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LETTER FROM THE EDITOR
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the 2021 International Conference of Accounting, and Business conference
proceedings.
Papers presented in these proceedings have passed through a stringent peer review
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A total of thirty-nine (39) papers were received, considered, and sent for independent
peer review. Twenty-eight (28) papers finally made it into these ICAB proceedings for
publication following the peer review process. Congratulations to all the authors whose
manuscripts appear in this volume. The contributions of each university in the
proceedings are listed on pages 9 and 10 of these proceedings.
We are looking forward to having you and your colleagues at the 2022 conference to
be held in Johannesburg.
Best wishes,
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011 559 4315
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CORPORATE SOCIAL RESPONSIBILITY (CSR) AND SERVICE
QUALITY: A CONCEPTUAL APPROACH
Moosa, R., Garg, A.K. and Kashiramka, S.
Tshwane University of Technology and Indian Institute of Technology Delhi
riyadmoosa@yahoo.com

Abstract
A conceptual model of corporate social responsibility (CSR) and service quality for
Islamic bank service users is developed in this paper. The model is expected to bring
about a better understanding of customer perceptions relating to issues of social
responsibility and its impact on service quality as it pertains to Islamic banking in South
Africa. The conceptual model is developed by synthesising relevant literature and
theories pertaining to this study. This conceptual model is proposed to be tested in
due course of time by using customer perceptions derived from a survey instrument
to assess the relationship between aspects of social responsibility and service quality
at the Islamic bank. The proposed model has implications towards enhancing the CSR
and service quality offered by the Islamic bank according to their customer
expectations.

Keywords: corporate social responsibility, service quality, Islamic banking

1. INTRODUCTION
Economic prosperity through a reduction in socio-economic inequality and an increase
in the social welfare programs is the primary objective of an Islamic bank (Alam, Gupta
and Shanmugam, 2017, p.3; Siddique and Iqbal, 2014. p.32; Chapra, 1986, p.33). As
such, the principle of social and economic development is fundamental to the Islamic
finance industry. A better quality of life, particularly by promoting economic and social
justice within societies by using financial resources is an important goal of the industry
(Tlemsani, 2010, p.273; Askari, et al., 2009, p.120).
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Corporate Social Responsibility (CSR) is a prominent feature of modern business
(Khurshid et al., 2014, p.259). It refers to the relationship and responsibility placed
upon organisations to uphold the interests of society, and in so doing protect their own
interests. (Di Bella and Al-Fayoumi, 2016, p.33; Migdad, 2017, p.133; Aribi and Gao,
2011, p.199). A number of unique definitions exist for CSR and each is influenced by
factors such as time, country, social activities, and religious and cultural norms
(Jaiyeoba, Adewale and Quadry, 2018, p.114; Khurshid et al., 2014, p.260; Koku and
Savas, 2014, p.33). The concept is open to many understandings and interpretations
but has a general meaning of business activity undertaken for purposes beyond profit
making (Dusuki and Yusof, 2008, p.30). The term CSR can refer to the way a business
manages its ethics, its governance processes, and its ability to invest in a manner that
is socially responsible taking into account the environment and stakeholder needs
(Bakar and Yusof, 2015, p.120; Siwar and Hossain, 2009, p.290). For the Islamic bank,
CSR can be defined as achieving compliance with the Sharia while striving to meet its
objectives to bring about goodwill, social justice, and well-being of stakeholders at both
the individual and the collective level (Zafar and Sulaiman, 2019). Farook (2008, p.61)
asserts that the social responsibility and its parameters for Islamic banks is a topic of
debate. The Islamic banking industry, through the process of financialisation, has
absconded from its responsibility of welfare of the society (Shifa, 2012, pp.1-2). A think
through is needed within the industry to align profit motives with its stated objectives
to promote socio-economic justice (Aribi and Arun, 2015, p.9; Nor and Hashim, 2015,
p.13). As far as Sairally (2013) is concerned, institutions offering Islamic finance are
more concerned with complying with legal, economic and sharia requirements related
to their products and services. The author posits that there is a lack of management
policy to make Corporate Social Responsibility (CSR) activity an integral part of dayto-day operations.

Islamic banks have the task of re-assuring customers that their service towards
achieving the Islamic objectives of CSR is implemented in their operations. This is
achievable by making CSR practices more visible and connected to the community
(Migdad, 2017).
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To this end, this research deliberates on developing a conceptual model to assess the
relationships between aspects of social responsibility and service quality of an Islamic
bank on customer perceptions in the South African context.

2. LITERATURE REVIEW
2.1 Definition of Islamic Banking
Islamic banking can be defined as banking based on Islamic teachings (AbdulRahman, 2010, p.1, Ahmad, 1994, p.1), Islamic law (Zaman, 2015b, p.2, Oshodi,
2014, p.96, Kettel, 2011, p.31, Algaoud and Lewis, 2007, p.38, Maali, Casson and
Napier, 2006, p.267, Kahf, 1999, p.445), principles of Islamic economics (Alam, Gupta
and Shanmugam, 2017, p.2, Aburime and Alio, 2009, p.321) and legal rules as
prescribed by regulators (Lahsasna, 2014, p.30). It is a ‘lawful’ banking for Muslims as
it excludes all prohibited forms of business as detailed in the Sharia (Maulan, Omar
and Ahmad, 2016, p.332). Siddique and Iqbal (2014, p.18) contend that while an
Islamic bank is technically defined as being Sharia compliant, it also has a socioeconomic duty to ensure the well-being of people and provide social justice to the ecosystem it operates in (Nathan and Pierce, 2009, p.261).

2.2 History of Islamic Banking
The end of colonization in the Muslim world towards the latter part of the 19th and
beginning of the 20th centuries brought about a desire by Muslims to reassert their
religious identity and teachings in all areas of life (Lica, 2015, p.82; Jha, 2013, p.171;
Khan, 2013, p.xii; Jamaldeen, 2012, p.47; Hanif, 2011, p.166; Haniffa and Hudaib,
2010, p.86; Tripp, 2006, p.77; Nasr, 1987, p.175 ). The ‘Islamization of Knowledge’
project was instituted and sought to instil Islamic principles into western sciences
bringing about the resurgence of ‘Islamic economics’ in the modern age (Gattoo &
Gattoo, 2017, p.189, Siddique and Iqbal, 2014, p.9; Khan 2013, p.xii). Through the
1950s to the early part of the 1970s saw religious scholars such as Mawdudi, Sadr,
Naqvi, Chapra and Siddiqi play an instrumental role in developing Islamic economics
into a distinct discipline (Al-Daghistani, 2016, p.395, Asutay, 2012, p.94, Shams, 2004,
p.1). It was presented as an alternative to capitalism and socialism and differentiated
itself by moral and ethical principles informed by Islamic economic principles that were
12
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centred on socio-economic benefits for the development in society as a whole (Asutay,
2007, p.170, Siddiqi, 2006, p.2, Tripp, 2006, p.103 ).

2.3 Criticism of Islamic Banking
The literature is abound with criticisms of Islamic economics and banking. The industry
is wanting as there is limited intellectual reflection and leadership (Mahomedy, 2012,
p.17), is muddled and has no direction (Hasan, 2016, p.411), is not in proper order
(Mahyudi and Abdul Aziz, 2017, p.227) and lacks coherent policies for reforms (Kuran,
1995, p.170). Mahyudi and Abdul Aziz (2017, p.229) express concern at Siddiqi’s
(2008:81) remark that ‘All is not well with Islamic economic research’ especially
because the industry, post the organisation of Islamic conference, has had four
decades to develop’. It has failed to develop a worldview aligned with its socioeconomic aspirations as envisaged by its pioneers (Mahomedy, 2012, p.17;
Choudhury, 2007, p.32).

Islamic banks have failed to achieve their goals for socio-economic development,
justice, and welfare beyond mere Sharia compliance (Ali et al., 2018:78; Barom, 2013,
p.63; Asutay, 2008, p.2). These goals are rather, influenced by ideas of capitalism,
(Jawadi, Cheffou and Jawadi, 2016, p.295) such as efficiency and profitability
(Choudhury, 2007, p.31) due to the overall environment in which the Islamic banks
operate (Abdul-Baki and Uthman, 2017, p.250). Maali, Casson and Napier (2006,
p.269) cite a study conducted by the International Institute of Islamic Thought (1996),
on 32 Islamic banks which reports that Islamic banks give precedence to economic
objectives over social objectives. There are a number of explanations to account for
these failures:


Stakeholders not being proactive and overly reliant on the Sharia Supervisory
Board to ensure that the Islamic bank meets its ethical and social responsibilities
for robust development and also by not quailing trends adopted by Islamic banks
that resembles capitalist ideals (Asutay, 2012, p.108);



Shareholders demand high dividends with no reference to how profits are earned
(Zakariyah, 2015, p.357) ultimately benefitting a few which is in contrast to equity
and justice (Mansour, Jedidia and Majdoub, 2015, p.71);
13
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Islamic banks being privately owned, coupled with conflicting Islamic verdicts
issued by Sharia Supervisory Boards and insufficient support from government and
state banks that lead to the promotion of profit maximization at the expense of
complying with the Sharia’s social objectives (Ahmed et al., 2017, p.479; Roy,
1991, p.427);



A focus on financial engineering which is not harmonious with social engineering
goals (Islahi, 2015, p.16);



The predominant use of debt-based financing which has limited utility in supporting
economic development

indicates a minimal concern for socio-economic and

welfare development (Asutay, 2007, p.174); and


Islamic banks employing new vocabulary to existing banking practice (Roy, 1991,
p.437).

2.4 The Islamic view of corporate social responsibility
The worldview of Islam regarding CSR is comprehensive and different from its
Western counterparts in that it requires Sharia compliance, which is not a requirement
for conventional business practice. (Ismail and Muqorobin, 2017, p.75; Di Bella and
Al-Fayoumi, 2016, p.33; Khurshid et al., 2014, p.261; Dusuki, 2008, p.22). This may
make CSR theory developed in the West not relevant to businesses and societies that
pursue Islamic objectives (Aribi and Gao, 2010, p.73). Despite this, there is
convergence between the Islamic and Western concept of CSR as far as economic,
ethical, legal, discretionary, and sustainable development responsibilities are
concerned (Franzoni and Allali, 2018, p.9; Sairally, 2013, p.240 Shifa, 2012, p. i;
Nathan and Ribiere, 2007, p.471). In a way, both systems can benefit each other with
the lessons and experience gained through their CSR activities, as both systems share
common concepts to meet organisational goals (Jaiyeoba, Adewale and Quadry,
2018, p.115; Khurshid et al., 2014, p.265).

2.5 Gaps in the Islamic CSR literature
The discussions on the concept of Islamic CSR have increased in recent times,
especially because the concept is constantly evolving and gaining attention to cater
for changing circumstances and situational needs (Hamdan, 2014, p.92; Dusuki, 2008,
14
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p.6). Research into the area of Islamic CSR is in its nascent stages, as such, more
studies are required to understand its issues in relation to the current Islamic economic
practice for Islamic financial institutions, particularly Islamic banks (Salih, 2016, p.17;
Ali, 2015, p.xiv; Khurshid et al., 2014, p.259). This is necessitated as research in this
area is scant (Alfakhri, Nurunnabi and Alfakhri, 2018b, p.1571; Nathan and Pierce,
2009, p.260). As such, the study of CSR and its relationship with Islamic banking
represents a significant gap in the literature (Alfakhri, Nurunnabi and Alfakhri, 2018a,
p.635).
Studies have reported a positive perception among stakeholders of Islamic banks
regarding the concept of CSR (Di Bella and Al-Fayoumi, 2016, Dusuki, 2005, Siwar
and Hossain, 2009). A need exists to incorporate and implement CSR more
extensively into Islamic banks, as any significant impact resulting from this is still to be
felt and will provide differentiation from its counterparts and also improve their
competitiveness (Nor and Hashim, 2015; Hamdan, 2014; Shifa, 2012). Dusuki (2005,
p.228) points out that studies are needed to gauge stakeholder’s awareness regarding
the social responsibility of Islamic banks, as an expectation gap exists regarding the
role and impact that such banks have on society (Dinar standard and Dar Al Istithmar,
2010, p.4).
CSR activities undertaken (according to principles that align with Islamic ethics) by
Islamic banks have a positive contribution on customer outcomes and their advocacy
(Mostafa and ElSahn, 2016, p.940). Shabbir et al, (2018, p.5) found that in Pakistan,
promoting the corporate image of Islamic banks through CSR schemes influences
customer behavioural and attitudinal loyalty. Despite this, empirical evidence are
deficient on CSR and its relationship with the perceptions of stakeholders, particularly
customers of the Islamic banks (in the context of CSR) (Alfakhri, Nurunnabi and
Alfakhri, 2018a, p.636; Di Bella and Al-Fayoumi, 2016, p.34). Islamic banks have the
task of re-assuring the customers, that their service towards achieving the Islamic
objectives of CSR are implemented in the Islamic bank operations. This is achievable
by making CSR practices more visible and connected to the community and customer
needs (Migdad, 2017, p.144; Mostafa and Elsahn, 2016, p.955). This is important as
stakeholder expectations have increased regarding the CSR performance of the
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Islamic banks, thus utmost attention must be directed towards fulfilling customer needs
(Alam, Gupta and Shanmugam, 2017, p.387, Dusuki, 2008, p.22).

To date, no coherent model exist that delineates CSR from an Islamic perspective
(Migdad, 2017, p.134; Wan Jusoh and Ibrahim, 2015, p.2). Studies are needed in
different countries to understand customer responses to CSR initiatives as they will
provide greater insight into how they perceive these initiatives and will also allow for
the development of a model for change inspired by these insights to promote best
practices (Di Bella and Fayoumi, 2016, p.51; Mostafa and ElSahn, 2016, p.940; Wan
Jusoh, Ibrahim and Napiah, 2014, p.57; Kamla and Rammal 2013, p.934). Models are
required at the micro level to support development along the industries strategical
objectives (Aydin, 2015, p.61; Asutay, 2008, p.3) because studies on social-economic
equity and justice issues are limited (Ali et al., 2018, p.97 ;Shinkafi and Ali, 2017,
p.329). Islamic banking requires an evaluation in terms of its economic, social, and
environmental goals or CSR initiatives (Aliyu et al., 2017, p.465; Asutay, 2007, p.178)
to transform a perceived utopia into a reality (Tahir, 2017, p.17) as its current practice
misrepresents Islam (Mansour, Jedidia and Majdoub, 2015, p.51).
2.6 Islamic CSR Model
Bakar and Yusof (2016, p.73) and Rashid et al., (2013, p.363) developed CSR
frameworks towards the management of CSR activities to ensure that they comply
with Islamic laws and are directed towards the desired recipients. In the study
conducted by Darus et al., (2015, p.495), it was found that an awareness and
acceptance of an Islamic CSR framework amongst various stakeholders is positively
correlated with the embodiment of Islamic CSR practices.

A number of researchers have also developed models that are conceptual in nature,
towards enhancing the CSR practices of Islamic banks (Alfakhri, Nurunnabi and
Alfakhri, 2018, p.1580; Murphy and Smolarski, 2017, p.24; Darrag and E-Bassiouny,
2013, p.362; Hassan and Abdul Latiff, 2009, p.184). For example, Khurshid et al.,
(2014, p.269) used verses from the Quran and published literature to develop a
conceptual model for Islamic CSR in line with the operational definitions extended by
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the theory of Carrol (1979) that encompasses economic, legal, ethical, and
philanthropic dimensions that can be used for businesses who comply with the Sharia.

There is a dearth of models for Islamic CSR that can be tested empirically. A number
of researchers have found a positive perception among stakeholders regarding the
concept of CSR as it relates to the Islamic finance industry (Di Bella and Al-Fayoumi,
2016, Siwar and Hossain, 2009). Other empirical studies focused on a number of
variables that are summarized in Table 1 below:

Table 1: Major variables researched in empirical studies
Study

Research objectives

Variables

Dusuki

To explore the implications of CSR and its



Stakeholder perceptions

(2005)

relevance to Islamic banking in Malaysia.



Islamic banking



CSR



Issues in implementing CSR

Shifa

To explore the perceptions of Malaysians



Islamic banking

(2012)

towards CSR and sustainable development and



CSR

to propose the establishment of Islamic social



Sustainable development

banking.
Hamdan

To examine how Islamic banks in Brunei



Islamic banks perceptions

(2014)

perceive and practice CSR.



CSR activities

To understand how Islamic financial institutions



Manager perceptions

Arun

in Bahrain are addressing the welfare needs



CSR

(2015)

within society.



CSR disclosures

Di

Bella

To understand the perceptions among Jordanian



Stakeholder perceptions

Al-

stakeholders of the Islamic bank regarding CSR



CSR

Azam,

To examine the effect of board diversity on CSR



CSR activities

Khalid and

practices



Board diversity

Zia (2019)

compliance in Pakistan



Sharia compliance

AL

To understand the determinants of CSR



CSR activities

activities on customer satisfaction in Jordan.



Customer satisfaction

Aribi

and

and

Fayoumi
(2016)

Nsour

(2019)

as

moderated

through

Source: Compiled by authors
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As can be seen from Table 1 above, the studies focused on Malaysia, Jordan,
Pakistan, Bahrain, and Brunei as a research site. The variables researched include
CSR, stakeholder perceptions, CSR activities, CSR disclosures, Islamic banking,
Sustainable development, board diversity, sharia compliance, and customer
satisfaction.

This study attempts to develop a conceptual model (see Figure 1), by considering the
relationship between CSR and service quality of the Islamic banks in the South African
context, as the majority of the other empirical studies have been conducted in the
Middle East and Southeast Asia region. This is also necessary, as the relationship
between CSR and service quality has been researched among conventional business
operations see (Goyal and Chanda, 2017; Seo. Moon and Lee, 2015; Huang et al.,
2014; He and Li, 2011; Poolthong and Mandhachitara, 2009), however this
relationship has not been explored for the Islamic banking industry, particularly with a
focus on customer perceptions in the South African context.

Figure 1: CSR and Service Quality Model

The conceptual model hypothesizes the following:


H1: Islamic banking is positively related to social responsibility



H2: Islamic banking is positively related to service quality



H3: Social responsibility is positively related to service quality



H4: Social responsibility is positively related to customer perception
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H5: Service quality is positively related to customer perception

The objective of developing this model is to measure the above stated hypotheses
using Structural Equation Modelling based on a Partial Least Square method.

3. RESEARCH METHOD PROPOSED
A survey approach using a quantitative questionnaire will be developed for the study
in order to test the research hypotheses for the proposed relationships identified
between the dependent and independent variables to be studied and examined using
quantitative techniques. The primary data collected will be analysed through structural
equation modelling (SEM) based on the PLS method to assess the reliability and
validity of both the measurement and structural models.

SEM is a second-generation data analysis technique that examines correlations
between dependent and independent latent variables. It allows for the incorporation of
unobserved variables measured indirectly by indicator variables (Hair, et al., 2016:4).
In particular, the data will be analysed using WarpPLS, which is a SEM software, by
ScriptWarp Systems. The software is able to identify non-linear relationships among
latent variables and corrects the values of path coefficients (Kock, 2010, p.2). The
measurement and structural model must be specified for analysis. The PLS method is
capable of analysing the measurement and structural model simultaneously, however
the PLS model will be analysed in two stages. The first stage will assess the reliability
and validity of the measurement model and thereafter the structural model will be
assessed. The sequence of these stages is necessary, as it ensures reliable and valid
measures of the latent variables before conclusions can be drawn on any
relationships.

Moqbel and Kock (2018, p.113) state that the measurement model is assessed by
examining:


Individual item reliability, which entails examining the factor loadings or correlations
of the measures with their variables and should be above a minimum threshold of
0.50.
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Composite reliability values, which is similar to Cronbach’s alpha coefficient as a
measure of internal consistency and should be equal to at least 0.70.



Discriminant validity, which indicates the extent to which a given variable differs
from another.



Multi-collinearity, which is a threat to construct reliability. The variance inflation
factor must be lower than the threshold of 5.

The structural model will be assessed by examining the statistical significance of the
path coefficients and the significance of the associated p values between the
constructs using Bootstrap resampling methods including obtaining the value of R² for
the dependent variables (Zhang, Dhaliwal and Gillenson, 2010, p.7).

CONTRIBUTION TO THE LITERATURE
The literature review has highlighted the call for more research focused on customer
perceptions of CSR from an Islamic banking perspective. To the best of our
knowledge, no research has been conducted in South Africa on the perception of
Islamic bank users in relation to the CSR practices and related service quality of banks
offering Islamic banking products and services. This study therefore attempts to fill this
significant research gap by contributing to the body of knowledge specifically from the
South African context. This type of study is required as literature indicates that Muslims
in post-apartheid South Africa are attempting to reconcile their identities, which is
based on Islamic doctrine with living in a non-Muslim country as regards their finance,
banking, and investment practice (Vahed and Vawda, 2008, p.453). The pertinent
challenge faced by the Islamic banking industry is the loss of confidence by the public.
It therefore becomes important for this industry to engage in social programmes
targeted at the development, upliftment, and prosperity of its people (Qasaymeh,
2011, p.292). This is even more important, as South Africa is a developing economy
with a minority Muslim population. The recommendations arising from this study may
include: (1) providing those in charge of Islamic banks with greater insights into CSR
and service quality activities that are aligned with customer interests, (2) improving
knowledge of CSR and Islamic banking in the academic world, and (3) setting the tone
for future research in the South African context.
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CONCLUDING OBSERVATIONS AND FUTURE SCOPE OF WORK
The Islamic banking industry has come under criticism for not engaging in social
responsibility activities as envisaged when the industry emerged. Thus, Islamic banks
need to expand their scope with regard to their social responsibility activities and
related service quality offerings to their customers.

Further research is required to test the conceptual model to gain a better
understanding as to which areas of social responsibility activities and in turn service
quality enhance a customer’s perception of the Islamic bank. Although the proposed
model attempts to analyse the relationship between CSR and customer perception in
the context of Islamic banks in South Africa, the proposed model for the study is
conceptual in nature and its applications would be limited to providing a theoretical
basis towards bringing about a better understanding of customer perceptions relating
to social responsibility and its impact on service quality as it pertains to Islamic banking
and an enhanced understanding of customer perceptions.
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Abstract
The aim of this paper is to analyse the nature and scope of the research conducted
on Islamic banking in South Africa between the period 2000 and 2020. To ensure that
a comprehensive review of the available literature was undertaken, the repositories of
all South African universities as well as major databases such as ProQuest, Emerald
Insight, Wiley, and Sabinet, were perused to identify research conducted on Islamic
banking in South Africa. The findings indicate that seventeen research studies were
undertaken during this period that employed various research methods and covered
topics such as accounting, tax, finance, Sharia compliance, Sharia disclosures,
consumer perceptions, and the viability of the industry within the country.

Keywords: Banking, Islamic banking, Islamic finance, Islamic finance industry

1. INTRODUCTION
Islamic banking is accepted worldwide as an established participant in global finance
and is seen as a viable competitor to conventional banking (Muneeza, Wisham and
Hassan, 2010, p.222, Khan and Bhatti, 2008, p.708). The industry to date is flourishing
as seen from its rapid growth and expansion (Ali et al., 2018, p.79; Khan, 2017,
p.1013). In 2018, the total size of the Islamic finance industry was projected at USD
2.19 trillion of which Islamic banks account for 72 percent as well as a projected growth
rate of 6.9 percent p.a. for the industry (IFSB, 2019, p.3). Despite its size and growth
projections, Hassan and Lewis (2007, p.1), are of the opinion that Islamic banking
remains poorly understood by both Muslims and non-Muslims alike. To this end, in
sub-Saharan Africa additional efforts are being made to bolster the industry, which
bodes well for future growth prospects (IFSB, 2018, p.3). In South Africa, Islamic
banking has been in existence for a number of years. This study presents a systematic
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review of the literature to situate Islamic banking within the South African context. In
this regard, the aim of the research is to analyse and examine the studies conducted
on Islamic banking in South Africa in the last two decades between 2000 and 2020.
The findings of this study will provide insights, particularly to academicians and
researchers on the landscape of research conducted on this topic in South Africa as
well as to recommend areas for future research. The discussion that follows includes
the literature review, research methodology, analysis and discussion of results and a
conclusion on the study.

2. LITERATURE REVIEW
2.1 The concept of Islamic Banking
The unique characterisation of Islamic banking is that its business activity is rooted in
and consistent with Sharia (Majeed and Zainab, 2018, p.275; Khan, 2017, p.1006;
Widana et al., 2015, p.1; Pollard and Samers, 2007, p.314; Maali, Casson and Napier,
2006, p.269). Sharia can be defined as a collection of legal rulings developed by jurists
based on their interpretation of Islam’s primary sources, the Quran and Sunnah (Balz,
2008, p.1). Despite this, an Islamic bank is not a religious organisation. It offers all the
services of a conventional bank, for example, commercial banking and wealth
management products and services with the intention of profit maximisation within an
Islamic framework that makes it morally and financially accountable to God and its
stakeholders respectively (Schottmann, 2014, p.70; Imam and Kpodar, 2013, p.113;
Henderson, 2012, p.55; Farook and Shikoh, 2011, p.79; Benamraoui, 2008, p.116;
Haniffa and Hudaib, 2007, p.100; Kahf, 1999, p.448). This Islamic framework provides
principles to be adhered to in economic activities such as transactions that are interest
free, free of uncertainty or deception, profit and loss sharing, backed by assets and
free of prohibited items such as pork, prostitution, drugs and alcohol (Yanikkaya and
Pabuccu, 2017, p.47; Diaw, 2015, p.100; Ariff, 2014, p.734; Algaoud and Lewis, 2007,
p.39; Visser, 2009, p.45).

In addition, the Islamic bank is also fundamentally concerned with advancing moral
values and ethical standards towards social objectives by serving the society (Afroze,
2015, p.99; Ismail and Zali, 2014; Ullah and Albkour, 2014, p.42; Aburime and Alio,
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2009, p.330; Dusuki, 2008a, p.144). It provides a service to those seeking banking,
which is based on the ideals of justice, moral values, efficiency, and anti-capitalist
behaviour. It ensures that money is fairly circulated and distributed within the economy
to elevate the standard of living for all by balancing social, environmental, and
economic demand by focusing on the collective needs rather than the individual needs
of stakeholders (Farooq and Selim, 2018, p.2; Afroze, 2015, p.111; Gilani, 2015, p.95;
Lica, 2015, p.87; Ismail, Akbar and Ngalim, 2014; Ullah, Jamali and Harwood, 2014,
p.222; Elfakhani and Zafar, 2013, p.27).

2.2 History of Islamic Banking in South Africa
The resurgence of Islamic economics in the modern era did not escape the attention
of South African Muslims. They needed banking like everyone else, however their
options were restricted to conventional interest-based banks often limiting the
establishment or expansion of Muslim owned businesses. Jaame Limited, a finance
company, established in 1975 to provide financial products and services to the South
African Muslim community based on Islamic economic principles, represents the first
prototype to Islamic banking in the country. The company liquidated within a few years
of opening owing to poor governance, a lack of professionalism and naïve business
decisions taken (Vawda, 2009, pp.419-420).

In 1989, Muslims made inroads into the financial services industry, almost 300 years
after their arrival into the country, as two licenses were awarded to Islamic Bank and
Albaraka Bank to conduct their banking business based on Islamic economic
principles (Vawda, 2009, p.420). Islamic Bank (a 100 percent South African owned
bank) enjoyed success for a brief period in time; nevertheless the bank wound up in
the early 1990s because of poor management (Vawda and Vahed, 2008, p.458).
Albaraka Bank, a member of the Dallah Albaraka Group in Saudi Arabia, with a 50
percent ownership by South African shareholders, is to date the only fully-fledged
Islamic bank operating within the country. Its success and longevity is credited to its
affiliation with the Dallah Albaraka Group, as this membership provided confidence to
South African Muslims during the bank’s early years of operation (Vawda, 2009,
pp.420-421). The latest available Annual Report of Albaraka Bank indicates growth in
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net income, advances, and total assets (Albaraka Bank Limited, Annual Report 2019,
p.8). Conventional banks soon followed by opening Islamic windows offering banking
products and services based on Islamic economic principles to the South African
public (Vawda, 2009, p.421). These banks are Absa Bank Limited, Standard Bank,
First Rand Bank Limited and HBZ Bank Limited (The Banking Association South
Africa, 2019).

The government of South Africa has also taken steps to recognise and cater to the
development of the Islamic finance industry. Cover (2011), provides a quote by the
former Finance Minister, Pravin Gordon:
‘The development of Islamic finance in South Africa is critical to national
treasury’s strategy to position South Africa as a gateway into Africa. The
treasury envisages South Africa being a central hub for Islamic product
development and ensuring the rollout of such products into African
markets’.
The evidence to support the South African government’s intentions to establish the
Islamic finance industry within the country is twofold:
1. Section 24JA has been added to the South African income tax law to ensure that
parity exists in the tax consequence for transactions whether it be Islamic or
conventional transactions (SAICA Student Handbook, Volume 3. 2015, p.157;
Islamic Banking: Sharia Compliancy, 2010, p.1).
2. In 2014, the South African Government successfully issued and listed an Islamic
bond on the Luxemburg Stock Exchange. US$500 million was raised with an order
book value of US$2.2 billion. The Islamic bond was issued primarily to tap into the
excess liquidity in the oil rich Middle Eastern countries, to diversify the investor
base including setting up a benchmark for state-owned companies seeking finance
for infrastructure development (South Africa National Treasury, 2014).
As far as the broader Islamic finance industry in South Africa is concerned, it can be
categorised as an emerging market as all institutions enjoyed double-digit growth thus
prompting financial disciplines such as asset management and insurance companies
to enter the market (Muhammad, 2019).
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2.3 Challenges of Islamic banking in South Africa
Vawda (2009, p.424) provides an overview of the challenges faced in South Africa to
establish Islamic banking in the country, which included:


Convincing Muslims who were accustomed to conventional banking that banking
based on Islamic principles is a viable alternative in South Africa;



No models for Islamic banking existed in South Africa to provide guidance for those
wishing to establish Islamic banking;



Lack of awareness and understanding of banking based on Islamic principles by
both ordinary Muslims and Islamic scholars;



Paucity of people with expertise to operate and manage Islamic banks;



Lack of market research data to provide support for a market based Islamic
banking;



Limited product offerings;



The market was small and geographically widespread;



The need to comply with regulatory frameworks designed for conventional banking
without compromising compliance with Sharia principles;



A lack of support and assistance from conventional banks to develop Islamic
banking; and



Non-existent Islamic interbank market to cater to the excess liquidity.

2.4. Contributions of Islamic banking in South Africa
Vawda (2009, p.427) discusses the contributions made by Islamic banks in the South
African context, which includes:


The success of Albaraka Bank prompting conventional banks to offer Sharia
banking;



Providing Sharia compliant capital to advance development and growth;



A market that is demand driven after extensive awareness campaigns;



Greater appeal to the non-Muslim market due to its ethical principles;



Influencing Muslim businessmen to conduct their business based on Sharia
principles; and
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A greater interest by researchers to conduct research in the industry.

3. RESEARCH METHODOLOGY
To ensure that a comprehensive review of the available literature was undertaken, the
repositories for all South African universities as well as major databases, including
ProQuest, Emerald Insight, Wiley and Sabinet, were perused to identify research
conducted on Islamic banking in South Africa over the past twenty years (2000 to
2020). The timeframe selected for this review was to ensure that a comprehensive
and up-to-date understanding was developed regarding the status of research work
related to Islamic banking within the country. The following keywords such as Islamic
banking, Islamic finance and Islamic financial institutions were used to identify the
available literature that is relevant for this research. The search results produced a
wide array of research consisting of journal articles as well as masters and doctoral
studies. The analysis and discussion of the results are presented and discussed in
section 4.

4. ANALYSIS AND DISCUSSION OF RESULTS
This section compiles the results of the research work undertaken in the context of
Islamic banking in South Africa and is summarised in Table 1.
Table 1: Research studies conducted on Islamic banking in South Africa (20002020)
Author

Purpose

Moosa

To

(2018)

extent

Method

determine
of

disclosures

the

Sharia
by

Findings

Case

study

The

South

African

Islamic

bank

method

outperformed the Nigerian Islamic bank

employing

with regard to their Sharia disclosures

content analysis

provided in their annual reports.

the

Mixed

method

No differences was found for the majority

the

using

content

of cases related to criteria for recognition

analysis and ratio

and measurement; however differences

analysis

were

an

Islamic bank in South
Africa and Nigeria
Patel

To

determine

(2018)

differences
financial
as

in

statements

prepared

Albaraka
according

by
Bank

found

for

issues

related

to

presentation and disclosure, which did

to

affect the results for some ratios.

International Financial
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Reporting Standards
(IFRS)

and

the

accounting standards
of the Accounting and
Auditing Organisation
for Islamic Financial
Institutions (AAOIFI)
Kholvadia

Does the economic

(2017)

substance of Islamic

built into contracts by all South African

banking transactions

Islamic banks but the economic reality of

in South Africa relate

these contracts differed with Sharia

to its legal form which

principles and were more in-line with

is

conventional transactions. Additionally

based

on

Interviews

Sharia requirements are considered and

the

Sharia.

while all banks comply with Sharia, the
application thereof differed among all
Islamic banks.

Moosa

To

identify

and

Case

study

The legal environment in South Africa

(2017)

compare Islamic and

method

and

dictates the accounting framework to be

Western methods of

theoretical

used, thus western accounting methods

accounting.

illustration

are

used

for

Islamic

banks

and

‘converted’ into an Islamic accounting
framework through reallocations and
reclassifications.
Ismail

The

perception

(2015)

Islamic

banking

conventional
employees

of

Descriptive

Employees did perceive that a need

by

statistical

does exist for Islamic banking but that it

analysis of data

is more complicated than conventional

collected

banking. Employees perceived Islamic

bank
(sales

staff)

via

a

questionnaire

banking negatively due to a lack of
knowledge and training.

Saib (2015)

To

understand

Descriptive

The study found that demand did exist

statistical

particularly for risk sharing contracts

term products based

analysis of data

based on profit and loss because it

on Islamic principles

collected

reduces financial risk and provides an

for SMEs in Durban

questionnaire

avenue for raising funding.

Khan

To

Qualitative

The need for an Islamic bank exists and

(2013)

capability of survival

research

if opened, will flourish provided it

of Islamic banking in

employing

complies

demand

for

analyse

the

short-

the

via

interviews
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the greater Tshwane

principles

area

confidence of its depositors.

Vawda

Perception

(2013)

mapping

and

inspires

trust

and

Descriptive

Respondents had limited knowledge of

of Islamic banking in

statistical

Islamic banking terms. Muslims were

South

analysis of data

found to be more receptive to Islamic

specifically in terms of

collected

banking because of religion however;

consumer awareness

questionnaire

Africa,

via

a

non-Muslims were open to this form of

(chartered

banking

accountants)

and

provided

understanding

banking criteria.

of

they

have

what

it

an

entails.

Respondents engaged primarily with
conventional banks citing fast and
efficient service as a key criterion.

Aboo Baker

To compare the tax

Literature review

In South Africa, section 24JA will ensure

Ebrahim

treatment of Islamic

that Islamic banking products are taxed

(2012)

financing products in

in-line

South Africa and the

despite its limitations in addressing

United Kingdom,

complex problems. Additionally South

with

conventional

products

African tax authorities, to improve the
legislation, should follow the United
Kingdom tax laws.
Lall (2013)

Analysis of the

tax

implications

for

South Africa aim to ensure parity

products

on

between

based

Literature review

Islamic principles

The proposed changes to the tax laws in

Islamic

and

conventional

transactions but lack an inclusion of
international tax issues

to achieve

complete neutrality.
Cobbett

To

understand

(2011)

development
spread

of

the

Case

and

primarily
on

based

Muslims do not automatically patronize
faith-based

organisations

such

as

a

literature

Islamic banking. They consider the

finance according to

review

and

values, efficiency, costs, reputation and

the dynamics present

interviews

historical context of these organisations.

for

Islamic

study

Muslim

communities in South
Africa
Saini, Bick

Investigate consumer

Descriptive

The rate of use of Islamic products by

and

awareness and use of

statistical

Muslims is low despite being aware of

Abdullah

products offered by

analysis of data

Islamic banks. Muslims prefer efficiency,

(2011)

Islamic banks

reduced
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collected

via

a

questionnaire

networks and tellers that are easily
available

when

considering

and

choosing a bank.
Suleman

Identify

(2011)

requiring modification
to

areas

ensure

Case studies and

Legislation and policies need to be

interviews

amended to allow Islamic banks to

Islamic

operate effectively and efficiently and to

banks in South Africa

place it on an equal footing with

comply

conventional banking.

with

both

Sharia and banking
legislation.
Qasaymeh

Investigate

(2011)

technical application

line with Islamic banking principles for

of Sharia compliant

technical compliance but does not

contracts

embody the spirit of the Sharia.

Islamic

if

the

used

by

banks

in

Literature review

Section 24JA in the income tax act is in-

South Africa is in-line
with the spirit of the
Sharia.
Ackerman

To analyse the needs

and Jacobs

of

(2008)

Muslims

South
for

Questionnaire

To

Vawda

growth

(2008)

banking

engage

in

Islamic

banking for religious reasons but price is

Sharia

a

understand
of

would

African

compliant products
Vahed and

Muslims

key

determinant

when

making

purchase decisions.

the

Literature review

Various conclusions drawn relating to

Islamic

the Islamic finance industry in South

South

Africa in terms of its history and growth,

Africa, post-apartheid.

religious and ethical phenomena and

in

socio-economic trends.
Buksh

Assess the success of

Interviews

(2006)

Islamic

content analysis

banking

in

South Africa.

using

Islamic banking is here to stay, so efforts
should be directed to making it work
instead

of

only

focusing

on

its

shortcomings.

Source: Compiled by authors
Seventeen research studies were identified which used a variety of research methods
and covered topics such as accounting, tax, finance, Sharia compliance, Sharia
disclosures, consumer perceptions, and the viability of the industry within the country.
The methods employed and the number of studies conducted for each topic is
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summarised in Table 2. The first study on Islamic banking was performed in 2006. In
2008, 2012, 2013, 2015, 2017 and 2018 two studies were performed in each year;
2011 accounts for the year having the most studies thus far at four. This accounts for
an average of 1.2 studies a year over the period researched beginning from 2006. This
reflects a growing interest in understanding Islamic banking in the South African
context as evidenced by the wide array of topics covered in this area.
Table 2: Methods used and topics researched for Islamic banking from 2000 to
2020
#

Methods used

Number of

#

Topics

Studies
1.

Literature review

4

Number of
studies

1

Consumer perceptions

4

Viability of the industry

4

Accounting

3

Sharia compliance

2

Tax

2

Finance

1

Sharia disclosures

1

.
2.

Case studies

4

2
.

3.

Quantitative studies

5

3
.

4.

Qualitative interviews

3

4
.

5.

Mixed methods

1

5
.
6
.
7
.

Total number of studies

17

Total number of studies

17

Source: Compiled by authors
The most popular method used to research the topics includes literature reviews, case
studies and descriptive statistics. The case studies employed a variety of methods
such as content analysis, interviews, and theoretical illustrations. Only five of the
studies employed quantitative methods which indicates a need to employ methods of
this nature in future studies and to support the findings from qualitative studies.
In addition, researchers to date have focused the most on the viability of the industry
and customer perceptions, whereas topics related to finance and Sharia disclosures
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were given the least attention. The trend with respect to the topics researched from
2000 to 2020 is summarised in Table 3.

Table 3: Trends in topics researched from 2000 to 2003
Topics
Consumer perceptions

2006

2008

2011

1

1

1

1

1

1

1

Viability of the industry

2012

2013

2015

2018

1

4
2

1

2

Tax

1

2
1

Sharia disclosures

1
1

Total

3
2

1

Finance

Total
4

Accounting
Sharia compliance

2017

1
17

Source: Compiled by authors
The trend in topics researched does not however indicate the importance of
researching one topic over another in fact it highlights the growing interest by
researchers to explore the various dimensions of Islamic banking. This will allow for
research that goes beyond what may be considered as rudimentary, as the general
theme that permeates throughout is considerations regarding the “viability” and “fit” of
the industry to various business conventions that are within the South Africa business
landscape.

5. CONCLUSION
A comprehensive review of the available and relevant literature relating to Islamic
banking in South Africa was undertaken for this research. The repositories for all South
African universities as well as major databases housing academic journals, including
ProQuest, Emerald Insight, Wiley and Sabinet, were perused to identify research
conducted on Islamic banking in South Africa over the past twenty years (2000 to
2020). The main findings from this body of work indicates a limited but novel stream
of research consisting of seventeen studies that span across various topics related to
accounting, tax, finance, Sharia compliance, Sharia disclosures, consumer
perceptions, and the viability of the industry within the country. These studies have
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contributed towards a better understanding of individual aspects of Islamic banking in
South Africa, however, more research is needed to support and compliment the growth
of this industry.

To move the research forward, we propose some areas to be considered for future
research. As the industry is developing, research is needed to determine the best
strategies to supply the potential shortfall in skills and training related to human capital,
as currently none of the public universities in South Africa cater for this market. The
Islamic banking industry is in an infant stage thus studies are needed to reconcile the
gap between the theoretical dimensions supporting the industry and its practical
reality. Research is also needed to consider if conventional banking products that are
beyond the scope of the standard contracts found in an Islamic bank, can be converted
to being Sharia compliant so as to increase the limited product offerings within the
industry. Research can also be conducted to assess existing regulatory frameworks
that govern the banking industry in South Africa in terms of their relevance to Islamic
banking and to consider the need to develop frameworks to support the industry. To
conclude, research covering topics on social responsibility is needed. The South
African economy requires solutions to growth, poverty alleviation, equitable wealth
distribution and social development. Islamic banking presents a unique opportunity to
tackle these challenges and can play a pioneering role in the social and welfare arena
by serving and instilling confidence into communities as a whole (Qasaymeh, 2011,
p.292; Vawda, 2009, p.431).
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Abstract
The discipline of project management has matured over the years, dating back to the
traditional waterfall methodology to the most recent project management
methodology, which is the agile framework. In every era, the management of projects
has been a prevalent field. Agile project management in the information technology
(IT) industry, is the most recent and popular framework for project management, as it
provides practices that support adaptive planning and continuous improvement. The
fourth industrial revolution (4IR) is an era that introduces new, advanced, and complex
projects, more specifically IT projects. The management of these projects in the 4th
industrial revolution calls for major changes to the current way of managing projects.
This research paper discusses managing projects in the 4th industrial revolution, the
goal is to evaluate whether agile project management practices will be sufficient for
executing projects 4.0. by examining the competencies and skills needed to facilitate
the delivery of such complex and high technological projects. The 4th industrial
revolution is an era that is greatly focused on big data, artificial intelligence, machine
learning and robotics; these factors will impact the dynamics of project management
as a profession. The objective of this research study is to establish how project
management will thrive in such times. The methodology used is the quantitative
method using survey/questionnaire as the data collection strategy. The paper will
begin with the review of literature, which includes the introduction, followed by the
research objectives and methodology, and research questions. Lastly the paper
presents the analysis of data followed by recommendations and conclusion.
Keywords: Projects 4.0, fourth industrial revolution, agile practices, project
management 4.0 and technology advancements.
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1. INTRODUCTION
Project management has been a discipline that has been used to effectively manage
the execution and delivery of projects in various sectors for several years. Project
management professionals pride themselves in ensuring the delivery of quality
projects that bring value to the business (project management institute, 2018). Projects
are a means for organisations to achieve their business objectives, this is primarily
done through technological and information technology initiatives. Projects have been
a way for businesses to advance themselves and extend to other areas of business.
Information technology (IT) projects have been at the forefront of development for
decades (Alecu, 2012). With the advancements in technologies and projects becoming
more complex, project management methodologies have transformed. According to
Schwab (2015), the 4IR is reshaping the way technology is perceived therefore,
extending IT projects to their full potential. We are at the edge of a technological
revolution that is transforming the way we do business and ultimately this evolution is
transforming IT project management.
Considering the complexities in IT projects as a result of new technologies introduced
by the fourth industrial revolution, Bochum, (2018) suggests and allures to the idea
that agile practices will be more effective in managing complex projects, which will
require iteration and constant modification. A study done by IBM institute 2012,
suggest that agile practices are becoming the most efficient tools in project
management, as an agile environment supports flexibility, adaptability to unknown
changes and rapid iterative delivery of projects. Seeing that the fourth industrial
revolution is creating a dynamic environment that requires project management to be
flexible and ever ready for change. Ghilic-Micu, Stoica and Ascatu (2015) concluded
that agile practices enrich the complex environment created by 4IR technologies and
efforts. As much as agile project management practices support the dynamic,
complex, and ever-changing environment created by the 4IR, Marnerwick (2019)
points that agile demands slight changes in the way projects will be managed in the
future.
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2. AIM OF THE STUDY
The main aim of this research study is to determine adequate competencies in
managing IT projects in the 4IR, specifically focusing on Agile IT projects since Agile
is the widely adopted method of managing IT projects. To achieve this objective, the
study will firstly investigate the impact of 4IR transformation on management of IT
projects, then investigate the needed skills and capabilities to successfully manage
and deploy such projects.

The fourth industrial revolution is impacting the way

business is done, at all fronts and sectors, more specifically the IT industry. Therefore,
it is important to analyse how project management will be transformed, leading to
project management 4.0. The data will be collected using a survey which will
presented through an online a questionnaire, specifically targeting a sample of 300
professionals within the IT sector, more precisely within Agile software development
environment.
3. LITERATURE REVIEW
Project management has seen great changes and growth over the past years and
previous industrial eras. Dating back to the traditional waterfall methodology to the
most recent and popular agile methodology of project management. As a result of the
fourth industrial revolution era that is approaching and in process, the management of
IT projects will require advanced management and leadership skills to successfully
deliver these projects. The future of project management will compel project
management professions to adapt a full range of competencies and approaches
(Langley, 2019). In the 2019 project management institute report, Langley, (2019)
states that the fourth industrial revolution era will transform the role of project
managers to project leads, scrum master and change managers, to effectively
leverage the opportunities presented by 4IR technologies.
The Fourth industrial revolution technologies will create working environments that are
dynamic, complex, unpredictable and IT projects that are inevitable to change,
therefore it will be suitable to use agile practices to combat such challenges; project
managers will need to be knowledgeable and mindful of agile practices in conjunction
with a different style of management (Marnewick, 2019). Fewell, (2017) concurs with
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this conversation, adding that for organizations to see value and success in their IT
projects in effect of the 4IR, it is important that agile project management practices are
not ignored but used in a larger scale, as this will enable project managers to drive an
agile team that is equipped for handling complex 4.0 projects. Allen (2017) added that
project managers leading 4.0 projects need to change their way of thinking and
behaviour.
A. The advances of technology as the result of the evolution into the fourth
industrial revolution.
The underlying and most dominant elements of the fourth industrial revolution is the
connectivity of systems and mechanism for example connecting (human to human,
human to machine or machine to machine) within an environment, sharing digitized
data and information using technology such as internet of things (IoT) and internet of
services (Roblek et al., 2016). Research conducted by Chase, (2019) further reveals
that the 4IR is blurring the borderlines between humans and technology, tasks and
activities that were previously performed by humans, can be done by machines. As a
result, technology advances have made a huge mark in IT project development and
the management of these projects. The evolution to the fourth industrial revolution
forces IT projects to become revolutionised and innovative. The application of such
innovative technologies is blurring the line between what the human mind can and
should be doing and what machines can and should be doing. Simion and Popa,
(2017) explains that these technologies will remove some of the repetitive tasks that
were typically done by project managers in project development and implementation.
B. IT projects in the fourth industrial revolution: Projects 4.0
Simion and Popa, (2017) pointed out that 4IR disruptive technologies are increasing
the complexities of IT projects and thus projects in the 4th industrial revolution will be
characterised as projects 4.0. Schwab (2018) suggests that these projects will have
attributes and components that will be characterised by the various 4IR technologies
such as artificial intelligence, algorithmic machine learning and digitisation.

The

complexity of the projects will increase as the use of such technologies becomes a big
part of IT projects (Khan, 2017). The fourth industrial revolution is presenting variables
and attributes that ultimately cause projects to be very complex and advance. The use
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of intelligent technologies in project development is enhancing and increasing the
scope of projects (Packendorff and Lindgren, 2014). The researchers further add that
the deployment of these intelligent systems and algorithms, will instantaneously
leverage effective monitoring of project performance and the digitisation of project
quality control. These technological progressions will increase the complexity of
projects, and thus the management of such IT projects will become more challenging
and require different approaches. A research conducted by the World Economic
Forum, (2016) further states that the technologies driving these innovative projects
compromise of smart and disruptive technologies.
C. The management of IT projects in the fourth industrial revolution: Project
Management 4.0
The apparent progressions in technology have undoubtedly caused a paradigm shift
in the profession of project management, redefining PM capabilities and the
professions roles. Novo et al., (2017) further suggests that the influences brought
about by 4IR on project management and leadership demand an attempt to redefine
and re-evaluate the way projects are managed. Raza (2017) concurs that these
disruptive changes are causing a radical shift in PM body of profession, leading to
project management 4.0. Project Management 4.0 is distinguished by digital
technologies, virtualization, universally connected, professionalization, moving from
traditional project management methodologies to agile approaches. Project
management is more focused on the project-organization relationship and the maturity
of organizations in project management.
According to Svejvig and Andersen (2018) the discipline of project management will
need to tackle the following categories and classes in order to be relevant and effective
in the 4IR:
o Contextualization: Projects need to embrace ecological/environmental factors
and the organizational strategy, including the overall mission and vision
statement.
o Social and political aspects: Issues such as political and government influences
and the emotional intelligence of project team members need to be considered.
56

International Conference in Accounting and Business – 2021
ISBN: 978-0-620-92936-3
o Rethinking practice: Present-day best practices will need to change, and new
or different best practices need to be introduced, such as Scaled Agile.
o Complexity and uncertainty: Marnewick et al., (2018) in their article The Ability
of Project Managers to Implement Industry 4.0-Related Projects, list few
features that lead to project complexity.
o Complexity: Project managers’ ability to overcome and excel in complex
situations.

D. The competencies needed to manage projects 4.0
Leonard-Barton (2017) warns that project managers will need to interact and possibly
exchange information with intelligent robotics. Though project managers will need
technical competencies in the 4IR, this alone will not be enough. Marnewick (2019)
suggests that a considerate level of cognitive skills together with social skills, which
refers to the ability to effectively communicate with various stakeholders that may be
involved in the development of the project. Marnewick (2018) further point out that
each team member should be technically, personally, socially, and process
competent. Raza (2017) on the other hand lists the following competencies as
competencies needed for future project managers: novel and adaptive thinking,
holistic system comprehension, computational thinking, cognitive load management,
unstructured creative problem solving, social and emotional intelligence, virtual
collaboration, disciplinary and lastly cross-cultural competency together with
procedural understanding. This is not an exhaustive list, yet research suggests that
these competencies will be of the outmost importance. Svejvig and Andersen (2018),
however suggest that education and guidance are one of the fundamental themes to
introduce new ways of thinking and doing project management in the 4IR. Implying
that current project managers will need to be effectively and adequately trained to
operate and function in complex environments
E. Project Management 4.0 needs to be more agile oriented.
Marnewick (2018) points to the notion that agile principals and approaches are
conducive in environments where problems are complex, potential solutions to
problems are not apparently clear at first, project requirements are likely to change,
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close collaboration with end users is necessary and where creative teams outperform
traditional methods. This is the kind of environment that is created by the 4IR, where
implementing solutions in an agile way would realise more benefits. Due to the
complexities in IT projects, as a result of the innovative technologies brought by the
4IR, (Bochum, 2018) suggests and allures to the idea that agile practices will be more
effective in managing these complex projects, as iteration and constant modification
will be critical. A study done by IBM institute (2012), suggest that agile practices have
become the most efficient tools in project management, as agile supports flexibility,
adaptability to unknown changes and rapid iterative delivery of projects. The fourth
industrial revolution is shaping dynamic environments, which require project
management to be more flexible and ever ready for change.
4. STUDY SIGNIFICANCE AND CONTRIBUTION


Contribution to existing knowledge

This research paper contributes to the current conversation about project
management in the 4IR, hence adding knowledge and literature in this new on-going
topic that still need to be investigated across different aspects of life.


Contribution towards the United Nations Sustainable Development Goals _
(UN SDG 9)

For economic growth and development, one important aspect to consider is investing
in infrastructure and innovation while being mindful of the impact. This research
projects contributes to this initiative as the study is based on current events and
activities in the industry. The industry is facing many technological changes due to the
4IR. Companies in all sectors are now more than ever focused on innovation. These
efforts are developing a better economic growth, as companies are investing in
technological innovations and infrastructure, that will place the organization in
favorable position. This study contributes specifically towards the UN SDG 9, which is
on Industry, Innovation and Infrastructure.
5. RESEARCH METHODOLOGY
For this study, quantitative research strategy and tools were used for both data
collection and data analysis. Ethical clearance was firstly applied for and approved.
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About 150 online questionnaires with closed-ended questions were sent for data
collection, and this process ran over a period of three months. The purposive sampling
method was used as a sampling method since it was deemed more suitable for this
study. The questionnaire used Likert scales from Strongly Disagree to Strongly Agree.
Purposive sampling technique is one type of non-probability sampling where the
researcher employs their own judgment when selecting research study respondents
that are logically representative of the population (Sonubi, 2007). through this
technique, the researcher ensured that only experts and experienced professionals
participated in a research study. The study received a response count of about 86
responses, giving a response rate of over 50% for analysis. The study sample focused
specifically on members of IT development professionals in South Africa.
Using questionnaire data collection, the study gathered data based on the
following categories:


Questions for IT development professionals on how the projects they are involved
in are being managed and what relationship between complex IT projects and the
competencies.



Questions on the critical skills set and knowledge required to have successful
emerging technologies embedded IT projects, which represents 4.0 projects.

6. RESULTS
The survey consisted of about 86 individuals that are from various industries in South
Africa yet more than half of the respondents (52.1%) were specifically from the IT and
ICT industry. And 75% of the results presents valid responses of the survey. An
important aspect of the respondents is that 65.3% were familiar with the agile project
management approaches, this is a significant part of the research. 70.4% of the
respondents had a good and good knowledge of the 4IR and 61.2% of these indicated
that the 4IR and its technologies have impacted their role in a software development
team, when handling IT projects. 75% of the respondents were male while 25% were
female. A critical part of the respondent's demographic data is that 36.5% of the
participants are current project managers while 41.9% are software developers.
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1. Study findings on the first study aim, which aimed to determine how current IT
projects were being managed.

Figure 1 and 2 illustrate firstly the respondents views on the methodology currently
adopted in their current development environment. And of those that selected Agile or
any agile based methodologies, which is all the other methodologies except waterfall
on the provided options, were supposed to further state which agile driven attribute
best presented their existing team. These findings are demonstrated in figure 2.

Methodology

Adopted development methodologies in current teams
Joint application development (JAD)
Extreme Programming
Agile methodology
Future-Driven Development (FDD)
SCRUM
Waterfall
0%

10%

20%

30%

40%

50%

60%

70%

80%

Frequency in %

Fig 1: Adopted development methodologies in current teams
The findings in figure 1 illustrate that Agile as a methodology for managing IT projects
is the most adopted methodology in SA. Furthermore, other methodologies falling
under the Agile driven framework such as scrum, extreme programing, and FDD are
fairly used across development environments in various industries. In general, more
than 80 percentage of the results show that the participants work environment is agile
oriented.

Attribute

Agile driven attribute that represents your current team environment
Fast driven
Collaborative
Technology response driven
Dynamic
0%

5%

10%

15%

20%

25%

30%
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Fig 2: Determining the reality of Agile working environments.
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A quarter of the respondents indicated that they work in a technology driven
environment and 32.3% indicated that they were in a very dynamic work environment.
Yet only 9% stated that their work environment was not fast paced. The purpose of
this section was to establish how agile the work environment is.
The participants were further asked if agile approaches were effective in handling
complex IT projects. They had to choose between yes, no and maybe. 51.6% indicated
yes while 29% no with only 18.4% selecting maybe option, indicating in the section
designated for elaborations that some aspects of agile facilitated successful delivery
of projects while some aspects or attributes driving the agile framework did not work
for the structure of environments or complexity of the projects, they were working in.
These results are consistent with the notion that proper and adequate methodologies
need to be investigated to facilitate effective management of projects 4.0 as these
according to Bolat and Temur, (2019) are complex and dynamic. Researchers like
Bolat and Temur, (2019) believe agile will be adequate in managing 4.0 projects while
others believe otherwise.
3. Study findings on the 2nd study aim, which aimed to determine critical skills set
and knowledge required to deliver successful emerging technologies embedded
IT projects, which represents 4.0 projects.

Before participants could engage on the questions based on the competencies
required to deliver successful 4.0 projects, the study first determined their knowledge
of 4IR and if it is in any way impacting their current work environments. The findings
are demonstrated on table 1 below.
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Table 1: 4IR understanding and impact reality
Used any 4IR emerging technologies
in current or previous projects

Your4IR understanding
12%
38%

76%

43%

54%

84%

67%
Extremely Informed

Fairly Informed

Not much Informed

Do not know anything

Yes definitely

Not so much

No not at all

Moreover, respondents had to indicate which competencies do they believe are critical
for successful delivery of 4.0 projects. The findings are illustrated in table 2 below.
Table 2 outlines soft vs technical skills critical for 4.0 projects.
Table 2: Skills critical for 4.0 projects
Soft skills critical for 4IR project competency

hard/technical skills critical for 4IR project
competency

problem solver
open mindedness

DBA

Team work

Text Editor

Creativity

Source Control

Active listening

Programming

Communication

Algorithm development

Empathy

Data structures
0%

20% 40% 60% 80% 100%

0% 10% 20% 30% 40% 50% 60%

The findings in table 2 demonstrate that communication (89%), creativity (93%), openmindedness (91%), and effective teamwork (91) are the most important soft skills
believed to be critical in 4.0 projects. While with regards to hard skills, understanding
and knowledge in programming (55%), algorithms (49%), and data structures (55%)
are believed to be some of the critical technical skills needed to be adequate while
working in 4.0 projects. These findings enabled this study to answer the question on
the skills and competencies needed to deliver 4.0 projects.
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Lastly, the study gathered the data on which competencies do projects managers and
development teams need to have generally to successfully manage and deliver
complex projects such as 4.0 projects. The findings are illustrated in figure 3 and 4.
PM attributes that lead to the successful implementation
of complex IT projects i.e projects 4.0
100%
80%
60%
40%
20%
0%
Promote team
independency

Portray the
qualities of a
servant-leader

Portray a high Promote team Posess technical
level of
competitiveness background
emotional
intelligence

Fig 3: Project manager critical attributes for 4.0 projects

4IR critical IT development team attributes
100%
50%
0%
Risk takers.

Be innovative.

Flexible and
adaptable

Be open to change
and diversity.

Fig 4: IT development teams critical competencies for 4.0 projects
The findings in figure 3 demonstrate critical competencies that projects managers
managing complex projects such as 4.0 projects would need to possess. The findings
indicate that project managers that promote team dependency (87%), possess some
high level of emotional intelligence (76%) and have some strong technical background
(69%), stand a more better chance at delivering complex projects such as 4.0 projects.
One other critical competency include project managers with servant-leader qualities
(61%), which is in line with Marnewick (2018) study on the abilities project managers
need to possess to manage 4.0 projects effectively. Figure 4 illustrate critical skills
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needed from project teams for 4.0 projects. The top three attributes from the analysis
are (i) the need to flexible and being adaptive (79%), (ii) being innovative (63%) and
lastly, (iii) openness to diversity (66%).
7. DISCUSSION
Conceptual model on managing and delivering successful 4.0 projects within
IT

Fig 5: Conceptual model for managing and delivering 4.0 projects
The results of this study indicate that the fourth industrial revolution together with the
technological developments that come with it have drastically shifted the way IT
projects are implemented and managed. These findings agree with existing theories
and literature, that suggest that project managers of the future will take on various and
different roles and responsibilities. Marnewick (2016) in his paper ‘The demands of the
fourth industrial revolution on project teams’ states that projects teams handling IT
projects will need to acquire certain skills apart from hard skills. As seen of section B
of the survey, the respondents' show a diverse range of skills yet 66.1% indicate that
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soft skills such as emotional intelligence is highly important Sukha (2018) concurs this
idea in his research paper ‘The impact of the fourth industrial on project teams’.
These results and findings need to be taken into consideration when appointing project
managers and project leaders now and soon as technology in the fourth industrial
revolution is transforming business operations and delivering high value products. The
findings in this research presents new insights into how IT development environments
in SA are being transformed through emerging technologies fueling the 4IR. Secondly,
the study provide insights into the skills and competencies needed to manage and
deliver 4.0 projects successfully. In conclusion the results and findings of this research
give a high indication that the fourth industrial revolution cannot be ignored, and IT
projects will become more and more dynamic, creative, automated and digitized to say
the least. It seems possible that these results are mainly due to the increased level of
technological movements penetrating the IT industry. There is still abundant room for
further progress in determining the extent to which automation, digitization and
innovation will transform the management of IT projects.

8. RECOMMENDATIONS
The literature review is the most critical part of the study or research because literature
review help the researcher to determine the work or scope done on the topic explored,
which help the researcher to build a foundation for the research to meet the research
goals. For this study, the researcher faced difficulties in finding articles talking about
the requirements needed to manage and deploy projects 4.0. Therefore, further
research should be taken on this topic. More specially research addressing the
practicality of project management, with automation and full digitization.
9. CONCLUSION
The reliability of the findings in this research are mostly impacted by the size of the
sample, as only 86 respondents participated and with that 70% are within the IT and
ICT industry, which this makes up the most relevant data from the rest of the group.
The choice of the methodological approach was slightly affected by the limitations in
movement due to the national lockdown as a result of the worldwide pandemic.
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Therefore, resorting to a methodological approach that was possible online was the
most effective method to collect data. Further research is needed to establish the
correlation and the relationship between automated IT projects development and
delivering high value IT projects that also resonate with human beings, where
automation and digitization of IT projects is married with the soft skills of human
beings. There is still abundant room for further progress in determining the extent to
which automation, digitization and innovation will transform the management of IT
projects. There are many studies focusing on project management and the efficiency
of agile project management in the literature, yet the jury is still unclear regarding the
management of complex and highly technological IT projects.
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Abstract
The development of soft skills is a topical issue both in academia and corporate as
universities continually attempt to align the curricula to the expectations of prospective
employers. Most of the approaches for developing soft skills have been done under
the premise that all students are the same and as such, assuming that they develop
in the same manner. The psychological classification of personality types provides
insight into how every individual is different in how they process information and then
make a judgement based on the information they acquired. An individual's mental
functioning then affects how they relate with those around them. In this paper, we use
personality types to guide us in developing a student-centered framework to
developing student’s soft skills based on their personality developmental needs. We
provide the reader with a discussion on the link between personality type and soft skills
development by using critical thinking, communication, and teamwork as examples of
soft skills that can be developed using personality types. We then propose a
framework called the Awareness, Learning, Application and Self-reflection (ALAS)
Framework that guides implementing a soft skills development program at a tertiary
institution.
Keywords: Accounting Education, Soft skills development, Personality types,
Psychology, Self-reflection
1. INTRODUCTION
Essential skills required in the 21st century
The modernization and increasing complexity of the workplace across many
professions are challenging traditional views of the essential skills required for career
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success. A growing body of evidence suggests that the outsized emphasis on
knowledge, technical expertise, or academic qualification, as key determinants of
employability

and

career

success,

are

misaligned

with

current

market

requirements(Howcroft, 2017; Rios et al., 2020). While these skills, commonly referred
to as technical or hard skills are essential for performing occupational tasks, they are
insufficient on their own to facilitate an individual’s success in the workplace(Tan and
Laswad, 2018; Pang et al., 2019). In recent years, there have been significant changes
in the work culture. For example, work teams have become more diverse and inclusive
to enhance global competitive advantage (Cox and Blake, 2011). Moreover, with
advances in the current era of the fourth industrial revolution, there is increasing
sharing of technical tasks between the human workforce and machines through
artificial intelligence and machine learning (Foo and Turner, 2019; Teng et al., 2019).
These advances in automation, coupled with the globalization of the workforce, are
dramatically changing the nature of work and the skills required for human capital
development (Bonk and Smith, 1998).
In light of the above, there has been growing recognition of non-technical skills as
being equally or even more influential than technical skills in predicting employability
and workforce success (Börner et al., 2018; Gruzdev et al., 2018). Broadly, these nontechnical abilities are referred to as soft skills; an umbrella term that encompasses
intra-personal and interpersonal skills that characterize how a person does their work
or interacts with others (Birkett, 1993). Despite different definitions and frameworks to
define and categorize these soft skills, there is consensus that these non-technical
abilities are essential for workers to adapt to their working environment, which is a
critical antecedent to success at work (Ibrahim, Boerhannoeddin and Bakare, 2017).
Examples of commonly recognized soft skills include the ability to communicate, build
relationships, work in teams, problem-solve, and to be emotionally aware of the needs
of others (van Laar et al., 2019) and the skills required for human capital
development(Bonk and Smith, 1998)
Soft skills in the accounting profession
The need for soft skills in the accounting profession has escalated in recent years, as
the profession has evolved beyond generating and recording transactions to more
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consultancy and decision-making roles (Jones, 2010). Moreover, there is a growing
global need for accountants to collaborate with interdisciplinary teams, in some cases
across different countries. Also, accountants deal with multiple stakeholders, whether
internally in their organization or with external clients, which also require soft skills to
effectively discharge their duties (Fauré and Rouleau, 2011)
Various bodies of accounting professionals prescribe different guidelines and policies
on soft skill competencies for accounting professionals. In South Africa, the South
African Institute of Chartered Accountants (SAICA) is a major regulatory body that
governs chartered accountants, associate general accountants, and accounting
technicians. According to SAICA, soft-skills relate to relational acumen (i.e., how a
chartered accountant relates with other people) and encompass the following skills:
communication, leadership, relationship building, teamwork, managing others, and
emotional intelligence (South African Institute of Chartered Accountants, 2020). On
the other hand, the Chartered Institute of Management Accountants (CIMA), the major
global governing body for management accountants, categorizes soft-skills as people
skills and leadership skills. These skills include navigation and decision-making,
communication, team building, collaboration, partnering, and influence (Chartered
Institute of Management Accountants, 2020). While these frameworks exist, there is
limited guidance on how educators at universities can effectively contribute to the
development of these skill sets before an individual enters the job market.
Gaps in soft skills development approach for accounting students
While there is evidence of the need for soft-skills development in the modern
workforce, there is still a lack of evidence on how to effectively develop these set of
abilities. Developing soft skills is particularly important for educators at tertiary
institutions that have a role in preparing students for employability and success in their
chosen profession(Shakir, 2009). While universities have perfected teaching methods
and pedagogies for developing technical competency, there is a lack of published
literature on structured and theory-based approaches to effectively develop soft skills
in tertiary institution settings.
A scoping review of published literature reveals an array of approaches to integrating
soft-skills development training at tertiary institutions (Barac and Du Plessis, 2019;
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Plant, Barac and Sarens, 2019). Some approaches are didactic (de Villiers, 2010;
Strauss-Keevy, 2014) while others seek to develop the desired skills through
experiential or practical learning (Dell’Aquila et al., 2017). While these attempts are
commendable, they appear to overlook how internal and external aspects of an
individual's character influence behavior in different situations, including the workplace
(Hamid et al., 2020). Essentially, there is an important connection between an
individual’s personality type and their propensity to fair well or poorly across various
sets of soft skills recommended in the accounting profession (Burton et al., 2016).
2. AIMS
This paper hypothesize that personality types of accounting students can simplify or
complicate their ability to develop soft skills. Therefore, soft skill development
methodologies that fail to account for student personality types are likely to be
inefficient and fall short of the desired goals. Fundamentally, we propose that
university programs for soft skills development should (1) be differentiated or tailored
(i.e., non-blanket approach) according to personality types and (2) should empower
the student to take ownership and participate in their development journey (studentcentered).
We aim to put forward theory-based considerations for developing a soft-skills
developing program for accounting students at tertiary-level. Firstly, we seek to
underscore the important link between personal attributes and soft skills, and the
relevance of this relationship in soft-skills development. Secondly, we aim to propose
an incremental and coordinated framework for the gradual development of soft skills
across the entire student's university tenure in pursuit of their qualification.
Understanding the link between personality types and soft skills
The work on personality based on an individual’s psychological type dates back to the
early years of the 20th century (Jung, 1921). The work on personality-based
psychological types focuses on “persistent and predictable patterns of mental
functions that are meaningful in human interaction” (Lawrence, 1993). To develop
personality-tailored approaches to soft skills development, we propose the use of
personality type indicators that are practical to implement and relatively easy to
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interpret. One such tool is The Myers Briggs Type Indicator ® (MBTI ®), which is based
on work by a physician psychologist Carl Jung's (Jung, 1921) theory on psychological
typology ((Myers and Myers, 1980; Myers, 1993). MBTI ® has become very popular
in both research and in the business world as a measure of an individual’s cognitive
style (Ramsay, Hanlon and Smith, 2000; Tyagi, 2008). In his typology, Jung (1921)
describes in detail the systematic way in which people differ. He terms these
differences as ‘psychological types’, which are patterns in how people prefer to
perceive and make judgements (Campell, Dennis; Davis, 1990; Lawrence, 1993).
According to his theory, differences in personality and behavior are explained by
differences in the way individuals perceive the world and form judgement about it
(Wheeler, 2001). These differences influence how individuals see themselves and
those around them, thereby influencing their personal and interpersonal skills and
abilities. Notwithstanding the limitations of the MBTI (Boyle and Helmes, 2009), its
strengths outweigh the identified limitations.
According to MBTI ® theory, four major categories characterize an individual’s
personality type: (1) orientation, (2) perception, (3) judgement, and (4) attitude. MeyerBiggs purports that everyone is born with a specific preference within each of the four
categories. The combination of those preferences gives an individual's personality.
Table 1 below describes the four categories and the dichotomous pairs that comprise
each category.
Table 1: The four dichotomous pairs of psychological types (SOURCE: Personal
collection)
Orientation

Perception

Judgement

Attitude
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Describes how a
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The MBTI ® offers sixteen combinations of different personality types based on the
permutations of the four dichotomous pairs. These combinations given by the
psychological types provide detailed information and insight into the psychological
make-up of an individual. The use of the MBTI ® tool in understanding the mental
functioning preferences of the individual student body requires the educator to fully
grasp and understand the MBTI ® tool and the meaning behind each dichotomous
pair. Although the Center for Application of Psychological Type provides extensive
information on understanding and applying the MBTI ® tool, it would take the educator
time to understand. The time and effort required to understand the MBTI ® fully would
cause a barrier to the practical application of the tool, and as a result, educators may
be hesitant to use it. Cognizant of the fact that the accounting education program is
already overloaded and educators are stretched with regards to time and resources
(Rebele and Pierre, 2019) there is a need to provide educators with a simplification of
the MBTI® tool to best assist educators in developing the soft skills of their students
using a student-centered approach.
This paper aims to provide educators with a simplified method of applying the MBTI ®
to developing the soft skills of their students by providing the link between the elements
of personality type and development of soft skills such as critical thinking,
communication, and teamwork skills.
Personality type and critical thinking skills
Although there is no universal consensus on the definition of critical thinking, it can be
defined as “the identification and evaluation of evidence to guide decision making”
(Goertel, 2018). The South African Institute of Chartered Accountants (SAICA)
mandates its members “to prepare meaningful information to stakeholders and
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interpret, analyse and evaluate such information for impactful decisions” (SAICA,
2020, p.1). According to the MBTI ®, identifying an individual's preference in the way
they collect information (perception) and how they make decisions (judgement) can
provide valuable insight on how to develop the critical thinking skills of that individual.
Also, when it comes to critical thinking, an individual should ideally use all four mental
processes (Figure 1).
Sensing

Data Collection

Intuitive

Thinking

Judging

Analysis and
Weighing solutions
Identification of
logical
against human
possible solutions consequences of
consequences
solutions

Figure 1: Four mental processes of solving a problem
Source: Curry (2006)

However, every individual has a preference of two out of the four mental processes
that an individual uses in thinking critically. These preferences are the ones that an
individual develops the most (Curry, 2006). As such, an educator can assist a student
in developing their critical thinking ability by first understanding the student's two
preferences of the four mental processes and then developing the other two so that
the student has a balanced approach to problem-solving and decision-making
(Lawrence, 1993)

Personality type and communication skills
An accountant needs to be able to convey a message through speaking and writing,
and this skill is developed by focusing on communication (Stancheva-Todorova,
2019). To create a link between the communication skill and an individual's personality
type, we will look at the orientation element first. The orientation element gives the
educator an idea of how their student prefers to generate ideas (Lawrence, 1993). The
two different types of preferences: extroversion and introversion, give us insight into
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how a student prefers to communicate. An extroverted student is one that prefers to
convey a message through speaking, whereas an introverted student prefers to
convey a message via writing(Yellen, Winniford and Sanford, 1995). An extroverted
personality prefers to speak of their ideas with other people, whereas an introverted
personality prefers to only speak to others when their ideas have been fully formed in
their heads (Barkhi, 2002). Some efforts to develop communication skills focus on
one’s ability to speak in a public setting, something that would come naturally to an
extrovert. On the other hand, an introvert can be too quickly judged as one that is
unable to speak in front of crowds as they are assessed based on a trait that is not
natural to them (Yellen, Winniford and Sanford, 1995). Therefore, an educator’s
approach in developing the communication skills should be done on the bedrock of
first understanding their student body psychological preferences and then developing
this skill based on their preference (Barkhi, 2002). The perception and judgement
aspect of an individual's personality can also give us insight into how one
communicates (Lawrence, 1991). For example, a sensing type student is more likely
to communicate the facts of a case, whereas an intuitive type of student is more likely
to communicate the bigger picture meaning of the facts (Lawrence, 1993). On the
other hand, a thinking type student is more likely to communicate a decision that is
impersonal, whereas a feeling type would communicate a decision that takes into
account the feelings of other people (Lawrence, 1993).
Personality type and teamwork skills
The ability to work in teams is an essential skill to have because although one should
make all efforts to be a balanced individual, one will always need assistance from
those that are different from one to solve a problem collectively. Myers (1979) points
out that when students are empowered to understand themselves, they can also begin
to understand others and value differences, strengthening their soft skills in how they
adapt to these differences (Myers, 1979). Curry (2006) adds that once a student is
aware of their strengths, they may be better able to have the confidence to develop
the areas that they are weak (Curry, 2006). Identifying and knowing an individual's
personality traits assist an individual in identifying their need to involve other people in
problem-solving and decision-making. The development of teamwork skills by
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identifying personality types of the student body will assist the educator in forming
groups that have individuals that are alike in preference and individuals that are
different. A student’s personality type is an important determinant of their relational
acumen or people skills in their regular environments and future workplace (Robles,
2012). For example, whether a student’s preference is extroversion or introversion
may influence how they contribute to discussions in a group or team setting (Yellen,
Winniford and Sanford, 1995).
A learning model for soft skills development in tertiary institutions
AWARENESS

LEARNING

APPLICATION

SELFREFLECTION

Figure 2: Proposed framework for a student-centered approach to soft skills
development: The Awareness, Learning, and Feedback (ALAS) Framework
In this section, we describe a theory-based framework for the development of soft
skills, emphasizing tailoring a program based on personality types. We propose the
application of the cognitive learning theory (Marton and Saljo, 1976; Kitchener, 1993;
Piaget, 2003), which is an active learning approach built on three fundamental
principles (1) comprehension, (2) memory (accommodation and assimilation), and (3)
application. The proposed framework will be based on the cognitive learning theory.
The framework we propose for the development of soft skills with an emphasis on
tailoring a programme based on personality types consist of four stages: (1)
Awareness, (2) Learning (3) Application and (4) Self-reflection; and as such, we have
named the framework the Awareness, Learning and Feedback (ALAS) Framework
(Figure 2).
A) Awareness
This stage will be based on comprehension level under cognitive learning.
Comprehension is concerned with making learning efficient by first understanding why
learning a specific subject or concept is being learned in the first place (Piaget, 2003).
As such, this stage aims to make students aware of their personality types, help them
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understand the importance of developing soft skills, and understand the influence of
personality types in the development and application of soft skills. Therefore, the
activities in this stage include creating awareness for the student of the strengths and
weaknesses of their personality trait. We suggest that this stage be implemented at
the beginning of a student’s university journey whereby the educator facilitates taking
a personality test of each student. Once the results of the personality tests are
available, the student will be presented with their results. Thereafter, the educator will
explain the four different elements that characterize one’s personality.
While the MBTI® provides interpretations for each category of one’s personality, we
further hypothesize that each student will have to find their own subjective or
situational meaning in terms of what their evaluated personality type means to them.
Finding meaning for the students will include the extent to which they identify with their
categorization and whether they believe that aspects of their personality may need reevaluation to facilitate future success in the workplace. Students must be involved in
identifying these gaps to ensure student ownership and accountability of their soft skill
development process.
B) Learning
The purpose of this stage of the process is to allow students to attain a deep
understanding of soft skills concerning their personality type by allowing them to relate
new knowledge acquired through the comprehension stage with previous experiences
or information. According to Piaget’s (2003) cognitive learning theory, there are vital
components to learning: accommodation, considering new information and modifying
what we already know, and assimilation, which relates to the arrangement of new
knowledge inside our heads besides what we know.
In this regard, the learning stage will allow students to integrate the new information
they learn about their personality types and modify what they already know about
themselves. This stage will further help students to organize the new information that
they did not know about themselves. Therefore, we suggest three activities in this
stage: (1) using an individual development plan, (2) strength-based discussions, and
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(3) enabling environments that assist the student in learning. These three areas are
discussed below:
i. Individual Development Plan
The individual development plan (IDP) is essential to identify the student’s goals
collaboratively with the educator, based on outcomes of stage 1 above (awareness).
Developing the IDP underscores the importance of student ownership and
emphasizes that this is not a tick-box process for getting their qualification. For this
activity, the educator needs to emphasize that while personalities are inherent, the soft
skills identified are developed over time (Curry, 2006). The IDP is a form of a portfolio
assessment that enables the student to develop higher-order thinking skills, reduce
bias, practice self-reflection, develop better self-assessment skills, and become less
reliant on grades (Paulson, Paulson and Meyer, 1991; Cook-benjamin, 2001). The IDP
includes the soft skills to be developed over time and which methods will be used to
develop them. The IDP is an organic document (preferably electronic document) that
can be used for continuity of soft-skills development needs as a student moves from
one year of study to the next and as the student bridges on to employment and further
develops.
ii. Strengths-based discussions
This stage is based on strengths-based approaches applied in health and addiction
disciplines where individuals are encouraged to use their identified strengths as
resources to address their weaknesses (Sharry, 2004). In his book, Lawrence (1991)
emphasizes that ‘it is through a sense of security in your strengths that you find the
energy to work on development needs and problems’.
Therefore, in this stage, we propose that the educator be open to consulting students
as they appraise the meaning of their personality types. Further, the primary focus of
this stage will be placed on the strengths of the identified personality. Accordingly,
educators should promote opportunities for students to express their personalities’
strengths to encourage mastery of what they excel in, and how their attributes may
improve their chances in the workplace. Once a student becomes aware of their
strengths, two things may result: (1) the student is equipped to handle their
weaknesses, and (2) they become aware of other people's strengths and weaknesses
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and thereby fully understand others. It is through understanding oneself and
understanding others that one can value differences (Myers, 1979). It is in valuing of
differences that one develops mutual respect for others, and it is through this, one is
better able to work in teams and communicate more effectively.

iii. Enabling environments
The learning stage is a long part of the process and educators are encouraged to
create environments that will enable the students to gain the relevant information, stay
motivated, and acquire help through peer relationships.
Hence it is necessary to provide the students with information that will assist them in
staying motivated to take the steps needed to change their behavior. In their paper,
Salas and Cannon-Bowers (2001) emphasize that while information is concerned with
the underlying concepts that must be learned, demonstration shows how the
knowledge or abilities that are to be learned should be displayed in simulated or realworld environments(Salas et al., 2012; Bedwell, Fiore and Salas, 2014).
Consequently, educators need to continue providing students with information on the
drivers of behavior related to soft skills and demonstrating how to apply the information
they have learned. This can be done through workshops or people from the industry
giving their experiences through seminars or podcasts. Videos have also been found
to be effective as they are engaging and can help students focus their attention on
specific skill sets (Scherer and Baker, 1999; Salas et al., 2012). Video posting sites
such as YouTube™ give instructors opportunities to find a variety of examples that
they can use to demonstrate to students. This will ensure that the students see the
importance of these skills and may nudge them to start this development process at
the tertiary institution versus thoughts that this only applies when they get to work.
b. Application
This stage of the process anchors on students applying new information or skills in
real or simulated life situations (Piaget, 2003). Frequent opportunities to apply the
information and skills learned will encourage students to continue developing problemsolving skills that align their personality skills to soft skills that they seek to develop.
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The most important role of the educator in this stage will be to facilitate the feedback
process when the student applies the information or skills learned. We use the word
feedback instead of assessment/evaluation to assist students in differentiating this
developmental process to the examination of technical skills competencies. Feedback
is an essential stage of the developmental process as it provides the relevant learning
opportunities to “continuously modify knowledge and skills” (Irons, 2007) and provides
an “essential to guide, test, challenge, or redirect the learner’s thinking” (Du Toit,
2012). We suggest two possible types of feedback: direct observation by the educator
and peer relationships with other students.
i. Direct observation
Direct observation is an evaluation method used in the medical disciple to collect
information through observing a student without interrupting (Fromme, Karani and
Downing, 2009). The main purpose of observing a student through the process of
applying the information learned and practice is that the educator can give the student
appropriate feedback that highlights strengths and addresses weaknesses. As such,
the educator is encouraged to document all that they observe in the student's IDP so
that the student has documented evidence of progress and areas that still require
further development.
ii. Peer relationships
Peer relationships can be formed within the student body based on personality types.
Peer relationships can further assist the students in planning their learning, identifying
their strengths and weaknesses, targeting areas for remedial action, and developing
metacognitive and other personal and professional skills (Falchikov, 1995; Topping,
2009). Myers (1979) suggests that one needs to be paired with someone with an
opposite personality type to gain insights into the strengths of others where one is
weak (Myers, 1979). In addition, understanding differences within a larger body of
students will help students in developing their teamwork skills and valuing the
differences that others have.
1.3.3 Self –reflection
The last stage in the process will be self-reflection. This stage is concerned with
students reflecting on the totality of their experiences and learning, the behavior in
80

International Conference in Accounting and Business – 2021
ISBN: 978-0-620-92936-3
which they have engaged, the differences which learners are aware of, as well as the
feelings with which they have experienced. The aim of the self-reflection is to help
students solidify their deep understanding of the skills learned by identifying positive
and negative aspects of their experiences (Mann, Gordon and MacLeod, 2007). By
spending time contemplating on the overall process, during and after the experience,
the student can learn from that experience and work towards improving their skills for
the future (Reynolds, 1998). From the reflection, the students can also be able to
devise a plan on how they can improve their behaviour in the future. The self-reflection
will be a reflection entry after every stage in the framework, documented in their IDP.
The reflection will also allow students to consider the feedback from their educators
and peers as they devise a way to improve in future, plan their learning and target
areas for remedial action. As such, students will be able to associate the new
knowledge they learn with what they already know and allowing for an integration of
new knowledge about themselves and their development into their memory and
behaviour.
Finally, the framework that we propose for developing soft skills is a reiterative process
of learning. As such, after the reflection stage, a student will go back to the awareness
stage as they continue to develop in this process and change behavior.
3. DISCUSSION AND CONCLUSION
Identifying pragmatic and theory-based approaches to soft-skills development is
essential for educators at tertiary institutions. This paper proposed a four-stage
framework based on interdisciplinary principles of behavioral science and education
theory. In this paper, we underscore the importance of timeliness and continuity,
starting the soft-skills development early and ensuring that it continues across the
years of study. Our framework is also underpinned by the principles of collaborative
educator-student relationships. We also emphasize the importance of appreciating the
uniqueness of each student and student ownership as critical aspects of effective softskills development.
The strengths of this paper are the application of robust theories from behavioral and
education sciences. The proposed stages are also pragmatic and provided from the
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view of educators in resource-constrained settings such as South Africa. However, our
paper is not without limitations. This a theory-based position paper and does not
include any empirical implementation outcomes of a study demonstrating the
application of this framework. The methods for evaluating the student and
implementation outcomes of the proposed framework are outside the scope of this
manuscript. While we deem this a feasible approach to soft-skills development, we
acknowledge the influence of contextual factors in different settings (e.g.,
organizational factors of educator beliefs and attitudes), which may render this a
complex approach. However, this paper aims to initiate a theoretical discourse on
rethinking approaches to effective soft-skills development.
The proposed framework exists within a larger ecosystem. Therefore, additional
research is required to promote the chances of implementation success. Firstly, there
is a paucity of research on educators' perceptions on soft skills development (Rebele
and Pierre, 2019). Low knowledge and divergent beliefs of the importance of soft skills
may lead to poor implementation and lack of continuity. The research should also
include the perception of institutional policy-makers, who are essential in driving the
soft-skills development culture at tertiary institutions. Pilot studies or demonstration
projects that evaluate the feasibility and acceptability of this model are essential for
evidence-informed policy across different tertiary education settings.
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Abstract
Integrated reporting has become a widely adopted reporting practice that includes both
financial and non-financial information. A number of theoretical arguments argue that
quality integrated reporting should have several economic benefits, such as a reduced
cost of capital and better share price performance. However, a lack of empirical
evidence supporting these arguments exists, especially empirical evidence related to
the impact of the quality of integrated reports. The aim of this study is to determine the
impact of integrated reporting quality on the cost of equity, firm performance and share
price performance of South African firm by means of employing panel regression
methodology. The results indicate that a long-run relationship exists between
integrated reporting quality and the cost of equity, as well as the price to earnings of
South African firms. Furthermore, the results provide evidence that an increase in
reporting quality results in a significantly lower cost of equity and a higher price to
earnings ratio. The implication of these results relate to management and provides an
incentive to improve integrated reporting quality.

Keywords: Disclosures, integrated reporting quality, cost of equity capital, share price
performance, firm performance, information precision.

1. INTRODUCTION
The importance of and demand for accurate, timely and complete information is
continuously growing. It is shown, both theoretically and empirically, that information
risk is a non-diversifiable risk that is discounted by the capital market (Easley and
O’Hara, 2004; Francis, LaFond, Olsson and Schipper, 2005; Core, Guay and Verdi,
2008; Moloi and Iredele, 2019). Easley and O’Hara (2004) provide evidence that
investors are able to identify the presence of information asymmetry and information
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disadvantages. As a result, investors typically demand a higher required return to
invest in firms with relatively higher levels of information asymmetries. Lambert, Leuz
and Verrecchia (2007) extends this argument by stating that investors are not only
concerned with information asymmetries, but also discounts information precision,
which refers to the quality and accuracy of information (Lambert et al., 2007). Hence,
information risk can be a factor in cross-sectional required return and share price
performance differentials.

The implementation of integrated reporting, as developed by the International
Integrated Reporting Council, aim in mitigating information asymmetry and improving
information accuracy (Vitolla, Sallvi, Raimo, Petruzzela and Rubino, 2020). Integrated
reporting requires both financial and non-financial information, with the aim to provide
holistic information about the value creation process of a firm. Integrated reporting
encourages integrated thinking, by which firms are encouraged to continuously
consider the interrelationship between the various functional and operational entities
and the related capitals required (Vitolla et al., 2020). This, in turn, should result in
integrated and more sustainable decision making.
Integrated reporting focus on six key informational pillars which relates to a firm’s
dependence on a range of capital inputs namely: financial, manufactured, human,
intellectual, social, and relational inputs (Moloi and Iredele, 2019). This provides
stakeholders with a means to analyse a firms’ long-term viability more holistically.
Moloi and Iredele (2019) argue that a single document that encapsulates such holistic
information about a firm reduces the information gap between a firm’s managers and
investors, thereby reducing information asymmetries. Considering the potential link
between information risk and expected returns, an argument could be made that
integrated reporting could result in a reduced required rate of return. However,
empirical evidence relating to the benefits of high-quality integrated reporting remains
limited.

The Johannesburg Stock exchange (JSE) was the first stock exchange in the world to
make integrated reporting a requirement for listed firms, and therefore, integrated
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reporting is a requirement for all firms listed on the JSE (Zhou, Simnett, and Green,
2017). As a result, South African firms have been the forerunners in adopting
integrated reporting into their reporting framework. However, the mere adoption of this
reporting approach does not guarantee homogeneity in the reporting quality amongst
these firms, as the International Integrated Reporting Framework allows for
discretionary reporting within the integrated reporting framework (Moloi and Iredele,
2019). In this light, despite the increased adoption of integrated reporting, and
theoretical arguments for the benefits of integrated reporting, very limited empirical
work exists on the effect of reporting quality on the cost of equity, firm performance
and share price performance.

This leaves an important research gap, as empirical research done to quantify the
impact of reporting quality on the cost of equity, firm performance and share price
performance could provide managers with an incentive to improve reporting quality.
This, in turn, could result in a general improvement in the reporting quality of South
African firms. This emphasizes the need for empirical studies on the impact of
reporting quality and its effects on the cost of equity, firm performance and share price
performance.

The main aim of this study is to determine the impact of integrated reporting quality on
the cost of equity, firm performance and share price performance of South African
firms with three corresponding objectives. The first objective is to determine whether
a long-run relationship exists between the integrated reporting quality of a firm and the
cost of equity, firm performance and share price performance of South African firms.
The second objective is to determine whether integrated reporting quality has a
statistically significant impact on the cost of equity, firm performance and share price
performance of South African firms. The third objective is to determine the direction
and magnitude of the effect of a change in integrated reporting quality on the cost of
equity, firm performance and share price performance of South African firms.

This contributes to the existing finance and accounting body of knowledge in two main
ways. Firstly, this will provide empirical evidence that will indicate whether quality
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integrated reporting has real benefits. Evidence of real benefits should provide
reporting companies with the incentive to improve integrated reporting quality.
Secondly, this study will be amongst the first studies to determine the effect of
integrated reporting quality on the cost of equity, firm performance and share prices of
firms in an emerging market, and the first study to focus specifically on South African
firms in this regard.

This study will be structured as follows: a review of literature will be provided, followed
by a methodology section wherein a data discussion will be provided and the empirical
model will be specified and explained. The results will then be presented,
accompanied by a discussion. The article will end with a conclusion which will include
several implications and recommendations resulting from the findings.

2. LITERATURE REVIEW
This study draws on three main theories, namely the agency theory, the voluntary
disclosure theory and legitimacy theory as a theoretical foundation that relates
integrated reporting quality with firm performance, the cost of equity and share price
performance. Firstly, the agency theory argues that managers involved in the daily
operations of a business typically have an information advantage relative to the
shareholders (Fama and Jensen, 1983). This information asymmetry could hinder the
optimisation of shareholder value if the objectives of managers are not in line with that
of shareholders. Integrated financial reporting, with corporate governance as a key
element, offers a set of mechanisms that aim to reduce information asymmetry and
thereby reduce the agency problem (Asbaugh, Collins and LaFond, 2004). This, in
turn, promotes shareholder value optimisation. Therefore, higher integrated financial
reporting quality should promote value creation and as a result, lead to better firm
performance.

This links to the voluntary disclosure theory which argues that management will
provide information beyond the minimum reporting requirements in order to improve
reporting quality, and thereby reduce information asymmetry (Moloi and Iredele,
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2019). The argument is that a reduction in information asymmetry will result in
economic benefits such as improved share price performance and a lower cost of
equity, as higher reporting quality should improve investors’ confidence in a firm and
thereby stimulate investing (Moloi and Iredele, 2019). The literature proposes several
theoretical transmission channels through which improved reporting quality could
result in economic benefits, particularly lowering the cost of equity (Vitolla et al., 2020).

The first channel is the reduction of estimation risk, reflected by uncertainty
parameters in valuation models (Lambert et al., 2007; Vitolla, Sallvi, Raimo, Petruzzela
and Rubino, 2020). Secondly, Lombardo and Pagano (2002) argue that higher
reporting quality could reduce an investor’s cost of monitoring a firm, which in turn will
make it less expensive to own shares in a given firm. Thirdly, improved reporting could
attract a larger breadth of investors, increasing the investor base, and thereby
promoting risk-sharing (Lombardo and Pagano, 2002; Vitolla et al., 2020). The quality
of integrated reporting is particularly relevant to the cost of equity, given that the cost
of equity reflects both financial and non-financial information.

Integrated reporting quality can also be linked to legitimacy theory. From a Legitimacy
Theory point of view, a firm is considered a social contract that is integrated and
dependent on the broader society it operates in (Gray, Kouhy and Lavers, 1995).
According to this theory, the firm depends on its perceived legitimacy in society to be
able to survive and grow (Gray et al., 1995). In this light, O’Donovan (2002) argues
that the provision of accurate, complete, and timely information regarding the
operations of a business aids in improving the perceived legitimacy of a business by
the broader society. Therefore, Martínez-Ferrero, Garcia-Sanchez and CuadradoBallesteros (2015) argue that Legitimacy Theory is a key theory to substantiate the
continuous provision of high-quality information. It can therefore be argued, based on
Legitimacy Theory, that improved integrated reporting quality could lead to higher firm
performance.
In theory, these transmission mechanisms provide a way in which integrated reporting
could affect the cost of equity. However, empirical literature on the effect of integrated
reporting quality on the cost of equity, firm performance and share price performance
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is limited. Existing literature to this end largely focuses on the impact of financial
reporting quality, neglecting the impact of non-financial reporting quality, see for
example Healy and Palepu (2001), Richardson and Welker (2001), Botosan and
Plumlee (2002) and Hail and Leuz (2006). Empirical findings generally suggest that
improved financial reporting quality reduce the cost of equity.

It is important to note the evidence provided by Hail and Leuz, (2009), Kothari Li, and
Short (2009) and Griffin and Sun (2014) which suggests that empirical results on the
link between reporting quality and the cost of equity can be sensitive and influenced
by a number of factors. These factors include the type of disclosures, disclosure
frequency, the time frame and missing controlled variables. Given this sensitivity,
extensive empirical research is required in this regard, in order to obtain a robust
consensus.

It is only relatively recently that studies consider the impact of non-financial
disclosures, based on the school of thought that non-financial information contains
value to the investor. This includes some studies on the effect of corporate and social
responsibility reporting on the cost of equity, see for example Richardson and Welker
(2001); El Ghoul et al., (2011); Dhaliwal, Li, Tsang and Yang (2013); and Plumlee,
Brown, Hayes and Marshall (2015). There are, however, some conflicting findings
amongst these researchers. Dhaliwal et al., (2013) and Plumlee et al., (2015) provide
evidence that social responsibility reporting causes the cost of equity to go down. On
the contrary, Richardson and Welker (2001) found that social responsibility reporting
cause the cost of equity to go up. The major limitation of these studies is that they
consider whether or not a company does issue corporate and social responsibility
reports, without considering the quality thereof.

To the best of my knowledge, there are only three empirical studies, García‐Sánchez
and Noguera‐Gámez (2017), Zhou et al., (2017) and Vitolla et al., (2020), that consider
the impact of integrated reporting on the cost of equity. García‐Sánchez and Noguera‐
Gámez (2017) considers companies from 27 different countries and provide evidence
that adopting integrated reporting generally lowers the cost of equity. García‐Sánchez
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and Noguera‐Gámez (2017) do, however, not consider reporting quality and only
considers whether a company provides integrated reports or not. Zhou et al., (2017)
provide evidence that the more a company's integrated reports align with the
integrated reporting framework, the lower the forecasting errors become, in turn,
resulting in a lower cost of capital.

Zhou et al., (2017) had a timeframe ranging from 2009 to 2012. During this period, the
Integrated reporting framework was only in its development phase with a number of
developments and adjustments to the framework up to the end of 2013 (Deloitte,
2020). The framework was only officially published in December 2013 by the
International Integrated Reporting Council (Deloitte, 2020). Broad adoption of the
framework only took place after the official publication of the framework. Therefore, an
empirical study analysing the impact of integrated reporting quality on the cost of
equity, provided the most recent and official framework, will make a valuable
contribution to this strand of literature. The study by Vitolla et al., (2020) focuses on
companies from a number of countries and indicate that an improvement in reporting
quality does lower the cost of equity of a firm. This study providing a good base for this
study which will focus specifically on South African listed firms.

Another line of research considers the impact of reporting quality on the share price of
a firm. Such studies include the work by Verrecchia (2001); Young and Guenther
(2003); Nichols and Wahlen (2004); Graham, Harvey and Rajgopal (2005); and
Rashid (2020). Rashid (2020) and Young and Guenther (2003) argues that a reduction
in information asymmetry, through higher reporting quality, attracts more investors.
This, in turn, increases liquidity in a share and typically result in a higher share price.
Furthermore, empirical evidence largely suggests that an increase in reporting quality
results in a relatively higher share price (Wahlen, 2004; Graham et al., 2005 and
Rashid, 2020). This should provide a particular incentive for managers to focus on
reporting quality.

The body of knowledge specifically related to the economic benefits of the integrated
reporting quality of South African firms consists only of the work by Moloi and Iredele
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(2019), which considers the impact of integrated reporting quality on firm value,
measured by Tobin’s Q. The results by Moloi and Iredele (2019) provide evidence that
an improvement in integrated reporting quality does result in improving the value of a
firm. The research in this study will build on the work by Moloi and Iredele (2019), by
extending the empirical evidence on the potential benefits of quality integrated
reporting.

3. METHODOLOGY
3.1 Sample and data discussion
This study focus on the impact of integrated reporting quality on South African firms.
The population of this study consists of the South African Top 40 listed firms by market
capitalisation, as of the 15th of September 2020, on the JSE. The timeframe for this
study ranges from 2016 to 2019 with an annual data frequency. The inclusion criterion
applied in this study requires a firm to have been listed from 2016 on the JSE and the
firm should have been included in the Ernst & Young Excellence in Integrated
Reporting Awards since 2016. This resulted in the inclusion of 38 firms and a full list
of these firms is provided in appendix 1. There are thus 38 cross-sections in the study
and four data point per cross-section over time. This results in a total of 152 data points
per variable, providing a sufficient number of data points to effectively estimate a panel
regression model (Asteriou and Hall, 2011). The data in this study is extracted from a
number of sources including, company integrated reports, Ernst & Young Excellence
in Integrated Reporting Awards documents, and the South African Reserve Bank.

3.1.1 Dependent variable
In this study, three separate panel models are estimated with three different dependent
variables. In the first model, the cost of equity is the dependent variable. The most
appropriate measure for the cost of equity capital is a highly debated topic in financial
literature, see for example Botosan and Plumlee (2005); Da, Guo and Jagannathan
(2011); Mazzotta and Veltri (2014); Vitolla et al., (2020). The capital asset pricing
(CAPM) models remain among the most popular means to determine the cost of equity
of a given firm. Welch (2008) show that about 75% of professionals use the CAPM to
determine the cost of equity. Furthermore, Da, Guo and Jagannathan (2011) provide
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evidence that the use of CAPM to determine the cost of equity is justified based on
empirically proven accuracy. Therefore, the CAPM is employed in this study to
determine the cost of equity for each firm. The model determines the cost of equity at
time 𝑡 (𝐶𝐸𝑡 ) as follows (Da et al., 2011):
𝐶𝐸𝑡 = 𝑟𝑓 + 𝛽(𝑟𝑚 − 𝑟𝑓 )

(eq. 1)

Where 𝑟𝑓 is the risk-free rate, 𝛽 represents the share price sensitivity of a given
company to movements in the aggregate market and 𝑟𝑚 reflects the return on the
market. The Johannesburg interbank average rate (JIBAR) is used as a risk-free rate.
The return on the market, 𝑟𝑚 , is the annualised return on the JSE top 40 index and
market sensitivity, 𝛽, is the 5-year beta of a firm relative to the JSE top 40.

The second model in this study considers the impact of integrated reporting quality on
firm performance. The dependent variable in the second model is the return on assets
(ROA), which is a widely used and accepted company performance measure, see for
example Ghosh (2008); Fosu (2013); and Detthamronga, Chancharata and
Vithessonthi (2017). The ROA of a firm is the ratio between a firm’s net income divided
by the total assets of a firm (Fosu, 2013). The third model considers the impact of
integrated reporting quality on the share price to earnings of a firm. This price multiple
is a valuation measure and indicates the amount of Rands an investor is willing to pay
per Rand of earnings generated by a firm (Bodie, Kane and Marcus, 2011). This
measure is used to establish the relative value of a company and is used in this study
because the measure is comparable across companies (Bodie et al., 2011)

3.1.2 Explanatory variable
The explanatory variable in this study is integrated reporting quality. As done by Moloi
and Iredele (2019), the annual rating on the integrated reporting quality of each firm
listed on the JSE, as provided by Ernst & Young’s integrated reporting quality review,
is utilised as a means to measure the reporting quality of a firm. This rating is part of
Earnest & Young’s Excellence in Integrated Reporting Award. Based on the
International Integrated Reporting Council (IIRC) framework, Earnest & Young ranks
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the reporting quality of each firm into either one of four categories namely: excellent,
good, average and progress to be made (Moloi and Iredele, 2019). The seven guiding
principles, as well as the eight content elements stipulated by the IIRC framework, are
considered by Ernst & Young in the ranking process (Moloi and Iredele, 2019).

In accordance with this, an integrated reporting quality score is allocated to each firm
in this study, where an excellent ranking = 4, a good ranking = 3, an average ranking
= 2 and progress to be made ranking = 1. This is in accordance with the scoring
process followed by Moloi and Iredele (2019). Additionally, provided that a change in
reporting quality might not have an immediate effect on the cost of equity, ROA and
price to earnings of a firm, a reporting quality distributed lag term will be included in
the analysis. Thus, in order to encapsulate any lag effect that a change in reporting
quality might have on the cost of equity, ROA and price to earnings, a reporting quality
distributed lag term will be included in the analysis.

3.1.3 Controlled variable
In order to control for the effects of changes in firm-specific variables, other than
reporting quality, a number of firm-specific controlled variables will be included in the
model to avoid a biased estimate. The selection of these variables is guided by
literature. The three most common firm-specific variables controlled for in literature are
firm size, firm performance and leverage, see for example Fosu (2013), Plumlee et al.
(2015); Detthamrong et al., (2017) and Vitolla et al., (2020). These three variables will
thus be included as firm-specific controlled variables, with the second model being the
exception, given that firm performance is the dependent variable in this model.
Therefore, only leverage and firm size will be included as firm-specific controlled
variables in the second model. Leverage is calculated by dividing total debt by total
assets (Fosu, 2013). Firm size will be proxied by the natural logarithm of a firm’s total
assets (Vitolla et al., 2020). Firm performance will be proxied as ROA as discussed
above. Provided that macroeconomic conditions could also have an effect on the cost
of equity, firm performance and share price performance of a firm, key macroeconomic
variables are included as macroeconomic controlled variables. Literature, see for
example Fosu (2013) and Detthamronga et al., (2017), indicates that the interest rate
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and the economic growth rate are key macroeconomic drivers in this regard, and will
therefore be included as the macroeconomic controlled variables in this study.

3.2 Empirical Model
Firstly, to determine whether a true long-run relationship exists between integrated
reporting quality and the dependent variables, cost of equity, ROA and price to
earnings, Kao’s (1999) Engel Granger based panel cointegration test will be
conducted. This will ensure that a spurious regression does not occur if the variables
are non-stationary (Asteriou and Hall, 2011). In this light, it is important to ensure that
all the variables are a-priori integrated of the same order and an Augmented DickeyFuller unit root test will be utilised to this end. The Kao (1999) Engel Granger based
panel cointegration test determines whether the residuals of a regression between two
variables, a dependent and explanatory variables, are stationary and therefore does
not trend over time. The following testing process will be implemented, consider this
model (Kao, 1999):
𝑌𝑖𝑡 = 𝛼𝑖 + 𝛽𝑋𝑖𝑡 + 𝜇𝑖𝑡

(eq. 2)

Where 𝑌𝑖𝑡 is the dependent variable of a given cross-section, 𝑖 at time 𝑡, 𝛼 is a crosssection, 𝑖, specific intercept, 𝑋𝑖𝑡 is the explanatory variable of a given cross-section, 𝑖
at time 𝑡, which in this study will be reporting quality and 𝜇𝑖𝑡 is a cross-sectional specific
residual term at time 𝑡. The residual-based cointegration test can be applied to the
following equation:
𝜇𝑖𝑡 = 𝑒𝜇𝑖𝑡−1 + 𝑣𝑖𝑡

(eq. 3)

Where 𝜇𝑖𝑡 is the estimated residual term from equation 2. The estimated test stat, pvalue, is calculated a follows (Asteriou and Hall, 2011):

p-value =

𝑇
∑𝑁
𝑖=1 ∑𝑡=2 𝜇𝑖𝑡 𝜇𝑖𝑡−1
𝑁
2
∑𝑖=1 ∑𝑇
𝑡=2 𝜇𝑖𝑡

(eq. 4)
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In order to estimate the effect of reporting quality on the cost of equity, the following
baseline model is formulated in accordance with Asteriou and Hall (2011):
𝐶𝐸𝑖𝑡 = 𝛼 + 𝛽1 𝐼𝑅𝑄𝑖𝑡 + 𝛽2 𝐼𝑅𝑄𝑖𝑡−1 + 𝛽3 𝑆𝑖𝑧𝑒𝑖𝑡 + 𝛽4 𝐿𝑒𝑣𝑖𝑡 + 𝛽5 𝑅𝑂𝐴𝑖𝑡 + 𝛽6 𝐸𝐺𝑡 + 𝛽7 𝐼𝑅𝑡 + 𝜇𝑖𝑡
(eq. 5)

Where 𝛼 is a cross-section constant intercept, 𝐶𝐸 is the cost of equity for a given firm
𝑖 at time 𝑡, 𝐼𝑅𝑄 is integrated reporting quality for a given firm 𝑖 at time 𝑡, 𝐼𝑅𝑄𝑖𝑡−1
represents the prior year’s reporting quality of a firm, 𝑆𝑖𝑧𝑒 represents the firm size of
firm 𝑖 at time 𝑡, 𝐿𝑒𝑣 is the leverage of firm 𝑖 at time 𝑡, 𝐸𝐺 is economic growth, 𝐼𝑅
represents the interest rate and 𝜇 is a residual term. Note that both the macroeconomic
variables, 𝐸𝐺 and 𝐼𝑅 are only a function of time, 𝑡, and is constant for all crosssections, 𝑖. Furthermore, to estimate the effect of integrated reporting quality on firm
performance, the following baseline model is formulated in accordance with Asteriou
and Hall (2011):
𝑅𝑂𝐴𝑖𝑡 = 𝛼 + 𝛽7 𝐼𝑅𝑄𝑖𝑡 + 𝛽8 𝐼𝑅𝑄𝑖𝑡−1 + 𝛽9 𝑆𝑖𝑧𝑒𝑖𝑡 + 𝛽10 𝐿𝑒𝑣𝑖𝑡 + 𝛽11 𝐸𝐺𝑡 + 𝛽12 𝐼𝑅𝑡 +
𝜇𝑖𝑡

(eq.

6)

Lastly, to estimate the effect of reporting quality on the share price of a firm, the
following baseline model is formulated in accordance with Asteriou and Hall (2011):
𝑃𝐸𝑖𝑡 = 𝛼 + 𝛽12 𝐼𝑅𝑄𝑖𝑡 + 𝛽13 𝐼𝑅𝑄𝑖𝑡−1 + 𝛽14 𝑆𝑖𝑧𝑒𝑖𝑡 + 𝛽15 𝐿𝑒𝑣𝑖𝑡 + 𝛽16 𝑅𝑂𝐴𝑖𝑡 + 𝛽17 𝐸𝐺𝑡 + 𝛽18 𝐼𝑅𝑡 + 𝜇𝑖𝑡
(eq. 7)

Where 𝑃𝐸 is the price to earnings ratio of firm 𝑖 at time 𝑡. The limitation of these
baseline models is that the intercept, 𝛼, is assumed to be the same for all crosssections and for all the years. It is thus assumed that all the firms in the study share
the same intercept and are thus homogenous. However, provided the heterogenic
nature of the firms in this analysis, i.e. different firms operating in different economic
sectors, these models will be adjusted to incorporate and allow for a level of
heterogeneity between firms. Two estimation methods are considered to allow for the
relaxation of the homogenous assumption. The first method is the fixed effects method
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whereby the intercept is treaded as firm-specific. Thus, the fixed effects method allows
each firm to have a different constant term. To allow for this, equation two, three and
four are re-specified as follows:
𝐶𝐸𝑖𝑡 = 𝛼𝑖 + 𝛽1 𝐼𝑅𝑄𝑖𝑡 + 𝛽2 𝐼𝑅𝑄𝑖𝑡−1 + 𝛽3 𝑆𝑖𝑧𝑒𝑖𝑡 + 𝛽4 𝐿𝑒𝑣𝑖𝑡 + 𝛽5 𝑅𝑂𝐴𝑖𝑡 + 𝛽6 𝐸𝐺𝑡 + 𝛽7 𝐼𝑅𝑡 + 𝜇𝑖𝑡
(eq. 8)

𝑅𝑂𝐴𝑖𝑡 = 𝛼𝑖 + 𝛽7 𝐼𝑅𝑄𝑖𝑡 + 𝛽8 𝐼𝑅𝑄𝑖𝑡−1 + 𝛽9 𝑆𝑖𝑧𝑒𝑖𝑡 + 𝛽10 𝐿𝑒𝑣𝑖𝑡 + 𝛽11 𝐸𝐺𝑡 + 𝛽12𝐼𝑅𝑡 +
𝜇𝑖𝑡

(eq.

9)
𝑃𝐸𝑖𝑡 = 𝛼𝑖 + 𝛽12 𝐼𝑅𝑄𝑖𝑡 + 𝛽13 𝐼𝑅𝑄𝑖𝑡−1 + 𝛽14 𝑆𝑖𝑧𝑒𝑖𝑡 + 𝛽15 𝐿𝑒𝑣𝑖𝑡 + 𝛽16 𝑅𝑂𝐴𝑖𝑡 + 𝛽17 𝐸𝐺𝑡 + 𝛽18 𝐼𝑅𝑡 + 𝜇𝑖𝑡
(eq. 10)

Where 𝛼 is now firm, 𝑖, specific. The second method is the Random effects method
which considers the intercept of each firm as a random parameter (Asteriou and Hall,
2011). As a result, the variability in the intercept of each firm stems from:
𝛼𝑖 = 𝛼 + 𝑣𝑖

(eq. 11)

Where 𝑣𝑖 is a zero-mean standard random variable.
In order to select the optimal mode of estimation, the Hausman test will be
implemented. The null hypothesis is that random effects are efficient and constant, in
which case the random effects estimation is optimal, and the alternative hypothesis is
that random effects are inconsistent, in which case the fixed effects estimation is
optimal (Asteriou and Hall, 2011). The following test statistic, 𝐻, is considered with the
Hausman test (Asteriou and Hall, 2011):
−1
𝐻 = (𝐵̂𝐹𝐸 − 𝐵̂𝑅𝐸 )′ [𝑉𝑎𝑟(𝐵̂𝐹𝐸 ) − 𝑉𝑎𝑟(𝐵̂𝑅𝐸 )] (𝐵̂𝐹𝐸 − 𝐵̂𝑅𝐸 )~𝑋 2 (𝑘)

(eq. 12)

In the case where the 𝐻 statistic is smaller than the critical value, the difference
between the estimates is not significant, so the null hypothesis of a constant and
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efficient random effects estimate is accepted and a random effects estimate is
implemented. The inverse is applicable if the 𝐻 statistic is larger than the critical value.

The generalized least squares specification is weighted according to cross-sectional
weights. This allows for an optimal generalized least squares specification if there are
any cross-sectional heteroskedasticity present. Thus, allowing for a varying variance
between cross-sections over time, making the model more flexible (Asteriou and Hall,
2011). Furthermore, the White Robust Covariance method is implemented to calculate
the coefficient covariances.

Two main hypotheses are being tested in this study. The first hypothesis considers if
a long-run relationship exists between integrated reporting quality and the firm
performance measures in this study. This hypothesis will be tested by means of the
Engel Granger based panel cointegration test. In this regard, the null hypothesis is
that no long-run relationship exists between integrated reporting quality and the
various performance measures in the study. The alternative hypothesis is that a longrun relationship exists between integrated reporting quality and the various
performance measures in the study. The second hypothesis considers if integrated
reporting has a statistically significant impact on the various firm performance
measures in the study. In this regard, the null hypothesis is that integrated reporting
quality does not have a statistically significant impact on the various firm performance
measures in the study. The alternative hypothesis is that integrated reporting quality
does have a statistically significant impact on the various firm performance measures
in the study.

4. RESULTS, FINDINGS AND DISCUSSION

4.1 Descriptive statistics and cointegration results
Table 1 depicts the descriptive statistics of reporting quality, cost of equity, ROA and
price to earnings across all the firms over time. This serves to provides a general sense
of the nature of the dataset.
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Table 1: Descriptive statistics
Reporting quality

Cost of equity

ROA

Price to earning

Mean

2.829

7.928

5.719

23.61

Median

3.000

8.034

4.545

16.21

Maximum

4.000

11.619

33.770

559.44

Minimum

1.000

4.717

-15.570

-181.40

Standard deviation

1.053

1.493

6.757

67.18

Source: Author’s calculation
Now consider the Augmented Dickey-Fuller unit root test results and the Kao (1999)
Engel Granger based panel cointegration test results presented in table 2. The null
hypothesis for the unit root test is that a unit root is present in the process and therefore
the series is not stationary at a given order. Based on these results, the null hypothesis
for, reporting quality, cost of equity, ROA and price to earning cannot be rejected at
level and are therefore not stationary at level. At first difference, the null hypothesis is
rejected at a 99% confidence level for all four variables, given that the p-values are
lower than 0.01, and the variables are thus stationary at first difference. All three
explanatory variables are thus integrated of order one, the same order as reporting
quality.
Table 2: Unit root and cointegration test results
UNIT ROOT TEST RESULTS

COINTEGRATION TEST
RESULTS

P-value at level

P-value at first difference

P-value

Reporting quality

0.363

0.000***

N/A

Cost of equity

0.215

0.000***

0.028**

ROA

0.498

0.001***

0.184

Price to earning

0.162

0.004***

0.036**

**, and *** denote statistical significance at a 95%, and 99% confidence level,
respectively, based on p-values.
Source: Author’s calculation

Given that all the explanatory variables are integrated of the same order than reporting
quality, the cointegration testing procedure can continue. The null hypothesis for the
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cointegration test is that there is no cointegration between reporting quality and the
corresponding explanatory variable. This hypothesis is rejected at a 95% confidence
level if the p-value of the test is lower than 0.05. Note that these p-values indicate the
cointegration test results between reporting quality and the corresponding explanatory
variable. The p-value for the cost of equity and price to earning is 0.028 and 0.036
respectively, indicating that the null hypothesis can be rejected at a 95% confidence
level. Thus, cointegration exists between integrated reporting quality and the cost of
equity, as well as between integrated reporting quality and price to earnings. This
provides evidence that a long-run relationship exists between integrated reporting
quality and the cost of equity, as well as between integrated reporting quality and price
to earnings. On the other hand, the p-value for ROA is 0.184, thus the null hypothesis
cannot be rejected at a 95% confidence level. This, no evidence exists for the
presence of a long-run relationship between reporting quality and ROA. The
expectation is therefore that reporting quality does not have a statistically significant
impact on ROA as is tested as part of the panel regression process.

4.3 Panel regression results
First consider the Hausman test results, depicted in table 3, indicating the optimal
model for the three dependent variables in this study, thus the three separate models
estimated in the study, as specified in equation 8, 9 and 10 respectively. The null
hypothesis is that the Random effects model is the optimal model and the alternative
hypothesis is that the Fixed effects model is the optimal model.

Table 3: depicts the Hausman test results
HAUSMAN TEST RESULTS
P-value
Cost of

Optimal model based on p-value

0.003***

Fixed effects model

0.182

Random effects model

0.018**

Fixed effects model

equity
ROA
Price to
earnings

**, and *** denote statistical significance at a 95%, and 99% confidence level,
respectively, based on p-values.
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Source: Author’s calculation

The results provide evidence that the Fixed effects model is optimal to estimate the
model specified in equation 8 and equation 10, thus the case where the cost of equity
and price to earnings are the dependent variables. On the other hand, the Random
effects model prove to be the optimal model to estimate the model specified in
equation 9, thus the case where ROA is the dependent variable. Consider now the
panel regression results that are presented in table 4. Firstly, consider the estimated
outputs for the model where the cost of equity is the dependent variable, thus the
estimate of equation 8. The firm size controlled variable proved to have an insignificant
effect on the cost of equity and were therefore removed from the model. The adjusted
R-square for this model is 0.752, which indicates that the explanatory variables in the
model explain 75.2% of the variance in the cost of equity. This indicates that the
explanatory power of the model as a whole is acceptable, given that and adjusted Rsquare of 0.5 and above is typically considered in literature to be acceptable (Asteriou
and Hall, 2011).
The null hypothesis in the statistical significance testing procedure is that 𝛽 = 0, and
therefore, the explanatory variable under consideration does not have a statistically
significant effect on the dependent variable. The p-value for reporting quality is 0.003,
therefore the null hypothesis is rejected at a 99% confidence level, providing evidence
that integrated reporting quality does have a statistically significant impact on the cost
of equity. The beta coefficient of -0.712 indicates that integrated reporting quality has
an inverse relationship with the cost of equity. Furthermore, the beta coefficient
indicates that if the integrated reporting quality rating of a firm improves by one
category, i.e. moving from a 3 to a 4, the cost of equity typically declines by 0.712%.
The results further indicate that integrated reporting quality from a prior year's quality
report has a statistically significant impact on the cost of equity in the current period.
The beta coefficient of -0.320 provides evidence that if the integrated reporting quality
rating of a firm improves by one category based on the quality report of a previous
year, the cost of equity will decline by 0.320%.
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This provides evidence that an improvement in the integrated reporting quality of a
firm typically result in a lower cost of equity, and thus, that investors are willing to
accept a lower return on equity if the reporting quality of a firm improves. This could
be due to several reasons, such as a reduction in estimation risk, lower costs related
to the monitoring of a firm, and a larger breadth of investors which promotes risksharing (Lombardo and Pagano, 2002; Lambert et al., 2007; Vitolla et al., 2020). These
findings align with the existing empirical work by García‐Sánchez and Noguera‐
Gámez (2017); Zhou et al., (2017); and Vitolla et al., (2020).

Table 4: panel regression outputs
COST OF EQUITY
Beta coefficient

P-value

Reporting quality

-0.712

0.003***

Reporting quality(t-1)

-0.320

0.022**

ROA

-0.023

0.045**

Leverage

0.179

0.000***

Interest rate

2.198

0.000***

Economic growth rate

-0.869

0.029**

𝛼

7.992

0.000***

Adjusted R-squared

0.752
RETURN ON ASSETS

Reporting quality

0.314

0.382

Reporting quality(t-1)

-0.301

0.634

Firm size

1.370

0.000***

Leverage

-0.750

0.036**

Interest rate

-6.351

0.000***

Economic growth rate

2.470

0.000***

𝛼

9.841

0.000***

Adjusted R-squared

0.830
PRICE TO EARNINGS

Reporting quality

3.917

0.000***

Reporting quality(t-1)

1.757

0.038**

ROA

2.657

0.000***

Leverage

-2.344

0.004***

Interest rate

-4.142

0.000***
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Economic growth rate

2.069

0.025**

𝛼

23.20

0.000***

Adjusted R-squared

0.891

**, and *** denote statistical significance at a 95%, and 99% confidence level,
respectively, based on p-values.
Source: Author’s calculation

Now consider the estimated outputs for the model where ROA is the dependent
variable, thus the estimate of equation 9. The adjusted R-squared of 0.830 is high,
indicating that the explanatory power of the estimated model is satisfactory. In contrast
to the significant impact of integrated reporting quality on the cost of equity, the results
indicate that integrated reporting quality does not have a statistically significant impact
on ROA. This given the p-value of 0.382 and 0.634 for the reporting quality reported
in the current year and the reporting quality reported in the previous year respectively.

Lastly, consider the estimated outputs for the model where the price to earnings is the
dependent variable, thus the estimate of equation 10. The adjusted R-squared of
0.891 is high, indicating that the explanatory power of the estimated model is
satisfactory. The p-value for reporting quality is 0.000, therefore the null hypothesis is
rejected at a 99% confidence level, providing evidence that integrated reporting quality
does have a statistically significant impact on the price to earnings of a firm. The beta
coefficient of 3.917 indicates that integrated reporting quality has a positive
relationship with the price to earnings. Furthermore, the beta coefficient indicates that
if the integrated reporting quality rating of a firm improves by one category, i.e. moving
from a 3 to a 4, an investor is typically willing to pay 3.917 Rands extra for everyone
Rand earned by a firm. The results further indicate that integrated reporting quality
from a prior year's quality report has a statistically significant impact on a firm's price
to earnings in the current period. The beta coefficient of 1.757 provides evidence that
if the integrated reporting quality rating of a firm improves by one category based on
the quality report of a previous year, an investor is typically willing to pay 1.757 Rands
extra for everyone Rand earned by a firm
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This provides evidence that an investor is willing to pay a higher price for everyone
Rand earned by a firm if the integrated reporting quality improves. An improved level
of integrated reporting quality thus allows for a level of multiple expansion and
indicates that an investor believes an improvement in integrated reporting quality
should lead to future growth. This corresponds with the empirical evidence by Wahlen
(2004); Graham et al., (2005); and Rashid (2020), which indicates that an
improvement in integrated reporting quality generally has a positive share price
impact.
5. CONCLUSION
The main aim of this study was to determine the impact of integrated reporting quality
on the cost of equity, firm performance and share price performance of South African
firms with three corresponding objectives. The first objective was to determine whether
a long-run relationship exists between the integrated reporting quality of a firm and the
cost of equity, firm performance and share price performance of South African firms,
by means of employing Kao’s (1999) Engel Granger based panel cointegration test.
The second objective was to determine whether integrated reporting quality has a
statistically significant impact on the cost of equity, firm performance and share price
performance of South African firms, by means of estimating three separate panel
regression models. The third objective was to determine the direction and magnitude
of the effect of a change in integrated reporting quality on the cost of equity, firm
performance and share price performance of South African firms. This study
contributes to the existing body of knowledge on integrated reporting by expanding the
knowledge on the economic effects of this practice.

The main findings are that a long-run relationship exists between integrated reporting
quality and cost of equity, as well as integrated reporting quality and price to earnings
of South African firms. On the contrary, no evidence of a long-run relationship between
integrated reporting quality and ROA was found. Furthermore, the results provide
evidence that a change in integrated reporting quality does have a statistically
significant effect on both the cost of equity and price to earnings of South African firms.
On the other hand, the results suggest that a change in integrated reporting quality
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does not have a statistically significant effect on the ROA of South African firms. An
improvement in integrated reporting quality typically results in a lower cost of equity
and a higher price to earnings ratio. Specifically, the results indicate that if the
integrated reporting quality rating of a firm improves by one category, i.e. moving from
a 3 to a 4, the cost of equity typically declines by 0.712% and the price to earnings
ratio typically increases by 3.917. Furthermore, a change in integrated reporting quality
also has a statistically significant one-year lag effect on the cost of equity and the price
to earnings of South African firms. Therefore, a change in integrated reporting quality
does not only have an immediate impact but has a significant impact over time. These
results provide empirical evidence that integrated reporting quality does have an
impact on some aspects of firm performance. This supports the three theories that
underpin this research. These results also contribute to the body of knowledge on
integrated reporting quality in an emerging market setting.

These results have managerial implications and corresponding recommendations.
These results provide evidence that managers should go beyond the mere provision
of integrated reports as a means to reduce their cost of equity and increase share
performance and prove an incentive for managers to focus on the quality of their
integrated reports. To this end, managers should distinguish between quantity and
quality and thereby only provide significant information that meets the needs of
investors without providing unnecessary information. Furthermore, the reports should
be understandable and report on all the relevant information regarding the firm. Also,
the integrated report should make clear links between the financial and non-financial
components of the business, and the relationships between the various capitals, as
per the IIRC framework, should be explained.

There are two main limitations of this study. The first limitation is the data available on
integrated reporting quality. The Ernst & Young Excellence in Integrated Reporting
Awards only started in 2016, limiting the time horizon of this study to start in 2016. It
would have been ideal to date the study further back to 2013 when the integrated
reporting framework was first adopted. The second limitation is that the report only
rate the reporting quality of the top 40 South African listed companies and, therefore,
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the sample of this study is limited to the top 40 South African listed companies. This
framework is, however, adopted by all the JSE listed companies in South Africa and a
study including all the listed companies will be ideal.
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Appendix 1
ANGLOGOLD ASHANTI LIMITED
ANGLO AMERICAN PLC
ABSA GROUP LIMITED
ASPEN PHARMACARE HOLDINGS LIMITED
BRITISH AND AMERICAN TABACCOS
BID CORPORATION LIMITED
BHP BILLITON
THE BIDVEST GROUP LIMITED
CAPITEC BANK HOLDINGS LIMITED
COMPAGNIE FINANCIERE RICHEMONT SA
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CLICKS GROUP LIMITED
DISCOVERY LIMITED
EXXARO RESOURCES LIMITED
FIRSTRAND LIMITED
GOLD FIELDS LIMITED
GROWTHPOINT PROPERTIES LIMITED
INVESTEC PLC
IMPALA PLATINUM HOLDINGS LIMITED
MONDI PLC
MTN GROUP LIMITED
NASPERS
NEDBANK GROUP LIMITED
NORTHAM PLATINUM LIMITED
NEPI ROCKCASTLE PLC
OLD MUTUAL LIMITED
MR PRICE GROUP LIMITED
ANGLO AMERICAN PLATINUM LIMITED
REMGRO LIMITED
REINET INVESTMENTS S.C.A
RMB HOLDINGS LIMITED
SANLAM LIMITED
SASOL LIMITED
STANDARD BANK GROUP LIMITED
THE SPAR GROUP LIMITED
SHOPRITE HOLDINGS LIMITED
SIBANYE STILLWATER LIMITED
VODACOM GROUP LIMITED
WOOLWORTHS HOLDINGS LIMITED
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Abstract
This paper aims to identify the central concepts of retirement tax literacy that could be
included in a curriculum for taxpayer education. By applying an interpretive qualitative
approach, it was possible to explore taxpayers’ retirement tax reality in more depth
and yet also employ the factual and numerical nature of their queries. The study
interpreted the literature, documents, and data. The document review offers a
synthesis of the actions implemented by the South African government to simplify the
income tax provisions applying to retirement funds and provides information regarding
these changes. Following the document review, the empirical part focused on real-life
queries that were the unit of thematic analysis. Retirement queries were purposively
drawn as part of a convenience sample. The data was then analysed in two main ways
that supported the development of the themes. This paper adds clarity on the concept
of retirement tax literacy. Furthermore, the authors have drawn the two central
concepts of governmental interventions and taxpayer retirement tax literacy into a
more integrated scope to extend scholars’ and practitioners’ understanding of what it
means to work more holistically and more consciously towards a generation that is
better prepared and resourced for retirement.
Keywords: Retirement tax literacy, tax simplification; retirement planning; tax
management; reciprocity
1. INTRODUCTION
In one of the most comprehensive tests for retirement income literacy planning the
RICP® conducted on people in the United States of America (USA), one of the more
established democracies and high-income countries, 74% of those surveyed failed to
demonstrate good retirement income planning. The 38-item survey aimed to establish
retirement and lifestyle planning and tax knowledge about retirement and inflation,
amongst other dimensions (Hopkins, 2017; Hopkins and Littell, 2017; Hopkins and
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Pearce, 2019). The commentary on this lack of knowledge signals alarm for retirees,
ill prepared to handle potential income shock, as well as government’s concern for its
social security reserves (Ghilarducci, 2008; Ghilarducci, Radpour, and Webb, 2019).
What exacerbated the results was that 61% of the respondents claimed high
knowledge regarding retirement that clearly did not translate into actual acumen
(Hopkins, 2017). Moving towards the Global South, Chardon, Freudenberg and
Brimble (2016, p. 655), drawing on the work of Chardon (2011), had already suggested
similar trends in their study of taxation and retirement savings in Australia. Aside from
agreeing with each other on the practical gaps that negatively affect retirees and their
governments, these studies argue that the knowledge gap requires further research.
These research prospects are specifically in relation to placing these cases into the
broader domain of financial and tax retirement literacies for adults (OECD/INFE,
2016).
These calls for additional research avenues therefore prompted the researchers’
curiosity to determine how taxpayers’ actions around tax retirement literacy play
themselves out in South Africa. Arguably, the findings of the USA and Australia
mentioned in the introduction may seem far removed from this paper’s context in a
developing country. Yet, it is argued that retirement is a global life-stage, with
developing countries having similar trends to those of more developed countries
(Chardon, 2014; De Clercq, Lymer, and Axelson, 2019; Ghilarducci et al., 2019).
Notwithstanding this universal dimension, a contextual contribution from the
perspective of an emerging democracy that is also an upper-middle-income country is
offered, but with the additional complexity of being a highly unequal society (Alvaredo,
Chancel, Piketty, Saez, and Zucman, 2018, p.74). Cases relating to the need for
financial literacy, amidst inequality, point to global and not only localised concerns.
The authors’ choice of this South African unit of analysis is reinforced by the need for
localised financial literacy research (Reyers, 2019). Hopkins and Pearce (2019, p.36)
call for more retirement income literacy research, given its complexity in a complex
world.
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In South Africa, it is estimated that only six per cent of retired individuals are
knowledgeable enough or in a position to maintain their pre-retirement living standards
after their retirement. Furthermore, there is a high burden on the state for providing a
safety net that forms part of the tax incentives to entice people to save for themselves.
This requires taxpayers to become informed on, and capable of, utilising the tax
incentives effectively to manage their tax affairs for ensuring they get the best ‘posttax’ returns (De Clercq et al., 2019, pp.97-98).

Against the background of this local and global unease around enough financial
provision for retirement (OECD, 2018), the National Treasury issued a series of
working papers on planned retirement reforms during the period 2012 to 2014. In these
documents, the South African government expressed its concern about the low
savings rate of South African households, and their apparent lack of preparation for
retirement. Tax implications for retirement are also covered in the review documents
and are discussed in more detail in section 4. The National Treasury devised various
retirement and tax reforms to encourage South Africans to save proactively for their
retirement (National Treasury, 2012a). Actions such as these also accord with sharing
the ‘risk’ between government and its people that characterises current new public
management thinking (De Clercq et al., 2019, p.77).

The call of Hopkins and Pearce (2019, pp.36-39) for additional theoretical and applied
research in financial literacies has been noted above. These authors highlight that
retirement income literacies face a high level of complexity, given that they demand
both expert and layperson acumen over an extended period where informed decisions
are critical. Being a financially functional and literate citizen also requires systems such
as friendly portals (McMenamin, Stranix, and Tacchino, 2018, p.54) and education
from the tax administration authorities that builds trust and tax morale. Yet, citizens
use tax practitioners or financial advisors (online or in person) and shift the locus of
financial literacy onto these specialised advisors, thus remaining ‘myopic’ in their
financial decisions (Purdon, 2018). Relevant stakeholders such a tax authorities,
financial advisors, and tax practitioners, should, however, educate the layperson in
making critical decisions and not necessarily assume a sophisticated knowledge in
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any context (De Clercq et al., 2019, pp.107-108). Hopkins and Pearce (2019) indicate
that the processes should be participatory between expert and layperson and that the
prospective retiree should have financial literacy or access to means of it. Aside from
these key considerations, they emphasise that “research…on comprehensive (these
authors’ emphasis) retirement income planning literacy, however, is lacking from the
literature” (Hopkins and Pearce, 2019, p.38). Purdon (2018, p.16) argues in a similar
vein to Hopkins and Pearce (2019), with the additional knowledge niche of the
importance of supportive relationships, inclusive of providing emotional backing in
these financial domains, an area which also remain under-studied. She questions the
over-reliance on physical artefacts such as technological devices that perhaps crowd
out the more personal empathy needed. In their coverage of retirement adequacy and
risks thereto, Bajtelsmit and Rappaport (2018, p.83) also indicate the need for
additional research in these areas, specifically relating to the study of risk, which has
been neglected on many fronts.
To determine the citizens’ actions and knowledge regarding retirement tax literacy, our
approach in this paper differs from previous quantitative approaches and follows the
qualitative approach described by Onu and Oats (2018). Like Onu and Oats (2018,
p.932), we review ‘naturally occurring data’ on retirement tax literacy (questions raised
on the online TaxTim blog), as noted, in a qualitative manner (section 5). The intention
of this study is not to compare where the taxpayers source their information. Instead
we use a data set that provides illustrative examples of the concerns of taxpayers as
a stand-alone, useful and convenient data set. TaxTim is a private sector ‘personal
digital assistant’ (TaxTim, 2019) that complements official tax filing channels in South
Africa. It operates through a paid self-preparation portal. People therefore use TaxTim
as a proxy tax practitioner to address queries. TaxTim, it is claimed, provides easy
access to information and ease of use for the self-completion of an individual’s tax
return. Their simple and intuitive interface has to date assisted 1.3 million South
Africans with their taxes (TaxTim, 2019). Apart from the pragmatic functionalities of
TaxTim, the use of a personal name, Tim, creates a personalised interpersonal
attraction (Genesys, n.d., p.24) that was also relevant for this study’s findings. Our
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data showed that, despite the formalised support and response from the national
government, several taxpayers still had concerns about their tax and retirement.
Given government’s actions to harmonise and simplify the retirement tax legislation
and the eFiling portal (section 4), one would expect taxpayers to be more informed
and have more confidence regarding retirement tax. This papers forms part of a wider
project aimed to develop a curriculum for taxpayer education in South Africa. This
taxpayer education curriculum development project has various objectives and aims,
beyond the scope of this current study. In terms of curriculum theory, there are ten
components that should be considered during a curriculum development (Van den
Akker, 2013, p.41). This paper will focus on one of them, namely identifying the content
to be included in such a curriculum – what should learners be learning? Therefore,
notwithstanding the wider project, the current paper’s relevant research questions are:
1. What do taxpayers need to know and do regarding retirement tax to ensure that
they are financially literate about retirement tax? (Section 2)
2. What are the South African government’s (National Treasury and SARS) actions
towards retirement tax literacy? (Section 4)
3. What are the nature and number of queries in relation to retirement and tax that
are raised in TaxTim? (Section 5)

This paper is structured as follows: first, the introduction and confirmation of the
research purpose of this study is explained. A literature review is then presented
(section 2) that provides insights into retirement tax literacy. This is followed in section
3 by the research methodology applied in the data analysis. Section 4 reviews the
governments’ actions to simplify and streamline the taxation of retirement funds and
promote retirement savings. Section 5 discusses the taxpayers’ actions towards being
informed and knowledgeable on retirement tax. Section 6 concludes with a discussion
of the data and recommendations.
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C) LITERATURE REVIEW ON RETIREMENT TAX LITERACY
Before 2011, the inclusion of taxation as one of the domains of financial literacy was
not very common in the field of financial literacy. Prior research in financial literacy on
retirement planning focused predominantly on who was doing retirement planning and
why it was important (Fornero and Monticone, 2011; Klapper and Panos, 2012;
Lusardi and Mitchell, 2011; Yoong, See and Baronovich, 2012), who was participating
in the stock market (Van Rooij, Lusardi and Alessie, 2011a), and how retirement
planning assists with wealth creation (Van Rooij, Lusardi and Alessie, 2011b).
However, other than Chardon (2011), none of these studies included any discussion
on the relevance of taxation during the retirement planning process.

Chardon (2011, p.53) started theorising to that effect in 2011, as she advocated not
only for the inclusion of taxation as a domain of financial literacy, but also for a more
nuanced inclusion of knowledge on the tax implications regarding superannuation. In
an attempt to address this gap in financial literacy research, Chardon (2014) expanded
her original scoping study (Chardon, 2011) with a series of focus group interviews to
determine which basic concepts of tax and superannuation would be deemed
necessary for all tax stakeholders. The focus group participations noted the
importance of understanding the tax equation (i.e. taxable income = assessable
income – deductions); what deductions one is entitled to; the tax effects of property
investments; and basic superannuation concepts. Following the focus group
interviews, a survey was distributed in which the actual knowledge of Australian
taxpayers was measured. Focusing on the knowledge regarding superannuation,
around 57% of the respondents had some knowledge of the current rate of compulsory
employer contributions and 57.3% knew that superannuation was taxed at a lower rate
than other investments (Chardon 2014, p.47).

Myers (2012) conducted a South African-based study to determine the level of tax
knowledge of South Africans. The study covered several areas, but for the purposes
of this paper one question is relevant, namely the respondents’ knowledge regarding
the deductibility of retirement fund contributions. Respondents were asked whether
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they knew if “money paid into a retirement fund is deductible”. Interestingly, there was
an almost even distribution amongst the respondents who knew the correct answer
(33.8%), those who answered incorrectly (31.2%) and those who did not know at all
(31.4%) (Myers 2012, p.127).

In another South African study, Moolman (2015) aimed to determine whether the tax
concessions proposed in the retirement reforms (more detail provided in section 4)
were sufficient to entice South Africans to save for retirement. Based on the
inconsistency in the literature on the success of tax incentives to increase the levels
of retirement savings (Hecht and Hanewald, 2012; Heim and Lurie, 2012; Jordan and
Treisch, 2010); Moolman (2015, p.56) conducted interviews to gauge taxpayers’
awareness of the proposed amendments to the tax law. After determining that most of
her interviewees were not aware of the proposed tax incentives, she informed them of
the proposed amendments and then questioned whether the tax incentives would
induce them to start saving towards, or increase, their current retirement savings. After
receiving the information regarding the nature of the tax incentives, most of the
interviewees indicated that they would be willing to increase their retirement savings
as the incentives in themselves appeared attractive (Moolman, 2015, p.45).
Le Roux (2017) conducted a study like Moolman’s (2015) but wanted to determine
whether tax and financial literacy would increase financial independence during
retirement. Le Roux (2017, p.9) argues that it is important that taxpayers understand
that reducing their tax liability (or expense, as he refers to it) would enable them to
save more. This reduction of the tax liability can occur through efficient tax planning
and using tax incentives. He further posits that “any attempt to reduce tax will require
good knowledge and a thorough understanding of the tax system” (Le Roux, 2017,
p.19). Based on his analysis, he concluded that there seems to be a general lack of
the necessary knowledge and understanding amongst his limited number of
respondents. More importantly, most of his respondents did not understand the
principle of current consumption deferment for future benefits during retirement by
utilisation of the tax deductions available for retirement fund contributions. Like
Moolman (2015), after the respondents were made aware of the long-term benefits of
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the increased contributions (and tax savings), several indicated that the proposed tax
incentive would encourage them to contribute more toward retirement savings.

It is evident from this brief review that an understanding of the tax benefits of retirement
fund contributions would entice South Africans to save more towards their retirement.
Knowledge of the tax consequences regarding retirement provision will require a
concerted effort from all stakeholders in a collaborative relationship. This collaboration
provides rights and responsibilities regarding retirement provision for all stakeholders
to foster better fiscal citizenship. However, none of the previous researchers focused
on the lump sum benefits and the tax consequences thereof for taxpayers. The three
South African studies mentioned focused only on the contribution to the funds but did
not measure their respondents’ knowledge of the tax implication when they retire from
these funds. As will become evident from the data analysis in this paper, this oversight
needs to be addressed, as taxpayers clearly want to understand the tax consequences
when they retire. Prudent financial planning principles suggest that tax must be
proactively optimised (Financial Planning Standards Board, 2015, p.7; Herzberg,
2019, p.30). Thus, although the proposed tax incentives might be successful in
increased levels of contributions, taxpayers must clearly be retirement tax literate to
ensure they understand the tax consequences during contribution as well as upon
withdrawal. For the present paper, the concept ‘retirement tax literacy’ can
provisionally be defined as: possessing sufficient knowledge that allows a taxpayer to
make informed and effective tax decisions concerning all retirement related issues.
D) METHODOLOGY
This research study followed a qualitative approach (Lincoln, 2010). Qualitative
research consists of a set of interpretive practices through which the world is made
visible through the observer(s) (Denzin and Lincoln, 2011, p.3). Given that the study
theoretically demonstrates socialised patterns of balancing relationships (Parker,
2012) between taxpayers and their government it followed interpretive research
(Cooper, 2008; Antwi and Hamza, 2015). Parker (2012, p.57; p.60) argues further
that the “expanding array” of theories that are drawn from humanised, qualitative
traditions, are where scholars may “pioneer” original contributions, to complement the
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existing

“quantitative

liaison”

with

number-driven

theories and

quantitative

methodologies. By applying an interpretive qualitative approach, it was possible to
explore the taxpayers’ reality in more depth and yet also employ the factual and
numerical nature of their queries, in this paper. Parker (2012, p.60) endorses this
interpretive balance of objective and subjective, drawing on the work of Ahrens (2008)
which represents that the interpretive worldview may straddle subjectivist and
objectivist data.

The study interpreted the literature, documents, and data. The document review
(Bowen, 2009) presented in section 4 offers a synthesis of the actions implemented
by the South African government to simplify the income tax provisions applying to
retirement funds and to provide information regarding these changes (De Clercq et al.,
2019; Mehrotra, 2015, p.943). Following the document review, the empirical part of
our study focused on TaxTim data (2019) (section 5). Since the research examined
the actual queries from individual taxpayers regarding retirement housed in the
consolidated TaxTim blog, these real-life queries were the unit of thematic analysis
(Braun, Clarke, Hayfield and Terry, 2019; Nowell, Norris, White and Moules, 2017;
Kiger and Varpio, 2020). Retirement queries were purposively drawn as part of a
convenience sample, which is nested in the overarching TaxTim population for the
2016 tax year.

The data was then analysed in two main ways that supported the development of the
themes:


The researchers analysed the ‘number of the queries’. This entailed enumerated
qualitative data following Grbich (2012, p.18), who argues that ‘incidence counting’
forms part of a strand of qualitative research known as enumerative inquiry. The
numbers therefore provide an added layer of verification that the phenomena under
study are grounded in frequency counts (Sandelowski, 2001, p.231).



Thereafter, the focus shifted to the ‘nature of queries’. The team followed thematic
analysis, adapting the phases of Nowell, Norris, White and Moules (2017, pp.411). The five phases are: (1) Familiarising yourself with your data; (2) Coding the
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data; (3) Building categories as precursor to themes; (4) Generating themes; and
(5) Producing the report on data. This is presented in section 5.

The research study received ethical clearance from the relevant institutional Ethics
Committee. The qualitative quality criteria of the research followed Nowell et al. (2017),
as presented in section 5.
E) THE GOVERNMENT’S ACTIONS TOWARDS RETIREMENT TAX LITERACY
The government’s actions are discussed in two sections. The first section describes
the retirement provision tax policy simplification as well as legislative simplification
followed by National Treasury to increase retirement provision. The second part
focuses on the tax compliance simplification actions followed by the tax administration
(SARS). Tran-Nam, Oguttu and Mandy (2019, p.15) defines tax policy simplification
as ‘changes in tax policy design that reduce the resource costs of collecting a given
amount of tax revenue’. Tax law simplification refers to the ‘rewriting of existing tax
laws or replacing existing tax codes with simpler tax codes’ (Tran-Nam, et al. 2019,
p.15). Tax compliance simplification refers to the actions aimed at making tax
compliance operationally easier for taxpayers (Tran-Nam, et al. 2019, p.15).
4.1 National Treasury’s retirement provision tax policy simplification
As early as 1985, Carmichael and Plowman (1985) indicated that there are few public
policies that have such a direct impact on individual lifetime welfare than those policies
directed at retirement income. Retirement income as well as retirement savings have
been challenging topics to governments throughout the Organisation for Economic
Co-operation and Development (OECD) (Marriott, 2008). This led to widespread
reforms to the taxation of capital income and wealth in member countries during 1994
(OECD, 2018). The increase in income and wealth inequality (specifically with
inequality as exemplified in South Africa) in certain countries has brought renewed
focus on retirement policies. South Africa is no exception to the world-wide retirement
reform and, as noted in the introduction, during 2012 the National Treasury issued a
series of working papers aimed at retirement policies. In South Africa, retirement
savings constitute nearly 60 percent of South African household savings, yet the
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household savings rate has fallen steadily over time (National Treasury, 2012b).
Retirement fund assets are a crucial feature of South Africa’s savings architecture
(National Treasury, 2012c). The low retirement savings rate is one of the reasons why
South Africa makes use of tax incentives to subsidise retirement savings and
encourage people to contribute towards a retirement fund (National Treasury, 2012d).

The South African government has embarked on an overhaul of the retirement and
social safety net provision (Inter-Departmental Task Team on Social Security and
Retirement Reform, 2012). The four-step harmonisation and reform process for
defined benefit pension funds is provided in Table 1.
Table 1: National Treasury’s four-step approach to pension tax simplification
STEP 1

STEP 2

STEP 3

STEP 4

Employer

Employee fringe

Employee contribution

Retirement fund

contribution to

benefit

to retirement fund

pay-out

retirement fund
Taxpayer Employer

Taxed on the value of

Deduction of contribution

Lump sum: Taxable

Unlimited deduction

the employer’s

against taxable income

less non-taxable

against taxable income

contribution to the

limited to annual caps,

portion using

retirement fund,

remainder carried over to

cumulative

including any portion

the next year

retirement /

used by the fund for

withdrawal tax table

Exempt Employer

risk benefits at

Monetary

Percentage

Compulsory annuity:

No deduction required

individual’s marginal

caps

caps

Taxable less non-

– no limitation

tax rate.

taxable portion at
individual’s marginal
tax rate

Source: National Treasury (2012d)
The simplified policy objectives of harmonisation of retirement fund contribution
regimes and the creation of an employee fringe benefit necessitated several legislative
amendments but also new legislation.
4.2 National Treasury’s retirement provision tax legislative simplification
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For the purposes of this paper, step 1 is not discussed as it relates to the employer’s
position, which is outside the scope. Although the aim was to simplify the legislation,
a new dimension was added to the retirement tax dispensation in step 2 – a fringe
benefit for employers’ contributions was introduced. This amendment can influence
the value of the tax deduction from a taxpayer’s perspective because the inclusion of
the employer’s contribution can result in the total contributions exceeding R350 000;
therefore, some of the deduction may be lost because of the annual limitation. The
additional fringe benefit also adds to the overall tax cost as it affects the Skills
Development Levy and the Unemployment Insurance Fund. This amendment added
an additional layer of education required to ensure taxpayers understood the
amendment and it resulted in a change of the information reported on a taxpayer’s tax
certificate (IRP5). However, since this certificate is prefilled (see section 4.3), the
taxpayers most often do not even know about this amendment.

To gauge the success of the legislative simplification process, Tran-Nam, et al., (2019,
p.29) discuss measures that could result in tax complexity that may have adverse
consequences regarding simplification aims. Regarding legislation, indicators such as
the length of the code as well as number of amendments could be used. As indicated
in Figure 2, focusing only on Step 2, for the period 2013 to 2017, amendments were
made on an annual basis on definitions, implementation date, deletion of newly
introduced sections and amendments of calculation rules. These constant
amendments make it hard for citizens to stay up to date and ultimately affect their level
of tax literacy. Taxpayers also need to be made aware of the impact of these
continuous amendments as it doesn’t provide clarity and certainty on managing their
tax affairs. A similar situation is application to the other steps in the harmonisation
process.
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Figure 2: Number and nature of legislative amendments in Step 2
Step 3 aimed to achieve the following:
128

International Conference in Accounting and Business – 2021
ISBN: 978-0-620-92936-3


Simplification of the tax treatment of contributions across the various types of
funds. Different percentages and limits were applicable to determine the deductible
contribution amount, depending on the nature of the fund. A uniform retirement
contribution model, under which all contributions to retirement funds and all
benefits from these funds will be subject to the same tax treatment (National
Treasury, 2012b), was thus created. The harmonisation of the retirement tax
regime resulted in all contributions being combined, and an overall calculation was
made to determine the deduction of all contributions, regardless of the nature of
the retirement fund. In the past, three separate calculations were required should
a taxpayer contribute to a pension, retirement annuity and provident fund.
According to the new model, the contributions are added together, and one
calculation is made. The amendments sought to simplify concepts that determined
previous calculations, for example pensionable salary, which was not always that
easy to determine.



Improvement of vertical equality amongst high- and low-income taxpayers. The
different treatment of the various retirement funds created complexity for both
contributors and administrators and increased the scope for structuring and tax
avoidance by high-income earners. In the past, no upper cap was placed on the
value of the deduction for retirement funds, and it was limited to a percentage cap
of a defined income level. After the amendments, a new upper limit of R350 000
was imposed. The reforms contained in the Taxation Laws Amendment Acts since
2013 now limit the tax deduction for all retirement fund contributions to 27.5% of
the greater of taxable income or remuneration, or R350 000, whichever is less.
Annexure A provides a timeline of the main themes of the retirement tax regime
since 2013 up to 2016 (to coincide with the 2016 data that is analysed – see section
5). The implementation date of the proposed amendments was originally to be
effective from 1 March 2015 but finally came into operation on 1 March 2016.



Improvement of horizontal equality as contributions across all retirement funds
were now treated in the same manner. Prior to the amendments, contributions to
provident funds were not deductible at the time when the contribution was made,
compared to pension and retirement annuity fund contributions being deductible
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(given certain deduction limits). After the amendments, all contributions were
deductible at the time of the contribution (again with certain deduction limits).
Step 4 focuses on the harmonisation of the tax laws pertaining to when a member
retires or resigns from a retirement fund. Disparity regarding the annuitisation of lump
sum benefits exists in that pension and retirement annuity fund members are required
to annuitise two-thirds of their retirement fund value, whereas provident fund members
did not have this requirement. The issue of annuitisation has received opposition from
labour unions and the implementation of the annuitisation requirement was postponed
to 2021.

4.3 Tax compliance simplification actions by SARS
In terms of a responsive regulation mind-set, tax administrators aim to have a clientcentric approach to compliance. What is meant by client-centric engagements? The
OECD (2016a) states that this is achieved by “applying design-thinking, the taxpayer’s
needs are put front and centre, which has a direct impact on how the service is
designed, from the functionalities to the look-and-feel”. This may include increasing
the opportunities to comply using ‘nudges’ or simple procedures such as eFiling, clear
and timely messages, and prefilled fields in returns. Fochmann, Muller and Overesch
(2018) found that correct prefilling enhances tax compliance and that prefilling has a
positive effect on compliance compared to blank returns.

When designing and introducing new services, the tax administration should adopt a
client-centric approach as well as client-centric service models. This entails that they
should design their services from a client’s perspective – they should be informed
about the actual user needs as these may differ between different kinds of user as well
as in the changing tax service landscape. The tax administration should be informed
about technological options available in the market.

The increased use of mobile technology has accustomed the ordinary citizen to
service offerings around the clock and the taxpayer is expecting the same from the
revenue authorities. This has created opportunities for new entrants to the market like
TaxTim in South Africa. The taxpayer is increasingly expecting digital interaction with
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the tax administration and the revenue authorities will have to modernise the services
they offer to their customers.

To improve tax compliance, reduce taxpayer burden, increase taxpayer trust and
confidence,

and

improve

business

efficiency and

revenue

collection,

tax

administrations are encouraged to further invest in more customer-centred
technologies (OECD, 2016b, p.77). This approach is very much in line with
Braithwaite’s Responsive Regulation Approach (Braithwaite, 2007; 2017). According
to the Responsive Regulation Approach,
Responsive regulation in taxation means influencing the community’s
commitment to pay tax through respective treatment, through attending to
resistance and reforming faulty processes, through directed and fully explained
disapproval of non-compliant behaviour, through preparedness to administer
sanctions, and capacity to follow through to escalate regulator intervention in
the face of continuing non-compliance (Braithwaite, 2007, p.4).

With this client-centric approach as backdrop, the tax administration in South Africa
(i.e. SARS) has also embarked on several initiatives to support the harmonisation and
simplification process of National Treasury (discussed in 4.1). Two of these actions
include taxpayer education on the recent tax amendments and prefilling of tax returns
to reduce any errors in completion of the return.

In their endeavours to assist taxpayers, SARS has established a taxpayer education
unit. Free tax education workshops are presented, either in-house at SARS branches
across the country or alternatively by means of their mobile units that travel to areas
where there are no branches (SARS, 2019a). The mobile units assist in the
registration of taxpayers and educating taxpayers on how to update or change bank
details and how to submit an income tax return (SARS, 2019b).

In addition to the dedicated education actions, SARS has also improved on its eFiling
platform. Third-party reporting enables income tax returns to be pre-populated and
helps SARS to verify accuracy of taxpayers’ disclosures. This contributes to the
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development of an appropriate risk assessment environment. Currently a return is prepopulated with, for example, remuneration received from employers, medical aidrelated information, retirement fund contributions and retirement lump sums received.
As the SARS systems evolve, the pre-populated returns may include other third-party
information. This is intended to simplify the filing process.

Lastly, SARS also provides extensive guides on certain tax topics. The guides provide
a detailed description of the relevant legislation, supported by examples to illustrate
how to complete a form or interpret the law. As mentioned in section 4.2, numerous
legislative amendments were implemented. In a response to this, SARS published its
third guide on how to calculate the tax payable on lump sum benefits (SARS, 2018).
This 24-page guide’s front page (as illustrated in figure 3) is a very formal document,
reflecting the legal stance (with bold and the biggest font) of ‘Legal Counsel’.
Furthermore, on the second page of the guide a disclaimer is provided:
This guide is not an “official publication” as defined in section 1 of the Tax
Administration Act 28 of 2011 and accordingly does not create a practice
generally prevailing under section 5 of that Act. It is also not a binding general
ruling under section 89 of the Tax Administration Act. Should an advance tax
ruling be required, kindly visit the SARS website for details of the application
procedure.

Once again, the taxpayers are not given certainty and the formality of the document is
more focused on a tax practitioner than a less informed taxpayer. In contrast to the
legal and formal nature of the SARS guidance note compared to the much more userfriendly, info-graphic interface presented by TaxTim is visible in Figure 3. The more
personal nature of the user interface provides a non-threatening environment which is
more in line with a customer centered approach than the legalistic approach as
positioned by SARS.
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SARS

Source: (SARS, 2018)

TAXTIM

Source: (TaxTim, 2019)

Figure 3: SARS and TaxTim’s offerings towards retirement lump sum taxation

More effort from SARS to simplify the information presented to taxpayers to ensure
they obtain the necessary retirement tax knowledge is required. While we note that we
present the cover only, we have also reviewed the contents (beyond the scope of this
paper) and present the summative argument of a picture being worth a thousand
words. Figure 3 highlights TaxTim’s more personalised interpersonal attraction
(Genesys, n.d., p.24) that could be considered by SARS that would greatly assist in
establishing tax retirement literacy

In summary, the South African government has made a concerted effort to harmonise
and simplify the legislation regarding retirement matters. However, more can be done
by both National Treasury and SARS towards retirement tax literacy. The number of
legislative amendments should be limited to the bear minimum to provide clarity and
133

International Conference in Accounting and Business – 2021
ISBN: 978-0-620-92936-3
certainty. SARS should consider simplifying their educational resources by changing
the formal approach to a much more personal or client-centred offering. The guidance
note creates the impression of a legal document and might deter taxpayers from trying
to obtain the necessary knowledge without the intervention of an expert.

F) THE TAXPAYERS’ ACTIONS TOWARDS RETIREMENT TAX LITERACY
As indicated in section 2, an understanding by taxpayers of the tax benefits of
retirement fund contributions could result in higher retirement provision. Section 4
presented the efforts made by government to simplify the retirement tax legislation
and compliance environment. To gauge the taxpayers’ interest in developing their own
retirement tax literacy, the researchers followed thematic analysis, adapting the
phases of Nowell et al., (2017, pp.4-11). This section will present the results of the
thematic analysis.

In the first phase, an electronic data file of the TaxTim blog of retirement queries
submitted by individual taxpayers was provided to the researchers. This data file
contains the date the query was raised and answered, the query itself, and the answer
provided. This became the data set to be analysed. No personal details are provided
on the TaxTim source.

1.

The researchers limited the first review of the data to the period between 1

March 2015 and 29 February 2016 to establish a baseline of the possible challenges
taxpayers face relating to the complexities of tax and retirement before the occurrence
of the retirement reform in South Africa, which came into effect on 1 March 2016. The
2016 year of assessment was deemed appropriate as that was the year in which most
of the tax amendments were made. The purpose of the thematic analysis was not to
measure taxpayers’ level of retirement tax literacy (based on all the tax amendments)
but rather to establish whether taxpayers were at all interested in gaining more
knowledge about retirement tax and retirement provision. The purpose of the analysis
was therefore to identify the biggest retirement tax knowledge gaps areas.
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2.

In the second phase, a total of 177 queries provided enough information to be

used as a data set. Initial descriptive and enumerative coding was done around key
words as underlined in 1-3 (Phase 4) below. Codes were analytically directed, after
four cycles of coding, to reflect the nature of different retirement funds, i.e. provident,
pension or retirement annuity funds. These analytical cycles were necessary as the
tax law initially differed in the treatment of the various funds, as discussed in section
4.2. A final coding list was reached, of which the main codes are reported in Table 2.
3.

A data-driven analysis method was followed in phase 3 of the study, whereby,

as a precursor to establishing themes, the researchers categorised the number and
nature of the queries with the aim of uncovering meaning, developing understanding
and discovering insights relevant to the research problem (Nowell et al., 2017). Mason
(2006, p.20) describes such a process as integrating data and knowledge. This
method of analysis was chosen to portray a snapshot of the topics that South African
taxpayer’s were interested in gaining knowledge regarding retirement tax implications
for the specified period, and the responses of TaxTim.

As indicated in Table 2, two overarching categories were identified. 1: Total tax
payable reflected all the queries where the taxpayers only showed interest in the tax
outcome, i.e. the amount of tax payable, but showed no interest in understanding how
the amount was determined. 2: Knowledge gap reflected the queries where the
taxpayers indicated more interest in understanding the legislation and were not
interested only in the amount of tax payable (compared to category 1).

Two additional sub-categories were identified that provided more insight into the two
main categories. S1: TaxTim calculator reply reflected all the queries that received
the

same

answer

from

TaxTim,

i.e.

“Please

make

use

https://www.taxtim.com/za/calculators/retirement-fund-lump-sum-tax>Lump

of

your
sum

calculator to work out how much will need to be deducted. Use the before retirement
calculator”. It is interesting to note at this point that it seems that the taxpayers did not
review previous queries but were only interested in their own problems even though
they could have learned from the other queries / responses received. S2: Timing as
significant for tax implications summarised the queries where it was possible to
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determine when the query was raised, i.e. before or after the tax effect has occurred.
This is very important regarding effective tax planning, as financially literate taxpayers
will ensure that they are fully informed regarding the tax effect before they make a
financial decision, while the less financially literate taxpayers only queried the tax
consequences after the fact, which was too late.

Table 2: Final Code List with Categories
Prefix for

Code Names

Number

code

(prefix + naming

queries

(Friese,

code)

(enumeration

2012)

of

Categories (in bold) with supporting code
explanations

and
groundedness
of data)

Category 1: Total tax payable
TT

78

TT: The queries that only focused on
knowing the Total amount of Tax payable,
not really interested in how the tax was
determined

TT_Divorce

5

Tax payable in a divorce summons

Pension
TT_Resignation

37

Tax payable when withdrawing / resigning
(fund not specified)

TT_Resignation

17

Provident
TT_Retirement

Tax payable when withdrawing / resigning
from a provident fund

19

Tax payable when retiring (fund not specified)

99

Knowledge Gap: These queries illustrate a

Category 2: Knowledge gaps
KG

keen interest in understanding the law /
calculation and are not only fixated on the
tax amount payable
KG_Contributions

22

Knowledge gap: When are contributions
deductible for tax purposes

KG_Retirement

9

Knowledge gap: How retirement lump sums
are taxed

KG_Resignation

6

Knowledge gap: Non-taxable amount of
withdrawal / resignation
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KG_Retrenchment

2

Provident
KG_Preservation

Knowledge gap: Tax implication on lump
sums at retrenchment

4

Knowledge

gap:

How

transfers

to

preservation funds are taxed
KG_Provident

6

Knowledge gap: How provident fund lump
sums are taxed

KG_Multiple funds

4

Knowledge gap: Retiring from more than one
fund

KG_Directives

6

Knowledge gap: How do directives work
regarding pension funds

KG_Tax advice

7

Knowledge gap: Optimisation of tax during
retirement

KG_General tax

23

Knowledge gap: Combination of income and
retirement benefits

KG_Completion

10

Knowledge gap: Tax Return completion:
Questions

Sub-category 1:

78*

Similar information was provided by
various participants and they all received

TT calculator reply

the same answer:
Please make use of your
https://www.taxtim.com/za/calculators/retirem
ent-fund-lump-sum-tax>Lump sum calculator
to work out how much will need to be
deducted. Use the before retirement
calculator
Sub-category 2:

108*

Timing as significant for tax implications

No prefix assigned
Prior

60

Determining tax implications prior the pay-out

Post

48

Determining tax implications post the pay-out

* It is important to note that these sub-categories are already included in the total of
177 queries analysed and some of the quotes may be placed in more than one
category.
Source: Authors’ own

In phase 4, themes were generated from the categories identified in phase 3 (Nowell
et al., 2017), as portrayed in Table 2.
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1. Number and nature of queries relating to retirement fund contributions;
2. Number and nature of queries relating to retirement lump sum payments; and
3. Number of queries indicative of the timing of consideration of the tax
consequences.

In the final phase the result of the categorisation and thematic analysis is presented in
a report reflected in the following section, which rounds off the phases of the research.
This section presents the more detailed report of the TaxTim data instances in relation
to research question 3 and are arranged under the headings of the themes.

1. Number and nature of queries relating to retirement fund contributions
A total of 78 queries regarding the amount of total tax payable were made compared
to the 99 knowledge gap queries. Of the 99 knowledge gap queries, 22 related to
contributions to retirement funds. By means of further exploration of the contributions
queries, the most pertinent contribution issues identified are illustrated in Figure 4.

Who is entitled to the deduction
How to correctly complete the tax return
with the relevant information

4% 5% 9%
4%

Deductibility of provident fund
contributions

14%
14%

Monetary cap on deductions
Arrear fund contributions
Government pension fund contributions

23%
27%

Transfer between funds
Contributions to multiple funds

Figure 4: Analysing the nature of retirement contribution queries
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It is evident from Figure 4 that the two most significant issues concerning retirement
contributions are contributions to provident funds and the manner of calculating the
amount of the tax deduction. These two issues were addressed in step 3 of the
government’s harmonisation process, but clearly created a high level of uncertainty
and lack of understanding by taxpayers. Looking further into the nature of these
queries, it seems that taxpayers were not sure when the changes were to take effect,
especially given the impact of the amendment of provident funds, as the introduction
of certain of these amendments was continuously being postponed (as discussed in
section 4.2).

2. Number and nature of queries relating to lump sum payments
A total of 109 queries were coded relevant to lump sum payments, consisting of 78
queries only interested in the amount of tax payable on the lump sum, compared to 31
queries where the taxpayers were interested in understanding the tax law pertaining
to lump sum benefits. More than double the number of taxpayers were only interested
in the final tax result, clearly indicating their lack of interest in becoming more
knowledgeable about their tax affairs. The nature of these queries predominantly
related to the amount of tax payable on resignation (out of 78 queries, 37 related to
unspecified funds and 17 specifically related to provident fund resignations, while the
remaining 24 related to retirement and divorce). Regarding the knowledge gap
queries, Figure 5 shows that the queries were more evenly distributed between
retirement, provident funds, resignation, multiple funds, preservation funds and
retrenchments.
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5% 10%
Retirement

15%

15%

Provident funds
Resignation
Multiple funds
Preservation funds

30%

25%

Retrenchments

Figure 5: Analysing the nature of lump sum queries

3. Number of queries indicative of the timing of consideration of the tax
consequences
Of the total of 177 queries, it was possible to identify a timing verb in approximately
two-thirds of the queries (108). Out of the total of 108 queries, more than 50% (60
queries) were made after the tax event. The lack of understanding of the tax
consequences based on the timing of the decision is clear from the following two
queries:

Pre-tax event
I am 53 years old. I will be resigning at the end of January, and I will still be 53
years old. My pension is 1.1 million rand. What will I clear after tax as I want to
take it out and not re-invest.

If my retirement fund is standing at 63000 and I resign, how much will I get out?
(own emphasis)
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Post-tax event
I am 51 yrs old. I took the Volentary Early Retirement Package. The package
is R500 000 and my 1/3 is R1m. What will my tax be and with what will I be left
over?

Hi, if I stopped working in May last year and got a pension payout, can I claim
back the tax paid on it based on my income over the year? (own emphasis)

Given the substantial impact taxation can have on the net amount available for
retirement, this is an area of concern. As discussed in the literature review section,
sufficient retirement tax literacy is required to ensure taxpayers are fully informed on
and prepared for the tax consequences. The tax consequences should actually be one
of the major determinants when planning for retirement However, this is clearly not the
case for the South African taxpayers in the research population.

In addition to the themes discussed, it was also interesting to note higher
responsiveness to the perceived human nature of the interaction with the online portal.
TaxTim receives repeated queries and the responsiveness and human name (Tim)
might well be a positive influence, in line with Purdon’s (2018) contention of the need
for a more emotional relationship when dealing with retirement advice than the eFiling
portal offered by SARS. Taxpayers resort to the more humanised TaxTim as possibly
a more accessible option (Purdon, 2018) than the clinical eFiling to receive an answer
in the face of uncertainty or ignorance. The engagement with TaxTim as a person, is
evident from the following quotes:
Hi Tim, Last year up to July…
Good day I got my provident payout…
Thank you, very much for your assistance. I have registered with TaxTim and
will use TaxTim’s definitely use TaxTim moving forward. Thank you…
Thanks Tim, more or less what I expected…
Very good response. Thanks…
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Lastly, regarding sub-category 1, TaxTim provides a standard ‘referral’ answer in the
light of the calculator queries. This presents a formula which, based on the literature,
meets the benchmark of being a ‘free and easy way’ to estimate the tax deducted from
the lump sum payment (McMenamin et al., 2018). However, it is worrying that
taxpayers do not review the previous queries but submit fairly the same information
and request TaxTim to provide the amount of tax payable. The taxpayers are providing
all the necessary information required to conduct the calculation but do not have the
confidence to use the online calculator; they will rather request assistance. TaxTim,
however, refers them back to the calculator – unfortunately, the data is not available
to determine how many taxpayers respond to the ‘nudge’ and actually use the online
calculator.

The categories indicated that the taxpayers have clear knowledge gaps on some of
the substantive areas related to retirement (see Table 1). This is specifically in relation
to tax payable on lump sum benefits as well the deductions available regarding
contributions towards retirement funds. While the areas are important in themselves
and may be read from Table 1 and the discussion following Table 1, this theme points
to more important issues of the lack of what may be described as basic tax retirement
literacy. This lack of knowledge and understanding of the tax consequences is evident
from the following quotes:
I resigned in March this year (2015) and decided to withdraw my provident fund
and reinvest it elsewhere. However, I received my IRP5 from my previous
employer without the contributions that was made by the company for my
provident fund for the last financial year (Feb 2014 – Feb 2015). Is this correct?
Should they leave it out because I withdrew my provident fund this year? Does
it still affect last year’s contributions? Or should it still reflect the contributions
for last financial year? As I resigned in March this year.

I have resigned at work and received my pension whereas I was taxed nearly
R80 000 how much am I suppose to claim back?
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On resignation from government. Will I be taxed 18% after 25 000 and 35% if
remainder exceed 393000 when my lump sum is 542000?

So, even though on my ITA34 it shows R0.00 amount assessed by the
Provident Fund, it won’t change anything? Sorry if I sound dumb. But I’m new
to tax

Good day, I completed my tax using e-filing but the amount that I am inputting
in the SARS code 4006 is showing a lesser amount on the calculated tax result.
Is there a reason why amount is being lowered on the calculated result?

The queries indicate that taxpayers are seeking answers from a private portal, which
could mean that taxpayers are not being educated, or are not heeding to or aware of
government’s attempts at education. It could also be indicative of the very formal
format with which the information is shared by SARS, resulting in taxpayers seeking
alternative assistance.

The last four codes as per Table 2, namely KG_Directives, KG_Tax advice,
KG_General tax and KG_Completion, related more to general tax and compliance and
not specifically to the retirement tax dispensation and were therefore not further
analysed.
G) CONCLUSION
From a retirement provision policy perspective, government has succeeded in
removing certain hurdles, for example the differentiated retirement regime. However,
from a legislative and compliance simplification perspective, more can be done.
Government may well address simplification and taxpayer awareness education.
Citizens, as taxpayers, may well be, or intend to be, active and compliant in seeking
better sources to be responsive. The engagement with funds for retirement appears
to invite a government that presents a formalised, legalistic policy response in the
pursuit of, possibly, the safest of ‘safety nets’ for the budget and the retirees. The
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taxpayers, on the other hand, are either not sufficiently aware or educated, or hesitate
at the formalised face of government. They seem to resort to a more interpersonal
engagement with TaxTim (based on its use and survival in the market) where their
queries regarding retirement show clear knowledge gaps, not sufficiently closed by
government.

While the discussion showed the lengths that the SARS and National Treasury have
gone to achieve tax reforms, some taxpayers are still resorting to alternative sources
(in this case TaxTim) to respond to their concerns. Therefore, SARS and National
Treasury intend to play their part towards developing retirement tax literacy, but unless
the taxpayer trusts them and feels an emotional connection (Purdon (2018, p.16),
some of these actions might be underutilised. Furthermore, unless more widespread
practice awareness, education and strategies are adopted, the taxpayer appears to
revert to being a more ‘passive’ citizen, using the ease of a perceived user-friendly
online portal rather than exerting efforts towards active citizenship and becoming a
fiscally responsible taxpayer.

This paper adds clarity on the concept of retirement tax literacy. Furthermore, the
authors have drawn the two central concepts of governmental interventions and
taxpayer retirement tax literacy into a more integrated scope to extend scholars’ and
practitioners’ understanding of what it means to work more holistically and more
consciously towards a generation that is better prepared and resourced for retirement.

Although this paper provided some insights into a possible definition as central
concepts towards retirement tax literacy, it is important to note that these conclusions
were informed from a limited data source. To obtain a more comprehensive
understanding of all potential concepts, the research should be expanded to include
alternative respondents across different life stages as they may interpret retirement
tax literacy differently. Furthermore, the analysis was done at a specific point in time.
Given the continuous changes to the legislation it will be valuable to determine whether
the concepts identified in this paper are similar across time and additional periods
could be considered.
144

International Conference in Accounting and Business – 2021
ISBN: 978-0-620-92936-3

References
Ahrens T. (2008), “Overcoming the subjective—objective divide in interpretive
management accounting research”, Accounting, Organizations and Society, Vol. 33,
pp.292–7.
Alvaredo, F., Chancel, L., Piketty, T., Saez, E., and Zucman, G. (2018), “World
Inequality

Report

2018”,

available

at:

https://wir2018.wid.world/files/download/wir2018-full-report-english.pdf (accessed 15
March 2021).
Antwi, S. K., and Hamza, K. (2015), “Qualitative and quantitative research paradigms
in business research: A philosophical reflection”, European journal of business and
management, Vol. 7 No. 3, pp.217-225.
Arrondel, L., Debbich, M., and Savignac, F. (2013), “Financial literacy and financial
planning

in

France”,

Numeracy,

Vol.

6

No.

2,

available

at:.

http://scholarcommons.usf.edu/numeracy/vol6/iss2/art8/ (accessed 18 March 2021).
Bajtelsmit, V. L., and Rappaport, A. (2018), “Retirement adequacy in the United
States:

Should

we

be

concerned?”,

available

at:

https://www.soa.org/globalassets/assets/files/resources/research-report/2018/retireadequacy-us-concern.pdf (accessed 17 February 2021).
Besley, T. (2019), “State capacity, reciprocity and the social contract. Presidential
address

to

the

Econometric

Society”,

available

at:

http://www.lse.ac.uk/economics/Assets/Documents/personal-pages/timbesley/working-papers/state-capacity-reciprocity-and-the-social.pdf

(accessed

20

February 2021).
Bowen,

G.A.

(2009),

“Document

analysis

as

a

qualitative

research

method”, Qualitative Research Journal, Vol.9 No. 2, pp.27.
Braithwaite, V. (2017), “Closing the gap between regulation and the community”, In
Drahos, P. (ed.), Regulatory Theory (pp. 25-41), ANU Press, Canberra AU, available
at: https://about.jstor.org/terms (accessed 13 January 2021).
145

International Conference in Accounting and Business – 2021
ISBN: 978-0-620-92936-3
Braithwaite, V. (2007), “Responsive regulation and taxation: Introduction”, Law and
Policy, Vol 29 No. 1, pp. 3–10.
Braun V., Clarke V., Hayfield N., and Terry, G. (2019), “Thematic Analysis”, In:
Liamputtong P. (eds), Handbook of Research Methods in Health Social Sciences.
Springer, Singapore, available at: https://doi.org/10.1007/978-981-10-5251-4_103
(accessed 10 March 2021).
Bucher-Koenen, T., and Lusardi, A. (2011), “Financial literacy and retirement planning
in Germany”, Journal of Pension Economics and Finance, Vol. 10 No. 4, pp. 565-584.
Carmichael, J., and Plowman, K. (1985), “Income provision in old age”, The Australian
Economic Review, Vol 18 No. 3, pp. 130-144.
Chardon, T. (2014), “Tax and superannuation literacy in Australia: What do people
know (or think they know)?”, JASSA The Finsia Journal of Applied Finance, Vol. 1,
pp.42-48.
Chardon, T. (2011), “Weathering the storm: Tax as a component of financial
capability”, Australasian Accounting Business & Finance, Vol. 5 No. 2, pp.53-68.
available

at:

https://0-search-proquest-

com.oasis.unisa.ac.za/docview/874201404/fulltextPDF/25B8EEE3B8F84917PQ/5?a
ccountid=14648 (accessed 14 Janaury 2021)
Chardon, T., Brimble, M., and Freudenberg, B. (2016), “Tax and superannuation
literacy: Australian and New Zealand Perspectives”, New Zealand Journal of Taxation
Law and Policy, Vol. 22, pp.327-345.
Chardon, T., Freudenberg, B., and Brimble, M. (2016), “Are Australians under or over
confident when it comes to tax literacy, and why does it matter?”, eJournal of Tax, Vol.
14 No. 3, pp.650–682.
Cooper, D. (2008), “The future of interpretive accounting research”, Critical
Perspectives on Accounting, Vol. 19 No. 6, pp.837–926.
De Clercq, B., Lymer, A., & Axelson, C. (2019). “Pension tax simplification: Comparing
the United Kingdom and South African approaches”, in Evans C., Franzsen R., and
Stack, E. (eds), Tax Simplification An African Perspective, Pretoria University Law
146

International Conference in Accounting and Business – 2021
ISBN: 978-0-620-92936-3
Press, Pretoria.
Denzin, Norman K., and Lincoln, Yvonna S. (2011), “Introduction: The discipline and
practice of qualitative research”, in Norman K. Denzin and Yvonna S. Lincoln (eds.),
The SAGE Handbook of Qualitative Research, (4th edn), Sage Publications:
Thousand Oaks, CA.
Financial Planning Standards Board. (2015), “Financial planning education
framework”,

available

at:

https://www.fpsb.org/wp-

content/uploads/2016/01/151027_doc_EducationFramework_FINAL.pdf (accessed 9
March 2021).
Fochman, M., Muller, N., and Overesch, M. (2018), “Less cheating? The effects of
prefilled

forms

on

compliance

behavior”,

available

at:

https://ssrn.com/abstract=3206410 (accessed 9 March 2021).
Fornero, E., and Monticone, C. (2011), “Financial literacy and pension plan
participation in Italy”, Journal of Pension Economics and Finance, Vol. 10 No. 4,
pp.547-564.
Genesys.

(n.d.),

“State

of

customer

experience

research”,

Available

at:

https://pivotaldata.co.za/wp-content/uploads/sites/13/2018/08/Genesys-CXResearch.pdf (accessed 11 February 2021).
Ghilarducci, T. (2008), When I’m sixty-four: The plot against pensions and the plan to
save them, Princeton University Press, United States.
Ghilarducci, T., Radpour, S., and Webb, A. (2019), “New evidence on the effect of
economic shocks on retirement plan withdrawals”, The Journal of Retirement, Vol. 6
No. 4, pp.7-19.
Grbich, C. (2012), Qualitative data analyis: An introduction, Sage Publications Ltd.
United Kingdom.
Hect, C., and Hanewald, K. (2012), “Who responds to tax reforms? Evidence from the
life insurance market”, The Geneva Papers, Vol. 37, pp.5-26. available at:
http://ssrn.com/abstract=1635309 (accessed 5 May 2021).
Heim, B. T., and Lurie, I. Z. (2012), “The effect of recent tax changes on tax-preferred
147

International Conference in Accounting and Business – 2021
ISBN: 978-0-620-92936-3
saving behaviour”, National Tax Journal, Vol. 65 No. 2, pp.283-312.
Herzberg, P. (2019), “Proactive IRA planning: Strategies after tax reform”, Journal of
Financial Planning, January, pp.30-31.
Hopkins, J. P. (2017), “Americans fail retirement planning literacy quiz, low literacy
linked

to

poor

planning”,

available

at:

https://www.forbes.com/sites/jamiehopkins/2017/05/08/americans-americans-failretirement-planning-literacy-quiz-low-literacy-linked-to-poor-planning/#275f65f2d3bd
(accessed 17 Jnauary 2021).
Hopkins, J. P., and Littell, D. (2017), “2017 RICP® Retirement Income Literacy Survey
Report”,

available

at:

http://retirement.theamericancollege.edu/sites/retirement/files/2017_Retirement_Inco
me_Literacy_Report.pdf (accessed 16 January 2021).
Hopkins, J. P., and Pearce II, J. A. (2019), “Retirement income literacy: A key to
sustainable retirement planning”, Journal of Financial Planning, Vol. 32 No. 1, pp.3644.
Inter-Departmental Task Team on Social Security and Retirement Reform. (2012),
Comprehensive social security in South Africa, Pretoria, available at: http://pmgassets.s3-website-eu-west1.amazonaws.com/161128Comprehensive_Social_Security_in_South_Africa.pdf
(accessed 1 March 2021).
Jordan, S., and Treisch, C. (2010), “The perception of tax concessions in retirement
savings decisions”, Qualitative research in Financial Markets, Vol. 2 No. 3, pp.157184.
Kiger, M. E., and Varpio, L. (2020), “Thematic analysis of qualitative data: AMEE”,
Guide No. 131. Medical Teacher, pp.1-9.
Klapper, L. F., and Panos, G. A. (2012), “Financial literacy and retirement planning:
The Russian case”, Journal of Pension Economics and Finance, Vol. 10 No. 4, pp.599618.

148

International Conference in Accounting and Business – 2021
ISBN: 978-0-620-92936-3
Larsen, L.B. (2018), A fair share of tax: A fiscal anthropology of contemporary Sweden,
Palgrave Macmillan, Cham, Switzerland.
Le Roux, D. J. (2017), Retirement planning: Could tax and financial literacy increase
financial independence during retirement? Unpublished dissertation, University of
Pretoria, Pretoria.
Lincoln, Y. S. (2010), “What a long, strange trip it’s been...’: Twenty-five years of
qualitative and new paradigm research”, Qualitative Inquiry, Vol. 16 No. 1, pp.3-9.
Locke, J. (1690), Two Treatises on Government, Everyman Edition, London.
Lusardi, A., and Mitchell, O. S. (2011), “Financial literacy around the world: An
overview”, Journal of Pension Economics and Finance, Vol. 10 No. 4, pp.497-508.
Lusardi, A., and Mitchell, O. S. (2006), “Financial literacy and planning: Implications
for retirement wellbeing”, available at: http://www.nber.org/papers/w17078 (accessed
5 March 2021).
Marriott, L. (2008), The politics of retirement savings taxation: A Trans-Tasman
comparison, PhD Thesis, Victoria University of Wellington, New Zealand.
Mason, J. (2006), “Mixing methods in a qualitative driven way”, Qualitative research,
Vol. 6 No. 1, pp.9-25.
McMenamin, D., Stranix, M., and Tacchino, K. (2018), “Is that retirement calculator
right for your client?”, Journal of Financial Service Professionals, Vol. 72 No. 5, pp.4755.
Mehrotra, A. K. (2015), “Reviving fiscal citizenship”, Michichan Law Review, Vol. 113
No. 6, pp.942-972.
Moolman, M. E. (2015), Proposed retirement reforms: Are tax concessions sufficient
to entice South Africans to save for retirement? Unpublished disseration, University of
Pretoria, Pretoria.
Myers, G. T. (2012), The knowledge of, and attitudes towards, taxation of South
Africans, Durban University of Technology, Durban.
National Treasury. (2012a), “Enabling a better income in retirement”, available at:
149

International Conference in Accounting and Business – 2021
ISBN: 978-0-620-92936-3
http://www.treasury.gov.za/comm_media/press/2012/Enabling (accessed 21 January
2021).
National Treasury (2012b), “Strengthening retirement savings: An overview of
proposals

announced

in

the

2012

budget

proposals”,

available

at:

https://www.gov.za/strengthening-retirement-savings-overview-2012-budgetproposals (accessed 23 February 2021).
National Treasury (2012c), “Preservation, portability and governance for retirement
funds”,

available

at:

http://www.treasury.gov.za/comm_media/press/2012/Preservation%20portability%20
and%20governance%20%2021%20Sept%202012%20.pdf

(accessed

12

March

2021).
National Treasury (2012d), “Improving tax incentives for retirement savings”,
Technical

Discussion

Paper

E

for

public

comment,

available

at:

http://www.treasury.gov.za/comm_media/press/2012/Improving%20tax%20incentive
s%20for%20retirement%20savings.pdf (accessed 14 March 2021).
Nichita, A., Batrancea, L., Pop, C. M., Batrancea, I., Morar, I. D., Masca, E. RouxCesar, A. M., and Da Silva, A. A. (2019), “We learn not for school but for life: Empirical
evidence of the impact of tax literacy on tax compliance”, Eastern European
Economics,

Vol.

57

No.

5,

pp.397-429.

https://doi.org/10.1080/00128775.2019.1621183
Nowell, L. S., Norris, J. M., White, D. E., and Moules, N. J. (2017). Thematic analysis:
Striving to meet the trustworthiness criteria”, International Journal of Qualitative
Methods, Vol. 16 No. 1, pp.1-13.
Onu, D., and Oats, L. (2018), “Tax talk: An exploration of online discussions among
taxpayers”, Journal of Business Ethics, Vol. 149, pp.931-944.
OECD. (2018), “Taxation of household savings. OECD Tax Policy Studies, 25. Paris:
OECD

Publishing”,

available

at:

https://doi.org/10.1787/9789264289536-en

(accessed 16 March 2021).

150

International Conference in Accounting and Business – 2021
ISBN: 978-0-620-92936-3
OECD. (2016a), “Rethinking tax services: The changing role of tax service providers
in

SME

tax

compliance”,

Paris:

OECD

Publishing,

available

at:

http://dx.doi.org/10.787/9789264256200-en (accessed 12 February 2021).
OECD. (2016b), Technologies for better tax administration: A practical guide for
revenue

bodies,

OECD

Publishing.

Paris,

available

at:

http://dx.doi.org/10.1787/9789264256439-en (accessed 20 March 2021).
OECD/INFE. (2016). “Core competencies framework on financial literacy”, available
at:

https://www.oecd.org/finance/Core-Competencies-Framework-Adults.pdf

(accessed 15 February 2021).
Parker, L. D. (2012), “Qualitative management accounting research: Assessing
deliverables and relevance”, Critical perspectives on accounting, Vol. 23 No. 1, pp.5470.
Purdon, E. (2018), “Redefining retirement planning”, Journal of Financial Service
Professionals, Vol. 72 No. 5, pp.12-16.
Reyers, M. (2019), “Financial capability and emergency savings among South Africans
living above and below the poverty line”, International Journal of Consumer Studies,
Vol. 43 No. 4, pp.335-47.
Rousseau, J. (1762), The Social Contract, Everyman Edition, London.
Sandelowski, M. (2001), “Real qualitative researchers do not count: The use of
numbers in qualitative research”, Research in Nursing and Health, Vol. 24, pp.230240.
South African Revenue Service (SARS). (2019a), “Learn about taxes”, available at:
https://www.sars.gov.za/ClientSegments/Individuals/Need-to-pay-tax/Pages/Learnabout-taxes.aspx (accessed 24 March 2021).
South African Revenue Service (SARS). (2019b), “Mobile unit functions”, available at:
https://www.sars.gov.za/ClientSegments/Individuals/Need-to-pay-tax/Pages/MobileUnit-functions.aspx (accessed 20 February 2021).
South African Revenue Service (SARS). (2018), “Guide on the calculation of the tax
payable

on

lump

sum
151

benefits”,

available

at:

International Conference in Accounting and Business – 2021
ISBN: 978-0-620-92936-3
https://www.sars.gov.za/AllDocs/OpsDocs/Guides/LAPD-IT-G03%20%20Guide%20on%20the%20calculation%20of%20the%20tax%20payable%20on%2
0lump%20sum%20benefits.pdf (accessed 20 February 2021).
Tran-Nam, B., Oguttu, A.W. and Mandy, K. (2019), “Tax complexity and tax
simplification: A critical review of concepts and issues”, in Evans C., Franzsen R., and
Stack, E. (Eds), Tax Simplification An African Perspective, Pretoria University Law
Press, Pretoria.
TaxTim (2019), “About TaxTimSA”, available at: https://www.taxtim.com/za/abouttaxtim (accessed 13 May 2021).
Van den Akker, J. (2013), Chapter 2. Curriculum Development Research as a
Specimen of Educational Design Research, (Eds.) Plomp, T and Nieveen, N.
Netherlands Institute for Curriculum Development, Enschede.
Van Rooij, M. C. J., Lusardi, A., and Alessie, R. J. M. (2011a), “Financial literacy and
stock market participation”, Journal of Financial Economics, Vol. 101 No. 2, pp.449472. http://dx.doi.org/10.1016/j.jfineco.2011.03.006
Van Rooij, M. C. J., Lusardi, A., and Alessie, R. J. M. (2011b), Financial literacy,
retirement planning, and household wealth, NBER, Cambridge MA.
Yoong, F. J., See, B. L., and Baronovich, D. (2012), “Financial literacy key to
retirement planning in Malaysia”, Journal of Management and Sustainability, Vol. 2
No. 1, pp.75-87.

ANNEXURE A
Tax amendments to achieve harmonisation and simplification of retirement fund
rules
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2013

•
•
•
•

Standarising of references
Revised contribution incentives for retirement savings
Valuation of fringe benefit for defined benefit purposes
Provident fund post-retirement annuity alignment

• Retirement fund accrual date

2014
2015
2016

• Closing of a loophole to ensure a consistent tax treatment on all retirement funds
• Closing of a loophole to avoid estate duty through excessive contributions to retirement funds
• Withdrawal from retirement funds by non-residents

• Retirement fund contribution deductions against passive income
• Clarifying source rules for retirement annuity funds
• Using the correct definition of income for the formula to determine the fringe benefit for defined contributions and
eliminating a potential loophole
• Disallowing the exemption for a lump sum, pension or annuity from a retirement fund that is located within the Republic
• Inclusion of emigration for exchange control purposes in respect of withdrawals from retirement funds

Source: Authors’ own.
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Abstract
Businesses in Nigeria have been classified as Small, Medium and Large. In both the
developed and developing countries, the government is turning to small and medium
scale industries, as a means of economic development and a veritable means of
solving economic and employment problems. It is also a seedbed of innovations,
inventions and employment generation. Presently in Nigeria, SMEs assist in promoting
the growth of the economy, hence all the levels of government at different times have
polices which promote the growth and sustenance of SMEs. Corporate Social
Responsibility (CSR) is the set of standards which a firm subscribes to, in order to
make its impact on the society. CSR has the potential to contribute to the economic,
social and total well-being of Nigeria and Nigerians. Corporate social responsibility
argues that corporations make more long terms profits by operating within a
community, while critics argue that CSR distracts from the economic role of business.
It is the intelligent and objective concern for the welfare of the society, that restrains
individuals and corporate behaviour from destructive activities, no matter how
immediately profitable. SMEs because of their limited and informal structure, activities,
and size are also limited in their corporate social responsibilities to their immediate
society. Not minding their limited size(s) SMEs are bound to contribute to the
development of their immediate communities in Nigeria, so as to have their impacts
felt. This paper is a literature review it evaluates the development of SMEs in Nigeria.
The definition and explanation of terms of SMEs and CSR, Principles and areas of
CSR for SMEs in Nigeria, Government roles, past and present towards the
development of SMEs and recommends amongst many other things that’s SMEs not
minding their limited and informal sizes must impact positively on the environment in
which they operate in Nigeria, as they also benefit profitably from the Nigeria society.
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Finally, it looks at the SMEs contribution to Nigeria National Development, not minding
their Limited financial capacity and informal and unregistered nature of operation.

Keywords: Small and Medium Scale enterprise (SMEs), Corporate Society
Responsibility (CSR), Small Scale Industry, employment generation, profit.

1.0

INTRODUCTION

Concepts and theories of corporate social responsibility (CSR) have been examined
and classified by scholars since the mid-1970. However, due to the evolving meaning
of corporate social responsibility, numerous effort are needed to understand new
developments. Since there is a great diversity of theories and approaches, the task
remains a very hard one, mainly because no uniformity could be arrived. In discussing
corporate social responsibility, western research will normally adopt several theories
such as ethical, economic, legal, charity or stewardship. Each theory will lead to
different perceptions on corporate social responsibility. The ethical theory suggest
that business must be carried out in accordance with the ethical principles, such as
fair and justice. The existence of a company according to the stakeholders theory
should lead to a better condition for the society and not otherwise. However, in this
context, three theories are further explained and explored, Belak and Hauptman
(2011).

Firstly, an important approach to corporate social responsibility stems from a book by
freeman (1984) called strategies management, “A Stakeholder Approach”. In another
words, the real pioneer in the field of stakeholder responsibility is Freeman. The
stakeholder theory developed by Freeman (1984) focus on the interactions between
firms and society. Over the years the stakeholder’s theory has been recognized as an
integral part of corporate social responsibility by many authors (Harrison and Freeman,
1995; Clarkson, 1995). It is argued that through effective stakeholders, management,
social and ethical issues can be resolved and the demands of society and
shareholders will be accounted for (Harrison and Freeman, 1999).
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Secondly, a famous viewpoint on the concept of corporate social responsibility is
provided by Bettrigde (2007) in Bako and Muhammed (2013), He uses pyramid of
corporate responsibility is identifying a spectrum of obligations that companies have
towards the society. He defines CSR using a four responsibilities approach known as
economic, legal ethical and philanthropic (Discretionary). The main focus of any
organisation has always been on the economic responsibilities, which implies that
companies have to produce goods and services for the public to gain profit,
businesses have responsibility towards the shareholders to increase their wealth.
Even though making lots of money is surely a necessity to why corporations exists,
but these days it appears that corporations are being challenged to do more.
Businesses are also accountable on their legal responsibility (Bollen, 1989).

Thirdly, the agency theory explains the relationship between the principal and agents
which involves the nature of costs of resolving conflict of interests between principal
and agents. This theory infers that the precipitators of these conflicts incur agency
costs in which they have incentive for possible reduction (Morris, 1987). Recent study
done by Brown, et al., (2006) indicates that agency costs play a prominent role in
explaining corporate donation, which is part of CSR.

But a business whether small or big, simple or complex, private or public, etc is created
to provide competitive prices and offer relevant corporate social responsibilities role
society which it operated its business activities. It must be relevant to the societies
development programmes and communal activities so that the society and communal
community can relate with the firm and vice versa. Business in Nigeria has been
classified as small, medium and large. However, a small scale industry can be
explained by the criteria of project costs, capital, number of employees, sales volume,
annual business turnover and the financial strength. The federal and state ministries
of Industry and Commerce have adopted the criterion of value of installed fixed capital
to determine what a small scale industry.
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2.0 HISTORICAL DEVELOPMENT AND ORIENTATION OF SMALL AND
MEDIUM ENTERPRISES IN NIGERIA
Small scale industry orientation is part and parcel of Nigeria. Evidence abound in our
respective communities of what successes Nigerians made of their respective trading
concerns, yam barns, iron smelting, farming, cottage industries and the likes.

Prior to Nigerian Independence, the business climate was almost totally dominated by
the Colonial and other European Multinational companies like United African Company
(UAC), GB Olivant (GBO), Lever Brothers Company(LBN), Patterson Zechonics(PZ),
Leventis, and many others. These companies primarily engaged in bringing into
Nigeria finished goods from their parent companies overseas. These companies have
vast business experience and strong capital base and dominated the Nigerian
economy. The government of those days encouraged them to become stronger by
giving incentives as favourable tariffs and tax concession (Abdulahi, 1993).

Towards the tail end of the 1950s, the Nigerian Industrial Development Bank (NIDB)
was established to assist potential entrepreneurs to get involved in Agriculture,
exploration of natural resources, Commerce, and Industrial production. That period
and the early 1960s saw the massive increase in Nigerian import market, while the
Nigerian economy became largely dominated by very few large foreign firms.

1965-1976
A major/remarkable breakthrough in small scale business came about through the
indigenization Decree of 1972, and the Nigeria Enterprises Promotion Act of 1977.
These were genuine attempts by the Federal Government to make sure that Nigerians
play active and worthwhile roles in the development of the economy. In the 1970-74
National Development Plans, the Federal Government gave special attention to the
development of small scale industries particularly in rural areas. This was in
recognition of the roles of small and medium scale industries, as the seedbeds and
training grounds for entrepreneurship.
The cardinal points of the 1970 – 1974 development plans was;
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(i)

Accelerating the pace of industrialization and dispersal of industries.

(ii)

Generating substantial employment opportunities.

(iii)

Promoting individual initiatives and entrepreneurship among the populace.

(iv)

Assisting in the establishment of small scale industries.

(v)

Developing and increasing export trade, and

(vi)

Complementing large scale industries.

An amendment to the indigenization decree made in 1997 provided than in order to
be economically “self-reliant”. Nigerians needs to learn from its economic history,
which is well stocked with enough insight into the humble beginnings of the present
day giant conglomerates which started as small scale industries (Anyanwu, 2001)

1990 AND BEYOND
The federal and state government have both contributed to the growth of small scale
industries in Nigeria, especially in the rural areas. In recent times, various fiscal and
non-fiscal incentives have been established for investors and entrepreneurs in the
small scale sectors of the economy. Of special mentioning was the strategy adopted
by the federal government towards the training and motivation of the unemployed
graduates, to be gainfully employed after graduation, referred to as the
entrepreneurship development programmes. Thus on the presentation of viable
feasible projects, approved loans are disbursed through pre-selected commercial
banks assisted by the National Directorate of Employment (NDE).

The Peoples Bank of Nigeria (PBN) was also in the vanguard of granting of soft loans
to unemployed youths and artisans, and this aimed at diverting the attention of youths
from government salaried jobs to that of gainful self solely employment. NDE and the
People Bank of Nigeria were solely charged with the responsibility of generating
employment through their various programmes for thousands of unemployed Nigerian.
(Anyawu, 2001).
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To show its seriousness, the Federal Government through its educational agencies
like the National Board for Technical Education (NBTE), the Nigerian University
Commission (NUC), and the National Youths Service Corps (NYSC) programme gave
a directive that entrepreneurship development courses and programmes be
incorporated into the curricular of tertiary institutions and in the NYSC programmes.
Entrepreneurship Education is now a compulsory for all undergraduates in the
polytechnics, universities, and the federal unity colleges. Previous and current
governments in Nigeria introduce “N” Power and “YOU WIN” program as a catalyst
towards self-enrolment for the teeming youth in Nigeria. Of recent due to the end Sars
protest of Nigeria in December 2020, the president Muhammadu Buhari Government
established the ‘N’ Power as a way of alleviating the problem of the restless youths
towards establishing SMEs and revitalising the moribund ones. The cardinal point of
the programme includes such factors as N-Power is a scheme set up by the President
of Nigeria, Muhammadu Buhari since 8 June 2016, to address the issues of youth
unemployment and help increase social development. The scheme was created as a
component of National Social Investment Program, to provide a structure for large
scale and relevant work skills acquisition and development and to ensure that each
participant will learn and practice most of what is necessary to find or create work NPower was created on 8 June 2016 to address the issues of youth unemployment and
help increase social development. The scheme is created for unemployed graduates
and non-graduates between the ages of 18 and 35. It is a paid programme of a twoyear duration, aimed at engaging beneficiaries in their states of residence. On 13 July
2019, Nigerian federal government disclosed that they have spent a total of ₦279b
since they started paying the scheme beneficiaries from December 2016 to June 2019.
The scheme currently has six categories namely; N-Teach, N-Health, N-Agro, N-Build,
N-Creative and N-Tech. N-Teach and N-Health are available to only graduates who
must have completed the mandatory one year NYSC programme, while N-Agro, NBuild, N-Creative and N-Tech is available to graduates and non-graduates
N-Power volunteer corps
The N-Power Volunteer Corps is a segment of the N-Power programme which has
been set out to engage and train 500,000 young unemployed
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N-Power knowledge
The N-Power Knowledge programme is the Federal Government’s first step towards
diversifying to a knowledge economy.
3.0

LITERATURE REVIEW

3.1 Definitions of Small and Medium Enterprises (SMEs)
Different authors, scholars, and schools have different ideas as to the differences in
capital outlay, number of employees, sales turnover, fixed capital investment, available
plant and machinery, market share and the level of development. These features
equally vary from one country to the other.

The Federal Government Small Scale Industry Development Plan of 1980 defined a
small scale business in Nigeria as any manufacturing process or service industry, with
a capital not exceeding N150,000 in manufacturing and equipment alone. The small
scale industries association of Nigeria (1973) defined small scale business as those
having investment (i.e. capital, land, building, and equipment of up to N60,000 preSAP Value) and employing not more than fifty persons. The Nigerian Federal Ministry
of Industries defined it as those enterprises that cost not more than N500,000 (preSAP Value) including working capital to set up. The Centre for Management
Development (CMD) view of small industry in the policy proposal submitted to the
federal government in 1982, defined small scale industry as, “a manufacturing
processing, or servicing industry involved in a factory, or production type of operation,
employing up to 50 full-time workers.

There are many other definition of what constitute a small scale business in Nigeria.
According to a 2009 definition given by the Federal Ministry of Industries a small scale
manufacturing unit is, “one that has a total capital investment of up to N600,000 and
employs up to 50 persons. The capital includes building, machinery, land, equipment
and working capital”.

These definition varies time to time, according to the prevailing exchange rate and
economic development of Nigeria. According to the World Bank, a small and medium
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enterprise is defined as; “an enterprises whose total fixed asset (excluding land) plus
cost of investment do not exceed N10 million in constant 1996 price index”. Another
definition of small scale industry is found in section 376 subsection 2 of the Company
and Allied Matter Act 2000 (CAMA 2000) which stipulates that an SME has these
attributes:
(a)

The amount of its turnover for that year is not more than N2 million (two million
naira)

(b)

Its assets value is not more than N1 million.

(c)

The Central Bank of Nigeria (2014) in its new definition classified an SME as a
firm with a work force between 30 and not more than 300 workers and a capital
involvement which ranges between N50m and N500m excluding cost of land
Ayozie (2019).

Comparatively, in the United States of America, the small business administration
defines a small business as one that is independently owned and operated, and meets
employment or sales standard developed by the agency. For most industries these
standards are as follows. This also shows the same trend as in Nigeria, although the
exchanger value makes the financial criteria to be different.
Manufacturing:- Number of employees range up to 1500, depending on the

(a)

industry.
(b)

Retailing: - Small if annual sales or receipts are not over $2m to $7.5m.

(c)

Wholesaling:- Small if yearly sales are not over $9.5 to $22m

(d)

Services: - Annual receipts do not exceed 2 million to 8 million dollars.

Thus in general, the specific characteristics/criteria used in describing small scale
business in Nigeria and worldwide are;


The number of people/persons employed. It is usually a small business
because small number of people is employed.



Annual Business Turnover - because initial capital is low, then annual turnover
will also be low.



Local operations - For most small firms, the area of operation is local. The
employees live in the community in which the business is located.



The sales volume is minimal.
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Financial strength is relatively minimal.



Managers are independent, and they are responsible only to themselves, or to
the owners. The managers are also the owners.



The owners of the business actually participate in all aspects of the
management (i.e. the management of the enterprise is personalized).



They have relatively small market when compared to their industries.



The number of employees is relatively small, when compared to the biggest
companies in a similar venture.



The capital is mainly supplied by an individual or small group of
individuals/persons or shareholders.



They usually have one, but many have several shop locations all in the same
city or metropolitan areas.

Ayozie Opined that despite of the economics of large scale production, small scale
enterprises continue to exist side by side with big firms/conglomerates in Nigeria. The
reason is that while small firms can complete successfully, others do not compete
directly with large firms, but rather serve as a compliment to them. Small scale
enterprises have a key role to play in providing the channel throughout which
entrepreneurial ability of the community can be adequately exercised.

Also according to the National Economic Reconstruction Fund (NERFUND) using
fixed assets defines a small scale enterprises as: “An enterprises of project with fixed
asset other than land including the cost of investment project N10 million”. Here, we
try to believe that there is no universal definition of small scale industries, and even
within a given economy the definition does not remain static, for it changes from time
to time some countries use the term small scale business, “small business” while some
other use “small scale enterprises or small and medium scale enterprises (SMEs),
Generally, where the term “small business” or “small and medium scale enterprises”
or “small enterprises” is used its interpretation covers all economic activities including
manufacturing, wholesale, retail trade, construction, processing, and servicing which
can be regarded as small in the given economy. The need for clear and precise
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definition of small scale industries or small scale business could be considered from
some of the confusions in the interpretations caused by multiple definitions of small
scale industries or small scale enterprises in Nigeria.
In conclusion another definitions of small scale business is seen as: “An enterprises
with total capital employed of over N1.5 million but not more than N50 million including
working capital but excluding cost of land and/or a labour size of 11 – 100 workers.
There are many enterprises in Nigeria categorized as small business. Most of them
are in the commercial sector and there is also a trend now towards the service industry
hotels, restaurants, fast foods, etc., most of them in sole proprietorship, others in
partnership or limited liability companies.

Africa is the poorest, less-developed continent in the world. In most countries in Africa,
the governments have typically played a significant role in determining the course of
development. Many state-owned enterprises in Africa were created when it was
believed that the fastest route to development occurred when the state took on the
role of the entrepreneur. Unfortunately, in many countries, the performance of these
state-owned firms, or parastatals, has been substandard. Part of the problem with the
state-owned enterprises is that they are run by bureaucrats and are plagued with redtape, corruption, graft, inefficiency, and unproductivity. Thus, these firms are typically
run according to state procedures, instead of cost-cutting and profit-maximizing
concerns. The typical result is rampant inefficiency. Although Nigeria was at one time
characterized by such inefficiencies, it has recently pursued entrepreneurship
encouragement policies, and the initial indicators suggest that the policies have been
successful. (Alawe, 2004). State firms have now been privatised and sold off to private
entrepreneurs who are better equipped to run business firms. Government economic
policies are liberalised and opened up to allow for greater private participation.

In Nigeria the state-owned enterprises traditionally clogged business opportunities and
state restrictions prevented entrepreneurs from entering the market. However, in the
mid-1980s, Nigeria abolished its marketing board, which prevented entry into certain
industries, and opened up its markets to competition from domestic entrepreneurs.
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Nigeria introduced deregulation and privatization of state-owned industries so as to
promote entrepreneurship of the development of the economy. Although Nigeria is still
plagued by many development problems, “preliminary evidence suggests a favourable
response by the private sector to the new entrepreneurial opportunities thus created”.
The youths, retirees, old and elderly have all recognizes the importance if selfemployment and have capitalized on it, while a lot of foreign investors have come into
the country to either invest or buy previously state run firms, so as to increase their
efficiency and profitability. The importance of entrepreneurship compelled the Federal
Government, through the Federal Ministry of Education to make it a compulsory
course for all undergraduates in tertiary institution.

3.2 Corporate Social Responsibility
Although there is an increasing focus on examining social responsibilities, the dilemma
still exists: what is meant by corporate social responsibility (CSR)? What is
responsibility for and to whom and who is calling for firms to be socially responsible?
Is it a strategic corporate image management or is there in fact, social responsibility
behaviour?

The management literature has acknowledged social responsibility as an important
corporate duty (Quinn, Mintzberg and James, 1987) in Bako and Muhammed (2013).
Given the significance of corporate social responsibility in corporate decision making
the relationship between a firm’s social and ethical policies or sections and its financial
performance is an important topic. Various arguments have been made regarding the
relationship between firm’s social responsibility and financial performance. One view
is that a firm/SME faces a trade-off between social responsibility and financial
performance. Those holding this view propose that firm’s/SMEs incur costs from
socially responsible, activities. A second, contracting viewpoint is that the explicit of
costs corporate social responsibility are minimal and that firms may actually benefit
from socially responsible actions in terms of employee morale and productivity. A third
perspectives is that the costs of socially responsible actions are significant but are
offset by a reduction in other firm costs, for instance stakeholder theory suggest that
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a firm must satisfy not only stockholders and bond holders, but also those with less
explicit, or implicit (Bako and Muhammed, 2013).

Corporate organisations operate within environments. CSR is the set of standards
which a company subscribes to in order to make its impact on the society. It has the
potential to contribute to the economic, social, and total wellbeing and poverty
reduction in a developing country like Nigeria. A business’ environment includes
economic, political, social legal, ethical, and cultural. Issues which affect these
premises also adversely or positively affect business and non-business organisations.
Conversely, corporate organisations derive their resources, capital, land, labour and
sometimes entrepreneurship – from this same environment. Its actions, therefore,
also affect these environments either positively or negatively. Although the main aim
of business organisation is profit making, the organisation can hardly put its
environment into comatose for the purpose of earning profits.
Bettridge (2011) in Ayozie (2007) regards social responsibility as a company’s
management consideration of the impacts of its social, economic, political,
technological and education decisions on the environment where it operates. Others
have described Social Responsibility as, “...the intelligent and objective concern for
the welfare of society that restrains individual and corporate behaviour from ultimately
destructive activities, no matter how immediately profitable and lead in the direction of
positive contribution to human betterment variously as the later may be defined”.

A firm cannot, therefore, operate in an environment, reap every fruit from that
environment but put back nothing in the same. The impact of organisations in their
environments today are sometimes quite glaring and sometimes not quite open but
nonetheless quite destructive, the use of landed property for factories displacing
farmlands and sources of income to the community, having to cause pollution in the
case of food and chemical manufacturing companies, some companies implement
unfair salary policies and difficult working hours, dump waste material close to
residential areas, produce substandard products while some companies hardly
maintain good health-care facilities. All impinge on the image of the organisation
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placing corporate social responsibility under the functions of public relations
department.

The question, therefore, have arisen: What areas do the SMEs corporate social
responsibility programmes cover, given the wide area a corporate organisation can
affect the lives of the host communities and what can public relations do about these
areas?

So many authors have suggested various areas social responsibility should be applied
to maintain the image of a caring corporate organisation. For example, the Committee
for Economic Development (CED). Ayozie (2007) ;(2013) listed the following for social
responsibility programmes:

Economic growth and efficiency, Education, Employment and training, Civil rights and
equal

opportunity,

Urban

renewal

and

development,

Pollution

abatement,

Conservation and recreation, Culture and the art, Medical care, Government activities.

However, Yusuf (1999) in Ayozie (2006); (2013) offers a detailed listing of the areas a
company’s social responsibility programmes are expected to have an impact,
especially the SMEs in their respective communities. These areas especially in Nigeria
cities includes: safety and health of employees, mental health, employment policies,
retirement benefits, education and training, leisure, civil rights, ethnic rationalism,
treatment of women, employee welfare, employee attitude, pollution, public safety,
waste disposal/management, management of the physical environment, use of land,
participation in community affairs, government relations, consumerism, profits,
business image of the company.

Additionally, the provision of products which do not pose a danger to the public with
good product standards. It is expected that through this catalogue of areas of social
responsibility a corporate organisation can now take a close look at areas relevant to
it. Corporate social responsibility was used to describe corporate owners beyond
shareholders as a result of an influential book by Freeman (1984) in Druker (2008),
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strategic management a stakeholder approach in 1984.

Corporate social

responsibility argue that corporations make more long term profits by operating with a
perspective, while critics argue that CSR distracts from the economic role of
businesses, CSR is titled to an organisation’s mission as well as a guide to what the
company stands for and will uphold to its consumers. Development of business ethnic
is one of the forms of applied ethics that examines ethical principles and moral or
ethical problems that can arise in a business environment.

SMEs in Nigeria are largely managed by indigenous entrepreneurs, who overtime
grow this business into large conglomerates, like the Dangote or Innoson, Coschans
group. Entrepreneurship is first and foremost a mindset. Ayozie (2013), Owodolu
(2011), Entrepreneur is a person who habitually creates and innovates to build
something of recognized value around perceived opportunities. In this definition, all
words are key words:
*

Entrepreneur' can be an individual entrepreneur, but also an entrepreneurial
team or even entrepreneurial organization.

*

A Person' emphasizes a personality rather than a system.

*

'Creates' starts from scratch and brings into being something that was not there
before.

*

'Innovates' able to overcome obstacles that would stop most people; turns
problems into opportunities; deliver sees ideas through to final application.

*

'Builds something' describes the output of the creation and innovation process.

*

'Of recognized value' encompasses economic, commercial, social, or aesthetic
value.

*

'Perceived Opportunities' spotting the opportunity to exploit an idea that may
or may not be original to the entrepreneur; seeing something others miss or
only see in retrospect.

3.3 What are social responsibilities of small and medium scale enterprises
(SMEs) in Nigeria
By social responsibilities of business, we mean the obligation of business to society.
It means the roles which a business firm must perform for the whole society as a matter
167

International Conference in Accounting and Business – 2021
ISBN: 978-0-620-92936-3
of duty and without being told or ordered to do them. They imply that a firm has duty
to serve the large interests of society, to promote social welfare, to participate
responsibly in and make whatever is productive for society, to assume a wide range
of non-economic responsibilities for improving the quality of life in the country into
which the company is operating, and to ensure that its dealing with its various public
constituencies are conducted with the utmost integrity adhering to the highest
standards of ethical first and fair conduct.
As listed by the British Institute of Management in Ayozie (1997), the eight areas of
public, social and civil responsibility of a business and especially SMEs are:
Legal responsibilities i.e. Responsibilities to the Government. They consist of
(a)

Observing the letter and spirit of the law in every branch of the firm.

(b)

Accepting government intervention in business affairs as normal, rather
than carrying for favours or protesting against such intervention.

(c)

Keeping people at all levels of management informed of changes and
ensuring compliance with the law.

(d)

Declaring true profits and pay taxes regularly.

(e)

Avoiding the use of brides and other corrupt practices to secure
government contracts, etc.

Responsibilities to Shareholders are:
(a)

Keeping shareholders sufficiently well informed to exercise their full
responsibilities as owners of the company.

(b)

Ensuring the safety of end reasonable return on capital invested.

(c)

Encouraging shareholders to question the board about company affairs
and making efforts to keep them informed about company affair.

(d)

Dealing equitably with different classes of shareholders, etc.

Responsibilities to employees:
(a)

Keeping employees informed about mergers, takeovers, investments
programmes and policy decision.
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(b)

Encouraging consultation between management and employees
through a practical workable method by which employees can get their
views to members of the management.

(c)

Making employment, promotion, redundancy, and pension policies
equitable and clear to employees.

(d)

Ensuring good conditions of work e.g. lighting, safety, office design,
machine design.

(e)

Providing security of tenure for employees.

(f)

Making recruitment and promotion practices non-discriminatory, with
relation, to race, sex, tribe, religion, and ethnicity, etc.

Responsibilities to Suppliers are:
(a)

Informing supplier of future plans and giving them proper and adequate
notice of requirements.

(b)

Honouring settlement data with supplies.

(c)

Giving consideration to suppliers interest and to maintain a fairly regular
flow of orders.

Responsibilities to customers are:
(a)

Labelling products clearly and unambiguously and avoiding the urge to
misrepresent goods and services.

(b)

Testing products for function and safely.

(c)

Adopting only advertisement/marketing methods that lead customers
aright and do not misrepresent.

(d)

Developing high quality products that customers really want and need
and showing concern for their satisfaction.

(e)

Explaining credit facilities to purchasers fully and clearly.

(f)

Making after sakes services satisfactory by dealing without complaints
and correcting defeats promptly.

(g)

Ensuring that delivery dates are kept, etc.

Environmental Responsibilities are;
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(a)

Preventing the creation of offensive odour to members of the public and
giving proper attention to the dangers in production processes such as
fume, noise, solid waste, disposal and checking them correctly.

(b)

Preventing the use of degradable materials in product and their
packaging.

(c)

Encouraging conservation of materials, investigating the possible use of
substitutes and recycling, etc.

Responsibilities to the Local Community:
(a)

Paying adequate compensation for land acquired.

(b)

Considering the interest of the community in transportation policies.

(c)

Creating and maintaining good and peaceful relationship with the public
at large and the local community, and campaigning to promote intercommunal relations.

(d)

Contributing to the wellbeing of the people of the local area of operation
by providing low cost amenities and social services.

Responsibilities to competitors in the same industry:
(a)

They should attempt to be fairly competitive and eschew a desire and
tendency for monopoly.

(b)

They should not attempt to gain access to competitors secret research
production and marketing data through industrial espionage or by luring
away an employee specifically for the purpose of getting such
information.

3.4 Objectives of operating Corporate Social Responsibilities (CSR) by SMEs in
Nigeria
The objectives of corporate social responsibility (CSR) action are many. The major
one however, is to build on the image of the organisation get aim the public trust
sympathy, support, and goodwill for its operations. These are the basis of successful
company.
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Secondly, an important objective of corporate social responsibility is to safeguard the
environment from which an organisation derives its resources and on which it depends
for support for its corporate existence (Better and Gehard, 1996).

Thirdly, profit motive does mean that the company can exploit natural resources, utilise
energy, and cause degradation, but feel unconcerned about those who will depend on
these same factors for sustenance in the future. There is an obligation that it helps
maintain and develop further resources for future sustenance.

Fourthly, another objectives of corporate social responsibility programme is to analyse
issues of the moment which will affect the organisation and take position without
jeopardising its future on the part of the society and the corporate world.

3.5 How the government participates in SME development
Where it is actually involved in and control business enterprises by owning and
managing such enterprise. Government acts as a business regulator with the overall
aim of helping to maintain a climate of confidence, sanity and to stimulate the activities
of the enterprises, so that they can have the respect for the rule of competition.
Onuoha (1990) identified some of usual justification for government regulatory
activities in business including what they hope to achieve. Ayozie (2013) They are;
(a)

To achieve an environment permitting the enterprise to exist in an atmosphere
of stability and cooperation.

(b)

To fix and distribute public and social burden in a supportable and equitable
manner, taking into consideration the differences in sizes of various enterprises
and the economic activity of the country.

(c)

To protect the interest of the consumer against exploitative actions of business
or specific measures against sub-standard or dangerous products.

(d)

Government control business as part of her fundamental responsibilities
towards exercising her sovereign right on all activities within her jurisdiction the
business inclusive.
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(e)

Government control of business is durable because it is one of the methods by
which government raises revenue, the revenue comes in the form of registration
fee, excise duties, educational levies, taxes, and tariffs.

(f)

Government control business as a way of ensuring that the economy is not
dominated by foreigners.

Through appropriate and calculated control, government enlarge the propensity for
greater indigenous participation in economic business activities. These act of
governmental control in business activities come in various forms, of which the most
popular and widely used is through the instrumentality of law. Relevant laws or
decrees, edicts, and statutes were often used specifically to achieve a control or
regulatory objectives. For instance, the following few itemized laws and Acts among
others, are targeted towards regulating business in Nigeria, with the twin objective of
business and industrial development, and maintaining sanity among the business key
players and operators.
(i)

Registration of Business Names Act 1961, No. 1

(ii)

Trademark Act 1961, No. 29

(iii)

Factories Act Capt. 1966

(iv)

Exchange Control Acts 1961, No. 16

(v)

Nigerian Standard Organisation Acts 1971, No. 36

(vi)

Trade Union Act 1973, No 31

(vii)

Pre-shipment inspection of import Act, 1978, No. 36

(viii)

Import prohibition order in 10, 1979, etc.

(ix)

NAFDAC and SON Amendment Laws, 2011, 2012

(x)

Various Advertising Regulatory Laws, 2011/2012

Alawe (2004) also opined that the Bank of Industry was established by the Nigeria
government in October 2001, as a result of the merger of the Nigerian Industrial
Development Bank (NIDB), the Nigerian Bank for Commerce and Industry and the
National Economic Reconstruction Fund (NERFUND). Its major aim is to provide
necessary financial assistance and incentives for the establishment of large, media
and mostly small scale projects, and the expansion and diversification of existing
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industries.

It

engages

in

fund

mobilization,

project

appraisals,

financing,

implementation, and investment activities.

The Nigerian Agricultural Cooperative and Rural Development Bank (NACRDB)
established in the year 2002, is a merger of the defunct Nigerian Agricultural and
Cooperative Bank (NACB), People’s Bank of Nigeria (PBN) and the Family Economic
Advancement Programme (FEAP).

The federal government set up the Bank of Industry limited, in October 2001. It was
one of the hallmarks of the President Olusegun Obasanjo democratic government. In
merged the Nigerian Industrial Development bank (NIDB) the Nigerian Bank for
Commerce and Industry (NBCI) and the National Economic Reconstruction Fund
(NERFUND).

From 1996 till date many Community Banks now microfinance banks (CBs) were
established as self-sustaining financial institutions. They might be owned and
managed by a group of communities or a community, for the main purpose of providing
credit, deposit banking and other financial incentives to its members and the SMEs.
They involve SMEs, and rural development by providing credit deposit services, and
the increase of the live capacities of SMEs and rural people in industry and in
agriculture.

The Small and Medium Industries Equity Investment Scheme (SMIEIS) was set up on
June 19, 2001 and launched in August 2001. It is the banker’s committee initiative
which requires banks to set aside 10% of their profit before TAX, for equity investment
in small and medium scale enterprises. Its main target is in the areas of Agro-allied
business, Information Technology and Telecommunication, Manufacturing, Services,
Tourism, Leisure and Construction (Alawe, 2004). Also a 10 man Advisory Committee
comprises of the Central Bank of Nigeria as the Chairperson, three representatives of
the Banker’s Committee (i.e. Oceanic Bank, Ecobank, and the Metropolitan Bank),
three representatives of the organised private sector and three representatives of the
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Federal Government which comprises of Federal Ministry of Industry, and the office of
the secretary to the Federal Government (Lawal et al., 1998).

3.6 Challenges for SMES in Nigeria
Because of these peculiar attributes of SMEs in Nigeria. They are limited in their scope
of corporate social responsibility (CSR) because most SMEs do not wish to contribute
to CSR and they do not know the reference and implication. They do have limited
finances to make an appreciable impact in CSR in their immediate environment. Profit
realised from business is limited because of few customers, hence limited the size,
scope and dimension of CSR which is supposed to have an impact in the environment
in which they operate. The number of people employed is lower, hence it is a hindrance
on the diversity and scope of CSR in the immediate locality. The limited annual
business turnover and the limited local operations of SMEs in Nigeria, hinders the
scope of SME’s CSR where it’s operation is not much felt apart from the specific
locality where the business operates.

4.0 RESEARCH METHODOLOGY
This paper takes a literature review point of view. It evaluates the author’s previous
work on the topics of corporate social responsibility and small scale business and other
authors viewpoints, checks the current contemporary issues, before arriving at a
decision posts that corporate social responsibility is a necessity, for both small,
medium, and large scale enterprises in Nigeria. Every firm must make a contribution
to the society in appreciation for the role of the society, in contributing to an overall
growth and protection of the firms. For firms to survive, CSR is a necessity.
(a)

There is very low government assistance to SMEs in CSR.

Most

infrastructures are bad or non-existence, hindering SMEs operation, and
forcing most of the SMEs to take up the provision of infrastructures which is
beyond their scope of its operations.
(b)

The family oriented ownership structure and the limited life span of SMEs
lower their contribution to CSR in Nigeria. There is no continuity in ideas,
policy and business orientation.
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(c)

Because of limited market and customer base, SMEs are hindered in
participating in meaningful CSR operations in Nigeria. In areas where they
operate their impact is not well felt.

(d)

SMEs participate in CSR’s which has no meaningful impact in the lifestyle
of the community in which they operate in.

5.0

CONCLUSIONS AND RECOMMENDATIONS FOR SME PRACTICE IN
NIGERIA

MENDATIONS- SMEs not minding their size needs to be involved with CSR within
their locality.
1. The sphere of operations of CSR will vary from one SME to another. But each
has a benefit for the society and for the SME. CSR is an inevitable activity not
minding the criticisms, as firms owe that obligation towards satisfying the
company and societal needs, as this will have a corresponding effect on the
profitability and increment in the customer base of the SME. SMEs will now be
seen as socially responsible and contributing to the wellbeing of their local
customers.
2. CSR has not been fully operationalised by SMEs because of the peculiar
problems of their size and the limiting obstacles they face in the turbulent
Nigerian business environment. There has not been a clearly designed policy
of CSR by SMEs in Nigeria. It is a matter of moral suasion. Most SMEs do not
even engage in it. Others do so as a matter of choice. SMEs do not wish to
take-over the normal obligations of the government in the provision of social
amenities to the citizens.
3. Most SMEs feel that the multiple taxes they pay to the Government is a
sufficient reason why they must not engage in any form of CSR. Others feel
that the business obstacles they face is a sufficient reason not to participate in
CSR. Not minding the arguments for and against CSR, SMEs derive much
from the society and must give back to the society. The society contributes to
other success and well and deserves a thank you.
175

International Conference in Accounting and Business – 2021
ISBN: 978-0-620-92936-3
Finally, SMEs through CSR in Nigeria, seems to have hijacked the role of the
Government in providing the amenities for its citizenry. SMEs pay taxes both to the
federal, state and local governments and the involvement in CSR is a very
burdensome tasks that few firms can engage. SMEs should not been seen to hijacking
the specific functions of the Government, especially since the capital base of such
firms are normally smaller as compared to funds available in developed economies
where the initial capital outlay and funds are large.
SMEs not minding their size, must find one thing to contribute to the society of might
be clearing the drainage, helping in environmental sanitisation, to contribution in social
and cultural events. It might be in education or helping needy members of the society
who have health issues. The fact remain that nothing is too small or big for the society,
who appreciate all that is done for its development. CSR is a necessity and morally
right.


CSR activates by SMEs can be a collaboration activity between various sector
group of businesses within the community for its impact to be fect. This is
because of their limited finances are subject operation as small and medium
scale enterprise.



Environmental research must be camed out by the SMEs and the host
community to identify areas of interest and need that involved CSR, which might
be spanned for a period of time (Long term implementation) for the activities to
have a meaningful impact to the community in particular and society as a whole



CSR activities increased the visibility and promotion base of firms and must be
encouraged as the community sees firms as socially responsible, whose public
relations activities, contributes to the wellbeing of the society

Conclusion
Some arguments have been put forward to discourage social actions. One of such
arguments is that the primary obligation of a business organisation is to the
shareholders as recommended above. It is therefore expected to make as such profit
as possible to justify the shareholders’ investment. Any expenditure which does not
contribute directly to company profitability is therefore a misnomer.

This is the

materialistic point of view. Business is the main stay of society. It produces goods for
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the purpose of consumption, makes profit and consequently generates further wealth.
If the question is asked: “In what business are we?” The answer is not social action
but to carry out a certain business enterprise and make profits.

Another criticism is that social responsibility tends to enhance corporate image.
Consequently, most people make corporate responsibility programme solely for
corporate interest. This argument is self-defeating. Decisions taken for sole corporate
interest, as long as the decisions are effective, efficient, and necessary, will contribute
good if not in the short run, then in the long run. Whether the company gains public
and media attention or enjoys some advertisement gains is, in fact, desirable in so far
as this contributes to understanding and mutual trust between the company and the
beneficiaries of the social action.

There is an argument that some corporate social responsibility programmes in Nigeria
are politically motivated.

There is however a degree of truth in this argument.

However, in political situations of today in Nigeria, any political, or social action can
only be justified if it does not jeopardise the corporate existence of the company or
raise questions of bias against a political party or an interest organisation.

Another major criticism is that the SMEs have very limited finances which are better
utilised for productive ventures and cannot extend its finances in the provision of
amenities, which is outside its scope of operation. SMEs have limited funds and
provisions of social amenities is capital intensive. So there is a conflict of interest and
role by the SMEs.
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Abstract
Prevention of economic crime is a serious challenge to business leaders, government
officials and private individuals in South Africa. Given the important role of economic
crime prevention in a South African context, the purpose of this article was to establish
if the steps taken to prevent economic crime and sound management could minimise
the possible negative impact of fraud, corruption, and related taxation consequences
in South Africa. Primary data from web-based and manual questionnaires were used
to empirically analyse the perceptions of sentenced economic crime offenders and
role-players regarding the statement that the steps taken to prevent economic crime
and sound management could minimise the possible negative impact of fraud,
corruption, and related taxation consequences in South Africa. The final realised
sample included a total of 345 from the various populations of key role-players and a
total of 82 economic crime offenders from Gauteng-based correctional institutions.
Mann-Whitney U tests were employed to test for significant differences between the
views of role-players and economic crime offenders. The majority of both groups of
respondents were of the opinion that certain measures can be implemented to prevent
the occurrence of economic crime in South Africa, although statistically significant
differences exist in the degree of agreement. The challenge is therefore to address
economic crime by implementing measures to prevent the occurrence of economic
crime in general. The research assisted in identifying measures that can be
implemented to prevent economic crime in South Africa and to deter possible
occurrence of these crimes in general in South Africa.
Keywords: Economic crime, white-collar crime, fraud, money laundering, corruption,
prevention, detection, prosecution
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1. INTRODUCTION
Economic crime is a reality. Companies should develop a strategy to identify and
handle the risks associated with economic crime. It is important to understand what
can happen and what the likelihood of it happening is. Companies should also
determine their risk-tolerance levels and should develop a cost-effective economic
crime prevention, detection and investigative strategy.
Economic crime has become such an integral part of the work and business
environment. It will never be prevented completely, but certain definite measures might
limit the frequency and/or magnitude thereof. The objective of this study was to
determine whether sound management and steps taken to prevent economic crime
could minimise the impact of fraud, corruption, and related taxation consequences in
South Africa. In order to achieve this objective, it was necessary to determine what the
general types of economic crimes perpetrated are, for example white-collar crime,
fraud, money laundering and corruption, and how such crimes can be prevented,
detected, and handled.
This research briefly examines some of the aspects of these economic crimes, the
effect they may have on society and taxation, and the possible means of detecting,
exposing and appropriately dealing with the perpetrators of such crimes. Rezaee and
Riley (2010, p.25) contend that white-collar criminals are generally intelligent,
determined, committed to success, highly energetic, creative, good problem solvers,
and aggressive. These characteristics are similar to what is generally associated with
successful entrepreneurs and leaders in business.
Mintchik and Riley (2019, p.44) assert that white-collar fraud continues to dominate
headlines, destroy lives, and erode public confidence, despite the best efforts of
regulators and executives. Murray (2018, p.228), in turn, maintains that criminal
activity continues to flourish because it is successful in financial terms. According to
Ross (2018, p.840), the proceeds of corruption have become a major problem for
many countries, including some of the world’s largest economies. Gunasegaran,
Basirudding, Rasid and Rizal (2018, p.1024) state that corruption and financial
statement fraud are the most common types of fraud in large organisations, while
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check-tampering, skimming, payroll, and cash larceny feature more in small
organisations.
The remainder of this article is structured as follows: Section 2 provides an overview
of recent literature on economic crimes. This is followed by a section in which the
research methodology and data-analysis techniques are discussed. Section 4
provides the empirical research results, where after the limitations of the study and
implications for the prevention of economic crime in South Africa are discussed. The
study then concludes with a summary of the findings and provides directions for future
research.
2. LITERATURE REVIEW
2.1

Definitions of economic crime

For the purpose of this article, the following economic crimes will be discussed: whitecollar crime, followed by fraud, money laundering and, lastly, corruption.
White-collar crime
White-collar crime seems to include almost any financial or economic crime (Wells,
2008, p.12). Doig (2006, p.4-5) argues that white-collar crime includes fraud, because
the former is “committed through the use of some combination of fraud, deception or
collusion (and) corruption”.
The term “white-collar crime” was first used in the 1940s by Edwin Sutherland, an
influential American criminologist, in an address to the American Sociological
Association, when he stated that “a white-collar crime is a crime committed by a person
of respectability and high social status in the course of his occupation” (Geis, 2007,
p.134). Marriott (2018, p.36) contends that white-collar crime is different from other
crimes because of the type of offender (usually from a higher socio-economic level
and often well educated), the offender’s occupation (usually in a managerial of
professional capacity), and the sophistication and/or complexity of the offence. Green
(2006, p.13) argues that white-collar crime should be understood as requiring that the
offender must be:


a corporate entity or officer of such entity acting in his/her capacity as such; or
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performing a particular job or serving in a particular position at the time he/she
committed the offence.

Hanrahan (2017, p.61) states that white-collar crime is a financially motivated, nonviolent crime committed by a business or an individual acting from a position of trust
or authority. Bolonga and Lindquist (1995, p.23) maintain that white-collar crime is
primarily a criminal breach of trust, a breaking or violation of duties, obligations and
responsibilities, either by acts of commission or omission, by overt or covert action (as
in a wilful fraud, theft, or embezzlement of entrusted property), by inaction (as an
oversight and neglect of duty, by negligent performance of duty that may be
considered as imprudent or failure of judgement), or by exceeding one’s legal
authority. For this reason, Turner (2008, p.28) believes that white-collar crime is
internally directed. It is understandable then that Hussain and Manzoor (2014, p.395)
are of the opinion that white-collar crime practices within an organisation should be
controlled to ensure long-term organisational success.
Fraud
Silverstone and Sheetz (2007, p3) propose that fraud is an opportunistic infection that
“bursts forth when greed meets the possibility of deception”. It comes in many forms
and its main purpose is to gain an advantage over another party. Fraud as a concept
has various definitions because much of the attention is on the process of fraud (Doig,
2006, p.21). Wells (2007a, p.XIII) puts forth the following universal themes about fraud:


Those who commit fraud usually do so without a grand plan; instead, they make
bad decisions, one after the other.



Like water, fraud follows the path of least resistance. That is, these offences are
never more complicated than they need to be in order to accomplish the
perpetrator’s illicit goals.



Occupational fraud (those offences that occur in the workplace) follows definite
patterns.

Schaeffer (2007:181) reasons that fraud is a fact of life for organisations of all sizes.
According to Schaeffer (2007, p.181), crooks have no conscience and know no
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boundaries and will take from whomever they can. It could therefore be argued that a
fraudster may become a product of his/her fraudulent actions.
The International Standard on Auditing 240 (ISA) (2010, paragraph 11) indicates that
the term “fraud” refers to “an intentional act by one or more individuals among
management, those charged with governance, employees, or third parties, involving
the use of deception to obtain an unjust or illegal advantage”. Vona (2008, p.45), in
turn, defines fraud very comprehensively as follows:
Acts committed on the organization or by the organization or for the organization. The
acts are committed by an internal or external source and are intentional and
concealed. The acts are typically illegal or denote wrongdoing, such as in the case of
financial misstatement, policy violation, ethical lapse, or a perception issue. The acts
cause a loss of company funds, company value, or company reputation, or any
unauthorized benefit whether received personally or by others.
Rezaee and Riley (2010, p.7), Simmons (1995, p.1), Wells (2008, p.8), Coenen
(2008, p.7) and Turner (2008, p.8) believe that fraud occurs when all of the following
elements are present:


An individual or an organisation intentionally makes a false representation about
an important fact or event of a material nature.



The false or reckless representation is believed by the victim (the person or
organisation to whom the representation has been made).



The victim relies upon and acts upon the false representation.



The victim suffers loss of money and/or property as a result of relying upon and
acting upon the false representation.

Money laundering
Zelenović, Vunjak and Mirović (2015, p.347) describe money laundering as the
legalisation of the criminal capital of an acquired business or financial transactions to
disguise the real origin of the money. According to Gup (2007, p.3), money laundering
is the conversion of the monetary proceeds of criminal activity into funds with an
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apparently legal source, but without revealing the true nature, source, or ownership of
those proceeds. Thus, the illegal proceeds are disguised by introducing it into the
legitimate commercial and financial environment.
Zelenović, Vunjak and Mirović (2015, p.348) say that money laundering consists of
falsifying financial documents and the manipulation of the system of inter-banking
transactions. Money laundering, according to them, manifests in tax evasion, the
illegal trade in drugs and arms, organised gambling, prostitution, racketeering and
organised criminal channels across the world.
Section 1 of the Financial Intelligence Centre Act No. 38 of 2001 defines money
laundering or a money-laundering activity “as an activity which has or is likely to have
the effect of concealing or disguising the nature, source, location, disposition or
movement of the proceeds of unlawful activities or any interest which anyone has in
such proceeds, and includes any activity which constitutes an offence in terms of
section 64 of this Act or section 4, 5 or 6 of the Prevention of Organised Crime Act,
No. 121 of 1998”.
Corruption
Stemplewska (2018, p.16) contends that corruption is the abuse of a social position to
obtain economic benefits for oneself. Silverstone and Sheetz (2007, p.12) view
corruption as a category of occupational fraud. Mintz and Morris (2011, p.91) describe
occupational fraud as the “use of one’s occupation for personal enrichment through
the deliberate misuse or misapplication of the employing organization’s resources or
assets”. The Collins English dictionary and thesaurus (2006, p.260) explains
corruption as the act of corrupting or the state of being corrupt. Corrupt (adjective), is
explained by the same source (Collins English dictionary and thesaurus (2006, p.259)
as: open to or involving bribery or other dishonest practices. The person acting in a
corrupt way becomes morally depraved. Azim and Kluvers (2017, p.591) assert that
corruption is associated with poverty, greed, unemployment, ineffective law
enforcement, and a lack of moral standards and codes.
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Stemplewska (2018, p.16) maintains that the world of business has accepted that
corruption on a smaller scale has for long been an accepted way of doing business,
and in many countries is has become an integral part of concluding transactions. The
perpetrator of corruption uses their position of trust by exercising the powers vested in
them to commit a corrupt act for personal gain. Rubasundram and Rasiah (2019, p.59)
state that “grand corruption”, being the abuse of high-level power that often goes
unpunished because of the collaboration of politicians and businesses with the main
aim of siphoning billions of dollars in revenue from national economies, needs more
attention.

2.2

Strategies to address economic crimes

Gunasegaran et al., (2018, p.1025) hold that fraud prevention and detection can be
used to minimise fraud. However, fraud prevention is more cost-effective than fraud
detection because fraud prevention involves the primary control measures to be taken
before the fraud occurs (Gunasegaran et al., 2018, p.1025). Boyle, Boyle and
Mahoney (2018, p.3) state that fraud is perpetrated by individuals and not entities and
that the level of authority held by a perpetrator is directly correlated to the magnitude
of the fraud loss. Accordingly, Boyle et al. (2018, p.4) support the notion of those
charged with governance oversight to become educated in the area of human
behaviour.
Murray (2018, p.228) is of the opinion that the professions concerned with economic
crimes should reclaim the influence and respect that had been eroded, by establishing
a new framework for recalibrating the professional ethical model. This will ensure that
the primacy of outward-looking attitudes to knowledge is re-established at the heart of
the respective professions.
Hartley (2008, p.84) observes that globalisation has produced multinational
companies that do business on a global scale and with less resistance from
governmental rules and regulations. Pickhardt and Shinnick (2008, p.82), in turn, think
that democratic national governments tend to be subject to strong pressure from
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vested interests within their own territories and that many of their decisions work
against the interests of society as a whole.
Coenen (2008, p.124), Wells (2008, pp.399-402), Hartley (2008, pp.68-69), Levi
(2008, pp.318-322), Tamas, Petrascu and Toalder (2018, pp.19-33), Solaiman (2018,
pp.283-284) and Badwani and AlQudah (2019, p.181) propose that companies,
employers, or government departments implement the following deterrence measures
to deal with economic crimes:


There should be proper internal controls to deter potential fraudsters from
committing economic crimes.



There should be the perception that crimes will be detected – employees who
perceive that they will be caught if they engage in economic crimes are less likely
to commit them.



Companies and government departments should bring occupational fraud and
abuse out of the closet and deal with the issue in an open forum.



Employee

education

programmes

should

be

presented,

outlining

the

consequences of economic crimes and the effects thereof on job security,
benefits, morale, profits, and one’s integrity.


Proactive fraud policies should be in place, which will put the management of fraud
in the scopes of management, auditors, and fraud examiners.



Analytical review procedures of the organisation’s financial statements should be
increased.



Surprise audits, where feasible, may be a very powerful deterrent to occupational
fraud and abuse.



Adequate reporting programmes should exist in which the whistle-blower will be
protected, because the chance of the whistle-blower being victimised once an
economic crime has been reported, is a reality.
191

International Conference in Accounting and Business – 2021
ISBN: 978-0-620-92936-3


Public education and awareness programmes should be presented to educate and
inform the public about the various forms of economic crimes and the
consequences of either getting involved in them or keeping silent about the
existence thereof. The public must see for themselves that fraudsters are being
prosecuted and convicted.



Public naming and shaming of economic crime offenders should take place,
irrespective of their status or stance in society.



Sentenced economic crime offenders should be excluded from conducting
business with any government department.



Fraud and anti-corruption hotlines should be created/implemented to provide an
anonymous channel for people to report economic crimes. Tip-offs are still the
best way of identifying economic crimes.



Continued taxpayer education should take place and efforts should be made to
bring about a change in taxpayers’ attitudes towards tax authorities.



Improved service delivery and effective enforcement in the event of noncompliance may contribute towards better tax compliance in general.



The media (printed and electronic) should remain the watchdog of the modern
society.



Anti-corruption policies should be implemented to fight corruption on both political
and economic levels.



Values must be established within a family. Once established, such values could
be transferred to the next generation.

More laws and regulations will not necessarily reduce the current levels of economic
crime in South Africa. Coenen (2008, p.141) points out that financial crimes are treated
as a very low priority by most law enforcement agencies. Coenen (2008, p.198) also
believes that regulation is not really the answer to curbing fraud, as dishonest people
will commit fraud or other crimes if they can get away with it, regardless of laws. The
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focus should be on the more effective application of existing laws and regulations. The
implementation of sound principles, such as corporate ethics, and the promotion of
moral conduct could contribute towards a business environment in which economic
crime will be labelled as the enemy of sound business practices.
Economic crime cannot be stopped completely, but it can be handled by implementing
certain measures or controls to manage the possible impact it may have on
companies, businesses or even governments. There is the notion that if one sees
others punished for a transgression, one would be less likely to commit the same
transgression. According to Wells (2007b, p.14), the average sentence for fraud is 16
months in the United Kingdom and 23 months in Australia. Thus, a jail sentence may
not be a serious consideration in the mind of a potential offender. Wells (2007b, p.14)
believes that there is a more effective and equitable way to punish company
executives involved in white-collar crime. Wells (2007b, p.14) suggests the following
punishment as a strategy to address economic crimes:


Corporate executives should be stripped of all their assets, which could be used to
compensate for victims’ losses.



High-level managers should serve a modest stretch in prison to demonstrate that
they are not above the law.



Managers and corporate executives should return to the workforce, but with a twist
– transgressors should not be permitted to keep their earnings; any excess funds
over the minimum wage should go towards restitution.

The Prevention and Combating of Corrupt Activities Act No. 12 of 2004 was introduced
specifically to address corruption in South Africa. This Act also makes provision for
extraterritorial jurisdiction. If, for example, a South African entity pays a bribe in a
foreign country, that entity can be prosecuted in South Africa notwithstanding the fact
that the corrupt activity took place in a foreign country. This Act also makes provision
for blacklisting individuals or entities that have been convicted of corrupt activities.
Those individuals and entities will be barred from doing business with government.
The South African legislator introduced two new laws into its statutory framework to
combat money laundering and to suppress the financing of terrorism, namely the
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Financial Intelligence Centre Act No. 38 of 2001 and the Prevention of Organised
Crime Act No. 121 of 1998. This legislation has brought South Africa in line with
international standards and empowered law enforcement agencies to combat
organised crime more effectively.
In order to curb corruption and promote transparency, The Protected Disclosures Act
No. 26 of 2000 was promulgated (informally known as “The Whistle-blowers Act”). This
law makes provision for procedures to enable and assist employees to be protected
when they make disclosures of the unlawful or irregular conduct of their employers or
fellow employees, without the fear of victimisation or reprisals. Any disclosure made
should, however, be true and made in good faith. To promote whistle-blowing, the
Protected Disclosures Act offers the potential whistle-blower protection from possible
retaliation or occupational detriment (for example, being subject to disciplinary action).
Protection can only be given if the whistle-blower acts in accordance with the
procedures provided for in the Protected Disclosures Act.
Winter (2008, p.100) states that while offenders are imprisoned, they often have the
opportunity to further their education and that this may offer inmates a distraction from
an otherwise monotonous prison lifestyle. The author further contends that a lengthy
prison sentence may create a more pronounced social stigma that will negatively affect
the inmate’s post-release opportunities. Winter (2008, p.101) observes that lengthy
prison sentences may act as a deterrent for those wishing to avoid such severe
punishment, but that it may increase crime on the part of released inmates, who find
that they have few legitimate alternatives, because they have been in prison for so
long. According to Winter (2008, p.102), vocational training and the prospect of stable
employment are undoubtedly the keys to successful rehabilitation and the prevention
of reoffending.
Winter (2008, p.108) says that resources could be devoted to social programmes,
especially aimed at the young, to discourage future criminal behaviour. Whereas
increased incarceration tends to have benefits that are seen fairly quickly, improved
social programmes tend to have current costs, but benefits that accrue far in the future.
Winter (2008, p.114) is also of the opinion that criminals are more responsive to
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changes in the certainty of punishment (especially through the probability of
apprehension), than to changes in the severity of punishment.
Van Zyl (2001, p.240) and Rezaee (2007, p.58; p.446; p.503) propose the following
tips and tools from a corporate governance perspective to promote ethical behaviour
and use as measures to address economic crimes:


Ethical conduct regarding the use of office supplies and equipment and ethical
conduct towards others in business, employers, employees, and customers should
be promoted.



Employees should display a sense of responsibility.



The employer will need to set an example that can be followed by employees.



Employees should have the freedom to raise concerns without fear of retaliation.



Managers should model ethical behaviour and emphasise the importance of
integrity.



Leadership should understand the pressure points that drive unethical behaviour.



Processes should be in place to find and fix pressure points for unethical
behaviour.



Companies need to have ethics and business programmes to address issues such
as the diversity of personnel, the expectations of the public and their stakeholders
and the legal, professional, and regulatory environment.



Ethics and business conduct programmes should be incorporated into corporate
governance.

2.3 Theoretical and conceptual framework
Leshem and Trafford (2007, p.8) contend that a conceptual framework fulfils an
integrating function between theories that offer explanations of the issues under
investigation. Economic crime occurs within the current financial and legislative
systems in place in South Africa. Legislation and control measures may not be enough
to stem the tide of economic crime. More laws may also not impact favourably on the
prevention of economic crime. Current legislation should be used more effectively, and
high-profile people involved in economic crime should not get preferential treatment
because of their high public profile or political connections.
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3. RESEARCH METHODOLOGY
The purpose of this article was to establish if the steps taken to prevent economic
crime on the one hand, and sound management on the other hand, could minimise
the possible negative impact of fraud, corruption, and related taxation consequences
in South Africa. This section provides an overview of the data, data-collection methods
and statistical analysis employed to achieve this.
3.1 Data and data- collection methods
This is a descriptive study in which questionnaires were used to test the perceptions
of sentenced economic crime offenders and role-players in the auditing/legal/banking
etc. professions regarding the statement that sound management and steps to prevent
economic crime may minimise or reduce the possible negative impact of fraud,
corruption, and related taxation consequences in South Africa. In order to design the
questionnaires, ten interviews were conducted with various role-players and
community leaders involved in the prevention, detection, and prosecution of these
offenses. The information gathered during these interviews laid the foundation for
compiling the questionnaires used in the study and provided a broad perspective on
whether sound management and steps taken to prevent economic crime could
minimise the possible negative impact of fraud, corruption, and related taxation
consequences in South Africa.
3.2 Sampling framework for role-players
Maxfield and Babbie (2008, p.261) argue that a web-based questionnaire has the
benefit that responses are automatically recorded in computer files, saving both time
and money. However, they are also concerned about whether a web-based
questionnaire could be representative of a population (Maxfield and Babbie, 2008). To
overcome this perceived problem, the researcher invited role-players from the
following target populations in an attempt to make the sample as representative as
possible:


members of the auditing and accounting profession



members of the legal profession, including attorneys/lawyers
196

International Conference in Accounting and Business – 2021
ISBN: 978-0-620-92936-3


fraud examiners



internal auditors



the South African Revenue Service (SARS)



the South African Banking Risk Information Centre (SABRIC)



the public prosecutor



the crime prevention and detection unit of the South African Police Service

The following professional bodies are recognised for their co-operation by requesting
their members to participate in this research project: the South African Institute of
Chartered Accountants (SAICA), the South African Institute of Tax Practitioners (the
SAIT) and the Association of Certified Fraud Examiners of the South Africa Chapter
(ACFE SA).
3.2.1 Questionnaire addressed to role-players
A web-based questionnaire comprising 66 questions was directed at role-players
involved in the prevention, detection and prosecution of fraud, corruption, and related
taxation transgressions in South Africa. For the purposes of this study, only the
questions relating to sound management and steps to prevent economic crime that
may minimise or reduce the possible negative impact of fraud, corruption, and related
taxation consequences, were selected from the questionnaire.
The respondents were asked to access the questionnaire via the provided link and
complete the questionnaire electronically. They were requested to rank each
statement from 1 (strongly agree) to 7 (strongly disagree) with regard to the influence
they believe it has or may have on fraud, corruption, or related taxation consequences.
A cover letter to the questionnaire reassured the respondents that their answers and
responses to the questions would be treated as strictly confidential.
A total of 670 role-players were invited to participate in the research project by way of
this web-based questionnaire. Considering that the size of the greater population of
role-players is unknown, the researcher deemed this sufficient. The final realised
sample included a total of 345 usable questionnaires from the various populations of
role-players, representing a 52% response rate. All 345 questionnaires were
statistically analysed.
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3.2.2 Demographic profile of role-players
Some of the relevant demographic information of the 345 participating role-players is
reflected in Table 1. Mainly male respondents (67%) completed the questionnaire and
the majority of the respondents were between 30 and 49 years old (63%).
Approximately 52% of the role-players were from Gauteng, followed by 13% from the
Western Cape.
Table 1: Demographic information of role-players
Number of role-players

Percentage

345

100.00%

Male

229

66.38%

Female

116

33.62%

Younger than 20 years

0

0.00%

20 to 29 years

33

9.57%

30 to 39 years

108

31.30%

40 to 49 years

109

31.59%

50 to 59 years

68

19.71%

Older than 60 years

27

7.83%

Number of role-players

Percentage

Eastern Cape

13

3.77%

Free State

20

5.80%

Gauteng

178

51.59%

KwaZulu-Natal

40

11.59%

Limpopo

9

2.61%

Mpumalanga

14

4.06%

Northern Cape

1

0.29%

North West

13

3.77%

Western Cape

45

13.04%

Multiple provinces

12

3.48%

Total
SEX

AGE

PROVINCE

Source: Author’s calculations
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3.3 Sampling framework for economic crime offenders
Authorisation to conduct the survey was obtained from the Department of Correctional
Services (DCS), to involve economic crime offenders jailed for their offences. It would
not have been possible to interview all the sentenced economic crime offenders in
South Africa due to time and resource constraints, as such a process would have
involved obtaining extensive permission from the DCS and visiting all prisons in the
country. From its databases, the DCS identified economic crime offenders at the
various Gauteng-based correctional institutions as possible participants and
arrangements were made with the relevant DCS area commissioner before the date
of the actual visit to a specific prison. On arrival at the prison on the pre-arranged date,
the identified economic crime offenders were gathered to participate in the survey. It
is important to note that the identified offenders were under no obligation to participate.
They were reassured, before completing the questionnaire, that their responses to the
questions would be treated as strictly confidential.
3.3.1 Questionnaire addressed to economic crime offenders
A scaled-down version of the questionnaire directed at the role-players was provided
in pre-printed format to economic crime offenders jailed for their offences related to
fraud, corruption, and taxation in general. For the purpose of this study, only the
questions relating to sound management and the steps to prevent economic crime
that may minimise or reduce the possible negative impact of fraud, corruption, and
related taxation consequences, were selected from the questionnaire.
In total, 82 offenders participated, which is considered as a convenience sample of
sentenced economic crime offenders in Gauteng. Taking into account the unique
circumstances, the focus of the study and the willingness of the identified economic
crime offenders to participate, the sample was regarded as sufficient for the purpose
of this study. At the time they completed the questionnaire, all of the offenders had
served a period of their respective official sentences.
The questionnaire (comprising 38 printed questions) was manually provided to each
participating offender for completion. Once an offender had completed a
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questionnaire, the researcher, in the presence of the offender, reviewed the
questionnaire to determine that all the questions had been answered.
3.3.2 Demographic profile of economic crime offenders
The relevant demographic information of the participating economic crime offenders
is displayed in Table 2. Male participants (77%), mainly between the ages of 20 and
39 years (67%), dominated the sample. As the sample was taken from Gauteng-based
prisons, it could be expected that the majority of participants were active or resided in
Gauteng (78%), with the other provinces represented to a lesser extent.
Table 2: Demographic information on economic crime offenders
Number of offenders

Percentage

82

100.00%

Male

63

76.83%

Female

19

23.17%

Younger than 20 years

4

4.88%

20 to 29 years

25

30.49%

30 to 39 years

30

36.59%

40 to 49 years

15

18.29%

50 to 59 years

5

6.10%

Older than 60 years

3

3.66%

Eastern Cape

3

3.66%

Free State

0

0.00%

Gauteng

64

78.05%

KwaZulu-Natal

3

3.66%

Limpopo

4

4.88%

Mpumalanga

5

6.10%

Northern Cape

0

0.00%

North West

1

1.22%

Western Cape

0

0.00%

Multiple provinces

2

2.44%

TOTAL
SEX

AGE

PROVINCE

Source: Author’s calculations
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3.4 Statistical methods applied to the research
The results obtained from both sets of questionnaires were statistically captured and
processed in SPSS. Cronbach alpha tests were conducted to test for internal
consistency and reliability of the data and, therefore, the associations between the
questions in the questionnaire pertaining to the concept of sound management and
steps taken to prevent the possible negative impact of fraud, corruption, and related
taxation consequences in South Africa. The score is expressed as a number between
0 and 1, where the score will be 0 if the items are not related and 1 when they are all
exactly the same. A score of 0.70 or greater is generally regarded as an indication of
a satisfactory level of association (Tavakol and Dennick, 2011, p.54).
4. EMPIRICAL RESULTS
The empirical results obtained from the questionnaires addressed to the role-players
and economic crime offenders, as well as a statistical comparison between the views
of each of these target groups, are presented in the following sections.
4.1 Presentation of data
4.1.1 Role-players in the prevention, detection, and prosecution of economic
crime offences
The respondents were requested to rank twelve statements on whether sound
management and steps to prevent economic crime would minimise or reduce the
possible negative impact of fraud, corruption, and related taxation offences. A Likert
scale was used, where respondents had three levels of agreement and three levels of
disagreement and an uncertain option as well. For reporting purposes, the three levels
of agreement and the three levels of disagreement were grouped together as “Agree”
or “Disagree”. The responses are set out in Table 3. The reliability of the data collected
was reflected in a Cronbach’s alpha score of 0.934. A score of 0.70 or more is
acceptable (Tavakol and Dennick, 2011, p.54).
Table 3: Sound management and steps to prevent economic crime will minimise
or reduce the possible negative impact of fraud, corruption and related taxation
consequences
Statement

Agree
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1. The implementation of a code of conduct, ethical
rules, company policies and procedures will counter
the incidences of possible fraud, corruption or tax

82.90%

2.30%

14.80%

90.10%

2.00%

7.90%

99.10%

0.90%

0.00%

98.60%

1.20%

0.0%

97.70%

1.70%

0.60%

(d) Illegal actions

98.60%

0.60%

0.80%

(e) Compliance with laws

99.70%

0.30%

0.00%

97.70%

1.20%

1.10%

(g) Protection of the whistle blower

98.60%

0.90%

0.50%

(h) Related party transactions

97.70%

2.30%

0.00%

(i) Confidentiality of company information

98.80%

0.90%

0.30%

(j) Conflict of interest and company opportunities

98.80%

0.90%

0.30%

(k) Sales and procurement practices

98.00%

1.70%

0.30%

(l) All employees signing an ethical business conduct

96.50%

1.40%

2.10%

99.40%

0.60%

0.00%

99.70%

0.30%

0.00%

99.40%

0.30%

0.,30%

99.10%

0.60%

0.30%

evasion.
2. The implementation of proper personnel training
will counter the incidences of possible fraud,
corruption or tax evasion.

3. A company’s code of conduct should deal with the following:
(a) Protection of company assets, including
intellectual property
(b) The use of company assets
(c) Fair

dealings

guidelines

and

examples

thereof

(f) Reporting requirements and protocol, for
example a whistle-blower hotline

form
4. An entity should create a working environment that
promotes and encourages ethical behaviour.
5. An entity should implement measures to prevent,
deter, and/or detect fraud in each of its identified
fraud-risk areas.
6. A company should have established procedures for
the confidential, anonymous submission of concerns
by employees about possible fraudulent activities.
7. A company should have a clearly stated, anti-fraud
policy in which it articulates each employee’s
responsibility.
8. Fraud risks should be reassessed periodically,
especially when new processes and procedures are
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instituted, when new employees are appointed or
when employees are promoted.

99.10%

0.60%

0.30%

98.60%

0.30%

1.10%

9. Company employees should receive appropriate
training in identifying inappropriate behaviour and
inappropriate conduct.

10. A company should have standardised procedures for responding to allegations or suspicions
of fraud, corruption or tax evasion, including the following:
(a) Communication strategies directed internally
and externally

98.30%

1.20%

0.50%

(b) Co-ordination with legal counsel

97.70%

1.40%

0.90%

(c) Public relations and crisis management

95.90%

2.00%

2.10%

99.70%

0.30%

0.00%

97.70%

0.30%

2.00%

11. A company should have policies/procedures in
place to ensure that all allegations of fraud/corruption
or violations of the code of conduct are evaluated,
investigated and documented, with a view to
adequate disclosure or reporting.
12. A company should, upon identification of fraud,
corruption or any other legal violations, provide
additional training to employees to reinforce values,
codes of ethics and expectations.

Data analysis and interpretation
It is significant that almost all the respondents were of the opinion that sound
management and steps to prevent economic crime would minimise or reduce the
possible negative impact of fraud, corruption, and related taxation consequences. This
may include a code of conduct, ethical rules, company policies, personnel training,
and a working environment that promotes ethical behaviour, anti-fraud policies, and
procedures to appropriately handle allegations or suspicions of possible economic
crimes (Coenen, 2008, p.187).
The four main aspects that a company’s code of conduct should deal with were ranked
by the respondents to be compliance with laws (99.70% – question 3(e)), the
protection of company assets, including intellectual property (99.10% – question 3(a))
and confidentiality of company information and conflict of interest and company
opportunities (98.80 % – questions 3(i) and 3(j)).
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The majority of the role-players also agreed with the statement that the implementation
of a code of conduct, ethical rules, company policies and procedures will counter the
possible incidences of fraud, corruption or tax evasion (82.90% – question 1), as would
the implementation of proper personnel training (90.10% – question 2). They felt that
a working environment that promotes ethical behaviour should be created (99.40% –
question 4), that measures should be implemented to prevent, deter and/or detect
fraud (99.70% – question 5), that established procedures should be in place to report
possible fraudulent activities (99.40% – question 6), that the company should have a
clearly stated anti-fraud policy (99.10% – question 7), that fraud risks should be
reassessed periodically (99.10% – question 8), that company employees should
receive appropriate training in identifying inappropriate behaviour and inappropriate
conduct (98.60% – question 9), that a company should have standardised procedures
in place for responding to allegations or suspicions on fraud, corruption or tax evasion
(97.30% – question 10), that a company should have policies or procedures in place
to ensure that all allegations of fraud, corruption or violations of the company’s code
of conduct are evaluated, investigated and documented (99.70% – question 11) and
that additional training should be provided to employees upon the identification of
fraud, corruption or any legal violations, to reinforce values, codes of ethics and
expectations (97.70% – question 12).

Bishop and Hydoski (2009, p.101) observe that monitoring will help to determine if an
organisation’s anti-fraud procedures are working or may need some improvement. The
monitoring process enables an organisation to assess the operating effectiveness of
controls, to identify problems and to report any deficiencies. Fleming and
Zyglidopoulos (2009, p.126) say that if corruption escalates without control, it “appears
to cross a kind of ‘corruption threshold’, after which corruption becomes an
organization-level phenomenon”.
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4.1.2

Economic crime offenders

Economic crime offenders were requested to rank five statements on whether sound
management and steps to prevent economic crime would reduce the possible negative
impact of fraud, corruption and related taxation consequences. Their responses are
set out in Table 4. A Likert scale was used, where respondents had three levels of
agreement and three levels of disagreement and an uncertain option as well. For
reporting purposes, the three levels of agreement and the three levels of disagreement
were grouped together as “Agree” or “Disagree”. The reliability of the data collected
was reflected in a Cronbach’s alpha score of 0.786. A score of 0.70 or more is
acceptable. (Tavakol and Dennick, 2011, p.54).
Table 4: Sound management and steps to prevent economic crime will minimise
or reduce the possible negative impact of fraud, corruption, and related taxation
consequences
Statement

Agree

Uncertain

Disagree

65.90%

7.30%

26.80%

84.10%

6.10%

9.80%

86.60%

4.90%

8.50%

89.00%

4.90%

6.10%

87.80%

4.90%

7.30%

The implementation of a code of conduct, ethical
rules, company policies and procedures will counter
the incidences of possible fraud, corruption or tax
evasion.
An entity should create a working environment that
promotes and encourages ethical behaviour.
An entity should implement measures to prevent,
deter, and/or detect fraud in each of its identified
fraud-risk areas.
Company employees should receive appropriate
training in identifying inappropriate behaviour and
inappropriate conduct.
A company should have policies/procedures in place
to ensure that all allegations of fraud/corruption or
violations of the code of conduct are evaluated,
investigated and documented, with a view to
adequate disclosure or reporting.

Data analysis and interpretation
The majority of the offenders agreed that the implementation of a code of conduct,
ethical rules, company policies and procedures will counter the incidences of possible
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fraud, corruption or tax evasion (65.90% – question 1), that a working environment
should be created to promote ethical behaviour (84.10% – question 2), that measures
should be implemented to prevent, deter and/or detect fraud (86.60% – question 3),
that company employees should receive appropriate training in identifying
inappropriate behaviour and inappropriate conduct (89% – question 4) and that a
company should have policies/procedures in place to ensure that all allegations of
fraud/corruption or violations of the company’s code of conduct are evaluated,
investigated and documented (87.80% – question 5). However, it should be noted that
26.80% of the economic crime offenders were of the opinion that the implementation
of a code of conduct, ethical rules, company policies and procedures may not be
effective in countering the possible incidence of fraud, corruption, or tax evasion.

It is significant that the majority of the offenders were of the opinion that prevention or
management would minimise or reduce the possible negative impact of fraud,
corruption, or related taxation consequences. Having experienced the monetary
rewards of an economic crime and the associated risks, this view of the majority of the
offenders was notable. Considering that they had exploited the weaknesses in
particular systems, their views may be regarded as valuable advice.
5. DISCUSSION OF THE RESEARCH RESULTS
The main objective of this study was to establish if sound management and steps
taken to prevent economic crime could minimise the possible negative impact of fraud,
corruption, and related taxation consequences in South Africa. This section provides
a discussion of the research results obtained from the questionnaires addressed to
role-players and economic crime offenders. Both groups of respondents had to
respond to the same five questions and a comparison between these responses is
given in Table 5.
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Table 5: Sound management and steps to prevent economic crime will minimise
or reduce the possible negative impact of fraud, corruption, and related taxation
consequences
Statement

Agree

Agree

Role-players

Economic
crime
offenders

The implementation of a code of conduct, ethical rules,
company

policies

and

procedures

will

counter

the

incidences of possible fraud, corruption, or tax evasion.

82.90%

65.90%

99.40%

84.10%

99.70%

86.60%

98.60%

89.00%

99.70%

87.80%

An entity should create a working environment that
promotes and encourages ethical behaviour.
An entity should implement measures to prevent, deter,
and/or detect fraud in each of its identified fraud risk areas.
Company employees should receive appropriate training in
identifying

inappropriate

behaviour

and

inappropriate

conduct.
A company should have policies/procedures in place to
ensure that all allegations of fraud/corruption or violations of
the code of conduct are evaluated, investigated, and
documented with a view to adequate disclosure or reporting.

The majority of both the role-players and economic crime offenders were in agreement
with the statement that sound management and steps to prevent economic crime
would indeed minimise or reduce the possible negative impact of fraud, corruption,
and related taxation consequences. One could have expected that the role-players
involved in the prevention, detection and addressing of economic crime offences
would have responded in the way that they did. It is however, significant that the
majority of the sentenced economic crime offenders that participated in this research
project reacted in the affirmative to the broad statement. Their responses can therefore
be interpreted as an indication of the failure of existing systems and procedures to
prevent the occurrence of economic crimes. They had managed to circumvent control
and other measures in order to perpetrate their economic crime offences, for which
they have paid dearly by way of a prison sentence.
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6. SUMMARY AND CONCLUSION
From the literature reviewed and consulted, it is evident that the mentioned economic
crimes are challenges for the public and private sectors (Doig, 2006, p.53). There are
various measures to help prevent or deter economic crimes, including internal control
measures, physical control measures, audit procedures, risk-assessment procedures,
customer/client measures, the training of employees, financial control measures,
reporting procedures, ethics, documentation procedures, communication measures
and technology and computer controls. Economic crimes should be prevented or
deterred as they have a negative impact on the economy at large, as well as on the
tax revenue of government.
There could be many reasons why people perpetrate economic crimes. Greed is
observed to be part of human nature and the temptation and opportunity to commit an
economic crime may be overwhelming (Coenen, 2008, p.191). However, greed may
not be the only reason why people perpetrate economic crimes. In the literature, the
following main reasons were identified as possible drivers for perpetrating economic
crimes in general (Du Plessis, 1997, p.12; Wells, 2001, p.2; Summerford and Taylor,
2003, p.33):


economic/financial gain



need or greed



personal revenge or grudge



thrill-seeking



everyone else is doing it



addiction



the expectation of not being caught

The literature consulted confirmed that economic crimes such as fraud, corruption and
money laundering might have an impact on taxation, especially direct taxation such as
income tax (Pickhardt and Shinnick, 2008, p.80). Money laundering is also directly
linked to tax evasion because of the illegal nature of the income (Gup, 2007, p.3).
Money launderers may refrain from declaring their illegal income for tax purposes, in
fear of their illegal activities being detected and reported to prosecuting authorities.
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Reporting economic crime is also perceived to be fruitless and whistle-blowers fear
victimisation, should they report economic crime (Van Vuuren, 2004, p.15). Economic
crime may affect revenue collections by the tax authorities in the case of poor tax
administration and corruption in tax administration (Rose-Ackerman, 2006, p.487).
Direct taxes (such as income tax, for example) may also suffer more because of
corruption than indirect taxes (such as Value-Added Tax) (Lambsdorff, 2007, p.95).
Economic crime needs to be dealt with from a legal perspective and the current laws
in place to combat these crimes should be enforced more rigorously. Yet, that would
be only part of the process to combat the mentioned crimes. The promotion and
implementation of ethics programmes by the public and private sectors may contribute
towards combating fraud and corruption. By promoting ethics in the public and private
sectors and condemning the crimes of fraud and corruption, the battle against these
crimes may start to deliver tangible results. From the sources consulted, it is obvious
that ethics are essential to prevent the occurrence of economic crime. The promotion
and implementation of sound management and steps to prevent economic crime will
have a positive effect on the occurrence of economic crime. Economic crime has
managed to infiltrate virtually all spheres of life and seems to have become part of the
daily lives of people in the public and private sectors. By addressing the moral
orientation of people and promoting ethical conduct in all spheres of life, the negative
impact of economic crime can be addressed.
It is suggested that future research should be conducted on the impact of education
and ethical orientation on economic crime in general, to determine if these could have
a positive impact on the prevention of economic crime.
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Abstract
Internationalization of universities could enrich the quality of academic life, only if it is
practiced in a way that looks beyond the immediate return of investments, seeing the
potential of self-enrichment, esteem, and actualization it would fetch. In this conceptual
paper the authors maintain that globalization should not be allowed to dictate the
objectives or directions of the internationalization of higher education and that
university leaderships should take a more active role in these matters by orchestrating
concerted actions of their key constituents. Therefore’ it is time our universities begin
to think in terms of the spirit of universalism based on which they were originally
founded when they act on their internationalization efforts. Globalization need not
replace the inner drive for growth and enlightenment that universities intrinsically have.
The authors observed that if there is a common thread in all the varied studies on this
topic, it is that internationalization should not be a kneejerk reaction to globalization
and that globalization is not a planned or goal driven process where as
internationalization is (or should be).
Keywords: Internationalisation, globalisation, universities, structural transformation,
higher education
1. INTRODUCTION
The outlines of higher education have changed radically, primarily as a result of
pressures from the knowledge-based economy, innovations in information technology,
and globalization (George, Adams, and Hopkins, 2019; Nair and George, 2016). For
survival, relevance, and success, universities around the world have begun to explore
creative ways of engagement with the new world order (George, 2002; Brewer, 2010).
One central way by which this exploration has taken place is by means of developing
international inter-institutional partnerships. In addition to creating opportunities for
access, new knowledge creation, and curriculum enhancement, such partnerships
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often resulted in significant commercial advantage for the partnering institutions (Beck,
2012).
Over the last quarter century and more, educational export activities have diversified
beyond traditional franchising and joint ventures (Rudzki, 1995); concurrently,
internationalization of higher education as a process has moved from the margins to
the core (Collins and Davidson, 2002). Globalization presented both opportunities and
threats. Universities realized that they could lose students from their traditional
geographical catchment areas but also could get students from the other side of the
world. This was the primary driver for most Western universities to jump into the
bandwagon of internationalization. And these universities began to engage with their
markets just as business enterprises would do.
More recently, disillusionment with this came in the form of increasing calls for
universities to see internationalization as a means of self-realization rather than as a
financial means of existence (Seeber, Cattaneo, Huisman, and Paleari, 2016). This
call coincided with various other discontents with globalization (Chomsky, 2017). This
conceptual paper provides broad practical implications for scholars, university
administrators and public instances to explore the directions of the internationalization
of higher education and what the university leadership should consider to be more
active in these matters. Furthermore, the aims of the paper are to:


To explore the new challenges for universities in the context of globalization
with a special focus in western countries and China.



To analyze the current standards used in internationalization of the universities
and present new prospects.



To compare the financial and cross-cultural benefits of internationalization of
universities that results from partnerships with the long term benefits
orientation.

2. BACKGROUND
Internationalization of higher education took different shades in the Western world
(Hudson, 2016). Overseas campus operations and incoming international students
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became the most important revenue stream for several universities. Even locally
focused small-scale colleges have made it a point to introduce in their courses and
degree offerings elements of the international context (Djan and George, 2016;
Hudzik, 2014). Likewise, faculty members began to increasingly attend global events,
network internationally, and make their presence felt by means of publications in
international journals. Most US universities historically have had an international
student services division which also coordinated visiting scholar programs and study
abroad programs for the students. Also included in the relationships were the export
and import of textbooks and other learning materials between the partner institutions.
Campuses have begun to be branded as cross-culturally sensitive spaces, with
physical evidences of these coming in the form of architectural designs brought in from
abroad.
However, with the ultra-proliferation of partnerships over the last few years, the
benefits from traditional modes of partnership have spread thin (Wright, 2009). Also,
there is a heightened awareness that partnerships have to grow in scope and
complexity and that mere volume in terms of student numbers or short-term revenue
is not enough (Yang, 2018). In marketing theory, profit is often conceived as a
byproduct of good practices. Higher education leaders, although of late, too, began to
see investments in international relations this same way. Among many downsides of
marketing orientation in higher education, this was an exceptionally rare ray of hope.
In fact, several top tier universities in the Western world now see partnerships as a
way to improve their cross-cultural adaptiveness and transnational agility – rather than
as a quick revenue stream (Aktas, Pitts, Richards, and Silova, 2017). The focus away
from treating international operations as a ‘cash cow’ actually increased faculty
support for it. In countries like the United States and Canada, where a considerable
percentage of faculty members in the university systems are of foreign origin, this was
even more evident. Interestingly, universities in developing and underdeveloped
countries have always had this lofty perspective when they ventured into global
partnerships (Cattaneo, Meoli, and Paleari, 2016). They were always losers in the
immediate financial calculations, but they absorbed those losses happily, for the longer
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term greater good that it afforded to their students and their own institutional reputation
(Metzgar, 2016).

3. INTERNATIONALIZATION AS A HASTY RESPONSE TO GLOBALIZATION
Mainstream scholarly support for internationalization came in the form of the argument
that it would significantly enhance institutional agility and competitive advantage for
the participating universities (Mahani and Molki, 2011; Shima and George, 2014).
Backed by this scholarly idea, generally speaking, education institutions have grown
entrepreneurial beyond their traditional business operations, in seeking overseas
linkages (Van der Wende, 2007).
Yet, some scholars began to ask questions like these: is internationalization driven by
the need to positioning a university’s knowledge in a global framework and linkages
or is it merely an excuse to increase revenues by means of recruiting more students?
Highlighting exigency and trends, are the university administrators taking over
academic decision making away from faculty and placing the existence of universities
at the whims of global forces? The present author would argue that universities should
not be internationalizing their campuses and curricula in a hasty and imprudent
manner, just because globalization implies so (George, 2017).
Authors like Altbach (1998), de Witt (2002), Huse´n (1990), Weick (1976), and
Stromquist (2007) have raised these questions in the past. While these are not really
current papers, they still provide some key foundational thoughts on how
internationalization of higher education should (not) be. In fact, these are ideas that
were once cherished by even some of the world’s most ancient universities – when
they embraced internationalization in their own times. Huse´n (1990) identifies a
radical shift in thinking since World War 2, that education is no longer a provincial,
state, or national concern. De Witt (2002) curiously relates the need for higher
education internationalization in the US with the very ideas of what the United States
should aspire itself to be, as a country of migrants and as a geographical cluster of
free-flowing ideas.
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There is no choice but to engage internationally; the only choice is to be a passive
recipient of its impacts or to become an active player impacting its directions (Patel,
2017). Globalization does imply internationalization of higher education, although
institutions of learning should exude the leadership necessary for crafting strategies
appropriate for them (Kraska, Bourn, and Blum, 2018). An oarsman may not be able
to steer his boat against high tides but if he chooses to leave it entirely to the tides to
take him to wherever, he is more than likely get wrecked and dead. Global forces might
dispose what the universities propose but it is still better to give a fight on principles
and lose than face a dishonorable exit from the game. When it comes to
internationalization strategies, it is imperative to recognize the value of not just doing
things but also of doing them in a certain manner and also their time-boundedness.
So, where do we seek guidance in this regard? Weick (1976) cautioned against
applying generalized perspectives of organizational internationalization in business
enterprises to higher education. This is because universities are very loosely coupled
systems with high degrees of intra-institutional autonomy, unlike typical business
enterprises. The metaphor of octopus captures the university system – a convenient
configuration of decentralized and autonomous subsystems. For organizations like
universities, concerted outward facing behavior does not necessarily need internal
consensus within the university system (George, Adams, and Hopkins, 2019).
Leadership should rather aim to orchestrate a harmony among the diverse viewpoints
and concerns of the sub-systems (Almeyda-Ibáñez and George, 2018). The present
author has observed international programs becoming utter failures when university
administrations bulldozed consensus rather than concerted actions like in an
orchestra.

4. THE SPECIAL CASE OF CHINA IN ITS RELATIONSHIP WITH WESTERN
EDUCATION
For the last few decades, China has been at the forefront of sending students to the
American Universities. Even as the US universities want it so badly, it is very difficult
for them to act beyond China, when it comes to attracting international students.
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There are only very few universities in the US that were originally established with the
intent of them becoming global universities and only such universities could have true
agility to customize to the nuances of different national-cultural nuances. Most
universities were established as part of what I would call their nation development
project. They are unwilling and unable to change this core characteristic.
Internationalization in them developed within the national container as a way of
outreach, in many cases merely as a tool of their financial resource mobilization
strategy.
Most countries that once suffered the ill-effects of the Western colonialism are cynical
about the colonial influences that learners would bring back to their homes, after
getting a US education. China, even as it is aware of this influence, is tactically more
interested in having their citizens tap into the intellectual property resources available
with the US universities, bring those back to home, and leverage them for its own
economic development. China invests massively into ideological immersion systems
so the cultural learnings from the West do not threaten the State. This, along with the
deep surveillance powers of the State, would fend off any threat that the Western
education would pose to the political stability of the country.
The above observations are largely true for other Western countries as well - Canada,
UK, Australia, among others. More and more Western universities should think beyond
nation-centric internationalization if they want to attract a diverse mix of global
students. The future of higher education internationalization should be driven by the
need to positioning a university’s knowledge in a global framework and linkages. True,
current phase of globalization is a spectacle of the internationalization of the Western
dominance: however, internationalization of education should not be (allowed to
become) subservient to this kind of globalization. Let the universities of the future find
the roots in the boundless global and then branch off to the locale(s)! True, we cannot
hope to ‘kill’ the existing universities to achieve the above. Rather, my suggestion is
that we develop within them an international intrapreneurial super-order ecosystem
that is fundamentally driven by global considerations yet flexible enough to adapt to
local gradations.
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5. CONCLUSION
At a broader level, internationalization of universities could enrich the quality of
academic life, only if it is practiced in a way that looks beyond the immediate return of
investments, seeing the potential of self-enrichment, esteem, and actualization it
would fetch. It is not about just having students from one or two foreign countries
coming to study certain fancy disciplines only because their parents could afford it. It
is also not about reaping benefits without giving anything away to the foreign students,
institutional partners, or their societies (Hawawini, 2016). It is time our universities
begin to think in terms of the spirit of universalism based on which they were originally
founded when they act on their internationalization efforts. Globalization need not
replace the inner drive for growth and enlightenment that universities intrinsically have.
The latter should be the guiding force for internationalization. In fact, universities that
truly lived up to their names did internationalize much before globalization as a wild
force became evident (George, 2018).
Actually, if there is a common thread in all the varied studies on this topic, it is that
internationalization should not be a kneejerk reaction to globalization. Globalization is
not a planned or goal driven process where as internationalization is (or should be).
We should be able to find order in the chaotic process of globalization:
internationalization should be carried out as a planned means to an anticipated end.
Sustainable internationalization must involve a comprehensive range of activities and
supportive institutional processes. Appropriate cultural shifts must be ensured before
the structural transformation. At an even deeper level, organizational consciousness
should recognize and accept these, too.
In conclusion, in this paper the authors maintain that globalization should not be
allowed to dictate the objectives or directions of the internationalization of higher
education and that university leaderships should take a more active role in these
matters by orchestrating concerted actions of their key constituents.
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Abstract
The macro-economic and bank-specific factors affecting non-performing loans in
commercial banks were examined in this paper. Using 47 listed commercial banks
from six countries for the period 2008 to 2019, pooled least square regression was
used. It was found from the estimation that lending interest rate, real interest rate,
liquidity ratio, capital adequacy ratio, cost income ratio, inflation rate and gross
domestic product growth rate significantly affects non-performing loans. Thus, it is
recommended that banks should continue to keep their capital adequacy ratio and
proper scrutiny should be done before loans are disbursed to beneficiaries. Collateral
security alone is not enough for screening loan applicants, machine learning
techniques should be used in screening loan application; also, bank managers should
ensure that banking officers are not just awarding loans to secure their jobs through
deposit accumulation from customers at the expense of the long-term stake of the
bank. Also, the bank lending interest rate should be kept low such that repayment of
loans as and when due will be affordable and realistic apart from using collateral
security only
Keywords: Bad loans; financial structure; West Africa; commercial banks; credit risk;
cost-effectiveness; economic growth.
1.0 INTRODUCTION
The 2008/2009 world financial crisis has reinvigorated the interest among researchers
in the origins of banking crises given the catastrophic impacts on various economies
as a whole. There is a broad awareness that the development and growth of the
banking sector is essential for economic growth (Majeed and Iftikhar, 2020). A welldeveloped banking sector, in addition to its significance in the growth of an economy,
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can also promote equality by creating opportunities for low-income earners to save
and obtain loans (Osei and Kim, 2020). In any economy, the financial intermediary
work carried out by banks encourages investment and increases productivity
(Alhassan, Asare, Adcroft and Murphy, 2016). Commercial banks are responsible for
mobilising savings and improving the flow of capital into the market. A stable banking
system needs efficient financial intermediation to channel excess funds into
investment savings to encourage economic expansion. According to Klein (2013), in
many countries, the levels of rapidly rising non-performing loans (NPLs) continue to
face strong pressure on bank balance sheets to a great extent, with a feasible
detrimental impact on bank lending operational activities. NPLs are being considered
as a key limiting factor to the banking sector's efficacy in fostering economic growth
(Caporale, Rault, Sova and Sova, 2015).
These NPLs are a global problem that affects overall financial market stability as well
as the viability of the banking sector (Khan, Siddique and Sarwar, 2020). NPLs are,
according to Ghosh (2017), loans that are non-recoverable during the duration
prescribed by the laws of a country or as agreed upon by the borrower and the lender
at the time of provision. The probability of receiving revenue from such loans is
unclear. Loans with a default in the repayment terms and conditions have also been
considered as NPLs. The reason provided by different banks differs according to the
performance of their fewer quality assets, but in general, it is caused by different
factors. NPLs are known to be a significant cause of bank failures and can lead to a
banking crisis (Caporale et al., 2015). Gabriel, Victor and Innocent (2019) observed
that among African countries, Nigerian banks have one of the greatest and highest
NPLs.
According to Ghosh (2017), regardless of the justifications for the NPLs’ loan default,
this issue cannot be allowed to grow, whether the failure to pay is due to the countries’
ineffectiveness or economic tragedy. These NPLs become stresses on the lender, the
borrower and the economy at large for all the affected parties. The balance sheets of
banks are adversely impacted by NPLs, contributing to a decline in banks’ profitability
sector (Kingu, Macha and Gwahula, 2018). Countries in Africa echoed an increase in
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the exposure to loan loss liability that can mitigate risks resulting from bad loans. Yet,
in certain African countries, there is a steady rise in NPLs (Olarewaju, 2020).
Credit risk continues to be a challenge and important commercial function as it will
impact the sustainability and viability of the banking sector (Serwadda, 2018). Bankspecific factors and macro-economic factors are the two issues concerning NPLs or
credit risk. The credit risk theory of the capital market has both an idiosyncratic and a
systemic aspect (Novales and Chamizo, 2019). However, only a few macro-economic
variables are necessary to justify the systemic risk of any risk associated with a loan
contract (Battiston and Martinez-Jaramillo, 2018).
There are several explanations for the resurgence in commercial banks of NPLs.
Macro-economic factors are a comprehensive statement that includes not only
economic development, national economic policies, and economic systems, but also
other factors that are not directly related to commercial banks and businesses
(Om’mbongo, 2020). For instance, the effects of macro-economic developments on
NPLs, the economic slowdown, the decrease in corporate income and profitability
would cause problems in the turnover of corporate capital, accompanied by deficits on
loans and an intensification in NPLs from commercial banks. NPLs generation is
clearly connected to commercial businesses and banks. Regarding the corporate
aspect, there are many explanations for defaults on corporate loans, some of which
are unpleasant business administration, wasteful loans, and a company's bad credit
history (Saba, Kouser and Azeem, 2012). Thus, the investigation of NPLs in this region
is paramount as the menace cannot be left unattended to.
In West African countries NPLs present a significant risk to the banking sector (Adeola
and Ikpesu, 2017). Uncontrolled or high levels of NPLs can catalyse the deterioration
of not only one bank, but also the entire banking system and the economy, provided
that banks rely to the maximum extent on performing loans for their revenues. It is,
therefore, imperative to conceptualise the factors influencing NPLs in order to identify
proper and sensitive frameworks for coping with them. Rising levels of NPLs can have
some severe consequences. For example, rising levels of NPLs inhibit the commercial
bank from refinancing the defaulting customer, which once again places the defaulters
in a nasty low-productivity loop (Kedir, Iftikhar, Murinde and Dia Kamgnia, 2018). Due
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to the variations, lenders need to be vigilant to follow predetermined strict criteria and
ensure that certain risks are resolved and, if not, at least lower the risk of default on
loans.
It is surprising that although the consequences of NPLs have drawn intensive literature
attention on the African continent (Gezu, 2014; Arhin, 2016; Adeola and Ikpesu, 2017;
Adusei, 2018). No known regional study has assessed the factors that precipitate NPL
in West Africa. The few regional study has been on Sub-Sahara, North and East Africa
(Mpofu and Nikolaidou, 2018; Rachid, 2019; Oni, 2019). The fact of the matter
remains, however, that it is important to recognise the factors causing NPLs to enforce
mechanisms that promote the prevention of their occurrence. In order to reduce the
likelihood of such bad loans arising in commercial banks, the detection of the root
causes of NPLs is important. In addition, it is important to examine the different
mechanisms that have been introduced and are being implemented to tackle the issue
of NPLs in West African banks, as this will allow conclusions to be drawn regarding
their efficacy. There is minimal literature that has unequivocally evaluated these areas
of concern.
For logical flow of this paper, the next section is the literature review, followed by the
methods, followed by the results and discussion and the concluding remark is the last
section.
2.0 LITERATURE REVIEW
2.1 Theoretical Framework: Information Asymmetry Theory
The foundation of this theory is that the creditor would definitely have more knowledge
on the threats for which the project collects funds than the borrower. This adds to the
issues of moral danger and adverse selection (Chantal, Namusonge and Shukla,
2018). The effectiveness of the transition of funds from surplus to deficit units is
decreased by these issues. Banks solve these problems first by providing dedication
to long-term consumer relationships and then by exchanging information and
ultimately, by delegating borrowers’ monitoring (Atoi, 2019).
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2.2 Overview of Banking Sector in West Africa
The historical political uncertainty, poor transparency, fragility, and lack of
accountability have discouraged West African countries from mobilising adequate
domestic resources to meet development needs, contributing to an undeveloped West
African banking system (The World Bank, 2018). Despite the relatively low barriers to
entry throughout the market, West Africa is highly clustered and characterised by
significantly lower competition. For instance, Nigeria has more than 20 banks,
accounting for almost 10% of total bank assets and about 15% to 17% of Africa’s net
banking revenue (Ehigiamusoe and Lean, 2020). However, only a few banks account
for more than half of the total assets and deposits in the banking sector of the country.
In general, low competition helps explain why penetration rates in the area are still
very low, especially when compared to other parts of Africa. The regional darlings are
Nigeria, with bank penetration rates merely above 30%. Overall, West Africa averages
less than 15% with bank penetration rates in Senegal sitting at a low 6% (Ehigiamusoe
and Lean, 2020). In the country, economic inequality worsens the problem. Credible
estimates indicate that amid rapid economic growth, deprivation may have risen in
Nigeria over the past five years. Increasingly integrated regional banking systems
should also help to boost the prospects for financial services in the region. The region’s
net NPLs ratio has been 6.7% in 2013, 6.7% in 2014, 6.5% in 2015, 6% in 2016 and
5.2% in 2017 (The World Bank, 2018) while some of the countries’ NPLs are stated
below in Table 1.
Table 1. Some countries’ NPLs ratios
West African countries

NPLs rate (%)

Nigeria

6.0

Benin

20.3

Burkina Faso

9.7

Gambia

4.5

Guinea

10

Liberia

17.2

Source:

The

World

(https://data.worldbank.org/indicator/FB.AST.NPER.ZS)
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2.3 Hypotheses Development and Review of Past Literature
Non-performing loan (NPL) ratio: This refers to the ratio of the amount of NPLs in
the bank’s loan portfolio to the total amount of outstanding loans held by the bank
(Ciukaj and Kil, 2020). The NPL ratio tests a bank’s efficiency in earning repayments
for its loans (Rezina, 2020). As a way of measuring of the bank’s level of credit risk
and the quality of the outstanding loans, banks are expected by regulation to disclose
their ratio of NPLs to total loans (Ciukaj and Kil, 2020). A higher ratio indicates that if
the bank does not repay the owed loan amounts, the bank is at greater risk of loss,
while a lower ratio means that the outstanding loans present a minimal risk to the bank
(Rezina, 2020).
Lending interest rate (LIR): This is one of the key terms in the financing structure.
Interest rate limits the ability to service debt, with increasing interest rate repayments
likely to result in increased incidence of NPLs (Atoi, 2019). In line with Stiglitz and
Weiss’s (1981) theory of adverse selection, Bredl (2018) identified lending rates as
one of the factors that cause NPLs. As interest rates rise, good borrowers are priced
out of the market, as they will not be willing to pay more than market rates.
Commensurately the commercial banks actually attract low quality customers who are
usually happy to pay more. Consequently, banks may charge higher interest rates on
these extremely risky loans, thereby raising the likelihood of default. As a result, from
the origination date, banks will be waiting patiently for NPLs. In the related literature,
the effect of the interest rate on NPLs is noticeable. Findings by Kjosevski and
Petkovski (2020) have shown that NPLs have been optimistic and that interest rates
have been lent. This analysis also anticipates a strong relationship between NPLs as
well as the interest rate for lending. Loans at higher interest rates are costly for
companies. Interest rates are boosted and profit margins for businesses are strained.
Corporations may be financially vulnerable and default on their loans in such a
situation. The reduction of interest rates could lessen interest payment burden on
companies which leads to an expansion of their profit margins. As a result, businesses
are becoming financially sound and are therefore more likely to pay back their loans
in a timely manner.
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H0: Lending interest rate does not have effect on NPLs in selected West African
countries’ commercial banks
Liquidity ratio (LIQ): A liquid bank appears not to make an attempt to resolve bad
loans. There would be enough money to operate the bank; therefore, proper loan
management is not a primary consideration. The current research is expected to have
a mixed liquidity effect on NPLs as other studies such as Bhattarai (2015) indicate.
Liquidity was captured by the ratio of total loan to total deposit. This ratio is a widely
utilised statistic for the estimation of the liquidity of a bank and represents the bank’s
utilisation funds policy (Patni and Darma, 2017). A rise in this ratio is an indicator that
the bank is distributing further loan funds. A less liquid position for the bank represents
such a situation. Weak associations between loan to deposit ratios and NPLs have
been developed by Jameel and Kiran (2014). A high liquidity ratio would contribute to
lower NPLs levels, whereas a low liquidity ratio would convert into high NPLs. If the
ratio is increased, it implies that deposits are stimulated to produce income, thereby
enhancing productivity, which in effect stimulates investment in industries that are less
risky and thus avoiding bad debts. When the ratio is poor, the ineptitude in resource
distribution is seen, so profits decrease (Ambarawati and Abundanti, 2018).
H0: Liquidity ratio does not have effect on NPLs in selected West African
countries’ commercial banks
Cost income ratio (CIR): This shows the bank’s operating efficiency (Fajar and
Umanto, 2017). According to Guan, Zheng, Hu, Fang and Ren (2017), credit risk would
be more cost-effective with less resources. If there is effective management, a bank
that is operationally productive would have truncated NPLs. Contrastingly, NPLs would
rise in a bank that is operationally productive when the bank’s management skills are
low because credit ratings and borrowers’ monitoring appear to increase the costs
which can lead to negative loans (Pradhan and Parajuli, 2017). The negative impact
of the cost-to-income ratio on NPLs is anticipated in this study, as previously argued
research results found (Trung, 2019).
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H0: Cost income ratio does not have effect on NPLs in selected West African
countries’ commercial banks
Inflation rate (INF): There is no straightforward impact of inflation on NPLs
(Darmawan, 2018). Inflation can potentially have a negative effect on NPLs, since
mounting inflation will improve borrowers’ capacity to pay for loans by lessening the
actual value of unpaid debt (Fajar and Umanto, 2017). In comparison, since rising
inflation levels are perceived to be an indication of macro-economic uncertainty,
commercial banks will need an elevated risk premium, leading to subsequent
increased INFs and interest payments (Shonhadji, 2020). This scenario causes a
decline in the cash flow of borrowers that reduces their ability to pay back their loans.
The literature also strongly suggests that the INF and NPLs have a higher correlation.
For example, Mpofu and Nikolaidou (2018) show that inflation expectations in a
number of sub-Saharan African countries with flexible exchange rate regimes lead to
the high level of impaired loans. Inflation is due to the rapid deterioration of the equity
of financial institutions and subsequently greater credit risk in the banking sectors of
these African countries.
H0: Inflation rate does not have effect on NPLs in selected West African
countries’ commercial banks
Capital adequacy ratio (CAR): This is the ratio of total equity to total assets
(Rachman, Kadarusman, Anggriono and Setiadi, 2018). It measures solvency in the
capacity of a bank to handle risks. In their analysis, Madugu, Ibrahim and Amoah
(2020) identified a pessimistic correlation between the CAR and the NPLs.
Correspondingly, Abid, Ouertani and Zouari-Ghorbel (2014) identified a pessimistic
correlation amongst the CAR and the NPLs. They found that banks with stronger
CARs can allow to put in place successful measures to alleviate the default risks that
contribute to lowered levels of NPLs.
H0: Capital adequacy ratio does not have effect on NPLs in selected West African
countries’ commercial banks
Real interest rate (INR): Panta (2018) notes that as the actual interest rate rises, the
debt value of the borrowers rises. The bank trimmed rate, provided by the reserve
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banks of the countries examined, is being used. The pace where banks can function
cannot fall below this point of reference. Poor lending results from the volatility and
non-uniformity of the Low-Moderate-Income (LMI) economies (Hamid and Rahman,
2020). Bank officials do not inform clients in detail of interest rate increases, and it is
usually difficult for loan beneficiaries to pay the interest and principal on the loan when
due. Therefore, a mixed interest rate impact on NPLs is predicted (Fernando and
Rathnasiri, 2019).
H0: Real interest rate does not have effect on NPLs in selected West African
countries’ commercial banks
Gross domestic product (GDP) growth rate: Important empirical evidence of a
negative correlation exists between real GDP growth and NPLs (Mohaddes, Raissi
and Weber, 2017; Khaliq and Thaker, 2017; Mehmet and Islamoglu, 2019). The
reason given in the literature for this correlation is that significant positive GDP growth
rate typically results in more revenue that increases the borrowers’ debt servicing
ability, which in turn leads to lower NPLs. Contrarily, if the economy slows down
(relatively low GDP growth) the level of NPLs is expected to rise.
H0: Gross domestic product growth rate does not have effect on NPLs in
selected West African countries’ commercial banks
3.0 METHODS
The population of this study is selected West African countries (Nigeria, Benin, Burkina
Faso, Gambia, Guinea and Liberia). This study used explanatory research design for
the regional (West African countries) study for the period 2008 to 2019 for 47 listed
commercial banks from the six countries. The year 2008 was chosen as the base year
as it was the start of the global financial crisis. This study used unbalanced panel data
static analysis based on the fact that it cut across 47 banks in 12 years (564
observations). The bank-specific data was sourced from BankScope while the macroeconomic data was sourced from World Development Indicator and International
Financial Statistics. The details of the sample of banks is shown below.
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Table 2: Population and Sample of Banks Used
West Africa

N

N

No. of banks to be used (In percentage)

countries
Nigeria

21

19

90.48%

Benin

20

14

70%

Burkina Faso

5

3

60%

Gambia

4

3

75%

Guinea

5

3

60%

Liberia

9

5

56%

Total banks

64

47

73.4%

Note: N is the number of banks listed in each country and n is the number of banks
used.
Thus, the model for this study is specified as:
𝑁𝑃𝐿𝑖𝑡 = 𝛽0 +𝛽1 𝐿𝐼𝑅𝑖𝑡 + 𝛽2 𝐶𝐴𝑅𝑖𝑡 + 𝛽3 𝐿𝐼𝑄𝑖𝑡 + 𝛽4 𝐶𝐼𝑅𝑖𝑡 + 𝛽5 𝐼𝑁𝐹𝑖𝑡−1 + 𝛽6 𝐼𝑁𝑅𝑖𝑡 + 𝛽7 𝐺𝐷𝑃𝑖𝑡 +
𝜇𝑖𝑡 …………………………………………………………………….. (1)

𝛽1 − 𝛽8 is the estimated coefficients of the regressors,
𝛽0 is the constant; 𝜇𝑖𝑡 is the stochastic error term
𝑖𝑡 reveals a panel study of 𝑖 (47) commercial banks for 𝑡 (12) number of years.
NPL is the non-performing loans ratio; LIR is the lending rate; CAR is the capital
adequacy ratio; LIQ is the liquidity ratio; CIR is the cost income ratio; INF is the inflation
rate; INR is the real interest rate; and GDP is the Gross Domestic Product growth rate.
4.0 RESULTS AND DISCUSSIONS
Table 3: Summary Statistics
Variable

Obs.

Mean

Std. Dev.

Min

Max

NPL

554

0.041

0.047

0.000

0.446
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LIR

554

9.825

36.050

3.284

14.155

CAR

550

1.164

3.797

-6.344

3.199

LIQ

559

7.638

35.817

-2.124

14.415

CIR

558

0.927

0.092

0.5292

1

INF

552

0.603

0.870

0.004

8.532

INR

556

0.690

0.196

0.081

1.539

GDP

551

3.269

1.240

0.872

5.625

Note: NPL is the non-performing loans ratio; LIR is the lending rate; CAR is the capital
adequacy ratio; LIQ is the liquidity ratio; CIR is the cost income ratio; INF is the inflation
rate; INR is the real interest rate; GDP is the Gross Domestic Product growth rate.
Descriptive statistics of the variables used in this study were presented in Table 3.
There is great disparity between the minimum and the maximum values of the
variables except NPL (min 0.00%; max 0.45%), CIR (min 0.52%; max 1%) and INR
(min 0.08%; max 1.54%). NPL with 554 number of observations has the least minimum
and maximum values respectively and also the least disparity of values between
0.00% minimum value to 0.45% maximum value. The minimum values of CAR and
LIQ display negative signs to the tune of -6.34% and -2.12% respectively. This denotes
that banks present their capital adequacy and liquidity ratios both in negative and
positive signs respectively. However, for all the variables, the mean and median are
positive values. The total observation for the variables is below the expected number
564 and this denotes an unbalanced panel of West African commercial banks data.
4.2 Correlation Analysis
NPL

LIR

NPL

1

LIR

0.410

1

CAR

0.309

-0.134

LIQ

0.406**

CIR

-0.406**

0.611***
0.391***

CAR

LIQ

CIR

INF

1
-0.170
-0.170

1
0.258 *
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INF

-0.157***

0.277

-0.246**

0.284

INR

-0.660**

0.508***

-0.293*** 0.524***

GDP

-0.607***

0.495***

-0.354

0.284**
0.524**
0.499**

1
0.195***

0.499***

1
0.247**

0.223** 1

Note: *p<10%; **<5%; ***<1%. NPL is the non-performing loans ratio; LIR is the
lending rate; CAR is the capital adequacy ratio; LIQ is the liquidity ratio; CIR is the cost
income ratio; INF is the inflation rate; INR is the real interest rate; GDP is the Gross
Domestic Product growth rate.
Correlation coefficients between the different regressors are low except for the
relationship between LIR and LIQ (0.611) but not up to the 0.7 limit that denotes a
multicollinearity issue. NPL is negatively correlated to all the variables except LIR
(0.410), CAR (0.309) and LIQ (0.406) which is at 5% level of significance. LIR is also
positively correlated with all the variables except CAR (-0.134) which is insignificant.
CAR is negatively and significantly related to INF and INR (-0.246 and -0.293
respectively). LIQ is positively and significantly related to CIR, INR and GDP except
INF which is insignificant but positive (0.284). Also, CIR is positively and significantly
related to INF, INR and GDP; INF is also positively and significantly related to INR and
GDP at 1% and 5% level of significance respectively. Conclusively, INR has a positive
relationship with GDP at 5% significance level.
Table 5: Pooled Least Square (PLS)
NPL as the dependent variable
i = 47 listed commercial banks
t = 12 years (2008- 2019)
Variables

Coefficient

Std. Error

T

P>t

Constant

0.0859025

0.0120629

7.12

0.000***

LIR

0.0011143

0.0003138

3.55

0.001***

CAR

-0.0000169

8.68e-06

-1.95

0.050***

LIQ

-.0000214

.0000112

-1.92

0.055**

CIR

0.0235495

.0081135

2.90

0.004 ***

INF

0.0000769

.0000302

2.55

0.011***

INR

-0.0076036

0.0012964

-5.87

0.000*

GDP

-0.0083761

.0012754

-6.57

0.001**
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Adj R2

0.783

F

39.73 (0.000)***

N

535

Note: *p<10%; **p<5%; ***p<1%; t0.1 =1.65; t0.05 = 1.96; t0.01 = 2.58. NPL is the nonperforming loans ratio; LIR is the lending rate; CAR is the capital adequacy ratio; LIQ
is the liquidity ratio; CIR is the cost income ratio; INF is the inflation rate; INR is the
real interest rate; GDP is the Gross Domestic Product growth rate.
The results of the PLS estimate are displayed in Table 5 above. The adjusted R-square
of 78.3% denotes that the independent variables significantly explained NPLs in an
estimated model. The significance of the F-statistics at 1% and the constant at 1%
also denotes the fitness of the model while N of 535 denotes the unbalanced panel
that makes the observation less than the 564 expected observation. LIC has a
constructive and substantial effect on NPLs at a 1% level. This implies that increasing
interest rate results in increased incidence of NPLs. This is in line with the findings of
Bredl (2018), Atoi (2019) and the adverse selection theory, as explained by Stiglitz
and Weiss (1981). As interest rates rise, good borrowers are priced out of the market,
as they will not be willing to pay more than market rates. Commensurately, with
increased LIR, the commercial banks actually attract low quality customers who are
usually happy to pay more, hence higher NPLs.
CAR has a negative and substantial effect on NPLs at a 5% level of significance. This
implies that banks with stronger CARs can afford to put in place successful measures
to alleviate the default risks that contribute to lowered levels of NPLs. The findings in
this study are similar to that of Madugu, Ibrahim and Amoah (2020) and Abid, Ouertani
and Zouari-Ghorbel (2014) who found in their studies that there is a deleterious effect
of CAR on the NPLs in Ghanaian domestic banks and the Tunisian household sector
respectively.
LIQ has positive and significant effect on NPLs at a 5% level. This finding implies that
the more liquid West African commercial banks are, the more their NPL ratio. This
further means that liquid banks appear not to make an attempt to resolve bad loans
because there would be enough money to operate the bank; hence, proper loan
238

International Conference in Accounting and Business – 2021
ISBN: 978-0-620-92936-3
management is not a primary consideration. This finding is in line with the findings by
Jameel and Kiran (2014). A high LIQ ratio would have been expected to contribute to
lesser NPL ratio, whereas a low LIQ ratio would have been expected to lead to a high
NPL ratio. Therefore, the positive effect found in this study means that ineptitude in
resource distribution is seen, so unproductive loans are inevitable (Ambarawati and
Abundanti, 2018).
CIR that measures the operational efficiency of banks has a positive and substantial
effect on NPLs of the examined commercial banks. This is against the a priori
expectation. If there is effective management, a bank that is operationally productive
would have low NPLs but this finding denotes an ineffective management in West
African commercial banks. The findings in this study imply that the NPL ratio is rising
despite the fact that the banks are operationally productive because the banks’
management skills are low. This is due to the fact that credit ratings and borrowers’
monitoring increase the operating costs which can lead to negative loans. This
conclusion is in line with the conclusions of Pradhan and Parajuli (2017) in a study of
Nepalese commercial banks but opposes the findings of Trung (2019) in a study of
Vietnam commercial banks.
From the external factors examined, INF has negative and substantial impact on NPLs
at 1% level of significance. This finding is in assent with the findings of Fajar and
Umanto (2017) that inflation has a negative impact on NPLs. This implies that rising
inflation will improve borrowers’ ability to pay for loans by lessening the actual value
of unpaid debt. Conversely to the study conducted by Shonhadji (2020), rising inflation
levels are perceived to be an indication of macro-economic uncertainty, commercial
banks will need an increased risk premium, leading to increased interest rates and
interest payments, which causes a decline in the cash flow of borrowers which reduces
their ability to pay back their loans (meaning higher NPLs). Inflation is due to the rapid
deterioration of the equity of financial institutions and subsequently greater credit risk
in the banking sector.
INR has negative and significant effect on NPLs at a 1% level. Although a mixed effect
is expected, this study aligned with those of Panta (2018) and Fernando and
Rathnasiri (2019). This finding implies that as the actual interest rate rises, the debt
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value of the borrowers rises. Poor lending results from the volatility and instability of
the LMI economies (Hamid and Rahman, 2020). It can be said from this finding that
bank officials do not inform clients in detail of interest rate fluctuations and its impact,
which makes it usually difficult for loan beneficiaries to pay the interest and principal
on the loan when due.
Conclusively, GDP has negative and significant effect on NPLs. This denotes that the
higher the GDP, the lower the NPLs. The finding in this study is tantamount to the
findings by Mohaddes, Raissi and Weber (2017), Khaliq and Thaker (2017) and
Mehmet and Islamoglu (2019) from studies conducted in Italy, Malaysia and Turkey
banking sectors respectively. A significant positive GDP growth rate typically results
in more revenue that upsurges the borrowers’ debt servicing ability, which in turn leads
to lower NPLs.
5.0 CONCLUDING REMARKS
From the analysis in this study, all the external (macro-economic) factors have
negative and significant effect on NPLs while the internal (bank-specific) factors have
positive and significant effect on NPLs except CAR. The higher the INF, INR and GDP
growth rate of the economies, the lower the NPLs of the commercial banks in the
economies. The determinants of NPLs in West African countries’ commercial banks
are LIR, CAR, LIQ, CIR, INF, INR and GDP growth rate. Thus, it is recommended that
banks should continue to keep their CAR above the minimum because it helps to
establish that banks have sufficient capital on reserve to lever certain losses, before
being at bankruptcy risk stage. Proper and strict loan management should be
prioritised to ensure that proper scrutiny is done before loans are disbursed to
beneficiaries. Collateral security alone is not enough for screening loan applicants,
machine learning techniques should be used in screening loan application and the
bank managers should ensure that banking officers are not just awarding loans to
secure their jobs through Demand Deposit Account (DDA) accumulation from
customers at the expense of the long-term stake of the bank. The bank LIR should be
kept low such that repayment of loans (principal and interest) as and when due will be
affordable and realistic.
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This study is limited by the fact that not all the commercial banks in the West African
region economies could be included in the study due to paucity of access to their data.
However, the few countries with available data were well represented and this in no
way affects the potency of the findings and the relevance of the study. Further research
should endeavour to use all the listed commercial banks from all countries in the region
as NPLs remain a great menace in the banking sector of West African economies.
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Abstract
Orientation: There is a general perception that organisations use ‘one size fits all’, type
of rewards to motivate their managers. There is also a perception that managers are
only motivated by financial rewards as compared to non-financial rewards in order for
them to stay with the company. The aim of the study was to determine whether
rewards are perceived as a motivator by lower- and medium-level gender managers
of different age groups. Research design, approach, and method: This survey study
used quantitative methods to determine the perceptions of rewards amongst
managers at retail companies. The target population of the study was 172 junior and
middle-level managers working for a retail company. Non-probability sampling
(purposive sampling) was employed as the intent was to survey junior and middle
managers only. SPSS Version 15 was used to analyse the data to ensure that a
quantitative analysis for the study could be conducted. The Mann-Whitney U test was
used for this study to distinguish between two groups of samples in the population in
order to decide whether there was a statistically significant difference. Main finding:
The results for this study showed that there were statistically significant relationships
between age and compensation of gender managers.

Keywords: compensation (rewards), age-groups perception, motivation, gender,
managers.

1. INTRODUCTION
Employers have to increasingly make difficult decisions about their workforce
compensation and its relationship to performance (Towerswatson, 2010). Van der
Merwe, Basson and Coetzee (2009), noted that a number of organisations, including
retail companies, view their employees as a competitive advantage. They are thus
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using creative approaches of corporate initiatives in order to attract and keep valuable
employees, such as lower-level and middle-level managers.

Employers are mostly concerned about keeping employees motivated, especially in
view of the 2008/9 economic crisis which lead to wage freezes, lost bonuses,
increased work demands and downsizing. Motivating top talent may be quite difficult
under such circumstances because by the time the economy recovers top talent may
have left the company for greener pastures leading to a battle of talent among
companies (Scott and McMullen, 2010). In response to these issues, management in
companies are spending billions of Rands on human development programmes and
rewards systems in order to motivate dissatisfied and poorly motivated employees
(Muedi, 2008). In (2009) Bhengu found, there are various factors that play a major role
in an employee’s decision whether to remain with the company or to leave it. Factors
such as better pay, benefits or progression in their career are the most common
primary reasons given by employees why they leave their jobs. It appears that for the
organisation to be able gain competitive advantage over their rivals they have to make
sure that key employees are kept through offering good rewards systems.

Munsamy and Venter (2009) state that companies should understand the expectations
from their employees pertaining to rewards, so as to avoid enticing of employees by
competitors offering them better rewards, furthermore companies should develop
reward strategies that are not easy for competitors to duplicate them. This was
confirmed that motivation and morale are increased as employees are provided with
the space and the tools needed to perform optimally (Richardson, 2014).

With regard to innate motivation, job satisfaction may be seen as one of the triggers
that can be used to increase innovative behaviour amongst employees. There is no
definitive broad conclusion in the literature as to whether innovative behaviour is more
congruent with innate characteristics or the ergonomic environment (Niu, 2014).
Better motivation leads to job satisfaction, which helps managers to satisfy their needs
and to fulfil their intrinsic an extrinsic expectations about work (Steyn, 2016). The
motivation of managers is a complex issue that is influenced by many factors.
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Manager’s unique characteristics affect how they can be motivated and age as well as
career anchors are ways of understanding these factors (Strydom, 2018).

2. PROBLEM STATEMENT
South Africa has a labour market with very low levels of professional and mediumsized employees and a high degree of labour mobility and less skills. The salary
technique has long been regarded as linear: the higher the wage, the more likely the
workplace is to attract the worker. Multifaceted and both financial and non-financial
rewards can be provided. Many characteristics of reward policies were not included in
an overall rewards strategy. People have various sets of values and motivations and
different perceptions of reward value (Bussin and Van Rooy, 2014). In addition,
questions need to be asked, “Why does man work?”, and secondly, “Why does one
man work harder than others?” (Kposowa, 2005, p.13). The fact is that there are few
studies in South Africa which address the issues of employees’ perceptions and the
value they attach to different recognition schemes and rewards. Only the best
companies will be able to reinforce their strategies and strengthen their future
competitive advantage through creative implementation of rewards packages (van der
Merwe et al., 2009).

The problem statement of this study is as follows: There is no clear empirical evidence
to suggest what the managers think about rewards as a motivational instrument in
their organisations.
Research question: What is the perception of lower- and middle-level managers with
different gender and age groups in respect of rewards as a motivator?
Research objective: To examine the perception of lower- and middle-level managers
with different gender and age groups in respect of rewards as a motivator.
Propositions:
P1: There is no significant difference between the mean values of gender and the
following reward variables: P1a – motivation; P1b – compensation.
P2: There is no significant difference between the mean values of age and the
following reward variables: P2a – motivation; P2b – compensation.
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3. LITERATURE REVIEW
In recent years the work environment in terms of the complexity and scope of the job
has undergone major changes. The changing nature of the work environment has
necessitated different approaches to management. However, the ways in which
managers motivate their employees to help achieve not only the organisational
objectives, but also those of their own personal ones, have been an important and
constant factor. Bustamama, Tenga, and Abdullah (2014) stated that reward is a wideranging construct that represents anything an individual employee is willing to offer in
return for his or her contributions. The lack of incentives can create an unhealthy
environment, which decreases the physical effort of workers and can cause them to
leave work. Rewards are increasingly important for these reasons.
4. MOTIVATION
Mullins (2007, p.250) defines motivation as the “direction and persistence of action. It
is concerned about why people choose a particular course of action in preference to
others, and why they continue with a chosen action, often over a long period and in
the face of difficulties and problems.” In addition Robbins, Odendaal and Roodt (2007,
p.131) define motivation as the “processes that account for an individual’s intensity,
direction, and persistence of effort towards attaining a goal.”

Howard and Dougherty in (2004), argued that pay structures which are designed to be
linked with activities, attributes and performances can support the organisation’s
direction to help attain their goals. Thus, pay satisfaction and perceived pay fairness
add value to employees’ emotional, psychological, and physical health, even though
it might not be true that happier employees are more productive According to Muedi
(2008) The lack of motivation within the organisation can lead to poor work
performance among junior managers, which may contribute significantly to an
organisation losing its competitive edge.

According to a basic motivation principle, the performance of and individual depends
on his or her level of motivation, (a personal desire to achieve high performance) and
his or her level of ability (competence to perform the task) Steyn, 20160. Ehlers and
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Lazenby (2019) confer and state that leaders have a deep desire for the sake of
achievement and not for large salaries or status and are driven to exceed
expectations. Motivation people have a passion for their work, thrive on challenges
and are constantly learning.

5. REWARDS / COMPENSATION
On reviewing the literature about total rewards Gibson asked in (1995:13) “what do
companies and their employees owe one another in the 90’s?

If asked, both

employers and employees are likely to shout a very loud ‘nothing’. If you re-phrase the
question – what do employees and employers desire from their association with one
another? The answer may be very different.” In addition Rumpel and Medcof (2006)
postulated that one of the promising approaches in reward management is total
rewards because it has been adopted by technologically oriented businesses like IBM,
Microsoft, AstraZeca, and Johnson & Johnson. A total rewards system has been the
hallmark of traditional compensation practices because it takes a holistic approach to
rewards, going beyond the strong focus on pay and benefits. Rewards include all the
rewards available in the organisation, including opportunities for learning and
development, and quality work environment.

Epstein (2008) found that factors such as organisational growth, client satisfaction and
retention are used as determining factors of organisational success by most studies
conducted in the microfinance industry. In the same vein van der Merwe, Basson and
Coetzee (2009), stated that there is an increasing trend for companies to consider
employees as key in the struggle for a competitive advantage, and thus creative
approaches of corporate initiatives are implemented to attract and retain the most
valuable employees.

WorldatWork (2020) total rewards is a common framework used to retain, attract, and
motivate employees. The inclusion of compensation, benefits, work-life, performance
and recognition, and development and career opportunities in the strategies of the
organisation can help the organisation to retain, attract and motivate their employees.
According to Payne, Cook, Horner, Shaub, Boswell and Ozias (2010), one of the job
252

International Conference in Accounting and Business – 2021
ISBN: 978-0-620-92936-3
attributes in attracting and retaining employees which is most effective and essential
is pay in an organisation. Employees’ decisions in choosing a job are based mainly
on compensation elements rather than attitudes, although individual differences do
affect their decisions.

6. LOWER- AND MEDIUM-LEVEL MANAGERS
Lower-level managers are managers that are responsible for formulating short-term
objectives and they give directions and guidance to the operative employees who
perform the day-to-day activities. Bateman and Snell (2011) define junior managers
as operational managers who supervise the organisation’s operations. They
implement specific plans developed by middle managers and work hand-in-hand with
non-management employees of the organisation. On the other hand, middle-level
managers are liable for translating and breaking complex goals set by top managers
into smaller units, and they are responsible for managing lower level managers such
as junior managers. Strydom (2018) define first-level management as supervisors,
crew leaders and section heads. They take responsibility for operational planning.
Middle management is made up of department heads. They are responsible for
ensuring that all organising tasks are conducted. In this study junior and middle
managers constitute branch managers, regional and operational executive managers
employed in the various retail chains of the organisation where the study was
conducted.

7. MANAGEMENT MOTIVATION DIFFERENCES BASED ON GENDER
Dubinsky, Joison, Michaels, Kotabe and Lim (1993), research showed that there are
very few motivational differences between men and women. During an examination of
China's experience, Pearson and Chatterjee (2002) concluded that the perceptions of
gender among men and women was the dominant factor despite discrepancies. They
share the same attitudes to high income, educational opportunities, autonomous work,
and the use of skills, a desired living environment and managerial relations.

Peterson (2004) reported that men prefer to work independently and seek help from
people in power. However, on the other hand, women tend to work interactively and
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receive support from their colleagues. Weberova, Hitka, and Lizbetinova (2017) cited
that women play an important role in work today and their participation in economic
life is growing constantly. Lowering and ignoring the desire of women to work leads to
a bad use of skills and experience. The research into motivational differences by
gender is based on the concept of basic differences between men and women. The
existence of gender perception is based on, perception of priority, on guarantee of
qualitative difference between men and women, which can be seen in a historical
setting in relation to male hegemony. Arnania-Kepuladze (2010) indicated that on the
basis of gender perception on rewards, male and female have different goals and
needs.

The author, further stated that men want to be independent, gain power and status,
realise themselves, become popular and succeed. Arnania-Kepuladze (2010) further
argues that some authors of successful motivation's theories, which focus on the
success of the gender orientation, conclude that women tend to anticipate the negative
consequences of success, such as social disagreement or the feeling of inferential,
and that they are highly motivated to prevent and to precede success. Furthermore,
the differences in gender in lifespan can be seen: for instance, women who have the
need to build a family may have different priorities. The same can also be seen in
cases of career breaks, part-time work, and tensions in the family and at work.

Women and men can be found in the working environment, with various preferences
and goals, so their motivation is different. Male satisfaction is more typical on
perceived needs, such as economic profit, independence, and success. Thus,
incentives to perform, for example financial income, freedom, career progression,
challenges, and self-realisation opportunities, are more significant to men. The author
believes that the motivation of women is more important based on this conclusion,
interpersonal relations, sense of security, social benefits, and the environment
(Weberova, Hitka, and Lizbetinova, 2017).

Women appreciate the atmosphere of

friendliness, prestige, challenge, work importance, job security and cooperation. It was
discovered that men usually emphasise wages, while women view professional
development as more important. The author further, explained that gender perception
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on rewards as motivator, therefore leads to the conclusion that male economic
behaviour can be characterised by promoting, recognising, succeeding and making
money and working independently (Weberova, Hitka, and Lizbetinova, 2017).

8. AGE-GROUPS PREFERENCES ON REWARDS
The relationship between age-groups and rewards has been very little researched.
Clear effects have not been identified in the study undertaken. In the same vain
(Rodman, Powers, Insel, Kastman, Kabotyanski, Stark, Worthington, and Somerville,
2019) mentioned that adults assess the level of their physical effort, which is driven by
motivation motive, in the magnitude of the incentives they intend to receive. However,
it is uncertain whether young people are subjected to social shifts in growth.

Talent management is important for competitive advantage. It requires being sensitive
to the demands of the workforce and taking into account the specific interests of
various age groups. Codrington (2008) points out that, independent of their
environment, age groups can have common opinions or value structures. On the other
hand, Kupperschmidt (2000) indicated that age groups vary in communication,
personal beliefs, attitudes, job practices and ethics and socialisation outside of
employment. These variables may lead to disputes in the workplace and differences
in reward preferences.

Rodman, et al., (2019), found in their research that young adults had a very
comparable incentive-modulated compensation activity focused on peak grip and
speed tests, indicating that the desire for monetary reward was clear through
generation. However, more economically and politically, young adult energy was
spent: while teens were more likely to make an unnecessary commitment than to be
rewarded, young adults were more likely to carefully plan and save resources before
each stage of grip by opting for low-paying studies. Their article strengthened the
theoretically inspired behavioural change dynamics by finding that there were
substantial variations in how behavioural is changed flexibly in the face of incentives
from teenagers to young adults, based on similarity in intrinsic potential for monetary
benefit. Seminal studies in adults showed how incentive-driven activities monitor the
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importance of a prospective reward. Adults invest additional physical and emotional
time to gain larger monetary incentives. It is uncertain how incentive value informs
driven behaviour young adults, a life-span where a number of reward-related
mechanisms experience normal developmental transition that dramatically impacts
cognition and actions.

Furthermore, Snelgar, Renard, and Venter, (2013) stated that with respect to age, it
was observed that workers get older and need to adjust. Employees that are older
appreciate incentives such as flexible job schedules and skills growth rather than
monetary compensation. Younger staff may seek more specific benefits such as
medical plans or maternity or paternity leave. Older workers can appreciate
contributions to the stock options or retirement account. It is believed that, if managers
consider the demographic profiles of staff, they will be able to develop incentive
programmes such as personal benefit plans that can generate special benefits for their
staff. This would translate to a strategic edge on the labour market.

Moore and Bussin (2012) stated that people are employed to be paid and to achieve
job fulfilment. Different individuals would need different 'formulas' in which they wish
to be compensated for their job. Generational theory suggests that beliefs are affected
by times or significant historical events. Every age has its own understanding of market
problems and is from a different period. Per generation has a different perspective on
incentives according to Bussin (2011). The relevance of the generational
segmentation of workers is not confirmed by facts, which means that it may be useful
to arrange pay schemes according to generational values. Flexible hours, part-time
and the acknowledgment of skills and experience are the highest benefits for veterans.
Baby boomers prefer hard-working, insurance and retirement savings, and selfreliance appreciation. Generation X enjoys flexible schedules for jobs, work-life
harmony and concrete benefits. For Generation Y, learning and growth experiences,
direct success reviews, collaboration and supportive role models are significant
(Snelgar, Renard, and Venter, 2013) point out.
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9. RESEARCH METHODOLGY
This survey study used quantitative and descriptive methods because the purpose of
the study was to determine the perceptions of rewards among lower and middle-level
managers at a retail company. Positivism was used as a research method because
the researcher was only concerned with gathering and interpreting data. In this
situation, measurable observations gathered through questionnaires were statistically
analysed using a positivist approach. This necessitated using empirical knowledge
and experience from only two levels of managers' genuine perceptions on rewards as
a motivator. This information was reported in an empirical manner. For the results of
this study to be considered reliable a large number of participants had to be surveyed.
All the reasons for choosing a quantitative method for the study were supported by the
definition by Leedy and Ormrod (2010, p.94), according to whom “it involves looking
at amounts, or quantities, of one or more variables of interest”.

Target Population: In this study the target population included women and men of
different age groups, race groups, and so forth, working for retail companies. Nonprobability sampling (purposive sampling) was used as the intent was to survey lowerlevel managers and middle-level managers only. Zikmund (2009) defines nonprobability sampling as a method of obtaining units or people who are conveniently
available.

Sample size:

Due to the unknown population size of lower and middle-level

managers in furniture retail businesses in South Africa, it was impossible to calculate
the sample size statistically to represent a representative proportion of the entire
population. However, a target population: of 172 respondents (lower- and middle-level
managers) was used for the study because the most preferable sample size is the one
that is large (Leedy and Ormrod, 2010). Purposive sampling creates a basis for
creating a representative sample so that everyone in a population stands a chance to
be nominated and all possible samples of the same size have an equal chance of
being selected.
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Method of data collection: There are a number of different methods of data collection
that can be used for a study. In this instance the structured questionnaire method was
used for the purpose of collecting data regarding the perceptions of managers on
rewards as a motivator at a retail company. Self-administered questionnaires were
deemed appropriate for the study as a data collection method because of the quantity
of information required. Questionnaires are the most widely used method of collecting
primary data for quantitative research. The questionnaires were divided into two
portions (A and B); section A contained biographical information, while section B had
structured questions. There were 31 questions in all, which were divided into four
categories: motivation, work life, benefits and pay, and career and growth. The final
section of the questionnaire asked respondents if they were pleased with the
incentives they received at work. A five-point Likert scale was used in the survey. In
the self-developed biographical questionnaire, the Likert scale was divided into three
columns (column A, B, and C). Respondents were asked in column A whether their
organisation currently provided each of the stated factors. If such elements were
provided by their organisation, they were to mention in column B whether they directly
benefitted from them. Respondents were asked to rank the significance of each item
in column C. (whether they benefited from it or not). Column C was coded from 1 to 5,
with 1 representing "not at all important" and 5 representing "very significant."
Respondents were also told to mark only one response per question in each column
and to finish the list.

Method of data analysis: The purpose of this study was to test the perceptions of
rewards as a motivator amongst managers. For the primary data to be interpreted,
SPSS Version 15 was used to analyse the data in this study to ensure that quantitative
analyses for this study could be conducted. The data were processed on the University
of Johannesburg's mainframe using statistical computer software. The following
strategies were utilised when analysing the data: Variance Analysis, Alpha Cronbach,
KMO and Bartlett's Test and Mann Whitney U test. The statistical study began with a
descriptive analysis that included mean values and standard deviations to determine
the trends. The Cronbach Alpha values were used to determine the reliability of the
scales’ internal consistence of the questionnaire, which was evaluated. When an
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independent sample t-test was not appropriate, the Mann- Whitney U test was utilised
to determine whether two samples were likely to come from the same underlying
population. In other words, Mann U tests were carried out to investigate if there were
any significant variations between demographic parameters such as years of
experience, age, and other reward elements such motivation and compensation. The
KMO and BTS tests were also used to assess whether the sampling was sufficient to
proceed with factor analysis. In this case, it was presumed that the correlation matrix
was factorable if the Kaiser-Meyer-Olkin (KMO) was more than 0.6 and the Bartlett’s
Test of Sphericity (BTS) was significant at α < .05. The completed questionnaires were
coded and edited in order to calculate frequency distribution and to analyse personal
data, and to calculate the central tendency and percentage distribution. SPSS is
regarded by many professionals as one of the best software for statistical analysis.
The statistics obtained from the research were then presented in the form of computer
graphics, with the help of STATKON for data analysis.

RESEARCH FINDINGS AND CONCLUSIONS
For this study the following descriptive statistics (measure of central tendency) were
used for the demographics of the sample as shown in the tables below.
A. Biographical findings
The biographical information of the 172 retail managers who participated in the study
are outlined in table format and are explained by means of frequencies and
percentages.
Table 1:

Gender
Frequency

Valid

Percent

Valid

Cumulative

Percent

Percent

Male

112

65.1

65.1

65.1

Female

60

34.9

34.9

100.0

Total

172

100.0

100.0

Table 1 depicts the gender distribution of managers. The results show that the sample
was more representative of male managers than female managers. Of the 172
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respondents 65.1% (n=112) was male and 34.9% (n=60) comprised female
respondents.

Table 2:

Age of managers
Frequency

Valid

Less than 20 –

Percent

Valid

Cumulative

Percent

Percent

3

1.7

1.7

1.7

25 – 29

15

8.7

8.7

10.5

30 – 34

33

19.2

19.2

29.7

35 -39

32

18.6

18.6

48.3

40 – 44

41

23.8

23.8

72.1

45 – 49

29

16.9

16.9

89.0

50 -54

15

8.7

8.7

97.7

55 – 59

4

2.3

2.3

100.0

Total

172

100.0

100.0

24

Table 2 represents the age of managers, who were divided into eight groups. The
table indicates that of the 172 respondents who completed the questionnaires, the
majority of the sample were between 40-44 years old (23.8%, n=41), followed by the
30-34 year age group (19.2%, n=33), 35-39 years (18.6%, n=32), 45-49 years (16.9%,
n=29), 25-29 years and 50-54 years (8.7%, n=15), 55-59 years (2.3%, n=4), younger
than 24 years (1.7%, n=3).

B. Research Findings
Overall satisfaction presented in frequencies
Research revealed the overall satisfaction of respondents with regard to the rewards
that they received in the organisation. See Table 3: The majority of the respondents
(53.5%, n=92), indicated that they were satisfied with the rewards that they received
in the organisation; 2.3% (n=4) indicated that they were very dissatisfied, 8.7% (n=15)
were dissatisfied. The respondents who were neutral accounted for 25% (n=43), and
9.3% (n=16) were very satisfied. Of all the respondents, 2% (n=2) did not answer the
question.
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Table 3: Overall satisfaction presented in frequencies
Frequency

Valid

Missing

Valid

Cumulative

Percent

Percent

Very dissatisfied

4

2.3

2.4

2.4

Dissatisfied

15

8.7

8.8

11.2

Neutral

43

25.0

25.3

36.5

Satisfied

92

53.5

54.1

90.6

Very satisfied

16

9.3

9.4

100.0

Total

170

98.8

100.0

System

2

1.2

172

100.0

Total

Table 4:

Percent

Group Statistics

Group Statistics
A1

N

Mean_Motivation

Mean_Compensation

Mean

Std.

Mean

Deviation

Rank

Male

112

4.50

.585

87.89

Female

59

4.45

.569

82.41

Male

112

4.09

.737

90.11

Female

56

3.85

.684

73.28

The male respondents thought factor 2 (compensation) was more important than
females.

Table 5:

Age – Npar Tests

Group Statistics
rA2

Mean_Motivation

N

Younge
r

Mean

Std.

Mean

Deviation

Rank

82

4.43

.565

81.37

89

4.53

.589

90.27

81

3.90

.731

76.38

than

40
years
40
years or
older
Mean_Compensatio

Younge

n

r

than
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40
years
40

87

4.11

.711

92.06

years or
older

The table shows that compensation was not as important to the younger respondents
as to the older respondents who believed that compensation was very important.
KMO and Bartlett’s test
The Kaiser-Meyer-Olkin measure of sampling adequacy and Bartlett’s test were used
to ascertain whether there was a relationship among variables. The results are
represented as: .912, which means the value is greater than the minimum value of
KMO .6; therefore, we can perform factor analysis. Bartlett’s test is significant at
p=0.000. According to Pallant (2007), KMO measures the acceptability of the sample.
The minimum value of KMO should be .6 and the index should range from 0 to 1.

Reliability and validity
For this study literature was gathered regarding perception of rewards as a motivator
amongst managers and was used to formulate the questions for the respondents, thus
ensuring validity. Aids such as the SPSS program in conjunction with Cronbach’s
coefficient alpha was used to determine reliability of the study as indicated in Table 6.

Table 6

Cronbach’s AlphaFactor
Cronbach's Alpha

N of items

1. Motivation

.888

6

3. Compensation

.878

5

Inferential statistics
For this study the Mann-Whitney U test was utilised because the responses were not
normally distributed. The aim was to survey the perception of rewards as a motivator
among managers. The tests were done to see whether there were significant
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differences between demographic factors such as, years of experience, age, and
different reward elements such as motivation, and compensation. The propositions
with values equal or bigger than 0.05 were accepted as the null hypothesis, which
means there are no differences. Values less than 0.05 resulted in the rejection of the
null hypothesis and it could thus be concluded that there was a difference in
responses. The results are discussed and presented in the tables below.

Gender- Proposition 1
The table below shows the group statistics for each category:

Table 7:

Test Statistics of Gender

Test Statisticsa
Mann-Whitney U

Wilcoxon W

Z

Asymp. Sig.
(2-tailed)

Mean_Motivation

3092.000

4862.000

-.707

.479

Mean_Compensation

2507.500

4103.500

-2.137

.033

Table 7 shows a p-value that is less than 0.05, which means there is a statistical
significance difference. This applies to P1 which refers to gender and compensation
such as performance-based cash bonuses, social security, and award schemes.

The following propositions are accepted: P1a and P1b This means that there was no
significant difference between male and females when it came to gender and the
factors of motivation such as permanent contract, treatment with respect, recognition,
security, market-related salary and autonomy; gender and the quality of work-life such
as employee assistance, childcare, flexible work, supportive boss and colleagues,
maternity and paternity leave, opportunity to create good relationships in the
workplace, safety standards and sense of challenge; gender and benefits such as
subsidise medical aid, retirement and pension plans; and gender and career and
development such as promotions, training, 360-degree skills assessment, interaction
with experts, attending conferences, mentoring, pre-retirement counselling, shares
and profit-sharing, and employment security.
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Table 8: Test Statistics
Test Statisticsa
Mann-Whitney U

Wilcoxon W

Z

Asymp. Sig.
(2-tailed)

Mean_Motivation

3269.000

6672.000

-1.206

.228

Mean_Compensatio

2866.000

6187.000

-2.110

.035

n
a. Grouping Variable: rA2

Table 8 shows a p-value less than 0.05, which means there is a statistical significance
difference. This applies to P2 which refers to age and compensation such as
performance-based cash bonuses, social security, and award schemes.

The following propositions are accepted: P2a and P2b. This means that there was no
significant difference between older and younger respondents when it came to age
and the factors of motivation such as permanent contract, treatment with respect,
recognition, security, market-related salary and autonomy; age and the quality of worklife such as employee assistance, childcare, flexible work, supportive boss and
colleagues, maternity and paternity leave, opportunity to create good relationships in
the workplace, safety standards and sense of challenge; age and benefits such as
subsidised medical aid, retirement and pension plans.

10. RESEARCH CONCLUSIONS

The statistics showed that the demographics of respondents played a major role in
this study. It was found that the majority of the respondents were male managers
(51.7%) compared to their female counterparts (34.9%). In terms of age, it was found
that out of 172 respondents 48.3% were younger than 40 years of age, and 51.7%
were older than 40 years.

In terms of management positions held in the organisation, it was found that the
majority of the respondents were junior managers (branch managers), accounting for
82.0%, and middle level managers (regional/operational and executive managers)
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made up 18.0%. The majority of the respondents were married (59.3%), 12.2 % where
living together (not married), 21.5% were single, 6.4% were divorced and only 0.1%
were widowed.

Regarding overall satisfaction of rewards by managers, it was found that the majority
of managers (53.5%) were satisfied with the rewards that they received, be it nonfinancial or financial, and only 2.3% were very dissatisfied. The results revealed that
the mean was 3.59, standard deviation: 0.867. Of the respondents 25% were found
to be neutral, and 9.3% were very satisfied and 1.2% of the respondents did not
answer the question. The above results answered the research question of this study
which was as follows: What is the perception of rewards as a motivator amongst
managers at a retail company?

In terms of the inferential results for this study, the aim was to find out about the
perception of rewards as a motivator among managers. The tests were done to
determine whether there were significant differences between demographic factors
such as, age, gender, reward elements such as motivation, benefits and
compensation. The following was found:

There was a statistical significance difference when it came to P1 because the p-value
was less than 0.05. This referred to gender and compensation (performance-based
cash bonuses, social security, and award schemes). Propositions P1a and P1b were
thus accepted. This means that there was no significant difference when it came to
gender and the factors of motivation.

It was found that P2d represented a statistically significant difference because the pvalue was less than 0.05.

This referred to age and compensation such as

performance-based cash bonuses, social security, and award schemes. The following
propositions were thus also accepted: P2a and P2b This means that there was no
statistically significant difference between older and younger respondents regarding
the factors of motivation.
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Mann-Whitney U test: testing of proposition
Pallant (2007) postulated that medians are compared by using the Mann-Whitney U
test and scores are continuously changed into variable rankings across the two groups
(Pallant, 2007). The Mann-Whitney U test was used in this study to test the significant
differences between the following propositions discussed below:

Proposition 1: Gender
When it comes to gender and motivation, the study has shown that there is no
significant difference regarding motivation between male managers and female
managers. Proposition P1 can thus be accepted. Therefore, female, and male
managers are motivated the same regardless of the circumstance at work, ranging
from a permanent work contract, respectful treatment, recognition, security, marketrelated salary, and autonomy.

According to Robbins et al. (2007), there are few differences in the performance of
women and men in the workplace, particularly in areas such as analytical skills, ability
to solve problems, competitiveness, and motivation levels. This is further supported
by Carr (2005, p.110) who stated that “there was no statistical difference in motivation
and demotivation levels between male and female employees”.
Taking the above into close consideration together with the results of the study,
management must issue rewards to accommodate the predominantly male population
in lower and middle level managers but must also identify, harness and reward the
rapidly increasing population of women in the organisation.

According to Wiley (1997), cited in Ebong Ajang, (2007), their research showed that
there was no statistically significant difference between men and women in terms of
the level of importance placed on different motivation factors. Factors such as
interesting work were more important to men as compared to their female counterparts
who placed more emphasis on remarkable work, recognition of work performed,
conducive working environment and exciting work. Above all men and women
preferred a conducive working environment, promotions, and job satisfaction as the
top three factors of motivation (Ebong Ajang, 2007).
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According to Beel (2007), the particular reward system that will be used by the
organisation is dependent on various factors and individual preferences. Gender is
one factor that does not influence an individual’s preferences and ultimately the reward
system. The apparent differences in employees’ preferences when it comes to
rewards will determine the structure of the reward system and management has to be
aware of such dynamics.

However, according to Vaskova (2006) in a Czech survey, the perception of men and
women is different when it comes to the importance and motivation with regard to
performance at work. The author further revealed that the inclinations of people’s
specific needs should be linked to both intrinsic and extrinsic rewards. Both men and
women in managerial positions rate their motivational factors differently.
This finding shows that “women in management positions tend to knowingly or not
become accustomed to male thinking and behaviour and they value the predominant
male workplace”. This assimilated behaviour is driven by the role of management
position which comes with certain expectations, and women managers in various
organisations are still encountering discrimination and preconceptions.

According to Abbott, Johnson, King and Turner (2010), money is not the only catalyst
of motivation, but there are numerous other stimulators. The authors cite Harvard
Professors Lorsch and Khurana’s comments that an “unexamined assumption was
that managers worked primarily for money. Such rewards as future promotions, the
intrinsic satisfaction of achieving results, and the pride taken in belonging to a
successful company were overlooked and sometimes denigrated” (Abbott et al., 2010,
p.17).

When it comes to gender and compensation, results of this study have shown that
there is a significant difference between female managers and their male counterparts
in the level of importance attributed to compensation from management. Thus
Proposition P1b is rejected. Male managers view and rate the importance of
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compensation differently from female managers when it comes to performance-based
cash bonuses, award schemes, shares, and social security. A higher number of males
own shares in the organisation as compared to their female counterparts. Thus more
males (112 of the total respondents) than females (56 of the total respondents)
occupied managerial positions in the company.

This may be due to the general norm in society when it comes to the employment of
females in higher level positions and the belief that men are more able to take
leadership positions. However, regardless of the smaller number of women at higher
level management, the organisation should be aware of current trends in society and
how these impact on the workplace. Women are increasingly making their mark in the
various capacities in which they work, and their unique and valuable input is being
identified and harnessed. This development has consequences for the way in which
management needs to handle rewards relative to gender.

Vaskova (2006) conducted a survey which showed that female managers think that
reward systems such as compensation are often not linked to their performance and
that they are prejudiced compared to their male counterparts. According to this survey,
for every five male managers who felt that their compensation was fair in relationship
to their performance, there was one women manager who believed that what they
were compensated for was not linked to their performance and they felt undervalued.
The majority of female managers in the survey believed that they were compensated
with lower rewards compared to other female managers in the same positions in
different companies.
Furthermore, “from a gender point of view, men regard the so-called ‘instrumental
values’ (basic remuneration and bonuses) higher, as motivational factors in their work
performance and identification with the employer. On the other hand women managers
in the workplace regard respectful treatment, interpersonal relationships more
essential than their counterparts, and the possibility of integrating family life with work
life. Therefore it clear that women managers place much emphasis on ‘soft issues’
than men” (Vaskova, 2006, p.2).
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According to Howard and Dougherty (2004), a reward system can help the
organisation to gain a competitive edge over its competitors.

In terms of the

compensation theory, there will be a rise in skill development, commitment, retention,
flexibility, and productivity as a result of connecting rewards and all the activities that
help the organisation to achieve strategic goals (Howard and Dougherty, 2004).

Proposition 2: Age
When it comes to age and motivation, the results of the study show that there is no
significant difference in how older employees are motivated in relation to the younger
staff. Therefore, Proposition P1a is accepted. Older and younger managers are
motivated by the same factors regardless of the circumstances at work, ranging from
a permanent work contract, respectful treatment, recognition, security, market-related
salary, and autonomy.

Similarly, Kooij, de Lange, Jansen and Dikkers (2008) whose research results found
that salary is the most important job motivator for Russian employees and that there
was no statistically significant difference among the young and older managers with
regard to their preference of job motivators. The authors further state that security and
salary are highly appreciated by older managers, followed by approachability and
respect from their associates.

Regarding age and work-life, the results of this study

reflect that there is not a significant difference between older and younger managers
when it comes to the level of importance they attribute to work-life. Hence Proposition
P2b is accepted. This means that both younger and older mangers attribute more or
less the same level of importance to all the various factors that influence work-life such
as employee assistance, childcare facilities, flexible work, supportive and caring boss
and maternity and paternity leave.

According to Skinner and Pocock (2008), employees who are educated and those who
are in the age group of 25 to 54 years normally experience poor work-life. The findings
of their studies reveal that the concerns of work-life are way above the traditional
emphasis on work-family matters. They state that the work-life that is not good has an
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adverse effect on the majority of those employees who do not have children; yet those
employees who are parents experience the worst work-life interaction. The reasoning
behind this is that employees who are mothers work fewer hours than those who do
not have children depending on the position they occupy, and men who are fathers
work longer hours in the workplace. However, there is no statistical difference between
the work-life of men who are fathers and those who do not have children, when it
comes to work-life interaction between co-workers and the task at hand.

When it comes to age and compensation, the study showed that there actually is a
significant difference between older managers and their younger counterparts.
Proposition P2b is thus rejected. Older managers view and rate the importance of
compensation differently from younger managers when it comes to performancebased cash bonuses, award schemes, shares, and social security. The value
attributed to compensation differs amongst varying age groups, particularly between
younger managers and their older colleagues. Younger employees tend not to place
a lot of value on compensation as compared to their older counterparts. These types
of results dictate certain implications that management should consider when issuing
rewards to lower and middle level managers.

The results achieved in this study may be due to the different priorities that employees
have at varying ages. Carr (2005), stated that individuals in the age range of 28-33
years find themselves concentrating on issues surrounding marriage, parenting,
career establishment and such related activities that have an accumulated effect when
it comes to the value attributed towards compensation for employees around that age.
11. MANAGERIAL IMPLICATIONS AND RECOMMENDATIONS
At the beginning of this study there was no clear empirical evidence to suggest what
managers thought about rewards (financial, non-financial, intrinsic, and extrinsic) as a
motivational instrument in their organisations. However, this study has shed some light
on this problem and the results reflect several distinguishable relationships between
biographical factors such as the manager’s age, and salary earned annually relative
to total rewards elements such as motivation and compensation.
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In the retail organisation studied, a high percentage of lower and middle level
managers were over the age of 40 years, which means management has to deal with
more employees who actually focus on compensation. Therefore the organisation
should create a reward system where employees feel that they are catered for and
see the value of their input in the organisation relative to the rewards received. It is
recommended that management rewards the employees in a way that accommodates
the company’s predominantly male managers relative to females. Competitive salaries
should be aligned for both male and female based on qualifications, experience, skills,
and aptitudes. This gap of different salaries between male and female managers can
be bridged through complying with legislation pertaining to employment equity, by
employing more females in order to do away with the glass-ceiling effect. It is further
suggested that management should also give employees a range of incentives from
which to choose (full buffet), hence giving them (especially women) an opportunity to
receive compensation that best suits them in order to attract and retain employees in
the organisation.

Older and younger managers are motivated the same regardless of the circumstances
at work, ranging from a permanent work contract, respectful treatment, recognition,
security, market-related salary, and autonomy. Management should therefore
continue to accommodate both old and young employees through appropriate rewards
and should constantly conduct a needs analysis to keep up with any changes.
12. LIMITATIONS OF THE STUDY
It would be beneficial if future research could be conducted on a larger scale, including
more organisations within the same sector as well as with companies from different
industrial sectors which would make comparisons possible. Moreover, such research
could also then be used to compare local companies with international companies,
which could then be used for more accurate benchmarking.
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UNIVERSITY THROUGH CHOICE OR CIRCUMSTANCE
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Abstract
The COVID-19 pandemic has forced nearly every tertiary institution to move its
academic programmes online. Students have had to study at home, while educators
have had to become expert online teachers. Other students, however, make a
deliberate choice to study online as it provides them with access to formal learning
while being able to work. Whether online learning is through choice or circumstances,
engaging students in online learning is essential. This study incorporated an
engagement framework into an online module and a face-to-face module which had
to run fully online, creating opportunities for social, cognitive, behavioural and
emotional engagement to occur. Using an action research approach, the engagement
strategies were planned, put into action and the student perceptions were observed
and reflected on. Both groups of students found the social media platforms used in the
modules to be beneficial; they also found that the online material and assessments
encouraged cognitive engagement. The face-to-face students struggled with physical
isolation and anxiety and not all of them enjoyed the shift to online learning. They
strongly felt that they need to connect with peers to enhance their learning. The online
students showed a strong responsibility for their learning confirming the importance of
self-regulation in online learning. The students’ perceptions showed that the
framework can be implemented in multiple settings with care and consideration.
Keywords: Student engagement, online learning, engagement framework, action
research, self-regulated learning
1. INTRODUCTION
The coronavirus (COVID-19) pandemic has forced nearly every tertiary institution in
the world to move its academic programmes online (Pulsipher, 2020). What has been
debated for over a decade as a viable option in tertiary education, with strong
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proponents for and against online learning, has had to be implemented in a short
space of time to ensure the continuity of the academic year (Frankfurt, 2020; Singh
and Hardaker, 2017). Many students have had to leave university residences, which
provided them with the proper infrastructure to learn, and now have to study from home
in sometimes less than ideal environments (Bassett and Arnhold, 2020). These less
than ideal circumstances are due to low or no internet access, high data costs, lack of
a suitable device to study from and connectivity issues (Palvia, Aeron, Gupta,
Mahapatra, Parida, Rosner and Sindhi, 2018).

All of these challenges had to be considered when educators had to transition within
weeks to fully online teaching. Educators had to take on the role of instructional
designers, expert video makers and online teachers, all while bearing in mind the
challenges that students face (Kandri, 2020; Kilgour, Reynaud, Northcote, McLoughlin
and Gosselin, 2019). They further had to realise that online learning is more than just
uploading recorded lectures online but involves thoughtfully designed modules that
use synchronous and asynchronous delivery methods (Louw and Michau, 2018;
Martin, Ritzhaupt, Kumar and Budhrani, 2019). A quality online module should also
include scaffolded learning tasks, employ a variety of technological tools, provide
timely feedback and create clear communication channels where student-to-student
and student-to-facilitator interactions can occur (Carr-Chellman and Duchastel, 2000;
Holzweiss, Joyner, Fuller, Henderson and Young, 2014; Wandler and Imbriale, 2017).

Some students choose to study fully online. They receive all lectures and materials
through the Learning Management System (LMS), where they also have access to the
lecturer and tutors. These students never come to campus for lectures and might even
be geographically distant from the institution. Such students are sometimes referred
to as ‘non-traditional students’ as they are found to be more mature, have several
social roles in life and choose to study online for the convenience that it affords (Jopp
and Cohen, 2020; Palvia et al., 2018). It provides them with greater access to formal
learning environments and the flexibility to start their learning journey at any time while
being able to work (Buelow, Barry and Rich, 2018). Online learning further promotes
a range of 21st-century skills and competencies such as the ability to use modern
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technologies or the ability to independently explore and find relevant information
(Duncan, Kenworthy and McNamara, 2012; Erasmus, 2020). These competencies
and skills will assist students in their learning careers, and it will enhance their
employment prospects in light of the evolving competencies needed in the 4 th
Industrial Revolution (Erasmus, 2020; Oke and Fernandes, 2020).

Online learning requires a student to be a self-regulated learner (Artino Jr. and
Stephens, 2009; Chih-Yuan Sun and Rueda, 2012). The student must be able to set
goals; plan, monitor and regulate their understanding of a subject matter; direct and
motivate their learning efforts and reflect on their learning process (Pintrich and Zusho,
2002; Zimmerman and Schunk, 2001). As the lecturer is not physically present in class
or there is no interaction with fellow students to gauge against, the student has
freedom as to how and when they interact but must use that freedom wisely (ChihYuan Sun and Rueda, 2012). It therefore becomes necessary to ensure that students
stay engaged in the learning process, irrespective of whether they are fully online
learners or students used to face-to-face contact through classes, tutorials and inperson consultations. Student engagement in learning is crucially important and even
more so in the online environment where students do not have physical contact with
one another or the lecturer (Buelow et al., 2018).

Redmond, Heffernan, Abawi, Brown, and Henderson (2018) propose an engagement
framework for online teaching and learning which recommends five types of
engagement: social engagement, cognitive engagement, behavioural engagement,
collaborative engagement and emotional engagement. Applying this framework and
its elements can create multiple opportunities for students to become engaged and, if
planned and implemented thoughtfully, it can result in a student feeling less isolated
from the facilitator, peers and the institution (Martin and Bolliger, 2018).

2. RESEARCH OBJECTIVES AND CONTRIBUTION
Whether online learning is by choice or due to circumstances such as the global
pandemic, engaging students in the online learning environment increases the
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likelihood of students being successful with their studies. Two accounting modules
offered at a South African tertiary institution are the focus of this study: (i) an online
module, Accounting 12, that is part of a fully online Bachelor of Commerce accounting
degree and (ii) a face-to-face module, Accounting 200, that is part of a Bachelor of
Accounting on-campus degree. The online module takes seven weeks and includes
several activities that must be completed within the LMS. The activities include reading
online content or textbooks, completing quizzes and assignments, participating in
discussion boards and watching videos. All the assessments are completed online
through a combination of uploaded answers and online tests marked by the LMS. The
online students register for one module at a time. As a requirement to register, they
must have basic computer skills, a laptop or PC and high-speed internet connections.

The face-to-face module usually makes use of a blended learning approach. Students
receive all their material through the LMS, they attend face-to-face classes and
tutorials, they access additional content and videos through the LMS and they upload
answers to assignment questions. Formative and summative assessments are written
in person, on campus. The face-to-face students register for several modules at a time,
which are taken throughout a semester or a year. Due to the global pandemic, these
students also became fully online students with all material, lectures and assessments
administered through the LMS.
The objectives of the study are:


To determine whether an engagement framework implemented in two
accounting modules was perceived by students to have improved their learning
experience.



To compare the perceptions of fully online students with those of face-to-face
students, who have been forced through circumstances to continue their
studies online.

The contribution of this study is threefold. Firstly, it reflects on the importance of
student engagement by considering the perceptions of two groups of students.
Creating opportunities for students to purposefully engage should lead to successful
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studies. Secondly, as the study is comparing students who choose to study online with
face-to-face students, the differences and similarities in their demographic profiles and
learning preferences could provide useful information for educators who have to
facilitate both groups of students. Thirdly, by comparing two distinct groups of
students, the similarities and differences in their perceptions of specific engagement
strategies could indicate where adjustments should be made to the engagement
framework. This would ensure that the framework caters for the diverse needs and
challenges of students studying online by choice and those obligated to study online
through circumstances.

The remainder of this article is presented as follows: the next section contains a
literature review of online learning, theories and frameworks that support student
engagement and suggestions on how the framework can be implemented. The
research methodology is then explained. The rest of the paper describes the steps
followed in the action research framework through the stages of planning, taking
action, observing and reflecting.

3. LITERATURE REVIEW
Online learning
Learning at tertiary level can occur in many different ways – face-to-face learning in
the classroom, online learning or a blended approach where face-to-face learning is
combined with online learning. Online learning can be defined as ‘formally and
systematically organized teaching and learning activities in which the educator and the
learners are geographically separated, using Information and Communication
Technologies (ICTs) to facilitate their interaction and collaboration’ (Dani, Singhai, and
Hyde, 2018, p.335). Online learning can be provided in two ways – in a synchronous
format or asynchronous format. In an asynchronous format, learning can take place at
any time convenient to the student and learning can take place at their own pace
(Panigrahi, Srivastave and Sharma, 2018). In synchronous classes, students can
connect live with their facilitator and peers and thus interact in a more social manner
(Halverson and Graham, 2019).
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Online learning requires students to be familiar with online learning technologies and
to access learning materials and video content placed on an online platform at a time
that is convenient to them and to take assessments in an online format (Govender,
2010; Wang, Shannon and Ross, 2013). They must be able to access the online
materials, store them digitally, make audio or video recordings, create documents
digitally and access social networking sites. In online learning, students take on a more
active role in their learning, even though they have the autonomy to engage within the
LMS (Barnard, Lan, To, Paton and Lai, 2009). They cannot hide passively in class as
the educator can track their participation through course reports and statistics provided
by the LMS. Due to assessments within the online learning environment being mostly
continuous, a student is forced to engage more regularly with the content, which is
pedagogically beneficial (Boettcher and Conrad, 2010). In online learning, students
require self-discipline and intrinsic motivation to stay on track with their studies
(Barnard et al., 2009; Stark, 2019). Highly self-regulated learners are perceived to
demonstrate higher levels of engagement in the online learning environment and thus
achieve academic success (Chih-Yuan Sun and Rueda, 2012; Cho, Kim and Choi,
2017).
Theories and frameworks supporting student engagement
Several theories and frameworks underpin the importance of student engagement in
all learning contexts. In recent years, several studies focusing on online learning have
elaborated on the mindful engagement of students. One of the theories supporting
student engagement is Astin’s (1984) student involvement theory. This theory is
concerned with the processes that enable student development, maintaining that an
involved student is one who partakes in learning activities, allocates considerable time
and energy to studying and interacts frequently with the facilitator and other students
(Astin, 1984). This interaction with others is also seen in Piaget’s (1971) constructivism
learning theory and Vygotsky’s (1978) social development theory that promotes the
development of cognition in the context of social interaction. According to Piaget
(1971) students should construct their own knowledge; they learn best when they are
active, and learning should be student-centered.

283

International Conference in Accounting and Business – 2021
ISBN: 978-0-620-92936-3
In online environments, learning further occurs through network connections where
knowledge can be shared, reliable information can be accessed, and perspectives and
opinions can be questioned (Kropf, 2013). Connectivism is seen as a learning theory
where learning consists of the ability to construct and traverse those networks
(Siemens, 2008). Learning based on these theories is therefore viewed as a process
of active knowledge construction within a networked environment, where students are
viewed as co-constructors of meaning (Adams, 2006).

Unique to the online learning environment is the theoretical framework proposed by
Garrison, Anderson and Archer (2000), termed the Community of Inquiry (CoI)
framework. Consistent with constructivist approaches to learning, it proposes three
elements or presences that should be available to students for an optimal online
learning environment (Garrison and Arbaugh, 2007), namely, (i) students must be
socially present by expressing their unique personalities, (ii) teachers must be present
through clear communication and purposeful interaction and (iii) course content must
provide students with cognitive opportunities to be present (Buelow et al., 2018).

Redmond et al., (2018) expand on these three types of presences and the extensive
literature on student engagement in general by designing an online engagement
framework for higher education which, according to the authors, is crucial for effective
student engagement within an online learning environment. Their framework presents
a ‘multidimensional construct with interrelated elements’ that will influence how an
online module is designed, the teaching practices within the online module and the
learning engagement that can occur if implemented (Redmond et al., 2018, p.190).
The framework of Redmond et al., (2018) and its five types of engagement are
depicted in Figure 1.
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Social engagement - The
social investment made
by a student in the
learning process

Emotional engagement The positive and
negative reactions of a
student to the
institution, the facilitator
and the activities

Student
engagement

Collaborative
engagement - Learning
together with peers in
formal and informal
settings

Cognitive engagement The active process of
planning, monitoring and
evaluating learning

Behavioural
engagement - Being
present online and
participating in the
online activities

Figure 1: Student engagement in an online learning environment
Source: Redmond, Heffernan, Abawi, Brown, and Henderson (2018)
Implementing an online engagement framework
To ensure that engagement occurs within all five spheres, a concerted effort is
required of the facilitator to build in these aspects into an online module. In an online
space, a sense of community and social engagement can be created. This would be
evidenced by a student connecting with the facilitator and with peers (Boettcher and
Conrad, 2010; Masika and Jones, 2016). The facilitator can be present through regular
announcements and the timeous response to student emails, while social networking
sites can build alternative spaces for students to socially engage (Boettcher and
Conrad, 2010; Gasaymeh, 2017). Facebook and WhatsApp are popular sites and can
be used for communicating administrative information, consulting students, motivating
students and allowing students to access materials (Bouhnik and Deshen, 2014; Hong
and Gardner, 2019).
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Cognitive engagement in an online environment does not differ significantly from how
it is perceived in a face-to-face environment. Cognitively engaged students use deep
learning strategies to invest in their studies (Biggs, 2012; Fredricks, Blumenfeld and
Paris, 2004). They begin by understanding the material and the ideas set forth therein,
connecting those ideas with others already formed, justifying their decisions and selfregulating their learning (Cohen and Jackson-Haub, 2019; Redmond et al., 2018).
Facilitators can impact the level of cognitive engagement by being clear of the
module’s learning outcomes and making sure that the material, activities and
assessment tasks are aligned and speak towards achieving those outcomes (Cohen
and Jackson-Haub, 2019; Kilgour et al., 2019; Lee, Shen and Tsai, 2010). Providing
real-world and authentic assessment questions that require students to think critically
will enhance their cognitive engagement and reinforce their active participation in the
process of learning (Cohen and Jackson-Haub, 2019; Lee and Choi, 2017; Redmond
et al., 2018).

Being involved in the academic tasks, through effort, persistence and attention is seen
as behavioural engagement (Fredricks et al., 2004). In an online environment, this is
the participation of a student in the activities within the LMS and/or the social
networking site. Their participation can be seen through their ‘showing up’ in the
module, the questions that they ask and how they interact with their fellow students
(Blakey and Major, 2019, p.4). Facilitators modelling positive behaviour for students
within the online environment are one of the most important ways of influencing correct
behaviour in students (Cohen and Jackson-Haub, 2019). This can be achieved in
many practical ways – by presenting content and sharing their subject matter
knowledge, by promptly answering student queries and by providing students with
timeous feedback on their assessments (Garrison and Arbaugh, 2007; Kilgour et al.,
2019). Communication with students is essential and facilitators must be perceived as
being present and close to the students.

Learning with peers through the use of group activities and assessments is beneficial
for academic, social and emotional development; it is also a critical 21st century skill
(Gay and Betts, 2020; Redmond et al., 2018). Collaborative engagement is possible
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within an online environment although the geographical dispersion of students might
be a challenge (Bolliger and Halupa, 2018). With online technological tools available
such as Zoom, Microsoft Teams and WhatsApp, working within groups can occur
online, although it will require data and internet connectivity. Collaborative
engagement can be implemented by the facilitator through formal group work and
assessment, but it can also take on a more informal form of learning with peers
(Redmond et al., 2018). Informal learning with peers can be incorporated into the
online module through group discussions, social media platforms or synchronous chat
sessions and can also be seen as social engagement (Martin and Bolliger, 2018).

Emotional engagement focuses on the positive and negative reactions of a student to
the institution, the facilitator and the activities (Fredricks et al., 2004). Positive
emotions in online learning would be enjoyment, curiosity, a feeling of connectedness
and having fun (Deng, Benckendorff and Gannaway, 2020; Redmond et al., 2018).
Students can also be anxious, bored and depressed, which may cause them to
disengage (Deng et al., 2020; Marchand and Gutierrez, 2012). Students’ emotions
towards the online environment can also be influenced by their degree of familiarity
with using technology and navigating within the LMS (Govender, 2010; Wang et al.,
2013). Emotional engagement can be facilitated by increasing the student’s interest in
the module through social interaction with the facilitator and through different
multimedia tools (Chih-Yuan Sun and Rueda, 2012; Cho and Heron, 2015). The
facilitator will further have to manage the emotions of students and pick up on the
emotional signals through social media posts and email communications as the inclass indications of boredom, frustration or negativity are not visible in online learning.

Student engagement is complex and influenced by several factors (Bond, Buntins,
Bedenlier, Zawacki-Richer and Kerres, 2020; Kahu 2013). As much as the facilitator
can contribute to an engaged learning environment through thoughtful strategies,
responsible students are needed to take up the engagement opportunities provided to
them (Halverson and Graham, 2019). Students should, however, not be overburdened
by all the strategies and opportunities that have been planned as it can cause them to
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disengage and may impede rather than promote learning (Bond et al., 2020; Martin
and Bolliger, 2018).

4. METHODOLOGY
Research design
This study is situated within an action research design. Action research is a wellaccepted methodology in education, where educators are reflective and critical of their
own practice to ultimately improve student learning (Baker and Logan, 2006; Paisey
and Paisey, 2005). Action research follows a cyclical process which follows the normal
processes of reflective educators – noting and defining a problem, planning and acting
to address the problem, observing the impact of the changes and reflecting on the
improvements (Kember et al., 2019; Paisey and Paisey, 2005). Using action research
to study student engagement is an emerging theme in the literature and involving
students in an action research project has the potential to create engaged students
(Gibbs et al., 2017).
As online learning is fairly new at the university where the study was conducted, action
research was deemed an appropriate methodology to determine the effectiveness of
the framework. Using this methodology can provide valuable insights into creating an
exceptional online learning experience for students. The first cycle of the project was
completed in 2019 within the online module. Based on the observations and reflections
from the first cycle, the lessons learned were repeated in the online module and with
all learning at the university moving to online learning, it was decided to implement the
framework within the face-to-face module as well. This paper reflects on both these
modules and the similarities and differences in engagement, as perceived by the
students registered for these two modules, using the stepped approach of McGowan
(2012) – planning, taking action, observing and reflecting to implement change.
Data sources and procedure
As action research is not seen as a single approach, but rather as a combination of
approaches, the students’ views were vital in determining the success of the changes
made (Doran, Healy, McCutcheon and O’Callaghan, 2011; Helfaya, 2019). The
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students’ perceptions were obtained through a questionnaire administered to both
groups of students. The questions were adapted from the questionnaires of Hong and
Gardner (2019) and Stanley and Zhang (2018). The questionnaire, which consisted of
closed- and open-ended questions, was administered to the students through a
Google Form link. The results were analysed using both a quantitative and qualitative
approach, enabling a mixed-methods design to integrate the findings. The closedended questions, descriptive statistics and inferential statistics were analysed by an
independent statistician using SPSS while thematic analysis was used to examine the
open-ended questions.
Validity
In order to ensure the validity of the study through the strength of the study questions,
the customized questions were grounded in the literature and based on studies as
reflected above. In action research, researcher bias is a possible limitation. However,
the researcher took great care to disassociate from the data collection process in order
to avoid influencing the student participants. In analyzing the data, every effort was
made to be objective and detached.
Ethical considerations
The student participant in this study volunteered to participate and were not
compensated for participating. Responses from students were received anonymously
and reported on in the same manner.
Planning: Observations and reflections from Cycle 1
The first step in planning for engagement to occur was to consider the observations
and reflections from the first action research cycle. From those observations, the
following was noted:


There is a positive correlation between engaging in the activities on the LMS
and being successful in an online module. Students who did not engage or
participate in the module ultimately failed to pass.



Students work towards a deadline. In the online module that is structured
according to weeks, with a Sunday midnight deadline, most of the work is
completed by students over the weekend. Encouragement to interact and
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engage within the module was positively received by students and caused more
students to be engaged and stay engaged.


Engaging socially within the LMS is a challenge. There is a discussion board
functionality, but it requires a student to leave the page they are currently on
and navigate to the discussion board named the Student Support Forum. The
students do not receive any notifications of posts appearing and it was noted
that students rarely made use of it.



Being present in the module as the facilitator is necessary to create a sense of
community. Students appreciate regular announcements, quick answers to
their emails and feedback on their assessment tasks. The feedback can take
on many different forms, such as general feedback to the whole student cohort,
individual feedback or providing a suggested solution for a specific task.



It is important to care for the emotional needs of students. When deadlines are
extended in certain circumstances and anxiety levels managed, students will
not disengage as they are assured of the facilitator’s commitment towards their
studies.

Taking action: Incorporating the engagement framework
Social engagement – For both the modules, a supplemental approach was followed
(Weidlich and Bastiaens, 2019). The LMS was not replaced but supplemented with
social media platforms for a more sociable connection and an easier platform to
answer questions. For the online module, a Facebook Learning Group was created,
whereas for the face-to-face module, WhatsApp groups were used. For the more
mature Accounting 12 students, Facebook seemed to be a more appropriate platform
to use. An advantage of a learning group is that posts can be grouped for easier
reference. For the Accounting 200 students, the ease of use and low data costs of
WhatsApp were preferred.
Cognitive engagement – Both modules used a scaffolded learning approach, with
online materials and videos placed online. A clean course design was used so that
students could navigate the LMS with ease. Clear instructions allowed the students to
move within the structured academic content towards integrated and challenging
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assessment tasks. Due to data constraints and internet connectivity, all material for
the face-to-face module was also placed on the WhatsApp groups.
Behavioural engagement – Students were encouraged to work consistently and to
participate in all the online activities. The activity logs within the LMS were used to
determine the students’ last access date and the amount of time spent within the
module. The completion of assessment tasks was also an indication of students
engaging with the work and where necessary, personal emails were sent to inactive
students. Regular announcements on the LMS and the social media platforms were
also used to communicate with students.
Collaborative engagement - With low data and connectivity problems experienced by
several students, it seemed inappropriate to add a formal group work assignment to
the face-to-face module. This study therefore does not report on formal collaborative
engagement as the aim is to draw on the similarities and differences experienced by
the two groups of students. Informal collaboration and learning with peers are reported
on through the notion of social engagement.
Emotional engagement – Social media platforms were used to motivate students. Due
to all the changes experienced by both groups of students as a result of the global
pandemic, it was necessary to regularly look at the Facebook posts and WhatsApp
messages, as well as emails from students to deal with any issues that may have
caused anxiety. It became essential to frequently communicate with students to
reassure them and ease any stresses.
Observing: Responses and views of students
The questionnaire was administered to 46 students within the online module and 350
students within the face-to-face module, of which 36 (78% response rate) and 98 (28%
response rate) responded. Although the response rate of the face-to-face students
seemed low, it was nonetheless higher than for other web-based questionnaires
administered in South Africa and fell within the acceptable range of 25% to 38%
(Eiselen and Nkoutchou, 2012; Marx, 2008).
The goal of the 15 closed-ended questions was to determine the students’ social,
cognitive, behavioural and emotional engagement in the modules. A five-point Likert
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scale was used, where 1 indicated strongly disagree and 5 indicated strongly agree.
To determine the relationship between the responses of the online students and the
face-to-face students for each statement, a Pearson Chi-square test of independence
was used. The five types of engagement are reported on separately and are combined
with responses from the open-ended questions.
Table 1: Respondents’ demographic information and learning environment
preferences

Information

Online module

Face-to-face

(%)

module (%)

Total (%)

Q1. Gender
-

Female

18 (50)

57 (58)

75 (56)

-

Male

18 (50)

38 (39)

56 (42)

-

Prefer not to respond

0 (0)

3 (3)

3 (2)

Q2. Language
-

English

20 (56)

23 (24)

43 (32)

-

Afrikaans

8 (22)

3 (3)

11 (8)

-

Indigenous South African language

7 (19)

70 (71)

77 (58)

-

Other (Indian, Chinese, Latin American,

1 (3)

2 (2)

3 (2)

etc.)
Q3. Age
-

18-21

4 (11)

80 (82)

84 (63)

-

22-25

9 (25)

14 (14)

23 (17)

-

26-30

10 (28)

3 (3)

13 (10)

-

31-40

10 (28)

0 (0)

10 (7)

-

Above 40

3 (8)

1 (1)

4 (3)

Q4. Textbook used
-

Printed textbook

18 (50)

79 (81)

97 (72)

-

E-book

16 (44)

8 (8)

24 (18)

-

Did not make use of a textbook

2 (6)

11 (11)

13 (10)

Q5. Preferred learning method
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-

A combination of reading onscreen and
reading printed materials and making

22 (61)

47 (48)

69 (51)

6 (17)

39 (40)

45 (34)

1 (3)

4 (4)

5 (4)

7 (19)

8 (8)

15 (11)

manual notes
-

To read the materials on the screen of
my device and make manual notes

-

To read the materials on the screen of
my device and make electronic notes

-

To download and print materials and
make manual notes (no onscreen
reading)

Q6. Main device used for learning
-

Laptop

31 (86)

74 (76)

105 (78)

-

Desktop

4 (11)

7 (7)

11 (8)

-

Smartphone

1 (3)

9 (9)

10 (8)

-

Tablet

0 (0)

8 (8)

8 (6)

The respondents’ demographic information and learning environment preferences are
shown in Table 1. In the online module, there was an equal split between male (50%)
and female students (50%), while in the face-to-face module slightly more than half of
the sample was female (58%). Differences were noted in terms of the home language
and age of the students in the two modules. For the online module, most students
(56%) were English speaking and above the age of 26 (64%), while in the face-to-face
module, the indigenous South African languages were mostly spoken at home (71%)
and most of the students were aged between 18 and 26 (96%). The fact that the online
students were on average older than the students in the face-to-face module is in line
with other findings, such as the study of Mattes, Nanney, and Coussons-Read (2003)
which also compared an on-campus group with an online group of students.
In terms of the students’ learning preferences, similarities and differences were noted
between the two groups. Most students (78%) from both modules preferred to use a
laptop as their main device for learning and preferred to use a combination of onscreen
reading, reading printed materials and making manual notes (51%). More online
students used the electronic version of the textbook – 44% compared to 8% for the
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face-to-face module – while the face-to-face students overwhelmingly preferred a
printed textbook (81%).

Social engagement
Five items requested the students to state their views on social engagement within the
module. The responses are outlined in Table 2.
Table 2: Social engagement
Online module (n = 36)

Face-to-face module (n = 134 )

Pearson Chi-square
test of independence
Sig.

Questionnaire

number

and item

1-2

3

4-5

Mean

SD

1-2

3

45

Mean

SD

χ²

df

(pvalue)

1.

Connecting socially
with peers is

9

11

16

3.22

1.124

8

13

77

3.99

0.964

14.696

2

0.001*

5

7

24

3.72

1.186

15

18

65

3.70

1.180

0.052

2

0.974

12

10

14

3.14

1.417

42

25

31

2.82

1.215

1.057

2

0.589

7

6

23

3.72

1.427

14

16

68

3.72

1.202

0.566

2

0.753

22

9

5

2.19

1.215

63

18

17

2.29

1.212

0.808

2

0.668

essential to my
learning experience.
6.

The

Facebook

Learning

Group/

WhatsApp

Group

supported

my

learning experience.
7.

I

asked

questions

within the Facebook
Learning
Group/WhatsApp
Group when I was
confused about the
course

or

assignments.
8. I think that a Facebook
Learning
Group/WhatsApp
Group can be useful
in my studies.
9. I am concerned that my
personal information
might be exposed as
a

result

of
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participating in these
learning groups.

Note: 1-2 = Strongly disagree and disagree; 3 = Neither disagree nor agree; 4-5 =
Agree and strongly agree; SD = standard deviation; df = Degrees of Freedom
*p<0.05 (2-sided)
Students in both modules agreed (67%) and strongly agreed (66%) that the learning
groups supported their learning experience (Question 6), while 64% in the online
module and 69% in the face-to-face module agreed and strongly agreed that such
groups could be useful in their studies (Question 8). When students were asked why
they did not participate in the learning groups, the online group indicated that they did
not have a social media presence and preferred to keep it that way. They would rather
pose questions directly to the facilitator via email and receive all their material via the
LMS. In the face-to-face module, many students were part of the WhatsApp group, but
did not necessarily participate in the group. They used the group primarily to receive
information and benefit from the questions asked by others. Some students indicated
that they did not feel confident asking questions within the group and would rather
send a message to the facilitator directly.
A significant difference (χ² (2, n = 134) = 14.696, p = 0.001) was noted in the responses
to Question 1. Students in the face-to-face module agreed and strongly agreed (78%)
that they needed to connect socially with their peers to enhance their learning
experience. This is in line with the literature on social engagement in online learning
which states that is important to interact with others and to share experiences with
other students in the same module (Cho and Kim, 2013; Erasmus, 2020). The online
students did not have such a strong preference to connect socially, with only 44%
agreeing and strongly agreeing with this statement. This might be because the online
students have to work and study and that they have very little time left to engage
socially, especially within a module that is completed over a short time. In their strong
response, the face-to-face students may be reflecting their loss of interaction with their
peers with the move to online learning and how they miss personal contact. One
student reiterated this by stating:
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The challenges I encountered were that the help I needed at times, needed
extra effort from myself. Usually, I’d ask for assistance in class or my peers after
classes and at the on campus residence I stay in, which I couldn’t do with online
learning that easily and had to constantly text and wait for responses.
Cognitive engagement
Three items requested the students’ perceptions of cognitive engagement within the
module. The responses are outlined in Table 3.
Table 3: Cognitive engagement
Online module (n = 36)

Face-to-face module (n = )

Pearson Chi-square
test of independence
Sig.

Questionnaire

number

and item

1-2

3

45

Mean

SD

1-2

3

4-5

Mean

SD

χ²

df

(pvalue)

11. The

videos

Accounting

in

the

module

1

1

34

4.56

0.809

8

7

83

1

0

35

4.64

0.762

7

4

87

1

1

34

4.72

0.779

6

7

85

4.19

1.046

2.264

2

0.322

4.36

0.961

2.516

2

0.284

4.21

0.929

1.589

2

0.454

enriched my learning
of the content.
12. The

activities

and

assignments

in

Accounting

module

the

were challenging and
required

a

good

understanding of the
course material.
13. I

found

communication

the
from

the lecturer clear and
timely so that I was
aware

of

my

responsibilities.

Note: 1-2 = Strongly disagree and disagree; 3 = Neither disagree nor agree; 4-5 =
Agree and strongly agree; SD = standard deviation; df = Degrees of Freedom
For all three items on cognitive engagement, high agreement with the statements was
noted by both groups of students. This is encouraging to note as cognitive
engagement is an essential form of engagement and must be in place before
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behavioural engagement can occur (Blakey & Major, 2019; Redmond et al., 2018).
The videos used in both modules were found to enrich the students’ learning
experience, with 94% of the online group and 85% of the face-to-face group agreeing
with the statement (Question 11). An advantage of videos replacing face-to-face
lectures is indicated in this comment from a face-to-face student:
I find that videos are very helpful for me. When I used videos and studied the
slides for Financial Instruments, I found that I did better in that part of the
assessment. So, what I have done differently is to repeat watching lecture
videos.
An online student indicated that they found videos created by the facilitator to be more
helpful than videos from external sources:
In terms of course, material I find the external videos not done by lecturers to
be a little less helpful. Lecturers tend to focus specific on the module at hand
and use practical examples in same context/format of the textbook.
The students in both modules also found the activities and assignments challenging
as they required a thorough understanding of the material within the module (Question
12). Only one student (3%) in the online module and seven students (7%) in the faceto-face module disagreed with this statement. Students in the face-to-face module did,
however, find the move to online assessments challenging. They found the open-book
nature of the assessments increased the difficulty of the assessments and found
reading on screen and typing answers taking more time. As one student stated:
I missed the pen and paper experience of writing assessments.
Behavioural engagement
Three items requested the students’ reflections on behavioural engagement, as shown
in Table 4.
Table 4: Behavioural engagement
Online module (n = 36)

Face-to-face module (n = )

Pearson Chi-square
test of independence

Questionnaire number

1-

and item

2

3

4-5

Mean

SD

1-2
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df
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(pvalue)
4.

When it comes to
learning

and

studying, I am a
self-directed

2

6

28

4.17

0.910

19

22

57

3.51

1.062

5.232

2

0.073

1

3

32

4.56

0.877

4

12

82

4.20

0.947

0.564

2

0.754

1

1

34

4.75

0.770

5

16

77

4.09

0.980

4.928

2

0.085

learner and find it
easy to take charge
of my learning.
14. The presence of
the lecturer in the
module helped me
to stay engaged in
the module.
15.

The

lecturer

provided

timeous

feedback on work
done so that I could
self-assess
reflect

on

and
my

learning.

Note: 1-2 = Strongly disagree and disagree; 3 = Neither disagree nor agree; 4-5 =
Agree and strongly agree; SD = standard deviation; df = Degrees of Freedom
The students in the online module agreed and strongly agreed (78%) with the
statement that they were self-directed learners who could take responsibility for their
learning (Question 4). Although not showing statistically as a significant difference (χ²
(2, n = 134) = 5.232, p = 0.073), the responses of the students in the face-to-face
module showed a stronger disagreement (19%) and neutrality (22%) towards the
statement. The transition to online learning required significant self-discipline from the
face-to-face students, confirming the notion that online learning requires students to
be self-regulated learners (Louw and Michau, 2018; Wandler and Imbriale, 2017).
Both groups of students had to adjust their behavioural engagement within their
module due to COVID-19. For some of the online students, time schedules had to be
re-adjusted to balance working from home, taking care of children and studying. One
student shared their experience:
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Found it very difficult to study and most of the time the studying was left for
Friday nights to start week’s module work to be submitted by Sunday night.
Most of the time I did not have enough time to cover the material and submitted
assignments just to get it in.
Other online students did not have to make any adjustments and could continue with
their studies uninterrupted:
None, due to this being online studies. I have not gone through the stress that
many normal university students have. I can log into my Blackboard account on
any device to complete my studies without much trouble as I am already familiar
with the platform.
As can be expected, the students in the face-to-face module felt the transition to online
learning more keenly and mentioned several adjustments that they had to make to
their learning process. Students highlighted how they had to schedule time to learn,
find a place to study with little or no distractions, all the while juggling other household
chores. One student’s comment reflects this:
More awareness needed to be incorporated into developing a set routine that
allows for focusing on studying… I needed to spend more time revising and
making notes as I struggled to adjust to formal learning in my home
environment. It is very difficult having a quiet space and time set out, and to not
be consumed by household duties.
As can be seen in Table 4, both groups of students appreciated the presence of the
lecturer in the module, with 89% of the online students and 84% of the face-to-face
students agreeing and strongly agreeing with the statement (Question 14). The
presence of the facilitator in online learning is very important as it encourages the
students to model the same behaviour and provides them with a sense of support
(Martin and Bolliger, 2018). One way in which this interaction was achieved was
through timely feedback. In the online module, there was strong agreement (94%) that
feedback was well-timed for self-assessment and self-reflection to occur (Question
15). This might be due to the small number of students in the online module expediting
the feedback process. Moreover, given the short time frame of the online module
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(seven weeks), feedback on the previous week’s work is usually given by the
Wednesday. Although 78% of the students in the face-to-face module also agreed and
strongly agreed, some students (22%) disagreed or were neutral towards this
statement, creating the need to improve the feedback process for the face-to-face
students.
Emotional engagement
Four items requested the students’ views on emotional engagement, as shown in
Table 5.
Table 5: Emotional engagement
Online module (n = 36)

Face-to-face module (n = )

Pearson Chi-square test
of independence
Sig.

Questionnaire number and
item

1-2

3

4-5

Mean

SD

1-2

3

4-5

Mean

SD

χ²

df

(pvalue)

2.

In my studies, I set goals
and motivate myself to

1

2

33

4.39

0.838

9

11

78

4.04

1.059

2.783

2

0.249

7

11

18

3.31

1.215

12

17

69

3.99

1.064

4.850

2

0.088

1

5

30

4.25

0.906

33

29

36

2.97

1.199

24.071

2

0.001*

2

6

28

4.22

1.098

7

15

76

4.04

1.039

0.130

2

0.937

reach those goals.
3.

I felt anxious completing
this Accounting module
online.

5.

I enjoyed completing this
Accounting

module

online.
10. I feel more confident that
posts are accurate when
instructors

are

participating

in

Facebook

Learning

the

Group/WhatsApp
Group.

Note: 1-2 = Strongly disagree and disagree; 3 = Neither disagree nor agree; 4-5 =
Agree and strongly agree; SD = standard deviation; df = Degrees of Freedom
*p<0.05 (2-sided)
Both groups of students invested in the emotional process of learning by setting goals
and motivating themselves to reach those goals, with 92% of the online students and
80% of the face-to-face students agreeing with the statement (Question 2). Due to the
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relatively autonomous nature of online learning, the ability to motivate oneself is
especially important (Artino Jr. and Stephens, 2009). Facilitators can encourage goalsetting and motivation by helping learners to set challenging learning goals, by
providing timely and explicit performance feedback and by guiding students how to
engage with the feedback for meaningful self-reflection to occur (Artino Jr. and
Stephens, 2009; Stegmann and Malan, 2016). The study of Chih-Yuan Sun and
Rueda (2012) indicated that first-time online learners may display higher anxiety
levels; this was confirmed by the results, with 70% of the face-to-face students
indicating that they were anxious about completing the module online (Question 3). It
was concerning to observe 18 (50%) online students also experiencing anxiety. This
could be because in Week 2 of the online module, the country was placed in lockdown
to curb the spread of the COVID-19 coronavirus. Even though the online module was
not disrupted in any way, the lives of many of the students were, and it was difficult for
some to adjust.
A significant difference (χ² (2, n = 134) = 24.071, p = 0.001) was noted in the responses
to Question 5. The students in the online module, although anxious at times, enjoyed
completing the module, with 83% agreeing and strongly agreeing with the statement.
In contrast, only 36% of the students in the face-to-face module enjoyed completing
the module, while the rest (64%) were either neutral to the statement or indicated that
they did not enjoy the module being online. From the students’ comments, it appears
that data constraints and connectivity issues, power outages during test times, the
pandemic in general and adapting to a new learning environment influenced their
enjoyment of the module. Here is how one student experienced it:
Contact learning is my main method for learning. My preferred engagement
with learning material is physical notes in front of me and a physical presence
to engage with. I struggled to focus on a laptop screen, and I lost concentration
much faster than I would have in a class environment. In terms of test times, I
felt more overwhelmed about time constraints and having to look off a computer
screen and scramble to physically write and process on paper. Connectivity has
also been a challenge as I am only able to connect at certain times when I have
access to internet and a laptop.
301

International Conference in Accounting and Business – 2021
ISBN: 978-0-620-92936-3

5. REFLECTING: CONCLUSIONS AND LESSONS LEARNED
Tertiary education has undergone turbulent times in recent months and the COVID-19
pandemic has caused educators to take up the challenge of online learning in a short
space of time to ensure the continuity of the academic programme. This study has
shown that implementing an engagement framework in an online learning environment
was found effective by fully online students and face-to-face students who now had to
study online. Student engagement is very important; by using the framework of
Redmond et al. (2018), facilitators can create many opportunities for students to be
engaged. This is especially necessary where online learning is not the students’
choice, but they are forced to resort to this method due to extraordinary circumstances.
This study contributes to the literature as it shows how the knowledge of an
engagement framework and its practical implementation in any online module can
ensure engaged and successful students. It further highlights the similarities and
differences in perceptions of engagement between students who choose to study
online and those who are forced through circumstances to study online.

Both groups of students agreed that social engagement was important and that a
social media platform could be useful. WhatsApp appears to be the preferred platform,
although scrolling up and down looking for a message can be tedious. There was also
consensus between the groups of students that engaging cognitively was important,
with the material and assessments in both modules enriching their learning and
challenging them. It is evident from the results that the face-to-face students struggled
with physical and psychological isolation and missed the social interaction with their
peers. It might therefore be worthwhile considering synchronous classes for these
students where they can interact with the facilitator and peers. In these classes, faceto-face connectedness can be achieved in a limited way and the facilitator can display
enthusiasm and influence the students positively.

The results also confirm several aspects of online learning which were mentioned from
the literature. It appears that online students are older on average and have several
social roles to fulfil – full-time worker, parent, and student. Online learners are found
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to be more self-regulated in their learning, as the online environment requires them to
be active participants in their studies and show a certain amount of self-discipline. For
the face-to-face students, it was clear that the discipline of going to class had to be
recreated at home and some students struggled to adapt to the increased
responsibility and independence. First-time online learners can be more anxious as
they have to deal with the new learning environment and in this study, with the change
from face-to-face classes to online learning, the anxiousness of students was keenly
felt. The presence of the facilitator in the online module becomes very important as
provides a model for the students to follow. This can be displayed through timely
feedback that students can reflect on. From the results, it appeared that feedback for
the face-to-face students could be improved on and the online tools within the LMS
could assist in this regard.

This study has certain limitations. It reflects on the experiences of students within an
action research study and therefore the generalisability of the results is limited.
However, the purpose of action research is not necessarily to generalise but rather to
learn from the experience, which could then be used in other educational settings. The
engagement of the students within the two modules was not confirmed through their
academic results and further research could investigate whether engagement over
time leads to better academic results. Due to data constraints, collaborative
engagement through a formal group project could not be explored; the experience of
students in group projects can therefore be investigated in future studies.
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Abstract
The emergence of COVID-19 accelerated digital adoption in several sectors of society
and economy, including banking. Lower living standard measure (LSM) market,
comprising most of the South African population, are understood to be less
technologically savvy. They have limited to no access to compatible devices and
predominantly cannot afford the associated data costs. Their transactions are largely
cash intensive. Consequently, wide digital adoption by banks could negatively impact
customers within lower LSM market. Equally, there is a gap in ensuring inclusive digital
adoption. This paper explores inclusive banking digital adoption strategies for
improved adoption in the lower LSM market in South Africa. To enable a wide reach,
it is envisioned that such strategies must aim to support customers in consuming
digital services. The paper follows a desktop study methodology and uses automated
teller machines (ATM) case study to help develop a new strategic framework for digital
deployment. The findings are important to business management and innovation in
financial institutions in the global South, where digital divide is reality.
Keywords: Lower income banking, banks, digital adoption, compatible devices

1. INTRODUCTION
The emergence of COVID-19 brought adverse effects to South Africa and challenges
to its economy. The International Monetary Fund (IMF) reports that those at the bottom
of the income distribution have been the most affected by the economic contraction
(International Monetary Fund, 2020) and the official unemployment rate reached an
all-time high of 31 percent during the third quarter of 2020 (Kean and Armstrong,
2020). Parallel to this, the National Treasury forecasted that the Economy would
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continue to contract due to COVID-19 implications and measures (Bohlmann, et al,
2021).
In response to the COVID-19 restrictions and to keep afloat, businesses and
organisations have instigated key adjustments to their business operating models.
Amongst others, the emergence of COVID-19 hastened the digital economy and
accelerated digital adoption in several sectors of society and economy, including
banking (Ernst & Young, 2020). COVID-19 necessitated a quantum leap in digital
adoption at both organizational and industry levels (Ernst & Young, 2020). Companies
have accelerated the digitization of their customers and supply-chain interactions by
three to four years and many industries are working toward a digital future (McKinkey
& Company, 2020).
The lower income segment comprises much of the South African population,
approximately half of the adult population in South Africa (49,2%) is living below the
upper-bound poverty line (Statistics South Africa, 2019). A significant portion of the
banking industry customers that are in the lower income end, have less access,
agency, and ability to transact digitally and leverage off these digital transformation
implications and service models, these customers are left further and further behind
(Hernandez & Roberts, 2018). The wide digital adoption and transition by banks
therefore presents a possibility to exclude customers within the lower LSM markets.
This equally supposes that there is a gap and opportunity in ensuring inclusive digital
adoption.
This paper therefore explores inclusive digital banking strategies, discusses the
suitable technology selection for the lower LSM market in South Africa and explores
strategies to hasten the adoption of digital channels as a transacting norm. This paper
followed a desktop study methodology and a high level of literature study to gather
shared perspectives from global scholars and practitioners.
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2. LITERATURE REVIEW
Lower income banking market
The lower income population in South Africa can be defined using the matrix of LSM
and further described through the elaborate research data around Income Per Capita.
The LSM is a unique means of segmenting the South African population into 10
segments, where 10 is the highest living standard and 1 is lowest living standard
(Ntloedibe and Ngqinani, 2020). The lower income segment in discussion on this
paper is reflected in LSM 1-4.
LSM 1-4 key identification variables
The lower income population in South Africa is reported to have the least access to
wealth. The bottom 90% of the population, ranked by wealth, hold only 14% of the total
wealth in South Africa (Southern Africa-TIED, 2020). Much of this population has
completed primary to high school education and mostly live in semi-urban areas (also
called townships) and rural areas. The monthly salary for individuals in this LSM 1-4
segment ranges from R1,363 to R3,138 per month and the primary sources of income
are salaries from full time or part time employments, small personal businesses and
grants received from the government (Ntloedibe and Ngqinani, 2020).
The bottom 50% of the South African population, also within this LSM 1-4 segment,
often has a negative net balance of monthly incomes and expenses (Southern AfricaTIED, 2020). These individuals then always find means to make money and close the
negative gap, this then informs and perpetuates the informal traders’ market
predominantly in the township economy.
LSM 1-4 banking behaviours
A Global Finance Magazine reports that South Africa has a large population of
unbanked or underbanked people, estimated to be at around 31% of the total
population in 2021 (Ventura, 2021). These people make use of nonbank financial
services conducted at providers such as check-cashing outlets, payday lenders,
Stokvel group societies and other grocery retailers (Blank, 2008). This lower income
segment market is also generally categorised by the banking industry to be in a cash
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economy and therefore the transactions even of the banked customers are largely
conducted physically through cash (World Economic Forum, 2019).
The banking industry reports that only 23% of this market is currently digitally active
and McKinsey & Company confirms that 85% of online shoppers are LSM 7 and above
(McKinsey & Company, 2020), leaving the significant majority to be digitally inactive
and transacting primarily through cash. This is influenced by a plethora of reasons
such as the lack of knowledge and understanding of digital transacting methodologies,
security concerns, limited access to devices that enable digital transacting and the
data costs involved (Mujinga, et al., 2016).
The highly consumed banking products include transactional account, personal
savings account, group savings accounts, insurance products such a funeral
insurance and personal unsecured lending. Regardless the banking product in
consumption, this market conducts banking through the physical infrastructure and
banking channels such as Bank Branches or Automated Teller Machines (ATMs)
(World Economic Forum, 2016).
During COVID-19, a transition of these segments has been observed from physical
transition into digital banking by necessity, given the lockdowns. The key interrogation
then becomes whether this segment is ready to permanently transition to this digital
banking methodology and what adjustments will enable a smoother and holistic
transition and adoption. Next, a high-level review and discussion on technologies
adoption in the banking sector is presented.
Technologies
Advances in information technologies (IT) and their potential huge cost savings in
banking operations are an incentive for banks to digitize (Joseph, et al., 1999; Tiwari
and Kumar, 2012). This is largely looked at from a technology supply side perspective.
It makes business sense in the developed world, where there is high access to smart
devices and high-speed internet. It is imperative that banks consider a variety of
technology offerings, from low end to high end. Benefit with IT is that databases can
be centralised while decision making is decentralised (Tiwari and Kumar, 2012).
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In countries like South Africa where digital divide is real, the decentralised decision
making requires investment in digital infrastructure. Else, others are not able to
consume banking services advanced by new technologies. As observed in Italy, IT
intensive banks tend to allocate decision making on small business loans to local
branch managers (Mocetti, et al., 2017). In Australia, customers found electronic
banking facilities to underperform traditional banking (Joseph, et al., 1999). Obviously,
considering the infancy of IT at the time, this makes sense. Equally, the digital divide
in South Africa could result in the same experience for a category of customers.
In the Australian study, accessibility was raised as an area that banks must enable.
Of course, at the time it was about installation of automated teller machines (ATM)
and ensuring safety. Today, service delivery is via banking apps, which require both a
smart devices and data. Cyber security is a new risk and banks cannot leave that
entirely on customers to figure out (Dangolani, 2011). In Iran, IT was found to
significantly reduce time for both customers and bank employees, while expenses are
also lowered significantly (Dangolani, 2011). Equally, employees play a critical role in
the success of IT investments and deployments (Shukla and Singh, 2014). In Iraq, it
was found that that not all banking customers adopted IT products, education level
plays a key role in the adoption (Adeniran, et al., 2020).
As much as IT enables value creation and competitiveness, it is pointless if some
customers are not consuming products and services. Banks must recognize that it is
not enough do develop cutting edge products and services, they must equally be able
to deliver to targeted customers. This is the argument we advance in South Africa for
lower LSM market. Banks must make the necessary investments to ensure that lower
LSM market is positioned to consume new products and services via digital platforms.
Banks must balance both supply side and demand side investments, without which
investment on new technologies goes to waste.
As financial institutions are adopting IT, they are emerging as financial technology
(FinTech) companies. In Arab countries, customers’ willingness to deal with FinTech
companies was highlighted as a key challenge (Al-Ajlouni, et al., 2018). In a way,
digital technologies and adoption goes beyond what ATMs achieved when first
launched. To gain some lessons, a high-level case study on ATMs is presented next.
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Case study: Automated teller machine
ATM was a critical technology for banks, it created a new competitive landscape and
brought banks closer to their customers (McAndrews, 2003). The competitiveness was
short lived, soon all banks offered ATMs as studied in Vietnam (Phan and Nham,
2015). Through the ATM, customers are now a walking distance from banks. With
digital platforms, customers have a bank all the time in their houses and wherever they
go. This is an important advance, with some differences when compared to ATMs.
With the ATM, banks developed the infrastructure all the way to the ATM. All that
customers must do is walk or take a short distance local taxi to access the ATM. With
digital platforms, banks have developed infrastructures on their side and customers
require both a smart device and data to access.
It is in the digital infrastructure where digital platforms are located, and banks deploy
new digital innovations. Conceptually, customers can access digital banking services
anytime, however, they need to have the right devices on their end. Considering what
the paper has presented regarding LSM 1-4, this is a real challenge for both banks
and this market segment. As a study in Nigeria shows, banks incurred serious
unreported losses in building ATM infrastructure (Jegede, 2014). Security issues only
added to the cost. As reported in this study, banks on average experienced an
improvement in performance. As another study in Nigeria investigated, ATM usage
caused customers satisfaction. (Odusina, 2014).
The deployment of ATMs seems to suggest that banks and customers would better
benefit if banks followed a similar approach for digital deployment, especially for LSM
1-4 in South Africa. Digital platforms should somehow shift transactions away from
bank branches and ATMs. As already indicated, LSM 1-4 largely work with cash,
implying that banks’ investment in digital platforms is not reaching them. Equally,
banks would need to continue to operate a hybrid model, which could be costly in the
long run. Efforts to close bank branches would not automatically result in digital
adoption. As such, banks are leaving a significant market behind, considering the
South African population.
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Of course, ATMs are not the holy grail for banks. While ATMs grew by over 1380%
between 2005 and 2008 in Nigeria, fraud rose with growth (Adeoti, 2011). Investment
in security features such as three tier authentications was required (Onyesolu &
Okpala, 2017). On top of fraud, ATMs appear to have nudged customers to increases
spending in Nigeria (Ogbuji, et al., 2012). The use of card less transactions and
installation of security features at ATMs are among solution piloted. Now with digital
transactions, cyber security is the new threat. Fundamentally, ATMs introduced selfservice approach to banking (Dilijonas, et al., 2009). Customers required training to
successfully adopt the technology.
3. PROPOSED STRATEGIC FRAMEWORK
Over the years the banking sector has made considerable efforts and entered
unconventional channels to bring banking closer to the lower market by bringing
banking service channels into their communities, closer to them; banking channels
such as the low-cost Point-of-Sale (POS) network, ATMs, and partnering with retail
outlets that act as intermediaries (Oxford Business Group, 2016). In the age of digital
transition, there is still an opportunity to bring banking closer into their homes. The
following strategies are therefore proposed as conceptual frameworks for the inclusive
digital immersion for the lower income market.
Following the literature and case study, the banking sector can be conceptualized
across 3 generations. Figure 1 to Figure 3 display the conceptualisations.

Customer

Bank

Figure 1: Generation 1 (G1)
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Bank

Customer

ATM

Figure 2: Generation 2 (G2)

Bank

ATM

Customer

Digital
Platforms

Figure 3: Generation 3 (G3)
ATMs brought banks closer to customers, while digital platforms are even closer. The
challenge on digital platforms in South Africa is that LSM 1-4 are unable to fully
transact on digital platforms. So far, the paper argues that banks’ digital adoption
strategies are not sufficiently inclusive. Taking lessons from the deployment of ATMs,
banks must consider making easily accessible and affordable digital channels
especially for LSM market.
Banks should be targeting to reduce cash transactions, implying a reduction in ATMs
and branches in the longer term. With the current exclusive strategy, the finding of this
paper anticipates that banks are excluding LSM 1-4 market. To develop digital
platforms is not enough, banks must deliver these platforms to their intended
customers if they are to reap a return on investment.
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Digital banking cost and accessibility
Research has shown that the Lower LSM population escalate ease of
access/accessibility as a key determining factor in choosing the products and services
they consume (Blank, 2008). This presents the opportunity for the banking industry to
investigate and build on what this ‘accessibility’ measure means for banking as
discussed below.
Unstructured supplementary service data (USSD) strings are largely used by this base
for services across different industries, particularly in the telecommunications industry.
USSD is a critical piece of digital infrastructure used to provide mobile financial
services on most cell phones, at low cost, and without requiring access to the user’s
SIM card (Hanouch, 2015). USSD is currently known to be the most widely used
available technology to deliver mobile financial services to low-income customers
particularly in the telecommunications industry (Hanouch, 2015). This channel is
widely used by the lower LSM groups given its simplicity, the low cost attached to its
use and its compatibility for all phones even the basic and ‘non-smart’ phones highly
used by this market.
The banking industry has the opportunity to build and deliver more of its financial
services digitally through this USSD digital platform in addition to the current banking
applications that are constantly in development. The banking apps currently continue
to present to this lower income market the limitations of phone type, cost of use and
actual or perceived platform complexity; therefore, this further excludes the lower
income market from the services and products offered through banking apps. Whilst
the banks currently do offer some banking services on the USSD platform, the services
and functionalities offered on this platform are considerably limited. The
recommendation therefore is to add more of the highly consumed banking products
and functionalities onto this low cost and widely used digital channel, the USSD
channel.
Customer financial education/knowledge
The Lower LSM markets are known to have completed only the lower education levels
(Ntloedibe and Ngqinani, 2020) and this limits their knowledge and understanding of
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banking products, services, and channels available. A research paper was done to
understand the online banking inhibitors for this lower income market; where safety
and knowledge were identified as one of the key inhibitors (Mujinga, et al., 2016).
Further, a lack of knowledge and mistrust in banks is another significant reason why
people remain unbanked or operate through cash (Raspa, 2020).
One way to instil a sense of trust in this lower income market is to create educational
opportunities for understanding and enlightenment. The banks have a reputation of
being financial experts and can leverage off this reputation to deliver wide reaching
financial education. They have the opportunity to invest greatly in designing and
delivering customer education concerning these digital platforms. To show the benefit
to customer when they transition and adopt digital transacting and therefore
encourage the transition from cash economies into digital economies.
Customer education is a critical tool needed in this market to overcome the safety
concerns, high-cost perceptions and ultimately improve knowledge about these digital
banking channels and the usage thereof. The channels through which this education
is delivered also needs to be considered carefully to ensure no further customer
exclusions.
4. CONCLUDING REMARKS
Banks have leveraged technologies to deliver services to their customers in the past.
They are at it again now with digital platforms and technologies. The study revealed
some short comings in their digital deployment strategies, which could limit return on
investment. The study suggests that banks must consider availing easily accessible
digital banking platforms and customer education to their LSM 1-4 customers, else risk
low adoption of digital innovations.
Further research should consider confirming if banks would indeed experience losses
if they do not follow proposed strategic framework. If so, estimate the losses under a
set of scenarios.
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Abstract
There is a paucity of literature focusing on what constitutes student readiness in
different contexts. The global Covid-19 pandemic necessitated a change in the context
of face-to-face teaching to employ a variety of online teaching methods. These
changes challenge the traditional measures of what is required of students to be ready
for their studies in higher education in order to achieve success. This paper aims at
addressing calls for further research into the notion of student readiness in different
contexts, such as online teaching. This is achieved by drawing on the key principles
of Conley’s Facets of College Readiness model, namely key cognitive, key content,
academic behaviours, and contextual skills and awareness. The paper presents a
distinct agenda for research to narrow a gap between student readiness theory and
real-world student readiness, education, and student success in the age of COVID19. This conceptual paper provides broad practical implications for researchers,
educators, and students alike to further the knowledge of student readiness. Such
knowledge could add to student readiness and student success in the higher
education landscape during COVID-19.
Keywords: COVID-19, online education, social practice perspective, student
readiness, student success.

1. Introduction
The global COVID-19 pandemic has had an immense impact on various aspect of
everyday life the world over. It has affected amongst others human life and health and
economies of entire countries (OECD, 2020). The Covid-19 pandemic created
uncertainty about the future that involve governments and regulation, people and their
relationships, businesses, and other institutions (Rinaldi et al., 2020). Higher education
was also impacted in a major way, which also affected students’ lives. Many
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challenges and changes were caused by COVID-19, for example travel restrictions
and lockdown regulations in over 60 countries worldwide (Carnegie and McBride,
2020; Kandri, 2020; Spraakman, 2020; Samkin and Stainbank, 2016).

The rapid spread of the virus worldwide and the resultant lockdown regulations,
caused the suspension of traditional face-to-face teaching for students at universities,
amongst others (Carnegie and McBride, 2020; Kandri, 2020; OECD, 2020;
Spraakman, 2020). Online education became the teaching strategy to enable higher
education institutions to continue with delivering education to its students, without
compromising safety and exposing students to COVID-19. Online teaching became
the logical choice and preferred platform for continued education across the globe
(Rinaldi et al., 2020).
However, together with providing a solution to continue education during this difficult
time, online education also poses challenges and difficulties to students. These
changes challenge the traditional measures of what is required of students to be ready
for their studies in higher education in order to achieve success. This paper aims at
addressing calls for further research into the notion of student readiness in different
contexts, such as online teaching. This is achieved by drawing on the key principles
of Conley’s Facets of College Readiness model, namely key cognitive, key content,
academic behaviours, and contextual skills and awareness (Conley, 2008). The paper
presents a distinct agenda for research to narrow a gap between student readiness
theory and real-world student readiness, education, and student success in the age of
COVID-19. This conceptual paper provides broad practical implications for
researchers, educators, and students alike. Such knowledge could add to student
readiness and student success at a time when education had to change its approach
to remain relevant in a COVID-19 higher education landscape.
In particular, this conceptual paper contributes to the accounting education literature
by articulating the changes, challenges and opportunities for research, practices, and
techniques during Covid-19 times. Researchers, educators, and student alike need to
reshape their approach, deal with the new challenges, and exploit new opportunities
to teach, to be able to successfully deal with the Covid-19 related conditions. This
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paper has at aim to demonstrate how researchers, educators and students can bridge
an online education gap caused by COVID-19, to be ready and achieve their aim of
student success.

The following sections are presented in two parts, firstly, the context of online learning
during Covid-19 and secondly, a discussion of student readiness measures within this
context. These parts are presented with propositions for improving student readiness
for online learning during COVID-19. Thereafter, the implications of a social practice
perspective in accounting research for educators, researchers and practitioners are
discussed. The paper concludes by offering suggestions for a distinct, broader agenda
for accounting research that informs education.

2. Online learning during COVID-19
Traditional educational methods were characterised by face-to-face sessions whereby
students convened in lecture halls to hear lecturers present standard course material
through formal lectures. Students were required to attend these lectures, do
assignments on their own or as part of study groups, and reproduce knowledge
through formative and summative assessments (Lipowsky, 2015). The use of
technology and online educational methods was limited (Fraillon et al., 2014, 2019;
Gewerkschaft, Erziehung and Wissenschaft, 2020). Lockdown regulations in the early
part of 2020 due to Covid-19 changed this landscape. Educators and students alike
faced challenges to continue their education (Huber and Helm, 2020). This could only
be achieved through alternative methods, such as online education (Stainbank and
Gurr, 2016).
Online education methods employ a variety of digital resources and tools and
resources through new approaches to teaching and learning (Eickelmann and Gerick,
2020). Lecturers did not only have to achieve instructional outcomes, but to also
maintain contact with students and take responsibility for the social integration of
student groups. It became imperative for students to be digitally literate in their newly
defined society. Research has found that whilst technology may enable new
opportunities for education, possessing computer hardware does not necessarily lead
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to student success (Li and Ma, 2010). Students need to be ready for online education
during COVID-19.
3. Student readiness
Academic achievement, namely cognitive factors, remains the most popular indication
of readiness for students, as well as the most-used admission requirement to
university (Buckless and Krawczyk, 2016; Gaertner and McClarty 2015; Subotzky and
Prinsloo, 2011). However, research has identified other readiness measures that
include non-cognitive measures as well to ensure the readiness of students for
university. Moreover, specific student readiness measures are dependent on the
specific course to be studied, as well as the context within which it will be studied
(Camara, 2013; Conley, 2008; De Villiers, 2010). It is therefore imperative that
students require specific readiness skills for online education during COVID-19.
Existing student readiness frameworks in academic literature, as well as practice,
include a list of qualitative measures combined with academic progress. These include
amongst others (Camara, 2013):


persistence and successful completion of multiple previous courses or
qualifications;



graduation or completion of a degree or certification programme relevant to the
proposed study;



time to completion of prior degree or qualification, for example the number of
years it took to complete a bachelor’s degree in accounting sciences;



financial factors, acknowledging a gap in participation and success rates
between affluent students and those from less privileged backgrounds;



institutional

factors

such

as

institutional

demographic

characteristics,

geographical area, financial assistance, and student spending as factors that
influence students’ social adjustment which in turn are strong predictors of
students’ levels of persistence; and


placement tests assessing mathematical competence.

In addition to the qualitative factors identified by Camara (2013), a number of similar
frameworks for student readiness exist in the academic literature. Yuksel and Yuksel’s
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(2012) list entrance behaviours for students at the start of their university studies.
Duckwoth and Yeager’s (2015) explains the advantages and challenges of qualities
other than cognitive ability for student readiness. Gaertner and McClarty (2015) further
identifies indicators of readiness that high school learners should possess before
enrolling for higher education. Subotzky and Prinsloo (2011) developed a framework
for student success through distance education from a socio-critical perspective in the
South African context.
Also, from a South African perspective, Jansen and De Villiers (2016) explored student
performance determinants for accounting studies at a traditional full-time university.
Their study found that average high school marks in comparison to high school
accounting or mathematics grades, were the biggest indicators of readiness and
success for students. These researchers call for further studies to sufficiently define
the motion of student readiness and success.
Conley’s (2008) seminal work on student readiness produced a readiness framework
that has been employed at various educational institutions worldwide. Conley’s (2008)
Facets of College Readiness is based on four facets, namely cognitive strategies,
content knowledge, academic behaviours, and contextual skills and knowledge. The
model is depicted in Figure 1 below.

332

International Conference in Accounting and Business – 2021
ISBN: 978-0-620-92936-3
Figure 1. Facets of College Readiness (Conley, 2008)
Cognitive strategies are described as at the centre and most important facet of
student readiness. It relates to the development of cognitive and metacognitive
abilities of students. Cognitive strategies entail for example the ability to perform
analysis, to understand and process, accuracy, problem solving and augmenting.
According to Conley (2008) these abilities are key to a student’s readiness and
ultimate success.
Content knowledge refers to a student’s knowledge of course content within a
specific field of study. Conley (2008) refer to the big ideas related to specific courses
as important. Academic behaviour, the third facet in Conley’s (2008) framework,
relates to a student’s self-awareness and intent when it comes to studying. A student
must possess sufficient ability with regard to good study skills, own performance
management, an ability to plan and manage time. Lastly, contextual knowledge
refers to the complexities that can be associated with the university environment.
Focus on this facet of Conley’s framework has significantly increased over the years.
This concept particularly relates to the contextual challenges associated with
education during COVID-19 (Conley, 2008; Gaertner, Conley and Stoltz, 2016; Hung,
Chou, Cheng and Ho, 2010; Lombardi, Freeman and Rifenbark, 2018). Contextual
abilities mitigate how a student understand the university setting, resources,
processes, and how to adapt to the university culture and environment.
The concept of student readiness for online education in the age of COVID-19 is
uniquely complex and a wide range of cognitive and non-cognitive student readiness
factors may play a role. Students enrolled at universities during the global COVID-19
pandemic might be the group that faces the greatest barriers to student readiness,
student success and ultimately as new entrants to professional careers (Bunney,
Sharplin and Howitt, 2015; Waldron and Fisher, 2017; Yap, Ryan and Yong, 2014).
Researchers such as Venezia and Voloch (2012) and Zinth (2012) stress that the
sooner students are assessed for readiness, sooner remedial interventions can be
made and the better the opportunity for students to become ready. This could have
practical implications for researchers, educators, and students alike.
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4. DISCUSSION
As noted at the outset, this paper aims to illustrate practical implications for student
readiness in the context of online education during COVID-19, in order to achieve
success. These practical implications affect different role players. This section builds
on Conley’s (2008) Facets of College Readiness framework to develop broader
implications for researchers, educators, and students.

Researchers
To fully explore the notion of student readiness for online education during COVID-19,
it is argued that researchers should place more focus on the ontological commitment
and theoretical insights from a social practice theory (Bourdieu, 1990; Foucault, 1984).
By doing so, student readiness research and practice can be better integrated to
inform online education. A social practice perspective agenda for student readiness
research creates an opportunity for a new paradigm in that has a theoretical reach
across disciplines (Jarzabkowski et al., 2016).

Social practice theory can be used to explore the unknown everyday micro-activities
of students that help them to develop into ready and successful university graduates
(Khlif, 2016; Maroun, 2012). Research should take a critical view on the discourse on
student readiness and ask the question of whether the readiness measures currently
employed are still substantial and relevant? Whether student readiness is grounded in
sound theory and practice? By asking questions like these, researchers would be able
to identify areas, concepts and ideas that are taken for granted, but that may be
explored with the purpose of improving student readiness. These questions should
especially be asked in relation to the unique and complex context of online education
during COVID-19.

An alternative direction in research on student readiness measures for online
education, would result in alternative research methods. A direction change will be
required from extensive, positivistic, quantitative surveys and techniques towards
more qualitative, social practice-inclined research methodologies (De Villiers and
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Dumay, 2013; Maroun and Jonker, 2014). Research on what successful students
really do during their studies and how they do this must be increased. This could
include exploring the various readiness skills that successful students really possess
and apply to achieve their goals, as well as how they acquired those skills. This would
require of researchers to observe these students more closely as they go about their
everyday study routines within their own unique social contexts. Such observations
could aid to answer the how and what questions that forms the habitus of success
(Bourdieu, 1990; Foucault, 1984; Jarzabkowski et al., 2016).

In-depth ethnographic biographies of students should be done to reveal the influence
of their cognitive strategies, content knowledge, academic behaviours, and contextual
skills and knowledge on their readiness as students. This should be done with regard
for and applied to, the unique new context of online education during COVID-19. Such
knowledge would for example proof valuable to understand which of the four facets of
Conley’s (2008) readiness model had the biggest influence on their readiness as
students.

Educators
It could be said that teaching would always draw on the theory and techniques of the
content of course material. However, teaching students through online platforms
comprises more than merely delivering the study material through formal methods. A
variety of activities and skills are required in order to ensure students are successful
in their studies (Lubbe, 2014). Educators need to be aware of the readiness skills that
students must possess within the specific social context of online education during
COVID-19. It is required of educators to extend their roles to reach beyond lecturers
to become coaches and role models who are well informed about what are required
of students to be able to achieve their study goals.

The practical implications of educators taking on a broader role implies that an
awareness should be created in students of the specific readiness skills,
responsibilities and challenges that that they face in these unique times (Kirstein and
Kunz, 2015). This insight could be achieved by focusing on, for example, case studies
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on the roles and relationships of the students. Case study scenarios can be applied to
relate to students personally through placing students in fictional circumstances which
they must navigate (Keevy, 2016). Students could be required to identify the relevant
skills required and explain how they would solve problems. This implies that focus be
placed on the student, as opposed to only theory and techniques of the content of
course material. The aim of such an approach would be to produce better knowledge
of what is required to be ready and achieve success during challenging times.

Students
Students are defined by the everyday study activities that they perform in their attempt
to successfully complete a course or qualification. These activities are performed in
their unique social contexts (Bourdieu, 1990; Foucault, 1984). The individual students
thus play an important role in understanding the measures of student readiness and
student success, because they are the performers, transferrers, innovators,
reproducers of study material. However, at the same time, these students are
dependent on external role players such as educators, technology, their university
environment like services and facilities, as well as fellow students (Lubbe, 2014). They
cannot be successful by only learning the theoretical and technical principles of their
study material. They need the inputs of that which surrounds them to infuse them with
the readiness skills and means to pursue their ends of being successful students
(Bunney, Sharplin and Howitt, 2015; Lave, 1988).

In other words, student readiness develops through the continuous efforts of students,
educators, universities, fellow students, technology, etc., that form part of specific
contexts and practices (Barnes, 2001). Students learn the theory and techniques of
the content of course material, but they also continuously improve their readiness skills
to either be successful with their studies or fail at the end of the year. This link between
theory and techniques of the content of course material, and contextual influences
have certain implications for students. Research highlights that it should not be
assumed that students will automatically acquire the readiness skills needed to cope
with online education during COVID-19 (Grebe, Davis, Odendaal, 2016; Johnson,
Whittington and Scholes, 2011; Van Oordt and Mulder, 2016).
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As such, it is important to highlight students as role players within the social construct
of the context of their studies (Giddens, 1984; Kirstein and Kunz, 2015). Student
readiness depends to a large degree on students’ ability to utilise aids to their disposal.
Even where many resources exist, students need to interpret and use them to develop
the necessary readiness skills. Universities and educators have an important
responsibility as mediators between students and available resources. A disconnect
can result in students failing to acquire and further develop the necessary readiness
skills, despite universities’ and educators’ best efforts (Lubbe, 2014).

Despite significant efforts to prepare students for online education during COVID-19,
not enough is known about how ready and successful students are developed (Samkin
and Stainbank, 2016). This paper calls for research from a qualitative research
perspective, that places focus on students as individuals that are part of unique context
and whose habits have a direct influence on their readiness (Giddens, 1984). Their
ability to receive, interpret and develop the skills required of them to be ready and
successful in their academic pursuits, remain key. The main perception of a qualitative,
social practice perspective is that online education is done by people, through the use
of technology (Kirstein and Kunz, 2015).

5. CONCLUSION
This paper aimed at addressing calls for further research into the notion of student
readiness in different contexts, such as online teaching. This was achieved by drawing
on the key principles of Conley’s Facets of College Readiness model, namely key
cognitive, key content, academic behaviours, and contextual skills and awareness.
The conceptual paper called for a qualitative, social practice theoretical view of student
readiness by proposing a transdisciplinary approach to online education during the
age of COVID-19. Broad implications of a such an agenda for student readiness was
described for researchers, educators, and students alike.

This paper contributes to the education of students by providing an understanding from
a social practice perspective of broad implications for online education during COVID337
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19. The timing of the paper is further of importance, as the suggestions made could
add to online education whilst the COVID-19 pandemic is still raging in the world today.
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Abstract
In a world where technology is constantly growing, the risks associated with the
transformation of information technology (IT) continuously change. Technology
continues to increase in strategic importance and in the complexity of its nature, which
would include data storage and the use of cloud computing. Organisations must
consider cloud computing risks and mitigating controls to address these risks. Cloud
computing risks, such as security risk, privacy risk, data integrity risk, availability, and
network capacity, data segregation and multitenancy risk, access controls,
governance and data location risks are quite common to many organisations.
Consequently, these organisations must fully understand the impact of these risks and
the mitigating controls provided by IT governance frameworks.

This study evaluates computing risks against IT governance frameworks. An empirical
study and a literature review were conducted to address the research problem and
objective. An analysis was conducted on cloud computing risks in the context of IT
governance frameworks. The study found that whilst not a single framework could be
used to address cloud computing risks; however, IT governance frameworks play a
vital role in mitigating cloud computing risks and organisations can rely on them when
adopting the cloud.

Keywords: Cloud computing, IT governance frameworks, IT risks.

1. INTRODUCTION
In an ever-changing environment of information technology (hereafter, abbreviated to
IT), the modern world is at liberty to share information, solve problems, and process
information at a much more rapid pace, thus decreasing the space and time between
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people, nations, and continents by allowing accessibility of information at one’s
fingertips. IT can be viewed as the complete scope of jobs that are associated with
computer systems, internet, and technology in business (Garrisona, Wakefield and
Kimc, 2015).

The risks associated with the transformation of IT continuously change. There are
three major types of IT risks, namely known knowns, known unknowns and unknown
unknowns (Grimes, 2013). Organisations’ daily operations include the transfer of
information over the internet, financial transactions related to the business as well as
sensitive personnel and client information (Adjei, 2015). More emphasis must be
placed on ensuring that the organisation is not vulnerable to cyber-attacks and that
this information is securely protected. It should be the organisation’s priority to identify
the risks they could face in the IT environment and formulate their risk appetite, risk
tolerance, and factors strategies to mitigate the risks from threatening the
organisation’s daily operations (Rama, 2016).
Most organisations’ daily operations involve many computer networking activities
closely related to IT and these include cloud computing services (Mitchell, 2017).
Kuyoro, Ibikunle and Awodele (2011) define cloud computing as an IT service that is
offered to clients on a contract basis by a third party that owns the infrastructure. Due
to the overload in data and the large amounts of power needed to process data, cloud
computing is a more cost-effective method that allows scalability, resilience, flexibility,
and efficiency. However, as cloud computing is an IT service, there are still security
concerns related to it. Cloud computing security refers to the safety of the cloud,
concerning the running of applications, storing of data, and the processing of
transactions (Kuyoro, et al., 2011).

Considering the large amount of data, which companies must store, cloud computing
offers a quick build and the efficient management of applications at a reduced cost
(Aldossary and Allen, 2016). The challenge that most organisations face when
adopting cloud computing services, stem from not having enough knowledge on how
to govern the cloud within the business environment (Van Ketwich, 2012). Such
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knowledge assists the organisations in adopting cloud computing in a more regulated
environment, which allows transparency, integrity, and data security in cloud
computing (Institute of Directors Southern Africa [IoDSA], 2016). ISACA (Information
Systems Audit and Control Association) (2011) also gives some guidance on IT control
objectives for cloud computing and addresses how organisations may successfully
adopt cloud computing.

IT governance frameworks may assist organisations in the implementation of cloud
computing services and reduce cloud computing risks. Governance of the cloud is a
set of guidelines or controls used to manage critical data stored on the cloud
(Gunadham and Kuacharoen, 2016). The intention is to protect the client’s
organisation data against potential cloud computing risks during the time it is hosted
on the server of the cloud service provider (Yimam and Fernandez, 2016). Being an
IT related system, the cloud would be best governed by the industry’s best practice
frameworks related to IT. However it is not clear what role IT governance frameworks
play in addressing the challenges and risks associated with cloud computing. Thus,
the objective of this paper is to establish the role IT Governance frameworks play in
addressing cloud computing risks.
2. LITERATURE REVIEW
2.1. Cloud Computing
Cloud computing is a computing model, supplied by a third party on a contractual
basis, which enables one to access an IT service over a network at any given time
(Von Solms and Willet, 2016). The term cloud computing has created a great deal of
enthusiasm with many organisations worldwide embracing the different services it has
to offer (Caldarelli, Ferri and Maffei, 2016). It is therefore imperative that the senior
management of any organisation with IT systems stay abreast of the ever-evolving IT
opportunities and benefits, such as cloud computing (Von Solms and Viljoen, 2012).
Cloud computing is an advanced technology system made up of four cloud
deployment models and three cloud services models (Hussein and Khalid, 2016).

2.2. Cloud Deployment Models and Cloud Service Models
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Cloud computing is classified by its location. There are mainly four cloud deployment
models, namely the public cloud, the private cloud, the community cloud, and the
hybrid cloud (Jakimoski, 2016).

Figure 1: Cloud Computing Deployment Models
Source: Mell and Grance, (2011)
Figure 1 illustrates that these models cater for various organisational needs depending
on the objectives of the organisation. Manivannan and Zeadally (2016) define the
public cloud as an infrastructure held by the cloud service provider and the private
cloud as an infrastructure designed solely for an organisation’s specific needs, which
cannot be shared. The hybrid cloud is a combination of both the public and private
cloud services, whilst the community cloud is a combination of organisations from the
same industry or with the same needs that share the same cloud infrastructure
(Schneider and Sunyaev, 2016).

These four cloud deployment models are run on either one of the following cloud
service models, namely Infrastructure as a Service (IaaS), Platform as a Service
(PaaS) and Software as a Service (SaaS) (MacDonald, 2017). IaaS provides the
infrastructure and storage space needed to provide the cloud service. PaaS offers the
environment for the client to develop or accommodate cloud services. SaaS generally
focuses on individual buyers or business organisations (Adjei, 2015).
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The combination of the cloud deployment models, and cloud service models provides
organisations with the capacity to access computing resources in a flexible
environment, without the budgetary cost of a conventional IT environment (Schneider
and Sunyaev, 2016). When selecting a cloud deployment and cloud service model, it
would therefore be imperative for the organisation to be aware of the risks associated
with the cloud deployment and cloud service model selected. A portion of these risks
(depending on the model selected) are the responsibility of the cloud service providers,
while some risks are the responsibility of the organisation purchasing the specific cloud
model (Morsy, Grundy and Müller, 2016). Organisations plays a crucial role in
managing risks of an organisation, thereby mitigating the risks of the organisation
impacting the users, that is cloud users, cloud service providers etc. This also speaks
to the importance of the ‘stakeholder theory’, who in this case are the users and
providers of cloud computing services. The stakeholder theory ensures that
organisations are not only responsible to shareholders for the duties they perform but
are also answerable to the users, who have a vested interest in the affairs of the
organisation (Deegan, 2009). Below is an explanation of the risks associated with the
cloud deployment and the cloud service models.

2.3. Cloud Computing Risks
As much as cloud computing has many benefits to offer, such as cost-effective rates,
reduced IT costs, and increased technological flexibility, there are several risks that
cannot be ignored and should be addressed thoroughly to avoid any significant losses
to the organisation (Changchit and Chuchuen, 2016). For organisations to maximise
on the benefits offered by cloud computing, they must emphasise that the use of cloud
computing offers efficient, effective, secure, and compliant services that add value to
the organisation (Von Solms and Willet, 2016). Cloud computing risks come in different
forms, which are discussed below.

2.3.1. Security Risk
In preventing a system from being susceptible to cyber-attacks or risks, the cloud
service provider guarantees the protection of physical access and location of the cloud
infrastructure, systems, and data, while the client organisation puts in place controls
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for logical access to the network, operating systems, and the databases (Farrag and
Nasr, 2017). It is important that the client organisation implements strong security
controls to mitigate the risk of poor access management, data leaks, data loss, denial
of service (DOS) attacks, malware, and misconfigured cloud storage that could leave
the organisation vulnerable to cyber-attacks. This can be guaranteed by having a
cloud security system that has multi-factor authentication, data at rest encryption,
firewalls, and consistently monitors access (Hussain, Fatima, Saeed, Raza, and
Shahzad, 2016).
2.3.2. Privacy Risk
Privacy and confidentiality refer to restrictions of who is authorised to access
information on the cloud. Confidential information, if breached, can easily be
manipulated, or used as ransomware against an organisation. It is important for the
cloud consumer, before entering into a contract with the cloud service provider, to read
the terms and conditions to avoid the risk of unknowingly agreeing to have their
information shared with other parties (Mukherjee, Matam, Shu, Maglaras, Ferrag,
Choudhury and Kumar, 2017).
2.3.3. Data Location
Cloud service providers are not all situated in one location but are rather dispersed all
over the globe. As information is stored in numerous physical areas, there is a risk of
inaccessibility of data by the cloud consumer (Hussein and Khalid, 2016). This could
prevent the organisation from monitoring or tracking the movement of data within the
cloud and the data centre where it is stored (Mukherjee et al., 2017).
2.3.4. Availability
Availability is key in building trust with consumers and essentially means the ability of
the consumers to retrieve their information at any given time. Cloud services should
continue operating regardless of the differences in location for both the cloud
consumer and cloud service provider. The cloud service provider should therefore
ensure it does not over-burden its systems and that there are no periods of downtime
where cloud consumers are unable to retrieve their data due to the system crashing
or failing (Chandran and Angepat, 2012).
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2.3.5. Access Control Risk
Access to the data on the cloud should be restricted to authorised personnel of the
organisation only. Continuous monitoring of access and logs of the cloud should be
reviewed frequently by senior management of the organisation (Mukherjee et al.,
2017). The cloud service provider should provide these logs to cloud consumers,
especially on the public and community cloud deployment models, as they are not run
by the cloud consumer themselves. The cloud consumer should be permitted to have
these logs audited for cyber security reviews to minimise and identify vulnerabilities
(Kumar, Raj and Jelcianac, 2017).
2.3.6. Network Capacity
Iqbal, Kiah, Anuar, Daghighi, Wahab, and Khan (2016) states that when planning and
implementing cloud computing services, adaptability and versatility ought to be viewed
as significant before implementing the cloud system. Servers crash because of high
volume movement of information between systems that are not set up to hold such
high volumes. Cloud system failures can be a signal of poor network assessment of
the computing system. To avoid this risk, cloud consumers should be wary of the
amount of storage they have available on the cloud. Failure to do so could put them
at risk of having their data storage capacity limited without their knowledge (Chandran
and Angepat, 2012). Poor performance is also common with new systems, due to
incorrect volume expectations. Sharing internal and external servers may present new
risks because of the time required for information to move to the external systems
(Farrag and Nasr, 2017).
2.3.7. Integrity in Cloud Computing
Part of data security on the cloud is knowing that data cannot be altered by
unauthorised personnel. Investor confidence is built when consumers know that their
information is safe and secure and that strong security controls are in place (Karajeh,
Maqableh and Masa’deh, 2016). In cloud computing, information legitimacy, quality,
and security influence the systems activities and results produced. For a cloud service
provider to ensure there is integrity on the cloud, they must adhere to change
management, systems, and incident management agreed on in the SLAs (Service
Level Agreements). Adherence must be conducted with practicality, transparency,
precision, approval, and completeness (Velumadhava and Selvamanib, 2015).
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2.3.8. Data Segregation
Data segregation is not effectively implemented in all cloud settings. Cloud service
providers sometimes fail to isolate data to the specific needs of the cloud consumer.
Some cloud consumers do not encrypt their data fearing that encryption may result in
complete loss of data (Iqbal et al., 2016). When servers are compromised, servers are
closed at whatever point so that data can be recovered. During data recovery there
could be replication of data on various sites. This means data is not accessible during
the recovery period for the cloud consumer. The recovery of data must be brisk and
complete to prevent further risks of replicating data to the wrong cloud consumer
(Kumar et al., 2017).
2.3.9. Consumer Risk
Cloud service providers are governed by the contracts they draft, which do not involve
any contribution from the client organisation. It is also highly likely that the cloud
service provider may not include rights to changes in the terms and conditions of their
contract with the cloud consumer. To cover all the necessary bases and avoid
consumer risks, the client organisation should go through the Universal Terms of
Service, Additional Terms, Program Policies, Privacy Policy, and Copy Right Notices
thoroughly, prior to signing the contract with the cloud service provider (Iqbal et al.,
2016).
2.3.10. Multi-Tenancy
Multi-tenancy is a software architecture pattern, where a single application instance is
simultaneously utilised by multiple users over the internet. Applications that leverage
multi-tenancy allow multiple customers to access the same application server and
database. This contrasts with applications that utilise single tenancy. Single tenancy
is structured so that each customer gets their own server and database (Morsy et al.,
2016). Most of these servers are hosted by the customers themselves, giving them
complete control over the system. With multi-tenancy there is a strong need to secure
these servers and databases to prevent risks to privacy and confidentiality. The cloud
service provider must thus ensure there is separation and inaccessibility among
tenants during the transfer of data, storage, and service delivery (Ibrahim, Harris and
Grundy, 2010).
351

International Conference in Accounting and Business – 2021
ISBN: 978-0-620-92936-3

2.3.11. Lack of Governance
As a result of the cloud computing risks mentioned above, Deacutis (2015)
emphasises the need for cloud computing governance and oversight of policies and
standards for all organisations that plan to adopt or that have cloud computing
applications in place already. Poor cloud governance can result in cyber-attacks,
financial losses, and reputational risks. This places senior management jobs at risk for
failing to protect the organisation’s intellectual property (Van Ketwich, 2012) Deacutis
(2015) suggests that a board with a strong Chief Information Officer (CIO) should
formulate strong policies. These policies would include data security, custody of
documents, deletion of data, response to a security breach, and methods on how to
address cloud computing risks.

For the purposes of this literature review, IT governance frameworks that
organisations can implement to mitigate the cloud computing risks as discussed
above, and to facilitate secure implementation of cloud computing services, will be
identified. In the section below, the researcher will discuss the importance of IT
Governance frameworks that are available to assist in governing cloud computing
risks.

2.4. Background of the IT Governance Frameworks
The adoption and implementation of cloud computing has undeniably evolved over the
last few years (Aljumah and Ahanger, 2020). Its value-added benefits include
scalability, resilience, flexibility, and efficiency when processing data (Yimam and
Fernandez, 2016). For an organisation to enjoy these benefits, the risks associated
with cloud computing need to be averted when adopting the cloud. Since the
emergence of cloud computing technology, little development has been made on
frameworks that focus on cloud computing (Al-Ruithe, Benkhelifa and Hameed, 2016).

IoDSA (2016) observes that technology governance and security have become a
matter of significant importance. This means that the successful adoption and
implementation of the cloud is reliant on some form of governance to mitigate the risks
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an organisation is exposed to. As previously mentioned in the article, governance of
the cloud is a set of guidelines or controls used to manage critical data stored on the
cloud (Gunadham and Kuacharoen, 2016). Organisations subcontracting elements of
their IT to third parties face a high level of risk, which needs to be managed. The
success of adequate security controls and ideal risk treatment, generally depend on
global standards or principles. Reliance on IT governance frameworks in this regard
is paramount to a clear strategy in mitigating cloud computing risks (Rebollo, Mellado,
Fernandez-Medina and Mouratidis, 2014).

Over the last decade, a couple of IT governance frameworks have been developed,
with the intention of giving great practice to IT pioneers to create, implement, monitor,
and consistently improve IT governance and controls (Mohlameane and Ruxwana,
2016). Reference to these frameworks can assist organisations in solving the
governance issues related to cloud computing (Bounaguia, Mezrioui and Hafiddi,
2019). The commonly used IT governance frameworks include COBIT, ISO/IEC
27001/2, and NIST (Silva, Silveira, Dornales and Ferreira, 2019). In this paper, these
frameworks are used to assess how organisations can manage and improve the
implementation of cloud computing applications. The POPI Act of South Africa Welz,
2016; Protection of Personal Information Act 2013), that came into effect on the 1st of
July 2020 (Michalsons, 2020), will also be used as a reference in terms of the controls
that should be implemented to protect personal information on the cloud (Al-hashimi,
Othman, Sulaiman and Zaidan, 2018).
CLOUD

Framework:
ISO/IEC 27002
Cloud Computing Risks

COBIT 2019

Mitigating Controls

NIST
POPI Act

Figure 2: Flow of the adoption of frameworks on cloud computing risks
353

International Conference in Accounting and Business – 2021
ISBN: 978-0-620-92936-3
Source: Bounagui et al. (2019)
Figure 2 provides a flow of the adoption of the cloud to an organisation’s environment
in assessing whether the IT governance frameworks can address cloud computing
risks by providing the relevant mitigating control. Although these frameworks were not
designed solely for cloud computing, they can be used to effectively respond to cloud
computing risks (Bounagui et al., 2019) Organisations can therefore use a blend of the
above-mentioned frameworks or select one. Below, the qualities of each of the IT
governance frameworks, that is, ISO/IEC 27002, COBIT, NIST and the POPI Act, are
described in relation to how they can aid in minimising cloud computing risks.

IT governance is a process used to monitor and control key information efficiency
decisions so that sound delivery is made to value stakeholders in the business
environment (Motii and Semma, 2017). IT governance has an impact on all the IT
decisions made within an organisation and boils down to how an organisation chooses
to run its operation under set policies and standards (Alloussi, Fetjah and Chaichaa,
2016). IT governance should therefore see to the procurement and implementation of
IT resources, including systems, networks, and processes, in accordance with the
organisation’s policies and procedures. It is imperative for the systems to be well
maintained and controlled so that they can add value to the organisation in a way that
supports its objectives (Enslin, 2012).

To address the cloud computing risks, the ISO/IEC 27002 Framework, which is
designed to address information security controls of third-party related services and
can be applied to any IT industry, was selected. This framework is used to address
significant cloud computing risks (Tariq and Santarcangelo, 2016). Table 2.1 displays
significant controls as per the ISO/IEC 27002 Framework.

Table 2.1: ISO/IEC 27002 Framework
Controls over Cloud computing risks as per the ISO/IEC 27002 Framework
Define policies that address security, privacy, and access controls.
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Implement security tools, such as firewalls, intrusion detection/prevention systems, encryption, and
vulnerability scans.
Ensure that there is compliance with laws and regulations, and industry best practice on security,
privacy of data and the client organisation and cloud service provider’s location.
Define roles and responsibilities of those who grant and revoke logical and physical access to the
cloud environment.
Consider continuous monitoring and review of network security controls on the cloud.
Ensure there is user awareness training on security and privacy of data for both the client
organisation and cloud service provider.

The COBIT Framework addresses the expectations and conditions of services that
need to be delivered by the organisation’s stakeholders in line with its objectives.
COBIT addresses governance topics and elements that address areas, such as
cybersecurity, cloud computing, Small Medium-Sized Enterprises (hereafter,
abbreviated to SME), privacy, and digital transformations (Mutune, 2020). The COBIT
2019 Framework (2018) thus provides the governing body of the organisation with
direction through prioritisation, decision-making, and the monitoring of service delivery
tasks agreed upon by the organisation and service provider. It is then management’s
responsibility to plan, build, run, and monitor these activities and ensure the cloud
service provider does not deviate from the guidance and objectives set by the
governing body in their attempt to insulate the organisation from cloud computing risks
(Faizi and Rahman, 2019). Table 2.2 displays significant controls as per COBIT 2019
Framework.

Table 2.2: COBIT 2019 Framework
Controls over Cloud computing risks as per the COBIT 2019 Framework
Define a standard data security management system that defines controls to secure the cloud.
Conduct awareness training programs on security, privacy, and data integrity on the cloud.
Define roles and responsibilities for the client organisation and the cloud service provider in managing
security, privacy, availability, integrity, network capacity, access control, data segregation,
multitenancy, data location, governance, and consumer controls for the cloud.
Implement network filtering tools, such as firewalls, intrusion detection software, vulnerability
scanners and encryption tools.
Appoint a privacy officer.
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The NIST Framework on Security and Privacy Controls for Information Systems and
Organisations (2020) offers a well organised and adaptable procedure for overseeing
data security and privacy risk. It incorporates exercises that equip organisations to
execute the cloud computing system at appropriate risk management levels and
allows for continuous monitoring.

The POPI Act of South Africa (Welz, 2016; Protection of Personal Information Act,
2013)
), on the other hand, is designed to provide organisations with a clear understanding
of their responsibility in lawfully processing the personal information of data subjects
(both natural and juristic persons). This aids in reducing the risk of theft, discrimination,
and fraudulent use of personal information (Skolmen and Gerber, 2015). Table 2.3
displays significant controls as per the NIST Framework and Table 2.4 displays the
controls as per the POPI Act.

Table 2.3: NIST Framework
Controls over Cloud computing risks as per the NIST Framework
Make use of security encryption tools and vulnerability scanners.
Develop and define a Vulnerability Management Plan to address controls to mitigate security and
privacy risks.
Provide security and privacy awareness training based on defined roles and responsibilities for the
client organisation and cloud service provider.
Define a contingency plan and an access control policy.
Monitor physical and logical access to the cloud environment.
Have a Data Governance Body in place, which comprises of the Chief Information Officer, Senior
Information Security Officer and the Privacy Officer, which will manage controls in terms of
compliance with laws and regulations and the assessment of third-party service providers.
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Table 2.4: POPI Act
Controls over Cloud computing risks as per the POPI Act
Conduct a risk assessment on the risks that could affect the cloud environment.
Determine security controls to mitigate cloud computing risks.
Implement and monitor these controls regularly.
Make use of security tools to monitor the cloud environment.
Train staff on the common threats that could leave the environment vulnerable.
Consider the lawful processing of data and compliance with laws and regulations.

Governance of the cloud regulates cloud service providers and services rendered,
facilitates, and allows transparent communication between the cloud service provider
and the client organisation, while providing return on investment and mitigating cloud
computing risks. Without cloud governance, the risks of using any of the cloud models
would be high. This would minimise the opportunities and benefits it has to offer
(ISACA, 2014).

IoDSA (2016) encourages the board to govern all technology and information in a
manner that achieves the organisation’s objectives and improves operational
efficiency. This will guarantee integrity, responsibility, accountability, trust, and
transparency of services to be delivered (Jakimoski, 2016). Mitigating cloud computing
risks on the cloud is a continuous process carried out across all cloud delivery models.
This includes cases where the cloud service provider outsources their services to a
third party, which further complicates security controls in place, business continuity,
and legal requirements (Tariq and Santarcangelo, 2016).
Appendix 1 to Appendix 8 details out each of the control measures per framework.

3. RESEARCH METHODOLOGY
A qualitative exploratory design is applied for the purposes of this study. The available
literature on cloud computing risks and IT governance frameworks is reviewed. An
understanding of how the IT governance frameworks can provide mitigating controls
against cloud computing risks and an evaluation of which IT governance framework
provides the best controls in mitigating these risks are also conducted.
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For the purposes of this study, the population consists of all the IT governance
frameworks in the IT industry. The sample consisted of the ISACA regulated
frameworks, namely COBIT, NIST, ISO/IEC 27002 and the POPI Act. ISO/IEC
27001/ISO 27002, NIST Framework and COBIT are among the 23 Top Cybersecurity
Frameworks (Mutune, 2020). These are the only IT governance frameworks are
commonly used by organisations to address third party service delivery and quality of
service, which is essential in the successful implementation of the cloud. They also
address the risks related to cloud computing and recommend procedures to address
these risks (Nyandongo and Mxobo, 2018).

All data collected will address cloud computing risks and utilise the IT governance
frameworks listed above. The most significant cloud computing risks will be
addressed. The collection of data was limited to the periods 2012-2020. This was to
ensure data collected was relevant to the study. Data was collected from reliable
online sources, including the University of Johannesburg online library, professional
associations, and organisations with expertise in cloud computing and IT governance.

The analysis of data follows a qualitative approach specifically using a content
analysis. A content analysis is a study that examines the content of texts or documents
(Mouton, 2001). During this process, the IT governance frameworks listed above are
analysed. The analysis is done to establish whether the cloud computing risks
identified from the literature review are addressed by these IT governance
frameworks. To determine whether cloud computing risks are indeed addressed by
the IT governance frameworks, the precise extent to which they address each cloud
computing risk is analysed.

From the analysis, the researcher will determine which IT governance framework best
addresses the cloud computing risks. The interpretation of data will determine if:


The IT governance frameworks selected address none of the cloud computing
risks.



The IT governance frameworks selected address some of the cloud computing
risks.
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The IT governance frameworks selected address all the cloud computing risks.

The extent is focused on the literature reviewed per risk and analysing this in terms of
the control presented in the framework.
The cloud computing risks were mapped against ISO/IEC 27002, COBIT 2019, NIST
Framework on Security and Privacy Controls for Information Systems and
Organisations, and the POPI Act. Each risk will be addressed individually or grouped.
Below is a detailed explanation of the findings.

4. RESEARCH FINDINGS
Table 4.1 below represents a summary of findings, linking the correlation between
governance frameworks, controls, and cloud computing risks. These findings are
further discussed by referring to the relevant paragraph reference.

Table 4.1: Frameworks that have high correlation to controls around specific

Cloud Computing Risks

Cloud Computing risks

Security Risk
Privacy Risk
Data Location
Lack of Governance
Availability
Network Capacity
Access Control
Integrity in Cloud Computing
Data Segregation
Multi-Tenancy
Consumer risk

Frameworks that have high correlation to controls around
specific Cloud Computing risks
Paragraph Reference
ISO/IEC 27002 COBIT 2019
NIST
POPI Act
x
a
x
x
4.1
a
a
a
a
4.2
a
a
a
a
4.3
a
a
a
a
4.3
a
a
a
x
4.4
a
a
a
x
4.4
x
x
a
x
4.5
x
x
a
x
4.6
a
a
x
x
4.7
a
a
x
x
4.7
a
a
x
x
4.8

4.1 Security Risk
It was established that the security of the cloud was a significant component in the
successful implementation of cloud applications. The various security risks that could
hinder the cloud application’s functionality, that is, malware and vulnerability related
risks, were discussed. It was noted that if security is not adequately addressed, privacy
of information, access controls, the cloud’s assets, operating systems, and databases
could be largely affected (Mukherjee, 2019).
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All four frameworks addressed the issues related to malware and vulnerability risks on
the cloud by recommending control measures, such as implementing security software
tools and security policies to govern security controls on the cloud. The recommended
security tools were firewalls, intrusion detection/prevention systems, encryption
software, and vulnerability scans. These would continuously monitor the effectiveness
and adequacy of the cloud security controls and provide timely updates and patches
when necessary.

ISO/IEC 27002, COBIT 2019 and NIST recommend controls around providing security
awareness education and training for employees to mitigate the risk of falling prey to
threats and vulnerabilities that may place the cloud environment at risk. The control
measures address security risk of malware and vulnerabilities on the cloud, with the
COBIT 2019 Framework providing more security controls than ISO/IEC 27002, NIST
and the POPI Act and would thus, be a preferred framework to address security risk.
A detailed list of controls over security risk can be obtained in Appendix 1.

4.2 Privacy Risk
It was discussed that privacy risks, which were noticeably linked to data collection and
storage, data location, unauthorised access to data, and the laws governing data
depending on where the cloud service provider is located. All these elements, if not
carefully considered, can pose a risk to the client’s organisation data privacy on the
cloud (Bailey and Becker, 2014).

It can be noted that all four frameworks addressed the issues related to the rights of
ownership to data, transfer, storage and disposal of data, service obligations related
to privacy of information on the cloud, as well as compliance with the relevant laws
and regulations regarding privacy of data.

COBIT 2019 Framework (2018) recommends appointing a privacy officer who will
manage all risks related to privacy and manage or approve the implementation of
controls to mitigate the risk. All these control measures address privacy risks linked to
data collection and storage, data location, unauthorised access to data, and the laws
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governing data depending on where the cloud service provider is located. Thus,
reliance can be placed on any of the four frameworks to address privacy risk. A
detailed list of controls over privacy risk can be obtained in Appendix 2.

4.3 Governance and Data Location Risk
It was established that governance and data location relied on each other for optimal
service performance on the cloud. The governance and data location risks, related to
inadequate laws and legislation governing the cloud and services offered by transborder cloud service providers, that could hinder the cloud application’s functionality
were discussed.

All four frameworks referred to the consideration of compliance with applicable laws
and regulations around the cloud for the client organisation and cloud service provider.
COBIT 2019 Framework (2018) recommended the appointing of a privacy officer to
manage compliance with the relevant local or international laws governing the client
organisation or the cloud service provider. NIST (2020), on the other hand,
recommended having a Data Governance Body in place that would comprise the CIO,
Senior Information Security Officer, and the Privacy Officer, who would manage
controls in terms of compliance with laws and regulations, and the assessment of thirdparty service providers.
Governance of the cloud is mainly linked to the location of where the client’s
organisation data sits. Careful consideration of and compliance with the laws,
regulations, as well as industry best practices must be followed (Al-Ruithe et al., 2016).
The IT governance frameworks discuss compliance with legal regulatory requirements
for data on the cloud. These include privacy regulations of the cloud service providers’
country. Organisations within the Republic of South Africa, or businesses with financial
interest within South Africa, must rely on the privacy laws recommended by the POPI
Act (2013). The act provides guidelines on how a client’s organisation within the
Republic must manage data stored outside the borders of South Africa. Thus, it can
be concluded that in order to address governance and data location risk, the first point
of reference in terms of governance and data location would be the POPI Act (2013)
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and further reliance can be made on ISO/IEC 27002, COBIT and NIST for guidance
on industry’s best practice. A detailed list of controls over governance and data risk
can be obtained in Appendix 3.

4.4 Availability and Network Capacity Risk
Availability and network capacity rely on each other for optimal service performance
on the cloud. Where network capacity is not managed accordingly, availability of data
may be adversely affected should the cloud server crash. Availability and network
capacity risks that could hinder the cloud application’s functionality. Issues such as
inadequate capacity requirements, poor network assessment of the cloud computing
system, and inability to access the cloud during periods of downtime resulting from
maintenance, natural disaster, or a cyber-attack are identified. It is therefore
imperative that the client organisation and the cloud service provider decide on
continuity related matters and capacity on the cloud (Bounaguia et al., 2019).

The control measures provided by the four frameworks are different, but they all
address issues related to availability and network capacity risk uniquely. ISO/IEC
27002 (2013) addresses the importance of selecting a reliable and reputable cloud
service provider with sound infrastructure, making clear arrangements on the network
capacity requirements prior to procuring cloud services and defining critical systems
that should be prioritised during periods of downtime. The COBIT 2019 Framework
(2018) recommends that clear roles and responsibilities are established with regards
to availability and network capacity risk, which will ensure that in the event of a
disaster, a clear plan can be executed. NIST Framework on Security and Privacy
Controls for Information Systems and Organisations (2020) recommends defined
contingency and capacity plans. These will address recovery controls, restoration
priorities and roles and responsibilities for data processing, communications, and
cloud support during contingency operations as control measures. The POPI Act
(2013) recommends that the cloud service provider establish and approve a data
contingency plan in case of a data security breach to ensure that data is always
available to the client.
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The control measures address availability and network capacity risk, such as
inadequate capacity requirements, poor network assessment of the cloud computing
system and inability to access the cloud during periods of downtime resulting from
maintenance, natural disaster, or a cyber-attack. Thus, organisations can choose to
place reliance on ISO/IEC 27002, COBIT 2019 or the NIST Framework for control
measures addressing availability and network capacity risk. A detailed list of controls
over availability and network capacity risk can be obtained in Appendix 4.

4.5 Access Control Risk
Access to data on the cloud should be restricted, these restrictions should comprise
of both logical and physical access controls. It is noted that ISO/IEC 27002, COBIT
and NIST recommend control measures related to the allocation of access based on
the user’s role and responsibilities for both the client organisation and the cloud service
provider. The implementation of security measures, such as monitoring of access
through record keeping and defining security parameters to the cloud servers, is also
key. The COBIT 2019 Framework (2018) further recommends the use of an encryption
software tool that blocks cyber criminals from obtaining logical access that allows them
to steal/access data easily in a readable format on the cloud. NIST Framework on
Security and Privacy Controls for Information Systems and Organisations (2020)
recommends that there be a defined access control policy and that security clearances
be carried out where necessary for external parties that may need to visit the cloud
premises.

ISO/IEC 27002, COBIT and NIST address the access control risk for logical and
physical access. However, NIST provides more details and control measures that may
provide more secure controls. As such, more reliance can be placed on the NIST
Framework on Security and Privacy Controls for Information Systems and
Organisations. Little detail is provided by the POPI Act for logical and physical access,
as the Act merely places emphasis on information granted only to authorised
personnel. Not much reliance or reference can be made from POPI to address access
control risk. Thus, the most reliance can be placed on the NIST framework. A detailed
list of controls over access control risk can be obtained in Appendix 5.
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4.6 Data Integrity Risk
Data integrity risk, as the safety of information against any form of manipulation to
represent its accuracy, completeness, and integrity, as discussed. COBIT 2019 and
ISO/IEC 27002 Framework recommended training of users on the importance of data
integrity to uphold a certain level of data quality (such as accuracy, completeness,
validity, traceability, and timeliness) and the risks in negligence in maintaining this level
of data quality. NIST Framework on Security and Privacy Controls for Information
Systems and Organisations (2020) results refer to the use of security tools, such as
encryption tools and integrity verification tools that can detect any unapproved
modifications to software, firmware, and data on the cloud and secure communications
on the cloud. Whilst the POPI Act (2013) addresses data integrity risk by developing
a software development lifecycle to monitor the flow of data, digital footprints of when
the data was processed and by whom, are unavailable.

All these control measures address integrity risks linked to safety of information
against any form of manipulation to represent its accuracy, completeness, and integrity
on the cloud. Thus, reliance in mitigating data integrity risk can be placed on the NIST
Framework, as it provides more controls on data integrity, in comparison to ISO/IEC
27002, COBIT 2019 and the POPI Act. A detailed list of controls over data integrity
risk can be obtained in Appendix 6.

4.7 Data Segregation and Multitenancy Risk
It was established that data segregation and multitenancy relied on each other for
optimal service performance on the cloud. The public cloud has multiple clients on its
servers, which concurrently means multiple segments of data unique to the different
clients (Cayirci, Garaga, Oliveira and Roudier, 2016). It is therefore important, as
highlighted in the literature review, that the multiple clients are protected from sharing
data, breach, or loss of data on the servers and data replication on various sites (which
could be the wrong cloud tenant).
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ISO/IEC 27002(2013), COBIT 2019 (2018) and NIST

(2018) recommend the

segregation of networks amongst the different clients, restrictions on access to the
cloud platform to limit accessibility from unauthorised users; securely segregating data
for the multiple tenants; categorising the client’s data and data assets in terms of its
sensitivity; making use of encryption software tools to secure all data for the multiple
clients on the cloud; and enforcing user authentication and access controls for all users
with access to the cloud server. COBIT 2019 Framework (2018) further recommends
the monitoring of all data for the duration of the contract with the cloud service provider.

All the control measures address the data segregation and multitenancy risk.
However, COBIT and ISO/IEC 27002 provide more details and control measures in
addressing the risk. As such more reliance can be placed on these two frameworks.
POPI Act (2013) does not give any guidelines on data segregation and multitenancy
risks. A detailed list of controls over data segregation and multitenancy risk can be
obtained in Appendix 7.

4.8 Consumer Risk
Careful consideration of whom to select as the cloud service provider is vital to the
successful adoption of cloud computing. It also plays a major role in the safety of the
client’s organisation data and how the risks associated with the cloud can be managed
(Adendorff and Smuts, 2019). Poor selection of the cloud service provider can result
in poor service delivery and breach of data, and possible financial losses (Cayirci et
al., 2016).

ISO/IEC 27002, COBIT and NIST Frameworks provide adequate controls in managing
consumer risk. All three have recommendations on managing relationships with the
cloud service provider and terms and conditions that should be addressed in the SLA.
Emphasis should be placed on the compliance with laws and regulations of both
parties. It is also important that performance evaluations are done to monitor the
quality of service delivered. Therefore, it is imperative to ensure a thorough screening
is done during the selection process.
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The following controls were addressed by ISO/IEC 27002, COBIT 2019 and NIST
frameworks: the expected conditions of service; access rights to the client’s data;
rights to have the cloud service providers processes, procedures, and security controls
audited; and conditions that warrant the client organisation to cancel their contract with
the cloud service provider when there is a breach of contract agreement. It can be
concluded that all the control measures address consumer risk. However, NIST and
ISO/IEC 27002 provide more details and control measures that address these risks.
Consequently, more reliance can be placed on these two frameworks. A detailed list
of controls over consumer risk can be obtained in Appendix 8.
Summary of findings:


The cloud computing risks are largely addressed by ISO/IEC 27002, COBIT
2019 and the NIST Frameworks. The POPI Act only addresses control
measures for security and privacy risk, to a larger extent.



Much reliance in terms of mitigating the risk of governance and data location
should be placed on the POPI Act for organisations within the Republic of SA.



Awareness training must be offered, to both the staff of the client organisation
and the cloud service provider, on cloud computing risks.



The analysis indicates that IT governance frameworks play a significant role in
addressing cloud computing risks, as they all described controls in mitigating
these risks however the COBIT covers a wider range of cloud computing risks,
followed by the ISO framework, then the NIST framework and then the POPI
Act



Organisations can place reliance on IT governance frameworks, when
implementing the cloud to their environment but careful consideration must be
placed on the specific risk that needs to be addressed.

The results of mapping the cloud computing risks against the IT governance
frameworks prove that IT governance frameworks have a significant role to play in
addressing cloud computing risks. Therefore, whilst there may not be a cloud
computing governance framework specifically, organisations can safely rely on
established IT governance frameworks to govern the cloud and manage the
application’s risks.
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5. CONCLUSION, RECOMMENDATIONS AND FUTURE RECOMMENDATIONS
The purpose of this study was to evaluate the role of IT governance frameworks in
addressing cloud computing risks. The research described the various cloud
computing risks that organisations were faced with when implementing the cloud. This
posed the question of how well organisations could use IT governance frameworks to
mitigate cloud computing risks. The gap identified in adopting the cloud was mainly
that organisations could not refer to a cloud governance framework that could provide
guidance on mitigating its risks or, more so, govern it. However, because cloud
computing falls under IT, the IT governance frameworks were chosen to bridge the
gap in addressing cloud computing risks.

It was found that most of the cloud computing risks could be avoided if organisations
applied the principles or controls suggested in the given frameworks. However, the
selection of which IT governance framework to rely on should ultimately be based on
the organisation’s business objectives, industry, and location. As discussed in the
literature review, the successful implementation of the cloud is highly dependent on
the security controls administered by the client’s organisation and the cloud service
provider.

The COBIT 2019Framework (2018) recommends more control measures for
addressing security risk. It can be considered as the first choice in the selection of IT
governance frameworks for the cloud. ISO/IEC 27002 and the NIST Framework on
Security and Privacy Controls for Information Systems and Organisations (2018) also
provides control measures that would be suitable to govern the cloud and would
depend on the client’s organisational business. Not much reliance can be placed on
the POPI Act in addressing the listed cloud computing risks, but it should be relied on
for the security, privacy, and integrity of personally identifiable information, as well as
the lawful processing of this information.

In conclusion, sound and effective governance on the cloud can be achieved by
applying the control measures recommended by the IT governance frameworks. This
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would provide added assurance for the organisation’s executives and governing body
that its data is protected, secure, available, and governed on the cloud.

Future research could focus on, training of client organisations on how and why to
effectively apply IT Governance Framework guidelines to cloud applications and
emphasis on security awareness training for the safety of information on the cloud and
a better understanding for the need for it.
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APPENDICES
Appendix 1: Security risk
Risk

Framework

Security Risk

ISO/IEC

Control


27002

Define a security policy that addresses security controls
around the cloud for both the client organisation and the
cloud service provider.



The policy should address data segregation, physical and
environmental security, data transfer, security against
malware, management of vulnerabilities and encryption.



Implement security tools such as firewalls, intrusion
detection/prevention systems, encryption software and
vulnerability scans, that will continuously monitor the cloud
security controls and make updates when necessary; and



Provide security awareness education and training to its
employees on risks regarding security on the cloud.

COBIT 2019



Define a standard Data security management system that
outlines controls that should be in place to secure the cloud.



Define roles and responsibilities of the client organisation
and cloud service provider in managing security, privacy,
availability, integrity, network capacity, access control, data
segregation, multitenancy, data location, governance, and
consumer controls for the cloud.



Conduct security and privacy awareness training for all
users on the cloud.
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Implement network filtering tools such as firewalls, intrusion
detection software and vulnerability scanners.



Ensure that the latest security updates, patches, and
antivirus controls are in place across the cloud environment
to protect information systems and technology from
malware.



Ensure that there are frequent reviews of the adequacy and
effectiveness of the security controls and tools used to
mitigate risks on the cloud; and



Ensure that password authentication is enabled for all
registered devices connecting to the cloud network to
mitigate the risk of a data breach.

NIST



Develop and define a Vulnerability Management Plan to
address controls to mitigate security and privacy risks.



Make use of security encryption tools and vulnerability
scanners to monitor the cloud against any vulnerabilities and
remediate any threats; and



Provide security and privacy awareness based on defined
roles and responsibilities for the client organisation and
cloud service provider.

POPI Act



The client organisation and cloud service provider must take
the necessary steps to guarantee the security of data on the
cloud by utilising security software tools that will monitor the
environment and protect it from vulnerabilities.



The client organisation and cloud service provider must
conduct a risk assessment on the risks that could potentially
affect data on the cloud; and



Develop and implement security controls and monitor these
controls regularly.

Appendix 2: Privacy Risk
Privacy Risk

ISO/IEC



27002

Define a policy and procedure addressing controls to secure
privacy on the cloud.



The policy should address rights of ownership of data,
transfer, storage and disposal of data, confidentiality, and
non-disclosure agreements in terms of the protection of
personally identifiable information.
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Ensure there is compliance of the relevant laws and
regulations regarding privacy of data, that also address the
location of both the client organisation and cloud service
provider; and



Implement encryption software tools to prevent access from
unauthorised persons.

COBIT 2019



Define the expected service obligations related to privacy of
information on the cloud in the SLA regarding collection,
use, disclosure, management of personal data,
confidentiality and the sale or sharing of information.



Ensure there is compliance of industry regulations on the
protection of confidentiality of data; and



Appoint a Privacy Officer who will manage privacy risks
related to legislation and regulations, implementation of
controls.

NIST



Privacy controls with regards to compliance with material
privacy prerequisites.



Management of privacy risk in relation to data or people
related with the creation, collection, use, preparing,
distribution, or removal of personal information.

POPI Act



Define and agree on the lawful processing of data in
compliance with laws and regulations with the cloud service
provider.



Define expected service obligation with the cloud service
provider, on managing data privacy, sharing of data without
the consent and approval of the client organisation; and



Ensure that the cloud service provider agrees in writing to
immediately informing the client organisation where there is
a breach in data on the cloud.

Appendix 3: Data integrity risk
Data Integrity

ISO/IEC

Risk

27002



There should be an audit log of all activities carried out on
the cloud to monitor their authenticity.



These audit logs should be reviewed regularly by
management to verify that data is accurate and true,
protecting the original content from its source.
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Management should ensure data is backed up and the
original data and any replicas are well maintained and
secure from alteration.



Implement cryptographic software tools to protect the
integrity of the data; and



Test any security updates installed to the cloud systems
prior an update to ensure that there is no disruption to the
integrity of data.

COBIT 2019



There should be a tracking system for any inaccurate data
transactions made on the system to ensure they do not
interrupt with the dispensation of valid transactions.



Train users on the importance of data integrity to uphold a
certain level of data quality (such as accuracy,
completeness, validity, traceability, and timeliness) and the
risks in negligence to maintain this level of data quality.

NIST



Secure all communication to prevent interception that could
lead to any adjustments of that data and the disruption of
data integrity.



This can be made possible with the use of encryption tools
and integrity verification tools that can detect any
unapproved modifications to software, firmware, and data on
the cloud.



Implement strong access controls to the cloud environment,
both logical and physical to aid the protection of data
integrity.



The client organisation must assess and obtain better insight
to the cloud service providers controls with regards to
confidentiality of data, to ensure integrity is not
compromised.

POPI Act



Develop and follow a software development lifecycle to
monitor the flow of data and digital footprints of when the
data was processed and by whom.

Appendix 4: Availability and network capacity risk
Availability and

ISO/IEC

Network

27002

Capacity Risk



Evaluate and screen the potential cloud service provider
based on their reputation to provide reliable and sound
infrastructure.
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The client organisation must determine what their network
capacity requirements are and ensure this is agreed upon in
the SLA with the cloud service provider.



Define the critical systems of the client organisation so that
these are prioritised during any scheduled downtime periods
or in the event of a disaster.



The client organisation should agree in writing, on the
continuous monitoring of the system to improve efficiency
and availability of the cloud service from the cloud service
provider.



The cloud service provider should manage the network
capacity and ensure that there is no outdated data that is
consuming disk space; unnecessary applications, systems
and databases in the cloud environment that are not in use
and potentially restrict bandwidth on the cloud.

COBIT 2019



The client organisation must consider its budget towards
procuring the right amount of capacity on the cloud to
ensure its needs in terms of availability and performance are
prioritised.



The SLA should allow terms of flexibility with regards to
changing capacity requirements for data stored on the cloud;
and



Define a BCP/DRP to address the relevant controls to be
followed in the event of a disaster and ensure that systems
continue to operate and minimise periods of downtime.

NIST



Define a contingency plan that will detail the recovery
controls, restoration priorities and role and responsibilities in
the event of a natural disaster or cyber-attack.



Define a capacity plan that addresses the capacity for data
processing, communications and cloud support needed and
that should be available for the client organisation during
contingency operations.

POPI Act



The cloud service provider must establish and approve a
data contingency plan in case of a data security breach to
ensure that data is always available to the client.

Appendix 5: Data segregation and multitenancy risk
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Data

ISO/IEC

Segregation

27002



The cloud service provider must segregate data for all for
the different clients on the cloud to limit accessibility from

and

unauthorised users.


Multitenancy
Risk

The cloud service provider must, together with the client
organisation, define and agree on what or which data should
be treated as sensitive and critical to guarantee security in
terms of privacy, integrity, and accessibility on its cloud
environment;



The cloud service provider should use encryption software
tools to secure all data for the multiple clients on the cloud;
and



Enforce user authentication and access controls for all users
with access to the cloud server.

COBIT 2019



The cloud service provider should define the controls in
place to safeguard and maintain confidentiality of its client’s
data kept on the cloud by correctly and securely segregating
it from its multiple tenants.



Categorise the client’s data as restricted, sensitive, and
unrestricted to enhance sound management of data assets
on the cloud servers.



Restrict and define user access according to defined roles
and responsibilities on the management of critical data, data
sharing, compliance of laws in terms of data privacy and the
risk reduction for all clients on the cloud.



Implement user authentication and authorisations controls to
ensure only approved users have access to the cloud.



Monitor the flow of all data and keep track of inventory in the
duration of the contract with the cloud service provider.

NIST



Segregate the cloud environment according to the different
clients hosted to ensure the security and confidentiality of
data.



The cloud service provider must separate the network
addresses for the multiple tenants connecting to the cloud
server.

POPI Act

None

Appendix 6: Access control risk
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Access Control

ISO/IEC

Risks

27002



Access rights for logical access and physical access to the
cloud must be defined and allocated based on the user’s
role and responsibilities for both the client organisation and
cloud service provider; and



Implement security measures such as monitoring of access
through record keeping and defining security parameters to
the cloud servers.

COBIT 2019



The cloud environment must be set up with equipment and
devices that will monitor physical access to the cloud
facilities, e.g. alarms and cameras.



Implement controls around user identity and logical access
by ensuring that all users have data access rights in
accordance with the organisation’s requirements.



Ensure users have data access rights necessary for their
specific roles in the organisation; and



Implement an encryption software tool that blocks cyber
criminals from stealing/accessing data easily in a readable
format.

NIST



Define an access control policy.



The policy should detail management’s commitment and
procedures around granting logical or physical access to
internal and external stakeholders of the organisation.



Monitor physical and logical access to the cloud
environment and ensure that it is limited to authorised users
only.



Maintain a list of authorised users that is reviewed and
updated, when necessary, e.g. when new employees are
appointed or when employees leave the organisation.



Maintain a record of all assets and devices on the network
and review for authorisation.



Physical access to IT resources should be supervised and
secured by the cloud service provider.



All visitors to the cloud facilities must be accompanied by an
authorised or approved staff member.



Perform security clearance where necessary for external
parties that may need to visit the cloud premises.
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All physical access must be monitored with the use of
cameras and manual logs, which should be reviewed
regularly for authorisation.



Remote access to the client organisation’s cloud network
must be monitored and supervised by a delegated IT/Cloud
personnel.



Assign logical access on a role or privilege basis to prevent
access to sensitive data or critical configuration settings
within the cloud that can possibly affect the operation of
security controls on the cloud.



Implement the device lockout security function on employee
devices for periods of inactivity and mitigate unauthorised
access to hackers.

POPI Act

None

Appendix 7: Governance and data location risk
Governance

ISO/IEC

and Data

27002



Both the client organisation and cloud service provider must
consider compliance of applicable laws and regulations

Location Risk

around the cloud, for the industry and geographical location
of both parties.
COBIT 2019



The Privacy Officer should manage and make sure there is
compliance with the relevant local or international laws
governing the client organisation or the cloud service
provider.

NIST



Have a Data Governance body in place comprising the Chief
Information Officer, Senior Information Security Officer and
the Privacy officer, who will manage controls in terms of
compliance of laws and regulations and the assessment of
third-party service providers.

POPI Act



Assess the legal implications of keeping data on transborder cloud applications as this may affect the client
organisation’s ability to access data.



Consider compliance of laws internally and externally and
their effect on the client organisation data,

Appendix 8: Consumer risk
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Consumer

ISO/IEC

Risk

27002



The client organisation must define, in the SLA with the
cloud service provider, the following:


The expected conditions of service.



Access rights to the client’s data.



Rights to have the cloud service provider’s processes,
procedures and security controls audited; and



Conditions that warrant the client organisation to cancel
their contract with the cloud service provider, e.g. breach
of contract agreement.

COBIT 2019



The client organisation must select the cloud deployment
and cloud service model that will suit their organisation’s
operations and objectives. This is imperative especially in
evaluating the security controls that may be affected by the
different models and services and how they may impact the
organisation at large.



The client organisation must manage all potential and
existing contracts and validate their compliance to the
organisation’s policies, legal and regulatory requirements.

NIST



Thoroughly evaluate all potential cloud service providers by
assessing current or previous contractual agreements and
industry reputations.



Clearly define service obligations and requirements in the
SLA for the client organisation and cloud service provider.



The SLA should address rights over data, how it is
processed and stored, and the protection of cloud
infrastructure.



The cloud service provider is required to give a full
description of the cloud service and security and privacy
controls they will configure on the cloud to ensure security
for the client organisations data.



Ensure there are continuous monitoring plans in place to
ensure that the system operates adequately and securely.

POPI Act

None
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REDUCTION AMIDST COVID-19 PANDEMIC IN NIGERIA
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Abstract
The Covid-19 pandemic has remodeled the socio-economic interactive relationship,
which has affected economic activities in Nigeria leading to increase in unemployment
among the youths. To abate the upward trend, relevant entrepreneurial skills growth
had been encouraged by governments and private businesses. This study, therefore,
investigated the nexus between entrepreneurial skills development and reduction in
youths’ unemployment with regards to the impact of Covid-19 on socio-economic
activities. It also appraised the perception of the youths on the coronavirus pandemic.
Survey design method through the administration of structured questionnaire was
adopted. Descriptive and inferential statistics were used for the analysis of data. The
findings revealed that Covid-19 has negatively affected the standard of living of the
youths; it has increased the unemployment rate among the youths in Nigeria; and it
has stimulated a new way of transacting business, among others. The results of the
regression analysis show that the t-calculated (7.876) is greater than the t-tabulated
(0.000) at 5% level of significance. This means that entrepreneurial skills development
amidst covid-19 enhance the reduction in the unemployment of youths in Nigeria. The
study recommended the need for government to provide the necessary stimulus and
supports for the youths to assist in the effective and productive use of technological
advancement tools and other entrepreneurial skills for more engagement in ecommerce.

Keywords: Covid-19, Economic activities, Entrepreneurship skills, Social distancing,
Youths unemployment.
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1. INTRODUCTION
The Coronavirus, code named COVID-19, has been a major influence of the global
economy since it surfaced into the space of nations. The contagion has taken the world
by the storm, especially in changing the norm of socio-economic interactive procedure.
The pandemic has not only stimulated palpable fear in the heart of business people, it
has also widened the gap in international trade as a result of the global lockdown. In
the middle of the pandemic outbreak and its infectious nature, it is a challenge to
estimate its long term effects (Donthu and Gustafsson, 2020). In the short run,
however, the outbreak of COVID-19 has forced the closure of many businesses, which
led to the disruption of commerce in many sectors and has had a devastating effect
on the global economy (Donthu and Gustafsson, 2020; Eggers, 2020). Obal and Gao
(2020) opined, however, that companies are advised to monitor changes effectively
and closely in key domains of their external business environment and seek to address
immediate and critical threats from the pandemic. Similarly, to curtail the community
spread of this pandemic in Nigeria, schools including tertiary institutions were closed,
non-essential businesses were shut down, financial institutions were only allowed to
operate for essential needs, worship centers were not allowed to open, international
and local flights were cancelled, and inter-state movements curtailed for non-essential
activities. Accordingly, the lockdown decision by the government in Nigeria had
negative effects on the citizens and on the economy, exacerbated the problem of
unemployment, and increased criminal activities (Musa and Aifuwa, 2020; Aifuwa et
al., 2020; Igwe, 2020).
Similarly, the economic downturn triggered partly from the spillovers from the COVID19 outbreak curtailed economic activities due to the enforcement of the social
distancing policy (Ozili, 2020). Thus, the inadequate white-collar jobs to accommodate
the young graduates in Nigeria, the herculean task in getting new employment, and
the sudden occurrence of COVID-19 pandemic is believed to have characterised the
resolve for the youths to tilt toward self-employment and through entrepreneurial skills
development. Scholars have also argued that the issues of unemployment have been
a challenge, that it is one of the topical issues in the contemporary Nigeria, and that
there is a need for entrepreneurship development and education (Hassan, 2013;
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Asogwa and Dim, 2016; Agu, 2016; Muogbo and John-Akamelu, 2018). The
quagmires of the youths on unemployment were further triggered with the recent
eruption of COVID-19. Accordingly, poverty and unemployment were on the upward
movement in Nigeria, requiring government to give the deserved attention to
entrepreneurship to stem the menace (Salami, 2011; Metu and Nwokoye, 2014).
Salami (2011) further opined that of all the problems in Nigeria like diseases, conflicts,
poverty, ethnic strife, and unemployment, the latter seem to be the common
denominator to the listed issues. The idleness of youths is, thus, a hindrance to
economic development of the nation (Metu and Nwokoye, 2014). It is believed,
however, that an enabling environment that nurtures entrepreneurship can reduce
youth unemployment by at least half (Salami, 2011).

Regarding this, it is considered desirable that in choosing the relevant
entrepreneurship, the youths would need to consider the ones that are Covid-19
resistant. This position was affirmed with argument of Varela (2021) cited by (KBS,
2021) that as a consequence of the pandemic, many companies implemented digital
transformation in their business models, thus, reducing the general impact on physical
business transactions. Accordingly, the most significant change during and after
Covid-19 will be the surge in e-commerce (KPMG, 2020).

Consequent to this, governments in Nigeria and other stakeholders in the country,
have been in the vanguard to identify the areas of entrepreneurial skills development
to bridge the gap between employment and the youths, with e-business given
prominent attention. This is even more reinforced regarding the choice of the skills
with concern to the safety of the youths during coronavirus pandemic. Succinctly,
through the necessary entrepreneurship skills development, the youths will be
productively engaged, which will divert their focus from youthful exuberant vices
(Adaeze, 2019). The online business activities are expected to also safeguard the
youths from the surge of the pandemic. In line with this submission, this study aims to
provide empirical answers to the following objectives:
 To appraise the perception of the youth on the effect of Covid-19;
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 To determine the relationship between entrepreneurial skills development and
youths’ unemployment reduction in the midst of Covid-19 pandemic in Nigeria.
2. CONCEPTUAL REVIEW
2.1.1. COVID-19 disruption of economic activities
The covid-19 records in Nigeria as at 9.49am of 14th August 2020 showed that
confirmed cases were 48,116; the discharged cases were 34,309, the deaths recorded
were 966, and 12,841 cases were still active (NCDC, 2020). Lagos State (16,256
cases); Federal Capital Territory, Abuja (4,632 cases); and Oyo State (2,935 cases),
were the highest in Nigeria (NCDC, 2020). The outbreaks of the coronavirus pandemic
have led to the imposition of travel restrictions and movement controls; social
distances and postponements of planned events, which has affected global economic
activities (Fabeil et al., 2020; Karabag, 2020; Wang et al., 2020; Ritter & Pedersen,
2020; Syriopoulos, 2020). The spread to more than 200 countries in Asia, Europe,
America and Australia had affected the most, the small business sector (Fabeil et al.,
2020). Globally, it is believed that many people have lost their sources of revenue,
especially in the business classified as non-essentials, and unemployment has
increased both among the adults and the youths (Farayibi and Asongo, 2020; Mogaji,
2020; Chinedu et al., 2020). Consequently, there could be a severe blow and a threat
to instability as youth unemployment/underemployment is already high at 55% (UNDP
Nigeria, 2020).

The Nigerian Bureau of Statistics, however, reported the unemployment rate in the
second quarter of year 2020 to be 27.1%, and the underemployment rate of same
period was 28.6%, given a combined rate of 55.7%. Similarly, the enforced and the
mandated social-distancing policy even after the relaxation of the lockdown also
hindered easy business operations in Nigeria. This, Ozili (2020) asserted that the
outbreak became uncontrollable in Nigeria, causing suffering to poor and vulnerable
citizens. Aifuwa et al., (2020), however, argued that the faltering of business activities
because of the contagion would lead to decline in sales with the resultant negative
impact effect on cash flow and an increase in unemployment. The emergence of new
thoughtful ideas in information technology like the use of the internet to transact
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business, leading to e-commerce, e-remittance, cloud transactions, among others,
have brought forth a neologism – the world is now more of a global village. This
innovation became the major rallying point since the outbreak of COVID-19.
2.1.2. Effect of entrepreneurial skills development on youths’ unemployment
and other vices
The inadequacy of white collar jobs to accommodate the employable citizens including
the youths in Nigeria has increased the crave for self-employment. It is, thus, believed
that entrepreneurship skill is desirable in overcoming the menace of joblessness
among the employable younger and older youths and an ingredient of economic
growth (Salami, 2011; Emeka and Ile, 2013; Ezeanokwasa and Nwachukwu, 2014;
Ugoani and Ibeenwo, 2015; Agu et al., 2016; Ajide and Kameel, 2018; Agwu, 2020).
While Osekeme (2012), cited by Udefuna and Uzodinma (2017), opined that
entrepreneurship can enhance the knowledge, skill, behaviour and attitudes of people
to assume the role of entrepreneurs, Salami (2011) argued that policy makers in
Nigeria are yet to give it the deserved attention. Agwu (2020), however, postulated
that entrepreneurship is significantly enhancing the hope for survival, industrialization
and wealth creation in various economies including Nigeria.
Arguing in support of Agwu (2020) assertion, Osemeke (2012) opined that
entrepreneurial development is a programme designed to enhance the knowledge,
skill, behaviour and attitude of individual and groups in assuming the functional role of
entrepreneurs. Olasunkanmi et al., (2016), however, argued that entrepreneurial
education is a necessity that develops the understanding and capacity for pursuit of
entrepreneurial skills and attributes; and enhances all-round development of body,
mind and spirit. It is, however, believed that entrepreneurship development is a
remedy to combat the problems of unemployment (Asogwa and Dim, 2016).

Adesina (2013) further opined that low economic growth rate, adoption of untimely
economic policy measures, wrong impression about technical and vocational studies,
neglect of the agricultural sector, poor enabling environment, rural urban-migration,
rapid population growth, education system, and gradual collapse of manufacturing
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sector are among the fundamental factors that contributed to the level of
unemployment in Nigeria. it is also believed that the unemployed could become
security threat to the nation and nation’s economy (Adesina, 2013; Deebom and
Baridoma, 2017). Consequent to this, there have been instances of young graduates
being arrested for involving in criminal activities (Adesina, 2013). In contributing to the
impact of entrepreneurial skills in youth unemployment reduction, Muogbo and JohnAkamelu (2018) argued that the innovative ingenuity on entrepreneurship in Nigeria
has developed enterprises in agriculture/agro-allied, solid mineral, power generations,
haulages business, telecom business, hospitality and tourism, and this has been
regarded as the bedrock for employment generation and technological development.
This line of argument concurs with Hassan (2013) and Awogbenle and Iwuamadi
(2010) that entrepreneurship skill development through vocational and entrepreneurial
training programmes will not only provide the needed solution to unemployment but
will reduce child abuse and unfair labour practices experienced by the unemployed
youths in Nigeria.

2.1.3. The relevant entrepreneurship ventures in social distancing directive
In the guidelines issued by the Nigerian Centre for Disease Control (NCDC) to prevent
the spread of the contagion, the agency advised for the observance of physical
distance of at least 2 meters from others in public spaces; and avoidance of large
gatherings of more than 20 persons, among others. This curtailed economic activity to
a greater extent with controlled exception to those classified as “essential”.
Accordingly, the post-lockdown era, has changed the narrative in the way things are
done in Nigeria, which precipitated short term business decisions (Farayibi and
Asongo, 2020; Aifuwa et al., 2020).

To minimize the impact of the pandemic on the youths, the governments in Nigeria
and private businesses initiated entrepreneurial schemes, which include agricultural
endeavors, vocational schemes, information technological creatives, and Global
System for Mobile Communication (GSM), among others. The federal government of
Nigeria recently, tasked the youth on creativity, vocational and skills acquisition in
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addressing the upward movement of the challenges of unemployment (Idoko, 2020).
To address this, Lagos State introduced 2020 Agricultural Youth Empowerment
Scheme (Agri-YES) summer programs for senior secondary schools, and the federal
government established a N75 billion Nigerian Youth Investment Fund (NYIF) to
support enterprise among Nigerian youths between 18 and 35 with business ideas,
among other supports routed through the Central Bank of Nigeria (PM News, 2020;
Ogundele, 2020). The young entrepreneurs including the already existing
entrepreneurs have, however, considered the social distancing factor in the choice of
the creative areas for safety precautions as well as for sustainable reasons.

2.1.4. Online Buying and Selling Skills (OBSS)
In the early lockdown of covid-19 pandemic, online-related businesses, especially
communication data usage and telephoning thrived among the populace in Nigeria.
Despite the harsh economy as a result of the pandemic, the use of mobile money,
cashless transactions increased rapidly (Obiezu, 2020). Thus, many businesses
avoided physical contact to embrace cloud transactions, and online buying and selling,
among others. The Point of Sale (POS) terminals were used in transacting businesses
including transfer of money. The POS assisted in transacting online businesses in real
time and at the same time reduces the physical presence in the banking environment.
Jebril (2020) cited by Hasanat et al., (2020), further opined that due to covid-19, there
was a significant rise in the numbers of online audience and e-commerce mobile apps.
This line of argument was followed by Nguyen et al., (2020), with the assertion that
covid-19 has a positive significant influence on online book shopping. Consequent to
this, there is a paradigm shift in consumer buying behavior from traditional shopping
to online shopping (Reddy, 2020, cited by Sharma, 2020; Sharma, 2020). It is
believed, therefore, that the emergence of e-business has changed the traditional
method of shopping with online buying and selling well entrenched in global business
activities (Okechukwu et al., 2017). Furtherance to this, the move by the youths toward
learning online commercial activities cannot be overemphasised. Study also affirmed
that the youths predominantly surfed the Nigerian internet activities (Okechukwu et al.,
2017).
390

International Conference in Accounting and Business – 2021
ISBN: 978-0-620-92936-3

2.1.5. Virtual Presentation Training Skills (VPTS)
Since the global spread of this coronavirus pandemic, several businesses and
institutions have embraced more of virtual presentation and marketing of their
products. In Nigeria, some university and the business community have integrated
virtual mode like webinar, zoom, and video-conferencing app, among others in their
short-term plans to achieve business objectives. For instance, a privately owned
tertiary institution in Nigeria, Babcock University held the 18th undergraduate and 9th
postgraduate convocation ceremony virtually. Trending globally, including developing
countries like Nigeria is the equipping in the skills of virtual communication to intended
audience at least to reduce the impact of covid-19. Several training institutes both in
the developed and developing economies have reduced the traditional physical office
training to virtual. Academic conferences like the one organised by the Centre for
Business & Economic Research (CBER) in conjunction with Medgar Evers College of
the City University of New York, USA earlier scheduled to hold physically were
changed to online.

In support of virtual skill training, Tazijan et al., (2012) argued that the use of Virtual-i
Presenter Program (ViP) technology will bring efficiency to students’ learning skills.
Olibie et al., (2014) however, argued that the relevance of virtual learning cannot be
over-emphasised and that it is one of the catalysts that will motivate and drive effective
learning. It is believed however, that despite the benefits in virtual learning and
presentations, it is also burdened with cost implication, lack of effective ICT
implementation, it is a high risk venture, and exposure of youths to other vices on
social media which might encourage immorality (Olibie et al., 2014; Okechukwu et al.,
2017).

2.1.6. E-publishing, E-delivery and Vocational Skills (EEVS)
The advancement in information technology is gradually changing the mode of
publishing of books including newspaper from hard copy to e-book. Authors now
publish e-copy of their books and sell on platforms like amazon, among others so as
to meet the contemporary demands of the larger populace for e-books. Scholars have
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opined that with the advent of internet into the contemporary human operational
activities, printed resources are being replaced with electronic resources and the
habits related to newspaper, magazine and book reading have undergone changes
(Tosun, 2014; Cumaoglu et al., 2013). The production nature of e-publishing and the
delivery through e-copy might encourage youths involvement due to the observance
of the social distancing rules of covid-19. Tosun (2014) opined that it will also lead to
production cost minimization, reduction of cost associated with sales of printed books,
takes less space, easy to carry, and faster purchase, etc.

To reduce the impact of covid-19 on increased rate of unemployment in Nigeria,
youths are being sponsored by philanthropists and governments to undertake
vocational training through virtual mode. In regard to this, the speaker of the Lagos
State House of Assembly, Mudasiru Obasa, partnered Virtual Entrepreneurship on a
five-day online workshop aimed to train participants in skill sets like online marketing,
agro business, web design and exportations (PM News, 2020).

2.1.7. Essential Service and Product Training Skills (ESPTS)
During the covid-19 lockdown, businesses in Nigeria were classified either as
essentials or non-essentials. The businesses in the sectors considered as nonessential services were barred from operating (Igwe, 2020). The essential services
exempted were considered as necessities to support the fight against the contagion.
These include Private and public hospitals; Dental clinics (emergencies only);
Specialist Clinics; Pharmacies and chemist shops; Opticians and ophthalmologists
(emergencies only); Food markets, open from 10:00h -14:00h daily); Supermarkets
and shops selling food and essential non-food items (groceries); Shopping malls (only
shops selling food and essential groceries shall open); Food delivery services (no
eating-in); Fuel stations; Registered repair garages; Company car services for
essential staff; Post offices; Courier and distribution companies; Private security
companies; Trucks carrying essential goods including food, pharmaceuticals and
manufactured goods related to the COVID-19 response; Airline ground handling staff
and essential aviation staff; and Farms, distributors of food and perishable
commodities, among others (OSGF, 2020).
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2.2. Theoretical Framework
Chepurenko (2015) opined that entrepreneurship research is one of the most dynamic
areas within the cluster of socio-economic and managerial sciences in the past two
decades. The theory provides in sufficient detail, the interiors of the entrepreneurial
process using a two-stage (entrepreneur driven by the desire for entrepreneurial
reward; venture monetisation that the entrepreneur may acquire resources like venture
capital or strategic alliance to effect growth) value creation framework (Mishra, 2015).
Simpeh (2011) however, argued that entrepreneurship theories and research remain
pivotal to the development of the entrepreneurial field. There are several theories of
entrepreneurship which include – Economic entrepreneurship theory, Psychological
entrepreneurship theory, sociological entrepreneurship theory, Anthropological
entrepreneurship theory, Opportunity-Based entrepreneurship theory, and ResourceBased entrepreneurship theory (Simpeh, 2011).

2.2.1. Psychological Entrepreneurship Theories (PETs).
The theorists argued that the level of analysis is the individual, with emphasis on
personal characteristics that define entrepreneurship (Landstrom, 1998, cited by
Simpeh, 2011; Simpeh, 2011). According to Simpeh (2011), this involves risk taking,
innovativeness, and tolerance for ambiguity, with Personality Traits Theory and Need
for Achievement Theory as sub-theories. In the opinion of this scholar, the behavioural
pattern of entrepreneurs tilt towards more of opportunity driven (they nose around);
demonstration of high level of creativity and innovation; and high level of management
skills and business know-how. In this study, the individual among the youths is
expected to overcome the problem created by the level of unemployment and Covid19 social distancing order, with the ability to maximize for self-development, the
available opportunity. This implies that personal development and creativity will
enhance the potentials of individuals. Thus, the study adopts this theory.

2.3. Empirical Review
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There are manifold of studies on entrepreneurship and issues of unemployment,
covering both the developed and emerging economies. The study reviewed scholastic
papers on entrepreneurship education, entrepreneurial skills development, and the
impact on unemployment in general and unemployment among the youths, among
others. This empirical investigation also reviewed the available literature on the impact
of Covid-19 on economic issues as it concerns the level of unemployment. The studies
reviewed were with mixed results.
2.3.1. Developed economies
Donthu and Gustafsson (2020) reviewed the past and emerging literature on the
effects of Covid-19 on global business and research. The papers reviewed covered
different sectors - tourism, retail and higher education, changes in consumer
behaviour, ethical issues, and aspects related to employees and leadership. The study
revealed that the greatest challenge for organisations was assessing realistic
customer demands depending on the movement of the pandemic on specific products.
The findings also revealed that many firms are not only focusing on social
sustainability but also given necessary attention toward environmental sustainability.
Sheth (2020) examined the global business process of managing Covid-19 crisis. The
study adopted the analytical review through informed managerial implications of
actions. The study recommends that the best way for organisations to survive is to
learn from the past where business of business was more than the business across
factory towns among industrialised nations. Ritter and Pedersen (2020) analysed the
impact of coronavirus crisis on business models. The study applied a novel, five-step
approach with eight business-to-business firms for analysis. The finding suggests
different impacts of Covid-19 crisis on business-to-business firms, and that
understanding the differences will assist in strategising during crisis and navigating
successfully into the future. Naude (2020) examined the entrepreneurial recovery
strategy from covid-19 pandemic issues, from the perspectives of decentralisation,
democratisation, demand, distribution, and demography. The study reveals that there
is a strong possibility that the unintended damage to entrepreneurship, innovation and
growth could be persistent.

2.3.2. Developing economies
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Fabeil et al., (2020), explored the business continuity and recovery strategy in
response to the movement control order amid Covid-19 crisis in Malaysia. The study
adopted unstructured phone interviews with open-ended questions. The findings
revealed that entrepreneurs employ multiple synchronous strategies to ensure
continuous operation of their business, especially in the agricultural-based business.
Ajide and Kameel (2018) provided a comparative analysis of entrepreneurial
development in developing countries. The study adopted secondary data for 20052015 from the development indictors of World bank, entrepreneurship snapshot and
global entrepreneurship monitoring. Descriptive statistics like graphs and means were
used to analyse data. The results revealed that there is willingness of individuals to
venture into entrepreneurial activities and an insignificant minority of entrepreneurs is
motivated by necessity.

Nigeria
Metu and Nwokoye (2014) examined the critical factors affecting the growth and
survival of new ventures in Nigeria. The study utilised the Narrative-Textual Case
Study (NTCS) for data collection and analysis. The finding shows that
entrepreneurship is lacking in Nigeria due to some challenges such as epileptic power
supply and lack of genuine supports for intending entrepreneurs. The study
recommended for a more robust policy on entrepreneurship for the creation of
conducive environments to enhance entrepreneurship development and reduction in
youth

unemployment.

Anyebe

(2017)

examined

the

relationship

between

entrepreneurship education and employment in Nigeria. The study obtained data from
the Universal Basic Education, Abuja, the Nigerian 1999 constitution, and the bulletins
of National Educational Research and Development Council, among others. The
results showed that schools in Nigeria are characterised by outmoded operational
processes and management structures that are incapable of producing graduates with
the capacity to generate creative ideas and turning it to effective ventures.

Muogbo and John-Akamelu (2018) examined the effect of entrepreneurial skill in the
reduction of youth unemployment in Nigeria with regards to ABC Transport Company
in Anambra State. The study adopted descriptive research survey through the
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administration of questionnaire to respondents. Statistical tools like percentage and
chi-square method were used for data analysis. The findings that entrepreneurial skills
and businesses play pivotal roles in youth employment in Nigeria through
entrepreneurial development. The study recommended the need for government to
remove greed and corruption and formulate policies that will promote efficient
entrepreneurship and free enterprise. Aifuwa et al., (2020) investigated the effect of
Covid-19 on the performance of firms in Nigeria. Survey research design through
structured questionnaire was used for data collection. The linear regression result
revealed that coronavirus harms both the financial and non-financial performance of
private businesses in Nigeria.

Farayibi and Asongu (2020) reviewed the macroeconomic impact of Covid-19
pandemic in Nigeria. The study adopted the aggregate supply and demand (AS-AD)
model to provide the theoretical motivation. The study revealed that while the number
of infected cases reflects significant correlations with economic activity from the
perspective of a trend analysis, the Dynamic Ordinary Least Squares (DOLS)
estimates show that links between the number of confirmed cases and attendant
macroeconomic outcomes are largely insignificant with the expected signs. Musa &
Aifuwa (2020) reviewed literature on the impact of covid-19 on small and medium
enterprises. The study proposed a model that will flatten the curve of coronavirus
pandemic. Emeka and Ile (2013) examined how youth unemployment in Nigeria could
be reduced through entrepreneurship development. The study did a review of the
relevant literature to suggest that entrepreneurial skills development will enable youths
to favourably dispose towards the establishment of their own businesses.

Ugoani and Ibeenwo (2015) explored the relationship between entrepreneurship
development and employment generation in Nigeria through the involvement of
National Directorate of Employment (NDE). Survey research design was employed
through administration of questionnaire in addition to secondary data through books,
journals, reports, and gazettes, among others. data were analysed by Pearson’s
product moment correlation using SPSS. The result suggests a strong positive
relationship between entrepreneurship development and employment generation.
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Deebom and Baridoma (2017) examined the role of entrepreneurial education in the
reduction of unemployment among Nigerian graduates. The study utilized primary data
through the administration of questionnaire to 732 corps members in Rivers State.
Purposive sampling technique was used to arrive at the sample of 548. The result
shows that skills like welding and fabrication, food and catering services, electrical
installation, among others could reduce unemployment among Nigerian graduates.
Hassan (2013) examined the possibility of unemployment reduction in Nigeria through
entrepreneurship development. The study used primary with the administration of
questionnaire to 220 respondents in Kogi State. The finding revealed that the
unemployment problem in Nigeria could be solved through entrepreneurial
development. Ezeanokwasa and Nwachukwu (2014) examined the effective
entrepreneurship skills towards the reduction of unemployment through small
business innovation in Nigeria. The study used descriptive research design with
questionnaire as the instrument for distribution to respondents. The findings revealed
that the contribution of entrepreneurship skills towards reducing unemployment in
Nigeria include improvement in the standard of living through innovation. Asogwa and
Dim (2016) investigated the relationship between entrepreneurship development and
employment reduction among youths in five selected local government council of
Anambra State, Nigeria. the study adopted exploratory research design and
descriptive research design. Data were analysed with SPSS with Pearson correlation
used to test the hypotheses. The study revealed that entrepreneurship training,
entrepreneurship traits, and entrepreneurship empowerment have significant positive
link with unemployment reduction.

Agwu (2020) investigated the extent to which entrepreneurship education will influence
the reduction of unemployment in Nigeria. quantitative research design was adopted
with SPSS used in the analysis of data. The findings revealed that the problem of
unemployment to a greater extent could be reduced through educating, motivating,
developing, and empowerment of students as entrepreneurs. Salami (2011) examined
the impact of viewing entrepreneurship as a platform towards the reduction of youth
unemployment in Nigeria through the analysis of the constraints that hinder
entrepreneurship culture. The study suggests that entrepreneurship acts as a positive
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force in economic growth and could reduce unemployment among the youth.
Onyebuchi et al., (2016) focused on entrepreneurship education as a panacea for
unemployment in Nigeria. The study adopted descriptive survey with stratified random
sampling method used to select 120 entrepreneurs and 80 scholars from Enugu State.
Statistical tools like weighted means, scores and standard deviation were used to
analyse data. The results show that increased awareness on entrepreneurship
education will enhance the acquisition of the needed skills for gainful and selfemployment.

Despite the numerous studies reviewed with varied views and findings, there is a gap
not adequately filled, which this study focused. For instance, the studies on
entrepreneurship did not factor the contemporary Covid-19 issue which this study
considered. This study also take care of the gap in literature reviewed regarding the
relevant entrepreneurial skills which the youths may largely tilt towards with regards
to the social distancing order due to covid-19 pandemic. In the coverage area, this
study chose respondents from Lagos and Oyo States, two of the three states in Nigeria
with the highest covid-19 cases, which was not covered by the literature reviewed.

3. METHODOLOGY
This study research design method. Primary data through the administration of
questionnaire to respondents was used. Purposive sampling technique was used to
select the targeted population of 240 young entrepreneurs in Lagos and Oyo States
that covid-19 pandemic has affected their means of livelihood. The respondents were
also chosen from Ikeja and Ibadan the state capitals for Lagos and Oyo respectively.
The choice of Lagos and Oyo, two states from South Western Nigeria was due to their
having the first and the third highest cases of the pandemic respectively among the
states in Nigeria, including Federal Capital Territory (FCT). Multiple regression
analysis was used to analyse data and to test the hypothesis and descriptive statistics
adopted to appraise the perception of the youths on Covid-19. A pilot survey of thirty
respondents was conducted on the questionnaire to affirm the extent of its reliability.
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This is in line with Connelly (2008), cited by Iddagoda (2020) that 10% of sample size
is adequate for a pilot survey.

The conceptual framework for this study was articulated in establishing with graphical
presentation a clear connecting link between the independent variable and the
dependent variable. The independent variable, Entrepreneurial Skills Development
(ESD) however, is proxied by Online Buying and Selling Skills (OBSS); Virtual
Presentation Training Skills (VPTS); E-publishing, E-delivery, and Vocational Skills
(EEVS); and Essential Service and Product Training Skills (ESPTS). Youths
Unemployment Reduction (YUR) is the dependent variable. The responses of the
respondents on the questions raised, based on 5-point Likert Scale questionnaire on
the relationship between the components of independent variable and dependent
variable were measured through SPSS. This is line with the study of Ogundare (2019).
3.1.Model Specification
YUR = Youths Unemployment Reduction = Dependent variable
ESD = Entrepreneurial Skills Development = Independent variable
Therefore, YUR = f(OBSS, VPTS, EEVS, ESPTS) …………………………………. (1)
YUR = β0 + β1OBSS + β2VPTS + β3EEVS + β4ESPTS + μ) …………. (2)
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Figure 1: Conceptual Framework
Source: Authors’ Field Work (2021)
4. DATA ANALYSIS AND PRESENTATION
The study appraised perceptually, the opinion of the youths on the impact of Covid-19
on their means of livelihood, among others. The study also investigated the nexus
between the independent variable (Entrepreneurial Skills Development), proxied by
the respective components and the dependent variable (Youths Unemployment
Reduction).
4.1. Youths perception on Covid-19
The study administered structured questionnaire to elicit answers on the perception of
the youths on Covid-19. The study used 5-Likert scale for the questionnaire with
Strongly Disagree (SD), Disagree (D), Undecided (U), Agree (A), and Strongly Agree
(SA) represent the columns. In table 2 however, SD, D, and U, were grouped together;
with A and SA grouped together to effective analysis. The results on table 2 shows
that 229 respondents (95.5%) opinionated that Covid-19 exists in Nigeria, with 11
respondents (4.6%) either disagreeing or undecided. The mean score from the
minimum (2.00) and maximum (5.00) was 4.5500 and standard deviation (.63838)
showing the spread. This shows that the youths massively believed that Covid-19 is
in Nigeria. The results also indicate that 231 respondents (96.3%) believed that Covid19 has affected their standard of living negatively and 9 respondents (3.8%)
disagreeing/undecided. The mean score from the minimum (2.00) and maximum
(5.00) was 4.4417 and standard deviation (.59701) showing the spread. This means
that the pandemic has negatively affected the living standard of the youths.

The tabulation also indicates that 225 respondents (93.7%) opinionated that the
pandemic has created a new order in the way that they social-relate and 15
respondents (6.3%) disagreeing/undecided. The mean score from the minimum (2.00)
and maximum (5.00) was 4.4542 and standard deviation (.65167) showing the spread.
This indicates that the pandemic has changed the social relation pattern of the youths.
Table 2 also shows the respondents’ opinion on the effect of Covid-19 on
unemployment among the youths. The table shows that 221 respondents (91.8%)
400

International Conference in Accounting and Business – 2021
ISBN: 978-0-620-92936-3
consented, and 19 respondents (7.9%) were undecided. The mean score from the
minimum mark (3.00) and maximum mark (5.00) was 4.4833 and standard deviation
(.64013) showing the spread.

The results show that covid-19 has increased the level of unemployment among the
youths. The descriptive results also show that 222 respondents (92.5%)
agreed/strongly agreed that covid-19 encouraged entrepreneurial skills development
among youths in Nigeria with 18 respondents (7.5%) either disagreeing or undecided.
The mean score from the minimum mark (2.00) and maximum mark (5.00) was 4.4583
and standard deviation (.65833) showing the spread. The results show that covid-19
has increased the level of unemployment among the youths. Table 2 also shows that
220 respondents (91.7%) believed that the contagion has stimulated a new way of
transacting business in Nigeria with 20 respondents (8.3%) strongly disagreed,
disagreed and undecided. This shows that covid-19 has created a new way of
business transactions in Nigeria.
Table 2: Descriptive analysis of youths’ perception on Covid-19
Covid-19 exits in

N

SD + D + U

A + SA

Total

Min.

Max.

Mean

Std. Dev.

240

11 (4.6%)

229 (95.5%

240 (100%)

2.00

5.00

4.5500

.63838

240

9 (3.8%)

231 (96.3%)

240 (100%)

2.00

5.00

4.4417

.59701

240

15 (6.3%

225 (93.7%

240 (100%)

2.00

5.00

4.4542

.65167

240

19 (7.9%)

221 (91.8%)

240 (100%)

3.00

5.00

4.4833

.64013

240

18 (7.5%)

222 (92.5%

240 (100%)

2.00

5.00

4.4583

.65833

Nigeria
The Pandemic
affected my
standard of living
negatively
The pandemic has
created a new order
in the way that we
social-relate
Covid-19 has
increased the level
of unemployment
among youths in
Nigeria
Covid-19 has
encouraged
entrepreneurial skills
development among
youths in Nigeria
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Covid-19 has

240

20 (8.3%)

220 (91.7%)

240 (100%)

1.00

5.00

4.3833

.82008

stimulated a new
way of transacting
business in Nigeria

Source: Authors’ Field Work (2021)
4.2. The relationship between entrepreneurial skills development and youths’
unemployment reduction amidst covid-19 pandemic in Nigeria
The statistical output from the regression analysis through the coefficient in table 5
shows that:
YUR = 2.547 + 0. 199OBSS + 0.104VPTS + 0.063EEVS + 0.078ESPTS. This is in
line with the a priori expectation: β0 > 0, β1-4 > 0.
The result of the regression analysis showed how much of the variation in the
dependent variable is explained by the variation of the components in the independent
variable. In this results, t-calculated of 7.876 is greater than t-tabulated of 0.000 at 5%
level of significance, which means that the null hypothesis should be rejected. Thus, it
can be concluded that Entrepreneurial Skills Development has a significant positive
nexus with Youth Employment Reduction amidst Covid-19 pandemic in Nigeria. This
could also be explained from the individual level of significance of the components of
independents variables 0.000, 0.060, 0.242 and 0.190, for OBSS, VPTS, EEVS, and
ESPTS respectively, which are less than 5% acceptable level of significance. This
shows that the increase in entrepreneurial skills development amidst Covid-19 will lead
to downward movement of unemployment among the youths in Nigeria.
4.3. The coefficient of determination (R2) of model specification
The value of the coefficient of determination (R2) in table 3 was 0.204. this indicates
that 20.4% of the variation in youths’ unemployment reduction could be explained by
OBSS, VPTS, EEVS, and ESPTS, and the remaining 79.6%would be as a result of
other variables not recognized in this model. The model also revealed that the link
between entrepreneurial skills development and youths’ unemployment reduction is
statistically significant (P = .000 < .05) with t-statistics of 7.876. The adjusted R2 value
was .191, which is close to the R2 (0.204). This then shows that the model is fit for
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making generalization. In line with these results, Entrepreneurial Skill Development
(ESD) has a significant positive impact on Youths Unemployment Reduction (YUR).

Table 3: Model Summary for Model Specification
Model

R

R Square

Adjusted R Square

Std. Error of the Estimates

1

.452a

.204

.191

.59229

a. Predictor (Constant): OBSS, VPTS, EEVS, ESPTS

Source: Authors’ Field Work (2021)
Table 4: ANOVAa for Model Specification
Model
1

Sum of Squares

Df

Regression

21.143

4

Residual

82.440

235

Total

103.583

Mean Square
5.286

F

Sig.
.000b

15.067

.351
239

a. Dependent Variable: Youths Employment Reduction
b. Predictors: (Constant), OBSS, VPTS, EEVS, ESPTS

Source: Authors’ Field Work (2021)
Table 5: Coefficientsa for Model Specification
Model

Unstandardized Coefficients

Standardized

T

Sig.

Coefficients

1

B

Std. Error

2.547

.308

OBSS

.199

.050

VPTS

.104

EEVS
ESPTS

(Constant)

Beta
7.876

.000

.302

3.989

.000

.055

.143

1.892

.060

.063

.054

.073

1.173

.242

.078

.060

.080
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a. Dependent Variable: Youths Unemployment Reduction

Source: Authors’ Field Work (2021)
5. POLICY IMPLICATIONS AND RECOMMENDATIONS
Coronavirus pandemic (Covid-19) appeared critically in the global socio-economic
activities with tremendous effect on human interactive relationship including disruption
of commercial activities (Donthu and Gustafsson, 2020; Eggers, 2020; Obal and Gao,
2020). It is also believed that the contagion, due to the social distancing rule for its
containment, has exacerbated both the problem of unemployment even among the
youths and the need for focus on entrepreneurship activities that will be social
distancing friendly (Musa and Aifuwa, 2020; Aifuwa et al., 2020; Igwe, 2020; Ozili,
2020; Farayibi and Asongo, 2020; Mogaji, 2020; Chinedu et al., 2020). It is in line with
this that this study appraised the perception of the youths on what the emergence of
covid-19 in Nigeria portends. This study also empirically investigated the relationship
between entrepreneurial skills development and the reduction of employment among
the youths with regards to covid-19 pandemic. The findings show that covid-19 has
increased the level of unemployment among the youths in Nigeria. The findings also
revealed that this contagion has encouraged entrepreneurial skills development
among the youths.

The results also established a significant positive nexus between entrepreneurial skills
development and youths’ unemployment reduction in Nigeria. This is in agreement
with the studies of Hassan (2013); Agwu (2020); Salami (2011); and Onyebuchi et al.
(2016). Regarding these findings, this study, thus, recommended that government to
continue to provide the necessary stimulus to encourage the youths on
entrepreneurship, youths should be assisted in the effective and productive use of the
technological advancement tools like the zoom, webinar, among others for more
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engagement in e-commerce, the need for more educative, interactive and more
effective medium of communication between the government and the youths for
proactive information on covid-19, government should review its fiscal and monetary
policies that will be citizens-friendly so as to reduce the burden of covid-19 on the
youths involved in entrepreneurial skills, and government should improve on the
education

of

the

youths

on

the

potentials

of

self-employment

through

entrepreneurship.
6. LIMITATIONS OF THE STUDY
The sub-components for the independent variables for this study were restricted to
selected skills which was due to the social distancing due Covid-19 pandemic, leading
to the inability to effectively examine other skills that are necessary for the youths to
enhance their self-dependence for reduction in unemployment.

AREAS FOR FURTHER RESEARCH
Future research could improve on the population and the sample size using a more
scientific approach like the Krejcie and Morgan (1970) formula to determine a bigger
sample size.
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Abstract
Tax evasion is seen as a contributory factor to the downward movement of tax revenue
in Nigeria. The drop in the revenue from petroleum tax and the Covid-19 pandemic
has also increased the concern for more research on the determinants of tax evasion
in Nigeria. this is intending to increase revenue on taxes through tax evasion reduction.
This study analyses the determinants of tax evasion in Nigeria. Primary data through
questionnaire were utilised and administered on tax consultants in Lagos State,
Nigeria. The Sample size was 301, which was determined using Krejcie and Morgan
(1970) formula. Descriptive statistics and factor analysis were utilised to analyse data.
The results revealed that the determinants identified by this study are germane to tax
evasion in Nigeria. The study also shows that multiple taxations, ineffective
prosecution of tax evasion cases, and inconsistencies in government policies, among
others are fundamental determinants of tax evasion in the country. The results of factor
analysis revealed that three factors - Ineffectiveness of awareness program on the
importance of tax (21.056%), Governments have been failing in performing their civic
responsibilities (17.717%), and Taxes paid are siphoned by government officials
(14.012%) explain a total variance of 52.785% of the variability in the variables. The
study recommends the need for government to reexamine the existing fiscal policy for
effective tax administration, and to improve on its prosecutorial process for efficient
litigation against tax evaders, among others.

Keywords: Emerging economies, Fiscal policy, Tax compliance, Tax evasion, Tax
revenue
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1. INTRODUCTION
Tax evasion has contributed to the discourse on the fiscal policies of governments at
different fora. The world economy is also believed to have been influenced by the level
at which tax evasion is effectively curtailed. Tax evasion is a global phenomenon,
which poses challenges to the revenue drive of the developed and emerging
economies (Akinadewo, 2020). Accordingly, tax evasion adversely affects the fiscal
and monetary segments and impede nations’ economic advancement (Ameyaw and
Dzaka, 2016). It also systematically holds back the income-generating value through
the creation of a lacuna between actual and potential tax revenue, which causes
nations to examine the factors affecting it (Sadjiarto et al., 2019; Sadjiarto et al, 2019,
citing Adebisi and Gbegi, 2013). The issue of non-tax compliance, culminating in tax
evasion, is thus, a global concern due to the primary reliance of many countries on tax
revenue (Karanja, 2016). It is, however, believed that while the advanced economies
may have a better efficient tax system and a more effective legal process to detect this
menace, tax evasion is universal and affects both the developed and developing
nations (Mansor and Guruma, 2016).

In Nigeria, tax evasion is a recurrent issue of discourse among the policymakers,
scholars, professionals and other stakeholders. Despite the copious of studies in this
area and the continuous tax policy statements, records revealed the existence of tax
evasion in Nigeria. To accentuate this, Omodero (2019) argued that tax evasion forms
an integral part of Nigeria’s economy and ultimately, harming government expected
revenue. Scholars also opined that the rate of tax collection in Nigeria is very low as a
result of tax evasion, which hinders the provisions of infrastructure, among others, in
the developmental objectives of the government (Osemeke et al., 2020). This is, thus,
seen as one of the visible problems facing the Nigerian tax system and challenging
the efficient delivery of public goods and services (Asaolu et al., 2020; Akinadewo et
al., 2019; Folayan and Adeniyi, 2018; Omodero, 2018; Okeke et al., 2017; Asimiyu
and Kizito, 2014; Adedeji and Oboh, 2012).
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Furthermore, the revenue on taxes are expected from individuals and corporate bodies
that engage ostentatious and obstructive strategies to evade tax (Adegbie et al.,
2020). They further opined that this made the government to engage tax consultants
to block the loopholes for improved tax collection. Despite the possible increase in the
collection of absolute tax values, statistics showed that the country still has lower Taxto-GDP ratio than some African countries. According to OECD (2020), Nigeria’s taxto-GDP ratio in 2018 (6.3%) was lower than the average of 30 African countries in
Revenue Statistics in Africa 2020 (16.5%) by 10.2% and lower than the Latin America
and the Caribbean (23.1%). Thus, low tax compliance, poor state revenue collection
and inefficient tax administration system, among others, have partly contributed to this
precarious situation (Olushola et al., 2020; Ewa et al., 2020). For instance, the Joint
Tax Board (JTB) reported that only about 10 million people registered for personal
income tax in Nigeria out of which Lagos State accounted for about 4.6 million or 46%
(Oyedele, 2016). This increased to 20 million and to about 35 million from the possible
70 million people expected taxpayer of the about 200 million Nigeria population
(Elamah, 2018). This implies a wide lacuna of the understanding of civic
responsibilities on tax matters between tax officials and taxpayers, which has
adversely affected the revenue of government. This position is affirmed by Momoh
(2018), which opined that tax compliance in Nigeria over the years has been relatively
low.

In recent time too, the global endemic of Covid-19 has spurred financial and economic
issues in Nigeria. This has negatively impacted basic macroeconomic variables like
inflation, employment, among others (Farayibi and Asongu, 2020). Consequent to this,
the need for increased revenue made the government intensify more efforts to tackle
the non-compliance to tax policies, especially on tax evasion. Thus, a fundamental
reduction in tax evasion among citizens and corporate bodies is expected to enhance
the revenue of the government and reduce the resort to foreign and domestic loans to
finance the budget. In the pursuit of this, concerns have been raised as to the factors
responsible for tax evasion. While these factors have been researched by several
authors both within the context of developed nations and transition economies, it is
believed, however, that the persistence of tax evasion in the Nigeria revenue416
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generating system requires further study on its determinants. For instance, Nigeria is
expected to borrow about N709.69 billion from multilateral and bilateral groups to
finance the 2021 budget deficit (Udo, 2020). It is pertinent to presume that if the
government can achieve maximum revenue through the effective reduction of tax
evasion, it would minimize the cost of borrowing. This raises a fundamental question:
if the determinants of tax evasion have been extensively identified through academic
papers and the recommendations thereof are effectively implemented, why the
continuous existence? Thus, the need for further study on the determinants of tax
evasion in Nigeria to create more awareness and an effective tax generation process.
To address the question, this paper, therefore, will perceptually appraise factors that
encourage tax evasion within the Nigerian polity using descriptive statistics and factor
analysis.

2. REVIEW OF RELATED LITERATURE AND THEORETICAL FRAMEWORK
Tax evasion is the criminal non-compliance with the tax provisions through deliberate
understating of taxes due. It is an intentional illegal behaviour or actions resulting in a
direct violation of tax law to evade taxes (Jusoh et al., 2012 citing Richardson, 2008).
Factors affecting tax evasion are, however, believed to be unanimously universal
(Nangih and Nkemakola, 2018). Kiri (2016), thus, argued that the level of tax evasion
in any nation is compounded by her specific characteristics. The factors include
traditional factors, institutional factors, socio-cultural factors, and macroeconomic
factors (Kiri, 2016). This scholar, thus, believed that tax evasion is a threat, which
increased the cost of running the economy, creating bad models for individuals and
corporate entities and also decreasing resources efficiency (Kiri, 2016). In the view of
Karanja (2016), the attitude and perceptions that politicians misapply tax revenue are
strong factors that encourage tax evasion in Kenya. Despite the penalties and
sanctions, tax compliance levels have remained low (Karanja, 2016). Karanja (2016),
further believed that peers’ influence on tax compliance, financial condition as a
moderator for attitude and tax compliance, risk preference as a moderator for attitude
and tax compliance, attitude towards tax evasion factors, cultural factors, demographic
factors, tax systems, and non-compliance opportunity, are some of the factors
encouraging tax evasion. The scholar, however, argued that the transparency of
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government in the process and utilization of taxes generated would impact positively
on tax evasion reduction.

In the study among the Chinese Indonesians, Sadjiarto et al., (2019), concur with Kiri
(2016), arguing that traditional factors, institutional factors, character and culture
factors, tax morale and tax knowledge play significant roles in the level of tax evasion.
These were further broken into: traditional (tax rate, tax penalty, audit probability),
institutional (individual taxpayers’ perceptions on the society’s tax compliance and the
country’s level of corruption), character and culture (religiosity, culture, work ethics).
According to Sadjiarto et al., (2019), character and culture have a significant positive
influence on the perception of tax evasion, institutional factors and tax morale have
highly significant positive effect on the perception of tax evasion, but traditional factors
show the opposite. Venter (2011), however, believed that status of individuals, the
inland revenue service, and psychological factors would determine the level of tax
evasion in the developed and emerging economies. Ameyew and Dzaka (2016), thus,
opined that the increment in the propensity to evade tax, therefore, renders most
governments unable to deliver their obligations and responsibilities in terms of
improved living standard of the citizens. Data for this study were analysed with the aid
of descriptive statistics, factor analysis and multiple regression analysis.

Within the Nigerian context, successive governments have unsuccessfully initiated
programs and policy statements to address the factors affecting tax collection
(Osemeke et al., 2020). This reinforces the belief that if not adequately addressed, tax
evasion might continue to be an issue in the Nigerian socio-economic plans. The
scholars, who examined the challenges affecting tax collection in the Nigerian informal
economy, used documentary analysis and semi-structured interviews on 35
respondents in Anambra State, Nigeria. The study opined that lack of provision of
amenities and infrastructural development are some of the factors encouraging tax
evasion. Whilst examining tax evasion and its consequences for Nigeria, Omodero
(2019) opined that individuals and corporations could deliberately refuse to pay tax
through the concealment of the true position of their records. Accordingly, such
criminal action would deny the government from improving the economic and social
418

International Conference in Accounting and Business – 2021
ISBN: 978-0-620-92936-3
objectives of the nation (Omodero, 2019). In the study conducted in Nigeria and
questionnaire applied on 185 respondents, it was argued that corruption,
mismanagement of tax funds, low standard of living, porous economy, poverty, high
tax rate, among others, were responsible for tax leakages. The study, which analysed
data using OLS, argued that it is a universal understanding that tax evasion is a
product of the underground economy.

Gurama et al., (2015), in the study of tax evasion in the Nigerian system, cited Adebisi
et al (2010), which argued that unfair distribution of amenities, poor management and
misuse of tax collected, lack of essence of civic responsibilities, and taxpayer
inaccessibility to government services. The scholars, however, believed that taxpayers
share a unique attitude in tax minimization. Akinyomi and Okpala (2013), however,
examined the combined factors that influence tax avoidance and tax evasion in
Nigeria. Whilst arguing that the result of tax avoidance and tax evasion will lead to
revenue loss, the scholars believed that tax system and perception of fairness, low
quality of service in return for tax, low transparency and accountability of public
institutions, and high level of corruption influence tax avoidance and tax evasion in
Nigeria. Akinyomi and Okpala (2013), however, believed that the government has a
responsibility in the reduction of tax evasion and avoidance by ensuring that public
office holders live above board in the area of accountability, transparency, and war
against corruption.

Examining the determinants of tax evasion in Nigeria, Nangih and Nkemakola (2018)
reviewed tax theories: benefit theory, ability to pay theory, and equal distribution
theory. The scholars argued that this theory states that tax levied by the authorities
should be following the benefit conferred on it. The study, conducted in Port Harcourt,
adopted descriptive statistics, OLS and regression statistical tools to analyse data.
Neil (2000), however, opined that the ethical appeal of the benefit principle is rather
obscure. Accordingly, the benefit theory, which is more depended on efficiency
grounds, ignores whether the consumption of publicly provided goods and services is
efficient and how the benefits affect the burden imposed by a tax (Neil, 2000). Agreeing
to this assertion, Nangih and Nkemakola (2018), opined that state expenditures are
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majorly for the benefit of the citizens; hence, it is impracticable to estimate the
associated benefit enjoyed by each citizen. Consequently, the benefit theory could be
more theoretical than practical. Omodero (2019), however, opined that benefit theory
was propounded by Wicksell (1896) and Lindahl (1919). Omodero (2019), thus,
argued that if the benefit received theory is applied in practice, tax evasion will be
eliminated in Nigeria. This study is thus anchored on benefit received theory.

The studies reviewed showed mixed results on the issues of factors affecting tax
evasion. In Nigeria, scholars adopted OLS, multiple regression, descriptive statistics
to analyse data with varied results. Despite this, this study combined descriptive
statistics with factor analysis to improve on the methodology adopted by other studies.
This is the purpose of reducing the factors into fewer numbers for a better
understanding. With the studies reviewed, therefore, none has been able to adopt
factor analysis. While many have analysed through descriptive and inferential
statistics, within the Nigeria context, this study, thus, contributed to the existing
knowledge in explaining through factor analysis,

Economic Deterrence Theory
This theory believes that the tax systems operate under uncertainty (Allingham and
Sandmo (1972). Accordingly, the taxpayer behaves in accordance with this
uncertainty, which enables the choice to either declare a total or partial income. These
theorists were thus, of the opinion that the level of the income to declare will depend
on the possibility of the taxpayer being investigated or not. Thus, the higher the
probability of being investigated, the higher the declared income, and vice versa. This
theory is linked to this study from the perspective of no justification for the taxpayer to
evade tax. The tax laws and pronouncements, meanwhile, have various penalties,
which include prosecution that the state could utilise to reduce tax evasion.

3. METHODOLOGY
The study used a survey research statistical method through the aid of a semistructured questionnaire. The population consists of 1,387 experienced tax
practitioners and Lagos State internal revenue service officials. The sample size was
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301 determined through Krejcie and Morgan (1970) formula. Data were analysed with
the aid of descriptive statistical tools and factor analysis. Lagos state was chosen
because it is the commercial hub of Nigeria and has the largest concentration of tax
experts in the country. The semi-structured questionnaire for this study was done to
allow the experts to include additional determinants which the questions raised might
not have been captured. This was also subjected to reliability and validity test. Pilot
test was conducted on 50 respondents, the result of which confirmed the extent at
which the instruments yielded consistent results. Connelly (2008), cited by Iddagoda,
(2020), argued that a pilot study sample should be 10% of the sample size. Iddagoda
(2020) also asserts that Fink (2003), cited by Saunders et al. (2007), believed that the
minimum number should be 10 (Iddagoda, 2020). According to Iddagoda (2020),
Roscoe (1975), cited by Sekaran (2003), however, argued that for pilot test, sample
sizes larger than 30 and less than 500 are appropriate for most research. Thus, for
this study, the 10% for 301 sample size is 30, but choosing a higher figure of 50 is
within the recommendations of the study.

4. DATA ANALYSIS AND INTERPRETATION
The mixed method for this study was done to enable a more effective understanding
of tax evasion determinants and the most critical among them based on factor
analysis. The descriptive analysis tabulation is shown in tables 1 and 2. The study
identified eleven determinants of tax evasion with responses from tax experts.
Table 1: Tax experts’ perception on the determinants of tax evasion

Tax

Cumm.

Options Cumm.

Percentage

Analytical

with

Highest Freq.

(%)

Commentaries

53.2 (100)

This

the

Results’

Evasion Respondents’

Determinants
Ineffectiveness

Choice
of 31%-50%

160 (301)

is

an

average

awareness program of the

contributory factor to tax

importance of taxes

evasion.

421

International Conference in Accounting and Business – 2021
ISBN: 978-0-620-92936-3
Governments have been 41% or above

223 (301)

74.1 (100)

failing in performing their

This

a

very

strong

determinant of tax evasion.

civic responsibilities.

Taxes paid are siphoned 41% or above

160 (301)

53.2 (100)

by government officials.

The

tax

strong a determinant.

payment 41% or above

procedure

is

This factor is averagely

151 (301)

50.2 (100)

too

This

has

an

average

contribution to tax evasion

ambiguous.

and

still

need

to

be

addressed.

Multiple taxations.

41% or above

192 (301)

63.8 (100)

This a strong determinant
of tax evasion.

Ineffective prosecution of 41% or above

170 (301)

56.5 (100)

tax evasion cases.

This

factor

contributes

slightly above average to
tax evasion.

Inconsistencies

in 41% or above

200 (301)

66.4 (100)

government policies.

The

inconsistencies

government

in

policies

contribute strongly to tax
evasion.
The

‘reward’

to

tax 41% or above

169 (301)

56.1 (100)

evaders for evading taxes
outweigh

the

cost

This contributes averagely
to tax evasion.

of

prosecution.

The government is not 41% or above

202 (301)

providing the expected
conducive

67.2 (100)

This

factor

contributes

strongly to tax evasion.

environment

for businesses to grow.
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Many affluent members of 41% or above

202 (301)

67.1 (100)

society are evading tax

This

is

a

strong

determinant of tax evasion.

and nobody is challenging
them.

Inadequate

knowledge 31%-50%

154 (301)

51.2 (100)

This contributes averagely

and awareness of the

to tax evasion and the

relevant authorities to pay

respondents spread more

tax to, among the three

to

tiers of government.

options

lower
than

averagely

percentage
the

other

contributed

determinants.

Source: Field Survey (2021)

Table 1 shows the summary of the results of the various determinants of tax evasion.
The tabulated figures show the two highest of the figures, in respondents’ choices,
frequencies and percentages. In the cumulative frequency column, the figure in
bracket is the total number of respondents and the one without bracket is the
cumulative frequency of the two highest. The respective percentage with 100% in the
bracket is also shown under the percentage (%) column. The last column – Analytical
results’ commentaries – give comments as to the level of the contributions of each
determinant to tax evasion.
The highest choice for the respondents on the “Ineffectiveness of awareness program
of the importance of taxes” as one of the determinants of tax evasion was from 31%40% and 41%-50%. These options were chosen by 160 respondents (53.2%). This
implies that the ineffectiveness of the awareness of the importance of taxes
contributes averagely to tax evasion. Two hundred and twenty-three respondents
(74.1%) believed that the failure of government in the fulfilment of the expected civic
responsibilities contributes 41% or above to tax evasion. This shows that this is a very
strong determinant of tax evasion. In the opinion of 160 respondents (53.2%) that
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chose the two highest options of 41%-50% and 50% or above, the mismanagement
of taxes by tax officials was an average contributor to tax evasion.

One hundred and fifty-one respondents (50.2%), choosing 41% -50% and 50% or
above, believed that the ambiguity of tax payment procedure has an average
contribution to tax evasion. Multiple taxations is opinionated as a strong determinant
of tax evasion. This opinion was from 192 respondents (63.8%) that chose the two
highest options of 41%-50% and 50% or above. The ineffective prosecution of tax
evaders contributes slightly above average to tax evasion. This opinion was from 170
respondents (56.5%) that chose options 41%-50% and 50% and above. The two
highest choices for the respondents on the contribution of the inconsistencies in
government policies to tax evasion were 41%-50% and 50% and above. This
comprises 200 respondents (66.4%), which implies that the factor strongly contributes
to tax evasion.

One hundred and sixty-nine (169) respondents (56.1%) have the highest and
preference for options 41%-50% and 50% or above. Thus, they believed that the
‘benefit’ derivable by tax evaders as being higher than the cost they bear during
prosecution only has an average contribution to tax evasion. The non-provision of a
conducive environment for businesses to thrive has 202 respondents (67.2%)
choosing options 41%-50% and 50% or above. This implies that this factor strongly
contributes to tax evasion. The lack of challenging the affluent members of the society
that evade taxes contributes strongly to tax evasion. This opinion came from 202
respondents (67.1%) with the two highest options of 41%-50% and 50% or above.
Inadequate knowledge and awareness of the relevant authorities to pay tax to, among
the three tiers of government had options 31%-40% and 41%-50% chosen by 154
respondents (51.2%). This factor contributes averagely to tax evasion and lower
percentage options among the averagely contributed ones. This is the least in terms
of the level of contributions of all the determinants of tax evasion in Nigeria. The results
of this are partially in line with the study of Osemeke et al., (2020).
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Table 2: Descriptive Statistics
N
Ineffectiveness of awareness program
on the importance of tax
Governments

have

been failing

in

performing their civic responsibilities
Taxes paid are siphoned by government
officials
Tax

payment

procedure

is

too

ambiguous
Multiple taxation
Ineffective prosecution of tax evasion
cases
Inconsistencies in government policies
The reward to tax evaders for evading
taxes outweighs the cost of prosecution

Min

Max

Mean

Std. Dev

301

1.00

7.00

4.1030

1.69490

301

1.00

7.00

5.0565

.97986

301

1.00

7.00

5.1030

1.41399

301

1.00

7.00

4.4684

1.49326

301

1.00

7.00

4.7940

1.33819

301

1.00

7.00

4.5980

1.44494

301

1.00

7.00

4.7774

1.35903

301

1.00

8.00

4.6279

1.45181

301

1.00

7.00

4.9900

1.31272

301

1.00

8.00

4.8837

1.34031

301

1.00

7.00

4.3189

1.54853

The government is not providing the
expected conducive environment for
businesses to grow
Many affluent members of the society
are

evading

tax

and

nobody

is

challenging them
Inadequate knowledge and awareness
of the relevant authorities to pay tax to,
among the three tiers of government.

Valid N (listwise)

301

Source: Field Survey (2021)

Table 2 shows the mean and the standard deviation of each of the determinants of tax
evasion in Nigeria. The mean shows that the identified determinants were majorly
above average in the influence on tax evasion. The standard deviation results show
the spread of the values, which indicates that the factors are more spread out. In the
table, the respondents argued more that taxes collected by the government are
mismanaged. This is affirmed with the highest mean of 5.1030; and a Standard
deviation (1.41399) showing the spread, and from a maximum of 7.00 and minimum
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of 1.00. This is closely followed with the experts’ opinion that governments have
continually failed in the performance of their civic responsibilities (Mean, 5.0565; Std.
Dev., 0.97986; Min., 1.00; Max., 7.00). This implies that tax evasion has been
encouraged by the government in their inability to effectively fulfil their expected
responsibilities.

Ineffectiveness of awareness program on the importance of tax; Tax payment
procedure is too ambiguous; Multiple taxation; Ineffective prosecution of tax evasion
cases; Inconsistencies in government policies; The reward to tax evaders for evading
taxes outweighs the cost of prosecution; The government is not providing the expected
conducive environment for businesses to grow; Many affluent members of the society
are evading tax and nobody is challenging them; and Inadequate knowledge and
awareness of the relevant authorities to pay tax to, among the three tiers of
government, were also identified as encouraging tax evasion. The respective mean,
standard deviation, minimum and maximum are as stated beside each of the
determinants in Table 2.

Factor Analysis
Factor analysis tries to simplify complex and diverse relationships that exist among
variables, and it is often used in data reduction to identify a small number of factors
that explain most of the variances observed in a much larger number of manifest
variables (Balasundaram, 2009).

TABLE 3: Total Variance Explained (Extraction Method: Principal Component
Analysis)
Extraction Sums of Squared
Initial Eigenvalues
Compon

Loadings

% of

Cumulative

Variance

%

Total

Rotation Sums of Squared Loadings

% of

Cumulative

Variance

%

% of

Cumulative
%

Total

1

3.162

28.744

28.744

3.162

28.744

28.744

2.316

21.056

21.056

2

1.613

14.664

43.407

1.613

14.664

43.407

1.949

17.717

38.773

3

1.032

9.378

52.785

1.032

9.378

52.785

1.541

14.012

52.785

4

0.933

8.482

61.268

5

0.895

8.139

69.407

6

0.716

6.509

75.916
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7

0.669

6.077

81.994

8

0.591

5.373

87.367

9

0.536

4.874

92.241

10

0.450

4.091

96.331

11

0.404

3.669

100.000

Source: Field Survey using SPSS (2021)

Table 3 represents the total variance explained in the factor analysis and the actual
factors that were extracted. In this case, there were three factors with eigenvalues
greater than 1.
The percentage variance column, however, tells us how much of the total variability
can be accounted for by each of the summary scale or factors. Factor 1 accounts for
21.056%, factor 2 accounts for 17.717% and factor 3 accounts for 14.012% of the
variability in all eleven (11) variables which explain a total variance of 52.785%.

Figure 1: Scree Plot
Source: Field Survey using SPSS (2021)
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The scree plot in Figure 1, shows the graphical presentation of the eigenvalues against
the factors. In the Figure, the curve starts to flatten between factor 3 and 4. This is
seen in Table 3, showing factor 4 with an eigenvalue of less than 1.

Table 4: Component Matrix, Rotated Matrix and Communalities

1

Pattern

Structure

Coefficients

Coefficients

Components

Components

2

3

1

2

Communalities

3

.351

.600

.303

-.056

.755

.024

.574

.454

-.531

.357

.263

-.072

.736

.616

.357

-.401

.637

-.009

.076

.830

.695

.321

.348

.163

.065

.494

.050

.251

Multiple taxation

.754

-.047

-.087

.641

.317

.259

.578

Ineffective prosecution

.462

.424

.108

.187

.608

.024

.405

in

.605

-.079

-.413

.729

.107

-.020

.543

tax

.530

-.023

-.360

.626

.132

-.042

.411

.605

-.377

-.238

.696

-.071

.275

.565

.710

-.175

.031

.568

.233

.399

.536

Ineffectiveness

of

awareness program on
the importance of tax
Governments
been

have

failing

in

performing their civic
responsibilities
Taxes

paid

are

siphoned

by

government officials
Tax payment procedure
is too ambiguous

of tax evasion cases
Inconsistencies
government policies
The

reward

evaders
taxes

for

to

evading

outweighs

the

cost of prosecution
Government

is

not

providing the expected
conducive environment
for businesses to grow
Many affluent members
of

the

society

are
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evading

tax,

and

nobody is challenging
them
Inadequate knowledge

.549

.572

.055

.251

.752

-.064

.632

and awareness of the
relevant authorities to
pay tax to

Source: Field Survey using SPSS (2021)
The loadings of the eleven variables on the three factors loaded are shown in Table
4, along with the rotating components matrix for each variable. In this, the higher the
absolute value of the loading, the more the factor contributes to the variable. The
values are not darkened represent loadings that are less than 0.5%. In this Table 4,
the results show that multiple taxes, inconsistencies in government policies, the
‘benefit’ to tax evaders outweigh the cost of prosecution, the elites evade tax without
adequate prosecution, and inadequacy of knowledge on the relevant authorities to
remit the tax to are greatly loaded on factor 1. Ineffectiveness of awareness program
on the importance of tax and Inadequate knowledge and awareness of the relevant
tax authorities to remit to are substantially loaded on factor 2, and taxes paid are
siphoned by government officials is substantially loaded on factor 3. The
communalities’ column, however, shows the proportion of each variable’s variance
that can be explained by the factor. The Rotated Component Matrix columns
(Structure Coefficients) also show the factor loadings for each variable. In this, multiple
taxations, inconsistencies in government policies, the expected ‘reward’ outweigh the
cost of prosecution, the government is not providing a conducive environment for
business to grow, and the elites are evading taxes without effective prosecution are
strongly loaded on factor 1. Ineffective awareness program on the importance of tax,
ineffective prosecution on tax evasion cases, and inadequate knowledge and
awareness of the authorities to remit the tax to are loaded substantially on factor 2;
while the failure of government to perform their civic responsibilities and taxes paid
are siphoned by government officials are loaded factor 3.
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Table 5: Component Transformation Matrix
Component

1

2

3

1

.766

.509

.393

2

-.241

.794

-.559

3

-.596

.334

.731

Source: Field Survey (2021)

Table 5 shows the Orthogonal Rotation and Varimax Kaiser Normalization which is
used to minimize the large number of variables to a minimum set of uncorrelated
variables. This is done to purposely minimize variables with high factor loadings to
augment the interpretation of factors. Thus, with regards to the principal component
analysis, three (3) factors reported an eigenvalue equal to or greater than 1.0 which
further explains a total variance of 52.785% as shown in table 3.

5. CONCLUSION AND RECOMMENDATIONS
Tax evasion has been a subject of recurrent discourse in the different professional and
academic fora. While studies show that it is a global phenomenon, it is believed that it
negates increased revenue in Africa, including Nigeria, which is seen as a menace
against economic development (Akinadewo, 2020; Omodero, 2019; Ameyaw and
Dzaka, 2016; Karanja, 2016; Mansor and Guruma, 2016). Authors have also at
different times examined the factors inhibiting maximum tax revenue but the constant
existence of this calls for more researches through the adoption of descriptive statistics
and factor analysis (Osemeke et al., 2020; Nangih and Nkemakola, 2018; Kiri, 2016).
This study, thus, revealed that the determinants of tax evasion in Nigeria are the
ineffectiveness of awareness programs on the importance of tax, the failure of
government in the performance of its civic responsibilities, and multiple taxes among
others. The descriptive results are in line with the studies of Osemeke et al., (2020);
Omodero (2019); Gurama et al., (2015); and Akinyomi and Okpala (2013).

The factor analysis results, however, show that three factors - Ineffectiveness of
awareness program on the importance of tax (21.056%), Governments have been
failing in performing their civic responsibilities (17.717%), and Taxes paid are siphoned
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by government officials (14.012%) account for 52.785% of the variability in all eleven
factors. This mixed method thus, gave a clearer picture of the perspective of the expert
of tax evasion determinants and those among these that accounted more on the
variability.

Given these findings, this study, therefore, recommends the need for government to
reexamine for a possible review, the existing fiscal policy for effective tax
administration; Government to improve its prosecutorial process for efficient litigation
against tax evaders; the need for continuous tax education for the citizens through a
different medium; Government to show more openness and be more accountable on
the tax generation process and the relevant expenditure thereof; Government should
streamline the various taxes for effective elimination of any possible double taxes .
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Abstract
The Fourth Industrial Revolution (4IR) has brought about radical changes including
the phenomenon of cryptocurrencies. The global cryptocurrency market capitalisation
has recently tipped over $1.8 trillion. This growing use of cryptocurrencies has led to
entities relying on the accounting for cryptocurrencies to measure and depict
performance. However, it is uncertain whether the application of the existing standards
encapsulates the unique characteristics of cryptocurrencies. Despite the unique digital
nature of cryptocurrencies, the IASB has not issued specific guidance noting that the
existing IFRS standards are sufficient to determine the accounting treatment of
cryptocurrencies. This has resulted in some entities accounting for cryptocurrencies
as intangible assets. This paper assesses whether accounting for cryptocurrencies as
intangible assets provide decision-useful information to the users of the financial
statements.
This paper applies qualitative, doctrinal research as the IFRS standards are analysed
to determine whether they provide decision-useful information based on the
expectations of users and the nature and characteristics of cryptocurrencies. This
paper finds that the measurement and presentation principles of intangible assets do
not provide relevant and useful information in the context of cryptocurrencies. This is
because users are concerned about the fair value of cryptocurrencies and would want
to see both increases and decreases in profit or loss. Furthermore, users would want
to understand the nature of the risks relating to cryptocurrencies, such as price risk.
A possible solution is for the IASB to consider issuing specific guidance that measures
and presents cryptocurrencies in a manner consistent with users’ expectations.
Keywords: Cryptocurrency, disclosure, IFRS, measurement, presentation
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1.Background and research problem
The Fourth Industrial Revolution (4IR) has brought about many radical changes in
technology that blur the lines between Infotech and biotech as well as challenge
traditional economies (Mhlanga and Moloi, 2020; Ma, Ahmad, Lui and Wang, 2020).
Amongst the emerging technologies is cryptocurrencies which enhanced the financial
product spectrum and have resulted in investors, society, businesses, academics,
governments and other authorities investigating its benefits and risks. According to
CoinMarketCap (2021), the global cryptocurrency market capitalisation is over $1.8
trillion with over 9 042 cryptocurrencies in the market. Furthermore, the volume of
crypto-transactions is increasing due to major corporations accepting it as a means of
payment especially during the COVID-19 pandemic when the banks are reluctant to
lend money (Inman, 2021).
Despite the unique digital nature of cryptocurrencies, currently, there are no specific
or dedicated International Financial Reporting Standards (IFRS) that provide
accounting requirements for cryptocurrencies (PricewaterhouseCoopers (PwC), 2019;
Yatsyk, 2018). The guidance available consists of the agenda decisions and staff
papers of the International Financial Reporting Interpretations Committee (IFRIC),
guidance issued by the accounting firms and other forms of literature (Sundqvist and
Hyytiä, 2019). In practice, this resulted in some entities accounting for their
cryptocurrency holdings as intangible assets (International Accounting Standards
Board (IASB), 2018). This is because cryptocurrencies are similar to intangible assets
with no physical form (Chamber of Digital Commerce, 2017; Chartered Professional
Accountants of Canada (CPA), 2018; Deloitte, 2018a; Grant Thornton, 2018; IFRS
Discussion Group, 2018; Vogel and Petry, 2018). The IFRIC (2019) concluded,
through an agenda decision, that cryptocurrency holdings not held for sale in the
course of ordinary business, should be accounted for as intangible assets in terms of
IAS 38 Intangible Assets (IAS 38).
Research problem
The objective of general purpose financial reporting is to provide financial
information about the reporting entity that is useful to existing and potential
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investors, lenders, and other creditors in making decisions relating to
providing resources to the entity (IASB, 2021a, para. 1.2).
Given the level of judgement, uncertainty and volatility relating to cryptocurrencies, the
presentation and disclosure of cryptocurrencies are important to provide information
about its recognition and measurement to the users when making economic decisions
relating to the entity (Association of Chartered Certified Accountants (ACCA), n.d.;
Retief, 2018; Grant Thornton, 2018). The CPA (2018) adds that concerns have been
raised as to whether accounting for cryptocurrencies as intangible assets reflect the
economic substance and provide relevant information to users of financial statements.
Given the importance of providing useful information to the users of the financial
statements in an ever-changing global economy, the question arises as to whether
accounting for cryptocurrencies as intangible assets provide decision-useful
information to the users of the financial statements?
2. Research objective, process, and contribution
The objective of this paper is to assess whether recognising, measuring, presenting,
and disclosing cryptocurrencies as intangible assets provides decision-useful
information to users based on the nature and characteristics of cryptocurrencies.
Decision usefulness is based on whether the accounting requirements relating to
intangible

assets

provides

relevant

information

and

faithfully

represents

cryptocurrencies to address the information expectations of the users of the financial
statements.
The research objective is achieved by firstly providing a brief understanding of the
nature and characteristics of cryptocurrencies. Thereafter, the decision usefulness of
information relating to the sections of recognition, measurement, presentation, and
disclosure of cryptocurrencies are discussed separately. Each section analyses and
applies the specific intangible asset guidance contained in IFRS to cryptocurrencies.
The evaluation of whether the current accounting guidance provides useful information
is performed in conjunction with the expectation of users and the nature and
characteristics of cryptocurrencies determined through the literature.
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The current accounting guidance indicates cryptocurrencies should be accounted for
as intangible assets despite its unique nature. This paper is of value as it addresses
the gap between the financial implications of cryptocurrencies and the objective of
financial reporting. The paper contributes to the existing body of knowledge by
providing arguments for accounting for cryptocurrencies as intangible assets based
on the guidance of IAS 38. It also highlights areas of improvement and consideration.
The contribution can be used by the IASB and academics for further deliberation on
the matter for improvement of accounting standards.
3. Methodology
A qualitative doctrinal research method is used to meet the objective of the research.
Hutchinson and Duncan (2012, p. 101) define doctrinal research as follows:
A systematic exposition of the rules governing a particular legal category,
analyses the relationships between the rules, explains areas of difficulty
and, perhaps, predicts future developments.
Van Wyk and Coetsee (2020, p.2) note that “doctrinal research is carried out within an
interpretive and critical framework, depending on the type of research”. It is further
mentioned by Chynoweth (2008) that this type of research addresses “what the law
should be” and therefore, has normative characteristics. Additionally, Van der Spuy
(2015, p. 812) defines qualitative doctrinal research as:
[a] purely theoretical and documentary analysis which is augmented and
complemented with application of discussion and logical argumentation.
Doctrinal research is usually applied in the legal discipline; however, it may also be
applied to the accounting discipline as one can make use of the principles to evaluate
the concepts or rules which are enforced by law within certain jurisdictions such as
South Africa. (Bornman, 2017; Coetsee and Buys, 2018; van Wyk and Coetsee, 2020).
According to Van Gestel and Micklitz (2014), doctrines are established through
practice by means of consensus being reached by major role players. The accounting
guidance is the result of deliberation in practice and is developed by standard-setters
such as the IASB, which is the major role player in the accounting discipline (van Wyk,
2017). Coetsee and Buys (2018) agree that the accounting standards could be seen
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as doctrines as standard-setters follow a due diligence process in their development.
Many jurisdictions have incorporated financial reporting standards into legislation and
thus this creates a legal backing (Coetsee and Buys, 2018). As a result, the accounting
discipline is based on doctrines that have been developed into the accounting
framework and standards (Chemhere, 2019).
The doctrines used in the research consist of the existing guidance in IFRS as
developed by the IASB, including the IFRIC agenda decisions relating to
cryptocurrencies. The

paper introduces the nature

and characteristics of

cryptocurrencies and then interprets the guidance in IFRS supported by literature from
practice as well as academia. Through the interpretation of IFRS, this article uses
logical argumentation to assess whether accounting for cryptocurrencies as intangible
assets results in decision-useful information to the users of the financial statements.
This paper is therefore limited to the interpretation of the authors based on the
supporting literature.
4. Understanding cryptocurrencies
Cryptocurrencies are one of the growing innovations to arise from the 4IR. This marvel
phenomenon has been created and used as a means of payment, exchanged for
goods or services and as an investment mechanism (Barlin, 2017; EY, 2018).
Cryptocurrencies are defined by Merriam-Webster (2021, para. 1) as:
Any form of currency that only exists digitally, that usually has no central
issuing or regulating authority but instead uses a decentralized system to
record transactions and manage the issuance of new units, and that relies
on cryptography to prevent counterfeiting and fraudulent transactions.
Similarly, PwC (2015) describe cryptocurrencies as a form of exchange that is stored
electronically using encryption technology. One of the main characteristics of
cryptocurrencies is that it does not have a physical form but instead, is shown on the
distributed ledger of the publicly available blockchain (CPA, 2018; Deloitte, 2018a;
PwC, 2015). Furthermore, cryptocurrencies are not linked to a physical currency nor
is it backed by the government, asset, commodity, or any legal entity (Kam, 2017).
The price characteristics of cryptocurrencies will be addressed in the next sub-section.
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Price characteristics of cryptocurrencies
The prices of cryptocurrencies are available on the exchanges that they are traded on.
These prices are generally the average of the buy and sell spreads on the particular
exchange and vary in small amounts across various exchanges (Reiff, 2019).
However, the most common feature experienced with cryptocurrencies is the volatility
in their prices (Glaser, Zimmermann, Haferkorn, Weber, and Siering, 2014). Kaul
(2021) acknowledges that the price of cryptocurrencies increased over the recent
months due to the increased demand for cryptocurrencies as a result of
cryptocurrencies being used as a hedging option against inflation and many major
institutions backing major cryptocurrencies such as Bitcoin. The surge in prices was
attributable to significant acquisitions of cryptocurrencies by influential companies
such as MicroStrategy Incorporated and Tesla Incorporated (Kaul, 2021).
Despite the rapid growth and increase in the prices of cryptocurrencies, there are still
uncertainties over this phenomenon (Asplund and Ivarsson, 2018). These
uncertainties relate to various factors including an “insufficient amount of information”
(Asplund and Ivarsson, 2018, para. 6). The uncertainty relating to cryptocurrencies is
driven by the fact that they are still in their infancy and there is still a lack of consensus
on what it actually is and how they should be priced (Antonakakis, Chatziantoniou and
Gabauer, 2019). However, amidst the COVID-19 pandemic, in March 2020,
cryptocurrency exchanges experienced their largest trading volumes as a result of the
drastic decrease in price by facilitating trades approximately worth $12 million per
minute (O’Neal, 2020). During the 2020-2021 period, the value and popularity of
cryptocurrencies increased despite the negative expectations that cryptocurrencies
would fail in such an environment, which shows market resilience (Finance Derivative,
2020). For example. Bitcoin’s price rose from $6,641 on 1 April 2020 to $61,711.87 on
13 March 2021 (Kaul, 2021).
The value of cryptocurrencies is impacted by various factors including the stance of
influential people and corporates. For example, the recent Tweets around the
environmental impact of cryptocurrencies posted by Elon Musk (founder of Tesla
Incorporated) resulted in a 9% decrease in the price of Bitcoin (Parkin, 2021).
Similarly, Musk’s lobbying for Dogecoin has resulted in an increase in its price despite
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it being created as a parody (Ostroff and McCabe, 2021). As such, the price of
cryptocurrencies is affected by not only the traditional market factors such as supply
and demand but also the power of the media (Kulkarni, 2021).

5. Recognition of cryptocurrencies as intangible assets
IAS 38 requires an asset to meet the definition of an intangible asset and the
recognition criteria to be recognised as an intangible asset. In applying this principle,
the current accounting guidance confirms that cryptocurrencies meet the definition of
an intangible asset (section 1). With regards to the recognition criteria in IAS 38, an
intangible asset can be recognised if:
(a) It is probable that the expected future economic benefits that are
attributable to the asset will flow to the entity; and
(b) The cost of the asset can be measured reliably (IASB, 2021b, para. 21).
The probability criterion relating to the inflow of future economic benefits is met
because the cryptocurrency gives the holder the right to access future economic
benefits as it can transact on exchanges and sell the cryptocurrency as well as
exchange it for other goods or services (Vogel and Petry, 2018). The price paid for the
cryptocurrencies also represents the expectation that future economic benefits will
probably flow to the holder. The cost of cryptocurrencies can generally be measured
reliably as the price is often available on an exchange (IASB, 2021b). Therefore,
cryptocurrencies can be recognised as intangible assets.
6. Measurement of cryptocurrencies as intangible assets
On initial recognition, IAS 38 requires that intangible assets are to be measured at
cost. Based on the guidance provided, the cost for cryptocurrencies separately
acquired is the price that the holder paid to acquire it (IASB, 2021b). In subsequent
periods, IAS 38 provides entities with an option to either use the cost model or the
revaluation model. Under the cost model, the cryptocurrency is subsequently
measured at its “cost less any accumulated amortisation and any accumulated
impairment losses” (IASB, 2021b, para. 74). In contrast, the revaluation model
requires the cryptocurrency to be carried at its revalued amount. The revalued amount
is determined as the fair value at the revaluation date less any subsequent
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accumulated amortisation and any subsequent accumulated impairment losses (IASB,
2021b). IAS 38 further explains that the fair value should be measured with reference
to an active market. This in essence means that the revaluation model can only be
used for cryptocurrencies with an active market.
An active market is where the cryptocurrency is traded with sufficient frequency and
volume (IASB, 2021c). Grant Thornton (2018) argues that cryptocurrencies are largely
traded on exchanges and thus it may be possible to determine that an active market
exists. Deloitte (2018b) observe that the markets relating to cryptocurrencies are still
in their infancy and some are traded more actively than others. More popular
cryptocurrencies such as Bitcoin may be traded daily and extensively and as such, an
active market may exist. Contrary to this, less popular cryptocurrencies may not have
an active market (Grant Thornton, 2018). Hence, Deloitte (2018b) state that simply
because a market exists does not mean it is an active market. The frequency and
volume of trades need to be adequate to provide continuous pricing data for the
cryptocurrency held. Further, the IFRS Discussion Group (2018) observe that even
though the exchanges quote the prices of cryptocurrencies, the values are significantly
volatile which may negate the reliability of the quoted price. Therefore, whether or not
an active market exists is dependent on the specific facts and circumstances, which
include the type of cryptocurrency (Bitcoin, Ethereum, Namecoin, etc.) as well as the
exchanges available and if this market is accessible to the holder. Additionally, CPA
(2018) raises the concern that given that cryptocurrencies may be traded in fractions
of units, it may be challenging to determine the most appropriate market.
In considering the subsequent measurement of cryptocurrencies, generally the
revaluation model is used by entities, such as Bitcoin Group Limited and Control
Entities (2015), in order to take advantage of the fluctuations in the value of
cryptocurrencies.
Useful measurement of cryptocurrencies
In assessing whether the measurement guidance in IAS 38 provides useful
information, the fundamental qualitative characteristics, relevance, and faithful
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representation, of useful financial statements are considered when determining the
measurement base to be applied.
Relevant information relating to cryptocurrencies
In determining which measurement base provides relevant information, conceptually
one needs to consider the characteristics of cryptocurrencies as well as how they
contribute to the cash flows (IASB, 2021a). The characteristics of cryptocurrencies are
affected by the variability in cash flows through the volatility in its prices and sensitivity
to market factors as well as other risks. Hence, the cost of cryptocurrencies will differ
from its fair value.
The cost model shows that the entity expects the asset to provide sufficient economic
benefits that will at least cover the cost of the asset. However, this measurement base
may not result in relevant information as users want to see information about the
change in the value of cryptocurrencies (IASB, 2021a; Procházka, 2018). In addition
to this, if historical cost is used, when the cryptocurrency is disposed of or impaired, it
may imply that the change in value is solely attributable to the disposal or impairment
event rather than a change in value in other periods. The historical cost will not provide
timely information about the change in value; it, therefore, does not provide
confirmatory or predictive value (IASB, 2021a). This means that the entity’s risk
exposure is not fully represented (Procházka, 2018). Moreover, the benefits of
applying the cost model are the fact that it is understood by most users and is verifiable
(IASB, 2021a). Applying a cost model to cryptocurrencies means that cryptocurrencies
that are identical assets may be reported at different amounts. This, therefore, reduces
the comparability of the financial statements between entities and within the entity
(IASB, 2021a).
The Authority of Audit, Accounting, Property Valuation, and Insolvency Management
(AVNT) (2018) asserts that the value of cryptocurrencies fluctuates significantly on a
daily basis and therefore, using a cost model would not fairly and truly reflect the
performance of the entity (Grant Thornton, 2018; Thomson Reuters Tax & Accounting,
2017). By measuring cryptocurrencies using fair value, the users will receive timely
information regarding the changes in value and this may provide confirmatory or
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predictive information. Under the revaluation model, the cryptocurrency would be
measured at its fair value on the revaluation date. Berchowitz (2017) clarifies that fair
value represents the value at which the investment will be realised or the value that
the holder may transact at in exchange for goods or services. Thus, the conclusion
reached by Berchowitz (2017) and Venter (2016) is that fair value would produce
useful information. Using fair value can also enhance comparability as identical assets
are valued at the same amount on the measurement date (IASB, 2021a).
The AVNT (2018) points out, however, that not all cryptocurrencies are liquid and
cannot easily be sold or exchanged. Therefore, the better-known cryptocurrencies are
liquid and steady such as Bitcoin, Ethereum and Ripple. Where the cryptocurrency is
not considered liquid, it is explained that fair value may not be appropriate. This is
because an active market may not exist. As such, these cryptocurrencies should be
measured at cost less impairment until the fair value can be reliably measured through
an active market (Accounting Standards Board of Japan (ASBJ), 2017; AVNT, 2018).
In terms of how cryptocurrencies contribute to the cash flows, it is noted that they can
be sold independently and the cash flows are produced directly (IASB, 2021a).
Furthermore, future cash flows are not dependent on the holder’s activities nor other
assets. Cryptocurrencies are not used but instead, can be sold or exchanged for goods
or services. Thus, if the asset produces cash flows directly or if it can be sold
independently, then the most appropriate measurement base would be fair value. This
is because the fair value will provide relevant information about the timing, amount,
and uncertainty of future cash flows (IASB, 2021a).
Faithful representation of cryptocurrencies
In determining the fair value of cryptocurrencies, the holder may use the value quoted
on an exchange or they may estimate the value. The Conceptual Framework for
Financial Reporting (Conceptual Framework) concurs with this and explains that in
cases where observable prices in an active market are not available, then the value
can be estimated (IASB, 2021a). This instance would only apply for the less liquid
cryptocurrencies because even though their prices may be quoted, the market is not
considered to be active due to insufficient frequency and volume of trade (Deloitte,
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2018b). However, this may give rise to measurement uncertainty and can prove a
costly exercise.
The level of measurement uncertainty affects whether the information is faithfully
represented in the financial statements (IASB, 2021a). Given that cryptocurrencies are
still in their infancy and the various sensitivities, the measurement uncertainty may be
significant for less common cryptocurrencies (Deloitte, 2018b). This is because of the
various assumptions and judgements involved, which may be subjective or a lack of
readily available information relating to the valuation. This could then negatively impact
the faithful representation element if these assumptions or judgements are not
reasonable, justifiable, or not in line with market practice. Furthermore, the
measurement techniques used to value these cryptocurrencies, may not necessarily
be understood by the users or may not be verifiable (IASB, 2021a).
6.1.Conclusion on the decision usefulness of the measurement requirements
The initial measurement of cryptocurrencies at cost will provide useful information as
it allows the users to understand the resources expended to obtain the cryptocurrency.
Furthermore, the users of the financial statements can compare the cost of acquiring
cryptocurrencies between entities and between periods within the same entity. This
allows the users to understand the different prices of acquisition and how this impacts
the entity.
Given the volatility in cryptocurrency prices and its sensitivity to market factors, users
want to see information that captures the changes in value. Therefore, subsequently
measuring cryptocurrencies using the revaluation model will produce the most relevant
information to the users of the financial statements. Applying the revaluation model
(i.e. fair value) provides timely information about the realisation value of
cryptocurrencies and results in comparability between entities and between periods
within the same entity as identical assets are measured at the same value. This model,
therefore, provides confirmatory and predictive value to the users. The value of
cryptocurrencies is often quoted on an exchange and as such, lower estimation
uncertainty is experienced in faithfully representing cryptocurrencies.
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However, where the market for less liquid cryptocurrencies is not considered to be
active, the revaluation model cannot be applied. This means that a large number of
cryptocurrencies will be scoped out of the revaluation model and measured
subsequently at cost. This will not result in useful information as even though the
cryptocurrency is not traded in an active market, the users are still concerned about
the changes in value. This is because the cost model does not predict the cash flows
(realisation) of cryptocurrencies as its volatility is not captured. The cost model does
not depict the true exposure of the holder and this may result in skewed results in
future periods when the cryptocurrency is disposed of as the gain or loss will be
enlarged by the price changes in previous periods.
Based on the above, the most appropriate measurement base is the revaluation model
(fair value) as this results in decision-useful information for the users of the financial
statements. However, the measurement principles relating to intangible assets only
result in this measurement being achieved where the cryptocurrency is traded in an
active market. Therefore, the measurement requirements for intangible assets
contained

in

IFRS

does

not

provide

decision-useful

information

for

all

cryptocurrencies. This is because less liquid cryptocurrencies will be subsequently
measured using the cost model.
7. Presentation of cryptocurrencies
Traditional intangible assets are presented as non-current assets on the face of the
statement of financial position as the benefits are expected to be received over more
than one period (IASB, 2021d). Therefore, if the cryptocurrencies are held with a
longer intention, such as those held for investment purposes, they would be classified
as non-current intangible assets.
IAS 38 provides additional requirements relating to the presentation of the subsequent
measurement of cryptocurrencies. In this regard, IAS 38 requires the fair value
remeasurements to be presented as illustrated in Figure 1.
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Figure 1: Presentation of revaluation gains and losses
Source: IAS 38 paragraphs 85 to 86
Figure 1 shows that where the fair value exceeds the carrying amount, the increase is
recognised in other comprehensive income (OCI) and accumulated in equity. When
the fair value decreases, the decrease is recognised in OCI to the extent that it reduces
the equity balance to nil (IASB, 2021b). Decreases from the carrying amount at initial
recognition to the fair value are then recognised in profit or loss (P/L). Subsequent
increases to fair value will be recognised in P/L insofar as it reverses such a
revaluation decrease (IASB, 2021b). Where the cryptocurrencies are measured using
the cost model, only decreases in value attributable to impairments are recognised.
These impairments, and any reversals thereof, are presented in P/L during the period
in which they occurred (IASB, 2021b).
Useful presentation of cryptocurrencies
The presentation principles of the revaluation model do not provide meaningful
information, as users would want to see both the gains and losses in P/L due to the
nature of cryptocurrencies (IFRS Discussion Group, 2018). Therefore, Berchowitz
(2017), the Chamber of Digital Commerce (2017), EY (2018), IFRS Discussion Group
(2018) and Venter (2016) agree that while cryptocurrencies may meet the definition of
an intangible asset, the revaluation model is inadequate as the fair value movements
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are recognised in OCI without subsequent realisation into P/L. According to the ACCA
(n.d.), P/L represents the primary source of information relating to the return that the
holder made on their economic resources during the period. Therefore, by presenting
the changes in fair value in P/L, it would more accurately depict the performance of
the holder as it provides information relating to the movements in value attributable to
the economic resource, this being the cryptocurrency (AVNT, 2018).
Going further, one can argue that in some instances it may not be appropriate to
include the change in fair value in P/L as this is not considered to be part of the
operations and activities of the entity, as it is merely held for investment purposes. The
counterargument is such that even if the cryptocurrency is held for investment
purposes, it is held to realise the increase in value which is similar to holding securities
with speculative intentions. Similarly, investments in cryptocurrencies should be
measured at fair value through P/L. Additionally, if the change in fair value is
recognised in OCI and not subsequently reclassified to P/L, it may distort the P/L in
future periods. This is because the gain or loss on the disposal of the cryptocurrency
will be shown in P/L while the previous movements in fair value were recognised in
OCI and accumulated in a reserve that cannot be reclassified to P/L. As such, even if
cryptocurrencies are held for speculative purposes, it is appropriate to recognise the
change in fair value in P/L.
Additionally, an accounting mismatch may occur as a result of inconsistencies relating
to the presentation of changes in the value of cryptocurrencies and the liabilities
backing those cryptocurrencies (IASB, 2021a). This is because applying the
revaluation model under IAS 38 would result in the holder recognising the increases
in value in OCI while the changes in related liabilities (measured at amortised cost or
fair value) will be recognised in P/L. As a result, the changes in value would be
presented differently even though the cryptocurrencies and related liabilities would be
subject to the same risk (Grant Thornton, 2015).
Based on the above, it is noted that the requirements contained in existing IFRS
standards do not provide useful information in terms of presenting cryptocurrency
movements where the revaluation model is used. This is because increases above
cost are presented in OCI and decreases below cost are presented in P/L. An
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accounting mismatch also occurs as the changes in the liabilities backing the
cryptocurrencies are presented in P/L. Going further, the revaluation model may only
be applied if there is an active market for the cryptocurrency. As a result,
inconsistencies in the presentation would arise between more liquid cryptocurrencies
and those that are less liquid. Users are concerned about the value of cryptocurrencies
and would want to see both increases and decreases in P/L regardless of whether
there is an active market or not.
8. Disclosure of cryptocurrencies
IAS

38

requires both

qualitative

and quantitative

information

relating to

cryptocurrencies to be disclosed. The holder is required to disclose the gross carrying
amount of the cryptocurrency at the beginning and end of the financial year, along with
a reconciliation between the carrying amounts. The reconciliation should include
information relating to the additions, disposals, impairments and changes in value if
the revaluation model is used (IASB, 2021b). IAS 38 further specifies that if the
revaluation model is used, the holder should disclose the revaluation date as well as
the carrying amount of the cryptocurrency if the cost method was used instead of the
revaluation model (IASB, 2021b).
In instances where cryptocurrencies are measured using the revaluation model or
where the holder uses the cost model but chooses to disclose the fair value, IFRS 13
Fair Value Measurement (IFRS 13) becomes applicable. IFRS 13 requires the holder
of cryptocurrencies to disclose the valuation technique and inputs used in determining
the fair value (IASB, 2021c). Furthermore, the level of the fair value hierarchy within
which the fair value of the cryptocurrency is categorised, transfers between the levels
of the fair value hierarchy and reasons for the transfers should be disclosed (IASB,
2021c).
The fair value hierarchy consists of three levels as described below:
(a) Level 1 inputs are quoted prices (unadjusted) in active markets for
identical assets or liabilities that the entity can access at the
measurement date (IASB, 2021c, para. 76).
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(b) Level 2 inputs are inputs other than quoted prices included within Level
1 that are observable for the asset or liability, either directly or indirectly
(IASB, 2021c, para. 81).
(c) Level 3 inputs are unobservable inputs for the asset or liability (IASB,
2021c, para. 86).
In assessing the fair value level of cryptocurrencies, consideration should be given to
the inputs used in determining the fair value. In this regard, section 6 mentioned that
the more liquid cryptocurrencies such as Bitcoin are traded in an active market.
Furthermore, the prices of these cryptocurrencies are quoted on an exchange. Hence,
the more liquid cryptocurrencies can be categorised as containing a level 1 input in
determining their fair value.
The less liquid cryptocurrencies can be categorised as containing either level 2 or 3
inputs. In assessing whether the inputs for less liquid cryptocurrencies are level 2,
IFRS 13 states that these inputs include “quoted prices for identical or similar assets
or liabilities in markets that are not active” (IASB, 2021c, para. 82(b)). This means that
if the price of the cryptocurrency is quoted on an exchange but is not traded with
sufficient volume and frequency, then the inputs can be categorised as level 2. If the
price of the cryptocurrency is not quoted in the market and has to be estimated using
unobservable inputs, then it would be categorised as level 3. However, in most
instances, less liquid cryptocurrencies are quoted and traded on an exchange and
therefore fall within level 2.
IFRS 13 goes further to state that if the inputs are categorised as level 3, quantitative
information should be disclosed about the significant unobservable inputs used in
determining the fair value. Additionally, the holder should disclose a reconciliation of
the opening and closing balance, unrealised gains or losses recognised in P/L, a
description of the valuation process and a description of the sensitivity of changes in
the unobservable inputs (IASB, 2021c).
Useful disclosure of cryptocurrencies
The financial crisis has emphasised that effective disclosures are required to assist
users in making decisions regarding their investment in the entity (Jonker, Maroun,
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Joosub and Segal, 2013). Segal (2017; 2019) further asserts that there is a gap in the
information that users require and what is disclosed by entities. As a result, Retief
(2018) mentions that holders should consider what users of financial statements need
to know about their cryptocurrency holdings. In this regard, it is expected that users
would want to see information of a quantitative and qualitative nature (Debreceny,
Gray and Mock, 2001; Jonker et al., 2013). This information should consist of an
accounting policy that describes the nature, purpose of holding, classification and
measurement model applied to cryptocurrencies (CPA, 2018; Retief, 2018).
It is also expected that users would like to understand the nature and impact of the
risks, uncertainties and judgements relating to cryptocurrencies, given the significant
price risk and unique nature thereof (CPA, 2018; Procházka, 2018; Retief, 2018). Risk
is defined as “the possibility that an event will occur, which will impact an organisation's
achievement of objectives” (Moloi, 2014 p. 681). As a result, by providing such
information, users can determine how the cryptocurrencies will affect the entity and its
objectives, the aspects that affect the value and how changes in those aspects can
change its value. Based on the above, the holder should provide disclosures relating
to the assumptions on estimation uncertainty and forward-looking information that
pose a significant risk that may result in a material adjustment (CPA, 2018). PwC
(2018) adds that the disclosures should provide transparent information about the risk
exposures as well as the impact on capital resources, liquidity, and other risks.
Furthermore, the details of the exchange used should be disclosed as well as whether
the fair value was determined on a coin-by-coin basis (Grant Thornton, 2018). CPA
(2018) expresses that because cryptocurrencies are volatile and the markets stay
open, there is ultimately no closing price. Hence, the time that the entity measures the
cryptocurrency should be disclosed for users to verify the quoted price. The accounting
policy or notes should therefore refer to the timing of the measurement and apply this
consistently for all cryptocurrencies held. This view is shared by the AVNT (2018),
which describes the importance of developing an accounting policy that defines the
source of the fair value because as the popularity of cryptocurrencies increases, more
exchanges are established with different prices for cryptocurrencies per exchange. As
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such, the accounting policy should ensure that consistency is achieved by making use
of the same data source.
In practice, the majority of entities refers to cryptocurrencies in their significant
accounting policies’ disclosure given the judgements and uncertainties relating to the
accounting treatment thereof. These entities disclose a basic background to
cryptocurrencies as well as how they are classified and measured in light of the entity’s
intentions. Furthermore, the entities mention the exchange from where the pricing data
was obtained, the time when the data was obtained, principal market and process
followed in determining this market (Bitcoin Investment Trust, 2018). Bitcoin
Investment Trust (2018) also alludes to the uncertainties, how cryptocurrencies work
and the risks associated. Moreover, this entity provides the cost, fair value,
reconciliation from the opening balance to the closing balance as well as a
reconciliation of the number of units held.
The disclosure guidance contained in IAS 38 alone is not sufficient to provide useful
information to the users of the financial statements in terms of the cryptocurrency
holdings. Therefore, if the cost model is used to measure cryptocurrencies, as is the
case for less liquid cryptocurrencies, the disclosures would not meet the expectations
of the users. This is because the requirements of IFRS 13 would only be applied where
the revaluation model is used. As such, information relating to the change in value,
risks, uncertainties, and judgements are not captured through the requirements of IAS
38. The existing standards will only provide useful disclosures where the revaluation
model is used or where the holder applies the cost model but chooses to disclose the
fair value of the cryptocurrency. This is because IAS 38 together with IFRS 13, will
require the holders to disclose qualitative and quantitative information that allows
users to understand the changes in cryptocurrencies as well as how the volatility and
risks have been incorporated in the accounting treatment and how this impacts the
entity.
9. Conclusion
The revolutionary innovation of cryptocurrencies has attracted attention from entities
and investors. However, the current IFRS standards do not provide specific accounting
453

International Conference in Accounting and Business – 2021
ISBN: 978-0-620-92936-3
requirements for cryptocurrencies. This has, therefore, resulted in some entities
accounting for their cryptocurrency holdings as intangible assets based on their
interpretation of IFRS (IASB, 2018). The IFRIC (2019) published its agenda decision
which concluded that cryptocurrency holdings not held for sale in the course of
ordinary business, should be accounted for as intangible assets.
Given the above, the objective of this paper was to assess whether recognising,
measuring, presenting, and disclosing cryptocurrencies as intangible assets provides
decision-useful

information

based

on

the

nature

and

characteristics

of

cryptocurrencies. Decision usefulness was based on whether the accounting
standards relating to intangible assets address the expectations of the users of the
financial statements. This was achieved by applying a qualitative doctrinal research
method.
This paper concluded that the initial recognition and measurement of cryptocurrencies
as intangible assets will provide useful information as it allows the users to understand
the resources expended to obtain the cryptocurrency. This will also allow the users to
compare the cost of acquiring cryptocurrencies between entities and between periods
within the same entity. This provides useful information as the users can understand
the different prices of acquisition and how this impacts the entity.
Given the significant volatility in the price of cryptocurrencies, users want to see
information relating to changes in value. The revaluation model can be applied
subsequently to cryptocurrencies that are traded in an active market and this would
produce relevant information to the users of the financial statements and faithfully
represent cryptocurrencies. It was also argued that the revaluation model better
reflects the economics of cryptocurrencies as it represents the value at which
investments in cryptocurrencies would be realised or the value that the holder may
transact. Additionally, applying the revaluation model will increase comparability as
cryptocurrencies acquired at different times during the year and through different
methods of acquisition are measured at the same value at year-end. However, less
liquid cryptocurrencies will subsequently be measured using the cost model and this
does not provide useful information as only decreases due to impairment are shown
in the financial statements. Therefore, the measurement requirements for intangible
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assets contained in IAS 38 does not provide decision-useful information for all
cryptocurrencies as even though less liquid cryptocurrencies are not traded in an
active market, users would still be concerned about the changes in value.
It was concluded that where the revaluation model is applied, the presentation
guidance relating to the fair value movements does not provide decision-useful
information. This is because IAS 38 requires increases above cost to be presented in
OCI and decreases below cost to be presented in P/L. This does not depict the true
performance of the holder and the expectation of the users. The nature and
characteristics of cryptocurrencies are such that its value is constantly changing and
users, therefore, expect these changes to be captured in the performance of the entity.
Additionally, the revaluation model may only be applied if there is an active market for
the cryptocurrency. Inconsistencies between the less liquid and more liquid
cryptocurrencies would arise as less liquid cryptocurrencies will be measured at cost
with only decreases in value presented in P/L. Based on the expectation of users, both
increases and decreases in value should be presented in P/L regardless of the liquidity
of the cryptocurrency. As a result, the presentation requirements for intangible assets
do not provide decision-useful information due to the presentation of the fair value
gains and losses as well as the inconsistencies in the treatment based on the liquidity
of cryptocurrencies.
The disclosure requirements contained in IAS 38 alone does not provide useful
information to the users of the financial statements in terms of the cryptocurrency
holdings. This is because where the revaluation model is not used, as is the case for
less liquid cryptocurrencies, the disclosures would not meet the expectations of the
users. This is because users want to understand the change in value, risks,
uncertainties, and judgements that apply to cryptocurrencies. These disclosures are
not captured through the requirements of IAS 38.
However, where the revaluation model is applied or where the cost model is applied
but the fair value is disclosed, the requirements of IFRS 13 would be applicable.
Together with IFRS 13, the entity is required to disclose qualitative and quantitative
information that allows users to understand the changes in cryptocurrencies as well
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as how the volatility and risks have been incorporated in the accounting treatment and
how this impacts the entity.
In applying the objective of financial reporting it was noted that the holders should
disclose any pertinent information that would assist the users’ understanding of the
accounting treatment of cryptocurrencies; this includes the assumptions relating to
estimation uncertainty and forward-looking information. Therefore, it was concluded
that the disclosure guidance contained in IFRS only provides decision-useful
information to the users of the financial statements if the revaluation model is used or
where the fair value is disclosed.
This paper focused on whether the IFRS guidance relating to intangible assets
provides decision-useful information to the users of the financial statements and
therefore, addressed the gap between the financial implications of cryptocurrencies
and the objective of financial reporting. Based on the above conclusions, the
measurement and presentation guidance relating to intangible assets are not
consistent with the expectations of users. To address the problems, it is recommended
that the IASB issues specific guidance for cryptocurrencies. The specific guidance
could include amending the definition of a financial asset or requiring disclosure of the
fair value and fair value movements even if the cryptocurrencies are measured using
the cost model. Further research can also be conducted by analysing the financial
statements of entities that apply IFRS to determine and recommend generally
accepted practice in terms of the accounting treatment of cryptocurrencies.
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Abstract
South Africa has seen a rise in private education institutions, driven by the demand for
schools that offer better education. This is evident in the rapid share price growth of
two listed education companies ADvTECH Group and CURRO Holdings Ltd, between
2011 and 2017. This study aimed to investigate what factors and unique
characteristics influence the share prices of these companies. New insights into this
sector, such as characteristics that enhance growth in operations, reach new students,
and provide a return to shareholders, could help not only the companies, but other
private schools as well. A regression analysis and inductive reasoning analysis was
used. The findings show firstly that the number of schools owned by the listed school
companies has a strong correlation to the share price; however, after 2017, this was
not the case, indicating economies of scale. Secondly, the profit per student was a
significant predictor of the share prices in both companies. Lastly, the inductive
reasoning analysis showed that 4 out of 10 periods, where share price volatility
increased, coincided with tertiary education announcements made by the companies,
and resulted in an upward trending share price.
Keywords: Unique Characteristics; Share Price Drivers; Education Companies;
Tertiary Education; Private schools
1. Introduction
Driven by its commercialisation, new trends in e-learning, technological innovations,
and demand for quality education, the fast-developing education industry has drawn
the attention of the private sector resulting in the emergence of education companies.
This has been particularly noticeable in developing economies like South Africa, where
issues like the lack of resources, growing government responsibilities, and the quality
of public education (Vedder and Hall, 2002) has provided opportunities for education
companies to ‘fill the gap’.
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Former President and Philanthropist, Nelson Mandela once said that unless its citizens
were educated, no country could develop. According to a 2015 OECD report, a
developing country’s GDP could be increased by 28% per year on average if the
country’s youth had access to the skills and education needed to participate in society
(Schleicher, 2015). Lingard, Sellar, Hogan and Thompson (2017, p.10) refer to this as
the “transformational value of education”. Yet, according to John Fallon, former CEO
of Pearson, one of the largest education businesses globally (as cited by Lingard et
al., 2017), the learning needs of most citizens are going unmet despite the large-scale
investments of Governments and the ever increasing middle-class. The learning
needs of citizens and governments need to outsource its educational responsibilities
has therefore created business opportunities (Williamson and Hogan, 2020), and this
has contributed to private sector involvement and the growth of education companies.
In South Africa, education is primarily provided by the Department of Basic Education
(DBE) (Department of Basic Education, 2019). However, the number of challenges
faced by the Department over recent years coupled with the demands of the growing
middle class in the country, who want their children in schools that offer better
education and opportunities than public schools, has led to the establishment of
alternative schooling systems and institutions that are aimed at meeting this demand
(Hofmeyer and Lee, 2004).
High demand, the growth of private schooling institutions and the attractive business
opportunities in South Africa has resulted in the rise of listed education companies,
which own and manage private schools. While much research has been conducted on
factors that influence listed company share prices, little has been researched on the
factors that specifically pertain to listed education companies. South Africa is one of a
handful of countries that have publicly listed education companies. Others include the
United States, China, and the United Kingdom (HolonIQ, 2019).
This exploratory study provides an opportunity to expand this research field and
contribute to the knowledge of listed education companies. Grasping a better
understanding of factors and characteristics that may influence their share price can
aid management in knowing what characteristics to prioritise and assist investors
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when making investment and portfolio decisions. The aim is to investigate what factors
and unique characteristics could influence the share price of listed education
companies in South Africa.
2. LITERATURE REVIEW
2.1 Education, Commercialisation and Education Management Companies
The history of education and its developments is a long and evolving one. The
introduction of educational legislation in the 1800’s for countries like Britain and other
colonial states made primary level schooling, labelled as a ‘public-good’, compulsory.
Any moves towards its commercialisation was viewed as unethical. However, growing
demand for education over the years and the increasing responsibilities of
governments to provide effective and efficient public service delivery has challenged
these previous notions (Mazzarol, Soutar and Thein, 2001; Lingard et al., 2017).
Nowadays, commercialisation of schools and other educational institutions is
commonplace, evident in the growing trend and body of research focussed on the
commercialisation of education and schools (see for example Molnar, 2001; Molnar,
2006; Ball and Youdell, 2008; Burch, 2009; Au and Ferrare, 2015). According to
Molnar (2006), commercialisation can be described in three ways: ‘vending’ – the
selling of goods or services to schools, ‘marketing’ – selling within schools and
‘privatisation’ – the selling of schools and research shows that governments are now
seeking these forms of commercialisation as tools to enhance public service delivery
and to solve education problems. (Lingard et al., 2017).
The move towards commercialisation, together with the effects of globalisation,
growing trends in technology and the demand for better education, has driven the
education industry to become one of the fastest developing sectors globally. As a
result, education is now considered a lucrative market and source of multiple profit
opportunities (Lingard et al., 2017), and led to an increase in private sector
participation. This is classified as exogenous privatisation “in which public services are
opened to private sector participation and the private sector is used to design, manage
or deliver aspects of public education” (Ball and Youdell, 2008:9)”. Hence, the
emergence of education companies. It is argued that education delivered by public
government institutions is of a lower standard, does not consider the needs of its
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‘clients’ and is risk-averse. Education and schools, managed by these education
companies, benefit by being exposed to market disciplines, open to parent choice, and
market competition for student enrolments (Ball and Youdell 2008). Schools run on a
for-profit basis, are believed to improve the management, and running of schools by
“…harnessing the profit-seeking motive of the marketplace” (Molnar, 2006, p.625).
Being motivated by the market and the pursuit of profits will encourage these
companies to “…reduce administrative inefficiency, hire effective administrators and
teachers, introduce and refine new educational innovations and produce gains in
student achievement superior to those of regular public schools” (Molnar, 2006,
p.625).
2.2 JSE Listed Education Companies
Since their listing on the Johannesburg Stock Exchange (hereafter JSE), education
companies have become star performers (Hasenfuss, 2019). Fourie (2017) noted that
the market share price of the JSE listed companies who primarily focus on private
education has dramatically increased since they were first listed on the JSE.
ADvTECH Group (hereafter referred to as ADvTECH), South Africa’s largest publicly
traded education company which, initially listed in 1987 under Advanced Technical
Systems, was renamed ADvTECH Group in June 2001, and had a share price of
R3.20 which peaked at R20.51 in March 2017. CURRO Holdings Ltd (hereafter
referred to as Curro), another leading independent school provider, who listed in 2011,
had a share price of R7.70 in June 2011 which peaked at R48.76 in December 2015
(Yahoo Finance, 2020). However, it is not clear what has been the driving factors
behind this growth.
These two education management companies have had significant growth and
success in the education industry and are part of only a handful of listed education
companies on a the JSE. A specialised sector, specifically named ‘Specialised
Consumer Services’, was created by the JSE allowing companies whose focus is on
education and schools to list (JSE, 2019). There are currently four corporations listed
under this sector, ADvTECH Group, CURRO Holding Ltd, Pembury Lifestyle Group
Ltd, and Stadio Holding Ltd (JSE, 2019). It is, however, only ADvTECH and Curro
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whose primary focus is on private education and training and is, therefore, the focus
of this paper.
Since their founding in 1978, ADvTECH have established themselves within the
education and recruitment industries of Southern Africa, focusing their operations on
schools, tertiary education, and resourcing (BusinessTech, 2017). According to the
JSE, ADvTECH is “…one of the largest diversified education, training, and placement
groups in South Africa” (JSE, 2019:np). Curro, founded later in 1998, is considered to
be the more focussed education group, which acquires, develops, and manages a
range of independent institutions throughout South Africa. They offer educational
facilities catered for learners from 3 months to grade 12 (JSE, 2019:np), and are now
focussing on their tertiary education business (BusinessTech, 2017).
The total revenue generated by both ADvTECH and Curro has also shown significant
growth due to both company’s rapid expansion, driven by the establishment of private
institutions throughout Southern Africa and the increasing number of enrolled students
(BusinessTech, 2017). Furthermore, ADvTECH and Curro both reported a 4% and
12% year-on-year increase in enrolments, respectively, for 2021, suggesting that the
demand for private schooling was not abated by COVID-19 and a weak economy
(Child, 2021).
2.3 The South African Education System
In South Africa, educational institutions, or schools, can be categorised as either public
or independent. Public schools are those governed by the country’s state while
independent education institutions are privately owned and independently managed
by non-governmental agencies, such as a company, organisation, or church (Squelch,
1997). There are a variety of independent institutions, which range from home-school
type facilities and small learning centres to various private school establishments.
Some independent educational institutions have been established with a designated
purpose, for example those established specifically for sports or the arts like the
International Ballet School, while others may offer specialised education which cater
for the needs of students who are physically and mentally disabled. In addition, they
may offer alternative educational curriculums. Public schools in South Africa, for
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example, follow the CAPS (Curriculum Assessment Policy Statement) curriculum
whereas private schools may follow the Core Cambridge Curriculum or Christian ethos
curriculums (Fourie, 2017).
Like their public counterparts, private schools are made up of primary education
(primary school, grades 1-7), secondary education (high school, grades 8–12), and/or
tertiary education (such as colleges and universities) (Department of Basic Education,
2020). Private schools are governed by the Independent Examinations Board (IEB)
and are aligned with international standards of education, which allow for higher
education acceptance worldwide (ISASA, 2019).
According to the Independent Schools Association of South Africa (ISASA, 2019), any
company or individual is allowed to run an independent or private school, provided
they are properly registered with the country’s educational department and meet the
basic requirements of a school. They must, therefore, comply with the requirements,
regulations, and standards of an educational institution (ISASA, 2019). In addition,
most private educational institutions in South Africa receive little to no state subsidies.
As a result, they are run as for-profit organisations that charge tuition fees which are
normally higher then public school fees.
While these institutions are still a minority within South Africa, the number of
independent schools and the number of enrolments is increasing (Fourie, 2019).
According to Fourie (2017), this is often attributed to the poor levels of education in a
country which drives many parents to seek an alternative option to public education.
This is further supported by Dludla’s (2015) findings, which indicated that the increase
in the number of independent educational institutions, especially within South Africa,
has occurred due to the crisis in the country’s educational system.
2.4 Unique Characteristics
In a study titled “More Than Scores”, Kelly and Scafidi (2013) analysed the why’s and
how’s parents, in the U.S., chose private schools for their children. The authors
gathered information from questionnaires that asked why parents chose a private
school over public. The findings concluded that better education, religious education,
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better learning environment, student safety, smaller class sizes, more individual
attention and better preparation for college were the seven most important reasons for
choosing a private school (Kelly and Scafidi, 2013, p.10). For this study similar
characteristics will be observed in order to assess their influence on the share price of
South African listed education companies.
2.5 Factors that Influence Listed Company Share Prices
It is evident from many studies that there are specific factors that influence a
company’s share price. Several previous studies (for example Kraft and Kraft, 1976;
Malhotra and Tandon, 2013; Enow and Brijlal, 2016) have been undertaken to identify
firm-specific factors that influence companies’ share prices. These studies deduced
that the main determinants of share price movements are return on equity, earning per
share, dividend per share, book value and market share of the companies. These
studies, however, primarily focussed on financial services, manufacturing and retail
listed companies.
A study by Irfan and Nishat (2002) on the Karachi Stock Exchange in Pakistan,
investigated fundamental factors that had the largest impact on listed company stock
prices and concluded that a company’s size, pay-out ratio, dividend yield and leverage
are significant factors in determining the share price of a company. A similar article in
2014 by Sukhija (2014), pointed out that for Indian companies, the return on capital
employed (ROCE) and dividend pay-out were fundamental factors that significantly
influence share prices on the Bombay Stock Exchange (BSE). While numerous
studies have been conducted on determining factors of share price movements of
listed companies, it is evident that little has been researched on the factors that may
impact the share prices of listed school companies in South Africa.
The purpose of investing is to make a return over a certain period of time (Friedman,
1970). This being the case, aspects such as sustainability, liquidity and solvency are
key considerations for investors who want returns. Understanding what factors
influence a company’s share price is paramount, and the same wealth maximisation
for investors of listed education companies will still apply. Characteristics that influence
how parents choose a private school, will influence enrolments and the eventual
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bottom line of the private school and ultimately the education company’s financial
statement. When assessing a school’s business model, cash-flows are primarily
derived from tuition fees, and as schools derive more revenue from tuition fees, their
cash inflows increase, along with the profitability, sustainability, and growth of the
school and the education company. It is, therefore, these characteristics, which satisfy
parent demands and attract more enrolments that influence school company revenue,
and ultimately shareholders value. A school’s ability to maintain fee paying students
over a long period of time contributes to profitability, sustainability, and growth, and
will, therefore, create value for investors.
3. METHODOLOGY
As this is an exploratory research study a mixed methods approach was used to
address the research aim and objectives, which are given as follows:
•

Derive factors and characteristics from previous literature that could influence
listed school companies.

•

Gather data on the factors and characteristics

•

Apply quantitative analysis and determine significant factors and characteristics
(Method 1)

•

Factor in qualitative aspects (Method 2) that might be overlooked in the
quantitative data.

•

Interpret the results and make logical inferences

The first or primary method (Method 1) used regression analysis to explore and test
for significant factors and the second method (Method 2) used inductive reasoning,
which includes a combination of qualitative and quantitative data to analyse share
price volatility and identify relevant events.
3.1 Data Gathering for Both Methods
The study used a mix of secondary quantitative and qualitative data, and due to
availability, was focussed on the two listed education companies Curro and ADvTECH.
As the companies have different listing dates, data was gathered from 2011, which
was considered to include enough public information for testing.
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In Method 1, the explanatory variables are the factors identified from literature and the
unique characteristics that could influence parents’ decisions when deciding on public
or private schools. This is because these characteristics play a significant role in
student enrolment, the eventual bottom line, and revenues of these companies, and,
ultimately, the success of these education companies. The factors and unique
characteristics were obtained from the Financial Integrated Reports of ADvTECH and
Curro, which provide updated statistics each year about the status of their schools
(ADvTECH Ltd, 2020; CURRO Holdings Ltd, 2020). As these Financial Reports are
published annually, an annual frequency was used in the regression. The share price
data was gathered from March 2011 to March 2020 from Yahoo Finance. March was
used rather than year end to account for the time lag between the end of the reporting
period 31 December, and the time when both companies’ annual reports are made
public.
For Method 2, average monthly share price data was collected from 2011 to 2019.
Qualitative news, events and announcements were then gathered for the same period
from news websites, financial reports, and articles.
3.2 Method 1: Regression Analysis
The aim is to determine which factors and unique characteristics may contribute to or
explain the variation in the share prices of each education company. Table 1, below,
provides a summary of the explanatory variables that were used and assessed in the
study.
Table 1: Explanatory Variables for Regression Analysis
Variable

Characteristic

Description

1. STR

Student teacher ratio

Average classroom size.

2. NSPS

Number of students per schools

Average school size.

3. NSO

Number of schools owned

School company footprint.

4. NS

Number of students

Number of clients/revenue sources.

5. NEPS

Number of employees per student Student safety/supervision.

6. BPR

Bachelor pass rate

Schools’ ability to equip students for tertiary studies.

7. PBS

Percentage of black students

Fulfilment of the affirmative action objectives of SA.

8. SF

School fees

Cost of education

9. RPS

Revenue per student

Estimated cost of education/tuition per student
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10. PPS

Profit per student

Shareholder wealth generated per student

11. PPSO

Profit per school owned

Shareholder wealth generated per school

12. PR

Profit

Shareholder wealth generated

13. CAPEX Capital expenditure

School company investment/expansion

14. DPS

Dividends per share

Investor returns.

15. EPS

Earnings per share

Investor returns/ capital growth.

16. ROE

Return on equity

How efficiently management handles shareholder capital.

17. ROIC

Return on invested capital

How efficiently the company makes investments.

18. SGR

Sustainable growth rate

SGR = Retention Ratio x ROE
Retention Ratio = (1- Dividends/Earnings)
ROE = Profit/Equity

19. EN

Enrolments

Change in number of students (NS)

Source: Authors own construction.
A preliminary analysis was conducted first on all variables presented in Table 1, in
order to determine those that violate the CLRM assumptions of the OLS regression by
testing each of the variable’s multi-collinearity, stationarity and relationship with the
share price through scatter plots. Variables that portrayed clear relationships, linearity,
and stationarity were then selected and regressed individually with the share price. A
multiple regression was not utilised due to the limited degrees of freedom. Regression
models were developed for each company separately using the following decision
process:
1. H0: No significant relationship between SP and independent variable
2. HA: Significant relationship exists between SP and independent variable
3. Confidence Level: 95%
4. Test statistic: Coefficient T-stat > 2.306 for 8 df and P-value < 0.05
5. The direction of the relationship needs to make logical sense.
Insignificant variables are omitted and significant ones are interpreted.
Share price (dependent variable) was either taken at level, or as a percentage (through
a log transformation) in the regression while the explanatory variables were measured
in their own units. Two separate sets of regression equations were computed in
EViews for the two listed school companies. The regression equation used for all tests
was as follows:
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𝑆𝑃(𝑥𝑛 ) = 𝑐 + 𝑥1 𝐵1 + 𝑥2 𝐵2 … + 𝑥𝑛 𝐵𝑛
where:
-

SP = share price, at level or as logSP

-

c = intercept of the line of best fit,

-

x = coefficient of the unique characteristic,

-

B = any variable from Table 2.

3.3 Method 2: Inductive Reasoning
Charles S. Peirce (1960) described that induction is when generalisations are made
by observing a number of cases, and from those generalisations it can be inferred that
the same cases are true across other observations. Hayes, Heit and Swendsen (2010,
p.1) described inductive reasoning as the method of “using existing knowledge or
observations to make predictions about novel cases”. This method aims to factor in
any qualitative events that could otherwise be overlooked in Method 1. This is done
by generating a volatility graph of Curro and ADvTECH’s monthly share price
movements and then identifying the most volatile periods. These volatile/outlier
periods are then matched to announcements, headline news and events about the
education company within the same time frame. Repeated observations around similar
events or announcement that coincides with a spike in volatility can be inferred to
future such events. If repeated events occurred in the past with respect to share price
volatility, the same could be inferred as a forward forecast.

3.3.1 Generating Volatility Plots of Company Share Prices
The method used to determine the share price volatility spikes are set out in this
section. A month-to-month time series is first generated (Series 1) by calculating the
difference between one month’s trading share price and the prior month. SP is the
share price for a month (t) and 𝑆𝑃𝑑𝑖𝑓𝑓 is the share price movement for one month.
The difference is squared to eliminate the direction of the price movement and focus
on the magnitude of the movement (variance).
Series 1:

𝑆𝑃𝑑𝑖𝑓𝑓 = (𝑆𝑃𝑡 − 𝑆𝑃𝑡−1 )2

The arithmetic mean for the entire series is then calculated as:
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Series 1 Mean:

̅̅̅̅̅̅̅̅
𝑆𝑃
𝑑𝑖𝑓𝑓 =

∑ 𝑆𝑃𝑑𝑖𝑓𝑓
𝑁

N is number of months between Feb 2011-2020.
A second series (Series 2) is then generated, which helps identify where there are
spikes in share price movements that differ greatly from the mean. This is calculated
as:
Series 2:

̅̅̅̅̅̅̅̅
𝑆𝑃𝑠𝑝𝑖𝑘𝑒 = 𝑆𝑃𝑑𝑖𝑓𝑓 − 𝑆𝑃
𝑑𝑖𝑓𝑓

Series 2 is then graphed to identify share price volatility spikes. Once these are
identified, qualitative data, including news events and announcements are gathered
and analysed, in order to explain these periods of share price volatility.
4. ANALYSIS AND RESULTS
4.1 Method 1: Interpretation
After the preliminary analysis, variables that contain non-stationarity, multi collinearity
and non-existent relationships to the share prices were omitted and the remaining
variables were then regressed with the share price. Table 2 and 3, below, represent
the variables that showed significant relationships with the share price. The regression
models used for each variable is expressed in the formulas seen in the last column of
Table 2, for Curro, below.
Table 2: CURO Regression Results
Independent Variable

Coefficient

T-Stat

P-value

R2

F-Stat
9.93

1. NSPS
2. NSO

0.821
271.667X
-3.138X2

3.15

0.016

0.59

6.25

0.001

0.87

20.00
4.26

3. PPS

0.371

2.06

0.078

0.38

4. CAPEX

0.00047

2.95

0.021

0.55

3.31

0.013

0.61

8.70
5. SGR

10.546

Source: Author’s own construction
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It is evident that when the number of students per school (NSPS) increases by 1%,
Curro’s share price increased by 0.82%, ceteris paribus, which indicates that the
school’s student capacity has a statistically significant positive relationship with the
share price. Curro’s ability to keep schools at maximum capacity has a positive
influence on their share price. The overall goodness of fit (R 2) shows that 59% of the
share price variance can be explained by the number of students per school. Number
of schools owned (NSO) has a statistically significant and positive relationship with the
share price, indicating that for each additional school Curro acquires, the share price
increased by 271.67 cents per share, ceteris paribus. It was interesting to note,
however, that this was at a diminishing rate of -3.14%. Beyond a turning point of 43
schools [271.67/(2x3.138)], additional schools acquired by Curro did not contribute to
an increase in the share price, and points to either economies of scale, independence
of number of schools to the share price, or contagion risk due to the economic
recession in South Africa. Profit per student (PPS) showed a positive and significant
relationship at the 90% confidence level and indicates that as profit per student
increases by R1, the listed share price increases by 0.37 cents, ceteris paribus. This
could indicate that higher profitability per students, after operations and expenses,
would be more attractive to investors and shows that the company is efficiently
managing its cash-flows. Curros’s annual capital expenditure (CAPEX) on
investments was statistically significant and has a positive relationship which indicates
that as CAPEX increases by R1 Million, the share price increases by 0.047%. The
sustainable growth rate (SGR), a product of ROE and the retention ratio, and since
Curro has historically paid no dividends except for in 2018 and 2019, their retention
ratio has been close to 1 and the company has been growing at its respective ROE.
SGR, therefore, suggests that when Curro’s sustainable growth rate increases by 1%,
the listed share price increases by 10.55%, ceteris paribus, which is positive and
statistically significant. This finding also infers that Curro is a growth company rather
than a value company which is also supported by the CAPEX finding. Table 3 below
summarises the significant regression results for ADvTECH’s data between the 20112019 period.
Table 3: ADvTECH Regression Results
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Independent Variable

Coefficient

T-Stat

P-value

R2

F-Stat
16.57

Regression
Equation
logSP = c +
logPPS

1. PPS

1.005

4.07

0.005

0.70

2. DPS

1.717

3.02

0.019

0.57

9.14

logSP = c + DPS

3. ROE

-0.089

3.15

0.016

0.59

9.94

logSP = c + ROE

5.75

0.001

0.87

20.51

98.938X
4. NSO

-0.482X2

logSP = c +NSO
+ NSO2

Source: Author’s own construction.
Profit per student (PPS) has a positive and significant relationship with the share price
which indicates that when reported profit per student increases by 1%, the share price
also increases by 1.005%, ceteris paribus. It was also interesting to note that the
goodness of fit (R2) shows that 70.3% of the share price variation is explained by the
profit per student. Dividends per share (DPS) was positive and statistically significant,
showing that as DPS increases by 1 cent, the listed share price increases by 1.72%,
ceteris paribus. This may indicate that ADvTECH is considered to be more of a value
company than a growth company (Such as Curro) whereby the dividend pay-out
matters more to shareholders and investors than the company’s sustainable growth
rate and CAPEX. ADvTECH’s return on equity showed a statistically negative
relationship, in which an increase in ROE by 1% means a decrease of 0.089% in the
share price, ceteris paribus. However, this relationship is inconclusive as it could be
that the ADvTECH’s equity is also linked to its market capitalisation, and therefore, if
the share price declines, so does the book value of equity and, therefore, the ROE
calculation is impacted. ADvTECH shows a similar relationship as for Curro in that
each additional school that ADvTECH acquires or builds, the share price increases by
98.94 cents per share, ceteris paribus. However, this is at a diminishing rate of -0.48%.
Beyond a turning point of 103 schools [98.94 / (2x0.48)], additional schools did not
contribute to an increase in the share price. This is a statistically significant relationship
and indicates that new schools add value to the company’s share price up until a point
in 2017 when share prices declined independently of additional schools.
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While carrying out the preliminary analysis, a secondary and unexpected result was
noted between the estimated school fees and the number of enrolments. These two
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variables were plotted in a preliminary analysis and is shown in Figure 1.

2011
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2014
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2019

Year
School Fees (RPS)

Enrollments

Figure 1: School Fees (RPS) vs Number of Enrolments for CURRO (2011-2019)
Source: Author’s own construction, Curro Annual Reports 2011-2019.
Figure 2 shows that when School Fees (RPS) were low (2011-2013), the number of
new enrolments per year was high. However, as school fees steadily increased
between 2011 and 2018 the number of enrolments declined. As school fees began to
decline, between 2018 and 2019, the number of enrolments increased. This inverse
relationship provides evidence that school fees influence enrolments. This is as
expected as when school fees increase, demand for private schooling declines,
indicating that the South African private school market is price sensitive. In order to
quantify the observed relationship, a regression between enrolments and school fees
(RPS) is presented in Table 4, below.
Table 4. School Fees vs Enrolments Regression
Regression Variables
Enrolments vs School Fees

Coefficient
-1.6914

T-Stat

P-value

2.07

0.093

R2
0.46

F-

Regression

Stat

Equation

4.30

logEN(-1) =
log(RPS)
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Source: Author’s own construction
The results (Table 4) suggest that that when school fees increase by 1%, the number
of new enrolments in the previous year declines by 1.69%, ceteris paribus. This
provides some evidence that school fees could have an influence on the number of
students enrolling as indicated by a statistically significant negative relationship.
4.2 Method 2: Inductive Reasoning Findings
The following section summarises the headline news and events that took place during
the periods of high share price volatility. The top five periods will be assessed for Curro
and ADvTECH. Figure 2, below, is the generated volatility plot of Curro’s share price
movements. Observation C1 through to C5 are the isolated top five most volatile share
price movements and Table 6 summarises the observed themes that took place for
those periods.
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Figure 2: Curro Holdings: Share Price Volatility Spikes
Source: Authors own construction; Yahoo Finance, 2020.
Headline News and Events for Curro During Volatile Periods:
C1 - (Nov 2014 – Mar 2015) [Upward price movement]: During 2014, Curro invested
R1,3 billion in new schools and existing campuses. Curro then receives a positive
outlook rating of BBB- by Global Credit Rating CO (2015:1). During 2014, ten new
schools were added along with seven sites acquired for future development.
Approximately R250 millions of investment is planned to develop key land sites in 2015
(Curro Holdings Ltd, 2014:20-32). In April 2015, Curro makes a rights issue of 29 599
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681 Ordinary Shares (Curro Holdings, 2015:1). It is reasonable to attribute the share
price spikes in Jan 2015 to the anticipation of the Rights Issue.
C2 - (Nov 2015 – Mar 2016) [Downward price movement]: On 23 February 2016, Curro
announces and plans R1 billion rights offer to fund new schools’ growth (Times Live,
2016); however, only R740 million was raised. Curro then reports a 38% increase in
revenue to R1,38 Billion. On 15 October 2015, 1.7 million shares were issued to
employees.
C3 - (Sep 2016 – Nov 2016) [Upward price movement]: The company plans to build
nine campuses in the financial year and invests R1,7 Billion in projects
(MoneyWeb.co.za, 2016). On 16 August 2016, Curro announces a private placement
of 6 million shares at R41.5 for gross proceeds of R249 million. Curro acquired
Windhoek Gymnasium in Namibia. On 12 October 2016, PSG announces plans to
invest some of its R1,7 billion into private universities (Reuters, 2016). On 21
November 2015, Curro acquired a 50% stake in Botswana based BA Isago University
(Reuters, 2016).
C4 - (Sep 2017 – Nov 2017) [Upward price movement]: Stadio Holdings (Curro
Subsidiary) lists on JSE; Curro floats Stadio Holdings to its shareholders to raise R840
million through rights offer to expand into tertiary education (Reuters, 2017). PSG puts
R350 million into Stadio (MoneyWeb.co.za, 2017).
C5 - (Sep 2018 – Nov 2018) [Downward price movement]: Curro announces they will
build private schools in townships. R400 million is budgeted for six new schools
(MoneyWeb.co.za, 2018).
Table 5 below is a summary of the abovementioned events.
Table 5: Summary of the indicative inference observations for Curro
#
C1
C2

Theme Observed
New schools acquired, Investment announced, Rights issue to raise
capital.
Rights issue to raise capital.
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C3
C4
C5

New schools acquired, Investment into tertiary education.
Tertiary education subsidiary Stadio Holdings gets listed to raise
capital.
Macroeconomic downturn in SA retail sector - unrelated to unique
school characteristics.

Up
Up
Down

Source: Author’s own construction.
The next section will provide a summary of ADvTECH starting with the volatility
spikes in Figure 3.
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Figure 3: ADvTECH Limited: Share Price Volatility Spikes
Source: Authors own construction; Yahoo Finance, 2020.
Headline news and events for ADvTECH during volatile periods:
A1 - (Dec 2013 – Feb 2014) [Upward price movement]: Four new schools opened
doors in January 2014 and enrolments were satisfactory (ADvTECH Ltd., 2013:12).
Over R3 billion is planned to form part of ADvTECH’s future capital investment and
increase capacity by 53% (ADvTECH Ltd., 2013:11).
A2 - (Dec 2016 – June 2017) [Upward price movement]: On 30 January 2017,
ADvTECH acquires a 51% stake in University of Africa which comprises more than
2000 students and 22 bachelor’s degrees (BusinessTech, 2017). 1 March 2017,
African pension fund PIC increases stake in ADvTECH from 5.28% to 10.05%
(Reuters, 2017).
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A3 - (Oct 2017 – Dec 2017) [Downward price movement]: Curro floated its Stadio
Holding shares (MoneyWeb.co.za, 2017). On 1 December 2017, ADvTECH
uncovered internal incidents of fraud while the restructuring of finances took place in
school divisions. Overstatement of revenue which amounted to R5 million. Criminal
charges were laid against the financial manager (BusinessTech, 2017).
A4 - (Feb 2019 – May 2019) [Down then reversion in price movement]: 8 April 2019,
ADvTECH Group finalises acquisition of Monash University, South Africa (ADvTECH,
2019).
A5 - (Jul 2019 – Nov 2019) [Downward price movement]: On 30 August 2019,
ADvTECH reports positive and stronger results than the year before, but the decline
is said to be due to the overall decline in sentiment for the South African retail sector.
The retail sector saw a 40% decline for mid-2019 and companies like Curro and
ADvTECH are listed under this category (MoneyWeb.co.za, 2019). This appears to be
a macroeconomic event and not related to school characteristics.
Table 6 provides a summary of the aforementioned events.
Table 6: Summary of the inductive inference observations for ADvTECH
#

Theme Observed

Share Price

A1

New schools opened and Investments announced.

Up

A2

Investment into tertiary education.

Up

A3

Bad PR news inside the company.

Down

A4

Investment into tertiary education.

Up

A5

Macroeconomic downturn unrelated to the school’s unique

Down

characteristics.

Source: Author’s own construction.

Together with the findings for both companies, and only considering those events that
are internal and company-controlled, it appears that the events which repeatedly
occurred during times of high share price volatility, were events related to the
investment in new schools and expansion into tertiary education. What is noticeable
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is that when the companies announce their plans to build new schools, investors
commit more capital to the company.
It is apparent from this study that tertiary education is an attractive industry for
investors. Firstly, there is high demand for tertiary education, as qualifications and
degrees likely lead to better employment opportunities in South Africa (Stats SA,
2019). Secondly, people seeking to study at tertiary institutions have the option of
funding their tuition through student loans. According to the National Credit Act (No.
34, 78(2)(a), 2005:112) over-indebtedness and reckless credit does not apply to
holders of student loans. This means that if a person files for bankruptcy, they cannot
default on their student loans even if they become insolvent. Student loans are carried
forward regardless of the financial circumstances that arise. These regulations
essentially make student loans risk free from the bank’s perspective, and, therefore,
they are more likely to issue them. Lastly, most tertiary institutions request that all
tuition from students is either paid up front or before the study year is completed. This
provides institutions with a cash-flow advantage against the time value of money as
revenue is likely received before the expenses are incurred.
5. Conclusion
According to Vedder and Hall (2002), education companies and private institutions
have grown at a rate that far outpaces the growth rate of the economy over the last
decade. This growing demand has created great opportunities for the private sector,
who contribute by playing a role in the construction, development, and management
of private independent institutions. This in turn results in an improvement of the
country’s educational system while increasing the skill set and knowledge of its
students (Dludla, 2015).
Education companies have been the JSE’s star performers over recent years
(Hasenfuss, 2019). The two largest and longest listed education companies,
ADvTECH and Curro, whose share price has dramatically increased, have shown how
education companies can create successful businesses out of owning and managing
private schools and other educational services.
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Much has been documented on the factors and determinants of share prices, but little
has been documented around the share price of listed education companies. A study
by James Kelly (2013) in the U.S., uncovered how and why parents chose private
schools for their children and discovered that parents cared more about the studentteacher ratio, accreditation of the school and the quality of the education before
concerning themselves with the cost of school fees. It was, therefore, hypothesised
that increased revenue of private schools, driven by these characteristics, could be a
key determinant in a listed company’s future cash-flows, and thereby influence the
share price of the company. Theoretically, unique characteristics that attract more feepaying students would positively impact a shareholder’s expectation and lead to an
increase in share price. The study, therefore, aimed to investigate what factors and
unique characteristics could influence the share price of ADvTECH and Curro. This
research helps to uncover new insights about the industry and ultimately provide listed
education companies with key characteristics that could improve the companies and
attract further enrolments, while providing a good return to shareholders.
The aim of the study was achieved by adopting two methodological approaches. Using
a regression analysis, the first approach aimed at determining what factors and unique
characteristics had an influence on the share price on ADvTECH and Curro. The
second method used inductive reasoning which analysed the volatile share price
movements of each company and coincides this with events during the same time
period.

In theory, events that occur while volatility increases could provide an

indication of what events could influence share price volatility.
The analysis revealed that for both companies the profit per student was a significant
factor of the share price. This is as expected as profit maximisation is often a signifier
of optimal company performance. It was interesting to note that the number of schools
owned (NSO), which had the strongest R2, indicated a strong correlative relationship.
In both cases, the relationship between the share price and NSO reached a turning
point whereby additional schools and share prices no longer increased indicating
economies of scale. Beyond a turning point of 106 schools in ADvTECH’s portfolio,
the addition of more schools did not increase the share price, while for Curro, this was
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43 schools. It was interesting to note that for Curro the availability of school fees had
an inverse relationship with the number of enrollments. This is as expected and
indicate that lower school fees attract more parents; however, this may also reduce
the revenue of the listed education companies.
Further analysis pointed towards Curro as a growth company whereby CAPEX and
the sustainable growth rate were significant predictors, meanwhile ADvTECH was
shown to be a value company whereby dividends per share was a significant predictor
of the share price. Curro and ADvTECH shares may, therefore, attract different
investors depending on their investment strategies. An interesting but unexpected
result from the regression analysis showed that for Curro, the school fees in one year
appeared to influence the number of enrolments in the following year. This may be an
indication of a price sensitive industry indicating the influence of school fees on private
school choice for Curro.
The inductive reasoning filled in the gap of understanding by factoring in qualitative
data. Firstly, it showed that five out of the ten most volatile periods of share price
movement for both companies were events relating to new schools. This finding is in
line with the results of the regression further supporting the relationship between NSO
and the share price. Secondly, four out of the ten most volatile periods for both
companies related to expansion into tertiary education. In all four cases, the share
prices subsequently increased. Tertiary education is considered to be low risk due to
the structure of their upfront tuition revenue, the availability of student loans, and the
high demand for South Africans to study further. These factors indicate that tertiary
education is a unique characteristic that influences listed school company share prices
and is attractive to investors.
The findings have highlighted that the growth in the number of schools owned, and
education companies that provide tertiary education are unique characteristics that
influence the share price of listed education companies. These findings contribute to
studies on education companies and the unique characteristics which may influence
the share price of listed companies. Furthermore, it has shown that listed education
companies that minimise school fees for parents while also maximising profitability per
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student, and effectively keep school buildings at optimal capacity, are companies that
seem to be geared to perform well in a developing market such as South Africa.
Companies that also invest into tertiary education could be an attractive opportunity
due to the nature of the business model of tertiary education institutions and the
demand for tertiary education.
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Abstract
Bring Your Own Device (BYOD) is a practice that has gained increasing popularity in
recent years and has become even more prevalent during the COVID19 pandemic.
Now, BYOD is being formally acknowledged and techniques have been developed to
fully embrace this phenomenon in the workplace. The purpose of this study is to
determine the IT risks that arise when employees are allowed to use their personal
mobile devices for work purposes to ensure that customer needs are met, and
ultimately, to achieve the organisation’s objectives. It is important to analyse how
secure the organisation would be if it decided to adopt BYOD. This is achieved by
considering the information security policies that organisations have implemented to
mitigate the risks inherent in adopting BYOD. The research question is addressed
through qualitative and quantitative methods. Qualitative research was used to obtain
secondary data, which involved the investigation of BYOD, its benefits and challenges.
Quantitative research was used to evaluate the mobile device policies of the four
biggest commercial banks in South Africa through a questionnaire. The questionnaire
was based on seven security principles that should be applied according to best
practice. The findings indicate that all of the sampled banks had a common
understanding of IT risks that could impact the organisation as a result of BYOD.
Effective controls that were reviewed on a regular basis were implemented by the
banks to address current and emerging IT risks.
Keywords: Technology, risks, bring-your-own devices, banks, policies
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1.

INTRODUCTION

Over the last decade, it has become common practice for employees to have dual-use
computing devices, which are used for both private and work purposes. A survey
indicated that 95% of companies allow employees some use of their own devices,
36% offer full support of all employee-owned mobile devices while 48% support
selected devices (Chen and Zhao, 2012).
BYOD (Bring Your Own Device) is a concept that has evolved over time and gained
increasing momentum in the workplace (Schalow, 2013). Most employees bring their
personal mobile devices to work and later continue their work at home from their
personal mobile devices (Sayah, 2013). This is all possible when an organisation
allows employees to connect to its network through their personal device. BYOD goes
beyond just employees having access to their emails; they have full access to the
organisation’s network and are able to access their organisation’s resources at any
time (Bais, 2016 and Webroot, 2013).
According to Bais (2016), this concept was introduced to South Africa in 2009 as new
smartphones emerged and employees carried their smartphone everywhere they
went. With the influx of new devices in early 2010, employees started bringing their
personal devices to work regardless of whether IT departments supported them or not.
Most Chief Information Officers (hereafter CIOs) began experiencing security
pressures as a result of accommodating these devices and responded by blocking all
personal devices from the organisation’s network (Kamau, 2013).
Most organisations and IT departments understand that they cannot disregard BYOD
any longer (Mathur, Agarwal and Sharma, 2015). In 2012, most IT departments started
facing security challenges that came with BYOD due to data leakages and employees
becoming concerned about their privacy on their personal devices (Bais, 2016 and
Scarfo, 2012). Annansingh (2020) states that one of the most significant and
concerning issues facing companies when considering implementing BYOD is the
access to their corporate networks. While the bring-your-own-device (BYOD) trend
provides benefits for employees, it also poses security risks to organizations (Chen,
Li, Chen and Yin, 2021).
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Organisations started focusing on policies and frameworks to address employees’
privacy concerns while at the same time addressing any IT risks stemming from
personal mobile devices connected to the organisation’s network. In late 2010, a
number of Mobile Device Management (hereafter MDM) programmes were released
to provide the first Application Programme Interface (API) to allow organisations to
manage personal devices better. MDM is a software tool that is used to manage a
device security controls such as locking down the device, remote wiping and data
backup on the device and thus MDM became a solution for most organisations
(Mitrovic, Thompson, Vekjkovic and Whyte, 2014).
In 2013, applications and security were the main focus of BYOD and organisations
were searching for additional security measures to manage their resources (Bais,
2016). Organisations then began to expand their management platform from MDM to
Mobile Application Management (MAM) (Morrow, 2012). MAM is similar to MDM, but
the difference is that it is used to manage specific security control applications in the
device. In 2015, organisations began to focus more on the security impact that BYOD
brought with it and developed additional mechanisms to minimise potential risks faced
by an organisation (Mitrovic, et al., 2014).
The COVID 19 pandemic has seen an increase in the use of BYOD, with most
organisations seeing almost the number BYOD users doubling. The pandemic has
changed the complete business ecosystem and the enterprise working model turned
into an alternate method of working from the home environment using BYOD (Abukari
and Bankas, 2020).
Although the BYOD is not a new trend, this has created a new shift in how banks and
other financial institutions approach consumerisation of IT. The Chief Information
Officers (CIOs) and other bank executives remain wary of security issues when
employees use their personal devices for work purposes, they are also embracing
consumer IT within the enterprise as an opportunity to drive efficiency and innovation,
as well as to increase both employee and customer satisfaction. The risks of
information risk increase as the bank is not only worried about the technology controls,
but they must also consider people risks as an element of leaking or exposing
confidential information using their personal devices (Informationweek, 2012).
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2.

RESEARCH PROBLEM

Although there is evidence that BYOD brings benefits for both the employee and the
employer, there are also a number of risks that should be considered and maintained
at an acceptable level before the employer allows personal devices to be used for
work purposes. For instance, if sensitive data is stored on poorly secured mobile
devices and the device is stolen or lost, an attacker may be able to gain access to
confidential data and impact the organisation’s reputation if exposed to the public
(Niharika, 2012).
Financial intermediaries play a pivotal role in the performance and operation of modern
economic activities. Banks remain one of the key financial intermediaries in an
economy, providing a variety of services. The efficiency of financial intermediaries can
have a significant impact on modern economies. A stable and profitable banking sector
is able to resist negative shocks and contributes to the stability of a country’s financial
system (Dietrich and Wanzenried, 2009).
Although there are many risks within the banking environment, namely, solvency,
liquidity, credit or price risk, the most critical risk that may have an impact on a bank
is IT risk. Valid information is an important factor that leads to the success of the
business. Therefore, information systems and IT infrastructure are considered as the
most strategic capital for any business. Personal devices operate outside the
protection of the banks’ IT infrastructure which makes the organisation’s information
particularly vulnerable to security breaches (Teymouri and Ashoori, 2011).
Therefore, the objective of this paper is to identify risks and threats that are likely to
exist when an organisation allows its employees to use their personal devices for work
purposes. This paper analyses information security policies of the Big 4 banks in
addressing IT risks arising from the use of personal devices for work purposes
3.

SIGNIFICANCE OF THE RESEARCH

This paper identifies IT risks that commonly emerge when allowing personal devices
to be used for work purposes and highlight frameworks and controls that can assist
organisations to minimise these IT risks.
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The management of IT risk within the banking industry is paramount, particularly in
view of the ongoing financial and economic crises as a result of cyber-attacks, when
allowing employees to use their personal devices for work. Information technology risk
impacts the banking industry in most countries around the world and it is important to
evaluate IT risk and identify the minimum controls that should be in place (Dietrich and
Wanzenried, 2009).
4.

LITERATURE REVIEW

4.1

What is BYOD?

Bring Your Own Device (BYOD) can be defined as “An IT policy where employees are
allowed or encouraged to use their personal mobile devices such as iPads,
smartphone, etc. to access the organisation’s data and systems” (IBM, 2017). BYOD
can further be defined as the use of personal devices for work and personal purposes,
and it reflects a blurred line between personal and business use on the same device
(Wang et al., 2014).
Ketel and Shumate (2015) see BYOD as a corporate trend where employees are
allowed to bring their personal devices to work and use them for both personal and
work purposes. Deloitte (2016) define BYOD as the use of employees’ personal
devices to access the organisation’s content or network. Bais (2016) offers a broader
view of BYOD as:
…the related technologies, concepts, policies, and strategies where the employees
can access corporate data of the company and internal IT resources such as
databases and applications, using their personal mobile devices such as
smartphones, laptop computers and tablets.
BYOD is seen as an IT trend and a broader movement that impacts the way an
organisation conducts business, invests in its assets, empowers employees and
increases the ability to attract and retain talent (Bello, Armarego and Murray, 2015).
However, BYOD as defined by the press or the media, is often confused. Definitions
are broad, mainly because BYOD enables and impacts other trends such as devices,
the consumerisation of information technology, cloud computing as well as
virtualisation. Bello (2015) and Ketel and Shumate (2015) clarify that BYOD can be
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seen as an environment where employees use personal technology such as
smartphones, home PCs and laptops to access the organisation’s network,
applications and data.
BYOD is now considered to be the most popular model for an organisation because it
provides flexibility for employees. This is in line with current trends as today’s business
environment is demanding more flexible hours from employees. With the expanding
ecosystem, employees are requesting to access the organisation’s applications,
networks and data from anywhere and at any time using their personal devices
through a BYOD programme (McQuire, 2012 and Bernhard, Bixler, Choudhury,
McBurney and Purta, 2013).
BYOD can collectively be referred to as technologies, concepts, strategies and policies
where an employee is able to gain access to an organisation’s network and internal
resources using their personal device such as a laptop, smartphone or iPad for work
purposes. The application of BYOD is spreading because of the mutual benefits that
are derived between the organisation and the employees (Zulkefli, Singh and Malim,
2015).
4.2

Risks from the use of BYOD

There are a number of risks that arise from the use of BYOD, and these should be
taken into consideration as part of risk assessment prior to implementing BYOD. Data
security is regarded as the most challenging risk and academic literature on BYOD
accords the greatest attention to this area. Security should be considered regarding
every aspect of the organisation’s network, data and applications. The organisation
should ensure that its resources and data are separated from personal data
(PricewaterhouseCoopers, 2013). The fundamental values of confidentiality, integrity,
authenticity of the organisation’s data are particularly at risk with BYOD in place (Von
Solms and Von Solms, 2008) and most organisations strive to preserve these values.
Confidentiality can be compromised when unauthorised individuals gain access to
sensitive information (Wang et al., 2014). This can occur by manipulating the device
or intercepting data transmission (Wang et al., 2014). The integrity of information can
be compromised when the device is infected with malware resulting in data being lost
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or leaked to unauthorised individuals (Mathur et al., 2015). The availability of
information and application could be impacted when there is an increase in network
traffic (Carroll, van der Merwe and Kotze, 2011).
Mobile devices that are insufficiently secured can lead to unauthorised use and
modification of data due to deliberate or negligent actions. When employees use their
personal devices, it is assumed that they are negligent or that the reckless behavior
of users during their private use will be transferred to the organisation. Certain
personal devices used by employees are not sophisticated and lack security controls
such as anti-viruses, patches, firmware updates and configuration settings which
make them vulnerable to threats (Bernhard et al., 2013).
Any unauthorised or non-work-related applications on the user’s device have the
potential to affect the integrity of the organisation’s data. Moreover, mobile devices
use a variety of operating systems. As there are constant changes with technological
advancements, these become outdated very quickly. The device can easily be jailbroken when proper controls are lacking. The privacy of employees’ personal data on
the device is also regarded as one of the key challenges employees encounter
(Vignesh and Asha, 2015).
Because business and personal data co-exist on the same device, it makes it difficult
for the organisation to find a balance between strict security controls of the
organisation’s data and personal data, specifically when the device is not a corporateissued asset.
The risks enumerated may introduce malware from the user’s untrusted personal
device to the organisation’s network. IT processes and systems can be impacted and
in extreme cases, the malware can delete, steal or hold ransom valuable information
pertaining to the organisation or its customers.
Anyone who uses technology for either work or recreational purposes is bound to
come across one or all of the following threats directly or indirectly: viruses, Trojan
horses, botnets, rootkits and worms. All of these threats can be classified as malware.
Malware is a well-known threat to BYOD and can pose a threat when organisations
do not have proper security controls in place.
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The main purpose of malware is to break into the device, spy or steal the user’s
information and cause damage to the device (Ghosh et al., 2013). Attackers often
deceive users by requesting them to install malicious software applications on their
devices (Ketel and Shumate, 2015). In most instances, the hacker waits for an
opportunity when the device is vulnerable to access it remotely.
Malware threats are a global issue, affecting most countries that have a significant
smartphone base. This can be clearly seen in a study conducted by Securelist (2020).
As shown in Figure 1 below, in 2020, infection rates of malware increased from the
second quarter in 2019 to the second quarter in 2020.

Figure 1: Distribution of new mobile malware by type
Source: Securelist (2020)
Figure 1 displays statistics that indicate malware is affecting a large number of mobile
devices, looking at the statistics in the McAfee threats report, in 2019 at least 2 600
000 new mobile malware were discovered and in 2020, in just two quarters, about 2
300 000 new mobile malware were discovered. These numbers do not show any sign
of abating, thus becoming a growing concern.
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Figure 2: New mobile malware discovered
Source: McAfee Labs (2020)
Figure 2 displays an extract of a report compiled by Kaspersky Lab, twelve of twentytwo types of mobile threats showed an increase in the number of detected installation
packages in 2020, with the most significant growth demonstrated by adware. It was
also noted that the most common mobile security threats come from viruses, spyware
and other malicious programmes. Considering the above statistics, it is clear that
malware is a major issue and if not dealt with adequately, this will continue to escalate
causing major losses (Kaspersky, 2020).
The impact of COVID 19 seen an increase in malware attacks, with cyber attackers
taking advantage of users working from home, and using mobile devices for work
purposes (Kaspersky, 2020).
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Furthermore, smart devices are an increasing concern to the organisation as they are
more likely to be lost as compared to traditional computers, when used for work
purposes (Ketel and Shumate, 2015). A stolen device may contain valuable and
confidential information, which becomes easily accessible to unauthorised individuals
who might use this information for fraudulent or illegal purposes (Ghosh et al., 2013).
With a BYOD programme implemented by most organisations, it is noted that the
device becomes less valuable whereas the information contained on the device
becomes more valuable (Tu and Yuan, 2012).
Malicious insider attacks have received substantial attention and are considered as
one of the most dangerous security issues that an organisation encounters. Many
government officials and other organisations have reported how malicious insiders
have exposed the company’s confidential information (Richardson, 2008). Hunker and
Probst (2011) describe malicious attacks as being one of the most difficult security
threats to manage. Malicious insiders have direct access to the organisation’s
resources and networks, which makes it easy for hackers to steal, destroy or even
modify data because they can access the organisation’s resources anytime and
anywhere. Phishing, data interception and spoofing can be executed by employees
wishing to cause harm (malicious insiders) without the organisation ever realising it
(Sarkar, 2010).
4.3

Mitigation of BYOD it risk

The risk to organisations’ that allow the use of BYOD concept for employees is clear
and needs to be managed. Edirisinghe and Pinsker (2020), note that once IT risks are
identified, “management should also identify appropriate risk responses and establish
various practices to mitigate the risks, with more mature practices ultimately leading
to better risk management”. Furthermore, mobile technology is growing at a rapid pace
and organisations are required to prepare for a new era of MDM. This preparation will
include the development of a mobile device management policy for personal mobile
devices that are used for work purposes. MDM is therefore a critical aspect in
protecting devices that are part of BYOD programme.
MDM can be used to provision the device using Over-The-Air (hereafter OTA) or other
methods. The term ‘OTA’ refers to the use of wireless mechanisms to send
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provisioning data or update packages for firmware or software updates to a mobile
device. Other forms of MDM interact with directory services such as Microsoft Active
Directory (MAD) to increase visibility across the organisation. Necessary certificates
should be installed on the device, configurations of the device as well as software
required to enable BYOD security controls and standards. MDM will assist in
supporting the mobile device by relying on complete software solutions that can be
used by organisations to lock down, control, encrypt and enforce policies (Liu, Moulic
and Seo, 2010). Figure 3 below shows the architecture of MDM and illustrates how it
operates.

Figure 3: MDM architecture
Source: Ghosh, Gajar and Rai (2013)
The architecture depicted in Figure 3 shows mobile devices connected to the
organisation’s network via an encrypted channel. MDM is placed in the Demilitarised
Zone (DMZ), sometimes referred to as the ‘perimeter network’. DMZ is a physical or
logical sub-network that contains and exposes an organisation’s external facing
services to an untrusted network. DMZ is public-facing so that mobile devices which
are trying to communicate from the external network can be enrolled and configured
by the MDM (Al-Nashif, Chadaga, Cox, Hariri and Mallouhi 2011).
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Policies can be enforced, and activities monitored. By implementing the BYOD policy,
employers will be able to control what resources are available to the employees and
prioritise delivery of information based on the user’s need (Dahlstrom and diFilipo,
2013). The BYOD policy will also provide the organisation with more systematic and
integrated procedures for managing threats, maintaining the mobile devices and
dealing with any legal implications that may arise (Dhingra, 2016).
4.4

Risk assessment prior to implementing a BYOD policy

Risk management encompasses three processes, namely, risk assessment, risk
mitigation and revaluation and assessment. In this paper, risk assessment with regard
to adopting BYOD will be examined. Risk is defined by Deloitte (2006) as the
diminished opportunity for gain, the probability of failure or factors that can have a
negative impact on the organisation’s objectives.
Most often, the definition of risk is associated with potential losses, however, it is also
possible for benefits to be derived from taking risks. Olson (2002) defines risk as
“uncertainty of future outcomes” while Lucouw (2004) refers to the possibility that
some unknown event will happen. He then argues that risk is associated with
negativity since there is anticipation that the actual results will be worse than the
anticipated outcome.
Risk assessment can be used as a means to obtain a greater understanding of any
factors that could harm or have an impact on the operations of the organisation or its
services, i.e., IT. Risk assessments can be conducted through different levels within
the organisation. These levels include Strategic, Compliance, Internal Audit,
Operational, Financial Statement, Fraud Risk, Security Risk and Information
Technology Risk (Atkinson and Jourdan, 2008).
In assessing risk associated with BYOD, the organisation needs to define the scope
of the effort. Boundaries for both IT systems and devices are identified along with the
resources and information to establish the system. The first step of risk assessment is
to identify all potential sources of threat and compile a threat statement (Li and Clark,
2013). Analysing the BYOD threat to the organisation includes analysing the system
environment that is impacted.
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A list of vulnerabilities (weaknesses) that could be exploited by potential threatsources should be developed as part of the risk assessment steps (Li and Clark, 2013).
The likelihood of potential risks materialising needs to be determined as well as the
security controls that have already been implemented. It is important for an
organization to determine what impact the risks would have on the entire organisation;
this assists in prioritising the impact and levels associated with information assets
being compromised based on an assessment.
Once a risk assessment has been conducted and the decision to onboard devices
onto the organisation’s network has been taken, information security policies that
govern mobile device should be implemented.
4.5

Mobile device policy

Risk assessment plays an integral role as part of BYOD, this is to ensure that both the
employee and employer assets are protected. This is especially important in the
financial services industry since which well known for its complexity, risk and
increasingly high requirements for information privacy. Access and disclosure of
financial and personal information is highly regulated and failure to comply with
regulations comes with potential large fines (IDC, 2015).
A mobile policy ensures that risks are accounted for and managed appropriately. The
organisation should first decide on the scope of the policy and determine what kind of
mobile devices employees are using for work purposes. Then the organisation can
decide which type of device to include under the policy and clearly communicate which
devices it will and will not support, including the information that will be permitted to be
accessed through those devices (Shahbazi, 2014).
It is important for the BYOD policy to address the constraints of access control and
protection of organisational information resources by both internal and external users
(Keyes, 2013; Caldwell, Zeltmann and Griffin, 2012). BYOD policy will assist the
organisation in ensuring risks and controls are accounted and managed appropriately.
BYOD policy can be described in three layers operational, tactical and strategic as
illustrated in Figure 4 below.
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Figure 4: BYOD policy architecture
Source: Bais (2016)
The operational layer of the architecture refers to the core regulation of BYOD devices
and users and operates in conjunction with the other two layers (tactical and strategic).
The tactical layer supports the information security of the organisation as well as its
privacy while the strategic layer covers risk management and governance aspects of
BYOD (Bais, 2016). A detailed explanation of each layer can be found in Appendix 1.
5.

RESEARCH METHODOLOGY

5.1

Research methodology, population and sample

According to Kumar and Phrommathed (2005), a research methodology is a theory of
how an enquiry should proceed. An enquiry involves analysing assumptions, principles
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and procedures. Burns, et al., (2011) define a research methodology as the total
strategy that stems from identifying the problem to gathering and analysing the data.
Leedy and Ormrod (2001), on the other hand, define research methodology as “the
general approach the researcher takes in carrying out the research project”. There are
three types of research methodology that a researcher can adopt, namely, qualitative,
quantitative and mixed methods. In this paper, both qualitative and quantitative
methods were adopted.
The target population of this paper was financial institutions, and specifically, banks,
which were chosen due to the pivotal role they play in modern economies. Banks
remain one of the key financial intermediaries in an economy, providing a variety of
services. The efficiency of financial intermediaries can have a significant impact on the
economy. Banks also contribute to the monetary policy of South Africa.
The study population was extracted from commercial banks in South Africa. According
to Buzz South Africa (2019), there are 17 commercial banks in the country. This study
only considered the four major banks based on their asset size. These banks were
Absa, Firstrand, Nedbank and Standard Bank.
The banks sampled in this research are the four major commercial banks in South
Africa. The study examined data for a period of 12 years, from 2005-2019. This was
to ensure that the assessment of BYOD IT risks and associated controls was
thoroughly evaluated and to observe how the risks and controls matured over the
period of 12 years.
The banks chosen for the sample represented 85% of the banking market share.
According to Business Technology (2019) and Relbanks (2019), Standard Bank,
FirstRand, Absa Group and Nedbank were the four biggest commercial banks in 2019
based on total assets, as indicated on Table 2 below. The research considered certain
criteria which included professional expertise and readiness to take part in the
research.

509

International Conference in Accounting and Business – 2021
ISBN: 978-0-620-92936-3

Table 2: Sample selected
No.

Name of Bank

Year Established

Total Assets

Head Office

(R’ 000)
1.

Standard Bank

1962

R1 254 849

Johannesburg

2.

First National Bank

1929

R1 120 747

Johannesburg

3.

Absa

1991

R 983 378

Johannesburg

4.

Bank Nedbank

1888

R 892 006

Johannesburg

Source: Business Technology (2019)
A purposive sampling method was used to determine the number of participants who
would be given the questionnaires. Barrios and Guarte (2006) describe purposive
sampling as a method of randomly selecting a sampling unit within a population with
the most information on the subject under investigation. The following criteria was
used to select participants to conform to the objective of the research and to reduce
disparity amongst participants.
●

The participants had to be responsible for the IT governance policy of the

organisation.
●

The participants had to have professional expertise in IT risk and information

security.
5.2

Research instrument

The questionnaire comprised of open-ended and closed-ended questions. Openended questions are designed to ensure that participants have the opportunity to state
their views freely without being influenced while closed-ended questions limit
participants to a number of alternatives (McCawley, 2009). The questionnaire was
formulated to elicit relevant data on the impact of BYOD risks on the banks’ information
technology assets.
The questionnaires were completed by one representative for each of the four banks.
These representatives were heads of IT governance and were responsible for
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developing, implementing and maintaining the policies, systems and procedures for
the management of information throughout its life cycle. The participants were
selected because of their comprehensive knowledge of IT risk and security controls.
Validity in this study was ensured by employing a qualitative research approach. This
approached allowed the contents of the information security / mobile device policies
to be analysed through structured principles. A structured questionnaire was
developed from the literature review in Section 4.

McDaniels and Gates (2015) state that validity refers to the degree to which a measure
reflects the characteristic of interest whereas reliability refers to the consistency with
which a measure produces the same results with the same or comparable populations.
One random bank was selected to test reliability of the questionnaires. Any
suggestions or problems were identified, and the questionnaire were slightly adjusted
accordingly. Therefore, the test-retest method was utilised.

6.

FINDINGS
Question 1
Do you have a mobile device policy in place?

4

And do you believe the policy has added

Yes

No

100%

0

n=4

n=0

benefit in how the organisation manages
risk?

Source: Control sheet used for content analysis (own calculation)

The results indicate that all of the sampled banks have implemented a mobile device
policy and are realising the benefits of having such a policy in place.

One of the respondents commented as follows:
“A mobile device is one of the core drivers that increases productivity as it means
employees are not restricted to one workstation ,employees are able to work from
anywhere at any time, using their personal mobile devices”.
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Organisations have become more aware of benefits such as the policy enabling the
implementation of controls, employees’ awareness of the IT risks, improved
compliance with privacy acts, decreased severity of data breaches and employees
understanding the risks and controls that need to be implemented to ensure that the
organisation does not endure any losses.
A mobile device policy outlines practices and requirements for the use of mobile
devices and applications. The policy also reminds employees of the organisation’s
values and mission by tabling some of the threats that the organisation may
encounter as well as how the organisation is expected to respond (Shahbazi, 2014).

Question 2
How often is the
policy updated?

Bank A

Bank B

Bank C

Bank D

Once every 12

Once every 24

Once every 12

Once every 12

months

months

months

months

Source: Control sheet used for content analysis (own calculation)

The findings above indicates the frequency at which the sampled banks update their
mobile device policies. A mobile device policy should be regularly maintained to
improve the organisation’s infrastructure (Shahbazi, 2014). Of the sample, three of
the banks responded appropriately to the changes in BYOD and its associated risks,
by regularly updating their policy. The bank which only updated its policy once every
two years should consider a more regular update to ensure that the policy addresses
all risks that arise as a result of using mobile devices for work purposes as risks
evolve rapidly, in step with advances in technology
A mobile device policy should be regularly maintained to improve the organisation’s
infrastructure, and this is to ensure that adequate IT control measures are in place
and to provide guidance on how information should be handled and protected.

Total
Question 3
Are employees’ personal mobile devices on-

4

boarded onto the organisation’s network?
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Percentage
Yes

No

75%

25%

n=3

n=1
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Source: Control sheet used for content analysis (own calculation)

The results indicate that only 25% (1/4) of the banks, allowed personal devices to
connect directly to the organisation’s network. The respondent commented as
follows:
“Employees were required to sign a mobile device on-boarding disclaimer to ensure
that they were aware of security threats prior to being on-boarded”
On the other hand, 75% (3/4) of the banks allowed employees’ mobile devices to
connect to the organisation’s mobile Wi-Fi to access emails and internet only;
employees were not allowed to directly access the organisation’s network.

When an employee is granted privileged access to sensitive information on the
organisation’s network or when devices are not patched for security threats and
expose the organisation to cyber-attack.
It is important that when the organisation decides to enable BYOD that proper risk
assessment procedures are conducted, the responsibility for BYOD security is
properly defined and effective security controls are designed to address any
challenges (Kamau, 2013).

Question 4
Do you offer any training to employees prior

4

to on-boarding their device and if yes, what

Yes

No

75%

25%

n=3

n=1

kind of training do you offer?

Source: Control sheet used for content analysis (own calculation)

The results indicate that 75% (3/4) of the banks provide training to employees when
they are on-boarded onto the organisation’s network.
One of the respondents commented that:
“The training is not restricted to the type of device an employee possesses; all
devices are included, whether mobile devices or personal laptops”.
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Another respondent commented that:
“The training also covers the protection of information, irrespective of whether this
information is on devices that are owned by the organisation or the employees’ own
devices. The training offered is part of the mandatory compliance training that
employees usually complete on an annual basis. The training mainly focuses on the
protection of the organisation’s information assets from any device and provides
guidelines on how to protect these assets”.

25% percent of the sampled banks did not offer training to their employees, but
employees did sign a mobile device on-boarding disclaimer prior to being onboarded to ensure that they were aware of any security or information risks that may
arise because of BYOD.

The responsibilities of securing BYOD lay with both the employee and the employer.
It is important that employees are aware of the benefits that BYOD introduces, the
challenges that could arise as well as procedures to mitigate or avoid IT risks arising
from BYOD. Providing proper training to employees ensures that they gain a proper
understanding of BYOD IT risks such as unauthorised access to their mobile devices
or malware. It also ensures that they are aware of controls and procedures that can
be taken to avoid or mitigate risks (Niharika, 2012).

Total
Question 5
Do you allow employees to download external
applications that are not approved by the

4

Percentage
Yes

No

100%

0

n=4

n=0

organisation onto their personal devices?

Source: Control sheet used for content analysis (own calculation)

The results indicate that none of the sampled banks restrict employees from
downloading any external applications onto their personal devices. This is mainly
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due to the banks not having full control over the device that is personally owned by
the employee.

As part of on-boarding employees to the organisation, employees sign a contract
that includes device management policies and procedures to protect information that
belongs to the organisation from any device. Mobile devices, specifically when
security controls are not configured on the device. Due to technical issues, sloppy
coding, fewer security layers, no encryption-decryption systems on the device,
sensitive information on the device, it is at risk for cyber-attack

All the participants described the risks of downloading unauthorised external
applications onto the organisation’s devices in their policy and took into account data
leakage as some of the risks.

Malware is currently the biggest mobile threat that directly or indirectly affects
organisations. This threat usually results from the loss or theft of devices, which
poses the risk of unauthorised individuals gaining access to the organisation’s
sensitive information. Malicious insider actions were also listed as one of the major
threats. This refers to individuals with access to the organisation’s network. These
perpetrators can easily gain access to sensitive information or applications at any
time with the intention to steal or destroy, without being suspected or detected
(Securelist, 2020)

Total
Question 6
Have you had any incidents of data breach as a
result of employees using personal devices for

4

Percentage
Yes

No

25%

75%

n=1

n=3

work?

Source: Control sheet used for content analysis (own calculation)

The results indicate that only 25% (1/4) of the sampled banks had an incident where
an employee who left the employment of the bank, took the organisation’s data with
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them on their personal device. The incident that the one bank suffered became a
threat as the data was not remotely wiped from the employee’s personal device.
Confidential information contained on the device was then potentially exposed to a
hacker or unauthorised persons could have used the information for malicious
activities. The remaining 75% (3/4) of the banks had not experienced incidents
related to BYOD.
The responsibility of ensuring that the organisation’s data that is stored on the
personal devices rests primarily with the employee (Sayah, 2013).

Question 7
Describe some of the controls that the organisation implements to mitigate the risks that emanate
from BYOD and how do you control these risks?

The results indicated that 25% (1/4) of the sampled banks did not describe the
controls that they have implemented to address the IT risks presented by BYOD.
While 75% (3/4) of the sampled banks believe that the controls they currently have
in place are effective to address IT risks, these controls include encryption (Access
Control), data wiping, backing up organisational data and training and awareness
sessions that are provided to the employees.

Question 7: Analysis of controls that the banks have implemented
Total
Question 7
Access Controls

Back ups

Segregated networks

Data Wiping

Training and Awareness

4

4

4

4

4
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Percentage
Yes

No

75%

25%

n=3

n=1

75%

25%

n=3

n=1

75%

25%

n=3

n=1

75%

25%

n=3

n=1

75%

25%

n=3

n=1
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Source: Control sheet used for content analysis (own calculation)
One of the participants indicated in the comments that, “Once responsibilities were
clearly defined, controls were implemented in the form of a mobile device policy that
tabled different controls”.
Another participant commented that, “The BYOD policy outlines controls such as
identification and access controls, blacklisting or whitelisting the device, malware
prevention, awareness and training that should be provided to employees and
maintenance of the device”.

A mobile device policy is the foundation for implementation of controls in addressing
the various BYOD risks.

Total
Question 8
Do you believe that the IT controls (As

3

per Question 7) that your organisation

Percentage
Yes

No

67%

33%

n=2

n=1

has implemented are effective to
mitigate

the

risks

the

bank

is

concerned about?

Source: Control sheet used for content analysis (own calculation)

The findings discussed in the preceding section indicate that only 75% (3/4) of the
banks had security controls in place to address BYOD risks. Thus, only three banks
are considered in the analysis.

Of these three banks, only two (66%) believed that the controls they implemented
were effective in addressing the IT risks introduced by BYOD. This could be because
these two organisations had done proper risk assessments prior to adopting BYOD,
their responsibilities for managing BYOD were clearly defined and constantly
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updated according to latest threats and best practice regularly published by the
Information Systems and Control Association (ISACA) and the International
Standards Organisations (ISOs). No further comments were indicated in the
comments box.

The remaining 33% (1/3) believed that the controls that it had currently implemented
were not effective enough to address IT risks. The controls implemented at these
organisations are still at maturity stage and organisations are facing BYOD threats
on a daily basis. If not properly mitigated, IT risks can have an even greater impact
on the business operations and objectives. However, one can argue that an
organisation can never be fully confident about the effectiveness of its controls as
hackers are always coming up with innovative ways of accessing organisations’
infrastructure. Organisations are therefore constantly looking for new ways to control
BYOD challenges as technology evolves (Dietrich and Wanzenried, 2009).

Total
Question 9
Do you have controls in place to ensure

4

that the privacy of employees’ personal

Percentage
Yes

No

75%

25%

n=3

n=1

information contained on the mobile
device is maintained?

Source: Control sheet used for content analysis (own calculation)

The results indicate that 75% (3/4) of the banks have controls in place to ensure
employee privacy is maintained.

A participant commented that:
“These controls include ensuring that employees personal information is segregated
from that of the organisation, strong authentication, encryption controls and wiping
out the device in the event of it being lost or stolen, this is done to preserve the
confidentiality of both the employee and the organisation’s information.
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However, 25% (1/4) of the sampled banks do not maintain the privacy of employees’
personal information. Information obtained in a legal and fair manner to comply with
regulatory requirements, especially when both business and personal information
co-exists on the same device.
Total
Question 10
Are the bank’s infrastructure, mobile
device

operating

applications
resolve

regularly

security

systems
updated

vulnerabilities

4

and

Percentage
Yes

No

100%

0

n=4

n=0

to
and

threats?

Source: Control sheet used for content analysis (own calculation)

The results indicate that all the sampled banks understood the importance of
updating their software and hardware with the latest security patches and took into
account all devices (either personal device or owned by the organisation) when
maintenance was done. No further comments were added.
Maintaining an organisation’s infrastructure right from the database, operating
system, application and network, is crucial for any organisation regardless of size,
revenue or whether BYOD is adopted or not. To prevent unauthorised access and
cyber-attacks, an organisation must ensure that its infrastructure is supported with
the latest security software tools, patched against vulnerabilities and that
Cybereason is implemented. All the sampled banks were confident that their
organisation’s infrastructure was up to date to respond to security vulnerabilities and
threats and believed that the policy added benefit to the organisation.

Summary of key findings:


All four of the sampled banks understood BYOD and embraced the concept
within their organisations. The participants were aware of IT risks that could
arise as a result of BYOD; hence they have all implemented mobile device
policies as one of the controls to address IT risks. Furthermore, all four banks
updated these mobile device policies regularly or every two years to ensure
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that they were up to date with the latest security controls around mobile
devices.


Although all four banks had a mobile device policy in place, only one bank
allowed its employees to directly access the organisation’s network. Three of
the sampled banks provided training and awareness to the employees to
enable them to understand any IT risks and controls related to the protection
of the organisation’s information assets when personal devices were onboarded to the bank. Data leakage, malware, vulnerability and viruses were
the common threats that the banks were faced with. Employees in all four
banks were allowed to download external applications onto their personal
mobile devices.



Not all of the banks believed that the controls they had implemented were
effective. One of the banks had experienced an incident which the bank’s
controls had not been able to prevent. Three of the sampled banks also
understood the importance of maintaining the privacy of employees’ personal
information and implemented controls over the privacy of both the employees’
and the bank’s information.



All of the banks understood the importance of updating their software and
hardware with the latest security patches and took into account all types of
devices, whether mobile, desktop, laptop, when maintenance was done. All the
banks believed that their mobile device policy had addressed the risks of BYOD
for the organisation insofar as employees were more aware of the controls for
BYOD and that the banks were able to keep track of any emerging risks and
implement effective controls in time to address the risks.

7.

AREAS OF FUTURE RESEARCH

Possible areas of future research are identified as, evaluating IT risks stemming from
the use of mobile devices for work purposes private and public companies and
comparing the controls in public companies with those in private companies, as well
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as performing vulnerability and penetration assessments on employees’ personal
mobile devices. This would be to evaluate whether the banks adequately assessed
the security controls on these devices.
8.

CONCLUSION

An empirical study was conducted on a sample of four South African banks. The
results of the empirical study were analysed and indicated that all of the sampled
banks were aware of the BYOD concept, its advantages and challenges. All banks
affirmed the importance of having a mobile device policy as one of the controls to
govern the security of mobile devices.
The above findings also indicate that all the banks provided training and awareness to
their employees when employees’ devices were on-boarded to the banks. The training
fostered awareness of IT threats and risks that the organisation could be exposed to.
The banks further indicated that they allowed employees to download external
applications onto their mobile devices because the banks have no control over
employee’s devices and this did not pose a risk to the banks, as employees were not
allowed to directly access the organisation’s network. Furthermore, all the banks
updated their mobile devices policies regularly to keep up to date with emerging risks.
The findings of this research indicate that when organisations decide to adopt BYOD,
IT risks are introduced to the organisation. It is important for organisations to
implement controls to address the risks and ensure that the controls are reviewed
regularly to keep up to date with emerging risks that threatens the organisation.
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Abstract
South Africa is facing high levels of unemployment, especially among the youth. Small
businesses play an important role in growing the economy and the creation of
employment. Because of the important role of small businesses in reducing
unemployment and strengthening the economy, many governments around the world
implement tax reforms which favour small businesses. These favourable tax reforms
are enacted to offset or reduce the burden associated with tax compliance.
Irrespective of the reforms introduced by governments around the world to alleviate
the tax compliance burden, as well as to reduce the actual tax payable, small business
owners are still among the main contributors to the state tax gap, which is the
difference between what the taxpayers owe on real income and what they actually
pay. The purpose of the article is to develop a tax compliance framework for small
businesses in South Africa that can aid a deeper understanding of small businesses’
tax compliance behaviour. The article employed the Theory of Planned Behaviour as
a conceptual tool to organise previous tax research findings. The framework proposes
three main constructs that influence the tax compliance behaviour of small businesses:
motivational posture (attitude), social norms of tax compliance as well as perceived
behavioural control.
Keywords: Perceived behavioural control; small businesses; social norms; tax
compliance; tax compliance framework; theory of planned behaviour.
1. INTRODUCTION
South Africa is facing high levels of unemployment, especially among the youth (Stats
SA, 2020). Small businesses play an important role in growing the economy and the
creation of employment (Ayandibu and Houghton, 2017; Freedman, 2003). Because
of the important role of small businesses in reducing unemployment and strengthening
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the economy, many governments around the world implemented tax reforms which
favour small businesses (Kuzieva, 2017; Pope, 2008). These favourable tax reforms
are enacted to offset or reduce the burden associated with tax compliance. It is
believed that the reduction of the tax compliance burden for small businesses will, in
turn, increase the tax revenue for the state because it will shrink the number of
undeclared economic activities (Eragbhe and Modugu, 2014).
Irrespective of the reforms introduced by governments around the world to alleviate
the tax compliance burden, as well as to reduce the actual tax payable, small business
owners are still among the main contributors to the state tax gap, which is the
difference between what the taxpayers owe on real income and what they actually pay
(Björklund Larsen, 2017; Morse, Karlinsky and Bankman, 2009). In this regard it is
estimated that small business owners in aggregate declare less than 50% of their
revenue (Morse et al., 2009). It is against this backdrop that the current article would
like to investigate the reasons behind the high tax non-compliance among small
businesses.
The main problem is that small business owners continues to be the main contributors
to the state tax gap (Morse et al., 2009). The main research question that follows from
the identified research problem and that the article seeks to answer is: How can the
existing tax compliance frameworks be tailor-made to speak to the unique nature of
small businesses in a South African context. The purpose of this article is thus to
develop a tax compliance framework for small businesses in South Africa, that will
enable a better understanding of the factors that lead to tax compliance.
The South African government is striving to create an enabling environment in which
small businesses can thrive by ensuring that tax compliance is not perceived as a
stumbling block for the formalisation of small businesses (DTC, 2016, p.11). It is the
mandate of tax authorities to ensure a high level of compliance with tax laws and, to
be able to carry out this mandate, it is imperative that tax authorities influence the tax
compliance attitudes of its taxpayer population (OECD, 2010, p.5). An improved
understanding of the main drivers of tax compliance among small businesses will
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assist tax authorities in the journey to design and implement effective tax compliance
strategies (OECD, 2010, p.8).
For the purposes of this article, small businesses include any business, in the form of
sole proprietors, close-corporations and private companies with total full-time
equivalent of paid employees of not more than 10 and a total revenue of up to R20
million.
2. LITERATURE REVIEW
The taxpayer attains compliance when he/she files all the required tax returns at the
correct time, when the tax returns filed truthfully report tax obligation in line with the
tax legislation; and when payments are made at the right time (Mugoya and Chimilila,
2013, p.1; Richardson and Sawyer, 2001, p.142). Regrettably, tax compliance carries
with it a price tag, one that seems to weigh more heavily on small businesses. For
small businesses to attain tax compliance, they must incur tax compliance costs. Tax
compliance costs are primarily defined as costs incurred by taxpayers in order to
comply with tax authorities; they include both internal and external costs such as
labour costs and costs paid to external service providers such as attorneys and
accountants (Hanefah, 2002, p.78-79). They, therefore, exclude the actual amount of
tax payable. Research has shown that tax compliance costs are regressive; the
smaller the business, the heftier the burden relative to larger firms; more so, tax
compliance costs are higher for newer businesses as confirmed by studies by DeLuca
et al. (2007), Hasseldine et al. (2012) and Smulders and Stiglingh (2008).
Exorbitant tax compliance costs and complex tax laws are not the only contributing
factors to tax non-compliance, the Internal Revenue Service (IRS) indicated that there
are about 64 factors which may further contribute to tax non-compliance (Hai and See,
2011:142; Young, 1994). These factors include, amongst others, perception of
fairness, opportunities for non-compliance, social norms, deterrence rates, tax rates,
tax understanding and cash flow constraints as further discussed below.
According to Hai and See (2011, p.143), taxpayers with the perception that they
receive unequal services for their tax payments tend to be tax non-compliant. Also,
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studies suggest that perceptions of distributive fairness have a positive impact on tax
morale; the more taxpayers believe that the government takes good care of taxpayers’
money and spends it carefully, the more compliant they tend to be (Kirchler, 2007;
OECD, 2010; Tedds, 2007; Wenzel, 2003). There is therefore a negative correlation
between government corruption and tax compliance (Kirchler, 2007; OECD, 2010;
Tedds, 2007; Wenzel, 2003). Furthermore, procedural justice is argued to have a
positive impact on tax compliance (Gobena and Van Dijke, 2016), hence the taxpayers
who perceive their tax compliance burden to be higher than others tend not to comply
(Kinsey et al., 1991).
In addition, opportunities for tax non-compliance are among the highest for small
businesses because of a lack of third-party reporting and the use of cash, for these
small businesses, the source of income plays a vital role in tax compliance (Antonides
and Robben, 1995; Jackson and Milliron, 1986; Kirchler, 2007; Morse et al., 2009;
Richardson and Sawyer, 2001). As a result of these high opportunities for tax noncompliance, self-employed taxpayers tend to exhibit lower tax morale (Hug and Sporri,
2011; McKerchar et al., 2013; Torgler, 2004).
Furthermore, personal, and social norms are believed to play a vital role in tax
compliance. When personal norms, often referred to as a moral obligation, are firmly
in favour of tax compliance, taxpayers tend to comply voluntarily because it is the
correct thing to do, not because they are fearful of being punished (Wenzel, 2004).
Research shows that people are prone to copy the behaviour of others (Cialdini, Reno
and Kallgren, 1990). Taxpayers are more motivated to fulfil their tax commitments
when they believe others will follow suit (Scholz and Lubell, 1998).
Moreover, the traditional tax compliance model which focus among others on
penalties, audits and tax rates continues to influence tax compliance decisions. There
is a negative relationship between the probability of audit and tax non-compliance
(Beck, Davis and Jung, 1991, p.552; Daniel, Akowe and Awaje, 2016, p.58; D’Agosto
et al., 2018). The higher the level of penalties, the lower the level of tax noncompliance (Hai and See, 2011, p.144). Swistak (2016, p.130) on the other hand
argues that increasing the harshness of tax penalties may act as a blockade for
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formalisation. In another study, two of the most significant contributors to tax
compliance was tax understanding and tax rates (Osebe, 2013, p.52; Thiga and
Muturi, 2015).
Thiga and Muturi (2015) undertook a study in Kenya, where it was found that tax
compliance costs and tax rates were the most significant contributing factors to tax
compliance, which implies that the higher the tax compliance costs and tax rates, the
higher the tax non-compliance by small businesses. These findings are however
contradictory to that of Yücedoğru and Hasseldine (2016) which found that tax
compliance costs did not seem to play a role in tax compliance decisions of small
businesses. Many studies such as those conducted by Christian and Gupta (1993);
Joulfanian and Rider (1998); and Spicer and Becker (1980) also concur that there is
a positive relationship between higher tax rates and tax non-compliance. Finally,
according to Ahmed and Braithwaite (2005), cash flow problems may be the cause of
tax non-compliance among small businesses.
In addition, small businesses face many unique challenges, some of which are not tax
related (such as liquidity and low levels of literacy) but may eventually have an impact
on tax compliance. These challenges are complex and include regressive tax
compliance costs, tremendous opportunities for tax non-compliance, low tax morale,
liquidity problems, little education, and low literacy levels. Thus, tax authorities need
to consider these challenges when designing tax compliance strategies for small
businesses.
Over and above the existing tax compliance models/ frameworks there exist a need to
develop a tax compliance framework for small businesses that will consider the
abovementioned challenges and other complex issues specific to these businesses.
These existing tax compliance models/ frameworks include among others those
developed by Allingham and Sandmo (1972), Fischer, Wartick and Mark (1992), Chau
and Leung (2009) and Kirchler et al. (2008) and are discussed further below.
The Allingham and Sandmo (1972) model contend that factors that impact tax
compliance decisions are penalty rates, audit rates and tax rates amongst others.
According to Alm, McClelland and Schulze (1992) and Frey (2003), the classic
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economic tax compliance model by Allingham and Sandmo (1972, p.325) does not
fully provide an understanding of the actual levels of compliance. Numerous efforts
were made by Fischer et al. (1992), Chau and Leung (2009) and Kirchler et al. (2008)
among others, to adapt the classic economic model of tax compliance and as
discussed below.
Fischer et al. (1992) categorised the 14 key factors of tax compliance as summarised
by Jackson and Milliron (1986) into four groups, demographic (age, gender,
education), non-compliance opportunity (income level, income source, occupation),
attitudes and perceptions (peer influence, fairness of the tax system) and tax
system/structure (complexity of the tax system, probability of detection, penalties, tax
rates) as depicted in figure 1. Thus, the Fischer tax compliance model incorporates
the effect of socio-economic, psychological mechanisms and demographic variables
on taxpayers’ compliance decisions. Accordingly, the non-compliance opportunity and
the tax system will influence the attitudes and the perceptions of taxpayers and thereby
have a direct influence on taxpayer compliance behaviour (Chau and Leung, 2009).

Figure 1: Fischer tax compliance model
Source: Chau and Leung (2009)
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Chau and Leung (2009) expanded the Fischer tax compliance model by including
another vital environmental factor - culture and the interface effect between noncompliance opportunity and tax system/structure on tax compliance as depicted in
figure 2. Cultural variances may have a direct bearing on ethical values and moral
development and eventually affect tax compliance decisions, for example a high
individualistic culture is shown by individuals concentrating on themselves instead of
the group to which they fit in, beneath this perspective the individuals place great value
on individual rights and are not easily influenced by what their peers are doing (Chau
and Leung, 2009). People in a low individualistic culture tend to be social democrats
who follow and subscribe to the values of their in-groups to gain peer acceptance and
social status (Hofstede, 1991).

Figure 2: Expanded Fischer tax compliance model
Source: Chau and Leung (2009)
Furthermore, Kirchler et al. (2008), proposed a framework for tax compliance in which
the power of tax authorities and trust in the tax authorities play a pivotal role in
explaining enforced and voluntary tax compliance. The slippery slope concept is used
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as a conceptual framework to organize previous research in an attempt to explain
compliance with specific reference to power and trust (Kirchler et al., 2008). Power
refers to the perception that the public has as it pertains to the tax authority’s ability to
detect and punish tax evasion (Kirchler et al., 2008). Trust in authorities on the other
hand means the general opinion of the public about the extent to which tax authorities
are caring for all citizens (Kirchler et al., 2008). In the event of higher levels of trust, it
is expected that taxpayers will comply with the tax laws voluntarily, while when the
trust is low, the tax authorities must display their power in detecting and punishing
those who are non-compliant (Kirchler et al., 2008). This principle is illustrated in figure
3. In low trust environments, taxpayers will be calculating probabilities of audits and
the level of risk aversion becomes critical, which may not necessarily be the case for
high trust environments (Kirchler et al., 2008). Frequently disclosing the number of
audits that have been undertaken, as well as exposing fraudulent tax activities, may
be a positive signal that the tax authorities are in control and thereby increase
compliance (Kirchler et al., 2008).

Figure 3: The slippery slope framework
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Source: Kirchler et al. (2008)
Despite these numerous efforts that have been made by Fischer et al. (1992), Chau
and Leung (2009) and Kirchler et al. (2008) to adapt the classic economic model of
tax compliance, there is still a need to further adapt these models to be able to come
up with a framework that is designed specifically for small businesses. Small
businesses are unique, and they, therefore, face unique challenges. There is, as a
result, a need for further investigation into the reasons which cause small businesses
to be non-tax compliant as well as the factors that may encourage voluntary
compliance.
3. METHODOLOGY
The article employed the Theory of Planned Behaviour as a conceptual tool to
organise previous tax research findings. Factors that may influence tax compliance
behaviour from previous research findings will be reviewed and discussed with
reference to the TPB’s constructs, that is: attitudes, subjective norms, and perceived
behavioural control. The researchers performed a traditional/ narrative literature
review with the aim of identifying the existing tax compliance frameworks or models
as well as studies that sought to investigate the factors that play a role in influencing
tax compliance decisions. The main sources of these studies were the ProQuest
database as well as google scholar. Our search strategy was aimed at obtaining a
broad overview of the factors that influence tax compliance. As a result, the following
key words were used amongst others as search criteria: tax compliance
framework/model, voluntary compliance, social norms of compliance, attitudes
towards tax compliance, challenges hindering tax compliance etc. Only previous
studies that tackled factors that influence tax compliance were included as part of the
narrative literature review.
4. Development of the conceptual framework
For the purposes of this article the TPB is used as a conceptual framework to organize
previous research and adapt existing tax compliance frameworks in an effort to tailor
make a tax compliance framework specific to small businesses. The TPB is a theory
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intended to predict and explain human behaviour in specific situations as depicted in
Figure 4. It was born out of the limitations identified in the Theory of Reasoned Action
(TRA) (Ajzen and Fishbein, 1980; Fishbein and Ajzen, 1975). The dominant factor in
both the TRA and TPB is the person’s intention to accomplish a given behaviour (Ajzen
and Fishbein, 1980; Fishbein and Ajzen, 1975). The specific behaviour that the article
is looking at is that of tax compliance. The theory contends that, for a certain behaviour
to take place, there must be a force or intention behind it (Ajzen & Fishbein, 1980;
Fishbein and Ajzen, 1975; Ajzen and Fishbein, 2005). The intention will in turn
determine how hard a person is willing to work to fulfil the behaviour (Ajzen, 1991).

Figure 4: Theory of Planned Behaviour
Source: Ajzen (1991)
The TPB is centred around three conceptually independent causes of intention (Ajzen,
1991). First is the length to which a person has a favourable or unfavourable attitude
toward the behaviour in question (Ajzen, 1991). The second factor is the perception of
societal pressure to perform or not perform the behaviour, referred to as subjective
norms (Ajzen, 1991). The third factor is the perception of how easy or difficult it is to
perform the behaviour, referred to as perceived behavioural control (Ajzen, 1991). A
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positive attitude towards the behaviour coupled with the required opportunities,
resources and societal pressure may lead to success in performing the intended
behaviour (Ajzen, 1991). The perception of how easy or difficult it is to perform a
certain task will be influenced by past experiences and expected challenges (Ajzen,
1991). The theory strongly contends that people’s behaviour is influenced by their
confidence in their ability to perform it and that intention alone is not adequate to
produce the required behaviour (Ajzen, 1991).
While the objective of the current article is not to predict future tax compliance
behaviour, the authors believe that the TPB will be instrumental in deepening our
understanding of different constructs that lead to or influence a specific behaviour, the
tax compliance behaviour. Each of the constructs of the TPB will be further elaborated
below, their importance and relevance to the article will be explored.
4.1. Attitudes
Attitudes may be defined as a “complex, multidimensional construct comprised of
cognitive, affective, and conative components (Ajzen and Fishbein, 2005; Krech,
Crutchfield, and Ballachey, 1962; McGuire, 1969; Rosenberg and Hovland, 1960).
One of the key constructs of TPB is attitudes, which act as an antecedent of behaviour
and intention. Several studies have shown that attitudes correlate well with actual
behaviour, with mean correlations ranging from .45 to .60 (Ajzen and Fishbein, 2005).
There are of course different types of attitudes. The first type being general attitudes
towards physical objects; racial, ethnic, or other groups; policies; institutions; events
or other general targets (Ajzen and Fishbein, 2005). The second type are attitudes
toward performing specific behaviours with respect to an object or target. The latter is
referred to as “attitudes toward a behaviour” (Ajzen and Fishbein, 2005). The construct
of attitudes in the TPB is generally concerned with attitudes toward performing a
specific behaviour, in the current context it will be attitudes towards the behaviour of
tax compliance.
Taxpayers may display a certain motivational posture or attitude towards the act of
paying taxes. These motivational postures include among others: commitment (willing
to do the right thing), capture (try but don’t always succeed), resistance (do not want
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to comply), disengagement (have decided not to comply) and game player (can be
anywhere in between commitment and disengagement) (Morris, Lonsdale and
Revenue, 2005). Motivational postures represent the broad attitudinal kind of
community responsiveness and the stance the taxpaying community have adopted
towards the tax authorities.

Each of these attitudes/ motivational postures are

described in Table 1.
Table 1: Motivational postures
Motivational posture

Attitude description

Commitment: Willing to do the right thing

“This attitude represents those customers who:
are ready, willing, and able to comply; are
committed to meeting their obligations; have
accepted that they have a responsibility to
comply; consider that there is a moral or ethical
obligation to comply; and regulate their own
compliance” (Morris et al., 2005:62).

Capture: Try to, but don’t always succeed

“This attitude represents those customers who:
do not actively resist the system; often require
additional assistance to meet their obligations; try
to get things right but often, through a lack of
skills or knowledge, inadvertently get things
wrong; and acknowledge that, if they cooperate
with Inland Revenue, ‘then we will try to assist
them as much as we can’ ” (Morris et al.,
2005:62).

Disengagement: Have decided not to comply

“This attitude represents those customers who:
no longer want to participate in the system; do
not care that they are not doing the right thing;
and

will not take any steps to change this

situation” (Morris et al., 2005:62-63).
Resistance: Don’t want to comply

"This attitude represents those customers who:
actively resist the self-regulatory system; try to
avoid meeting their compliance obligations; and
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believe that Inland Revenue is actively pursuing
people to ‘catch them out’ rather than help them”
(Morris et al., 2005:63).
Game Players

"This attitude represents those customers who:
enjoy the challenge of ‘winning’ against the ‘tax
man’; do not necessarily think they are doing the
wrong thing; often believe that they are fulfilling
their social obligations; often operate within the
bounds of the law; and think that they are good
citizens” (Morris et al., 2005:63).

Source: Own compilation
Worth noting is that taxpayer responses are not completely independent or unrelated
to the treatment received from the tax authorities including the state (Braithwaite,
Braithwaite, Gibson and Makkai, 1994; Tyler, 2006). The stance adopted by taxpayers
towards the state and tax authorities is a result of continuous evaluations made and
shared by individuals and groups and accumulated over time. Individuals and groups
articulate their beliefs, build justifications for their feelings, and use values and
ideologies to rationalise the ways they position themselves in relation to legally
endorsed authorities (Bersoff, 1999; Braithwaite, 2003; Griffin and Buehler, 1993;
Rokeach, 1973).
The attitude stance adopted by the small business taxpaying community will thus be
influenced by the factors already discussed under the literature review section such
as: trust in authorities, power of the authorities, penalty rates, tax rates, audit rates,
levels of corruption by government officials and distributive fairness among others.
The current section provided a glimpse of some of the attitude stance that taxpayers
may display towards tax authorities, what follows is a discussion on subjective norms.
4.2. Subjective norms
Subjective norms are the norms of those closest to an individual and include the norms
of friends, family, and close business associates (Jimenez and Iyer, 2016:24).
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Subjective norms are a result of pressure from those closest to the individual to behave
in a certain manner (Ajzen and Fishbein, 1980; Fishbein and Ajzen, 1975).
Work around the psychology of taxation indicate enough evidence to suggest the
existence of what is termed ‘social norms of tax compliance’ (Alm et al., 2019; Elster,
1989; Lewis, 1982; Kirchler, 2007). Social norms of tax compliance are mainly reliant
upon the perception of the prevalence of tax evasion in the society. Taxpayers may
be more prepared to evade if (they have the impression that) evasion is very common,
and they may be more prepared to comply if (they believe that) most other taxpayers
pay their taxes honestly (Doerrenberg and Peichl, 2018). Social norms are generally
defined as ‘‘rules and standards that are understood by members of a group, and that
guide and/or constrain social behaviour without the force of law’’ (Cialdini and Trost,
1998, p.152).
Social norms are made up descriptive norms, injunctive norms, subjective norms, and
personal norms. Injunctive norms represent ‘the perceptions of what society as a
whole believes to be acceptable’ (Jimenez and Iyer, 2016, p.24). Injunctive norms of
tax compliance are therefore ‘the degree to which an individual perceives that society
believes it is important to comply with tax laws’ (Jimenez and Iyer, 2016, p.24). They
therefore could be described as the moral compass of the group.
Descriptive norms of tax compliance on the other hand relate to how members of the
society actually behave as opposed to what they believe is correct, they are standards
that develop out of observation of how others actually behave in specific
circumstances (Jimenez and Iyer, 2016, p.24). Lastly, personal norms are ‘one’s own
self-based standards or expectations of appropriate behaviour, which may arise from
the internalization of injunctive, subjective and/or descriptive norms’ (Bobek, Roberts
and Sweeney, 2007:51).
Bobek et al. (2007) observed the role of social norms on tax compliance using a
hypothetical tax compliance scenario. The study found that the most influential factor
on tax compliance behaviour was taxpayers’ own personal moral beliefs (personal
norms) along with the beliefs of those close to them (subjective norms) (Bobek et al.,
2007). The second significant factor represented societal views of proper behaviour
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(injunctive norms) (Bobek et al., 2007). The study attributed the differences in tax
compliance levels in the three different countries to social norms (Bobek et al., 2007).
They also argued that social norms are the reason tax compliance is higher than would
be explained by traditional tax compliance models (Bobek et al., 2007). Next, we
discuss the third and most important construct of the TPB, perceived behavioural
control.
4.3. Perceived behavioural control
The construct of perceived behavioural control was an addition to TRA which
previously had attitudes and subjective norms as the only antecedents of behaviour
and intention (Ajzen, 1991). It is expected that volitional control will help improve the
impact of intention on behaviour. The effect of intention on behaviour is expected to
be higher when actual control over the performance of the behaviour is much higher.
Because it is not always possible to assess actual control, researchers are sometimes
compelled to substitute actual control with perceived behavioural control (Ajzen and
Fishbein, 2005). The use of perceived behavioural control assumes that people’s
opinions about what they perceive to be within their control accurately reflect what they
can actually control (Ajzen and Fishbein, 2005).
Perceived behavioural control will not always constitute an important predictor of
behaviour. The construct of perceived behavioural control contributes significantly to
the amount of variance in behaviour in situations where the person is not in complete
control of the performance of the behaviour in question. This is because when
volitional control is high, intentions tend to be good approximators of behaviour
(Madden, Ellen and Ajzen, 1992). For example, the measure of perceived behavioural
control was responsible for about 12% of the variance in smoking behaviour (Godin,
Valois, Lepage, and Desharnais, 1992; Madden et al., 1992). This is because a person
may have good intentions to stop smoking, however the intention will not automatically
translate into the actual behaviour without other mitigating factors such as therapy.
This compared to 1% in the case of attending an exercise class regularly (Courneya
and McAuley, 1995). There are stark differences, mainly because when it comes to
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regular attendance of exercise class, the individuals are likely to be in control, while
the individuals have little control over not smoking (Ajzen and Fishbein, 2005).
Small businesses experience several challenges in their journey of tax compliance.
As a result, volitional control towards tax compliance behaviour may be much lower
for many small business owners, and similar results such as those by Godin, Valois,
Lepage and Desharnais (1992) and Madden et al. (1992) may be expected. This is
because, small business may have good intentions to comply, but that is not enough,
other enabling factors such as improved tax knowledge, less complex legislation,
lower tax compliance costs etc. are necessary for the intention to be translated into
actual behaviour of tax compliance.
The complexity of the tax legislation makes it particularly difficult for small businesses
to comply (Abdul and Wang’ombe, 2018; Berkery and Knell, 1992; Eichfelder and
Hechtner, 2018; Yesegat, Coolidge and Corthay, 2017). Because of this complexity
small business owners are sometimes not certain whether they are compliant or not
which then leads to unintentional tax non-compliance. In addition, research has shown
that tax compliance costs are regressive; the smaller the business, the heftier the
burden relative to larger firms; more so, tax compliance costs are higher for newer
businesses as confirmed by studies by DeLuca et al. (2007), Hasseldine et al. (2012)
and Smulders and Stiglingh (2008). These challenges may make it difficult for small
businesses to comply.
4.4. Conceptual framework
Taking cognisance of the discussion under section 4.1 to 4.3, the current section will
propose a conceptual framework using the TPB as a tool to organize previous
research and adapt existing tax compliance frameworks in an effort to tailor make a
tax compliance framework specific to small businesses. The four existing frameworks
presented in section two stemming from Allingham and Sandmo (1972), Fischer et al.
(1992), Chau and Leung (2009) and Kirchler et al. (2008) suggested the following as
the key drivers of tax compliance: penalty rates, audit rates, tax rates, demographics,
non-compliance opportunity, attitudes and perceptions and tax system/structure,
culture, trust in the authorities and power of the authorities among others. While many
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of these drivers will undoubtedly play a role in the tax compliance decision making of
small businesses, this article suggest that some drivers may be more important than
others. This article suggests a new or a different way of thinking about these factors
using the TPB.
Thus, from the perspective of small businesses this article suggests that key to the tax
compliance decision making of small businesses are behavioural control, motivational
postures/ attitudes, and social norms. Positive attitude towards the behaviour coupled
with the required opportunities, resources and societal pressure will lead to success
in performing the intended behaviour. In designing measures to encourage voluntary
tax compliance among small businesses, the first step to be undertaken by the tax
authorities will be to first make it easier for small businesses to comply by easing the
tax rules and administration thereof and of course alleviating the tax compliance
burden as a whole. Intention to comply will not translate into tax compliance if volitional
control is low.
Instead of applying the blanket approach in enforcing tax compliance, regard must be
given to the motivational postures. A different enforcement approach ought to be
employed to small business taxpayers depending on their stance or attitude towards
taxation compliance. For example, tax authorities may use full force of the law to
compel taxpayers who have decided that they will not comply, while for those small
businesses who try to comply but are not always successful, tax authorities must try
and make it easy to comply. Figure 5 below displays a proposed tax compliance
framework for small businesses.
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Figure 5: Proposed tax compliance framework for small businesses
Source: Own compilation
5. CONCLUSION
This article adds to the body of knowledge by providing a new perspective or new
lenses through which tax compliance behaviour of small businesses can be looked at.
The article proposes a framework into which perceived behavioural control,
motivational postures and social norms play an important role in realising the actual
behaviour of tax compliance among small businesses. The TPB can and is used as a
conceptual framework/tool to organise previous tax compliance research. The
decision on whether to comply with the tax laws will be preceded by an intention. A
positive attitude towards the behaviour coupled with the required opportunities,
resources and societal pressure will lead to success in performing the intended
behaviour (Ajzen, 1991).
The perception by small businesses on how easy or difficult it is to perform the tax
compliance duties will impact their attitudes towards tax compliance. The current
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framework strongly suggests that small business owners’ behaviour will be influenced
by their confidence in their ability to perform the tax compliance roles. Past
experiences as well as expected challenges will determine the level of confidence that
small business owners perceive themselves to be.
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APPENDIX 1:
BYOD environment architectural principles
Operational Layer
1. On-boarding of the devices
The objectives of this principle are to determine responsibilities of on-boarding mobile devices,
including types of mobile devices that are permitted to access the organisation’s network. These
also include the number of mobile devices an individual is permitted to onboard.
1.1 User Account Registration
Control:
Employees should provide verifiable information about themselves such as employee user ID,
their role and department to create an account and register their mobile device.
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1.2 Device Registration
Control:
Employees should provide information about their mobile devices such as make/model, serial
number, IMEI number and MAC address
1.3 End-user/Service Agreement
Control:
Employees must agree to set of requirements concerning the usage of information resources and
liabilities that will emerge as a result of the mobile device and data being stolen or lost.

Tactical Layer
2. Identification & Access Control in the Policy
2.1 Password:
The objective of enforcing strong password is to protect unauthorised access to the mobile device
and organisation’s network.
Repeated and Sequential Characters
Control:
Restrict employees from using repeated or sequential characteristics in their password.
Alphanumeric values, peer/lower case characters and special characters
Control:
Password should contain both upper and lower case characters and have at least two letters, one
number and one special character such as & ! #
Password length
Control:
Password must be a least 8 characters long
Password age and history
Control:
Passwords should be changed on a regular basis. The new password should not be accepted if it
matched three previous used passwords by the same employee.
Auto Lock (in Minutes)
Control:
Device auto lock should be set to 3 minutes. If the device is not used for the specified period of
time, it automatically locks within 3 minutes.
2.2 Authentication
The objective is to identify and verify BYOD users and the devices
Multi-factor authentication
Control:
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To prevent the mobile device from unauthentic users or from unwanted access, the user should
use trusted signed digital certificates or use a digital signature algorithm. The two above can be
exchanged between the mobile device and organisational systems to authenticate.
2.3 Authorisation
The objective of authorisation is to ensure employees and mobile devices are granted different
access rights to organisational systems and resources.
Access Privileges
Control:
Mapping confidential information resources to the right mobile device should occur within the
context of authentication. Rules must be implemented to determine the kinds of activities the
employee or mobile device is permitted to access and use.
Network Segregation:
The objective of segregating the network is to ensure that access to sensitive information is
minimised.
Guest / BYOD Users’ Network
Control:
The key organisational network should be partitioned into smaller networks to develop and enforce
a rule set that controls which employee and mobile devices are permitted to communicate with the
organisational systems.
3. Communication Policy
Data Protection
3.1 Encryption
The objective is to protect confidential information that belongs to the organisation on mobile
devices.
Device Internal Memory Encryption
Control:
Encryption algorithms like DES, AES or Blowfish should be used to protect email and text
messages, contact lists, calendars and other credential information on the mobile device.
Device External Memory Encryption
Control:
Encryption applications should be installed on the mobile device to protect all information stored
in removal/flash memory cards.
3.2 Virtual Private Network (VPN)
The objective of VPN is to ensure that the integrity of the data is preserved during any
communication.
VPN Applications and Settings
Control:
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Mobile VPN and other VPN application controls should be used to maintain information in transit
accuracy during data exchange and communication between mobile devices and organisational
applications.
3.3 Data Wiping
The objective of wiping data that resides in the mobile device is to preserve the confidentiality of
information when the mobile device is lost or stolen.
Remote Wipe
Control:
IT administrators should be able to remotely wipe lost or stolen mobile devices with the full
consent of the owners/users or in accordance with the end-use/service agreement that was
completed when the mobile device was onboarded.
Selective Wipe
Control:
IT administrators should be able to selectively wipe organisational information off the mobile
devices that are infected or highly vulnerable to malware/viruses or if the employee has violated
control measures set in the policy.
Device Auto Wipe
Control:
Employees and IT administrators should be able to activate automatic built-in device wipe features
installed, after a series of failed password attempts.
3.4 Data Backup
The objective of backing up data is to maintain the availability of the employee’s personal
information in the event of device/data loss or corruption.
Encrypted Backup Service
Control:
Data on mobile devices should be backed up regularly, either remotely via the internet or through
cable, using encrypted data backup software and services.
3.5 Device Lockdown
The objective is to lock down the mobile device remotely when it is lost or stolen.
Device Lockdown Software
Control:
IT administrators and BYOD users should use applications to remotely lock or shut down
compromised devices.
4. Application Control Within the Policy
4.1 Trusted and Verified Apps
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The objectives of ensuring that applications installed on the mobile device are verified and trusted
is to avoid the installation and usage of uncertified applications.
In-house IT Applications
Control:
All in-house applications developed for the mobile device should be certified by the IT
stakeholders.
Applications Testing and Deployment
Control:
All applications should be tested by the organisation information security team, followed by
approval from executive management before usage in the mobile device.

Third Party and External
Control:
Employees should only install code-signed applications by developers.
4.2 Licensed and Curated Application Stores
The objective is to avoid the installation and usage of malware applications on BYOD devices.
Secured Application Stores
Control:
Employees should download and install applications from organisational IT services where
applications will be thoroughly tested before being made available for commercial download.
4.2 Blacklisting and Whitelisting Applications
Blacklisting and whitelisting application controls are used to ensure that uncertified and malicious
applications are identified.
Applications Blacklisting
Control:
All malicious and untrusted applications should be securely removed from the mobile device and
blacklisted so that they cannot be installed on the device or be operable on organisational systems
and network.
Applications Whitelisting
Control:
A list of trusted and certified applications should be maintained to eliminate the risk of installing
unknown or unwanted applications on mobile devices.
4.5 Virtualisation:
Virtualisation prevents unauthorised manipulation of organisational data by the mobile device.
Virtual Desktop Infrastructure
Control:
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Desktop virtualisation should be employed for executing applications and storing data rather than
from the mobile devices.
Strategic layer
5.1 Risk Control Policy
Malware Prevention
Malware prevention control assists in protecting and preventing the mobile device and
organisational resources from malware attacks.
Anti-Virus/Anti-Malware Programme Functionality
Control:
In addition to protecting mobile devices and applications on it, anti-virus and anti-malware
programmes should be able to scan the device thoroughly to detect and remove latest viruses,
Trojan horses, worms, Adware, spyware and rootkits.
Firewall Programmes
Firewall programmes block inbound and outbound malicious connections and filter traffic
demands of mobile devices and applications.
Firewall Programme Functionality
Control:
In addition to blocking network traffic from suspected malicious source, the firewall should be able
to filter and restrict mobile device access based on network type, applications type and other
packet attributes such as IP address.
5.2 Intrusion Detection Prevention
The objective is to detect or prevent unauthorised access and attacks from mobile devices
Intrusion Detection System
Control:
Network access points for mobile devices should be integrated with intrusion detection systems
to act as a security sensor that can identify and stop unauthorised access and threats from
compromised mobile devices.
5.3 Awareness and Training
Awareness and training is important to educate employees on how to avoid threats and
vulnerabilities when using their mobiles device as well as comply with organisational BYOD policy.
Computer-based Training Workshop
Control:
All employees in the organisation should regularly attend online and distance training programs
about current and future potential risks in BYOD environments and how they can be mitigated.
Instructor-based Training Workshop
Control:
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All employees should regularly engage in face-to-face training programmes in order to increase
their focus on threats and vulnerabilities and establish dialogues with instructors on mitigation
strategies.
6. Compliance Policy
6.1 Security/Privacy Principles and Laws
The objective of having compliance in BYOD policy is to ensure that the organisation complies
with information security and privacy standards and abides by national principles and laws with
regards to information protection.
Complying with National Information Security and Privacy Laws
Control:
Security and privacy policies should be developed, modified or updated according to specific
country laws or the region in which an organisation operates.
Complying with Information Security and Privacy Standards
Control:
In addition to compliance with information security and privacy standards, the standards should
be adapted to accommodate and manage BYOD.
6.2 Employee Privacy Considerations
The objective is to maintain the privacy of employees’ personal data
Data Collection Limitation
Control:
Employees’ personal data should only be obtained in a legal and fair manner with the
knowledge/consent of the data subjects.
Purpose Specification of Data Access and Collection
Control:
Employees’ personal data access and collection by organisations should only be carried out when
there is a satisfactory warrant in accordance with the authority of law.
Data User Limitation
Control:
Employees’ personal data should not be disclosed or used for other purposes other than those
specified in the end-user/service agreement or except with the permission of the data owners.
Individual Participants
Control:
Employees should be allowed to challenge any data collected related to them, to either be erased
or amended.
Technical Safeguards
Control:
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Reasonable techniques that involve disk partitioning or ‘containerisation’ and virtualisation should
be used to segregate employees’ personal data and organisational data to allow selective wipe of
data when employees leave the organisation or mobile devices are lost or stolen.
7. Maintenance Policy
7.1 Internal and External Systems/Devices Update
The objective is to improve infrastructure of organisations and mobile devices used for work
purposes.
Updating Control Systems and Devices
Control:
Organisations’ infrastructure and mobile device operating systems and applications should be
regularly updated to resolve security vulnerabilities and threats as well as provide performance
options and features to users.
7.2 Policy Review and Update
The objective is to assess BYOD policy and ensure that the policy is up to date.
Review and Updating Policies
Control:
BYOD policy should be reviewed and updated regularly to ensure adequate control measures that
are compliant with regional laws, are in place and can cope with the continuous demands of BYOD.

Source: Ghosh et al. (2013:66) and Bais (2016:193)
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FACTORS INFLUENCING MERCHANTS’ ADOPTION OF PLASTIC MONEY:
EVIDENCE FROM CHINHOYI, ZIMBABWE
Makanyeza, C., Mwedzi, T., and Mashiri, E.
University of Namibia; Chinhoyi University of Technology,
cmakanyeza@unam.na; tracymwedzi@gmail.com; emashiri@unam.na
Abstract
Despite efforts by the Zimbabwean government to increase the adoption of plastic
money, local merchants prefer cash to plastic money payments. This anomaly
warrants a study of this magnitude. More so, factors influencing consumers’ adoption
of financial innovations have received considerable attention from researchers.
However, there is limited research on the factors influencing the adoption of financial
innovations by merchants. Therefore, this study was conducted to narrow this
knowledge gap. The objectives of the study were to determine factors influencing
merchants’ intention to use plastic money and to determine the effect of behavioural
intention on the actual usage of plastic money. The study applied the Unified Theory
of Acceptance and Use of Technology (UTAUT). Data were collected from a crosssection of 173 merchants in Chinhoyi, using a structured questionnaire. The
questionnaire was distributed and self-administered. Structural equation modelling
was executed to test the hypothesised relationships. Results show that performance
expectancy and normative compliance each positively influenced the merchants’
behavioural intention to use plastic money. Facilitating conditions and behavioural
intention were also found to positively influence the merchants’ actual usage of plastic
money. Effort expectancy was found to have an insignificant influence on the
merchants’ behavioural intention to use plastic money. The study, therefore, advises
financial regulatory bodies and policymakers to take into account such factors as
performance expectancy, normative compliance and facilitating conditions when
introducing financial innovations such as plastic money. The study enriches the
existing body of marketing especially consumer behaviour.
Keywords: adoption of plastic money, cash shortage, financial innovation, UTAUT,
Zimbabwe
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1. INTRODUCTION
Zimbabwe has predominantly been a cash economy (Reserve Bank of Zimbabwe
[RBZ] 2016). This is largely due to mistrust and lack of confidence in the banking
system that has been bewildered by unfavourable policies for many years (Makanyeza
and Mutambayashata, 2018). For example, despite low interest rates on bank
deposits, banks charge huge sums of penalties and bank charges (higher than interest
on bank deposits). This situation is unfavourable as it deters the public from depositing
money into their bank accounts. Instead, many Zimbabweans prefer transacting
through paper money and keeping cash at home instead of banking it (Makanyeza
and Mutambayashata, 2018). Since 2016, Zimbabwe has been experiencing acute
cash shortages. This has given rise to long and unending bank queues as customers
jostle to withdraw their money in the form of cash from the banks (Nyakuedzwa et al.,
2014). In this regard, RBZ and other financial institutions began to promote the use of
plastic money. The main reason being to alleviate cash shortages (Mangudya, 2016).
Plastic money is a generic term that refers to the use of plastic cards to make
payments for goods and services. It represents various types of bank cards such as
debit cards, credit cards and smart cards (Sultana and Hasan, 2016; Makanyeza and
Mutambauashata, 2018). In Zimbabwe, the debit card is the foremost used medium
for transacting as compared to other forms of bank cards (Mangudya, 2017).
Financial technology has made significant strides over the years, with the
advancement of various forms of payment for goods and services. Plastic money is
one such financial innovation that has taken centre stage. In developed countries,
plastic money is a readily accepted form of payment. However, the use and
acceptance of plastic money in developing countries such as Zimbabwe has faced
many hurdles (Diza et al., 2017; Kaseke, 2012). Various models have been put
forward to try to understand the factors that influence the adoption of innovations such
as plastic money. One such model is the unified theory of acceptance and use of
technology (UTAUT) developed by Venkatesh et al (2003). UTAUT proposes factors
that influence organisations’ acceptance and use of technological innovations such as
plastic money. These factors include performance expectancy, effort expectancy,
normative compliance and facilitating conditions. Therefore, this study applies UTAUT
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to understand factors that influence the adoption of plastic money by merchants in
Zimbabwe. In this study, the term merchant refers to any outlet where plastic money
can be used by customers to pay for goods and services. Thus, merchants include
retail shops, supermarkets, wholesalers, petrol stations and hardware shops, inter alia.
Customers pay for goods and services in a shop via a point of sale (POS) device that
accepts bank cards (Diza et al., 2017; Kaseke, 2012).
Amid cash shortages in Zimbabwe, RBZ, banks and other financial institutions have
been promoting the use of plastic money. However, consumers in Zimbabwe still
complain that they are not getting reciprocation from merchants. Some merchants still
do not have facilities such as POS in their shops to enable plastic money-based
transacting. The few merchants that own such facilities have exploited consumers
(Makanyeza and Mutambayashata, 2018). It has become a common practice that
merchants have adopted a multi-tier pricing system; with higher prices being charged
for plastic money-based transactions than cash-based transactions. This becomes a
burden to the consumer because cash is not readily available from the banks (Bayayi,
2019; Makanyeza and Mutambayashata, 2018). Merchants in Chinhoyi have not fully
embraced the use of plastic money despite cash shortages and the government’s
interventions and advocacy on plastic money usage. This situation is perplexing, and
it has become imperative to conduct this study. There is a dearth of research that has
specifically investigated the merchants’ adoption of plastic money in Zimbabwe and
other developing contexts. Most of the studies have concentrated on factors
influencing the adoption of such innovations from the consumer’s perspective (Diza et
al., 2017; Kaseke, 2012; Makanyeza and Mutambayashata, 2018; Makosana, 2014;
Munyoro and Matinde, 2016; Nyakuedzwa, et al., 2014; Sakarombe and Marabada,
2017). Therefore, this study seeks to narrow this knowledge gap and provide new
insights that can be used to improve the undesirable situation that is obtaining in
Zimbabwe’s financial sector.
The study sought to investigate factors influencing merchants’ adoption of plastic
money in Chinhoyi, Zimbabwe, using UTAUT. The specific objectives of the study
were as follows: (i) to determine the effect of performance expectancy on merchant’s
intention to adopt plastic money (ii) to establish the effect of effort expectancy on
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merchant’s intention to adopt plastic money (iii) to determine the effect of normative
compliance on merchant’s intention to adopt plastic money (iv) to establish the effect
of facilitating conditions on merchant’s actual use behaviour of plastic money (v) to
determine the effect of merchants’ behavioural intention on the actual use behaviour
of plastic money.
2. LITERATURE REVIEW, HYPOTHESES AND CONCEPTUAL FRAMEWORK
Adoption of a technology or innovation is described in this study as the process of
taking up, accepting, and using technology or innovation (Dutz and Sharma, 2012).
The study applies UTAUT. The model was developed by Venkatesh et al (2003) to
address the shortcomings of the existing technology or innovation adoption models:
theory of reasoned action (Fishbein and Ajzen, 1975; Ajzen and Fishbein, 1980),
technology acceptance model (Davis, 1989), motivational model (Davis, et al., 1989),
theory of planned behaviour (Ajzen, 1991), combination of technology acceptance
model and theory of planned behaviour (Taylor and Todd, 1995), model of PC
utilisation (Thompson et al., 1991), innovation diffusion theory (Rogers, 1995) and the
social cognitive theory (Bandura, 1986). These models had weaknesses in the sense
that they provided different but overlapping sets of factors influencing technology or
innovation adoption. In this regard, Venkatesh et al. (2003) proposed four main factors
influencing the adoption of technology or innovation, namely performance expectancy,
effort expectancy, normative compliance and facilitating conditions. They also
proposed four moderators of these relationships, namely age, gender, experience, and
voluntariness of use of technology or innovation (Vekantesh et al., 2003). After
conducting empirical tests, Venkatesh et al. (2003) found that performance
expectancy, effort expectancy and normative compliance directly influence the
behavioural intention to adopt an innovation while facilitating conditions directly
influence the actual usage of innovation. This study focuses on the four main factors
influencing the adoption of innovation. It does not test the moderating effects.
Performance expectancy refers to the extent to which the user expects that using
technology or innovation will provide benefits (Venkatesh et al., 2012). Benefits can
be in the form of more efficient receipting of payments from the customers, or
increased returns. Performance expectancy is considered a critical factor in the
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adoption of innovations (Kijsanayotin et al., 2009; Nyakuedzwa et al., 2014). In the
context of this study, performance expectancy is operationalised as the merchant’s
expectation that using or accepting plastic money is beneficial to the organisation.
Prior research has shown that performance expectancy positively influences the
intention to use innovation (Alwahaishi and Snášel, 2013; Carlsson et al., 2006). It is,
therefore, posited that:
H1: Performance expectancy has a positive effect on the merchant’s intention
to adopt plastic money
Effort expectancy is the user’s perceived easiness or difficulty in using technology or
innovation (Venkatesh et al., 2012). In the context of this study, effort expectancy is
construed as the extent to which merchants perceive that using or accepting plastic
money will be easy, requires less effort and commitment. If merchants perceive that
adopting plastic money will be less stressful, they are likely to adopt or accept it.
However, if merchants believe that accepting plastic money requires much
commitment, they may resist its usage. Previous studies have reported that the higher
the effort expectancy, the higher acceptance of a technology (Alwahaishi and Snášel,
2013; Harsono and Suryana, 2014). It is, therefore, hypothesised that:
H2: Effort expectancy has a positive effect on the merchant’s intention to adopt
plastic money
Normative compliance refers to the extent to which a user perceives that important
parties believe that the user should adopt a technology or innovation. It is concerned
with socio-environmental factors spurring users to adopt technologies (Venkatesh et
al., 2003; Venkatesh et al., 2012). In this study, normative compliance refers to the
extent to which merchants are influenced to adopt plastic money by other merchants
or entities that they consider important. These entities can be merchants’ major
customers, trade associates or suppliers. Findings from previous studies show that
normative compliance positively influences the adoption of an innovation (Alwahaishi
and Snášel, 2013; Harsono and Suryana, 2014). Therefore, it is plausible to assume
that:
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H3: Normative compliance has a positive effect on the merchant’s intention to
adopt plastic money
Facilitating conditions refer to things required to be in place to enable the user to adopt
a technology or innovation. Such things include organisational infrastructure,
resources, know-how and supportive management that act as enablers of the adoption
of an innovation. The absence of facilitating conditions makes it difficult for the user to
adopt an innovation (Harsono and Suryana, 2014). In this study, facilitating conditions
represent circumstances that must be in place to enable the smooth adoption of plastic
money by the merchants. Prior research found that the presence of facilitating
conditions enhanced the adoption of an innovation (Alwahaishi and Snášel, 2013;
Harsono and Suryana, 2014). It is, therefore, posited that:
H4: Facilitating conditions have a positive effect on the merchant’s actual usage
of plastic money
In the context of this study, behavioural intention refers to the motivational factors to
use technology or innovation. Actual usage refers to the extent of usage of technology
or innovation. In marketing, behavioural intention is sometimes used as a proxy for
actual buying behaviour (Phillips, 2021). Similarly, prior research findings show that
behavioural intention positively influences use behaviour (Alalwan et al., 2016;
Makanyeza and Mutambayashata, 2018). Therefore, it is hypothesised that:
H5: Behavioural intention has a positive effect on the merchant’s actual usage
of plastic money
Based on the foregoing research hypotheses, the conceptual framework of the study
is presented in Figure 1.
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Figure 1: Conceptual framework
3. RESEARCH METHODOLOGY
3.1 Questionnaire design and measures
A structured questionnaire was used to collect data. The questionnaire had seven
sections, namely general information about the respondents, performance expectancy
(PE), effort expectancy (EE), normative compliance (NC), facilitating conditions (FC),
behavioural intention (BI) and actual usage (AU). General information about the
merchants included gender, age, number of employees, monthly turnover, sector, and
length of operation. Items used to measure the constructs performance expectancy
(PE1 – PE4), effort expectancy (EE1 – EE4), normative compliance (NC1 – NC3),
facilitating conditions (FC1 – FC7), behavioural intention (BI1 – BI4) and actual usage
(AU1 – AU5) were derived from Venkatesh et al (2003) and Venkatesh et al (2012)
and were modified to suit the context of this study. Respondents were asked to rate
the extent to which they agreed with the statements measuring all the constructs
except actual usage on a Likert scale with the following response categories: 1 =
strongly disagree, 2 = disagree, 3 = neither agree nor disagree, 4 = agree, 5 = strongly
agree. The response points for actual use behaviour were as follows: 1 = very rarely,
2 = rarely, 3 = occasionally, 4 = often, 5 = very often.
3.2 Sampling and data collection
The target population comprised 200 licensed merchants operating in the town of
Chinhoyi (Chinhoyi Municipality, 2018). Chinhoyi was conveniently selected due to
minimal travel costs since the researchers were residents in the town. Based on a
positivist research philosophy and a quantitative strategy (Saunders et al 2016), the
study adopted a cross-sectional survey design (De Vaus, 2014). As such, the
questionnaire was distributed in person to all the 200 merchants in Chinhoyi because
the population was relatively small considering that the study is quantitative. The unit
of analysis was the merchant’s manager or the person in charge of the merchant. Data
collection was conducted in March 2018. The questionnaire was self-administered.
The respondents were given about three weeks to complete the questionnaire. Out of
the 200 distributed questionnaires, 173 were returned and usable. This gave a
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response rate of 86.5%. This response rate is considered adequate for surveys of this
nature (Saunders et al., 2016).
Most of the respondents (72.3%) were males compared to females (27.3%). Very few
respondents (0.6%) were aged 18-20 years, most of the respondents (65.9%) were
aged 21 to 40 years and a reasonable proportion of the respondents (33.6%) was
aged 41-60 years. The majority of the respondents (95.4%) employed less than 50
people while the minority of the respondents (4.6%) employed 50 or more people. In
terms of turnover, 67% of the respondents were generating an average monthly
turnover of less than US$20 000 per month, 19.1% were generating between US$20
000 and US$50 000 per month and 13.9% were generating more than US$50 000 per
month. In terms of the sector in which the respondents were operating, 67.6% were in
the retail sector, 22% were in the manufacturing sector and 10.4% were in the financial
services sector. In terms of the length of operation, 37% of the respondents have been
in existence for not more than five years, 27.2% for six to 10 years and 35.8% for more
than 10 years.
4. ANALYSIS AND RESULTS
4.1 Scale validation
The measurement scale was validated using normality test, non-response bias test,
common methods bias (CMB) test, convergent validity, and discriminant validity
analyses.
When testing relationships between independent and dependent variables, it is a
requirement that data be normally distributed. In this regard, data normality was
assessed by checking the normal Q-Q plots and computation of the Z scores in SPSS
version 26. The Q-Q plots were consistent with a normal distribution. Similarly, the Z
scores ranged between −2.58 and +2.58, significant at p ˂ 0.001, denoting that data
were normally distributed (Field et al., 2012; Pallant, 2010; Razali and Wash, 2011).
Armstrong and Overton (1977)’s approach was used to assess non-response bias. As
such, the means of the three waves (1st, 2nd,and 3rd) of the responses were compared
in SPSS version 26. Results show that non-response bias was not a threat to this
study as there were no significant differences in the means.
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CMB is another potential threat in surveys where the collection of data involving both
independent and dependent variables is done from the same respondents. Exploratory
factor analysis was performed in SPSS version 26. No single factor explained more
than 50% of the variance. This suggests that CMB was not an issue in this study
(Ankitha and Basri, 2019).
The measurement model was evaluated using Maximum Likelihood Estimation (MLE).
Results confirmed the presence of convergent validity. The measurement model fit
indices were within acceptable limits. The Normed Chi-square/DF (CMIN/DF) was
2.651, the values of Goodness of Fit Index (GFI), Adjusted GFI (AGFI), Normed Fit
Index (NFI), Tucker-Lewis Index (TLI) and Comparative Fit Index (CFI) ranged
between 0.915 and 0.957, while the Root Mean Square Error of Approximation
(RMSEA) was 0.047 (Hair et al., 2010; Hooper et al., 2008). Standardised factor
loadings for all the items ranged between 0.6 and 0.78, all critical ratios were large
(˃2) and significant at p < 0.001, Cronbach’s alpha values ranged between 0.79 and
0.88 while average variances extracted (AVEs) for each of the constructs were bigger
than 0.5 (Bagozzi and Yi, 1988; Nunally, 1978; Segars, 1997).
Results for discriminant validity were satisfactory. AVEs were pitted against squared
inter-construct correlations. AVEs were found to be bigger than their corresponding
squared inter-construct correlations (Fornel and Larcker, 1981; Segars, 1997).
4.2 Structural equation modelling
Using the MLE, structural equation modelling was performed in AMOS version 26 to
test the hypothesised relationships. The structural model had a good fit in the sense
that the value of χ2/DF was 2.73, the values of GFI, AGFI, NFI, TLI and CFI ranged
between 0.912 and 0.953, while the value of RMSEA was 0.046 (Hair et al 2010;
Hooper et al 2008). Table 1 summarises the results of the hypotheses tests.
Table 1. Results of hypotheses tests
Hypothesis

Hypothesised relationship

H1

Performance expectancy → Behavioural
intention

H2

Effort expectancy → Behavioural intention
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1.149ns

Remark
Supported
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H3

Normative compliance → Behavioural intention

.353

5.113***

Supported

H4

Facilitating conditions → Actual usage

.354

5.441***

Supported

H5

Behavioural intention → Actual usage

.612

8.494***

Supported

***

Notes: SRW standardised regression weight, CR critical ratio, significant at p < 0.001,
in

significant

As shown in Table 1, results show that performance expectancy and normative
compliance each positively influenced the merchants’ behavioural intention to use
plastic money. Therefore, H1 and H3 were supported. Facilitating conditions and
behavioural intention were also found to positively influence the merchants’ actual
usage of plastic money. Therefore, H4 and H5 were supported. Effort expectancy was
found to have an insignificant influence on the merchants’ behavioural intention to use
plastic money. Therefore, H2 was not supported.
5. DISCUSSION AND IMPLICATIONS
The study was conducted against the backdrop of merchants in Chinhoyi not fully
embracing the use of plastic money despite cash shortages and the Zimbabwe
Government’s interventions and advocacy on plastic money usage. More so, there is
a paucity of studies that have especially investigated the merchants’ adoption of plastic
money in Zimbabwe and other developing contexts. Most of the studies focused on
factors influencing the adoption of such innovations from the consumer’s point of view
(Diza et al., 2017; Kaseke, 2012; Makosana, 2014; Munyoro and Matinde, 2016;
Nyakuedzwa et al., 2014; Sakarombe and Marabada, 2017). The findings of the study
have implications for theory, policy, and future research.
5.1 Implications for theory
The study found that performance expectancy positively influences merchants’
behavioural intention to adopt plastic money. This suggests that when merchants
perceive that they will benefit from adopting plastic money in terms of, for example,
more efficient receipting of payments from the customers or increased returns, they
are likely to adopt plastic money. Performance expectancy is considered the most
important factor in the adoption of innovations (Kijsanayotin et al., 2009; Nyakuedzwa
et al., 2014; Venkatesh et al., 2012). Likewise, this study found that performance
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expectancy had the greatest effect (SRW = 0.431) on merchant’s behavioural intention
to adopt plastic money.
Effort expectancy was found to have an insignificant effect on merchants’ behavioural
intention to adopt plastic money. This contradicts findings from prior studies such as
Alwahaishi and Snášel (2013), Harsono and Suryana (2014), Venkatesh et al. (2003)
and Venkatesh et al. (2012). Thus, despite merchants perceiving that using or
accepting plastic money will be less stressful, ease and requires less effort and
commitment, this does not translate into the acceptance of plastic money.
The study found that normative compliance has a positive effect on merchants’
behavioural intention. This suggests that merchants can adopt plastic money if they
perceive that other important stakeholders such as competitors, major customers,
major suppliers, and trade associates and partners endorse the adoption of plastic
money. This is in line with findings from prior research (Alwahaishi and Snášel, 2013;
Harsono and Suryana, 2014).
Facilitating conditions were found to positively influence merchants’ actual usage of
plastic money. This suggests that the presence of such plastic money adoption
enablers as suitable organisational infrastructure, resources, know-how and
supportive management increase the usage of plastic money. This finding
corroborates findings from previous studies (Alwahaishi and Snášel, 2013; Harsono
and Suryana, 2014).
Merchants’ behavioural intention has a positive effect on the actual usage of plastic
money. This finding joins the bandwagon in research where behavioural intention has
been reported to positively influence use behaviour (Alalwan et al., 2016). As such,
behavioural intention is sometimes used as a proxy for actual purchase behaviour in
marketing practice (Phillips, 2021).
5.2 Implications for policy
Plastic money plays a critical role in any economy. Understanding the factors that
influence its adoption by merchants is equally important as this provides key strategic
considerations for enhancing the adoption of plastic money. This section provides
recommendations on what can be done to increase the adoption of plastic money.
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Given that performance expectancy positively influences merchants’ behavioural
intention to adopt plastic money, there is a need to emphasise the benefits derived
from adopting plastic money. RBZ and banks should appeal to merchants on the
benefits of adopting plastic money. They can do this by educating merchants on how
plastic money usage can be beneficial in terms of the increased possibility of achieving
a company’s objectives, efficient and secure transacting, and increased returns.
With normative compliance positively influencing merchants’ behavioural intention to
adopt plastic money, policymakers can leverage on this finding. The promotion of
plastic money should be extended to include many players such as the general public
and should focus on key stakeholders upstream and downstream of the whole supply
chain. For example, if major customers and suppliers of merchants emphasise
transacting using plastic money, merchants are likely to adopt the use of plastic
money. The use of plastic money should be emphasised at every stage of the supply
chain so much that not accepting plastic money will be disadvantageous to the
merchant in terms of loss of customers and business.
Facilitating conditions also play a critical role in enhancing merchants’ usage of plastic
money. Therefore, RBZ, banks and other key stakeholders should work together to
ensure that conditions are conducive for merchants to increase usage of plastic
money. Things that should be put in place include network coverage, reasonable cost
of acquiring such gadgets as POS machines and usage of plastic money, sufficient
support from banks, availability of electricity and incentives.
6. CONCLUSION
The study was conducted to investigate factors influencing merchants’ adoption of
plastic money in Chinhoyi, Zimbabwe. Based on UTAUT, the study tested factors
influencing merchants’ adoption of plastic money, namely performance expectancy,
effort expectancy, normative compliance, facilitating conditions and behavioural
intention. The study found that performance expectancy and normative compliance
each had a positive effect on merchants’ behavioural intention to use plastic money.
Facilitating conditions and behavioural intention were each found to positively
influence the merchants’ actual usage of plastic money. Effort expectancy did not
significantly influence merchants’ behavioural intention to use plastic money. The
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study discussed implications for theory and policy and also proffered future research
directions.
This study has limitations that shape the direction for future research. The study is
based on merchants in one city in Zimbabwe. It may be useful to conduct similar
studies in other cities and towns in Zimbabwe and even in other developing countries
to have a more generalised understanding of the factors that influence merchants’
adoption of plastic money. Likewise, it is recommended that further studies use a
qualitative research methodology to explore other factors that can influence
merchants’ adoption of plastic money apart from those proposed by UTAUT.
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Abstract
Artificial intelligence (AI) involves the analysis of big data to allow a machine to reason,
learn and problem-solve. Large investments are currently being made by businesses
to improve the use of AI in their operations. However, the use of AI in business poses
many new governance challenges. Furthermore, with consumers maintaining that
businesses have a responsibility to improve society means that now more than ever,
businesses need to remain accountable for their actions when using AI. This paper
examines the literature to identify the current governance and AI gap from a South
African perspective. The findings indicate that most policies and statements are
generated in the global north, whereas the global south is largely absent. It was also
noted that each nation should create its own set of principles and frameworks to reflect
their local systems, values and laws. The paper highlights the need for a South African
governance framework for businesses that involves business leaders. This framework
should specify the ethical requirements that should be addressed to create a
conducive ethical AI environment within business, and through this process, clarify
what constitutes ‘ethical AI’, how AI governance should be implemented, and by
whom.
Keywords: Governance, Artificial Intelligence, Risk, Machine learning, Natural
Language Processing, Ethics
INTRODUCTION
Artificial intelligence is a broad field that encompasses computer science, psychology,
philosophy, linguistics, and many other areas of study (Deloitte, 2018). AI involves the
analysis of big data to allow a machine to reason, learn and problem-solve (Haenlein,
and Kaplan, 2019, p.4). These faculties of reasoning, learning and problem-solving
have attracted the attention of businesses, which have started to harness the vast
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future possibilities of AI (Mittelstadt, Allo, Taddeo, Wachter and Floridi, 2016, p.1).
Large investments are currently being made by businesses to improve the use of AI
in their operations (Crawford, Dobbe, West, Kak, Sánchez, Green, Raji, Kaziunas,
McElroy, Fried, Schultz, Rankin, Whittaker, Richardson and Dryer, 2019). According
to Deloitte (2018), 37% of businesses using AI have invested more than US$5 million
into cognitive technologies, namely, machine learning (ML) and deep learning (DL).
Deloitte (2018) adds that 83% of business that have made significant investments into
developing AI have reported moderate to substantial benefits. These companies
envisage that AI will enhance their current product offerings, optimise their internal
operations and even improve business decisions (Edelman, 2019).
Burgess (2018) elaborates that companies such as PayPal and HSBC are using ML
to detect and limit fraudulent transactions while insurance companies such as Axa are
using ML to limit risk exposure. He adds that retailers such as Otto use ML to better
predict sales and are thus better able to manage their stock. Burgess (2018) also notes
that Natural Language Processing (NLP), a branch of AI, is being used by companies
to enhance procurement processes through various contract optimisations. Lastly,
chatbots with NLP and ML capabilities are used by retailers such as Face Clothing to
optimise customer experience while banks such as the Royal Bank of Scotland use
chatbots to reduce staff time spent on menial tasks (Burgess, 2018).
It is therefore evident that businesses are embracing AI technologies in their day-today operations to make vital business decisions. However, in adopting these new
technologies, there are naturally concerns that may arise. One such concern is linked
to the ethical dilemmas that companies face when using AI to make business
decisions (Ananny and Crawford, 2018; Boddington, 2017; Mittelstadt et al., 2016).
BACKGROUND
There is no doubt that AI will have far-reaching consequences for society (Mittelstadt
et al., 2016). Decision-making that was normally left to humans is now increasingly
being handed over to AI, and more specifically, to various algorithms (Mittelstadt et
al., 2016). The gap between design and implementation is where the ethical dilemmas
will be encountered (Mittelstadt et al., 2016). Thus, according to Boddington (2017),
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the use of AI in business has brought to the fore many new ethical challenges such as
job loss, transparency and control. Job loss is one of the major ethical concerns; the
McKinsey Global Institute (2019) reports that by 2030, about 800 million people will
lose their jobs to AI. In addition, the opaque nature of AI results in transparency issues,
giving rise to accountability and responsibility concerns. Lastly, control as an ethical
concern is an issue that affects public trust and thus is brought to the fore through the
use of AI. The lack of control over AI means that it is difficult if not impossible to
determine who is accountable and responsible for actions taken through an AI system
that could cause undue harm to users. However, some ethical concerns are not unique
to AI but are simply augmented by the use of AI. These concerns include prediction
problems, interfacing with society and culture or manipulating data and complex
systems (Boddington, 2017). Burri (2017) cautions that it may not be possible to
explain some of these ethical dilemmas to machines due to incomplete or inconclusive
data. Consequently, this will require ethical governance codes or frameworks to be
built into businesses to guide the use of AI (AI Now Report, 2019). AI may also result
in anti-trust behaviour, as indicated by the European Union (Ross, 2017). There may
be new forms of collusion and barriers to entry (Ross, 2017). Markets may be
confronted with machines that artificially inflate prices, unbeknownst to their operators
(Ross, 2017). Tech giants holding massive customer data sets could gain an unfair
advantage in a market (Ross, 2017).
These ethical dilemmas arising from the use of AI could have a profound impact on
the growth and survival of businesses. According to the 2019 Edelman Trust
Barometer, three-quarters of consumers today refuse to buy from unethical companies
while 86% maintain they are more loyal to ethical companies (Edelman, 2019). In a
Salesforce 2019 Ethical Leadership and Business survey on AI, 93% of consumers
maintain that businesses have a responsibility to positively influence society
(Salesforce, 2019). These growing public perceptions mean that now more than ever,
businesses need to remain accountable for their actions and how they behave through
the use of AI (Socher, 2019).
Thus, when a business starts using AI to make decisions, it is imperative to have a
robust governance framework in place to address any ethical dilemmas that may arise.
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(AI Now Report, 2019). Such measures will safeguard the reputation of the business
as a good social corporate citizen (AI Now Report, 2019; Socher, 2019). The
application of ethical and governance frameworks within the business world is well
documented and researched. Over the course of time, many frameworks and codes
of ethics have been developed for businesses in a variety of fields (Rossouw & Van
Vuuren, 2018). The King Code on corporate governance is one such example of an
ethical code that has been widely adopted by businesses in South Africa. This code
brings to the fore ethical leadership, which involves principles such as integrity,
transparency and prevention (KPMG, 2020). These principles are being applied by
business leaders to inform decision-making and create an ethical culture within the
organisation (BDO, 2017). Additionally, various professional bodies have ethical
guidelines for their members. One such example is the code of professional conduct
issued by the South African Institute of Chartered Accountants (SAICA); this code
guides the ethical conduct of South African chartered accountants. Now, with the
introduction of AI into business, new complexities in decision-making have arisen with
regard to ethics (Boddington, 2017). These complexities require research to be
conducted and new frameworks to be created to determine how AI can be used in
business and still be ethical (Boddington, 2017). These frameworks would guide
individuals making business decisions—just as the King Code or the SAICA code have
provided guidance over a number of years.
OBJECTIVE
The objective of this study is to identify the current governance and AI gap from an
ethical perspective. This is achieved by pursuing two sub-objectives. The first is to
identify the ethical AI concerns that arise due to the use of AI. The second is to identify
the current governance and AI ethical initiatives that are taking place globally. By
addressing these two sub-objectives, the current governance and AI gap is identified.
METHODLOGY
The method of this study is a documentary analysis. This method involves the
systematic review or assessment of documents. Similarly, to other analytical methods
in qualitative research, document analysis requires data to be examined and
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interpreted to draw meaning and create knowledge (Corbin and Strauss, 2008).
Document analysis involves scanning, reading, and interpretation of documents. This
iterative process of scanning, reading, and interpretation results in a thematic analysis.
Thematic analysis results in pattern recognition from the data. (Fereday and MuirCochrane, 2006).
In this study, documentary analysis was used to review the literature and identify
concerns that arise due to the use of AI. Through this process, various categories were
established that ultimately resulted in themes. These themes consisted of concerns
that arise from the use of AI. Once these themes were established, a documentary
analysis of literature was undertaken to identify the current global initiatives and the
governance gaps.
The documentary analysis approach has inherent shortcomings. One such
shortcoming is its subjective nature. In addition, the approach only reflects the
literature that was available to the researcher based on various databases and Google
searches. This shortcoming could result in other documents being excluded.
IDENTIFYING AND MAPPING ETHICAL CONCERNS: A DOCUMENTARY
ANALYSIS OF LITERATURE
AI and ethics is a relatively new field compared to other areas of study (Müller, 2020).
There are a few well-established points of view but no authoritative overviews (Müller,
2020). The limited literature that is available suggests that there are many concerns
regarding the use of AI from an ethical perspective that a business may face
(Mittelstadt et al., 2016; Müller, 2020). These concerns include the transparency of
algorithms (Barry-Jester, Casselman and Goldstein, 2015; Wachter, Mittelstadt and
Floridi, 2017; Pleiss, Raghavan, Wu, Kleinberg and Weinberger, 2017), machine bias
(Arcas, Mitchell and Todorov, 2017; Crawford, 2017; Domingos, 2017; Feller, Pierson,
Corbett-Davies and Goel, 2016), data privacy and the use of data (Danaher, 2015 Hill,
2017; Institute of Electrical and Electronics Engineers, 2016), societal inequalities and
jobs losses (Burton, 2016; Chui, Manyika and Miremadi, 2016; Hudson, 2017;
Mukherjee, 2017; O’Neil, 2016; Rahwan, 2017; Robinson and Koepke, 2016), and
lastly, traceability and control (Danaher, 2015; Elish, 2019).
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Furthermore, large corporations, academia, working groups and even countries have
undertaken to establish ethical practices for the use of AI. In a 2019 study of global
initiatives, Jobin, Ienca and Vayena (2019) singled out 84 specific documents that
contain ethical guidelines for the use of AI. The study identified overarching ethical
values and principles in each of these documents that facilitate the creation of an
ethical AI environment. Table 1 below summarises the principles that were identified,
explains each principle and indicates the number of documents in which the principle
was mentioned. The table also matches each principle to the broad ethical AI concern
that was noted in the literature review above.
Table 1: Global ethical guidelines for the use of AI
Principle

1

Explanation

Number

of

AI

Ethical

mentions

Concern

73

Transparency

68

Machine Bias

private

47

Data Privacy

Non-

Non-maleficence, security, safety,

60

Use of Data

maleficence

harm,

13

Societal

Transparency

Transparency,

explainability,

explicability,

understandability,

interpretability,

communication,

disclosure, showing
2

Justice

and

Fairness

Justice,

fairness,

consistency,

inclusion, equality, equity, (non-)
bias,

(non-)discrimination,

diversity, plurality, accessibility,
reversibility,

remedy,

challenge,

redress,

access,

and

distribution
3

Privacy

Privacy,

personal

or

information
4

protection,

precaution,

prevention, integrity (bodily or
mental), non-subversion
5

Dignity

Dignity

Inequalities
6

Beneficence

Benefits, beneficence, well-being,
peace,

social

good,

common

good

41

Job

Losses,

Societal
Inequalities
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7

Responsibility

Responsibility,

accountability,

60

liability, acting with integrity

Traceability
and control

Source: Adapted from Jobin, Ienca and Vayena (2019)
As shown in Table 1, there is global consensus amongst scholars that there are
numerous ethical principles that need to be adopted by AI users to create an ethical
environment. This is clearly reflected by the number of times a principle has appeared
in a document.
Mittelstadt et al. (2016) classify these ethical concerns into two categories: epistemic
and normative. Epistemic concerns are inherent within the knowledge of AI whereas
normative concerns stem from the use of AI. Epistemic concerns, according to
Mittelstadt et al. (2016), have three sub-categories: inconclusive evidence, inscrutable
evidence and misguided evidence. Normative concerns have two sub-categories:
unfair outcomes and traceability.
EPISTEMIC CONCERNS
Inconclusive evidence
Inconclusive evidence relates to conclusions drawn by algorithms using inferential
statistics and/or ML techniques, which produce probable yet unavoidably uncertain
knowledge (Mittelstadt et al., 2016). Recognising this limitation is vital as one should
always consider the risk of being incorrect and its relation to one’s epistemic
responsibilities (Miller and Record, 2013).
Inscrutable evidence
It is reasonable to expect that when data is used as an input, there is a correlation
between the data and the conclusions drawn and that these correlations should be
accessible to scrutiny or critique (Mittelstadt et al., 2016). This is, however, not the
case with ML, where there is a lack of knowledge as to the data points used and how
these are interpreted (Mittelstadt et al., 2016). This creates practical and principle
limitations (Mittelstadt et al., 2016).
Misguided evidence
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The old adage ‘garbage in, garbage out, applies here. The output of information is
dependent on the input of data (Mittelstadt et al., 2016).
NORMATIVE CONCERNS
Unfair outcomes
Algorithms that produce well-argued, conclusive evidence could still be regarded as
ethically inappropriate as the actions taken could be discriminatory (Mittelstadt et al.,
2016). Moreover, the mere use of AI technology could result in unfair outcomes.
Traceability
The harm that could be caused by algorithms is difficult to detect and the cause is not
easy to find. It is even more difficult to determine who should be held accountable
(Mittelstadt et al., 2016).
Thus, the figure below maps the ethical concerns that businesses could encounter for
which governance requirements should be developed. This mapping is informed by
the concerns noted in literature and the debate argued by Mittelstadt et al. (2016).
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Figure 1: Mapping the ethics debate
Source: Adapted from Mittelstadt et. al. (2016)
Form Figure 1, it is clear that various themes emerge with regard to ethical concerns
arising from the use of AI. These include opacity, machine bias, data privacy, use of
data, societal inequalities, job losses, traceability and control. The reoccurrence of
these themes in most of the research confirms that numerous ethical concerns are
likely to arise when businesses introduce AI into their operations.
IDENTIFYING THE AI GOVERNANCE GAP WITH REGARD TO CONCERNS: A
DOCUMENTARY ANALYSIS OF LITERATURE
A literature review of global initiatives revealed that there is a growing number of
governance frameworks being developed worldwide. Promising developments have
taken place such as the work of Taddeo and Floridi (2018) on how AI can be a force
of good. Furthermore, Walsh (2018), in his book Machines that Think, focuses on the
future of AI and its impact on our lives. There is also Bryson’s (2019) research on the
past decade and the impact that the future of AI will have on society. Lastly,
Whittlestone, Nyrup, Alexandrova, Dihal and Cave (2019) discuss ethical and societal
implications of algorithms, data and AI.
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Thus, this study conducted a review of the various global AI and ethics reports
recommendations to map the current research gaps. This review revealed that there
is still much research that needs to be done in the field of AI governance and ethics.
The discussion now turns to the two themes that emerged from the report
recommendations linked to the research gap in this field from a South African
perspective.
The first theme is that each nation needs to develop its own set of governance
principles. The European Commission's High-Level Expert Group (2018) recommends
that it is essential for all nations to develop their own ethical guidelines. The AI4People
Report (2019) bears a similar message, stating that their document represents a
European approach, and that other cultures should develop their own approach. The
Institute of Electrical and Electronics Engineers (2016) has also noted that each nation
should be involved in creating its own set of principles and should develop frameworks
around these principles that reflect their local systems, values and laws. The AI Now
Report (2019) emphasises that most policies and statements are generated by the
global north, whereas the global south is largely absent. Furthermore, when these
reviewed guidance reports were mapped globally, it became evident that most ethics
guidelines were also released in the global north (AI Now Report, 2019; Jobin et al.,
2019). The major role players in creating these documents included the United States
(21), the European Union (19), the United Kingdom (13) and Japan (4) (Jobin et al.,
2019). This is displayed in Figure 2 below.
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Figure 2: Geographic distribution of ethical guidelines
Source: Jobin, Ienca and Vayena (2019)
As can be clearly seen in Figure 2, Africa does not have one representation from an
ethical AI perspective. What may seem ethical in the global north may not be ethical
in the global south and the same goes for governance requirements (AI Now Report,
2019). Ultimately, this creates a unique opportunity for the global south, and more
specifically, for South Africa, to determine which ethical requirements are necessary
for businesses to adopt, and in the process, determine the governance requirements
to create a conducive AI environment. This process will give a clearer understanding
of what constitutes ethical AI from a South African perspective.
The second theme that emerged from the recommendations of the reviewed studies
relates to business leaders and their responsibility. The AI Now Report (2019) states
that there are many ethical AI policies for business, however, there is a lack of clarity
on exactly which ethical requirements should be adopted, what constitutes ethical AI,
how AI ethics should be implemented, and by whom. This is further echoed by Jobin
et al. (2019), who state that despite the apparent overarching agreement that AI should
be ‘ethical’ and the principles that need to be adopted to govern AI, there is still debate
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as to what exactly constitutes ‘ethical AI’, which ethical requirements should be
addressed, how these requirements should be governed and by whom. The AI Now
Report (2019) further mentions that corporate boards need to take responsibility for
the ethical implications of their companies’ AI technologies to provide clarity on these
points. The Malicious Use of AI (2019) Report argues that business leaders are in a
perfect position to shape a new ethical landscape by formulating ethical standards,
norms and expectations. The Malicious Use of AI (2019) contends that a broad
spectrum of business leaders should be involved in this process. The AI Now Report
(2019) also stresses the importance of business leaders in steering this process, which
should not only be left to engineers.
Thus, there is a clear need to create a South African governance framework for
businesses, which involves business leaders. This framework should first and
foremost specify the ethical requirements that should be addressed to create a
conducive ethical AI environment within business, and through this process, clarify the
issue of what constitutes ‘ethical AI’, how AI ethics should be implemented, and by
whom.
CONCLUSION
Thus, this study provides insights into the current research gaps on governance and
AI. The study outcomes add to the current body of knowledge from a South African
perspective, namely, the identification of ethical concerns arising from the use of AI
and the mapping of those concerns and identifying the current governance ethical AI
gap from a South African perspective.
Furthermore, if a South African business introduces AI into its operations without
considering the ethical dimensions of its use, this could have negative repercussions
on the organisation. Moreover, if a governance framework is simply imported from the
global north, it may fail to take into account societal norms or other considerations
unique to the South African context. Furthermore, business leaders should be involved
in the creation of such a framework, and not just engineers or IT personnel. This study
therefore makes the following recommendations.
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Firstly, an in-depth literature review of the ethical AI concerns should be undertaken
to further map the ethical debate. Once that is completed, current governance
practices should be identified to create a governance framework that includes a clear
definition of AI, the governance requirements that should be implemented and who
should be held responsible for overseeing these requirements from a South African
perspective. This should be achieved by obtaining consensus from South African
business leaders. Secondly, the current gap and the recommendations identified in
the study suggest that South Africa needs to create a governance framework that can
be used within its context, and that is created with the involvement of business leaders.
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Abstract
The feasibility of interoperability of mobile money operators (MMOs) at platform level
has always been daunting in the face of regulatory and market barriers which stifle
innovation, customer sovereignty and drive operational costs which ultimately hinder
economic growth and poverty alleviation, especially in developing countries. The
impetus for financial inclusion and poverty alleviation, places a strong demand on
stakeholders, including scholars and policymakers, to proffer strategies that foster
economic growth. Substantial evidence has shown that conflicting organizational
priorities and mistrust amongst competitors can make it difficult for operators to
collaborate even when the benefits of interoperability are apparent. The availability of
ICT infrastructure is highly uneven and fragmented among the three MMOs and cash
struggles are real in Zimbabwe, thus necessitating the need for interoperability. The
paper explores the possibility of platform interoperability in cash-strapped Zimbabwe.
A quantitative approach was adopted using a Poisson regression model. The research
delineates five major drivers of platform level interoperability and provides interesting
insights into the realities of platform interoperability. The results show that the
probability of interoperability is increased by technological advancement, security, and
shared infrastructure among the mobile money network providers. Findings show that
the chances of platform interoperability of mobile money network providers in
Zimbabwe are dampened by service cost and government regulation policies which
are used as competitive advantage strategies by all the three firms and the regulator.
The study has implications for financial regulators and the MMOs.
Keywords: Financial inclusion, Interoperability, Mobile Money Operators, Platform
Level
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1. INTRODUCTION
With the acute cash shortages in the country and Covid 19 restrictions experienced,
mobile money became the last resort for Zimbabweans leading to unprecedented
growth of transactions within the digital financial services industry. Mobile money
offers a wide spectrum of benefits which include 24/7 access to financial services,
ease to use, cost-savings and fewer formalities such as submission of payslip (Mazer
and Rowan, 2016). Mobile money services have taken over traditional banking
services by offering customer-centric services which allow those who do not have
access to an ATM or bank branch to access basic financial services using a phone
(Mashiri et al., 2017). For this reason, mobile money services have been dubbed
‘bridges to cash’ (Eijkman, Kendall, and Mas, 2010). However, in Zimbabwe money
cannot be transferred from one MMO to another, for example, transferring money from
an EcoCash wallet into a Telecash wallet or OneMoney wallet. Given the thrust of the
4th Industrial Revolution (4IR), this situation remains a cause for concern if the primary
goal of mobile money networks is to promote financial inclusion for the financially
excluded population in developing countries.

To curb financial exclusion and ultimately alleviate poverty, there is a need for flexible
packaging of mobile money services. However, the mobile money industry has
operated in silos for a very long time in a continent that has high financial exclusion
levels. There is an indisputable need for collaboration among MMOs and other
relevant authorities to increase financial inclusion. This is referred to as
interoperability, a subject that has stirred huge debates in Africa. Interoperability
simply refers to sending money across networks (Mashiri et al., 2017). It can be
achieved at three different levels named agent level, customer level and platform level
(Mustafa and Sifat, 2018). The latter is the focus of this study. The platform level is
defined as the ability for a customer with an account with a single MMO can
transfer/receive money to/from a different MMO (Koomson et al., 2021; Bourreau and
Valletti, 2015). It provides customers access to financial services irrespective of
holding an account with a single service provider (Jan and Augustina, 2018).
Interoperability is envisaged to enhance innovation and diversity, increase access,
flexibility, and customer choice (Gasser, 2015; Mazer and Rowan, 2016). Karrar and
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interoperability are necessary especially in a developing country setting as they help
obviate financial exclusion. However, competition, sunk costs and the unwillingness
of dominant MNO to collaborate stifle the prospects of interoperability (Mazer and
Rowan, 2016; Dolan, 2009). Studies on interoperability have been conducted in
countries such as Tanzania, Nigeria, Rwanda, Kenya, and Ghana (Bourreau and
Hoernig, 2016) with limited research in the Zimbabwean context.

Zimbabwe has three mobile network operators in the country, Econet, Telecel and
NetOne operating their mobile money platforms; EcoCash, Telecash and OneMoney
respectively (Robb and Vilakazi, 2016). For years, the Zimbabwean government has
been calling for the three MMOs to interoperate without success. Until recently it gave
them an ultimatum in 2018 which again did not yield significant results (Karombo,
2018). In the year 2020, the government issued Statutory Instrument 2020-080
Banking (Money Transmission, Mobile Banking and Mobile Money Interoperability)
Regulations which compels the MMOs to comply. To date, there is no evidence of
integration among the three MMOs despite the new Statutory Instrument. Robby and
Vilakazi (2016) allude to Econet’s lack of incentive to interoperate as a super-dominant
MMO which is near-monopoly in Zimbabwe. They add that the differential tariffs
charged by Econet for transactions with non-registered customers, preclude
interoperability as sending money to a different MMO becomes exorbitant. While
interoperability is vital, there is a consensus that the progress is very slow, and in many
cases efforts to implement it have failed at the pilot phase (Jan and Augustina, 2018;
Mazer and Rowan, 2016). Apart from the different levels, interoperability
implementation processes can be quite complex. They can be achieved by vertical or
horizontal integration, full or partial integration and on a voluntary or mandated basis
(Bourrea and Hoernig et al., 2016; Mahdi et al., 2015). CGAP (2016) acknowledges
that there is no single road to interoperability for countries to build effective
interoperative systems, meaning each country’s system has to be considered at a
domestic level. Hence, this study examines the drivers of platform level interoperability
in the context of Zimbabwe’s financial ecosystem as empirical research on the same
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is scant. Mustafa and Sifat (2018) stress the lack of conclusive evidence regarding the
prospects and implementation of interoperability. This study is also motivated by
Karrar et al. (2015) who called for research on the development of mobile money
ecosystems in developing countries.
2. LITERATURE REVIEW
2.1 Theoretical framework
Reuver et al. (2014) emphasise that the concept of platform interoperability is still at
infancy in business strategy and economics literature. This is evidenced by the limited
literature on the subject. Eaton (2012) defines digital platforms as huge complex
information systems that permit interaction and use of shared data resources among
agents. The collective action theory explains how firms come together for a common
goal, thus collaborating even when the incentives are not commensurate with the costs
involved (Reuver et al., 2014). IGC (2016) says interoperability helps improve the
value proposition of mobile money, by increasing customer benefits. If networks are
interconnected, fees are expected to be lower, and money can be kept in mobile
wallets (CGAP, 2016).
Interoperability is viewed as a catalyst for growth (GSMA, 2012) in the mobile money
industry and the economy at large. Although the implementation of platform
interoperability is germane, its benefits have not been reciprocated with high
implementation levels. Several obstacles to the commencement or continuity of
platform interoperability are acknowledged in the literature. The Unified Model of
Electronic Government Adoption (UMEGA) highlight factors such as trust, perceived
risk, performance expectancy, facilitating conditions, effort expectancy and social
influence as impediments to successful adoption of e-technologies (Dwivedi et al.,
2017). This raises the questions: What issues contribute to the complexity of platform
interoperability? What are the forms and drivers of mobile money interoperability?
What are the chances of its successful implementation for long term use?
2.2. Platform level interoperability
Interoperability is increasingly becoming an important issue not only on the African
continent but globally as well. The US Department of Defence has defined it as ‘‘the
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condition achieved among communications-electronics systems or equipment when
information or services can be exchanged directly and satisfactorily between them
and/or their users (Rezaei, Chiew, Lee and Alee, 2014). Mallek et al. (2012) believe
that the absence of interoperability would be a barrier to collaborative work in both
private and public collaborative processes. The Zimbabwean government seems to
share the same sentiments, and hence the introduction of the mandated
interoperability through the statutory instrument for interoperability. The idea is to allow
customers of one network account to transact with a customer of another network
account. This process is one of the arms of integration referred to as platform level
interoperability (AFI, 2014). Combining mobility and connectivity would help users
benefit from having access to all network services anytime and anywhere (Ammari,
2006). However, mandated interoperability has both economic and social costs as the
solution imposed by the government may not be the most cost-effective (Bourrea and
Hoernig et al., 2016). This could probably be one of the reasons why to date the
Zimbabwean MMOs have not interoperated at a platform level.

Manzaroli et al. (2010) highlight some of the challenges to interoperate which include;
lack of a shared data storage and communication exchange methods among the
MMO. They add that the integration of different components can be formidable
because of the complexities involved. The success of interoperability has been treated
with scepticism given the heterogeneity of systems and devices used by MMOs.
Mustafa and Sifat (2018) identified three key elements of interoperability which are
technical integration, business agreements and the governance of interoperability.
The authors lament the bias placed towards the former by national governments while
neglecting the business agreements and governance aspects as it stifles the progress
of interoperability. Manzaroli et al. (2010) emphasize that achieving interoperability is
a hurdle as early adopters are penalised by negative network externalities and firstmover disadvantages that have led to retarded progress, limited success, or complete
failure. Pierre et al. (2015) found only a semblance of interoperability in the majority of
46 countries reviewed. It suffices to say that although interoperability is a fundamental
requirement for the success of financial inclusion, the sophistication and complexity of
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the process pose fears to its adoption. The unresolved differences among MMOs slow
down efforts to bank the unbanked and eradicate societal inequalities.
2.3 Drivers of interoperability
The progress of interoperability is still nascent, and an examination of factors that drive
it would be critical to increase the volume of mobile money transactions and promote
financial inclusion.
2.3.1 Technology
Technology can either drive interoperability or act as a barrier. Pardo et al. (2012)
emphasize the importance of technological readiness, and technological compatibility
meaning standardised, and interconnective platforms if interoperability is to be
successful. The growth in e-transactions processed through mobile networks requires
information systems that allow systems to interoperate with each other. Traditional
software technologies are limited in terms of coping with distribution and
interoperability for the realisation of such systems (Rezaei et al., 2014). Though agentbased technologies seem to be the interoperability solution, Bellifemine et al. (2001)
argue that agent-based technologies are still immature. GSMA (2012) also indicated
that interoperability inefficiencies are expected as technology changes.
Oyatokun et al. (2013) acknowledge that mobile agent technology is not yet adopted
as a universal solution technique due to its complexity and lack of interoperability.
They stress the need for a common base on which agents from different vendors can
interact and interoperate. Gasser (2015) add that there are risks involved such as
decreased accountability and reduced diversity which breeds anti-competition.
2.3.2 Policy and regulation
In any given country, legislation or policy plays a pivotal role in either promoting or
prohibiting interoperability. CGAP (2016) emphasize the need for good governance,
realistic economic agreements, and sufficient support from policymakers if effective
interoperability is to be achieved. Other countries like Nigeria have made policies that
promote interoperability. According to IFA (2014), the Central Bank of Nigeria (CBN)
mandated interoperability at the technical level for all card- and mobile-based payment
channels. However, an excessive imposition of unfavourable rules may also lead to
600

International Conference in Accounting and Business – 2021
ISBN: 978-0-620-92936-3
regulatory fatigue, thereby stifling interoperability. It is reported that even though
Nigeria compelled all mobile money operators to join a national switch by the
beginning of 2013, it did not yield many results (IGC, 2016). When mobile money was
launched in Indonesia, a regulatory hurdle hampered consumer uptake, but in 2013
when branchless banking guidelines were issued together with regulations on funds
transfer, the situation was eased (Camner, 2013). Understanding and agreeing to a
technical and commercial model to govern the interoperable process is difficult. Mazer
and Rowan (2016) emphasize the need for proper timing of regulatory intervention by
the relevant authorities, although Mustafa and Sifat (2018) argue that there is no
conclusive evidence for the definite time to intervene nor integrate. Nonetheless,
finding a proposition that creates value for all operators is a critical ingredient in
advancing interoperability.

Some countries have allowed the bundling of accounts to minimize liquidity risk. For
example, in Kenya, Safaricom allowed agent interoperability in 2014, by giving access
to Airtel to its network of 85,000 agents. The Competition Authority of Kenya imposed
agent interoperability between all networks IGC (2016). GSMA (2014) stressed the
importance of creating a level playing field for MMOs by the regulators since regulatory
barriers slow down both market uptake and customer adoption” as proven in Nigeria
and Ghana (GSMA, 2014).

According to IFA (2014), the bank card market achieved a significant degree of
interoperability early in its development. This was achieved through the use of a single
national switch for all domestic switching. The industry owns the infrastructure, but it
was driven by direct policy intervention. Of note, is the MTN mobile money network in
South Africa which allows Vodacom customers to open MTN mobile money accounts
on Vodacom sim cards regardless of sim card. However, the not-on-us transactions
fees became significant for customers, together with related transaction costs and
interchange fees were discouraging customers from conducting payment transactions
on another payment institution’s channel. Even though systems were interoperable
and capable of facilitating transactions across networks and channels, the nature of
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the pricing did not encourage usage of those channels, therefore limiting the degree
of interconnection for bank cards. Meanwhile, in Pakistan, despite relatively high levels
of customer usage, there is very little ATM network growth. This suggests that, in
South Africa, controlling interchange fees would not have solved the issue.

Di Castri (2013) explains that there are two main approaches to creating
interoperability: the collaborative approach, and mandating interoperability. Tanzania
has followed the former, while Ghana and Nigeria adopted the latter. Di Castri (2013)
warns regulatory authorities to be wary of policy interventions that can harm the
industry, especially where there is fear of major players losing competitive advantage
to smaller operators.
2.3.3 Security
Security concerns are a critical factor, especially in electronic money transactions.
Pardo et al. (2012) describe a secure environment as that which has appropriate
security protocols for data, servers, applications, networks and all the support systems
in place. Dikaiakos et al. (2009) warn of security threats during distributed application
execution, especially when using a common base. They add that new threats like
hackers can use the virtualised infrastructure to launch new attacks. Gasser (2015)
bemoans the level of a security risk as a result of interoperability. The increased
access points expose personal data to many operators which reduces privacy and
increase chances for security breaches. Dzomira (2014) hints at the rampant increase
of electronic fraudsters and emphasizes the need for robust security measures to
prevent such. Security is the cornerstone of mobile payment (Mallat, 2007) and if
insecure may demean customer confidence and trust (Kim, 2008).
2.3.4 Infrastructural factors
AFI (2014) stressed that platform interoperability creates an environment where
providers can use their competitor’s infrastructure, and thereby leading to agents
having less incentive to build or invest in their agent network. Interoperability requires
substantial resources such as money, physical hardware as well as software for its
success, and lack of these is most common in developing countries like Zimbabwe
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(Lepoutre and Oguntoye, 2017; Rezaei et al., 2014. For instance, it was reported that
NetOne and Telecel were failing to pay interconnection fees to Econet in excess of
US$25 million (TechZim, 2017). Furthermore, Telecel reported Econet to POTRAZ for
unfair competition by barring its agents from doubling also as agents of other
competitors (The Herald, 2014), and such issues can derail progress towards
interoperability.
Literature also highlights the issue of dominating MMOs that will have invested in
infrastructure and unwilling to share the same with other MMOs (Jan and Augustina,
2018; Mazer and Rowan, 2016). The opportunity cost involved in sharing their
extensive infrastructure with small players discourage interoperability as maintaining
their market share seems more rewarding (Pierre et al., 2015). Sharing responsibilities
such as platform costs and building the product line is always problematic (Mazer and
Rowan, 2016). Mustafa and Sifat (2018) argue that the benefits of interoperability are
not always clear to the mobile money service providers, thus impeding the
implementation process. The unresolved differences that exist among these mobile
network operators hamper the global efforts for financial inclusion, yet access to
financial services is an essential component of an efficient economy (Pelletier, 2020).
2.3.5 Macro-economic environment
Though platform interoperability is key to maintaining healthy competition and keeping
prices low, the implementation at the agent level has significant challenges (AFI,
2014). For instance, how the mobile network operators can determine the value
associated with allowing their competitors to transact on their infrastructure and then
price products accordingly. As in South Africa and Pakistan, the pricing of not-on-us
transactions can impact the usage of interoperable systems. Mazer and Rowan (2016)
affirm that expensive interconnection tariffs preclude interoperability. Customers are
likely to be sensitive to such pricing changes, particularly in a market where prices are
already low (AFI, 2014). Therefore, the pricing policy is very crucial for the
establishment of interoperability, and failure to agree to a common price debilitates the
adoption of interoperability. Interoperability has many layers and is affected by several
factors. Its success is not exclusive to technology but a combination of factors
including governance systems (CGAP, 2016).
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3. DATA AND METHODOLOGY
Data was collected using mainly a structured questionnaire and face to face interviews
in October 2019 prior to covid 19 pandemic outbreak. Questionnaires were distributed
to three mobile network providers (Econet, NetOne and Telecel) employees working
in 11 departments namely; business support system, ICT infrastructure, network
optimisation, data services, traditional services, transmission, supply chain, finance,
financial services, public relations and special project and billing. Face to face
interviews were done with each section head to get expert opinions. The study used
an interpretative exploratory research approach. Systematic random sampling was
applied to distribute the questionnaires to employees using employee registers and
conducting interviews. Quantitative data collected was analysed using Poisson
regression which is a count model. Data from interviews was used to support the
interpretation of regression results.
Econet and its subsidiaries had a staff complement of 60 000, of which 5% of them
are in the 11 departments which constitute the target population. NetOne which have
other two subsidiaries (Zimpost and TelOne) has 20 000 employees of which 2% was
the target population. Telecel which does not have any subsidiary shad 500 contract
and 250 permanent employees and 50% constitute our target population. The study
population from the three MMOs was 3 775 and according to Krejcie and Morgan
(1970) table, the sample size should be 373. The 373 questionnaires were distributed
to systematically-randomly selected employees from Econet, NetOne and Telecel.
Proportional sample representation was observed based on the targeted population
characterisation of 79%, 10% and 11% for Econet, NetOne and Telecel, respectively.
To probe for quantitative measures for both dependent and independent variables,
five-point Likert scale questionnaires were administered. The questions sought to
assess the feasibility, support, and preparedness of the individual Mobile Money
Transfer Systems (MMTS) to embrace platform interoperability focussing on six issues
to do with security, government policy, technology, cost, ICT infrastructure and the
macroeconomic environment as explanatory variables. As for the dependent variable,
employees were probed to rate on a scale of 0-5 the probability of having platform
interoperability of the three mobile service providers in terms of providing mobile
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money services to clients. Zero meaning no probability while 5 represented high
probability. Zero ratings were excluded since they do not add value to the study and
only 1-5 rating were used in the analysis. Of the 373 questionnaires distributed 298
questionnaires were completed, giving a response rate of 80%. Purposive sampling
was done with each section head of the 11 departments in each of the three MMOs,
giving a total of 33 in-depth interviews. Statistical analysis was also conducted to
validate the results.
3.1 Regression model
Quantitative data collected was analysed using Poisson regression which is a count
model. Suitability Poisson regression model (PRM) arise from two reasons, 1) we seek
to examine the feasibility of having an MNO platform interoperability not yet in place
thus demanding the use of a probability model and 2) we seek to probe the intensity
of sentiments raises by respondent via the use of a 5-likert scale. According to
Cameron and Trivedi (2005), if the two conditions forming the gist of our study exist a
count model is most appropriate to provide asymptotically unbiased and consistent
estimators for which the final selection between PRM and negative binomial
regression model (NBRM) depends in equi-dispersion test results, which in our case
favoured PRM. Following Gujarati (2013) and Greene (2012) use of linear model or
binary model will yields asymptotically biased and inconsistent estimators. Worse it
will miss the aspect of intensity of agreement or disagreement sentiments we wish to
capture. This makes a count model more appropriate to serve the best nature of this
study. Therefore, to identify the drivers of platform-level interoperability, we employed
the PRM:

Pi    i X i   i
where:  is a constant,

(1)

Pi measures the intensity of the respondent’s rating of the

value attached to interoperability of the mobile money services from the three
Zimbabwean mobile providers, i is a vector of parameters of the explanatory
variable,

i

X i is a vector of drivers of platform level interoperability between MMOs and

represent a white noise error term.
605

International Conference in Accounting and Business – 2021
ISBN: 978-0-620-92936-3
3.2 Estimation approach
In this research, the dependent or response variable, interoperability rating (P), is a
non-negative integer or count, which we wish to explain in terms of a set of covariates
(Xs) being a vector of explanatory variables. Factors determining interoperability
valuation measured as count data (i.e. how many times the same rating from 1-5 is
selected) are assessed using a count data modelling; namely, the Poisson regression
model, paucity used in antecedent literature. The estimation methodology was
adopted from Cameron and Trivedi (2005) as complemented by Greene (2008).
Poisson regression is a point process for the occurrence of the event of interest
(Cameron and Trivedi, 2005). This implies a Poisson distribution modelled
interoperability rating intensity (P), with density

Pr( P  p) 
where:

e   p
, p  1, 2,3...,
p!

 is the intensity parameter and

(2)
P(  ) is the probability distribution of MMO

i

embracing its participation on the interoperability platform. . Based on Greene (2005),
the two moments that show equi-dispersion are;
E (P)   and Var (P)  

(3)

where: E ( P ) and Var ( P) is the mean and variance of the intensity of expected benefits
accruing to MMO i through participation on the interoperability platform, respectively.
Unlike Negative Binomial Model (NBM) suitable for over-or-under-dispersed mean
and variance, from equation (3) Poisson Regression Model (PRM) suit well equidispersed mean and variance. The robustness and preference of PRM in this study
were informed by the equi-dispersion test which confirmed that E ( P)    Var ( P).
Following literature (Cameron and Trivedi, 2005; Greene, 2012; Wooldridge, 2020),
parameterisation of

the relationship between the mean parameter

 and X i

covariates becomes:


i  e

k

 i X i
i i

i=1, 2,…, n

(4)
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 being expected number of times the same rating ranging 1-5 is selected by the ith



individual,

is the intercept,

i ' s and X i ' s are regression coefficients and

explanatory variables from equation (1) of model specification respectively, k is the six
(6) linear independent covariates measure on 5- point Likert scale rating. From
equations (2) and (3) since mean and variance for the PRM (1) are equal then


Var ( Pi | X i )  e

k

 i X i
i i

, which according to Cameron and Trivedi (2005) implies the

PRM is heteroskedastic and require maximum likelihood estimation (MLE) to correct.
Thus, the MLE log-likelihood function from Cameron and Trivedi (2005), is given as:
n

ln L( i )   Pi i X i  exp( i X i  ln Pi !

(5)

i 1

The first order maximum likelihood for the PRM’s MLE, denoted by ˆ p , a solution to k
non-linear equations (Greene, 2008)
n

ˆ p   ( Pi  exp( i X i )) X i  0

(6)

i 1

Since parameters of

X i (i ) includes a constant term   the residual Pi  exp(i X i )

sum to zero by (6). The log-likelihood function is globally concave; hence solving these
equations Gauss-Newton (Newton-Raphson) iterative algorithm yield unique
parameter estimates, which are both consistent, and asymptotically efficient and
unbiased. By standard maximum likelihood of correctly specified models, Cameron
and Trivedi asserts that the estimator ˆ p is consistent for

i

each parameter and
1

 n

asymptotically normal with the sample covariance matrix Covar ( ˆ p )    i X i X i  ,
 i 1


,

(7)

The marginal effects (MEs) and incidence risk ratios (IRRs) are of paramount
importance in giving quantitative interpretations since, despite their signs, coefficients
of a count model are meaningless (Cameron and Trivedi, 2005; Greene, 2008). We
calculate MEs as

E ( Pi | X i )
 i exp( i X i ) whereas IRRi  ei . The signs of the i are
X i
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useful in providing qualitative interpretations. The
one-unit change in

i

are interpreted as the effect of a

X i regressor on the conditional mean of Pi .

4. RESULTS AND DISCUSSION
Extant Literature though scant has identified six variables as major drivers of platformlevel interoperability, namely; Technology, government policy, costs, security,
infrastructures, and macroeconomic environment (Micheni et al., 2014; McGaghie et
al., 2001; Eisenhart, 1991). The items used to investigate the determinants of mobile
money interoperability were adapted from Micheni et al. (2014).
4.1 Diagnostic checks
Diagnostic tests are of paramount importance in ascertaining whether model and data
satisfy crucial econometric conditions required to guarantee the efficiency,
consistency, and reliability of results (Greene, 2008; Gujarati, 2013; Cameron and
Trivedi, 2005). The diagnostic tests to be carried out includes; equi-dispersion,
multicollinearity, and heteroscedasticity.
4.1.1 Dispersion test for appropriate model choice
Econometrics literature (Cameron and Trivedi, 2005; Greene 2012; Wooldridge, 2002,
2020) provides theoretical evidence confirming that the best asymptotic properties of
count model estimates are sensitive and much dependent on the relationship in terms
of size between the mean and variance of any given empirical data. The
recommendation was that PRM is appropriate where the mean and variance are the
same (equi-dispersion case) whereas NBM suits well the data when either means is
greater than variance (under dispersion case) or vice versa (overdispersion case). In
light of this, the dispersion test results are reported in Table 1.
Table 1: Diagnostic Test Results for Dispersion
Null hypothesis: Mean and variance chibar2(
are equal:

01)

= 5.14
79

Prob>=chi
bar2

= 0.24
5

The diagnostic test for dispersion (alpha) do not reject the null hypothesis of equidispersion, that is, equality between mean and variance of our data, against the
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alternative hypothesis of under or over-dispersion. According to Greene (2005; 2008;
2012) and Cameron and Trivedi (2005), under such circumstances a PRM is the most
applicable model over NBM in yielding parameters that are asymptotically efficient and
consistent. Therefore, this study adopted a PRM over NBM.
4.1.2 Multicollinearity test
According to Gujarati (2013), multicollinearity is the existence of high or perfect linear
correlation among some or all exogenous variables of a regression model and results
in large variance and covariances, making precise estimation difficult. It also results in
a much wide confidence interval leading to higher chances of committing type II error
of not rejecting a false null hypothesis. Furthermore, t-ratios of most parameters in the
model will be statistically insignificant. The presence of multicollinearity invalidates the
application of the ceteris paribus assumption when interpreting the coefficients of
explanatory variables. This will render the essence of variable interpretations
contemporaneous. Correlations and variance inflation factor are mostly used as
indicators of multicollinearity. Correlations between explanatory variables above 0.8 in
absolute terms are considered an indication of severe multicollinearity. The correlation
matrix reported in Table 2 whose absolute values ranges from 0.0087 to 0.5375 not
exceeding the standard threshold of 0.8, showing the presence of less severe
multicollinearity.
Table 2: Correlation Matrix
Variable

Security

Policy

Technology

Costs

Macro-

Infrastructure

environment
Security

1

Policy

0.1076

1

Technology

0.0742

-0.4391

1

Costs

-0.0087

0.2018

-0.3362

1

Macro-

-0.1041

-0.2217

0.5375

-0.2018

1

-0.1076

-0.3213

0.4048

-0.3363

0.2217

environment
Infrastructure
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Unlike

a

suggestive

method

(correlation

matrix),

in

multiple

regression,

computationally, the variance inflation factor (VIF), defined as the reciprocal tolerance
which is calculated; 1  R 2  formally diagnose the presence or absence of severe
1

multicollinearity. Ceteris paribus, researchers desire lower levels of VIF, as higher
levels of VIF are known to affect adversely the results associated with a multiple
regression analysis. The utility of VIF, as distinct from tolerance, is that VIF specifically
indicates the magnitude of the inflation in the standard errors associated with a
particular beta weight that is due to multicollinearity. Its superiority is that, unlike
correlations which depend on relationships between only two explanatory variables,
VIF is encompassing since it captures information from all the explanatory variables
(Gujarati, 2013). Various recommendations for acceptable levels of VIF have been
published in the literature. Kennedy (1992), Marquardt (1970), Neter et al. (1989) and
Hair et al. (1995) argued that the most common value of 10 has been recommended
as the maximum level of VIF. The VIF recommendation of 10 corresponds to the
tolerance recommendation of 0.10 (i.e., 1  0.12   10 ). However, Rogerson (2001)
1

recommended that the maximum VIF value of 5 and even 4 (Pan and Jackson, 2008)
can be found in the literature and most recommended. All VIF values reported in Table
3 ranging between 1.08 and 1.94 are less than those recommended in the literature
of between 10 and 4. This confirms correlation matrix results of less severe
multicollinearity.
Table 3: Variance Inflation Factor (VIF) Results
Variable

VIF

1/VIF

Technology

1.94

0.516091

Macro-environment

1.45

0.687893

Infrastructure

1.32

0.756403

Policy

1.30

0.766466

Costs

1.19

0.837298

Security

1.08

0.924015

Mean VIF

1.38

4.1.3 Heteroscedasticity test
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Heteroscedasticity, a situation whereby error variances appearing in the population
regression function (PRF) are not constant, that is, all disturbances have time-varying
variances. Heteroskedastic error terms result in inefficient estimators both in small
samples and large samples. Thus, it yields parameters that are no longer Best, though
they are Linear and Unbiased (BLUE) since they will have lost the minimum variance
asymptotic property (Gujarati, 2013). Like the consequence of severe multicollinearity,
losing the minimum variance property of estimators due to heteroscedasticity results
in the commission of type 2 error, invalidation of confidence intervals and hypothesis
testing procedures as well as yielding unprecise forecast (Greene, 2012; Baltagi,
2013; Gujarati, 2013). The outcome from this is not tested and corrected if it exists in
any given empirical study will result in misleading policy recommendation. The test is
carried out based on the null hypothesis that there is homoscedasticity against the
alternative that there is heteroscedasticity.
Table 4: Heteroscedasticity Test Results
White's test for the Null Hypothesis:

Unrestricted Residuals are Homoscedastic

Against the alternate Hypothesis:

Unrestricted Residuals are Heteroscedastic

chi2(189)

= 29.00

Prob > chi2

= 0.1804

Table 5: Cameron & Trivedi's Decomposition of IM-test
Source

Chi2

Degrees of Freedom

Probability Value

Heteroscedasticity

29.00

291

0.1804

Skewness

16.96

6

0.0094

Kurtosis

0.81

1

0.3672

Total

46.77

298

0.0262

Using the White’s test and the Cameron and Trivedi’s decomposition IM-test in Tables
4 and 5, where the probability of the chi2 is greater than 0.1, 0.05 and 0.01, the null
hypothesis of no heteroscedasticity at all levels of significance. Table 5 also shows
that the residuals are positively skewed and platykurtic given their kurtosis of less than
3.
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4.2 Poisson regression results
Table 6: Poisson Regression Results, Marginal Effects (MEs) and Incidence Rate
Ratios (IRRs)
Variable

Coefficient.

Marginal Effects

Incident Risk Ratios

Security

0.0500***

12.323***

1.0512***

(0.0022)

(0.5404)

(0.0023)

-0.6704***

-175.978***

0.5115***

(0.0196)

(5.2346)

(0.0100)

0.0467***

11.506***

1.0478***

(0.0006)

(0.1395)

(0.0006)

-0.4179***

-103.709***

0.6585***

(0.0219)

(5.3459)

(0.0144)

-0.0108

3.5612

0.9893

(0.0216)

(4.1259)

(1.8631)

0.0520**

12.846**

1.0533**

(0.0208)

(5.1667)

(0.0219)

Policy

Technology

Costs

Macro-environment

Infrastructure

Constant

4.1568***
(0.0385)

Number of observations

298

LR chi2(6)

14056.68

Prob > chi2

<0.0001

Pseudo R2

0.7180

Log likelihood

-2760.884

Note: *p<0.1, **p<0.05 and ***p<0.01. In parenthesis are cluster robust standard
errors
The results in Table 6 indicate that five out of the six possible determinants of platformlevel interoperability were highly significant, based on the p-values of the z-score
values and only one variable (macro-economic environment) was insignificant. The
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log-likelihood

2

value of 14056.68 with a corresponding p-value less than 0.0001

indicates that the platform-level interoperability feasibility model is highly significant.
The pseudo R 2 value of 0.7180 also indicates that the regression model is of a good
fit, that is, the five significant explanatory variables explain about 72% of the variation
in the probability of adopting a platform-level mobile money facility.
The coefficients of the variables in Table 6 provides a qualitative interpretation of the
regression results based on their signs only ignoring their sizes. The reason being,
Greene (2012) and Gujarati (2013) asserts that interpretations of coefficients of
dummy variable whether binary or multilevel are meaningless, but they are important
in deriving MEs and IRRs which are of great importance on providing quantitative
interpretations of count model regression results. Thus, the signs of the coefficients in
Table 6 indicates that technology, security, and infrastructure increase the chances of
the three mobile money operators to synchronise their operations and come up with
an interconnected mobile money platform. On the other hand, policy issues and costs
reduce the probability of Econet, NetOne and Telecel to integrate their activities and
embrace the interconnected mobile money transfers platform.
Of much interest are MEs and IRRs results in Table 6 which provide quantitative
interpretations of our findings. The MEs shows on average, the effect of a change in
the respective explanatory variable, on the probability of embracing the interoperability
platform by the three MMOs, ceteris paribus. A percentage discrete change in ICT
security, ICT technological advancement and ICT infrastructure will increase the
chances of Econet, NetOne and Telecel adopting an integrated mobile money platform
by 12.32%, 11.51% and 12.85%, respectively. This concurred with Kim (2008) who
stressed that perceived security directly affects consumer trust, and AFI (2014) also
believe the availability of appropriate infrastructure enables platform interoperability.
Bellifemine et al. (2001) also indicated that traditional technologies are limited in scope
while modern technologies widely increase the chances of platform interoperability.
However, the results have shown that ICT policies and costs are a major hindrance,
that is ICT policies and costs reduce the chances of the three Zimbabwean mobile
networks providers to have a mobile network platform by 175.98% and 103.71%,
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respectively. Unfavourable policies have been accused of stifling platform
interoperability (Camner, 2013). Overall, the negatives (policy and costs) have a larger
impact than positives (security, technology, and infrastructure) on the feasibility of
having platform-level interoperability.
Unlike MEs which measures the sensitivity of adoption and participation probabilities
of the three MMOs to small discrete changes to each of the six drivers we examined,
IRRs are more informative since they provide a useful measure of intensity between
two categories. Therefore, the IRRs in Table 6 indicate that a more secure platform
is 1.0513 times more likely to entice network providers to embrace and participate in
the integrated mobile network interoperability platform as compared to a less secured
one. In addition, a more technologically advanced network operating environment,
maybe due to excessive competition, pose a 1.0478 times chance of network
operators to integrate their operations and come up with an interconnected platform
than a less technologically advanced case, where there is no research and
development competition. Furthermore, an operating environment characterised by
more ICT infrastructure is 1.0533 times more likely to provide a conducive environment
for adopting a platform level mobile money platform than the one with less such
infrastructure. On the other side of the coin, inconsistent and unpredictable ICT
policies reduce the adoption of mobile money platform by a probability of 0.4885 when
compared to predictable and consistent ones. Lastly, higher participation costs are
more likely to hinder the adoption of mobile money network platform by a probability
0.3415 higher than the reduction in such participation costs.
This was confirmed by follow-up interview questions with section heads of the three
MNOs which gave a deeper meaning beyond numbers. But the sentiment raised by
section heads were much polarised where views of the 11 Econet managers were
against the platform interoperability arrangement. Their overall points of contention
border around their massive infrastructure investment, clientele base of 67% and
mobile money transaction value (transaction number) market share of 98% (96%),
there was more to lose than to gain in terms of revenue inflows. The other issue given
by Econet section heads was that NetOne and Telecel will free-ride on Econet’s
infrastructure investment and it will lengthen their payback period of its investment,
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making it difficult to recoup amounts spend on infrastructure investment. The inability
and lack of zeal to compensate Econet for riding on its infrastructure were exacerbated
by the 2012 court case in which Econet was suing NetOne for unpaid interconnection
fees amount to approximately US$25 million owed since 2009. On security and
customer privacy, Econet managers seem not to trust the interoperability platform can
guarantee it will ensure the privacy of its client given that on 20 May 2020 the
government give a warrant of search and seizure of Econet data servers and RBZ
freezes accounts of mobile money agent lines arguing that they are manipulating the
exchange rates. This was an infringement and against the consumer protection
protocols and rights to information privacy laws.
On the other hand, the 22 section heads of NetOne and Telecel concurred on the need
to have the interoperability platform since it minimise cost which will be beneficial to
mobile financial services consumers welfare promoting financial inclusion. NetOne
and Telecel managers view the inception of the mobile interoperability platform as a
panacea to the current mobile industry problem of market dominance abuse enjoyed
by Econet as a market leader with more than 90% of mobile money market share.

5. CONCLUSION AND IMPLICATIONS
This study sought to establish the drivers of platform interoperability in a quest to
inform policy and practice for improved mobile money services. The impetus for
financial inclusion and poverty alleviation places a strong demand on stakeholders,
including scholars and policymakers, to proffer strategies that foster economic growth.
Substantial evidence has shown that conflicting organizational priorities and mistrust
amongst competitors can make it difficult for operators to collaborate even when the
benefits of interoperability are apparent. This is consistent with the trust and risk issues
embedded in the UMEGA theory. The availability of ICT infrastructure is highly uneven
and fragmented among the three MMOs and cash struggles are real in Zimbabwe,
thus necessitating the need for interoperability. However, the antagonistic tendencies
of the three mobile money operators cause compounded polarization of the MMTS
with possible ramifications on financial inclusion. The study found a lack of enthusiasm
to interoperate by the dominant MMO, Econet. These results are consistent with
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findings from Bangladesh by Mustafa and Sifat (2018). Though interoperability would
be beneficial to the MMTS and the economy at large, it may cause hazards if not
implemented well. For instance, interface inconsistencies and excessive regulations
may cause customer dissatisfaction, stifle financial inclusion as well as promote
operator wars.
Nonetheless, if successfully implemented, interoperability can allow the operators to
benefit from each other’s network effects and clientele base. Interoperability enables
a cashless world where goods and services can be paid for using electronic instead
of cash. Thus, the results show that the probability of interoperability is increased by
technological advancement, security, and shared infrastructure among the mobile
money network providers. In order of importance technological, policy, security, costs,
and infrastructural factors are the major drivers of interoperability. These drivers if well
nurtured should promote interoperability. Findings show that the chances of platform
interoperability of mobile money network providers in Zimbabwe are dampened by
service cost and government regulation policies which are used as competitive
advantage strategies by all the three firms and the regulator. The government of
Zimbabwe, RBZ and POTRAZ should consider formulating persuasive policies that
foster collaboration as mandatory interoperability without proper support systems and
incentives will not promote platform interoperability, Therefore, the study suggests that
the three mobile money operators (Econet, NetOne and Telecel) must interoperate to
cut costs, meet customer satisfaction, and earn more profits among other benefits.
Although the study was centred on Zimbabwe, the findings could provide important
insights for nations with similar settings.
The study looked at platform interoperability as a broad concept without considering
the intricacies and nuances of the subject. A more robust study on the intricacies of
platform interoperability would be worth considering. Albeit the findings have
implications for MMTS and financial inclusion, the study analysed variables informed
by literature, several other factors exist that could bring different renditions as to the
ones provided herein. Although the study advocates for an interoperable ecosystem,
it was limited to the drivers of platform interoperability, and research that illuminates
how the interoperability can be effectively implemented would be worthwhile.
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Abstract
The era of big data has witnessed the emergence of machine learning as a popular
technique for predicting stock market share price trends. Stock market is a typical
example of nonlinear, nonstationary and dynamic quantities that fluctuate with time
and predicting stock market movement remains a challenge as the volatility of the data
makes the analysis of the time variant data complex. Stock markets exhibit a chaotic
and volatile performance making it difficult to perform an accurate prediction. Despite
the volatile and chaotic nature stock exchange, investors require fast and accurate
information to make proper decisions about a stock. The price of stocks is influenced
by macro or microeconomics factors such as interest rates, monetary policy, political
events, commodity prices and exchange rates and this makes the prediction of stock
price movement a challenging task. A wrong prediction on stock price movement can
result in huge financial loss. This paper proposes an effective and efficient machine
learning prediction model with the potential to identify hidden patterns and complex
relations in large data sets and predict stock price movement.
Keywords: machine learning, stock price movement, classification, support vector
machines, decision tree
INTRODUCTION
A stock market, also known as equity market, is a public market where traders
(investors in the financial markets) buy and sell the company’s shares and derivatives
by exchanging or processing in electronic or in physical form (Gocken, 2016). Accurate
prediction of the direction of stock price movement provides insight for investors
interested in buying and selling stocks and also reduces unexpected risks. However,
financial time series data are not only noisy and nonstationary in nature, but they are
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also easily affected by many factors such as news, competitors and natural factors
(Atiya, 1996). This makes the process of accurately predicting the direction of stock
price movement highly difficult. The volatility of the data makes the process of analyzing
data more complex.
For most nonstationary quantities, the trend is to develop intelligent techniques capable
of emulating human reasoning. Human intelligence fails in the process of analyzing and
predicting the performance of nonstationary quantities and this is evident in dynamic
systems such as stock market where financial experts fail to accurately predict the
performance of stock markets. Nonstationary quantities that exhibit a volatile and
chaotic performance still remains difficult to predict. Stock market is characterized by
its nonlinear, dynamic, complicated and nonstationary nature (Fama, 2016). Despite all
the challenges faced in predicting stock market movement, investors and traders
require models capable of making accurate stock price forecasting in order to make
informed trading decisions (Labiad, 2016) regardless of the nonlinearity and complex
behavior of prices. The Efficient Market Hypothesis (EMH) (Peters, 1996) and the
Random Walk Theory (Fama, 1996) were some of the early techniques used to predict
the movement of share prices on the stock market. The two approaches assume that
the share prices of stocks cannot be predicted since they are not influenced by market
drivers. In addition to the Efficient Market Hypothesis, Fundamental analysis (Dechow,
2001) and technical analysis (Peng, 2014) have been used in previous researches to
predict the movement of share prices on the stock market. Fundamental analysis
evaluates the intrinsic value of a stock through the estimation of the financial position
of a firm although the value of a stock is always equivalent to the current price.
Technical analysis relates to the study of the performance of the market itself. Technical
analysis assumes that the price of stocks and trading volume time series are enough
variables that can be used to perform prediction since factors that influence markets
hardly change making prices to be recurrent and predictable since previously observed
stock prices recur.
Recent advances in technology exploits time series techniques and machine learning
to predict the price of stocks (Green, 2011). However, due to the nonlinearity and
volatility of stocks, many computational intelligence techniques are not able to predict
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the prices of stocks due accurately and optimally to the volatility of the stock market
and its associated risk. Machine learning techniques have emerged as an alternative
to time series techniques in trying to solve the stock price movement prediction puzzle.
The idea of predicting stock market movement encompasses the prediction of the real
value of the stock’s share price, the prediction of whether to buy or sell a stock. This
indicates that the final investment decision problem of most investors or market players
is more of a classification problem rather than a regression or price forecasting
problem, and in classification, the investor or market player can use a model that
estimates a fixed problem for obtaining information on whether to buy or sell a share of
the stock (Gyamerah, 2019). An accurate and efficient prediction model leads to a
profitable trading strategy.
The remainder of the paper is organized as follows: Section 2 provides a review of the
related work of our study. Section 3 provides a preview of stock market classification.
Section 4 provides a review of technical indicators and the rolling window approach.
Section 5 provides the conclusion.
RELATED WORK
Time series in the in the financial domains such as stock market share price movement
prediction is considered to be a challenging task for investors and researchers and a
number of contemporary approaches have been proposed to forecast stock share price
movement in nonlinear, volatile and dynamic environments. A number of studies have
attempted to predict stock share price movement using different techniques. Early
studies carried out tended to apply statistical methods such as the weighted moving
average (Ziegel, 2002), the generalized autoregressive conditional heteroscedasticity
(GARCH) model (Gabriel, 2012) and the autoregressive integrated moving average
(ARIMA) (Ariyo, 2014). The assumption with these statistical approaches is that the
data is linear and normal but the financial time series data is nonlinear. Therefore, such
statistical approaches are unsuitable to predict stock price share movement. Apart from
the statistical models, machine learning techniques have been extensively applied to
financial time series prediction tasks due to their capability in nonlinear mapping and
generalization (Perso, 2016). For instance, Can Yang et al (Yang, 2020) presented
deep learning framework that combines Convolutional Neural Networks (CNN) and
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Long short-term memory neural networks to predict stock price movement. The deep
learning framework has no capacity to extract important features to optimally improve
the prediction performance and slowly adapts to changes in the underlying distribution
of the data. Mojtaba Nabipour (Nayyeri, 2020) proposed a novel prediction model that
predicts stock market trends using machine learning and deep learning. The study
concentrated on comparing the prediction performance of nine machine learning
models, but the application of deep learning slows down significantly the learning
process. Rui Ren (Ren, 2019) proposed a prediction model that forecasts stock market
movement direction using Sentiment analysis and support vector machines. Sentiment
analysis converts unstructured textual documents into sentiment indexes and support
vector machine is used to predict stock share price movement. The prediction model
only processes a small amount of data in real time. A prediction model that uses various
learning techniques to predict the movement of stocks on the stock market was
suggested by Samuel Asante Gyamerah (2019). To make predictions, the model
considers the historical opening and closing price, high and low price and the market
capitalization of the stock. A stacking ensemble classifier that uses Adaptive Boosting
and K-Nearest Neighbor as base classifiers is used to predict share price movement.
The prediction model has no mechanism to detect changes in the data and to deal with
nonlinearity. Jingyi Shen (2020) proposed a stock share price trend prediction model
that uses the long short-term memory (LSTM). The prediction model is combined with
a feature engineering procedure. The algorithm implemented is not sensitive to the
term lengths other than weeks. A machine learning approach that combines logistic
regression , Artificial Neural Networks, Support Vector Machines and Random Forest
with persistent homology (PH) to predict the next day direction of stock prices
movement was proposed by Ismail et al. (2020). Persistent homology improves
prediction performance when the algorithms are used separately to predict stock share
price movement. The persistent homology used does not have potential to generate a
finer result. Chowdhury (2020) presented an approach that uses Black-Scholes
equations to perform prediction of stock price share of a company of frontier markets.
The approach changes the parameters of the Black-Scholes equation more frequently
to be able to find the strike price, volatility and expiry date of stocks. The approach does
not change variables related to interest rates even though the data is nonlinear. Vijh
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(2020) presented a prediction model based on Artificial Neural Networks and Random
Forest to predict the closing prices of the next day. The model used variables such as
open, high, low and close prices as inputs to the model. RMSE and MAPE are used as
evaluation metrics. The prediction model does not take into account factors such as
financial news and financial parameters such as closing price, traded volume, profit
and loss statements to obtain better results. A machine learning approach to predict
stock market share price based on the Least Absolute Shrinkage and Selection
Operator (LASSO) was proposed by Khattak et al. (2021). The approach examines the
impact of internal and external factors. Although there exists a significant difference in
the prediction before and after COVID-19 period, the variables used do not offer
guarantees of accurate prediction.
STOCK MARKET CLASSIFICATION
Classification of the movement of share price on the stock market plays an important
role for stock traders, stock market players and investors. In stock market price share
price movement, the classification algorithm has to predict whether the target variable
will close up or close down on the day ahead of trading. The target variable represents
the price of the stock. In stock market movement direction, machine learning algorithms
perform a binary classification. A prediction model is built from historical data that is
used to build unknown streaming data instances. The data is assigned labels such as
buy or sell. The data is split into training and testing data to predict the unknown
streaming instances of the data. In this study, we use an ensemble of classifiers. The
classifiers are drawn from three classification algorithms namely: Support Vector
Machines, Neural Networks and Decision Trees in order to increase diversity and
improve generalization ability of the prediction model and adapt to different types of
concept drift (Tsymbal, 2004). Time series prediction can be formulated as a
supervised learning problem, enabling standard linear or non-linear machine learning
algorithms to be applied on it (Jiao, 2017).
To perform a classification task, a set of training instances, 𝒳 = {𝑥𝑖 ∈ 𝑅 𝑚 } with
associated labels 𝑌 = {𝑦𝑖 ∈ 𝑌}, a training set 𝐷 = {𝑥𝑖 ,𝑦𝑖 } and y ∈ {0,1} are the
corresponding class labels. Classical supervised machine learning assumes that
training samples are independent and identically distributed Time series prediction is
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associated with an explicit order dependence between observations which is time. The
time dimension introduces the aspect of concept drift as the incoming streaming data
is unknown to make predictions. An effective prediction model must consider changes
in the underlying distribution of the data.
Handling Concept Drift
Many macroeconomics and financial time series data are associated with nonstationary
and time-varying trends. In such dynamic environments, there is no clear tendency for
a variable or solution found to assume a constant value or a linear trend. This implies
that the concept about which data is obtained may evolve with time, a phenomenon
known as concept drift (Tsymbal, 2004). Detecting concept drift is an important task in
time series data as data is collected over an extended period of time. This paper
proposes the use of heteroscedasticity to detect concept drift. Since the data in stock
market is prediction is streaming, the variables in the streaming data have different
variances. Heteroscedasticity is a technique used to detect concept drift in online,
volatile and unpredictable environments. The objective is to detect that the classifiers
that are being used to classify incoming data instances are no longer the best classifiers
since the concept would have changed. The heteroscedasticity model used in this
research is the Nonstationary Non-Linear Heteroscedasticity (NNH) that assumes
stochastic volatility (Parker, 2002).
Classification Algorithms
To perform classification, three supervised learning algorithms are implemented. The
first algorithm is Support Vector Machines (SVM). Support Vector Machines were
introduced by Vapnik (2013) as a supervised learning method for classification and
regression problems. Support Vector Machines solve the nonlinear problem by
projecting the data onto a high-dimensional feature space. Support Vector Machines
works well in predicting stock price movement since stock market is a nonlinear and
dynamic system. The second algorithm used is Artificial Neutral Networks (ANN).
Artificial Neural Networks is a supervised learning algorithm capable of identifying
trends from data and to generalize from it. ANN is able to simulate and analyze data in
nonlinear and volatile environments. ANN is composed of three layers which are the
input layer, hidden layer and output layer. The last algorithm used is Decision Trees.
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Decision Tree is a supervised learning method used for both regression and
classification problems. Decision Trees predict a target by employing decision rules
formulated from the dataset and corresponding features. Decision Trees are easy to
interpret and also easy to solve problems associated with different outputs, but overcomplex trees can lead to overfitting.
The Prediction Framework
To accurately forecast stock price movement direction, the categorical classes are
separated into up and down. Binary classification focuses on deciding class
membership of labelled instances. For many real world applications, there exists no
deterministic functional relationship of the expression 𝑦 = f(𝑥) between the variable 𝑦
and 𝑥. The relationship that exists between 𝑥 and 𝑦 can be expressed more formally by
a probability distribution 𝑃𝑟 (𝑥, 𝑦). In statistical decision theory, the optimal margin
separating the classes is formulated from the Bayes classifier that maximizes the
posterior distribution 𝑃𝑟 (𝑥,) [(Friedman, 2001). Class labels provide an indication of the
stock price movement direction. The daily close price of a stock is used to compute the
labels. For many real world applications such as stock market price movement
prediction, non-stationarity is a common property for many macroeconomic and
financial time series data. Financial time series data is nonstationary and is associated
with concept drift. Concept drift refers to a change in statistical distribution of the data
(Seraj, 2020). Handling concept drift in nonstationary environments requires machine
learning methods capable of continuously revising and refining the approximation
model. To detect whether a concept has changed or not, we used the
heteroscedasticity technique, The idea is to keep in the learning window models that
are representative or models that reflect the current concept.
Description of Data and Feature Selection
The experiments for this study were performed on a series of the daily close price of
the Dow Jones Industrial Average Index (DJIA). The data used in the study in this
study is publicly available from Yahoo Finance (2017). The same dataset has been
used several times for similar studies that used machine learning methods. The data
collected covers the period from 2 January 2009 to 3 June 2017, making it a total of
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2139 observations sampled at each trading day. The time series data contains
information about the stock such as High for the day, Low for the day, Open, Close
and Volume of trade all representing the different bid prices for the stock at different
times. The historical prices are used for technical analysis during the process of
predicting stock price movement. Stock price movement is influenced by factors such
as

technical

indicators,

daily

transaction

data,

money

environment

and

macroeconomic indexes. The dataset is split into two parts. The training set comprises
70% of the dataset that consists of observations from January 2007 to April 2015. The
remainder 30% is reserved for out of sample evaluation and classification accuracy
comparison against state of the art classification models.
To optimize the prediction performance of the learning model, features that are closely
related to stock price movement are selected. To perform feature selection, the
Maximal Information Coefficient is applied. The Maximal Information Coefficient (MIC)
performs well in detecting non-linear relations (Lang, 2018) and is considered to be a
measure of two-variable dependence designed specifically for rapid exploration of
many dimensional data sets.
Prediction Model and Strategy
The prediction model used is an ensemble of classifiers composed of models drawn
from three algorithms namely: Support Vector Machines (SVM), Decision Trees and
Neural Networks. The models selected to perform prediction are combined using
majority voting. Ensemble learning algorithms are meta-algorithms capable of
combining different machine learning algorithms to form a prediction model to reduce
bias, variance and improve the prediction accuracy. Individual machine learning
algorithms have the capacity to give an efficient and robust classification results, but
ensemble ensembles of learning algorithms is capable of exploiting diversity and
optimize classification accuracy. Intuitively speaking, the key to the success of an
ensemble of classifiers is that the base classifiers perform diversely (Minku,2012).
Yule’s Q Statistic (Kuncheva, 2003) is a popular diversity measure and after analyzing
ten diversity measures, the Q Statistic is selected to minimize the error of ensembles.
The diversity measure is recommended due to its simplicity and is also easy to
interpret.
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The ensemble classifier predicts the target variable, and the target variable shows
whether the price of the stock will close up or close down on the day ahead of trading
thereby representing a binary classification problem. The trading signal is computed as
follows:
If the closing price for the following day (𝑃𝑡+1 ) is greater than or equal to the current
closing price (𝑃𝑡 ), the shares of the stock will be sold. If the following day’s closing price
(𝑃𝑡+1 ) is less than the current closing price (𝑃𝑡 ), excess shares of the stock will be
traded. The values 0 and 1 are the values representing the labels called sell and buy.
Y={

1 𝑖𝑓 𝑃𝑡+1 < 𝑃𝑡
0 𝑖𝑓 𝑃𝑡+1 ≥ 𝑃𝑡

The target variable is predicted using the input features (𝑥,). Feature attributes include
High, Low, Open and Close. The learning algorithm predicts the movement of the stock
price using the input features.

TECHNICAL INDICATORS AND ROLLING WINDOW
For performance comparison purposes, seven technical indicators are computed from
the daily closing price of the dataset. The seven technical indicators include: simple
10-day moving Average, Weighted 10-day moving Average, Momentum, Stochastic
K%, Stochastic D%, Relative strength index and Moving Average converge diverge.
The selected technical indicators are used as input vectors for the ensemble to learn
and predict the next day direction of the Yahoo Finance data movement.

To overcome the challenges such as look ahead bias and overfitting, a realistic rolling
daily sliding window method is utilized (Katz, 2018) to segment the stock returns to
obtain a collection of time window of size 𝑤. The parameter 𝑤 represents the window
size which is an indication of the chosen length for each time window along the whole
time series of stock returns.

To validate the prediction performance of the learning model, we employ four
performance metrics: accuracy, precision, recall and F1. The four performance metrics
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are the most commonly used metrics to evaluate the prediction performance of
classification models (Keith, 2017). Accuracy is calculated as the proportion of the
correctly classified instance to the total number of instances and is calculated as:

Accuracy =

𝑇++ + 𝑇−−
𝑇++ +𝑇__ +𝑇∓ 𝐹±_

From the equation, 𝑇++ indicates that the true value is +1 and the prediction result is
also +1. The letter T indicates that the true value is -1 and the prediction result is also
-1. 𝐹±− Indicates that the true value is +1 and the prediction value is -1. 𝐹−+ Indicates
that the true value is -1 and the prediction value is +1.

Accuracy alone as a performance measure metric can be misleading on datasets with
class imbalance or temporal dependencies, for that, Kappa M and Kappa Temporal
were also used. Accuracy alone offers no indication of which class has been better
classified.
Experimental setup
The analysis of our approach and the comparative experiments are implemented in a
Java Programming environment by extending the Massive Online Analysis Software
(MOA) (Bifet, 2010). Our approach keeps an ensemble of flexible size and when
concept drift is detected,

heteroskedascity is used and poorly performing are

discarded to retain only those that representative of the current concept. Models are
generated from different base classifiers to ensure the diversity of the models. Majority
voting is used as the combination scheme to obtain ensemble predictions of stock
price movement in order to appropriately select ensemble classifiers that are more
accurate and more reliable than the base classifiers they employ.
Empirical Results
The prediction performance of our approach is compared with other state of the art
algorithms designed to predict stock price movement. For comparative analysis, we
compare the prediction performance of our proposed approach with other state of the
art algorithms where the machine learning methods are applied independently on
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stock returns and aslo on technical indicators respectively. State of the art ensemble
classifiers used include the Gene Expression Programming (GEP) ensembles (Bautu,
2010), the persistent homology based ensemble (Sabri, 2020) and the Artificial Neural
Network and Random Forest based ensemble (ANNRF) (Chandola, 2020).
Table 1 shows the prediction accuracy of the algorithms obtained from the MOA
framework.

Table 3: Prediction accuracy of the four algorithms
MLBEA

GEP

PHEN

ANNRF

Accuracy

76%

73%

71%

72%

Precision

74%

76%

73%

71%

Recall

78%

72%

74%

73%

F1

74%

71%

73%

70%

Average

76%

73%

72%

71%

Ranks

The prediction performance metrics are given in Table 1. The performance metrics
show how well the three individual ensembles perform when compared to our
proposed approach. Table shows that our propsed approach, Machine Learning
Based Ensemble Approach (MLBEA) has the highest accuracy, highest Recall and
the highest F1. GEP has the highest Precision.
Since accuracy can be misleading on data sets with class imbalance or temporal
dependencies, we also used Kappa M and Kappa Temporal . Kappa evaluation
measure is widely used in nonstationary environments and is capable of handling
multiclass and imblanced class problems. A larger Kappa vlaue indicates a more
generalised classifier. A negative Kappa value is an indication of low prediction
accuracy. All Kappa values for all data instances were positive. Table 2 shows the
Kappa M and Kappa Temporal values of all the four algorithms and their
corresponding average ranks.
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Table 4: Kappa values for all four algorithms
Algorithm

Kappa

Kappa

Average

Temporal

M

Rank

MLBEA

78

83

81

GEP

73

71

72

PHEN

71

74

73

ANNRF

76

75

75

The Kappa values are all positive. MLBEA has the largest average Kappa value rank.
In addition to the Kappa evaluation, we generate a graphical plot for the dataset to
describe the the performance curves of all the tested algoritms.at each time step. The
x-axis represents the number of processed observations and the average accuracy is
represented on the y-axis. A graphical plot allows a proper analysis of the adaptation
abilities of all the compared algorithms as they predict the up and down of the closing
prices.

Accuracy Over Time Plot
Accuracy %

40
30
MBLEA

20

GEP

10

PHEN

0
0

2

4

6

ANNRF

Observations

Figure 4: Accuracy over time plot of the four algorithms
Figure 1 shows the graphical plot of all the compare algorithms. MBLEA performs falrly
well when compared to the other state of the art algorithms.
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CONCLUSION
In this paper, we investigated the use of a machine learning based approach to predict
the price movement of stocks. The machine learning based approach proved a
suitable technique to predict the direction of stock price movement in terms of up and
down. The accurate prediction helps investors to minimize the rate of investment loss.
Empirical experiments conducted on a long, real world time series dataset proved that
the machine learning based approach predicts the up and down stock price movement
well and the ensemble approach stabilizes the results accurately. Comparative results
indicate that our proposed approach performed well against some state of the art
machine learning algorithms. The conclusion is that machine learning classification
algorithms can be applied to predict stock price movement for optimal investment
decisions. The results obtained opened other venues for further investigations on the
topic. Further research will investigate the use of different concept drift detection
mechanisms and the use of different time series datasets.
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Abstract
This study aims to examine the impact of the Fourth Industrial Revolution (4IR) on the
practicality of marketing tourism offerings in the South African context. In this regard,
a conceptual review of the implications of marketing tourism in the 4IR era is
presented, coupled with the COVID-19 pandemic implication. In terms of the
methodology, the study presents a comprehensive discussion, through a critical
literature review, and a documentary analysis of the existing models that have been
used to examine the impacts of the 4IR on different industries. These are then applied
in the tourism context and specifically to the industry in South Africa in order to
synthesize these impacts. Key findings from this analysis show that the industry has
been greatly challenged by the 4IR and, as such, major adjustments have had to be
made by those in the industry. The increased web-based activities of the market have
forced many companies to look into online marketing and the use of social media as
primary tools for marketing activities. Coupled with this, there has been a greater need
for companies to recruit technologically savvy talents who would be able to best utilize
the digital tools for marketing purposes. This critical review provides a platform from
which future focused research could be undertaken, which could be built upon and
adapted to different contexts.

Keywords: 4IR, Tourism, Tourism Marketing, Social Media Communication, COVID19

INTRODUCTION
Tourism has become an important sector in South Africa’s economic growth and
development over the years (Acha-Anyi, 2018; Harilal and Nyikana, 2019). In fact, the
government has invested heavily in its growth with the view to enabling the sector to
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play a major role in the alleviation of poverty, employment creation and infrastructure
development amongst others (Kimbu, 2011; Rogerson, 2013; Nyikana and Sigxashe,
2017). According to Henama and Sifolo (2021), the tourism industry in the country has
been a strategic focus area for the government owing to its ability to create
employment, which in turn can assist in the alleviation of other social ills. Given how
the industry is one of the largest and most diverse industries globally, and that it
continues to grow faster than many others, South Africa, and many other developing
countries have found it to be attractive and deem it to be a priority area for investment
growth and development (Hegazy, 2015; Henama and Sifolo, 2021). However, the
continued growth of the industry has also been coupled with the need to increase the
marketing efforts by those operating in this sector (Sadq, Othman and Khorsheed,
2019). Sadq et al. (2019) argue that, for the sector to be more competitive, there
should be a deliberate effort to vary marketing strategies and to ensure that the
messages that are sent out are efficient enough. This is because marketing tourism
presents unique challenges which dictate that the marketing activities be structured in
such a way that they address the key dimensions that make up the industry (Jonsson,
2005; Yung, Khoo-Lattimore and Potter, 2021). In this regard, Jonsson (2005) posits
that, there be strategic coordination and integration in the marketing functions that are
used in marketing tourism, and where possible, ensure that the overall marketing
activities are multifaceted in nature. This is because tourism offerings are very
complex with aspects of both tangible and intangibility (Jonsson, 2005; George, 2008).
Sadq et al. (2019) observe how tourism marketing can follow the same path and
principles as marketing elsewhere, but with key distinguishing aspects linked to the
nature of the industry. In this regard, they argue that there are certain limitations and
specific directions that should be followed when marketing this service industry. In this
regard, domain marketers should emphasize innovation, clear and clever
communication, and value addition to tourists. Tourists have become more
sophisticated over the years and the competition amongst companies has increased
significantly (George, 2008; Xiao, 2020). Coupled with this has been the notable
progress in science and technology, as well as the integration of internet technology
and smart phones in operations, which are tools of the 4IR (Van Aardt and Du Plessis,
2016; Onyango and Kesa, 2018; Xiao, 2020).
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Against this background, this paper seeks to provide a critical discussion of the effects
that the 4IR has had on the process of marketing tourism offerings within the South
African context. In particular, the study looks at the successes and failures in moving
away from traditional distribution channels amongst the tourism sector role-players in
this context. The paper also considers how, post-COVID-19, there will be a need to
build interest in the tourism offerings as destinations look to recover from the
pandemic, and thus may look into the use of technologies such as virtual reality, social
media, and other mobile platforms for marketing. To set the context for this discussion,
the following section presents an overview of tourism marketing. This is followed by a
discussion of the unique challenge of marketing tourism in the 4IR as well as the
prospects of marketing tourism beyond the COVID-19 pandemic through the strategic
use of 4IR tools. The final part of the paper presents concluding remarks and proposes
some directions going forward.

OVERVIEW OF TOURISM MARKETING
According to George (2008), tourism marketing can be viewed as a process in which
the organisation anticipates the needs of the consumer, and then seeks to satisfy
those needs in a manner that will result in achieving sales. In the 21st century,
globalization, the 4IR and changing tourist tastes have meant that the industry has
become very competitive, which warrants a shift in the tourism marketing strategies
employed to remain competitive (Hegazzy, 2015; Van Aardt and Du Plessis, 2016;
Onyango and Kesa, 2018; Xiao, 2020; Henama and Sifolo, 2021; Yung et al., 2021).
This is on the back of the fact that the tourism industry broadly seeks to attract the
attention of people who are potential tourists, and thus a good marketing strategy
would assist in this regard. Xiao (2020) therefore identifies marketing as an important
element of management in the tourism space and suggests that a good marketing
strategy is likely going to lead to the expansion of opportunities for the organisation.
George (2008) observes how such a strategy should be informed by the unique
challenges that the tourism industry is faced with. In this regard, he argues that
marketers should concern themselves with the four distinct characteristics of
marketing a service offering as tourism: intangibility, variability, inseparability, and
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perishability. These characteristics have made marketing tourism a difficult task in that
tourism is an experience and thus cannot be marketed like a tangible product.
Additionally, because it is an experience, each person experiences it differently from
the next and, besides, the marketing is complicated by the fact that it exists in
instances where a service and the provision of the service occur simultaneously, with
both the provider and the consumer being present and involved in the process of
delivery (Greenley and Matcham, 1983; George, 2008). Moreover, the experience is
perishable because once sold, it cannot be saved, stored, or resold, and only exists
as a memory (George, 2008; Van Aardt and Du Plessis, 2016).

Aside from these characteristics, another aspect that complicates the marketing of
tourism offerings is the lack of ownership, i.e. when you buy a tourism offering, you do
not receive ownership, but rather gain momentary access to it (George, 2008). Another
major attribute is the interdependence of the tourism offerings, where a trip involves a
great number of different aspects where a bad experience with one aspect affects the
rest of the trip. More importantly, in the context of this study and tourism in South
Africa, tourism is vulnerable to external shocks and events such as extreme weather,
wars, political events, and, most importantly, diseases (Greenley and Matcham, 1983;
George, 2008; Bama and Nyikana 2021). In this regard, Bama and Nyikana (2021)
argue that the tourism industry in the country was one of the hardest hit industries by
the COVID-19 pandemic. This phenomenon and the implications it has on marketing
tourism is explored in the latter part of the paper. Having provided the contextual basis
for understanding tourism marketing, the following section explores the concept and
its implications in the 4IR era.

MARKETING TOURISM IN THE FOURTH INDUSTRIAL REVOLUTION ERA
According to Xiao (2020), the rapid growth and development of internet technology
and smart phones has led to a transition to a new era, where much of the marketing
that takes place does so online and on mobile devices. This has meant that, more than
ever, the internet is now closely tied with the tourism industry, and the marketing
thereof is conducted in this space (Buhalis, 1998; Xiao, 2020; Henama and Sifolo,
2021; Tseane-Gumbi and Ojakorotu, 2021). As demonstrated by Onyango and Kesa
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(2018), organisations in the tourism space have had to replace the traditional
distribution channels and rather move towards web-based interactions with their
customers. In this regard, the authors argue that hotels, for example, have had to
resort to more mobile social media communications and their sales promotion
activities. Van Aardt and Du Plessis (2016) note that the speed with which technology
innovation has gone has really put the tourism industry in a space of both excitement
and anxiety, particularly given the opportunities and the challenges that are posed by
this development. They go on to caution the organisations in terms of ensuring that
they are up to date on the developments and ensuring that they match this pace with
their own innovations and the adoption of the many tools which are available as a
result of the development. The argument is that those who fail to match and adopt the
tools of the 4IR would be left behind by the increasingly sophisticated market who
prefer to use technology for their everyday buying decisions (Cai, Richter and
Mckenna, 2019; Van Aardt and Du Plessis, 2016; Xiao, 2020). In the context of tourism
marketing and the 4IR, the main focus has been on the adoption and clever use of
information and communication technology (ICT) to achieve competitive advantage.
Van Aardt and Du Plessis (2016) define ICT as “all technology used to store and
process diverse data and facilitate communication with all stakeholders (including
customers) in all communication types and formats”. These ICT tools have been a
major driver of competitiveness in the tourism industry, particularly around the area of
strategic tourism management because they cut down the costs, assist in enhancing
transparency, speed, and flexibility in operations as well as ensuring that there is a
variety to choose from amongst tourism organisations (Yoo and Gretzel, 2016; Van
Aardt and Du Plessis, 2016; Alsarayreh, 2018; Henama and Sifolo, 2021). According
to Van Aardt and Du Plessis (2016), these ICT tools have also given the power to
consumers to do their own research on places, do price comparisons, make personal
decisions on the places that they want to visit and be able to make all bookings and
financial arrangements at the touch of a button. At the same time, much of the existing
travel technology is being used for the development of systems that assist in managing
travel in the form of travel-tracking, and flight tracking systems. Van Aardt and Du
Plessis (2016) term this use of travel technology as “e-tourism”, which they define as
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the “analysis, design, implementation and application of ICT and e-commerce
solutions in the travel and tourism industry as well as the analysis of the industry’s
economic processes and market structures and customer relationship management”.
In other words, e-tourism is seen as the buying and selling of offerings through
electronic channels. In addition to e-tourism, the integration of social networks as part
of the marketing strategy has also grown in recent times. According to Onyango and
Kesa (2018) South Africa has fared very well in terms of using social media in
communicating tourism offerings to customers and building relationships in this regard,
while maintaining sales. They observe how many organisations have increasingly
used social media to create loyalty programs and to conduct effective marketing
research as part of a broader strategy of gaining competitive advantage (Tan, Lee,
Hew, Ooi and Wong, 2018; Onyango and Kesa, 2018). Van Aardt and Du Plessis
(2016) suggest that social media gives organisations the platform to build relationships
with their customers and enables those customers to have constructive dialogue with
the brand and make enquiries about the latest available promotions. In fact, they
highlight how social media has expanded the line of communication such that there is
no longer a limit to having communication from producer to consumer, but rather
consumer to consumer, consumer to producer and an inclusive, open platform for all
to communicate. Notwithstanding the above, there are broader issues that face South
Africa specifically that need to be considered in the overall picture when analysing
tourism marketing and the 4IR (Tseane-Gumbi and Ojakorotu, 2021). For example,
South Africa’s tourism business space is varied, with formal and informal businesses
that make up the overall SMMTE market (George, 2008). This implies that, whatever
impact that the 4IR has had on this market, it requires careful consideration at the
operation level as some of these organisations may have bigger challenges in terms
of access to these tools. Tseane-Gumbi and Ojakorotu (2021) also highlight the
scarcity of key resources in the country and other developing countries, such that the
4IR is rather a farfetched reality for these contexts. In addition to these challenges, the
country has been faced with a new challenge in the form of the COVID-19 pandemic.
Whilst the pandemic has affected the world generally and had implications for almost
all sectors of the global economy (Bama and Nyikana, 2021), there are strong
arguments to be made for the difficulties that have been posed to tourism operations
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in the South African context. The next subsection therefore presents a brief discussion
on the prospects and implications of tourism marketing within the broader environment
of the COVID-19 pandemic.

TOURISM MARKETING PROSPECTS AND IMPLICATIONS FOR SOUTH AFRICA
IN THE FACE OF COVID-19
According to Yung et al. (2021), the COVID-19 pandemic has posed fresh challenges
to tourism marketing for many destinations. The reality is that, for tourism to develop
in South Africa, there is a need for effective and high-speed, reliable ICT infrastructure
and software applications, which is not necessarily the case currently (Adapa, 2014;
Van Aardt and Du Plessis, 2016; Tseane-Gumbi and Ojakorotu, 2021). Especially
against the observations above, there is a need for a flexible approach in marketing,
which is not possible for all the role-players in the tourism landscape. For example,
the ability of organisations to use ICTs in a strategic manner to improve their position
is determined by broader macro-environmental issues, which pose serious challenges
for business owners. As argued by Yung et al. (2021), the pandemic has meant that
there is increased pressure on the marketers to ensure that they communicate their
tourism offerings in a very clear manner that also entices the potential visitors to visit
destinations. In the case of South Africa, the argument is that the country was one of
the worst affected in the world, and that, despite its strong standing as one of Africa’s
premier tourist destinations, technology will become an invaluable resource in terms
of communicating intangible experiences to potential tourists. However, the need for
a conducive environment cannot be overemphasised in this respect. In particular, the
need for ensuring tech savvy talent to deal with these challenges is raised. In this
context, the suggestion is that there be a strategic drive to ensure that critical skills are
learnt by the youth, who could then come into the job market and capitalise on the 4IR
tools, ensuring optimum use of the available platforms to achieve competitive
advantage for organisations. Besides, Onyango and Kesa (2018) have argued that the
spontaneous nature of social media presents major challenges for business owners,
and as such, there is a big gap, which can be filled by the youth, who have a close
understanding of this platform to position organisations.
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Another key consideration that is linked with the COVID-19 pandemic is the overall
reaction to travel and tourism beyond the pandemic (Bama and Nyikana, 2021;
Rogerson and Rogerson, 2020). In this regard, the argument is that there could be
reluctance to travel due to reservations and fear initially, which means that marketers
would need to send certain messages to convince people to travel. In this regard, the
use of social media, and other 4IR tools could be key in enticing travel and triggering
intentions to travel. Given that South Africa is one of the “high risk” destinations, the
need to aggressively market and convince potential tourists to travel here, or to
encourage domestic tourists to visit sites, will be increased (Bama and Nyikana, 2021).
However, Tseane-Gumbi and Ojakorotu (2021) caution that such actions will be
largely restricted by the broader scarcity of resources and access issues that are
prevalent in the country. In fact, the unreliable connectivity, lack of training
opportunities, and general limitations that exist for some businesses, especially
smaller tourism businesses in terms of accessing global markets through marketing,
will make this task particularly cumbersome.

CONCLUSION
For many tourism organisations in South Africa, there is a need to anticipate and adapt
to the rapidly changing needs of tourists, and to ensure that ICTs and other tools of
the 4IR are adopted in order to deliver the relevant product, at the right time, at the
relevant and competitive price for the right customers (Van Aardt and Du Plessis,
2016; Khan and Hossain, 2018). In particular, organisations will need to accept the
reality of e-tourism and acknowledge the role that it can play in improving overall
competitiveness, while ensuring that comprehensive communication with the tourists
is maintained. However, the limitations that hinder development generally in business
operations should be considered. In this respect, tourism marketing is going to be
tricky in the context of South Africa, as some organisations, especially those of a larger
magnitude, may be able to navigate this with minimal cost, while the smaller roleplayers will find it difficult to exert themselves in this regard. For example, there has
been a notable increase in the move away from traditional distribution channels and
rather an escalation in web-based bookings, online marketing, and the use of social
media as tools for marketing. This move has been coupled by the need to recruit
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technologically savvy talent who would be best placed to maximise the platforms
available in this period.

Additionally, many businesses have realised the need to use mobile social media in
their communication activities, their sales promotion, relationship development and
management as well as their marketing research endeavours. However, much will
need to happen at the broader macro-environment level in ensuring that there is
reliable connectivity and high speed connections that will enable these relationships
to be formed. Moreover, there is also an argument to be made for more investment in
training and upskilling the informal businesses to learn how to effectively optimise the
opportunities presented by the 4IR age. More than ever, the tourism sector needs to
be more deliberate in its marketing efforts especially through the effective integration
of different online and social media-based marketing activities. The growing popularity
and success of these platforms can be effectively leveraged to ensure bigger reach in
terms of existing and potential tourists. When considering the importance of domestic
tourism for example, key messages should be sent through these platforms, which in
turn can trigger the intention to visit local destinations and therefore boost the
development of this niche post-COVID-19.

LIMITATIONS
This paper has attempted to provide thought-provoking discussions on the effects of
the 4IR on tourism marketing within the South African context. However, much like
many critical reviews, there remain several limitations. Firstly, the arguments
presented are subjective and as such open to an element of bias, and as such, the
arguments should be viewed as one of the starting points for discussion around the
topic, and not the endpoint. Secondly, given the lack of primary data, the conclusions
drawn herein should be read with the necessary caution as they are solely based on
existing literature, which in some cases was from a different context. Lastly, the 4IR in
the South African tourism context remains a “grey area” and as such, its effects and
those of the COVID-19 pandemic on tourism marketing should be read and
understood in line with these considerations.
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Abstract
CEO duality, signifying that one person holds both offices of CEO and Chair, Board of
Directors in the same entity is a prominent variable in corporate governance (CG)
literature. However, we argue against its value-relevance and inclusion in the CG
measurement index and moderating variable in current literature. We reviewed CEO
duality regulations in Africa and their application in literature. We used a desk review
approach currying secondary data from published works in the areas of CG in Africa
as well as African CG codes. The study found that the provisions of CG codes on CEO
duality in Africa are somewhat mixed, with some supporting, others recommending
and others being indifferent. Additionally, literature mention and use of the concept of
CEO duality has been mixed with some using it as a control variable and others as
predictor variable. Also, this will have little to no effect on the result of the corporate
governance research analysis, as compliance is high in these countries. In practice,
many entities do not practice CEO duality having prohibited it in their CG codes, while
others still practice it. Although some arguments are in favour of CEO duality, like in
the United States, we argue that in Africa, the concept should be a thing of the past,
although the likelihood of using past CEOs as Board Chairs may be a new focus. It
must be noted that though many African countries are against CEO duality, the policy
may not be able to take away underground politicking between the CEO and Board
Chair.
Keywords: African countries, Board Chair, Board Independence, Board of Directors,
CEO Duality, Corporate Governance, Regulations
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INTRODUCTION
As the discussion on good corporate governance progresses, this study reviews the
motivation for the continual use of CEO duality as part of the measurement index for
corporate governance (CG) and as a moderating variable in recent corporate
governance literature among African countries. The concept of separatism, contrary
to CEO duality in CG research is attributed to better board independence (Krause,
Semadeni and Cannella 2014; Carty and Weiss, 2012).
CEO duality arises when the same individual takes up the position of the Chief
Executive Officer (CEO) of an organisation and at the same time the position of the
chair of the board of directors of the same organisation. The phenomenon of CEO
duality has been a subject of scholarly and policy discourse for over three decades
and remains prominent in CG literature and studies (Krause et al., 2014). Furthermore,
CEO duality is perceived as a two-faced global phenomenon, because of its
presence/absence impact on board monitoring power, board independence, and
information asymmetry (Krause et al., 2014). CEO duality has also appeared in
literature as Role Duality and Board Duality (Ibrahim, 2018).
This study answers the following questions:
-

What is the current position of CEO duality in African Corporate Governance
codes?

-

To what extent does CEO duality still appear in current African Corporate
Governance studies?

-

How relevant is the use of CEO duality as a measurement index in African
Corporate Governance?

As this study provides answers to the above-stated enquiries, it is important to state
that the study is not on how CEO duality affects firm performance or earning
management, or on CEO power or compensation or other board characteristics as
various scholars have looked into (Sewpersadh, 2019; Olaniyi and Obembe, 2017;
Olaniyi, Obembe and Oni, 2017; Ngwenya, 2016; Yasser and Mamun, 2015;
Agyemang, Aboagye, Antwi and Frimpong, 2014; Carty and Weiss, 2012), but it is on
the (non)importance it still carries in African corporate governance literature.
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LITERATURE REVIEW
The Anglo-Saxon system adopted by most African countries has aided the separation
of the role and person of the CEO and chair of the board. According to Yasser and
Mamun (2015), the Cadbury Code of 1992 was the first official document to clearly
suggest the separation of the role of the chairman and CEO for improved corporate
governance in the United Kingdom (UK).
Currently, countries like the UK, Russia and Japan, do not permit CEO duality.
However, in the US, CEO duality is permitted (Ozili, 2021; Kakabadse, Kakabadse
and Barratt, 2006). US companies are not mandated to separate the roles of the CEO
and the Chairman of the board, as there are arguments to favour CEO duality,
especially on the terms of information symmetry between the managers and the
representatives of the owners of the company to aid the advancement of the
companies’ objectives and serve as a mechanism to synchronise the interest of
managers with those of the owners of the company (Carty and Weiss 2012).
Krause, Semadeni and Cannella (2014) emphasized that though the Sarbanes Oxley
Act recommended the separation of CEO and Board Chair, there is an increasing but
low acceptability of CEO non-duality among S & P 500 companies considered in their
study. Some believe that the occupation of the position by an individual aids
information symmetry and effective leadership on the board. However, Gleason (2015)
explained further that there is a consideration to have a lead director, who is an
independent director as an additional leadership on the board when there is a situation
of CEO duality. The lead director acts as the head of the directors in their monitoring
role and implementation of board independence. Some US boards have lead directors
(Carty and Weiss, 2012).
Also in the US, there is the concept of CEO plurality, which is the CEO not only holding
the role of the Chairman of the board but other roles within the organisation like the
President, the Chief Operating Officer (COO) and other major roles, all by one
individual (Krause et al., 2014; Abels and Martelli 2013). The CEO plurality concept
was introduced by Worrell, Nemec, and Davidson (1997) in their work to check how
this affects succession procedures in organisations (Krause et al., 2014).
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Krause, Semadeni and Cannella (2014) concluded in their review on CEO duality and
firm performance that the non-duality status of a board encourages better corporate
governance system than when the chair and the CEO are the same persons. This
study affirms this and in the African context understands the importance of CEO duality
to the progress of any economy stemming from the organisation performance it
improves.
It is important to note that the UK and most African countries run a unitary board,
where the executives and non-executives meet as one governing body and CEO
(non)duality can hold, this is unlike countries like Germany, which have both
management and supervisory boards as two separate governing bodies and the CEO
heads the management board, while a non-executive director heads the supervisory
board (Aluchna and Aras, 2018).
On one hand, the agency theory strengthens the resolve of the separation of the two
powerful positions (CEO and Board Chair). This is predicated on an assumption of
greater independence and better corporate outlook. Also, the principal can get better
firm performance outcomes from the agents in charge, and in the long run, reduce
agency costs. This assumes also that the principal is seen to be truly overseeing the
affairs of the agent and is not being affiliated with him. While on the other hand, the
stewardship theory is in support of CEO duality as the argument posits that having
one person occupy the two important positions will lead to better accountability and
decisions will be made faster without the encumbrances of red-tapism (Krause et al.,
2014; Abels and Martelli, 2013; Kakabadse et al., 2006).
This study is hinged on institutional theory, given that CG codes and regulations are
issued and applied to build and strengthen strong institutions by increasing board
independence. According to Nakpodia and Adegbite (2018), institutional theory forms
the basis of organisational norms, as they take into consideration the rules guiding
social and economic behaviour set up by the institutions governing the economic
activities in various environments.
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METHODOLOGY
Using a desk review approach, this study used an online search for recent publicly
available CG codes of African countries and recent African CG literature in the Scopus
database. Recent studies include those published between 2016 and 2021. The base
year (2016) is conveniently selected, as this can be a year from where current literature
can be picked from and used in the study. Additionally, there is an assumption that the
various regulations would have been a common happenstance in African countries as
at 2016.
Only CG codes written in English Language were sorted and used.
FINDINGS
CEO duality in African CG codes
Simple/basic Google search with relevant keywords (corporate governance codes,
corporate governance regulations, African countries) were used and results are
presented in Table 1. The position of African CG codes is mixed. Among Southern
African countries, the countries considered – Botswana, Namibia, and South Africa –
prohibit CEO duality in their CG codes, while in the North African countries – Egypt,
Morocco and Tunisia – CEO duality is permitted, while non-duality is recommended.
They allow reporting entities to disclose their justification for adopting CEO duality on
their annual reports and website. In West Africa, with Ghana, Nigeria and Sierra Leone
as focus countries, CEO duality is not permitted. East African countries present a
peculiar case with Kenya and Mauritius not permitting, Malawi, permitting CEO duality,
while Rwanda makes no significant mention of CEO duality. However, no Central
African country code was used in this study due to unavailability.
Despite the varying degrees of allowance of CEO duality among African countries,
little mention (Namibia and South Africa) is made on the issue of CEO transiting to
Board Chair at the end of their tenure. This may be a significant policy loophole that
can make immediate past CEOs remain strongholds to undermine the independence
of corporate boards.
CEO duality appearance in current African CG studies
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The study found that CEO duality remains prominent in African CG literature. The
number of selected publications are few due to the study’s restriction to recent
literature (2016 to 2021) in the Scopus database. The key search terms include
corporate governance + country names. Excluded from the search results are studies
that combined African countries and other countries not under consideration e.g.
MENA countries, BRICS countries, Australia, Turkey.
The trimmed search resulted in forty (40) publications shown in Table 2.
Among the forty studies considered, thirty-four used CEO duality as a predictor
variable and these appeared more from countries where CEO duality is permitted (ElHabashy, 2019b; El-Bassiouny and Letmathe, 2018; Elfeky, 2017; Sakka and Jarboui,
2016). We were surprised to see recent literature mention CEO duality from countries
where they are not permitted and the regulation is highly implemented such as in
Nigeria (Ehikioya, Omankhanlen, Omodero and Isibor, 2021; Sani, Alifiah and Dikko,
2020), South Africa (Corvino, Doni and Martini, 2020; Lemma, Mlilo and Gwatidzo,
2020; Sewpersadh, 2020), Kenya (Outa, Waweru and Ozili, 2018).
Relevance of CEO duality as a measurement index in African CG
Results from the econometric analysis of CEO duality are largely insignificant yet
continues to appear in CG literature. For example, in the work of Marie, Kamel and
Elbendary (2021), CEO duality used as a control variable yielded a mean of 0.361,
which indicates that most of the listed financial companies utilised in the study do not
practice CEO duality even though Egypt permits it. In addition, the work of Okyere,
Fiador and Sarpong-Kumankoma (2021) on earnings management, capital structure
and the role of corporate governance in listed non-financial organisations in Botswana,
Ghana, Kenya, Namibia, Nigeria and Uganda, excluded the CEO duality variable,
originally used in the study analysis. This was because the variable showed results
that did not affect the analysis to give a meaningful result as, majority of the entities
considered had separate chairs and CEO, and the dichotomous value used to
represent this situation was the same for majority of the observations.
Additionally, it was discovered that there is some sort of inconsistency in coding CEO
duality among selected studies such that the dichotomous values are interchanged.
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For example, the presence of CEO duality has been measured as 1 (Olojede and Erin,
2021; Sewpersadh, 2020; Ben Ahmed, Salhi and Jarboui, 2020; Ntim, Lindop,
Thomas, Abdou and Opong, 2019; Amewu and Alagidede, 2019; Sakka and Jarboui,
2016; Miko and Kamardin, 2016) and 0 (Sampong, Song, Amoako and Boahene,
2021; Olojede, Iyoha and Ben-Caleb, 2020; El-Habashy, 2019b; Areneke and Kimani,
2019; Outa et al., 2018).
Table 1: African CG codes and position on CEO duality
Country

CG Rule

Yea

CEO Duality

r
1.

Mandatory

Code

Language

on

CEO

e

Duality

2

“The post of Chairman and

Southe

Botswa

Code

rn

na

Best

Chief Executive Officer should

Practice

not vest in one person and the

on

Chairman of the board should

Corporate

preferably be an independent

Governan

non-executive director.”

Africa

of

Pag

ce
2.

Namibia

The

201

Corporate

4

Mandatory

31

“The board should elect a
chairman of the board who is an

Governan

independent

non-executive

ce

director.

CEO

Code

The

of

the

for

company should not also fulfil

Namibia

the role of chairman of the
board.”
“The retired CEO should not
become the chairman of the
board

until

three

complete

years have passed since the
end of the CEO’s tenure as an
executive director. After this
period,

the

CEO

may

be

considered for appointment as
a non-executive chairman, after

661

International Conference in Accounting and Business – 2021
ISBN: 978-0-620-92936-3
an

assessment

of

his

independence.”
3.

South

King

IV

Africa

Report

201

Mandatory

53

6

“The CEO of the organisation
should

not

also

chair

the

governing body, and the retired
CEO should not become the
chairman of the governing body
until three complete years have
passed after the end of the
CEO’s tenure.”
4.

North

Egypt

Africa

The

201

Recommend

Egyptian

6

ed

26

“The Board of Directors shall
elect the Chairman of the Board

Corporate

and shall appoint the Managing

Governan

Director. It is not recommended

ce

that the posts of the Chairman

Code

(2016)

and Managing Director be held
by the same person. If splitting
the two posts is not feasible, the
reasons should be disclosed in
the company’s annual report
and on its website. In this case,
an

independent

Deputy

Chairman for the Board of
Directors should be appointed,
according to the international
best practices, to chair the
meetings

that

discuss

the

performance of the executive
management.”
5.

Morocc

Moroccan

200

Recommen

9,

“…Finally, the separation of

o

Code

8

ded

10,

powers in the corporation by

11

separating

of

Good

the

functions

of

Corporate

Chairman and Chief Executive

Governan

(companies

with Boards of

Directors) or by the adoption of
a dual structure (Supervisory
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ce

Board and Management Board)

Practices

promotes the independence of
decision-making and actions.”
“The

independence

of

the

governing body is determined
principally by its composition
and structure, that is: … The
separation of powers between
the key executives (Chairman,
Chief Executive, manager, comanager, etc.).”
“…Moreover, for limited liability
companies

with

Boards

of

Directors, the choice between
maintaining combined functions
for the Chairman and Chief
Executive or separating them
should

be

made

by

each

enterprise, reaching a decision
in light of its considerations on
good governance.”
6.

Tunisia

Code

of

Best

200

Recommend

8

ed

11

“To separate the roles of CEO
and chairman of the board of

Practice

directors

for

an

of

purpose. When the board of

Corporate

directors

Governan

positions should be filled by one

ce

person,

decides

it

is

efficiency

that

both

requested

to

account for this choice to the
shareholders.”
7.

West
Africa

Ghana

Corporate

200

Separation

7 &

“The chairman as the head of

Governan

9

mandated for

14

the board can play a central role

ce

listed

in

Guideline

companies

governance of the corporate

s on Best

ensuring

the

effective

body and functioning of the
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Practices

board. The separation of the

- 2009

roles of the chairman and the
chief executive is advocated as
a mechanism of ensuring an
appropriate balance of power,
increasing accountability, and
enhancing the capacity of the
board for independent decision
making.”
“…There should ideally be a
separation between the role of
chairman

and

managing

director/chief executive officer
particularly in listed companies
unless there are specific reason
which militate against such
separation or as may be in the
case

of

smaller

corporate

bodies, the cost of separation is
uneconomical.
If the two offices are combined
in the case of corporate bodies
having their securities listed on
a

stock

exchange

the

behind

the

rationalisation

decision to combine the roles
should

be

explained

to

shareholders and the board
must enact procedures that
ensure the independence of the
board as a whole.
In the event of a separation of
the two offices, the relationship
between

the

managing

director/chief executive office
and the chairman and board as
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a

whole

respective

along

with

their

responsibilities

should be formally defined.”

8.

Nigeria

Nigerian

201

Code

8

of

Mandatory

17

“The positions of the Chairman
of the Board and the Managing

Corporate

Director/Chief Executive Officer

Governan

(MD/CEO) of the Company

ce 2018

should be separate such that no
person can combine the two
positions.”

9.

Sierra

Draft

Leone

Code

201
of

Mandatory

21

7

“The CEO of the organization
should not be appointed or

Corporate

serve as the Chairman of the

Governan

Board.”

ce

for

Sierra
Leone
10.

East

Kenya

Africa

Code

of

Corporate

201

Mandatory

12

5

“The roles of Chairman and
CEO should not be exercised
by the same individual.”

Governan
ce
Practices
for
Issuers of
Securities
to

the

Public
2015
11.

Malawi

The

201

Recommend

Malawi

0

ed

15

“The roles of the Chairman and
the Chief Executive Officer

Code

II:

should preferably be separate,

Code

of

but where they are combined, it

Best

is important that the Chairman

Practice

encourages proper deliberation

665

International Conference in Accounting and Business – 2021
ISBN: 978-0-620-92936-3
for

of all matters requiring the

Corporate

Board’s attention and obtains

Governan

optimum

ce

members of the Board.”

in

input

from

all

Malawi
12.

Mauritiu

The

201

s

National

6

Code

Mandatory

19

“All Boards should have a
Chairperson

who

may

be

of

independent. The title, function

Corporate

and role of the Chairperson

Governan

should be separate from that of

ce

the CEO. Boards should ensure

for

Mauritius

that the Chairperson be able to

(2016)

commit

sufficient

time

to

carrying out his or her duties
and responsibilities effectively.
The

duties

and

expected

workload will vary according to
the type, scale and complexity
of the organisation.”
13.

Rwanda

Guiding
Code

of

200

No statement on CEO duality in

9

their

corporate

governance

blueprint.

Corporate
Governan
ce 2009

Source: Authors’ Compilation (2021)
Table 2: Literature using CEO Duality
S/N

Article Title

Article

African

CEO

CEO Duality

Author(s)

Country

Duality

as

(Year)

(s) used in

present

moderating

the study

in

variable

the

model

(Yes = 1, No

(Yes = 1,

= 0)

No = 0)
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1.

Does corporate governance

(Fiador, 2016)

Ghana

1

0

(Gyapong,

South

1

1

influence the efficiency of
working capital management
of listed firms: Evidence from
Ghana
2.

Do

Women

and

Ethnic

Minority Directors Influence

Monem

Firm Value? Evidence from

Hu, 2016)

and

Africa

and

Nigeria

1

0

and

Ghana

1 (Part of

0

Post-Apartheid South Africa
3.

Corporate

governance

(Miko

mechanisms,

sensitive

Kamardin,

factors

earnings

2016)

and

management in Nigerian oil
and gas industry
4.

The

governance-

(Owusu

performance

relationship:

Weir, 2016)

an

Evidence from Ghana
5.

Audit

reports

Empirical

index)

timeliness:

evidence

(Sakka

and

Tunisia

1

0

from

Jarboui, 2016)

voluntary

(Elfeky, 2017)

Egypt

1

0

(El-Bassiouny

Egypt

1 (Part of

0

Tunisia
6.

The

extent

of

disclosure

and

determinants
markets:

in

its

emerging

Evidence

from

Egypt
7.

The

adoption

of

CSR

practices in Egypt: internal

and Letmathe,

an

efficiency

2018)

index)

or

external

legitimation?
8.

Board

characteristics

and

(Ibrahim, 2018)

asymmetric cost behaviour:
evidence from Egypt
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9.

Security market regulation:

(Outa

antecedents

2018)

for

capital

et

al.,

Kenya

1 (Part of

0

an

market confidence in frontier

index)

markets
10.

The

effect

of

industry

(Tshipa,

South

nuances on the relationship

Brummer,

Africa

between

Wolmarans

corporate

governance

and

financial

performance: Evidence from
South

African

and

du

1

0

1

0

Ghana

1

0

South

1 (Part of

0

Africa

an

Toit,

2018a)

listed

companies
11.

The

impact

of

corporate

governance

disclosures

on

relevance.

12.

flexible

value
Empirical

(Tshipa,

South

Brummer,

Africa

Wolmarans
and

du

Toit,

evidence from South Africa

2018b)

Do

(Afriyie, Kong,

corporate

mechanisms

governance
and

internal

Danso,

Ibn

control systems matter in

Musah

and

reducing mortality rates?

Akomeah,
2019)

13.

Mergers

and

compensation
Evidence

executive

(Amewu

changes:

Alagidede,

from

African

and

2019)

index)

markets
14.

Value

relevance

multinational

of

directorship

(Areneke

and

Nigeria

1

1

Nigeria

1

0

Kimani, 2019)

and cross-listing on MNEs
national

governance

disclosure practices in SubSaharan

Africa:

Evidence

from Nigeria
15.

Effect

of

corporate

(Asogwa,

governance board leadership

Ofoegbu,
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16.

models and attributes on

Nnam

earnings quality of quoted

Chukwunwike,

Nigerian companies

2019)

The

(El-Habashy,

effect

of

governance

corporate

attributes

on

and

Egypt

1

0

Egypt

1

0

South

1 (Part of

0

Africa

an

2019b)

accounting conservatism in
Egypt
17.

The effects of board and

(El-Habashy,

ownership structures on the

2019a)

performance of publicly listed
companies in Egypt
18.

and

(Ntim

performance: the moderating

2019)

Executive

pay

et

al.,

effect of CEO power and

index)

governance structure
19.

Corporate

social

responsibility

20.

intensity:

(Asogwa,

Okereke, et al.,

or destroying?

2020)

Business

Capacity,
Venturing

Performance:

and

Corporate

1

1

Nigeria

1 (Part of

0

Ugwu,

Shareholders’ value adding

Absorptive

Nigeria

(Asogwa,
Ugwu, Uju, et

an

al., 2020)

index)

Governance Mediating Roles
21.

Corporate governance and

(Ben Ahmed et

earnings forecast accuracy in

al., 2020)

IPO

prospectuses:

Tunisia

1

0

Morocco

1

0

an

empirical analysis
22.

The

impact

of

internal

governance mechanisms on

(Berbou

and

Sadqi, 2020)

financial and stock market
performance

of

listed

companies: Evidence from
an emerging market
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23.

Corporate

governance,

integrated

reporting,

environmental

and

(Corvino et al.,

South

2020)

Africa

1

0

1

1

Tunisia

1

0

Tunisia

1

0

Egypt

1

1

0

disclosure:

Evidence from the South
African context
24.

The

asymmetric

corporate
CEO

25.

role

of

(Gyapong,

South

governance

in

Khaghaany

Africa

pay

determination:

and

Ahmed,

evidence from South Africa

2020)

The joint effect of corporate

(Haj-Salem,

risk disclosure and corporate

Ayadi

governance on firm value

Hussainey,

and

2020)
26.

The joint effect of corporate

(Haj-Salem

risk disclosure and corporate

al., 2020)

et

governance on firm value
27.

28.

Artificial and real income

(Ibrahim,

smoothing around corporate

Abdelfattah

governance reforms: further

and Hussainey,

evidence from Egypt

2020)

Board

(Lemma et al.,

South

1 (Part of

2020)

Africa

an

directors’

remuneration,
ownership,

and

corporate performance: the

index)

South African evidence
29.

Central banks' supervisory

(Mutarindwa,

44 African

guidance

Schäfer

countries

on

governance
stability:

corporate
and

Evidence

bank

and

1

0

1

0

Stephan, 2020)

from

African countries
30.

Corporate Governance and

(Olojede et al.,

Creative

2020)

Practices

Accounting
in

the

Listed

Companies in Nigeria

670

Nigeria

International Conference in Accounting and Business – 2021
ISBN: 978-0-620-92936-3
31.

relationship

(Sani

between board composition

2020)

The

dynamic

et

al.,

Nigeria

1

0

1

0

0

and capital structure of the
Nigerian listed firms
32.

Governing Board Attributes

(Sewpersadh,

South

as

2020)

Africa

The Predictive Power of K-

(Wu, Coleman

Nigeria and

1 (Part of

Nearest Neighbour (KNN):

and

Ghana

an

The

2020)

Profitability Influencers

under

Endogeneity:

Econometric

An

Analysis

in

South Africa
33.

Effect

of

Corporate

Bawuah,

index)

Governance Mechanisms on
Earnings Management
34.

Corporate Board and Capital

(Ehikioya et al.,

Structure

2021)

Dynamics

in

Nigeria

1

0

Egypt

1

0

Egypt

1 (Part of

0

Nigerian Listed Firms
35.

The

effect

structure

of

ownership

and

characteristics

board

on

(El-Dyasty and
Elamer, 2021)

auditor

choice: evidence from Egypt
36.

How

firms'

mediates

performance

the

relationship

between

(Elzahaby,
2021)

an

corporate

governance

quality

index)

and

earnings quality?
37.

How

does

governance

internal

affect

banks’

(Marie et al.,

Egypt

1

0

(Okyere et al.,

Ghana,

1

0

2021)

Kenya,

2021)

financial stability? Empirical
evidence from Egypt
38.

Earnings

management,

capital structure, and the role
of

corporate

governance:

Botswana,
Nigeria,
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Evidence from sub-Saharan

Uganda,

Africa

and
Namibia

39.

Corporate
mechanisms

governance
and

creative

(Olojede

and

Nigeria

1

0

South

1

1

Erin, 2021)

accounting practices: the role
of accounting regulation
40.

Voluntary social performance

(Sampong

disclosure

al., 2021)

and

firm

et

Africa

profitability of South African
listed firms: Examining the
complementary role of board
independence

and

managerial ownership

Source: Authors’ Compilation (2021)
CONCLUSION AND RECOMMENDATIONS
There is a significant interplay of policy and practice such that in some countries where
CEO duality is permitted, but not recommended, some companies are not practising
it. As expected, in countries where CEO duality is not permitted, they are not practising
it. Although the statistical value-relevance of CEO duality is limited, it continues to
appear in CG literature as both a measurement index for CG and as a moderating
variable. We argue against the use of CEO duality as a measurement index for CG
based on its low statistical significance and its adoption practices among African
entities.
The study recommends that African countries that still permit CEO duality should look
towards eliminating it to strengthen the board independence of their businesses, and
international economic outlook. Furthermore, research into having past CEOs as
Board Chairs within a specified period after completing their tenure as CEO and how
it affects board independence and organisational performance is required. A
systematic review and meta-analysis on the contributions of CEO duality in African
CG studies are scarce. This study should be able to answer the question of the validity
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of CEO duality as a certain or perceived independence safeguard of corporate
governance.
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Abstract
Due to the volatility in the world of business today, the amount of risks a business has
to face is enormous which if not properly managed may result in catastrophic
consequences for the business. Traditional risk management (TRM) practices
employed to help mitigate the negative effects of these risks have failed to do a good
job. In order to cover up for the inefficiencies of TRM practices, enterprise risk
management (ERM) is being proposed as a remedy. This study is therefore aimed at
examining the impact of ERM on corporate financial performance in terms of return on
average equity, share price return, and firm value. The research relied on secondary
data obtained from the audited annual accounts and reports of 15 purposively selected
deposit money banks in Nigeria for the periods of 2012 to 2019. Generalised Least
Squares (GLS) regression was employed to analyse the data obtained. The results
showed that ERM had significant impact on the return on average equity and share
price return, but not significant to firm value of the banks. The study concluded that
ERM implementation had significant impact on the financial performance of the
Banking Industry in Nigeria; and thus, recommended that management of banks and
other listed corporations in Nigeria should invest in ERM practices and frameworks in
order to increase their profitability and competitiveness.
Keywords: enterprise risk management, firm value, return on average equity, share
price return, Nigerian Banking Industry
1. INTRODUCTION
In recent times, many firms have become complex, uncertain, and volatile in their
operations than they were in the past. This has brought about risks in the workplace.
Organizations must monitor, manage, and control a plethora of internal and external
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risk and uncertainty variables, as well as the potential outcomes of those variables
(Juthamon, 2016; Shatnawi et al., 2019). According to Dickinson (2001), risk is an
inherent part of the corporate strategy of doing business which corporate organizations
have to consider and this has led them to develop strategies to try to reduce and if
possible, eliminate these risks. These strategies are referred to as risk management.
Both risks and uncertainties have had major impact on most organizations (Protiviti,
2006). These impacts can either be positive or negative. The primary aim of risk
management is to minimize the negative impact of these risks and maximize
shareholder value (Committee of Sponsoring Organizations of the Treadway
Commission [COSO], 2004; Hoyt and Liebenberg, 2011; Pagach and Warr, 2011;
Quon et al., 2012).
Many traditional but fragmented risk management systems have failed to properly
manage the risks that corporations confront. This has resulted in a paradigm shift from
a narrow (traditional) view of risk management to a broad approach. The broad or
holistic approach taken to manage risks within an organisation is referred to as
Enterprise Risk Management (ERM). ERM is a management process which
necessitates that an organisation's management recognise and appraise the
aggregate risks that affect the value of the organisation, as well as implement an
enterprise-wide risk management strategy to manage those risks, in order to build an
effective risk management plan (Meulbroek, 2002).
ERM assists management in aligning risk appetite and strategy, improving risk
response,

integrating

risk

management

perspectives,

enhancing

corporate

governance, reducing operational surprise and losses, taking advantage of
opportunities, and reducing unsatisfactory performance variability (COSO, 2004). The
positioning of ERM in the firms, especially the banking industry can offer the required
monitoring mechanism to efficiently address potential risk disclosures which pose a
threat to the realization of an enterprise’s goals (Cohen et al., 2017; Shatnawi et al.,
2019). The goal of implementing ERM is to provide high confidence that the business
objective of the firm will be met while also increasing its value creation (Nocco and
Stulz, 2006).
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Successful implementation of ERM practices help firms to increase their values and
manage risk more effectively (Lechner and Gatzert, 2018). ERM boosts the profitability
performance of firms through the reduction of operational and marginal costs, and also
cut down the uncertainty of stock market returns (Eckles et al., 2014). Companies that
are effective in the implementation of ERM achieve high operating efficiency and
performance than those who are deficit (Callahan and Soileau, 2017). Therefore, the
effective ERM implementation helps in improving the firm performance.
So many studies have been conducted to show the impact of ERM on performance of
companies. However, there is a dearth of extant literature on the impact of ERM on
financial performance of firms in Nigeria. Most previous researches on this topic have
been based largely on foreign firms such as US firms (Gordon et al., 2009; Pagach
and Warr, 2010; McShane et al., 2011; Baxter et al., 2013), Italy (Florio and Leoni,
2017), UK (Malik et al., 2020), Malaysia (Tahir and Razali, 2011; Soltanizadeh et al.,
2014; Ping and Muthuveloo, 2015; Annamalah et al., 2018; Shad and Lai, 2019; Ali et
al., 2019), Indonesia (Agustina and Baroroh, 2016), Canada (Quon et al., 2012),
Pakistan (Yang et al., 2018), Kenya (Nyagah, 2014). Very few studies (Obalola et al.,
2014; Ahmed and Manab, 2016; Soliman and Adam, 2017) focused on the Nigerian
business environment. Therefore, there is the dire need of contributing to knowledge
in this research stream in Nigeria. This necessitated the present study.
2. LITERATURE REVIEW
Risk Management: Risks refers to “the effect of uncertainty on objectives” (ISO, 2009:
4). According to International Federation of Accountants (1999), risk is “Uncertain
future events which could influence the achievement of the organisation’s strategic,
operational and financial objectives”. These definitions show that risk does not only
result in negative consequences or deviation from the expected but can also have a
positive effect on the achievement of business objectives.
An organization must find ways to effectively manage risks so as to be able to
maximize shareholder value and make good use of opportunities available to the
organization. Risk management has always been a part of human nature and as
Kloman (2010) reiterates, risk management is innate. Risk management is an
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essential component of any organization's strategic management. It is the approach
by which organisations address the risks associated with their operations in a
systematic manner (AIRMIC, Alarm and IRM, 2010).
There is a common misconception in the world of business that risk management is
equivalent to risk hedging, due to the fact that it derives its origin from insurance and
other risk hedging products such as swaps and derivatives. However, risk
management goes beyond risk hedging to taking a more strategic view of risks and
how it affects the business entity as a whole (Hopkin, 2012). It is important for
enterprises of all sizes to implement risk management into their business processes.
Risk management arose due to the fact that many businesses began to suffer from
uncertainties and events that were not insurable, thereby leading them to come up
with strategies and techniques to manage these uncertainties. Risk management has
however, in recent times transcended its original practices of transferring risks to third
parties to better manage risk and opportunities by minimizing the degree of risks
(Hopkin, 2012). Risk management should be an ongoing and evolving process that is
applied throughout the organisation’s strategy and the implementation of that strategy
(IRM, 2002).
In recent years, corporate risk management has expanded far beyond insurance and
hedging of financial exposures to include other types of risks, such as operational risk,
reputational risk and most recently, strategic risk (Nocco and Stulz, 2006). The senior
executive with the title of Chief Risk Officer (CRO) orchestrates the functions of risk
management. The CRO reports to the Chief Financial Officer (CFO) or Chief Executive
Officer (CEO), and in some firms, the CRO reports directly to the board of directors
(Lam, 2000).
As the risk management practice developed over the years, it was characterized by a
narrow, “silo” based approach to risks. Organizational units focused on only those risks
that affected their departments alone rather than taking a strategic view of risks. Risk
management activities were carried out in ways that were fragmented without there
being any form of coherence in how organizations managed risks as a whole. This risk
management practice is the traditional risk management (TRM). However, businesses
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began to discover that taking this approach to risk management was not effective as
many organizations began to see the inefficiency in managing risks at business unit
level (Hoyt and Liebenberg, 2011). These lapses surrounding TRM brought about an
integrated, enterprise–wide technique, referred to as enterprise risk management.
Enterprise Risk Management (ERM): This is “a process, effected by an entity’s board
of directors, management and other personnel, applied in strategy-setting and across
the enterprise, designed to identify potential events that may affect the entity, and
manage risk to be within its risk appetite, to provide reasonable assurance regarding
the achievement of entity objectives” (COSO, 2004). There are some basic concepts
enshrined in the COSO’s definition (Protiviti, 2006) which explain that ERM is


a continuous process that runs through an organisation



effected by employees at every stratum of the organisation



used throughout the firm, at all levels and units, and involves keeping a portfolio
view of risks at the entity level



aimed to determine possible risks that may affect the entity and manage risk
within the entity’s risk tolerance



intended to offer management and board of directors with reasonable
assurance

ERM is an holistic and effective way of dealing with risks, as it enables the
management of an organization to take a strategic and procedural approach to risk
management that would ensure that shareholder value is fully maximized (Annamalah
et al., 2018). It is a structured and well-organized approach of integrating strategies,
processes, people, technology, and knowledge with the aim of appraising and
managing the uncertainties that organisations face as it generates values (Lai and
Samad, 2011; Shatnawi et al., 2019).
This management approach seeks to create the oversight, control and discipline which
facilitate continuous improvement of organisation’s capabilities to manage risks in
order to build investor’s confidence and enhance corporate governance (Protiviti,
2006). It is a new way of thinking that increases the ability of a firm to forecast the
portfolio of risks it encounters (Beasely et al., 2005; Yang et al., 2018).
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Theoretical Framework: The theories used in this study were borrowed from finance
literature that relate to enterprise risk management. These theories are Modern
Portfolio Theory (MPT) and The Modigliani-Miller Proposition.
Modern Portfolio Theory (MPT): Modern Portfolio Theory (MPT), a hypothesis put forth
by Harry Markowitz in his paper "Portfolio Selection," (published in 1952 by the Journal
of Finance) is an investment theory based on the idea that risk-averse investors can
construct portfolios to optimize or maximize expected return based on a given level of
market risk, emphasizing that risk is an inherent part of higher reward. It is one of the
most important and influential economic theories dealing with finance and investment,
which also has implications for risk management.
According to MPT, an investor can diversify his risks by investing in a number of
different assets of varying returns, thereby reducing the riskiness of his portfolio. MPT
helps to quantify the benefits of diversification. The Modern Portfolio Theory is based
on the Random Walk Hypothesis, which states that the price of a financial asset cannot
be predicted but follows a random path. In the case of ERM, the Modern Portfolio
Theory, helps the management of a firm to construct an efficient frontier of multiple
optimal offering the maximum possible return at a given level of risk.

It helps

management in identifying opportunities for risk minimization.
Modigliani-Miller Theory: The Modigliani-Miller Theory was developed in 1959 and it
states that: states that the market value of a company is calculated using its earning
power and the risk of its underlying assets and is independent of the way it finances
investments or distributes dividends. According to them, the only way to increase the
wealth of shareholders., is to increase the value of the firm’s assets. Both capital
structure decisions and risk management have no impact on shareholder’s wealth.
Some important deviations from the perfect capital markets in the Modigliani and Miller
setting have been identified, giving motivations for firms to care about risk
management, such as taxes, bankruptcy costs, agency costs and others (Gossy,
2008). Modigliani and Miller state that under the restrictive neoclassical assumptions,
corporate financial decisions do not influence the value of the firm. These decisions
simply redistribute the income stream among different investors. As long as investors
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can act in the capital markets at the same terms and conditions as the firm itself, the
only way to impact firm value is by influencing the expected level of firm cash flows
(Gossy, 2008).
Following these arguments, the Modigliani-Miller proposition has implications for ERM
decisions, as they are part of the overall financing decision of the firm. An avid
proponent of the Modigliani-Miller proposition would argue that doing any risk
management or implementing ERM, would have no effect on the value of a firm as it
is purely a financial transaction (Gossy, 2008). The Modigliani-Miller proposition
becomes important for risk management when it is used in identifying conditions in
which risk management practices begin to make economic sense. For this to be
possible, some neoclassical assumptions of the Modigliani-Miller theory would have
to be relaxed.
Review of Empirical Studies: There has been a lot of interest in recent times on ERM
and how it affects financial performance of firms. Research on the impact of ERM on
financial performance has produced mixed results. Some studies identified significant
positive impact of ERM on financial performance, some revealed significant negative
relationship, while others showed no relationship between ERM and firm financial
performance.
Pagach and Warr (2010) examined the impact of ERM on financial performance, using
logit and matched sample model of 106 US companies. In measuring the adoption of
ERM by the companies, the appointment of a Chief Risk Officer (CRO) and other CRO
keywords was used as a proxy. Financial performance was measured using several
financial variables such as Return on Equity (ROE) and Slack (Cash and marketable
securities/Total Assets). The results of the study showed that ERM has no significant
effect on financial performance or at least no effect that can be measured from a
financial statement users’ perspective.
McShane, Nair and Rustambekov (2011) in their research on 82 publicly traded
insurers with S&P ERM ratings found out that although ERM has a positive relationship
with firm value, there was no evidence indicating that the adoption of ERM produced
an increase in firm value (measured by Tobin’s Q). In the same vein, a study carried
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out by Ugwuanyi and Ibe (2012) on the impact of ERM on the financial performance
of 375 firms in the Nigerian brewery industry revealed that ERM enhances the firms’
financial performance. The study also recommended that ERM be backed by
organizational policies.
A study by Bertinetti et al. (2013) examined the effect of ERM on firm value on a
sample of 200 European companies, both from the financial and non-financial sectors
using fixed effects panel regression analysis. The measuring method used for ERM
was first time adoption of ERM systems on the company’s financial statements, and
the effect of ERM on performance was measured using Tobin’s Q (market value of
equity plus book value of liabilities divided by the book value of assets). The findings
of the study showed that there was a significant positive relationship between ERM
adoption and company value. Also, Bedard et al. (2013) in their work on US banks
and insurance companies to determine whether or not ERM quality enhances financial
performance, discovered that the quality of an organization’s ERM system was
positively associated with firm value (which was measured using Tobin’s Q) and
financial performance (which was measured using ROA). However, Tekathen and
Dechow (2013) in a study carried out on German firms argued that the benefits the
implementation of ERM claims to provide was only theoretical in nature but in practice,
firms do not necessarily enjoy these benefits.
Obalola, Akpan and Abass (2014) in their work sought to find out the relationship
between ERM and organizational performance in the Insurance industry. The study
was carried out on 10 insurance companies in Nigeria using multiple linear regression
technique. The results of the study showed that there was a positive relationship
between ERM and firm financial performance, and that insurance companies should
adopt ERM practices in order to help boost organizational performance, which will in
turn help boost organizational reputation.
Ahmed and Manab (2016) examined the influence of ERM implementation and Board
Equity Ownership on the performance of financial institutions in Nigeria. Purposive
sampling technique was adopted where data were collected from chief risk officers,
chief financial officers, and other top-level managers of the sampled organisations. In
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their study carried out on 163 financial institutions in Nigeria using PLS-SEM path
modelling, provided evidence that ERM had significant positive effects on the financial
performance of financial institutions. In a contrary position, Agustina and Baroroh
(2016) examined the relationship between ERM and firm performance mediated
through the financial performance of 53 banks listed in Indonesia Stock Exchange from
2011 until 2013. Employing Path Analysis, the study found that ERM has no significant
influence on the firm value and financial performance, while financial performance has
significant and positive influence on the firm value.
In examining local evidence of the impact of ERM on financial performance, Soliman
and Adam (2017) in a study to find out how the adoption of ERM affects firm
performance using a sample of ten (10) listed banks in Nigeria provided evidence that
there was a significantly positive relationship between ERM implementation and
financial performance in the Nigerian banking sector. It was also posited in the
research that firms in advanced stages of ERM perform better than those in their
foundation stage. Another research regarding the relationship between ERM and firm
performance was carried out by Florio and Leoni (2017) which attempted to investigate
how the adoption of ERM affected the financial performance of non–financial
companies listed on the Milan Stock Exchange, using multivariate OLS regressions.
In determining whether a company adopts ERM practices, proxies such as the
appointment of a CRO, whether the company has an established Integrated Risk
Committee (ICR) and the reporting frequency between the ICR committee and the
Board of Directors. Financial performance was measured using the Return on Assets
ratio (ROA) and Tobin’s Q. The results of the study provided evidence that there was
a positive relationship between ERM implementation and financial performance.
Another interesting research was conducted by Yang et al. (2018). They investigated
the mediating role of competitive advantage between ERM practices and firm
performance, and the moderating role of financial literacy between ERM practices and
competitive advantage. Primary data were collected for the study using structured
questionnaire administered to 304 SMEs in Pakistan. Structural equation modelling
(SEM) was used to analyse data. The results revealed that the ERM practices had
significant effect on firm performance and competitive advantage. While competitive
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advantage partially mediates the relationship between ERM practices and firm
performance, financial literacy significantly moderates the relationship between ERM
practices and competitive advantage. In the same vein, Annamalah et al. (2018)
examined the role of ERM in managing risks and enhancing business performance.
Structured questionnaire and interview technique were used to gather data, and the
findings that ERM had positive and significant effect on operational risk; market risk;
political risk; health, safety and environmental risk; as well as on business
performance.
Shad and Lai (2019) examined the influence of enterprise risk management (ERM)
implementation on firm performance using a sample of 11 oil and gas public listed
companies in Malaysia. Content analysis was used to collect data on ERM practices
and financial performance of the firms. COSO’s ERM integrated framework was
employed to measure ERM implementation and return on asset (ROA) was used as
proxy for financial performance of the firms. Data were analysed using multiple
regression analysis. The findings showed that out of the eight components of ERM
framework, only four such as supportive internal environment, objective setting, control
and monitoring activities, had positive and significant influence on the financial
performance of the firms.
Malik et al. (2020) examined the impact of ERM on firm performance by assessing the
moderating role of board-level risk committee (BLRC) – a vital governance
mechanism. The study captured 260 observations from the UK listed firms. Results
showed that the effectiveness of ERM significantly and positively affects firm
performance, and strong BLRC governance complements this relationship and
increases the firm performance effects of ERM.
The foregoing review of literature showed some local and international studies that
have been carried out to examine the impact of ERM on performance of firms. It can
be seen that there is a lot of inconclusiveness as to the impact of ERM adoption on
firm financial performance. It can also be seen locally that there is a dearth of extant
literature on the impact of ERM on firm financial performance in Nigeria. There is the
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need for further empirical investigation on the relationship between ERM and firm
financial performance, hence this study.
3. METHODOLOGY
This study in finding out the impact of ERM on financial performance of deposit money
banks in Nigeria made use of the correlation research design. Correlation research
intends to examine the strength and direction of the relationship between the
dependent variable and independent variables. The research design was based on
the premise that ERM has significant influence on the financial performance of
Nigerian banks.
Measurement of Variables: The study’s dependent variable was financial
performance of banks which was measured by return on average equity, share price
return and firm value. The independent variable was Enterprise Risk Management,
which was measured by bank’s ERM score, while the controlled variables comprised
firm size, leverage, growth, systemic risk, and institutional effect.
This study employed the ERM score developed by Florio and Leoni (2017), in which
six binary variables representing ERM components were used to create a
comprehensive ERM score. Three variables represent RM integration into corporate
governance and measure whether the company has a Chief Risk Officer (CRO),
whether it has a risk committee (RiskCommittee), and the reporting frequency between
risk committee and the board of directors (RCtoBoD). Other three variables represent
the characteristics of the risk assessment procedure: RAfrequency is the frequency of
the assessment, RAlevel is the depth of the procedure regarding the overall company
or single business units, and RAmethod refers to the methodology for the assessment,
which can be qualitative only or also quantitative. The comprehensive ERM score
(ERMscore) is the sum of all the six binary variables and ranges from 0 to 6.
Table 1: Measurement of Variables
Variable

Measurement

Return on Average Equity

ROAE is used to measure the profitability of a firm, relative to its total

(ROAE)

assets. It is calculated by dividing operating profit by the value of the
total assets of the firm.

690

International Conference in Accounting and Business – 2021
ISBN: 978-0-620-92936-3
Share Price Return (SPR)

This was measured by year on year percentage changes in the
bank’s share price after adding dividend per share.
This was measured using Tobin’s Q. This is measured by calculating

Firm Value (FV)

the sum of market capitalisation and book value of liabilities, divided
by book value of total assets
Chief Risk Officer (CRO)

Dummy variable equal to 1 if the company has designated a chief
risk officer or an ICR officer, and 0 otherwise.

Risk Committee (RC)

Dummy variable equal to 1 if the company has designated a specific
risk committee and 0 otherwise.

Risk Committee to Board of

Dummy variable equal to 1 if the risk committee, refers to the Board

Directors (RCtoBoD)

of Directors at least biannually, and 0 otherwise

Risk

Dummy variable equal to 1 if the company performs the risk

Assessment

Frequency (RAfrequency)

assessment procedure at least biannually and 0 otherwise.

Risk

Dummy variable equal to 1 if the company carries out the risk

Assessment

Level

(RALevel)

assessment

procedure

at

a

level

lower

than

the

overall company
Risk Assessment Method

Dummy variable equal to 1 if the company adopts both qualitative

(RAMethod)

and

quantitative

methods

of

risk

assessment,

and 0 otherwise
Enterprise

Risk

Management (ERM) score

Six binary variables representing ERM components were used to
create a comprehensive ERM score. The comprehensive ERM score
is the sum of all the six binary variables and ranges from 0 to 6.

Firm Size

This was measured by computing the natural logarithm of the firm’s
total assets.

Leverage

This was measured as the proportion of total debts to total assets

Growth opportunities

This was measured as the proportion of change in revenue to the
revenue of the previous period.

Systemic Risk

This was measured using the market leverage of the banks, which is
obtained by dividing the market value of assets by the market value
of equity.

Institutional Effects

This is measured by the percentage of institutional shareholders in
the banks.

Data Analysis Technique: This study employed Generalized Least Squares (GLS)
regression of panel data analysis. Panel data regression was used to estimate the
relationship between the independent variable (ERM) and the dependent variable
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(financial performance). Generalized Least squares technique (to control for
endogeneity in the data) was used to estimate regression coefficients. These
techniques and tools were selected based on the fact that they are more informative
(i.e. more variability, less collinearity, and more degree of freedom), as estimates are
likely to be more efficient. The techniques also allowed the study of individual
dynamics. As they gave information on the time ordering of events, the technique also
allowed for individual unobserved heterogeneity. Generalized Least Squares
regression helped to correct heteroskedasticity and autocorrelation, present in time
series data, by reweighting the error variance.
Model Specification: In order to estimate the impact of ERM on financial performance
in the Nigerian Banking Industry, the following panel data regression models were
used (McShane et al., 2011; Gates et al., 2012; Soliman and Adam, 2017):
𝑅𝑂𝐴𝐸𝑖𝑡 = 𝛽0 + 𝛽1 𝐸𝑅𝑀𝑖𝑡 + 𝛽2 𝑆𝐼𝑍𝐸𝑖𝑡 + 𝛽3 𝑆𝑅𝐾 + 𝛽4 𝐿𝐸𝑉𝑖𝑡 + 𝛽5 𝐺𝑅𝑊𝑖𝑡 + 𝛽6 𝐼𝑁𝑆𝑖𝑡 + ℇ𝑖𝑡 -- (1)
𝑆𝑃𝑅𝑖𝑡 = 𝛽0 + 𝛽1 𝐸𝑅𝑀𝑖𝑡 + 𝛽2 𝑆𝐼𝑍𝐸𝑖𝑡 + 𝛽3 𝑆𝑅𝐾 + 𝛽4 𝐿𝐸𝑉𝑖𝑡 + 𝛽5 𝐺𝑅𝑊𝑖𝑡 + 𝛽6 𝐼𝑁𝑆𝑖𝑡 + ℇ𝑖𝑡 ---- (2)
𝐹𝑉𝑖𝑡 = 𝛽0 + 𝛽1 𝐸𝑅𝑀𝑖𝑡 + 𝛽2 𝑆𝐼𝑍𝐸𝑖𝑡 + 𝛽3 𝑆𝑅𝐾 + 𝛽4 𝐿𝐸𝑉𝑖𝑡 + 𝛽5 𝐺𝑅𝑊𝑖𝑡 + 𝛽6 𝐼𝑁𝑆𝑖𝑡 + ℇ𝑖𝑡 ------ (3)
𝛽0 = regression constant; 𝛽1 − 𝛽6 = variable coefficients
𝑅𝑂𝐴𝐸𝑖𝑡 = Return on Average Equity of bank i at time t
𝐹𝑉𝑖𝑡 = Firm Value of bank i at time t
𝑆𝑃𝑅𝑖𝑡 = Share price return of bank i at time t
𝐸𝑅𝑀𝑖𝑡 = ERM score of bank i at time t
𝑆𝐼𝑍𝐸𝑖𝑡 = Firm size of bank i at time t
𝑆𝑅𝐾𝑖𝑡 = Systemic Risk of bank i at time t
𝐿𝐸𝑉𝑖𝑡 = Leverage of bank i at time t
𝐺𝑅𝑊𝑖𝑡 = Revenue growth of bank i at time t
𝐼𝑁𝑆𝑖𝑡 = Institutional effect of bank i at time t
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ℇ𝑖𝑡 = Error term of bank i at time t
Apriori expectation: 𝛽1 > 0, 𝛽2 > 0, 𝛽3 < 0, 𝛽4 > 0, 𝛽5 > 0, 𝛽6 > 0

4. RESULTS AND INTERPRETATION
Descriptive Statistical Analysis: Information about sample statistics such as mean,
median, skewness, standard deviation, maximum and minimum value, and the
distribution of the sample measured by the skewness, kurtosis and the Jaque-Bera
statistics for the selected Nigerian banks are provided in Table 2. The results showed
that the average ROAE, SPR and FV were 0.084, 0.097 and 3.460 respectively. This
suggested that the banks performed fairly well over the examined period as all values
were positive. ROAE was negatively skewed, while SPR and FV were positively
skewed. Their kurtosis statistic showed that the distribution of the data series for
ROAE and FV was peaked relative to the normal, as they were greater than the
standard 3.0 while SPR was seen to be mesokurtic. Their Jarque-Bera statistic with
probability values less than 0.05 suggested that the null hypothesis of normality in the
distributions was rejected and the alternative hypothesis accepted that the data was
not normally distributed.
Looking at the ERM Score and the five control variables (firm size, systemic risk,
leverage, growth, and institutional effect), the results showed that their average values
were 5.26, 20.67, 19.36, 0.76, 0.22, and 0.99 respectively. The mean ERM score of
5.26 out of a possible maximum score of 6.00 revealed that the enterprise risk
management of the Nigerian banks was highly effective to a large extent. This depicts
the ability of the money deposit banks to effectively manage risks. Also, the results
showed that the banks had satisfactory firm size (in terms of total assets), financial
leverage, growth opportunities and institutional effects to manage risks within the
industry (systemic risk).
Furthermore, the results in Table 2 showed that ERM Score, systemic risk, growth
opportunities and institutional effect were all positively skewed. More so, firm size,
systemic risk, leverage, growth, and institutional effect were highly peaked (i.e.
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leptokurtic) as their kurtosis statistic were greater than 3.0 (which is the standard for
normally distributed data series). However, ERM score’s kurtosis statistic showed that
the ERM Score distribution was flat as its value was lower than 3.0.
Table 2: Descriptive Statistics of Measured Variables
Statistics

ERM

SIZE

SRK

LEV

GRW

INS

ROAE

SPR

FV

Mean

5.26

20.67

19.36

0.76

0.22

0.99

0.084

0.097

3.460

Median

5.00

20.89

8.05

0.86

0.11

0.96

0.115

-0.008

1.742

Maximum

6.00

22.18

96.90

0.97

6.31

2.72

0.326

1.457

35.716

Minimum

5.00

18.10

0.49

0.01

-0.94

0.00

-1.335

-0.666

0.956

Std. Dev.

0.44

1.08

26.93

0.27

0.76

0.65

0.209

0.497

5.865

Skewness

1.11

-0.97

1.83

-2.26

6.99

1.11

-4.785

0.856

4.003

Kurtosis

2.24

3.11

5.21

6.31

57.20

4.17

31.242

3.128

19.103

Jarque-

17.08

11.58

56.48

96.96

9661.6

19.33

2741.7

9.090

997.320

0.00

0.00

0.00

0.00

0.00

0.00

0.000

0.010

0.000

Bera
Probability

Unit Root Tests: The variables used in the study were subjected to unit root tests
using ADF-Fisher Chi-Square Levin, Lin and Chu test and the Hadri Test. This was to
reinforce and ensure robustness, boost the confidence in the reliability of the results
and to determine the stationarity of the variables. The results of the test for all
variables were presented in Table 3. The results showed that all the variables were
stationary at level.
Table 3: Unit root at intercept
Variables

LLC

Probability

Order of Integration

ROAE

-510.375

0.0000

I (0)

SPR

-11.7399

0.0000

I (0)

FV

-2.31012

0.0104

I (0)

ERM

3.87432

0.0001

I (0)

SIZE

-3.45386

0.0003

I (0)

SRK

4.21608

0.0000

I (0)

LEV

-193.904

0.0000

I (0)

GRW

-22.7571

0.0000

I (0)

INS

-67.2313

0.0000

I (0)
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Impact of Enterprise Risk Management on Return on Average Equity of the
Banks: In regression model 1, regression analysis was run using Return on Average
Equity (ROAE) as the dependent variable with ERMS and the control variables (size,
systemic risk, leverage, growth, institutional effect) as regressors. Before the panel
regression analysis was carried out, Hausman’s Test was run to determine whether
the fixed or random effects model was appropriate in carrying out the regression
analysis. The result of the Hausman’s test presented in Table 4 showed that the fixed
effect model was appropriate in carrying out the regression analysis.

Table 4: Hausman’s Test- Regression Model 1
Test Summary
Cross-Section random

Chi-Sq. Statistic

Chi-Sq. d.f.

Probability

15.122637

6

0.0193

The results of the regression analysis are presented in Table 5. From the analysis it
could be seen that ERM had a significant positive impact on Return on Average Equity
(ROAE) of the selected banks. This means that a 1 percent increase in the ERM Score
would increase Return on Average Equity by 21.4 percent. This could be traceable to
the effective implementation of ERM in the selected money deposit banks. Also, from
the analysis, Growth, Leverage, and Institutional effect had positive impact on the
ROAE of the listed banks, but not significant; depicting that growth, leverage and
Institutional effect had no significant impact on ROAE. Furthermore, systemic risk and
firm size had a significant negative effect on the ROAE of the banks in Nigeria. This
implied that 1 percent increase in systemic risk and firm size, would reduce ROAE by
0.32 percent and 0.45 percent respectively. Therefore, enterprise risk management
had a significant impact on ROAE.
From the table, the F-statistic of 5.406025 (p < 0.01) indicated that all
regressors/explanatory variables had a jointly significant impact on ROAE. Also,
Durbin-Watson statistic value of 2.338150 showed that there was an absence of serial
autocorrelation. The coefficient of determination (R-squared) value indicated that the
independent (enterprise risk management) and control (size, systemic risk, leverage,
growth, institutional effect) variables jointly explained 67.1 percent of the total variation
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in the ROAE of the selected banks in Nigeria. This confirmed that the relationship
between enterprise risk management and ROAE of the banks was significant.
Table 5: GLS Regression Results of Impact of ERM on ROAE of the Banks Regression Model 1
Dependent variable: ROAE
Independent variable

Coefficient

Std Error

t-statistic

p-value

Constant

-0.822263

1.269737

-0.647585

0.5200

ERM

0.214103

0.071022

3.014596**

0.0039

SIZE

-0.008589

0.059312

-0.144809

0.8854

SRK

-0.003199

0.001057

-3.025238**

0.0038

LEV

0.004486

0.149354

0.030039

0.9761

GRW

0.011446

0.009165

1.248812

0.2172

INS

0.014761

0.011944

1.235847

0.2220

R-squared

0.671054

Adjusted R-squared

0.546923

F-statistic

5.406025**

Prob. (F-statistic)

0.000000

Durbin Watson Stat

2.338150

** Significant at 1% level
Impact of Enterprise Risk Management on Share Price Return of the Banks: In
regression model 2, regression analysis was run using Share Price Return (SPR) as
the dependent variable with ERMS and the control variables (size, systemic risk,
leverage, growth, institutional effect) as regressors. Hausman’s Test was also carried
out with the results presented in Table 6. The test showed that the null hypothesis
(random effect was appropriate) was rejected and the alternative hypothesis which
stated that fixed effect model was appropriate was accepted.
Table 6: Hausman’s Test- Regression Model 2
Test Summary
Cross-Section random

Chi-Sq. Statistic

Chi-Sq. d.f.

Probability

27.123093

6

0.0001

The results of the analysis on regression model 2 are presented in Table 7. Enterprise
risk management (ERM) had a significant negative impact on the Share Price Return
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(SPR) of the banks at 1 percent level. Also, the control variables such as Firm size
and Systemic risk had significant negative impact on SPR, while Leverage and Growth
had significant positive impact on SPR at 1 percent level of significance. However, it
was seen that Institutional effect did not have significant impact on SPR. The case of
firm size having a significant negative impact on SPR goes against theoretical
expectations. The coefficient of one of the control variables - Leverage supported the
theoretical expectation of the possible positive impact on SPR. This might have
resulted from the banks making efficient use of funds borrowed, which yielded positive
returns in terms of SPR. This is so because the selected banks in the study are well
established banks with robust structures put in place to prevent financial loss.
In addition, the F-statistic value of 6.342104 (p < 0.01) showed that all the regressors
had a jointly significant impact on SPR. Thus, the model was appropriate in explaining
the behaviour of Share Price Return (SPR) of the banks. The R-squared value
revealed that ERM and the control variables explained as high as 70.5% of the
variation in SPR of the banks. This confirmed that enterprise risk management had a
significant impact on share price return of the Nigerian banking industry.
Table 7: GLS Regression results of Impact of ERM on SPR of the Banks Regression Model 2
Dependent variable: SPR
Independent variable

Coefficient

Std. Error

t-statistic

p-value

Constant

35.13765

5.216939

6.735300

0.0000

ERM

-0.748458

0.220912

-3.388028**

0.0013

SIZE

-1.617564

0.247672

-6.531083**

0.0000

SRK

-0.016314

0.002973

-5.487794**

0.0000

LEV

3.479819

0.602536

5.775290**

0.0000

GRW

0.182629

0.045337

4.028295**

0.0002

INS

-0.044837

0.079480

-0.564127

0.5750

R-squared

0.705297

Adjusted R-squared

0.594088

F-statistic

6.342104**

Prob. (F-statistic)

0.000000

Durbin Watson Stat

2.279399

** Significant at 1% level
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Impact of Enterprise Risk Management on Firm Value of the Banks: In regression
model 2, regression analysis was run using firm value (FV) as the dependent variable
with ERMS and the control variables as regressors. The result of the Hausman’s Test
carried out is presented in Table 8 and it indicated that the fixed effect model was
appropriate in carrying out the regression analysis.
Table 8: Hausman’s Test- Regression Model 3
Test Summary
Cross-Section random

Chi-Sq. Statistic

Chi-Sq. d.f.

Probability

111.557461

6

0.0001

From the results of the regression analysis presented in Table 9, it can be seen that
although there was a positive relationship between ERM and FV, this relationship was
not significant. Considering the control variables, the results of the regression analysis
revealed that systemic risk had a significant negative relationship with FV at 1 percent,
which is consistent with the theoretical expectation. Firm size and leverage had
significant negative relationship with FV at 10 percent level, and these contradict our
theoretical expectation. In addition, growth opportunities and institutional effect had
positive relationship with FV, which is in line with the theoretical expectations.
From the analysis, the F-statistic of 12.49367 (p < 0.01) indicated that the explanatory
variables (enterprise risk management, size, systemic risk, leverage, growth,
institutional effect) had a jointly significant impact on FV. Also, the R-squared indicated
that the explanatory variables jointly explained 82.5 percent of the total variation in the
FV of the selected banks in Nigeria. These results could be influenced more by the
significant control variables than the ERM. The Durbin-Watson Statistic of 1.967322
(≈ 2.0) showed that the model was not suffering from serial autocorrelation. Therefore,
the analysis showed that enterprise risk management had positive impact on the firm
value of the money deposit banks in Nigeria.
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Table 9: GLS Regression results of Impact of ERM on FV of the Banks Regression Model 3
Dependent variable: FV
Independent variable

Coefficient

Std. Error

t-statistic

p-value

Constant

9.676315

6.478616

1.493578

0.1412

ERM

0.740944

0.716475

1.034151

0.3058

SIZE

-0.391570

0.216531

-1.808378*

0.0762

SRK

-0.013239

0.002182

-6.066190**

0.0000

LEV

-2.443701

1.363635

-1.792049*

0.0788

GRW

0.260895

0.298502

0.874015

0.3861

INS

0.047395

0.101616

0.466410

0.6428

R-squared

0.825009

Adjusted R-squared

0.758975

F-statistic

12.49367**

Prob. (F-statistic)

0.000000

Durbin Watson Stat

1.967322

** and * Significant at 1% and 10% levels respectively
Discussion of Findings: This study provided evidence on the relationship between
enterprise risk management (ERM) and firm financial performance in terms of return
on average equity (ROAE), share price return (SPR) and firm value (FV). It was shown
that enterprise risk management had positive impact on ROAE and FV of the Nigerian
money deposit banks, which are consistent with the theoretical expectations.
However, ERM was only statistically significant to ROAE, but not FV. These findings
are in line with McShane et al. (2011), Soliman and Adam (2017) and Florio and Leoni
(2017) who presented an empirical evidence that ERM implementation in large sized
firms had a positive relationship with the return on average equity and firm value.
The study also revealed that there was a significant but negative relationship between
ERM and the banks’ share price return (SPR) which shows how the share price has
performed over time, accounting for both capital gains and dividends paid to
shareholders. This negative relationship contradicts our theoretical expectation. The
result of this study was not consistent with the findings of Soliman and Adam (2017)
in which enterprise risk management showed a significant positive relationship
between ERM and the SPR of money deposit banks in Nigeria. The inconsistency in
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the relationship between ERM and SPR in our study could be as a result of the severe
economic recession during the latter part of the period under study (2018-2019) which
adversely affected banks’ share prices.
Since firm size was measured using the natural logarithm of the total assets of the
banks, it is expected that the higher the value of the assets, the higher will be the firm
value of the banks. However, in our multiple regression analysis which was run against
the three measures of financial performance (ROAE, SPR and FV), firm size had
constantly been seen to be negatively related to them. This contradiction from studying
our dataset arose from the fact that the asset base of the sampled banks may not, at
all times reflect how well they perform, in terms of financial measures. When a bank
with a large asset base fails to manage its asset efficiently, it may result in low
performance levels. More so, banks with low but efficiently managed assets base may
experience higher performance levels.

5. CONCLUSION AND RECOMMENDATION
Following the results of the analyses, it was seen that enterprise risk management
(ERM) had a significant positive impact on the profitability of Nigerian banks, quoted
on the Stock Exchange. Specifically, ERM had a significant positive impact on ROAE,
but a positive impact on FV. This implies that enterprise risk management when
implemented, portend favourable results in terms of profitability measured by ROAE.
Also, it was evident that ERM had significant negative impact on share price return but
had no significant impact on the Firm Value of the quoted Nigerian banks.
Based on the findings from this study and the conclusion reached, the study
recommends that management of banks and other listed corporations in Nigeria
should invest in ERM practices and frameworks in order to increase their profitability
and competitiveness. The results of the study also showed that ERM had no significant
impact on firm value. In order to improve firm value, banks should ensure that they
implement strategies and engage in activities that give good signalling effect to the
market. This would encourage investors to purchase their stocks and would
consequently result in an increase in firm value which is determined by reactions in
the stock market.
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APPENDIX
LIST OF SAMPLED QUOTED NIGERIAN BANKS
S/N

BANKS

1.

Access Bank

2.

Diamond Bank

3.

Ecobank

4.

First City Monumental Bank

5.

Fidelity Bank

6

First Bank Nigeria

7.

Guaranty Trust Bank

8.

Skye Bank

9.

Stanbic IBTC Plc.

10.

Sterling Bank

12.

United Bank for Africa Plc.

13.

Union Bank

14.

Wema Bank

15.

Zenith Bank Plc.
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