environments, administrators of tertiary 
universities can make better implementation decisions.  In some emerging economies, education is the 
key socioeconomic tool that furthers growth and development.  By studying self-efficacy of students, we 
will be able to grasp the impact of confidence using personal and learning outcome expectations, 
perceived learning task-technology fit, and learning outcomes.  Therefore, more should be done to train 
students on the technologies so that their esteem can increase as that may impact their perceived fit and 
outcome expectations.  
 
6. CONCLUSIONS 

In this research we focused on the link between information systems and student performance in distance 
learning environments. Recent concerns of dissatisfied learners and high dropout rates motivate our 
study.  We find that computer self-efficacy and task-technology fit are antecedents to trust in learning 
artifacts and impact student learning satisfaction and perceived learning outcomes. 
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STUDENTS IN LEARNING WEB-BASED ERP SIMULATOR 
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ABTRACT 
 
Enterprise Resource Planning (ERP) refers to software or business concepts that link operations and 
intra-company processes.  Even though the enterprise software market will continue to grow through 
2015, many universities have struggled in integrating ERP software and concepts into their curriculums.  
Then, the web-based ERP simulation is an initiative that allows students to have experience in simulated, 
complex, real-world business environment.  This research attempts to investigate individual variables 
affecting attitude towards usage of a web-based ERP-simulated learning medium in a Thai university.  
The researchers found positive relationships between trust and attitude towards usage as well as that of 
perceived ease of use and attitude towards usage.  However, the researcher did not find positive 
relationship between perceived usefulness and attitude towards usage.  
 
Keywords: Trust, Perceived Ease of Use, Perceived Usefulness, Attitude, Simulation, ERP and 
Education, Educational Technology 
 
1. INTRODUCTION 
 
AMR Research reported that the Enterprise Resource Planning (ERP) market had increased from 28.8 
billion U.S. dollars in 2006 to 47.7 billion U.S. dollars in 2011 (Jacobson, Shepherd, D’Aquila, & Carter, 
2007).  Gartner (Eid, 2011) forecasted that companies will spend 106 billion U.S. dollars on application 
software during 2011.  Many segments of the enterprise software market will continue to grow, but there 
will be fewer new purchases through 2015.  Enterprises will begin to migrate to open source, service-
oriented architecture (SOA), software as a service (SaaS), and cloud-based applications (Eid, 2011; 
Goel, Kiran, & Garg, 2011).  Graduates who can align business goals with technology strategy supporting 
present and future demand are needed in the era of enterprise integration systems.  Universities would 
have to offer their business and IT related curriculum to serve these needs in order to remain competitive 
in educational offerings.  Therefore, obtaining knowledge in ERP is necessary for graduates of today 
business schools.  When many universities have struggled in integrating ERP software and concepts into 
their curriculums, ERP skill shortage remains high (Hawking et al., 2007).  ERP professional instructors 
with the substantial skills have been hard to obtain and retain (Liang, Saraf, Hu, & Xue, 2007; Bologa, et 
al., 2009).  Lastly, teaching ERP in higher education has not been standardized yet.  There are 
insufficient of business scenarios and detailed use cases (Gab & Maedche, 2010).  Ayyagari suggests 
that many universities can use OpenERP as hands-on ERP learning environment and a freely available 
open source solution without the need for significant resource commitment (Ayyagari, 2011).  Several 
large software vendors such as SAP, Microsoft, and Oracle provide university alliance programs that are 
likely to require substantial amount of commitment from universities in terms of faculty allocation and 
monetarily (Ayyagari, 2011).  Nevertheless, the 21st century information systems programs should focus 
on ERP concepts instead of configuring ERP software (Andriole & Robert, 2008).  Then, the web-based 
ERP simulation is one such initiative that allows students to have learning experience in simulated, yet 
complex business environment (Seethamraju, 2011).  Development in pedagogical approaches 
emphasize on active learning or learning-by-doing. Teaching approaches rely only on lectures are likely 
to produce passive learners (Ayyagari, 2011; Bok, 1986).  Simulation environment is one of the most 
powerful tools in learning because it provides a real-world business environment and their engaging 
active learning experience (Seethamraju, 2011).  The rapid growth of mobile devices and broadband 
networks as well as threats of natural disasters in today world support the use of computer-mediated 
learning, which is likely to superior to traditional instructional modes (Alavi, 1994; Ayyagari, 2011).  E-
learning tools and technologies have been implemented to support conventional courses in higher 
education institutions introducing “hybrid” e-learning module that aims to enhance the learning 
experiences of students (Ahmed, 2010). Nevertheless, the understanding student motivations and beliefs 
with ERP systems should shed light to effective ERP education. Success in web-based ERP environment 
is tied to individual factors.  Teachers are hesitated to invest their time and effort if they are not confident 
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that students will find the learning tool acceptable.  Therefore, this study extends trust theory with 
Technology Acceptance Model (TAM) by investigating relationships of trust, perceived ease of use, and 
perceived usefulness toward attitude in using the web-based ERP-simulated technology.  
 
2. LITERATURE REVIEW   
 
Trust is a positive belief about the perceived reliability of, dependability of, and confidence in a person, 
object, or process (Everard & Galletta, 2006; Fogg & Tseng, 1999; Gefen et al., 2003).  Trust in 
technology depends on the general reliability of the technology and its correct functioning (Hernandez-
Ortega, 2011).  It is especially important for the decision to employ a technology that is not widely used as 
it reduces the risk and uncertainty perceived in the early stages of its adoption (Hernandez-Ortega, 2011; 
Pavlou & Gefen, 2004).  For this study, trust belief is the perception that the trustworthiness of the 
simulation provider consisting of a set of specific beliefs about integrity, benevolence, and competence of 
the web-based ERP-simulation (Luo, Li, Zhang, & Shim, 2010).   
 
The Technology Acceptance Model (TAM), a widely applied Information Systems (IS)’ theory, revealed 
that an individual’s behavioral intention to use a system is explained by perceived ease of use and 
perceived usefulness (Davis, 1989).  Davis described perceived usefulness as “the degree to which a 
person believes that using a particular system would enhance his/her job performance” and perceived 
ease of use as “the degree to which a person believes that using a particular system would be free of 
physical and mental effort” (Davis, 1989). Then, the  system use is directly determined by behavioral 
intention to use, which is in turn influenced by user’s attitude toward using the system (Wu & Chen, 
2005).  Attitude towards usage defines at “a person’s affective evaluation of the costs and benefits of 
using a new technology” (Davis et al., 1989). 
 
Numerous researchers has applied TAM to ERP education (Scott & Walczak, 2009; Choi et al., 2007).  
Referring to perceived usefulness, the web-based ERP-simulated learning environment offers student 
substantial benefits.  Students can obtain lecture materials anytime, anywhere, in or out of the classroom 
by downloading them from the simulation’s web site.  They can access a wide variety of resources and 
receive immediate feedback to correct misunderstood materials (Wilson & Lindoo, 2011).  Based on 
perceived ease of use, the simulator is extremely easy to use through a Java-based program running in a 
browser.  Students can click “start” button to begin the exercise with simple simulated ERP screens for 
inputting and retrieving data.  “The simulator instructs the student on what to do, and even prompts with a 
read highlight on what fields or instruction set they need to click to work their way through the process 
flow” (Lindoo & Wilson, 2010).  Students’ attitude towards usage refers to a student’s affective evaluation 
of the costs and the benefits of using the web-based ERP-simulated environment.     
 
Several previous studies found trust as having a direct influence on attitude and perceived ease of use 
and perceived usefulness are determinants of attitude (Egea & Gonzalez, 2011; Hung, Chang, & Yu, 
2006; Wu & Chen, 2005).  Hence, the researcher hypothesizes the following: trust is positively related to 
student’s attitude towards usage of the web-based ERP technology (H1), perceived ease of use is 
positively related to student’s attitude towards usage of the web-based ERP technology (H2), and 
perceived usefulness is positively related to student’s attitude towards usage of the web-based ERP 
technology (H3).  
 
3. METHODOLOGY AND RESULTS 
 
The target population was undergraduate students enrolling in a business computer course and an 
introduction to IS course conducted with the use of the web-based ERP simulator created by Simha R. 
Magal and Jeffrey Word in partnership with SAP (Magal & Word, 2009) housing by the WileyPlus 
Website, a university’s learning management system, and a university’s messaging portal system.  An 
instructor at a university in Thailand administered the course materials through the site.  A survey 
questionnaire assessing the constructs in the current study was developed from published scales of 
previous research as stated in the literature review.  All of the scales were measured on a 5-point Likert 
scale, ranging from 1 = strongly disagree to 5 = strongly agree.  The survey was collected from 2009-
2010.  A total of 160 self-administrated questionnaires were distributed to all students in the two classes 
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and 148 usable surveys were returned giving an overall response rate of 92.5%. The response rate was 
high, mainly due to the fact that the questionnaires were collected right after the respondents completed 
the forms on the last week of the classes.  The sample was females (36.2%) more than male (28.4%); the 
typical respondent was 21 years old; have “moderately low” grade point average.  In this study, the 
psychometric properties of the instrument were utilized for checking reliability and construct validity.  The 
alpha coefficients of the reliability analysis ranged form .53 to .85 indicating that all of the scales were 
acceptable (Nunnally, 1978).  Construct validity was assessed by principal component analysis.  The 
analysis produced four components.  All results and multiple regression analysis are reported in the table 
below.  
 

Dependent Variable: Attitude towards Usage (Mean = 3.05, S.D. = .62, C. A. = .53), r = .45, R2 = .20 

Independent 
variables 

Hypo- 
theses 

Mean S.D. 

Cron-
bach’s 
Alpha 
(C.A.) 

 t Sig. Support VIF 

Trust H1 3.84 .72 .85 .139 2.05 .042** Yes 1.103 
Ease of use H2 3.09 .75 .72 .325 5.20 .000** Yes 1.010 
Usefulness H3 3.80 .60 .71 .098 1.20 .233   No 1.104 

 P < 0.05, N = 148 
 
Perceived ease of use and trust were found to be significant determinants of user’s attitude towards 
usage of the web-based ERP-simulated systems, explaining 20% of the total variance.  The relative 
strength of their explanatory power; however, was different.  Ease of use ( = 0.325) and attitude ( = 
0.139) were significant predictors of user’s attitude towards usage with the systems. One group of 
researchers have indicated that the multicollinearity problem becomes too serious when a VIF value is 
equal to or higher than four (Miles & Shevlin, 2001). For this study, VIF values are acceptable for all items 
studied. Overall, the results indicated a statistically significant linear relationship between the constructs 
with a p-value less than 0.05. There were positive associations between the students’ attitude towards 
usage and the two factors: trust and perceived ease of use.  Hence, H1 and H2 were supported.  The 
regression analysis for identifying the relationship between independent and dependent variables were 
illustrated in figure below. 
 

 
 
 

 
 
 
 
 
 
 

Figure: Conceptual Model of Student Attitude towards Usage in Web-based ERP-simulated Class 
 
Note: Significant paths (p<.05) between constructs were reported with standardized beta weights.   
 
4. CONCLUSIONS AND DISCUSSION 
 
Although ERP market value is continued to double in less than four years, ERP skill shortage remains 
high (Hawking et al., 2007).  More companies will explore different alternatives such as the use of open 
source, SOA, SaaS, and cloud-based applications in implementing ERP (Eid, 2011).  University 
graduates who can align business goals with technology advancement should be able to visualize their 
present and future demand in the age of enterprise-wide systems.  To remain in competitive educational 
offerings, many universities would have to lay the ground on ERP skills. Despite various difficulties in 
teaching ERP software, the web-based ERP simulation offered by Magal and Word (2009) has become 
one of initiative that lead students to have learning experiences in simulated, yet complex business 
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environment.  Simulation provides a real-world business environment to support conventional course in 
higher education institutions.  However, understanding student motivations and beliefs with ERP systems 
should produce effective and efficient ERP education.  The trust and TAM models are combined and 
extended in this study.  The researcher found that only trust and perceived ease of use significantly 
positively related to attitude towards usage of students in the web-based ERP-simulated courses.  This 
result is also similar to researches by Egea and Gonzalez (2011) that ease of use is more significantly 
than trust in positively relating to attitude toward usage.  However, the result of this study is different from 
previous researches that usefulness is not significantly positively related to attitude toward usage of the 
web-based ERP-simulated software (Hung, et al., 2006; Wu & Chen, 2005). Students would evaluate 
costs and benefits of using the systems if they found that the software was easy to use and could be 
trusted for the general reliability of the technology and its correct functioning especially if the a technology 
that was not widely used (Hernandez-Ortega, 2011; Pavlou & Gefen, 2004).  However, the students might 
not realize benefits of the systems that they could download lecture materials anytime, anywhere, in or 
out of the classrooms.  The teachers should be certain that their students know all resources such as 
receiving immediate feedback to correct misunderstood materials (Wilson & Lindoo, 2011), so that the 
students will have attitude in using the systems.  Instructors of the web-based ERP-simulated courses 
should be certain to explain to their students the usefulness of the system such as downloading lecture 
materials anytime, anywhere, in or out of the classrooms.  Universities executives, instructors, software 
vendors should offer easy-to-use and trusted simulation for the students.  Nevertheless, there are several 
limitations to this research.  First regardless of the significance of the relationships between factors in the 
regression model, the researchers cannot ignore that fact that these relationships may not apply to some 
universities.  The web-based ERP-simulated software may be limited to universities in rural areas.  First, 
the access codes and the textbook of the simulation needed to be ordered and shipped from the US or 
Singapore, so the simulation materials might not be arrived on time for the universities in rural areas to 
implement it.  Second, the use of the simulator requires high speed Internet and flash program. So, 
universities with limited Internet accesses and apple hardware like iPhone or iPad may not be able to it.  It 
should be noted that the model variables explained 20% of the variance on attitude towards usage with 
the simulation.  When the large percentage on attitude towards usage remain unexplained, there should 
be the need for additional research incorporating potential unmeasured variables in this study.  A slightly 
small cronbach’s alpha of attitude towards usage (0.53) may indicate some problem with reliability testing, 
then refining of the construct is recommended.  Due to the small number of the sample size of 148, there 
might be some problem with construct validity.  
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ABSTRACT 
 
Firms reporting cash dividends in CRSP are separated into three groups based upon cash dividend 
pattern.  Firms within each group have different numbers of repeated observations as well as different 
measurement times.  Linear mixed effects models are used to analyze the relation between cash 
dividends and retained earnings in terms of dividend stability.  Results show that firms with an intermittent 
dividend pattern are more responsive to changes in retained earnings compared with firms with a stable 
dividend pattern or firms with a stop dividend pattern.  
 
Keywords:  Dividends, Longitudinal Data, Retained Earnings 
 
 
1.  INTRODUCTION 
 
The purpose of this paper is to investigate whether the relationship between dividends per share and 
retained earnings is affected by the cash dividend pattern of firms.  In particular, it is hypothesized that 
the magnitude of the effect of an increase in retained earnings on cash dividends depends on the stability 
of the dividend payment pattern of firms.  This paper uses recent developments in longitudinal data 
analysis to test this hypothesis. 
 
The firms are separated into three groups based upon cash dividend pattern.  Group 1 with 792 firms is 
the stable pattern:  firms that consistently pay a dividend at least once a year throughout the study period.  
Group 2 with 358 firms is the stop pattern:  firms that start off by paying a dividend at least once a year, 
but stop paying before the final year of the study period.  Group 3 with 818 firms is the intermittent 
pattern:  all firms that paid at least one dividend during the study period but do not meet the criteria for 
Groups 1 or 2. 
 
Group 1 represents firms that fit into traditional dividend theory:  investors prefer stable or slightly 
increasing predictable cash dividends over time.  Group 2 represents firms that have found it necessary 
to cease cash dividend payments.  Group 3 firms follow a pattern similar to residual dividend theory 
applied in the short run. Cash dividends are paid only when net income is left over from re-investment into 
new projects, given the constraints of optimal capital budget and optimal capital structure.  This results in 
paying cash dividends in some years, but not in other years. 
  
2.  LITERATURE REVIEW 
 
A number of articles have established a link between earnings and dividends.  For example, Campbell 
and Shiller (1988) establish a link between the moving average of a firm’s earnings and the present value 
of all future dividends.  McCann and Olson (1994) support the paying of dividends regardless of the 
perfection of the capital markets.  The existence of concurrent changes in earnings and dividends has 
been discussed in Benartzi et al. (1997).  They find that dividends convey information on current and past 
earnings; therefore, the reverse may be true also. 

 
Additional work supporting the relationship between a firm’s earnings and dividends has appeared during 
the early 2000s.  Fama and French (2001) show that profitability is one characteristic that affects a firm’s 
decision to pay cash dividends.  They argue that strongly negative earnings cause the termination of cash 
dividend payments.  Pan (2001) noted the importance of changes in permanent earnings to the study of 
dividends by showing that managers change dividends proportionally larger than the change in 
permanent earnings.  In a study using managers’ responses, the most important causes of dividend 
decisions for firms listed on both NASDAQ and the New York Stock Exchange was found to be the 
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pattern of past dividends, the stability of earnings, and the level of current and expected future earnings 
(Baker, Veit, and Powell 2001).  Nissim and Ziv (2001) report dividend changes are positively related to 
earnings changes in each of two years after the dividend change showing that expected future earnings 
have great relevance for current dividends. In this light, Arnott and Asness (2003) provide support for the 
signaling hypothesis: higher dividend payout forecasts future aggregate earnings growth; and relatively 
low current dividend payouts (compared to historical rates) do not predict good earnings ahead.  Other 
authors provide evidence of a relation between earnings and dividends.  Koch and Sun (2004) show that 
the market reaction to dividend changes is a delayed reaction to previous changes in earnings.  Zhou and 
Ruland (2006) discuss that high dividend payout companies tend to experience strong, not weak, future 
earnings.  Also, Bali et al. (2008) find a strong positive relationship between earnings and expected 
returns, which includes dividends. 
 
Retained earnings are a result of re-invested net income.  Recent studies focus on retained earnings’ 
relationship to dividends.  DeAngelo, DeAngelo, and Stulz (2006) find a large increase in negative 
retained earnings in firms from 1978 to 2002.  These firms were found to have no propensity to change 
their payment of dividends while those with positive retained earnings were more likely to change.  Denis 
and Osobov (2008) provide international results on dividends.  In the U.S., Canada, UK, Germany, 
France, and Japan, the propensity to pay dividends is higher among larger, more profitable firms, and 
those for which retained earnings comprise a large fraction of total equity.  Aggregate dividends were 
found to have not declined. 

 
The current study continues the direction of this work by examining the relation between cash dividends 
and retained earnings in terms of dividend stability. 
 
3.  SAMPLE AND DATA 
 
The response variable used in this study contains quarterly cash dividends per share ($ per share), 
excluding payments made as liquidations, acquisitions or reorganizations, obtained from CRSP during the 
period 1/1/2000 to 12/31/2005. This is an unbalanced longitudinal study in which the number of 
measurements, as well as the measurement occasions, on each firm can be different.   The final sample 
consisted of 24272 observations over 24 quarters from 1968 firms.  The interested reader can consult 
Havranek, Consler and Lepak (2009) for the sampling procedures used to obtain the data for this study. 
 
Quarterly data were also obtained on retained earnings (millions $) at all measurement occasions for 
which a dividend was paid.  Preliminary analyses indicated the need for data transformation: values on 
dividends per share were converted to log metric using the natural log transformation to address non-
normality, and values on retained earnings were assigned to deciles to lessen the effect of non-normality, 
negative values, and outlying observations.  
 
4.  ANALYSIS AND RESULTS 
 
We consider a linear mixed-effects model (see, for example, Pinheiro and Bates, 2000) to examine the 
relationship between log dividends per share and retained earnings deciles for the ith firm at the jth 
measurement occasion as 
 
 
E(DPSij | bi) = (β0 + b0i) + (β1 + b1i) tij + β2 RETAINij + γ02 GROUP2i + γ03 GROUP3i 
 
          + γ12 (GROUP2i × RETAINij) + γ13 (GROUP3i × RETAINij) + εij        i=1,…,N     j=1,…,ni 
 
 
where DPS = log(dividends per share + 1) represents the natural logarithms of dividends per share 
values; the variable t (coded 0,1,…,23) represents the time of the jth measurement occasion for the ith 
firm; RETAIN represents deciles of the retained earnings values; the variables GROUP2i and GROUP3i 
are binary indicator variables for firms that stop paying dividends and those that pay dividends 
intermittently, respectively. The coefficients β0 and β1 represent the population average intercept and 
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average slope, respectively, for firms that pay dividends throughout; γ0k is the average difference in 
intercept between firms in Group k and firms in Group 1; and γ1k is the average difference in the effect of 
RETAIN on DPS between firms in Group k and firms in Group 1. Finally, the vectors of random effects 
bi=[b0i, b1i]' are independently and identically distributed with a multivariate normal distribution N(0,G), and 
the within-firm errors εij are independently and identically distributed with a normal distribution N(0,σε

2).  
These within-firm errors are also assumed independent of the random effects.  The main focus in this 
study is on the interpretation of the coefficients associated with the interaction terms in the model. Linear 
mixed-effects models are used to estimate fixed effects that are common to all firms, and random effects 
that are specific to individual firms over time.  These models are very appealing in financial applications 
since (1) they can accommodate unbalanced longitudinal data (i.e., the number of observations on each 
firm can be different and the observations do not have to be obtained at the same measurement 
occasions) and (2) they generally result in a very flexible and parsimonious covariance structure for 
measurements repeated over time. 
 

TABLE 1 - ESTIMATION RESULTS FOR MODEL 
 

Variable Estimate SE p-value 
 
Constant 

 
0.14019 

 
0.00784 

 
<0.0001 

tij 0.00184 0.00024 <0.0001 
RETAINij 0.00272 0.00067 0.0001 
GROUP2i 0.01091 0.01594 0.4938 
GROUP3i -0.01498 0.01423 0.2924 
GROUP2i × RETAINij -0.00177 0.00216 0.4133 
GROUP3i × RETAINij 0.01367 0.00153 <0.0001 
    
Var(b0i) 0.03938   
Var(b1i) 0.00006   
Cov(b0i , b1i) 0.00042   
Var(εij) 0.00702   
    
Log Likelihood 20603.89   
AIC -41185.78   

 
We fit the linear mixed-effects model using restricted maximum likelihood estimation.  The Hausman 
(1978) specification test confirmed the need for random intercepts and random slopes.  The random 
effects corresponding to these intercepts and slopes induce covariance among the repeated measures.  
The estimated values representing the fixed and random effects in the model are presented in Table 1.  
The estimated effect of the GROUP2×RETAIN interaction is insignificant at the 0.05 level (p=0.4133). This 
result indicates that there is no difference in the percent increase in dividends per share for a one decile 
increase in the distribution of retained earnings between firms that pay dividends throughout the study 
period and those that stop paying dividends. However, the estimated GROUP3×RETAIN interaction is 
highly significant (p<.0001).  This result shows that for a one decile increase in the distribution of retained 
earnings, the estimated 1.653% increase in dividends per share for firms that pay dividends intermittently 
is significantly higher than the estimated 0.273% increase in dividends per share for firms that pay 
dividends throughout the study period.  The average difference in the effect of retained earnings on 
dividends per share between firms in Group 3 and firms in Group 2 was also found to be significant at the 
0.05 level.  As retained earnings increase by one decile, the 1.653% increase in dividends per share for 
firms that pay dividends intermittently is significantly higher than the 0.096% increase in dividends per 
share for firms that stopped paying dividends during the study period (p<.0001). 
 
5.  CONCLUSIONS 

 
Group 3 with the intermittent cash dividend pattern is significantly different from Group 1 with its stable 
dividend pattern and Group 2 with its stop dividend pattern.  A change in retained earnings has a 
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relatively large effect upon dividends per share for this group.  The effect is much less for the other two 
groups.  Why is Group 3 more responsive to changes in retained earnings? 

 
It may well be that the Group 3 firms are facing better overall capital investment opportunities than the 
firms in the other two groups.  These firms are using net income as a source of equity financing.  Since 
net income and capital project needs will both vary over time, the amount retained and re-invested will be 
variable as well.  As retained earnings increases with the re-investment of net income into high returning 
projects, the ability to pay future dividends goes up as well. 

 
Future work might focus upon whether there is a relationship between Group membership and industry 
affiliation.  One would expect to find strongly growing industries represented in Group 3. 
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ABSTRACT 
 
In attempting to embrace and implement ethical practices in business organizations, many US 
corporations have failed. One of the main problems is that the prevailing ethical model focuses too much 
on responsibilities at the organizational level, but not enough at the individual or personal level.  Inheriting 
certain limitations that are uniquely found in the application of business ethics to the real business world, 
Buddhism as a long-time religious tradition offers some distinctive insights and solutions, complementing 
the current business ethics model. 
 
Keywords: Business Ethics; Buddhism; Buddhist Ethics; Religion; Corporate Social Responsibility 
 
1. INTRODUCTION 
 
This paper attempts to identify shared features of the contemporary business system that are compatible 
with Buddhist values.  At the same time, applying Buddhist teachings and principles, this paper seeks to 
reconcile the assumed conflicts between these two systems.  The paper begins by examining some of the 
limitations and challenges confronting the application of ethics in the business environment.  Next it will 
discuss some common misconceptions people have about Buddhism and Buddhist teachings, with an 
overview of several key Buddhist ethics. This is followed by an assessment of the relevance, nature and 
implications of Buddhism, with respect to complementing the application of business ethics in the 
business environment. 
 
2. LITERATURE REVIEW 
 
2.1 Limitations of Business Ethics 
There are several key questions that we should ask before we explore the domain of business ethics: 
“Are corporations rational, impersonal institutions? Does a corporation have a conscience? Is a 
corporation morally responsible to society?  If so, to what extent?” 
 
These questions are part of an ongoing debate that underscores the following problematic issues: 1) If a 
corporation does not have a conscience and is primarily an impersonal profit-making institution, what 
responsibilities does it have to its stakeholders, such as consumers, employees, and government, and to 
society? What rules, and who, should govern and control its activities, which have moral implications for 
its stakeholders, if it cannot or will not do so? 2) If a corporation is more than a profit-making institutional 
stakeholder, what is the source and basis of its moral responsibility? To whom is it responsible beyond its 
economic obligations? How should it implement its moral and social responsibilities to its stakeholders? 
(Weiss, 1994). 
 
This paper begins by discussing and evaluating two different views of the nature of corporations and their 
social responsibility as mentioned above: 1) the first view of the nature of corporations does not have a 
conscience and is an impersonal institution – a stakeholder committed only to its stockholders or owners; 
2) the second view looks at corporations as both a social and economic stakeholder, which means 
besides its economic obligation to shareholders, the corporation has a conscience and acts as a moral 
agent in its stakeholder relationships. 

 
2.2 First View: Corporations Do Not Have a Conscience 
Few would disagree with the fact that most corporations are in business to make profits for owners and 
shareholders. A key question is whether corporations can and should be morally responsible to 
stakeholders other than their shareholders. The view of the “corporation as impersonal, profit-making 
institution” holds that the primary obligation of businesses is to make profits, not to act morally 
responsible. According to this view, sources of moral responsibility lie outside the firm. This view is 
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important to the domain of business ethics, since the definition of corporations as impersonal entities 
suggests that the moral blame and liability cannot be attributed to an institution (Weiss, 1994). 
 
Adam Smith (1723-1790) was an early proponent of this view. He argued that businesses are amoral (not 
immoral) institutions that promoted self-interests and economic of owners, and held that individual “self-
interest” motivated and promoted the economic well-being of society and that the “invisible hand” guided 
and promoted the general welfare of society. According to this view, social responsibility does require 
rules and rule enforcement, but this is the responsibility of the state, not of business. Recent advocates of 
this view include economist Milton Friedman, who has forcefully argued that business has no social 
responsibilities other than to maximize profits: 

 
The view has been gaining widespread acceptance that corporate officials and labor 
leaders have a social responsibility that goes beyond serving the interest of their 
stockholders or their members. This view shows a fundamental misconception of the 
character and nature of a free economy. In such an economy, there is one and only one 
social responsibility of business – to use its resources and engage in activities designed 
to increase its profits so long as it stays within the rules of the game, which is to say, 
engages in open and free competition, without deception or fraud… Few trends could so 
thoroughly undermine the very foundations of our free society as the acceptance by 
corporate officials of a social responsibility other than to make as much money for their 
stockholders as possible (Friedman, 1962). 

 
 
From the above quote, Friedman clearly advocates that corporations are not in business to help society, 
rather, it is to help firms meet their primary responsibility – earning profit for owners and shareholders. 
 
However, there are some limitations regarding this still popular view. Joseph Weiss (1994) in his book 
Business Ethics outlined the following considerations. First, viewing organizations as impersonal 
institutions without intention strengthens the understanding that corporations and their actions are amoral. 
To argue that corporations as institutions have no moral basis on which to held accountable is to suggest 
that corporate managers have free reign to commit sizable resources activities that may be harmful to the 
consuming public. Second, to view corporations as impersonal institutions without intention could provide 
protection for powerful owners and top managers at the expense of lower-level employees who could be 
made scapegoats for illegal activities. Third, corporations are human as well as economic institutions, why 
should these legally state-registered institutions not be held liable and responsible for the welfare of 
communities in which they do business and for their employees who make their existence possible? 
Fourth, competitive economic production and profit alone do not necessarily produce the greatest good 
for the largest number. 
 
Weiss further argued that, without cooperation from local, state, federal governments and the public, 
many businesses could not cover their maintenance or “external cost,” (the costs incurred by businesses 
but paid by society, such as the side effects of air and water pollution). Related to this criticism is the fact 
that not all businesses survive fitly in the free market, some businesses are regulated and supported by 
the government, that is, by the public’s tax dollars. Take the Chrysler Corporation for example, without a 
government loan in 1979, the company probably would not have survived. 

 
2.3 Second View: Corporations as Social and Economic Stakeholders 
The other view, with is popular in most corporations today, holds that for-profit corporation are legal 
entities and a collection of individuals and groups. The CEO and top-level managers are hired to 
maximize profits for the owners and shareholders. However, to accomplish this, corporations must also 
respond to a variety of stakeholders’ (employees, customers, suppliers, government agencies) needs, 
rights, and legitimate demands. From this perspective, the corporation has primary obligations to the 
economic mandates of its owners; however, to survive and succeed, it must also respond to legal, social, 
political, and environmental claims from a host of stakeholders inside and outside its boundaries (Weiss, 
1994). 
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Also called the social contract approach to corporate management, this approach argues that since the 
corporation depends on the society for its existence and continued growth, there is an obligation for the 
corporation to meet the demands of that society rather than just the demands of a targeted group of 
customers. By recognizing all their stakeholders rather than just their shareholders, corporations must 
maintain a longer-term perspective than just the delivery if quarterly earnings numbers (Ghillyer, 2010). 
 
The stakeholder view of corporations has become a useful perspective for understanding a firm’s social 
and moral responsibilities to its constituencies. However, similar to the first view, this perspective of the 
corporation also has critics. Some argue that this view has no solid theoretical grounding for corporate 
social responsiveness. Rogene Buchholz (1991) in his article “Corporate Responsibility and the Good 
Society” argued that “the stakeholder model is a useful tool to analyze and describe the various 
relationships a corporation has to its main constituents in society, but it is by no means a serious 
theoretical attempt to provide a new paradigm that would even begin to replace the economic paradigm.” 
In other words, there are no source and basis for the moral responsibility for the stakeholder model. It is 
also argued that this view is mainly economically based and focuses on maximizing profit just like the first 
view. 

 
2.4 Other Limitations of Business Ethics 
Much focus has been placed on corporate policies and codes of ethics; these are common now and one 
might say that these will ensure that corporations will be more ethical in their decision making when 
running the business. However, this might not always be the case. Indeed, some scholars think that 
corporate policies and codes of ethics are not enough to constitute ethics. Robert Solomon (1994) has 
argued that there is something missing from policy decisions that is absolutely central to ethics on 
virtually any account, and that is personal responsibility. 
 
The question of responsibility pervades every corporation, and there are always a great many candidates 
to blame, so long as they are to be found elsewhere, but then there are far too many and the locus of 
responsibility is often too hard to find. This is why corporations today are so often shaken and 
undermined by the mindless elimination or replacement of entire department – chief executives do not 
know who to blame, and so they blame and punish everyone. Blame is placed on “the system” or on 
current policies that then become the focus of a seemingly endless debate. What gets left out and 
becomes the main point of business ethics is the recognition that decisions are one’s own, the knowledge 
that ethics is not just a subject for executive boards, planning committees, and government overseers but 
for all of us, in the details as well as in the larger dramas of our everyday life (Solomon, 1994). 
 
Also, business representatives today often offer up the argument that “business is akin to poker and apart 
from the ethics of everyday life” (Carr, 1968) – you have to “cheat” in order to survive. The very idea of 
separating, as the modern business world does so readily, the personal from the professional life, the 
idea that “business is business,” would be unthinkable. Most people in business now identify themselves 
in terms of their company affiliation. Their ethics, at least on the job, are inevitably identified with the 
values of their corporation and the industry, however vigorously one might protest and distinguish his or 
her personal morality from these (Solomon, 1994). 
 
The separation of personal ethics from work, “alienation” according to Friedrich Schiller, leads us to 
pretend that the virtues of business stand isolated from the virtues of other things in our lives, and this 
denies the particularity of either our business roles or our lives. This thus set up a tragedy in which a 
pressured employee violates his or her “personal values” because, from the purely business point of view, 
he or she “did not really have any choice.” 
 
Having laid out the limitations of business ethics, let us now examine Buddhism and see what values this 
religion can contribute to the domain of business ethics. 

 
3. RELIGION, BUDDHISM AND BUSINESS 
 
People do rely on religious belief in making decisions that affect others; when a person does have a 
religious belief, it is simply impossible to fashion a life that excludes those beliefs from every practical 
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concern (Fort, 2008). Religious beliefs are likely to become constitutive elements of a person’s entire 
moral framework. That is why Richard Jones wrote: 

 
Religion creates a framework providing meaning for a person’s whole life. It is, therefore, 
unrealistic to hope to relegate religious faith to the realm of purely private opinion which 
should have no consequences for one’s public action in particular. Religion does not 
govern only limited areas in the life of religious – it is not reducible to something 
exclusively personal or private. Instead, religion is comprehensive in the sense that all 
aspects of one’s life are related in one degree or another to this fundamental framework 
(Jones, 1994). 

 
Early Western ideas about the interface between religion and economics focused mainly upon the 
negative impact of traditional religion on improvements in the material conditions of life. Ironically, there is 
now a clear sense of disenchantment and skepticism about “amoral,” “scientific” Western models of 
growth and development (Daniels, 2006). It is odd that in a business climate demanding ethical 
responsibility of business leaders, a source for understanding ethical obligation – religious tradition – is 
cordoned off from constructive dialogue. 

 
3.1 The Buddha on Wealth and Poverty 
At first, like many other religions, the idea of associating Buddhism with business appears as a severe 
oxymoron. The selfish want-fulfillment and material gain considered to pervade the intention and actions 
of business activity would seem to stand directly at odds with the Buddhist world view. However, this 
presumption is based on confusion and misunderstanding about Buddhism on its perspectives of material 
gain and wealth. 
 
According to the traditional story, Shakyamuni Buddha renounced a privileged life of pleasure and leisure 
for the arduous life of a forest dweller, yet his ascetic practices did not produce the enlightenment he 
sought. He went on to discover a “middle path” that does not simply split the difference between sense 
enjoyment and sense denial. It focuses on calming and understanding the mind, for only insight can 
liberate us from our usual preoccupation with trying to become happy by satisfying our cravings. The goal 
is not to eradicate all desires but to experience them in a nonattached way, so that we are not controlled 
by them. Contrary to the stereotype of Buddhism as a world-denying religion, the Buddhist goal does not 
necessarily involve transcending this world in order to experience some other one (heaven, pure land). 
Rather, the goal is attaining a wisdom that realizes the true nature of this world, including the true nature 
of oneself, and through this wisdom being liberated from suffering (dukkha). 
 
In the Pali canon – the collections of the Buddha’s teaching, there is even room for financial advice in 
some of the discourses: how to earn, spend and save money (Vyaggapajja-sutta, Anguttara Nikaya IV 
281; Sigalovada-sutta, Digha Nikaya III 180), many discourses on financial success were delivered to 
Anathapindika, the great merchant and practitioner during the Buddha’s time (Anguttara Nikaya I 261, II 
45-48, 64-66, III 204, 206). People were not forbidden to become rich, on the contrary, they were 
exhorted to seek and amass wealth in a rightful way. Related to right livelihood, lay people were advised 
to abstain from five kinds of commerce: slaves, weapons, meat, alcohol and poisons (Anguttara Nikaya III 
208). A number of discourses take the view that wealth can positively contribute to the success of lay 
people. The Cakkavatti-Sihanada-sutta argues that poverty, on the other hand, generates immorality and 
crimes such as theft and murder (Digha Nikaya III 67). 
 
It is in these concerns that show Buddhism does not claim that wealth is in itself an obstacle to following 
the spiritual path. Nevertheless, Buddhism does not approve of a life devoted only to acquiring wealth. 
The ultimate goal of liberating insight may be more difficult to pursue if we are destitute, yet a life focused 
on money may be as bad. The value of riches cannot be compared with the supreme goal of attaining 
nibbana (nirvana), the state of freedom from suffering and rebirth. Yet properly acquired wealth has 
traditionally been seen as a sign of virtue, and, properly used, can be a boon for everyone, because 
wealth creates opportunities to benefit people and to cultivate non-attachment by developing one’s 
generosity (Loy, 2003). 
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3.2 Why Buddhism? 
The business domain, being a part of economics and social science, deals with management of human 
and natural resources to production, usually with the goal of gaining profits in the end. Indeed, like 
economics as a separate discipline, was born of the notion that economic behavior could be effectively 
divorced from social beliefs, values, and their consequences, and the power relations and modes in 
society (Daniels, 2006). On the other hand, Buddhism might be distinguished as an ethical system and a 
pathway highlighting right and wrong in human intent and worldly action (Payutto, 1994). It focuses on 
moderated consumption, cooperative behavior and collective concerns behind action. Material aspects of 
quality of life would only be one of many factors for assessing individual or social “progress.” 
 
However, as what Peter Daniels (2006) argued, business and economics are not defined by a historical 
paradigm; they are concerned with livelihood activities and how people, communities, and societies 
manage, distribute and utilize their scarce human and natural resources in the process of “earning their 
living.” Hence, it is the study of a subset of social reality – those activities associated with livelihood. 
Although physiological and external conditions will play a role, values and other mental factors are bound 
to be an important basis of economic matters involving intent, choices, and actions (Payutto, 1994). 
 
If a religion like Buddhism has real significance in the minds of people, as I have presented in the story of 
Buddha above, it will surely be heavily manifest in social reality, and hence the business and economic 
realm. It is often argued that the logic and universal principles of Buddhism, and its atheistic and 
undogmatic nature make it a psychology or philosophy and an ethical system circumscribing a way of life, 
rather than a religion in conventional sense (Nelson, 2000). This practical focus upon realized behavior 
and training of the mind implies that Buddhist principles are very relevant to the business domain as 
defined by its intensive interest in livelihood and the allocation of resources. 
 
Buddhism is also well-known as a very flexible and adaptive world religion with a syncretic impact upon 
the many regional cultures it has influenced in the past. Furthermore, it has experienced considerable 
internal division and adaptation, for example, into the Theravada and Mahayana strands and variants 
within. Through the twenty-five hundred years of Buddhist history, it has shown an ability to adapt to new 
ideas, cultures and nations. This is one reason why Buddhism, over the last five decades, has such 
phenomenal growth in Europe and North America (Field, 2007). It takes nothing away from a culture; it 
just adds values – personal responsibility, integrity, ethical behavior, and spirituality. 
 
Buddhist principles are primarily concerned with making people happy with their lot in life as opposed to 
attempting to change an individual’s material condition or improving the world’s situation. In fact, many 
scholars have believed Theravada Buddhist (Thailand, Cambodia, Laos, and Myanmar) values limit 
economic growth. On the other hand, Thailand’s overall strong economic growth during the past 40 years 
support the idea that the lack of economic development in Cambodia, Laos, and Myanmar has more to do 
with international and internal politics than the religious values of the population (Hipsher, 2010). 

 
4. THE BUDDHA AND THE DHAMMA 
 
This section aims to discuss and outline some of the key teachings of Buddha that are relevant to 
business practices. This discussion will draw upon the current business ethics limitations, for a more 
specific assessment of the commonalities between Buddhist values and business ethics in the next 
section. 
 
4.1 The Two Meanings of Dhamma 
Buddha’s teachings point to Dhamma, or truth. In Buddhism the term Dhamma is used to convey different 
levels of truth, both relative truths (cariyadhamma) and the ultimate truth (sabhavadhamma). Those truths 
regarding ethical behavior – both on day-to-day basis and in the society - are relative truths. These are 
the truths related to matters for good and evil. Dhamma in its larger sense is the ultimate truth, or reality: it 
includes all things as they are and the laws by which they function. In this sense, Dhamma is used to 
describe the entire stream of causes and conditions, the process by which all things exist and function 
(Payutto, 1994). 
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Unlike the narrower scope of relative truths, which refer to isolated ethical considerations, the ultimate 
truth points to nature or reality itself, which is beyond concerns of good and evil. In this all-encompassing 
sense, Dhamma expresses the totality of natural conditions, which the various branches of science seek 
to describe. Thus, the Buddha’s teachings give us more than just ethical guidelines for a virtuous life. His 
teachings offer a grand insight into the nature of reality. 

 
4.2 The Noble Eightfold Path and the Middle Path 
The heart of Buddha’s teaching lies in the Four Noble Truths (Cattari Ariyasaccani) which he expounded 
in his very first sermon to his five disciples. The Four Noble Truths are: 1) there is suffering (dukkha), 2) 
these is a cause or origin of suffering (samudaya), 3) there is an end of suffering (nirodha), and 4) there is 
a path out of suffering (magga) which is the Noble Eightfold Path. 
 
The fourth Noble Truth is that the way leading to the cessation of suffering. In Buddhism, this is also 
known as the Middle Path (Majjhima Patipada), because it avoids two extremes: one extreme being the 
search for happiness through the pleasures of the senses, which is “low, common, unprofitable and the 
way of the ordinary people;” the other being the search for happiness through self-mortification in different 
forms of asceticism, which is “painful, unworthy and unprofitable.” Having the Buddha himself tried these 
two extremes (his early life as a prince and the practice of asceticism in his early practice), and having 
found them to be useless, the Buddha discovered through personal experience the Middle Path which 
“gives vision and knowledge, which leads to calm, insight, enlightenment, Nibbana” (Walpola, 1978). 
 
The Middle Path is generally referred to as the Noble Eightfold Path (Ariya-Atthanika-Magga), because it 
is composed of eight categories or divisions, namely: 

 
NOBLE EIGHTFOLD PATH IN BUDDHISM 

 Noble Eightfold Path Three Buddhist Training 

1 Right Understanding (Samma ditthi) 
Wisdom (Panna) 

2 Right Thought (Samma sankappa) 

3 Right Speech (Samma vaca) 

Ethical Conduct (Sila) 4 Right Action (Samma kammanta) 

5 Right Livelihood (Samma ajiva) 

6 Right Effort (Samma vayama) 

Mental Discipline (Samadhi) 7 Right Mindfulness (Samma sati) 

8 Right Concentration (Samma samadhi) 
 

It should not be thought that the eight categories or divisions of the Path should be followed and practiced 
one after the other in the numerical order as given in the usual list above; but they are to be developed 
more or less simultaneously, as far as possible according to the capacity of each individual. They are 
linked together and each helps the cultivation of the other (Walpola, 1978). 
 
As shown in the above Table, these eight guiding principles aim at promoting and perfecting the three 
essentials of Buddhist training and discipline, namely: 1) Ethical Conduct (Sila), 2) Mental Discipline 
(Samadhi), and 3) Wisdom (Panna). The training of Ethical Conduct, which includes Right Speech, Right 
Action and Right Livelihood, is an expression of social responsibility on the part of individual. It is built on 
the vast conception of universal love and compassion for all living beings, on which the Buddha’s 
teachings is based. 
 
The training of Mental Discipline, which includes Right Effort, Right Mindfulness and Right Concentration, 
consists of the development of mental qualities and is responsible for the earnestness, resolution and 
steady progress in treading the ethical path. The training of Wisdom, which consists of Right 
Understanding and Right Thought, includes especially an enlightened world view based on insight into 
the impermanent, conflicting, and the non-self nature of things, the dependent origination of all 
phenomena – all changes are subject to causes and conditions. Buddhist ethics is rooted in knowledge 
and effort based on this knowledge – wisdom, which serves as the keystone (Rajavaramuni, 1992). 
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4.3 Dependent Co-origination 

 
Thereupon, the Venerable Nagasena said to King Milinda… “How then did you come on 
foot, or on a mount?” 
“I did not come, Sir, on foot, but on a chariot.” 
“If you have come on a chariot, then please explain to me what a chariot is. Is the pole 
the chariot?” 
“No, Reverend Sir!” 
“Is it then the wheels, or the framework, of the flag-staff, or the yoke, or the reins, or the 
goad-stick?” 
“No, Reverend Sir!” 
… “Then, ask as I may, I can discover no chariot at all. This ‘chariot’ is just a mere sound. 
But what is the real chariot? Your Majesty has told a lie, has spoken a falsehood! There 
is really no chariot! ...” 
But King Milinda said to Nagasena: “I have not, Nagasena, spoken a falsehood. For it is 
in dependence on the pole, the axle, the wheels, the framework, the flag-staff, etc, there 
takes place this denomination ‘chariot,’ this designation, this conceptual term, a current 
appellation and a mere name.” 
“Your Majesty has spoken well about the chariot… ” 
(From the Questions of King Milinda) 

  
This ancient Buddhist text illustrates the interdependent, relational, non-substantive nature of things we 
commonly consider to be objects. A chariot is not the solid, mechanical entity we perceive with our 
senses, nor is it identical with its axle or its wheels. 
 
The term “dependent co-origination” (paticca-samuppada) was first used by Buddha to characterize the 
understanding of the nature of human existence. Essentially a doctrine of causality, this notion is so 
central to Buddhist thought that a proper understanding of dependent co-origination is often declared 
tantamount to enlightenment itself (Encyclopedia of Religion, 2005). The doctrine covered by the term 
consists principally of the statement as a universal law; that all phenomena, mental or physical, are 
dependent on conditions for their occurrence and that nothing occurs independently, isolatedly or 
fortuitously: 

 
All phenomena in the universe, however seemingly static, are… merely events and the 
doctrine of dependent origination maintains that these events arise as a result of the 
confluence and concomitance of conditions; that the succession of events is regulated by 
the conditions which prevail at its arising, or, to put it differently, converge at that point of its 
happening. (From the Encyclopedia of Buddhism) 

  
For example, for a tree to grow a seed, the conditions of earth and water must converge, even as much 
as the conditions that the seed must be fresh and unbroken, has to be fulfilled; otherwise, the seed will 
probably be succeeded by a dried piece of organic matter returning to the earth as humus (Samyutta 
Nikaya III 54). As a universal law, dependent co-origination is held to be applicable to all phenomena, 
physical and mental, individual and social, historical and eschatological. 

 
5. BUDDHISM AS PART OF THE SOLUTION 
 
Having exploring the limitations of business ethics in the first part, a brief discussion on why religion, 
specifically Buddhism can contribute to the study at the second part, and the third part on the teachings of 
the Buddha, we should now proceed with the application of these teachings to the business domain. 

 
5.1 The Emphasis on Personal Responsibility 
I would like to start my discussion with the story that goes like this: Jean-Paul Sartre once confronted with 
a perplexed pupil during the Second World War. The pupil asks Sartre whether to leave his vulnerable 
mother and join the French liberation forces or stay with his mother and thereby save her life. Sartre’s 
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answer is: “You are free, therefore choose – that is to say, invent. No rule of general morality can show 
you what you ought to do.” Going beyond Sartre, we may suppose that the pupil is not satisfied with the 
philosopher’s answer and asks his uncle, a military officer, the same question in order to get a second 
opinion. The uncle answer: “As a military officer I will advise you to do your duty to your country and leave 
your mother and join the army. However, as your uncle I want you to stay at home and take care of your 
mother and my sister” (Ims, 2006). 
 
From the case, it is clear that Sartre is giving the complete responsibility to the pupil, inviting him to take 
on personal responsibility. It is not Sartre’s role to take the moral burden from anyone else. On the other 
hand, the pupil’s uncle is obviously trapped within conflicting roles (as both a military officer and the 
brother to the pupil’s mother). Following Applbaum (1999), the term role may be used to describe 
“positions with some degree of regularity and durability, and where there are collective expectations, 
however informal or contested, about the content of the positions, duties, values, and virtues.” With this in 
mind, an executive or a manager has a role, but the more arbitrary customer does not. 
 
A certain belief is not attached to a specific role, and to cite one’s role is never a good reason for holding 
belief. For example, the statement: “Since I am a leader in a business organization, my main goal is to 
maximize the organization’s profit,” is not a valid chain of reasoning. As a leader, one does have a 
personal responsibility for obtaining the organization’s goals, as long as one causes no harm to nature, 
community, existing people or future generations in the process. However, being a business leader is not 
a valid ground for reducing the company’s goals to one-sided profit maximization (Ims, 2006). 
Referencing the story above, we may say that every human is free and is able to transcend his different 
roles; to hide behind our roles and pretend that we have no freedom is to deceive ourselves as well as 
others.   
 
Now we go back to the key question: Does the role in business (especially the executives and top-
managers) create an exemption for personal responsibility? Or is personal responsibility a concern 
always connected to the person’s identity and a virtuous expression of one’s character, thus giving unique 
and distinct to every act performed by the agent in his or her roles in business? 
 
Roszak (1981) maintains that personal responsibility is “the crucial distinction that separates mere 
employment from true vocation.” Vocation, or “calling,” refers to the “well-crafted and ethically right.” 
Roszak stresses the personal responsible concern for others, and for ecological matters. Following one 
should ask: Is the job honest and useful? Is it a real contribution to human need? As what Ims (2006) 
presented, “Personal values provide the background for the values that we ‘subscribe and adhere to’ in 
our professional lives. Organizational values are less stable than the ‘deeper, more lived-with’ personal 
values.” 

 
5.2 The Noble Eightfold Path as a Set of Complementary Principles 
The guiding principles of the Noble Eightfold Path are not company or corporation-specific. In fact, they 
do not begin with the organization, but they start with you and me – the people in the corporation. For 
better adoption and application of these principles into corporations, I would use Tetsunori Koizumi’s 
model (2010) of dividing the Noble Eightfold Path into complementary sets, each into four factors as we 
can see below: 

 
NOBLE EIGHTFOLD PATH AS COMPLEMENTARY PRINCIPLES 

Mental Activities Physical Activities 

Right Understanding Right Speech 

Right Thought Right Action 

Right Mindfulness Right Livelihood 

Right Concentration Right Effort 
 

As a group, the four factors in the first set all refer to mental sets. They can be interpreted as 
corresponding to four types of mental activities: understanding, thinking, aspiring and being mindful. 
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These four factors as a group can therefore be interpreted as stating the importance of maintaining the 
right frame of mind. On the other hand, the four factors in the second set all refer to physical activities – 
speaking, acting, exerting, and earning (one’s livelihood) -  and can therefore be interpreted as stating the 
importance of observing the right use of body (Koizumi, 2010). The Noble Eightfold Path, as a practical 
guide for conducting one’s life, in our case, for executives, top-managers and employees, thus draws the 
attention to the importance of keeping proper balance between mind and body, between mental and 
physical activities. 

 
5.3 The Middle Path as a State of Systemic Balance 
The central idea behind the Middle Path is, as what we have discussed above, the idea of balance 
between two extremes of austerity and indulgence. The Buddha was talking primarily about the 
importance of maintaining balance for the individual who seeks enlightenment. But the individual human 
being is a system (individual business roles – executives, top-managers, and employees) that exists in 
the aggregate space if all systems called the universe (business environment). Thus we can interpret the 
Middle Path as a state of balance for the individual business roles as an open system in the business 
environment. That state of balance applies, at the micro level, to the business roles as well as, at the 
macro level, to the business environment. 
 
At the micro level, the Middle Path can be interpreted as a state of “systemic balance” in the individual 
business role as a composite system of mental and physical activities. This complies with the guiding 
principles of the Noble Eightfold Path that we have discussed above. What is important here is that, in 
order to pursue personal responsibility, both mind and body, both mental and physical aspects of our 
existence, must be kept in systemic balance. At the macro level, the Middle Path can be interpreted as a 
state of balance between individual business role and the business environment, or more specifically, the 
corporation. This interpretation is suggested by the Buddha’s view of the world, which is systemic and 
evolutionary. The business environment (working environment, co-workers, and leaders) influences 
individual roles in many ways. In turn, individual roles influence the business environment through 
responsibility, production, attitudes etc. In view of such mutual influence between the individual business 
roles and the business environment, it is clear that the Noble Eightfold Path and the Middle Path, the path 
that maintains the health of individual, is also the path that maintains the health of the corporation. 

 
5.4 Dependent Co-origination as the State of Understanding 
Besides “greed,” which is commonly regarded as the human’s main ethical problems, my argument is a 
good deal of wrongdoing in business is due to a faulty conception of business life or a lack of adequate 
understanding. As what Solomon (1994) explained, it comes from the failure to see the “big picture,” a 
kind of moral myopia, and an inadequate sense of the roles of the self and its dignity, which get eclipsed 
by the urgency of goals, ambitions, and demands. 
 
As what the idea of Dependent Co-origination suggests, we are all inter-dependent; we are part of each 
other. In that sense, a person had to think of him- or herself as a member of the community, and strive to 
excel, to bring out what was best in ourselves and our shared enterprise. Business ethics so conceived is 
social self-awareness writ large, a clear sense of purpose, of honor, and of the virtues in business. It is a 
personal – although not in the sense of private or subjective – rather than a policy approach to business 
ethics (Solomon, 1994). 

 
6. CONCLUSION 
 
As presented throughout this paper, the Buddhist approach to business ethics strongly emphasizes the 
need for personal transformation as part of the collective transformation. If these dualities are the heart of 
our business “dukkha,” it becomes obvious why we must work on both levels. What this paper proposes is 
not to overthrow our current business ethics model, but to expose the ways in which Buddhist principles 
and teachings can ameliorate some of the shortcomings of the current model. 
 
Because the impact of today’s business is global, its responsibility is global too. Business activities 
considerably affect the fate and survival of natural ecosystems and the life conditions of present and 
future generations. To become a fully ethical corporation, as what Laszlo Zsolnai (2006) suggests, 
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business must be carried out in sustainable, pro-social and future-enhancing ways. The practice of ethical 
business is not a luxury; it is a requirement for modern business to survive in a world of large scale 
ecological disruption and social disintegration (Zsolnai, 2006). 
 
This paper has not attempted to reduce business to humanity, or specifically religions.  It merely argued 
that applying ethics to the business environment must confront the humanity already implicit in business 
life. In the end, what is argued here is similar to the view of the philosopher John Stuart Mill who 
remarked that “people are people before they are lawyers, or physicians, or merchants, or manufacturers; 
and if you make them capable and sensible people, they will make themselves capable and sensible 
lawyers, physicians, or merchants.” 
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YOU’RE SO VAIN…WANT TO BUY A COUNTERFEIT PRODUCT? 
AN EXPLORATORY STUDY OF VANITY AND COUNTERFEIT PRODUCT PURCHASE 
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ABSTRACT 
 
Counterfeiting, the reproduction of legitimate products for profit, has impacted the global economy 
drastically and is valued at $600 billion. The current research (n= 129) explores the relationship between 
gender, personal vanity, as measured by Netemeyer, Burton and Lichtenstein’s (1995) vanity scale, and 
attitude towards counterfeit products.  Men with a high view of their achievements were more likely to 
intentionally purchase counterfeits than females with a high view of their achievements. However, there 
was no significant relationship between overall attitude towards counterfeiting and vanity.  Implications of 
results and recommendations for future research are presented. 
 
Keywords: Vanity, Counterfeits, Attitudes, Intention to buy 
 
1. INTRODUCTION 
 
“Counterfeits are defined as reproduced copies that are identical to the legitimate articles including 
packaging, trademarks and labeling” (Ang, Cheng, Lim, Tambyah, 2001, p. 219). The reproduction of 
products has serious economic implications as some experts have indicated that the “value of the entire 
counterfeiting industry at $600 billion per year” which accounts for “7% of international trade” (Burki, 
2010, p. 586). Further, counterfeiting has affected a vast majority of brand-name companies at one point 
in time (Lambkin & Tyndall, 2009). This particular study makes a contribution to the literature by exploring 
the relationship between consumer vanity and the decision to purchase counterfeits.  This current 
research is an extension of previous studies conducted by Walthers and Buff (2008) in the area of 
counterfeits and Netemeyer, Burton and Lichtenstein’s (1995) research in the area of vanity.  Is an 
individual with an excessive concern for appearance and achievement more likely to buy a counterfeit 
product, when the price of counterfeits is generally less than name brand products and the quality of the 
reproduction makes the counterfeit undetectable?  

 
2. COUNTERFEIT PRODUCTS: AN OVERVIEW 
 
The economic impact of counterfeiting can’t be denied.  Looking at the United States economy 
specifically, counterfeiting has resulted in “$9 billion in trade losses, 750,000 American jobs and business 
losses of $200 - $250 billion annually” (Field, Bergiel, Bergiel, Balsmeier, 2008, p. 280). On a global 
scale, “the International Anti-Counterfeiting Coalition estimates the impact to be $600 billion or 5 to 7 
percent of world trade” (Field et al., 2008, p. 280). The growth and production of counterfeits “is a serious 
economic, social and political problem that threatens the lives of unsuspecting consumers, wreaks 
economic havoc, and weakens consumer confidence in manufactured/branded products” (Tom, Garibaldi, 
Zeng & Pilcher, 1998, p. 405). In the early 2000s, “Procter & Gamble estimated it spent approximately $3 
million per year in expenses related to counterfeit products” which included services from investigators 
and legal counsel (Field et al., 2008, p. 280). To fully combat this problem, there is a need for a full 
understanding of counterfeiting, in addition to an understanding why consumers buy these products 
(Eisend & Schuchert-Güler, 2006, p. 1). Past studies have identified “the self-image of the consumers 
who buy such products” as a reason for consumers participating in counterfeit buying behaviors (Ang, 
Cheng, Lim & Tambyah, 2001, p. 219). “Not all consumers buy counterfeit goods; among those who do, 
there will be differences in the frequency of purchase and differences in the importance and/or 
satisfaction of product attributes by product category” (Tom et al., 1998, p. 406). 
 
2.1 Attitudes Towards Counterfeiting 
An accepted theory in consumer behavior is that the consumer’s attitude(s) influences their choice (Tom 
et al., 1998). Attitude, defined as “a learned predisposition to behave in a consistently favorable or 
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unfavorable manner with respect to a given object,” (Matos, Ituassu & Rossi, 2007, p. 37), “is considered 
to be highly correlated with one’s intention, which in turn is a reasonable predictor of behavior” (Matos et 
al., 2007, p. 37). Past research has taken a look at the economic, product quality and legal factors that 
persuade a consumer’s attitudes (Phau & Teah, 2009). Intention to perform a behavior will be influenced 
by individual and interpersonal level factors such as perceived risk and risk aversion, price-quality 
correlation and ethical integrity (Matos et al., 2007). Products, such as apparel, that are manufactured by 
luxury brands are often purchased based on their functional use as well as the “prestige and status” that 
the consumer gains in their mental state (Phau & Teah, 2009 p. 16). In a study of consumer attitudes 
towards counterfeits, the consumer’s evaluation of counterfeits and the approval of their purchase 
decision by individuals in their reference group were important predictors of their intention to buy (Matos 
et al., 2007). In addition to studying the different factors that influence consumers’ evaluation of 
counterfeits such as price quality inference, risk averseness and perceived risk, integrity, social 
subjectivity norms and previous buying of counterfeits, Matos et al. (2007) also looks at the concept of 
personal gratification or a person’s “need for a sense of accomplishment, social recognition, and to enjoy 
the finer things in life” (p. 37). Walthers and Buff (2008) found that those who intentionally bought 
counterfeits made the decision because the price of the name-brand product was unfair to them. Further, 
Walthers and Buff (2008) found that females were more likely to purchase counterfeits than males. 
 
2.2 Vanity 
“Vanity is a psychological construct that describes a person’s excessive concern with physical 
appearance or achievement” (Durvasula, Lysonski & Watson, 2001, p. 180). Attempting to define vanity 
has produced several different variations; however, two themes became very evident: a physical 
appearance aspect and an achievement aspect (Netemeyer, Burton & Lichtenstein, 1995). In addition to 
this, there was also evidence surrounding a positive and perhaps inflated view of one’s appearance and 
personal achievements (Netemeyer et al., 1995). Past research has shown that “there is a strong 
emphasis on outward appearance in Western culture, especially in the U.S.” (Durvasula et al., 2001, p. 
183). Numerous products are advertised as a means to benefit a particular consumer’s physical 
attractiveness and improve one’s appearance (Durvasula et al., 2001). Products, such as the use of 
personal care products, have been directly tied to physical vanity (Hung, Chen, Peng, Hackley, Tiwsakul 
& Chou, 2011). This outward physical appearance is important for an individual in maintaining their self-
concept and can be supported by the increasing production and demand for products that relate to an 
individual’s appearance such as cosmetics and clothing (Netemeyer et al., 1995). Achievement vanity 
becomes evident when consumers use their consumption as a means of conveying success, status or 
conspicuous consumption (Durvasula et al., 2001). To consumers, “material possessions then become a 
way of documenting the success of personal achievement” (Durvasula et al., 2001, p. 184). In fact, 
products are actually positioned based on consumers’ desire to showcase their achievement to others 
(Durvasula et al., 2001). With the goal of impressing others rather than themselves and with their 
possessions in mind, both counterfeit products and genuine products fit the purpose of the consumer’s 
external physical vanity because they both “provide the image of prestige through the display effect 
despite significant quality differences” (Yoo & Lee, 2009, p. 282). The act of purchasing the counterfeit 
gives them the same prestige of the genuine product, due to the resemblance of the original; however, 
the consumer does not pay the same price of the genuine product and their minds are satisfied just as if 
they purchased the original (Yoo & Lee, 2009).  
 
3. HYPOTHESIS DEVELOPMENT 
 
The current study seeks to understand the relationship between an individual’s view and concern of their 
physical appearance and personal achievements on their attitude towards counterfeits and reported 
buying behavior of counterfeit products. Gender studies of vanity reveal mixed results.  Netemeyer et al. 
(1995) suggest that women associate achievement with their physical appearance more than men. Wang 
and Waller (2006), examining samples from the United States and China, noted that women’s concern for 
their physical appearance was significantly greater than that of males. Durvasula and Lysonski (2008) 
also conclude that gender has an impact on the concept of vanity. Their results showed that men and 
women have a high concern of their physical appearance and their personal achievements; however, 
women scored significantly lower in a self-assessment of their physical appearance and personal 
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achievements (Durvasula and Lysonski 2008).  Notwithstanding the results of Netemeyer et al. (1995) 
and Wang and Waller (2006), the following hypotheses are proposed. 

 
H1a: Males’ view of their physical appearance will be significantly greater than females’ view of 
their physical appearance. 
H1b: Males’ view of their personal achievements will be significantly greater than females’ view of 
their personal achievements. 
 

Based on the findings of Durvasula and Lysonski (2008), as well as Durvasula (2001), Netemeyer (1995) 
and Yoo and Lee (2009), the following hypotheses are proposed. 

 
H1c: Males with a greater view of their physical appearance will be more likely to intentionally 
purchase a counterfeit product in the next six months. 
H1d: Females with a greater view of their physical appearance will not be more likely to 
intentionally purchase a counterfeit product in the next six months. 
H1e: Males with a greater view of their personal achievements will be more likely to purchase a 
counterfeit product in the next six months. 
H1f: Females with a greater view of their personal achievements will not be more likely to 
intentionally purchase a counterfeit product in the next six months. 
 

It is suggested that purchase behavior is partly driven by one’s ideal appearance and appearance-related 
factors (Durvasula & Lysonski, 2008). Consumers buy products that “promise them value for the money, 
beauty, nutrition relief from suffering [and] social status” (Netemeyer et al., 1995 p. 613). A specific 
component of materialism, “possession-defined success,” could lead to these individuals measuring their 
own status and sensation they desire through the products they buy (Chang et al., 2011, p. 3468). The 
following hypotheses were formed to examine differences in purchase intention and purchase history of 
counterfeits between males and females with high scores in the view of their physical vanity and view of 
their personal achievement: 

 
H2a: Males with a high score in the view of their physical appearance will be more likely to 
intentionally purchase a counterfeit in the next six months than females with a high score in the 
view of their physical appearance. 
H2b: Males with a high score in the view of their personal achievement will be more likely to 
intentionally purchase a counterfeit in the next six months than females with a high score in the 
view of their personal achievement. 
H2c: Males with a high score in the view of their physical appearance will be more likely to 
already have intentionally purchased a counterfeit than females with a high score in the view of 
their physical appearance. 
H2d: Males with a high score in the view of their personal achievement will be more likely to 
already have intentionally purchased a counterfeit than females with a high score in the view of 
their personal achievement. 
H2e: Males with a high score in the view of their physical appearance will be more likely to 
already have inadvertently purchased a counterfeit than females with a high score in the view of 
their physical appearance. 
H2f: Males with a high score in the view of their personal achievements will be more likely to 
already have inadvertently purchased a counterfeit than females with a high score in the view of 
their personal achievements. 

 
Finally, the relationship between an individual’s vanity view score and their purchase intention, as well as 
attitudes towards counterfeiting, is explored.  Matos et al. (2007) state that personal gratification is a 
predictor of purchasing a counterfeit product. They found that people with a higher sense of 
accomplishment and attachment to status had a more favorable attitude towards counterfeit products. 
From this, the following hypotheses were formed: 

 
H3a: The view aspect of vanity is positively correlated with the intention to purchase a counterfeit 
product in the next six months. 
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H3b: Both aspects of vanity is positively correlated with the intention to purchase a  
counterfeit product in the next six months. 
H3c: Vanity is positively correlated with attitudes toward counterfeiting. 
 

4. RESEARCH METHODOLOGY 
 
This research project was conducted at a small college in upstate New York. An electronic survey was 
created through the use of the online survey software, Qualtrics, and administered through email 
accounts. This survey was distributed to the college’s community based on their enrollment at the college 
as a student or their employment as a faculty member. All of the respondents were contacted through 
school’s e-mail system. For the purposes of this study, Netemeyer, Burton & Lichtenstein’s (1995) 
physical-concern, achievement-concern, achievement view and physical view scales consisting of twenty-
one items were used to measure both aspects of vanity. Walthers and Buff’s (2008) scale was used to 
evaluate general attitudes towards counterfeiting.  These attitude scale items were measured on a five 
point Likert scale with anchors of 1 = Strongly Disagree and 5 = Strongly Agree. The vanity scale items 
are measured on a seven point Likert scale with the anchors of 1 = Strongly Disagree and 7 = Strongly 
Agree. Along with these questions, there was also data gathered on purchase behavior and buying 
intentions for products as well as demographic characteristics. In total, there were 212 responses 
collected. Of the 212 responses collected, 129 respondents completed the survey and responded to the 
vanity scale items. Of the 129 respondents, 80 were female and 49 were male. This breakdown is 
skewed somewhat higher than the actual female-male ratio in the population. All of the data collected for 
this study was input and analyzed using SPSS. 
 
5. RESULTS 
 
5.1 Gender Differences in Vanity/Likelihood to Buy 
In order to test H1and H1b, ANOVA was calculated.  Results suggest no significant differences; therefore 
we fail to support H1a (F = .084, df= 1 & 128, p = .773) and H1b (F = .024, df = 1& 128, p = .877) and 
instead conclude that there are no significant differences between men and women in their views on 
physical appearance or personal achievements.  Males (µ = 4.0136) had a lower mean score than 
females (µ = 4.0833) for their view of physical appearance. In addition to this, males also scored lower in 
their view of their own achievements (µ = 4.6857) compared to females (µ= 4.7175).  In looking at gender 
differences of one’s physical appearance or personal achievements and the likelihood to buy a counterfeit 
product in the next six months, regressions were run. H1c was supported as the regression analysis 
showed that the relationship between view of physical appearance and the likelihood that males would 
buy a counterfeit in the next six months was positive and significant (F = 4.220, df = 1 & 48, p < .05). The 
R-squared for this test was .063. Females showed no positive relationship between view of physical 
appearance and the likelihood that they would intentionally buy a counterfeit in the next six months, thus 
H1d is not accepted (F = .064, df = 1 & 79, p = .801). Further, H1e is not accepted (F = .186, df = 1 & 48, 
p = .669). The regression ran for females (F = .464, df = 1 & 79, p = .498) was not significant, thus 
supporting hypothesis H1f which stated females with a high achievement view would not be more likely to 
intentionally purchase counterfeits in the next six months. 

 
5.2 High Scoring Males vs. High Scoring Females: Buying Intention and History 
Data was split to analyze differences between males who scored high in their view of their physical 
appearance and females who scored high in their view of their physical appearance. The vanity scale 
items were scored on a seven point Likert scale with 1 being Strongly Disagree and 7 being Strongly 
Disagree. A mean vanity score was calculated for each respondent. Those with a score greater than 4 
were considered high in vanity; those with a score below 4 were considered low in vanity. In order to test 
H2a, a simple one-way ANOVA was run to see if there was any significant difference between the two 
high scoring groups when looking at their likelihood to intentionally buy a counterfeit product in the next 
six months. Results suggest no significance (F = .225, df = 1 & 59, p =.616).  Data was also split to 
analyze differences across gender between males who scored high in their view of their personal 
achievements and females who scored high in their view of their personal achievements. As with H2a, 
ANOVA was used to test for significance between the two high scoring groups when looking at their 
likelihood to intentionally buy a counterfeit product in the next six months. H2b was supported (F = 3.943, 
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df = 1 & 94, p = .05). Consistent with the regression results reported above, this suggests that males who 
held a high view of their personal achievements were more likely to intentionally purchase a counterfeit in 
the next six months than females who scored high in this area. Further analyses were performed to 
assess any differences in purchase history of counterfeits. Specifically, respondents were asked about 
intentionally buying counterfeits and inadvertently or unknowingly buying counterfeits. Chi-Square tests 
showed no significant differences thus we fail to support hypotheses H2c (p = .821), H2d (p = .087), H2e 
(p = .526) or H2f (p = .374). It should be noted that at a significance level of p < .10, H2d could be 
accepted (p = .087) and would support the idea that males with a high view of their own personal 
achievements would be more likely to intentionally purchase counterfeits than females with a high view of 
their own personal achievements. 
 
5.3 Correlation between Vanity and Buying Intention 
The relationship between an individual’s view of their physical appearance and view of their personal 
achievements on buying intention of counterfeit products was conducted through a correlation analysis. 
H3a hypothesized that there would be a positive correlation between the view aspects of vanity and the 
respondent’s intention to buy a counterfeit product in the next six months. The results of the correlation 
analysis demonstrate no positive correlation between the two aspects of vanity and the intention of buying 
a counterfeit product in the next six months (p = .603). Furthermore, H3b hypothesized that there would 
be a positive correlation between the total vanity score and the respondent’s intention to buy a counterfeit 
product in the next six months. The results suggest no positive correlation between vanity and the 
intention to buy a counterfeit in the next six months (p = .309). 
 
5.4 Correlation between Vanity and Attitudes towards Counterfeiting 
To examine whether a relationship exists between vanity and one’s attitude towards counterfeit products, 
a correlation analysis was run.  The counterfeiting scale performed reasonably well with a Cronbach’s 
Alpha = .858. In looking at the correlation analysis between attitudes towards counterfeiting and vanity, all 
eighteen items in the attitudes scale were run against a total of the scores from the achievement-view, 
physical view, achievement-concern and physical concern subscales of the vanity scale. Hypothesis H3c 
is not supported thus we conclude that there is no positive, linear relationship between one’s vanity and 
attitude towards counterfeiting (p = .918). 
   
6. DISCUSSION AND MARKETING IMPLICATIONS 
 
Results suggest that aspects of vanity actually influence the consumer’s decision to intentionally buy a 
counterfeit product in the near future, essentially within the next six months. Through the analysis of the 
data, the current study confirms that the suggestions of Durvasula and Lysonski (2008) that males would 
have a significantly greater view of their physical appearance are indeed true. Furthermore, this study 
shows that they would actually be more likely to intentionally purchase a counterfeit product than females. 
In marketing terms, the outcome of this study can be very informative to marketers who are affected by 
this growing problem that exists globally. If a company manufactures and markets a product that is 
intended to satisfy or enhance the physical appearance of a male, they must be aware that their product 
is sought after so much that the consumer would consider buying a replication of their product to gain the 
same level of satisfaction. Of the 129 responses, 41% of the respondents indicated in a buying situation 
that they have bought counterfeit sunglasses before and 43% of the respondents have considered buying 
counterfeit sunglasses. An item like this would be considered a product that would give consumers a 
more fashionable image and from these results, close to half of the respondents indicated they would buy 
a counterfeit of this type of product. Marketers must take notice of trends like these and modify elements 
of their marketing mix, such as pricing strategy or communication strategy, to draw consumers away from 
buying or considering the counterfeit and value the legitimate product more.   
 
Specifically in this study, there were also gender differences between those who scored high in the view 
of their personal achievements. Males who scored high in their view of their personal achievements were 
more likely to purchase a counterfeit product in the next six months than females with a high view of their 
personal achievements. In the business world, this result would allow marketers to examine the 
materialists that Chang et. al (2011) describes in their study. The abovementioned materialists use name 
brand products that they own and pursue to convey their success to other people according to Chang et. 
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al (2011). The current research shows that males would be more likely to purchase counterfeit products 
to satisfy this high view of their personal achievement and marketers must take note of this. Marketing 
strategies developed for products that symbolize success must convey the importance of owning the 
legitimate product to consumers that are considered materialists and make their product the most 
important entity in the consumer’s mind.  Overall, there are no significant relationships between vanity 
and overall attitudes towards counterfeits or purchase intention of counterfeit products. Perhaps those 
who are vain are indeed reluctant to purchase counterfeit goods to reflect their achievements, on the 
outside chance that others might be able to identify them as counterfeits.  This seemingly would have a 
negative impact on one’s self-perception and of one’s presentation of himself.   

 
7. LIMITATIONS AND FUTURE RESEARCH 
 
A limitation to the current study, albeit exploratory, is the sample. There were 212 respondents to the 
electronic survey, however only 129 respondents completed the survey.  Many abandoned the survey 
before or while answering the vanity scale questions.  Further it is possible that there is a self-report bias 
in the response to vanity scale questions.  Some questions are of a sensitive nature and respondents 
may be unwilling to answer honestly.  Additionally, the sample was limited to one institution.  Future 
research with a larger and more diverse sample is recommended.  Expanding the results to feature data 
from other races would produce an interesting ethnic examination. Also in addition to these demographic 
recommendations, extending the research of Chang et al. (2011) would allow for testing of the 
relationship between vanity, materialism, fashion anxiety and buying intention and allow future 
researchers to see if these concepts influence the intentional purchase of counterfeit products. 
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INDIA’S ROLE IN FACILITATING RECONSTRUCTION IN AFGHANISTAN   
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ABSTRACT 
 
The present paper analyses India’s role in the reconstruction of the terror-torn economy of its neighbour 
and SAARC co-member, Afghanistan. There might be a mix of political, economic and humanitarian 
considerations but it is true that, during the post-Taliban regime, India has provided economic assistance 
to this country in a big way; it has developed trading relations with this country on a fast growing scale; 
and of late, Indian investment has started finding its way into this country. Till FY 2006-07, the size of 
economic assistance was meagre but thereafter it leaped up fast. More distinctively, the entire assistance 
has been in form of outright grant nullifying any burden of repayment. The Indo-Afghan trade too swelled 
fast during the post-Taliban regime. However, the commodity concentration is still high, more particularly 
in case of India’s import from this country. The size of foreign direct investment has turned quite distinct in 
recent years. 

Keywords: SAARC, Economic Assistance, Preferential Trade, Commodity Concentration 
 
1. INTRODUCTION 

During the post-Taliban regime, the terror-torn economy of Afghanistan needed huge reconstruction. The 
international organisations as well as the USA and some other developed countries pledged to support 
reconstruction. The neighbouring countries like China, Pakistan and India did not lag behind. The 
expectations from India have been great in the sense that this country is a well-off member of the 
Association for South Asian Regional Co-operation (SAARC) and it is its responsibility to facilitate 
reconstruction in its co-member’s economy, Afghanistan. It is from this viewpoint that the present paper 
analyses India’s economic linkages with Afghanistan. 

2. SOME EARLY MOVES 

Indo-Afghan relations are not new. In ancient days, Afghanistan was a part of Indian kingdom. During the 
first half of the twentieth century, the pashtuns had participated in India’s independence movement. After 
the Indian independence in 1947, Friendship Treaty was signed between the two countries in 1950. In the 
late 1970s, when the Soviet Union had occupied Afghanistan, India was perhaps the only South Asian 
country to recognise the Democratic Republic of Afghanistan. During the pro-Soviet Rule, India’s relations 
with this country were very cordial. The relations, of course, dwindled after the Soviet Union retreated in 
1989 and there were clashes among different ethnic groups. However, during the reign of Burhanuddin 
Rabbani since late 1992, there was revival in the relations. India provided Afghanistan humanitarian and 
technical assistance (Trivedi, 2008). However, it was only short-lived. The Talibans came to rule 
Afghanistan in 1996 and the relations between the two countries were at abysm. It was after the 
overthrow of Taliban that India began supporting Afghanistan’s move for its economic reconstruction.  It 
was India’s consistent move that led Afghanistan to become a member of the SAARC in April 2007.  

3. BASES OF INDO-AFGAN ECONOMIC RELATIONS 

It is in India’s interest if the economy of Afghanistan develops. First of all, the process of development is 
expected to prevent terrorism from cropping up in Afghanistan because terrorism is a major threat not 
only for India but for the whole of the region. Secondly, if India supports reconstruction of this country, the 
balance of power will shift in favour of India as far as the triangular relationship – India, Pakistan and 
Afghanistan, is concerned. Thirdly, Afghanistan may serve as a gateway for India to resource-rich Central 
Asian states, viz. Turkmenistan and Kazakhstan, especially at a time when China has been pursuing 
friendly relations with these Central Asian states for energy co-operation. It may be noted that China has 
recently extended grant to Tajikistan for the modernisation of a hydro-power plant and also has signed an 

                                       REVIEW OF BUSINESS RESEARCH, Volume 12, Number 4, 2012                      156



agreement with Turkmenistan for natural gas pipeline. Fourthly, If India supports the democratic forces in 
Afghanistan and especially the burly Pathans, they can guard well the Iran-India gas pipeline. Fifthly, if 
the economy of Afghanistan develops, it will be easier for India to make diversified imports. At the same 
time, the growing income among Afghans may help raise India’s export to this country. Indian investors 
can move to this country if political stability and economic development is ensured there. Last but not 
least, it is the humanitarian consideration that weighs heavy. As a neighbour and as a co-member of 
SAARC, it is India’s responsibility to support the terrorism-torn country and its people to lead an improved 
living. Thus, in short, there are ample of political, economic and humanitarian reasons behind 
strengthening of the economic linkages between India and Afghanistan. 

However, the Indo- Afghan economic relations will be discussed primarily in terms of India’s economic 
assistance and trade between the two countries. The foreign investment aspect does not figure large 
insofar as Indian investors have yet to make a major break-through. In fact, it is the political stability that 
attracts foreign investors. In Afghanistan, political and economic stability has no doubt set in to exist but it 
is just the initial phase. The moment complete stability is restored, Indian investors will be interested in 
moving out to this country in a big way. 

4. INDIA’S ECONOMIC ASSISTANCE 

Soon after the overthrow of Taliban in December 2001, India established diplomatic relations with this 
country and extended economic aid primarily for economic reconstruction. It is true that Indian economic 
aid amounting to ` 64 million had flown to this country even during 1980s, but there was a full-stop 
thereafter in view of political turbulence. It was only after Talibans had left reigning this country, India 
supplied 20,000 blankets during the winter of early 2002; and in April 2002, it provided earthquake relief. 
It was purely a humanitarian assistance. Indira Gandhi Institute of Child Health was rehabilitated and 
thereafter. India contributed $ 0.2 million to the World Bank-managed Afghan Reconstruction Trust Fund. 
A $ 10 million budget subsidy was made to the Afghan Government. Civil servants and police officials 
were trained. The Indian Government provided civil aircrafts and buses and a million tonnes of wheat. 
The telephone services were restored especially in the provincial capitals. The road between Delaram 
and the Iranian border was reconstructed in order to ease the transport of goods from, or to, Iran. Salma 
Dam was constructed for power generation, followed by reconstruction of the transmission lines. 

India provided Afghanistan economic assistance under both Plan-head and non-Plan head. Table 1 
shows both categories of economic assistance. A further break-up of the “Plan” economic assistance into 
loans and grants is not available, but in case of Afghanistan, it was mainly in form outright grant. The 
assistance under the Plan head started as back as in FY 2005-06 but the size was negligible during the 
initial years. The non-plan assistance was extended to this country only since FY 2007-08. During the first 
financial year, it was sizeable amounting to ` 3350.0 million in addition to the plan-head assistance that 
was of the order of ` 990 million (US dollar equivalent can be calculated with the help of `/US $ exchange 
rate presented in the annexure). In all, the share of Afghanistan in India’s total economic assistance to 
developing countries was over a quarter. In the following years, the relative share of this country in India’s 
total economic assistance fell gradually from 15.82 per cent in FY 2008-09 to 8.36 per cent in FY 2011-
12, although, as per the budgetary estimate, it moved up to 13.73 in FY 2012-13. The absolute size of 
economic aid meant for this country too dropped to ` 4185.0 million in FY 2008-09 and to ` 2870.0 million 
in FY 2009-10, although it increased to ` 3497.0 million in FY 2010-11. The budget estimate during FY 
2012-13 shows this amount at a lower scale. The details of the use of economic assistance are not 
available but the funds were used primarily for infra-structure development. To name a few, India helped 
construct Delaram-Zaranj Highway, power transmission lines from Pole Khomri to Kabul, Salma Dam, 
Kabul parliament building, etc. It developed Hajigak iron ore deposits. In October 2011, the Strategic 
Partnership Agreement was signed between the two governments which involved, among other things, 
India’s US $ 1.2 billion commitment to develop latter’s infra-structural and agricultural projects.  
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TABLE 1: INDIA’S ECONOMIC ASSISTANCE TO AFGHANISTAN 

(in Millions)   

FY Non-Plan Category Plan 
Category 
(Grant) 

Total % share of 
India’s total 
assistance 

Grant Loan Total 

2005-06 - - - Neg. Neg. Neg 
2006-07 - - - Neg. Neg. Neg. 
2007-08 3350.0 - 3350.0 990 4340.0 25.47
2008-09 3375.0 - 3375.0 870.0 4185.0 15.82
2009-10 2200.0 - 2200.0 670.0 2870.0 12.17
2010-11  3097.5 - 3097.5 400.0 3497.5 11.45
2011-12RE 2500.0 - 2500.0 400.0 2900.0 8.36
2012-13BE 5800.0 - 5800.0 1270.0 7070.0 13.73

Sources: 1. Govt. Of India, Expenditure Budget, New Delhi: Ministry of Finance, Annual. 

   2. Govt. Of India, Annual Report, New Delhi: Ministry of External Affairs, Annual.  

5. INDO-AFGAN TRADE 

Indo-Afghan Trade is not new. The trade had existed even prior to the Soviet occupation of this country in 
late 1970s. During Soviet’s rule, there was expansion in trade but during the political turbulence in 1990s, 
the size of trade fell although did not extinct. In FY 1996-97, the value of India’s exports and imports 
stood respectively at $ 22.74 million and $ 3.05 million.  During Taliban’s rule, the trade was hit hard. But 
the moment the Talibani regime was overthrown, India entered a trade agreement in March 2003. 

5.1.   INDO-AFGAN FREE TRADE AGREEMENT 

The agreement aimed at establishing a preferential trading arrangement based on the principle of 
reciprocity. The tariff was to be axed but care was taken to protect the domestic industries from serious 
injury on account of tariff cuts. The care was taken also for protecting national security, protection from 
health hazards and from exhaustion of natural resources and protection of national treasure of artistic and 
archaeological value. If any problem arose, it could be settled within sixty days and the preferential 
treatment could be withdrawn in specific cases by the other party. It was also mentioned that if any of the 
countries would face balance of payments problem, the preferential treatment could be suspended 
temporarily. 

The Agreement led to the establishment of a joint committee at the ministerial level meeting at least once 
a year and examining the trade expansion process. A Working Group was also set up for harmonisation 
of tariff. Any dispute relating to trade matter was to be referred to the nodal apex chamber. If any of the 
two countries was not satisfied with its decision, it could refer the decision to arbitration, the decision of 
which was binding on the parties. 

The annexure to the Agreement included a list of products eligible for preferential treatment. There were 
eight six-digit commodities on which the Government of Afghanistan granted preferential treatment. They 
were primarily black tea, refined sugar, a few medicinal products and white cement and cement clinkers. 
On the other hand, there were 37 six-digit commodities on which the Government of India granted 
preferential treatment. They were mainly green and dry fruits and a few precious stones. However, the 
products enjoying preferential treatment must abide by the rules of origin. This provision was included 
especially to check the products of other countries to be traded between the two countries. 

5.2.  SIZE OF TRADE  

Table 2 shows the size of trade between the two countries beginning from FY 2002-03. A clear-cut 
difference is marked between the Taliban regime and the post-Taliban regime insofar as the size of 
India’s export rose over two-and-a-half-fold in FY 2002-03 compared to that in the previous year. Except 
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for FY 2005-06, when there was a marginal diminution in the magnitude of export, the value upped every 
successive year. During FY 2009-10, it was ` 22.04 billion which was over seven-fold of the value of 
export during FY 2002-03.However,during FY 2010-11, there was a marginal fall in the export value to ` 
18.73 billion. 

                                     TABLE 2: INDIA' TRADE WITH AFGHANISTAN    

 
 
                Millions of ` 

FY Export Import Trade Bal. Export/import ratio

2001-02 1162.251 835.693 326.558 1.390763  

2002-03 2940.924 893.226 2047.698 3.292475  

2003-04 6684.501 1861.599 4822.902 3.590731  

2004-05 7433.346 2112.04 5321.306 3.51951  

2005-06 6316.415 2586.613 3729.802 2.441964  

2006-07 8222.781 1561.331 6661.45 5.26652  

2007-08 10019.214 4397.62 5621.594 2.278326  

 2008-09 18234.416 5924.585 12309.831 3.077754  
  2009-10        22036.272      5904.037     16132.235     3.732419 

  2010-11       18730.082       6620.240    12109.842     2.829305 

Source: www.dgft.nic.in 

On the other hand, the value of India’s imports from Afghanistan increased from ` 893 million in FY 2002-
03 to ` 6.6 billion in FY 2010-11, except for FY 2005-06 when there was a decline in the value of import. 
But since the value of imports lagged behind the value of exports, the balance of trade continued to 
remain in favour of India varying in the range of ` 2.0 billion and ` 16.1 billion. The trade surplus in favour 
of India could also be explained through a high export-import ratio that was found in the range of 2.3 and 
5.3 during FYs 2002-11. 

 

 

5.3.  COMMODITY STRUCTURE 

The commodity structure of India’s trade with Afghanistan is presented here to find out whether there is 
change in the structure of export and import. It is true that the period of the study is very short; and 
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moreover, Afghanistan is still in the process of reconstruction and no substantial measures have been 
taken to foster industrialisation in the country. 

Let us first take up exports. Table 3 shows India’s two-digit exports during FY 2002-03 and FY 2010-11. 
During FY 2002-03, it was rubber and rubber products that had accounted for 23 per cent of the export 
value, followed by vehicles that accounted for another 12 per cent. The share of other two-digit 
commodities varied individually between 3 per cent and 8 per cent. Over the subsequent eight-year 
period, there was some change in the commodity composition. The pharmaceutical products that had 
constituted around three per cent of the export value in FY 2002-03, came to share around 9 per cent of 
the total export value during FY 2010-11. Man-made filament which was barely 5 per cent of the total 
export in FY 2002-03 came to share around 39.0 per cent during FY 2010-11. On the contrary, the share 
of rubber products shrank significantly from 23 per cent to 9 per cent.  

TABLE 3 INDIA’S EXPORT TO AFGHANISTAN: THE COMMODITY COMPOSITION 

FY 2002-03 FY 2010-11 
HS 
Code 

Commodity Amount in 
` Mill. 

% of 
Total 

HS 
Code 

Commodity Amount in ` 
Mill. 

% of 
Total 

17 Sugar & conf. 141.611 4.82 04 Dairy produce 149.232 0.8
24 Tobacco 127.028 4.32 09 Coffee, tea & 

spices 
180.536 1.0

30 Pharmaceutical 
Products 

203.071 3.40 24 Tobacco 952.076 5.08

40 Rubber & its 
articles 

662.739 22.53 30 Pharmaceutical 
products 

1692.176 9.03

52 Cotton 117.378 3.98 40 Rubber & its 
articles 

1703.247 9.09

55  Man-made 
staple fibres 

149.196 5.07 54 Man-made 
filament 

7274.717 38.84

62 Apparel  
accessories 

229.300 7.80 55 Man-made staple 
fibres  

583.474 3.11

72 Iron & steel 140.014 4.76 62 Apparels & 
clothing 

1235.246 6.59

84 Nuclear reactors 100.884 3.43 84  Nuclear reactors 365.423 2.0
87 Vehicles 346.257 11.77 85 Electrical 

machinery 
1085.613 5.80

 Total of 10 items 2217.478 72.88  Total of 10 items 15221.740 81.27
 Total incl. Others 2940.924 100.00  Total incl. Others 18730.82 100.00

 Source: www.dgft.nic.in 

On the side of India’s import from Afghanistan during the same period length, edible products dominated. 
There was no big change in the pattern of commodity composition. It is because Afghanistan lags still far 
behind in terms of industrialisation. Its economic structure is thus different from the other least developed 
countries of South Asia. As shown in Table 4, edible fruits and nuts accounted for around two-thirds of the 
total import value, followed by lac, gums and resins that shared another over a quarter. The rest of the 
import value was represented by coffee, tea, spices, and edible vegetables. 
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TABLE 4: COMMODITY COMPOSITION OF INDIA’S IMPORTS FROM AFGHANISTAN 

FY 2002-03 FY 2010-11 
HS 
Code 

Commodity Amount in 
` Mill. 

% of 
Total 

HS 
Code 

Commodity Amount in 
` Mill. 

% of 
Total 

08 Edible fruits & nuts 790.465 88.50 07 Edible vegetables 415.872 6.28
09 Coffee, tea & spices 34.974 3.92 08 Edible fruits & 

nuts 
4243.721 64.10

12 Oil seeds, etc. 17.469 1.96 09 Coffee, tea & 
spices 

115.831 1.75

13 Lac, gums, resins 30.213 3.38 13 Lac, gums, resins 1715.846 25.92
    
 Total of 4 items 97.96  Total of 4 items 6491.270 98.05
 Total incl. Others 893.226 100.00  Total incl. others 6620.240 100.00

Source: www.dgft.nic.in 

Probing the commodity structure of Indo-Afghan trade reveals that India’s import structure stood highly 
concentrated. There were only two two-digit commodities that shared over 90 per cent of the trade. The 
other two commodities shared another eight per cent.  If one compares this figure with that obtained in FY 
2002-03, the difference appears only negligible. On the other hand, the export structure is not so highly 
concentrated. The top ten two-digit commodities accounted for slightly over four-fifths of the total export 
value during FY 2010-11, slightly higher than that during FY 2002-03. 

To be more precise, the Gini-co-efficient has been calculated to show commodity concentration. As far as 
India’s export to Afghanistan is concerned, it was 0.5804 in FY 2010-11. In case of India’s import from 
this country, this index was 0.8867 during FY 2010-11. 

6. INDIA’S INVESTMENT IN AFGHANISTAN 

It is a well-established fact that FDI moves to a country which is politically and economically stable. But 
Afghanistan is still not terror-free. This is an important reason that this country has attracted small 
quantum of FDI compared to other least developed countries of South Asia, such as Nepal and Bhutan. 
Indian investors are quite hesitant for making investment in this country. As per the statistics published by 
Afghanistan Investment Support Agency, the size of annual FDI inflow in this country rose from a bare 
one million US dollar in 2001 to US $ 300 million in 2008 and it was US $ 76 million in 2010. In 2008, FDI 
constituted around 16 per cent of the gross capital formation. As big as 39 per cent of the FDI was 
directed into services, the other 34 per cent into construction, 19 per cent into agriculture and the rest 8 
per cent into industries (US Department of Commerce, 2011). The sources of FDI were mainly the UAE, 
the USA, Canada, Iran, China and Pakistan. Indian FDI has moved to this country but in a limited way 
(AISA, 2011). However, in the first week of October 2011, India and Afghanistan signed strategic 
partnership agreement to strengthen economic ties between the two countries as per which two MOUs 
were signed for the development of minerals and natural gas in Afhanistan. In November 2011, SAIL 
helped develop an 1.8 billion tonne Hajigak iron ore reservoir with an investment of US $ 11 billion. It was 
the largest single FDI in Afghanistan. In 2012, India’s sole integrated copper refiner, HCL and the largest 
steel producer agreed to jointly bid for the development of Badakshan copper reserves, the Zarkhashan 
copper reserves and gold reserves at Shaida along with the necessary infra-structure and logistic 
support. It may go a long way, provided that the electricity position in Afghanistan improves, land and 
finance are easily available and corruption level is brought down (Basar and Zyck, 2012). Investment risk 
is not a major problem now because the Overseas Private Investment Corporation has agreed to cover 
the political risk. 

7. SUMMING UP 

Although India’s economic linkages with Afghanistan is quite old, but it turned really significant during 
post-Taliban regime. In fact, the terror-torn economy required huge reconstruction which India could not 
overlook in view of its economic and political interest or sheer humanitarian approach. 
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India’s economic aid began flowing during the post-Taliban regime to this country which was entirely in 
form of outright grant. The infra-structural projects have been the major gainer. The volume of trade 
between the two countries grew manifold. The conclusion of free trade agreement and the entry of 
Afghanistan into SAARC were the positive forces. However, the balance of trade continued to swing in 
India’s favour. Moreover, commodity concentration remained unusually very high. 

India’s foreign direct investment into this country has taken a shape in the recent past. Mining sector has 
been the major destination. From the present trend, it appears that India’s role in reconstructing Afghan’s 
economy in the years to come will be highly positive. 
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ANNEX- A 1 

ANNUAL AVERAGE OF RE/US $ EXCHANGE RATE 

FY `/US $ FY `/US $ FY `/US $ 

2000-01 45.68 2004-05 44.93 2008-09 45.99 

2001-02 47.69 2005-06 44.26 2009-10 47.92 

2002-03 48.40 2006-07 45.25 2010-11 45.52 

2003-04 45.95 2007-08 40.24   

  Source: www.rbi.org 

                                       REVIEW OF BUSINESS RESEARCH, Volume 12, Number 4, 2012                      162



 
 

THE MIRROR OF SURVIVAL OF FAMILY BUSINESS:                                                               
INTERPRETING BUSINESS CEO FAILURE THROUGH FAMILY 

  Khwanruedee Tuntrabundit, Khon Kaen University, Thailand                                                           
Varoon Tuntrabundit, Khon Kaen University, Thailand 

 

ABSTRACT 

This paper draws from Weitzel and Jonsson (1989)’ organizational decline theory to better explain the 
steps of family business CEO failure including misunderstanding, inertia, defective decision making, 
recession, and failure in management, which mirror the family business dissolution. Contribution and 
suggestions for future research are also provided. 
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1. INTRODUCTION 

Less than 10% of family businesses survive through the third generation (Miller et al., 2004). This 
statement implies that the family business is more highly dependent on the family leader than those of 
other organization (Kellermanns et al., 2008). In short, the family business CEO causes survival of 
family business. In this paper, a family business is defined as “a business governed and/or managed 
with the intention to shape and pursue the vision of the business held by a dominant coalition 
controlled by members of the same family or a small number of families in a manner that is potentially 
sustainable across generations of the family or families” (Chua et al., 1999, p. 25). In the other words, 
a family business is called a family firm because of the ownership structure of the company and the 
type and level of influence the family has on the firm (Royer et al, 2008), the role of the family in 
grooming entrepreneurs and the need for most individuals to balance work and family life (Stamm and 
Lubinski, 2011). In a unique finding for family business of Kellermanns et al. (2008), CEO did not 
negatively relate to entrepreneurial behavior, while nonfamily business may limit decision making 
when they grow older. That is the difference between both CEOs. Therefore, the family business CEO 
differs from leaders (e.g. top management, chief executive officers) of other firms because family 
firms, whose CEOs were described as the firms’ founders or descendants, are related to the founders 
(McConaughy and Phillips, 1999).  

The new family business CEO is the result of successful succession process. Griffeth et al. (2006) 
state that the succession is: “the transfer of management and/or the ownership of the family business. 
Ownership succession focuses on who will own the business”. In the past, most studies explained 
that selection of proper family business CEO leads to acquiring a quality family business CEO 
(Chrisman et al., 1998; Bruce and Picard, 2006).This implies that an efficient family business CEO is 
the most important determinant for running a family business since the family business CEO is 
responsible for management and is also the business owner. If former generations of administrators 
leave the business, new generations of administrators need to be efficient for survival of the family 
business.  

Although studies of family business survival are available (Cadieux, 2007; Stamm and Lubinski, 
2011), the state of family business CEO failure in operating business, which is related to the decline 
and defeat of family businesses, is not clear. This paper employs Weitzel and Jonsson’s (1989) 
theory of organizational decline as a failure model. The sign of family business CEO failure begins 
when the family leader begins the business, which implies that the new family business leader 
manages the business and compromises the process of failure.  Also, the decline theory explains the 
failure of family business CEO as the researcher perceives that family business CEO is related to 
family business, which can be implied as the same process.   

To address these issues, this paper is organized as follows. The first section reviews literature related 
to the stages of organizational decline of Weitzel and Jonsson (1989), followed by a proposed family 
business CEO’s failure model constructed based on the reviewed literature and a set of propositions. 
This paper attempts to clearly describe the failure of family business CEO to understand the hidden 
factors of continuously failure in management from the beginning to the end, which mirror the 
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dissolution of family business. After that, the conclusion is presented. Finally, the contribution of the 
model to the field and future research directions are given. 

2. THEORETICAL FOUNDATION 

Weitzel and Jonsson (1989) explains that, “organizations enter the state of decline when they fail to 
anticipate, recognize, avoid, neutralize, or adapt to external or internal pressures that threaten the 
organization’s long-term survival”. The organizational decline roots can be explained by the 5 stages 
of basic problems which organization faces. The 5 stages include blind, inaction, faulty action, crisis 
and dissolution. This means that business management decision behaviors are affected by various 
external problems which are not resolved leading to eventual organizational dissolution. Decline can 
be conceptualized by identifying characteristics in a decline continuum. These stages are listed in 
table 1 

TABLE 1 

  STAGES OF ORGANIZATIONAL DECLINE AND CORRESPONDING ORGANIZATIONAL ACTION 

Stages Organizational action 

1. Blinded Failure to anticipate or detect pressure toward entropy; decline begins. 

2. Inaction Failure to decide on corrective action; decline becomes noticeable. 

3. Faulty Action Faulty decisions; faulty implementation of decisions. 

4. Crisis 
Given faulty-action stage and unforgiving environment, last chance for 
reversal. Given forgiving environment, slow erosion, 

5. Dissolution 
Given crisis stage and unforgiving environment, rapid demise. Given 
forgiving environment, slow demise 

Source: Weitzel and Jonsson (1989) 

 

3. LITERATURE REVIEW AND PROPOSITION DEVELOPMENT 

According to Lee (2006), the business and the family are intimately connected when running the 
family business. This relationship suggests that the failure of family business CEO may cause the 
dissolution of the business in the long run.  Therefore, the family business CEO is the key determinant 
of success of family business. If the family business CEO cannot manage difficulties and problems, 
the family business will be in declining conditions.  

Based on Weitzel and Jonsson’s (1989) perspective on organizational decline, the current study 
seeks to address the causes of the family business CEO’s failure in management by developing the 
family business CEO’ failure model presented in Figure 1. The proposed model shows the causes of 
the family business CEO’s failure which includes ignorance or lack of ability in solving problems, or 
taking the wrong approach to solve problems. Therefore, the outcome is a declining condition. 

In this article, the family business involves the success of management. Likewise, the failures of 
individual leaders often translate into the failures of the organization (Dawley at al., 2004). This 
implies that a family business CEO is like an indicator of a successful family business. If the family 
business CEO fails to manage problems, the family business would also decline. Because the most 
common view of the family business overlaps between the family and the business (Lee, 2006).   
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FIGURE 1 THE FAMILY BUSINESS CEO’S FAILURE MODEL 

 

3.1 The Blinded Stage 

 According to Weitzel and Jonsson (1989), the first stage of decline begins with the warning signals of 
occurring problems in business management including inefficient resources, troubles with practice in 
business regulations, transformation of structure, unclear targets and decisions, inefficient 
communication, and out of date business structure. However, organizations are unable to recognize 
internal and external changes, which implies that management misunderstands the environmental 
threat for long-term survival. Here, misunderstanding refers to family business CEO not knowing the 
sources of problems, or failure to see pressure toward alert. 

From the existing literature, there is few research on the perception of the sources of blindness 
towards decline. For example, Richardson et al. (1994) argue that introverted hard working and being 
outdate are the primary cause of family business decline. Another research by Hubler (1999) stated 
that the reasons for business blindness are customers changing need of products and services, poor 
quality information about the factors driving firm problems (Barker, 2005), and intense competition 
(Casillas et al., 2011). Those factors negatively affect efficiency of family business in the long term. 
These studies show that family businesses are in vulnerable states. However, Dark (2007) suggested 
that the family business CEO is likely to effectively scan the environment and compare whether the 
business has enough efficiency to cope. So why do many family businesses keep failing? 
Management scholars described situation. For instance, family business CEO face conflict with family 
leaders because older generations of administrators are not confident in incumbent or new family 
business CEO competency running the business (Stavrou,1998). Other problems could be conflict 
between the family and main employees (Bruce and Picard, 2006), and relationship problems 
between family members (Tucker, 2011). Moreover, the family culture such as attitudes, beliefs and 
values (Cambell et al., 2007) are barriers in management of family CEO. As such, family members 
may not share the same value, stemming perhaps from differing educational systems or strong peer 
pressure, the transfer of leadership from one generation to another created conflicts that carried into 
the postsuccession stage (Santiago, 2000). Thus, the family business CEO is not sensitive and do not 
recognize its critical-prone situation. Therefore, the family business CEO may risk successful 
management and the organization may not survive which is the ambiguity of monitoring serious 
environments. That is the unclear viewpoint of family business CEO lead to the inaction.  

Recession 

Defective Decision 
Making

Misunderstanding 

Inertia 

Failure in 
management

State 1 

State 2 

State 3 

State 4 

State 5 

Family Business CEO’ Failure
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3.2 The Inaction Stage  

According to Weitzel and Jonsson (1989), inaction means that the organization does nothing despite 
signs of deteriorating performance such as decrease of employees attending to work decrease of 
sales, and increase of inventory. Therefore, this stage implies that family business CEO can perceive 
the negative effects, but he or she does not prepare any plan and does nothing (i.e. inertia) or 
performs slowly because the family business CEO thinks that barriers are not permanent and can be 
destroyed shortly. Thus, the family business CEO does not prepare any solution or does not decides 
what the family business CEO will do. If the noticeable barriers occur, the family business CEO 
cannot solve problems on time. Here, inertia is characterized as family business CEO blissfully sit 
there unaware of dangerous change occurring in its environment (Richardson et al., 1994). In the 
other words, the CEO makes poor and illogical management decisions (Thorne, 2000). Additionally, 
some new family business CEOs face new and different uncertainty in their environment. Therefore, 
they cannot solve the problems despite being given suggestions from older generations and 
communicated some professional strategies for running business (Stavrou, 1998; Brockhaus, 2004). 
Moreover, prior research has shown that the loss of identity and orientation due to radical change of 
business model is an indicator of uncontrolled change (Probst and Raisch, 2005). Therefore, a loss of 
identity occurs if an identity that the family business’ CEO neither understands nor accepts replaces 
the existing identity. This implies that the family business CEO intends to deal with the problems in 
order that the family business can fight with dangerous conditions and survive. However, changing 
ones identity could prove to be so cumbersome that the CEO loses the strength to continue. Thus, the 
family business CEO will overlook the erosive environments and ignore occurring problems. Also, 
they do not predict what situations will occur and do not respond with the imminent situations. 
Therefore, misunderstanding of family business CEO is likely to lead to the inertia, the proposition is 
proposed as follows: 

Proposition 1: The family business CEO with the greater degree of misunderstanding is likely 
to have higher inertia. 

3.3 The Faulty Action Stage 

Based on the decline theory, the faulty action indicates unsuccessful or very little successful 
management. This stage means that the organization is forced by circumstances to consider 
substantive changes, and management cannot cope with transforming organizational external 
problems occurring within business (Weitzel and Jonsson, 1989) (i.e. defective decision making). 
Therefore, defective decision making refers to the family business CEO incorrect continual decision 
making and acting process to solve problems.   

As family business CEO ignores preparing from previous stages or is pressured by risky situations 
(i.e. no need for action), leadership is questioned. So why does the CEO repeat his mistakes?  As 
mentioned earlier, leadership style, personal factors of leader, loyalty, commitment, following 
organizational target and plans need to be considered as sources of faulty implementation of 
decisions (Weitzel and Jonsson, 1989). In Chrisman et al (1998)’s view, education, experience in and 
outside the family business, financial skill, marketing skill, interpersonal skills and decision-making 
abilities are competencies required for a leader. Similarly, Thorne (2000) asserts that a leader’s skills 
should include leading and encouraging business opportunity challenge, changing management, and 
supporting a problem-solving environment not a blaming atmosphere. Also, effective leadership (e.g. 
capacity to lead, ability to resolve conflict, and ability to make independent decisions) is an important  
quality for a leader to respond competitively to changing environments (Ibrahim et al., 2004). Also, 
abilities of family business CEO results in efficiency of management including possessing education, 
technology skills,  general management skills, financial management skills, problem solving skills 
(Sua´rez, 2005), and experience from taking a level course in entrepreneurship (Politis and 
Gabrielsson, 2009). Moreover, Hall and Nordqvist (2008) points out that management should not only 
have education and training in formal business program, but he or she may be sensitive to family 
norms, values and socioculture. Socialization helps develop new leadership skills (Ibrahim and 
Poutziouris, 2004). Training novel leaders involves developing new perception of values and goals as 
well as management skills and specialized knowledge of the business. Likewise, important attributes 
of the family business CEO for action and correct decision, and the strategic decision of the family 
business may differentiate from those of other organization (Ibrahim et al., 2004). Moreover, 
overconfidence is also toward a decline. Because self-confidence can become hubris, it can increase 
the chances of mistakes in decision making (Barker, 2005). Furthermore, Rutherford et al. (2006) 
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found personality the characteristics effect performance, chance of failure, and predicting 
developmental in business: gender growth orientation, and level of education. Therefore, if family 
business CEO lacks these skills, he or she is also unable to take action. Thus, defective decision 
making is likely a direct influence of recession. Therefore, the proposition is proposed as follows: 

Proposition 2: The family business CEO with the greater degree of inertia is likely to have 
higher defective decision making. 

3.4 The crisis stage 

This stage occurs when organization attempts to cope with the internal problems and obstacles, but 
deals with its problems unsuccessfully. Although the business CEO searches for alternatives and new 
solutions to problems, it is often unsuccessful. Thus, crisis situation is emerges (i.e. recession). Here, 
recession is described in terms of family business discontinued growth. It is a result of family business 
CEO unrealistic perceptions, and ignorance towards an adequate response to business 
environmental changes (Ooghe and Prijcker, 2008). In short, there are many negative effects 
occurring with the business. In existing literature, the attributes of recession business include 
decrease of employees, decrease of some products and services, lack of working schemes and lack 
of time to devote to planning (Griffeth et al., 2006), as well as overestimated sales and high expenses 
(Ooghe and Prijcker, 2008). Moreover, Hubler (1999) addresses that family members involved in the 
business often talk indirectly with other family members who are not involved. This creates a triangle 
that destroys the quality of communication within family business. Thus, it is hidden image of crisis 
that results in a variety of negative signals inevitably leading family business to the last stage of 
decline. Therefore, the proposition is proposed as follows: 

Proposition 3: The family business CEO with the greater degree of defective decision making 
is likely to have higher recession. 

3.5 The Dissolution Stage 

According to Weitzel and Jonsson’s (1989) final stage of decline, the organization situation is 
irrevocable as it faces serious problems that cannot be solved and also lacks of resources (i.e. failure 
in management). Here, failure in management is shown as family business firm loss of market and 
experience employees, also lack of internal finance (i.e. insufficient cash flow) which shows the 
liquidity problem, weaker solvency (i.e. increase of liabilities), and lead to mistrust in all financiers 
(Ooghe and Prijcker, 2008). With respect to inexperience of family business CEO to manage 
business, Brockhaus (2004) stated that family business CEO who lack abilities cannot cope with 
pressure of both internal and external environments. Therefore, lacking experiences of family 
business CEO is a cause of increasing the continued failure.  Consequently, deterioration occurs 
rapidly from the unforgiving environment and the family business unable to survive.  Although Bruce 
and Picard (2006) indicated that 7 % of entrepreneurs plan to find new family business CEOs, but 
new CEOs are not always perfect. Thus, the problem developing new CEOs still persists.  Then, there 
is a reason to family business leader’s failure in operation business. Therefore, the proposition is 
proposed as follows: 

Proposition 4: The family business CEO with the greater degree of recession is likely to have higher 
failure in management. 

4. CONCLUSION, CONTRIBUTION, AND FUTURE RESEARCH DIRECTION  

This paper attempts to describe the understanding of unsuccessful family business CEO.  It is a 
perceptual concept, based on decline stage of Weitzel and Jonsson (1989). The decline theory is 
applied to explain the family business CEO’s failure in management. The first step of the failure is the 
blindness towards sufficient internal and external monitoring business environment that may threaten 
long term survival. Second, the family business CEO is unable to react to respond to the changing 
business environment, and the family business CEO does not respond adequately to business 
environmental changes. Finally, the family firm has insufficient resources and moves into dissolution.  

This paper contributes to the organization failure literature. The family business CEO’ failure model 
provides more insight into stage of failure. The problems occur while the family business CEO 
manages business, which could act as barriers to the family business CEO’s success.  
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Moreover, the model of family business CEO’ failure has become highly recommended for 
practitioners. Family firms should adapt their understanding to avoid dissolution by increasing 
monitoring and decision making efficiency, planning of creative succession. The family business 
CEO’s skills requires a transition process which includes preparedness, vision creating, and problem 
solving and decision making skills. These factors cause success in creating a family business CEO. 
As a result, an efficient family business CEO is created with appropriate and quick decision making 
skills which would in turn prevent faulty action and avoid the failure in management. 

This work is not without limitations. The propositions need to be tested empirically. To do this, two 
different ways may be followed. The first one could be oriented to development of qualitative 
explanatory study because the failure is relevant to a long period of family business. The second 
method has to do with the development of quantitative study. It would have been necessary to carry 
out an empirical work in order to confirm the direction of the construct model. 
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1. INTRODUCTION  
 
A temporary staffing agency was founded in 1970 as a for-profit organization with a niche in a growing 
market economy. The agency was founded by an enterprising woman whose former background was as 
a human resources (HR) recruitment officer at a previous Caribbean company. The temporary staffing 
agency was established because of individual recruiting efforts of employees in the Caribbean area 
during the 1970s. The purpose of the agency was to recruit, train, and place job candidates in suitable 
employment positions.  
 
In 1972, 2 years after the establishment of the Caribbean agency, the market was primed for temporary 
staff recruitment and placement services. As a result, this temporary staffing agency’s profits grew by 
over 60%. The mission statement for the temporary staffing agency was to serve companies that were 
local, international, and in the Caribbean by providing the most qualified permanent and temporary staff. 
  
The director of the subject company related that, as the Caribbean economy declined in the 1990s, the 
temporary staffing agency responded to the challenge through innovative means and continued to deliver 
flawless, excellent service. This agency survived, and in its 37th year, plans were made for further 
expansion. The agency looks forward to another 35 years of delivering an even higher level of quality 
service in an economy that has begun to regain lost ground. 
 
The director of the subject company indicated that the problem with the personnel industry was the 
ongoing difficulty in locating qualified personnel to fill vacancies, particularly office-related positions. In 
addition, there were problems within the industry due to lack of structure, communication, mobility, and 
technology. This problem in the Caribbean was different from those in countries such as the United 
States, Canada, and the United Kingdom, where the job- recruitment process was structured and 
organized.  
 
2. LITERATURE REVIEW 
 
The literature review provided the conceptual basis for this study. The initial investigation of the literature 
revealed various sources on evaluation methodology. The review of literature referenced the basic tenets 
of HR management regarding learning, distance learning, technology, application, and the interview 
process, as well as temporary staffing agencies.  
 
Research Methodology 
Research methodology, according to Alexakis (2005), includes two steps: the identification of a broad 
problem area to be researched, preliminary data gathering through literature reviews and interviews, and 
how the problem can be contained. Alexakis specifically indicated that the term problem is related to the 
research methodology, as a situation where a gap exists between the actual and what the research is 
trying to achieve and the reality of what the ideal states. Alexakis stressed that the next step in the 
research methodology process is a literature review to provide primary and secondary resources for the 
data to be collected. 
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Evaluation Methodology  
Trochim and Donnelly (2006) indicated that the evaluation methodology depends on the object being 
evaluated, and the overall purpose of the evaluation. Formative and summative committees play 
important roles in strengthening and improving the product to be evaluated. The formative committee’s 
tasks are to assist with the form and content, the delivery of the program, and the technology of the 
product. The summative committee examines the outcomes and estimates the relative cost, if any. The 
formative committee determines the needs assessment and the criteria. The next step in the evaluation 
process is the implementation, which monitors the credibility of the program as it relates to the 
technological delivery. The final role of the formative committee is to investigate the process of delivering 
the program. 
 
Questionnaire Development 
Fink (2003) suggested that a detailed analysis is essential on how to interpret, manage, and analyze data 
from questionnaires. Fink outlined these details with the compilation of 10 books on how to conduct 
research that specifically detailed the development of a questionnaire. Fink outlined how to collect raw 
data scores as well as how to interpret them. Gorman (2003) described how to word questions and noted 
that, when writing the objectives for the questionnaire, all ambiguous terms should be defined and 
clarified because alternative terms might not exist.  
 
Bourque and Fiedler (2003) recommended that the questionnaire should end by inviting the participants 
to comment on its content. This will help the researcher improve on any questions that might need 
revision. Bourque and Fiedler believed that this allows respondents to indicate their feeling about the 
topic of the questionnaire. Chen (2005) indicated that feedback from the respondents is very important in 
the success of an evaluation of any program. Feedback is vital to determine whether target groups are 
reached and clients receive quality services. 
 
Varcoe (2004) warned that the descriptions of the evaluation procedures must be explicit for the 
validation of the instruments’ criteria. Proper evaluation of the research design should detail data, 
findings, and recommendations. Data gathering is an important component in developing a study. 
Ornstein and Hunkins (2003) related that an evaluation is a process or cluster of processes to gather data 
that will enable them to accept, change, or eliminate something. Varcoe indicated that the evaluation 
methodology is designed as an approach to research. In this approach, there are procedures that are 
implemented to assess the worth of a product. If the procedures are properly applied, they will enable the 
evaluator to improve or change the product. 
 
Mujtaba and Preziosi (2005) indicated that the purpose of a comprehensive evaluative educational 
assessment process is vital to the educators’ responsibility to the online student. Two characteristics are 
found in the student-outcomes assessment process: Evidence is produced to (a) measure the learning 
outcome of the student and (b) to show where the course could change and any possible improvements 
needed. Mujtaba and Preziosi specifically indicated that the assessment process works best in relation to 
learning when it is ongoing and not episodic, that is, by tracking the performance of the student. 
Performance tracking should include a comparison of educational purpose and expectations to learn. 
 
Adult Learning Theories 
Knowles (1980) stated, that the application of learning principles is based on andragogy. Knowles defined 
andragogy: satisfy their needs and goals. Neufeldt (1990) advised that adult education is an important 
component in future learning. Elias and Merriam (1995) added that the behavioral approach concerning 
adult education developed as roots in modern philosophies and modern movements. In the modern 
behaviorist adult movement, the emphasis is on concepts such as control, behavior and modification, 
learning through reinforcement, and management by objectives. Teachers have a responsibility to 
encourage and nurture this movement. Adults have a deep psychological need to be generally self-
directing, although they may be dependent in particular temporary situations. (p. 43) 
 
Knowles confirmed that the primary mission of every adult educator is to help individual learners satisfy 
their needs and goals. Neufeldt (1990) advised that adult education is an important component in future 
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learning. Elias and Merriam (1995) added that the behavioral approach concerning adult education 
developed as roots in modern philosophies and modern movements. In the modern behaviorist adult 
movement, the emphasis is on concepts such as control, behavior and modification, learning through 
reinforcement, and management by objectives.  
 
Overview 
The problem addressed in this study was directly related to the staffing agency managing director’s 
concern for the decline in the number of first-time job applicants being successful in obtaining positions 
applied for. The problem was based on the fact that the general education level of the first-time job 
applicants had been progressively declining over the years. The issue was having an adverse affect on 
the placement service, as fewer clients were being offered jobs. 
 
The purpose of the applied dissertation study was to determine if an online training course assisted first-
time job applicants in interviewing for placement in a suitable job. The online training course that was 
assessed was specifically designed for prospective job applicants at a temporary staffing agency in the 
Caribbean.  
 
The study emphasized the assessment of the online course in relation to the success of the job interview. 
Daft (2008) is a strong advocate of the usefulness of online training in relation to the interviewing process. 
The interview serves as a two-way communication process and allows the organization and the applicant 
to collect information that would otherwise be difficult to gather without such face-to-face communication.  
 
Mujtaba and Preziosi (2005) stressed that for any assessment to be deemed effective, there must be a 
strong focus on the processes as well as the outcomes of the course content. The writer must determine 
what matters most in the process of the assessment and whether it focuses on the questions that people 
really care about. Also, attention must be given to the outcome and the experiences of the learner.  
In order to assess the online training course, the quantitative method was used. Creswell (2003) stated 
that quantitative research uses surveys to collect data. In this study, Likert-type questionnaires were 
developed as the tools to obtain information used to determine whether the online training course should 
continue to be used. A limitation to the study was that it was specific to job applicants of a particular 
placement agency in a Caribbean country. The results of this study cannot be generalized to any other 
population without future study. 
  
3. DISCUSSION OF FINDINGS 
 
The formative and summative committees made recommendations for the questionnaires. Using an 
iterative validation process, several drafts were submitted to address feedback by the committees. 
Consensus by the researcher and committees was reached, and the questionnaires were approved. A 
test-retest reliability was conducted for the committees’ validated questionnaires by experts in the 
educational field. Results indicated that the questionnaires were reliable, and the researcher proceeded 
to use them in the assessment of the online training course and its impact on the interviewing process. 
 
According to Robbins and Judge (2007), the success of a training course is used for upgrading or 
improving skills. In this study, the focus was on improving interviewing skills of potential employees. In 
relation to improving interviewing skills, the researcher determined that the online course objectives were 
being met. Responses to the questionnaires regarding the online training course and its impact on the job 
interview were very positive. For the online training course, the overall response of excellent was given 
for 79.4% of the 10 questionnaire items, and 14.5% responded very good. The number of respondents 
was 202 of 221 first-time job applicants at the agency.  
 
The second component of the study was to determine whether the objectives of the training were being 
met. Participants were asked to assess the impact of the online training course on their interview. The 
responses by the interviewees were positive. Of the 187 participants who went on an interview, overall 
65% of them responded excellent and 23.0% responded very good to the 10 items on the Job  
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Interview Questionnaire.  
Comments, both negative and positive on both of the questionnaires, were reviewed for incorporation in 
future changes to the training course. The presentation of the statistical results and comments were given 
to the director of the agency, highlighting advantages of the online training course by providing a first-time 
job applicant with greater knowledge at the job interview. Negative responses such as the administration 
of the questionnaires proved to be time consuming and the job applicants felt rushed to come back to do 
the questionnaire after the job interview, were also addressed for future course evaluations.   
 
4. CONCLUSIONS 
 
The data collected from this study indicated that there is a successful online training course in place for 
first-time job applicants with the aim of increasing the educational knowledge about the interviewing 
process with a view to improving the success rate of job placements. The tallied findings and positive 
comments revealed that the majority of the job applicants agreed that the online training course was 
excellent or very good and was in line with their expectations of preparation for a successful job interview.  
 
Mujtaba and Preziosi (2005) indicated that online education has been a reality for many adult learners 
and suggested that for continued success with any online course, there has to be continuous 
enhancements and improvement. The purpose of this is to achieve progress towards a better outcome for 
the educational process in order to meet the responsibilities of the educator and the student. 
 
Robbins and Judge (2007) stated that in recent years, the fastest growing means of delivering training is 
computer based or e-learning systems; this process is both fast and efficient. The researcher agrees that 
e-learning is the fastest growing method of delivery for training and believes that this format should be 
continued in the future.  
Implications 
 
The online training course will help to alleviate the number of unprepared first-time job applicants sent to 
potential employers and will increase job placements. It is expected that any future job applicants will 
become more informed about the job interviewing process. Another implication is that the course can 
continue to be used as a successful future training tool for the placement agency.  
 
The staff will also be able to use the online training course as a guide to inform future job applicants on 
how to find information regarding the job application process, as many of the frequent questions that job 
applicants ask are answered within the online training course.  
  
RECOMMENDATIONS: 
 
With the positive results as listed, the researcher and the managing director of the company along with 
the formative and summative committees decided that several steps should be taken to improve the 
online training course: 
 
1.All eligible first-time job applicants should receive the online training course before the interviewing 
session as a preparation tool. This recommendation is based on the successful responses to the Online 
Training and Job Interview questionnaires.  
 
2. The online training course should be extended as a 1-week workshop to better prepare first-time job 
applicants for interviews.  
 
3. The instructor should stay current with the materials presented in the online training course. This is to 
ensure continuity with the training materials presented and the trends in the job market. The instructor 
should explore the possibility of using various employment tests to better prepare the job applicants.  
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