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Government Public Policy of Mexico and
Entrepreneurship What can Mexican
Government do for Enhancing Entrepreneurship
in Mexico?

José G “ & Vargas-Hernandez °

Abstract - The literature existing on entrepreneurship implicitly
assumes that entrepreneurship and government and
economic growth are positively related with each other and
there is a positive correlation among them. However, few
studies, whether theoretical or empirical, analyze such relation
in an explicit manner. This paper aims to study the
entrepreneurship notion and the barriers of entrepreneurship
and mainly the role of government in enhancing
entrepreneurship in the society.

Keywords . Entrepreneurship, Government, Small and
Medium Enterprises (SMES).

[. INTRODUCTION

onsider the developed countries; one sees so

much wealth, so much beauty, high ways that

are landscaped, and so many extra ordinary
developments. This is something people see
everywhere in developed economies. However, this is
something not seen in most other places. There are
about six billion people in the world. One billion people
come from developed countries like North America,
Western Europe, Japan , and perhaps four other Asian
“tiger s.” But the majority of people are not in that
situation. The other five billion come from what is
typically called the developing world, or the Third World,
and the former Soviet Union countries.

Until a few years ago, most of these countries
were really following other systems rather than the
capitalist system. That has all changed since the fall of
the Berlin W all. Even Deng Xiaoping in 1978 started
marching in a different direction in China when he said,
“It doesn’t matter what color a cat is, as long as it
catches mice.” In the developing world, we've all begun
to change, we've all been trying to get our
macroeconomic systems in place, we've all been
making sure that we have fiscal balance, and we've all
been making surethat wedon't issue toomuch currency.

Author's o o . Research Professor Member of the National System of
Researchers. Department of Marketing and International Business
Graduate Center of Economic and Adminisirative Sciences
Universidad of Guadalajara. Peripherals Building 799 North G-306
Zapopan C.P. 45 100, Mexico. E-mails : josevargas@cucea.udg.mx,
Jgvh0811@yahoo.com, jvargas2006@gmail.com

Authoro : M.B.APh.D.

We are all trying to get our account balances in order,
especially since the fall of the Berlin Wall (De Soto,
2006). Entrepreneurship is a factor that can change the
economic equations of any country. And can engage
lots of people as employee or self employed.

Entrepreneurship is of primary interest for
organization studies because it does not take the
existence of organizations for granted but allows for the
study and explanation of how organizations come into
existence, either as individual new firms or as new
industries, and to emphasize that organizations always
need to develop new products and services and to
innovate in order to perpetuate their existence. This
paper first studies the entrepreneurship notion and the
importance of entrepreneurship in the society, also
example of entrepreneurship in the society and
Entrepreneurship barriers in the Society, Government
Role in Developing Education and training for
entrepreneurship, SMEs Conditions in Mexico, Saudi,
Switzerland and also  Government's role in
entrepreneurship and Subsection Parts of Government
Should Do for Enhancing Entrepreneurship come in
details.

[[. DEFINITION OF ENTREPRENEURSHIP

Bob Reiss, successful entrepreneur and author
of Low-Risk, High-Reward: Starting and Growing Your
Small  Business — With  Minimal — Risk,  says:
"Entrepreneurship is the recognition and pursuit of
opportunity without regard to the resources you currently
control, with confidence that you can succeed, with the
flexibility to change course as necessary, and with the
will to rebound from setbacks"(Hupalo, 2007).

A key factor in Reiss's definition is that
entrepreneurs undertake opportunities regardless of the
resources the entrepreneur currently controls. I've known
many people who say they'd love to start a business, but
they just don't have the money to get started. Neither did
many of history's greatest entrepreneurs like Michael
Dell, who started his computer company in his college
dorm room or Lillian Vernon, who started her mail-order
business when she was a housewife looking for extra

© 2012 Global Journals Inc. (US)
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income. These successful entrepreneurs didn't start rich
and successful. They ended rich and successful.

Entrepreneurs find ways to acquire the
resources they need to achieve their goals. One of those
resources is capital. "Entrepreneurial” is often associated
with venturesome or creative. They should be creative in
acquiring the resources they need to build and grow
their business. They think outside the box and they'l
improve their chances of acquiring what they need to
succeed (Hupalo, 2007).

Linda Pinson, author of much of the SBA's
material about writing a business plan and creator of
business plan software (business-plan.com) says: 'l
have always thought of an entrepreneur as a person
who starts a business to follow a vision, to make money,
and to be the master of his/her own soul (both financially
and spiritually). Inherent in the venture is the risk of what
the future may bring. Therefore, | believe that an
essential key to success is that the entrepreneur also be
an "educated" risk taker.... "

The concept of entrepreneurship has a wide
range of meanings. On the one extreme an entrepreneur
is a person of very high aptitude who pioneers change,
possessing characteristics found in only a very small
fraction of the population. On the other extreme of
definitions, anyone who wants to work for himself or
herself is considered to be an entrepreneur (Hupalo,
2007).

Another definition of entrepreneurship is the
assumption of risk and responsibility in designing and
implementing a business strategy or starting a business
(Investor words, 2006).

Also according to business dictionary,
entrepreneurship is the capacity and willingness to
undertake conception, organization, and management
of a productive venture with all attendant risks, while
seeking profit as a reward. In economics,
entrepreneurship is regarded as a factor of production
together with land, labor, natural resources, and capital.
Entrepreneurial spirit is characterized by innovation and
risk-taking, and an essential component of a nation's
ability to succeed in an ever changing and more
competitive global marketplace (business dictionary,
2009).

[T1.

Within the field of entrepreneurship studies, it is
debated whether the creation of new combinations
requires the creation of a new organization or if it is also
made possible through innovation in  existing
organization. William Gartner sees entrepreneurship as
the study of the creation of organizations or so-called
new venture creation. He conceives entrepreneurship as
organizational emergence and hence shifts the focus
from the individual entrepreneur to the more complex
process of how organizations are created through the

ENTREPRENEURSHIP

© 2012 Global Journals Inc. (US)

interplay of four perspectives: characteristics of the
individuals who start the venture, the organization that
they create, the environment surrounding the new
venture, and the process by which the new venture is
started. Historically, entrepreneurship has been reduced
to characteristics of the entrepreneurs, trying to identify
personality features and cognitive abilities to distinguish
entrepreneurs from other people, such as managers.
However, there is no empirical support that can identify
such discriminating personality characteristics or
cognitive styles. Gartner therefore suggests studying the
behaviors and activities that lead to the creation of a
new organization (Steyaert, 2007)..

Shane and Venkataraman refocus
entrepreneurship  beyond the creation of new
organizations as they emphasize opportunity recognition
and exploitation and as they leave it open whether
opportunities are exploited through creating a new
venture or through changing an existing organization.
Entrepreneurship is seen as an activity that involves the
discovery, evaluation, and exploitation of opportunities
to introduce new goods, services, and ways of
organizing, as well as new markets, processes, and raw
materials through organizing efforts that previously had
not existed. Simultaneously, the focus on individuals
and their actions is reintroduced as entrepreneurship
becomes explained through the nexus of enterprising
individuals and valuable opportunities (Steyaert, 2007).

[V. A GLANCE TO ENTREPRENEURSHIP IN
MExico

Mexico's economy is one of the most open in
the world and, has the largest number of free trade
agreements. Mexico has built a network of free trade
agreements with 32 countries and the most important of
these agreements are with the world's largest markets,
such as NAFTA, the agreement with the European
Union, an agreement with Japan, and other agreements
with South and Central America. This has put Mexico in
ninth place in the world in terms of the size of its
economy, and seventh place in terms of the size of the
balance of trade. This sustained progress has built an
atmosphere of competition, conducive to innovation and
undergoing constant improvement. This sustained
progress (of the last two years) has allowed for better
planned regulations that enables more assured long-
term planning (Mexican Entrepreneurship, 2009).

Entrepreneurship abounds in Mexico but is
concentrated among low risk, low value added
endeavors that require minimum investments of capital.
Due to economic realities, people are relatively unable to
leave existing employment to pursue high-value
ventures. Due to the dearth of risk capital, they select
opportunities that can be tested quickly and have
relatively high success probabilities and modest up-side
potential with quick positive cash flow. Also, non-



transparent business practices in these ventures make
them unattractive to risk-averse investors. Also, the lack
of high quality, timely information on markets,
demographics, competitors, prices and costs hampers
the growth of entrepreneurs. The quality of financial
systems, venture capital, education and legal system
needed to support entrepreneurship lack in Mexico. The
Government permits and licenses needed to start a
company are a major hurdle to most entrepreneurs in
Mexico (Mexican Entrepreneurship, 2009).

V. ENTREPRENEURSHIP CHALLENGES IN
MEexico

According to Febre and Smith,
entrepreneurship challenges comes as below:
1. Entrepreneurship abounds in Mexico but is

concentrated among low-risk, low value- added
endeavors that require minimum investments of

2003,

capital.

2. The challenge in Mexico is to motivate and enable
people to pursue higher value- added
entrepreneurship.

3. The high-value-added high-growth  economic

sectors that attract entrepreneurial effort in Mexico
are likely to be different than they are in the U.S.

4. Entrepreneurial opportunities and resources with
which to pursue new venture opportunities are
different in Mexico than in the U.S.

5. Because few people in Mexico have significant
personal savings, most are compelled to find re-
employment quickly, and may be forced into
positions that do not fully exploit their capabilities.
This problem is aggravated in Mexico by the fact
that most families are one-earner families

6. People in Mexico are relatively unable to leave
existing employment to pursue high-value-added
entrepreneurial ventures.

7. Because they often lack significant retirement
savings, face uncertain and volatile employment
markets, and lack  liquidity, prospective
entrepreneurs in Mexico tend to select opportunities
that can be tested quickly and that have relatively
high success probabilities and only modest up-side
potential.

8. The dearth of risk capital in Mexico discourages
entrepreneurial effort and shifts the focus of
entrepreneurial effort toward low-risk ventures that
can be cash flow- positive quickly.

9. The dearth of risk capital in Mexico reduces
incentives of entrepreneurs to build and document
performance track records and provide the
transparency that is demanded by providers of risk
capital.

10. Opportunities to evade taxes and other regulations
in Mexico motivate entrepreneurs to adopt non-

transparent business practices, them
unattractive to risk-capital investors.

11. Opportunities for investing risk capital in established
businesses exist mainly among medium and large
enterprises and some segment of small and micro
businesses.

12. Entrepreneurial efforts in Mexico are impeded by
lack of highly disaggregated high-quality, timely
information on markets, demographics,
competitors, prices, and costs.

13. Mexico’s information disadvantage in  high-
technology innovation is one reason that successful
research and development efforts are rarely
commercialized.

14. Lack of education relevant to entrepreneurship is an
important cause of business failure in Mexico.

15. The high levels of time and expense that are
required to legally initiate a business discourage

making

prospective entrepreneurs in Mexico (Fabre &
Smith, 2003, p.3).
According to The Global Entrepreneurship

Monitor (GEM)' report (GEM, 2002) about Mexico in
2002 finds that 18% of Mexicans are involved in
entrepreneur activities, the highest number of any of the
29 countries covered in the study of International
Research Study in 2002. They rank second worldwide in
“opportunity’ entrepreneurship and fourth in “necessity”
entrepreneurship. Also according to the latest GEM in
2009 the figure below shows the Economies (Efficiency
Driven and Innovation Driven Economies) in Mexico.

'GEM; is a not-for-profit academic research consortium that has as its
goal making high quality information on global entrepreneurial activity
readily available to as wide an audience as possible and also the
largest single study of entrepreneurial activity in the world. Which is
initiated in 1999 with 10 countries and in 2009 conducted research
in 54 countries
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Figure 1 . Percentage of Early-Stage Entrepreneurial Activity with New Products or New Markets, 2004-2009

O Product New to Customers or Not Many Competitors

W Product New to Customers and Not Many Competitors

0%
w1 I |

[ RHENRHRER] | R
IIIIIIIIIIIIIIIII [{HRHFICRICT R
-ttt
LLELERCEELLERUEEELELLEELEEEEEELLE

Percentage in TEA

==

10% |

EIIE: o|lel=lo|a|le|lc|a|5|=2]|=| | MEEE =|=|E = wlz|2|dz=|z|=|E|l=|8| 2=z
HEHEHHEEEEEE e EHEE E R EEEEEHEEHEEREEEEHEEEE
HEEEEEBEEEE B2 |25 |x 5| 2= TS 2| L 2 27|22 2 2| 5|5 | 2| S| E| 22| 2| 5 |=| B 5|2
= HENEEEE HElEEEE Z\= ==l BE (ZYT| S| B 2| B E|E S| 528 E|5|=
== =l |F S| 7= ZISE| |E = = al |27 =T = &= (2= =2

= 8 g =P 3l |2 g |El2

= El 1Pl=

E =2 =

H =

= =
Factor-
Driven Efficiency-Driven Innovation-Driven
Economies Econamias Economies

Source: GEM Adult Population Survey {APS)

Source : GEM, 2009, p.29.

About the other entrepreneurship information for ~ stage entrepreneurs with international  Orientation.
Mexico, the important information which can be Figure below shows entrepreneurship in international
considered very important is the percentage of early- Orientation during 2004-20009.

Figure 2. Percentage of Early-Stage Entrepreneurs with International Orientation, 2004-2009
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The above figure shows that the economy of  And this information can be important for understanding
Mexico is Efficiency-Driven and its scale is increasing.  international orientation of entrepreneurship in Mexico.

© 2012 Global Journals Inc. (US)



VI. GOVERNMENT ROLE IN DEVELOPING

EpucaTiON AND TRAINING FOR
ENTREPRENEURSHIP

In order to nurture entrepreneurial spirit from an
early age, there will be a need to impart Knowledge
about business, particularly at secondary and university
levels, to encourage Entrepreneurial initiatives by
youngsters and to develop training programs for small
enterprises.

a) Cheaper and faster start-up
Company start-ups will become cheaper and
faster, particularly through the use of online registration.

b) Better legisiation and regulation

There will be a reduction in the negative impact
of national bankruptcy laws and new regulations on
small enterprises. It will be made easier for small
enterprises to use administrative documents and they
will not have to apply certain regulatory obligations.

c) Avaijlability of skills

Training institutions will deliver skills adapted to
the needs of small enterprises and will provide lifelong
training and consultancy (Sunje, 2006).

d) Improving online access
Public administrations will be urged to develop
online services for their dealings with enterprises.

e) Getting more out of the single market

The Member States and the European
Commission will complete the single market so that
enterprises can derive the maximum benefit from it. At
the same time, national and Community competition
rules will have to be vigorously applied (Sunje, 2006).

7)) Taxation and financial matters

Tax systems will need to make life easier for
enterprises. Access to finance (risk capital, structural
funds) will need to be improved (éunje, 2006).

g) Strengthening the technological capacity of small
enterprises
Efforts will be made to promote new
technologies, implement the Community patent and
facilitate access to research programs which are more
focused on commercial applications. Inter-firm
cooperation and cooperation with higher education
institutions and research centers will be encouraged
(Sunije, 2006).
h)  Successful e-business models and top-class small
business support
Enterprises will be encouraged to adopt best
practices. Business support services will be developed
(Sunije, 2006).

i) Develop stronger, more effective representation of
SMESs' interests at Union and national level

Solutions aimed at representing small
enterprises within the Member States and the European
Union will be reviewed. National and Community
policies will be better coordinated and evaluations will
be carried out with a view to improving the performance
of small enterprises.

An annual report on the implementation of the
Charter will appear in the spring of each year (éunje,
2006).

VII.  GOVERNMENT'S ROLE IN

ENTREPRENEURSHIP

It is obvious that, encouraging entrepreneurship
is an absolutely essential role of any government
concerned with the future economic health of their
country. It is no surprise to see a strong correlation
between economic growth and the ease of doing
business in a country. This is not a statement about
political systems. It has been seen that non-democratic
governments are sometimes even more successful at
understanding the power of capitalism; look at
Singapore and what is happening in China, Vietnam,
etc.

With the mobility of people and ideas today,
countries need to compete for commerce. Why would
anyone choose to set up a business in Brazil where it
takes 18 bureaucratic steps and 152 days to get the
company officially registered if they had the option to
incorporate in Canada where it takes only 1 step and is
completed in 1 day? Why set up a company in France
when you will be financially punished to the point of
bankruptcy if you need to fire someone? Why doing
business in the Middle East is really difficult. Of course
not all ideas and people are as mobile as others. Even
so, bureaucracy, corruption, labor laws, etc. are all
inhibiting entrepreneurship and thus standards of living
across the globe.

In the interest of their domestic economies,
politicians must take an active role in making the
reforms needed to help fuel entrepreneurship (The
Good Entrepreneur, 2008).

VIII. WHAT SHoULD GOVERNMENT DO FOR

ENHANCING SOCIETY'S
ENTREPRENEURSHIP

a) Education and Training

Education is a deciding factor in shaping the
life, furthering the values people wish to preserve and
maintaining the success of the economy. Access to
education and training are keys to fostering an
entrepreneurial spirit. Professional and lifestyle choices
are strongly influenced by socialization processes in
which schooling plays an important role. It should be
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note that for women, entrepreneurship and start-up
companies to remain constantly innovative, independent
and creative thinking should be supported
(Entrepreneurship,2006).

i. Subsection Parts of Government Should Do for
Enhancing Entrepreneurship.

1. Draw up educational curricula for all levels of
schooling that offer equal opportunities for boys and
girls in selected fields of study, particularly in the
technology field and in entrepreneurship.

2. Encourage the private and public sectors to
establish mentor programs for citizens to introduce
them to the intricacies and challenges of starting
and running a business, to equip them with the skills
to solve problems, and to play an ongoing advisory
role.

Encourage and support financial literacy programs.

4. Ensure that all receive education in a language that
can be applied to international business.

5. Consider reserving a certain percentage of E-MBA
program enrolment.

w

b) Social Recognition

Stringent social traditions and cultural values
routinely impede opportunities for entrepreneurship.
Moreover, in many countries, women bear the double
burden of professional and household responsibilities,
which  often constitute a barrier to women's
entrepreneurship and affect their business performance

i. Subsection Parts of Government Should Do for
Enhancing Entrepreneurship.

1. Create a healthy environment in which citizen's
creativity, risk-taking and economic independence
is valued and encouraged.

2. Provide women equal
traditionally held by males.

3. Establish incentive mechanisms to encourage
people to put their business ideas into practice by
ensuring that they receive benefits including
childcare assistance, healthcare, and legal
protections.

4. Host events and competitions that
innovative ideas and business plans,
incentives  for women to  execute
entrepreneurial visions.

5. Recognize the invaluable contributions that women-
owned businesses provide in the form of business
and services to their local economies such as by
providing tax incentives, procurement opportunities
and sponsorship of local-level campaigns
promoting women's entrepreneurship.

6. Access to
Advancements in technology, particularly in
information and communication technologies
(ICTs.); have introduced new opportunities that
fundamentally alter the way business is conducted

access to occupations

support
creating
their

Technology
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globally. However, in many economies women face
serious obstacles in accessing new ICTs due to
inequalities in education and training often resulting
in a gender imbalance within different industries.

ii. Subsection Parts of Government Should Do for
Enhancing entrepreneurship:

1. Support access to Internet
entrepreneurs.

2. Provide access and encourage entrepreneurs to
use Information and Communications Technologies
to improve technical skills and knowledge.

3. Foster the utilization of on-line training programs for
entrepreneurs.

4. Endorse entrepreneurs' optimal use of the Internet
to harness e-commerce possibilities while reducing
sales, marketing and purchasing expenses.

5. Promote online databases and portals to gather and
share entrepreneurs' knowledge and expertise with
others.

Access to the Market Vital to the growth of
entrepreneurship  and  start-up  companies s
entrepreneurs" access to the market. This access can
be obtained by leveraging the collective power of
consumers. In order to do this, however, women must
be able to identify what their respective markets are,
who makes up their customer base and to then create
demand for their products and services. Without equal
opportunity to access both national and international
markets, businesses will not be able to sustain
continued expansion and competitiveness.

technology  for

ii. Subsection Parts of Government Should Do for
Enhancing entrepreneurship:

1. Identify potential strategic alliances between
government, business and academia and enhance
and support entrepreneurship.

2. Ensure that women-owned businesses have equal
access to bidding for government contracts and
establish government goals for women businesses
in the award of these contracts.

3. Promote tradeshows for entrepreneurs as a means
to gain broader access to the marketplace.

Financial Support Obtaining funding remains a
major challenge to women entrepreneurs who hope to
start their own businesses. This challenge results from a
lack of awareness of financing possibilities and gender
discrimination on the part of financial intermediaries and
institutions. It is particularly important to consider the
availability of private sources of funding and additional
services when assessing the appropriate role of
government in the provision of debt and equity capital.

iv. Subsection Parts of Government Should Do for
Enhancing entrepreneurship:

1. Integrate technical and money management skill
requirements into financial assistance programs.



2. Establish government policies and programs, and
support organizations, that offer funding and other
resources for women-owned, small and medium
and micro-enterprises.

3. Encourage entrepreneurs to build their business
credit histories to better position themselves for loan
opportunities.

c) Policy and Legal

Infrastructure In this era of globalization,
alignment must exist between those tasked with policy
formulation and the subordinate agencies and
departments charged with the day-to-day execution of
that policy. Legal mechanisms must also be in place to
enforce policies that discourage gender discrimination
and that protect women entrepreneurs' abilities to
establish and grow their businesses.
Subsection Parts of Government Should Do for
Enhancing

a) Entrepreneurship:

1. Ensure that there is policy tailored for micro-
enterprises and the self-employed.

2. Establish and strengthen  non-governmental
organizations (NGOs) and non-profit organizations
(NPOs) that serve as intermediaries between
business and government.

3. Establish and maintain a statistics database on
women-owned businesses that includes a record of
their past performance in order to measure women's
contributions to economic

i.  Practical Suggestions for Mexican Government for
enhancing Entrepreneurship
According to Febre and Smith, 2003, there are a
lot to do for a Mexico to do for enhancing
entrepreneurship but the most practical ones comes
below:

1. Mexico government should be refocused more on
high value-added growth opportunities of existing
SMEs and less on encouraging formation of new
start-up businesses.

2. Efforts to foster entrepreneurship of high-value-
added start-ups should be refocused more on non-
high-technology opportunities and less on high-
technology innovations.

3. Publicly supported efforts to foster high-technology
innovation should be refocused, at an early stage,
on potential for commercialization of the innovation,
offset by inability of the private sector to act without
public support.

4. Government entities in Mexico need to continue to
support creation of risk capital funds, but can have
greater impact on private investment in risk capital
by improving and focusing their investment
discipline.

5. Efforts to foster entrepreneurship in Mexico should
include attention to enhancing and fostering

development of new exit opportunities for early-
stage investors in entrepreneurial ventures.

6. Efforts to foster entrepreneurship in Mexico should
include developing more effective ways for
individual investors in Mexico to participate in risk
capital investing.

7. Education is an important input to developing
Mexico’s entrepreneurial culture. Universities and
other educational institutions need to be
encouraged through self- interest to develop
relevant educational opportunities and to pursue
research that is valuable to entrepreneurship and
risk capital investing.

8. Efforts to foster the entrepreneurial culture of Mexico
should include assessment of the kinds of advisory
services that are critical to new venture success and
should determine the areas where private service
providers can be relied on and the areas where
public support is necessary to bring about the
availability of essential advisory services.

9. Efforts to foster the entrepreneurial culture of Mexico
should include a comprehensive review of the
infrastructure (broadly defined) that enables and
supports entrepreneurial activity and risk capital
investment. Where feasible, elements of the
infrastructure should be introduced or modified to
be more supportive or less obstructive (Fabre &
Smith, 2003, p.3).

[X. CONCLUSIONS

Because Mexican formed SMEs are good
enough to exist so Efforts to foster entrepreneurship
should be planed.

As entrepreneurship is not solely seen as
connected to economic progress but is more and more
related to society, other studies have examined how
entrepreneurship affects practices of living and everyday
life. New organizations—through the new
entrepreneurial products and services and the new
combinations they produce—have a strong impact on
how people's lives take form and how major aspects of
society become transformed. From the automobile to
the mobile phone, from the pencil to the personal
computer, each of these new devices has had
€Nnormous implications for how transport,
communication, writing, and work have been produced
and practiced (Steyaert, 2007). During the process of
entrepreneurship the role of government is really vital so
the governors should apply such strategies that can
foster entrepreneurship ability and talents among people
in the society to lead in economic development of the
society.
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Financial Reporting Risk Assessment and Audit
Pricing

Halil Paino

Abstract - Financial statement fraud cases misled users such
as investors and creditors. Therefore, the main objective of
this study is to identify the association between five ratios of
financial reporting risks to predict fraud. Consequently, this
study also investigates the impacts of fraud detection on audit
fee. Thus, sample of 10 of fraudulent companies and sample
of 40 non fraudulent companies are being identified to achieve
the obijective. Stepwise logistic regression was being
employed. The results clearly indicate that changes in sales,
receivables and allowance for doubtful debts have significant
effect of fraud detection. However, fraud detection gives no or
little impact on audit fees.

[.  INTRODUCTION

n epidemic of white-collar crimes in the last few
Ayears in Malaysia has often induced questions on

the role of an auditor in detecting financial
abnormality that leads to financial statements fraud.
According to Gomes (2010), the ignorance towards
auditors’ role is one of the main reasons why fraud
exists and it continues to grow. Thus, auditor should
provide a comprehensive risk assessment which
includes designing audit procedures that would assist in
detecting fraud and errors that are material to the
financial statements. However, despite these efforts,
results have shown that auditor still fails to detect
corporate irregularities that led to financial statement
fraud.

In a survey made by KPMG in 2009 on financial
statement fraud, the result shows that only 8% (out of
31% fraudulent financial statement cases) were
detected by external auditors. As auditors plays an
important role to provide reliable opinion especially in
the cases of fraudulent financial statement, a strong and
effective audit framework needs to be established. To
do this, a detailed preparation by the auditor that
encompasses comprehensive audit procedures and
thorough risk assessment is essential in order to enable
them to detect fraud. This task however could be very
time consuming as upon any abnormalities found,
additional audit testing is required in order to collect
audit evidence. This translates to additional extensive
audit procedure that would attract more cost to the
auditor and subsequently, a higher audit fee.

Malaysia Institute of Accountants (MIA)
provides a guideline on charging fees to client. The fees

Author . PhD. Wan MardyatulMiza Wan Tahir. Accounting Research
Institute, UniversitiTeknologi MARA Pahang, Malaysia.
E-mail : halil@pahang.uitm.edu.my

are dependent on audit skills and knowledge required;
and time occupied for such work. However, some
auditors believe that audit fees in Malaysia are
comparatively low against other countries in the region
(Teck and Azam, 2008). In relation to the issue, this
paper serves to investigate whether there is a
relationship between audit fees and financial reporting
risks and fraud.

This paper aims to provide Audit Committee a
new proposal on audit fee derivation that integrates
financial reporting risk as fraud detection mechanism.
Failure to standardize audit pricing would lead to price
war between the auditing firms in Malaysia which
consequently results to poor audit quality. This would
severely impact auditor reputation as they would be
blamed for the client’s fraud.

[I. RESEARCH QUESTIONS &OBJECTIVES

A statistic states that a reduction in value of
share price can attain approximately 500 to 1,000 times
to the amount of the fraud (Gomes, 2010). In relation to
KPMG Malaysia fraud survey in 2009, 61% of
respondents believed that the fraudulent attempt for
Malaysian business is set to increase over the next two
years, which is substantially higher as compared to 44%
in 2004 survey. Thus, audit committees are expected to
assess more on financial reporting risk as one of the
audit framework in fraud detection to maintain audit
quality. Audit quality is highly critical to gain public
confidence in audited financial statements.

The pioneer researcher on the determinants of
audit fee suggests that, auditors will charge clients a
premium to compensate themselves for the increase in
client risk. Accordingly, other recent researchers such
as Choi et al. (2008) and Messier et al. (2008)
empirically proved that audit fee increases in line with
the company’s risk. Thus, the issue here is whether low
audit fees acts as the main factor of increasing financial
reporting fraud cases in Malaysia. For example, by
referring to the case of Transmile Group Bhd in year
2005 and 2006 where the audit fees charged by Deloitte
KassimChan were RM73,000 and RM150,000 as
compared to their revenues RM356,379,000 and
RM655,831,000 respectively. Whereas in 2007 when
KPMG took over the audit assignments, the audit fees
increased to RM280,000, while the revenue dropped to
RM616,227,000. In fact, Transmile Group Bhd was
caught overstating its revenue by RM622 million during
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the years (The Star, 2007). This is clearly an evident that

low audit fees charged to a company would result to

“hidden” fraudulent case despite that they fall into the

high risk category.

Therefore, this paper intends to investigate the
relationship between fraud, financial reporting risk and
audit fee. Thus, the research questions are:

1. Does financial reporting risk has an association to
predict fraud?

2. Do financial reporting risk and audit fee predict
fraud better than financial reporting risk by itself?

The objectives of this paper are as follow:

1. To investigate whether the co-relation between
financial reporting risks and audit fee would assist in
fraud prediction.

2. To develop model on the relationship between
financial reporting risks, fraud detection and audit
fee.

[11.

Malaysian fraud cases such as United U-Li
Corporation Bhd, Transmile Group Bhd and Megan
Media Holdings Bhd has becoming corporate polemic.
However, fraud detection by auditors is a relatively rare
circumstance (Harold et. al, 2010). Auditors need to be
provided with clear defined procedures in auditing to
help them to detect fraud. Indeed, it is expected that
high financial reporting risk would leads to fraud.

LITERATURE REVIEW

a) Financial Reporting Risk and Fraud

Sun and Liu (2011) suggest that clients’ high
risk can force auditors to perform more effectively.
Therefore, financial reporting risk  should be
incorporated in audit procedure and audit testing to
identify “red flags” signals that lead to possibilities of
fraudulent activity. In fact, there is requirement by The
Malaysian Approved Standards on Auditing, Al 240 on
‘Fraud and Error” (MIA, 1997) and Al 400 on “Risk
Assessments and Internal Control” (MIA, 1997) for the
auditor to assess the risk of fraud and error during the
audit of financial statements. As such, audit procedures
are designed by integrating fraud risk indicators to
obtain reasonable  assurance  that  material
misstatements arising from fraud and error are
detected.

Risk assessments are critical because it forms
as the basis of judgments in the audit process to
support the overall audit opinion (Schultz et. al., 2010).
Nahariah (2009) identified that risk level influences the
external auditors’ judgments in fraud detection because
in a high risk environment, external auditors are more
conscious of the possibility of fraud occurring. One of
the reasons for that wary, auditor has a tendency to be
sued for financial statement fraud. According to Bonner
et. al.(1998), the most common type of financial
reporting frauds litigation cases on auditors occur from
fictitious transactions. Thus, it is time consuming to

© 2012 Global Journals Inc. (US)

perform audit testing and audit fee charged foresee to
reflect on fraudulent companies.

b) Audit Fee and Fraud

Mande and Sona (2011), found that lengthy
interaction between clients and their auditors reflects
high audit risk factors. However, one of the issues
relates by this circumstance, audit cost is increasing in
consistent with the amount of time consumed to
perform substantive testing to detect material
misstatement (Stanley, 2011). In fact, auditors are
blamed for the higher fees charged. This will cause
increasing pressure for auditors to reduce the fees as
well as the related cost to conduct the audit. However,
Charles et al. (2010) provides empirical evidence that
audit fees will surge in response to increases in risk to
detect fraud. Malaysia Institute of Accountants (MIA)
provides guideline on charging fees to client. This
includes duration of the assignment which will be
reflected on the fees charged. Empirical evidence, for
example, Hay et al. (2006), suggests that higher audit
fees are associated with high risk clients. As such, audit
fees expected to have an impact towards fraudulent
financial statement.

[V.

a) Selection of Variables

This paper uses financial ratios and trend
analysis to evaluate financial reporting risk. The
selection of variables is based on empirical literature on
financial statement fraud. The most common technique
in the cases of fraudulent financial statement is through
inflation of revenue. Consistent with Perols and Lougee
(2010) research, they have found some evidence that
firms are more likely to be committing fraud by
overstating revenue. Methods used includes by
manipulating documents and producing false report
(Corner, 1988). As such, this will incurred additional
account receivables of unearned sales. In addition,
Beaseley (1999) found that half of fraud detected
involved in understating allowance for doubtful debts.
The manipulation of loopholes in accounting standards
of allowance for doubtful debts are due to it is subject to
judgment of estimating uncollectible debt. This type of
financial statement fraud scheme relate to wrong
execution of accounting principles and method for
provision and measurement (Razaee, 2002). Thus, this
paper includes sales, account receivables and
allowance for doubtful debts variables to compute ratio
of financial reporting risks.

The first ratio considering test of account
receivables to sales (REC/SAL) as the ratio being
applied by prior researchers such as Fanning and
Cogger (1998) and Spathis (2002). The second ratio to
assess risk of fraud as adopt by Green and Choi (1997)
by measure allowance for doubtful debt to account
receivables (AFDD/REC). Trend analysis of sales,

RESEARCH METHOD



account receivables and allowance for doubtful debts
also widely use for fraud detection mechanism. This
method being applied by Lin et al. (2003), where the
ratio computed by identified the changes in the year of
fraud committed and the preceding year. Finally, in
order to identify the association between fraud and audit
fee, the ratio of audit fee to sales (AuditFee/SAL) being
applied. It is based on assumption that the work for
audit testing on financial reporting risk will increase in
relation to size of sales.

b) Sample and data
The sample for
companiesisted on the Bursa Malaysia

this study consists of
that are

representing by fraudulent and non-fraudulent. The list
of fraudulent companies is obtained from the Malaysian
Securities Commission (SC) website (www.sc.com). The
record shows that there are twelve companies identified
as committing fraud in its financial statement. However,
GP Ocean Bhd and Ganad Corporation Bhd are
excluded from the analysis due to unavailability of data,
although they were discovered to commit such fraud in
2006 and 1997 respectively.

Below are the lists of the fraudulent companies
and their characteristics:

Table 1 : Composition of the Sample of Fraudulent Companies

No Companies Industry Size Year of
(Total Asset) Reported
RM (million) Fraud
1. Tat Sang Holdings Bhd Manufacturing; Trading 124 2000
2. Polymate Holdings Bhd Property developer 364 2003
3. United U-Li Corporation Bhd Manufacturing 119 2004
4, Goh Ban HuatBhd Properties 282 2004
5. NasionCom Holdings Bhd Voice and Data services 263 2005
6. Transmile Group Bhd Air Transportation services 2,044 2005
7. Welli Multi Corporation Bhd Management services 247 2005
8. Megan Media Holdings Bhd Manufacturing 1,398 2006
9. MEMS Technology Bhd Product development 158 2007
10. Satang Holdings Bhd Consumer Product 82 2007

The fraudulent companies are then matched
with nine non-fraudulent companies in the year of fraud,
based on its industry and size (measured by total
assets) using the same sampling method adopted by
Lin et. al, (2003). This resulted to samples of 10
fraudulent companies and 40 non-fraudulent
companies, which makes a final combined sample of 50
companies. The target of the sampling method is to find
out which financial reporting risks factors has significant
influence in fraud detection.

Fraud

Where;

Fraud = 1 if Fraud discovered, O otherwise.
REC/SAL = Receivables/Sales

AFDD/REC= Allowance for doubtful debt/Receivables

ChangeSAL = Changes of sales from preceding
year/Sales of preceding year
ChangeREC = (Changes of receivables from

preceding year/Receivables of preceding year
Fraud

Financial data for the variables were taken from
its annual reports. The statistical method of logistic
regression analysis is selected to achieve the objectives
of this study. Indeed, this method was used by Spathis
(2002) in almost similar study.

a) Moael development

The development of a conceptual framework
was estimated using the financial ratios that relates to
financial reporting risk factors. The model is presented
as follows:

= b, + b,(REC/SAL) + b,(AFDD/REC) + b,(ChangeSAL) + b,(ChangeREC) +b,(ChangeAFDD) + e

ChangeAFDD = Changes of allowance of doubtful
debt from preceding year/allowance of doubtful debt of
preceding year

For Model 2; the variable AuditFeeSAL was
added into the Model 1 above. The audit fee was
included to investigate the association of Fraud and
audit fee.

Therefore, Model 2 presented as:

= b0 + b1(REC/SAL) + b2(AFDD/REC) + b3(ChangeSAL) + b4(ChangeREC) + b5(ChangeAFDD) +

AuditFeeSAL + e

Where;

Fraud = 1 if Fraud discovered, O otherwise.
REC/SAL = Receivables/Sales
AFDD/REC=Allowance for doubtful debt/Receivables

ChangeSAL=Changes of
year/Sales of preceding year
ChangeREC= Changes of receivables from preceding
year/Receivables of preceding year

sales from preceding

© 2012 Global Journals Inc. (US)

Version [ E Year 2012

X

Global Journal of Management and Business Research Volume XII Issue
€



XV Version I E Year 2012

Global Journal of Management and Business Research Volume XII Issue

V.  RESULTS AND DISCUSSIONS

a) Univariate testing
The univariate test was performed to identify
any association between financial reporting risks ratios

and audit fee in fraud detection. Table 2 indicates the
mean, standard deviation and t-tests of variables for
non-fraudulent companies and fraudulent companies.

Table 2 Test difference in the Means

Variables Mean Standard Deviation t-test Sig.
Non-Fraud Fraud Non-Fraud Fraud (two-tailed)

REC/SAL 0.2341 0.4262 0.1566 0.2683 2.222 0.051
AFDD/REC 0.0412 0.0645 0.1008 0.1645 0.645 0.520
ChangeSAL 0.0169 0.0332 0.1377 0.6685 0.645 0.535
ChangeREC 0.2155 0.4733 0.2752 0.3746 2.706 0.000
ChangeAFDD 0.1389 -0.4503 0.4107 1.0467 -1.765 0.110
AuditFeeSAL 0.0007 0.0009 0.0004 0.0009 0.399 0.698

By referring to large difference of means value
of the variables, with high statistical significance
(p<0.000), it may indicate the ratio able to detect fraud.
Thus, only ChangeREC was shown as statistically
significant. This explains that significant increase of
account receivables from prior year may indicate high
possibility of fraud. From the mean value, it shows that
ChangeREC, ChangeSAL and REC/SAL of fraudulent
companies are slightly higher than non fraudulent
companies. This might implies, falsifying invoices to
increase revenue, resulting in significant increase in
account receivables of fraudulent companies. As such,
fraudulent companies have higher allowance for
doubtful debts relating to account receivables as
compared to non fraudulent companies shown by
AFDD/REC ratio. However, by referring to ChangeAFDD
of fraudulent companies, it shows that allowance for
doubtful debt decrease from prior vyear. This
mightexplain that, one of the motives of thesefraudulent

companies is to show high profit during that particular
year. Thus, decreasing in allowance for doubtful debt
will reduce the expenses, consequently, resulting higher
profit of the companies. This is clearly reflected in the
results (t=-1.765, p<0.110) that the fraudulent
company’s ability to manipulate treatment on non-cash
item on financial reporting to achieve their goals. Finally,
on average, audit fee charged relative to sales of
fraudulent companies is higher than non fraudulent
companies. This might indicate auditor consumed more
time for risk assessment on these companies thus
shown on the fee charged.
b) Multivariate Testing

In order to secure a model to identify whether
there is association between financial reporting risks
variables, audit fees and fraud, multivariate testing need
to be performed. Thus, Model 1with 5 variables,
excluding audit fee presented below:

Table 3 . Stepwise Logistic Regression (Model 1)

Independent variables Unstandardized coefficient S.E. Sig.
Model 1 (B)
(Without Audit Fee)
ChangeSAL 4.740 1.849 0.010
ChangeREC 5.231 1.994 0.009
ChangeAFDD -2.908 1.445 0.044
Constant 1.327 0.492 0.007
X2 18.981 0.000
N 100
Correctly predicted:
Non Fraud 100%
Fraud 30%
Overall 93%

Table 3 represent stepwise logistic regression
result without audit fee. From the result, 100 percent of
non fraud prediction was correct, while, 30 percent of
fraud prediction was correct. Overall percent of correct
prediction of proposed model is 93 percent. The
relationship ofdependentvariables (fraud and non-fraud)
and independent variables is statistically significant by
referring to x2=18.981 (p=0.000).
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Three financial reporting risk variables of trend
analysis found significantly entered the model. The
analysis representing by ChangeSAL (b=4.740,
p<0.010) and ChangeREC (b=5.231, p<0.009) have
positive effect. Thus, the result indicate that, a significant
changes in sales and account receivables from
preceding year would indicate, this company probable
classified into fraudulent companies. On the other hand,



variables of ChangeAFDD (b=-2.908, p<0.044) has
significant negative effect. This mean that, changes of
allowance for doubtful debt from preceding year implies
that the company’s probability being classified to non
fraudulent companies.

The next step is Model 2 being tested using
stepwise logistic regression by incorporate variable
AuditfeeSAL. However, the result show that the
AuditfeeSAL variable excluded from the equation. This
indicates, audit fee to sales is not significant enough to
predict fraud. As such, the result is not presented in this
paper. Although Model 2 has no significant result, the
important of Model 2 prediction will be discussed in next
section.

VI. CONCLUSIONS

The objective of this paper is to identify the
association of financial reporting risk, fraud and audit
fee and hence, to develop a model of fraud detection.
Thus, a sample consists of fraudulent and non
fraudulent companies being identified. Five financial
reporting risks ratio is observed from literature that
believed as factors associate with fraud. As such, Model
1 shown that changes in sales, account receivables and
allowance for doubtful debts have entered the model.
The percentage of accuracy of the model is 93 percent.
The results of this model indicate that trend analysis is
important method for financial reporting fraud detection.
This suggests auditors to perform audit risk assessment
based on trend analysis in detecting fraud. This
discussion addressed the first research question.
However, Model 2 explained that audit fee is not entered
into equation of the model. This result has been proven
the issue of audit pricing in Malaysia. Although, on
average, fraudulent companies audit fee is slightly
higher than non fraudulent companies. This Model 2
addressed the second research question.

The limitations of this paper includes the
sample of fraudulent companies consist of ten
companies. All those companies discovered from cases
in Malaysia. Thus, in future research, sampling can be
acquired from Asia region financial statement fraud
cases. The other alternative analysis methods, other
than stepwise logistic regression, might give different
result. The audit fee variable is based on assumption
that the fees charged based on size of sales. As such,
the changes of denominator will result different value of
ratio. Noted that, basis of audit fee charge include on
time allocation and skill of auditor. Thus, future research
may anticipate these limitations for improvement.
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Wages and Employs for Non-Farm Agricultural
Activities: One Livelihood Strategy in Nicaragua

Carlos Alberto Zuniga Gonzélez * & José Luis Jaramillo Villanueva °©

Abstract - This article analyzes the indexes for nonfarm
agricultural activities, which combine agricultural activities with
both employment and wage. They were made with panel data
of Living Measurement Standard Survey (1993, 1998, 2001
and 2005) and they were processed with econometric model
as parametric technique (Binary dependent variable model).
The indexes trend was explained by a combining
between nonfarm and farming agricultural activities. In
summary, as soon as the economic public policy makers
apply preventive measure in the labour market, while the
indexes for nonfarm agricultural activities are growing up. In
fact, the small farmers use the first, second and third nonfarm
employ as livelihood strategy for reducing the restrictive public
policy. (Unemployment)
Keywords : Nonfarm agricultural activities, Parametric
Technique, Unemployment, livelihood strategy.

L. INTRODUCTION

icaragua is a prominent agricultural country, such
as the 28.1 % of the GDP, the 15.9 % of the total

exports, and the 426 % of the national
employment is given by agricultural sector. The mean
features of small farmers are: a) They represent the 80
% as of total farmers, while they are owner of 24 % as of
total land; b) They are 80 % men and 20 % are women,
c) They have only 0.02 % a basic education; d) They
have 46 % title deed, 16 % without title deed, 13 % in
process of legalization, and the rest other form of
possession (NIID, Il CENAGRO: 2001). The importance
of this study is focused in explain why does Nicaragua
being an agricultural country then the workers were
looking for other alternatives on nonfarm agricultural
activities. This problem was reflected by the migration to
town, or other neighbor Central American countries and
the rural household need to generate wage and employ
when the public policy measure was applied.

The study used the binary dependent variable
model to measure the agricultural activities and nonfarm
agricultural activities when the public policies were
applied over the 1993-2005 period.

The paper is structured as follows. The next
section reviews the empirical studies conducted for the
community of agricultural economists. Methodology is
presented in Section 3, results of research are showed
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Sciences Faculty.
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in section 4, and conclusion and discussion is showed
in section 5.

[I. EMPIRICAL STUDIES: RNFE AND RNFW!

In the reviews of empirical studies we find that
some studies were based in the concept of rural, non-
farm agricultural, non-farm income, and non-farm
employment. Others authors explain the relation
between rural employ and non-farm income, the
mitigation process of rural poverty, of transformation
farming and livestock sector, and transformation
modern rural sector. Even they discussed the trend both
employ and non-farm income. They also discussed the
kind difference both employ and income non-farm.

The concept “non-farm agricultural™  was
generated by rural farmers in  secondary and
tertiarysectors where RNFE and RNFW was employed
and income indexed (Berdegué et al., 2000), other
authors define it as derive of rural area which define the
rural non-agricultural economy (RNFAE): activities and
incomes. The RNAE is often defined as including all
economic activities in rural areas except agriculture,
livestock, hunting and fishing (Lanjouw and Lanjouw,
1997). More over "Non- Farm™ is defined as being all
those diverse activities associated with waged work or
self-employment in work that is not agriculture but
located in rural areas (David and Pearce, 2000). During
period 1950 the 54 per cent was busy in agricultural
activities from the rural sector of Latin America, however
in 1990 only 25 per cent was in it (Milicevic, 2000). This
was explained by both ruralurbanmigrations and
framework change in rural labour market.

The past investigations in some countries show
that RINFA is a high and increase ratio of the total rural
poor household in last decade (Berdegué et al., 2000). It
is a strategies livelihood?. The both RNFE and RNFW are
part of it.

On the other hand, analysis of rural regions of
the EU can point to issues of importance for the
transitions economies. Outside Central Europe this
studies in this field are now being undertaken, since it is
recognized that in the longer term the development of
the rural non-farm sector is critical factor in providing
ruralemployment and income (Bleahuand Janowski,

" RNFE, rural non-farm employs; RNFW, Rural non-farm wage, please
see the table 2 for other definitions.

2 The concept of livelihood used in this paper is that given by Ellis
(1999, p.6): “ Alivelihood comprises incomes in cash
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and in kind; the social relations and institutions that
facilitate or constrain individual or family standards of
living; and access to social and public services that
contribute to the well-being of the individual or family.”
2001; Breischopf and Schreider, 1999; Deichmann and
Henderson, 2000; Chaplin, 2000; Sarris et al., 1999).

In countries such as Romania, where agriculture
is acting as a buffer against unemploymentand hidden
unemployment is widespread and increasing (Da vis
and Pearce, 2000), so RNAE is important for poverty
reduction.

a) Binary dependent variable mode/

In this class of models, authors discuss
estimation methods for several qualitative and limited
dependent variables models. Some software provides
estimation routines for binary or ordered (probit, logit,
gompit) censored or truncated (Tobit, etc.), and integer
valued (count data) models.

Standard introductory discussion for the models
presented in this section may be found in Greene(1997),
Johnston and DiNardo (1997), and Maddala (1983).
Wooldridge (1996) provides an excellent reference for
quasi-likelihood methods and count models.

In this class of modelsthe dependent variable,y
may take on only two valuesy might be a dummy
variable representing the occurrence of an event, or a
choice between two alternatives. For example, you may
be interested in modeling the employment status of
each individual in your sample (whether employed or
not). The individuals differ in age, educational
attainment, race, marital status, and other observable

1) = ) yilog(1 = F(=x, §)) + (1 — y Dlog(F (- x; §)
i=0

The first order conditions for this likelihood are
nonlinear so that obtaining parameter estimates requires
an iterative solution. | use Eviews 5.1 that by default, it
uses a second derivative method for iteration and
computation of the covariance matrix of the parameter
estimates. There are two alternative interpretations of
this specification that are of interest. First, the binary
model is often motivated as a latent variables
specification. Suppose that there is an unobserved
latent variable.

yi =x; B+ (4)

Pr(y; =1/x,) =Pr(y > 0) =Pr (x; B+ >0) =1-F(=xB)

where ' is the cumulative distribution function of
M. Common models include probit (standardnormal),
logit, (logistic), and gompit (extreme value) specification
for the F function. In principle, the coding of the two
numerical values of y is not critical since each of the
binary responses only represents an event.
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characteristics, which can be denote as x. The goal is to
quantify the relationship between the individual
characteristic and the probability of being employed.

[T1.

This model was used because the study is
focused in the employment behavior. | was interested in
modeling the employment status of each Working
Economic Population (more than 10 year and less than
60 year).

In the binary dependent variableY model, the
dependent variable, may take on only two values 0-1Y
might be a dummy variable representing the occurrence
of an event (in our case is employment), or a choice
between two alternatives: employ in agricultural activities
or employ in nonfarm agricultural activities. Suppose
that we model the probability of observing a value of
one as:

Pr(y; =1/x,8)=1—F(—=x;8) (1)

where F is a continuous, strictly increasing
function that takes a real value and retuns a
valueranging from zero to one. The choice of the
function F determines the type of binary model. Itfollows
that:

METHODOLOGY?

Pr(vi =0 /x,B) =F(=xB) (2

Given such a specification, we can estimate the
parameters of this model using the method of maximum
likelihood. The likelihood function is given by:

(3)

whereis a random disturbance. Then the
observed dependent variable is determined by whetherx
exceeds a threshold value:

1
}’i={0

In this case, the threshold is set to zero, but the
choice of a threshold value is irrelevant, so long as a
constant term is included in . Then:

if yi >0

if ¥ <0 ®

(6)

Nevertheless, Eviews require that | code y as zero-one
variable. This restriction yields a number of advantages.
For one, coding the variable in this fashion implies that y
=1.

3 See table No 1 that show exchange ratios, annual inflation, farm
sample and description variable.




Xi

This convention provides us with a second
interpretation of the binary specification as a conditional
mean specification. It follows that we can write the
binary model as a regression model:

E(ei/ x;,f) =0

B(28) =1 P = /) +0-Pr (7= 1.6)
= PF()’i = x%ﬁ)

()

yi= 0 —F(=x;p) +¢€ 8

where €; is a residual representing the deviation
of the binary y; from its conditional mean. Then:

)

Var(e;/x, ) =0 F(—x; B) (1 — F(—xgﬁ)).

As Eviews requires code dependent variable, it
is coding as a zero-one. One if the farm employs
working economic population in agricultural activities,

zero if the farm no employs it. In the other hand, there
are two groups for coding independent variable. The

first group is for wage and the second is for employ. The
first it is coding as salary index, the calculation for is

as follows:
n

Z ag I, (10)

k=1

X =

Where, x;is the monthly real wage index of each
farm; ais the weightier of either farm or nonfarm
agricultural activity “K” and finally I}, is the simple index

for the farm activity “K”.
The weightier by each farm activity is getting of

divide it between the total farm wages in a year. It is as
follow:

WAGE (k)
A =

~ TOTALWAGE an

Where, aj is the participation of each farm
activity in the total earnings; ;<=)(>) is the income of
each farm activity “K”; and ?7@?<A;<=) is the total
wage.

The simple index of each farm activity “K” is
gotten to divide the average salary between farm
activities in a month during a current period and the
average annual of even it in the base year (Central Bank
of Nicaragua, 1994).

The data source is the household survey named
Living Standard Measurement Survey (LSMS* of the
National Institute of Information and Development (NIID).
Hence, | make the both six wage and six employ
indicators (See table 1 and 2).

To estimate a binary dependent variable model,
| choose third method: Probit, Logit and Gompit. For
Probit:

Pr(y; = 1lx;, ) = 1 — 8(—x;8) = 8(x;8) (12)

where@ is the cumulative distribution function of the standard normal distribution.
For Log it:

Pr(y, =1lx;,8) =1- (e‘xiﬁ/ (1+ o ~XiB ))

(13)

= e_xL:B/ (1 + e_xlzﬁ)

where is based upon the cumulative distribution function for the logistic distribution.
for Gompit

PRy = 1l ) = 1= (1 - exp (—e* )
= exp (—exl:ﬁ )

(14)

4 Living Standards Measurement Survey (LSMS), is widely recognized as a leader in introducing and improving integrated household surveys in
developing countries. The LSMS has been an important effort of the World Bank Development Research Group (DECRG) for more than 20 years

(World Bank, 2006)
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which is based upon the CDF for the Type-1 extreme value distribution is skewed.

Table 1. Exchange rate, Annual inflation and farm sample

LSMS Years | Exchange rate Annual Farm
C$x US Inflation (%) | sample
1993 6.35 19.5 11,121
1998 11.1938 18.5 11,610
2001 13.8408 4.7 19,755
2005 17.1455 9.58 19,325

Table 2 Coding variables of binary dependent variable model

Code Variable Description
WEP Vi Working economic population (more than 10 year and less than 60 year)
RMEA X1 Rural mean employ in farm agricultural activity
RMENFA X5 Rural mean employ in nonfarm agricultural activity
RMWAI X3 Rural mean wage index in farm agricultural activity
RMWNFAI X4 Rural mean wage index in nonfarm agricultural activity
RSEA Xs Rural second employ in farm agricultural activity
RSENFA Xg Rural second employ in nonfarm agricultural activity
RSWAI X7 Rural second wage index in farm agricultural activity
RSWNFAI Xg Rural second wage index in nonfarm agricultural activity
RTEA X Rural third employ in farm agricultural activity
RTENFA X190 Rural third employ in nonfarm agricultural activity
RTWAI Xq1 Rural third wage index in farm agricultural activity
RTNFAI X1o Rural third wage index in nonfarm agricultural activity
V. RESULTSS result increase the public investment in infrastructure to

The aim in this paper was the employment and
wage status study over 1993-2005 periods, when the
minimal salary was applied on the rural sector.

a) Employment

The stability of the work force scored important
changes on your structure, over the period 1990-1994. It
was resulting of the army reduction, conciliation plan of
the country, sector public reduction through application
conversion occupational plan, labour mobilization plan,
and privatization enterprise process of the area people
ownership. (Central Bank of Nicaragua: 1994-93)

With the discussion above mentioned, one
livelihood strategies was used in Nicaragua as second
and third employ in nonfarm agricultural activities, over
1993 to 2005 period,. They were RSENFAI, RTENFAI as
an index of it, in contrast RMENFAI was higher than
RMEA in 1993; therefore it was lower than RMEA during
1998 to 2005. The working population was employed on
mean rural agricultural activity, however RSENFA (-0.78
probit, -1.62 logit and -1.59 gompit) was negative for
1993, until 2005 it reachs 1.14 probit, 1.99 logit and 2.02
gompit. So, the third nonfarm agricultural activity
(RTENFA) appears as livelihood strategy. It has an
increase trend. For 1993 to 2005 the ratios of them are:
probit 1.08, logit 0.66, gompit0.58. (See Table No 3 and
4). A possible explication to these ratios may be the
economic policy made for the government. For
example: during 1998, Nicaragua had an incident as
consequence of hurricane Mitch, for the next year, as a

© 2012 Global Journals Inc. (US)

manage reconstruction of bridge, highway, school,
center health, and household destroyed by
Agricultural, construction and trade sectors were that
more contribution in generation employs (82 per cent in
1999) (Central Bank of Nicaragua: 1999).

Employ showed unfavouravliebehaviour in 2001.
It was caused by: a) slowing down of theactivity
economic, it was reflected by fall of the GDP grown of
2.5 points less than past year, b) supply increase of
labour force, and c) employ informal increased that
absorbed part of unemployment hand work due to
decrease activity formal sector. (Central Bank of
Nicaragua: 2001)

In 2005, the generation of employ shows upper
dynamism than activity economic. 107,800were the new
position work, and the increase ratio was 5.5 per cent,
regarding to November 2004. (Central Bank of
Nicaragua: 2005)

b) Salary

The indexes for wage show a varied behavi our.
The wage in nonfarm agricultural activitieshad a great
weight in 1993. Therefore RMWNFAI, RSWNFAI,

RTWNFAI had highest index. In fact, for 1990 the
wage(s) policy was focused in deregulation of labour

market, consequently it was allowance eliminated,
efficiency and productivity worker gave. Hence, it was
freezed wage policy and reduction public sector until

5 See table No 3 and No 4, Fig 1-4



1994 (Central Bank of Nicaragua: 1994). In contrast, the
wage in agricultural activities is highlighted as RMWAI,
RSWAI in 1998, although the RTWNFAI was exception.

For 2001, RSWNFAI was unigue index in
nonfarm agricultural activities. Now that during 2001,
paradoxically real wage to experience a recovery of 7.8
per cent, in contrast slowing down of activity economic
and the low average productivity of input work factor.
Your increase is mean due by low inflation that kept up
this year. The business about the minimum legal wage
was made in February of this year, as result modest
increase of 12 per cent in each and every one of sector
economics, but the livestock and crop sector was the
exception, where wages increase 22.2 per cent. This
sector shows a basket cover of 47.7 per cent, if we use
as reference urban basket, however it increases 112 per
cent, if we use the cost basket rural. (Central Bank of
Nicaragua: 2001)

For 2005, only RSWAI is an index representative
of agricultural activities. However, RMWNFAI and
RTWNFAI are significant of nonfarm agricultural
activities. In 2005 the average national wage shows an
increase of 15.5 per cent (8.8 percent in November
2004). The minimum legal wage was agreement in mayo
2005, as result increase of 16.5 per cent in construction
and financial activity, and 15 per cent in rest activities.
Even the commission tripartite check the rule of the
coffee, so they agreement minimum legal wage to 26.6
per cent (7.9 per cent in 2004). (Central Bank of
Nicaragua: 2005).

V. CONCLUSIONS AND DISCUSSION

The results evidence that employment in
nonfarm agricultural activities were one livelihood
strategy for rural household, where the mean
employment in nonfarm agricultural activity was
significant over 1993; the second employ was significant
in agricultural nonfarm  activity over 2005. The
coefficients seem steady and significant for probit, logit
and gompit estimation.

Regarding the wages indexes the situation is
similar. The mean, second and third wage were
innonfarm agricultural activities and they had a great
weigh over the period studied. The indexes are similar
for logit, probit and gompit estimation.

The results were consistent with the public
policy data when they had reduced the employ and
wage for rural sector, the economic population increase
your respective employ and wage in second and third
nonfarm agricultural activities, as show the table 2
results.
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Figure 1. Employ indexes 1993-2005.
300.00% 1
250.00% -
200.00% -
150.00% -
100.00% -
50.00% -
0.00% W
-50.00% -
-100.00%
1993 1998 2001 2005
-150.00% -
-200.00% -
B RMEA B RMENFA mRSEA m RSENFA RTEA m RTENFA
Figure 2. Real wage indexes 1993-2005.
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Figure 3. Employ indexes 1993 — 2005.
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Factors Influencing The Extent of Brand Loyalty
of Toilet Soap Users in Bangladesh: A Case
Study on Dhaka City

Khaled Mahmud * & Khonika Gope °

Absiract - Brand loyalty is determined by several distinct
psychological processes of the consumers and entails
multivariate measurements. Product features (Fragrance / Skin
care / Germ fight features / Colour) is one of the most
important factors that affect brand loyalty. The relationship
between the availability of the toilet soap and the extent of
brand loyalty was also found to be significant. Brand loyalty of
toilet soap users in Dhaka city is moderately high. 63% of the
consumers are brand loyal. On the contrary only 9% of the
consumers are switchers and the rest of the users are loyal
among few brands. 100% of softcorebeandioyals and
switchers told if the soaps are not available they will choose
any other brands without any consideration. 75% of the
customers are influenced by the brand name and perceived
brand image of the toilet soap. Brand loyalty also depends on
the influence of family members. 62.96% of the consumers
were found to be influenced by the family members in buying
their toilet soap brands. The effect of sales promotion varied
among different brand loyal groups. Hardcore brand loyals are
very less interested in sales promotion while soficore brand
loyals and switchers are very much interested. Interestingly
price and advertisements have no significant effect on the
extent of brand loyalty.

Keywords : Brand Loyally, Tollet Soap, Dhaka Cily,
Bangladesh.

[. INTRODUCTION

he success of a firm depends largely on its
capability to attract consumers towards its brands.

In particular, it is critical for the survival of a
company to retain its current customers, and to make
them loyal to the brand. To a large extent, the success
of most businesses depends on their ability to create
and maintain customer loyalty. In the first place, selling
to brand loyal customers is far less costly than
converting new customers. In addition, brand loyalty
provides firms with tremendous competitive weapons.
Brand loyal consumers are less price-sensitive. A
strong consumer franchise gives manufacturers
leverage with retailers.  And, loyalty reduces the
sensitivity of consumers to marketplace offerings, which
gives the firm time to respond to competitive moves. In
general, brand loyalty is a reflection of brand equity,

Author a : Lecturer Institute of Business Administration, University of
Dhaka. E-malil : khaled@iba-du.edu

Author o . Lecturer Institute of Business Administration, University of
Dhaka. E-mail : khonika.gope@gmail.com

which for many businesses is the largest single asset.
Brand equity reflects the value added to a product that
results from brand knowledge. A loyal customer
franchise is the most important source of competitive
advantage.

Dhaka, the capital of Bangladesh and the
principal city of Dhaka Division is the centre of political,
cultural and economic life in Bangladesh. A population
of 16.6 million (estimated in 2011) makes it the largest
city in Bangladesh. It is the 9th largest city in the world
and also 28th among the most densely populated cities
in the world. It is also experiencing an increasing influx
of people from across the nation, this has reportedly
made Dhaka the fastest growing city in the world. The
population is growing by an estimated 4.2% per year,
one of the highest rates amongst Asian cities. The
continuing growth reflects ongoing migration from rural
areas to the Dhaka urban region, which accounted for
60% of the city's growth in the 1960s and 1970s. More
recently, the city's population has also grown with the
expansion of city boundaries, a process that added
more than a million people to the city in the 1980s. The
city population is composed of people from virtually
every region of Bangladesh. In case of fast moving
consumer goods, like toilet soap, the average
consumption of an inhabitant of Dhaka city is believed
to be significantly higher than that of the rest of
Bangladesh.

Irrespective of income level and status people
use toilet soap. The frequency of toilet soap might vary
due to the individual hygiene practice. Many brands of
toilet soaps are available in the market of many different
prices. People buy toilet soap according to their own
capabilities. In the same price range there are also
many brands. So, all the time people have to make
purchase decision among many brands. At the time of
making purchasing decision, people might consider
various factors. People might buy same brand
repeatedly. They can switch among few brands or they
can switch in lots of brands.

This research is meant to find out the brand
loyalty level of toilet soap user. The research also tries to
find out the factors that affect brand loyalty of toilet soap
users in Dhaka City. In this research, by toilet soap, only
bath soap is meant.

© 2012 Global Journals Inc. (US)
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In the context of Bangladesh, no previous
research on brand loyalty of toilet soap or other fast
moving consumer goods have been done. The results
of this study will provide the local companies the most
important factors effecting brand loyalty of such
products and will help them understand their target
markets better and carry out specific market research
and promotional activities aimed at them.

[I. RESEARCH OBJECTIVES

a) Broad Objective
To find out the status of brand loyalty of toilet
soap users in Dhaka City.

b) Specific Objectives

1. To figure out the level of brand loyalty for toilet soap

2. To find out the factors that affect brand loyalty of
toilet soap

3. To find out the impacts of those factors on brand
loyalty

[1I. LITERATURE REVIEW

a) Conceptual Framework

Brand Loyalty is the consumer's conscious or
unconscious decision, expressed through intention or
behaviour, to repurchase a brand continually. It occurs
because the consumer perceives that the brand offers
the right product features, image, or level of quality at
the right price. Consumer behaviour is habitual because
habits are safe and familiar. In order to create brand
loyalty, advertisers must break consumer habits, help
them acquire new habits, and reinforce those habits by
reminding consumers of the value of their purchase and
encourage them to continue purchasing those products
in the future.

Brand loyalty, in marketing, consists of a
consumer's commitment to repurchase or otherwise
continue using the brand and can be demonstrated by
repeated buying of a product or service or other positive
behaviours such as word of mouth advocacy (Dick and
Kunal, 1994). Brand loyalty is more than simple
repurchasing, however. Customers may repurchase a
brand due to situational constraints (such as vendor
lock-in), a lack of viable alternatives, or out of
convenience (Jones et al., 2002). Such loyalty is referred
to as "spurious loyalty". True brand loyalty exists when
customers have a high relative attitude toward the brand
which is then exhibited through repurchase behaviour
(Reichheld and Earl, 1990), (Reichheld, 1993).

A second dimension, however, is whether the
customer is committed to the brand. Philip Kotler, again,
defines four patterns of behaviour:

1. Hardcore Loyals - who buy the brand all the time.

2. SoftcorelLoyals - loyal to two or three brands.

3. Shifting Loyalty - moving from one brand to another

4. Switchers - with no loyalty (possibly 'deal-prone,
constantly looking for bargains or 'vanity prone,

© 2012 Global Journals Inc. (US)

looking for something different).

It has been suggested that loyalty includes
some degree of pre-dispositional commitment toward a
brand. Brand loyalty is viewed as multidimensional
construct. It is determined by several distinct
psychological processes and it entails multivariate
measurements. Customers' Perceived value, Brand
trust, Customers' satisfaction, Repeat purchase
behaviour and Commitment are found to be the key
influencing factors of brand loyalty. Commitment and
Repeated purchase behaviour are considered as
necessary conditions for brand loyalty followed by
Perceived value, satisfaction and brand trust
(Punniyamoorthy and Prasanna, 2007).

The most elaborate conceptual definition of
brand loyalty was presented by Jacoby and Chestnut
(1978). There are many operational definitions of brand
loyalty. In general, brand loyalty can be defined as the
strength of preference for a brand compared to other
similar available options. This is often measured in terms
of repeat purchase behaviour or price sensitivity
(Brandchannel.com, 2006). However, Bloemer and
Kasper (1995) defined true brand loyalty as having six
necessary conditions which are: 1) the biased (i.e. non-
random); 2) behavioural response (i.e. purchase); 3)
expressed over time; 4) by some decision-making unit;
5) with respect to one or more alternative brands out of
a set of such brands; and 6) a function of psychological
processes.

True brand loyalty exists when customers have
a high relative attitude toward the brand exhibited
through repurchase behaviour. This type of loyalty can
be a great asset to the firm: customers are willing to pay
higher prices, may cost less to serve and can bring in
new customers to the firm (Reichheld and Sasser,
1990).

The brand loyal consumer does not attempt any
kind of attribute evaluation but simply chooses the
familiar brand on the basis of some overall positive
feelings towards it. This overall positive evaluation stems
from past experience with the particular brand under
consideration.

Lau et al. (2006) in his article mentioned that
there were seven factors that influenced consumers’
brand loyalty towards certain sportswear brands. The
factors were: brand name, product quality, price, style,
store environment, promotion and service quality.

Famous brand names can disseminate product
benefits and lead to higher recall of advertised benefits
than non-famous brand names (Keller, 2003). Product
Quality encompasses the features and characteristics of
a product or service that bears on its ability to satisfy
stated or implied needs. In other words, product quality
is defined as “fitness for use” or ‘conformance to
requirement” (Russell and Taylor, 2006).

Promotion is a marketing mix component which
is a kind of communication with consumers. Promotion



includes the use of advertising, sales promotions,
personal selling and publicity. Advertising is a non-
personal presentation of information in mass media
about a product, brand, company or store. It greatly
affects consumers’ images, beliefs and attitudes
towards products and brands, and in turn, influences
their purchase behaviours (Evans et al., 1996).

Brand loyal consumers are less price sensitive
(Krishnamurthi and Raj, 1991). A strong consumer
franchise gives manufacturers leverage with retailers
(Aaker, 1991). And, loyalty reduces the sensitivity of
consumers to marketplace offerings, which gives the
firm time to respond to competitive moves (Aaker,
1991). In general, brand loyalty is a reflection of brand
equity, which for many businesses is the largest single
asset.

For this study, we are going to measure brand
loyalty in three levels. Though Kotler has proposed four
levels, it is very difficult to measure shifting brand loyalty
of people who keep shifting from brand to brand. So, we
have decided to keep three levels of brand loyalty. we
will use Hardcore Loyalty, Softcore Loyalty and
Switching Loyalty, means no brand loyalty.

To find out the factors which affect brand
loyalty, we are going to take seven factors initially. They
are
Product features,

Sales Promotion,
Advertisements,
Availability,
Brand image,
Price, and
Family influence.

Though Krishnamurthi and Raj (1991) has
showed brand loyal consumers are less price sensitive,
we have included price in the factors, because Lau et al.
(2006) has taken price as a factor. It might also be found
that in the case of brand loyalty of toilet soap users that
they are not price sensitive. But, we want to test it in the
context of Dhaka City.

NOoO O~ WND

b) Hypotheses

Null Hypothesis 1: Product features of toilet
soap do not affect brand loyalty.

Null Hypothesis 2: Sales promotional activities
do not affect brand loyalty.

Null Hypothesis 3: Advertisements do not affect
brand loyalty.

Null Hypothesis 4. Family influence do not affect
buying decision of toilet soap.

Null Hypothesis 5: Availability of toilet soaps
does not affect brand loyalty.

Null Hypothesis 6. Price does not affect brand

loyalty. , .
Null Hypothesis 7: Brand name of toilet soaps

affects brand loyalty.

V. RESEARCH METHODS

a) Data Sources
The primary source of data for the research was
the shoppers buying from New Market Kacha bazaar
area and students of University of Dhaka.
i, Primary Sources
a. Focused Group discussion
b. Questionnaire survey,
c. Direct observation,
d. In-depth Interview.

i, Secondary Sources
a. Related journals and articles,
b. Internet,

c. Previous works on the related issue.

b) Methods of Data Collection

A questionnaire survey was conducted to
collect the empirical data in order to statistically test the
hypotheses. The questionnaire contained all together 10
questions.

Any respondent has to answer highest 8
questions. First 8 questions are for hardcore brand
loyals. If anybody is softcore brand loyal then she or he
has to answer question no 9 instead of question no 8.
Similarly question 10 will be answered instead of 8 for
brand switchers.

The survey method was convenience survey.
Although a random survey would be more preferable to
convenience survey, but lack of necessary demographic
data and lists needed to conduct a random survey and
lack of time, made the choice of convenience survey
inevitable.

In depth interview was conducted to the get to
know about the real scenario of the users brand loyalty.
It was also convenient basis. Form new market, few
respondents agreed for in depth interview.

Observation technique was also used by
standing beside local stores. When users come to the
store to buy toilet soap, what they ask for and what
criterion they focus on.

V. DESCRIPTION OF THE SAMPLES

a) Sample Size
Total survey respondents were 108.

b) Sample Selection

A total of 108 respondents were surveyed for
this purpose using a non-probability sampling
technique. The respondents were chosen on the basis
of accessibility and convenience. A questionnaire was
developed for this purpose which includes checklists,
dichotomous questions, and opens ended questions.
From the observation, it is seen that females are mostly
the buyers of toilet soap. So, in the sample, female
respondents are majority. At the time of sample
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collection, we tried to get middle aged population more.  ¢) Profile of the Sample

But at the same time, different age groups are also The distribution of respondents by gender is
covered. Similarly different income groups are also  shown in table 1. Majority of the sample are female.
covered.

Table1: Number of respondents by gender groups in the sample

Gender Number Percentage

Female 76 70
Male 32 30
Total 108 100

Source . Primary-survey data

The distribution of respondents by age is given in table 2. Majority of the respondents are from the age of 25 years to

35 years.
Table 2. Number of respondents by age group in the sample.
Age Distribution Number Percentage

Below 18 years 4 4

18 to 25 years 12 11

25 to 35 years 44 41

35 to 45 years 38 35

45 years and above 10 9
Total 108 100

Source : Primary-survey dala

The distribution of respondents by marital status is given in table 3. Majority of the respondents are married.

Table3 : Number of respondents by marital status in the sample.

Marital Status Number Percentage
Married 76 70
Not Married 32 30
Total 108 100

Source . Primary-survey data

The distribution of respondents by income is given in table 4. Majority of the respondents are married.

Table 4 : Number of respondents by income group in the sample

Income Distribution Number Percentage
Less than BDT 10,000 12 11
BDT 10,000 to 20,000 22 20
BDT 20,000 to 30,000 48 44
BDT 30,000 to 50,000 14 13
BDT 50,000 to 80,000 8 7
More than BDT 80,000 4 4

Total 108 100

Source : Primary-survey dala

> 2012 Global Journals Inc. (US)



VI.

FINDINGS OF THE STUDY

The distribution of the brand loyalty of toilet soap users are shown in table 5. Majority of the toilet soap users are

hardcore brand loyal (63%) and switchers are the minority with 9%.

Table 5 : Distribution of brand loyalty of toilet soap users.

Brand Loyalty Level | Number Percent
Hardcore Brand Loyal 68 63
Softcore Brand Loyal 30 28
Switcher 10 9
Didn't influenced 108 100

Source . Primary-survey data

The distribution of the selection of price as a factor of brand loyalty of toilet soap users are shown in table 6. Majority
of the hardcore brand loyal of toilet soap users are not price sensitive.

Table 6 : Distribution of selection of price as a factor of brand loyalty.

Brand Loyalty Level Selected Not selected
Hardcore Brand Loyal 12 56
Softcore Brand Loyal 12 18

Switcher 4 6
Didn't influenced 28 80

Source . Primary-survey data

The distribution of the selection of product features as a factor of brand loyalty of toilet soap users are
shown in table 7. Majority of the toilet soap users are product feature sensitive.

Table 7 : Distribution of selection of product features as a factor of brand loyalty

Brand Loyalty Level Selected Not selected
Hardcore Brand Loyal 66 2
Softcore Brand Loyal 24 6

Switcher 6 4
Didn't influenced 96 12

Source : Primary-survey gala

The distribution of the selection of family influence as a factor of brand loyalty of toilet soap users are shown in table
8. In the case of hardcore brand loyals, family influence is very high.

Table 8 : Distribution of selection of family influence as a factor of brand loyalty.

Brand Loyalty Level Selected Not selected
Hardcore Brand Loyal 52 16
Softcore Brand Loyal 12 18

Switcher 4 6
Didn't influenced 68 40

Source . Primary-survey data
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The distribution of the selection of product availability on local stores as a factor of brand loyalty of toilet soap users
are shown in table 9. All the toilet soap users are really affected by the availability of the toilet soaps in local stores.

Table 9 : Distribution of selection of product availability as a factor of brand loyalty.

Brand Loyalty Level Selected Not selected
Hardcore Brand Loyal 28 40
Softcore Brand Loyal 30 0

Switcher 10 0
Didn't influenced 68 40

Source ! Primary-survey data

The distribution of the selection of sales promotion (price off/ extra offer) as a factor of brand loyalty of toilet soap
users are shown in table 10.

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

Table 10 : Distribution of selection of sales promotion as a factor of brand loyalty.

Brand Loyalty Level Selected Not selected
Hardcore Brand Loyal 4 64
Softcore Brand Loyal 20 10
Switcher 10 0
Didn't influenced 34 74
Source . Primary-survey data
If we look closely, for switchers, they are 100% The distribution of the selection of

influenced by the sales promotions. On the other hand,
two-third softcore brand loyals are influenced by sales
promotion. And among 34 hardcore brand loyals, only 2
are interested in sales promotion.

advertisements as a factor of brand loyalty of toilet soap

users are shown in table 11.

Table 17 Distribution of selection of advertisement as a factor of brand loyalty.

Brand Loyalty Level Selected Not selected
Hardcore Brand Loyal 22 46
Softcore Brand Loyal 14 16

Switcher 0 10
Didn't influenced 36 72

Source ! Primary-survey data

We can find an

interesting finding here.

According to the survey, switchers are less interested in

advertisements.

VII.

TESTING OF HYPOTHESES

The hypothesis testing was done using chi
square distribution. The level of significance used here

H1.: Product features of toilet soap do not affect brand

loyalty.

This hypothesis is tested using Chi-square test

of independence.

is .05.
Table 12 : Analyzing the relationship between product features and brand loyalty.
Ho: Product features of toilet soap do not affect Chi-squared value Degree of Chi-squared value
brand loyalty from data freedom from chart
|
7.722794 2 5.991
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Since it is a test of independence, and the chi
squared value from the calculation of data is more than
the chi squared value from the chart at selected level of
significance (a=.05).

So, we can reject the null hypothesis. It can be
concluded that, product features of toilet soap affects
brand loyalty.

HZ2: Sales promotion activities do not affect brand

loyalty.

This hypothesis is tested using Chi-square test

of independence.

Table 13 : Analyzing the relationship between sales promotion and brand loyalty.

Ho: Sales promotion activities do not affect brand Chi-squared value Degree of Chi-squared value
loyalty from data freedom from chart
29.82004 2 5.991

Since it is a test of independence, and the chi
squared value from the calculation of data is more than
the chi squared value from the chart at selected level of
significance (a=.05).

So, we can reject the null hypothesis. It can be
concluded that, sales promotion of toilet soap affects
brand loyalty.

H3: Advertisements do not affect brand loyally.
This hypothesis is tested using Chi-square test

of independence.

Table 74 : Analyzing the relationship between advertisement and brand loyalty.

Ho: Advertisements do not affect brand loyalty. Chi-squared value Degree of Chi-squared value
from data freedom from chart
3.7147 2 5.991

Since it is a test of independence, and the chi
squared value from the calculation of data is less than
the chi squared value from the chart at selected level of
significance (a=.05).

So, we cannot reject the null hypothesis. It can
be concluded that, advertisement of toilet soap does not
affect brand loyalty.

H4: Family influence do not affect buying decision of

toilet soap.

This hypothesis is tested using Chi-square test

of independence.

Table 15 Analyzing the relationship between family influence and brand loyalty.

Ho: Family influence do not affect buying decision of Chi-squared value Degree of Chi-squared value
toilet soap. from data freedom from chart
7.1825 2 5.991

Since it is a test of independence, and the chi
squared value from the calculation of data is more than
the chi squared value from the chart at selected level of
significance (a=.05).

So, we reject the null hypothesis. It can be
concluded that, family influence affects brand loyalty of
toilet soap.

H5: Availability of toilet soaps does not affect brand

loyally.

This hypothesis is tested using Chi-square test
of independence.
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Table 16 Analyzing the relationship between Availability of toilet soap and brand loyalty-

Ho: Availability of toilet soaps does not affect brand Chi-squared value Degree of Chi-squared value
loyalty. from data freedom from chart
18.61582 2 5.991

Since it is a test of independence, and the chi
squared value from the calculation of data is more than
the chi squared value from the chart at selected level of
significance (a=.05).

So, we reject the null hypothesis. It can be
concluded that, availability of toilet soap affects brand
loyalty.

Table 717 Analyzing the relationship between price and brand loyalty.

H6: Price does not affect brand loyally.

This hypothesis is tested using Chi-square test of

independence.

Ho: Price does not affect brand loyalty. Chi-squared value Degree of Chi-squared value
from data freedom from chart
3.2763 2 5.991

Since it is a test of independence, and the chi
squared value from the calculation of data is less than

the chi squared value from the chart at selected level of

significance (a=.05).

H7: Brand name of toilet soaps affects brand loyally.

of independence.

So, we cannot reject the null hypothesis. It can
be concluded that, price of toilet soap does not affect

brand loyalty.

This hypothesis is tested using Chi-square test

Table 18 : Analyzing the relationship between brand name and brand loyalty.

Ho: Brand name does not affect brand loyalty. Chi-squared value Degree of Chi-squared value
from data freedom from chart
17.68889 2 5.991

Since it is a test of independence, and the chi
squared value from the calculation of data is more than
the chi squared value from the chart at selected level of
significance (a=.05).

So, we reject the null hypothesis. It can be
concluded that, brand name of toilet soap affects brand
loyalty.

From the tests of hypotheses it is seen that
among seven null hypotheses five are rejected and two
are not. It means among seven estimated factors, brand
loyalty have dependency with five of them.

The factors that affect brand loyalty are-
Product features,
Sales promotion,
Availability,
Family influence, and
Brand name.
The factors that do not affect brand loyalty are-
Advertisement, and
2. Price.

ok wh =

—
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VIIL. DiscussioN AND CONCLUSION

a) Discussion

Majority (63%) of the toilet soap users are brand
loyal. They buy soap on the basis of product features
including color, fragrance, skin care or germ fight
features. People are very much less sensitive to price.
So, brand loyalty does not affected much by price. Less
than 26% customer selected price as a factor.

If we look at the family influence by elderly
persons or kids, 62.96% of the consumers are
influenced by the family members to use their toilet soap
brands. Similarly, 75% of the customers are influenced
by the brand name of the toilet soap.

If we look at the availability, this is very
important factor. More than 62% customers are affected
by the availability of the toilet soap in the local stores.
For sales promotion, hardcore brand loyals are very less
interested in sales promotion while softcore brand loyals
and switchers are very much interested. Interestingly
advertisements have no significant effect on brand
loyalty.



In the case of availability 100% of
softcorebeandloyals and switchers have selected this
issue as a very important factor. They think if the soaps
are not available they will choose any other brands
without any consideration.

The hypotheses were developed based on
previous research done on other countries related to
brand loyalty of different products. Two of the null
hypotheses were not rejected. From hypotheses testing,
it is proven that, Brand loyalty varies on five factors.
Such as, product features, sales promotion, availability
of toilet soaps in the local stores, family influence and
brand name.

In  consuming toilet soaps, people are
influenced by family members, product features or
availability of soaps in the local stores. Toilet soap users
are not price sensitive and at the same time they are not
advertisement sensitive.

b) Conclusion

No previous research on brand loyalty of toilet
soap consumers have been done in the context of
Bangladesh. So, it will definitely give brand loyalty
researchers an indication of the status of brand loyalty
of toilet soap users in Dhaka city. They can use this
research for other fast moving consumer goods to find
out the factors that affect brand loyalty. Marketers place
a huge importance in determining the factors that affect
brand loyalty of toilet soap. The results of this study will
provide the local companies to understand their target
markets better and carry out specific market research
and promotional activities aimed at them. Future
research can be done on the following topics as a
continuation of this work. Direct and indirect influence of
factors affecting brand loyalty of toilet soaps in Dhaka
city is conducted here, the scope of the research can be
extended to national or international level. Five factors
affecting brand loyalty of toilet soap users have been
identified. This research can be extended to find out
more socio-economic factors in the case of brand
loyalty of toilet soap users. This research can be
extended to broad fast moving consumer goods
category.
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The Roles and Responsibilities of Management
Accountants in the Era of Globalization

Mohammad Ahid “ & Ayuba Augustine °

Absiract - The accounting profession has witnessed another
severe criticism in the light of the recent global economic
turmoil. Many questions were raised about the role of
accountants in the era of globalization. As a result, there has
been a greater research interest opportunities touching the
role of the accountants with a special focus in its
metamorphosis spanning from the past till the present,
keeping in mind the future direction of accountants in the
private and public enterprises. This paper therefore seeks to
explore the role of accountants, their challenges and the
perception of the public toward accountants in the era of
globalization.

[ [NTRODUCTION

tudies have shown that globalization is playing a
big role in the survival of firms. Developing

advances connected to globalization stated that
accounting is a critical player in providing updated
information to the internal and also the external activities
of firms.

Over the past thirty five years the world has
been transitioning into a global marketplace, thereby,
today economy, financial markets, industry, and politics
are all internationalized. This internationalization has led
to increasing transfer of capital across borders,
increasing importance of trade in the economy,
increasing communication throughout the world and
increasing in international trade policies. Globalization
has had extreme effects on the world economic and has
created many political challenges.

Economic  globalization indeed influences
policy, which has been analyzed in numerous empirical
studies.

The process of globalization in general and the
imposing of an international accounting system in one
side are emphasizing some considerations related to
the global cultural differences between countries on the
other side.

International accounting is complex because of
its nature being linked to the globalization movement
that is sweeping all economic. However, the
globalization is affecting in accounting craft, standards,
management, audit and tax. Besides, the role of
accountant in particular, has become more important,
not only in the corporate level, but also at the national
level and even more importantly in the international level.

Author a : E-mail . mohammadahed83@yahoo.com
Author o . E-mail : ayubaaugustine@yahoo.com

For example, Siegel and Sorensen (1999) mentioned
that with the pressure of globalization that is an increase
in competition, advancement of technology and
pressure to get information much sooner. Management
accounting now plays bigger roles in organizations.
Management accountant is not only playing the role of
information provider but also participating in decision
making or at least to help managers to make better
decisions (Cooper & Dart, 2009).

The main objective of this paper is to discuss
the roles of the accountant in the era of globalization. To
achieve this, the paper is divided into three main
sections. The first part discusses the definitions of
management accounting and its features; the second
part discusses the globalization and its features, the
third part focuses on the role of the accountants. The
forth part seeks public perception towards the
accountant and conclusion is the final part.

[I. MANAGEMENT ACCOUNTING AND [TS

FEATURES

Management accounting has been defined in
many different ways, whether by describing its roles or
describing its objectives and processes. Generally, it
could be remarkable that the traditional definition of
management accounting describes management
accounting based on the fact of providing information to
the managers, so management accountants were
considered as information providers only as we notice
from the following definition:

"Managerial accounting is concerned with providing
information to managers, that is people inside an
organization who direct and control its operations”
(Garrison, Noreen & Brewer, 2006).

Along the same lines, Institute of Management
Accountants  (IMA, 1981) defined management
accounting by describing its traditional roles, they
defined management accounting as:

" The process of identification, measurement,
accumulation, analysis, preparation, interpretation,
and communication of financial information used by
management to plan, evaluate, and control an
organization and to assure appropriate use of and
accountability for its resources. Management
accounting also comprises the preparation of
financial reports for non-management groups such

© 2012 Global Journals Inc. (US)
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as shareholders, creditors, reguilatory agencies, and
tax authorities” (IMA, 1981).

Moreover, some of the contemporary authors
are still going on the same boat of traditional definition.
Helton (2006) defined management accounting as it
was defined by (IMA, 1981). He stated that managerial
accounting is:

"The process of identifying, measuring analyzing
interpreting and communicating inforrmation in
pursuit of an organization's goals”

On the other hand, in the current studies and
researches, managerial accountants are described as
decision-makers and partnering of management
members. IMA improved its definition of management
accounting:

"Management accounting is a profession that
involves  partnering in management decision
making, devising planning and performance
management systems, and providing expertise in
financial  reporting and  control  fo  assist
management in the formulation and implementation
of an organization’s strategy."

It is noticeable to what extent management
accountants have become more effective and
indispensable  for  decision  making.  Besides,
management accounting has become an integral part of
the  management process and management
accountants have become substantial strategic partners
in an organization's management team (Hilton, 2004).
Currently, there is a new managerial accounting term,
which is modern management accounting, which
means:

A changing set of concerns among
management accountants (Horngren, Charles, Datar &
Foster, 2003).

It is strikingly that the management accountants
became more significance in the management team.
Recently, more emphasis has been put on giving
commercial advice to management, while it was in the
past limited to provide information to the management.

Furthermore, The American Institute of Certified
Public Accountants (AICPA) states that management
accounting as practice extends to the following three
areas:

e Strategic Management: Advancing the role of the
management accountant as a strategic partner in the
organization.

¢ Performance Management: Developing the practice of
business decision-making and managing the
performance of the organization.

¢ Risk Management: Contributing to frameworks and
practices for identifying, measuring, managing and
reporting risks to the achievement of the objectives of
the organization.

© 2012 Global Journals Inc. (US)

[11.

Strategic management is not a new concept;
the first use was in 1970s; its meaning was that a team
of strategic planners paying more or less attention to
strategic programs and then tried to transfer them to
decision makers (Wells, 2000). Wherefore, strategic
managers are momentous in the organizations and they
play very important role in decision making, they are
partners in the management team. Goodstein, Nolan
and Pfeiffer (1992) defined strategic management as:

STRATEGIC MANAGEMENT

"The process by which the guiding members of an
organization envision its future and develop the
necessary procedures and operations to achieve
that future.”

Susan (2000) suggested a guide to the
strategic management process as following:

1. Agreement on initiation of the strategic management
process.

2. ldentification and clarification of the organization’s
mission, objectives, and current strategies.

3. ldentification of the organization’s internal strengths
and weaknesses.

4. Assessment of the threats and opportunities from
the external environment.

5. lIdentification of key constituents/ stakeholders and
their expectations.

6. Identification of the key strategic issues confronting
the organization.

7. Design/ analysis/ selection of strategy alternatives

and options to manage issues identified in step 6.

Implementation of strategy.

9. Monitoring and review of
performance.

Figure (1) represents the strategic management
model that is developed by (Wells, 2000), and as we see
from the figure, strategic management goes further than
the development of a strategic plan, which included the
pre-planning and strategic planning processes.
Strategic management is the deployment and
implementation of the strategic plan and measurement
and evaluation of the results. Deployment involves
completing the plan and communicating it to all staff.
Implementation involves resourcing the plan, putting it
into action, and managing those actions. Measurement
and evaluation consists not only of tracking
implementation  actions, but, more significantly,
assessing how the organization is changing as a result
of those actions and using that information to update
the plan.

®

the strategy’s



Figure 1.

strategic management model (Wells, 2000)

Pre-Planning

Strateglc F’Iannlng

N R 1I-=-=== = S, T ===
Iﬂe_p\annm /Organizational | g |/ \ o Gap N\ /étrateglc
. Activities Assessment M'SS'O"/| \{\nalysls Goals
"k A— 1
I \_V'smn// Grateg@
. / quid_ing\\|
1 Principles Objectlves
Measurement ] \‘———_ I
and Evaluation || || _Sr&ede
Commum;@ R Develop
. Measurement
KResuIty \H_PL&D_- /
Analyze\\ /JA\
Ej%ay \,_a
A ; Resource Z.',
<C[?II?(:‘[>, 2 Allocat|on ‘i
ata
Implementatmni Deployment

Gmmuni%ck Status @e Actlon
Qrogress

evelop

Actlo n Pla ny

hase IT” Phase |
Communica@‘/Complete\
“_the Plan _the Pie

IV.  PERFORMANCE MANAGEMENT

Improvement and Development agency (I&DeA)
defines performance management as:

"Taking action in response to actual perforrnances
to make outcomes for users and the public better
than they would otherwise be" (p.3)

So, in short we can say that performance
management is the outcomes of work.
Performance as defined above is affected by a number
of factors, Armstrong and Baron (1998) stated the
following five factors:

e Personal factors: the individual's skKill,
motivation and commitment.

e Leadership factors: the quality of encouragement,
guidance and support provided by the managers
and team leaders.

e Team factors: the quality of support provided by
colleagues.

e System factors: the system of work and facilities
(instruments of labor) provided by the organization.

e Contextual (situational) factors: internal and external
environmental pressures and changes.

confidence,
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Figure 2. Performance management
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V. RISK MANAGEMENT

Risk management is “The tolal process of
identifying, conitrolling, and mitigating inforrmation
Systern—related risks. It includes risk assessment, cost-
benefit analysis; and the selection, implementation, test,
and security evaluation of safeguards.” (Stoneburner,
Goguen & Feringa, 2002).

We cannot be avoided from risk, but at least we
can minimize it, The Our Comunity team provide some
suggestion in order to minimize risk management, for
instance, stuff screening, financial controls and ensure
that all the premises are covered by their insurance
policies. While The Our Comunity team emphasizes that
the insurance is not a substitute for risk management,
insurance comes after doing what the management can
do to minimize the risk.

Meanwhile, management accountant's report
covers an overview of risk management (CIAM).

VI. THE Ky RESPONSIBILITIES OF THE

MANAGERS

As this paper mentioned earlier that the
definitions of management accounting describe its
roles, or its objectives or its process, it can also be
description of its responsibilities as it is mentioned in the
first definition by Garrison et al (2006), that they limited
the responsibilities of management accounting in three
responsibilities which are planning directing and

© 2012 Global Journals Inc. (US)

controlling, while Bamber, Broun, and Harrison, (2008)
include the decision making to the managers'
responsibilities.

In this millennium, management accountants
have not become information providers only, they are
decision makers as well as very important part in the
management team, because they provide useful and
very important internal information to the top
management, so, management accountants help the
management to run the organization effectively and
efficiently.

How management accountants help the top
management to fulfill their four primary responsibilities”?

e Planning. management accountants involve setting
goals and objectives for the organization, and
determining the way to fulfill them, by selecting
specific action implementations, Garrison et al
(2006) and Bamber et al (2008)

e Directing. is "overseeing the company's day-to-day
operations" (Bamber et al, 2008), and monitoring the
implementation of the plans in order to achieve the
organizational goals. In addition, after setting
planning, the organization is required to guide its
stuff to achieve its objectives.

e Controlling: which is "evaluating the results of
business operations against the plans and making
adjustment to keep the company pressing towards
its goals" (Bamber et al, 2008). On the other words,
planning and directing should be controlling to



ensure the efficiency of effectiveness. Besides, the
remarkable aim of controlling is to determine the
success of the planning function.

o Decision making: management accountants involve
setting goals, directing and controlling, which
means tacitly that they are involving in decision

making, which is the new function of management

accounting.

Those four responsibilities are interdependent and
coherent; | propose the following framework to show the
association between those functions.

Figure 3 . Functions of management:

Decision
making

VII. THE MANAGEMENT ACCOUNTANT

WITHIN THE ORGANIZATION

a) Where does the management accountant work?

Management accountant used to work in the
accounting department, additionally; they used to report
to the controller (who is responsible of general financial
accounting, managerial accounting and tax reporting,
and he or she reports directly to the chief financial
officer who is in return charge of all the organization
financial concern and plays an important roles in
overseeing the organization's financial matters).

Nowadays, management accountant is located
throughout the company and works in the cross-
functional teams which consist of employees presenting
various function of the organization such as: R&D,
design, production, marketing, distribution & consumer
services, and they report to the vice presidents of
various operations (Bamber et al, 2008).
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Figure 4 . Management accountant within the organization, (Bamber et al, 2008)
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VIII. GLOBALIZATION AND [TS FEATURES

Globalization has been defined in many ways.
There is neither specific nor standard definition of
globalization. Perhaps, globalization has been defined
by its characteristics (Mubiru, 2003), or the meaning of
globalization depends on the perspective of the
respective person talking about it. Therefore, the precise
definition of globalization is still unavailable (Goyal,
2006). Catalina and et.al mentioned in their papers that
the term ‘globalization” was proposed first time in1983
by Theodor Eleviu, when he talked about the
convergence of the markets around the world, which
would operate as a unique entity.

Furthermore, many national and international
organizations (like International Monetary Fund and UN
Secretary General) try to determine a sole definition of
globalization but the definition only describes the
features of globalization. The International Monetary
Fund defines globalization as the "growing economic
interdependence of countries worldwide through
increasing volume and variety of cross-border
transactions in goods and services, free international
capital flows and also more rapid and widespread
diffusion of technology". It is remarkable from this
definition how The International Monetary Fund defines
the globalization economically and technologically.

Chen and Carr (2001) connote that
"globalization means different things to different people'
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and he explained that in its broadest sense, the term
encompasses all types of economic and culture
transfers between nations- including domination of the
media and widespread use of the World Wide Web. In a
narrower sense, it refers to the economic exchange of
goods and services internationally and international
financial flows.

[X. FEATURES OF THE GLOBALIZATION AND
THE ACCOUNTANT

With the emergence of globalization, more and
more companies have started going global by
undertaking business activities across their national
frontiers. The market is becoming increasingly global
and competition becomes fierce more than ever. Coping
with the intense competition calls for strategically
positioning commercial enterprises- the context in which
accountants operate to out compete rivals. As business
activiies go global trade transactions becomes
voluminous and complex to account for. However, with
advancements in technology more innovative software
and other tools are being developed to assist the
account to simply and easily account for transaction
more than ever. It is clear that today’s business
environment cannot operate without technology.
Technological advancement is having more effective
and efficient improvements on the way businesses are



operated, tied with increased automation of business
processes (Mahon & Doran, 2008).

Moreover, organizations in this era are having
flatter and flexible organizational structures with
managers and accountants alike working cross-
functionally. Moreover, the demand for more information
by stakeholders has tremendously been intensified,
customers are widely informed and other stakeholders

demand more information for accountability of
transaction.  Worth  mentioning here are the
internationalization ~and  standardization of the

accounting profession. As world is becoming unified
entity  with  borderless  transactions  worldwide
standardization of the accounting profession has
become under intense pressure to warrant comparison
and uniformity. Cutting a long story short, globalization
of markets, advances in information and production
technologies, increased competition, core
competencies, customer and supplier relationships,
downsizing, outsourcing, flatter organizational structures
and team work are some of the noticeable
characteristics of the of the global era.

Given that the traditional nature of business
enterprises has evolved into a more contemporary one,
the role of accountant is also expected to change.
Generally, accountants may include auditors, financial
accountants, management accountants and the like.
However, the objective of this paper as stated earlier is
centralized on the roles of management accountants in
the era of globalization.

X. ROLES AND RESPONSIBILITIES OF
MANAGEMENT ACCOUNTANTS BEFORE
GLOBALIZATION

Unlike most other modern professions,
accounting has a history that is usually discussed in

terms of one seminal event the invention and
dissemination of the double entry bookkeeping
processes.

Historically, management accountants’ position
was alienated from the core activities of the company
and had little or no face-to-face interaction with clients.
Sequel this, they were separated by physical boundaries
within the organizational operations (Siegel & Sorensen,
1999). The deduction here is that management
accountants at the dawn of their profession were not
involved in decision making process. Their core role is
to purely supply information for management decision
making. All they used to do then is the preparation of
budgets, checking of expenses reports, preparing
inventory cost reports, and the generation of varied
standardized financial statements (Siegel & Sorensen,
1999). In short, they summed it all by saying: "they were,
in fact, the scorekeepers, the bean counters and the
corporate cops. Fulfilling the traditional accountant role,
they were the keepers of financial records, the historians
of the organizatior!' (Siegel & Sorensen, 1999, p.4).

Some mention, that the developed purely in
response to the needs of the time brought about by
changes in the environment and societal demands. On
the other hand, some argue the development of the
science of accounting has itself driven the evolution of
commerce since, it was only through the use of more
precise accounting methods that modern business was
able to grow, flourish and respond to the needs of its
owners and the public. Either way, the history of
accounting throws a light on economic and business
history generally, and may help us better predict what is
on the horizon as the pace of global business evolution
escalates (Alexander, 2002).

Carmona, Ezzamel and Gutiérrez (2004)
mention that the accounting history has to decide at the
beginning of an investigation whether a contemporary
notion of accounting practice will be adopted, or
whether a concept more suited to the historical context
under investigation is to be considered. On the other
hand, he mentioned that the legitimacy of deploying
concepts of the present to describe and analyze past
accounting practices is debatable.

However, the role of accounting in management
has started to emerge before the 1900s. The
management accounting role was seen to be parallel
with the growth of industry and markets. In the past,
management accounting only plays the role of providing
information on the internal activities of a firm. It provides
information on what is the appropriate wages and the
material should be used in production. Fleischman and
Parker (1997) purport ‘beancounters’ as preparers of
financial information which has little relevance to
management in decision making. However, this
perception has faded due to the need for compliance,
and the enormous expansion of financial management,
general/strategic  management and  consultancy
services. In this shift of accounting, Burns, Ezzamel, and
Scapens (1999) and Institute of Management
Accountants” (IMA) study in the USA (Siegel &
Sorensen, 1999) believed that the need for the
accounting profession to reposition itself in the intense
global and technologically competitive atmosphere is
partly the reason for this shift.

Management accountants of “yesterday” are
arguably not the same as management accountants of
“today”. Historically, management accountants were
seen as mere counters of figures. Counting, comparing,
recording, and reporting financial information for internal
decision making were the traditional roles of
management accountants in the past rely (Debra and
Jeff). First of all, the accountant should seek a major
role in the planning phase regardless if serving a
primary or support role in the investigation. Invariably,
there will be financial aspects to the alleged
wrongdoing. The accountant's advice will be necessary
regarding the staffing of the investigative team, defining
the scope of the investigation, devising an investigative
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plan, and counseling on the business consequences of
the investigation.

Atkinson in his review of Johnson and Kaplan
book, “Relevance Lost: The Rise and Fall of
Management” mentioned that Johnson and Kaplan said
that in the early 1900s Management accounting
developed from only providing information for the
internal activities of an organization to starting to give
concern on the efficiency and productivity of physical
labor and material used. However, this information is not
for financial control, it is only to monitor the physical
concerns. Later, accountants recognize that the
information provided by management accounting for the
purpose of monitoring the efficiency and the productivity
can simplify the inventory valuation (Atkinson, 1989).
This proclamation is supported by the International
Federal Accountant Committee (IFAC) Management
Accounting Concepts statement issued March 1998
stating that in the first stage of Management Accounting
evolutions, firms used Management Accounting to
determine information on the cost to be charge to
Financial Statement. It is seen as technical activity in
order to achieve organizational objectives.

XI.  THE ROLES OF MANAGEMENT

ACCOUNTANTS DURING THE
GLOBALIZATION ERA

In this point, this paper discusses how the
globalization is affecting on the role of accountants, and
will focus on the period from 1980 to the present day.
Recently, the media has undoubtedly concentrated its
attention on the role and image of accountants (Warren
and Parker, 2009). This is true, especially in the wake of
the 2008 global economic crisis. Rigorous changes
ranging from regulations to professional standards were
witnessed. This phenomenon raises the eye brow of any
concerned individual. Accountants have been perceived
as ‘beancounters’ customarily.

Firstly, at the end of the twentieth century with
the beginning of the twenty-first century globalization
begun to affect in the local and global economic, this
led to influence of accounting craft.

On the other hand, the globalization is affecting
in management accounting concept and techniques
filed. With the pressure of globalization that is increase
in competition, advancement of technology and
pressure to get information much sooner (Siegel &
Sorensen, 1999), Management accounting now plays
bigger roles in organization. Management accountant
not only play the role of information provider but to
participate in decision making or at least to help
managers to make better decisions.

This when management accounting moves
towards resource management by applying process
analysis tools such as activity based costing, life cycle
costing and cost management technologies such as
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opportunity cost analysis. Management accounting also
provide inputs for strategic decision makers. This is
supported by the findings in the survey undertook by
Institute of Management Accountant and Ernst and
Young (Garg, Ghosh, Hudick & Nowacki, 2003).

The global  business  environment s
characterized by intense competition locally and abroad
and the need for making strategic decision is inevitable
in order to upbeat rivals in the industry. As a strategist,
the management accountant is critically involved in
taking and negotiating appropriate strategic moves and
also helping managers determine their most important
customers, substitute products in the market, critical
capability, adequacy of cash to fund to a strategy
(Horngren et al, 2009) and the like. In a bid to strengthen
their  strategic role  management accountants
concentrate their time and effort on strategic
management accounting. In concretizing this claim, Mr.
Udayasri Kariyawasam, the Chairman of both Securities
and Exchange Commission and Insurance Board of Sri
Lanka, in a keynote address at the Achievers CIMA
Graduation ceremony on 30 August 2009 at BMICH
(Bandaranaike Memorial International Conference Hall),
said that:

'Management accountants today spend their
time on 'strategic management accounting’, with a view
to broadening the span of traditional management
accounting.

And that:

The term ‘strategic management accounting’
was first coined by Ken Simmonds in 1981. The
Chartered Institute of Management Accountants’ official
terminology describes strategic management
accounting as ‘a form of management accounting in
which emphasis is placed on information which relates
to factors external to the firm, as well as non-financial
information, and internally generated information’.

Management accounting continues to develop
from focusing on reduction of waste to creation of value
through effective use of resources (IFAC, 1998). On the
other words, management accountants play an
important role in creating and adding value to the
organizations by managing resources, activities and
people to fulfill the organizations' objectives (Hilton,
2004).

In pursuing the organizations' objectives, the
organizations acquire resources, appointment people
and then participate organized set of activities, as this
paper explain earlier that the management team
comprises four major responsibilities to make the best
usage of resources, people and activities, which are
planning, directing, controlling and decision making.

Managerial accountants add value to their
organizations by pursuing five major objectives (Hilton,
2004), which are:



1. Management accountants add value to their
organizations by helping the top management in
decision making and planning. Additionally,
management accountants participate as an
important part in the management team in decision
making and processes. Recently, management
accountants provide all kind of information to the
management, (much of these information is
financial information). In addition to their significant
role in providing information, management
accountants have become an integral part in the
management team that they take proactive role
players when it comes to strategic business
planning and day to day needs to be made
decisions. Furthermore, modern management
accounting systems are considering more and more
the activities that occur in all levels of the
organization.

2. Management accountants add value to their
organization by helping the top management in
directing and controlling the operational activities. In
order to achieve the organization's goals, the
organization requires setting its plans, then, these
plans need to be directed and controlled, which
requires many information about the operation
activities, and the role of management accountants
here is to provide these information.

3. Management accountants add value to their
organization by achieving the organization's goals
by motivating all the employees (including
managers) towards the organization's goals.
Sometimes, the goals of individuals do not match
the goals of organizations, so the roles of
management accountant here is to motivate the
managers and other employees to direct their
efforts toward achieving the organizations' goals.

4. Management accountants add value to their
organization by measuring the performance of
activities, managers and other employees within the
organization. Based on the feedback of measuring,
the organization may reward the manager based on
their performance.

5. Management accountants add value to their
organization by estimating the organization's
competitive position. In this competitive market, the
significant role of management accountants is to
assess how their organizations stack up against the
competition and improvement.

As stated in IFAC, management accounting
concept, this is the stage where organization evaluates
and considers what derives customer value,
shareholders value and organizational innovations.
Target costing, cost design, recycling product and
continuous cost improvement was the tools used to
achieve the objective of creating value for customer,
shareholder and the organization itself. Nishimura

mentioned that in the integrated management
accounting stage, organization take proactive and
preventive feed forward management. This development
was due to the uncertainty and changes in the market
with the rapid change of technology and increase
competition (Siegel & Sorensen, 1999).

The roles of management accountants vary
from one organization to the next, that the roles are
depending on the size of organization, the type of
organization, culture, industry and other factors, on the
other hand, these factors are different from time to time,
the roles of management accountants in the past are
not the same nowadays, because the circumstances are
different. Notwithstanding, such differences do not
change the basic roles of management accountants but
the size of organizations and other factors influence the
roles of management accountants and determine the
complexity of the management accountants' roles
(Edirisinghe, Ismail &Emerson, 2009). So the changing
role of Management accounting can be seen as parallel
with the market circumstances. From only providing
information for the purpose of internal business activity,
it already moves towards creating value demanded by

customer and  other  stakeholders.  Moreover,
management accountants nowadays have more
responsibilities than before as a result of

decentralization and delegation of authority.

Likewise, management accountants play a vital
role to develop and implement fraud prevention and
internal control systems within their organizations, as
this paper mentioned earlier that the management
accountants report to the vice president of various
operations, their reports cover extent patterns and
causes of fraud, an overview of risk management, fraud
prevention, identifying fraud and responding to fraud
can be all measured, (CIMA).

Prevention fraud is the best way to stop fraud.
There are various 