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PREFACE

The e-book of the 8" International Seminar of Entrepreneurship and Business (ISEB 2020) is an
electronic publication for revised and extended papers presented at the ISEB 2020 on the 22
November 20120. This conference was organized by Faculty of Entrepreneurship and Business,
Universiti Malaysia Kelantan. All papers in the e-book correspond to communications submitted and
accepted for the ISEB 2020 conference. The committee received encouraging submission from
various academic fields for this conference. All papers to the conference went through a blind review
by the reviewers prior to being accepted to the conference. A total of 48 articles were presented at
the conference and included in the eBook.

On the whole, the eBook presents a comprehensive overview of ongoing studies in latest issues and
challenges in the field of Entrepreneurship and Business, particularly on Digital Entrepreneurship
and beyond. The e-book contains thirteen parts that represent papers presented across 13 sub-
themes at the ISEB 2020 conference. The editors and co-editors do not necessarily endorse or share
the ideas and views presented in or implied by the papers included in this book.

Access to open e-book <can be viewed or downloaded through https:/fkp-
portal.umk.edu.my/web/chapterinbook/paper?purl=current-issues-entrepreneurship-business-2020.
We hope this e-book will provide a useful reference for academicians and researchers. With the large
number of participants, this conference has achieved its main goal which is to unite educators,
researchers and industry players to share results and knowledge in order to stimulate and maintain a
research culture in the university.

Representing the editorial committee, | would like to thank all the evaluators of the working papers
in their tireless efforts to review and evaluate the papers submitted for this conference. | would also
like to thank all the authors for reviewing their papers immediately according to the requirements of
the conference. Finally, special thanks are extended to the organizers of the ISEB 2020 committee,
for making this conference a success.

Editorial Member
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Does Corporate Governance Reformations Make the
Difference?
The Case of Malaysia

Noorul Azwin Md Nasir!, Hafiza Aishah Hashim? and Nadzirah Mohd Said*
Faculty of Entrepreneurship and Business,
Universiti Malaysia Kelantan, Malaysia
2 Faculty of Business Economics and Social Development,
Universiti Malaysia Terengganu, Malaysia

Email: azwin@umk.edu.my; hafizaaishah@umt.edu.my; nadzirah.ms@umk.edu.my

Abstract - This paper reviews the performance of corporate governance practices in Malaysia from
the beginning of the twenty-first century until recently. This paper also highlights the history of
corporate governance practices in Malaysia and the scenario of accounting manipulations. Malaysia
is a multi-ethnic society that requires managing corporations and firms collectively. Hence, corporate
governance practices and good practices are compelled to fit society’s uniqueness. This paper used
the survey findings from the year 2002 to the year 2018 and discussed the corporate governance
performance related to accounting manipulations in Malaysia. The market ranking survey oversees
five (5) categories of corporate governance scores: rules and regulations, enforcement, political/
regulatory environment, adoption of International Generally Accepted Accounting Principle, and
corporate governance culture. The findings reported that firms in Malaysia have benefited from good
laws and regulations through corporate governance reforms.

Keywords: corporate governance; accounting manipulations; financial statement fraud

Introduction

Studies confirms that strong corporate governace structures and practices able to minimize
accounting manipulations in firms (GarciaLara, Osma, & Neophytou, 2009; Yang, Jiao, &
Buckland, 2017). Shu, Chen, and Lin (2018) revealed that effective corporate governance
could improve internal control quality. On top of that, a multitude of studies has emphasised
the importance of corporate governance in firms as it could enhance financial reporting
quality ( Smaili & Labelle, 2009; Nor, Ahmad, & Saleh, 2010; Sapena Bolufer, Paniagua,
Rivelles, & Sapena, 2018; Igbal & Nawaz, 2019). As a developing country, Malaysia has
always been the focus of numerous potential investors who seek stable, sustainable,
trustworthy, and reliable firms to capitalise their resources.

There were no enforcement bodies during that time to ensure that firms complied with these
accounting standards (Tan, 2000). In the beginning, Malaysia adopted the accounting
standards in compliance with the International Financial Reporting Standards (IFRS) and
International Accounting Standards (IAS) issued by the International Accounting Standard
Board (IASB). A formal enquiry will be conducted against firms that ignore these
requirements, where appropriate action will be affected on the guilty firms (Tan, 2000).
However, these issues underline the punitive measures instead of preventive ones.
Consequently, the Malaysian Accounting Standard Board (MASB) was formed under the
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Financial Reporting Act (1997). The formation of the MASB obliged authorities to issue,
revise, review, and adopt accounting standards in Malaysian businesses (Saleh, Iskandar, &
Rahmat, 2005). Presently, financial reporting in Malaysia has adopted the Malaysian
Financial Reporting Standards (MFRS) issued by MASB since January 1%, 2012. The MFRS
is a standard that wholly complies with the IFRS framework, increasing the credibility and
transparency of financial reporting in Malaysia. This compliance aligns with the global
business requirements and needs, and thus, the convergence has helped Malaysian businesses
with the standardised assurance that comply with the IFRS.

In Malaysia, corporate financial reporting is primarily governed through the Malaysian Code
of Corporate Governance (MCCG), the Companies Act 1965 (Act 125), the Bursa Malaysia
Listing Requirements, and the International Standard on Auditing (ISA). These rules and
regulations significantly contribute, influence, and act as controlling mediators in preventing
accounting manipulations in Malaysia (Wahab, How, & Verhoeven, 2007). These laws and
regulations are authorised by the Securities Commission of Malaysia (SCM), the Companies
Commission of Malaysia (CCM), the Bursa Malaysia, and the Malaysian Institute of
Accountants (MIA). As the authorised regulatory bodies, these empowered agencies are
responsible for ensuring strict compliance with the financial reporting standards.

The Reformations of the MCCG and Corporate Governance Attributes

Established in the year 1998, the Malaysian Institute of Corporate Governance (MICG) is an
independent corporate governance institute and is the most recognised agency allied with
corporate governance matters in Malaysia. Its primary function is to create awareness and
good corporate governance in Malaysia by insisting that every public firm’s board of
directors complies with the MCCG in its annual reports. The MICG also handles corporate
governance matters that complement the CCM, Bursa Malaysia, SCM, and MIA.

Since the year 1993, the SCM has taken consistent actions to reinforce the corporate
governance regulatory framework. The MCCG was issued in 2000 as a commitment of the
government and the private sector to promote sound corporate governance standards in
Malaysia. In the year 2007, a revised version of the MCCG was published. Other milestones
in the SCM corporate governance journey included the establishment of the Corporate
Governance Blueprint 2011 to encourage greater internalisation of good governance culture,
mandate the establishment of a Nominating Committee, review the development of
integrated reporting, establish an institutional investors council, and formulate an industry-
driven institutional investors code. In 2012, the SC issued the MCCG 2012 to remain relevant
and globally aligned as the best practices and standards.

In 2017, the SC released the new and enhanced MCCG that supersedes the previous MCCG.
Following that, the SCM has published the Corporate Governance Strategic Priorities 2017-
2020, which focused on five priorities: to enhance the corporate governance regulatory
framework, strengthen the corporate governance ecosystem, promote greater gender
diversity on boards, embed corporate governance culture early in the life cycle of companies
and among youth, and leverage technology to reinforce monitoring of corporate governance
practices and shareholder activism. The following sections describe the content of the board
of directors and audit committee classified in the MCCG best practices in Malaysia.

Beasley (1996) conducted a pioneer study on corporate governance and financial statement
fraud. The studies on corporate governance effectiveness also grows since the last decade. A
study by Kouaib and Almulhim (2019) discovers that boards’ diversity is associated with .
The MCCG stated that an effective board ensures the duties discharged cover the issues of
planning, evaluating, and implementing the best practices, which improve a firms’
performance. The board also needs to ascertain that the firm conforms with enacted laws,
policies, and standards produced by regulators and policymakers. The MCCG and the Bursa
Malaysia stated that the board members must have a balanced number of executive and non-
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executive directors. This balance is required so that no individual or group of individuals can
dominate the board’s decision-making. Besides, the MCCG and the Bursa Malaysia stated
that an effective percentage of independent non-executive directors should be one-third of
the board membership. Another requirement of the MCCG is selecting the board of directors,
which should be based on skills, expertise, experience, and integrity to preserve and enhance
professionalism and qualifications.

In addition, compulsory attendance to training programmes prescribed by Bursa Malaysia
for all board members is necessary to enable directors to discharge their duties effectively.
Moreover, all attendance or absenteeism during training courses must be disclosed in the
annual report. This rule is written in Practice Note Five (5) in pursuance of the compulsory
Main Board listing requirement. The MCCG addresses the scenario of having the same
person holding the position of Chairman and Chief Executive Officer (CEO), also known as
duality, which could reduce the quality of financial reporting. Due to this possible conflict
of interest, the MCCG advises different people to hold this position to provide a balance of
power and authority.

Accounting manipulations in Malaysia has always been the public’s concern with regard to
professional ethics. In the event of corporate collapse, one should not ignore the importance
of audit quality (Mufioz-lzquierdo, Camacho-Mifiano, Segovia-Vargas, & Pascual-Ezama,
2019). In 1994, Bursa Malaysia deemed it necessary for public firms in Malaysia to establish
audit committees to improve the monitoring system of financial reporting processes and
corporate governance. According to the MCCG, the chairman of the audit committee must
not be the chairman of the board. The audit committee should also comprise solely of
independent directors. This independence is assured as the audit committee must respond
directly to the head of the firm’s internal auditors.

Furthermore, the audit committee must possess the necessary skills, including financial
literacy, knowledge in financial reporting processes, and consistent participation in
continuous professional development courses to remain informed of accounting and auditing
standards, practices, and rules. Also, internal audit should be executed objectively and
always independent from the management and the functions of its audits. The audit
committee must be responsible for deciding the audit fees and appoint an external auditor
for the firm. The MCCG emphasises that the audit committee must undertake an in-depth
review of the quarterly and year-end financial reports and offer assurance on the compliance
of all accounting standards and legal requirements. Moreover, the audit committee must be
accountable for issues regarding ongoing concerns, an audit’s changes or adjustments, and
accounting policies and practices in financial reporting. The ISA 240 on The Auditor’s
Responsibilities Relating to Fraud in an Audit of Financial Statements highlights the
auditor’s responsibility to prevent and detect any financial statement fraud. The ISA 240
further stated that the auditor should be aware of potential earnings management activities,
leading to illegal accounting adjustments. Given the importance of audit committees, their
tasks could help strengthen the corporate governance structure, particularly in identifying
any financial reporting threats.

3. Methodology

3.1 Sampling and Data Collection

This research discussed the mixed performance of corporate governance practices in
Malaysia. As an overview of the results of corporate governance practices in Malaysia, this
research included the findings generated from a periodic corporate governance report,
namely CG Watch, from 2003 to 2018. Since 2003, the Credit Lyonnais Securities Asia
(CLSA) has collaborated with the Asian Corporate Governance Association (ACGA) to
publish corporate governance reports every two years under the publication named CG
Watch. Presently, the ACGA and CLSA have produced nine (9) reports. The ACGA must
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circulate the market rankings survey as the methodology used in gathering corporate
governance performance in Asia. The CG Watch Report consists of twelve (12) markets from
countries in Asia-Pacific (i.e., Malaysia, China, Hong Kong, India, Indonesia, Korea,
Philippines, Singapore, Taiwan, Thailand, Australia, Japan). A collective result from
Malaysia’s corporate governance is gathered for this research.

Since its early publication, the market ranking survey oversees five (5) categories of
corporate governance scores: the rules and regulations (examining fundamental rules on
corporate disclosure, governance and shareholder rights, assessing the way specific rules
were being implemented by companies), enforcement (evaluate the rigour and depth of
public and private enforcement), political/regulatory environment (overview of the key
regulatory and governmental institutions overseeing the capital markets, including central
banks, securities commissions, stock exchanges, the judiciary, anti-corruption commissions,
and the media), adoption of International Generally Accepted Accounting Principle
(IGAAP) (rating the quality of accounting and auditing standards and practices as well as the
effectiveness of audit regulations), and corporate governance culture (the category that
focused on company practices on governance, the involvement of shareholder groups,
professional bodies, business associations, and others). In the 2018 CG Watch Report, the
categories had increased to seven (7), namely government and public governance, regulators,
corporate governance rules, listed companies, investors, auditors and regulators, and civil
society and media.

The score for each corporate governance category is scaled between one (1) to ten (10).
Throughout the years, the surveys involved rigorous questions filled by the CLSA’s analysts
for the companies included. There were instances where the questions were separated,
combined, deleted, and added. The scoring system also changed over the years to achieve
the best possible survey findings and minimise the possibility of neutral-bias. For example,
the survey was previously started with a ‘yes’ and ‘no’ answer but has changed to a five-
point system (0, 0.25, 0.5, 0.75, 1), and then to the latest six-point scoring system (0, 1, 2, 3,
4, 5). The purpose of this reorganisation is to draw better recommendations towards targeted
stakeholders.

4. Results

4.1 Average Corporate Governance Score

Referring to Figure 1, from 2002 to 2018, the average corporate governance scores from
scale one (1) to ten (10) have exhibited a mixture of an upward and downward shift of data
over time. Various significant events that occurred in Malaysia have directly or indirectly
influenced the corporate governance score. For instance, the implementation and
enforcement of new corporate governance initiatives were introduced in 2001. This
implementation only stabilised until the year 2003. The corporate firms in Malaysia are
moving in the right direction, and their performance has not been affected by any major
changes in the past years. Besides, there are indications of stricter enforcement and
transparency issues.

Additionally, the CG scores in 2007 improved slowly as the company law amendments
transpire. Despite multiple accounting manipulations recorded in large and popular firms,
the corporate governance scores consistently improved until 2014. The steady improvement
indicates that corporate governance issues are always closely monitored to minimise
negative influence towards other operating firms. This improvement is made possible from
the government’s continued implementation of CG Blueprint 2011. Although the graph
shows a slight downward trend, Malaysia continued to improve corporate governance
practices and became among the early adopter of corporate social responsibility and
reporting standards. In 2018, Malaysia was declared the biggest gainer and toughest
competitor compared to other countries despite the year’s political changes.
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Figure 1: Average Corporate Governance Score from the year 2002 to the year 2018
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Subheadings 4.2 to 4.6 elaborate on the patterns of average corporate governance scores
compared to five (5) categories of corporate governance scores, namely rules and
regulations, enforcement, political/regulatory environment adoption of IGAAP, and
corporate governance culture assessed in the CG Watch Report from 2003 to 2018.

4.2 Rules and Regulations

The corporate governance environment in Malaysia faces continuous evolvement, a sign of
adapting to global changes. This consistent growth is possible through the revision of
numerous regulatory requirements, including the appointment of the board of directors, audit
committee, and accounting standards to ensure Malaysian corporate governance practices
are in the right direction. Figure 2 provides the graphical corporate governance scores
regarding the rules and regulations from 2002 to 2018.

Figure 2: Rules and Regulations vs Average Corporate Governance Score
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The above graph shows that corporate governance scores of rules and regulations remained
static from 2002 to 2003. The score is also higher than the average corporate governance
scores, proving that the rules and regulation are one of the factors that greatly affect positive
average corporate governance scores. After 2003, the score declined until 2007 and then
reached below the average corporate governance scores, despite the changes in overall
corporate governance scores. As mentioned previously, the revised version of MCCG was
published where various rules and regulations were established, requiring expertise and
enforcement. Later, the rules and regulations graph trend followed the average corporate
governance scores and shifted above the average score in 2018. The reason behind the rules
and regulation not achieving high scores as 2002 and 2003 despite the upgrade of
enforcement and expertise is due to the issue of One (1) Malaysia Development Berhad
(IMDB) crisis. This crisis involved a political and regulatory environment for the public and
corporate governance, which directly affected the corporate governance scores in total.

4.3 Enforcement

Enforcement is a sign of a country’s stricter implementation of the MCCG. Multiple
management and financial fraud are detected through tougher enforcement. Malaysia regards
corporate governance matters seriously, as proven through the conviction of guilty
individuals who could face the court, pay fines, and even prison time for securities crime.
Figure 3 shows the scale of the corporate governance score, which presents the score of
enforcement is below the average corporate governance score. The occurrence of accounting
manipulations and continuous violation of the law signifies that Malaysia has weak
enforcement of regulations. However, from the start of 2010 to 2018, the increment of
enforcement scores is positive and improved. Interestingly, the enforcement score increment
reached close to the average corporate governance score. This score indicates the true level
of progress made by the regulators in gaining investors’ confidence in the Malaysian market.
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Figure 3: Enforcement vs. Average Corporate Governance Score
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4.4 Political and Regulatory Environment

Similar to other countries, Malaysia endures several political issues that affect its citizens
and investors. As shown in Figure 4, from the start of 2002 to 2005, the score of the political
and regulatory environment is below-average but increased until it exceeds the average
corporate governance score. The positive improvement signifies that firms are taking
transparency and accountability issues seriously. Nevertheless, there are still doubts about
the regulatory system’s effectiveness, which caused slight descending scores in 2007 but
remained above the average of corporate governance scores. The drop is quickly mended,
and the scores increased again until the year 2012. Due to various concerns over fighting
corruption, media freedom, investigations, unsolved crimes and prosecutions, the scores for
the political and regulatory environment has dropped below the average corporate
governance SCores.
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Figure 4: Political and Regulatory Environment vs. Average Corporate Governance Score
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4.5 Adoption of International Generally Accepted Accounting Principle (IGAAP)

The adoption of IGAAP proves that firms in a country are making continuous effort to ensure
local reporting standards align with the international standards. In Malaysia, the IFRS has
been promoted since the year 2004. As displayed previously, the score for IGAAP adoption
is constantly over the average corporate governance score. For years, Malaysia has been
ahead of other Asian countries in adopting the international approach. Malaysia has fully
adopted IFRS at the beginning of 2012. The decrement in 2004’s score followed the
reduction of average corporate governance score, which occurred in the same year of stricter
enforcement and the financial and operational struggles faced by multiple public firms. At
present, the adoption of IGAAP scores are stable for more than a decade and maintained the
above-average corporate governance scores during these years.
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Figure 5: Adoption of IGAAP vs. Average Corporate Governance Score
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4.6 Corporate Governance Culture.

As presented in Figure 6, in 2002 and 2003, the score of corporate governance culture is
above the average corporate governance score. The CG Watch Report stated that many forms
over substance among companies and weak involvement of institutional investors. After
2003, the scores of corporate governance culture dropped below-average. The lowered
scores are partly due to the low penetration of investors into Malaysian firms. During those
years, firms were encouraged to have meaningful dialogues with existing shareholders and
potential investors to gain their confidence. Raising awareness among Malaysian firms took
time, but succeeded as the score increased again after 2010. This hike is because firms are
offering more disclosures, there is a separation of the firm’s CEO and Chairman and
employing corporate governance good practice.

Figure 6: Corporate Governance Culture vs. Average Corporate Governance Score
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5. Discussions

5.1 Corporate Governance Performance in Malaysia

Based on the results presented in the previous section, Malaysia has acquired significant
improvement in most categories. According to the CLSA and ACGA, Malaysia is
acknowledged as the highest gainer of the top-down survey as well as this year’s CLSA’s
bottom-up one. These achievements show that responsible agencies and regulatory bodies
are applying serious enforcement to ensure firms practice decent corporate governance
aspects despite the country’s financial crisis or political issues. In the context of market
ranking based on twelve countries, Malaysia has climbed from seventh place in 2016 to the
fourth place during 2018. This accomplishment happened due to an aggressive periodical
review of corporate governance code, including the government’s serious commitment to
tackling corruption issues, enhancing financial regulators, and institutional investors’
performance. The citizens have voiced their concern on the government’s ability to clear the
country from corruption and cronyism. Furthermore, citizens now have the mindset for
strong commitment and better practices, and thus, corporate governance practitioners are
pressured to be more transparent, accountable, and fair.

Based on the category of government and public performance, Malaysia has performed
below the average corporate governance score for approximately a decade. Nonetheless, the
score ascended above-average scores in recent years, while other markets underperformed
in this category. The rise is due to clear and improved credible strategies for corporate
governance reformation, and well-established and independent commission against
corruption. One should not neglect the link between corporate governance and financial
performance (Igbal & Nawaz, 2019). Regarding the enforcement category, the country
struggled to achieve an above-average corporate governance score. It should be noted that
the presence of proper enforcement in handling undesirable behaviours could influence the
way firms compete and emerge (Nakpodia & Adegbite, 2018). Over the years, Malaysia
performed better because the regulators tend to enhance their enforcement to gain more
attraction and new funding. As for the third category that is the political and regulatory
environment, Malaysia struggles to perform consistently well as various events occurred.
Although markets are doing well on a regulatory basis, however, there is a need to control
shareholders, and it is challenging to be independent. As this is a difficult task, Nakpodia &
Adegbite (2018) highlighted that intervention by outsiders and stakeholders would reflect
the legitimacy and effectiveness of corporate governance practices.

In relation to IGAAP adoption, Malaysia constantly stays above the average corporate
governance score. Due to Malaysia’s full adoption of MFRS, the country fits into
international standards of financial reporting, which is IFRS. The high score achieved by
Malaysia compared to other countries confirmed that Malaysia practices independent audit
regulators in striving to accomplish the best performance of audit quality. Ensuring that firms
comply with the required accounting standards is vital as investors and analysts find the
financial reporting useful in predicting a firm’s future performance (Pathiranage & Jubb,
2018). Regarding corporate governance rules, Malaysia struggles to catch up with other
countries. A study by Omar, Johari, & Hasnan (2015) produced evidence that improvement
in corporate culture is essential to overcome the occurrence of accounting manipulations.
For instance, Bursa Malaysia plays a big role in changing the culture as the Stock Exchange
supports by organising numerous seminars and training courses to the public firms. In
addition, Bank Negara Malaysia, the central bank, has been organising a strong director
training programme that provides leadership development and corporate governance
training. With these hard and consistent efforts from the regulated bodies, it is hoped that the
corporate governance culture scores would exceed or reach the same level of the average
corporate governance score.
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5.2 Corporate Governance in Minimizing Accounting Manipulations

In dealing with financial statement fraud, Hashim, Salleh, Shuhaimi, and Ismail (2020)
revealed that fraud can still transpire even when standard operating procedures are
performed. The reasons are displayed through the fraud triangle framework that explains the
factors that instigate an individual to commit fraud, due to opportunity, incentive, and
rationalisation. It was also submitted that fraud is less likely to happen in a firm that
conducted higher corporate responsibility, reflecting social responsibility (Li, 2018).
Nonetheless, mutual monitoring can provide check and balance on the corporate governance
system in handling issues between firms’ owners (shareholders) and firms’ executives
(managers) (Li, 2014).

It was argued that good corporate governance structures could minimise the risk of financial
fraud (Igbal & Nawaz, 2019; Sapena Bolufer et al., 2018; Nor et al., 2010; Smaili & Labelle,
2009). This minimisation is achieved when effective corporate governance enhances the
firm’s efficiency through financial reporting integrity and quality (Zhai & Wang, 2016;
Rezaee, 2002). The practice of creative accounting with the objective of stimulating financial
performance may also trigger accounting manipulations (Mihalceo, 2019). The SCM is
established in 1993 with investigative and enforcement powers to protect investors. As the
issuer of the MCCG, the SCM enabled shareholders and the public to assess and determine
corporate governance standards for public firms. The SCM is also responsible for taking
regulatory action on firms that are convicted of financial statement fraud. The SCM states
that the issuance of the MCCG shows collaborative efforts between the government and the
industry.

Moreover, the MCCG ensures that corporate governance structures meet the acceptable
quality level. Wahab et al. (2007), in their study on 440 firms in Malaysia, reported that
corporate governance structures have strengthened after the establishment of MCCG.
Despite that, the SCM periodically ascertains that the MCCG is revised to promote ethical
governance further. The first amended version MCCG was released in October 2007 to fulfil
global requirements. On top of that, the MCCG’s approach is flexible and does not require a
firm’s strict adherence to the code. However, firms are still within the prescribed MCCG and
must report if they fail to meet the code’s requirements.

The formation of MCCG by the SCM helps to ensure corporate governance mechanisms
assist investors and other stakeholders in seeking reliable and fraud-free financial statement
information. Generally, the findings reported in the CG Watch Report confirm that firms in
Malaysia have benefited from good laws and regulations through corporate governance
reforms. Although the survey revealed that Malaysia is ranked number one in Asia for having
the most rules and regulations for corporate governance, Malaysia is rated average regarding
enforcement. Thus, it should be stressed that having well-written rules and regulations for
accounting practices is insufficient in producing strong corporate governance structures.
Hence, the presence of strong corporate governance is crucial to reduce financial fraud
occurrence further.

6. Conclusion

This paper highlighted the improvement of corporate governance in Malaysia since the
beginning of the 21% century. Judging by the figures and charts of corporate governance
scores, there is no complete and concrete summary. Nevertheless, the 2018 Malaysian
corporate governance scores showed that Malaysia has improved compared to other
countries, including Australia, Hong Kong, Singapore, Taiwan, Thailand, India, Japan,
Korea, Chlna Philippines, and Indonesia. Besides, the practice of corporate governance in
Malay5|a dlsplayed improvement in terms of ranklng Based on five (5) categories of survey
questions: rules and regulations, enforcement, political/regulatory environment adoption of
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IGAAP, and corporate governance culture, the findings discovered that firms in Malaysia
have benefited from good laws and regulations through corporate governance reforms.

This study summarised the findings generated from a periodical CG Watch Report from the
year 2003 to 2018. This study also underlined the actions of responsible agencies and
regulatory bodies determined to have a decent corporate governance practice in Malaysia,
especially in minimising financial fraud occurrence in the country. Therefore, possible
endogeneity issues that are usually discussed in corporate governance studies were not
discussed in this research.

Furthermore, this research provides performance evaluations on corporate governance
practices in Malaysia and the scenario of financial statement fraud and accounting
manipulations of the country. This study’s findings are relevant to regulators, board
members, shareholders, potential investors, analysts, and others to produce more informative
timely comparisons. Future research should consider analysing and comparing the corporate
governance performance in Malaysia with the corporate governance performance of other
countries in Asia.

7. Acknowledgement

We thank the Credit Lyonnais Securities Asia (CLSA) and the Asian Corporate Governance
Association (ACGA) for the permission to use the outcomes and information written in the
CG Watch Report (2003-2018) as a useful insight for this article.)

8. References

Beasley, M. S. (1996). An empirical analysis of the relation between the board of director
composition and financial statement fraud. Accounting Review, 71(4), 443-465.

CG Watch: Corporate Governance in Asia; Fakin’ It Board Games in Asia. (2003). Hong
Kong.

CG Watch: Corporate Governance in Asia; Spreading the Word, Changing Rules in Asia.
(2004). Hong Kong.

CG Watch 2005: Corporate Governance in Asia; The Holy Grail, Quality at Reasonable
Price. (2005). Hong Kong.

CG Watch 2007: Corporate Governance in Asia; On a Wing and a Prayer, The Greening of
Governance. (2007). Hong Kong.

CG Watch 2010: Corporate Governance in Asia Stray not into Perdition; Asia’s CG
Momentum Slows. (2010). Hong Kong.

CG Watch 2012: Corporate Governance in Asia; Tremors and Cracks, Governance Issues
Resurface. (2012). Hong Kong.

CG Watch 2014: Dark Shades of Grey, Corporate Governance Sustainability in Asia.
(2014). Hong Kong.

CG Watch 2016: Ecosystem Matter, Asia’s Path to Better Home-Grown Governance. (2016).
Hong Kong.

CG Watch 2018: Hard Decisions, Asia Faces Tough Choices in CG Reforms. (2018). Hong
Kong.

Garcia Lara, J. M., Osma, B. G., & Neophytou, E. (2009). Earnings quality in ex-post failed
firms. Accounting and Business Research, 39(2), 119-138.

Hashim, H.A., Salleh, Z., Shuhaimi, I. and Ismail, N.A.N. (2020), "The risk of financial
fraud: a management perspective,” Journal of Financial Crime, Vol. ahead-of-print No.

12



8™ International Seminar of Entrepreneurship and Business (ISEB 2020)
22 November 2020

ahead-of-print. https://doi.org/10.1108/JFC-04-2020-0062

Igbal, S., & Nawaz, A. (2019). Financial performance and corporate governance in
microfinance: Evidence from Asia. Journal of Asian Economics, 60, 1-13. Retrieved
from https://www.sciencedirect.com/science/article/pii/S1049007817301616

Kouaib, A., & Almulhim, A. (2019). Earnings manipulations and board's diversity: The
moderating role of audit. The Journal of High Technology Management Research,
30(2), 100356. Li, Z. F. (2014). Mutual monitoring and corporate governance. Journal
of Banking & Finance, 45, 255-269.

Li, Z. F. (2018). A survey of corporate social responsibility and corporate governance.
In Research Handbook of Finance and Sustainability. Edward Elgar Publishing.

Mihalcea, P. D. S. M. M. (2019). The role of creative accounting in" stimulating" financial
performance. The Journal Contemporary Economy, 4 (1) 86-92.

Mufioz-lzquierdo, N., Camacho-Mifiano, M. D. M., Segovia-Vargas, M. J., & Pascual-
Ezama, D. (2019). Is the external audit report useful for bankruptcy prediction?
Evidence using artificial intelligence. International Journal of Financial Studies, 7(2).
https://doi.org/10.3390/ijfs7020020

Nakpodia, F., & Adegbite, E. (2018). Corporate governance and elites. Accounting Forum,
42(1), 17-31. https://doi.org/10.1016/j.accfor.2017.11.002

Nor, J. M., Ahmad, N., & Saleh, N. M. (2010). Fraudulent financial reporting and company
characteristics: Tax audit evidence. Journal of Financial Reporting and Accounting,
8(2), 128-142.

Omar, N., Johari, Z. A., & Hasnan, S. (2015). Corporate Culture and the Occurrence of
Financial Statement Fraud: A Review of Literature. Procedia Economics and Finance,
31, 367-372. https://doi.org/10.1016/s2212-5671(15)01211-3

Pathiranage, N. P. W., & Jubb, C. A. (2018). Does IFRS make analysts more efficient in
using fundamental information included in financial statements? Journal of
Contemporary Accounting and Economics, 14(3), 373-385.
https://doi.org/10.1016/j.jcae.2018.10.004

Rezaee, Z. (2002). Financial statement fraud: Prevention and detection. New York: John
Wiley & Sons, Inc.

Saleh, N. M., Iskandar, T. M., & Rahmat, M. M. (2005). Earnings management and board
characteristics: Evidence from Malaysia. Jurnal Pengurusan, 24, 77-103.

Sapena Bolufer, J., Paniagua, J., Rivelles, R., & Sapena, J. (2018). Corporate governance
and financial performance: The role of ownership and board structure. Journal of
Business Research, 89, 229-234. https://doi.org/10.1016/j.jbusres.2018.01.060

Shu, W., Chen, Y., & Lin, B. (2018). Does corporate integrity improve the quality of internal
control? China  Journal of Accounting Research, 11(4), 407-427.
https://doi.org/10.1016/j.cjar.2018.09.002

Smaili, N., & Labelle, R. (2009). Preventing and detecting accounting irregularities: The role
of corporate governance. Available at SSRN 1324143.

Tan, L. T. (2000). Financial Accounting and Reporting in Malaysia (2nd ed., Vol. 2).
Retrieved from http://books.google.com.au/books?id=HdJZAAAACAAJ

Wahab, E. A. A., How, J. C. Y., & Verhoeven, P. (2007). The impact of the Malaysian code
on corporate governance: Compliance, institutional investors and stock performance.
Journal of Contemporary Accounting & Economics, 3(2), 106-129.

Yang, D., Jiao, H., & Buckland, R. (2017). The determinants of financial fraud in Chinese
firms: Does corporate governance as an institutional innovation matter? Technological
Forecasting and Social Change, 125, 309-320. Retrieved from

13



8™ International Seminar of Entrepreneurship and Business (ISEB 2020)
22 November 2020

https://www.sciencedirect.com/science/article/pii/S0040162517309289

Zhai, J., & Wang, Y. (2016). Accounting information quality, governance efficiency and
capital investment choice. China Journal of Accounting Research, 9(4), 251-266.
https://doi.org/10.1016/j.cjar.2016.08.001

14



8™ International Seminar of Entrepreneurship and Business (ISEB 2020)
22 November 2020

The relationship between Responsibility Accounting and
Employee’s Performance: New evidence from University of Jos
Nigeria

Livinus Nkuri Maimako?!
putra Business School,
Universiti Putra Malaysia,
Malaysia

Email: mrmaimakolivinus@gmail.com

Abstract - The study aims to investigate the relationship between responsibility accounting and
employee’s performance. It is also one of the few studies to test this relationship in Nigeria public
universities and focusing on university of Jos. The study applies regression model and survey for the
analysis. The results demonstrate that factors of responsibility accounting such as: management
decentralization, division of organization into centre of responsibility, reward and reports were found
to be significant on employee’s performance. However, factors such as: estimate and reality, cost and
income allocation, University Autonomy and estimate were found not significant on employee’s
performance. The practical implication of this study is that the university management should
consider responsibility accounting when management decision so as to improve employee
performance and more accountability. The originality of this study is that it is one of the few studies
on responsibility accounting on employee’s performance in Nigeria public universities with focus on
university of Jos.

Keywords: Responsibility Accounting, Employees performance, financial accounting, Jos

1. Introduction

The relationship between responsibility accounting and employees performance is notable
in management accounting literature. Demski(1976),Baiman and Noel (1985), Choudhury
(1986) and Antile and Demski (1988) are considered to be the earliest scholars to address
this issue. In addition, there empirical evidence of the relationship between responsibility
accounting and employees performance. Recently, Tuan (2017), Nguyen, Nguyen and pharm
(2019), Nguyen (2020) and Tran, Dinh (2020) are among those who recognize such
relationship has been fairly neglected in the West African region, especially, in Nigeria
universities.

Literature Review

2.1 Employee’s Performance

There are diverse definitions of Employee’s Performance in literature, however in this study

few definitions will be look at. In the study of Shields, Rooney, Brown and Kaine, (2020)

define employees performance as the degree to which an employee executes the duties and

responsibilities. Thus, in the words of Cardy (2004) employee performance has been related

to outcomes. The study done by Ferris, Lian, Brown, Pang and Keeping ( 2010) describe

Employee’s performance as a system of behaviors related to the organizational objectives or
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organizational departments’ goals for which everyone has been assigned with a task to be
fulfilled. The relationship between ethical leadership and performance of employees in
Guilan University of medical sciences has shown an indirectly significant relationship as
posited by (Kelidbari, Fadaei, & Ebrahimi 2016). In another similar study, Kia, Halvorsen,
and Bartram (2019) demonstrated that the relationship between ethical leadership and job
performance with mixed relationship. Based on this, there is the need to raise a hypothesis
to test the relationship between responsibility accounting and job performance.

2.2 Responsibility Accounting

Horngreen, Datar, and Foster (2004) define responsibility accounting as a system of
accounting that identifies various responsibility centres through the organization and
reproduces the plans and action of these centres by allocating particular revenues and costs
to the one having the relevant responsibility. In Islamic perspective the following quotation
in Nawaiseh, Zeidan, Falahat, and Qtish, (2014) state that responsibility accounting “the
noble Qur’an and the noble Suna , refer to responsibility accounting , where the Quraa’n
cleared that the individual is responsible in front of allah about his deeds and behaviours in
this life in what is the things are tiny or not , allah says in holy Qur’an : “So whosoever does
good equal to the weight of an atom (or a small ant ) shall see it , And whosoever does evil
equal to the weight of an atom (or a small ant ) shall see it *“, Zalzala(The earth quake, one
of our messenger prophet Mohammad’s sayings(Hadith) (Peace be upon him) about
responsibility basis is :“All of you are responsible and quardians for his subjects , the ruler
is guardian of his subjects , the man is quardian of his family ,the woman is quardian and
is responsible for her husband’s home and his offspring , and so, all of you are quardian and
are responsible for his subjects, “The following quotation from Mohammad, the God's
messenger (PBUH) must be considered in the general way: (Audit yourself(discharge your
accountability) before being audited) contrary to a complete transparency which might be
inferred from the appearance of the quotation.” Albukhari and Muslim. In another similar
way, Arya, Glover, and Radhakrishnan, (2007) Describe responsibility accounting as a
system where managers should be held accountable for variables they control. They further
argue that in the definition of responsibility accounting there ambiguity on the word control
and suggested that controllability is the relative word to explain it (Arya et. al., 2007).
However, one major issues of concern has been the question of what is the appropriate cost
to be charged to a particular cost centre? Callen and Livnat (1989) cited AAA, (1956)
suggested some guidelines deciding the suitable cost to be charged to a person (responsibility
center) are as follows:(a) If the person has authority over both the acquisition and the use of
services, he should be charged with the cost of such services. (b) If the person can
significantly influence the amount of cost through his own action, he may be charged with
such costs.(c) Even if the person cannot significantly influence the amount of cost through
his own direct action, he may be charged with those elements with which the management
desires him to be concerned so that he will help to influence those who are responsible Rowe,
Birnberg, and Shields (2008) stressed that responsibility accounting is a mechanism in which
group of responsibility Centre managers are held accountable for their actions. Lin and Yu
(2002) Observed that companies operates in diverse socio-economic environments and
require different procedures of cost control system, target costs, static cost estimation,
flexible cost estimation, performance evaluation, internal pricing and gap analysis. The study
showed the effect of responsibility accounting on improving the system of cost control,
minimizing production costs, inspiring employees and aiding businesses to achieve the set
objectives. The factors affecting responsibility accounting in the university as enumerated
by Nguyen, (2020) are: Management Decentralization Division of the organization into
16
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responsibility centers, Estimation and Reality, Cost and income allocation, University
autonomy, Management decentralization, Estimation, Reward, and Report.

2.2.1 Management Decentralization

Decentralization of management refers to the process of delegating decision making powers
by superior managers to divisional managers so as to evaluate the performance and
effectiveness of the divisional managers (Nguyen 2020). Several scholars have studied the
relationship between decentralization of management and responsibility accounting and
found out there is a positive relationship (Nguyen, 2020; Nguyen et al. 2019; Hanini 2013;
Fowzia 2011).

H1: there is a positive relationship between decentralization of management and employee
performance.

2.2.2 Division of the organization into responsibility centers

It is the process of assigning each manager to a responsibility centre. This gives management
the opportunity to hold a manager of a responsibility centre to be held accountable to cost
centre he or she controls. Researchers have tested the relationship between divisions of the
organization into responsibility centers and responsibility accounting (Nguyen, 2020;
Nguyen et al. 2019; Hanini 2013; Fowzia 2011).Therefore, the following hypothesis is
postulated:

H2: There is a positive relationship between divisions of the organization into responsibility
centers and employees performance.

2.2.3 Estimation and Reality

This is the process of comparing budget and actual results so that the difference can be
identified. The result can be can be favorable or adverse. Again, numerous scholars have
tested the impact of estimation and reality on responsibility accounting units.

H3: Estimation and reality have positive relationship on employee’s performance.

2.2.4 Cost and income allocation

This is the record of income generated by each centre of responsibility and matching it with
the cost of that centre. Budget and policies of the organization are used as instrument for
regulating cost incurred by each centre of responsibility. The research carried out of Nguyen
et al. (2019), Nguyen (2014), Hanini (2013), Nguyen (2013), Gharayba et al. (2011), Pham
(2010), and Lin and Yu (2002) all show that the cost and income allocation have positive
impact on Responsibility accounting activities of units.

H4: There is a significant relationship between Cost and income allocation to employees
performance.

2.2.5 University autonomy

University autonomy means the non-interference or influence on the administration of
university. Some of major advantages of university autonomy include: creation of
innovation, effective administration and improve competition. However, in Nigerian
universities government interference is eminent. Government intervene in area quota for
minority groups, introduction of new teaching fields, control of governing councils,
standards of academic disciplines and accreditation of courses. Indeed, from time to time,
the government exercises a lot of influence on many issues bordering on administration and
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finance, such as the number of students, closure or amalgamation of courses, length of
courses, duration of academic years, financial audits, budgets and major capital expenditure.
Self-responsibility in accordance with the law on the planning, school development plans,
organization of training and scientific activities as well as technology, finance, international
relations, organization, and personnel.( Ekundayo & Adedokun 2009 ; Arikewuyo &
llusanya 2010).Based on this later scholars university autonomy has effect on the
administration. This provides the need for a further look at the relationship.

HS5: there is a positive relationship between universities Autonomy to employee’s
performance

2.2.6 Estimation

Estimation refers to the process of making annual operational budget for each centre of
responsibility. The following scholars have shown that estimation has impact on
responsibility accounting.Nguyen et al. (2019), Hanini (2013), Nguyen (2013), Pham (2010),
and Lin and Yu (2002) .

H6: there is a significant relationship between estimation to employee’s performance

2.2.7 Reward

Reward refers to the bonus given to an employee for extra effort. An efficient reward system
requires timely, transparent and effective reward system. In support, many researchers have
tested the impact of estimation on responsibility accounting such as Nguyen et al. (2019),
Nguyen (2014), Hanini (2013), Nyakuwwanika et al. (2012), Gharayba et al. (2011), and
Pham (2010)

H7: There is a significant relationship between rewards to employee’s performance

2.2.8 Report

Report refers to the process where managers of each responsibility centre gives financial and
non-financial reports of each responsibility centre to the superior manager for harmonization
of the reports. In the study of Nguyen et al. (2019), Tran (2015), Hanini (2013), and Hoang
(2010) all have shown that the report affects the Responsibility accounting activities of the
units.

H8: There is a significant relationship between reports to employee’s performance

2.3 Empirical Review

Wahdan and Emam (2017) indicated that there has been significant effect of supply chain
management on financial performance through increased productivity, reducing cost and
improving profitability. They stated that the application of efficient supply chain
management would improve the use of responsibility accounting through the efficient usage
of the budget. Subsequently, Okoye, Ekwezia, and Ngozi (2009) postulated that there have
been positively significant relationship between Responsibility Accounting and achievement
of manufacturing companies. They therefore recommend that the application of
Responsibility Accounting will enhance control costs and thereby improve profits. In support
of their findings, Nguyen (2013) evaluated the efficiency of management responsibilities
centres of the dairy firms in Vietnam, Which showed partial results. However, he suggested
for the application of balanced scorecard or economic value added to measure performance
of dairy firms in Vietnam. Nguyen (2014) examined the application of responsibility
accounting in Construction Company on performance and found out an in conclusive results.
He further recommend orientations, establishment of operational organizational structure of
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Responsibility Accounting. Pham (2010) established that listed firms on the stock market
benefit from many influence of shareholders. In management settings of daily activities of
the firms’ shareholders usually tasks assigned to Board of Directors of the enterprise.
Thereby, pave way for the senior managers to monitor and evaluate the responsibilities of
subordinate managers for the assigned work. He found out that decentralization of
management has positive effect on performance. Factors affecting the application of
Responsibility Accounting. Belkaoui (1981) found that the division of responsibilities
centres and remuneration of responsibility centre managers have significantly positive effect
on responsibility Accounting. Thus, Fowzia (2011) indicated that the effective division of
responsibilities centre and reward have significant impact on responsibility accounting.
Nyakuwanika et al. (2012). Li, Liao and Albitar (2019) described the relationship between
corporate environmental responsibility (CER) and firm value as well as explore the
mediating influence of corporate innovation. They used a sample of 496 China's A-share
listed companies from 2008 to 2016. The results showed that CER had negative effect on
firm value; however, at a specific level, CER had positive relationship on firm value. In
addition to this, corporate innovation had positive mediating role in the relationship between
CER and firm value. Afifa and Mahmoud (2018) identified that two component of
responsibility accounting i.e. chad significant positive impact on the financial performance
of the financial institutions while the other four components of responsibility accounting
practice i.e. identification of responsibility centers, authorization of responsibility centers*
managers, performance evaluation and the incentive system had been found to have
significant indirect effect on financial performance through risk management practice as a
mediator. Furthermore, only one component of responsibility accounting practice i.e.
identification of responsibility centers had significant positive impact on the non-financial
performance of the financial institutions. Nykyforak Duhanets and Kobrusieva, (2018)
identified state regulation of the industry, peculiarities in relations with customers, the
specific nature of the services provided and technological features of structural units as some
of the features affecting responsibility accounting. Afifa and Mahmoud (2018)suggested
that preparation of responsibility centers® budget, distribution of actual costs and revenues
information, identification of responsibility centers, authorization of responsibility centers*
managers, performance evaluation and the incentive system were some of the features of
responsibility accounting. Mahmud, Anitsal and Anitsal (2018) extended some of the
features of responsibility accounting with decentralization and accurate information.
Nguyen, Nguyen and Cao (2018) studied the Vietnam enterprise focused on factors
measuring responsibility accounting intension. The study was based on behavioral theories
to investigate the effect of Perceived benefit, Perceived Ease of Use, Subjective Norm on the
intention of the application of Responsibility Accounting. The results showed that Perceived
benefit, Perceived Ease of Use and Subjective Norm have positive relationship on the
intention of the application of Responsibility Accounting. Again, in the study of Maimako,
Kwatmen, and Ishaya (2018) have shown that responsibility accounting have significant
relationship on bank management performance in Nigeria.

2.4 Theoretical Review

2.4.1 Stewardship theory

Stewardship theory was propounded by (Davis, Schoorman & Donaldson 1997).
Stewardship theory starts from the assumption that as managers were left alone to manage
and act as responsible steward. The theory holds that the interest of managers were associated
with interest of the principal (shareholders). This means that collective interest superseded
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individual interest. This theory imposes a responsibility to management of an organization
to take care of firm and produce a reliable information rendering of account to shareholders.
This theory stressed the need for managers to always harmonize the interest of stakeholders
and interest group. Steward theory also pointed of the qualities of mangers as to act
collectively and proactively. One major importance of this theory it help organization whose
goal is to preserve, protect, Maintain culture and financial asset for the benefit of
shareholders and communities (Contraffo, 2014). In addition, Duppati, Rao, Matlani,
Seringeour and Patnaik (2020) asserted that stewardship theory support management
decision.

Methodology

The study used correlational research design to establish the relationship between
responsibility accounting and employee’s performance. The population of the study is made
up of 300 staff of bursary department university of Jos Nigeria. This is the department that
IS practicing responsibility accounting by assigning departmental finance officers to each
department in the university. The probability simple random technique was used and the
sample size utilized 168 sample which was determined using Gill, Johnson, and clark (2010)
table cited in Taherdoost, (2016). A total of 161 surveys were returned, representing a
response rate of 95.8%. Five surveys were returned unusable, resulting in a final sample of
156. The questionnaire for the study comprises of two segment the demographic segment
were tabulated and analyzed using percentages and second segment of the questionnaire
were tested using multiple regression.

3.1 Measurement of Variables

The dependent variable employees performance was assessed using a 20-items scale which
had been extracted from the study conducted by Williams and Anderson (1991); Halvorsen,
and Bartram (2019). The Cronbach’s a value of the scale was 0.94. The independent variable
responsibility accounting was assessed using the questionnaire items adopted from Nguyen,
(2020). The questionnaire contains a group of nine factors with Cronbach’s alpha of 0.8
H1: there is a positive relationship between decentralization of management and employee
performance

N Item

1 The administrative  officer at the
responsibility center (faculty / department
/institute) is informed of his or her duties

2 The administrative  officer in the
responsibility center (faculty / department /
institute) has the appropriate authority to
carry out his work

3 Each job in unit (faculty / department /
institute) is described as well as clearly
defined responsibilities and powers

4 Officials / employees of the responsibility
center (faculty / department / institute) have
appropriate qualifications to carry out their
work
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5 Accountability of officials / employees is
appropriate to their responsibilities

H2: There is a positive relationship between divisions of the organization into responsibility
centers and employees performance

N Item

Q6 The university divides the organizational
structure into units (faculty / department /
institute) according to the activities nature

of each unit

Q7 The university clearly divides work in
units (faculty / department / institute

Q8 There is a clear description of

responsibility  centers  (faculty /
department / institute) in the University
Q9 The responsibility centers (faculty /
department / institute) in the University
are coordinated and clear in the

relationship

Q10 Each responsibility center (faculty /
department / institute) has a specific type
of activity

H3: Estimation and reality have positive relationship on employee’s performance.

N Item

Q11 Comparison of the actual performance with
the planned performance of the
responsibility centers facilitates
communication between administrative
levels.

12 Comparison of the actual and planned

implementation of officials / employees in
the responsibility centers (faculty /
department / institute) helps assess the
performance of officials / employees

Q13 Comparison of the actual and planned
implementation of officials / employees in
the responsibility centers (faculty /
department / institute) to provide
appropriate information at appropriate times

Q14 Comparison of the actual and planned
implementation of officials / employees in
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the responsibility centers (faculty /
department / institute) to determine the
difference, the results and determine who is
responsible

H4: There is a significant relationship between Cost and income allocation to employees
performance.

N Item

Q15 All income related to the responsibility
center (faculty / department / institute) are
identified and recorded

Q16 All cost related to the responsibility center
(faculty / department / institute) are
identified and recorded

Q17 There is a clear system for comparing
incomes and costs at responsibility centers
(faculty / department / institute) throughout
the University

Q18 There is a clear policy on indirect cost
distribution / management costs for
responsibility centers (faculty / department /

institute)

Q19 There is a clear system for identifying and
allocating costs and incomes in the
university

H5: there is a positive relationship between universities Autonomy to employee’s
performance University Autonomy

N Iltem

Q20  The University has the right to decide on issues related to conditions of
employment, salaries, use of human resources, appointment and dismissal of
titles of lecturers and staff.

Q21  The University is autonomous in issues related to management and finance,
management and use of the school's budget and financial sources.

Q22  The University is autonomous in issues related to enrollment and student
management

Q23  The University has autonomy in academic activities and educational
programs such as teaching methods, testing and assessing students' academic
results, curriculum content and instructional materials, etc.

Q24  The University is autonomous in academic standards, such as standards of
diploma, issues related to testing and quality accreditation

Q25  The University has autonomy in research and publishing, teaching and
guiding graduate students, research priorities and freedom of publication.
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H6: there is a significant relationship between estimation to employee’s performance

N

Item

Q26

Q27

Q28

Q29

The operational budget estimation is made
in relation to all responsibility centers
(faculty / department / institute)
separately.

The operational budget estimation at the
responsibility  centers  (faculty /
department / institute) is made annually
for activities.

The university organizes training of
officials / employees in responsibility
centers (faculty / department / institute)
and encourages them to achieve
operational goals at responsibility centers
(faculty / department / institute)

All officers / employees in responsibility
centers (faculty / department / institute)
are involved in making the center's cost
estimation according to their work.

H7: There is a significant relationship between rewards to employee’s performance

N Item

Q30 Reward is done regularly

Q31 The level of reward is appropriate to the
responsibilities of officials / employees in
responsibility centers (faculty / department /
institute)

Q32 Officials / employees are satisfied with the
University's reward policy

Q33 The University relies on objective grounds
and performance to reward and motivate
officials / employees

Q34 There is a periodic review of the reward

policy in the University

HS: There is a significant relationship between reports to employee’s performance

N

Item

Q35

Reports of responsibility centers (faculty /
department / institute) are prepared to
measure the performance of the
responsibility center.
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Q36

Q37

Q38

Q39

Q40
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Managers and officers / employees of
responsibility centers (faculty / department /
institute) are involved in designing the
report pattern of unit for performance
evaluation

The report related to the responsibility
center (faculty / department / institute) is
interested in financial aspects

Reports related to the center of
responsibility (faculty / department /
institute) are designed on both financial and
non-financial aspects such as: internal
processes, students, finance, study and
development, etc.

Reports measure the performance of each
responsibility center (faculty / department /
institute) separately

The information of the report is connected to
the officers / employees that are responsible
for that information

Performance item

N Item

PERF1 Adequately complete assigned duties

PERF2 Fulfills responsibilities specified in the job
description

PERF3 Perform task that are expected of him/her

PERF4 Meet formal performance requirement of
the job

PERF5 Engage in activities that directly affects

his/her performance evaluation

3.3 Demographics

Item Frequency Percentage (%)
Job Title Senior Deputy 2 1.3
Bursar
Deputy Bursar 3 1.9
Chief Accountant 10 5.8
Principal 13 8.3
Accountant
Senior Accountant 15 9.6
Accountant 1 10 6.4
Accountant 11 15 9.6
Junior Staff 89 57.1
Total 156 100
Age 30-39years 69 43.6
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40-49 years 41 26.3

More than 50 years 46 30.1

Total 156 100
Working 5-10 years 70 44.2
Experience

11-20 years 64 41.0

More than 20 years 22 14.7

Total 156 100

In the table above, junior staff constitute majority of responders with 57.1%. On Age, 30-
39 years are the majority in the university with 43.6%, while the most experience in the
work force spent 5-10 years in the university.

Results

We examined the data for the presence of outliers, and found none in the data. A

Il the measures were scored on a five point likert scale, with 1 being strongly disagree and 5
being strongly agree.

4.2 Testing the reliability of the scale.

The research result showed that Cronbach alpha:

Variable Cronbach alpha No. of item
Decentralization 0.756 5
Division 0.783 5
Estimation and reality 0.749 5
Cost and income allocation  0.785 5
University Autonomy 0.900 6
Estimation 0.894 4
Reward 0.904 5
Report 0.879 6
Employees performance 0.849 5

KMO and Barlett's Test

Measures Outcome

Kaiser-meyer-olkin measure 0.949
of adequacy
Approx. chi-sqaure

5182.562
Barlett's test of sphericity Df 990
Sig. 0.000

the table above showed the KMO coefficient results =0.949> 0.5. It shows that KMO result
is greater than the minimum. It means that exploratory factor analysis is appropriate and the
significant level of Barlett's test is 0.000<0.05 showing that the variable correlated.Thus, the
Exploratory factor analysis is meaningful.

25



8™ International Seminar of Entrepreneurship and Business (ISEB 2020)

Factor rotation matrix

22 November 2020

Component
factors 1 2 3 4 5
Q7 0.756
Q8 0.582
Q9 0.537
Q21 0.678
Q22 0.729
Q23 0.763
Q24 0.795
Q25 0.671
Q26 0.773
Q27 0.791
Q28 0.771
Q29 0.801
Q30 0.757
Q31 0.761
Q32 0.821
Q33 0.811
Q34 0.54
Q35 0.829
Q36 0.771
Q37 0.741
Q38 0.586
Q39 0.618
Q40 0.612
Q3 0.531
Q4 0.569
Q5 0.689
Q11 0.690
Q12 0.756
Q13 0.593
Q14 0.666
Q15 0.667
Q16 0.647
Q17 0.718
Q18 0.625
Q19 0.535
Q20 0.566
Q6 0.600
Q10 0.593
Q1 0.649
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Q2 0.546

Perfl 0.574
Perf 2 0.583
Perf3 0.601
Perf4 0.590
Perfs 0.601

The table above was tested to determine the significance of the exploratory factor analysis.
In agreement with Hair et. al.(2010) factor loading > 0.3 is regarded as minimum, factor
loading> 0.4 is regarded important, and factor loading >0.5 is considered significant.
Varimax was used to obtain the factors and total of five factors were generated.

4.3 Regression Analysis

The results showed that four out of eight independent variable affect the dependent variable
Y ( this is arrived at through the significant level less than 0.05). However, estimation and
reality, cost and income allocation, University Autonomy, estimate are not significant. It
means these variables are not related to Y.

Multicollinearity does not appear in this model because the variance inflator model (VIF)
are less than. Again, the ANOVA test results of the suitability of the regression function
through F statistic: F=66.685 shows that the model is really suitable and significant at 0.000.
Therefore, based on the results obtained the responsibility accounting variables that affects
Employee’s performance in Nigeria are as follows:

Y=0.384 +0.174*DE + 0.243 DV +0.179 RD+0.633RT
Thus, the standardized beta column in the table also showed that RT has the strongest impact
on employee’s performance with 0.684 followed by DV with 0.238.

Table
Model Unstandardized Standardized T Sig. Collinearity Yes/
coefficients Coefficients Statistics No
B Stad. Beta Tolerance  VIF
Error
Constant 0.348 0.179 1.952 0.053
Decentrali  -0.174 0.069 -0.160 -2.522 0.013  0.363 2.7 Sig
zation 52
Division 0.243 0.078 0.238 3.103  0.002 0.250 3.9 Sig
96
Estimation 0.025 0.070 0.026 0.359 0.720 0.281 3.5 Not
and 64
Reality
Cost and 0.122 0.085 0.115 1436  0.153 0.229 4.3 Not
income 63
allocation
University 0.131 0.093 0.150 1414  0.159 0.130 7.6 Not
autonomy 89
Estimate 0.063 0.084 0.079 0.745  0.458  0.130 7.6 Not
83
Reward -0.179 0.090 0.028 -1.993 0.048 0.112 8.9 Sig
41
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Report 0.633 0.104 0.684 6.102 0.000 0.117 8.5 Sig
54

Discussion

The results of the analysis showed that the following variables have effect on employee’s
performance in Nigeria: decentralization, division, reward and report, but estimation and
reality, cost and income allocation, university autonomy and estimate showed no impact on
employee’s performance.

5.1  Management Decentralization

The positive relationship between management decentralization and employee’s
performance is in conformity with the findings of (Nguyen, Nguyen & Pham 2019) This is
a call for more decentralization of management structure. Centralization of management
authority should be minimized. This will result in more accountability and responbility.

5.2  Divide organization into centre of responsibility

The division of organization in to centre of responsibility has been found to positive with
employee's performance. This findings has been supported with the study of (Nguyen,
Nguyen, & Pham 2019). Nigerian universities should strictly create more responsibility
centres so that it will increase efficiency and better management of responsibility centres.
Management should identify and appoint responsibility managers to those cost and revenue
centres that do have responsibility managers.

5.3 Reward

This study has shown a positive relationship between reward and employee's performance
which is in line with the study of (Nguyen 2020). Universities should roll out good
compensation programme so as to enhance employee performance. One major consequence
of non-proper incentive package can lead to brain drain. There is the need for regular
revaluation of incentives package in the universities.

Report

Al Hanini (2013); Diena, Le Doan Minh Ducb, Thuyc, Tiend, and Date (2020) studied the
relationship between reports and employees performance and found out that there is a
significant relationship. Their study is in connection with the findings of this study. This
reason the for the university management to encourage report of all activities in various
responsibility centres.

Conclusion

The study has shown that responsibility accounting influence employees performance
through the following variables Management Decentralization, Divide organization into
centre of responsibility, Reward and report all have significant relationship on employee’s
performance. Although, estimation and reality, estimates, university autonomy, cost and
income allocation were found to be negative.
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6.1  Suggestion for further research

This study limit its scope on the bursary department University of Jos Nigeria, there is the
need to include more context of study so as to give more representation. In addition, there
the to use secondary data for future research in order to test its significant on employee's
performance.
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Abstract - Over the years, earnings management has been an issue of global concern due to
superfluous corporate catastrophes that occasioned from manipulations of earnings by company
managers. For this reason, the current study observes the effect of earnings management on firm
performance, with a specific concentration of listed banks in Nigeria. For this study, fifteen (15)
Deposit Money Banks (DMBs) listed on the Nigerian Stock Exchange were considered as samples.
Data were extracted from the annual accounts of the sampled banks covering the year 2012 to 2017.
In analyzing the data collected, Panel Corrected Standard Error (PCSE) Regression is used, where
the result shows that the three measures of intensity of earnings management (total accruals balance
sheet approach, total accruals operating cash flow approach, and discretionary accruals) have a
significant negative effect on firm performance (represented by return on asset-ROA). The study
recommends that managers of listed banks in Nigeria should do away with the culture (if any) of
earnings manipulation as it is unwholesome to the present and future performance of their firms
which is an imperative yardstick in measuring perpetual succession of a business enterprise.

Keywords: Earnings management, firm performance, Deposit Money Banks, Panel Corrected
Standard Errors, Nigerian Stock Exchange.

1. Introduction

The primary objective of every business is to make a profit, followed by growth and
expansion of operations, and to gain a significant market share that can sustain the business
to unforeseeable future period. But the attainment of these objectives is seriously hindered
in most organizations due to scandalous acts of some corporate managers. Case in point,
Abubakar, Ishak, and Chandren (2017) and Roy and Debnath (2015) report that the high
profile of global financial scandals over the years involved some giant companies like
WorldCom in the United States, Parmalat in Italy, and HIH insurance in Australia have raised
serious concerns of their performance and the credibility of their financial reporting.

Besides, most of the world financial scandals especially the aforementioned ones are
committed through deliberate manipulations of earnings, which has over the years, been a
serious issue of concern to regulators, practitioners, and researchers, for the reason that
corporate scandals corrode the value of financial reporting and results to corporate fiasco
(Garg, 2007). Important to mention, companies in Nigeria are not let off from similar
corporate scandals that occur around the globe. In essence, the issue of earnings management
appears to be rapidly increasing in Nigeria especially in the financial institutions and
specifically banks (Abubakar et al., 2017). Chiejina (2009) reports that in the Nigerian
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banking industry, corporate managers incline to divagate from the crucial elements of
corporate principles of integrity and honesty, common respect, and dedication to the firm for
their narrow-minded interest.

At this point, it is important to note that Earnings Management (EM) is the practice of
managerial actions that are reflected in a company's financial reports either to give the
impression of smooth periodic or annual earnings, to show high profits in a given year at the
‘expense’ of lowering reported earnings in the future or to show a low profit in a given year
so that in future years reported profits will be higher (Gill, Biger, Mand, & Mathur, 2013;
Ronen & Yaari, 2008). In some cases, management uses various accounting methods to
convey private information to financial report readers. Management of earnings may mislead
stakeholders about the true financial performance of the company. If management gains
anything from managing earnings, one must ask whether such gains are at the expense of
anybody.

Hence, earnings management is the deliberate altering of financial information reported in
the annual financial report in order either to mislead the users on the underlying economic
condition of the firm or to gain some contractual benefits, which depend on the reported
accounting numbers in the financial statement (Bergstresser & Phillippon, 2006). It is the
modification of a firm reported economic performance by corporate managers to either
mislead all or some stakeholders or to influence contractual outcomes. The modification can
be done by altering transactions involving ending inventory and employee wages accruals in
month-ends to mention but a few (Healy & Walden, 1999).

Therefore, the objective of this study is to examine the effect of earnings management on
firm performance, with a specific concentration of listed banks in Nigeria.

LITERATURE REVIEW AND HYPOTHESES DEVELOPMENT

To investigate the relationship between earnings management and the performance of firms,
numerous relevant have been conducted across the globe, but their findings are still
inconclusive and fragmented. Yet, most of the studies in this area were conducted in
developed economies and mostly not in the banking industry. For instance, Gill et al. (2013)
examined the relationship between earnings management and the value of the firm (return
on asset and Tobin's Q) of manufacturing firms in India. The study used the accrual model
by Jones and others to measure earnings management while the firm's performance and firm
value of Indian manufacturing firms were measured using total assets to measure market
value, debt to asset to measure leverage, current ratio to measure liquidity and Tobin Q to
measure market value. The results show that the practice of earnings management is so
greater and has a diverse effect on the corporate rate of return on assets. The study also found
that, when the market recognizes the manager's behavior on managing earnings or acting on
their motives, the market responds by lowering the price of the shares.

Moreover, the study conducted by Alhadab and AI-Own (2017) utilizes a sample of 477
bank-year observations representing 55 European banks from 2001 to 2015. The study makes
use of discretionary loan loss provision as a measure of earnings management while the
dependent variable is proxied by return on asset (ROA) and return on equity (ROE). By
employing multiple regression as a technique of analysis, the result shows that European
banks with high levels of earnings management that occurs via discretionary loan loss
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provision experience inferior performance (measured via ROA and ROE) in the current and
subsequent year. Their findings also reveal that the negative impact of earnings management
(which takes place in a specific year) feeds through the following years.

Likewise, the study by Sayari, Mraihi, Finet, and Omri (2013) on the impact of earnings
management on firm performance (proxied by stock returns) in Tunisia firms also reported
similar findings to the above studies. The results of the study show that earnings management
based on discretionary accruals (higher and lower levels) have a significant impact on firm
value. The study uses 33 firms listed on the Stock Exchange of Tunis (BVMT) between 1999
and 2008. In analyzing the data for the study, multiple regression is utilized. Furthermore,
the study by Chiraz and Anis (2013) examined the relationship between earnings
management and performance of French IPO (Initial Public Offerings) companies. Using the
sample of 139 French IPOs throughout 1999 to 2007 and employing multiple regression as
the technique of analysis, the study documents that companies with aggressive earnings
management in the IPO process, tend to suffer from subsequently poor returns and to delist
for performance. The study also reported that no evidence was found to suggest that the level
of initial return is negatively related to discretionary current accruals.

Additionally, other studies on earnings management include, the study conducted by Raoli,
(2013) in Italy examined whether managers do engage in earnings management to support a
firm's market valuation in the country's financial market. The study used total accrual as the
proxy measure of earnings management while the firm value was measured using the change
in the market to book ratio. The findings of the study show that the firm's market value in
Italy market is positively associated with earnings management. Similarly, the study by
Gong, Louis, and Sun (2008) assessed earning management and the firm's performance after
open market repurchases in the USA. The study used abnormal accruals as a measure for
earning management as per the Jones modified model of 1991. The study used return on
asset (ROA) as the measure of a firm's performance. The findings of the study show that
during the pre- repurchase, the abnormal accruals which are the measure of earnings
management is negatively associated with the future performance of the firm.

More so, Bornemann, Kick, Memmel, and Pfingsten (2012) examine earning management
using a sample of German banks. Their study discusses whether banks increase net income
by excluding loan loss provisions concerning the previous period to achieve lower outcome
variability. Also, they investigate whether banks seek to increase net income by excluding
loan loss provisions concerning their peer group. They find that banks use earning
management to avoid a negative net income, avoid a fall in net income compared to the
previous year, avoid a decrease in net income compared to a peer group, and to achieve stable
net income over time. They also find that banks avoided a drop in net income relative to the
peer group during the financial crisis period.

In the same vein, Tabassum, Kaleem, and Nazir (2015) use a sample of 119 firms listed in
Karachi Stock Exchange (KSE) from 2004 to 2011 to investigate the relationship between
earnings management and firm's future performance. the authors employ a panel data
analysis technique Generalized Least Square (GLS) method for analysis purposes. The
analysis shows that firms that used earnings management activities through sales
manipulation to increase reported earnings have worse financial performance in the future.
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Concurrently, Okafor, Ezeagba, and Innocent (2018) examine the effect of earnings
management on the performance of corporate organizations in Nigeria. Specifically, the
study uses the sample of 17 consumer goods companies listed in the Nigerian Stock
Exchange (NSE) covering the period of 2010 to 2014. Earnings management as the
independent variable is measured by Non-discretionary accruals obtained from modified
Jone's model (1990), while the dependent variable (firm performance) is represented by
return on shareholder's fund (ROSF), return on capital employed (ROCE), net profit after tax
(PAT), and return on asset (ROA). For analysis purposes, the study utilizes simple regression
and executed using SPSS version 20. The result obtained shows that earnings management
has a negative but insignificant effect on performance (all the dependent variables) of the
sampled firms.

Hence, in line with the foregoing review of relevant literature, this study hypothesized that:

Earnings management has no significant effect on the return on asset (ROA) of listed
Deposit Money Banks in Nigeria.

1. Total accruals balance sheet approach has no significant effect on the return on assets of
listed Deposit Banks in Nigeria.
2. Total accruals operating cashflow approach has no significant effect on the return on
asset of listed Deposit Money Banks in Nigeria
3. Discretionary accruals have no significant effect on the return on assets of listed Deposit
Money Banks in Nigeria.

MATERIALS AND METHODS

For this study, data were mined from the annual accounts and reports of fifteen Deposit
Money Banks listed on the Nigerian Stock Exchange that is used as a sample in this study.
The period covered is seven years spanning from the year 2012 to 2017. Nevertheless, to
empirically test the hypotheses developed in this study, the following multivariate model is
used which was analyzed using STATA14:

ROA;, = By + By TACCB;, + B, TACCO;, + B3 DACC;y + P4 FSIZ;y + s FLEV;, + Bs ASTAN;, + B, FAGE;, + €

Where;

ROAit = Return on asset of firm i at period t

TACCBi: = Total accruals under the balance-sheet approach for firm i in year t
TACCO:i = Total accruals under operating cash-flow approach for firm i in year t
DACC:: = Discretionary accruals of firm i in period t

FSIZit = Firm size for firm i at period t

FLEVi: = Firm leverage for firm i at period t

ASTNit = Asset tangibility for firm i at period t

FAGE;: = Firm age for firm i at period t

Bo......p7 = Regression coefficients

€ = Error term

From the above stated multivariate regression model, the dependent variable in this study is
the firm performance which is proxied by return on asset (ROA). This is measured as profit
after tax divided by a total asset which is in line with Yermack (1996), and Zeitun and Tian
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(2007). Whereas the independent variable is earnings management represented by total
accruals (TACCB and TACCO) and discretionary accruals. While the control variables are
firm size (FSI1Z), firm leverage (FLEV), asset tangibility (ASTN), and firm age (FAGE).
For the measurements of the independent variable which is earnings management which is
represented by two alternative measures of intensity of earnings management which are; total
accruals (balance sheet approach and cashflow approach) and discretionary accruals. This is
in line with Gills et al. (2013), Healy (1985), and Jones (1991). Therefore, for total accruals
measure, the modified Jones's (1991) model will be utilized. The model uses a balance-sheet
approach, the cash flow approach, and the difference between earnings before extraordinary
items and cash flow from operations. The total accruals under the balance-sheet approach
are provided in the following equation:

TACCBi’t = ACAi't - ACaShi’t - ACLi,t + ADCi,t - DEPi,t
Where;
TACCBi:, = Total accruals under the balance-sheet approach for firm i in year t
ACA iy = Change in current assets for firm i in year t
ACash it = Change in cash and cash equivalents for firm i in year t
ACL it = Change in current liabilities for firm i in year t
ADC it = Change in debt included in current liabilities for firm i in year t
DEP i = Depreciation and amortization expense for firm i in year t

Contrastingly, regarding total accruals under the cash flow approach, the total accruals are
calculated as the difference between earnings before extraordinary items and cash flow from
operations as shown in the following equation:

TACCO; . = EARN;, — CFO;,

Where;

TACCO;; = Total accruals under operating cash-flow approach for firm i in year t
EARN it = Earnings before extraordinary items for firm i in year t

CFO it = Cash flows from operations for firm i in year t

However, regarding discretionary accruals as a measure of earnings management, the Healy
(1985) model is employed. the model presumed that the non-discretionary follow the
regression white noise, whose average is zero (Gill et al., 2013). The author further buttresses
that the model holds that the values of expected non-discretionary accruals are zero. If the
value of total accruals (TACC), which is the sum of discretionary accruals (DACC), and non-
discretionary accruals (NDACC) is non-zero, then, it is the result of earnings management.
The measure of the discretionary accruals (DACC) is presented in a formula thus:

DACCit=TACCi:/ TAit1

Where;

DACC, = Discretionary accruals of firm i in period t
TACC,; = Total accruals of firm i in period t

TAit = Total assets of firm i in period t

Regarding the control variables in this study, firm size (FSIZ) is measured as the natural
logarithm of the total asset (Kakanda, Salim, & Chandren, 2017), firm leverage (FLEV) is
measured as the ratio of total debts to corporate total assets at the end of a given accounting
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period (TD/TA) (Afrifa & Tauringana, 2015). However, asset tangibility, which is the
composition of tangible assets in the total assets structure of a company is measured as the
book value of fixed assets (FA) divided by total assets (TA) of a company (Akintoye, 2008).
As the fourth control variable, firm size (the number of years a company is being in
existence) is measured as the number of years between incorporation and the calendar year-
end of each firm (Afrifa & Tauringana, 2015; Kakanda, et al., 2017).

RESULTS

4.1  Descriptive Statistics

The result of descriptive statistics involving mean, standard deviation, minimum, and
maximum as well as skewness and kurtosis (for normality test) of the study variables is
presented in Table 1 thus:

Table 1
Descriptive Statistics
Variables Mean Std. Dev. Min. Max. Skewness  Kurtosis
ROA 0.1612 0.1745 0.0141 0.7565 1.5284 4.4850
TACCB 513.01 1.0392 -4.2637 3.7867 -0.5038 2.3509
TACCO 3.0087 1.0382 -4.3883 3.7056 -0.6638 3.1824
DACC 0.0155 0.0731 -0.2003 0.1246 -0.9261 4.0034
FSZE 27.4650 1.0756 25.0070 20.1774  -0.8067 2.9300
FLEV 0.7377 0.2929 0.0012 0.9948 -1.8614 4.7175
ASTAN 0.0313 0.0134 0.0001 0.0528 -0.5626 2.8708
FAGE 33.7667 14.8036 11 72 1.0769 3.2019

Note: ROA= Return on Asset; TACCB=Total Accruals Balance sheet approach;
TACCO=Total Accruals operating Cashflow approach; DACC=Discretionary Accruals;
FSZE=Firm size; FLEV=Firm Leverage; ASTAN=Asset Tangibility; FAGE=Firm Age.

From the result of the descriptive statistics in Table 1, it is crystal clear that the mean value
for return on asset (ROA) is 0.1612 within the listed Deposit Money Banks (DMBS) in
Nigeria. The ROA has a minimum value of 0.141, a maximum value of 0.7565, and a
standard deviation of 0.1745 indicating that there is a narrow variation between the sampled
firms. On the other hand, the mean value for the total accruals balance sheet (TACCB)
approach is 3.0151, a minimum of -4.2637, a maximum of 3.7867, and a standard deviation
of 1.0392. Considering the total accruals operating cashflow (TACCO) approach, the mean
value is 3.0087, the minimum is -4.3883, the maximum is 3.7056, and the standard deviation
stood at 1.0382. However, the average value for discretionary accruals (DACC) is 0.0155,
minimum and maximum values are -0.2003 and 0.1246 respectively, while the standard
deviation is 0.0731.

Considering the control variables, the descriptive statistics show that firm size (FSZE) has a
mean value of 27.465, a minimum of 25.0070, a maximum of 29.1774, and a standard
deviation of 1.0756. For leverage (FLEV), the mean value is 0.7377, the minimum value is
0.0012, the maximum value is 0.9948, while the standard deviation is 0.2929. The next
control variable which is asset tangibility (ASTAN) has a mean value of 0.0313, a minimum
of 0.0001, a maximum of 0.0528, and a standard deviation of 0.0134. For firm age (FAGE),
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the average is 33.7667 years, a minimum of 11years, a maximum of 72years, and a standard
deviation of 14.8036.

Equally important, the statistics for Skewness and Kurtosis which is for testing normality of
the data distribution, portrays that the data in this study are assumed to be normally
distributed since the value of skewness ranges between -1.8614 to 1.5284, while kurtosis
value ranges from 2.3509 to 4.7175. Following West, Finch, and Curran (1995), skewness
and kurtosis values should be less than two (2) and less than seven (7) respectively. Hence,
the data in this study are normally distributed.

4.2  Result of Correlation Analysis

Table 2 presents the result of correlation analysis where it shows that firm size (FSZE) is
significant and positively related to ROA at the 0.01 level of significance. However, total
accruals balance sheet (TACCB) have a significant negative association with ROA,
discretionary accruals (DACC) is significant and negatively associated with ROA, while
total accruals operating cashflow (TACCO) firm leverage (FLEV) and asset tangibility
(ASTAN) are insignificant and negatively related to ROA, whereas firm age (FAGE) is
insignificant and positively associated with ROA. Moreover, none of the correlation
coefficients of the explanatory variables is above 0.80, as such that data is free from the
multicollinearity problem (Gujarati, 2009). The result of the correlation is presented in Table
2 thus:

Table 2
Result of Correlation Analysis (n = 90)

Variables 1 2 3 4 5 6 7 8
1 ROA 1
2 TACCB -0.271%** 1
3 TACCO -0.129 -0.023 1
4 DACC -0.218**  -0.068 -0.004 1
5 FSZE 0.279***  -0.188 -0.091 -0.393*** 1
6 FLEV -0.005 -0.204 -0.068 0.714*** 0,020 1
7 ASTAN -0.076 0.108  0.041 0.126 -0.065 -0.003 1
8 FAGE 0.017 0.026 0.293***  0.213**  -0.216** 0.093 -0.072 1

Note: *** ** and * represent correlation significant at 0.01, 0.05, and 0.10 levels respectively. ROA= Return
on Asset; TACCB=Total Accruals Balance sheet approach; TACCO=Total Accruals operating Cashflow
approach; DACC=Discretionary Accruals; FSZE=Firm size; FLEV=Firm Leverage; ASTAN=Asset
Tangibility; FAGE=Firm Age.

4.3 Discussion of Multivariate Regression Result

To achieve the objective of this study and as well, to test the developed hypotheses, the Panel
Corrected Standard Errors (PCSESs) regression model is used. Although before arriving at
the use of PCSESs regression, several multivariate diagnostics tests were conducted including
multicollinearity, normality, heteroscedasticity, linktest, and auto (serial) correlation.
Among these tests, only heteroscedasticity and serial correlation were found to be present
among the variables in this study. For this reason, PCSEs regression was utilized to resolve
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the recognized problems as suggested by Beck and Katz (1995) and Reed and Ye (2011)
among others. The result of PCSESs regression alongside diagnostic tests is presented in Table
3 as follows:

Table 3
PCSEs Regression Result

Variable Coef. t-stats (p-value) Collinearity Stats

VIF 1/VIF
Constant -0.0718 -0.27(0.784) - -
TACCB -0.0467 -1.92(0.055) * 1.10 0.91
TACCO -0.0121 -2.39(0.017) ** 1.12 0.89
DACC -0.0124 -2.68(0.007) *** 3.23 0.31
FSZE 0.0685 0.88(0.0378) 1.58 0.63
FLEV 0.072 1.16(0.239) 2.70 0.37
ASTAN 0.0136 0.18(0.858) 1.07 0.94
FAGE 0.0080 1.60(0.109) 1.19 0.84
Mean VIF 1.71
Observations (n) 90
No. of groups 15
R? 0.1948
Wald chi2 (7) 38.66***
Hettest 2 (p-value) 10.54(0.0012)
Wooldridge Test -- F (p- 6.21(0.019)
value)
Linktest (_hatsq) -0.61(0.545)

Note: *** ** and * represent correlation significant at 0.01, 0.05, and 0.10 levels respectively. TACCB=Total
Accruals Balance sheet approach; TACCO=Total Accruals operating Cashflow approach;
DACC=Discretionary Accruals; FSZE=Firm size; FLEV=Firm Leverage; ASTAN=Asset Tangibility;
FAGE=Firm Age. VIF=Variance Inflation Factor; 1/VIF=Tolerance; Hettest=Heteroscedasticity Test;
RAMSEY Reset test=A test for omitted variables; Wooldridge Test=A test for serial correlation; and Linktest
(test for model specification)

From the regression result in Table 3, it is crystal clear that the result of hettest has a p-value
less than 0.05 (x?=10.54; p=.0012) which indicates that there is a presence of
heteroscedasticity (Tabachnick & Fidell, 2007). Moreover, the result of the Wooldridge test,
which is a test for serial (auto) correlation (F=6.21; p=0.019) portrays that there is
autocorrelation problem. However, under the collinearity statistics column, it shows that the
explanatory variables in this study are free from multicollinearity problem since all the
variance inflation factor (VIF) values and mean VIF is less than the threshold value of 10
(Hair, Black, Babin, & Anderson, 2014). While regarding the test of model specification, the
result from Table 3 signifies that the model utilized in this study is correctly specified
because the result of the linktest under _hatsq has a p-value greater than 0.05. this is based
on the idea of Tukey (1949) as suggested by Pregibon (1980).
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Specifically, the result of Panel Corrected Standard Errors (PCSES) regression presented in
Table 3 shows that the return on asset has an R? value of 0.1948. This indicates that all the
explanatory variables in the model accounted for 19.48% of variations in the dependent
variable (ROA). Moreover, the model as a whole is also found to be significant (Wald chis2
(7) = 38.66, p < 0.01), indicating goodness of fit and validity of the model.

Furthermore, the regression result from Table 3 shows that the total accruals balance sheet
(TACCB) approach has a significant negative effect on return on asset (ROA) at a 10% level
of significance (8 = -0.0467; p<0.10). This indicates that as a measure of the intensity of
earnings management, an increase in the total accruals (balance sheet approach) may result
in a decrease in the performance (return on asset) of the listed Deposit Money Banks in
Nigeria. This result rejects hypothesis one (1) and is in line with that of Gill et al. (2013) and
Gong et al. (2008) but contradicts that of Raoli (2013).

Besides, the result of PCSEs regression from Table 3 portrays that the total accruals operating
cashflow (TACCO) approach also has a significant negative effect on return on asset (ROA)
at a 1% level of significance (# = -0.0121; p<0.01). Meaning that an increase in the measure
of earnings management intensity represented by total accruals (operating cashflow
approach) may result in a decrease in return on asset (ROA). This result does not support
hypothesis two (2) which states that the total accruals operating cashflow approach has no
significant effect on the return on asset. More so, the result contradicts that of Gill et al.
(2013) who found that the total accruals balance sheet approach has a significant positive
effect on firm performance.

For the third explanatory variable which is discretionary accruals (DACC), the result from
Table 3 shows that it also has a significant negative effect on return on asset at a 1% level of
significance ($=-0.0124; p<0.01). This specifies that an increase in earnings management
intensity as represented by discretionary accruals by 1, may result in a decrease in return on
assets by 0.0124. This result does not support hypothesis three (3) of this study but
corroborates with the finding of Gill et al. (2013) and that of Ardekani, Younesi, and
Hashemijoo (2012).

In consideration to the control variables in this study, the result portrays that they all have a
positive, but insignificant effect on firm performance (represented by return on assets). The
PCSEs regression result from Table 3 shows that firm size (FSZE), firm leverage (FLEV),
asset tangibility (ASTAN), and firm age (FAGE) have (5=0.0685; p>0.10) (5=0.0072;
p>0.10), (5=0.0136; p>0.10), and (5=0.0080; p>0.10) respectively.

CONCLUSION

This study examines the relationship between earnings management and firm performance
of listed Deposit Money Banks in Nigeria. The study found that the intensities of earnings
management represented by the total accruals balance sheet approach, total accruals
cashflow approach, and discretionary accruals have a negative effect on performance (ROA)
of listed Deposit Money Banks in Nigeria. Hence, the finding of this study is vital to both
government, managers of DMBs in Nigeria, investors as well as researchers.
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However, despite the contribution made by this study in empirically examining the
relationship between earnings management and firm performance, still, it has flaws
associated with it. First, the study considers only Deposit Money Banks out of the total listed
financial service firms in Nigeria. Moreover, only one accounting-based performance
measure is considered (that is return on asset), and the period of study stops in 2017.
Therefore, future studies can undertake similar research in a different domain than banks,
consider other measures of firm performance like return on equity, net profit margin, and
market-based measures of firm performance like Tobin's Q. The period can also be extended
to the most current.
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Abstract - Earnings quality is the most important information needed by users, but at the same time
earnings management activities can seriously damage earnings quality. During 2019-2020, more that
10 major cases of accounting scandals occurred in Indonesia, interestingly it was done by male
directors. This condition reinforces the hypothesis that the presence of women on the board of
directors is needed. Many studies have shown that the presence of women can reduce the likelihood
of corporate fraud, improve earnings quality, and reduce the likelihood of financial reporting
restatement. The purpose of this study is to determine empirically the effect of interlocked female
director and kindship with other board of directors (BoD), board of commissioners, and/or majority
shareholders on earnings quality in public companies in Indonesia Stock Exchange 2015-2018
period. Test equipment of this study is multiple linear regression test with the classic assumption test
to test the data. The results find that interlocked female directors are positively associated with
earnings quality and kinship female directors with other board of directors, board of commissioners,
and/or majority shareholders also positively associated with earnings quality.

Keywords: Female Directors, External Connectedness, Interlocking directorship, Kinship with
BoD/BoC/Majority Shareholders, Quality of Earnings

1. Introduction

Earnings information presented by the company's financial statements is a parameter for
stakeholders and helps them make to good decisions regarding company performance
(Sarun, 2015). However, information and reports by the managers to stakeholders may not
have been accurate. Accounting scandals such as Enron, WorldCom, and cases in Indonesia
(i.e., Garuda, Toyota, Telkom, Toshiba, Inovisi, and Saratoga) indicate the opportunistic
behavior among managers in earnings management. Reason being, managers want to
maximize their interests and wealth (Rubin & Segal, 2019).

As part of the supervisory mechanism, the board of directors (including women directors)
plays an important role in controlling the quality level of the financial reporting process
(Waweru & Riro, 2013). If the board of directors is not properly formed, the company is
vulnerable to profit malpractice (Siam et al., 2014). Therefore, accounting earnings are more
realistic and have better quality when the opportunistic behavior of managers is examined
and reduced using a monitoring system through the board (Kim & Yang, 2014).
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Many factors are suspected of influencing the quality of company earnings, either positively
or negatively. One of which is board interlock. Researchers have found that board interlocks
around the world produce different effects on an organization. In a Malaysian study, it was
found that the presence of interlocked directors provides an incentive for diligent monitoring
as they have the knowledge, expertise, skill, and incentive to actively monitor the actions of
management, which results in higher earnings quality (Hashim & Rahman, 2011). Similarly,
a Taiwan study found the interlocking director can detect and reduce the level of earnings
management of the companies they lead (Shu et al., 2015). In contrast, Chiu et al. (2013)
find that interlocking directorship is positively correlated with earnings management.
Geletkanycz & Boyd (2011) also found that companies that have directors with the same
position in other companies, tend to concentrate less on company growth and do not have
company diversification. In summary, board interlocks have developed in varying ways
internationally, with the research showing positive and negative effects among jurisdictions.

Another variable examined in this study was the kinship of female directors with board of
directors, board of commissioners, and/or majority shareholders. In Indonesia, most of the
companies are owned by family or individual. Several researchers in several countries found
that family business has the ability to sustain crisis and perform better than non-family
business. In Asian Market, it was found that the family companies exhibit lower earnings
informativeness and abnormal return (Nguyen et al., 2017). Similarly, an Indonesia study
found the family companies tend to disclose less of voluntary information (Darmadi &
Sodikin, 2013). Taras et al. (2018) found that company run by founding family members
tend to show superior performance and are vulnerable to expropriation of the wealth of
minority shareholders. Also, internal controls increase and the quality of accounting
information is better (Wu, 2019).

Based on that, this research intended to find the effect of interlocking directorships and
kindship of female directors with other board of directors/board of commissioners/majority
of shareholders on earnings quality. The paper is organized as follows. Section 2 reviews
earnings quality, the external connectedness; especially interlocking directorship and
kindship with other board of director/ board of commissioners, and/or majority shareholder
in the Indonesian cases, and derives the hypotheses to test. Section 3 presents the
methodology and data. Results are discussed in Section 4. Meanwhile, Section 5 presents the
conclusion of the study.

2. Literature Review and Hypothesis

2.1. Earnings Quality

Earnings quality cannot be defined in a single conclusion, because "quality™ depends on
the context of the decision: given the context-specific nature of earnings quality. It is not
surprising that earnings quality is not defined or measured in a uniform manner. An analyst
tends to view high-quality earnings when it can accurately reflect the company's current
operating performance, as well as being an indicator for future operating performance
(Dechow et al., 2010; 2002). In terms of creditors and compensation committees, earnings
are declared of quality if income can be easily converted into cash flow and that reflects
the real performance of managers (Kamarudin & Ismail, 2014).
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However, earnings quality are often damaged by earnings management activities carried
out by management (Lo, 2008; Liu et al., 2014; Chi et al., 2015), which results in
inappropriate capital allocation and results in unstable financial markets. Earnings
management activities can be carried out on an accrual basis or real activities
manipulation. Accrual-based earnings management occurs when a series of accounting
policies is chosen by managers in pursuit of profit targets (Pappas et al., 2019; Cyril et al.,
2020), while real earnings management is carried out by managers by taking concrete
actions to change the conditions of a transaction. such as changing the transaction date,
manipulating nominal sales, reducing the cost of goods sold, with the main objective of
changing the level of profits that arise (Francis et al., 2016).

With the negative connotation of earnings management, it can be concluded, when the
earnings presented are engineered, of course the quality is lower because earnings do not
reflect the real situation.

2.2 External Connectedness

External connectedness has been pointed out as the “root of many evils” by Brandeis
(1914). According to the principle that “no man can serve two master,” like a director of
a company who is also a director of another company. External connectednesses were seen
as a tool to decrease competition, therefore damaging the market.

The company's behavior changes due to connectivity, this is indicated by previous studies,
especially related to decisions in investment, business entity development, determination
of compensation, and earnings management (Drago et al., 2015; Fracassi & Tate, 2012;
Cai & Sevilir, 2012; Ishii & Xuan, 2014).

2.2.1. Interlocking Directorship

Interlocking directorship is a membership on the boards of directors of two or more firms
by the same individual (Shu et al., 2015). It is normally legal except where the firms are
mutual competitors, but is usually considered undesirable because it allows firms to
exchange non-public (privileged) information and, therefore, may hinder fair competition.

Several studies have found that the presence of interlocked directors is indicative of weak
governance and that inadequately comprised boards can have negative consequences such
as groupthink and bullying. Chiu et al. (2013) found that interlocking directorship is
positively correlated with earnings management (Chiu et al., 2013). Geletkanycz & Boyd
(2011) also found that companies that have directors with the same position in other
companies tend to concentrate less on company growth and do not experience company
diversification.

The practice of interlocking directorship in Indonesia must be linked to regulations that
govern this implementation. Indonesian Law No. 5 of 1999 concerning "Prohibition of
Monopolistic Practices and Unfair Business Competition™ article 26 states that "a person
who holds a position as director or commissioner of a company, at the same time is
prohibited from concurrently serving as a director or commissioner in another company”.
Several studies have found a positive correlation between interlocking directorship and
earnings management. However, in the Regulation of the Business Competition
Supervisory Commission (KPPU) Number 7 of 2010 concerning Guidelines for
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Implementation of Multiple Positions, there is no prohibition against serving as Director
and Commissioner in more than one company. The provisions related to the prohibition
of concurrent positions only relate to "monopolistic practices and or unfair business
competition”. So that in practice, in Indonesia a director/commissioner can hold the same
or different position in another company as long as the company is not engaged in the
same field, to avoid monopolistic practices or unfair business competition.

Although there are many opportunities for collusion through this activity, recent research
has found that interlocking directorship has a positive impact on corporate governance,
due to the transfer of knowledge, experience and the breadth of the company's network,
which in turn has an impact on improving company performance. Connections with other
parties will increase their ability to detect and reduce the level of earnings management in
the company they lead (Shu et al., 2015); improve the quality of earnings (Hashim &
Rahman, 2011); and pursuing a growth strategy (Singh & Delios, 2017).

Therefore, researcher hypothesize that:

Hypothesis 1 (H1): Interlocking directorship of female directors is positively related to
earnings quality.

2.2.2. Kindship of Female Directors

In Indonesia, 95% of national businesses are family owned. This figure includes some of
which are now publicly traded on the Indonesian capital market. According to data from
the Boston Consulting Group (BCG), family-controlled businesses account for around
40% of market capitalization in Indonesia and have a considerable influence in various
major industries including property (91% market share), agriculture (74%), energy (65%)
and consumer goods (45%). Therefore, many family businesses in Indonesia are led by
wives, children or parties who have a kinship with the owner, and based on the 2018
Family Business Survey by PwC, the average total number of women on the board is
around 24% and around 27% on the management team.

There are several studies that show conflicting results regarding the role of family
ownership on the board of directors of companies. The interest alignment hypothesis states
that increasing the number of directors coming from shareholders impacts on the
alignment of shareholder interests, and management is making more efforts to maximize
shareholder wealth. Conversely, the entrenchment hypothesis suggests that directors who
come from shareholders can try to maximize their wealth against the interests of minority
shareholders when ownership is considered the dominant or controlling force.

Asian research literature found that family firms tend to have abnormal returns and low
earnings quality (Chi et al., 2015); resulting in high risk arising and increasing the cost of
equity capital (Dignah et al., 2016); tends to cover a lot of voluntary information so the
market has limited information related to the company (Darmadi & Sodikin, 2013).

Apart from agency problems, some researchers found that companies run by founding
family members tend to show superior performance and are prone to dispossession of
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minority shareholders’ wealth (Boonlert-U-Thai & Sen, 2019; Taras et al., 2018). Internal
control is increasing and the quality of accounting information is getting better (Wu, 2019).

Therefore, researcher hypothesize that:

Hypothesis 2 (H2): Kinship of female directors with BoC/BoD/majority shareholders is
positively related to earnings quality.

3. Research Model

3.1 Sample Selection and Data Source

To explore the impact of interlocking directorship and kinship of female directors on
earnings quality of public listed companies in Indonesia from 2015 to 2018, as a sample
and filter the data as following: 1) we eliminate financial companies, because such listed
companies have a special accounting and reporting system and principles of financial
statements and capital structure are also different form those of ordinary listed companies;
2) we exclude listed companies in financially distressed; 3) the company announces its
financial statements every December 31 for the entire year under observation; and 4) the
companies publishes its financial statement in Bursa Efek Indonesia to facilitate data
collection.

3.2 Model Design and Variable Descriptions

This paper uses the following model to test the relationship between external
connectedness and earnings quality of listed companies.

EQ=po+PLUINTERLOCK+S2KINDSHP+3FSIZE+ faFGROWTH+¢iy

In empirical analysis, we deal to eliminate the interference of extreme value, and use a
significance level of 5%.

1. Earnings Quality

According to existing literatures, earnings quality in this study was measured using
measurements introduced by Dechow (2002). This model is based on the extent to which
working capital accrual map into cash flow realisations, where a poor match means higly
risky (which indicate high information risk and hence low earnings quality). Thus, working
capital accrual is regressed on prior, current, and future cash flow from operations. The
accrual quality for this model is measured as the standard deviation of residuals (si: )
obtained from the following regression model:

WCAi,t :lﬁ)o,i +b1,iCFOi,(t.1)+b2,iCFOi,t+ b3,iCFOi,(t+1)+Si,t (1)
Where WCA.; is the working capital accruals for firms i in year t; CFOit, CFOi 1), dan
CFOi,t+1) represent the cash flow from operations for firm i in year t (current year), t-1
(prior year) and t+1 (future year) respectively. All variables are scale by total assets at the
beginning of the year. Working capital accruals for year t, WCA;; is computed using the
following equation:
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WCAi=ACA;—ACLi~ACASH;+ADEB i )

Where ACAi is the change in current assets of firm i between year t and t-1; ACLit is the
change in current liabilities of firm i between year t and t-1; ACASHitis the change in

cash of firm i between year t and t-1; and ADEB" ’itis the change indebt in current
liabilities of firm i between year t and t-1.

Cash flow from operations for year t, CFOi; is computed using the following equation:

CF0i=NIi+—(ACAi+—ACLi+—ACASHi++ADEB™ "i+—DEUiy) (3)

Where NIit is net income before extraordinary items of firm i in year t and DEY; is
depreciation and amortisation expenses of firm i in year t. If the value of high
accrual discreationary indicates low earnings quality. Earnings is derived from the
amount of accrual and cash flow. The cash flow component is considered objective,
not manipulated, while high accruals indicate low earnings quality.

2. External Connectedness

a.

Interlocking Directorship

Interlocking directorship is a membership on the boards of directors of two or
more firms by the same individual (Shu et al., 2015). Interlocking directorate is
defined as the percentage of board members serving more than one firm (Shu et
al., 2015).

Kindship of Female Directors with BoD/BoC/majority shareholders

In countries where the country's economy is dominantly controlled by family
businesses, it is certain that the business will be managed by family members
or a small number of families or dominant coalitions (Drago et al., 2015). This
kinship has the potential to lead to policies taken by companies that are
dominated or controlled by members of "emotional kinship groups" (Huang et
al., 2009). Researcher modified the Thai and Sen (2019) measurement, by
dividing the sample into two groups and taking measurements with a dummy;
a company managed by the founding family/majority shareholders of female
directors is 1 and the other is 0.

3. Control variables

a

Firm Size

Firm size is an important control variable as proposed by previous researches
(Moslemany & Nathan, 2019; Dang, 2015). In this is study firm size will be
used as a control factor and will be determined as the natural logarithm of total
assets at the end of period.

With regards to high earnings quality, this study predict that company size and
earnings quality will be positively related. Harymawan et al. (2017) provide
evidence that large Indonesian companies are more likely to have better
earnings quality.
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b. Firm Growth
Previous studies showed that companies with more growth opportunities have
a higher intention to engage in earnings management (Gerayli et al., 2011). In
this research firm growth is calculated using market to book ratio (Moslemany
& Nathan, 2019).

Data Analysis Technique

This study employed panel data methodology to examine the relationships between
external connectedness and earnings quality. Before testing the hypothesis, the researcher
will first test the classic assumptions, consisting of normality, multicollinearity,
heteroscedasticity, and autocorrelation. This classical assumption test is performed to
ensure that the data conditions meet the requirements for statistical techniques.

After confirming that there are no problems in testing classical assumptions, the
researcher will test the hypothesis using SPSS version 16.

Research Result

5.1 Sampel and Observations Result

Table 1 respectively provides the summary of 467 final usable data. For each of the four
calendar years, there was no full firm observation available. This condition is due to the
limited number of women on the board of directors of companies listed on Bursa Efek
Indonesia.

Table 1. Derivation of Sample and Observation

Descriptions n
Total number of firms listed on IDX 2015-2018 448
Financial related firms (30)
Firms without female directors and data incompleteness (272)
Selected firm sample 146
Final firm-year observations 467

In table 1, after we remove the missing observations, we obtain 467 observations of 448
listed companies during the sample period. The data comes mainly from the Indonesia
Stock Exchange (idx.co.id)

5.2  Statistic Descriptive

Table 2 reports the descriptive statistics of the 467 firm-year observations. The analysis is
classified into three broad categories of variables employed for this study, namely: (1)
interlocking female directorship and kindship female directors with other board of
directors, board of commissioners, and/or majority shareholders as independent variables;
(3) firm size and firm growth as control variables; and (4) earnings quality as dependent
variable.
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Table 2: Descriptive Statistics
(Source: processed data, 2020)

N Minimum Maximum Mean Std. Deviation
InterlockFD (X1) 467 0.00 28.50 1.1190 2.50454
KindshipFD (X2) 467 0.00 1.00 0.3084 0.46231
FSize (X3) 467 24.00 32.00 28.4690 1.78591
FGrowth (X4) 467 -14.72 82.44 3.1160 7.85944
EQ (Y) 467 0.00 0.03 0.0003 0.00315
Valid N (listwise) 467

Out of the total 467 observations, it can be seen that interlocking directorship of female
directors for all years is averaged at 1.1190; with the highest value, lowest value, and
standard deviation of 0.00, 28.50, and 2.50454 respectively.

The Kindship of female directors with other board of directors, board of commissioners,
and/or majority shareholders for the 467 pooled data shows an average of 0.3084, with a
maximum value of 1.00 and a minimum of 0.00. The standard deviation for the data is
0.46231.

Earnings quality (EQ) is measured based on discretionary accruals model developed by
Dechow (2002). As observed in Table 2, the mean value of EQ for all the 467 observations
is estimated at 0.0003. The maximum value is 0.03 and the minimum is 0.00 of the pooled
data, with a standard deviation of 0.00315.

While the control variable: firm size shows an average of 28.4690, with a maximum value
of 32.00 and a minimum of 24.00. The standard deviation for the data is 1.78591; dan
firm growth shows an average of 3.1160, with a maximum value of 82.44 and a
minimum of -14.72, and the standard deviation is 7.85944.

5.3 Hypothesis Result

This paper focus to investigate the following relationships: (1) relationship
between interlocking directorship of female directors and earnings quality; (2)
relationship between kindship of female directors with other BoD, BoC, and/or majority
shareholders.

After ensuring that there were no problems in testing the classic assumptions, the
researcher tested the hypothesis and found the result as shown in table 3.
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Table 3: Summary of the Result of Hypothesis Testing (Source: processed data, 2020)

B t Sig cut off (a) Conclusion
Constant 0.002 1.015 0.311
InterlockFD 0.000 2.176 0.030** 5% Accepted
(X1)
KindshipFD 0.000 -2.029 0.043** 5% Accepted
(X2)
FSize (X3) -6.903E-5 -0.832 0.406 5% Not Accepted
FGrowth (X4) -1.397E-5 -0.749 0.454 5% Not Accepted
R-Square = 1.8% Adjusted R Square = 0.09%
F =2.085 Sig = 0.082*

Dependent Variabel: EQ (Y)
Note: (*) corresponds to 10% level of significance; (**) corresponds to 5% level of significance.

The results presented in table 3, using working capital accrual (WCA) as earnings quality
measurement, show the R-square value is 1.8%, meaning that interlocking directorship
and kinship female directors affect earnings quality by 1.8%; while 98.2% is influenced
by other factors.

Meanwhile, seen from the F-test value of 2.085 and a significance of 0.082, it can be
interpreted that the independent variables (interlocking directorship and Kkinship)
simultaneously affect earnings quality at alpha 10%.

5.3.1 Interlocking Directorship of Female Directors

Hypothesis 1 examines the effect of female directors' interlocking directorship on earnings
quality. It shows a positive regression coefficient of 0.00, t value of 2.176; and p value
0.030 (less than 5% alpha). These results conclude that interlocking female directors have
an effect on earnings quality (hypothesis 1 is accepted).

We found that more female directors in interrelated director positions improved earnings
quality. The experience she gets from concurrent positions will have an impact on her
ability to oversee the functioning of the organization. The connections that are built with
various parties will have an impact on the strength of the company's network as a whole.
Our finding support the results of previous studies, that found connections with other
parties will increase its ability to be able to detect and reduce the level of earnings
management of the companies they lead (Shu et al., 2015); increase earnings quality
(Hashim & Rahman, 2011); and pursue growth strategies (Singh & Delios, 2017).

5.3.2 Kinship of Female Directors

Hypothesis 2 examines the effect of kinship of female directors with other director, Board
of Commissioners, and/or majority shareholders. It shows a positive regression coefficient
of 0.00, t value of -2.029; and p value 0.043 (less than 5% alpha). These results conclude
that kindship of female directors have an effect on earnings quality (hypothesis 2 is
accepted).
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Abstract - Recent studies on tax compliance have provided evidence that sole proprietors are more
likely to underreport their income than wage earner. Therefore, this research aims to examine the
factors that may influence tax compliance behaviour within the framework of Theory of Planned
Behaviour (TPB). The paper examines how attitudes, subjective norm and perceived behavioural
control can explain an individual’s intention to accurately report the income. This study also includes
the effect of descriptive norms as an additional variable within the framework of TPB. The results
evidenced that attitude was the strongest predictors of intention to report the cash income followed
by descriptive norm. Perceived behavioral control was also found to be a significant predictor of tax
but subjective norm has no significant influence on an individual’s tax reporting decisions. Thus, the
results suggest that tax authority have to start focusing on attitude because if taxpayers have
favourable attitudes towards tax system, then this will lead to more tax compliance among sole
proprietor. The findings of this study contribute to the theoretical and practical aspects of
understanding the tax compliance behaviour among sole proprietors. This paper contributes on how
the TPB can be used in estimating taxpayers’ behaviour in self assessment systems as sole proprietor
appears to be the main group less compliant taxpayers. A better understanding of the main
determinants for tax compliance will allow revenue authorities to implement more effective
approaches toward achieving optimal tax compliance.

Keywords: Tax Compliance, Sole Proprietor, Theory of Planned Behaviour, Descriptive Norms,
Self-assessment Systems

1. INTRODUCTION

1.1 Background

Taxation is an essential part of fiscal policy which can be used effectively by government
for meeting its public expenditures. In many countries, taxation has been often used as a
tool in promoting growth for the development of its nation. Fund collected from tax source
has become a major contributor towards the development of the nation for the benefit of its
people. Realizing the importance of tax as a main source to sustain economic development,
thus it is essential for all citizens of a country to pay their fair share of tax.

Like other developing countries, it was reported that taxes in Malaysia seem to be the major
component of government*s revenue. In 20172, the government has successfully collected
total tax revenue of RM191.57 billion, an increase by 2.4 per cent compared to 2016. Of
this figure, a total of RM127.71 billion was successfully collected from direct taxes. The
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main contributor to direct taxes was company income tax representing 56.7 per cent of the
total revenue collection. This followed by individual income tax and petroleum tax,
contributing 25.2 per cent and 18.1 per cent respectively (Economic Report 2017/2018).
Based on the statistics, it is evidenced that the government have been strongly depending
on direct taxes as a main sources of income. This tax revenue will be used to finance the
public expenditures and addressing socioeconomic concern. In the long run, if the revenue
cannot support the government expenditures, there is huge possibility that government
facing a bad budget deficit. In this regard, the key success for higher revenue collection can
be credited to the Inland Revenue Board of Malaysia (IRBM).

According to Carahan (2015), government abilities to collect taxes depend on people’s
willingness to comply with the tax laws. However, it is difficult to persuade all taxpayers
to willingly comply with all of their tax obligations (Luttmer and Singhal, 2014). Although
a lot have been done by relevant tax authorities, the problem of non compliance remain
unsolved. There are still people who will try to cheat and will do anything just to minimize
their tax liabilities.

Studies on tax compliance have documented that compliance level among sole proprietor
is likely to be considerable less than those whose main source of income is wages and
salaries (Bruckner, 2016; Marron, 2014; Torgler and Valev, 2010; Loo, Mckerchar, &
Hansford, 2009; Engstrom & Holmlund, 2009;). They are also identified as one of the
biggest contributors to the income tax gap (Gale and Krupkin, 2019). In UK, Her Majesty’s
Revenue and Customs (HMRC) statistics indicate that nearly half of the overall tax gap of
£35 billion in 2017- 2018 was attributable to small businesses (HMRC, Annual Report and
Accounts 2018-19:28). This includes self-employed individuals and entrepreneurs who
attempted declaring lower than the actual chargeable income. They tend to pay the least
amount of income tax than they really owe. Similarly, research conducted by the US
General Accountability Office (GAO) has also found that over 61 per cent of sole
proprietors underreported their net income and 9 per cent over reported it (Nelson, 2008).
The business owners wilfully attempted to evade taxes by hiding cash receipts from
business and declaring lower than the actual chargeable income. This scenario is unfair to
compliant taxpayers because the burden of funding nations’ commitment falls more on
taxpayers who willingly and accurately pay their taxes (Tran-Nam, 2015).

Clearly, the issue of tax compliance is a major concern for all governments. Given the
foregoing background, there is a need for more empirical work that focus on sole
proprietors’ taxpaying behaviour. Through a better understanding of taxpayer behaviour,
tax authority can make more efficient use of their limited resources to develop strategies
improving taxpayer compliance. Thus, in predicting their motivational factors underlying
their tax reporting decisions, this study applied the Theory of Planned Behaviour (TPB)
developed by Ajzen (1991) as the underlying theoretical base. The present study is carried
out to examine the role of attitude, subjective norm and perceived behavioural control that
potentially influence compliance behaviour. These variables have been receiving less
attention in predicting tax compliance behaviours and inconsistent results from previous
studies may lead to this study. Additionally, this study also includes the effect of descriptive
norms as an additional variable within the TPB.
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1.2 RESEARCH OBJECTIVES
Specifically, this study has three objectives:

1  to determine whether the Theory of Planned Behavior components can reliably
predict sole proprietors’ intention to accurately report their income.

2 to identify which components of Theory of Planned Behavior (TPB) that most
influence sole proprietor compliance behavior.

3. to examine the effect of descriptive norms after TPB components have been
taken into account.

The remainder of this paper is organized as follows. The next section reviews the
theoretical framework and literature on tax compliance behavior and followed by the
development of hypotheses in Section 3. Section 4 discusses description of the
research method while analytical results are reported and discussed in Section 5. The
last section summarizes findings of this study.

2. LITERATURE REVIEW

21 TAXCOMPLIANCE

There are several interpretations of tax compliance available, but one of the earlier
definitions of tax compliance which is widely cited in the literature was provided by Roth,
Scholz and Witte (1989). They proposed that tax compliance will take place when “all
required tax returns are at the proper time and reporting tax liability accurately in
accordance with the Internal Revenue Code, regulations and applicable court decisions
applicable at the time the return is filed”. This definition seems to provide a clear guidelines
of tax compliance behavior as it covered reporting and filing responsibilities based on the
applicable tax laws. As such, the definition provided by Roth et.al. (1989) is adopted in this
study.

Tax noncompliance on the other hand, refers to the failure to meet tax obligations whether
intentional or intentional by conceal the true amount of their assessable income (Kinsey,
1985). Meaning that, those who fail to perform at least one of the taxpayer’s basic
obligations, he or she becomes non-compliant (Batrancea & Moldovan, 2013). Kasipillai
and Abdul-Jabbar (2006), also suggest that non compliance may consist of (a) annual tax
returns are not submitted within the stipulated period, (b) understated of income/overstated
of deductions and (c) failure to pay taxes by the due date.

In the current study, the terms “compliance” and “noncompliance” of tax behavior refer to
all intentional compliant or noncompliant behavior. In order to measure the behavioral
intention of survey respondents, the respondents were given tax reporting scenarios. They
were required to indicate whether they intend to report or not to report the hypothetical
income.
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2.2 NON-COMPLIANCE AMONG SOLE PROPRIETOR

There are two broad theories which have been predominant in individual taxpayer
compliance decisions. The first is based on economic theory that discuss on the impact of
penalties, sanctions and other enforcement factors. Meanwhile, the second theory is based
on social psychological variables that examine the attitudes and beliefs of taxpayers in order
to understand and predict human behavior.

Deterrence is based on the concept that the risk of detection and punishment will improve
an individual’s compliance behavior. This approach concludes that an individual pays taxes
because he or she is afraid of getting caught and penalize for not reporting all income
(Batrancea & Moldovan, 2012).

However, research on the effect of deterrence on tax compliance has yielded inconsistent
findings. Some studies show that deterrence and tax compliance are indeed associated. In
other studies deterrence has little or no effect on compliance and could even encourage
evasion. It have shown inconsistency evidence and it seems that this standard model is not
sufficient to explain the level of tax compliance in many situations. Thus instead of relying
on economic analysis to encourage tax compliance, it is better to explore other approaches
to provide a reasonable explanation of actual tax compliance phenomenon (James, Murphy
and Reinhart, 2005; Maciejovsky, Schwarzenberger, & Kirchler, 2011).

Social psychological research suggested that, an individual inherent character like attitudes,
norms, fairness, equity, moral and ethical concerns should be taken into account in order to
address the issues of tax evasion and non compliance. The most well known model that
could explain people’s behaviour by way of understanding beliefs and attitudes is the
Theory of Planned Behaviour (TPB; Ajzen, 1991). This theory suggests that a person’s
behaviour is determined by his or her intention to perform behaviour. It is widely accepted
that person’s intentions are good predictors in deciding whether or not one will engage in
the behaviour (Ajzen, 2002; Armitage & Conner, 2001). The stronger the intention, the
more likely that he or she will perform the behaviour in question. This intention is, in turn,
directly driven by three major constructs namely attitudes, subjective norms and perceived
behavioural control related to particular behaviour. Specifically TPB predicts that if there
is a more favourable attitudes towards a behaviour, it is accepted socially, and the person
has more control over that specific behaviour, they are more likely to perform that
behaviour.

The TPB has been widely used in many behavioral researches and shown to have a good
predictive power in explaining human intentions and behavior. Concerning tax related
behavior, there is some evidence shown that TPB has been used as a framework to examine
taxpayers’ compliance intention. One of the first studies that used the full model of the TPB
was a study undertaken by Bobek & Hatfield, (2003). The results provide support for the
theory suggesting that the TPB model provides a good description of tax compliance
behavioral intentions. Several beliefs were found to be useful in developing and
understanding of tax compliance behavior.

Other studies have also found support for the use of the TPB in predicting intention
regarding tax compliance. Coolidge & Hickman, (2012) for example, who examined
factors that influence business taxpayers’ decision on whether to report income and

59



8" International Seminar of Entrepreneurship and Business (ISEB 2020)
22 November 2020

deductions correctly in their 2011 income tax return. Their study was based on sample of
small and medium enterprises in Australia. The results indicated that the new model
(attitudes, norms, perceived behavioral control, taxpayer identity and perceptions of
cooperation) able to predict a taxpayer’s compliance behavior.

However, in Malaysia limited evidence of empirical works that discusses tax compliance
behavior within the framework of TPB. At the time of study, two empirical studies have
made an attempt to examine the application (or suitability) of the TPB on tax compliance
behavior. In a study conducted by Saad (2009), the TPB was used as the core theory to
examine the role of fairness in tax compliance decisions. The results of the study had shown
that the attitude and subjective norms components had a positive influence on taxpayers’
behavioral tax compliance intention but not the perceived behavioral control. Pertaining to
the impact of tax knowledge and tax complexity on perceived behavioral control, the
findings on these variables showed insignificant results.

Another study that used TPB model as a framework to explain tax compliance behavior
was a study carried out by Ramayah, Yusoff, Jamaludin & lbrahim (2009). The results
showed that all variables are statistically significant and are positively related to intention
to use. Perceived behavioral control was found to have the strongest influence on
individuals on-line tax filing followed by attitude and subjective norm. The study therefore
supports the use of the TPB in examining on- line tax filing behavior.

DESCRIPTIVE NORMS: EXTENDING THE THEORY OF PLANNED
BEHAVIOR.

Although the TPB has been used successfully in predicting a wide range of behavioural
intentions and behaviour, a number of studies have proposed to include another factors that
might improved the predictive power of the model (Armitage & Conner, 2001; Grunert &
Ramus, 2005). These factors may not be captured by the traditional TPB model but have
proved its impact and relevance in explaining intentions and behaviour.

Several factors have been suggested as additional determinants to the prediction of
intention (Moan, 2013). One of the extensions of the original formulation of TPB which
may be relevant to explain individual’s intention is the inclusion of descriptive norms in
the TPB framework. This extension of TPB is also supported by Ajzen (2002) who suggests
that since subjective norm is often found to have low variability, the measurement of
normative component may also include items that can capture descriptive norm.
Descriptive norm has been found to be an important addition to the TPB (Rivis & Sheeran,
2003; Tuu, Olsen, Thao, & Anh, 2008). It can be described as what most people do in any
given situation rather than what should (should not) be done (Bobek et al. 2007; Rivis &
Sheeran, 2003). In taxation context, if people believe that tax evasion is wide-spread among
their peers or colleagues, they are more likely not to comply with tax laws. In contrast, if
they observe that people are obeying the tax laws, then they are likely to follow the norm
as well. The study of Morse et al.(2009) reported that the business owners cheated on their
taxes because people they know who are in the same position cheat on their taxes. This
suggest that their observation of people’s attitudes, preferences (descriptive norms) may
have more influence than what significant others think a person should engage or not
engage in a behavior (subjective norms).
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Thus, to further examine the normative component of the theory of planned behavior, the
descriptive norm will be added to the current research model. Researchers want to find out
whether the perceptions of what most people do (descriptive norm) may be more important
in predicting individual compliance behavior towards complying (or not complying) with
their tax obligation than believe of what significant others expect them to do (subjective
norm).

On the basis of the literature reviewed in preceding section, the theoretical framework of
this study is set out below.

Attitude ,
towards l
Subjective norms > Intention
of
Perceived > reporting
behavioral the
Descriptive norms T

Conceptual Framework for Reporting Compliance Behavioral Intentions.

HYPHOTHESES DEVELOPMENT

The research model in this study is based on the theory of planned behaviour framework.
Three basic components namely attitude, subjective norm and perceived behavioural
control are expected to collectively influence taxpayers’ intentions to comply (or not
comply) with the tax laws. Thus, the aim of this study is to examine whether there is a
direct positive relationship between these components and sole proprietors decision on
whether to report income correctly in their income tax return.

According to Ajzen (1991) attitude is the individual’s positive or negative evaluation of
performing the particular behaviour of interest. An individual is likely to perform behaviour
when they evaluate it positively. Therefore, in the context of tax compliance an individual
taxpayer with a positive attitude towards tax compliance are more likely to develop strong
intentions to declare all of their income correctly. On the other hand, if he /she perceived
reporting of income as being unfavourable, this could lead an individual to have negative
attitude towards compliance, which are normally referred to tax evasion. The relationship
between attitudes towards compliance and intention to comply with tax laws has also been
examined by a number of studies (for example Bobek & Hatfield ,2003, Saad, 2011). While
the existing empirical literatures have established a positive linked between these two
variables, it is limited to salaried taxpayers. The results can be different if applied on the
current study considering that sole proprietors may have different considerations in making
the taxpaying decisions. Thus, the current study proposes the following hypotheses:
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Hi : There is a significant relationship between attitude and taxpayer’s behavioural
intention to report income correctly.

The predictor of subjective norm would be described as social pressure that an individual
feel from others whether he or she should perform that particular behaviour Ajzen (1991).
Individuals who believe that important referent think they should perform in the behaviour
in question, an individual will hold a positive subjective norm. Conversely, if the individual
perceives that people around them think he or she should not engage in the behaviour, then
the individual should be less likely to do so, resulting a negative subjective norm. In relation
to taxation, there is evidence that subjective norms do impact on taxpaying behaviour (see
Bobek & Hatfield, 2003, Bobek, Roberts, & Sweeney, 2007, Saad, 2011). Individuals who
believe that they would lose the respect of their peers or referents if they do not comply are
more likely to comply with their tax obligations. Hence, this study proposes the following
hypotheses:

H2 : There is a significant relationship between subjective norm and taxpayer’s behavioural
intention to report income correctly.

Perceived behavioural control specifies the difficulty level of the performance displayed
by an individual. It refers to the perception of the ease or difficulty of that individual can
successfully execute the behaviour required. This behaviour is influenced by other factors
which may facilitate or impede performance of behaviour (Bobek et.al.,2007). In a taxation
context, if taxpayers believe that they possess some skills, ability or knowledge to
accurately reports all relevant information without any enforcement, the person seems to
have a high perceived behavioral control and is more likely to comply with their tax
obligations. On the other hand, the person also seems to have a high perceived behavioral
control over non-compliance if they think that with the skills and resources that they
possess, they have no difficulty for not to declare certain amount in their tax return.
Therefore, the next hypothesis is stated as follows:

H3: There is a significant relationship between perceived behavioural control and
taxpayer’s behavioural intention to report income correctly.

The literature provides evidence that individuals will comply with their tax obligations as
long as they believe that compliance is prevalent among the general population. Cialdini
and Trost (1998), defined descriptive norms as values or principles developed from
observing how others behave in certain situations.

The influence of descriptive norms is considered to be an important determinant of the tax
compliance behaviour of individuals. Empirical evidence provides support that if people
believe that tax evasion is wide-spread among their peers or colleagues, they are more likely
not to comply with tax laws. In contrast, if they observe that people are obeying the tax
laws, then they are likely to follow the norm as well. This leads to the proposition that that
taxpayers will comply with their tax obligations as long as they believe that compliance is
the society norm. This prediction is reflected in the following hypothesis:
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H4: There is a significant relationship between descriptive norms and and taxpayer’s
behavioural intention to report income correctly.

METHODOLOGY

The population of this study would be small business taxpayers who operating their
business located on the both sides of the North-South Expressway. In order to increase the
response rate of the study, the researcher opted to hand out questionnaires through a group
administered method. This form of surveying is particularly useful when the organization
is willing and able to gather the respondents at the workplace for a particular occasion
(Sekaran, 2003). In this study, the section managers agreed to apportion 40 minutes of their
meeting for the researcher to administer the questionnaire. Before the questionnaire was
distributed, the respondents were given a general idea of what the researcher was
investigating and what exactly they are being asked to do.

The questionnaire survey consists of two sections namely Section A and Section B. Section
A was designed to measure behavioral dimension of respondents to indicate their overall
attitude, subjective norms, perceived behavioral control and descriptive norms in relation
to hypothetical scenarios under study. They were asked whether they would report the cash
income on their tax return if faced with a similar situation.

Section B is designed to obtain demographic background information such as age, gender,
marital status, education level and experience. The respondents’ profile is presented in
Table 1. A total of 225 responses were received and used in the subsequent analysis.
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Table 1: Demographic profile of respondents

22 November 2020

Particular Frequency Percentage
Gender

Male 106 47.1
Female 119 52.9
Age

Under 25 years 9 4.0
26 - 35 65 28.9
36 - 45 69 30.7
46 - 55 62 27.6
56 and above 20 8.9
Race

Malay 194 86.2
Chinese 23 10.2
India 13
Missing 2.2
Types of Business

Food 101 44.8
Beverages 87 38.6
Fruits 21 9.4
Others 4.1
Missing 3.1
Education

Up to SPM 144 64.0
Diploma 38 16.9
Degree 18 8.0
Others 25 11.2
Length in the business

Less than 10 years 53 23.6
10 - 19 years 101 44.9
More than 20 years 65 28.9
Not mentioned 6 2.7
Tax filing frequencies

Never 112 49.8
Once 19 8.4
2 - 5times 53 23.6
More than 5 times 41 18.2

64



8" International Seminar of Entrepreneurship and Business (ISEB 2020)
22 November 2020

RESULTS

The research model was tested using the SPSS for descriptive, correlation and reliability
analysis. Then we proceeded to use AMOS Version 20 to test the hypothesized
relationships among observed and latent variables. The research model would then be
evaluated by fit statistics to determine the adequacy of its goodness of fit to the sample
data.

4.1 Measurement Model.

As shown in Table 2 the assessment of fit (overall fit) demonstrate adequate model fit as it
meet the requirements of certain fit indices. The value of ? /df = 3.532, indices of CFI =
0.921 and RMSEA index? of 0.106, indicate that data from sample fit the reporting
compliance scenario.

Table 2 : The Fitness Index for Measurement Model (Reporting Compliance)

Name of category Name of index Index value
Absolute fit RMSEA 0.106
Incremental fit CFI 0.921
Parsimonious fit Relative ¥? (CMIN/dF). 3.532

Realizing the adequate model fit for the measurement model, further analysis was
conducted to assess the discriminant validity. The AVE values for any two constructs were
compared against the shared variance (squared correlation) for these two constructs. If the
AVE for each construct is greater than its shared variance with any other construct,
discriminant validity is supported. Table 3 present the detailed results of discriminant
validity test for reporting scenarios.

Table 3: Average Variance Extracted (on the Diagonal) and Squared Correlation Coefficients
(on the Off-diagonal) for Study Instruments

Construct INT ATT SN PBC DN
Intention (INT) 0.817

Attitude (ATT) 0.604 0.893

Subjective Norm (SN) 0.004 0.000 0.704

Perceived Behavioral Control (PBC) 0.300 0.658 0.020 0.849

Descriptive Norm (DN) 0.403 0.500 0.019 0.454 0.727

5. DISCUSSION AND CONCLUSION

The main objective of this study was to examine several factors that could potentially
influence an individual’s compliance behavior in Malaysia. This study involves a limited
number of small business owners who operating their business along the expressways. The
data was collected through a group administered method which the target respondents are
gathered in one place at the different section office.

Considerable amounts of research on taxpayer compliance provide evidence that sole
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proprietorships have more opportunity to avoid or evade paying taxes by manipulating the
business income and expenses. While acknowledging that there are various factors that
might influence compliance, this study focused solely on specific factors within the
framework of the Theory of Planned Behavior. the present study

also highlights the importance to include the descriptive norms as additional predictors of
intentions among sole proprietors.

Overall, results of the present study provide considerable support for the efficacy of the
TPB model in predicting the respondents’ compliance behavior. Results for H1 on the
relationship between the attitudes and behavioral intention, shows that attitude had a
significant influence on respondents’ intention to comply with tax laws. This outcome
suggests that feelings of guilt and shame may influence taxpayers’ reporting behavior.
Therefore, those individuals who decide not to pay taxes or underreporting income should
feel guilty if the benefits received from government are equitable compared to their tax
contributions. In this context, the findings of this research was consistent with that of
Coricelli, Rusconi, and Villeval's (2013) studies as they found that tax evaders would feel
guilty and shamed for failure to comply with tax law.

Results of this study also revealed that perceived behavioral control had a significant impact
on compliance behavior. This implies that the presence of factors that may facilities or
inhibit the performance of behavior will influence the intentions of the taxpayers in
declaring the income. In the current study, having a situation that involved a cash sale with
no written records and such business incomes was not subject to third-party reporting
would provide greater opportunity for being non compliant. Meaning that, such perceived
opportunity among respondents motivated them to underreport their true income.

As for subjective norms, the findings revealed that taxpayer compliance behavior was not
influenced by other people such as friends or even families members. The finding is in
contrast with the argument made by Ajzen (1991) who asserts that referent groups are
important source of reference for individuals in carrying out behavior. The findings
suggest, when deciding whether to comply or not with the tax laws it would depend entirely
on individual’s perception without influence from anyone. Perhaps in case involving
unfamiliar situations or deal with more complicated tax cases, then the perceptions of
important others are important in complying with the tax laws.

Results from SEM analysis also suggest that descriptive norms can be effective tool to
influence taxpayers’ compliance decisions. If they felt unsure about certain things or unsure
whether or not they could comply with tax obligations, they are more likely to imitate
others’ behavior. It seems like they rely on descriptive norms as a guideline to make tax
compliance decisions, especially in situations in which they have little or no own
experience. However, the significant findings on the impact of descriptive norms on tax
compliance behavior are not consistent with Bobek et al. (2013), who failed to establish
such a significant relationships. They found that descriptive norms did not have a direct
effect on tax compliance intention. One possible explanation for such insignificant results
could be due to cultural differences in tax compliance between respondents that were
engaged in the research.

In conclusion, understanding the main determinants of tax compliance would remain a
challenging task for tax authorities, policy makers and researchers in the tax behavior field.
However, in ensuring the success of the revenue process, the collaboration between the tax
authority and tax researchers is important to further understand the taxpayers’ compliance
behavior. In addition, it is strongly recommended to reinforce descriptive norms in
promoting voluntary compliance. As previously discussed people rely on descriptive norms
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as a guideline to make compliance decisions especially in uncertain situation. Therefore
the tax authority could try to communicate about honest taxpayers rather than saying tax
evasion is widespread within the community.
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Abstract - The organisational perspective on consumer behaviour in the digital manufacturing sector
is always seen as a primary concern in the management reality of the company. The purpose of this
study was to examine the effect of digital manufacturing and consumer behaviour on firm
sustainability in Malaysia. It also investigates the mediating effect of financial structure on the
relationship between digital manufacturing and consumer behaviour on firm sustainability. The
survey data were received from 102 manufacturing firms in Malaysia and examined using partial
least squares structural equation modelling (PLS-SEM) through SmartPLS. The findings of this study
have shown that technology has a direct positive relationship with consumer behaviour on firm
sustainability in Malaysia. Relatedly, automation has a direct positive relationship with consumer
behaviour. However, the findings revealed that there was no direct significant link between the
industrial revolution 4.0 and consumer behaviour on firm sustainability. This study also confirmed
the direct positive effect of technology on the financial structure. Similarly, the result indicated that
automation has a direct relationship with financial structure on firm sustainability, inversely industrial
revolution 4.0 did not have a direct relationship with financial structure. In addition, financial
structure has a direct positive relationship with consumer behaviour on firm sustainability. The study
further reported that financial structure fully mediates between technology and consumer behaviour
on firm sustainability. Again, financial structure partially mediated between automation and
consumer behaviour on firm sustainability. However, financial structure did not mediates between
industrial revolution 4.0 and consumer behaviour on firm sustainability. This current study offer a
new theoretical contribution by integrating a novel insight to link the relationship between digital
manufacturing components of (technology, automation and industry revolution 4.0), financial
structure and consumer behaviour on firm sustainability, also mediating effect of financial structure
between technology, automation and industrial revolution 4.0 on consumer behaviour on firm
sustainability that has never been studied before in the existing the literature. This study suggests that
managers of manufacturing firms should always take consumer behaviour into account when making,
strategic planning decisions in the contemporary increase of digital manufacturing business for the
firm consumers in Malaysia.

Keywords: Digital manufacturing, technology, automation, industrial revolution 4.0, financial
structure, consumer behaviour, firm sustainability.
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1. Introduction

The consumer of the late 20th century is a completely new character, one of the strategic
variables in terms of consumer behaviour and buying decision (Basile, 2019). The
organisational perspective on consumer behaviour in the digital manufacturing sector is
always seen as a primary concern in the research and management reality of the company.
Managers working in digital manufacturing, with a view to proposing an appropriate system
of offerings to clients, would like to understand what motivates consumers to make their day-
to-day behaviour towards purchases or which characteristics that influence the process.
Improving an eco-friendly image provides an opportunity for companies to attract consumers
who influence their buying behaviour on the basis of attitudes and beliefs about their
environmentally sustainable technologies, social commitments and firm information (Ameer
& Othman 2012; Chen, Tang, Jin, Li, Paillé 2015). In other words, encourages a growing
sustainable strategy to characterise their image as sustainable business firms (Nyame-
Asiamah & Kawalek, 2020).

Accordingly, consumers are persons who, through their decisions and choices, seek to
increase their satisfaction as well as to take on the role of the most powerful driver in the
market influence of an enterprise (Migdat-Najman, Najman & Badowska, 2020; Armstrong,
2009). Consumer behaviour is influenced by lifestyle choices, personality traits and
economic situations in Malaysia (Pantano, 2011). The internal and external focused
sustainable strategies is that a better eco-friendly image presents an opportunity for firms to
attract consumers who form their buying behaviours based on their attitudes and beliefs
towards firms’ environmentally friendly innovations, social commitments and regulatory
expectations (Ameer & Othman 2012; Chen, Tang, Jin, Li, Paillé, 2015). In other words lead
to an increasing sustainable initiative by companies to register their images as sustainable
organizations (Nyame-Asiamah & Kawalek, 2020).

In addition, consumer behaviour is influenced by lifestyle choices, personality traits and
economic situations in Malaysia (Pantano, 2011). Smart devices affect consumer behaviour,
in terms of the ability to control electronic devices automatically, home automation, internet,
hardwired systems and growth in technology (Ordieres-Meré et al., 2020) that was related to
digital manufacturing. Other factors affecting consumer behaviour include the integration of
electronic interfaces, hardware and information sharing via the internet. Hence, this has
resulted in insufficient protection of the promoter, increased inconvenience toward consumer
lifestyles, personality, turbulent economic circumstances and financial terms of agreement
and the new pandemic influences the consumer behaviour. Mostly with the help of a
technology firm, the path of transition from previous methods to digital technology with an
amazingly speedy management success will reach consumers of all ages and meet their
expectations, connecting whether offline or online (Jose, 2017). “The main drivers of
consumer behaviour: information, e-commerce, digitalization, the Internet of Things, e-
distribution, technology, digitalization, automation, personalized, performance, artificial
intelligence, behaviour intention, e-shopping, and data mining” (Sima, Gheorghe, Subi¢ &
Nancu, 2020). Therefore, in an attempt to address this consumer behaviour challenges
integrating digital manufacturing components such as technology, automation and industrial
4.0 on the consumer behaviour trends in the current dynamic environment would be
necessary. Adoption of digitalization has become a must for consumers, transforming their
current behaviour form traditional decisions to online purchase behaviour (Srinivasan, Rutz
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& Pauwels, 2016; Wu & Chang, 2016). As the internet has become easily accessible,
consumers are relying on the internet for their daily needs and even customizing their needs
with the help of digital technology. Thus, to consumers, it has become a core priority to adopt
the technological process to meet their demands. Evidence from past studies has confirmed
that maintenance of customer strategic partnership is the core business of any firm (Royle &
Laing, 2014).

Despite extensive research on different concepts of digital manufacturing and its components
like (technology, automation and 1R4.0), financial structure and consumer behaviour. Not all
of the components mentioned have been examined intensively. Thus, this study is primarily
interested in understanding whether digital manufacturing components such as technology,
automation and IR4.0 can improve consumer behaviour for firm sustainability, and also
investigating the mediating effect of the financial structure between the three components of
digital manufacturing (technology, Automation and IR4.0) on consumer behaviour for
sustainability. Because of paucity of study in the area, the authors believe that this would
provide a novel insight into the consistent shift in consumer behaviour for firm sustainability.

The focus of this study was to investigate whether the effect of digital manufacturing can
enhance consumer behaviour for the sustainability of firm in Malaysia, and the main research
question was to what extent has digital manufacturing positively increased consumer
behaviour for the sustainability of firm in Malaysia? The main objective of this study was to
examine the effect of digital manufacturing on consumer behaviour for the sustainability of
the firm, with the focus of this study on consumer behaviour for the sustainability of the firm.
The following section covers the empirical reviews and hypotheses development, research
methods, results and discussion of the findings, the theoretical contribution, the practical
implications, the limitations of the study and concluded.

2. Empirical Reviews and Hypotheses Development

2.1 Consumer behaviour

Consumer behaviour can generally be studied at both the individual and the organisational
level, which is the practise of consumers to pursue, make choices, utilise and organise
products or services, experience and/or belief in satisfying their needs and their influence on
consumers and society (Schiffman & Kanuk, 2007). The rudimentary dependence of the
owner-oriented firm was that consumers are central to all business circles (Hogg, Askegaard,
Bamossy & Solomon, 2006; Nicholls & Lee, 2006). Marketplace itself means consumers all
over the place where all strategic market processes are expressed and applied. In addition to
achieving competitive advantage in the marketplace, managers use different value-creating
approaches to end-products that reach the hands of consumers. This facilitates consumer
behaviour towards increasing the level of patronage and satisfaction of needs (Ezie & Nimfa,
2016). Ashraf (2019) argued that market managers should constantly study the behavioural
patterns of their consumers before planning to purchase products or services sold to
consumers as the variables explored in this study show that they strongly shape consumer
buying patterns. Therefore, integrating digital revolution in manufacturing has moved from
single technologies to unified systems. The industrial revolution leads the digital
manufacturing to an intelligent, connected, more integrated production that can better the
consumers’ behaviour through the new changes.

Ansari (2019) pointed out that trust, including trust disposition, institutional based trust, and
trust-based intentions, can have a significant influence on consumer behaviour.
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2.2 Technology and Consumer Behaviour

The technological advancement, consumer behaviour and e-commerce environment are
some of influencing factors for the changing patterns of consumer decision making process
(Srinivasan et al., 2016; Wu et al., 2016). Digital technology has changed the thinking and
expectations of millennial consumers in terms of acting as the creator of technology
connoisseurs who have also shaped the heritage of this link and of future generations
(Indahingwati et al., 2019). Technology perceptions show a few predictive capabilities,
while cultural beliefs have an insignificant direct effect on the use of technology (Cruz-
Cérdenas et al., 2019).

Online retailers are facing challenges for this changing pattern in consumer behaviour.
Marketers, manufacturers and retailers are focusing to develop strategies considering the
influencing factors. Relatedly, Nimfa, Yunus, Latiff, Mahmood and Wahab (2019) found
that there was a significant relationship between all the variables involve such as innovation
and customer satisfaction, creativity and competitiveness, technology utilisation and value
creation for sustainability of the enterprises. Consumer shopping habits have completely
changed over the past decades. Technology has changed the entire scenario in the case of
consumer behaviour (Indahingwati et al., 2019). People around the world are now more
technology oriented. Nimfa and Goyit (2016) advanced that a positive and significant
relationship exists between business incubation technology and business opportunities for
sustainable development. As a result, marketers and manufacturers are forced to embrace the
technological evolution. Over the last few years the use of mobile devices for shopping
activities has grown significantly.

Consumers are now more involved in social media, online opinions, mobile devices
payments and many more. One of the biggest influencers in consumer behaviour is social
media. All consumers are now engaged with social media and this platform affect the
consumer decision making processes. It has been observed consumers look over the online
reviews before buying any product. Some consumers consider online reviews as a matter of
quality assurance. According to Amblee and Naveen, (2011) when customers take a purchase
decision, there are positive or negative information available in electric media, in addition to
their own evaluation and experience, when it comes to the source of online reviewer often
depend on the experiences and recommendations from others. Technology has provided an
upper hand to consumers and with it they decide which products to buy. Based on the
discussion above the study hypothesize as:

Hi: There is a significant association between technology and consumer behaviour on firm
sustainability.

2.3. Automation and Consumer Behaviour

Automation is referred to as the “automatic control of the manufacture of a product through
a number of successive stages; the application of automatic control to any branch of
industry or science; by extension, the use of electronic or mechanical devices to
replace human labor” (Oxfords English Dictionary, 2006, Frohm, Lindstrém, Stahre &
Winroth, 2008). Automation can be described as a progression of manual through to full
automatic operational activities (Parasuraman et al., 2000). On the other side, automation in
production has brought a significant change in manufacturing industry. With technological
evolution where the whole environment in businesses are changing, manufacturing industry
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is also getting influenced by it. Basically companies have a big advantage of adopting
automation. Automation can be defined as the adoption of automated machines that needs
minimal human interaction, robotics logistics and sensors-actuators in production process to
have maximum production with minimum level of error (Linner, 2013). As consumer
behaviours are changing in this digital era and a big portion of consumers are shifting towards
online shopping sites, it becomes essential for manufacturers to adopt automated production
process. The automation in production helps to reduce inventory cost for companies,
production errors and also labour cost (Linner, 2013).

Additionally, at the manufacturing level, skill diversity and team approaches was considered
as complementary to flexible automation interacted positively (Parthasarthy & Sethi, 1993,
Adler, 1988). The concept of automation among consumers is perceived differently by
scholars. Consumers who are not familiar with technology often resist automation and
technology (Reed et al. 2012). For example, people from Generation X are not tech friendly,
they resist in automation. But Generation Y, Z and millennials are born in tech era, as a result
they are not only familiar but also habituate to automation. Basically the acceptance of
automation among consumers can be classified as a generation thing. People often resist new
things which is unfamiliar to them. It can be seen in production automation, automation in
organization (Erikson 1986; Parasuraman and Riley 1997; Rifkin 1996). Relatedly, workers
or employees feel irritated when company brings changes in working or production process.
So, before bringing any automation in the process, it must be introduced to people, thus the
automation process will be more acceptable. Based on this discussion, the developed
hypothesis can be:

H>: There is a significant association between automation and consumer behaviour on firm
sustainability.

2.4 Industrial Revolution (IR 4.0) and Consumer Behaviour

There has been a huge development in communication and information technology after third
industrial revolution. In this fourth phase of industrial revolution, the whole world is covered
by big data, internet and of course information technology. The E-commerce sector has
shown tremendous growth which outpaced the growth of the traditional retail business
sector. The worldwide sales of the retail E-commerce sector recorded 2.3 trillion US dollars
in 2017, and is expected to rise around 4.88 trillion dollars by 2021 (Statista 2018).
Consumers are shifting more towards online consumption rather than going for the malls. A
big change can be observed in consumers’ buying behaviour. According to N. R. Narayana
Murthy, co-Founder, Infosys, “It is a well-known fact that bringing in technologies in the
production sector is good for customers.”

In IR 4.0 the actual factor which is influencing all the sectors is internet. With the availability
of internet most of the customers are now coming internet and it has become a big platform
for marketers, retailers to attract consumers. According to P. Usha Vaidehi (2014), males are
more interested to buy online compare to female consumers as it saves time and energy. In
India, it has been observed that most online consumers are students (Khare & Rakesh, 2011).
Comegys and Brennan (2003) conducted a study in US and Ireland and in that study they
found that young people spend on an average 7 to 12 hours on the internet and most of them
uses smartphones to access the internet. Moeuf, Pellerin, Lamouri, Tamayo-Giraldo &
Barbaray (2018) states that the concepts of industry 4.0 had slightly been adopted by SMEs
in the industrial operations mainly for monitoring purposes but however, the actual
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applications in production planning perspective was lacking. Therefore, some scholars
perceive the impact of IR 4.0 positively and some perceive negatively. According to
Comegys and Brennan (2003), over use of internet exploit the mental health of humans. On
the other side Hermann, Pentek and Otto (2016) explains the advantages of IR 4.0 in human
life. Hence, some contradictions can be seen in the relationship between IR 4.0 and consumer
behaviour. Thus, the following has been advanced:

Hs: There is a significant association between industrial revolution 4.0 and consumer
behaviour on firm sustainability.

2.5 Financial Structure as a Mediating Variable

Lin, Sun & Jiang (2009) define “financial structure” as the composition and relative
importance of various financial institutional arrangements in a financial system. Beckett
(1998) noted that management problems affecting businesses with knowledge of consumer
behaviour recognised that the financial structure of the strategic and operational challenges
of businesses depends on the type of consumer behaviour or potential customers. The
financial structure is significantly linked to financial access of consumers, enhanced
consumer financial planning behaviour is related to improved financial access (Erkol &
Coskun, 2020; Birkenmaier & Fu, 2019; Aghion, Bond, Klemm & Marinescu, 2004).

Likewise, Consistent organisational core values are reflected in the future behaviour of the
management team, which will have a high impact on the public dimension and a higher
consumer behaviour component (Perez & del Bosque, 2009). Morally acceptable consumer
behaviour would lead to improved understanding of the financial structure of consumer-
business sustainability and greater satisfaction (Perez & del Bosque, 2009; Oro and Ekpo,
2020). At the end of the day, ethical behaviour of consumers would enhance the company's
response, such as increased consumer response time or promotional ideas about the reality
of the situation (Murray & Vogel, 1997).

Evidence from prior studies have found that ‘the financial structure of firms belonging to the
same industry classification generally have similar financial structures whereas firms from
different industry classes generally displayed different financial structures’ (Schwartz &
Aronson, 1967; Lin, Sun & Jiang, 2009; Wang & Li, 2020; Chu, 2020; Saraswati, Maski,
Kaluge & Sakti, 2020; Salomon & Klaus-Jurgen, 2017). According to Hsieh, Chen and Lin
(2019) income inequality increases with financial deepening but decreases with a more
market-oriented financial system for sustainability of the enterprises which is related to
consumer behaviour and perceptions. Vanhanen (2020) suggested that robotic process
automation (RPA) can be used to effectively automate various business operations that are
high in volume, manual, repetitive, based on a certain set of clear rules and are in a stable
information technology (IT) environment.

The potential for workplace automation gives firms the option to reduce labour-induced
operating leverage, allowing them to adopt less conservative financial policies (Bates, Du &
Wang, 2020; Chiu, Wang & Vasarhelyi, 2020). Relatedly, sophisticated precedence
relationships exist among various sustainability functions of Industry 4.0 (Ghobakhloo,
2020; Pickard, Grecu & Grecu, 2019; Tuffnell, Kral, Durana & Krulicky, 2019; Hayhoe,
Podhorska, Siekelova & Stehel, 2019). Relatedly, Garcia-Muifia, Medina-Salgado, Ferrari
and Cucchi, (2020) results illustrated the new company’s sustainable value proposition,
considered all the three pillars of sustainability such as environment, economy, and society.
Results from Dahlin et al. (2020) indicated that a substantial commitment to CSR is
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positively linked to a longer-term financial structure. According to Kramer and Porter
(2011), firms are reshaping their business processes in terms of both financial structure, firm
performance and sustainability actions, in order to focus on the core belief of consumers.

The consumer is more inclined to interact in digital manufacturing activities with a greater
tendency to obtain view of the firms’ financial structure. Therefore inclusion of financial
structure as a mediating variable would bring novel insight into relating the indirect effect of
digital manufacturing component such as (technology, automation and IR 4.0) on consumer
behaviour for the firm sustainability which was lacking in the extant literature (Ahmed et al.,
2019). Based on the assertions above, the financial structure as a mediating variable revealed
insufficient empirical research. Therefore, this current research seeks to bridge the
knowledge gaps by introducing the financial structure to mediates the effect of digital
manufacturing through its three components such as (technology, automation and IR 4.0)
and consumer behaviour on firm sustainability, especially in Malaysia. Thus, the following
hypotheses were suggested as:

H4a. Financial structure mediates the effect of technology and consumer behaviour on firm
sustainability.

H4b. Financial structure mediates the effect of automation on consumer behaviour for
sustainability of firm.

H4c. Financial structure mediates the effect of IR 4.0 and consumer behaviour on firm
sustainability.

2.6 Diffusion of Innovation (DOI) Theory

The theory (DOI) had been propounded in 1962 by E. M. Rogers, it is one of the earliest
theory in strategic management and social science. It was instigated through an interaction
to describe how an idea/product is gaining strength over time and diffusing or spreading via
a particular population or social system (LaMotte, 2019). The final outcome in this diffusion
would be that people, embrace a new idea, behaviour, or product as part of a social
system. Adopting implies that a person would do something different from what they had
before for instance purchasing or using a new product, adopting and practicing a new
behaviour. The best approach for adopting is that the individual must see the idea, behaviour
patterns or product as new or innovative. As a result of this diffusion can be accomplished.
Digital technology-based autonomous consumers usually control the option of
manufacturers (Gasanov, Zubarev, Krasota, (2020). Often throughout the diffusion process
a digital software is transmitted via a social system mechanism across the contact medium
linked to the consumers of the manufacturing firm.. This in turn promote the effectiveness
of manufacturing firms in meeting their sustainability goals with the rapidly growing digital
market economy by satisfying the consumer needs. According to previous work of scholars,
there are five major factors influencing the adoption of innovation, they include relative
advantage, compatibility, complexity, triability and observability (Rogger 1983, 1995;
Angelmar, 1990). The use of digital manufacturing technologies (DMTSs) is changing the
face of the manufacturing landscape and enhancing the competitiveness of firms (Gillani,
Chatha, Jajja & Farooq, 2020; Bokrantz, Skoogh, Berlin & Stahre, 2017).

The adoption of a new concept, behaviour or product that is "innovation” never occur
simultaneously in the social system; rather, a process in which certain persons are more
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capable to adopting innovation than others. Studies have shown that consumers who adopt
an innovation at an early stage have different features than those who adopt innovation later
on. When promoting an innovation to a target population, it is important to understand the
characteristics of the target population that will help or hinder adoption of the innovation.
Therefore, any manufacturing firm implementing digital system to serve a target consumers,
it is necessary to understand the attributes of the consumers in the market that will influence
the adoption of the technological innovation. Based on the focus and context of this research
diffusion of innovation theory fits in to explain the convergence of digital manufacturing and
its components (technology, automation and IR 4.0), financial structure and consumer
behaviour within a single framework to describe the relationship between the selected
variables in the study.

2.6 Research Framework

Figure 1 shows the conceptual framework of this study that was derived from the theoretical
foundations. This explain the direct relationship between digital manufacturing three
components such as technology, automation and IR4.0, financial structure and consumer
behaviour on firm sustainability. The framework also connect the indirect effect of financial
structure as it mediates the between technology, automation and IR4.0 on consumer
behaviour.

Independent Variable Mediating variable
Digital Manufacturing

Dependent Variable

Figure 1 Research Framework of Digital Manufacturing and Consumer Behaviour on firm
sustainability.

3. Research Methods

The data for this study were collected through the online survey method. The study was
undertaken from March -June, 2020. To improve generalising the finding outcomes, the
firms for the study were selected using simple random sample via the firms’ repository
database in Malaysia, where the firms’ profiles with the detail information about the
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Malaysian manufacturing enterprises. Among random selected firms’, each enterprises
website was verified to know whether this firms were associated to digital manufacturing
and consumer behaviour for sustainability with the products or services delivered. Out of
866 firms contacted only 203 participated in the survey with the response rate of 23.44%.
Out of the survey copies of questionnaire retrieved online survey only 102 was used as the
final sample size because 76.56% questionnaires were not returned.

Thus, only 102 manufacturing firms were active and had met the required products/services
offered. Based on that it allowed for investigating homogenous set of manufacturing firms
that have the criteria regarding the digital manufacturing and consumer behaviour on
sustainability of firms (Holmstrom, Liotta & Chaudhuri, 2017; Niaki, Torabi & Nonino,
2019; Ghobakhloo, 2020). In addition, consumer behaviour is a core strategic focus for
digital manufacturing firms. Based on the data obtained 48 manufacturing firms were
categorised into small enterprises with 5 - 75 employees, while 54 medium enterprises have
75 - 200 employees in accordance with the SMEs definition in Malaysian (SMEsCorp
Malaysia, 2015; Razak, Abdullah & Ersoy, 2018). The participants had on a regular basis
not less than 10 years practical experience serving in present post. The survey includes 70
business owners and 32 company chief executives (CCEs) of the enterprises who are the
decision makers. Therefore, regarding non-response bias, no reminder was being used, p was
< 0.05 because less problem of earlier and later respondents considered in this paper.

3.1 Measures

All constructs were measured through a 5-point Likert scale, ranging from 1 (strongly
disagree) to 5 (strongly agree). The reflective scales were used for all constructs
(Diamantopoulos & Winklhofer, 2001). To study the novelty this paper used the digital
manufacturing components (such as technology measurement were adopted from (Gatignon
& Xuereb, 1997; Halac, 2015; Nimfa, Latiff & Wahab 2020), automation measurement were
adopted from (Ong, Yee, Hui, Kasim & Hizza, 2015) and measurement for industry 4.0 were
adopted from (Imran, Hameed & Haque, 2018), financial structure measurement were
adopted from (Ugurlu, 1997; Chittenden et al., 1996) and consumer behaviour measurement
were adopted from (Sudbury-Riley & Kohlbacher, 2016) Ethically Minded Consumer
Behaviour (EMCB Scale). Furthermore, this paper operationalizes independent variable
digital manufacturing through its 3 components (technology, automation and IR 4.0); the
dependent variable (consumer behaviour) and the mediating variable (financial structure)
through 5 items each. Moreover, this study used variables as unidimensional with a few
changes to the research instrument to fit the context of this current study. The items used for
the questionnaire design are presented in Table 1.

Table 1 Items used for questionnaire Design.

Construct Code Item Authors
No.
TECHNZ1 Our enterprise is very proactive in the development Gatignon&
of new technologies. Xuereb, 1997;
TECHN2 Our firm has the capacity to build technological Halac, 2015;
breakthrough Nimfa, Latiff &
Technology TECHN3  Our firm has built a strong network of collaboration Wahab 2020

with suppliers of technological equipment to serve
our consumers better.

TECHN4 Our firm has an aggressive technological patent
strategy

TECHN5 Our firm is always the first one to use new
technology for its new product to consumers
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AUTM1  Our automation provides different range of services. Ong, Yee, Hui,
AUTM2  Our automation processes is accurate Kasim & Hizza
Automation AUTM3  Our automation delivery is consistent (2015)
AUTM4  Our automation conducts is dependable.
AUTM5  Our automated service is accessible.
IR1 It enables the firm to avoid operational downtimeand Imran, Hameed,
other productivity challenges. Haque, 2018
IR2 It relates with responsive, proactive, and predictive
practices which enhance the accuracy.
Industrial IR3 It provides the ability to work in real time.
Revolution 4.0
IR4 It offers ways that can successfully address the
issues.
IR5 It provides the ability to adjust and learn from data.
FS1 Our firm financial policy is sensitive to prevailing Ugurlu, 1997;
market. Chittenden et
FS2 Our firm possessed propensity for internal/external al., 1996; Ferri
growth and meet market demand & Jones, 1979.
Financial FS3 Our firm has the liquidity to provide market demand
Structure
FS4 Our firm is sensitive to long-term debt ratio.
FS5 Our firm is sensitive to short-term debt ratio.
CB1 We often use shopping sites to serve our consumers.  Ansri, 2019
CB2 We rely on shopping sites to offer our consumers Sudbury-Riley
the best products & Kohlbacher,
Consumer CB3 We believe internet has made the shopping easierto 2016
Behaviour our consumers
CB4 We believe shopping sites provide more facilities to
our consumers.
CB5 We trust our shopping sites in terms of price and

quality to the consumers.

4. Discussion and Conclusion

4.1 Common Method Bias (CMB)

Common method Bias (CMB) in data analysis is a threat of biased to outcomes of analysis.
Common method bias in partial least squares structural equation modelling (PLS-SEM) is
spotted through a complete collinearity assessment approach (Kock, 2015). The VIF values
must be below the target level of 3.3 (Hair et al., 2019; Hair et al., 2017; Kock, 2015). This
would reflect the freedom of the model from the common method Bias (. Higher value over
3.3 indicates that the common method bias has harmed the model. This study evaluates CMB
by fulfilling the variance inflation factor (VIF) criteria (Kock 2017; Hair el al., 2019) see
Table 5 VIF values of the indicators. Hence, bias from common method Bias was deemed
non-existent in this study and was not a major concern.

4.2 Measurement Model Assessment

To investigate the study model, the partial least square structural equation model (PLS-SEM)
approach that uses SmartPLS 3.2.9 software was chosen (Hair et al., 2020). This approach
was used because, with a vast number of constructs and a non-normal data distribution,
partial least squares (PLS) can manage multiple structural equation models (Akter, Wamba
& Dewan, 2017; Nor-Aishah et al., 2020). To perform PLS-SEM analysis, the measurement
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model was first assessed to ensure the validity and reliability of the study model. This
included analyses of composite reliability, convergent validity, and discriminant validity.
The measurement model is illustrated in figure 2. Reliability was measured using Cronbach’s
alpha and composite reliability (CR), which should be above 0.7 and 0.8, respectively (Hair
et al., 2014). Meanwhile, convergent validity was measured based on average variance
extracted (AVE) values, which should be above 0.5 (Hair et al., 2014, Hair et al., 2019). As
shown in Table 2, all the constructs in the study met these criteria and thus displayed
satisfactory reliability and convergent validity. Next, discriminant validity for the model was
assessed using the heterotrait-monotrait (HTMT) ratio of correlations, which should be less
than 0.85 (Voorshees et al. 2016). Based on Table 3, the study constructs met the
discriminant validity criteria as well. Finally, the study model was tested for multicollinearity
based on the items’ variance inflation factor (VIF). Table 4 indicates that all items had VIF
values which met the criteria between 3 > 5 (Hair et al. 2017, Hair et al., 2019), which proves
the non-existence of multicollinearity issues in this study. As the study model exhibited
sufficient reliability and validity, the structural model was subsequently analysed to test the
hypotheses.

Table 2 Convergent Validity, Cronbach’s Alpha, Composite Reliability (CR) AVE

Construct Items Loadings Cronbach's CR Ave
Alpha
Technology TECHN1 0.747 0.743 0.829  0.596

TECHN2  0.797
TECHN 3 0.749
TECHN 4 0.532
TECHNS5 0.667
Automation AUTMN1 0.761 0.754 0.836  0.510
AUTMN2 0.705
AUTMN3 0.829
AUTMN4 0.698
AUTMNS5 0.543

Industrial revolution 4.0 IR1 0.919 0.838 0.847 0.674
IR2 0.881
IR3 0.791
IR4 0.730
IR5 0.870
Financial Structure FS1 0.864 0.910 0.933 0.735
FS2 0.891
FS3 0.827
FS4 0.850
FS5 0.853
Consumer Behaviour CB1 0.806 0.876 0.910 0.669
CB2 0.841
CB3 0.746
CB4 0.859
CB5 0.834

Table 3 Heterotrait- Montriat Ratio
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Automation  Consumer Financial Industrial
Behaviour structure Revolution  Technology
4.0
Automation
Consumer 0.040 0.445
Behaviour
Financial 0.475 0.409
structure
Industrial 0.498 0.461 0.389
Revolution
4.0
Technology 0.051 0.561 0.459 0.477
Table 4 Inner VIF
Consumer Behaviour Financial Structure
Automation 3.732 3.298
Consumer Behaviour
Financial Structure 2.445
Industrial Revolution 4.0 1.166 1.156
Technology 3.612 3.307

4.3 Structural Model Assessment
Table 5 shows the results for the path coefficient analysis for the direct hypotheses (H1 to
H7). Overall, all the direct hypotheses were supported.

5. Direct Effect

Table 5.1 There is a significant relationship between technology and consumer
behaviour for firm sustainability.

Hypotheses Relationship Std. SE T P Decision
Beta Value Values
H1 Technology -> consumer behaviour 0.569 0.116 2.933 0.004 Supported

Table 6.1 revealed that technology has a direct positive relationship with consumer
behaviour B = 0.559, t = 2.933, p < 0.05). Therefore, H1 was supported. The connection
between technology and consumer behaviour was supported by diffusion of innovation
theory. The theory view that technology relates positively with consumer behaviour for firm
sustainability in Malaysia. This finding was consistent with the related study in other settings
(Fain & Roberts, 1997; Sue, 2015; Jose, 2017; Basile, 2019).

Table 5.2 There is a significant relationship between automation and consumer behaviour for
firm sustainability.

Hypotheses  Relationship Std. SE T P Decision
Beta Value Values
H2 Automation ->consumer behaviour  6.051 0.127 6.904 0.000 supported
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Table 5.2 indicated that automation has a direct positive relationship with consumer
behaviour B=6.051,t=6.904, p <0.05, therefore, hypothesis four (2) was supported. Theory
suggested that automation relates positively and was significant with consumer behaviour in
Malaysia Nigeria. The connection between automation and consumer behaviour was also
supported by the diffusion of innovation theory described in the theoretical framework. The
effort to acknowledge the effect of automation has regularly received keen attention by prior
researches (Ong et al., 2015; Martiskova & Svec, 2019). Likewise, Paddeu & Parkhurst
(2020) supported that changing consumer behaviour is urging firms to produce small
quantities in a relatively large number of varieties in a flexible manner and to save a lot of
time. The need to better serve consumers can be influenced by automated processes, and this
would only be achieved if an increased level of automation is implemented in manufacturing
processes.

Table 5.3 There is a significant relationship between industrial revolution 4.0 and
consumer behaviour on firm sustainability.

Hypothesis  Relationship Std. SE T P Decision
Beta Value Values
H3 Industrial revolution 4.0 -> consumer  0.431 0.058 0.687 0.492 Not supported
behaviour

Table 5.3 indicated that industrial revolution 4.0 did not have a direct positive relationship
with consumer behaviour 3 = 0.431, t = 0.687, p > 0.05, therefore, hypothesis three was not
supported. These results support the view (Tupa, Steiner & Simota, 2017) who stated that
industry revolution 4.0 is a relatively new approach, manufacturing processes as a result of
new initiatives, reconfigured structures, more sophisticated information technology facilities
and associated new risks. Consequently, industrial revolution 4.0 did not have a significant
effect with consumer behaviour on firm sustainability.

Table 5.4 There is a significant relationship between technology and financial structure on
firm sustainability.

Hypothesis Relationship Std. Beta SE T- P Decision
Value Values
H4 Technology -> financial structure 2.772 0.118 3.214 0.001 Supported

Table 5.4 indicated that technology has a direct positive relationship with financial structure
B=2772,t=3.214, p < 0.05, therefore, hypothesis four was supported. The relationship
between technology and financial structure was also supported by the diffusion of innovation
theory. Theory suggested that technology has a direct significant relationship with financial
structure on firm sustainability in Malaysia. This findings was consistent with a related
research by (Chakraborty & Ray, 2007; Hoffmann, Laeven & Ratnovski, 2020 and Da Silva,
Kovaleski & Pagani, 2018) who stated that the level of financial expansion is determined
by the initial inequality, the size of the investment and the market structure, whereas the
financial structure is influenced by investment technologies, legal and financial enterprises.

Table 5.5 There is a significant relationship between automation and financial structure on
firm sustainability.

Hypothesis Relationship Std. Beta SE T-Value P Values Decision

H5 Automation -> financial structure  3.603 0.126  3.060 0.002 Supported

Table 5.5 indicated that technology has a direct positive relationship with financial structure
B =3.603, t = 3.060, p < 0.05, therefore, hypothesis five was supported. The relationship
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between automation and financial structure was also supported by the diffusion of innovation
theory. Theory suggested that automation has a direct significant relationship with financial
structure on firm sustainability in Malaysia. These findings support the view of (Lawless,
O’Connell & O’Toole, 2015; Bates, Du & Wang, 2020).

Table 5.6 There is a significant relationship between industrial revolution 4.0 and financial
structure on firm sustainability.

Hypothesis Relationship Std. SE T P Decision
Beta Value Values
H6 0.973 0.067 0.852 0.395 Not Supported
Industrial revolution ->  financial
structure

Table 5.6 indicated that industrial revolution did not have a direct positive relationship with
financial structure f =0.973,t=0.852, p > 0.05, therefore, hypothesis six was not supported.
The relationship between industrial revolution and financial structure was also supported by
the diffusion of innovation theory. Theory suggested that industrial revolution was not
significant with financial structure in Malaysia. These findings was backed by the views of
(Coro & Volpe (2020) and Horék (2016) confirming that because of firm failure to acquire
new technologies or SMART technologies which required substantial initial investment, and
also depend on a robust financial structure and management. Firms cannot interact properly
with their consumers, suppliers and customers without capable financial decisions. This, in
turn, affects the strong link between the industrial revolution and the financial structure.
Cirillo et al. (2020) supported the vital element of the ongoing transition to so-called smart
manufacturing in the Industrial Revolution 4.0 and the new generation of emerging
technologies.

Table 5.7 There is a significant relationship between financial structure and consumer
behaviour on firm sustainability.

Hypothesis Relationship Std. SE T- P Decision
Beta Value Values
H7 Financial structure -> consumer behaviour 3.462 0.083 4.201 0.000 Supported

Table 5.7 revealed that financial structure has a direct positive relationship with consumer
behaviour and significant with B = 3.462, t = 4.201, p < 0.05), hence, hypothesis 7 was
supported. Financial structure and consumer behaviour has widely been discussed in past
studies by (Davis, 1996; Echekoba & Ananwude, 2016; do Paco et al., 2019). Birkenmaier
& Fu, (2019). The findings of this study was consistent with the views of (Lee, Ahn & Shin,
2004; Lee, Kim & Ahn, 2019; Heyman, Deloof & Ooghe (2008) who believed that the
financial structure of high-growth companies and those with less tangible assets had a lower
percentage of liability, which in turn influenced consumer buying decisions. The firm
financial structure involves an interaction between the ability of external financial firms to
provide financial resources and consumers with investor expectations for other forms of
investment that help in shaping their behaviour (Huyghebaert & Van de Gucht, 2007). The
financial structure relates to the level of debt used by a business to finance its activities, this
structure directly affects the uncertainty and valuation of the technology firm. The financial
managers of the company are committed to establishing the best combination of debt and
equity to optimise the financial structure. For both private and public firms, the economic
indicators for the analysis of the financial structure are essentially the same. This study was
consistent with the vies of (Hamilton et al., 2019; Anuja, 1999).

83



8" International Seminar of Entrepreneurship and Business (ISEB 2020)
22 November 2020

The study model displayed satisfactory coefficients of determination (R?), where 79.8
percent of consumer behaviour and 59.1 percent of financial structure was explained by their
respective predictors (Table 6). Next, in terms of effect size, Table 7 shows that technology
had a small effect on both consumer behaviour and financial structure. Meanwhile,
automation and financial structure both had lager effect on consumer behaviour. Finally,
industrial revolution 4.0 has no effect on both consumer behaviour and financial structure.

However, Chin et al. (2003) explained that a small effect size does not always reflect the
insignificance of the construct, especially when the beta coefficient result is substantial.
Thus, all the predictor variables in this study had meaningful effects on consumer behaviour
and financial. The final step in the structural model assessment was the test for predictive
relevance (Q?), the results of which are shown in Table 8. According to Hair et al. (2017)
and Hair et al., (2019), a value of 0.02 shows small relevance, 0.15 shows medium relevance
and 0.35 shows large relevance for endogenous constructs. Based on this criteria, this study’s
endogenous variables, Automation, financial structure and consumer behaviour, exhibited
large predictive relevance values in the model. Figure 3 illustrates the structural model of the
study.

Table 6 R square

R Square R square Adjusted

Consumer behaviour 0.798 0.790
Financial Structure 0.591 0.590

Table 7 F Square

Consumer Financial Effect Size on Effect Size on
Behaviour Structure Consumer Financial Structure
Behaviour
Technology 0.040 0.092 Small Small
Automation 0.317 0.132 Large Medium
Industrial 0.005 0.009 - -
revolution 4.0
Financial structure  0.176 medium -
Table 8 Predictive Relevance (Q?)
SSO SSE Q? (=1-SSE/SSO)

Technology 510.000 510.000
Automation 510.000 510.000
Industrial Revolution 510.000 510.000
4.0
Financial Structure 510.000 295.506 0.421
Consumer Behaviour 510.000 246.255 0.517

4.4 Mediation Effect Assessment

In evaluating the effect of mediator using partial least square structural equation model (PLS-
SEM). This study used the approach of (Ramayah et al., 2018 and Hair et al., 2017; Sarstedt
et al.; 2020). The mediating effect of financial structure on the relationship between digital
manufacturing (technology, automation, and industrial revolution 4.0) and consumer
behaviour was analysed using the Hair et al (2019) bootstrapping method 5000 re-sampling.
The analysis results, shows in Table 10, indicated that financials structure significantly
mediates the influence of technology automation model on consumer behaviour. While,
financial structure did not mediates between industrial revolution 4.0 and consumer
behaviour. In addition, the mediation effect was evident because technology through
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financial structure has an indirect effect on consumer. Also, automation through financial
structure has an indirect effect on consumer behaviour. However, industrial revolution 4.0
through financial structure did not have any indirect effect on consumer behaviour. The
analysis was confirmed the value of confidence interval bias corrected the lower interval
(2.50 percent) and upper intervals (97.50 percent) (Hair et al., 2019). Therefore, hypotheses
8 and 9 were supported, while hypothesis 10 was not supported.

Table 9 Indirect Effect Mediation

Std. T P BClI BClI Decision
Hypotheses  Relationship Beta SE Value  Value 250% 97.50%
Technology -> financial 2.050 0.041 0.028 0.198 Supported
structure -> consumer
8. behaviour 0.110 0.043
Automation -> financial 2.446 0.015 0.046 0.235 Supported
structure -> consumer
9. behaviour 0.019 0.045
Industrial ~ revolution 0.995 0.338 -0.023  0.053 Not Supported
4.0 -> financial
structure->  consumer
10. behaviour 0.088 0.019

4.5. Discussion

This study has provided valuable insights on consumer behaviour in Malaysia. It contributes
to the body of knowledge by investigating the direct effect of three components of digital
manufacturing (technology, automation and industrial revolution 4.0) on consumer
behaviour, as well as the indirect mediating effect of financial structure on digital
manufacturing on consumer behaviour that has never been studied in the extant literature.
These findings have both theoretical and practical implications. First, the results demonstrate
the importance of digital manufacturing in the context of technology, automation and
industrial revolution 4.0 on consumer behaviour for sustainability of firm in Malaysia.
Specifically, it implies that all construct have direct and indirect effect on consumer
behaviour. It also contributes to the strategic management and consumer behaviour literature
by examining the unresolved issue concerning the context in another perspective. This study
further confirms and strengthens the theoretical view that digital manufacturing and
consumer behaviour are important for an enterprises to achieve efficiency in manufacturing
sector.

The theoretical framework of this study was also supported by the diffusion innovation
theory of the firm, positing the technology advantage as essential tool for manufacturing firm
sustainability and addressing issues of consumer behaviour in a global competitive market.
This research findings was consistent with the prior study by Gillani, Chatha, Jajja & Farooq
(2020) found that the integration of digital technology had a significant effect on the firm
performance related to flexibility, design, delivery and quality. Evidence from previous
studies further supported that sophisticated design and emerging technology provide new
possibilities for manufacturing that is more sensitive, versatile and potentially distributed
and situated closer to the consumers (Srai, 2019; Zaki, Theodoulidis, Shapira, Neely &
Surekli, 2017). The study also few implications for manufacturers, consumers and financial
expert in the manufacturing sectors toward decision making for sustainability of the firm.
Managers of manufacturing companies are encouraged to introduce digital manufacturing
and create awareness to strengthen consumer behaviour for sustainability and competitive
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advantage. In addition, they would strengthen financial structure within their firms to
enhance financial flexibility approaches that promote sustainability of the firm.

46  Theoretical contribution

In the digital world, related to digital manufacturing, consumers focuses on monitoring, once
the technology is accepted whether the integration still make sense to the consumers
behaviour. In other words, the consumer’s traits would provide an assessment Of the
likelihood of the adoption in a specific circumstance and social networks influence the
adoption decision of the consumers. The main theoretical contribution of this study vested
in its evaluation upon on correlation of digital manufacturing components such as
(technology, automation and industrial revolution 4.0) on consumer behaviour and mediating
upon financial structure.

The current issue of consumer behaviour for sustainability of firm has stimulated managers
from firms all over the world to react immediately, especially those in the manufacturing
firms that are the greatest contributors in the Malaysian economy. While digital
manufacturing consist of driving and leading the clusters of consumer behaviour for
sustainability of firm towards achieving organizational targets, the relationship between
digital manufacturing and consumer behaviour for sustainability of firm is yet to sustainable
performance is yet to be investigated. The current study has drawn novel and insightful
conclusions associated with the findings.

The findings verified that technology and consumer behaviour has a significant relationship.
This finding was supported by the view of (Wright, 2020), who contributed that the
technology, is shifting consumer behaviour and various business activities, making it
essential for most firms to transform their business into a new collaborative system due to
inter-business functions tailored to their decision-makers. The findings also revealed that
automation has a direct positive and significant relationship with consumer behaviour. This
results agrees with the findings of previous study investigated by (Martiskova & Svec, 2019).
Nevertheless, the findings shows that industrial revolution 4.0 did not have direct significant
relationship with consumer behaviour. This findings was consistent view of (Tupa et al.,
2017). The study, also confirmed that technology has a direct connection with financial
structure. In like manner, the result indicated that automation has a direct positive
relationship with financial structure. Inversely the study reported that industrial revolution
4.0 did not have a direct positive relationship with financial structure. Moreover, findings
revealed that financial structure has a direct positive relationship with consumer behaviour.
The study further reported that financial structure fully mediates between technology and
consumer behaviour. Again, financial structure partially mediated between automation and
consumer behaviour. However, financial structure did not mediates between industrial
revolution 4.0 and consumer behaviour. Additionally, this research provides several
theoretical contributions with respect to the diffusion of innovation Theory (DOI). This result
supported DOI, which posits that the digital structure of the new technology decision outlines
the key steps that shape consumer behaviour when rethinking the adoption of digital
technologies after gaining awareness as well. The consumer behaviour after that form, a
perception on the progress could enable the consumer to decide whether to embrace it or not,
the use of digital manufacturing thus, allows consumers to continue using the latest
technological innovation of their unpredictable nature for sustainability in the firm (Castelo-
Branco et al.,, 2019). Increased digital technology, automation and interconnectivity
(Brynjolfsson & McAfee 2014) define new manufacturing technologies.
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Beside the results, this present study assisted in filling the gap in the context of consumer
behaviour for firm sustainability in the emerging nation such as Malaysia. This is because
most prior studies focused on developed economy consumer market. Consequently, it is vital
to link the existing research gaps between digital manufacturing and consumer behaviour
which are necessary for firm sustainability in the current economic situation. There was no
joint study on digital manufacturing on consumer behaviour, the mediating influence of the
financial structure between technology, automation, industrial revolution and consumer
behaviour in Malaysia. Hence, this study contributed to the existing body of literature
through investigating the effect of digital manufacturing through its components
(technology, automation and industrial revolution 4.0) on consumer behaviour for firm
sustainability.

5. Limitations and Future Directions

The scope of this current study was restricted to Malaysia in terms of geographical areas.
This study was a cross-sectional survey research. The study only considered the data
obtained from manufacturing managers to assess their ability toward handling consumer
behaviour to their business practices digital manufacturing was adopted. As such, future
studies may consider including other service sectors and manufacturing firms as respondents
to gain better ways of its operation. In addition, this study used one mediating variable,
“financial structure”, which provides a new direction for future research in digital
manufacturing and consumer behaviour. Future researcher can advanced new studies in
digital manufacturing which need to be explored in upcoming research. Finally, this study
was conducted in a developing country, the research framework can be replicated in other
emerging economy to observe its sustainability.

Conclusion

The main aim of this study was to investigate the effect of digital manufacturing on consumer
behaviour for sustainability of firm and the mediating role of financial structure. This study
has found that the first component of digital manufacturing, technology, automation and
industrial revolution 4.0, have significant relationship on consumer behaviour; similarly, it
technology, automation and IR 4.0 have significant and positive relationship with financial
structure. Further, technology, automation and IR 4. 0 were found to have indirect effect on
consumer behaviour via the full mediation of financial structure. In summary, technology,
automation and industrial revolution 4.0 has relation with consumer behaviour through full
mediation of financial structure. This study has revealed that there was a positive links
between digital manufacturing through its three components (technology, automation and IR
4.0) and consumer behaviour on firm sustainability in Malaysia. Digital manufacturing is a
viable strategic planning mechanism which digital manufacturing managers need to scheme
by recognising consumer behaviour on firm sustainability in Malaysia.
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Abstract - Business resilience relates to the ability to recover from stretching, bending and
compression from economic or business turmoil. The Covid-19 pandemic outbreak is the critical
challenges affecting small business activities and finance. While there is no sign of reduction on the
affected peoples worldwide and the setback to small business are still on, this study investigates the
impact of Covid-19 on business and how the entrepreneurs overcome the problems for the purpose
of business survival. We employed the qualitative approach, where five selected small business
owners were interviewed through phone calls within 1 April 2020 until 30 April 2020 during the
second phase of Movement Control Order in Malaysia. Thematic analysis were used to identify and
analyze the data. The study has identified three indicators of financial distress and two measures on
quick financial related strategy for business survival. The identified resilience measures are prudent
short-term cash flow management and capital control. Owner’s perspective on the future direction of
their business and other impacts are not clearly visible at the time of the study where various agencies
are in the midst of charting relevant measures and programs to support business communities. The
article concluded with suggestions for future research, policy maker and small business development.

Keywords: Covid-19; Finance; Resilience; Small Business; Strategy

1. Introduction

The latest tragedy in world history is related to the outburst of Covid-19 pandemic in almost
all countries in this world. The pandemic which began in Wuhan, China in 2019 has brought
negative impacts on global economy, corporations and small and medium enterprises
(SMEs). Economists predict the declining of economic activity momentum from 2020
onwards (Segal & Gerstel, 2020). As at August 2020, the pandemic has infected more than
two million peoples. Therefore, many countries are implementing lockdown or Movement
Control Order (MCO) to break its rapid escalation. Preventive action, physical distancing and
standard procedures are among measures that peoples must follows to hinder the virus.
While, governments agencies are seriously promotes the safety measures, the impact of the
preventive measurements are also affected business entities and economy at the tremendous
size as the World Trade Organization estimates that global merchandise trade could fall
sharply by 13% to 32% in year 2020 (International Trade Centre, 2020).
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At the micro level, the Covid-19 preventive measures have also affected corporation and
small and medium enterprises (SMEs) performance (Omar et al., 2020). Specifically, for
small businesses, the most affected areas relates to the cash flows imbalance and debt
management due to the interruption of business operations and process. Business lockdown
has led the cash flows problems while they are still required to pay all the financial
commitments, salaries, rental costs, loans and overhead. Therefore, the current situation has
forced the small sector to implement resilience measures to recover from the problems and
navigating the company to survive in the turbulence period. Business resilience concept at
both the individual (business owner) and company is determines by the quality of
individuals, organizations, and systems, as a whole, to respond productively to a meaningful
change without waiting for a prolonged period of time (Sanchis et al., 2020).

The objective of this study is to investigate the impact of Covid-19 on small business finance
and how the businesses resilience overcome the problems for the purpose of short-term
business continuity. The following section highlights some theoretical background and
review of the literatures. The third section will discuss about the methodology. The fourth
section is presenting the results and findings. Final section will concludes with some
suggestions for business owners, policy maker and future research in financial related
development.

2. Literature Review

The Covid-19 is the health crisis that lead toward unexpected business crisis. Since March
2020, economists had predicted the downturn of business activity until an unknown ending
date (Smith-Bingham & Hariharan, 2020). The world economic situation is drastically
changed whereas the economic sectors are hardly hit by the health control and preventive
measures by government’s worldwide (Craven et al., 2020). The supply chain and
transportation sector are also affected where millions of workers was forced under
confinement or lockdown. Therefore world businesses was in short supply of raw materials
or finished goods and struggling to get back on normal business track (Sneader & Singhal,
2020). The most affected industry are aviation, tourism and travel-related, hotels, restaurants
and non-essentials manufacturing companies. (OECD, 2020; Segal & Gerstel, 2020). Travel
and tourism are the forefront and most affected sectors when 113 countries had banned travel
to contain the spread of the disease in May 2020 (International Trade Centre, 2020). Exports
of merchandise products from China and European countries have fallen at about 20% since
early 2020 (International Trade Centre, 2020).

The Malaysian small and medium enterprises (SMEs) contributes about 98.5% of total
business establishments across all economic sectors (907,065 entities), 36.6% of gross
domestic product (GDP) and 65.3% employment (Small and Medium Enterprise
Corporation, 2019). Small business is define as firms with sales turnover from RM300 000
to RM15 million or employed of 5 to 75 workers for the manufacturing sector. While, for
the services and other sectors, small business are firms with sales turnover RM300 000 to
RM3 million or employed 5 to 30 workers (Small and Medium Enterprise Corporation,
2019). With the large number of SMEs, economic crisis will incredibly affect various small
business sectors and progress. Stress on cash flow and zero sales has been a challenge for
small business during current economic situation (Omar et al., 2020). In fact, there are cases
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where cash flow imbalance has led to collapse of many young business establishment within
the first five years (Syed, 2019; Wedesango et al, 2019).

The PRIHATIN Economic Stimulus Package 2020 has allocate RM3.3billion to assist small
and medium enterprises (SMEs) in sustaining business operations, employment and
domestic investment (Prime Minister's Office of Malaysia, 2020). Another package had been
announce on 6 April 2020 as the Additional PRIHATIN SME Economic Stimulus Package
(PRIHATIN SME+) amounting RM10 billion (Prime Minister's Office of Malaysia, 2020).
The soft-loan will be channel through local financial institutions and banks to ease the
financial burden of local SMEs during the Covid-19 crisis and MCO. As an example, the
Special Relief Facility (SRF) from Bank Negara Malaysia amounting RM3.0 billion are
allocate in term of short-term cash flows and working capital loans. The loan packages comes
with 3.75% financing rate per annum with maximum amount of financing at RM1 million.
Official announcement on the availability of the loans will start from March 6, 2020 to
December 31, 2020. During the first phase, it will be dedicated to those SMEs with the
maximum shareholder funds of RM5 million (Prime Minister's Office of Malaysia, 2020).
The stimulus package will induce additional capital for some small business entities to covers
their cash flow requirements and short-term business commitments.

Running out of cash is a result of poor cash flow management, but it might be different
during the crisis period where strong relationship exists between financial management and
sustainability of small business (Wadesango et al, 2019). Financial management is the
business strategy in optimizing cash flow and liquidity. Therefore, the process of cash flows
management involves three specific stages, i.e. managing cash in and out of the company,
managing cash flows within the company and handling cash balances at any point of time
(Ahmad, 2017);. The first stage is the most important process since SMEs need to have
proper cash flow synchronization to pay all of current business commitments (Omar et al,
2008). Good cash flow management enables business to achieve short-term objective and
expansion plan. Small business are sometimes being place under misinterpretation that high
revenues will derive high profits. However, they fail to appreciate that if substantial cash is
not procure from those revenues, firm will have insufficient cash to pay off current expenses,
liabilities and commitments (SvatoSova, 2019). Thus, managing cash flow problem, changes
of business tactics and financial strategies during this turbulence period are crucial for
business continuity (Cassia & Minola, 2012).

Business resilience is the ability of firms or entrepreneurs to recover from the setback of
business bending, compression or stretching (Hedner et al., 2011). While entrepreneurs are
known with the underlying capabilities on business resilience measures, small businesses are
accepting that characteristic as part of the quick recovery and continuity strategy during
business turbulence period. Resiliency helped business owner coping with certain strategies
that protected their firms from business failure. While there are various measures of business
resilience characteristics are discussed by past researchers, the most relevant characteristics
in this latest Covid-19 phenomena was very much difficult to determine. Sanchis et al.
(2020) posited that business networking, support, trust and encouragement are the external
factors that inspired business owners to make a realistic plan for business recovery. From the
internal perspective, Neimimaa et al. (2019) integrated the three model factors underpinning
the business resilience features of the personal characteristics of the business owner, the
company structure and strategies, and the process (access to material resources, control and
sense of cohesion amongst staffs).
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3. Methodology

Non-probability purposive sampling was used to identify the respondents from the alumni
of the Faculty of Economics and Management, Universiti Kebangsan Malaysia. Data
collection was done through telephone interviews with five business owners during April
2020. Phone interview is the easiest and safest communication channel during the Covid-19
control period. A set of six open-ended questions was used to seek appropriate responses and
evidences on financial distress, while eight questions on business resilience strategies were
asked according to the adopted model of Sanchis et al. (2020).

All questions was e-mail to all respondents one day before the interview session for them to
get some preparation and ideas on the answers or responses. The interview took about 40-50
minutes and was audio recorded. Through content analysis, researchers were able to analyze

the conversation transcripts. Eventually, the data was coded, classified, and interpreted to
gather meaningful themes as suggested by Austin & Sutton (2015).

4. Results

4.1 Demography of Respondents and Business Background

The profiles of the respondents who are the business owner (ENT) of the firms and their
company is shown in Table 1.

Table 1: Respondents and Business Background

Respondent  Experience Industry / Business activity Office Paid-up Annual No.
in business location capital turnover of
staff
ENT-1 21 years Service: Telecommunication Kuala RM500k RM2.5million 10
support systems provider Lumpur
ENT-2 12 years Service: Restaurants and bakery Selangor  RM150k RM350k 8
ENT-3 11 years Manufacture: Healthcare and Selangor ~ RM1million RM9million 40
beauty products
ENT-4 7 years Service: Printing Selangor  RM900k RM1million 8
ENT-5 8 years Service: Travel agency Kuala RM200k RM3million 5
Lumpur

4.2 Impacts on Business Finance

The Covid-19 and Movement Control Order (MCO) in Malaysia has brought serious impact
on business finance among all business sector. The specific impacts on the financial distress
among firms are categorized into three themes as shown in Table 2. The most affected area
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was the loss or drastic reduction of business income as mentioned by four informants (ENT-
1, 2, 3 and 4). The phenomena occurs due to the shutdown of business during MCO as their
business is not categorized under the basic goods and services that still allowed to operate
by the government. The affected sector was travel service agency as they had to fully stop
their operation (ENT-5).

Table 2: Impacts on Business Finance

No Theme of Impact Transcription
1 Loss or reduction of “We don’t have new business and our existing customers are forced
income to close their premises. We lost a lot of income”. [ENT-1]

“We run our restaurant in a university. Due to the campus closure,
we lost totally... No income”. [ENT-2]

“My business totally stop after the MCO starts. We have no income
atall.” [ENT-4]

“Since the first day of MCO, we are 100% closed down. No
customers want to travel overseas in this period”. [ENT-5]

2 Cash flow imbalance | “I pay staffs salaries as usual, even without incoming income this
month. | am still looking for details information on types of
government incentives and soft-loan offers”. [ENT-2]

“Six-month loan moratorium by banks is not including financial
lease. I still have to pay our RM20,000 monthly leasing for our
machines”. [ENT-4]

“In March, we still pay full salary for all staff. Without incoming
income, how would company bear RM30,000 overhead cost every
month?”. [ENT-5]

3 Bankruptcy risk “We can’t really predict future direction of this business at this
moment. For the time being, we just grab whatever opportunities that
come to us”. [ENT-3]

“I believe, we can’t survive for more than two months without any
income”.[ENT-4]

“I hope to sustain for at least three to four months with our existing
savings. I can’t predict what is going to happen then”. [ENT-5]

The second problem arises from the MCO and Covid-19 outbreak is related to the issue of
cash flow imbalance where the businesses are still in position to pay all of their fixed
expenses, loans and staffs salary. The respondent who used the leasing facilities in their
business is the most affected where leasing is not considered as loans and have not included
under the bank’s moratorium scheme (ENT-4). The third theme identified through this study
is arises of bankruptcy risk. Business owners (ENT-4, ENT-5) claimed that they might go
insolvent within next two to four months if the current situation remain unresolved. As per
information from respondent (ENT-3), business owner was unclear about the future direction
of business and economy in 2020.
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4.3 Business Resilience Measurement

The reflection of small business measures in adapting basic survival strategies during the
crisis was measured along the line with the Conceptual Reference Framework (CRF) model
adopted from Sanchis et al. (2020). The modified model in this study focuses on the value
creation and value preservation of existing financial measures of the firms in term of
recovery capabilities in combating the impact of the crisis. The measurements are then
organized into identified themes from respondent’s information and responses. The
identified themes are then classified as the financial strategy of small business in achieving
immediate prevention and recovery measures of Covid-19 crisis as presented in Table 3.

Table 3: Financial Strategy and Business Resilience Measures

Financial Resilience Measures
Strategy Theme N N @ 5 Lo
= = = = =
zZ zZ pd pd pd
w w w w w
Prudent short- Study of the prospective forecast of \ \ \ \
term cash flow sales.
management Definition and implementation of the \/ \/ \ \ \
costs range that the enterprise would like
to bear.
Implementation of marketing and sales \ \ \
practices that minimize changes in
demand.
Definition and implementation of a \ \/
protocol to negotiate prices of finished
products/ services and expenses.
Capital control ~ Create a reserve fund and define policies \ \ \
that maintain a percentage of the
monetary reserve.
Study on the viability of turning to \ \
financing instruments.
Outsourcing and change of strategy to \ \ \
focus on those activities that provide
added value.
Request for credit through reciprocal \

guarantee companies that act as
guarantors of financing, assuming credit
risks.

The business resilience framework addresses the identical themes of two financial strategy:
(i) the prudent short-term cash flow management, and (ii) the capital control actions that
perceived to re-establish the enterprises into its normal operation. Business resilience
measurement shows strong emphasis of business owners on managing costs range of
enterprise consist of payment of staff salaries, rental, loans repayment and other monthly
fixed cost as stated by all respondents. The second resilience measures is the quick action by
the respondent to study the prospective sales forecast in the near term during the crisis period
(ENT-1, ENT-3, ENT-4 and ENT-5). Under the capital control category, small business are
particularly emphasis on creating sufficient reserve fund and creating internal policy to
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maintain the business capabilities to serve their monetary commitment (ENT-1, ENT-3,
ENT-4 and ENT-5). The second measures is identified as the implementation of outsourcing
strategy and focus on certain business activities that will provide financial value added to the
company (ENT-1, ENT-2, and ENT-5). As a consequences of the newly announced financial
assistants programme and support from government agencies on small business, the
resilience measurement through the request or application of additional credit of small
business owners from the financing institutions are still in the early stage. Thus it become
least popular measures during the study period where ENT-3 is the only respondent that
looking for that approach.

5. Discussion

This study aims to explore the impacts of Covid-19 on small business finance and understand
suitable business resilience strategy in preserving their business position in short-term
period. Several selected small business owners from different business segments were
involved in this study. Their fresh inputs were very important for policy makers to plan
appropriate actions for future small business development during and after the crisis. The
results have shown negative financial impacts from Covid-19 outbreak and MCO on business
income, cash flow stability and bankruptcy risk. All respondents have reported total or partial
loss of business income when their business were forced to suspend operation under the
MCO order. The issue occurred since their business activity was classified under non-
essentials sector or affected following the closure of the location where they are operated. In
other side, small businesses are reported poor cash flow position due to the imbalance of
their current business income and existing payments and financial commitments that they
must fulfil consistently. The study revealed that business with high loans commitment and
leasing payment commitment are hardly affected during the study period as certain financing
contracts are excluded from the list of loans moratorium incentive from local banks.
Critically, certain type of business was highly exposed to the bankruptcy risk on conventional
travel and printing sector as identified in the study.

The study found that there are two identified financial strategy themes. From the owner’s
preparedness perspective, prudent short-term cash flow management and capital control
strategy perceived to re-establish the enterprises into its normal operation. In details, business
owner’s emphasis more on managing costs range and expenses of their enterprise. It’s
identified as the payment of staff salaries, rental, loans repayment and other monthly fixed
cost. The other measures is related to the quick action to forecast new sales target in the
nearest future and implementing new sales and marketing strategy. Meanwhile, capital
control strategy had derive small business owners to quickly creating sufficient reserve fund
and internal policy on ways to serve their monthly monetary commitment, outsourcing
strategy and immediately put extra effort on certain niche activities that will provide extra
financial value to the firm, as the government financial assistant programme and repayment
moratorium of small business loans from financial institutions are still in the early stage to
implement.

Small business capabilities to absorb business changes and to design effective short term
financial strategy without affecting its existing financial position through processes of rapid
adaptation may induce the enterprise to obtain extra benefits. Unforeseen future direction is
critical for the sustainability of the firms. Thus, small business are encouraged to implement
the pecking order technique in their current business activities and expansion. Effective cash
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management discipline in daily operations and prudent financial management practices.
Besides, the resilience framework amongst business owner contributes on the decision-
making process by proposing sets of anticipatory actions about what they can do to be
prepared for the unexpected if the crisis prolonged.

6. Conclusion and Recommendation

In this preliminary study, we have proposed an adaptation and extension of business
resilience model by Sanchis et al. (2020) that aim to increase the scope of business resilience
in financial strategy of small firms during the Covid-19 crisis. The current approach of small
business and the recovery measures on their financial capacity shown that right financial
strategy is a prerequisite to support the financial position during unexpected business
turbulence. From the preparedness viewpoint, this definition should involve selecting the
optimal preventive actions based on some strategic financial criteria, identified as prudent
cash flow management strategy and strong capital control measures.

It is worth mentioning that business resilience is not a static initiative. The study recommends
two strategic options for small business firms in absorbing financial distress after Covid-19
as follows; (1) The strategic business diversification and (2) the effortless measures in
strengthening enterprise’s dynamic capabilities to enhance better business prospects. Given
that most firms understudy are still focusing their business activities in single sector, there is
a pressing need for the owners to manage their cash flow and capital position through the
innovating business model as well as implementing of the pecking order technique.
Enterprises should always strengthen their short-term cash flow management by
concentrating on accumulating retain earnings for their future operations and selective
expansion. Broadening the range of business conduct through alternative marketing channels
such as online, digital and social media marketing will helps small business gain better
income and market coverage. Future business investments should be sensitive and made
significant improvements on the choice of financing and fixed costs exposure.

Similarly, government and financial institutions should quickly disseminate the information
and distribution procedures of all financial supports or stimulus package to all relevant
business entities as it will help them recover quickly. Small and medium enterprises (SMES)
development agencies should also venture into one-to-one business advisory services,
business counselling services or coaching session to those adversely affected firms during
the crisis. The method might include the deployment of business experts in particular sector
and online based program. As for future research approach, it would be useful for other
researcher to further empirically investigate and generalize the study on a larger scale as the
Covid-19 outbreak has affected all types of business organizations. Thus the future research
design has to be inclusive.
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Abstrak - Tahap kepuasan pelanggan dalam institusi pendidikan adalah penting dan memberikan kredit imej
yang tinggi serta membolehkan penambahbaikan dilakukan oleh institusi pengajian tinggi. Sehubungan dengan
itu, satu kajian kepuasan pelanggan berkaitan kemudahan dan perkhidmatan dilaksanakan secara rawak
berlapis ke atas pelajar sepenuh masa di Politeknik Merlimau sesi Disember 2019. Seramai 472 responden dari
sejumlah 4920 pelajar peringkat Diploma dari lima jabatan akademik dan satu jabatan sokongan akademik
telah menjawab borang kaji selidik secara dalam talian. Kajian deskriptif ini menggunakan kaedah kuantitatif
melalui tinjauan dengan menggunakan instrumen soal selidik yang meliputi 5 bahagian penilaian iaitu jabatan
akademik, Unit Peperiksaan, perpustakaan, Jabatan Pembangunan dan Hal Ehwal Pelajar serta Unit Sukan,
Kokurikulum & Kebudayaan. Secara keseluruhannya tahap kepuasan diperolehi adalah pada tahap tinggi
melebihi skor min 4.00 pada setiap item. Namun proses penambahbaikan dan penyelenggaraan secara berkala
perlu dilaksanakan untuk menjamin dan meningkatkan lagi kualiti kemudahan dan perkhidmatan yang sedia
ada serta menggelakkan aduan yang sama berulang. Antara cadangan penambahbaikan adalah pihak
pengurusan perlu melakukan kajian, pemerhatian, pemantauan dan penyelenggaran yang berterusan dari masa
ke semasa. Kajian perlu melibatkan semua pelanggan yang menggunakan kemudahan dan perkhidmatan secara
langsung atau tidak langsung. Elemen lain seperti kemudahan OKU, sokongan perkhidmatan kesihatan mental
dan perubatan juga perlu dititikberatkan sebagai bukti komitmen kepimpinan organisasi selain penghargaan
sebagai dorongan motivasi kepada penyampai dan pelaksana untuk mewujudkan hubungan yang mampan
pelbagai pihak.

Kata kunci: Kemudahan dan Perkhidmatan, Kepuasan Pelanggan

1.  Pengenalan

Kualiti perkhidmatan atau produk boleh ditentukan melalui maklumbalas dan kepuasan yang
diperolehi oleh pelanggan. Adalah menjadi satu keperluan setiap organisasi atau institusi
menentukan tahap kepuasan pelanggan ke atas perkhidmatan yang diberikan. Pelbagai
kaedah atau instrumen pengukuran boleh dilaksanakan untuk menentukan tahap kepuasan
yang diterima oleh pelanggan yang seterusnya memberikan input keberkesanan kualiti
penyampaian perkhidmatan (Ariyani, 2015). Dalam dunia pendidikan, penilaian oleh
pelanggan adalah antara elemen yang penting untuk menilai kualiti pengurusan dalam
sesebuah institusi (Haque, 2004). Kepuasan pelanggan penting sebagai faktor tarikan dan
pilihan ke institusi tersebut (Mohd Faiz, 2011). la dapat menambah baik proses penyampaian
pembelajaran dan pengajaran. Politeknik sebagai institusi TVET harus menyediakan
kemudahan prasarana atau fizikal yang memuaskan pelanggan sesuai dengan visinya
menjadi Institusi TVET Terunggul (Syarifah Atifah, Normaslina, & Mohd Zulfazli Raub,
2013). Antara elemen yang menentukan kualiti pendidikan boleh diukur melalui kepuasan
pelanggan terhadap kemudahan bilik kuliah, kampus, kemudahan penyelidikan selain
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kelayakan fakulti atau jabatan (Mohammad A. Ashraf and Yusnidah Ibrahim College, 2009).
Kepuasan yang diterima oleh pelanggan akan mempengaruhi pelanggan terhadap kualiti
perkhidmatan secara keseluruhan terhadap sesebuah institusi atau organisasi.

1.1 Latar Belakang Masalah

Setiap institusi mempunyai peranan dan tanggungjawab untuk memenuhi kepuasan
pelanggan sebagai suatu proses penambahbaikan secara berterusan dan meningkatkan kuatiti
dan imej. Institusi pendidikan terutama Institusi Pengajian Tinggi (IPT) adalah penting
kerana institusi ini bakal melahirkan golongan penggerak ekonomi negara merentas bidang,
inovasi, kreativiti dan teknik. Cabaran dan persaingan antara IPT menjadi antara elemen
yang menjadikan sesebuah IPT perlu semaksimum memenuhi kepuasan pelanggan.
Kepuasan adalah elemen yang berkeupayaan dan dapat memenuhi kehendak atau keinginan
seseorang individu dalam perkhidmatan yang diberikan (Saif, 2014). Memenuhi kepuasan
pelanggan adalah pencapaian yang penting dan bernilai untuk sesebuah IPT. Selain
berkeupayaan menarik lebih ramai pelajar memilih IPT tersebut sebagai institusi pilihan, ia
telah menjadi satu fungsi perbandingan persepsi individu (Mukhtar, 2015) terhadap IPT di
Malaysia. Dalam pada itu, tidak dinafikan maklumbalas mempunyai peranan sebagai saluran
rasmi (Ling Y. L., 2015) untuk bertindak menyampaikan maksud, aduan, penghargaan, idea
penambahbaikan secara berterusan tanpa perlu bersemuka bagi meningkatkan kualiti
persekitaran, menilai dan menentukan keberkesanan prestasi sesebuah organisasi.

1.2  Penyataan Masalah

Tidak dapat dinafikan persaingan yang sengit antara IPT berlaku disebabkan globalisasi dan
kecekapan strategi pemasaran. Maka, setiap IPT berusaha untuk memberikan perkhidmatan
yang dapat memenuhi keperluan pelanggan iaitu pelajar, untuk terus memilih IPT tersebut
sebagai pilihan utama (IM Salinda Weerasinghe, 2017). Kepuasan pelanggan adalah sesuatu
nilai yang subjektif kerana ia melibatkan pengalaman seseorang ketika menggunakan
perkhidmatan tersebut dipengaruhi oleh dimensi faktor yang pelbagai (Marzo-Navarro,
2005). Untuk mempertingkat kualiti perkhidmatan, PMM sebagai institusi TVET
bertanggungjawab untuk menilai tahap kepuasan yang disediakan untuk pelanggannya iaitu
pelajar.

PMM telah ditubuhkan pada tahun 2002 dengan menyediakan pelbagai kemudahan dan
perkhidmatan kepada pelajar semasa proses pengajaran dan pembelajaran dilaksanakan. Kini
setelah hampir 2 dekad beroperasi, Politeknik Merlimau Melaka (PMM) sebagai organisasi
yang menawarkan perkhidmatan sentiasa komited untuk memenuhi kepuasan pelanggannya.
Keperluan memenuhi kepuasan pemegang taruh dijadikan sebagai salah satu indikator
petunjuk prestasi dalam sistem kualiti organisasi sebagai satu bukti komitmen yang tidak
boleh diragui. Kepuasan yang ditunjukkan oleh pelajar terutamanya mampu bertindak
sebagai medium pengukuran keberkesanan kepimpinan organisasi.

Sehubungan dengan itu, pada setiap semester satu kajian dikenali sebagai Kajian Kepuasan
Pelanggan dilaksanakan di PMM untuk memenuhi Standard MS 1SO 9001:2015 selari
dengan Klausa 9.1.2. untuk mengenalpasti perkara yang perlu ditambahbaik, dikekalkan atau
sebagai makluman kepada organisasi dan seluruh warganya. Terdapat pelbagai dapatan yang
diperolehi oleh Jawatankuasa Maklumbalas Pelanggan meliputi pelbagai perkara melibatkan
kemudahan, proses PdP, kakitangan dan sebagainya. Ada di antaranya adalah aduan
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berulang dan masih terdapat trend yang tidak konsisten bagi sesetengah isu (Nurol Aleyzan,
2020).

Kemudahan fizikal meliputi kemudahan seperti bilik kuliah, dewan kuliah, peralatan sukan
dan kokurikulum, makmal, kantin yang digunapakai di PMM sekarang telah berusia lebih
17 tahun. Dalam pada itu, kemudahan lain yang menyokong prestasi organisasi yang diukur
melalui maklumbalas yang disampaikan meliputi kemudahan perkhidmatan sokongan
seperti perpustakaan, Jabatan Pembangunan dan Hal Ehwal Pelajar (JHEP), Unit Sukan
mahupun pihak yang bertanggungjawab secara langsung dengan penilaian dan pengukuran
pelajar iaitu Unit Peperiksaan. Maka, terdapat keperluan dan salah satu petunjuk prestasi
kecemerlangan organisasi untuk mengenalpasti tahap kepuasan pelanggan terhadap
kemudahan dan perkhidmatan yang disediakan oleh PMM. Ini kerana kemudahan dan
perkhidmatan berkait dengan kualiti perkhidmatan kepada pelanggan selain kemudahan
sumber rujukan. Oleh yang demikian, kajian ini akan terarah kepada kemudahan dan
perkhidmatan di jabatan akademik, Unit Peperiksaan, perpustakaan, Jabatan Pembangunan
dan Hal Ehwal Pelajar serta Unit Sukan, Kokurikulum & Kebudayaan.

1.3 Objektif Kajian
Obijektif kajian ini adalah untuk:

i Menentukan tahap kepuasan pelajar terhadap kemudahan fizikal di jabatan akademik
di Politeknik Merlimau.

ii. Menentukan tahap kepuasan pelajar terhadap perkhidmatan sokongan akademik di
Politeknik Merlimau.

1.4 Persoalan Kajian
Persoalan kajian ialah:

I. Apakah tahap kepuasan pelajar terhadap terhadap kemudahan fizikal di jabatan
akademik di Politeknik Merlimau?

ii. Apakah tahap kepuasan pelajar terhadap perkhidmatan sokongan akademik di
Politeknik Merlimau?

1.5 Limitasi Kajian

Terdapat beberapa kekangan yang dihadapi semasa menjalankan kajiselidik ini, antaranya
adalah :

I Maklum balas daripada sampel pelajar melebihi tempoh masa yang telah ditetapkan.

ii. Urusetia Maklumbalas Pelanggan menghadapi kekangan masa dalam menyiapkan
analisis kaji selidik ini.

iii. Responden mengisi bahagian cadangan atau komen secara umum dan tidak
menyatakan secara khusus.

iv. Terdapat item-item tertentu dalam soal selidik yang tiada kaitan dengan pelajar.
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1.6  Kepentingan Kajian

Kajian ini dilaksanakan untuk mengenalpasti tahap kepuasan pelajar terhadap kemudahan
dan perkhidmatan yang ditawarkan di Politeknik Merlimau. Dapatan diperolehi akan
memberikan input kepada pihak pengurusan untuk melaksanakan tindakan penambahbaikan
yang berterusan dan penyelenggaraan berkala bagi meningkatkan kualiti dan tahap kepuasan
pelanggan yang merupakan aspek penting dalam meningkatkan imej PMM. Dalam pada itu
adalah diharapkan dapatan ini meningkatkan kualiti keselesaan kepada pelajar seterusnya
melahirkan graduan yang berkualiti hasil persekitaran yang kondusif terutama kemudahan
dan perkhidmatan melibatkan tempat kuliah, koleksi buku, hubungan dan maklumbalas
dengan petugas yang sangat membantu dan pengalaman pembelajaran (Yusoff, 2015).

2. Sorotan Literatur

Kepuasan pelanggan adalah ukuran atau penanda aras terhadap produk dan perkhidmatan
yang ditawarkan oleh organisasi samada memenuhi atau melebihi harapan pelanggan.
Menurut Iry, (2018), kepuasan pelanggan adalah perasaan keseronokan atau kekecewaan
seseorang yang muncul setelah membandingkan prestasi atau hasil sesuatu produk dengan
persepsi seperti mana yang diinginkan. Sekiranya prestasi di bawah jangkaan, maka
pelanggan tidak berpuas hati, jika memenuhi jangkaan maka pelanggan akan berpuas hati
dan jika prestasi melebihi jangkaan maka pelanggan akan sangat puas hati dan kembali lagi
untuk membeli produk yang dihasilkan oleh organisasi.

Di dalam bidang pendidikan, pengukuran kepuasan pelajar sebagai pelanggan merupakan
elemen penting dalam menyediakan perkhidmatan yang lebih baik, lebih efisien dan lebih
berkesan. Sekiranya pelanggan tidak berpuas hati dengan perkhidmatan yang diberikan,
maka perkhidmatan tersebut mungkin tidak berkesan dan tidak cekap yang akan menjurus
kepada pemberhentian operasi di dalam jangka masa panjang (Iry, 2018).

Antara aspek yang perlu diambil kira dalam bidang pendidikan adalah dari aspek kemudahan
dan perkhidmatan pengajaran dan pembelajaran (PdP) yang disediakan oleh institusi kepada
pelajar sebagai pelanggan (W. Jaffar. W. N. et. al., (2005) dalam Nurul 'Ain, (2016)).
Antaranya adalah seperti bilik kuliah/dewan kuliah/makmal/bengkel, perpustakaan,
kafeteria, bahagian peperiksaan, pejabat antarabangsa, sukan serta institusi itu sendiri.

Agensi Kelayakan Malaysia (MQA) (2010) telah menetapkan bahawa sesebuah Pemberi
Pendidikan Tinggi (PPT) perlu menyediakan sumber pendidikan yang secukupnya untuk
menyokong segala kegiatan pengajaran-pembelajaran sesuatu program. Sumber ini
termasuklah infrastruktur fizikal seperti ruang dan kelengkapan pembelajaran kumpulan
besar mahupun kecil (perpustakaan atau pusat sumber, dewan kuliah, auditorium dan bilik
tutorial); kelas-kelas praktikal (makmal sains dan komputer, bengkel dan studio),
pembelajaran klinikal (seperti hospital dan klinik), khidmat sokongan pelajar dan kegiatan
kokurikulum.

Antara standard asas bagi kemudahan fizikal yang ditetapkan oleh MQA (2010) adalah setiap
program wajib mempunyai kemudahan fizikal dan sumber pendidikan yang mencukupi dan
sesuai, mematuhi undang-undang serta peraturan kesihatan dan keselamatan. Perpustakaan
pula diwajibkan mempunyai staf yang berkelayakan dan menyimpan bahan rujukan terkini
yang mencukupi. Manakala untuk peralatan serta kemudahan latihan, ia wajib disediakan
secukupnya bagi program yang berteraskan amali. Selain itu, khidmat sokongan pelajar dan
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kegiatan kokurikulum pula memudah cara pembelajaran dan perkembangan peribadi pelajar
secara menyeluruh di samping menyumbang dalam pencapaian hasil pembelajaran

Mok S. S. (2008), juga ada menyatakan bahawa bilik darjah yang kondusif, mestilah
mempunyai peralatan asas iaitu papan hitam, papan kenyataaan, ruang yang selesa, meja dan
kerusi untuk tenaga pengajar dan pelajar, almari, penyediaan bahan-bahan bacaan dan bahan
bantuan mengajar serta peralatan sokongan serta dihiasi dengan keceriaan dan kebersihan.

Dapatan kajian Syarifah Atifah Tuan Mat Zin (2013) terhadap kemudahan dan perkhidmatan
prasarana yang disediakan di Politeknik Banting Selangor (PBS), secara keseluruhan
mendapati kemudahan prasarana di PBS berada pada tahap sederhana. Namun begitu, pelajar
berpuas hati dengan kemudahan perpustakaan serta berpuas hati dengan persekitaran di bilik
kuliah, dewan dan bengkel.

Dari dapatan yang diperolehi oleh Noremy Che Azemi (2010) tahap kepuasan pelajar
Politeknik Port Dickson (PPD) terhadap bilik kuliah/dewan kuliah/makmal atau bengkel,
perpustakaan serta kemudahan dan perkhidmatan yang disediakan berada pada tahap
sederhana. Namun begitu, secara keseluruhannya pelajar-pelajar PPD berpuas hati dengan
kemudahan dan perkhidmatan yang disediakan.

Daripada lapan persolan kajian yang dikaji Abd Rahman (2016) terhadap Pusat Sumber
Politeknik Tuanku Syed Sirajuddin (PTSS) didapati bahawa tandas, koleksi bahan, sistem
peminjaman buku dan Internet berada pada tahap sederhana. Manakala peralatan, loker
penyimpanan barang berkunci, perkhidmatan pelanggan dan waktu operasi berada pada
tahap yang baik.

Daripada kajian Noorbeha dan Muziah (2020) terhadap kemudahan dan perkhidmatan di
Kolej Komuniti Jasin, mendapati bahawa pelajar berpuashati dengan perkhidmatan dan
kemudahan perpustakaan serta bilik kuliah di kolej dan kakitangan di Unit Hal-Hal Pelajar
serta pejabat pentadbiran memberi layanan yang cepat dan lancar.

Roslinawati (2016) daripada kajiannya mendapati staf sokongan dalam institusi bersedia
memberi kerjasama kepada pelajar, mempunyai sikap yang peramah dan mesra serta
maklumat yang diperlukan mudah diperolehi dari staf sokongan. Namun begitu, penilaian
terhadap kecekapan staf sokongan mendapat skor yang terendah.

3. Metodologi Kajian

Rekabentuk kajian dilaksanakan adalah kajian deskriptif. Pengumpulan data adalah secara
kuantitatif melalui kaedah tinjauan dengan menggunakan borang soal selidik sebagai alat
untuk mendapatkan maklumat yang diperlukan. la lebih berstruktur berbanding kaedah
pemerhatian sahaja (Mukesh Kumar, 2013). Pengumpulan data adalah melalui data primer
dan sekunder. Populasi kajian adalah terdiri daripada pelajar PMM, sepenuh masa sesi
Disember 2019 seramai 4920. Berdasarkan jadual penentuan sampel dalam aktiviti
penyelidikan (Robert V. Krejcie, 1970) seramai 357 pelajar telah dipilih secara rawak
berlapis sebagai sampel yang terdiri daripada pelajar semester 1 hingga 5 daripada Jabatan
Kejuruteraan Awam, Kejuruteraan Elektrik, Kejuruteraan Mekanikal, Perdagangan serta
Pelancongan dan Hospitaliti dari jumlah populasi tersebut. Walaubagaimanapun seramai 472
pelajar telah memberikan maklumbalas terhadap kajian ini. Borang soal selidik yang
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diedarkan melalui talian ini ditadbir dan dip