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From the prosperity illusion to reality constraints

The economy of last 50 years has created its own tools of deception that tried to prove that the stock
systems can (just through themselves) solve the real economy problems. Pseudo ratings and influence games
have created mechanisms that are hard to monitor, hard to control and evaluate with precision even for

those who have deszgned it.

The real economy cannot be anymore monitored, controlled and measured accurately by specialized
bodies that work alongside in other plans; other components often parasitize the progress even if they were
arlginally created to catalyze its activity.

We consider here the monetary economy and exchange systems that have lost their original meanings
making from money not a mean (catalyst of economic reaction) but a purpose. Thus, the 8o years have cre-
ated the illusion of prosperity and educated generations in worshiping this illusion and in 2000 this illusion

O O
has collapsed fbrcing future generations to think more and more to the constraints of reality. Those who
created the ,illusions industry” will pay, but unfortunately, like always, those who will suffer are the one
that credited the system (the past and the future generations)

Prof. Ph.D. Paul Marinescu
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Operative methods for crisis management in
public organizations

~ Cristiana Nicoleta Mihaila (The Bucharest Academy of Economic Studies)

Abstract: This research is based on the operative methods for crisis management in public organiza-
tions. Crisis is a necessary evil, a sine quo non. In the process to satisfy needs, people and organizations en-
gage in different activities and as a result, crisis emerges. These crises that emerged posed a lot of problems
to the society. The objective of this research was to investigate the cause of crises and examine the ways in
which crises can be avoided. This paper encourages the use of a macroeconomic approach while analyzing
the conditions that can generate a crisis. The management within the public sector has a determinant role.
This role relates to increasing the efficiency in which the public funds are being used as well as increasing
the performance within the public sector. The article will therefore present the importance of the objective
methods that a public organization can use when a crisis management situation occurs. This paper aims to
conclude that there are several ways in which the management within the public sector can be improved, in
case a crisis occurs. The decision to overcome the crisis can be used either together or separate and the final
decision is left with the manager. The research recommends that these crises should be carried out through
public relations enlightenment programs, using the operative methods, which will be discussed

Keywords: crisis management, operative methods, public organizations, objectives, budget

JEL Clasification: H12 (Crisis Management)

1. Introduction or end to its very existence. This paper will
Crisis management is a critical organiza- outline the importance that the intervention
tional function. Failure in understanding the of the state and of the entire society has on
crisis management can result in serious harm ensuring the protection against the influence
to stakeholders, losses for an organization, of conditions generating a crisis. The research
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will discuss the different operative methods
that can be used when trying to avoid a
management crisis. The management based
on budgets will focus on planning as well
as controlling the financial execution; the
management by objectives is going to discuss
the defined steps used in the planning system;
the management by alternatives will be used
to discuss the importance of improving the
quality of the decisions; the management by
exception is going to rely on the efficiency
of managers’ time budget; the management
based on projects will focus on organizations
in periods of crisis and will describe the nec-
essary stages; and the plan management is
going to outline the key subsystems compo-
nents, in terms of economic efficiency.

The purpose of this paper is to increase
the efficiency of public funds and to improve
the performance within the operative meth-
ods a public institution can use during a
management crisis.

The hypothesis identified is “The cur-
rent budgets substantiation method, “plus
over last year”, is reliable in a time of crisis”.

2. Literature Review

Both practitioners and researchers have
written volumes about crisis management
from many different disciplines making it
a challenge to synthesize what we know
about crisis management and public rela-
tions’ place in that knowledge base. The best
place to start this effort is by defining critical
concepts. A crisis is defined as a significant
threat to operations that can have negative
consequences if not handled properly. In
crisis management, the threat is the poten-
tial damage a crisis can inflict on an orga-
nization, its stakeholders, and an industry.

A crisis can create three related threats: (1)
public safety, (2) financial loss, and (3) repu-
tation loss. As Dilenschneider (2000) noted
in The Corporate Communications Bible, all
crises threaten to tarnish an organization’s
reputation. A crisis reflects poorly on an or-
ganization and will damage a reputation to
some degree. Therefore, every public organi-
zation need to focus on methods to prevent
the opportunity of a crisis occurring.

Effective crisis management handles the
threats sequentially. The primary concern in
a crisis has to be public safety. A failure to
address public safety intensifies the damage
from a crisis. Reputation and financial con-
cerns are considered after public safety has
been remedied. Ultimately, crisis manage-
ment is designed to protect an organization
and its stakeholders from threats and/or re-
duce the impact felt by threats.

Crisis management is a process de-
signed to prevent or lessen the damage a
crisis can inflict on an organization and its
stakeholders. As a process, crisis manage-
ment is not just one thing. Crisis management
can be divided into three phases: (1) pre-cri-
sis, (2) crisis response, and (3) post-crisis. The
pre-crisis phase is concerned with prevention
and preparation. The crisis response phase
is when management must actually respond
to a crisis. The post-crisis phase looks for
ways to better prepare for the next crisis and
fulfills commitments made during the crisis
phase including follow-up information.

During the research undertaken for the
research thesis, a number of Romanian and
foreign publications about cost management
in public sector units have been studied and
listed in the bibliography. Among them were
the management and the methods used in cer-
tain periods of time, in some organizations.
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Thus, HL Tosi and S. Carroll have iden-
tified six advantages of programs on the
management by objectives (MBO). Moreover,
Florin Rau, in his “SMART objectives -
Practical examples” made a scale of SMART
objectives, used in analyzing the MBO: if in-
dividual goals are not aligned to the funda-
mental ones, the risk of starting a “collapse
of the ladder” is becoming increasingly obvi-
ous. Each stage has its well-established role.
Not fulfilling one of these, leads them to an
unwanted direction, and therefore some of
the objectives will remain untouched.

In an attempt to demonstrate that the
MBO fails to lead to improved performance,
J.N. Kondrasuk made a review of the re-
search available in this field. He found that,
out of 141 case studies, 123 were positive, 8
had uncertain results, and only 10 had neg-
ative results. Most studies were focused on
three aspects of MBO: setting goals, feedback
on performance and participation of subordi-
nates in decision-making.

In terms of management on budgeting,
Ch.T. Horngren, S.M. Datar, G. Foster, in the
book entitled “Cost accounting, a managerial
approach”, budget is viewed as: “a) quanti-
tative expression of a proposed action plan
management for a specific period and b) sup-
port the coordination of actions needed to
implement that plan. “

Former chief executive of General
Electric, Jack Welch, describes the develop-
ment of ambitious budgets as key energiz-
ing, motivating and rewarding for bringing
managers and employees.

Budgeting involves setting budgets and
forecasts of the organization to submit all the
figures. Within that, autonomous subsystems
are created, called “centres of expenses, to be
concerned with optimizing resource use and

profit.”

Centre budget is defined as “a segment
of an entity to which control can be exercised
and which can prepare a budget.”

Another notion seen in Ch T. Horngren
is the “responsibility accounting”, which is
“a system of measuring plans and results of

”

each responsibility center.” Following the
same authors, there are four types of respon-
sibility centers:

¢ Cost Center - manager is responsible

for costs;

¢ Center of income - income manager is

responsible;

e Profit center - the manager is respon-

sible for revenue and costs;

¢ Investment Center - Manager is re-

sponsible for investments, revenues
and costs.

The operative methods within the pub-
lic institutions in terms of crisis management
are of an extreme importance and the ways
through which crisis can be avoided will be
described below.

3. Paper body

The methods applied in the crisis man-
agement have no local or microeconomic
character, and require a macroeconomic ap-
proach. This means that the intervention of
the state and of the entire society can ensure
the protection against the influence of condi-
tions generating a crisis.

Operative methods may be grouped
based on their characteristics and will be out-
lined below.

3.1 Management based on budgets

The budget is an essential tool for plan-
ning but also a control tool for the financial
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execution, with such tools the manager can
fundament and realizes the financial indica-
tors and assumes the responsibility for the ef-
ficient use of resources.

No matter how many types of budgets
exist in practice (continuous budget, peri-
odic budget, project budget, responsibilities
budget, operate budget, fixed or variable
budget), the public organizations prepare
periodic budgets per calendar year, broken
down by trimester and months.

The drafting of a budget involves sev-
eral logical steps. Initially, gathering infor-
mation about what the organization should
achieve, which are her limits and what in-
ternal and external influences will affect her.
It is essential to focus on the types, volumes
and terms of earnings and costs, for a better
estimation of revenue and expenses. A spe-
cial importance should be given to the types
of costs and behaviour, by associating spend-
ing budgets of investment capital with in-
comes and expenses, top managers will have
a clear picture of the feasibility of the budget.

By prognosis of the potential conflicts
of interest, a realistic budget may be estab-
lished. Planning a soliciting budget may lead
to exaggerated figures, by annealing the mo-
tivation of staff and by attracting poor per-
formance. Budgeting in general, especially in
crisis situations, requires the application of
corrective measures, without which the con-
flicts may become acute. The proposed bud-
get can be a mean to achieve the objectives
of the organization, to measure the perfor-
mance and to evaluate the managers but also
to motivate the staff.

The principle that should guide any
manager is: “budgeting is the way to achieve
the goal, and not goal itself.” Thus, the fi-
nal aim of the manager is to create a budget

system to support actively the organization,
based on a clear, consistent strategy, where
the real results lead to the ideal. In this case,
the SWOT analysis (advantages, weakness-
es, opportunities and threats) is the starting
point for clarifying the objectives and for the
budget planning.

The objectives of a public institution
consider a whole entity and can only partial-
ly be quantified. Some objectives are general;
others are associated with some interests of
the organization, financial or political.

At this moment, under completely un-
favourable conditions the budgets of public
institutions already approved by laws, suffer
undergo changes from one day to the other,
especially related to personal costs and in-
vestments. In such circumstances, the princi-
ples and methods of calculation which were
at the basis of planning in the precedent year
of the budget for this year have proven to be
inaccurate, irrespective of the influences of
external factors.

As such, in such crisis situations plan-
ning the expenses is crucial for a correct
forecast of cash flow. The financial depart-
ment has an important burden, along with
the procurement department in gradation
of payments to the suppliers against open-
ing the credit established by the Ministry of
Public Finance. Thus, the hierarchy of the
specific current costs, of the common and of
the unique costs must be conducted with the
highest seriousness and professionalism in
order not to jeopardize the trust of people in
that organization.

Within the public institutions, planning
the budgets is made by the method “plus
over the past year” by adding or subtracting
of a percentage of the expenses in the bud-
get of last year. This method, easily to apply,
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does not take into consideration some chang-
es that may arise in the approach of costs, and
especially the future economic forecast. That
is why the budget of public institutions has
many changes during the application year,
which disturbs all calculations and estima-
tions of the previous period. The role of the
top managers is very important by planning
and approving a realistic budget.

3.2 Management by objectives

Like any planning system, the manage-
ment based on objectives used in public insti-
tutions is based on running series of clearly
defined steps: setting up the objectives (in-
cluding their definition), planning to achieve
them, using self control and periodical re-
view, and performance evaluation , steps
that can be structured using the Scoreboard.

But any manager should pay attention
and time for analysis of the rapport between
costs and effort involved and potential ben-
efits before taking a strategic decision. The
efficiency of this process is given by the ob-
jectives identified on three organizational
levels: high level, operational level and indi-
vidual level. This last step is the core of the
programs and represents establishing the
objectives through collaboration between
departments.

The Scoreboard has a different content
from a managerial level to another, being
filled and transmitted sequentially “bottom
up”, starting from the basics, where the pri-
mary models are made. In “2 Floor” — the
operational level - the information have a
higher degree of aggregation, allowing sub-
stantiation and taking the strategic and tac-
tical decision. The top manager, at the last
level, receives summary information, with

a high managerial and economical load, de-
signed to plan and to take a strategic decision
with direct impact directly on the future of
the ministry.

Planning, which is an activity oriented
towards the future, is the main tool that man-
agers can use to face the frequent changes in
the organization he leads.

At the level of a ministry, the imple-
mentation but and especially the attainment
of objectives requires a considerable period
of time, given that the targets set by the gov-
ernment through the government programs,
through the public political documents and
through the budget programs changed the
attitude of managers involved. It was recon-
sidered the time dimension of the work of
managers at all levels, by according a special
attention to the diagnosis as a source of infor-
mation regarding the strengths, weaknesses
and the causes that generate them. Individual
tasks and goals, specific to the post, were re-
viewed, by regarding in a new way the re-
lated information needs.

Top managers of the public organiza-
tion have as responsibility to set up specific
goals, measurable, accessible, relevant and
time according. They must be properly de-
fined for each level of the organization.

The advantages of using management-
based objectives, as a modern management
tool in the public institutions, such as:

e Increase of the responsibility of man-

agers at every level, for their activity;

* Ensuring a high quality and efficiency

of reporting to different agencies;

¢ Taking management information at

a high level in a complex view, sys-
temic, facilitating the function of
the organization with efficiency and
effectiveness;
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® Use of assessment criteria for objec-
tive and ensuring fairness in the pro-
cess of evaluation by using a set of
performance indicators specific for
each position;

e Elimination of redundancies, the
stable control and the easy commu-
nication in real time, at all levels of
decision-making in the institution and
with all categories of public;

Achieve the “general interest”, which
implies interdependence of actions
depending on the political interest, of
the allocation level of resources, of so-
cial relations;

° Increased management and eco-
nomic decentralization within the
organization;

* Professionalizing the management to
the lower levels of it.

As a result, the public management
seeks to improve the quality of his actions, by
exploiting new management tools, to allevi-
ate some rigidity in the organization and to
improve the communication system with the
outside. Compared to private organizations,
the public administration must use as well as
possible the affected methods. The effective-
ness is evaluated, first of all, by reporting the
degree of achievement of objectives set by
the elected and not by the simple financial
“productivity”.

3.3 Management by alternatives

Management by alternatives is closely
tied to the management by objectives, since
choosing the best alternative is based on a
specific objective.

The method is used primarily to im-
prove the quality of the decision. Before

taking the decision, the manager studies the
optional variants, choosing the best, which
meets the requirements.

3.4 Management by exception

Management by exception is a simpli-
fied management system, based on the as-
cendant transmission of information which
represents deviations from the preset limits
of tolerance in order to simplify the manage-
ment processes and for a better exploitation
of resources.

This can be approached as a way of ra-
tionalizing of the information system but
also as an important way to efficient use time
budget of the managers.

Each manager “has” tasks, responsibili-
ties and competences precisely delimitated,
regarding solving positive and negative de-
viations (exceptions). Application of this type
of management in the public sector involves
the application of management measures
like:

The information system should be fo-
cused on creating and maintaining the func-
tioning of its components — information,
flows and circuits, procedures, etc. — which
shall permit the achievement of the funda-
mental objectives of the organization;

The most important structural com-
ponents of the public institution must
be “equipped” with appropriate person-
nel, both quantitatively and, in particular,
qualitatively;

Information that “feeds” upward the
flows and circuits must be exceptions, de-
viations from the so-called tolerance limits.
They run on the vertical of the management
system selectively, by providing a full corre-
lation between the degree of aggregation of
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the information and the hierarchical position
of the beneficiaries thereof (managers on dif-
ferent hierarchical levels);

The objectives, rules, regulations etc.
depending on which deviations are deter-
mined must be realistic.

Using the management by exceptions in
the public institutions may be a solution in
the application of the management by objec-
tives while pursuing the degree of achieve-
ment of goals and deviations from the budget
of them. In order that this management sys-
tem is functional it is necessary first of all to
set up the objectives and the other aspects of
the characterization of the public institution.

The intervention of the managers is
concretised — when appropriate — in the deci-
sion of correction or updates, focused on the
causes generating exceptions.

3.5 Management based on projects

The management based on projects is
specific to organizations in periods of crisis,
and is applied, generally, within complex
activities, requiring a broad and interdis-
ciplinary collaboration. Applying this type
of management involves crossing stages as
follows:

First of all is settled up the team for
analysis, corresponding to the specialties
needed to develop the project. For the pur-
poses of the activity, the research team pre-
pares a working plan, which is submitted to
the approval of the general manager.

In phase Il is established the form of the
organizational structure in which the project
will be written, by drawing a catalogue of
responsibilities.

In phaseIll-therealisation of the project,
there are performed tests, experimentation,

allocation of resources, it is followed that
each activity is fulfilled.

The last phase — the delivery of the
project — is characterized by drawing the fi-
nancial protocol, by comparing the effective
costs of achieving and with the planned ones
and preparing the evaluation sheets of the
personnel.

3.6 Plan Management

This management method can be de-
fined as all processes through which are de-
termined the indicators of the organization
and the key subsystems components, but
also the resources allocated for their realiza-
tion, in terms of economic efficiency.

The need to reduce the budget expenses,
and implicit the production costs for the pub-
lic services determined the public managers
to use a system of performance indicators.
This is used for the evaluation of activities
and to express the result of policies used in
various forms: the volume and quality of the
services, the efficiency and economic profit-
ability, the efficacy.

The determination of the performance
indicators is complex, due to the fact that
the public services are, in the opinion of spe-
cialists, somewhere “on the border between
competition logic and social logic, between
which is necessary to obtain a balance.”

The quality indicators measure the op-
portunity and accessibility of public services;
they depend in the most part on the extent to
which the quality of the service meets the cli-
ent expectations.

The plan management is based on
the forecast institution - environment.
Quantitative and qualitative indicators, ex-
pressing in a systemic approach, the purpose
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for which the organization operates, indicate
the objectives of the public institutions.

4. Conclusions

Conclusions from the study of litera-
ture demonstrate that economic and finan-
cial analysis based on these methods allow
the development of reasoning which makes
assessments on efficiency and effectiveness
within the public institutions. The public

of taking them to return to the environment
from where the resources were derived.

The “plus over the past year” method is
considered to be the closest to reality when
compared to the different methods. Even
though it does not ensure a real dimension
in terms of indicators, it is the best option in
this context. Therefore, the paper managed to
prove the theory of the hypothesis, through
which the current budgets substantiation
method, “plus over last year”, is reliable in a

organizations only manages public funds, time of crisis and should be used by the man-

so normally is required to direct those re- agers employed in public organizations.

sources into their system so that the results
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Enron and the domino effect

~ Ph. D. Professor Paul Marinescu (Faculty of Bussines and Administration, University

of Bucharest, Romania)

Abstract: This paper aims to present the effects of Enron’s 2001 collapse has had on the business en-
vironment looked upon systemically, analyzing the interdependencies the American giant had with other
components of this environment especially those that should have played and important system control role
such as audit firms, financial analysts and investment banks. The premises from which we start are that
exactly the failure of these control instruments has led to the escalation of the situation up to the point in
which the fall becomes inevitable. I believe that this analysis can offer relevant lessons for the key on how
the current situation of Greece must be judged, a subject of utmost importance.

Keywords: Enron, Bankruptcy, Fraud, Stakeholders, Budgets

If you look closely at the situation in
which Greece is in, a subject of major topical-
ity in the European context, we notice many
similarities with the Enron bankruptcy case
in 2001; although fundamentally different,
both structures falling in the same trap of
“sweeping something under the rug”, of em-
bellishing financial reports in the ridiculous
hope that this will pass by unnoticed and that
the method would work indefinitely. In both
cases, a major fault for the current situation
falls on the shoulders of the socio-economic
systems who although having developed

control tools did not use them only rarely for
that they endangered their political interests.
The manner in which they have acted shows
that they have fully deceived the confidence
invested in them by the stakeholders in the
market, causing them damage of tens of bil-
lions of dollars and triggering a wave of mis-
trust that calls into question even the basic
assumptions upon which the contemporary
economic system is built.

In early 2001 few could have imagined
what would happen with Enron in just a few
months. Things seemed to go as good as it
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gets for the company: if between 1990 and
1998 Enron’s stock share quotation increased
by about 300% (a not so staggering percent-
age), 1999 had marked a turning point, things
starting to have an accelerated upward trend,
the exchange quotation of the company in-
creasing by 56% in 1999 and by 87% in 2000;
the share price stood at around 82 U.S. dol-
lars; the market capitalization exceeded 60
billion dollars (more than six times the book
value of assets); Enron won six consecutive
years the title of world’s most innovative
company in the prestigious ranking Forbes
top rated companies; in brief, investor’s con-
fidence and public opinion was at its peak. !

Since its creation in 1985, by Kenneth
Lay through the merger of two natural gas
transmission companies, Enron grew almost
continuous activity. Its main field of activity,
natural gas transportation has encountered
and important growth along with the U.S.
market liberalization that took place in the
80s, and one of the main beneficiaries of this
growth was Enron, which had at that time
the largest network of pipelines.

This was and remained for a long time
the main “cash cow” of Enron, a business
based on solid assets (the pipeline network
that the company owned), on a steady market
that did not promise any dramatic nor pres-
ent major challenges, natural gas demand
being if not steady then at least constantly
increasing. As long as the company has kept
focusing attention on this sector, it did not
encounter any financial problems regarding
neither the development of the owned pipe-
line nor concerning providing liquidity for
the current activity.

! Data source: The Fall of Enron, P. M. Healy, K. G.
Palepu, Journal of Economics Perspectives, Ame-
rican Economic Association, Vol 17, No. 2, pp 3-26

In the 90s Enron decided to change their
strategy even more, in the attempt to get a
more accelerated growth than the natural gas
distribution could provide. Thus, the compa-
ny began to replace the focus on this sector
by diversifying their activities through differ-
ent market entries. Firstly, in the sector they
were already activating, they have ceased to
be only a carrier in order to become a major
trader of natural gas by creating the Enron
Online platform as well. Over time this plat-
form was extended, becoming a complex tool
for online commodity trading. It should be
noted that the development model chosen
was based on the creation of numerous spe-
cial purpose entities which led to the increase
of the financial reporting system complexity
and has made the real situation of the com-
pany more difficult to track. It is hard to say
whether fraud was originally one of the rea-
sons for applying this model, but it is clear
that it was made possible by this type of
organization.

Enron also aimed at increasing its inter-
national presence, in this respect starting var-
ious projects in Europe, South America, Asia
and the Caribbean, ranging from construc-
tion and operation of power plants, to vari-
ous other infrastructure projects. All these
projects regardless of their success or failure,
have required significant financial resources
and, because of long construction periods of
time (during which they would only absorb
funds without generating any income), have
brought the company into an almost chronic
liquidity crisis.?

To address this challenge, the compa-
ny has resorted to two methods that have
hastened its end. Enron was at this point

2, The Other Enron Story”, Mack, Toni, (2002-10-
14), Forbes.com
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dependent on public perception; as long as it
was seen as a solid company with a rising eq-
uity price and growth prospects, things could
be controlled, Enron being able to access
funding which would enable “rolling debts”
until some of the projects in progress could
be completed, starting to generate income,
which in turn could be used to settle debts.
Public perception is mainly dependent on fi-
nancial reports that a stock exchange listed
company is required to publish periodically,
upon which their performances are judged
by the public. Taking advantage of nontrans-
parent accounting practices that they already
have been using3 and of the existing loop-
holes in the financial reporting system that
publicly traded companies are required to
comply4, Enron’s top management decided
to embellish reports so that they would pro-
vide a positive image of the results achieved.

Because such a maneuver can only
work as long as it ensures complete secrecy,
and once rumors about such practices reach
the market reaction is immediate and devas-
tating, we can consider this as the first capital
mistake.

In the rush to ensure enough liquid-
ity to allow the continuous operation of the
business and debt roll, Enron began to sell a
part of their held assets. Of course the most
popular thus the easiest to sell from all their
owned businesses were the ones that had the
most potential to ensure a potential buyer a
higher profit, in a quick and safe manner. For

* The Fall of Enron, P. M. Healy, K. G. Palepu, Jur-
nal of Economics Perspectives, American Econo-
mic Association, Vol 17, No. 2, pp 3-26

* Does Corporate Law Protect the Interests of Sharehol-
ders and Other Stakeholders?: Enron and the Dark Side
of Shareholder Value (PDF), Bratton, W. W. (May
2002). Tulane Law Review

this reason Enron sold its “cash cows”, which
denotes a combination of downright shock-
ing panic and lack of vision on the behalf of
the top management, thus committing the
second capital mistake.

It has to be stated that at least at a the-
oretical level, even at that last hour, Enron
could have been saved. A truly inspired
management which ensured activity restruc-
turation based on solid arguments, exiting
projects that had proven to be financial fail-
ures, combined with continuing debt rolling
until seemingly viable projects were complet-
ed, could perhaps have saved the giant.

Instead of such an approach that could
have probably saved at least some of the tens
of billions of dollars lost by investors and
tens of thousands of jobs dissolved, Enron
CEO Jeff Skilling started the domino effect,
giving the fatal blow to the company on 14
august 2001, just six months after taking of-
fice, he resigned sold all the shares he held.
This was, for Enron, the point of no return.

The end of the illusion cam pretty un-
spectacular. In its report to customers from
August 23rd, 2001, Daniel Scotto, a financial
analyst at BNP Paribas changed the Enron
recommendation from BUY to NEUTRALS,
suggesting that Enron’s shares could be con-
sidered source of funds which, in specific
terms, means that they must be sold because
they do not longer posses growth potential. It
is hard to know if Scotto’s recommendation
was based on a very deep analysis of Enron
for which the resignation of Sklling could
have represented a good opportunity to ex-
pose the fraud, or if, as in many cases from

*> Ex-Analyst at BNP Paribas Warned His Clients in
August About Enron, Rebecca Smith, The Wall
Street Journal , 29 January , 2002
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the Wall Street financial analysts worlds, was
based on some information leaked from in-
side Enron.

The latest variant seems to be supported
by the fact that Enron Vice-President Sherron
Watkins was, at that same time, expressing
concerns regarding the company’s accoun-
tancy situation, first through an anonymous
email sent to the CEO of that time, Kenneth
Lay, then through a conversation with a for-
mer colleague who was back then working
for the audit firm Andersen. 6

One of the questions which are obses-
sively addressed when the Enron case is in
question is how nobody realized for so long
what was really going on. I believe that one
possible explanation deals with financial
analysts; although highly trained and moti-
vated to see the essence beyond the illustrat-
ed image the listed stock companies want to
provide and hired to provide the best possi-
ble investment advice, they often find them-
selves in interest conflicts because the banks
they work for have commercial relations
with companies they should objectively eval-
uate. Fear of losing a large account can often
be a serious self-censorship reason. It is in
this sense at least curious why BNP Paribas
decided to dismiss Daniel Scotto at the end of
2001, under the circumstances that, regard-
less of his source of “inspiration”, he saved
his clients huge sums of money by his August
recommendation?.

Another victim of the Enron scandal
was the auditing company Arthur Andersen,
which as it turned out over the investigation,

¢ The Fall of Enron, P. M. Healy, K. G. Palepu, Exi-
bit 1
7 Ex-Analyst at BNP Paribas Warned His Clients in

August About Enron, Rebecca Smith, The Wall
Street Journal, 29 January , 2002

has destroyed incriminating documents
pointing at Enron. For this reason and based
on records found, Andersen was accused
and found guilty for obstructing justice.
Under U.S. law, a convicted person or en-
tity may not audit other companies, so that
Arthur Andersen was forced to surrender
their license. Although it was eventually de-
clared innocent by the U.S. Supreme Court,
the scandal created was enough for losing
the most customers and went bankrupt. This
side of the scandal shows us how another
system component that had both the means
and obligation to discover and report Enron’s
serious irregularities, failed in its mission.

Taking this into consideration, I think
the image of the Enron scandal is now com-
plete: greed, cowardice, conflicts of interest,
inoperative control instruments, total lack
of ethics. Here are the ingredients that made
possible the largest U.S. bankruptcy until its
time and the malignant components attack-
ing the modern economic system. If you re-
place greed with clinging to power, we could
probably declare the same statement in the
case of Greece and other EU countries. It be-
comes clear that a fundamental change of
paradigm is necessary for the recovery of the
global economic system and that this is nec-
essary to be based on the notion of morality,
this being in no way antithetical to the idea
of profit.

It is clear that forms of synchronizing
real economy with the monetary economy
have to be found. Also, the tax collection
system should be improved because budget
deficits cannot be mitigated only through
loans but they can be rather minimized by
improving business results, through actions
made in order to dissolve the black economy
and through policies aiming to increase gray
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economy contribution to the state. We are re- thus avoiding tax evasion. System reliability
ferring to the tax system quality, the consis- is not only the image casted by decision mak-
tency of the tax collection system and about ers but by their actual performance.

motivating economic agents to pay taxes,
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Information technology innovation -
a genuine driver of improving customer
relationship management in
romanian companies

~ Ph. D. Associate Professor Camelia Cojocaru (Faculty of Business and Administration,
University of Bucharest, Romania)

Abstract: Consolidating the IT field of the company represents a target for most IT responsible, now-
adays. At the same time, organizations expect their IT expenditure to increase in the next decade. This paper
aims to underline the new generation of information technology and how to use them to make better busi-
ness decisions in managing enterprise resources and improve customer relationships. The alternative goal
is to place the focus not only on developing new software but also on achieving business results, placing
particular emphasis on customer relationship management. The purpose of technology is to solve practical
business problems, and one of them is the necessity to understand and maintain relationships with the cus-
tomers. The paper will reveal the companies’ responses to the latest dramatic changes in the informational
technologies, in order to cope with the persistence of the global economic crisis and to assure increase of
organizational efficiency and profit.

Key words: customer relationship management (CRM), information technology, strategic
decision-making process, consolidating IT, business alignment, IT innovation

JEL classification: O33 - Technological Change: Choices and Consequences; Diffusion Processes

Introduction many companies’ portfolio of application in-

cludes managing and using customer-related

This paper aims to underline the new databases, customer portfolio management,

generation of information technology and CRM and customer experience applications.

how to use them to make better business Thus an enterprise would plan strat-

decisions in managing enterprise resource . . .
&g p egies designed to win share of customers

and improve customer relationships. Today, . .
and to measure its success on retention and
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customer equity. Companies measure the
customer’s profitability and put customer
managers in charge of portfolios of custom-
ers. More and more, the enterprise bring
products to customers, not just customers to
products.

Today we are seeing more and more or-
ganizations oriented to develop profitable
and long term relationships with custom-
ers, as a way of ensuring sustainable develop-
ment and increase market competitiveness. It
is also underlined that IT solutions support
these objectives of the customer relation-
ship management. Hoewer, in order to en-
sure effective and efficient fulfillment of
their objectives, organizations need to har-
monize their CRM goals with IT strategies
and alignment, by designing strategies to au-
tomate tasks for sales, service, marketing
and communication, to analyze informa-
tion and to measure the performance of
organization relationships.

Literature review

According to the marketing and CRM
specialists, the first requirement is to iden-
tify customers: to tag them so that each one
can be identified through any channel, across
transactions and interactions over time. Once
an individual customer can be seen as one
complete customer across the company, the
company can differentiate customers by both
the different values that customers have to
the company and the unique needs that each
valuable customer has from the company.
To learn enough to differentiate customers,
the company will interact with customers
and keep track of these individual dialogs,
learning a bit more with every interaction,
at every touch point. Finally, the company

will embark upon the hardest strategy: cus-
tomization, or treating different customers
differently, often by automating the per-
sonalization process in a way that increases
customer loyalty even as it almost inevitably
reduces the cost of operations. These steps
are tough. Those companies that can achieve
the first three - identify, differentiate, and in-
teract -can claim to have achieved CRM and
database marketing (Newel, 2001).

Lately, we could assist to the broad-
en of understanding of CRM and its role in
enhancing customer value and, as a result,
shareholder value. Customer Relationship
Management (CRM) is placed more and
more at a strategic level and enhanced with-
in the company. We could identify five key
cross-functional CRM processes: a strategy
development process, a value creation pro-
cess, a multichannel integration process, an
information management process, and a per-
formance assessment process.

Achieving success with CRM strate-
gy and implementation also means that the
company would pay attention to:

® customer acquisition, customer reten-

tion and development;

* managing the customer life cycle;

¢ creating value for customers;

* managing networks for CRM

performance.

The unprecedented developments of
web based technologies allow the companies
to put in place new ways of performing better
CRM activities.We cold mention, among the
newest companies’ preferences, the digital
branding and online advertising ; boundary
rationality and impact on making decisions
in business and organizations; cross-cultural
behavioral variation with impact on business
and organizations.
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The IT resources are now becoming
the engine of successful enterprises, repre-
senting not only the operational base, but
also the means for management, marketing
and communication strategies. The modern
management is mainly based on information
technology, human resources, strategy and
organizational behaviour. This type of man-
agements considers both clear and implicit
knowledge as important strategic resources
and aims to ensure within the company a bet-
ter use of knowledge in terms of individual,
team or organization as a whole. The result is
positive: extraordinary results in innovation,
product and service quality, cost decrease
and continuous update, according to the
market’s requests. In order to face new chal-
lenges, the companies must improve their
digital and technological knowledge and ca-
pacities, in spite of all financial restraints.

The technology world has changed
dramatically during the last decade.
Organizations seeking to find a better way of
differentiating themselves from theirs com-
petitors is taking advantages of these infor-
mation and technologies in order to improve
their competitiveness, efficiency, profit-
ability, brand awareness, and many more.
To address the enterprise needs, this pa-
per explores the way of how companies ap-
proached this modern problem and embrace
the new technologies, as foundation of their
success.

The indubitable fact is that companies
are looking to transform and improve their
IT processes and operations, which are in-
volving increasing levels of complexity. For
example, IT organizations have started by
taking a concerted approach to rolling out
collaborative or mobile technologies across
the enterprise, to managing their portfolio of

applications, also progressing to data center
consolidation and migration to cloud-based
services.

The high volume of information that
a company has, coming both from endoge-
nous and exogenesis sources, is in continu-
ous change, with multiple positive effects on
the business. The company’s informational
resources are connected to those external,
through different methods: email, Internet,
websites, portals resulted to the fact that
the stakeholders have access to more and
more informational resources. They need to
manage a higher data volume coming from
separate sources, to understand and relate
more informed clients, to apply and adapt
to upgraded complex instruments and tech-
nologies, without forgetting the company’s
financial resources. Dedicated digital ap-
plications are developed, and in the same
time they are included in complex integrated
systems.

The enterprises want to get useful infor-
mation from their data to transform business
operations and to remain competitive in their
area of activity. The challenge is aggravated
by new advanced applications that require
instant access to new types and high volume
of data generated by social networks, sensors
and mobile devices, as well as the exponential
increase of data within business applications.

One of the main changes referred to the
fact that 80% of the world’s information is
unstructured. At the same time, access to in-
formation has been democratized, as the in-
formation is (or should be) available for all.
In the new era, the companies need to im-
prove their traditional IT approaches with
technology that allow enterprises to benefit
from the big data era.

The big data era will be led by the
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enterprises that could have at their disposal
new platforms containing: exploration and
development toolsets, visualization tech-
niques, native text analytics, machine learn-
ing, cloud computing, virtualization and
mobility, all based on enterprise stability and
security, among other requisites. The point of
inflexion created by social media represents
a permanent change in the approach of the
organizations. Almost 90% of the informa-
tion in real time created now is unstructured
data. The companies that use this new source
of relevant information are in a very good po-
sition to increase the income, to reinvent the
relationships with the clients and to create a
new brand value. Clients share their experi-
ences in online, providing increased control
and influence over brands. This changed bal-
ance of power from enterprises to clients also
requires new approaches in the marketing
process, new instruments and new challeng-
es, in order to stay competitive. The orga-
nizations that are open to getting relevant
information from social media will be much
more prepared to anticipate future changes
in the market and technology.

But the increase of the information
technologies comes along with the democ-
ratization of information and the consumer-
ization of the IT services, at the same time.
Democratization of information should make
the information available to broad masses of
the people, leading to social equality. The
technology influenced the spread of informa-
tion and at the same time, the dissemination
of information influenced the individuals
and the communities, as well as the way com-
panies are doing business. We are witnessing
a real data explosion. This volume is so huge,
that 90% of the global data were created
during the past two years. The volume, the

variety and the frequency of the information
available on digital sources (such as social
networks, among traditional sources — sales
and market researches) represent actually the
most important challenge that the companies
have to face. The market is changed by the
influence of new generations, with different
access points and information consumption.
Companies need to adapt their strategies and
to answer the new Millennia’s generation’s
requirements.

The drivers of the decisions concern-
ing implementation of new informa-
tion technologies

The new technologies are there and
could be implemented. The question is: are
these organizations ready to adopt the new
revolutionary technologies? Who are the
drivers of this IT transformation? Which part
of the organization should be in charge with
innovation and adopting new technologies
and how they could assess the strategic ad-
vantages and threats which come along with
a new technology? Who is responsible, for
example, for the acquisition of new CRM
software and application, well as well for the
related databases?

Chief Executive Officer (CEO) is the
highest-ranking corporate executive of a
company, in charge of total management of
an organization. The CEO must lead the in-
terests of the company, also take the lead in
the innovation path and develop a manage-
ment culture at the organization level that
recognizes the need to implement corpo-
rate initiatives to achieve corporate earnings
goals. Most CEOs agree on the importance
of IT innovation to business strategies. Still,
most executives say it is difficult to allocate
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appropriate resources to strategy and in-
novation. A recent study indicates that the
money spent on the IT innovation budget is
moving away from innovative business solu-
tions, and moving toward maintaining the
day-to-day IT environment.

Chief information officer (CIO) is re-
sponsible for the information technology in
an organization. The CIO responsibilities in-
clude anticipating trends in the market place
with regards to technology as it is about
ensuring that the business navigates these
trends through expert guidance. At the same
time, the general strategy of the organiza-
tion should be followed and aligned with
the proper strategic IT planning. CIO should
be a consistent contributor in establishing
strategic goals for an organization. The CIO
manages the implementation of the useful
technology to increase information accessi-
bility and integrated systems management.
The prominence of the CIO position has
significantly increased as the information
technology has become more and more im-
portant in the modern organization. The CIO
should lead the technological progress of the
organization.

According to latest studies, CIO men-
tioned as their concerns the followings:

» Understand the IT needs of the busi-
ness side of the company, their prefer-
ences and trends, such as CRM

»Reveal to the CEO and to the board
the link between IT, business strategy
goals and budget formation

» Obtain good knowledge with respect
to company’s vertical and country
markets and challenges

»Identify key business drivers for the
adoption of crucial IT solutions

> Involve in the process of business IT

related decision-making processes.

The main topics of the decade, with re-
spect to business development, are as follows:

e Setting up the business priorities to be

assessed by IT

e IT strategic priorities

¢ IT spending dynamics and sourcing

e IT strategy execution and operations

management preferences, new soft-
ware and hardware solution penetra-
tions and investments priorities.

Knowing the correct trends of IT mar-
ket and making the right investment choices
and decisions are very important for every
company. IT strategies and execution plans
and measures of technology adoption are
present in many large companies. Therefore,
many of these are facing the powerful and
divergent interests of the organizations: CEO
and business managers, the business service
managers (such as HR, finance, legal and
supply chain) and the IT side of the compa-
ny. Ensuring these interests are in alignment
is critical to the success of the strategically IT
decisions being made.

While business and IT executives agree
on intent, they often disagree on delivery and
execution. Both business executives and chief
information officers (CIOs) say IT is a criti-
cal component of their business and that new
technologies will continue to change the com-
petitive landscape. Technology invades all
aspects of current business operations and is
considered a critical innovation tool that can
help support future growth. Delivering on
that promise is the challenge for the IT orga-
nization. But when it comes to execution, IT
professionals and business executives have
very different perceptions. Business leaders
are less likely than their IT counterparts to
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say that IT contributes to various aspects of
business strategy. In fact, nearly half of CEO
agrees that the IT department focuses pri-
marily on day-to-day IT requirements.

Business strategy should emphasize
how organizations enable both businesses
and IT people to execute their responsibilities
in support of business/IT alignment and the
creation of business value from IT enabled
corporation investments.

Establishing the general strategy of the
company should always provide good in-
sights into the management and contribution
of IT within organization. It also takes into
consideration gaining business value from IT.
Today, many organizations use Information
Technology in their planning and execution
of strategy, in order to ensure that IT brings
value to their businesses.

In our opinion, a correct assessment of
new technologies and an early implementa-
tion, in line with the general strategy of the
company, could gain an important advan-
tage for the company, leading to success or
failure of the entire organization.

The list of the newest challenges con-
cerning the emerging technologies could in-
clude: mobile workforce, smarphones and
tablets penetration and usage areals, mobil-
ity strategies, cloud penetration.

The technology innovation combined
with the increased business demands, have
led to the migration of traditional comput-
ing systems towards the smarter computing.
The companies could have different ap-
proaches of this migration, from client-tuned
systems, to the world of appliances, till the
adoption of the entire new technology and
philosophy of cloud. Some of them could ap-
preciate the IAAS concept (Infrastructure as
a Service), PAAS (Platform as a Service) or

SAAS (Software as a Service) depending on
their organizational capabilities and charac-
teristics, their needs and resources, as well as
their expertise and IT behaviour.

IT executives must be able to move be-
yond fixing the past and participate more
actively in planning for their companies’ fu-
ture by focusing on the following actions:
maximizing the value of IT assets, reducing
IT complexity, focusing innovation efforts on
the customer and creating a more strategic IT
organization.

Companies that fail to transform their
IT organizations and functions will lag be-
hind their competitors and put their future
growth at risk.

The use of social media in modern
Customer Relationship Management —
a new approach

Thanks to social media, any customer
can now become an editor, a broadcaster or
a critic. Facebook has announced reaching
over 900 million of active users, and each user
posts about 90 announcements per month.
Twitter users send over 200 million messag-
es every day. Modern companies use social
networks to communicate (56% of the execu-
tives consider social networks an important
communication channel), but face difficulties
in obtaining relevant information from the
many unstructured data provided by clients
and potential clients. A big number of com-
panies and organizations are present in these
networks, creating and offering relevant and
official information.

Therefore, social media means any tool
or service that uses the Internet to facilitate
conversations. Social media is the quintes-
sence of the democratization of information,
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transforming people from contents readers
into publishers. But it is much more than
that, because social media is not all about
Facebook and LinkedIn. Social media is an
on-line environment that facilitates the mass
collaboration. It is about social networking,
social creation, social publishing and social
feedback. And all these are powered by so-
cial technologies.

So, as we mentioned before, mass col-
laboration makes the difference. This collabo-
ration includes the employees, the customers
and prospects, as well as all partners. The
community has now something to say about
a company’s marketing and communication,
customer support, innovation and R&D.

The companies discovered that they
could engage their worth clients to partici-
pate in developing their current and future
products and services, for marketing strat-
egies for increasing loyalty and improved
sales. Therefore, one could say (Gartner,
2011) that the great social media success is
about mobilizing communities around a de-
fined and common purpose.

There are many applications of these
developments of social media in business
and organizations. The news arises from the
fact that the individuals and their online be-
havior - interests, aversions, passions - influ-
ence the making of economic choices and
decisions. Practically speaking, there are nu-
merous applications at a business and orga-
nizational level, with a special focus on the
effects of technology implementation and us-
age on economic agents’ behavior and deci-
sion-making processes.

We could describe the main impacts of
new technological changes over the business-
es as follows:

e social media is influencing the

branding and advertising issues of the
companies,

e social media is dramatically changing
the customers relationship manage-
ment, as we know it,

e Consumers’ online behavior deeply
influences both marketing and digital
marketing in this globalization age.

By using new technologies and analysis
methods, the information can offer many ad-
vantages. For example, the so-called “Oscars
Senti-meter” has combined the daily num-
ber of tweets with the language recognition
technology, in order to identify positive,
negative and neutral opinions included in
the 140 characters messages, about the most
probable Oscar movies. This process is called
“the feelings” analysis”. A similar project was
developed for the Super bowl in USA and
its results have influenced the players’ con-
tracts and the value of sponsorship contracts.
Besides this analysis of feelings, the compa-
nies study the posts from social networks
and measure their influence. This is a proof
that companies start to pay an increased at-
tention to the voices that can influence. In
the same time, they offer equal attention to
the “feelings” tendency, to predict the con-
sumer’s opinion on a shopping season, for
example.

Social media is a tool of an increased
importance, very relevant when it comes to
creating a brand, having a relationship with
clients, and increasing clients’” loyalty. All
these factors can be combined to increase
brand awareness and create new business.
“Social culture” is more and more talked
about, and the culture and management of
change represent the base of a real transfor-
mation of a business. Many companies or-
ganize a special agenda for social media, by
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preparing an integrated plan to be more com-
petitive and to have a measurable ROE.

The social component is included in
business processes. For a good evolution, en-
terprises must encourage social behaviour of
thinking and technology within the compa-
ny’s strategy, in areas such as client service,
human resources, marketing, and operations.
Many companies hire a strategist for the so-
cial media zone. This very important person
acts like a lawyer of social media, and works
with the employers to make them under-
stand the importance of social mass media.
They are also responsible for the brand pro-
tection in the online environment.

The idea is for a company to develop ac-
tivities in those fields that are interesting and
important for the community. There is such
an increased activity in social media, that it
can be very difficult for the CEO to pay atten-
tion to the company’s relationship with the
customer in social media.

Just like people tend to use more and
more social media in their personal lives,
companies must include these communica-
tion channels in their plans, to allow their cli-
ents to discuss about — and with — brands in
a real dialogue.

An IBM study, in which over 1700 mar-
keting directors from 64 countries and 19
industrial sectors took part, has shown that
most of the marketing directors admit a rel-
evant and on-going change in the way we
interact with clients. In the same time, the
research shows that the methods used to
evaluate the marketing process are also con-
tinuously changing or updating. The IBM
research has shown that while 82% of the
marketing directors want to increase the us-
age of social media instruments in the next 3
up to 5 years, only 26% constantly read blogs,

42% follow independent analysis and 48%
read consumers’ analysis, to change the mar-
keting strategies.

The point of inflexion created by social
media represents a permanent change in the
approach with clients, according to the study.
The marketing directors that use this new
source of relevant information are in a very
good position to increase the income, to rein-
vent the relationships with the clients and to
create a new brand value. Clients share their
experiences in online, providing increased
control and influence over brands. This
changed balance of power from enterprises
to clients also requires new approaches in
the marketing process, new instruments and
new challenges, in order to stay competitive.

New terms have been embraced by the
companies; such is “social marketing”, de-
scribed as marketing performed on social
media platforms. Still, the marketers do not
agree whether social marketing should de-
finitively become an integral part of the sales
and marketing mix. The idea that transcend-
ed is whether social marketing is worthy of
an investment. Today’s questions are more
sophisticated, exploring scalable, proven
ways to build social media presence and en-
gagement with our prospects and custom-
ers. The enthusiasm for the potential of social
marketing remains strong, as many of the
responsible expect to improve their social
media practices and link them to tangible
business results in 2012.

Many companies have plans to solidify
their social marketing strategy, grow their
social footprint and engage with the audi-
ences for maximum return. Many allocate
resources for social media activities and dis-
cover the top social platforms and social me-
dia management tools they use to make their
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jobs easier, more efficient and impactful.

The truth is also, that executives and se-
nior managers are looking for best results in
the following key areas — RO], integration of
social with lead generation and sales and ex-
pansion of social presence and reach. While
social marketers feel they do not have the
necessary resources to execute initiatives suc-
cessfully, they must meet the expectations of
senior management who demand to see tan-
gible business value. Many and many com-
panies gain experience in social marketing
moving beyond growing social presence and
reach. Their focus will shift to active social
media management for increased lead gen-
eration and sales.

Social presence is measured by a num-
ber of metrics, such as: number of followers &
fans, social mentions across platforms, traffic
to website, share of social conversations, lead
generation, volume of sales and other.

The main social media platforms which
try to get the attention of the individuals and
companies are: Facebook, Twitter, LinkedIn,
Blogs, YouTube, Forums, Flickr, SlideShare,
foursquare, Trumblr . It worth mention-
ing also: Google + Bestvendor, Getapp,
QQ, Renren, Wiebo (Chinese Social Media),
Podcasts, Pinterest, Proprietary communities.
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Abstract: The paper examines the effect of level three valuations and FAS 157 implications on in-
vestors, auditors’ work, valuation disclosures and gives recommendations for improvements based on best
practices. The aim of this research is to demonstrate that the fair value measurements should not be sus-
pended. The standards provide for measurement of fair value in all market conditions. Therefore, level 3
measurements or mark-to-model is an answer for many issuers that are not sure how to measure their assets
and liabilities at the fair value. The paper concludes that fair value measurement has not caused the current
crisis and has no pro-cyclical effect and suggests several recommendations for policy makers and regulators.

Keywords: Level three valuations, FAS 157, financial reporting, mark-to-mark accounting

1. Background information

1.1. Fair value and the Crisis

As the financial crisis started to show
up, financial market stakeholders reacted de-
fensively. Namely, they reacted by selling or
trying to sell their financial and other assets
that were purchased as a result of ‘Housing
Bubble’!. Consequently, a lot of assets, espe-
! Dean Baker, “The Housing Bubble and the Finan-
cial Crisis”, real-world economics review, issue no.
46, 20 May 2008, pp. 73-81.

cially real estates, were available for sale on
the market, creating an oversupply of hous-
es against demand for the same. As a result,
housing prices started to drop, as opposite of
the bubble when they went up rapidly. For a
high number of individuals who had mort-
gage loans, house price was lower than what
they owed to the banks. Therefore, those in-
dividuals were not willing to pay their future
installments so banks had to take those hous-
es under their custody and try to sell them as
foreclosures.
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Downturn in the housing prices did not
affect only the real estate market. Ithad a high
negative impact on the financial markets as
well. Value of the all types of securities was
negatively affected. In particular, Mortgage
Backed Securities (MBS), securities whose
cash flows are backed by pools of mortgage
loans, collapsed and dropped in value. It
was a result of bad performance of mortgage
loans as there were a lot of subprime loans
included in those MBSs. Although there was
a higher historical price paid for the MBS,
their value sank as no market participant
was willing to buy them. As a result, busi-
nesses holding such securities had to revalu-
ate them in order to represent the fair value
(market value) of those assets in their finan-
cial statements.

As the future share price of a business
is determined by its current income and the
future earnings and cash flows, decrease in
the value of the assets held by businesses and
inability to produce earnings and positive
cash flow was reflected on their share prices.
Share prices of the businesses holding MBSs
fell down thus making firms look less valu-
able than before the crisis.

Marking-to-market of the assets that
dropped in value does not have a negative
effect only to the businesses holding them
(DAVIS-FRIDAY, P. Y., 2004). It has also a
negative effect to all the investors, share-
holders and creditors of those particular
companies. And, as the shareholders and
other security holders reacted by offering
their securities for sale, financial markets
were flooded by available-for-sale securities.
Therefore, decrease in the value of the assets
had a chain effect to all financial market par-
ticipants. As the financial turmoil was going
on, determining the fair value of assets and

liabilities in the distressed markets was of a
big concern of the financial analysts, auditors
and investors.

Determining the fair value of assets and
liabilities in a stable financial market would
not represent a big challenge. However, de-
termining the fair value of the assets and li-
abilities in distressed and illiquid markets, it
is rather difficult whereas the process faces a
lot of challenges. In this regard, FAS 157 sets
guidelines on the methods that firms should
use when determining the fair value of their
assets and liabilities. According to FAS 157,
there are three levels in the evaluating hier-
archy which are used for measurement of the
fair value of assets and liabilities. Further, the
FAS 157 hierarchy is described.

1.2. FAS 157 Hierarchy

FAS 157 on Fair Value Measurement
aims to set standards regarding the asset
and liability fair value measurement which
would be consistent amongst different in-
dustries and business sizes. Its primary ob-
jective is that all assets and liabilities shown
in the balance sheet should be presented at
their fair value.

Based on the information available per-
taining to the assets and liabilities, each par-
ticular asset or liability may fall under level
1, level 2 or level 3 valuation techniques. It is
the information availability and its reliability
pertaining to each asset or liability that de-
cides whether it falls under level 1, level 2 or
level 3 valuation techniques.

e Level 1 inputs are all the inputs
which can be taken from the active market
for the identical assets and liabilities. Such
inputs are quoted prices of identical assets
and liabilities in the markets where there is
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enough frequency of transactions and the
quoted price is taken as the basis for valua-
tion. However, if there is no quoted price in
an active market for the identical assets and
liabilities, than the asset or liability would be
evaluated based on level 2 inputs.

® Level 2 inputs are all the observable
inputs pertaining to the assets and liabilities
to be evaluated. In addition, inputs from the
active markets for similar assets and liabili-
ties are used in case there is no active market
for the identical assets and liabilities. Further,
these inputs are additionally adjusted in or-
der to come up with the fair value of the
assets and liabilities. Any significant adjust-
ment needed would move the asset or liabil-
ity up to level 3 measurement.

e Level 3 inputs are all the inputs which
do not fall under level 1 and level 2 inputs.
Namely, level 3 inputs are all the unobserv-
able inputs used in order to determine the
value of an asset or liability when there is no
active market for the identical or similar as-
sets or liabilities and there are no observable
inputs available. As a result, business entities
should come up with the most suitable valu-
ation model for each asset and liability. These
models should reflect the market participant
assumptions about the assets or liabilities for
which the fair value determination is intend-
ed. In these models, they should use all the
available information which can be reason-
ably collected without incurring undue costs.

2. Reliability of level three
measurements

2.1. Weaknesses

Level 3 valuation models are based on
using unobservable information, i.e. firm-
supplied estimates in determining the value

of an asset or liability. Having considered
the current market condition there are sev-
eral questions that need to be addressed be-
fore applying the level 3 measurements or
mark-to-model method. The first question is
how to actually determine when markets be-
come inactive; second, how to determine if a
transaction or group of transactions is forced;
third, how, when and to what extent should
illiquidity be considered in the valuation of
an asset or liability; fourth, how should the
impact of a change in credit risk on the val-
ue of an asset or liability be estimated; fifth,
when should observable market information
(e.g. discount rate) be supplemented with un-
observable information in the form of man-
agement estimates; sixth, how to confirm that
assumptions utilized are those that would be
used by market participants and not just by a
specific entity?

As a result of the level 3 valuations the
fair value of an asset or liability is derived us-
ing models which are mainly based on fun-
damental value concept (e.g. discounted cash
flow) and the value in-use concept. The in-
puts used in the level 3 models are based on
the assumptions of the market participants
would have used in measuring the fair value
of those assets or liabilities.

However, there are two main weak-
nesses of the mark-to model that we have ob-
served. First, the market assumptions on the
expected future cash flows may not be the
same with the assumptions of the manage-
ment (IMHOFF, E.A., 1991). Second, what is
the adequate discount rate to be used in the
model? This question is crucial to the extent
that it serves to determine the ratio between
two components of the risk associated with
the fair value determination i.e. the liquidity
risk that is present in distressed markets and
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the credit risk that is associated with uncer-
tainty of future cash flows. Determination of
the discount rate in determining the funda-
mental value presents a serious problem. If
the current risk rate is used to discount fu-
ture cash flows, the fundamental value tend
to converge the present value. On the other
hand, if a lower discount rate is used level 3
measured fair values may become a tool for
“window dressing” in which the real credit
risk is hidden.

As a consequence of the above weak-
nesses, the level 3 or mark-to-model is to be
used in combination with full disclosure. It
ensures that investors and other users of fi-
nancial statements are made aware of the as-
sumptions used in establishing the fair value
of assets or liabilities.

2.2. Impact on Auditor’s work

Another impact of the level 3 valuation
model is on the complexity and volume of
the auditors work. We need to stress that au-
ditors should be aware that when they audit
clients that are using level 3 valuation mod-
els, they should be more cautious when per-
forming audit procedures.

As the level 3 valuation models are
based on the unobservable inputs, they in-
volve a lot of judgments and assumptions.
Involving judgments in creating valuation
models certainly increases the complexity
of the work that auditors should perform. In
addition to that, auditors should challenge
the managements’ judgments and assump-
tions used to determine the value of the as-
sets based on mark-to-model method.

Moreover, auditors should pay more at-
tention to the information disclosed on the
notes to financial statements as they contain

all the judgments, assumptions and data
used by the management on determining fair
value of the assets®. As a consequence, audi-
tors will be spending more time on notes to
financial statements and will try to test the
reasonability behind the assumptions used
by the management.

2.3. Impact on Investors

It is the general consensus among the
investors that the application of the fair val-
ue measurement concept in financial state-
ments as provided in FAS 157 should not be
suspended. Vast majority of investors share
the opinion that the fair value allows them
to assess the value of their investments and
take necessary decisions. Most of the in-
vestors also do not think that the fair value
measurement has a pro-cyclical effect on the
market. In other words fair value measure-
ment is only a reflection of economic events
that occurred with relation to financial mar-
kets (FASB). Therefore, the fair value mea-
surement has actually helped them in taking
investment decisions. However in the light
of level 3 model measurements the inves-
tors expect more transparency in disclosures
i.e. full transparency with regard to assump-
tions used in determining the fair value using
this mark-to-model method. Full disclosure
is important especially having in mind the
current market situation that for the most of

2 According to the research paper “Recognition v.
Disclosure, Auditor Tolerance for Misstatement,
and the

Reliability of Stock-Compensation and Lease In-
formation” by Robert Libby, Mark W. Nelson and
James E. Hunton, auditors allow more misstate-
ment and tolerate higher materiality thresholds in
disclosed amounts (disclosures) than in recogni-
zed amounts.
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market participants is considered to be an
inactive or distressed. Financial statements
need to incorporate the assumptions used
for building the model and clear definition of
risk components (Dechow, Patricia M., et. al
2009). The investors expect clear picture on
the measurement of the liquidity and credit
risk incorporated in the mark-to-model fair
value measurement for assets and liabilities.
Besides, full disclosure in the notes to the fi-
nancial statements it is expected from the
management of the issuers to analyze and
further disclose details on the inputs used in
applying mark to model measurement meth-
od in the annual MD&A.

2.4. Level three valuation disclosures

FAS 157 requires issuers to annually
disclose the inputs and techniques used to
measure fair value. It also requires disclosure
of the discussions regarding the changes in
the inputs and techniques in case any change
occurred during the reporting period. We
deem the required disclosure as a value rel-
evant variable’ because users of the financial
statements properly place their primary reli-
ance on the published financial statements.
Besides investors, financial analysts as well
predict future earnings based on issuer’s
published financial statements (NELSON,
M. W., et al 2002). However, we believe that
current disclosures requirements are not be
sufficient to address the issue of inactive
markets, where level 3 valuations must be
used by issuers who hold “hard-to-value”
assets or liabilities (AICPA). Our opinion is
based on the following facts:

® FAS 157 does not require disclosure of

* A variable is considered value relevant if it is in-
formative for evaluating firms’ performance and
assessing firm’s future earnings.

the controls in place regarding the valuation
of assets or liabilities in financial statement
(notes or MD&A). As a consequence some
of the big financial institutions such as AIG,
Morgan Stanley, etc, have disclosed restate-
ments* of fair value measurements due to
the lack of controls in place associated with
these measurements. Restatements of the fi-
nancial statements may have great influence
on investors and analyst. As a result they will
decrease their expectations about the com-
panies earning quality (loss of credibility on
the fair value process) consequently affecting
company’s stock price.

® FAS 157 also does not require com-
panies to perform sensitivity analysis of fair
value estimates and disclose them into the
notes of financial statements, respectively
in the risk management part. Since fair val-
ue estimates rely on input assumptions, the
fair values derived are highly sensitive to po-
tential changes in some of the assumptions
made. The disclosure of these analyses is
highly important for investors, financial ana-
lysts and other interested parties. It provides
them with the additional information which
helps measure the real effect that change
in these inputs (e.g. increase or decrease in
the discount rate) has on the overall perfor-
mance of the issuer. Such disclosures should
be mandated as it increases the reliance that
current and potential investors have on the
mark-to-model valuations.

3. Recommendations

Having considered the need for addi-
tional application guidance for determining
fair value in inactive markets using the level
3 measurements, the standard setter should
consider the following:

* http://www.ft.com/cms/s/0/06245606-e99c-11dd-
9535-0000779fd2ae.html
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¢ Additional requirement for full dis-
closure and presentation of the assumptions
used in the model when determining the fair
value and their effect in financial statement.

® Requirement for explicit quantifica-
tion of risk components used in mark-to-
model measurement i.e. liquidity vs. credit
in order to ensure full transparency for finan-
cial statements users.

* Consider suspension of application
of the OTTI for a limited period of time (in
our opinion one reporting period) for assets
and liabilities measured at fair value due to
uncertainties in market i.e. there is no possi-
bility to estimate the liquidity risk and credit
risk and use level 3 measurement in order to
protect the companies from having to book
OTTI that may be caused by illiquidity. This
measure has to be implemented carefully,
accompanied with full disclosure by issuers
and has to be closely monitored by SEC for
compliance to avoid any “window dressing”
tendency.

e Jtis proposed that some of the reserva-
tion to adopt Level 3 of FAS 157 comes from
references in the standard to “management
judgment.” But, as discussed earlier in this
paper, it is recommend that FAS 157 be re-
vised and include two additional disclosure
requirements which will increase the quality
of information to the public regarding level
3 measurements. Disclosure of controls re-
garding fair value measurements should be
mandatory for all firms holding assets and
liabilities at fair value which are significant
to the financial statements. Lastly, disclosure
of the effect of alternative assumptions used
in valuation models for unobservable in-
puts. In other words, issuers should disclose
the results of the sensitivity analysis, which
currently are mandatory for companies

following IFRS 7.

4. Conclusion

In this research I considered the market
conditions, weaknesses of the mark-to-mod-
el, the effect on users of financial statements
as well as possible improvements to be im-
plemented by standard setters. As a con-
clusion, it is considered that the fair value
measurements should not be suspended.
The standards provide for measurement of
fair value in all market conditions. Therefore,
level 3 measurements or mark-to-model is
an answer for many issuers that are not sure
how to measure their assets and liabilities at
the fair value. Therefore, fair value measure-
ment has not caused the current crisis and
has no pro-cyclical effect. It only reflects the
substance of the economic events and trans-
actions in the financial statements. Blaming
the fair value measurement for reflecting the
bad news is not correct. Calls for suspension
of the standards requiring use of fair value
would only deepen the crisis and temporar-
ily hide losses. Even though this temporary
relief would help some market participants,
it would diminish the transparency which
in long run would discourage the investors.
That would, in turn, cause greater crisis with
enormous threats to global economy what
we may call the “the calm before the storm”.

> See the appendix A
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Appendix A.

Effect of Changes in Significant Non-Observable Assumptions to Reasonably Possible Alternatives

Reflected in Profit/(Loss) Reflected in Equity
Favorable| Unfavorable|Favorable|Unfavorable
At December, 31, 2007 Changes Changes Changes Changes
Derivatives/Trading assets/Trading
liabilities 602 (415) - -
Financial Assets/Liabilities
Designated at Fair Value 30 (30) - -
Financial Investments:
Available-for-Sale - - 529 (591)
At December, 31, 2007
Derivatives/Trading assets/Trading
liabilities 69 (72) - -
Financial Assets/Liabilities
Designated at Fair Value 16 (16) - -
Financial Investments:
Available-for-Sale - - 165 (165)

Note:

The table above shows an example of sensitivity analysis of fair values for reasonably alter-
native assumptions used. This additional disclosure is currently not required by FAS 157.

Source:

HSBC Holdings PLC, Form 20-F for the fiscal year ended December, 31, 2007
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Business intelligence and deicion making
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Abstract: Despite the limits imposed by the computer’s impossibility to perfectly duplicate the hu-
man reasoning, the information systems that assist decision making and the business intelligence compo-
nents are considered nowadays compulsory instruments of the modern manager; most of the daily decision
procedures, the information required by the decision making process together with the information search
and retrieval techniques are taken over completely by these systems. Furthermore, their continuous devel-
opment, doubled the improvement of computers’ performances, offer increased possibilities to take over ma-
jor parts of some of the most intense reasoning activities performed by humans.

Keywords: business intelligence, database, decision making, warehouse

1.Introduction

The Decision Support Systems (DSS)
and business intelligence solution are based
on an assembly of components, technolo-
gies, server solutions, as well as on different
instruments of informatics system projection
and development. Another important thing
that we want to emphasize is the exposure to
Web and Internet of all the applications that

are parts of the entire system. In this manner,
all the programs that are part of DSS solu-
tion are Web-enabled, and this feature allows
and easy and uniform access to information
resources. The Web-oriented characteristic of
the informatics system was applied, as a re-
sponse to contemporary business needs:

e Decentralized access to information
from Intranet or through Internet access;
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® Mobility and uniform access to
resources.

From a different perspective, the Web-
oriented informatics systems present a se-
ries of advantages in terms of administration
processes:

* The data level and applications are
centrally stored on one or several servers. In
this manner, the back-up processes and ap-
plication configurations are much easier.

® Because applications and data are
stored on some part of the server, the system
can integrate “thin clients”. Only the Web
browser is used for adding clients, without
having to install new applications or other
components on the working servers.

2. Literature review

The category of information systems
that assist in the decision making process can
be defined as business intelligence. This term
refers to the assembly of informatics instru-
ments that bring added , intelligence” to the
business process. The integration of tradi-
tional operational applications, with a wide
range of data analysis programs or the expert
systems ensures an efficient support to the
assistance of decision maker.

With regards to the decision making
process based on the business intelligence
solutions; we can identify the following main
stages:

¢ Analysis — The selection of useful in-
formation (in accordance with the business
model) from a large number of data and the
identification of the performance indicators.
The processing of information in different
contexts, in order to be able to identify ten-
dencies. Business intelligence means the to
offer information to all departments in the

enterprise, so that each manager is able to
make his own set of analysis and to watch the
evolution of the performance indicators in a
specific area of interest;

® The discovery of those factors that
influence the decision making processes —
Explaining the causes of certain occurrences
that do not correspond to the business model;

e Action — The decision process is based
on all the studies pieces of information.
These decisions are based on the projection
of future effects of a certain action (for e.g.
increased product sales after a promotional
campaign). Again, the human component
plays an important role: it is able to judge
which action can lead to the desired result.
Business Intelligence assists the decision
maker with the simulation of different results
(What If analysis);

* Measuring results— In this final stage
we can see if the decisions were correct or,
when the results are different from the ones
that we expected, this stage can show us
where we need to act, to improve the results.

3. Research about DSS on Romanian
companies

The research was realized for 38 com-
panies that are between the first 200 from
Romania considering the 2010 turnover and
its main purpose was to identify how the
interoperability technologies were imple-
mented. The enterprises come from different
fields, such as financial-banking, telecommu-
nications, retail and industry.

The study was developed during
December 2011-February 2012 and included
a set of questions, from which we mention
the most important.

1) Did you implement Decision Support
Systems (DSS)?
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85% of the companies implement solu-
tions for the interoperability of informatics
systems, and the rest of 15% plan to imple-
ment these solutions within one year.

2) Did DSS solution improve substan-
tially decision making process?

Those companies that use the DSS solu-
tion have come to the conclusion that these
technologies lead a major role for the im-
provements of processes. 90% of the com-
panies have registered increased efficiency.
More than 55% of the companies have reg-
istered an increased performance within the
company.

3) Is your IT strategy align with the gen-
eral business strategy of the company? (the
question was addressed to Chief Information
Officer - CIO)

More than 70% of companies surveyed
said that IT strategy is aligned with company
strategy.

4) If IT majored projects and implemen-
tation of the newest Information Technologies
are driven by business or IT side of the
company?

Also, a fairly large proportion (60%) of
respondents said that new technologies are
aligned with the business organizations.

5) Do you use balanced scorecard
components?

Although most of the companies apply
IT systems destined to the decision support,
the usability of balances scorecard is ex-
tremely reduced. Only 35% of the companies
use components that allow developing bal-
anced scorecard.

4.The drivers of the decisions concern-
ing implementation of new informa-
tion technologies

The new technologies are there and
could be implemented. The question is: are
these organizations ready to adopt the new
revolutionary technologies? Who are the
drivers of this IT transformation? Which part
of the organization should be in charge with
innovation and adopting new technologies
and how they could assess the strategic ad-
vantages and threats which come along with
a new technology?

Who are supposed to be in charge with
this unprecedented IT transformation? This
paper will assess the IT and management re-
sponsible actions towards the alignment of IT
both to general trends of IT world and to gen-
eral strategic goals of the company.

The top management team characteris-
tics, such as international experience, nation-
ality, skills, organization characteristics such
as size and performance, are deeply influenc-
ing the process of making strategic decisions
in IT field. The use of information technolo-
gies especially those Internet-related, have a
direct impact on business strategic decisions.

Chief Executive Officer (CEO) is the
highest-ranking corporate executive of a
company, in charge of total management of
an organization. The CEO must lead the in-
terests of the company, also take the lead in
the innovation path and develop a manage-
ment culture at the organization level that
recognizes the need to implement corpo-
rate initiatives to achieve corporate earnings
goals. Today’s CEO has a near impossible
task of having to keep path to the changing
technologies, legislation and business de-
mands, managing both internal and external
resources to deliver the improved business
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performance.

With the above in mind any CEO needs
to think carefully about its current IT invest-
ments and delivery capability. Is the compa-
ny really maximizing the financial returns on
IT investment? If not, why not? Does the com-
pany have all the specific skills, knowledge
and expertise to determine with confidence
how best to apply future IT investments to
maximize benefits to the business? Is the
CEO confident that the IT management un-
derstands and successfully aligns the IT to
enable the strategic goals to be achieved by
the company?

Most CEO agrees on the importance
of IT innovation to business strategies. Still,
most executives say it is difficult to allocate
appropriate resources to strategy and in-
novation. A recent study indicates that the
money spent on the IT innovation budget is
moving away from innovative business solu-
tions, and moving toward maintaining the
day-to-day IT environment.

Chief information officer (CIO) irre-
sponsible for the information technology in
an organization. The CIO responsibilities in-
clude anticipating trends in the market place
with regards to technology as it is about
ensuring that the business navigates these
trends through expert guidance. At the same
time, the general strategy of the organization
should be follow and aligned with the prop-
er strategic IT planning.CIO should be a con-
sistent contributor in establishing strategic
goals for an organization. The CIO manages
the implementation of the useful technology
to increase information accessibility and in-
tegrated systems management. The promi-
nence of the CIO position has significantly
increased as the information technology has
become more and more important in the

modern organization.

CIO is involved with driving the anal-
ysis and re-engineering of existing business
processes, identifying and developing the
capability to use new technologies, keeping
up-to-date and also up-and-run the enter-
prise’s physical infrastructure and network
access, and with identifying and exploiting
the enterprise’s knowledge resources. Also,
in the knowledge based organizations, CIO
lead the companies’ efforts to integrate the
web technology into both its long-term strat-
egy and its immediate business plans. CIO’s
often tasks are managing crucial IT projects
which are essential to the strategic and op-
erational objectives of an organization. The
CIO is evolving into a role based on creating
and monitoring business value from IT as-
sets, more than managing day-to-day tasks.
By developing new skills and widening their
responsibilities, CIOs can take a leading role
in the pursuit of technological and organiza-
tional change.

The questions is: how can CIO/ CTO
help their organizations respond to the de-
mand for sustainable change? Many compa-
nies create a new leadership role for CIOs,
since any fundamental change a company
makes today depends increasingly on IT.
Therefore, the CIO faces the challenges of the
new nature of company change. Fortunately,
CIOs are well positioned to support their en-
terprises with the tools that are (or at least
should be) at their disposal, which include
the following: a comprehensive perspective
on the change portfolio, information man-
agement and analytics capabilities, commu-
nication and collaboration tools, a portfolio
and program management discipline and
also process improvement capabilities.

CIOs must be proven leaders of change
in their own organizations and respected
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for their knowledge of business operations.
Finally, CIOs must play a proactive role in
the planning process for enterprise change
initiatives, culminating in leadership of the
portfolio of change.

According to latest studies, CIO men-
tioned as their concerns the followings:

- Understand the IT needs of the busi-
ness side of the company, their prefer-
ences and trends

- Reveal to the CEO and to the board
the link between IT, business strategy
goals and budget formation

- Obtain good knowledge with respect
to company’s vertical and country
markets and challenges

- Identify key business drivers for the
adoption of crucial IT solutions

- Involve in the process of business IT
related decision-making processes.

The main topics of the decade, with re-
spect to business development, are as follows:

a) Setting up the business priorities to
be assessed by IT

b) IT strategic priorities

¢) IT spending dynamics and sourcing

d) IT strategy execution and operations
management preferences, new software and
hardware solution penetrations and invest-
ments priorities.

Improving the IT side of the compa-
ny is the declared goal of most of the CIOs.
These include reducing the IT costs, by con-
solidating, virtualization, automatization,
optimization of applications and hardware,
outsourcing of IT activities. Also, alignment
with general business goals and risk man-
agement are the next in rank concerns of
CIOs knowing the correct trends of IT mar-
ket and making the right investment choices
and decisions are very important for every

company. IT strategies and execution plans
and measures of technology adoption are
present in many large companies. Alignment
of IT strategies with the general business line
is a must.

While business and IT executives agree
on intent, they often disagree on delivery
and execution. Both business executives and
chief information officers (CIOs) say IT is a
critical component of their business and that
new technologies will continue to change the
competitive landscape. Technology invades
all aspects of current business operations and
is considered a critical innovation tool that
can help support future growth. Delivering
on that promise is the challenge for the IT or-
ganization. But when it comes to execution,
IT professionals and business executives
have very different perceptions. Business
leaders are less likely than their IT counter
parts to say that IT contributes to various as-
pects of business strategy. In fact, nearly half
of CEO agrees that the IT department focuses
primarily on day-to-day IT requirements.

Business strategy should emphasize
how organizations enable both businesses
and IT people to execute their responsibilities
in support of business/IT alignment and the
creation of business value from IT enabled
corporation investments.

Establishing the general strategy of the
company should always provide good in-
sights into the management and contribution
of IT within organization. It also takes into
consideration gaining business value from IT.
Today, many organizations use Information
Technology in their planning and execution
of strategy, in order to ensure that IT brings
value to their businesses. One lesson learned
through IT governance is that realizing val-
ue from IT requires a mature organization
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that can deliver such value. Performance
measurement and management, therefore,
is a key element in realizing business value
through IT.

The information systems that assist in
the decision making process, defined as busi-
ness intelligence, are extremely important for
bringing added , intelligence” to the business
process. The integration of traditional opera-
tional applications, with a wide range of data
analysis programs or the expert systems en-
sure an efficient support to the assistance of
decision maker. These could lead to an im-
proved operational processes and operation-
al excellence within the organization.

No need to emphasize that this unprec-
edented development of information tech-
nologies have led to different changes in the
business environment: the appearance and
development of knowledge-based organiza-
tions, and of the knowledge-based manage-
ment within the organizations.

Within the total resources of a knowl-
edge-based organization, the informational
resources register a spectacular dynamic. The
IT resources are now becoming the engine of
successful enterprises, representing not only
the operational base, but also the means for
marketing and communication strategies.
The organizations based on such systems are
able to extract, label, organize, file, apply and
share knowledge, experiences and surveys
to make superior performances possible.
This can be translated in: better business so-
lutions and decisions, a better collaboration
and share of information, more capable and
qualified jobs.

The result of such implementation is, no
doubt, positive: extraordinary results in in-
novation, product and service quality, cost
decrease and continuous update, according

to the market’s requests.

In order to face new challenges, the com-
panies must improve their digital and tech-
nological knowledge and capacities, in spite
of all financial restraints. At the same time,
organizations must review the relevance of
business to operational managers within.

Many businesses are missing out on
similar opportunities for leveraging new
technologies to radically change the way
they compete. Most IT departments cannot
effectively explore innovative uses of tech-
nology because they are stuck in the daily
operational jobs. This way, IT side is a tacti-
cal department focused on cutting costs and
maintaining day-to-day operations and not a
key resource for achieving strategic business
goals.

IT executives must be able to move be-
yond fixing the past and participate more
actively in planning for their companies’ fu-
ture by focusing on the following actions:
maximizing the value of IT assets, reducing
IT complexity, focusing innovation efforts on
the customer and creating a more strategic IT
organization.

5. Conclusions and implications

Information analysis is a must in our
world, nowadays. The term “Information so-
ciety” has everyday new and various mean-
ings, because knowledge is a key element that
can determine the evolution of our society.

The rough information (that looks like
a huge data volume) gets no special inter-
est, probably just because it cannot offer an
efficient and detailed analysis. The things
change when we talk about integrated and
centralized information that offers a good
assistance for the decision maker and also
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about the data analysis that is a must for an the top 200 companies by turnover), we con-
efficient management. clude that this level of adoption of decision
Given the target study, the target rep- support solutions is satisfactory.

resented by large companies in Romania (in
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Effect of consumer behaviour and
perception on car purchase decision:
Empirical Evidence from Lagos - Nigeria

~ Ph. D. Samuel Taiwo Akinyele (School of Business, Covenant University, Nigeria)
~ Ph. D. Kola Olorunleke (Dept. of Business Administration, Adekunle Ajasin Uni-
versity, Nigeria)

Abstract: In recent days Nigeria is witnessing a change in consumerism. The market is now pre-
dominantly consumer driven. The focus is shifting for product based marketing to need based marketing.
Consumer is given many options to decide. Passenger car segment is no exception to this general trend. An
effective market communication is imperative for reaching the target audience. So it is important that we
study the consumer perceptions and behaviour of the car owners which will give us feedback on how mar-
keting strategies can be worked. Victoria Island in Lagos State, which is in the Southern part of Nigeria,
has a progressive and growing market for cars. This area was selected for this study.Pre-testing was done
by an interview schedule which was developed and administered to a convenient sample of twenty five car
owners. A simple random sampling technique was adopted in the study to select the sample respondents.
As the size of the universe is restricted, the study has been conducted on the respondents who are the own-
ers of all the segments of passenger cars. A total of 350 interview schedules were prepared and out of this,
only 327 interview schedules were filled up and collected. Data were collected through an interview sched-
ule regarding reception of the respondents on the usage of cars. The following tools were used in testing the
hypotheses and in the analysis of data. Descriptive statistical tools such as percentage, mean, median and
standard deviation have been used to describe the profiles of consumers, preferred product attributes and
level of satisfaction. ANOVA, T- Test and F- test have been used to test the significant differences between
the groups of respondents in their perception and satisfaction for selected independent variable like age, sex
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and income. Chi-square test has been used to test the association between the consumer demographic char-
acteristics and preferred product attributes and satisfaction. Multiple regression analysis has been used
to study the influence of income and lifestyle on overall satisfaction level of the respondents. Correlation
analysis has been used to establish the relationship between the factors which influenced the purchase’ and
“the factors which favoured the level of satisfaction. Factor analysis is employed to identify the key factors
responsible for the consumers’ purchase of cars and level of satisfaction after purchase. Cluster analysis has
been used to identify the consumers with similar tastes and preferences with respect to purchase of car. The
study throws light on various features that the manufacturers should concentrate on to attract the prospec-
tive buyers. This study concludes that consumer behaviour plays a vital role in marketing cars and there is
more scope for extensive research in this area.

Keywords: Behaviour, Consumerism, Consumer driven, Passenger cars, Marketing commu-
nication, Target audience, Consumer perception

Introduction firm requires marketers to consider the con-

sumer as the focal point of their business ac-

Human beings in general, are com- tivity. Although itis important for the firm to

plex creatures who often do not seem even understand the buyer and accordingly evolve

to know their own minds. It is seldom easy, its marketing strategy, the buyer or consum-

and sometimes impossible , to generalize . : .
er continues to be an enigma- sometimes re-

about human behaviour. Each individual is sponding the way the marketer wants and on

a unique product of heredity, environment other occasions just refusing to buy the prod-

and experience. Predicting such a strange uct from the same marketer. For this reason,

behaviour of people is a difficult and com- the buyer’s mind has been termed as a black

plicated task, filled with uncertainties, risks, box, which should be opened by the seller to

and surprises. Accurate predictions can yield be a successful marketer. The study of con-

vast fortunes and inaccurate predictions can . . .
sumer behaviour also includes an analysis of

result in the loss of millions of naira. Today, factors that influence purchase decisions and

business around the world recognizes that product use. Understanding how consumers

the consumeris the king” Knowing why and make purchase decisions can help market-

how people consume products helps market- . .
ing managers in several ways. For example,

ers to understand how to improve existing if a manager knows through research that

products, what types of products are needed fuel mileage is the most important attribute

in the market place, or how to attract con- for a certain target market, the manufacturer

sumers to buy their products. The era of lib- can design the product to meet that criterion.

eralization, privatization and globalization If the firm cannot change the designing the

has brought changes in society and life style short run, it can use promotion in an effort to

of people. . . oo
peop change consumer’s decision making criteria.

Marketers can justify their existence only For example , an automobile manufacturer

when they are able to understand consumers’ . , .
can advertise a car’s maintenance- free fea-

wants and satisfy them. The modern market- tures while downplaying fuel mileage.

ing concept for successful management of a
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Literature review

Mandeep Kaur and Sadhu(2006)at-
tempted to find out the important features
which a customer considers while going for
the purchase of anew car. The study covers
the owners of passenger cars living in the
major cities of Lagos. The respondents per-
ceive that safety and comfort are the most
important features of the passenger car fol-
lowed by luxuriousness. So the manufactur-
ers must design the product giving maximum
weightage to these factors. Chidambaran and
Alfred(2007) postulates that there are certain
factors which influence the brand preferenc-
es of the customers. Within this framework,
the study reveals that customers give more
importance to fuel efficiency than other fac-
tors. They believe that the brand name tells
them something about product quality, util-
ity, technology and they prefer to purchase
the passenger cars which offer high fuel ef-
ficiency, good quality, technology, durability
and reasonable price. Satya Sundaram (2008)
analyzed how the competition makes the
automobile manufacturer to launch at least
one new model or variant of the model every
year. This survey also pointed out that diesel
cars are becoming popular in India and the
announcement of reductions in excise duties
by the government has helped to some extent
toboost the demand. Clement Sudahakar and
Venkatapathy (2009) studied the influence of
peer group in the purchase of car with refer-
ence to Coimbatore district. It was also found
that the influence of friends is higher for the
purchase of small sized and mid sized cars.
Brown et al (2010) analyzed the consumers’
attitude towards European, Japanese and the
US cars. The country of origin plays a signif-
icant role in the consumers’ behaviour. The
brand name, lower price and distributor’s

reputation completely have a significant im-
pact on the sales of passenger’s car. However,
the present study differs from the above, in
that, the buyer behaviour in Nigeria is sought
to be analyzed here. The scope and the area
of the study are unique in nature.

Statement of problem

Due to emergence of globalization and
liberalization there is a stiff competition
among the variety of car industries which are
focusing attention in capturing the Nigerian
markets. Cars though considered as luxury
once, now occupies a part of day- to day
life and has become a necessity. Victory-
Island ,Lagos which is selected for the study,
is one of the main growing markets for car
manufacturers. People who were not ready
to spend their money on luxuries have now
changed their attitude that “ Yesterday’s
luxuries are today’s necessities” .To be a suc-
cessful marketer it is absolutely essential to
read the minds and perceptions of the pro-
spective buyers of cars. In addition to the
above, the due weightage which is given by
the government for the growth of passenger
car industry and the involvement of the con-
sumers in the selection of a particular brand
of car have also made the researchers to un-
dertake a study on the passenger car indus-
try with special reference to the perceptions,
behaviour and satisfaction of owners of cars.

Objectives of the study

The purpose of this research is to study
the behaviour of consumers, their impor-
tance in the aspects of lifestyle, perception of
product attributes and level of satisfaction.
Hence, the study is aimed at the following
objectives.

I No. 15 ~ 20712



M~ anager Complex Universe of Economy m

1) To evaluate car owners’ perception
and behaviour pertaining to the pur-
chase and use of cars.

2) To identify and analyze the factors
influencing the purchase of cars.

3) To analyze the level of satisfaction
among the respondents and to iden-
tify the switch over brand option, if
any and

4) To make suggestions in the light of
the findings of the study.

Scope of the study

Nowadays, car has become a necessity
and forms a part of life. Therefore, there is
a significant scope to examine the percep-
tion and purchase behaviour of the consum-
ers of cars. The study is restricted to Victoria
Island, Lagos. Which is economically the
richest area. Due to their increasing pur-
chasing power, the people of this area have
started to buy cars for business or personal
use or the prestige and maintenance of so-
cial status. Knowledge of the buying behav-
iour of the different market segments helps
a seller to select their target segment and
evolve marketing strategies to increase the
sales. Advertisers and marketers have been
trying to discover why consumers buy and
what they buy. This study tries to analyze
the influence of perception in the consumers’
mind and how this information can be used
successfully by marketers to gain entry into
the minds of the consumers. The scope of this
research has a very good future.

Methodology

Before beginning to carry out the pres-
ent study, the researchers initially conducted
a pilot study in order to find out the feasibility

and the relevance of the study. The present
study is based on the perceptions, behaviour
and satisfaction of the consumers for passen-
ger cars. Sources of the primary and second-
ary data are discussed. The researchers has
used interview schedule for the purpose of
collecting primary data. It took four months
for the researchers to complete the process of
collection in person. As the universe of the
study is large, the researchers have decided
to select sample respondents by adopting
the simple random sampling technique. The
secondary data have been collected from the
companies’ bulletins, annual reports and we-
bites. Further, the researchers has used na-
tional and international journals in the field
of management, as well as marketing, busi-
ness magazines, business dailies, referred
textbooks in marketing management as well
as consumer behaviour and academic stud-
ies conducted in the related areas for the
purpose of building a strong conceptual
background including the review of litera-
ture for the study.

Sampling design

This study was conducted among the
car owners residing at Victoria Island, Lagos.
A simple random sampling technique was
adopted in the study to select the sample re-
spondents. As the size of the universe is re-
stricted, the study has been conducted on the
respondents who are the owners of all the
segments of passenger cars. A total of 350
interview schedules were prepared and out
of this, only 327 interview schedules were
filled up and collected. A scrutiny of these
schedules led to the rejection of 27 interview
schedules on account of incomplete respons-
es. Thus 300 completed interview schedules
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were used for the present study. Data were
collected through an interview schedule re-
garding perception of the respondents on us-
age of cars. The collected data are analyzed
through descriptive statistic tools such as per-
centage, mean, median and standard devia-
tion have been used to describe the profiles of
consumers, preferred product attributes and
level of satisfaction. The ANOVA, t-Test and
F- test have been used to test the significant
differences between the groups of respon-
dents in their perception and satisfaction for
selected independent variables like age, sex
and income. The chi-square test has been
used to test the association between the con-
sumer demographic characteristics and the

preferred product attributes and satisfaction.
Multiple regression analysis has been used to
study the influence of income and life style
on the overall satisfaction level of the respon-
dents. Correlation analysis has been used to
establish the relationship between the factors
which influenced the purchase and the fac-
tors which favoured the level of satisfaction.

Factor analysis is employed to identify
the key factors responsible for the consum-
ers’ purchase of cars and level of satisfac-
tion after purchase .Cluster analysis has been
used to identify the consumers with similar
tastes and preferences with respect to pur-
chase of car.

Analysis and Interpretation of Data

The results of the analysis of the collected data are presented below :

Table 1 : Average ratings for the influencing factors

S/mo | Factors Mean Standard deviation | Median Rank
1. Driving comfort 3.5500 1.1247 4.0000 1
2. Fuel economy 3.3667 1.0275 3.0000 2
3. Availability of spare parts | 3.3167 1.1078 3.0000 3
4. Price 3.3067 1.0816 3.0000 4
5. Pick up 3.3033 0.9562 3.0000 5
6. Attractive model 3.2867 1.2767 3.0000 6
7. Road grip 3.2733 1.0076 3.0000 7
8. Brand image 3.1733 1.2227 3.0000 8
9. Internal space 3.1033 1.1476 3.0000 9
10. After sales service 3.0533 1.0492 3.0000 10
11. Maintenance cost 3.0333 1.0144 3.0000 11
12. Status symbol 2.9933 1.3111 3.0000 12
13. Latest technology 2.9100 1.2572 3.0000 13
14. Resale value 2.4100 1.0920 2.0000 14

Source : Field survey, 2010.
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“Driving comfort” indicates that most
of the respondents have given their responses
in the category of “ moderate influence” and
“ more influence”. The factors of fuel econo-
my, availability of spare parts, price, pick up,
attractive model, road grip, brand image, in-
ternal space, after sales service and mainte-
nance cost with their obtained mean values
indicate the most of them have favoured for “
moderate influence”. The obtained mean val-
ues 2. 9933, 2.9100 and 2.4100 for the factors
status symbol, latest technology and resale
value, which are close to the scale value of
“ moderate influence” indicating that these
factors moderately influenced the respon-
dents in their purchase decision.

Factor Analysis- factor influencing
purchase

The general purpose of factor analysis
is to find s method of summarizing the in-
formation contained in a number of original

variables into a smaller set of new compos-
ite dimensions( factors) with minimum loss
of information. It usually proceeds from the
correlations matrix formed out of the selected
variables included in the study. The appropri-
ateness of the factor model can be calculated
from this. Next, factor extraction, the num-
ber of factors necessary to represent the data
and the method of calculating them must be
determined .At this step, how well the cho-
sen models fits the data is also ascertained.
Rotation focuses on transferring the factors
to make more interpretable and following
this, scores for each factor can be computed
for each case. These scores are then used for
further analysis. For our study, it is interest-
ing to study the factors which can be derived
out of several variables which contribute in
influencing the purchase of a car. There are
14 variables under the heading “ factors in-
fluencing purchase”. These variables were
subject to correlation analysis first.

Table 2: Correlation Matrix

variables (B1 |B2 |B3 (B4 |B5 |B6 B7 | B8 B9 |B10 |B11 |B12 |B13 |B14
Price - 458 |.260|.134 |.021 | -.116 |.040 | -.085|.048|.136|.190 | -.168 | .212 | .097
Fuel - - 2731.248|.136 | .076 |.199 |.119 |.247|.220].258 |-.015 |.118 |.127
economy

Driving - 239 1.4331.261 |.077 |.283. |.249|.361|.348|.238 |.2751.080
comfort

Maintenance - 222 (.081 |.167 |.165 |.184|.265].250|.040 |.196 |.116
cost

Attractive - 565 |.182 | .575 | .424).213|.217|.197 |.166 |.044
model

Status - 313 | .407 |.257|.140(.098 | .245 |.051 |-.100
symbol

Resale - 310 |.285|.159|(.111|.092 |.095 |.003
value
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Latest - 524 .2151.199|.204 |.092 | .011
technol-
o8y

Brand - .381|(.3471.223 |.130 |.137
image
Pick up - .674(.313 |.287 |.228
Road - 297 1.321|.255
8rip
Internal .304 1.193
space

After - .587
sales
service

Availability -

of  spare
parts

Source : Field survey, 2010

Key B10=Pick up

B1=Price B11=Road grip

B2=Fuel economy B12=Internal space

B3=Driving comfort B13=After sales service
B4=Maintenance cost Bl4=Availability of spare parts
B5=Attractive model Correlation matrix for the variables
B6=Status symbol from “price” to “availability of spare parts”
B7=Resale value (totally 14 items) was analyzed initially for
B8=Latest technology positive inclusion in factor analysis.

B9=Brand image

Table 3: KMO and Bartlett’s Test

Kaiser- Meyer- Olkin measure of 747
sampling Adequacy Approx. Chi-Square 1211.497
Bartlett’s Test of Sphericity Degrees of freedom 91

Sig. xx
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Bartlett’s test of sphericity is used to test
whether the correlation matrix is an identi-
fy matrix. The test value ( 1211.497) and the
significance level (p<.01 ) which are given
above indicate that the correlation matrix is
not an identity matrix, i.e, there exists corre-
lations between the variables. Kaiser-Meyer-
Olkin (KMO) measure of sampling adequacy
or KMO measure is closer to 1, and then it
is good to use factor analysis. If the KMO is
closer to 0, then the factor analysis is not a

good idea for the variables and the data. The
value of test statistic is given above as 0.747,
which means the factor analysis for the se-
lected variables is found to be appropriate to
the data. The Principal Component Analysis
(PCA) is used to extract factors. The PCA is a
method used to transform a set of correlated
variables into a set of uncorrelated variables (
here factors) so that the factors are unrelated
and the variables selected for each factor are
related.

Table 4: Component Matrix

Component
Variables 1 2 3 4
Pick up 670 255 -.133 -.481
Road grip .659 327 -113 -451
Brand image 656 -.207 043 -.067
Attractive model | .653 -.444 .059 161
Driving comfort  |.626 .057 145 -110
Latest technology | .605 -.506 .022 105
After sale service | .492 472 -.359 451
Maintenance cost | .437 .149 233 .030
Resale value 394 -.259 203 278
Status symbol 479 -.590 -.007 145
Availability of | .332 534 -412 458
spare parts
Price 227 522 594 .108
Fuel economy 430 294 588 .070
Internal space 451 .-056 -.582 -127

Source: Field survey,2010
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These are all coefficients used to ex-
press a standardized variable in terms of
the factors. These coefficients are called fac-
tor loadings, since they indicate how much
weight is assigned to each factor. Factors
with large coefficients ( in absolute value) for
a variable are closely related to that variable.
These are all the correlations between the fac-
tors and the variables, since all the factors
are uncorrelated with each other. Hence the
correlation between variable” pick up” and
factor 1 is 0.670. Thus the factor matrix is ob-
tained and presented in the above table. Most
factors are correlated with many variables.
Since the idea of factor analysis is to identify
the factors that meaningfully summarize the
sets of closely related variables, the rotation

phase of the factor analysis attempts to trans-
fer initial matrix into one that is easier to in-
terpret. It is called the rotation of the factor
matrix.

ANOVA Technique age group and
influencing factors

Table 5 and 6 give the results of the
ANOVA conducted to test for significant dif-
ferent if any, between the respondents of dif-
ferent age groups on the various influencing
factors.

Null Hypothesis : The average scores
of influencing factors among the respon-
dents of the different age groups do not dif-
fer significantly.

Table 5 Average scores of the influencing factors for different age groups

Influencing

factors
Age groups | N External Technical Cost Service

Mean |SD | Mean | SD Mean SD Mean SD

<25 years |31 1548 |4.18 (1239 |[3.84 |9.87 2.43 6.23 2.29
25-35years | 63 15.00 |4.28 |[13.13 |[2.84 |9.67 2.24 6.56. 1.88
36-45years | 103 14.60 |4.50 |[13.34 |[2.95 |[9.78 2.29 6.27 1.78
46-55years | 65 14.74 | 441 |[13.49 |3.09 [9.55 2.19 6.35 2.01
>55years | 38 14.34 |4.72 [13.34 (299 |9.71 2.25 6.45 1.93

Source: Field survey, 2010
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ANOVA on the influencing factors for different age groups

factors Sources of | Sum  of | Degree of | M e a n|fvalue Table value | Sig.
variation | squares freedom square
External | Between |29.059 4 7.265
groups
Within|5791.528 |295 19.632 370 2.402 NS
groups
Total 5820.587 | 299
Technical |Between |28.885 4 7.221
groups
Within|2770.245 |295 9.391 .769 2.402 NS
groups
Total 2799.130 |299
Cost Between|2.961 4 740
groups
Within|15117.225 |295 5.143 144 2.402 NS
groups
Total 1520.187 | 299
Service Between | 4.437 4 1.109
groups
Within|1099.493 |295 3.727 298 2.402 NS
groups
Total 1103.930 |299

Source : Field survey ,2010

The analysis of variance test is applied
to test for significant difference among the
different age groups for each influencing fac-
tor separately. The results of the ANOVA are
given in the above table. It is found from the
results of ANOVA that influencing factors-
external, technical, cost and service do not
differ significantly among the respondents of
the different age groups . Hence, the null hy-
pothesis with respect to all the four influenc-
ing factors is accepted.

NS- Not Significant

Educational Qualification and
Influencing Factors

Table 7 and 8 bring out the results of the
ANOVA conducted to test for significant dif-
ference if any, between the respondents of
the different educational qualifications on
the various influencing factors.

Null Hypothesis :
of the influencing factors among the respon-

The average scores

dents of the different educational qualifica-
tions do not differ significantly.
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Average scores of the Influencing factors for different Educational Qualification

Influencing factor

Educational External Technical Cost Service
qualification

N Mean SD Mean SD Mean SD Mean SD
No  formal | 24 14.71 522 |14.04 3.24 |8.88 1.65 7.04 1.65
education
School level | 60 15.58 3.90 |13.60 2.85 19.55 2.11 5.98 1.78
Graduate|116 |14.95 4.44 |13.33 296 |[9.83 2.35 6.59 1.90
level
p/graduate |46 13.65 421 1241 3.09 |9.87 2.46 6.20 2.01
level
Professional | 54 14.48 4.61 |12.94 3.31 19.85 2.24 6.17 2.07
qualification

Source: Field survey, 2010

Table 8 ANOVA on the influencing factors for different educational qualification

factors Sources of | Sum  of | Degree of |M e a n|f-value Table value | Sig.
variation squares freedom square
External | Between groups | 105.439 4 26.360
Within groups | 5715.148 | 295 19.373 1.361 2.402 NS
Total 5820.587 1299
Technical | Between groups | 60.234 4 15.059
Within groups | 2738.896 | 295 9.284 1.622 2.402 NS
Total 2799.130 | 299
Cost Between groups | 22.18 4 5.632
Within groups | 1498.059 | 295 5.143 1.089 2.402 NS
Total 1520.187 | 299
Service Between groups |29.292 4 7.323
Within groups | 1074.638 | 295 3.643 2.070 2.402 NS
Total 1103.930 |299
Source: Field survey, 2010 NS- Not Significant
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From this ANOVA table, it is observed
that the f ratios calculated are 1.361 , 1.622,
1.089 and 2.010 for all the influencing factors
which are less than the table value 2. 402 and
so it is not significant. Hence the hypothesis
formulated is accepted and it is inferred that
there is no significant difference among the
difference educational qualification of the re-
spondents on the influencing factors.

Occupational status and influencing
factors

Table 9 and 10 analyze for the existence
of any significant difference between the var-
ious occupational status and the influencing
factors.

Null Hypothesis : The average score of
influencing factors among the respondents of
the different occupational status do not differ
significantly.

Table 9 Average scores of the influencing factors for different occupational status

Influencing factor
Occupational External Technical Cost Service
status
N Mean SD | Mean sD Mean SD Mean | SD
Agriculture | 13 15.92 4.09 |11.85 2.27 9.62 1.56 |[6.54 1.33
Business 159 | 14.91 4.55 |13.57 3.09 9.40 2.07 642 1.89
Employed in | 34 14.00 4.92 |12.29 2.90 9.91 2.73 16.53 1.83
government
service
Employed 47 15.34 3.74 |13.13 3.08 10.38 |2.63 |6.02 2.12
in private
organization
Housewife 16 14.44 4.27 |13.75 2.38 10.81 1.52 [6.69 2.12
Others 7 14.14 3.44 |13.86 3.98 9.00 1.73 |7.43 1.99
Table 10 ANOVA on the influencing factors for different occupational status
factors Sources of | Sum  of | Degree of | M e a n|f-value Table value | Sig.
variation squares freedom square
External | Between groups | 91.923 6 15.321 .784 2.140 NS
Within groups | 5728.663 | 293 19.552 1.361 2.402 NS
Total 5820.587 1299
Technical | Between groups | 85.731 6 14.289
Within groups | 2713.399 | 293 9.261 1.543 2.140 NS
Total 2799.130 | 299
Cost Between groups | 60.967 6 10.161
Within groups | 1459.220 | 293 4.980 2.040 2.140 NS
Total 1520.187 | 299
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Service Between groups | 22.706 6 3.784
Within groups | 1081.224 | 293 3.690 1.026 2.140 NS
Total 1103.930 |299

Source: Field survey, 2010

The above table highlights the results of
the ANOVA for different occupational status
of respondents on the influencing factors.
The calculated f values of 0.784, 1.543, 2.040
and 1.026 for the external, technical, cost and
service factors are insignificant. Therefore,

the stated hypothesis has been proved.

Family income and influencing factors

The ANOVA table 11 and 12 given be-
low the mean table tests for any significant
difference between the different family in-
come of the respondent and the influencing
factors.

Null hypothesis : The average scores of
influencing factors among the respondents
of the different family income do not differ
significantly

Table 11 Average scores of the influencing factors different income groups.

Influencing factor
Monthly fam- External Technical Cost Service
ily income
N Mean SD Mean | SD Mean |[SD | Mean |SD

<10000 21 14.43 4.55 12.95 |2.60 9.71 2.61 |6.10 1.76
10000-15000 | 55 13.67 |4.27 12.53 | 3.24 9.64 |2.61 |[6.05 2.08
15001-20000 | 60 14.87 | 4.36 12.80 |3.31 9.95 |242 |[6.53 1.75
20001-25000 |63 15.11 3.86 13.48 |2.95 9.54 |2.07 |[643 1.97
>25000 101 15.18 4.18 13.77  12.90 9.70 [2.00 |6.47 1.95

Source : Field

survey, 2010

Table 12 ANOVA on the influencing factors for different income groups

factors Sources of | Sum  of | Degree of |M e a n|fuvalue Table value | Sig.
variation squares freedom square

External | Between groups | 93.387 4 23.347
Within groups | 5727.200 | 295 19.414 1.203 2.402 NS
Total 5820.587 299

Technical | Between groups | 73.392 4 18.348
Within groups | 2725.738 | 295 9.240 1.986 2.402 NS
Total 2799.130 299
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Cost Between groups | 5.584 4 1.396
Within groups | 1514.603 | 295 5.134 272 2.402 NS
Total 1520.187 | 299

Service Between groups | 9.793 4 2.448
Within groups | 1094.137 | 295 3.709 .660 2.402 NS
Total 1103.930 | 299

Source: Field survey, 2010

From the above table, it is observed that
the obtained f values for the influencing fac-
tors are 1.203, 0.660. These values are less
than the table value of 2.402. Hence, they are
insignificant and so the above stated null hy-
pothesis has been accepted.

Family size and influencing factors

Table 13 and 14 describe the results of
ANOVA for significant difference between
the various family sizes of the respondents
on their influencing factors.

Null Hypothesis: The average scores of
influencing factors among respondents of dif-
ferent family sizes do not differ significantly.

Table 13 Average scores of the influencing factors for different family size

Influencing factor
Size of the External Technical Cost Service
family
N Mean SD Mean SD Mean | SD Mean SD
1-3 members 72 | 15.43 4.67 13.43 3.02 9.90 226 |6.11 2.09
4-6 members | 190 |[14.26 4.23 13.06 2.97 9.72 229 648 1.90
Above 6(38 |16.11 4.46 13.71 3.54 9.29 2.05 ]6.32 1.68
members
Source : field survey, 2010
Table 14 ANOVA on the influencing factors for different family size
factors Sources of | Sum  of [ Degree of |M e a n|fwvalue Table|Sig.
variation squares | freedom square value
External | Between groups |148.992 |2 74.496
Within groups | 5671.595 | 297 19.096 3.901 3.026 x
Total 5820.587 | 299
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Technical | Between groups |17.298 2 8.649
Within groups | 2781.832 | 297 9.366 923 3.026 NS
Total 2799.130 |[299

Cost Between groups | 9.399 2 4.699
Within groups | 1510.788 | 297 5.087 924 3.026 NS
Total 1520,187 |[299

Service Between groups |7.193 2 3.596
Within groups | 1096.737 | 297 3.693 974 3.026 NS
Total 1103.930 |[299

Source: Field survey, 2010
(xDenotes 5% level of significance)

The above table represents the ANOVA
for significant difference between the various
family sizes of the respondents with respect
to the influencing factors. From the analysis
it is found that the f- value of 3.901 with re-
spect to the external factor differs significantly
at 5% level of significance. Therefore the null
hypothesis is rejected. Hence, it is concluded
that there is significant difference between the
various family sizes and the influencing ex-
ternal factor. The f values of the other three
influencing factors technical, cost and service
of 0.923, 0.924 and 0.974 respectively have no
significant difference. Hence the hypothesis
with respect to these three factors is accepted.

Life style dimension and influencing
factors

The ANOVA table 15 and 16 analyze
for significant difference if any between re-
spondents of difference life style dimension
on various influencing factors. The following
hypothesis is framed for this purpose.

Null Hypothesis : There is no significant
difference among the groups of the respon-
dents of the different life style dimensions in
the average level of influence exhibited by the
factors — external, technical , cost and service.

Table 15 Average scores of the influencing factors for different life style dimensions

Influencing factor
Life style External Technical Cost Service
dimensions
N Mean SD Mean | SD Mean |SD | Mean | SD

Compact drivers 110 14.71 429 1329 |[2.93 9.53 223 1634 |[1.97
Travel lovers 42 14.12 435 |[12.83 |[2.97 9.93 247 (624 |1.85
Reserved affluent | 69 1530 |4.42 |13.14 |[291 9.67 217 | 643 |1.94
Luxury relishes 79 15.75 4.63 |13.43 |3.43 9.87 227 (643 |1.89

Source: field survey, 2010
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Table 16 ANOVA on the influencing factor for different lifestyle dimensions

factors Sources of | Sum  of | Degreeof |M e a n|fwvalue | Tablevalue | Sig.
variation squares freedom | square

External | Between groups | 37.946 3 74.496
Within groups | 5782.641 | 296 12.649 0.647 2.635 NS
Total 5820.582 | 299 19.536

Technical | Between groups | 10.688 3 8.649
Within groups | 2788.442 | 296 3.563 0.378 2.635 NS
Total 2799.130 | 299 9.420

Cost Between groups | 7.915 3 4.699
Within groups | 1512.271 | 296 2.638 0.516 2.635 NS
Total 1520.187 | 299 5.109

Service Between groups | 1.433 3 3.596
Within groups | 1102.497 | 296 0.478 0.128 2.635 NS
Total 1103.930 |299

Source: field survey,2010

The Analysis of Variance test is applied
to test for the significance difference among
the lifestyle dimensions for each influencing
factors separately. The results of the ANOVA
are given in the above table. It is found from
the results of the ANOVA that influencing
factors- external, technical, cost and service
do not differ significantly among the respon-
dents of the different lifestyle dimension.
Hence, the hypothesis will respect to all the
four influencing factors is accepted.

NS- Not Significant

Brand of car and influencing factors

Tables 17 and 18 bring out the ANOVA
results for significant difference between the
various brands of cars possessed by the re-
spondents and the factors which influenced
the purchase of those brands among the
respondents.

Null Hypothesis: There is no significant
difference between the difference brands of
cars owned by the respondents and the fac-
tors which influenced the purchase of that
specific brand of car.

Table Average scores of the influencing factors for different brand of car

Influencing factor
Brand of External Technical Cost Service
car
N Mean | SD Mean | SD Mean 5D Mean SD
Hyundai | 42 16.02  |4.21 13.50 |3.12 9.71 1.95 6.48 1.94
Toyota [108 |[13.11 [3.96 12.71 12.98 10.42 2.53 6.71 2.26
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Fiat 22 14.36 | 4.62 1236 |2.92 9.86 227 5.82 1.47
Nissan 49 16.31 3.90 13.78 | 2.84 9.08 2.02 6.35 1.68
Gallant |44 1530 [4.58 13.18 |3.13 9.18 1.83 5.93 1.59
Others 35 15.86 | 4.84 14.34 | 3.24 8.94 1.92 6.11 1.57

Source: Field survey, 2010

Table 18 ANOVA on the influencing factors for different brand of car

factors Sources of | Sum  of | Degree of | M e a n|fuvalue Table value | Sig.
variation | squares freedom square

External | Between |536.000 5
groups
Within|5284.587 |294 107.200 5.964 3.080 xx
groups
Total 5820.587 |299 17.975

Technical |Between |106.475 5
groups
Within|2692.655 |294 21.295 2.325 2.245 x
groups
Total 2799.130 | 299 9.159

Cost Between|106.670 5
groups
Within|1413.517 |294 21.334 4.437 3.080 xx
groups
Total 1520.187 | 299 4.808

Service Between|30.639 5 3.596
groups
Within|1073.291 |294 6.128 1.679 2.245 NS
groups
Total 1103.930 |299 3.651

Source: field survey, 2010 NS -Not Significant

(x Denotes 5% level of significance)
(xx Denotes 1% level of significance )

The above table outlines the brand of From the above table, it is clearly known that
car possessed by the respondents namely the calculated value of the influencing factor
Hyundai, Toyota, Fiat, Nissan, Gallant and “ service” of 1.679 is less than the table value
others including brands of General motors, of 2.245 at 5% level of significance. Therefore,
Skod, Ford, Honda and Daewoo motors. the above formulated null hypothesis is
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accepted with respect to service only. T is in-
ferred that there is no significant difference
between the brand of car and the influencing
factors with respect to service. It is seen that
the “f” values of 5.964 and 4.437 for the in-
fluencing factors external and cost are much
higher than the table values. Therefore, the
proposed null hypothesis is rejected at 1%
level of significance and it is concluded that
there is a highly significant difference be-
tween brand of cars with respect to external
features of the car and the cost of car among
the respondents.

It is also observed that the “f” value of
2.325 for the influencing factor “technical” is
higher than the table value of 2.245. Hence
the above stated null hypothesis is rejected at
5% level of significance and it is concluded
that there is significant difference between
the brand of car and the influence of techni-
cal features of car on the the purchase of a
particular brand.

The analysis of influencing factor “ex-
ternal” highlights the respondent of Nissan
brand with the highest mean value of 16.31.
They think that Nissan brand is a successful
one in effectively influencing the respondents
on the purchase with respect to external fea-
tures of car. The car owners of Toyota with
less mean value of 13.11 feel that external fea-
tures is less successful than the other brands
in increasing interest in purchasing Toyota
brand.

The analysis of influencing factor “
technical” indicates the respondents of vari-
ous brands of General motors, Skoda, Honda
and Daewoo with the highest mean value
of 14.34. The feel that the above brands are
successful in influencing the respondents on
their purchase with respect to the technical
features of car. The Fiat car owners with the

least mean value of 12.36 perceive that the
technical features are not successful in creat-
ing interest in the purchase with respect to
Fiat owners.

The analysis of influencing factor “
cost” represents the respondents of Toyota
brand with the highest mean value of 10.42.
They judge that Toyota brand is much suc-
cessful in effectively influencing the respon-
dents on the purchase of car based on cost. It
is also highlighted that the owners of other
brands like General motors, Skoda, Honda
and Daewoo with least mean value of 8.94
think that “cost” is not successful in creating
interest in the purchase of these brands.

The analysis of influencing factor “ ser-
vice” discloses the respondents of Toyota
brands with the highest mean value of 6.71.
They perceive that Toyota brand is very
much successful in effectively influencing
the respondents on purchase with respect to
the services available in the usage of cars. The
car owners of Fiat with least mean value of
5.82 judge that service factor is not encourag-
ing the respondents in the purchase of Fiat
brand.

Conclusion

Consumer behaviour consists of human
behaviour that goes in making purchase de-
cisions. An understanding of the consumer
behaviour enables a marketer to take market-
ing decisions which are compatible with its
consumer needs. There are four major classes
of consumer behaviour determinants and ex-
pectations, namely, cultural, socio-economic,
personal and psychological. The socio-eco-
nomic determinants of consumer behaviour
consist of age, marital status, occupation,
education, income, family size etc. Realizing
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the importance of passenger car industry in
the present economic situation, the research-
er has analyzed the perceptions, and behav-
iour of consumers related to this product. It is
rightly said ; yesterday’s luxuries are today’s
necessities. Hence in this digital world, car
is no longer a luxury. From the discussions
made in the previous chapters, there are cer-
tain product attributes which are identified
in the study as influencing the purchase de-
cision and satisfying the consumers. The

growth in the population of Nigeria and the
increasing number of middle class consum-
ers has attracted the attention of car manu-
facturers and marketers. The manufacturers
and marketers who study the behaviour of
consumers and cater to their needs will be
successful. It may be concluded that consum-
er behaviour has a greater role to play in the
era of economic activities for which a neces-
sary survey and research should be conduct-
ed in an efficient manner.
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Abstract: This paper aims to analyze the development of religious institutions as foundations or
agencies virtue (Non-profit Organizations), which manage funds mosques and churches under the Act No.
28 of 2004 (Act 28/2004). The problem, though these agencies manage the funds mosques and churches as
houses of worship, but still apply some cases broken trust and abuse in care funds. Content analysis will be
made based on two data sources. First, it is the secondary data obtained than the Law 28/2004 and reports
inscribed. Second is the primary data obtained from fieldwork. Revenue study is expected to back up the
bodies of virtue for the management of funds increased more mosques in Manado, Indonesia. Conversely,
if the enactment cases of study broken trust and misappropriation of funds in a thin, it acts in accordance
with the laws that exist in Indonesia can be taken.

Keywords: foundations, funds, management of funds, mosque and law

1. Introduction and humanitarian aims, the organizational

form chosen is the foundation. Selected social

Foundation (Foundation) is better un- activities primarily related to health, educa-

derstood as a virtue nonprofit entity or tion, religious and social parlors. Container

for-profit activities. If someone is going to foundation used by its founders to perform

conduct a full of idealism as well as for social
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a variety of social activities for the public in-
terest. Historically the Foundation as a forum
for social activities has been around since the
beginning of history. The Pharaoh, more than
1000 BC, it have separated property for reli-
gious purposes. At that time the Foundation
was established by donating land and build-
ings for the temple to worship the god
Artemis, the provision of food and beverag-
es for those who need, and animal sacrifice.
Plato before his death in 347 BC share of ag-
ricultural land than it has, to be donated for
students who cannot afford. This is probably
the first educational foundation in recorded
history. The habit has been established by
private foundations or individual’s is usu-
ally done with certify from notary. Wealth
that is separated rather than belonging to the
founder or trustee of concerned, the deed is
registered in the District Court Clerk’s Office
local. In Article 7 Armenwet 1854 (no longer
valid) the requirement to register to the town-
ship within different for the foundations of
existing or newly established, with the threat
of losing its authority to do such laws. Thus,
the position of agency law is obtained togeth-
er with the establishment of the foundation.
In practice the laws and customs can prove
that in Indonesia have established a founda-
tion and it was the position of agency law.
In fact, foundations were established in the
association have recognized legal rights and
obligations of its own, as one position in con-
junction with the subject of other legislation
and based on jurisprudence, then the foun-
dation is considered as a body of law.

Based on this foundation after all this
time only in a society governed by custom
and jurisprudence of the Supreme Court, the
Government of the Republic of Indonesia
on August 6, 2001 enacted Act (Act) of the

Republic of Indonesia Number 16 Year 2001
on the Foundation. In its development then
was transformed with the Act (the Act) of
the Republic of Indonesia Number 28 Year
2004 regarding Amendment Act (Act) of the
Republic of Indonesia Number 16 Year 2001
on the Foundation. The law on foundations is
intended to provide a correct understanding
of the public about the foundation, ensuring
certainty and order legislation and restore the
function of foundations as institutions legis-
lation in order to achieve certain objectives in
social, religious and humanitarian. This law
asserts that the foundation is a body of leg-
islation which has the sole purpose is social,
religious and humanitarian, was established
by considering the formal requirements
specified in this law. Law on Foundations
has brought significant changes in the regu-
lation of foundations in Indonesia. One is the
ratification of the foundation as a mechanism
Agency Act. Certificate establishment of the
Foundation is done by a notary and obtain
the status of law after obtaining approval cer-
tificate stance than the Minister of Justice and
Human Rights Republic of Indonesia. To ob-
tain approval as an agency of the founders of
the law or their proxies request to the Minister
through a notary deed that makes the foun-
dation, it is stipulated in Article 11 paragraph
(2) Law of the Republic of Indonesia Number
28 Year 2004 concerning Amendment to Law
Republic of Indonesia Number 16 Year 2001
on the Foundation.

2. Methodology

This research were used a qualitative
approach as a research method. Primary data
which was used is based on law number 28
Year 2004, the object of research data. While
the secondary data was direct observations.
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3. Status of law foundation in
Indonesia Law System

The Foundation is a virtue laws that
exist in law in Indonesia has been recog-
nized by the community based on the real-
ity of the positive laws that live and thrive
in Indonesian society. However, the rules
governing legislation as a foundation pri-
macy agency has been no legislation to date.
Tendency for people to choose form the foun-
dation for virtue among other agencies be-
cause of reasons:

1) Establishment process is simple,

2) without requiring ratification rather
than government,

3) Rather than the public perception
that the foundation is not subject to
tax (Setiawan, 1992).

Recognition of the foundation as a body
is legislation as an independent subject of
legislation as much as anyone, theoretically,
in fact, only be based, among others: because
of separate property, not shared his wealth or
his income to the founders or managers, have
a particular goal, have an organization that
regular, established by notary deed (Tobing,
1996, Pitlo, 1986, Ali, 1987). Such traits are
matched with the characteristics of bodies in
general law, namely the existence of separate
property, the existence of a specific purpose,
the existence of its own interests and the or-
ganizations that regularly (Pramono, 1947),
(Rido. 1977). Under the laws of habit and
assumption of law generally accepted in the
community, then it can be argued traits foun-
dation as a major portion of the legislation as
follows:

1. Foundation of existence as an entity
law in Indonesia is not based on legislation
applicable regulations,

2. Recognition of the foundation as

the agency law has been no firm legal basis
unlike the case with the Limited Liability
Company (PT / Sdn Bhd.), Cooperatives and
agencies of other legislation,

3. The Foundation was formed by split-
ting property for the purpose of cloning the
founder of nonprofit, for the purpose of re-
ligious, social, religious, humanitarian and
ideals of others,

4. The Foundation was established by
notary deed or by a decree officials concerned
with the establishment of foundations,

5. The foundation hasno members and is
not owned by anyone, but have management
or organ to realize the purpose foundations,

6. Foundation, has an independent po-
sition, as a consequence of the existence of a
separate wealth rather than wealth or clon-
ing founders and managers have their own
objectives differed or off rather than the es-
tablishment or management approach for
cloning purposes,

7. The Foundation is recognized as an
agency of the law as much as anyone who
that he was recognized as an independent
subject of legislation that can assume the
rights and obligations of an independent, es-
tablished by deed and registered at the secre-
tariat office of the local Court,

8. The foundation can be dissolved by
the court when goals conflict with the foun-
dation’s statute, may be declared bankrupt
and liquidated (Sri Rejeki, 1999; Tobing,
1990).

With the issuance of Law no. 16 of 2001
and amended by Law no. 28 of 2004, it can be
concluded that the foundation has been rec-
ognized as an agency of ordinary legislation,
which subjects recognized means indepen-
dent statute than the position of the subject
matter law of the founders or managers.
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As the subject of legislation is independent
foundations have rights and responsibili-
ties, may be a debtor and creditor, in other
words, the foundation can have sex any leg-
islation with a third party. When he became
the agency law under the Act since the deed
founding the Foundation is made before no-
tary authorized by the Minister of Law and
Legislation and Human Rights. For founda-
tions that have been registered in the District
Court and have permission to do the activi-
ties rather than institutions, is still recog-
nized as a body of laws, with provisions in
the period later than 5 (five) years from the
entry into force of the new Foundation Law.
Atleast 1 (one) year after the adjustment shall
be notified to the Minister. Foundations that
do not fit within the Articles of Association 5
(years) may be dissolved by court decision on
the request of the Prosecutor or the interested
parties.

The foundation of his wealth comes
from part of than State aid, foreign aid and
/ or community contributions are obtained
as a result of enactment of legislation re-
quired to announce a rule ikhtisar sec-annual
reports referred to in Article 52 Paragraph
(1) of the Foundation and which includes a
wealth during the 10 (ten) years before the
Foundation Act was passed. This announce-
ment does not remove the right rather than
the authorities to conduct inspection, inves-
tigation and prosecution if there are allega-
tions of violations of law.

4. Foundation for Law Layman
Courant

Judging than the way of establish-
ment or formation, the foundation can be
divided into two types namely foundation

established by the ruler or government, in-
cluding State-Owned Enterprises (SOEs) and
the Regional-Owned Enterprises (enterpris-
es) and the foundation established by indi-
viduals or private. Foundation established
by the Government prior to discharge of
Law Foundation, there are established only
by decree rather than competent authority
for that and there is established by notary
deed. Initial wealth of the foundation like
this can be taken than the wealth of nations
“separated” or “released ruler” than the gov-
ernment and rather than cloning their own
wealth. Foundation established by private or
individual is usually done by notary deed,
and according to the new Foundation Law
precisely should the notary deed. Separated
wealth comes instead of belonging to the
founder or trustee concerned. A habit that
happen deed is registered at the local District
Court Clerk’s Office. Often found in commu-
nity foundation established for the purpose
of social, religious, educational and others
are established by private parties. With the
issuance of the Law Foundation of the exis-
tence of the Foundation as portion legislation
lay not matter anymore or not be doubted.
It was the common law agency that already
has a strong juridical basis. According to
Law number. 28 of 2004, consisting instead
of Foundation Am: Patrons, Trustees and
Administrator. When viewed in a Limited
Liability Company (PT / Sdn Bhd), the posi-
tion of the Board of Trustees is the same as the
AGM,, the Trustees as well as Commissioners
and Board of Directors is the same as.

Terms Establishment of Foundation:

1. Foundation composed of administra-
tors and supervisors of Trustees

2. Foundation established by one or
more persons with a separate property part
of stance as the initial wealth.
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3. Established of certificate of the foun-
dation is done by a notary and made in the
Indonesian language

4. Foundation will be established under
the wills

5. Foundation established by foreigners
or with strangers, on terms and procedures
stipulated by government regulation stance.

6. Foundation to obtain the status of
agency law after obtaining the foundation
deed endorsement of the minister

7. Foundations should not use the name:

a. has been used legitimately by other
foundations

b. contrary to public order and / or
morals

c. behalf of the foundation must be
preceded the word “foundation”

d. foundation can be established for
a specific term or indefinite period stipulated
in the articles of association.

Wealth that separated it for the
Foundation earmarked for the achievement
of certain goals in the social, ideal rights, hu-
manitarian and religious. Thus the founda-
tion is essentially:

(1). The assets are separated,

(2). Property is given the status of
legislation,

(3). Its existence to achieve certain goals
in the social, humanity and the religious.

Theoretically, the Foundation may be
established by one person, two persons or
more. The foundation has no members (such
shareholder in PT) and the existence destined
to achieve certain social, humanitarian and
religious are. Therefore all foundation ac-
tivities should be devoted to achieving that
goal. Law Foundation confirmed this by ban-
ning results of operations to the Foundation,
as well as criminal threats. The foundation

is placed on the juridical status as it should.
It was the agency that serves the law of so-
cial and religious virtue. He may run busi-
ness activities, It have many of net income
but should not be profit oriented as well as
PT. Tray results of operations may exist, but
should not be distributed to the organs of the
foundation. He may set up business entities,
such as PT, but not all Foundation assets are
used as working capital. Only two percent
of the asset is allowed for that purpose. The
Foundation shall make such books and It was
to be examined by a public accountant a per-
son. It was for the foundations that have as-
sets of 20 billion or more and can help 500
million upwards. Bookkeeping should be an-
nounced and a copy must be submitted to the
Minister. This provision is by some consid-
ered burdensome.

5. Source of Weakness Management
Foundation

The main source of weakness rather
than the management of the foundation is
the absence of rules governing the founda-
tion. Foundations can be administered freely
without any regulations must be observed.
The existence of the foundation so far only
based on practices that are preserved. The
power law rather than practice is certainly
very weak. Another result is not guaranteed
certainty of legislation considering that one
practice is different from other practices. The
absence of setting the foundation also that’s
mean absence of reference that can be used to
say that something should or should not. In
addition, the absence of provisions regarding
transparency of the management of the foun-
dation is often misused by the founders as
well as trustee. In fact, many foundations that
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raises fund than enough free society rather
than an obligation to be auditing. The pub-
lic does not know whether funds donated to
a foundation is really for social purposes or
precisely for the interests of others, even to
fraud. Another drawback is the foundations
are not professionally managed. Founder of
the foundation is also caretaker. Role than the
supervisor who was appointed to watched
activities and financial foundation is not his
job seriously, even impressed they made the
appointment as a mere formality.

6. Religious Foundation in Manado

Religious Foundation in Manado is very
much its existence to accommodate agencies
virtues of Islam. The houses included in the
category Foundation. Because of this is to es-
tablish a house of worship there should be
agencies or foundations of virtue that must
be responsible for the establishment of hous-
es of worship in Indonesia. Manado airport
itself a lot of bodies surrounding the virtues
of religious activities such as mosque and
church. An example for the religious founda-
tions of Islam, they established schools and
junior secondary Madrasah and Charities are
also embodies acceptance of Zakat. Infq and
Sodaqoh. Mosques in Manado Airport is also
included in the category of the Foundation.
Consisting than High School (SMA) of Islam
as busy as 5 pieces, and Junior High School
(SMP) as busy as 9 units. Mosque in Bandar
Manado as busy as 157 pieces. (CBS, 2008).

7. Financial Mangement Mosque

Financial ~Management Guidelines
Mosque arrange financing organizations
that include the source of funds, budgeting,

financial activities and traffic. The money

in and out must be lawful, clear the source,
recorded with a neat and reported periodi-
cally. Similarly, income and expenditure pro-
cedures should be laid out and implemented
properly.

The mosque is a agencies / institutions
that are economically not aim for profit (prof-
it), even in many cases provide subsidies to
people in need. Rightly, the mosque has a
productive business (cash machines) that can
produce financial benefits that are used to
provide subsidies to people in need. Because
of its profit, the mosque has the ease in col-
lecting funds in the trust software used to run
its business units. One of the funds raised in
addition to zakat, infak, and Sadaqah, are en-
dowments which in this case is waqf endow-
ments in cash or in the form of money.

The mosque which is the same whether
there is a mosque which has the function of
the vertical (hablum minallah) and horizon-
tal functions (hablum dominant unlucky)
as at the time of the Prophet Muhammad.
People go to the mosque not only to worship
but also get the benefit mahdhah worldly
(work, trade, get compensation for the indi-
gent and the poor) so that the mosque is a pil-
lar of the welfare of Muslims. To achieve this
required the mosque which has strong finan-
cial resources. Instead, the mosque is not just
relying on the funds that are giving (infak,
shodaqoh, and others) but also have sourc-
es of income derived rather than produc-
tive enterprises. In other words, the mosque
must have productive business units to make
money. Small businesses are productive can
be supported by an intermediary institution
that existed at the mosque. Intermediary in-
stitutions layman can use the funds to run its
business units. Intermediation may be done
by nadzir (zizwaf manager). Lay the proper
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funds to move the business the mosque is
a cash waqf waqf cash by definition must
be used productively (there is no possibil-
ity for the consumer). To run the scheme for
cash waqf must be met first its waqf pillars,
namely:

1. Al-Wakif, namely those who perform
deeds endowments, let in a state of spiritual
health and not in urgent situations, or in a de-
pressed state of his soul.

2. Al-Mawquf, namely property, should
clear the form or substance and is eternal. It
means that the property does not run out of
disposable and can be taken advantage for a
long period of time.

3. Al-Mawquf ‘alaih, namely targets
are to receive the results or the benefits of
endowments that can be grouped into two:
wagf kahiry and dzurry. Waqf endowments
that Khairy is no limit wakifnya wakafnya
target for a particular party but to the public
interest. Waqf endowments that wagqif dzur-
ry is limiting target waqf benefits for certain
parties, namely the family descendants.

4. Sighah or statements giving endow-
ments, both with lafadz, writing, and gesture.

Cash wagqf-based financing schemes
require high professionalism in its manage-
ment. Even though under the management
structure / takmir mosque, the position of
manager of cash waqf (nadzir) should have
the freedom / authority in everyday policy-
making. Nadzir have a reciprocal relation-
ship with business units. Nadzir serves as the
intermediation of funds, namely public funds
and endowments rather than distribute it in
the mosque of business units to develop busi-
ness. Instead of providing benefits to busi-
ness units, nadzir can hire employees and
sympathize the poor in need. In institutions,

financing contained in the above model are:

1. Wakif, is a party providing wagqf
funds.

2. Al Mawqulf alaih, is the party receiv-
ing the benefit than the funds diwakafkan.

3. Mosques or madrassas, in which con-
sists instead:

4. Nadzir, is the agency mandated to
managed waqf.

5. The business unit, is an institution
that was mandated by nadzir to run a lawful
and profitable business with existing waqf
funds.

6. Institute of guarantor, is a financial
institution that guarantees the integrity of the
wagqf funds.

8. Source of funds

Mosque activities require funding not
less. Lack of funding may well lead to inhibi-
tion of the activities that have been reserved.
By that this problem needs to be taken seri-
ously. Several fundraising activities can be
done, namely:

a. Donors remain, namely the contribu-
tion rather than the congregation or others
who periodically provide infaq.

b. Donors are not fixed, namely the
contribution rather than the various parties
is done by applying, for example to govern-
ment or government agency, private agen-
cies, donor agencies or sympathizers.

c. Donors are free, namely the contribu-
tion that the environment is obtained rather
than the congregation itself, or outside par-
ties that are urgent. This is done by providing
a Box Charity and fundraising community.

d. Economic enterprises, namely the
funds obtained by activity economic, trade-
mark and trade in services.
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9. Expectances Financial Activities

Financial planning to implement the
Work Programmed conducted periodically.
This plan includes expenditures and receipts
of funds in detail, so the operating costs and
fulfillment purposes, can be estimated.

10. Budgeting Mechanisms

a. Each of these areas of work outlining
the results of the Work Programmed for the
annual event Deliberation.

b. Identify the activities and scheduling.

c. Do the costing and funding of each
activity.

d. Propose budgets that have been pre-
pared in each field on the Work Meeting of
the Board.

e. Perform integration and acceptance
with the overall financing of the scale of
priorities.

11. Budgeting

Through the Working Meeting of the
board Ta’'mir budget expenditure and in-
come funds according to the activities to be
held. Cultivated in the preparation of the
budget committee has a clear source of funds
to avoid a deficit. Some to consider include:

a. Doing prioriti activities tailored to the
needs of funds.

b. Items of expenditure and income are
clearly indicated.

c. Tolerate a budget of (+) 10% or more
as a safety factor.

d. Total expense each field declared
figures.

e. Doing the integration of the entire
field in compiling the budget by setting the

Work Plan and Budget Management (RKAP).
f. Finance Circulation

11.1. Collection

Fundraiser coordinated by the Executive
Ta'mir Field and Equipment Fund which
seeks to meet the funding needs for the en-
tire activity. Board to do some fundraising
activity, among them a proposal, make char-
ity boxes, activity services and the economy,
and so on.

11.2. Income and expenditure

Sector funds already collected funds
and equipment provided to the Treasurer
subsequent to the Chairman of the unknown.
This is done by the Fund Submission Form.
By the Treasurer of the fund then entered
and stored in a mosque or Ta’mir Financial
Cash Bank Account. When stored in the
Bank, Bank Syariah should use the General
Chairman and Treasurer as signatories or
checks or cash collection. For spending funds
to consider the suitability of the budget has
been set for each field. The field in question
applies for funding to the Chairman by fill-
ing out Form Request for Advances. If ap-
proved, the Treasurer issued according to the
requested funds. Similarly, the use of these
funds accounted for by the relevant field in
the accountability report of activities by at-
taching the Financial Statements, or account-
ed for by filling out Form Accountability
Advances.

11.3. Mosque Fund Supervision
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Fundraising activity by Field and
Equipment Fund or the management of funds
by the Treasurer needs to be controlled. This
is done among others through:

a. Proof sheet. Several pieces of evidence
that could be used include: receipts, memo-
randum, declaration, coupons and more.

b. Information Sheet. Information col-
lection and management of funds each month
presented by Field and Equipment Fund and
the Treasurer.

c. Bulletin boards. Mosque attached fi-
nancial information on a bulletin board.

d. Routine reports. Field and Equipment
Fund Board and the Treasurer submit regular
reports on fund management forum General
Meeting and Annual Report of the Board.
Also delivered in an Accountability Board at
the Council Jamat.

e. Forum / watchdog. Some boards or
agencies that could perform direct supervi-
sion are:

1. General Meeting.

2. Plenary Meeting.

3. Shura Council.

4. Deliberation Jama’ah.

11.4. Punishment for Managers

The penalty for the manager will be ad-
justed according to the laws in force. If this
applies to the management of zakat funds
it will be seen in accordance with Law No.
38, 1999. As for the Endowments will be
governed by Law No. 41 of 2004. Shodaqoh
Infaq and regulated in the legislation the
mosque itself. If there is someone steward
of these funds who do abuse it will be pun-
ished according to the sentence rather than
the mosque that based on than the Act men-
tioned above. Only the mosque committee

usually does not take a guess, this caused a
problem morality. But if the action will be
taken within the domestic court will be pun-
ished to the laws of waqf and zakat and laws
that go in the Book of Criminal Justice Act
(Penal Code).

12. Conclusion

This research is an investigation to
see the maintenance of reserves than fund
mosque funds. According to the law Mosque
Foundation in the category referred to in Law
No. 28 of 2004. Stooge crucial foundation for
success in dealing Fund and Am Mosque.
The source of funds than the mosque is za-
kat, waqf, infaq, sodaqoh and charity boxes
at mosques. In order to avoid things that
are not desirable in the care of the mosque
should fund need to be equipped with sci-
ence knowledge management officers, cho-
sen rather than a good-hearted and honest.
For the punishment can be taken action
against people who do fund namely the di-
version of funds was brought to court and
be punished in accordance with the Law of
the Republic of Indonesia applicable. But
generally the mosque did not report abuse
the member case to the authorities because
of moral responsibility. This is what makes
many of cases broken trust and abuse in the
synagogue and his foundation is not much in
defending in court.
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Developing the Decision Making Matrix in
Solid Waste Management

~ Ph. D. Professor Mohammad Ali Alanbari (University of Babylon)
~ Ph. D. Abdul Sahib Albagdadi (Kufa University)

Abstract: A majority of local governments and urban institutions identified the subject of solid waste
environmental problem has reached proportions requiring practical solutions. It can be noted three main
trends governing the matter of solid waste:

> An increase in the size waste generated from urban housing
» Change in the quality of waste generated.

» The discharge process of the wastes collected.

Consequently, these trends play an important role in determining the nature of the solid waste man-
agement and decision making process, including its various dimensions and levels. This research include
an analytical study for the decision making matrix of Solid Waste Management(SWM) in different di-
mensions and levels .The dimensions consist of social ,economic ,technological ,political ,and administra-
tive. The levels contain household ,neighborhood, city, and nation. Three cities (Hilla,Najaf,and Kerbala)
had been taken as case studies for analyzing these dimensions and levels in decision making of solid waste
management. where it is through the use of audit fieldwork and the use of experts in the field of jurisdiction.

After studying the issues in these three cities and operations of waste minimization, waste recycling
and waste disposal, so as to indicate defect and gaps in the nature of the decisions and actions existing in
the solid waste management of these cities at both the dimensions( social, technological, economic, politi-
cal, and management), or in terms of levels ( family, residential neighbored, city, nation) of these decisions
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and actions. After analyzing the results, a matrix for solid waste management had developed by percent-
ages which represent rates of defect in every relationship. Two kinds of conclusions(general and specific)

had been stated.

Keywords: Decision making matrix, Solid Waste Management(SWM), Social, Economic,
Technological, Political, Administrative Dimensions

1. Introduction and objectives

Municipal solid waste” (MSW) is a term
usually applied to a heterogeneous collection
of wastes produced in urban areas, the nature
of which varies from region to region. The
characteristics and quantity of the solid waste
generated in a region is not only a function
of the living standard and lifestyle of the re-
gion’s inhabitants, but also of the abundance
and type of the region’s natural resources.
Urban wastes can be subdivided into two
major components -- organic and inorganic.
In general, the organic components of urban
solid waste can be classified into three broad
categories: putrescible, fermentable, and
non-fermentable. Putrescible wastes tend to
decompose rapidly and unless carefully con-
trolled, decompose with the production of
objectionable odours and visual unpleasant-
ness. Fermentable wastes tend to decompose
rapidly, but without the unpleasant accom-
paniments of putrefaction. Non-fermentable
wastes tend to resist decomposition and,
therefore, break down very slowly. A major
source of putrescible waste is food prepara-
tion and consumption. As such, its nature
varies with lifestyle, standard of living, and
seasonality of foods. Fermentable wastes are
typified by crop and market debris.

The primary difference between wastes
generated in developing nations and those
generated in industrialized countries is
the higher organic content characteristic of
the former. (United Nations Environment
Programme, 2005 ).

Solid waste managers in developing
countries tend to pay little attention to the
topic of reducing non-organic wastes because
the wastes they collect are between 50% to
90% organics, dirt and ashes. These munici-
pal wastes, however, are amenable to com-
posting or digestion, provided they contain
very low levels of synthetic materials. Solid
waste departments thus have an interest in
promoting diversion of synthetic recyclables
from the waste stream.

Each household generates garbage or
waste day in and day out. Items that are no
longer needed or do not have any further
use for fall in the category of waste and we
tend to throw them away. There are differ-
ent types of solid waste depending on their
source. In today’s polluted world, learning
the correct methods of handling the waste
generated has become essential. Segregation
is an important method of

municipal solid waste. Segregation at
source can be understood clearly by sche-
matic representation. One of the important
methods of managing and treating wastes is
composting.

As the cities are growing in size and
in problems such as the generation of plas-
tic waste, various to try and resolve these
problems. One common sight in all cities is
the rag picker who plays an important role in
the segregation of this waste. Garbage gen-
erated in households can be recycled and re-
used to prevent creation of waste at source
and reducing amount of waste thrown into
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the community dustbins.

* Key concepts in municipal waste
reduction:

Waste reduction: All means of reducing
the amounts of waste that must be collected
and disposed of by solid waste authorities.
It ranges from legislation and agreements at
the national level for packaging and product
redesign to local programs to prevent recy-
clables and compostable organics from enter-
ing final waste streams.

Source reduction: Any procedure to
reduce wastes at the point of generation, in
contrast to sorting out recyclable compo-
nents after they have been mixed together for
collection.

Source separation: Keeping different
categories of recyclables and organics sepa-
rate at source, i.e. at the point of generation,
to facilitate reuse, recycling, and composting.

Waste recovery, materials recovery, or
waste diversion: Obtaining materials/organ-
ics (by source separation or sorting out from
mixed wastes) that can be reused or recycled.

Reuse: Reusing a product for the same
or a different purpose.

Recycling: The process of transforming
materials into secondary resources for manu-
facturing new products is called recycling.

Redemption center: Waste trading en-
terprise that buys recyclable materials and
sells to brokers. Sometimes also called “buy-
back centre”.

Producer responsibility: Producers of
products or services accept a degree of re-
sponsibility for the wastes that result from
the products/services they market, by reduc-
ing materials used in production, making re-
pairable/recyclable goods, and/or reducing
packaging.

* Promoting waste reduction and

materials recovery at the national and local
levels:

Action for waste reduction can take
place at both national and local levels.

At the national level, the main routes
to waste reduction are:

» redesign of products or packaging;

»promotion of consumer awareness;
and

» promotion of producer responsibility
for post-consumer wastes (this applies
mostly to industrialized countries).

At the local level, the main means of

reducing waste are:

» diversion of materials from the waste
stream through source separation and
trading;

»recovery of materials from mixed
waste;

» pressure on national or regional gov-
ernments for legislation on redesign-
ing packaging or products; and

» support of composting, either central-
ized or small-scale.(Prakriti, 2006)

A majority of local governments and ur-
ban institutions identified the subject of solid
waste environmental problem has reached
proportions requiring practical solutions. It
can be noted three main trends governing the
matter of solid waste:

» An increase in the size waste gener-
ated from urban housing

»Change in the quality of waste
generated.

»The discharge process of the waste
collected.
Consequently, these trends play an
important role in determining the nature of
the solid waste management and decision
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making process, including its various di-
mensions (social, economic, technological,
political, and administrative). The develop-
ment of decision-making matrix to ensure
the absorption of these dimensions and dif-
ferent levels of resolution will be one of the
objectives of the research, In addition to the
application of this matrix in the cities of the
case study, namely, (the city of Hilla, Najaf,
Karbala) and thus know the nature of the in-
terrelationships of the solid waste manage-
ment in these cities.

2. The dimensions and levels of
decision-making in the management
of solid waste:

It may be difficult to choose a general
approach to the development of a practical

Waste

disposal

Waste

framework for Solid Waste Management
(SWM), and that this framework includes
social dimensions, economic, technological,
political and managerial. For example, the
social dimension of solid waste management
includes the process of reducing waste (Waste
Minimization).The economic dimension of
the management of solid waste contains the
recycling process of waste (Waste Recycling).
The technological dimension of the solid
waste management contains disposal of
waste process (Waste Disposal). While the po-
litical and administrative dimensions include
all the above three issues(minimization , re-
cycling and disposal)( Srinivas, Hari ,2006) .

The Figure (1) illustrates the nature of
these dimensions.

Waste
minimization

recycling

Technology Economic c . ]
_ _ . . Social Dimension
Dimension Dimension
I Political Dimension I
I Administrative Dimension

Fig (1) illustrates the social, economic, technological, political and administrative
(SWM)
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The management of solid waste is not an
isolated phenomenon so that it can be easily
fragmentation and resolved by technological
and engineering creativity, so, it is a complex
urban issue related directly and indirectly to
number of issues: --

-issue of urban life patterns

- issue of resource consumption patterns

- issue of income levels and business

- social and economic issues

- cultural issues

These issues must be placed together on
the plane to be insure long-term solutions to
urban waste.

There went a civilized waste manage-
ment requires that the study is placed in ev-
ery touch, from (Micro level) the family and
residential neighbored to the (Macro - level)
the city, state, and nation.

The scientific hypothesis here is that
the solid waste management (SWM) must be
performed at the city level (City level) .

End - of —Pipe refer to finding solution
to a problem at the final stage of its cycle of
causes and effects in the case of urban waste
. it means focusing on waste disposal rather
then waste recycling or waste minimization .
Instead of taking a holistic approach to long-
term, this approach lacks the comprehen-
sive and gradual solutions to the problem of

In fact, there are a range of actions
required at all levels, family, residential
camp, country, and that the procedure to
be accomplished can have a nominally so-
cial, technological, economic, political, and
administrative.

It is necessary, that the decision (action)
the right to be taken when performing the
right level. In the sense that the action at the
household level is essentially social, techno-
logical, and economic in nature and the ac-
tion could be taken at the state or nation level
is necessarily economic, political, and admin-
istrative in nature. Any action at the levels of
residential neighbored and city, contains the
five dimensions above( Srinivas, Hari ,2006)

3. Matrix of dimensions and levels of
decision-making;:

The matrix connect between the dimen-
sions of the decision-making (social, techno-
logical, economic, political, administrative)
and decision-making levels (family, resi-
dential neighbored, city, nation) to help clas-
sification decisions, procedures and related
activities, which are to be carried out.

The Fig (2) shows the matrix that links
between the dimensions and levels of deci-

sion-making in (SWM).

wastes.
Nation City Neighbored House hold Levels
imension
* * * Social
* * * Technology
* * * * Economic
* * * Political
* * * Administrative

Fig (2) shows the matrix of solid waste management (SWM matrix)
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The above matrix has been field tested
in the cities of Nepal ,China, Philippine, and
Japan. Experts from these countries, had clas-
sify activities and different procedures for
solid waste management in their cities with-
in the matrix, which helped to identify the
defects, shortages, gaps and points of lack of
awareness in the decisions policy, programs
and projects ( Srinivas, Hari ,2006) .

4. The case study: application of the
matrix on some cities in Iraq :

For the purposes of application, three
cities (Hilla, Najaf and Karbala ) has been se-
lected within the Middle Euphrates region of
Iraq to its proximity to the researcher’s loca-
tion and the availability of the security side,
where it is through the use of audit field-
work and the use of experts in the field of

After studying the issues in these three
cities and operations of waste minimization,
waste recycling and waste disposal, so as to
indicate defect and gaps in the nature of the
decisions and actions existing in the solid
waste management of these cities at both the
dimensions( social, technological, economic,
political, and management), or in terms of
levels ( family, residential neighbored, city,
nation) of these decisions and actions.

After analyzing the results, a matrix for
solid waste management had developed by
percentages which represent rates of defect
in every relationship.

For example: a 100% defect amounted
to the gap and lack of awareness in the deci-
sions and actions, and the percentage of 0%
the absence of any defect in the decisions and
actions and the gradual descent in the other
disorder ( Al-Anbari, Mohammad Ali, 2000).

jurisdiction. The figure (3) shows the matrix applied
to the case study cities.
Nation City Neighbored House hold Levels
imension
65% 70% 93% Social
52% 93% 35% Technology
88% 88% 85% Economic
68% 68% 67% Political
68% 68% 67% Administrative

Fig (3) shows the matrix of (SWM) case study cities

5. Conclusions

* General conclusions:

a - One benefits of (SWM) matrix is
to allow simple and easy to understand the
suitability of different standards of social,

political and cultural attitudes. The gaps in
current programs and initiatives for solid
waste management can be set and known.
The matrix helps to understand the interre-
lationships and the link between the various
issues.
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b - There is a gradual shift from reme-
dial solutions (End - of - Pipe Solution)which
focuses on the disposal of waste, to thepre-
cautionary approach, which focuses on the
source (Source Based Approach) and whose
job is to analyze Life - Cycle Analysis. This
places the responsibility not only families but
also to manufacturers and businesses.

The more awareness at the level of lo-
cal communities and business have forced
manufacturers to take their turn to more en-
vironmentally friendly including the quality
management of the waste that produced and
using a more holistic assessment of the life
(More Holistic Life-Cycle).

c- As a result of the above in a, b, the
process of compiling and conducting opera-
tions on the rest of the waste is not confined
to local government, and call now to a com-
prehensive partnership between the com-
munity and local government each of them
a role to play towards the reduction of waste,
recycling, and disposal of waste.

d - The (SWM) is a process not an iso-
lated municipality problem solved by the lo-
cal government, but there is need for more
comprehensive measures. Thus, within this
approach, the integration of solid waste man-
agement activities must be part of a larger
process of urban environmental management

REFERENCES:

(Urban Environmental Management).

* Specific conclusions:

It may be obvious conclusion of the ma-
trix of decision-making in the management of
solid waste of the case study cities as follows:

1. That there is a large defect in the
process of reducing solid waste, both at the
household level, residential neighbored lev-
el, or the city level.

2. That there is a large defect in the pro-
cess of recycling waste at the household level,
residential neighbored level, or the city level.

3. That there is defect in the process of
disposal of waste at the household level, resi-
dential neighbored level, or the city level.

4. Of the points above are found, the ex-
isting trend is still focused on the remedial
approach in solving the problem which is
waste disposal. Either reduce the waste and
recycling is still a curriculum is not used
effectively.

5. The precautionary approach, such as
the prevention or reduction of waste is still
an approach is not implemented in the cities
of Iraq / Case study, and needs to find legis-
lation and regulations and procedures neces-
sary to make it a realistic approach through
the use of the most comprehensive method
to assess the life cycle of solid waste (Holistic
Life Cycle Assessment of the Solid Waste).
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Financial Structure and Economic
Development in Nigeria

~ Ph. D. Olusegun Olowe (Department of Banking and Finance Covenant University,

Ota)

Abstract: In this study , the measurement of the Nigerian financial interrelation ratio was consid-
ered in line with the structure and development of financial system between 1999 and 2008 with a view
to examining the incidences of the financial liberalization . The financial intermediation role for Nigeria
on current basic prices was computed to determining the extent of stability and /or positive cum negative
changes. This is to ensure the involvement of government as well as the degree of financial institutions’ in-
volvement in the economic growth and development of the country. In essence, the results of this study will
be of relevance to formulate and execute policy formulation in its entirety. The result of the study revealed
a pure neglect in the country with emphasis on financial intermediation. The earlier we put an enhanced

financial structure in place, , the better for the economy.

Keywords: economic development, Nigeria, emerging market

1. Introduction

One major challenge in this regard is the
inability to arrive at a convincing platform
to quantify efficiently and effectively the
Nigerian financial market . It is an hub for
financial transaction in the whole of Africa
considering the size and population which
was put at 150million by the International

Labour Organization in 2009. However, the
financial system is not well developed unlike
what obtains in a place like South Africa. It is
on record that only in South Africa and Egypt
could one have access to derivatives market
operations for hedging in the whole of Africa
continent. In fact, the stock market in Nigeria
experienced a major shift in paradigm due to
the 2005 bank consolidation exercise..
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The objective of this study is to assess
the financial structure in Nigeria in line with
the financial interrelation ratio. The aim is to
determine the level of changes over time. In
line with global requirements as well as the
impact on the level of economic develop-
ment and growth. There is little empirical
evidence concerning the subject matter in
literature and this study on the Nigerian fi-
nancial structure is expected to fill this gap.
For the purpose of this work, the method of
analysis adopted by Raymond Goldsmith
(1969) forms the method of analysis while
the scope for this study covered the period
between 1988 and 2008.

In the light of the above, the problem
of the study is to examine the financial in-
terrelation ratio of Nigeria during the study
period and also to actually assess the lev-
el of involvement of financial institutions
in the nation’s quest to achieve economic
development.

This is to ensure the involvement of
government as well as the degree of finan-
cial institutions” activities in the economic fo-
cus of the country. In essence, the results of
this study will be of relevance to formulate
and execute policy formulation . this will go
a long way to chart a positive course for the
country in an effort to follow required proce-
dural requirements in achieving excellence..
In this light, the viability or otherwise of the
nation’s financial structure il linkage with
FIR becomes imperative. When operational,
it is expected to change the face of financing
on one hand and improved living conditions
on the other hand.

2. Review of Relevant Literature

In the light of this, the level of finan-
cial intervention however substantial has not

been really felt in the larger economy and this
could be attributed to the high level of cor-
ruption and mismanagement that permeates
through the polity. This made the immedi-
ate past civilian administration to set up the
Economic and Financial Crime Commission
(EFCC) and by extension the current reform
in the banking industry which has been
hinged on poor corporate governance, ineffi-
cient risk management structure and week li-
quidity position. The bond market in Nigeria
is at the lowest ebb while the market capital-
ization and the AA Share Index has been on
the decrease since 2007 aftermath of a ma-
jor boost. When compared with the econo-
my of an emerging market such as Japan it
is evident that while Japan is still referred
to as an archetype of a bank-based system,
Tokyo is one of the leading financial centers
in the world. In 2003, Tokyo was ranked first
in market capitalization of newly listed do-
mestic shares. Moreover, the Japanese corpo-
rate bond market is small, but the Japanese
Government Bond (JGB) market is the largest
in the world. At first sight, one can interpret
this as evidence of the convergence of the
Japanese financial system toward a capital
market-based system. But it seems more in-
teresting to see it as evidence of a close con-
nection between banks and capital markets
in the financial system.

Beyond the empirical problem, a more
fundamental issue challenges the ground
of the traditional approach. The latter con-
siders markets and intermediaries as two
substitutable and opposite modalities. In
essence, one should not ignore the impor-
tant interactions between markets and in-
termediaries: the services provided by each
may overlap, and it is very likely that there
is cross fertilization between markets and
intermediaries(Levine,2005).
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By nature, the traditional approach can-
not cover the whole variety of financial sys-
tems. Moreover, this dichotomous vision of
financial systems is gradually being replaced
by theoretical analyses that underline the
complementary quality of financial servic-
es. Bodie (1995) and Merton, (2004) argued
in favor of a functional approach instead of
an institutional one; in this case, banks and
capital markets are in opposition, but assume
largely identical functions such as financing,
portfolio management, risk management, li-
quidity insurance, portfolio insurance and
so on, although in different ways. Moreover,
numerous studies challenge the convergence
hypothesis by highlighting the role of histori-
cal or institutional characteristics such as the
legal system, the political context, the cul-
tural and religious legacies, the geographical
endowments or the social capital that may
shape national financial systems. In any case,
these conflicting analyses highlight the need
for better empirical measures of financing
structure.

In the work of Capelle-Blancard,
Couppey-Soubeyran and Soulat (2006) a
unique style of measurement was adopted in
the computation of financial intermediation
ratios. In the breakdown of external financ-
ing, direct and indirect financing were not
considered. The total financial intermedia-
tion ratio was sub-divided into the sum of the
credit intermediation ratio and the market
intermediation ratio. This finer breakdown
allows for the modalities and the changing
nature of the financial intermediation to be
properly captured.

It was found that the Japanese interme-
diation ratio remained stable overall between
1979 and 2004 as a result of two opposite
trends: a decrease in the share of credits in

the domestic non-financial sectors’ external
financing (i.e. the credit intermediation ratio)
and an increase in the share of investments in
claims carried out by banks and other finan-
cial Intermediaries (i.e. the market interme-
diation ratio).

3. Method of Data Collection and
Analysis

The Financial data were got from both
the Central Bank Annual Accounts ( various
editions) and Statistical Bulletin for 2008. The
financial interrelation ratio (FIR) explains the
determinants as well as the changes in the na-
tional accounts vis-a-vis the involvement of
the financial institutions with emphasis on
the financial development variables and real
variables, coupled with the financial assets
, tangible assets et cetera. In essence, FIR is
a ratio of measurement in relation to devel-
opment and real development over time. It
is the ratio of the aggregate market value of
all financial instruments in the country to the
value or ratio of the tangible net wealth. The
R. W. Goldsmith Financial Inter-Relations
Model was used for the study. This was rep-
resented in the following model specification.

FIR=axb 'xmxkxexfxv

Where:

a=(p+q+pq) '+1

a is the average rate of growth @ current
basic prices. It can further be broken down
into the following;

q stood for real gross national product

p is the rate of changes in general price
level

m is the monetization ratio

k is capital formation ratio

e represented new issues
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f is the financial transfers
v is the effect of changes in prices
b is the capital output ratio

4. Results

The results and discussions on the above
data are presented below and also in the ap-
pendix relates with the intent to achieve a
reasonable leverage in the quest to move the
nation forward. This will enable a level of ca-
pability required as scale economies being
fallout of financial sectoral intervention. This
is expected to bring about the required posi-
tive changes. T