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ABSTRACT	

This	 study	 is	motivated	by	 the	 increasing	 importance	of	management	activities	 in	 not-for-
profit	 organizations	 because	 of	 macro	 factors,	 such	 as	 government	 resource	 cuts.	 In	
addition,	many	authors	have	been	argued	that	 it	 is	more	difficult	 to	manage	professionals	
(e.g.,	 doctors,	 lawyers,	 and	 accountants)	 than	 non-professionals	 because	 the	 former	 have	
professionalism,	 which	 is	 likely	 to	 conflict	 with	 organizational	 norms.	 The	 purpose	 of	 this	
study	is	to	critically	 investigate	existing	frameworks	and	empirical	findings	of	management	
control,	to	identify	their	issues	of	dispute,	and	to	consider	future	research	directions	in	not-
for-profit	 research	 institutions,	 especially	 in	 terms	 of	 the	 motivation	 and	 performance	
management	systems.	This	study	applies	a	literature	review,	and	specifically	selects	various	
canonical	journals	in	the	fields	of	management	accounting	and	psychology.	The	study	mainly	
focuses	on	European	 countries	because	of	 their	 advanced	management	practices	 in	public	
and	 not-for-profit	 organizations.	 As	 a	 result,	 it	 raises	 the	 following	 point:	 although	 it	 has	
been	agreed	that	output-based	control	systems	cause	conflict	with	professionals	and/or	not-
for-profit	organizations,	the	organizations	might	use	any	type	of	control	system	if	there	are	
ways	 to	mitigate	negative	effects	of	 such	 systems.	 Furthermore,	 to	 clarify	detailed	 factors	
and	 contexts	 that	 affect	 the	 relationship	 between	 management	 control	 systems	 and	
individual/organizational	 outcomes	 (e.g.,	 managers’	 experiences	 and	 eagerness,	
organizational	size,	and	organizational	structure),	this	study	encourages	more	case	and	field	
studies.	 The	 findings	 of	 this	 study	 could	 contribute	 to	 the	 development	 of	 performance	
management	 practices	 in	 not-for-profit	 and/or	 professional	 organizations	 and	 to	 the	
advancement	of	academic	research	on	those	organizations’	management.	
	
Keywords:	research	activities,	autonomous	motivation,	performance	management,	
management	control	systems	

	
INTRODUCTION	

Performance	 management	 has	 been	 of	 interest	 to	 management	 accounting	
researchers	 and	 practitioners	 over	 the	 years.	 It	 is	 closely	 related	 to	 the	 concept	 of	 a	
management	control	system	(MCS).	Various	frameworks	have	been	established	and	a	lot	of	
empirical	research	has	been	accumulated	to	date.	

Although	management	 accounting	 research	had	developed	using	 the	 assumption	of	
for-profit	 companies,	 performance	 management	 in	 not-for-profit	 organizations	 has	



Asia	Pacific	Business	&	Economics	Perspectives,	Summer	2017,	5(1).	
	

	

	
5	 	

become	important	since	the	1980s.	The	main	background	of	this	movement	is	new	public	
management	 (Hood,	 1995)	 in	Organisation	 for	 Economic	 Co-operation	 and	Development	
(OECD)	 countries	 and	 the	 accompanying	 cutting	 of	 resources	 by	 governments	 in	 many	
countries	(Parker,	2012).	Traditionally,	it	is	very	difficult	to	apply	financial	measures	to	not-
for-profit	 organizations.	 In	 addition,	 it	 has	 been	 argued	 that	 professionals	 have	 to	 be	
controlled	 in	 different	 ways	 from	 non-professionals,	 because	 for	 example,	 professionals	
tend	to	conflict	with	organizations	(Abernethy	&	Stoelwinder,	1995;	McGregor,	Killough,	&	
R.	M.	Brown,	1989;	Shafer,	L.	J.	Park,	&	Liao,	2002)	mainly	due	to	their	professionalism.	For	
this	 reason,	 it	 would	 be	 fruitful	 to	 focus	 on	 performance	 management	 of	 not-for-profit	
research	 institutions,	 as	 representative	 organizations	 with	 performance	 management	
difficulties.	

In	fact,	many	scholars	have	investigated	management	accounting	practices	in	not-for-
profit	and/or	professional	organizations.	When	we	consider	organizational	control,	one	of	
the	most	important	questions	is	“what	do	we	have	to	control?”	In	terms	of	control	objects,	
it	 generally	 has	 been	 considered	 that	 professional	 and	 not-for-profit	 organizations	 can	
come	into	conflict	with	output-based	control	systems.	For	example,	 in	higher	educational	
organizations,	 including	universities,	research	outputs	are	the	number	of	publications	and	
citations	while	teaching	outputs	are	the	number	of	degrees	conferred	and	courses	(Deem,	
2004;	 Kuoppala,	 2005;	 Ter	 Bogt	 &	 Scapens,	 2012).	 Some	 authors	 have	 found	 that	
performance	 evaluation	 based	 on	 the	 outputs	 has	 negative	 effects,	 especially	 on	
autonomous	motivation	(K.-M.	Kallio	&	T.	J.	Kallio,	2014;	Ter	Bogt	&	Scapens,	2012).	On	the	
other	hand,	there	 is	evidence	that	negative	effects	of	output	control	can	be	mitigated	by	
implementing	 performance	 evaluation	 that	 values	 autonomous	 motivation	 of	 evaluated	
people	(Sutton	&	D.	A.	Brown,	2016).	Given	the	results	of	such	prior	studies,	examination	
of	 current	 research	 on	 MCSs	 in	 not-for-profit	 and/or	 professional	 organizations	 is	
significant	for	the	following	three	reasons.	First,	in	contrast	to	for-profit	organizations,	it	is	
usually	 difficult	 to	 apply	 financial	 control	 to	 not-for-profit	 organizations.	 Examining	
alternative	 control	 systems	 in	 such	 circumstances	 would	 contribute	 to	 management	
practices	 in	 these	 organizations.	 Second,	 the	 applicability	 of	 control	 systems	 that	 have	
been	 considered	 to	 cause	 conflict	 with	 professionals	 and/or	 not-for-profit	 organizations	
can	 be	 proposed.	 Finally,	 as	 mentioned	 above,	 environmental	 changes	 around	 not-for-
profit	organizations	have	intensified	the	importance	of	performance	management	in	those	
organizations.	

In	 light	 of	 these	 motives,	 this	 study	 employs	 a	 literature	 review	 as	 its	 research	
method.	 Revealing	 the	 conflicting	 evidence	 from	 existing	 studies	 and	 considering	 future	
research	directions	are	important	for	both	research	and	practice.	For	the	literature	review,	
the	 target	 areas	 are	management	 accounting	 and	 psychology,	 because	 the	 evidence	 on	
MCSs	 for	 professionals	 has	 been	 complemented	 with	 that	 from	 psychology.	 The	 target	
years	are	principally	from	the	1980s,	because	the	importance	of	performance	management	
began	 to	 be	 stressed	 in	 this	 era.	 Target	 nations	 are	mainly	 European	 countries,	 because	
these	countries	are	advanced	in	new	public	management	and	accompanying	performance	
management.		

The	remainder	of	this	paper	is	composed	of	four	sections.	The	next	section	describes	
the	 theoretical	 frameworks	 and	 empirical	 findings	 on	MCSs.	 The	 two	 sections	 thereafter	
focus	 on	 the	 prior	 literature	 on	 performance	 management	 systems	 in	 not-for-profit	
research	 institutions	 including	 universities	 and	 other	 professional	 organizations,	 and	
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examine	 several	 factors	 that	 affect	 MCSs	 in	 those	 organizations,	 respectively.	 The	 last	
section	discusses	the	findings	and	concludes	with	future	research	directions.	
	

THEORETICAL	FRAMEWORKS	AND	EMPIRICAL	EVIDENCE	ON	MCSS	
The	purpose	of	management	control	 is	the	implementation	of	strategies	(Anthony	&	

Govindarajan,	 2007).	 Anthony	 and	 Govindarajan	 (2007)	 proposed	 that	 “management	
control	involves	a	variety	of	activities,	including	planning	what	the	organization	should	do,	
coordinating	the	activities	of	several	parts	of	the	organization,	communicating	information,	
evaluating	 information,	 deciding	 what,	 if	 any,	 action	 should	 be	 taken,	 and	 influencing	
people	to	change	their	behavior”	(p.7).	

There	 are	 various	 frameworks	 in	 prior	 research	 on	management	 control.	 First,	 it	 is	
necessary	 to	 consider	 what	 should	 be	 controlled.	 This	 study	 refers	 to	 two	 studies	 to	
describe	 the	objects	of	management	 control	 (Osterloh,	 2010;	Ouchi,	 1979).	Ouchi	 (1979)	
developed	a	framework	by	considering	two	conditions:	the	ability	to	measure	outputs	and	
knowledge	of	means–ends	relationships.	His	framework	is	illustrated	in	Table	1.		

Knowledge	 of	 the	 transformation	 process	 represents	 means–ends	 relationships.	
When	the	relationships	are	clear,	effective	control	could	be	achieved	by	having	someone	
watch	the	behavior	of	employees	and	the	workings	of	machines.	In	Table	1,	therefore,	it	is	
argued	that	behavior	control	is	suitable	if	knowledge	is	perfect.	Ability	to	measure	outputs	
means	 that	 desired	 outputs	 can	 be	 measured	 with	 some	 precision.	When	 this	 ability	 is	
high,	 output	 control	 is	 likely	 to	 be	 appropriate.	 If	 the	 ability	 is	 low	 and	 knowledge	 is	
imperfect,	clan	control	would	be	encouraged.	Clan	control	 is	exercised	through	ritual	and	
ceremony,	 which	 communicates	 organizational	 values	 and	 beliefs.	 Ouchi	 (1979,	 p.845)	
stated	 that	 “many	 organizations,	 particularly	 those	 in	 relatively	 stable	 manufacturing	
industries,	 fit	 the	 requirements	 for	 behavior	 control	 or	 for	 output	 control,”	 whereas	
“organizations	 in	 the	public	 sector,	 in	service	 industries,	and	 in	 fast-growing	 technologies	
may	not	fit	these	specifications	and	perhaps	should	have	cultural	or	clan	forms	of	control	
instead.”	

	
Table	1.	Conditions	determining	the	measurement	of	behavior	and	output	
Ability	to	measure	

outputs	
	 Knowledge	of	the	transformation	process	

Perfect	 Imperfect	
High	 Behavior	or	output	

measurement	
Output	measurement	

Low	 Behavior	
measurement	

Ritual	and	ceremony,	
“clan”	control	

Source:	Ouchi	(1979,	p.843)	
	

Subsequently,	Osterloh	(2010)	developed	a	control	objects’	framework	for	academia	
based	 on	 Ouchi’s	 (1979)	 framework.	 Osterloh	 (2010)	 considered	 two	 conditions.	 The	
conditions	are	knowledge	of	output	measurability	and/or	attributability,	and	knowledge	of	
appropriate	processes	or	rules	to	be	applied.	According	to	her,	performance	evaluation	in	
research	is	increasingly	based	on	numbers	of	publications,	citations,	and	impact	factors	but	
such	output	control	is	usually	used	without	considering	some	preconditions.	She	proposed	
output,	process,	and	 input	control	and	then	argued	that	the	adaptability	of	 these	control	
mechanisms	depends	on	the	extent	of	 the	ability	and	knowledge.	The	three	controls	and	
examples	of	each	task	are	presented	in	Table	2.		
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Osterloh	(2010)	described	the	following	preconditions.	First,	the	output	indicators	are	
clear-cut	 and	 stable,	 and	 measure	 research	 performance	 unambiguously.	 Second,	 the	
measurement	 of	 research	 output	 motivates	 researchers	 not	 to	 have	 unintended	 side	
effects	 of	 measurement	 compensating	 the	 intended	 performance	 increases.	 Third,	 the	
research	institution	can	allocate	resources	in	an	optimal	way	to	produce	the	desired	output	
in	 the	 future.	 As	 presented	 in	 Table	 2,	 it	 is	 necessary	 to	 have	 high	 levels	 of	 output	
measurability	and/or	attributability	when	organizations	apply	output	control.	
	
Table	2.	Control	modes	and	task	characteristics	

Knowledge	of	output	
measurability/attributability	

	 Knowledge	of	appropriate	processes/rules		
to	be	applied	

High	 Low	
High	 Output	and/or	

process	control	
Output	control	

=	ratings,	rankings	
Low	 Process	control	

=	peer	control	
Input	or	personnel	

control	
=	selection,	

socialization,	placement	
Source:	Written	by	author	based	on	Osterloh	(2010,	p.269)	
	

Process	 control	 needs	 in-depth	 knowledge	 about	 the	 processes	 and/or	 rules	 to	 be	
applied,	but	it	does	not	need	as	much	output	measurability/attributability.	Osterloh	(2010,	
p.269)	 pointed	 out	 that	 “the	 preconditions	 are	 that	 evaluators	 (a)	 have	 the	 appropriate	
knowledge	of	cause-effect	 relationships	or	appropriate	methodologies	 to	be	applied,	and	
(b)	 use	 their	 knowledge	 without	 biases	 and	 malevolence.”	 Process	 control	 in	 academia	
takes	 the	 form	 of	 peer	 control.	 Process	 control	 is	 similar	 to	 behavior	 control	 in	 the	
framework	of	Ouchi	(1979).	

Input	or	personnel	 control	 is	 applied	when	 the	preconditions	of	 output	 control	 and	
process	 control	 are	 not	met.	 The	 intent	 of	 the	 control	 is	 to	 ensure	 that	 individuals	 have	
internalized	 norms	 and	 professional	 standards	 even	when	 there	 is	 no	 feasible	 output	 or	
process	control.	The	control	is	synonymous	with	clan	control	in	Ouchi	(1979).		

Finally,	the	circumstances	that	fit	output	and/or	process	control	are	those	that	can	be	
controlled	by	outputs	and/or	well-defined	processes.	Such	tasks	refer	to	simple	tasks	apart	
from	 research	 and	 are	 not	 relevant	 in	 academia.	 Osterloh	 (2010)	 mentioned	 that	
practically,	 these	 types	 of	 control	 are	 used	 in	 combination,	 and	 optimal	 combination	 of	
control	types	should	be	selected	depending	on	the	type	of	the	task	and	the	knowledge	of	
the	evaluator	about	the	task	characteristics.	However,	she	emphasized	the	importance	of	
input	or	personnel	control,	because	it	helps	with	heterogeneity	of	various	academic	views	
and	it	aids	scholars	to	internalize	professional	norms	and	standards.		

Ouchi’s	 (1979)	 framework	 was	 developed	 by	 focusing	 on	 the	 R&D	 environment	
(Rockness	 &	 Shields,	 1984).	 Rockness	 and	 Shields	 (1984)	 investigated	 the	 relationships	
between	 the	 importance	 of	 controls	 and	 four	 task	 characteristics	 (i.e.,	 knowledge	 of	 the	
transformation	 process,	 measurability	 of	 the	 output,	 dependence,	 and	 complexity)	 by	
conducting	 survey	 questionnaires	 for	 10	 organizations	 located	 in	 the	 U.S.	 The	 authors’	
empirical	study	was	exploratory,	but	had	significant	implications.	In	other	words,	not	only	
task	characteristics	but	also	the	organizational	context	should	be	taken	into	account	when	
considering	appropriate	control	systems.		
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In	 addition,	 the	 literature	 has	 discussed	 the	 nature,	 issues,	 elements,	 and	
effectiveness	 of	 four	 controls,	 namely,	 results,	 action,	 personnel,	 and	 cultural	 controls	
(Merchant	&	Van	der	Stede,	2012).	First,	results	controls	influence	behavior	and	decision-
making,	because	 they	make	employees	 consider	 their	behavior	 and	 the	 consequences	of	
decision-making.	 Employees	 purse	 a	 behavior	 aiming	 to	 maximize	 their	 chances	 of	
producing	 the	 organization’s	 desired	 results,	 even	 without	 direct	 supervision	 or	
interference	 from	 superiors.	 Typical	 results	 controls	 are	 pay	 for	 performance.	 They	 are	
useful	when	definition	and	measurability	of	the	desired	results	are	satisfied,	and	when	the	
employee	can	control	the	measured	results	sufficiently.		

Action	 controls	 ensure	 that	 employees	 perform	 (do	 not	 perform)	 certain	 actions	
known	 to	 be	 beneficial	 (harmful)	 to	 the	 organization.	 They	 are	 effective	 when	
organizations	 can	 determine	 (un)desirable	 actions,	 and	 when	 organizations	 are	 able	 to	
ensure	 that	 (un)desirable	 actions	 (do	 not)	 occur.	 Personnel	 controls	 foster	 employees’	
natural	 tendencies	 to	 control	 or	 motivate	 themselves.	 Personnel	 controls	 might	 be	
executed	 through	 selection,	 placement,	 training,	 job	 design,	 and	 resourcing.	 “In	 other	
words,	finding	the	right	people	to	do	a	particular	job,	training	them,	and	giving	them	both	a	
good	work	 environment	 and	 the	 necessary	 resources	 is	 likely	 to	 increase	 the	 probability	
that	the	job	will	be	done	properly”	(Merchant	&	Van	der	Stede,	2012,	p.88).	

Finally,	cultural	controls	are	designed	to	encourage	a	powerful	form	of	group	pressure	
on	 individuals	who	deviate	 from	group	norms	 and	 values.	 They	 are	most	 effective	when	
organizational	members	have	social	or	emotional	connections	with	others.	Organizational	
cultures	 can	 be	 shaped	 by	 example	 as	well	 as	 in	words.	 For	 instance,	 codes	 of	 conduct,	
group	rewards,	 intra-organizational	 transfers,	physical	and	social	arrangements,	and	 tone	
at	the	top	shape	organizational	cultures.	The	cost	related	to	personnel	and	cultural	controls	
is	often	lower	than	more	salient	forms	of	controls	are,	and	the	controls	might	be	expected	
to	 produce	 fewer	 harmful	 side	 effects.	 Therefore,	 the	 controls	 could	 be	 used	 in	 almost	
every	 setting.	 Abernethy	 and	 Brownell	 (1997),	 a	 notable	 study	 that	 applied	 these	
perspectives,	 examined	 the	 role	 of	 accounting	 and	 non-accounting	 (i.e.,	 behavior	 and	
personnel)	controls	 in	an	R&D	setting.	The	authors	distributed	survey	questionnaires	and	
conducted	interviews	to	collect	data.	The	subjects	were	150	senior	research	officers	in	the	
R&D	 divisions	 of	 a	 large	 Australian	 industrial	 company	 and	 a	 major	 US	 scientific	
organization.	Given	task	uncertainty	and	the	number	of	exceptions,	the	three	controls	had	
different	effects	on	performance.	The	results	revealed	that	reliance	on	personnel	controls	
had	positive	effects	on	performance	but	reliance	on	accounting	and	behavior	controls	had	
significantly	 negative	 effects	 on	 performance	 in	 environments	 in	 which	 task	 uncertainty	
was	high.	 In	addition,	 the	authors	 found	 that	accounting	and	behavior	 controls	were	not	
suitable	to	environments	that	have	many	exceptions.		

As	 mentioned	 earlier	 in	 this	 section,	 traditional	 frameworks	 have	 considered	 only	
organizational	 characteristics.	 However,	 for	 example,	 an	MCS	 affects	 individual	 attitudes	
and	 also	 is	 affected	 by	 environmental	 characteristics.	 Thus,	 simply	 applying	 these	
frameworks	 to	 empirical	 research	might	 lead	 to	 distorted	 conclusions.	 It	 is	 necessary	 to	
consider	 individual	and/or	environmental	dimensions	when	we	examine	and	describe	the	
actual	conditions	of	MCS	practices	in	real	organizations.	In	particular,	since	the	employees	
of	professional	and	not-for-profit	organizations	have	distinct	natures	(e.g.,	professionalism)	
and	 environments	 (e.g.,	 prevalence	 of	 performance-based	 funding	 without	 regard	 to	
difficulty	 of	 measuring	 output),	 it	 is	 important	 to	 scrutinize	 the	 effectiveness	 of	 the	
frameworks	in	different	circumstances.	
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Another	perspective	of	the	frameworks	(Malmi	&	D.	A.	Brown,	2008;	Simons,	1995)	is	
notable,	namely,	the	idea	that	an	MCS	has	several	components.	This	study	summarizes	the	
concept	 of	 Malmi	 and	 D.	 A.	 Brown	 (2008)	 and	 Simons	 (1995).	 Specifically,	 the	 study	 of	
Malmi	and	D.	A.	Brown	(2008)	is	used	as	the	framework	of	Sutton	and	D.	A.	Brown	(2016),	
which	yields	very	important	findings	for	this	study.	Simons	(1995)	proposed	four	levers	of	
control:	 beliefs	 systems,	 boundary	 systems,	 diagnostic	 control	 systems,	 and	 interactive	
control	systems.	“A	beliefs	system	is	the	explicit	set	of	organizational	definitions	that	senior	
managers	 communicate	 formally	 and	 reinforce	 systematically	 to	 provide	 basic	 values,	
purpose,	 and	 direction	 for	 the	 organization”	 (Simons,	 1995,	 p.34).	 Boundary	 systems	
delineate	the	acceptable	domain	of	activity	for	organizational	participants.	By	using	belief	
systems	 together	 with	 boundary	 systems,	 active	 opportunity	 exploration	 within	 an	
acceptable	domain	would	be	expected.	

“Diagnostic	control	systems	are	the	formal	information	systems	that	managers	use	to	
monitor	 organizational	 outcomes	 and	 correct	 deviations	 from	 preset	 standards	 of	
performance”	(Simons,	1995,	p.59).	In	addition,	interactive	control	systems	“are	the	formal	
information	 systems	managers	 use	 to	 involve	 themselves	 regularly	 and	 personally	 in	 the	
decision	activities	of	subordinates”	(Simons,	1995,	p.95).	These	four	levers	of	control	are	all	
linked	to	corporate	business	strategies.	They	are	illustrated	in	Figure	1.	

Simons’	(1995)	levers	of	control	framework	has	been	applied	and	developed	by	many	
scholars	 to	 date.	 Tessier	 and	 Otley	 (2012)	 developed	 Simons’	 (1995)	 framework	 by	
reclassifying	the	types	(i.e.,	social	and	technical),	levels	(i.e.,	strategic	and	operational),	and	
purposes	 (i.e.,	 performance	 and	 compliance)	 of	 controls.	 In	 addition,	 Simons’	 framework	
has	 underpinned	 empirical	 investigations	 on,	 for	 example,	 the	 relationship	 between	
interactive	control	systems	and	innovation	(Bisbe	&	Otley,	2004),	the	introduction	of	a	new	
interactive	 performance	 measurement	 system	 in	 a	 case	 firm	 (Tuomela,	 2005),	 the	
relationship	between	diagnostic	and	interactive	use	of	performance	measurement	systems	
and	organizational	capabilities	(Henri,	2006),	and	the	benefits	and	costs	of	control	systems	
(Widener,	2007).	 In	general,	 these	 studies	 reveal	 that	 interactive	control	 systems	 require	
and	 consume	 much	 attention,	 but	 they	 work	 more	 effectively	 for	 performance	
improvement	in	uncertain	environments.	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
Figure	1.	Four	levers	of	control	
Source:	Simons	(1995,	p.7)	
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Malmi	and	D.	A.	Brown	(2008)	conducted	a	literature	review	and	pointed	out	that	an	
MCS	 does	 not	 operate	 in	 isolation.	 They	 developed	 an	 MCS	 package	 made	 up	 of	 five	
components:	 planning,	 cybernetic	 controls,	 reward	 and	 compensation,	 administrative	
controls,	and	cultural	controls.	Figure	2	represents	their	framework.	First,	planning	directs	
effort	 and	 behavior	 by	 prescribing	 the	 goals	 of	 the	 functional	 areas	 of	 the	 organization.	
Long-range	planning	and	action	planning	are	included	in	planning.	The	former	provides	the	
goals	and	actions	for	the	medium	and	long	run,	while	the	latter	determines	the	goals	and	
actions	for	the	immediate	future,	usually	a	12-month	period	or	less.		

Cybernetic	 controls	 “can	 either	 be	 an	 information	 system	 or	 control	 system	
contingent	 upon	 how	 it	 is	 used”	 (Malmi	 &	 D.	 A.	 Brown,	 2008,	 p.292).	 Specifically,	 they	
would	 provide	 information	 and	 support	 decisions	 if	managers	were	 to	 detect	 unwanted	
variances	 by	 themselves	 and	modify	 their	 underlying	 behavior	 or	 activity	 that	 influences	
the	variance	without	others’	involvement.	However,	cybernetic	controls	would	be	a	control	
system	when	 linking	 behavior	 to	 targets	 and	 establishing	 accountability	 for	 variations	 in	
performance.	 Cybernetic	 controls	 include	 budgets,	 financial	 measures,	 non-financial	
measures,	 and	 hybrids	 that	 contain	 both	 financial	 and	 non-financial	 measures—for	
example,	the	Balanced	Scorecard.	

Reward	 and	 compensation,	 especially	 introduction	 of	 results-oriented	 systems,	
promote	motivation	and	increase	the	performance	of	individual	employees	(Shima,	Kawai,	
Hashimoto,	 &	 K.	 Park,	 2010).	 Administrative	 controls	 enable	 organizations	 to	 direct	 the	
behavior	 of	 employees	 through	 the	 arrangement	 of	 organizational	members,	monitoring	
behavior,	and	specification	of	the	way	in	which	tasks	are	to	be	performed.	Administrative	
controls	 encompass	 governance	 structure,	 organization	 structure,	 and	 policies	 and	
procedures.	Finally,	cultural	controls	include	clans,	values,	and	symbols.	Although	culture	is	
usually	viewed	as	a	context	for	an	organization,	it	would	be	a	control	system	when	used	to	
regulate	behavior.	Cultural	controls	can	be	viewed	as	a	parallel	concept	of	beliefs	systems	
(Simons,	1995)	and	clan	control	(Ouchi,	1979).		
	

Cultural	controls	
Clans,	values,	symbols	

Planning	 Cybernetic	controls	 Reward	and	
compensation	

Long-
range	

planning	

Action	
planning	

Budgets	 Financial	
measurement	

systems	

Non-financial	
measurement	

systems	

Hybrid	
measurement	

systems	
Administrative	controls	

Governance	structure	 Organization	structure	 Policies	and	
procedures	

Figure	2.	MCS	package	
Source:	Malmi	and	D.	A.	Brown	(2008,	p.291)	
	

With	regard	to	the	two	frameworks,	this	study	suggests	that	it	is	still	unclear	how	we	
should	combine	some	components	to	increase	organizational	effectiveness	in	each	setting.		
	

MANAGEMENT	CONTROL	IN	PROFESSIONAL	AND	NOT-FOR-PROFIT	ORGANIZATIONS	
This	section	summarizes	existing	main	findings	about	MCSs	and	the	consequences	of	

these	 findings	 in	 not-for-profit	 research	 institutions,	 including	 universities,	 and	
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complementally	 refers	 to	 management	 accounting	 research	 on	 other	 professional	
organizations	 and	 not-for-profit	 institutions.	 Performance	 management	 systems	 are	 a	
control	 framework	 that	attempts	 to	ensure	 that	certain	ends	are	achieved	and	particular	
means	are	used	to	attain	these	ends	(Broadbent	&	Laughlin,	2009).		

Managers	 should	 take	 some	 characteristics	 of	 not-for-profit	 organizations	 into	
account	when	applying	an	MCS	to	their	organizations.	There	are	nine	features	of	not-for-
profit	 organizations.	 First,	 there	 is	 the	 absence	 of	 a	 profit	 measure.	 Second,	 there	 are	
different	 tax	 and	 legal	 considerations.	 Third,	 there	 is	 a	 tendency	 to	 be	 service	
organizations.	Fourth,	there	are	greater	constraints	on	goals	and	strategies.	Fifth,	there	is	
less	dependence	on	clients	for	financial	support.	Sixth,	there	is	dominance	of	professionals.	
Seventh,	 there	 are	 differences	 in	 governance.	 Eighth,	 political	 influences	 are	 important.	
Finally,	 there	 is	 a	 tradition	of	 inadequate	management	 control	 (Anthony	&	D.	W.	 Young,	
2003,	p.53).	

There	are	critical	studies	on	research	performance	management.	These	studies	focus	
on	work	motivation,	stress,	anxiety,	productivity,	and	quality	as	consequences	of	the	use	of	
performance	management.	 As	 for	motivation,	 particularly	 various	 conclusions	 have	been	
obtained.	K.-M.	Kallio	and	T.	J.	Kallio	(2014)	analyzed	the	impact	of	management-by-results	
(MBR)	on	academics’	work	motivation	with	internet-based	survey	questionnaires	for	2870	
Finnish	academics.	Their	study	showed	three	main	results.	First,	only	2.5%	of	respondents	
evaluated	 their	 own	work	 performance	 only	 or	mostly	 quantitatively,	 whereas	 49.7%	 of	
them	reported	that	their	university	evaluated	them	only	or	mostly	on	quantitative	criteria.	
These	results	implied	that	the	respondents	were	strongly	in	favor	of	qualitative	evaluation.	
Second,	with	regard	to	respondents’	satisfaction	with	and	the	effects	of	the	current	MBR	
evaluation,	“only	15%	of	the	respondents	were	satisfied	with	their	respective	systems”	but	
“over	 40%	 expressed	 their	 dissatisfaction	with	 the	 current	 systems”	 (K.-M.	 Kallio	 &	 T.	 J.	
Kallio,	 2014,	 p.579).	 In	 addition,	 the	 effects	 of	 quantitative	 evaluation	 and	 qualitative	
evaluation	 differed	 significantly.	 Specifically,	 “although	 as	 many	 as	 40.7%	 of	 the	
respondents	 indicated	 that	 quantitative	 evaluation	 lowered	 their	 work	 motivation,	 only	
16.7%	reported	the	same	effect	 in	 the	case	of	qualitative	evaluation”	 (K.-M.	Kallio	&	T.	 J.	
Kallio,	 2014,	 p.581).	 Furthermore,	 approximately	 35%	 of	 the	 respondents	 stated	 that	
qualitative	 evaluation	 had	 positive	 effects	 on	 their	 work	 motivation.	 Third,	 as	 many	 as	
77.7%	of	 the	 respondents	 agreed	 that	 emphasis	 on	 especially	 quantitative	MBR	 reduced	
the	quality	of	research	in	universities.	This	result	did	not	differ	between	the	respondents’	
characteristics	 (e.g.,	 status,	 university,	 and	 faculty).	 Therefore,	 the	 result	 represents	
extensive	dissatisfaction	with	quantity-oriented	evaluation	systems.	

Ter	 Bogt	 and	 Scapens	 (2012)	 investigated	 three	 questions	 through	 field	 studies	 in	
accounting	and	finance	departments	within	two	universities	located	in	the	Netherlands	and	
England:	 (1)	 the	 way	 in	 which	 judgmental	 performance	 evaluation	 systems	 are	 used	 in	
universities,	 (2)	 the	 way	 in	 which	 the	 systems	 are	 used	 to	 evaluate	 the	 performance	 of	
individual	 academics,	 and	 (3)	 the	 effects	 of	 these	 judgmental	 performance	 evaluation	
systems	 on	 individual	 academics	 at	 the	 department	 level.	 The	 authors	 mentioned	 that	
performance	evaluation	in	universities	had	been	traditionally	developmental,	but	in	recent	
years,	 judgmental	 types	 of	 evaluation	 had	 been	 increasing,	 that	 is,	 the	 purpose	 of	
performance	 evaluation	 had	 changed	 from	 the	 improvement	 of	 individual	 future	
performance	to	the	quantitative	measurement	of	performance	in	the	past.		

Although	 the	 two	 universities	 differed	 in	 countries,	 regions,	 cultures	 and	
environments,	 the	effects	of	 the	use	of	 judgmental	performance	evaluation	on	 individual	
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staff	were	similar	in	both	universities.	Specifically,	anxiety	and	stress	of	individual	members	
of	staff	 increased	because	of	uncertainty	of	the	meanings	of	performance	evaluation	and	
pressure	 to	 perform	 tasks	 with	 scarce	 resources.	 Ter	 Bogt	 and	 Scapens	 (2012)	 were	
concerned	with	performance	evaluation,	which	 relies	excessively	on	 journal	 rankings	and	
the	 number	 of	 publications	 in	 journals.	 Such	 performance	 indicators	 are	 objective	 but	
excessive	 reliance	 on	 them	 creates	 a	 tendency	 to	 follow	 the	 preferences	 of	 top	 journals	
and	to	avoid	high-risk	research	that	needs	longer	periods.	

As	such,	MBR	systems	are	likely	to	be	interpreted	as	a	violation	of	academic	freedom	
and	might	cause	much	resistance	in	practice	(K.-M.	Kallio	&	T.	J.	Kallio,	2014).	K.-M.	Kallio	
and	T.	J.	Kallio	(2014)	stressed	that	MBR	systems	need	to	be	designed	carefully	so	as	not	to	
suffocate	 intrinsic	 work	 motivation,	 because	 professionals	 have	 much	 interest	 in	 job	
content	and	relatively	low	interest	in	monetary	compensation.	

On	 the	 other	 hand,	 Sutton	 and	 D.	 A.	 Brown	 (2016)	 demonstrated	 that	 individual	
autonomous	motivation	might	be	varied	depending	on	the	design	and	use	of	an	MCS.	The	
authors	 relied	on	self-determination	 theory	and	 implemented	exploratory	case	studies	 in	
two	faculties	within	a	university	to	investigate	how	universities	manage	research	activities	
without	 threatening	 the	 autonomous	 motivation	 of	 their	 researchers.	 They	 conducted	
interviews	for	a	research	administrator,	senior	researchers,	middle-career	researchers,	and	
early-career	 researchers	 in	each	 faculty.	The	contents	of	 interviews	were	recorded	based	
on	Malmi	and	D.	A.	Brown’s	(2008)	MCS	package.		

Consequently,	 the	 importance	 of	 motivation	 in	 research	 activities	 was	 confirmed.	
There	were	three	types	of	researchers’	motivation.	First,	some	researchers	exhibited	their	
motivation	stem	inherently	from	their	discipline,	and	the	actual	content	and	ideas	of	their	
research.	This	type	of	motivation	was	labeled	as	“interested”	by	the	authors.	Second,	many	
researchers	expressed	their	interest	in	the	technical	process	of	performing	research	tasks.	
This	 type	 was	 categorized	 as	 “technicians.”	 Third,	 some	 researchers	 were	 motivated	 by	
their	 position	 as	 public	 intellectuals,	 that	 is,	 their	 contribution	 to	 society	 by	 providing	
research	outcomes.	This	type	was	labeled	“idealists.”		

Like	other	 institutions,	 the	two	faculties	used	funding	and	promotion	systems	based	
on	 output	 and	 subjected	 to	 the	 consequences	 of	 performance	 evaluation.	 Although	 it	 is	
assumed	 that	 tangible	 external	 rewards	 undermine	 motivation	 in	 self-determination	
theory,	Sutton	and	D.	A.	Brown	(2016)	observed	some	characteristics	that	prevent	negative	
effects	 of	 these	 incentives.	 For	 example,	 unlike	 periodic	 performance	 evaluation,	
“researchers	can	choose	whether	to	participate	in	the	incentive	system	or	not”	(Sutton	&	
D.	 A.	 Brown,	 2016,	 p.593).	 In	 addition,	 in	 contrast	 to	 evaluation	 that	 requires	 outcomes	
within	shorter	periods,	the	length	of	evaluation	periods	could	span	several	years	or	even	an	
entire	 career	 in	 their	 study.	 Performance	 evaluation	 with	 longer	 periods	 reduces	
researchers’	 perceptions	 that	 they	 are	 controlled.	 These	 characteristics	 mitigate	
dysfunctions	pointed	out	by	Ter	Bogt	and	Scapens	(2012).	As	highlighted	by	Pop-Vasileva,	
Baird,	and	Blair	 (2011)	who	studied	 job-related	attitudes	of	Australian	academics	through	
survey	questionnaires,	the	characteristics	of	performance	management	systems	are	crucial	
factors	 that	 influence	 attitudes.	 Attitudes	 are	 significant	 for	 developing	 performance	
management	systems	for	better	performance,	providing	accurate	performance	evaluation	
and	fruitful	feedback	to	individuals,	 improving	motivation,	and	so	on	(Pop-Vasileva,	Baird,	
&	Blair,	2011).	

On	the	other	hand,	in	terms	of	productivity	and	quality,	Kuoppala	(2005)	analyzed	the	
effects	 of	 MBR	 on	 university	 management	 through	 case	 studies	 implemented	 in	 four	
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universities	 in	 Finland.	 Since	 the	 end	 of	 the	 1980s,	 MBR	 has	 been	 implemented	 and	
universities	have	been	viewed	as	entrepreneurial	units	in	Finland.	Economic	recession	and	
cuts	in	funding	from	the	government	to	higher	education	institutions	occurred	in	the	same	
period,	whereas	external	funding	increased	approximately	four	times	between	early	1990s	
and	 2002.	 Kuoppala	 (2005)	 noted	 that	 MBR	 expanded	 the	 direct	 authority	 of	 top	
management	 and	 improved	 academic	 productivity,	 such	 as	 the	 number	 of	 degrees	
conferred	and	the	number	of	study	credits.		

The	 findings	 of	 the	 abovementioned	 studies	 are	 mapped	 in	 Figure	 3.	 Positive	 or	
negative	 signs	 in	 the	 figure	 represent	 the	 directions	 of	 influence	 of	 performance	
management	 systems.	 However,	 as	 described	 by	 Sutton	 and	 D.	 A.	 Brown	 (2016),	 the	
proposition	 that	 performance	management	 systems	have	 negative	 impact	 on	motivation	
might	 be	 questionable.	 It	 is	 possible	 that	 performance	 management	 systems	 protect	
and/or	improve	individual	intrinsic	motivation.	

	
Figure	3.	Mapping	of	main	results	
	

It	 goes	 without	 saying	 that	 we	 must	 consider	 the	 purpose	 of	 performance	
management,	especially	performance	measurement.	Simultaneous	realization	of	efficiency	
and	flexibility	is	achieved	by	exploiting	enabling	control,	which	encourages	efficient	coping	
with	contingencies	 (Jørgensen	&	Messner,	2009).	Chiesa,	Frattini,	 Lazzarotti,	 and	Manzini	
(2009)	 conducted	 multiple	 case	 studies	 in	 15	 Italian	 technology-intensive	 firms	 and	
indicated	 the	 firms	 had	 diverse	 objectives	 of	 R&D	 performance	 measurement	 (e.g.,	
motivating	 researchers	 and	 engineers,	 assessing	 profitability	 of	 R&D	 projects,	 and	
stimulating	 organizational	 learning).	 Hence,	 making	 the	 purposes	 and	 styles	 of	
performance	management	 known	 to	 organizational	members	 is	 important	 for	 increasing	
the	effectiveness	of	performance	management.	

Furthermore,	 it	 would	 be	 meaningful	 for	 this	 study	 to	 extract	 main	 findings	 from	
studies	 that	 focus	 on	 other	 professionals	 and	 not-for-profit	 organizations.	 For	 example,	
medical	professionals	who	have	higher	professional	orientation	conflict	with	bureaucratic	
norms	and	values	where	output	control	 is	dominant	 (Abernethy	&	Stoelwinder,	1995).	 In	
addition,	 conflicts	 between	 organizations	 and	 professionals	 explain	 large	 parts	 of	 job	
satisfaction	and	turnover	intentions	(McGregor	et	al.,	1989;	Shafer	et	al.,	2002).	Moreover,	
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relationships	 between	 human	 and	 physical	 inputs,	 production	 processes,	 and	
effectiveness/efficiency	outcomes	in	knowledge	workers’	performance	management	were	
investigated	 (Abernethy,	 Horne,	 Lillis,	 Malina,	 &	 Selto,	 2005).	 Professionals	 link	 their	
knowledge	 to	 outcomes.	 Therefore,	 this	 causality	 needs	 to	 be	 further	 detailed	 by	
considering	some	variables	that	have	impacts.	

In	 a	 professional	 context,	 individual	 involvement	 in	 designing	 and	 implementing	
management	accounting	systems	is	noteworthy.	Shields	and	S.	M.	Young	(1994)	found	that	
cost	 budget	 participation	 and	 cost	 knowledge	 are	 required	 to	 improve	 the	 cost	
consciousness	 of	 R&D	professionals.	 Participation	 is	more	 important	 than	 knowledge	 for	
consciousness.	 Eldenburg,	 Soderstrom,	 Willis,	 and	 Wu	 (2010)	 analyzed	 the	 effects	 of	
physicians’	participation	on	the	development	of	hospital	accounting	 information	systems.	
Their	 result	 suggests	 that	 physician	 involvement	 has	 an	 impact	 on	 their	 behavior.	
Specifically,	 the	 physicians	 redeployed	 resources	 toward	 sicker	 patients,	 led	 cost	
containment,	 and	 ultimately	 improved	 financial	 performance	 (Eldenburg	 et	 al.,	 2010).	
Involvement	in	the	development	and	implementation	of	the	systems	could	be	important	in	
a	non-professional	 setting	 too.	 In	particular,	 the	 consequences	of	participative	budgeting	
have	 been	widely	 investigated	 (Chong,	 Eggleton,	 &	 Leong,	 2006;	 Shields	 &	 S.	M.	 Young,	
1993).	For	example,	there	 is	evidence	that	participation	 in	a	standard	setting	reduces	the	
job-related	stress	of	automobile	design	engineers	(Shields,	Deng,	&	Kato,	2000).		

	
MAIN	FACTORS	AFFECTING	MCS	IN	RESEARCH	INSTITUTIONS	

	
Existing	concepts	of	motivation	

As	 noted	 earlier,	 existing	 frameworks	 of	 management	 control	 consider	 only	
organizational	 characteristics	 and	 not	 external	 and	 individual	 characteristics.	 This	 is	
problematic	 because	 there	 is	 a	 relationship	 between	 motivation	 and	 performance.	 As	
discussed	 in	 the	 previous	 section,	 motivation	 is	 highly	 important	 in	 research	 activities	
(Sutton	&	 D.	 A.	 Brown,	 2016;	 Ter	 Bogt	 &	 Scapens,	 2012).	 Self-determination	 theory	 has	
been	widely	quoted	in	management	accounting	research	(Kunz,	2015;	Kunz	&	Linder,	2012;	
Sutton	&	D.	A.	Brown,	2016;	Wong-On-Wing,	Guo,	&	Lui,	2010).	While	intrinsic	motivation	
and	 extrinsic	 motivation	 are	 typical	 classifications,	 self-determination	 theory	 delves	 into	
extrinsic	motivation	in	assessing	the	degree	of	autonomy.		

Deci,	 Vallerand,	 Pelletier,	 and	 Ryan	 (1991)	 employed	 self-determination	 theory	 and	
referred	to	intrinsic	and	extrinsic	motivation	in	education	and	learning	activities	(Deci	et	al.,	
1991).	 Ryan	 and	 Deci	 (2000)	 suggested	 “Intrinsically	 motivated	 behaviors,	 which	 are	
performed	out	of	 interest	and	satisfy	the	 innate	psychological	needs	for	competence	and	
autonomy,	are	the	prototype	of	self-determined	behavior”	(p.65).	By	contrast,	extrinsically	
motivated	behavior	 is	 instrumental	 to	 some	 separable	 consequence.	 Extrinsic	motivation	
can	 be	 classified	 into	 four	 types	 according	 to	 the	 extent	 to	 which	 it	 represents	 self-
determination.		

Table	3	 is	a	replication	of	a	taxonomy	table	of	human	motivation	described	by	Ryan	
and	Deci	 (2000).	 “At	 the	 far	 left	of	 this	 table	 is	amotivation,	which	 is	 the	state	of	 lacking	
intention	to	act”	(Ryan	&	Deci,	2000,	p.61).	 Individuals	feel	 low	competence	and	perceive	
non-contingency	in	this	state.	Just	to	the	right	of	amotivation	is	the	least	autonomous	form	
of	 extrinsic	 motivation,	 a	 category	 labeled	 external	 regulation.	 The	 person	 performs	
behavior	to	achieve	an	external	demand	or	to	obtain	an	externally	imposed	reward	in	the	
condition.		
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Next,	 introjection	 is	 more	 self-determined	 than	 external	 regulation	 but	 less	 self-
determined	 than	 identification.	 When	 introjected,	 individuals	 act	 in	 order	 to	 obtain	
approval	 from	 themselves	 or	 others.	 “A	more	 autonomous,	 or	 self-determined,	 form	 of	
extrinsic	motivation	is	regulation	through	 identification”	(Ryan	&	Deci,	2000,	p.62).	 In	this	
state,	 the	 individual	 recognizes	 the	personal	 importance	of	 activity.	 Finally,	 integration	 is	
the	 most	 autonomous	 form	 of	 extrinsic	 motivation.	 “Integration	 occurs	 when	 identified	
regulations	 have	been	 fully	 assimilated	 to	 the	 self”	 (Ryan	&	Deci,	 2000,	 p.62).	 At	 the	 far	
right	of	the	table	is	intrinsic	motivation,	which	is	a	prototype	of	self-determined	activity.	

The	 findings	 based	 on	 self-perception	 theory	 can	 be	 expected	 to	 strengthen	 this	
argument.	 For	 example,	 a	 study	 employing	 self-perception	 theory	 (Calder	&	 Staw,	 1975)	
predicts	 that	 intrinsic	 and	 extrinsic	 motivation	 do	 not	 combine	 additively.	 Rather,	 they	
might	 operate	 interactively.	 Calder	 and	 Staw	 (1975)	 made	 male	 college	 students	 solve	
puzzles	 in	 their	 experiments,	 in	 which	 either	 blank	 puzzles	 or	 picture	 puzzles	 with	 or	
without	 rewards	were	 assigned	 to	 subjects.	 The	dependent	 variables	 of	 the	 experiments	
are	 task	 satisfaction	 and	 motivation.	 The	 results	 show	 that	 subjects	 had	 lower	 intrinsic	
motivation	for	blank	puzzles	and	their	interest	increased	with	the	introduction	of	monetary	
rewards.	 On	 the	 other	 hand,	 picture	 puzzles	 induced	 higher	 intrinsic	 motivation	 and	
subjects’	 interest	 decreased	 with	 the	 introduction	 of	 monetary	 compensation.	 These	
findings	demonstrate	the	 interaction	between	intrinsic	and	extrinsic	motivation	(Calder	&	
Staw,	1975).	
	
Table	3.	A	taxonomy	of	human	motivation	

Regulatory	styles	 Associated	processes	
Amotivation	 Perceived	non-contingency,	low	perceived	

competence,	non-relevance,	and	non-intentionality	
Extrinsic	

motivation	
External	
regulation	

Salience	of	extrinsic	rewards	or	punishments,	
compliance/reactance	

Introjection	 Ego	involvement,	focus	on	approval	from	self	or	others	
Identification	 Conscious	valuing	of	activity,	self-endorsement	of	

goals	
Integration	 Hierarchical	synthesis	of	goals,	congruence	

Intrinsic	motivation	 Interest/enjoyment,	inherent	satisfaction	
Source:	Written	by	author	based	on	Ryan	and	Deci	(2000,	p.61)	
	

Interest	in	motivation	has	also	been	growing	in	management	accounting	research.	For	
example,	 in	 recent	years,	 the	 relationship	between	objective	and	subjective	performance	
evaluation	 and	 autonomous	 motivation	 has	 been	 investigated	 (Kunz,	 2015).	 The	 results	
show	that	the	measures	themselves	are	independent	of	autonomous	motivation,	but	when	
assessing	the	extent	of	measures’	accuracy,	autonomous	motivation	changes	significantly.	
In	 addition,	 Kunz	 and	 Linder	 (2012)	 investigated	 the	 interplay	 of	 rewards	 and	
intrinsic/extrinsic	 motivation	 by	 implementing	 a	 vignette	 experiment.	 Adler	 and	 Chen	
(2011)	 attempted	 to	 understand	 the	 compatibility	 of	 creativity	 and	 control.	 As	
psychologists	 stress,	 both	 intrinsic	 and	 autonomous	 extrinsic	 motivation	 are	 related	 to	
managerial	 performance,	 job	 satisfaction,	 trust,	 and	 well-being	 in	 workplaces	 (Gagné	 &	
Deci,	 2005).	 In	 general,	 although	 the	 importance	 of	 motivation	 in	 any	 activity	 is	
acknowledged,	there	is	room	for	further	research	on	the	process	by	which	motivation	leads	
to	performance.		
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Change	of	 internal	and	external	environments.	 It	 is	 inevitable	that	we	consider	the	
change	of	environments	when	we	discuss	performance	management	 in	 the	not-for-profit	
sector.	 In	 particular,	 new	 public	 management	 (Hood,	 1995)	 and	 worldwide	 cuts	 in	
resources	 by	 governments	 (Parker,	 2012)	 have	 made	 not-for-profit	 organizations	 more	
management	 oriented.	 The	 aim	 of	 new	 public	management	 is	 to	 achieve	 activation	 and	
quality	 improvement	 of	 the	 public	 sector	 with	 introducing	 philosophy,	 methods,	 and	
success	cases	of	private	sector	management.	The	concept	prevailed	in	the	1980s	in	OECD	
countries	 (e.g.,	England	and	New	Zealand).	Hood	 (1995)	proposed	seven	 items	related	to	
new	public	management,	 such	as	promoting	competition	between	the	public	and	private	
sectors,	controlling	resource	usage.		

These	changes	have	caused	significant	transformation.	This	paper	picks	up	universities	
as	 an	 example	of	 organizations	whose	 internal	 and	external	 environments	 have	 changed	
dramatically.	 For	 example,	 in	 the	 UK,	 an	 expansion	 policy	 increased	 the	 number	 of	
universities	 from	25	 to	45	 in	 the	1960s	 (Deem,	2004).	However,	 the	expansion	 tendency	
has	reversed	since	1979	after	the	Conservative	Party’s	election.	The	Conservative	Party	in	
the	 UK	 cut	 public	 expenditure,	 thereby	 exposing	 the	 public	 service	 and	 professionals	
engaged	 in	 public	 services	 to	 quasi-markets	 and	 systems	 of	 for-profit	 private	 sectors	
(Deem,	2004).	 Even	 though	academics	are	originally	 knowledge	workers,	 they	have	been	
required	 to	 achieve	 good	 performance	 based	 on	 short-term	 outcome	measures,	 such	 as	
publication	and	teaching	evaluation	from	students	in	recent	years.	Consequently,	so	many	
scholars	 are	 involved	 in	 the	 role	 of	 management	 and	 they	 are	 required	 to	 accomplish	
generating	 revenue	 and	 monitoring	 expenditure	 as	 well	 as	 increasing	 academic	
achievements	(Broadbent,	2011;	Deem,	2004).	

Accompanied	by	universities’	commercial	orientation,	students	have	been	treated	as	
customers,	 teaching	and	 research	programs	have	been	 treated	as	products,	 and	external	
environments	 have	 been	 treated	 as	 markets	 (Parker,	 2012).	 Recently,	 universities	 have	
embarked	on	 the	 formulation	of	 financial	 strategies,	 endeavored	 to	accumulate	 research	
for	 acquire	 resources,	 and	 restructured	 less	 profitable	 teaching	programs	 (Parker,	 2013).	
However,	 some	 differences	 remain	 between	 universities’	 peculiar	 cultures	 and	 those	 of	
companies	 (Christopher	 &	 Leung,	 2015).	 Christopher	 and	 Leung	 (2015)	 conducted	
qualitative	 interviews	and	used	secondary	data	 to	demonstrate	characteristics	 that	cause	
tensions	in	the	transition	to	corporate	cultures	in	Australian	public	universities.	As	a	result,	
the	 authors	 found	 10	 aspects	 that	 lead	 to	 tensions,	 for	 example,	 risk-averse	 culture,	
tenured	workforce,	and	resistance	to	corporate	performance	management	systems.	These	
facts	 imply	that	performance	management	needs	to	be	designed	taking	 inherent	cultures	
into	account.	

While	 this	 study	 specifically	 focuses	 on	 universities	 as	 an	 example	 of	 research	
institution,	the	phenomena	discussed	in	this	paper	can	be	observed	in	other	not-for-profit	
organizations,	 including	hospitals,	 research	 institutions,	 and	 local	 government.	 Since	not-
for-profit	 research	 institutions	 face	uncertainty	of	outcomes,	management	 control	of	 the	
organizations	 would	 be	 remarkably	 difficult.	 Nevertheless,	 it	 is	 increasingly	 crucial	 to	
analyze	the	trends	of	performance	management	systems	that	 improve	organizational	and	
individual	effectiveness.	
	

DISCUSSION	AND	CONCLUSION	
This	 study,	motivated	 by	 the	 question	 of	whether	 output	 control	 can	 be	 applied	 to	

professional	 and	 not-for-profit	 organizations,	 organized	 existing	 findings	 of	 performance	
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management,	or	more	broadly,	management	control	of	research	activities.	Since	research	
institutions,	 including	 universities,	 are	 often	 not-for-profit	 and	 can	 be	 considered	
professional	 organizations,	 this	 study	 took	 the	 perspective	 of	 professionals	 and	 not-for-
profit	organizations	as	the	main	objects	of	the	literature	review.		

As	 presented	 in	 the	 frameworks	 of	 controls,	 traditionally	 it	 has	 been	 argued	 that	
output	 control	 does	 not	 fit	 research	 activities.	 In	 fact,	 empirical	 research	 on	 MCSs	 in	
universities	 and	 other	 professional	 organizations	 suggests	 that	 quantitative	 performance	
management	has	negative	effects	on	autonomous	motivation	and/or	brings	about	conflicts	
between	 professionals	 and	 organizations.	 Precisely,	 some	 authors	 have	 revealed	 that	
means–ends	relationships	are	imperfect	and	their	ability	to	measure	outputs	is	low	in	such	
organizations.	 In	 addition,	 output	 control	 might	 fundamentally	 conflict	 with	 intrinsic	
autonomous	motivation.	

However,	 the	 conventional	 frameworks	 that	 this	 study	 refers	 to	 hardly	 have	
considered	 individual	dimensions,	 such	as	motivation.	The	effects	of	MCSs	on	motivation	
have	 been	widely	 investigated.	 According	 to	 prior	 literature,	 individual	motivation	might	
typically	 improve	 through	 participation	 in	 designing	 and	 implementing	 management	
accounting	systems.	Since	professionals	often	have	more	autonomy	than	non-professionals	
do,	professionals’	 involvement	in	management	control	should	be	encouraged	more	in	the	
future.	

Furthermore,	environmental	changes	demand	that	not-for-profit	organizations	apply	
performance	 management	 that	 relies	 on	 outputs	 and/or	 outcomes	 for	 the	 purpose	 of	
promotion	and	fund	allocation.	Thus,	we	might	have	to	consider	how	to	apply	and	utilize	
output	 control	 rather	 than	avoid	 its	 application,	because	 it	will	 be	 increasingly	 inevitable	
for	 not-for-profit	 environments	 in	 the	 future.	 The	 result	 of	 this	 review	 has	 a	 beneficial	
implication,	 namely,	 that	 output	 control	 might	 be	 applicable	 to	 organizations,	 which	 is	
contrary	 to	 the	 prior	 literature,	 which	 deems	 output	 control	 to	 be	 incongruent	 with	
organizations.		

Two	limitations	of	this	study	should	be	considered	when	interpreting	its	results.	First,	
this	 study	 does	 not	 consider	 differences	 of	 institutional	 context	 in	 each	 country	 and/or	
region.	Indeed,	there	is	evidence	that	research	evaluation	systems	influence	design	and	use	
of	an	MCS	within	universities	in	the	UK	(Agyemang	&	Broadbent,	2015).	In	Japan,	national	
universities’	 corporatization	 and	 the	 accompanying	 introduction	 of	 operating	 expense	
grants	 (un-eihi	 koufukin	 in	 Japanese)	 have	 forced	 national	 universities	 to	 implement	
effective	 and	 efficient	 performance	 management	 (Yamamoto,	 2004).	 In	 summary,	
adaptability	and	necessity	to	adapt	output	and/or	other	control	might	be	contingent	upon	
institutional	 context.	Therefore,	effectiveness	of	output	control	 in	one	country	might	not	
be	available	in	another	country.	

Second,	 there	 could	 be	 some	 factors	 that	 impact	 the	 design	 and	 use	 of	MCS	 other	
than	 those	 referred	 to	 in	 this	 study.	 In	 practice,	 there	 are	 many	 determinants	 of	 the	
effectiveness	of	an	MCS.	For	example,	beliefs	and	culture	might	have	significant	influences	
on	an	MCS	(Malmi	&	D.	A.	Brown,	2008;	Merchant	&	Van	der	Stede,	2012;	Simons,	1995).	
Hence,	other	individual	and	organizational	characteristics	(e.g.,	managers’	experiences	and	
eagerness,	organizational	size,	and	organizational	structures)	should	be	considered	to	find	
evidence	that	is	closer	to	practice.		

Despite	 these	 limitations,	 this	 study	 makes	 several	 academic	 and	 practical	
contributions.	From	the	academic	perspective,	 this	study	contributes	to	the	development	
of	the	series	of	MCS	studies	on	not-for-profit	organizations	and	professional	organizations.	
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It	is	noteworthy	that	conventional	frameworks	on	control	systems	should	be	employed	and	
interpreted	 by	 adding	 individual	 and	 environmental	 characteristics.	 Communicating	 the	
purpose	 of	 performance	 management	 is	 important	 because	 control	 systems	 require	
organizational	 members’	 understanding.	 From	 a	 practical	 perspective,	 this	 study	
contributes	to	advancing	MCS	practices	in	professional	and/or	not-for-profit	organizations.	
Compared	 to	 commercial	 companies,	 business	 administration	 in	 these	 organizations	 is	
developing.	 This	 study	 provides	 some	 clues	 for	 more	 successful	 MCS	 practices	 in	 these	
organizations	by	reviewing	the	existing	evidence	and	 identifying	some	important	features	
that	impact	MCSs.		

In	 conclusion,	 the	 following	 propositions	 can	 be	 derived	 from	 this	 study.	 When	
organizations	 apply	 an	 MCS,	 they	 also	 have	 to	 focus	 on	 other	 than	 their	 task	
characteristics.	 In	 this	 regard,	 this	 study	encourages	 the	use	of	 case	and	 field	 studies	 for	
future	research	development.	Case	studies	and	field	research	would	enable	us	to	observe	
detailed	 contexts	 that	 interact	 with	 MCSs.	 For	 example,	 in	 Japan,	 field	 studies	 in	
management	 accounting	 have	 continued	 to	 develop	 (Yokota	 et	 al.,	 2010).	 Although	 case	
and	 field	 studies	are	poor	with	 regard	 to	generalizability,	 they	are	expected	 to	elaborate	
theories	beyond	simply	describing	unique	cases.	Others	can	utilize	 superior	management	
accounting	 practices	 in	 some	 organizations	 through	 case	 description	 from	 various	
perspectives.		
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ABSTRACT	

This	 study	 focuses	 on	 the	 aspects	 of	 corporate	 transformation	 that	 are	 essential	 to	
business	 growth.	 I	 infer	 that	management	 practice	 based	 on	 the	 “Inamori	 management	
philosophy”	 is	 more	 effective	 and	 functions	 as	 a	 kind	 of	 driving	 force	 when	 tackling	
corporate	 transformations	 such	 as	 corporate	 revitalization	 and	 PMI	 (Post	 -Merger	
Integration).	 Based	 on	 this	 awareness,	 this	 study	 applied	 a	 case	 study	 to	 the	 enterprise	
transformation	 of	 Kyocera	 Mita	 Corporation	 with	 the	 aim	 of	 exploring	 the	 theoretical	
implications	from	the	point	of	view	of	business	administration.	In	the	previous	research,	the	
effectiveness	 of	 Kyocera	 Corporation's	 management	 was	 explained	 in	 the	 concept	 of	
amoeba	management,	which	is	a	method	of	superior	management	accounting	(e.g.,	Adler	
and	Hiromoto	2012,	Amoeba	Management	Academic	Community	2010).	However,	there	is	
inadequate	 research	 beyond	 corporate	 boundaries	 regarding	 the	 effectiveness	 of	
philosophy-based	 management	 systems	 for	 corporate	 transformation.	 In	 theoretical	
conclusion,	the	Inamori	management	philosophy	works	effectively	to	facilitate	resolution	of	
issues	 of	 confrontation	 and	 works	 dynamically	 while	 changing	 its	 form	 independently	
according	 to	 the	 business	model	 and	 the	 characteristics	 of	 the	 organizational	 culture	 for	
promoting	 corporate	 transformation.	 Additionally,	 I	 would	 like	 to	 share	 the	 practical	
implications	of	 the	 finding	 that	management	practice	based	on	 the	 Inamori	management	
philosophy	 is	 also	 effective	 as	 a	 management	 method	 from	 the	 perspective	 of	 company	
reform.	 In	 summary,	 the	philosophy-based	management	promoted	sense	of	unity,	 strong	
willpower	and	cost	consciousness	effectively	for	revitalization.	
	
Keywords:	Inamori	Management	Philosophy,	Philosophy-based	Management,	Corporate	
Transformation,	Three	Management	Spirits,	Leadership,	Amoeba	Management	
	

INTRODUCTION	AND	OBJECTIVES	
	
Background	and	Issues	

In	this	paper,	I	focus	on	the	aspects	of	corporate	transformation	that	are	essential	to	
business	 growth.	 Wiggins	 and	 Ruefli	 (2002)	 showed	 that	 in	 business	 administration,	
companies	demonstrating	sustainable	growth	continuously	overcome	numerous	trials	and	
crises	in	their	corporate	performance.	

Since	its	founding	in	April	1959,	Kyocera	Group—the	focus	for	this	study—has	proved	
to	 be	 one	 of	 those	 rare	 companies	 that	 has	 never	 experienced	 any	 loss,	 but	 has	 grown	
continuously.	 It	 has	 turned	 around	 a	 number	 of	 companies	 that	 were	 experiencing	
management	crisis	and	has	also	executed	numerous	M&As.	How	has	the	corporation	been	
able	 to	 achieve	 sustainable	 growth	 despite	 undergoing	 repeated	 corporate	 revitalization	
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and	 Post	 Merger	 Integration,	 or	 PMI?	 In	 addition,	 corporation	 has	 been	 able	 to	 grow	
despite	 having	 several	 unrelated	 diversifications,	 which	 Rumelt	 (1974)	 stated	 would	 be	
difficult	in	business	administration.	This	point	is	the	problem	consciousness	that	lies	at	the	
base	of	this	study.			

This	 paper	 looks	 at	 the	 Inamori	Management	 Philosophy	 or	 the	 Kyocera	 Philosophy	
(hereinafter,	“the	Philosophy”)	 that	are	brought	 forward	by	Kazuo	 Inamori	—the	founder	
of	KYOCERA	as	a	form	of	management	philosophy	for	Kyocera	Group.	The	corporation	has	
a	unique	management	Rationale	"To	provide	opportunities	for	the	material	and	intellectual	
growth	of	all	our	employees,	and	through	our	joint	efforts,	contribute	to	the	advancement	
of	society	and	humankind."	which	emphasizes	employees	(which	 is	about	over	69,000	on	
March,2016)	 the	most.	 The	 corporation	was	established	 in	 1959,	which	 consolidated	net	
sales	was	1,479	billion	JPY	(around	13.3	billion	US	Dollars)	in	fiscal	2016.	The	Philosophy	is	
the	general	term	given	to	the	belief	system	on	management	that	has	been	accumulated	by	
Kazuo	 Inamori.	 It	 pursues	 the	 appropriate	decision	by	using	 the	 criteria	 of	 doing	what	 is	
right	as	a	human	being,	and	aspires	to	manage	based	on	human	spirit.	A	driving	force	for	
corporate	transformation,	 including	unrelated	diversification	could	be	addressed	by	some	
“general	principles”	in	the	Philosophy.	
	
Objectives	

In	 this	 paper,	 the	 theoretical	 and	 managerial	 objectives	 of	 this	 study	 in	 business	
administration	 are	 as	 follows:	 Theoretical	 (academic)	 aspects	 of	 business	 administration	
are	 to	 explore	 some	 clues	 to	 the	 effectiveness	 and	mechanism	 of	management	 practice	
through	 business	 transformation	 based	 on	 the	 Philosophy,	 and	 indicate	 the	 important	
concepts	and	logic	behind	such	practice.	Managerial	aspects	of	business	administration	are	
to	 understand	 management	 wisdom	 and	 ingenuity	 from	 the	 perspective	 of	 business	
transformation	(e.g.	business	revitalization,	PMI)	
	

LITERATURE	REVIEW	
It	 has	 been	 pointed	 out	 in	management	 studies	 that	 companies	which	 demonstrate	

sustainable	growth	have	overcome	numerous	trials	and	crises	rather	than	simply	growing	
linearly	 from	 the	 aspect	 of	 corporate	 performance	 to	 continue	 their	 rise.	 For	 example,	
Wiggins	 and	 Ruefli	 (2002)	 conclude	 that	 it	 is	 rare	 to	 see	 a	 company	 that	 achieves	
outstanding	corporate	performance	on	a	continuous	basis—a	finding	based	on	their	 long-
term	survey	 spanning	25	years—from	1972	 to	1997—comprising	40	 industries	and	6,772	
companies.	They	have	shown	the	extreme	unlikeliness	in	attaining	such	results,	and	made	a	
point	 to	 state	 that	 a	 business	 entity	 would	 accomplish	 continual	 expansion	 by	 cycling	
through	 the	 state	 of	 growth	 and	 recovery.	 Accordingly,	 corporate	 transformation	 and	
corporate	revitalization	can	become	an	important	subject	for	any	company.	One	aspect	of	
corporate	 transformation	 is	 the	 process	 of	 diversification:	 an	 addition	of	 a	 new	business	
domain.	 However,	 the	 difficulty	 in	 reaching	 a	 successful	 outcome	 has	 been	 indicated,	
especially	 for	 any	 unrelated	 diversifications	 with	 a	 weak	 link	 to	 the	 existing	 business	
(Rumelt,	1974).		

The	 three	management	 spirits	 put	 forward	by	 Kagono	 (2010),	which	will	 be	 cited	 as	
reference	in	this	paper,	will	be	analyzed.	The	spirit	of	management	(i.e.	the	“Management	
Mindset”)	 is	 to	 establish	 corporate	 management	 in	 a	 capitalist	 society,	 the	 mindset	
necessary	 in	 order	 to	 judge	 and	move	 people	 based	 on	 the	 inner	 aspects	 of	 the	 people	
working	 in	a	company	(Kagono,	2010,	p.46).	Kagono	examines	the	following	three	spirits,	
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arguing	 that	 these	 three	play	a	crucial	 role	 in	management:	 the	 first	 is	 the	citizen’s	 spirit	
demonstrated	through	diligence	in	social	nature,	which	is	espoused	by	Weber	(1920);	the	
second	 is	 the	 entrepreneurial	 spirit	 that	 is	 promoted	 by	 Sombart	 (1911,	 1913)	 and		
Shumpeter	 (1926),	pointing	 to	a	 strong	will	 to	accomplish	whatever	an	 individual	has	 set	
out	 to	 do;	 and	 the	 third	 is	 the	 commercial	 spirit	 advocated	 by	 Smith	 (1776)	 ,	 which	 is	
characterized	by	a	rational	mindset.	The	description	of	the	three	management	spirits	and	
their	key	words	are	shown	in	Table	1.	
	
Table	1.	The	Three	Management	Spirits	

Name	
(reference)	

Explanation	 Keywords	

Citizen’s	spirit	
(Max	Weber)	

To	respect	social	and	workplace	rules,	
work	diligently,	have	an	obedient	
mindset,	and	be	able	to	control	oneself	
	

Diligence,	loyalty,	
moderation,	

overconfidence,	altruism,	
steadfastness,	honesty	

Entrepreneurial	
spirit	

(Werner	
Sombart,	
Joseph	

Shumpeter)	

strong	willpower	to	actualize	dreams	by	
pursuing	something	without	limits,	
overcoming	various	obstacles	and	raising	
a	fighting	spirit	

Passion,	creative	
destruction,	victory,	

conquest,	motive,	ultimate	
pursuit,	vocation,	spirit	
without	risk	and	fear	

Commercial	
spirit	

(Adam	Smith)	

the	spirit	to	pursue	abstract	benefits	and	
satisfy	one’s	interests	through	rational	
judgement	

rationality,	commitment	to	
numbers,	self-interest,	real	

intention	
	

In	 addition,	what	 is	 important	 for	 the	mindset	 of	management	 is	 striking	 a	 balance	
between	the	three	spirits.	In	other	words,	Kagono	states	the	necessity	of	opposing	spirits	in	
the	realm	of	corporate	management.	The	key	to	the	management	spirit	is	to	balance	these	
three	spirits.	The	balance	mechanism	for	these	spirits	is	shown	in	Table	2	below.	
	
Table	2.	Dynamism	of	the	“Three	Management	Spirits”	
Classification	 Explanation	
Temporal	
balance	

balancing	to	emphasize	each	spirit	according	to	time	
	

Spatial	balance	
No.1	

balancing	to	emphasize	each	spirit	according	to	hierarchy	(e.g.	
emphasizing	the	entrepreneurial	spirt	for	executives,	the	citizen’s	spirit	
for	employees,	and	the	commercial	spirit	for	middle	management)	

	
Spatial	balance	

No.2	

balancing	to	emphasize	each	spirit	according	to	its	function	(e.g.	
emphasizing	the	citizen’s	spirit	and	the	entrepreneurial	spirit	in	the	
production	department;	the	citizen’s	spirit	and	the	commercial	spirit	in	
the	sales	department;	and	the	entrepreneurial	spirit	and	the	citizen’s	
spirit	in	the	R&D	department)	

	
However,	 Kagono	 (2010)	 stops	 at	 the	 conceptual	 overview	 of	 the	 three	 spirits.	

Therefore,	 aspects	 that	 have	 not	 been	 empirically	 proven	 through	 specific	management	
practices	can	be	brought	forward	as	issue	items	in	the	future.			
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In	addition,	there	is	inadequate	research	beyond	corporate	boundaries	regarding	the	
effectiveness	 of	 philosophy-based	management	 systems	 for	 corporate	 transformation	 in	
business	administration.	As	the	case	of	 	 	Kyocera	group's	corporate	transformation,	some	
researches	 have	 been	 accumulated	 in	 terms	 of	 the	 effectiveness	 of	 “Amoeba	
Management”	 which	 has	 also	 been	 developed	 by	 Kazuo	 Inamori	 (e.g.	 Shio	 and	 Kirihata,	
2013;	 Tani	 and	 Kubota,	 2012).	 However,	 there	 is	 little	 literature	 on	 the	 relationship	
between	corporate	transformation	and	Inamori	philosophy.	Therefore,	further	research	is	
required.	
	

RESEARCH	METHOD:	CASE	STUDY	
	
Adoption	of	the	Case	Study	

In	this	study,	the	“case	study”	method	as	a	qualitative	research	method	was	
adopted.	According	to	Yin	(1994),	the	case	study	method	allows	the	researcher	to	ask	how	
and	why	questions	when	the	researcher	has	little	control	over	events	relating	to	the	
subject	under	study,	and	is	effective	for	both	the	exploratory	purpose	and	the	explanatory	
purpose,	as	well	as	for	developing	a	theory.	Furthermore,	the	method	is	effective	for	a	
study	subject	with	many	data	points,	such	as	time-series	analysis	(Yin,	1994).	

There	were	the	following	three	reasons	for	adopting	the	case	study	method	in	this	
study.	

• The	purpose	of	this	study	was	theory	development,	and	the	study	method	needed	
to	be	suitable	for	the	creation	of	theoretical	hypotheses	and	their	explanations.	

• The	study	aimed	to	clarify	in	a	chronological	order	the	management	approach	
(why	and	how)	employed	in	the	corporate	transformation	phase	that	lasted	a	
medium	to	long	period	of	time	(spanning	several	years),	based	on	the	corporate	
management	philosophy	with	no	clear	details	disclosed.	

• It	was	necessary	to	handle	high-context	contents	that	cover	a	relatively	long	
period	of	time	in	order	to	clarify	the	chain	of	effects	a	management	philosophy	
had	on	corporate	transformation,	and	its	mechanisms	(Numagami,	2000).	

	
Method	of	Handling	Case	Study	Data	

To	handle	qualitative	data	as	a	scientific	research	approach,	case	studies	follow	the	
three	principles	of	data	collection	proposed	by	Yin	(1994)	and	ensure	reliability	of	
qualitative	data	in	case	studies	by	specifically	implementing	the	following.	

• Use	of	multiple	sources	of	evidence	
• Use	 of	 face-to-face	 interviews	with	 the	management	who	 experienced	 the	 case	

being	studied,	emails	interviews	as	the	basis,	while	using	published	materials,	such	
as	 literary	 works	 written	 by	 the	 then	 management,	 industry	 research	 papers,	
corporate	 history,	 and	 published	 magazine	 articles	 as	 the	 secondary	 data.	 The	
primary	 and	 the	 secondary	 data	 were	 cross-validated	 to	 better	 understand	 the	
case.	

• Maintenance	of	a	chain	of	evidence	
• Information	on	date	and	time	of	data	collection,	interviewees	and	other	

information	providers	were	arranged	in	order	so	that	relationships	among	the	
collected	data	could	be	made	clear.	

• Review	by	key	informants	
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The	 persons	 in	 the	 company	 who	 provided	 the	 relevant	 information	 reviewed	 the	
completed	case	study	documents.	

In	 academic	 study,	 qualitative	 data	 should	 be	 carefully	 handled.	 The	 secondary	
materials	were	 collected	 from	a	wide	 range	of	published	documents	 for	 this	 study.	 They	
included	 information	 posted	 on	 the	 corporate	 website	 (including	 securities	 reports),	
articles	in	newspapers	and	magazines	(including	articles	posted	on	the	website	of	magazine	
publishers),	corporate	history,	patent	 information,	research	reports	and	papers	 (including	
works	written	by	researchers	and	personnel	belonging	to	the	company	being	studied),	and	
books	 (including	 research	 books).	 The	 primary	materials	 included	 the	 relevant	materials	
provided	by	the	company	studied,	face-to-face	interviews,	and	email	question-and-answer	
communications.	 The	 face-to-face	 interview	 covered	 the	 case	 being	 studied	 and	 was	
conducted	 several	 times	 with	 the	 person	 who	 dealt	 with	 the	 transformation	 of	 the	
corporation	under	study	as	a	member	of	the	management	or	as	an	administrator.	

Careers	 of	 the	 information	 providers	 were	 examined	 to	 better	 understand	 the	
background	of	the	information	given	orally.	Internal	materials	related	to	the	areas	covered	
by	the	interview	were	also	given	at	the	time	of	the	face-to-face	interview.	The	interviews	
were	 recorded	on	electromagnetic	media	 to	maintain	 correct	 records	of	 the	experiences	
and	the	views	of	the	world	of	internal	personnel	as	the	collected	data,	and	also	transcribed	
accurately	word	by	word	in	order	to	utilize	them	as	research	data.	
	
Research	Question	

This	 case	 study	 focused	 on	 understanding	 the	 characteristics	 of	 the	 Kyocera	
Philosophy	 as	 a	 management	 philosophy	 and	 finding	 its	 logic	 behind	 the	 efficacy	 in	
corporate	management.	Extra	attention	was	paid	to	the	areas	of	corporate	transformation,	
corporate	revitalization	and	Post	Merger	Integration	(PMI),	which	were	said	to	be	difficult	
to	achieve	in	the	realm	of	business	administration.		

Accordingly,	the	following	three	research	questions	were	posed:	RQ1	and	RQ2	led	
to	the	understanding	of	the	case	study,	and	RQ3	setup	as	the	main	inquiry	of	this	study.	

• RQ1:	What	was	the	process	of	business	revitalization?	
• RQ2:	What	was	the	practical	advantage	of	utilizing	Kyocera	philosophy	during	the	

business	revitalization?	
• RQ3:	 Did	 management	 based	 on	 Inamori	 Management	 Philosophy	 aid	 business	

revitalization?	Why	was	that?	Which	mechanisms	aided	business	revitalization?	
	

CASE	STUDY:	KYOCERA	MITA	CORPORATION	
Filing	for	bankruptcy	in	1998,	MITA	Industrial	Co.,	Ltd.	became	revitalized	as	KYOCERA	

MITA	 Corporation	 (the	 name	was	 changed	 to	 Kyocera	 Document	 Solutions	 Inc.	 in	 2012)	
through	 the	 assistance	 of	 KYOCERA	 Corporation.	 This	 paper	 examines	 the	 case	 study	 of	
corporate	transformation	that	has	been	carried	out	 for	KYOCERA	MITA,	which	was	based	
on	the	management	style	underpinned	by	the	Kyocera	Philosophy.	I	conducted	seven	face-
to-face	interviews	with	the	management	who	experienced	this	business	revitalization	(see	
Appendix	A).	
	
History	of	KYOCERA	MITA’s	Transformation		

The	overview	on	the	history	of	its	corporate	transformation	is	shown	in	Table	4.	The	
company	 fulfilled	 the	 terms	of	 the	 10-year	 reorganization	plan—based	on	 the	Corporate	
Reorganization	Act—seven	years	ahead	of	schedule,	and	having	integrated	with	Kyocera’s	
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printer	 business,	 it	 successfully	 transformed	 itself	 as	 the	 core	 business	 of	 the	 Kyocera	
Group.		
	
Table	4.	The	History	of	KYOCERA	MITA’s	Corporate	Transformation	
Aug.	1998	 MITA	Industrial	filed	papers	for	the	Corporate	Reorganization	Act	to	the	

Osaka	District	Court.			
Aug.	1998	 Chairman	Emeritus	Inamori	of	Kyocera	decides	to	support	MITA’s	

reorganization.		
Oct.	1998	 Kyocera	dispatches	Koji	Seki	(Kyocera’s	Executive	Director	and	Production	

Manager)	as	the	bankruptcy	trustee;	begins	reorganization	procedure.			
Jan.	1999	 Company-wide	presentation	of	the	new	management	policies;	begins	to	

incorporate	the	Kyocera	Philosophy	in	earnest.			
Jan.	2000	 Reorganization	plan	approved;	company	name	changes	to	KYOCERA	MITA	

Corporation	(Koji	Seki	as	the	first	president).		
March	
2002	

The	reorganization	plan	to	repay	the	debt,	which	exceeded	40	billion	JPY,	
(around	307	Million	US	Dollars)	in	10	years	was	completed	seven	years	ahead	
of	schedule.			

April	2002	 KYOCERA	MITA	integrates	with	Kyocera’s	printer	business.		
June	2003	 In	fiscal	2003,	KYOCERA	MITA	achieved	net	sales	of	200	billion	JPY	(around	1.7	

billion	US	Dollars),	and	pre-tax	profit	margin	of	more	than	10%.		
April	2012	 Company	name	changed	to	KYOCERA	Document	Solutions;	becomes	the	core	

company	under	Kyocera	Group	with	net	sales	exceeding	240	billion	JPY.	
(around	3.0	billion	US	Dollars)	

Source:	Based	on	internal	documents	as	well	as	interviews.	
	

The	Bankruptcy	of	MITA	Industrial	and	Announcement	of	Kyocera’s	Support	
Founded	 in	 1948	 as	 a	manufacturer	 of	 copying	machines	 in	 Osaka,	MITA	 Industrial	

filed	 to	 initiate	 the	 proceedings	 for	 the	 Corporation	 Reorganization	 Act	 at	 the	 Osaka	
District	 Court	 on	 August	 10th,	 1998,	 and	 effectively	 went	 bankrupt.	 The	 total	 debt	
amounting	to	205.7	billion	JPY	was	considered	to	be	the	 largest	bankruptcy	of	any	 in	the	
manufacturing	industry	in	post-War	Japan1.		

President	 Yoshihiro	 Mita	 of	 MITA	 Industrial	 had	 requested	 for	 help	 from	 Kazuo	
Inamori,	 Chairman	 Emeritus	 of	 Kyocera	 in	 July	 1998—one	month	 before	 it	 went	 under.	
Kyocera	 itself	had	 just	booked	a	 loss	 in	 the	 fiscal	year	ended	March	31,	1998.	Under	 the	
unfavorable	management	climate,	he	still	decided	to	assist	MITA	Industrial	and	dispatched	
five	 employees	 from	 Kyocera	 to	 investigate.	 In	 October	 1998,	 Executive	 Director	 and	
Production	Manager,	Koji	Seki	of	Kyocera	was	sent	to	MITA	as	the	bankruptcy	trustee.	At	
the	time,	Seki	states,	he	predicted	that	he	was	going	to	be	sent	over	to	the	ailing	company	
because	 he	 has	 overseen	 the	 printing	 business	 at	 Kyocera	 and	 because	 there	 were	
structural	differences	between	the	businesses	of	two	companies—Kyocera’s	core	business	
was	 in	 ceramics	 components	 as	opposed	 to	 the	 finished	product	of	 copying	machines	of	
MITA’s2.		

It	 has	 been	 noted	 in	 the	 interview	 that	 until	 December	 1998,	 the	 reorganization	
procedure	 was	 being	 implemented	 under	 the	 auspices	 of	 the	 Osaka	 District	 Court	

																																																								
1	(1998,	August	11).	Nihon	Keizai	Shimbun	(Japanese	newspaper),	morning	edition,	p.9	
2	Based	on	the	Interview	with	Kouji	Seki	on	October	18th,	2016.	
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(bankruptcy	 trustee	 was	 Makoto	 Miyazaki,	 an	 attorney)	 based	 on	 the	 Corporation	
Reorganization	 Act,	 and	 rather	 than	 Kyocera	 taking	 the	 lead	 on	 its	 proceedings,	 it	 was	
actually	 the	 court	 that	 was	 spearheading	 the	 affairs3.	 It	 was	 a	 particularly	 unforgiving	
restructuring	process	that	included	the	following:	status	briefing	and	coordination	with	the	
creditors;	debt	waiver	by	the	banks,	and	a	20%	downsizing	in	workforce	that	centered	on	
its	 management4.	 At	 the	 same	 time,	 Seki	 had	 visited	 MITA	 Industrial’s	 overseas	 and	
domestic	 distributors,	 taking	 great	 pains	 to	 explain	 that	 business	would	 continue	 due	 to	
Kyocera’s	backing5.	The	reorganization	plan	was	formulated	the	following	October	of	1999,	
which	 was	 approved	 in	 January	 of	 2000,	 and	MITA	 was	 launched	 as	 the	 new	 KYOCERA	
MITA	with	the	first	president	Seki	at	its	helm.		
	
Business	Outcomes	by	Corporate	Transformation		

Its	 performance	 under	 the	 transformation	 has	 been	 dramatic.	 Sales	 continued	 to	
grow,	 and	 in	 fiscal	 2003,	 its	 net	 sales	 were	 almost	 twice—200	 billion	 JPY	 (about	 1.7	 US	
dollars)—the	amount	compared	to	right	after	its	bankruptcy	filing.	In	fiscal	2014,	it	booked	
a	sales	figure	exceeding	300	billion	JPY	(about	2.7	US	dollars),	becoming	the	core	company	
of	the	Kyocera	Group	claiming	more	than	20%	of	net	sales	by	segment.		
	

	
Figure	1.	Change	in	business	outcomes	”Sales”	(billion	JPY)6	

Source:	Based	on	internal	documents	
	

At	the	time	of	its	insolvency,	MITA	chafed	under	its	huge	debt,	but	in	its	pre-tax	profit	
margin	 in	 fiscal	 2001,	 it	 had	 turned	 a	 profit,	 and	 it	 achieved	 over	 10%	 in	 fiscal	 2003—
industry’s	top.		

	
	
	

																																																								
3	Based	on	the	Interviewed	with	Yoshihiro	Tagawa	on	September	9th,	2016.	
4	Based	on	the	Interview	with	Kouji	Seki	on	October	18th,	2016.	
5	Based	on	the	Interview	with	Kouji	Seki	on	October	18th,	2016.	
6	Calculated	by	around	105	JPY	per	a	dollar 
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Figure	2.	Change	in	Business	Outcomes	“pre-tax	profit	margin”	

Source:	Based	on	internal	documents	
	
Establishing	New	Management	Policies	and	Introducing	the	Philosophy	under	Corporate	
Transformation	

Generally	 speaking,	 many	 Japanese	 companies	 (e.g.,	 Kyocera,	 Panasonic)	 have	 a	
system	in	which	the	corporate	philosophy	is	read	aloud	together	every	morning.		

	
Company-Wide	 Announcement	 of	 the	 New	 Management	 Policies	 and	 Ambitious	 Goal	
Setting7	

In	 January	 1999,	 Seki	 briefed	 all	 the	 employees	 of	 the	MITA	 Industrial	 on	 the	 new	
management	policies.	Until	that	moment,	it	had	been	unprecedented	for	the	management	
class,	starting	with	the	president,	to	directly	discuss	its	business	policies	or	business	goals	
by	facing	the	entire	workforce.				

He	 explains	 that	 his	 actions	 were	 rooted	 in	 his	 desire	 to	 share	 with	 the	 whole	
company	that	they	were	going	to	rebuild	the	business	together.	At	the	time,	Canon,	Ricoh,	
and	 Xerox	 were	 considered	 as	 MITA’s	 competitors,	 exposing	 a	 substantial	 lag	 in	 sales	
volume,	production	capabilities	and	technological	feats	as	well.	However,	he	stressed	that	
the	 profit	 ratio	 only	 amounted	 to	 a	 difference	 of	 several	 percentage	 points,	 and	 set	 a	
company-wide	 goal	 to	 exceed	 10%	 in	 pre-tax	 profit	 margin—a	 feat	 that	 has	 not	 been	
achieved	 throughout	 the	 industry.	 He	 states	 that	 he	 had	 the	 impression	 initially	 of	 not	
being	 taken	 seriously	 for	 having	 set	 an	 ambitious	 goal	 of	 10%	 by	 a	 company,	 which	
formerly	 filed	 for	bankruptcy	under	mounting	debt.	But	he	has	equally	 set	 extraordinary	
goals	 in	 his	 past	 work	 experiences	 (the	 revamping	 of	 Kyocera’s	 Tamaki	 Plant	 and	
Fukushima	 Plant).	 At	 the	 core	 was	 his	 resolute	 commitment	 in	 one,	 “Toward	 being	 a	
company	that	will	never	go	bankrupt	again,”	and	second,	“Believe	strongly	in	what	we	can	
do.”	These	beliefs	were	similar	to	what	Inamori	used	to	say	at	meetings:	“I	am	a	dreamer	
who	 dreams.”	 This	 was	 in	 fact	 the	 application	 of	 one	 of	 the	 tenets	 of	 the	 Philosophy:	
“Maintain	an	Ardent	Desire	that	Penetrates	Your	Subconscious.”			
	
	
	

																																																								
7	Based	on	the	Interview	with	Kouji	Seki	on	October	18th,	2016.	
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Introducing	the	Philosophy8	

Seki	 placed	 resolute	 will	 power	 at	 the	 core	 of	 the	 challenge,	 and	 designated	 the	
Philosophy	as	that	willpower’s	source.	He	introduced	the	Philosophy	from	the	initial	stages	
of	corporate	recovery,	which	was	in	a	state	of	crisis,	and	shared	its	values	to	elevate	each	
and	 everyone’s	 mindset	 about	 their	 working	 style	 and	 to	 bring	 a	 sense	 of	 unity	 to	 the	
workplace,	 as	 well	 as	 to,	 “Align	 Mental	 Vectors.”	 He	 mentioned,	 "pursuit	 of	 profit	 and	
altruism	is	not	contradictory"	in	particular.	

	
Table	5.	Main	Historical	Timelines	on	the	Introduction	of	Kyocera	Philosophy	
Nov.	1998	 Book	offer	of	Philosophy	of	Inamori	Kazuo,	404	apply	to	purchase	
Dec.	1998	 Excerpts	from	the	Philosophy	are	read	out	loud	during	the	morning	

meeting	broadcast	
May	1999	 Book	offer	of	Enhancing	your	mind,	grow	the	business,	805	apply	to	

purchase	
July	1999	 Kyocera	Philosophy	Pocketbook	distributed;	employees	take	turns	to	read	

at	the	workplace	
Oct.	1999	 President	Seki	has	hosted	8	Philosophy	study	seminars;	104	department	

and	business	office	heads	have	participated	
Jan.	2000	 1st	philosophy	essay	contest	with	2,573	submissions	(98.5%	of	employees)	
June	2000	 Philosophy	study	seminars	have	been	hosted	20	times;	409	section	chiefs	

participate	
Oct.	2000	 Distribution	of	Accounting	Pocketbook;	employees	take	turns	to	read	at	

the	workplace	
Dec.	2000	 Subscription	offering	of	Seiwajyuku	Journal	begins		
Jan.	2001	 The	2nd	philosophy	essay	contest	with	2,535	submissions	(93.7%	of	

employees)	
Feb.	2001	 Distribution	of	Lecture	Series	by	Chairman	Emeritus;	employees	take	turns	

to	read	at	workplace;	Shimazu	Iroha	song	offering		
March	2001	 The	Philosophy	study	seminars	have	been	hosted	9	times;	141	domestic	

sales	managers	participate	
July	2001	 Distribution	of	Kyocera	Philosophy	Handbook	to	all	employees;	staff	take	

turns	reading	it	at	workplace.		
July	2001	 Accounting	study	seminars	have	been	hosted	10	times;	426	department	

heads	participate	
Source:	Based	on	internal	documents	as	well	as	interview.	

	
The	actual	person	who	oversaw	the	implementation	of	the	Philosophy	was	Yoshihiro	

Tagawa,	an	employee	from	Kyocera	who	was	transferred	to	MITA	 Industrial	 in	December	
1998.	 He	 started	 reading	 aloud	 two	 pages	 from	 the	 Kyocera	 Philosophy	 pocketbook	
(undistributed)	every	morning	during	the	morning	meeting	over	the	in-house	broadcasting	
system	 that	 he	 himself	 set	 up.	 His	 intent	 was	 to	 provide	 an	 opportunity	 for	 the	MITA’s	
employees	 to	 gain	 an	 understanding	 over	 what	 kind	 of	 a	 company	 Kyocera	 is	 and	 its	
management	 philosophy,	 and	 the	 recitation	 method	 had	 not	 even	 been	 adopted	 at	
Kyocera.	He	was	never	imposing	and	was	very	cautious	about	advancing	the	Philosophical	
																																																								
8	Based	on	Internal	documents	as	well	as	the	interview	with	Yoshihiro	Tagawa	on	September	9th,	2016	and	the	
Interview	with	Kouji	Seki	on	October	18th,	2016.	
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tenets.	He	states	that	he	felt	the	daily	readings	were	starting	to	make	a	difference	when	he	
became	 aware	 of	 the	 growing	 responses	 from	 the	 employees	 saying,	 “The	 sayings	 are	
obvious	but	I	have	not	been	able	to	apply	it.”		

At	 the	 time,	 the	 Kyocera	 Philosophy	 Pocketbook	 was	 prohibited	 to	 be	 distributed	
outside	of	Kyocera.	However,	as	a	request	from	MITA	Industrial,	which	was	to	become	one	
of	the	Kyocera	Group	companies	in	the	future,	a	direct	permission	was	sought	and	received	
from	Chairman	 Emeritus	 Inamori	 for	 its	 circulation	 outside	 of	 Kyocera	 in	 July	 1999.	 As	 a	
result,	the	Pocketbook	was	provided	to	all	the	employees	of	MITA	Industrial—the	first	ever	
to	be	given	outside	of	Kyocera.	Making	a	circle	at	the	workplace,	an	employee	would	take	
turns	every	morning	by	reading	one	philosophical	tenet	per	paragraph.	The	specific	format	
was	that	the	person	whose	turn	it	was	to	read	would	recite	one	tenet	and	comment	on	it,	
then	managers	would	add	their	thoughts.		

Subsequently,	MITA	 Industrial	 implemented	 full-fledged	Kyocera	Philosophy	 training	
courses	from	October	to	December	1999.	First,	Seki	visited	the	eight	business	sites	around	
the	country	and	spoke	to	and	shared	with	104	department	and	business	office	heads	about	
his	thoughts	on	what	it	means	to	be	a	leader.	Then,	Tagawa	took	charge	of	the	educational	
undertaking	as	he	envisioned	the	ideal	form	of	an	on-site	leader	by	taking	inspiration	from	
“To	 Become	 an	 Excellent	 Leader”	 that	 is	 found	 in	 the	 Philosophy	 Pocketbook.	
Consequently,	 the	 Philosophy	 Study	 Seminars	 for	 section	 heads	 took	 place	 from	 June	 to	
December	 2000,	 followed	 by	 another	 for	 domestic	 sales	 managers	 from	March	 to	 May	
2001.	Study	Seminars	were	always	followed	by	a	KOMPA	or	get-togethers	at	night,	where	
members	from	different	sections	would	talk	about	their	work.	These	gatherings	were	non-
existent	 during	 the	 days	 of	 MITA	 Industrial,	 and	 employees	 believed	 that	 they	 could	
deepen	 their	mutual	understanding	over	 their	hardships	 and	 thoughts.	Coupled	with	 the	
dramatic	 improvement	 in	 business	 performance	 from	 2001,	 working	 style	 based	 on	 the	
Philosophy	had	begun	to	be	more	accepted.		

Throughout	the	process	to	share	the	Philosophical	study	series,	 the	following	values	
were	instilled	in	the	employees	of	MITA	Industrial:	“Strong	Desire,”	“Align	Mental	Vectors,”	
“Management	by	All,”	“Transparent	Management,”	“Extended	Family	Principle,”	and	“Cost	
Consciousness.”		
	
Cost	Consciousness	Reform9	

Seki,	 who	 was	 originally	 dispatched	 as	 the	 bankruptcy	 trustee	 since	 October	 1998,	
promptly	 took	 control	 over	matters	 of	 expenditures	 by	 implementing	 a	 structure	where	
any	 outlays	 would	 have	 to	 go	 through	 him	 first.	 At	 MITA	 Industrial,	 none	 of	 the	
departments	were	privy	to	the	numerical	 figures	of	management	accounting,	which	were	
directly	 connected	 to	 the	 financial	 results,	 and	 the	 investigative	 team	 from	 Kyocera	
strongly	felt	that	MITA	had	a	weak	sense	of	cost	consciousness10.	After	Seki	announced	the	
new	 management	 policies,	 he	 continued	 to	 utter	 the	 motto,	 “Pre-tax	 profit	 margin	 in	
excess	 of	 10%”	 and	 “Numbers	 are	 everything,”	 and	 tried	 to	 raise	 the	 company-wide	
awareness	for	cost	consciousness.		

Starting	in	July	1999,	MITA	Industrial	 launched	the	Amoeba	Management	System—a	
proprietary	 system	 developed	 by	 Kyocera—as	 a	 method	 for	 management	 accounting.	

																																																								
9	Based	on	the	Interviewed	with	Yoshihiro	Tagawa	on	September	9th,	2016.	
10	Based	on	the	Interviewed	with	Yoshihiro	Tagawa	on	September	9th,	2016.	Initially,	the	employees	were	not	told	
until	 the	 financial	 statements	 were	 announced	 whether	 the	 company	 made	 a	 profit	 or	 loss.	 They	 were	 very	
shocked	once	they	could	track	their	profit	margin	on	a	monthly	basis. 
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Contrary	 to	 Kyocera,	 which	 manufactures	 components,	 the	 business	 model	 of	 MITA	
Industrial	 rested	 on	 earning	 recurring	 profits	 through	 the	 rendition	 of	 services,	 first	 by	
building	a	finished	product	called	the	copying	machine	and	then	having	a	distributor,	which	
is	a	separate	business	entity,	install	them	at	its	corporate	clients.	Therefore,	MITA	initially	
brought	 in	Amoeba	Management	as	a	 form	of	management	accounting,	which	 is	distinct	
from	 Kyocera’s	 formula	 where	 the	 broken-down	 amoebas	 conduct	 in-house	 sales	 and	
purchases11.	 Its	objective	was	to	initiate	reform	of	their	mindset	with	an	emphasis	on	the	
point	of	“Elevate	Cost-Consciousness”	that	is	pointed	out	in	the	Philosophy.	In	September	
1999,	 MITA	 started	 to	 create	 “hourly	 efficiency	 reports,”	 the	 essence	 of	 Amoeba	
Management.	After	 its	staged	 implementations,	daily	margins	became	visible	 for	 the	 first	
time	 and	 the	 added	 value	 of	 each	 department	 was	 now	 readily	 available.	 When	 the	
monthly	financial	report	turned	a	profit,	staff	were	motivated	to	achieve	the	same	for	the	
half-year	 one,	 and	 gradually	 a	 cost	 consciousness	 developed	 in	 everyone’s	 mind	 where	
they	 became	 more	 averse	 to	 waste.	 Seki	 distinctly	 felt	 that	 by	 the	 latter	 part	 of	 2000,	
Philosophical	phrases	were	on	people’s	lips12.		
	
Integration	with	Kyocera’s	Printer	Business		

Seki	states	that	the	biggest	challenge	in	the	phase	for	KYOCERA	MITA’s	corporate	
transformation	was	the	integration	between	Kyocera’s	printer	business	and	the	former	
MITA	Industrial’s	copying	machine	business13.	In	the	section,	the	merger	will	be	examined	
from	the	aspects	of	product	development,	manufacturing,	sales,	work	process	and	
Information	System.		
	
History	of	Business	Integration	

Ever	since	Kyocera	announced	its	support	in	1998,	Kyocera	and	KYOCERA	MITA	have	
pursued	ways	to	demonstrate	their	synergies.	As	a	result,	they	started	reviewing	the	
specificities	of	their	future	business	integration.	For	example,	the	realignment	of	the	
former	MITA	Industrial’s	personnel	system	to	Kyocera’s	had	taken	place	before	the	actual	
merger14.			

Actually,	KYOCERA	MITA	had	fulfilled	the	terms	for	its	reorganization	plan	seven	years	
ahead	of	schedule	in	March	2002,	and	in	April	of	the	same	year,	Kyocera’s	Printer	Division	
was	brought	over	to	KYOCERA	MITA’s	side	to	follow	through	on	their	merger.	
Consequently,	employees	of	both	companies	started	to	undertake	copying	machine	and	
printer	business	as	a	unified	team.		
	
Product	Development	Reform15	

Ever	since	the	start	of	Printer	Division	in	198616,	Kyocera	has	been	able	to	accumulate	
its	 strength	 in	 the	 following	 areas:	 proprietary	 device	 centering	 on	 “a-Si	 Photoreceptor	
Drum”;	 long-life	 xerography	 process;	 controller	 technology;	 and	 software	 network	

																																																								
11	Based	on	the	Interviewed	with	Yoshihiro	Tagawa	on	September	9th,	2016.	
12	Based	on	the	Interviewed	with	Yoshihiro	Tagawa	on	September	9th,	2016.	
13Based	on	the	Interview	with	Kouji	Seki	on	October	18th,	2016.	
14	Based	on	the	Interview	with	Yoshihiro	Tagawa	on	September	9th,	2016.	
15	Based	on	Internal	documents	as	well	as	the	interview	with	Keiji	Itsukushima	on	December	13th,	2016.	
16	Based	on	Internal	documents	as	well	as	the	interview	with	Keiji	 Itsukushima	on	December	13th,	2016.	Kyocera	
has	a	past	of	developing	a	copier	(analog)	in	1980,	but	it	effectively	retreated	from	the	business	in	1984.	By	taking	
advantage	of	 its	 technical	 legacy,	 it	has	a	history	of	selling	 its	unique	product	during	the	early	days	of	 the	 laser	
printer	market. 
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technology.	 The	 long-life	 xerography	 process	 was	 known	 as	 “Ecosys	 technology”	 in	 and	
outside	of	the	company.	On	the	other	hand,	the	strengths	of	the	old	MITA	Industrial	lied	in	
its	 possession	 of	 mechanism	 technology	 that	 could	 design	 a	 fairly	 complicated	 product	
called	the	copying	machine,	and	its	mechanical	design	technology	of	peripheral	systems	for	
paper	feed	and	post	processing	operations.		

After	 KYOCERA	 MITA	 was	 launched	 in	 January	 2000,	 a	 mixed	 unit	 was	 formed	
together	with	Kyocera’s	Printer	Division	in	its	first	showing	of	their	synergy,	and	KYOCERA	
MITA’s	 first	 ever	 black	 and	 white	 digital	 Multi-Functional	 Product	 (MFP)	 KM2530/3530	
went	 on	 sales	 in	 August	 2001.	 This	 product	 line	 adopted	 “Ecosys	 technology”	 that	 is	
embedded	 in	 Kyocera’s	 printers,	 which	 provides	 extended	 lifetime	 technology.	 In	 other	
words,	 from	 the	 standpoint	 of	 total	 cost	 and	 environmental	 friendliness,	 it	 was	 an	
enormous	 success.	 By	 combining	 the	 two	 companies’	 specialties	 from	 the	perspective	of	
product	 development,	 KM2530/3530	 became	 a	 symbolic	 product	 of	 the	 new	 KYOCERA	
MITA.	The	success	rapidly	brought	both	companies	together.				
	
Production	Reform17	

Drawing	 his	 conclusion	 from	 his	 long	 years	 of	 manufacturing	 experience	 at	 plants,	
Seki,	who	was	the	Production	Manager	of	Kyocera’s	printer	business,	believed	that	one	of	
the	main	 reasons	 for	MITA	 Industrial’s	 bankruptcy	 was	 due	 to	 the	 quality	 issues	 arising	
from	 its	 defective	production.	 Separately,	 he	directed	Kyocera’s	 Printer	Division	 and	was	
involved	in	the	mass	production	of	printers	at	the	Tamaki	Plant	in	Mie	Prefecture18.	At	the	
time,	 the	 standard	 of	 MITA	 Industrial’s	 design	 capabilities	 and	 knowledge	 accumulation	
was	 high	 enough	 for	 Kyocera’s	 Printer	 Division	 to	 outsource	 its	 designs	 to	 them,	 but	 he	
states,	there	were	huge	issues	with	their	production	quality.	The	crux	of	the	problem	was	
believed	to	be	the	inability	on	the	part	of	the	distributors	to	conduct	aggressive	sales	due	
to	the	large	volume	of	grievances	that	were	reported	after	installing	their	finished	products	
to	 the	 corporate	 clients.	 MITA	 Industrial	 was	 one	 of	 first	 in	 the	 industry	 to	 build	 a	
production	 site	 called	 the	MITA	 Center	 in	 Hong	 Kong,	 but	 including	 its	 Hirakata	 Plant	 in	
Osaka,	its	manufacturing	method	did	not	meet	the	acceptable	level.		

Seki’s	pet	theory	was	the	potential	to	generate	profits	at	the	production	line,	and	he	
sought	for	a	site	that	had	the	capacity	for	mass	production	at	a	low-cost	while	he	tried	to	
recruit	enough	factory	workers,	which	led	to	his	decision—by	coordinating	with	Chairman	
Emeritus	Inamori—of	constructing	a	plant	at	Shilong	in	China.	And	through	a	joint	venture	
with	a	Chinese	firm,	the	plant	became	operational	from	December	2001.	The	Shilong	Plant	
adopted	the	production	know-how	that	was	engendered	at	the	Tamaki	Plant	for	Kyocera’s	
printer	business,	while	aligning	it	to	the	formula	that	was	unique	to	China’s	local	situation.	
For	 example,	 he	 sought	 to	 take	 advantage	 of	 the	 abundant	 and	 low-cost	 labor	 force	 by	
classifying	 the	 work	 process	 with	 relatively	 short	 man-hours,	 and	 implementing	 a	
mechanism	where	any	one	of	the	factory	workers	could	press	a	button	to	stop	the	entire	

																																																								
17	Based	on	Internal	documents	as	well	as	the	interview	with	Kouji	Seki	on	October	18th,	2016	and	the	interview	
with		Keiji	Itsukushima	on	December	13th,	2016.	
18	Tamaki	Plant	was	a	physically	small	plant	which	could	only	allot	100	to	150	members	for	the	assembly	work	as	a	
manufacturing	 unit.	 Therefore,	 it	 had	 adopted	 a	 system	 where	 through	 unit	 structuralization,	 each	 unit	
outsourced	its	specialization.	In	the	surrounding	area	of	the	Tamaki	Plant,	the	outsourcing	manufacturers	were	in	
position	to	take	on	their	order,	and	similar	to	the	Toyota	production	system,	components	were	delivered	under	
the	Just	In	Time	method.	In	addition,	it	was	the	first	company	to	employ	the	multi-skilled,	cell	production	system,	
and	 there	was	 a	 170%	 increase	 in	 productivity	 from	 the	 days	 of	 straight	 line	 assembly.	 Beginning	with	 Toyota	
Motor,	many	companies	came	to	observe—that	was	how	cutting-edge	their	mechanism	was. 
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production	 line	 in	 order	 to	 prevent	 the	 creation	 of	 defective	 products:	 the	 structural	
framework	based	on	Seki’s	philosophy	of	pursuing	excellency	 in	manufacturing	had	been	
implemented.	 Similar	 to	 the	 Japanese	 counterparts,	 the	 management	 style	 towards	 the	
Chinese	workers	at	the	Shilong	Plant	was	founded	on	the	Kyocera	Philosophy	of	“Extended	
Family”	Principle19	(edited	by	Itami	2013,	pp.199-235).		

	
Sales	Reform20		

The	 business	model	 for	 printers	 and	 copying	machines	 is	 based	 on	 the	 practice	 of	
generating	profits	through	the	provision	of	follow-up	services	after	sales.	The	issue	for	the	
Printer	 Division	 of	 Kyocera	 since	 its	 launch	 has	 been	 its	 uneven	 sales	 performance	 that	
varied	 largely	depending	on	 the	 region.	Compared	 to	 its	well-known	competitors	 such	as	
Canon,	which	was	a	household	name	in	Japan,	and	Hewlett-Packard	that	dominated	the	US	
market,	Kyocera	had	been	chafing	under	 its	not-so-well-known	brand	name	for	20	years.	
Europe,	 on	 the	 other	 hand,	 was	 not	 heavily	 brand	 oriented	 and	 had	 a	 high	 degree	 of	
environmental	consciousness.	It	was	also	necessary	to	customize	the	software	for	business	
printers	that	were	embedded	in	the	line	of	work	for	every	commercial	entity.	As	a	result,	
Kyocera’s	 business	 expansion	 in	 Europe	 was	 progressing	 fairly	 smoothly	 as	 it	 built	 a	
network	of	emerging	distributors	that	were	well	versed	in	IT.			

For	MITA	Industrial,	their	largest	sales	network	had	been	in	the	United	States,	and	its	
hold	 on	 business	 assets	was	 still	 strong	 at	 the	 time	 of	 their	 bankruptcy.	 Therefore,	with	
Kyocera’s	 relatively	 strong	 foothold	 in	 Europe	 coupled	 with	 MITA	 Industrial’s	 solid	
presence	in	the	US,	they	could	find	synergy	in	the	sales	channel	aspect21.	Furthermore,	the	
aforementioned	 rise	 in	 sales	 has	 been	 due	 to	 its	 aggressive	 overseas	 expansion,	with	 its	
sales	ratio	exceeding	74.4%	in	2002,	and	reaching	close	to	90%	in	fiscal	2016.		
	
Business	Process	and	Information	System	Reform22	

Although	Kyocera’s	Printer	Division	was	integrated	into	KYOCERA	MITA	in	April	2002,	
the	combined	 two	companies	 left	behind	a	host	of	discrepancies	 in	 the	business	process	
that	 were	 cause	 for	 major	 inefficiencies:	 production	 items	 exceeding	 50,000;	 about	
200,000	components;	four	production	sites	at	home	and	abroad;	and	four	sales	groups	in	
the	 four	 regions	 around	 the	 world.	 Furthermore,	 two	 different	 information	 systems	 (IS)	
were	 at	work	 simultaneously:	 the	old	MITA	 Industrial	 used	 an	office	 computer	 based	on	
IBM’s	AS400,	and	Kyocera’s	old	Printer	Division	utilized	a	host	computer	as	its	platform.	For	
example,	 the	 main	 IS	 for	 the	 old	 MITA	 Industrial	 was	 being	 internally	 developed,	 and	
accounting	numbers	were	starting	to	be	calculated	automatically.	But	from	the	viewpoint	
of	Amoeba	Management,	all	the	numbers	that	had	to	be	managed	at	midpoint	were	being	
calculated	 without	 the	 necessary	 checks	 and	 approval	 process.	 In	 addition,	 each	
department	 had	 its	 own	 Access	 database,	 but	 not	 a	 uniform	 design	 that	 was	 shared	
company-wide.		

For	 the	 purpose	 of	 shortening	 the	 development	 period	 and	 reducing	 inventories,	
what	 Seki	 did	 the	 following	 year	 after	 the	 completion	 of	 the	 reorganization	 plan,	 was	

																																																								
19	Retrieved	April	9th,	2017	from	Kyocera	Document	Solutions’	Website	about	the	Shilong	Plant	
“http://www.kyoceradocumentsolutions.co.jp/plant/sekiryu/outline.html”	
20	Based	on	Internal	documents	as	well	as	the	interview	with	Keiji	Itsukushima	on	December	13th,	2016.	
21	Based	on	Internal	documents	as	well	as	the	interview	with	Keiji	Itsukushima	on	December	13th,	2016.	
22	Based	on	the	interview	with	Tetsuya	Mori	on	October	3rd,	2016	and	the	interview	with	Masahiko	Nishie	on	
December	27th,2016. 
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deciding	on	making	a	large-scale	investment	that	was	more	than	10	billion	JPY.	Specifically,	
this	meant	the	integration	of	the	business	process	of	the	two	companies	and	the	creation	
of	the	main	IS	and	system	integration	with	SAP/R3	as	its	base.	This	was	called	the	Business	
Innovation	 (BI)	 project,	 and	 several	 hundred	 development	 engineers	 were	 mobilized	 to	
create	 the	new	main	 IS.	 The	project	was	 launched	 in	April	 2003	 and	 the	new	 integrated	
system	 went	 live	 in	 April	 2004.	 Fortunately,	 the	 system	 went	 operational	 without	 any	
delays,	 and	 the	 goals	 for	 inventory	 reduction	 and	 shortened	 development	 period	 were	
abridged.	 Even	 at	 the	 point	 of	 2016,	 business	 operations	 are	 undertaken	 based	 on	 this	
main	IS.		

He	believes	 that	 the	efficacy	of	 the	Philosophy	had	been	demonstrated	during	 the	
integration	process.	For	instance,	because	of	the	tenets	of	Kyocera	Philosophy	such	as	the	
law	 of	 “Always	 Double-Check,”	 it	 proved	 to	 be	 effective	 in	 gaining	 the	 understanding	 of	
business	 requirements	 by	 foreign	 employees	 and	 in	 overseas	 sites23.	 The	 creation	of	 the	
required	 approval	 process—at	 certain	 junctures—for	 the	 accounting	 values	 was	
streamlined	based	on	 the	Philosophy.	Also,	 “Transparent	Management”	had	become	 the	
system	requirement,	and	Mori	feels	that	there	were	no	additional	conditions	that	were	put	
on	them	when	they	had	to	deal	with	the	Sarbanes-Oxley	Act	(SOX)	later24.	In	addition,	the	
communication	 between	 the	 employees	who	 share	 the	 basic	 precepts	 of	 the	 Philosophy	
had	 helped	 in	 creating	 a	 sense	 of	 unity	 in	 their	 awareness.	 Lastly,	 by	 overcoming	 this	
challenging	 project,	 Nishie	 is	 convinced	 that	 the	 barrier	 between	 the	 staff	 of	 the	 old	
Kyocera	and	old	MITA	Industrial	had	instantly	been	taken	away25.		
	

	
Chart	1.	The	Relationship	of	the	Reform	Process	and	the	Philosophy	

	
Putting	the	Philosophy	into	Practice:	The	Case	Study	of	Corporate	Photoreceptor	
Division26	

By	focusing	on	the	current	Corporate	Photoreceptor	Division	of	KYOCERA	Document	
Solutions,	 which	 has	 consistently	 been	 responsible	 for	 the	 business	 operations	 and	 the	
development,	production,	as	well	as	distribution	of	the	photoreceptor	drum	from	the	days	

																																																								
23	Based	on	the	interview	with	Tetsuya	Mori	on	October	3rd,	2016.	
24	Based	on	the	interview	with	Tetsuya	Mori	on	October	3rd,	2016.	
25	Based	on	the	interview	with	Masahiko	Nishie	on	December	27th,2016. 
26	Based	on	the	Interview	with	Toru	Nakazawa	on	October	3rd,	2016.	
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of	MITA	 Industrial	until	 today,	 this	 section	will	describe	 the	practice	of	 the	Philosophy	 in	
motion—the	essence	of	this	paper’s	study.	
	
The	History	of	the	Corporate	Photoreceptor	Division	

In	1998,	as	an	organization	with	about	100	staff	members,	“The	Second	Process	
Center”,	which	found	its	beginning	in	the	Photoreceptor	Laboratory	under	MITA	Industrial,	
was	responsible	for	research	and	development	(R&D),	production	and	distribution	of	
photoreceptor	drums	as	well	as	low-end	printers.	With	approximately	80%	of	its	sales	
conducted	outside	of	MITA,	it	was	known	to	run	a	business	that	was	financially	
independent	from	its	main	company:	its	sales	volume	was	2	billion	JPY	with	a	gross	margin	
rate	of	23%.					

The	Corporate	Photoreceptor	Division	was	launched	as	Corporate	Photoreceptor	
Division	at	the	cusp	of	revitalization	from	the	fall	of	1998,	and	the	attempt	to	understand	
as	well	as	implement	the	Philosophy	commences.		Nakazawa	who	led	the	Division,	states	
that	there	was	an	absence	of	any	kind	of	coherent	belief	system	in	the	company	until	then,	
and	he	did	not	know	what	the	judgment	criteria	was.	After	listening	to	Seki’s	lecture	on	
Kyocera	Philosophy—lasting	for	three	hours—he	felt,	“This	is	what	I	have	been	looking	
for.”	Subsequently,	he	bought	all	the	books	published	by	Inamori	with	his	own	money	and	
started	to	introduce	as	well	as	share	them	among	his	coworkers.			
	
Impact	of	the	Philosophy	on	the	Organization	
	
Reading	the	Philosophy	in	Turns26	

In	 July	 1999,	 the	 Philosophy	 Pocketbooks	 were	 distributed	 and	 employees	 started	
reading	 the	 tenets	 in	 turns,	 marking	 the	 beginning	 of	 the	 penetration	 process	 of	 the	
Philosophy.	At	the	time,	many	said,	“This	is	obvious,	it	is	easy,”	but	there	were	also	voices	
to	 the	 contrary,	 saying,	 “No	 one	 has	 been	 able	 to	 put	 these	 principles	 into	 practice.”	
According	to	Nakazawa	and	Odo,	there	was	a	scene	from	a	video	recording	where	Inamori	
was	clearly	saying,	“I	haven’t	been	able	to	 follow	through	on	these	principles	myself.	But	
I’m	 doing	 things	 with	 the	 intent	 to	 get	 better	 at	 it,”	 which	 gave	 us	 courage	 to	 keep	 on	
trying27.	On	the	other	hand,	those	who	kept	complaining	just	left	the	company.				
	
KONPA28	

KYOCERA	MITA	started	the	tradition	of	KONPA	or	get-togethers	in	a	hastily	prepared	
tatami	 mat	 room.	 The	 so-called	 Kyocera	 KONPA,	 which	 Seki	 started	 by	 gathering	 the	
executives	at	the	time,	was	not	 just	about	drinking	and	dining,	but	 rather	an	opportunity	
for	them	to	share	about	what	was	going	on	with	their	jobs.	Amid	the	uncertainty	after	the	
bankruptcy,	there	was	a	general	feeling	amongst	everyone	that	the	company	needed	to	be	
reset,	 and	 understanding	 this	 sentiment;	 Nakazawa	 started	 KONPAs	 in	 his	 division.	 The	
factory	workers	from	Osaka’s	Hirakata	Plant—the	manufacturing	base—would	come	over	
to	join	the	rest	at	the	headquarters	in	Tamatsukuri,	also	in	Osaka,	and	the	KONPAs	would	
take	place	as	the	whole	division	came	together	with	monthly	targets	and	slogans	pasted	on	

																																																								
27	Based	on	the	Interview	with	Toru	Nakazawa	and	Takahisa	Odo	on	October	3rd,	2016.	
28	Based	 on	 the	 Interview	 with	 Toru	 Nakazawa	 on	 October	 3rd,	 2016.	 I	 have	 been	 given	 the	 opportunity	 to	
participate	in	the	KONPA	of	the	Division	twice	(on	October	4th,	2016	and	on	the	year-end	KONMPA	on	December	
27th,	2016).	I	was	able	to	experience	the	essence	of	the	Philosophy	such	as	the	warmth	of	the	Extended	Family	
Principle	and	a	sense	of	unity.	I	want	to	take	this	opportunity	to	express	my	gratitude	again. 



Asia	Pacific	Business	&	Economics	Perspectives,	Summer	2017,	5(1).	
	

	

	
37	 	

the	 wall.	 As	 of	 December	 2016,	 KONPAs	 have	 been	 taking	 place	 for	 more	 than	 once	 a	
month	for	18	years	(there	may	be	multiple	KONPAs	if	there	are	special	events).			
	
Utilizing	the	Phrases	as	a	Means	to	Communicate	the	Philosophy	

Meetings	 are	 held	 by	 integrating	 the	 phrases	 from	 the	 Philosophy	 into	 discussions.	
For	example,	 if	 discrepancies	have	arisen	due	 to	 scheduling	problems,	 someone	may	 say	
something	 like,	“I	don’t	 think	you’re	wrestling	 in	 the	center	of	 the	ring.”	These	measures	
have	helped	the	Philosophy	to	set	roots	in	people’s	minds.	There	are	never	any	tests,	but	
the	 degree	 of	 penetration	 can	 be	 sufficiently	 gleaned	 from	 the	 junior	 staff’s	 interaction	
during	meetings;	 therefore,	 it	 is	more	 important	 to	 train	 them	 in	 accordance	with	 their	
level	of	grasp	over	the	tenets.	Furthermore,	the	difficulty	in	striking	a	balance	between	the	
principles	of	“Customer-First,”	and	“Maximize	revenues	and	minimize	expenses”	are	amply	
discussed.		
		
Philosophy	Essay	

As	seen	 in	Table	4,	 in	2000,	KYOCERA	Document	Solutions	started	 incorporating	the	
practice	of	 submitting	philosophy	essays	 to	 the	contest	 that	Kyocera	Group	hosts	once	a	
year.	The	essay	 is	an	opportunity	 for	 the	employees	 to	 take	 stock	of	 the	entire	year	and	
reflect	 on	 it,	 as	well	 as	 set	 new	 goals.	 Nakazawa	went	 through	 all	 the	 essays	 that	were	
submitted	 from	 the	 Division,	 provided	 feedback	 where	 it	 was	 deemed	 appropriate	 and	
utilized	the	moment	to	realign	the	thinking.	Principles	that	are	unique	to	the	Division	such	
as	“Impress	the	customers,”	which	is	another	way	to	say		“Customer	first,”	were	found	in	
abundance	in	the	essays,	and	he	states	that	“The	philosophy	is	deep	and	wide;	the	words	
of	the	Kyocera	Philosophy	Pocketbook	are	very	limited.”		
	
Hourly	Efficiency	Reports	

Implementing	 Amoeba	 Management’s	 hourly	 efficiency	 reporting	 has	 made	 it	
extremely	 easy	 to	 visualize	 business	 expenditures.	 In	 addition,	Nakazawa	 admits	 that	 he	
was	surprised	to	find	out	the	substantially	high	ratio	of	the	general	administrative	expenses	
compared	to	the	estimates	he	has	made	during	the	conventional	MITA	Industrial	days.	The	
efficiency	 reports	 are	 intended	 for	 monthly	 management,	 but	 this	 Division	 conducts	 a	
check	three	times	a	month,	adhering	to	meticulous	control,	and	productivity	has	increased	
to	the	point	where	the	pre-tax	profit	margin	changed	in	the	vicinity	of	40%.	Furthermore,	
because	 of	 the	 intense	 intra-division	 price	 negotiations—another	 feature	 of	 Amoeba	
Management—there	 is	a	tendency	for	the	Divisions	 in	becoming	concerned	only	for	their	
own	bottom	line.	However,	through	the	alignment	of	vectors	as	a	result	of	the	“Extended	
Family”	 Principle,	 Nakazawa	 emphasizes	 that	 Amoeba	 Management	 has	 been	 able	 to	
function.	 In	fact,	Odo	said,	“Chairman	Emeritus	 Inamori	said	that	without	the	Philosophy,	
one	cannot	understand	the	business	process	only	with	Amoeba	Management	.29”				

Other	activities	to	help	the	Philosophy	penetrate	from	the	perspectives	of	“Extended	
Family”	 Principle	 and	 “Sharpen	 Our	 Minds”	 that	 are	 based	 on	 the	 tenets	 are	 being	
continuously	 undertaken:	 the	 hosting	 of	 the	 company-wide	 athletic	 day	 with	 almost	 a	
100%	participant	 rate;	 summer	 festival	 in	 conjunction	with	 the	 local	 region;	 and	 cleanup	
activities	by	the	employees	every	morning.			
	

																																																								
29	Based	on	the	Interview	with	Takahisa	Odo	on	October	3rd,	2016.	
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The	Impact	of	the	Philosophy	at	the	Shilong	Plant,	China30	

In	 2003,	 the	 so-called	 drum	 plant,	 a	 generic	 mass-production	 line	 for	 the	
photoreceptor	drum	of	the	Photoreceptor	Division,	became	operational	inside	the	Shilong	
Plant	of	China.	Currently,	there	are	four	Japanese	and	about	270	Chinese	staff	working,	in	
which	 Chinese	 holds	 the	 eight	 managerial	 positions.	 By	 utilizing	 the	 Philosophy	
Pocketbook,	 which	 has	 been	 translated	 into	 Chinese,	 tenets	 are	 read	 out	 loud	 in	 turns	
every	morning,	including	the	Japanese	staff.	Once	it	is	read	out,	the	manager	will	add	their	
comment—similar	to	the	Japanese	style.	Nakazawa	states	that	he	goes	to	the	plant	every	
month	 without	 fail	 and	 by	 sharing	 management	 issues	 as	 well	 as	 thoughts	 on	 the	
Philosophy,	he	feels	the	gradual	penetration	of	the	Philosophy	has	taken	place.	Comradery	
and	Extended	Family	Principles	are	highly	valued,	and	it	has	been	a	norm	to	create	a	bond	
that	provides	a	sense	of	unity	with	the	Japanese	Division.	For	example,	the	Division	awards	
the	10-year	commendation	of	 continuous	service;	gives	 the	poetry	card	with	 the	writing,	
“Keiten	Aijin:	Respect	the	Divine	and	Love	People”	on	 it;	bestows	a	ball-pointed	pen	with	
the	staff’s	name	on	it;	and	provides	group	messages	as	well	as	video	letters.	This	plant	has	
an	 extremely	 low	 turnover	 rate	 of	 3%,	 which	 is	 almost	 unheard	 of	 in	 the	migrant	 labor	
culture	of	China.		
	

DISCUSSION	
The	main	research	question	for	this	study	was:	“Does	corporate	management	based	

on	 the	Philosophy	actually	able	 to	 induce	business	 revitalization?	 If	 so,	why?”	To	deepen	
the	understanding	for	this	point,	the	case	study	was	organized	by	establishing	the	following	
working	research	questions:	“What	was	the	process	of	business	revitalization?	How	were	
the	 implementation	 and	 utilization	 of	 the	 Philosophy	 practiced	 and	 devised	 during	 the	
revitalization	 phase?”	 In	 this	 section,	 using	 the	 research	 question	 as	 the	main	 focus	will	
make	an	analysis.	
	
Philosophy-based	Management	for	Corporate	Transformation	

For	 its	 transformation,	 KYOCERA	MITA	was	 relaunched	 by	 establishing	 its	 principle:	
“To	provide	opportunities	 for	 the	material	and	 intellectual	growth	of	all	our	employees.”	
This	belief	is	what	lies	at	the	heart	of	the	Philosophy,	which	speaks	to	the	shared	value	of	
what	 it	means	 to	work	at	 a	new	 job	and	 its	 contribution	 for	 the	 creation	of	unity	 at	 the	
workplace.	 This	 study	has	been	able	 to	 confirm	 that	management	 founded	on	 this	 tenet	
has	 indeed	 been	 practiced.	 For	 example,	 the	 Extended	 Family	 Principle—the	 creed	 that	
treats	 employees	 as	 if	 they	 are	 part	 of	 the	 family—has	 been	 at	 play.	 Specifically,	 the	
prompt	arrangement	of	staff	cafeteria	and	the	KONPA	room,	as	well	as	the	same	salary	and	
company	 benefits	 as	 KYOCERA—despite	 having	 been	 a	 revitalized	 company	 have	
demonstrated	this.	The	Philosophy	has	proven	its	efficacy	during	the	challenging	period	of	
the	initial	phase	of	KYOCERA	MITA’s	recovery:	the	formation	of	unity	and	the	integration	of	
the	copying	machine	business	with	the	printer	business.	In	fact,	the	staff	that	experienced	
MITA	Industrial’s	bankruptcy	said	that	the	Philosophy	had	an	enormous	impact	on	them.		

It	 is	noteworthy	to	mention	about	the	various	concepts	that	seem	contradictory	are	
effectively	 utilized	 on	 an	 individual	 basis	 through	 the	 practice	 of	 the	 Philosophy,	 but	
simultaneously	pursued	for	their	synergistic	effects.	For	example,	the	execution	of	“severe	

																																																								
30	Based	on	internal	information	at	KONPA	(on	October	4th,	2016	and	on	the	year-end	KONMPA	on	December	
27th,	2016)	as	well	as	the	Interview	with	Toru	Nakazawa	and	Takahisa	Odo	on	October	3rd,	2016.	
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price	 negotiations	 between	 divisions”	 (Amoeba	Management)	 is	 founded	 on	 the	 shared	
culture	of	“Extended	Family”	Principle;	and	while	the	tenet	of	“Pursue	Profit	Fairly”	is	being	
sought,	 price	 setting	 based	 on	 “Maximize	 revenue”	 is	 being	 concluded,	 but	 only	 on	 the	
understanding	 that	 the	 “Customer-First”	 Principle	has	been	 thoroughly	 exercised.	Others	
include,	 the	 concurrent	 search	 of	 “self-interest”	 and	 “altruism.” 31 		 These	 conflicting	
spirits—in	 practice—seem	 to	 be	 balanced	 through	 the	 following	 dynamism:	 temporal	
alignment;	 reciprocal	 functionality	 between	 divisions;	 and	 the	 hierarchical	 differences	
between	managers	and	non-managerial	staff.		

Another	interesting	discovery	was	the	fact	that	expressions	of	Philosophy	themselves	
could	change	flexibly.	Sometimes,	staff	would	communicate	to	each	other	by	not	the	exact	
words	 found	 in	 the	 Philosophy	 Pocketbook.	 For	 instance,	 the	 “Customer-First”	 Principle	
could	 be	 practiced	 by	 another	 expression,	 “Impress	 the	 Customers.”	 The	 basis	 of	 this	
approach	is	founded	on	the	interpretations	gleaned	from	Inamori’s	expressions	that	were	
mentioned	 during	 his	 lectures	 or	 the	 sayings	 found	 in	 the	 journal	 “Seiwajyuku,”	 or	 the	
understanding	 based	 on	 management	 philosophy	 or	 the	 Philosophy	 itself.	 It	 is	 an	
interesting	 finding	 that	 Inamori	 management	 philosophy	 has	 worked	 dynamically	 and	
effectively	 while	 changing	 its	 form	 independently	 according	 to	 the	 business	 model	 (e.g.	
manufacturing	 of	 finished	 products	 and	 service	 provision)	 and	 the	 characteristics	 of	 the	
organizational	culture.	
	
The	Philosophy	and	Amoeba	Management	

Inamori	(2010)	and	Inamori	(2013)	were	referenced	for	Amoeba	Management.	In	his	
lectures,	he	talks	about	the	background	of	the	birth	of	Amoeba	Management,	its	objectives	
and	the	 importance	of	management	philosophy.	True	to	the	preceding	studies,	Kyocera’s	
Amoeba	Management	is	a	unique	management	accounting	method	that	has	been	created	
to	track	the	changes	in	the	market	by	empowering	the	manufacturing	division	to	book	their	
own	 sales	 coordinate	 fair	 pricing	 through	 intra-company	 sales	 and	 purchasing	 process;	
elevate	 cost	 consciousness;	 and	 to	 have	 a	 grasp	 over	 the	 current	 numbers.	 For	 the	
revitalization	process,	 it	has	been	confirmed	through	this	case	study	that	the	transparent	
management	system	has	helped	the	understanding	over	 the	actual	amount	of	 the	added	
value	for	each	unit;	increase	cost	consciousness;	and	strengthen	the	sense	of	participation	
by	all.		

At	 the	 same	 time,	 values	 based	 on	 the	 Philosophy	 are	 embedded	 in	 Amoeba	
Management.	For	example,	it	should	be	noted	again	that	the	“hourly	efficiency	report”	has	
been	designed	to	exclude	personnel	cost.	According	to	Inamori,	the	inventor	of	this	system,	
when	the	amount	of	salary	of	every	employee	becomes	transparent	too,	especially	for	the	
case	 of	 Amoeba	 Management	 with	 only	 a	 few	 members,	 it	 creates	 tension	 within	 the	
company.	 Therefore,	 to	 prevent	 this	 from	 taking	 place,	 it	 was	 decided	 to	 leave	 out	 the	
information.	Also,	it	is	not	some	compensation	system	based	on	a	result-oriented	approach	
that	 corresponds	 to	 the	added	value	 amount	 that	 is	 espoused	by	Amoeba	Management.	
Similarly,	when	 intra-division	sales	and	purchasing	 takes	place,	 Inamori	desires	 that	price	
setting	 should	 be	 founded	 on	 the	 integrity	 of	 the	 person,	 as	 well	 as	 fairness	 and	
compassion—not	 based	 on	 profit	 or	 loss.	 He	 also	 seeks	 for	 an	 ethical	 operation	 that	 is	

																																																								
31	In	cases	like,	“Be	Bold,	Yet	Meticulous,”	“Have	a	Well-Balanced	Nature,”	and	the	“Fighting	Spirit	to	Attempt	the	
Impossible,”	each	Philosophical	tenet	encompasses	opposing	concepts	yet	encourages	simultaneous	resolution.	
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absent	of	any	kind	of	window-dressing,	and	expects	the	frontline	to	input	the	figures	with	a	
sense	of	justice.		

As	has	been	accurately	stated	by	Inamori,	and	similarly,	as	it	has	been	demonstrated	
through	 this	 case	 study,	 is	 the	 emphasis	 put	 on	 the	 importance	 of	 Kyocera	 accounting	
system	and	Amoeba	Management	with	the	Philosophy	serving	as	their	platform.	For	sure,	
Amoeba	Management	can	be	sought	as	an	effective	tool	 to	realize	the	commercial	spirit.	
However,	 what	 has	 been	 implied	 in	 this	 case	 study	 is	 the	 fact	 that	 the	 practice	 of	 the	
Philosophy	 encompasses	 the	 exercising	 of	 Amoeba	 Management,	 and	 I	 would	 like	 to	
emphasize	 their	 indivisible	 relationship.	 I	 would	 like	 to	 make	 a	 point	 about	 the	
inseparableness	of	the	Philosophy	and	Amoeba	Management.		
	
The	Entrepreneurial	Spirit	Found	in	the	Philosophy	

In	this	case	study’s	 interview,	and	beginning	with	Seki,	the	 importance	of	 leadership	
amongst	onsite	chiefs	has	been	emphasized.	Specifically,	the	PMI	of	this	case	study,	which	
is	accompanied	by	corporate	revitalization,	seemed	to	be	a	series	of	continuing	hardships.	
Amid	 the	 challenging	 environment,	 they	 had	 set	 high	 goals;	 earnestly	 engaged	 in	 the	
rebuilding	 process;	 made	 courageous	 decisions,	 and	 never	 gave	 up	 until	 they	 achieved	
success—all	based	on	the	Philosophy.	For	example,	the	integration	of	the	copying	machine	
and	the	printer	business	in	a	short	time	frame,	as	well	as	the	Big	Bang	method	where	the	
entire	system	was	switched	over	 to	the	new	one	all	at	once	during	the	unification	of	 the	
Information	System	(IS)	symbolize	the	success	brought	by	the	Philosophy.	They	are	a	group	
of	 professionals	 burning	 with	 passion.	 The	 Philosophy	 contributes	 to	 the	 creation	 of	 a	
strong	desire	or	sense	of	tenacity	during	the	process	of	achieving	high	goals	or	in	the	midst	
of	the	unforgiving	revitalization	phase	in	relation	to	corporate	reconstruction	or	PMI.	 It	 is	
believed	that	Inamori’s	entrepreneurial	spirit	lies	at	the	bottom	of	this.		

When	the	Philosophy	was	classified	in	accordance	with	the	three	management	
spirits	for	the	sake	of	it,	I	became	aware	that	there	were	more	sentences	in	relative	terms	
pertaining	to	the	entrepreneurial	spirit	than	the	citizen’s	spirit	such	as	diligence	or	cost	
consciousness	that	is	associated	with	the	commercial	spirit	(see	Appendix	B).	The	degree	of	
preference	should	never	be	judged	based	on	the	number	of	sentences	that	appear	in	the	
Philosophy,	but	the	fact	that	the	belief	system	with	regards	to	entrepreneurship	has	been	
blended	in	the	Philosophy	and	passed	down	to	the	organization	has	been	well	established.	

In	addition,	it	is	emphasized	that	the	demonstration	of	on-site	leadership	based	
on	the	Philosophy.	As	what	the	case	with	Seki's	leader	education,	the	Kyocera	pocketbook	
clearly	states	"A	Leader’s	Character"	and	"Important	Attitudes	for	Leaders",	and	the	
leadership	of	the	field	including	the	executive	is	polished.	Indeed,	in	Kyocera's	personnel	
evaluation	system,	how	much	leaders	are	practicing	philosophies	is	requested.	Philosophy-
based	leadership	seems	to	be	the	driving	force	of	the	corporate	transformation	phase.	
	

CONCLUSION	
	
Theoretical	Implication	

Regarding	 the	 case	 of	 KYOCERA	MITA,	 the	main	 findings	 related	 to	 the	 theoretical	
aspect	 of	 business	 administration	 are	 as	 follows.	 In	 specific	 moments	 during	 corporate	
transformation,	 I	 see	 the	 efficacy	 of	 the	 Philosophy	 in	 skillfully	 promoting	 the	 various	
conflicting	 views	 for	 the	 execution	 of	 business—believed	 to	 be	 necessary	 in	 business	
management.	 In	 turn,	 this	 leads	 to	 a	 resolution	 between	 these	 opposing	 concepts	while	



Asia	Pacific	Business	&	Economics	Perspectives,	Summer	2017,	5(1).	
	

	

	
41	 	

valuing	 both	 perspectives	 demonstrated	 by	 the	 spirit	 of	management.	 	 It	 seems	 feasible	
that	 the	management	based	on	 Inamori	Management	Philosophy	can	successfully	 induce	
and	 bring	 about	 a	 solution	 to	 the	 meaningful	 but	 contending	 concepts	 represented	 by	
Kagono’s	(2010)	commercial	spirit	versus	the	entrepreneurial	spirit,	or	citizen’s	spirit	versus	
commercial	spirit	(see	Chart	2).	

It	is	an	interesting	finding	that	the	Philosophy	has	worked	dynamically	and	effectively	
while	 changing	 its	 form	 independently	 according	 to	 the	 business	 model	 and	 the	
characteristics	of	the	organizational	culture.	

Regarding	Amoeba	management,	I	revisit	the	relationship	with	the	Philosophy.	I	infer	
that	 Amoeba	 management	 can	 be	 positioned	 as	 an	 effective	 means	 to	 realize	 the	
"commercial	spirits"	mainly.	This	 is	to	 infer	that	when	compared	to	the	preceding	studies	
that	 I	 already	 touched	 upon,	 the	 degree	 of	 interpretations—on	 the	 question	 of	
indivisibility—	 differs	 depending	 on	 the	 researcher	 or	 the	 objective	 of	 study.	 But	 here,	 I	
would	 like	 to	 make	 a	 point	 about	 the	 inseparableness	 of	 the	 Philosophy	 and	 Amoeba	
Management	during	the	corporate	transformation.	
	
	

	
Chart	2.	Conceptual	Framework	of	the	Philosophy-based	Corporate	Transformation	

Described	with	reference	to	the	consideration	of	this	case	study	based	on	Kagono	(2010)	
	
Managerial	Implication	

It	 is	 inferred	that	KYOCERA	MITA's	corporate	 transformation	case	 itself	 suggests	 the	
effectiveness	of	management	based	on	Inamori	Management	Philosophy.	

First,	the	Philosophy	contributes	to	the	sharing	of	values	with	regard	to	work	methods	
in	 a	 new	 workplace	 and	 helps	 foster	 a	 sense	 of	 unity	 as	 a	 spiritual	 stronghold	 during	
corporate	 revitalization.	 It	 seems	 that	 this	 comes	 from	 the	 spirit	 of	 the	 extended	 family	
principle	based	on	the	Philosophy	of	"pursuit	of	the	material	and	intellectual	growth	of	all	
employees".	Second,	the	Philosophy	contributes	to	strong	willpower,	which	is	necessary	in	
the	 process	 of	 corporate	 revitalization	 and	 PMI’s	 severe	 rebuilding.	 Inamori's	
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entrepreneurial	 spirit	 seems	 to	be	 the	 source.	 Third,	 in	 corporate	 revitalization	and	PMI,	
the	spirit	of	pursuit	for	profit	and	cost	consciousness	as	shown	in	the	practice	of	Amoeba	
management	 provided	 guidelines	 to	 raise	 organization's	 member’s	 awareness	 of	 the	
profitability	 by	 rational	 decisions.	 The	 principle	 of	 Transparent	 Management	 enhanced	
individual	awareness.	
	
Agenda	for	further	research	

As	 I	 have	 already	 mentioned	 in	 the	 paragraph	 on	 abduction	 with	 regards	 to	 the	
study’s	methodology,	 I	 aim	 to	discover	and	produce	a	hypothesis	by	comparing	different	
case	studies	while	adhering	to	historical	methodological	theories.	For	that,	 it	 is	necessary	
to	 seek	certain	numbers	of	 case	studies	with	a	 track	 record	of	 corporate	 transformation,	
which	has	incorporated	and	utilized	the	Philosophy.	Furthermore,	the	ongoing	issue	is	the	
continual	refinement	of	the	hypothetical	theory	through	additional	case	studies	based	on	
the	 research	method	 of	 comparative	 case	 study	 and	 abduction.	 In	 addition,	 it	 is	 equally	
important	to	take	up	on	those	cases	where	the	results	were	 insufficient	even	though	the	
business	 entity	 had	 implemented	 and	 executed	 the	 Philosophy.	 Also,	 it	 is	 crucial	 to	
carefully	 analyze	 the	 prerequisites	with	 regards	 to	 the	 corporate	management	 based	 on	
the	Philosophy	for	corporate	transformation.		
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Appendix	A:	The	list	of	Interviewees	
Name	

(the	time	
frame	of	the	
interview)	

	
Primary	affiliation	

	
Former	
career		

	
	

Koji	Seki	
	

(3.5	hours)	

Production	Manager	and	Executive	Director	of	KYOCERA	Corp.	
Reorganization	Trustee	of	Mita	Ind.	(transferred	from	KYOCERA	

Corp.)	
First	President	and	Adviser	of	KYOCERA	MITA	Corp.	

Cybernet	
Electronics	
Corp./KYOCE

RA	
Corporation	

	
Yoshihiro	
Tagawa		

	
(2	hours)	

Manager	in	Human	Resources	Department	of	KYOCERA	Corp.		
	Transferred	to	MITA	Ind.	from	KYOCERA	Corp. 	

First	Senior	General	Manager	of	Corporate	General	Affairs	
Division,	KYOCERA	MITA	Corp.	

Director	and	Senior	Managing	Executive	Officer,	KYOCERA	Mita	
Corp.	

	
KYOCERA	

Corporation	

	
Dr.	Toru	
Nakazawa	

	
(2	hours)	

Chief	of	Photoreceptor	laboratory,	MITA	Ind.		
Manager	of	Corporate	Photoreceptor	Division,	KYOCERA	MITA.	
Senior	General	Manager	of	Corporate	Photoreceptor	Division,	

KYOCERA	Document	Solutions	Inc.	
Adviser	of	Corporate	Photoreceptor	Division,	KYOCERA	

Document	Solutions	Inc.		

	
MITA	

Industrial	
Co.,	Ltd.	

	
	

Keiji	
Itsukushima	

	
(2	hours)	

Manager	of	Printer	Business	Division,	KYOCERA	Corp.	
General	Manager	of	R&D	Division-3,	Corporate	R&D	Division,	

KYOCERA	Mita	Corp.	
	Director	and	Managing	Executive	Officer,	and	Senior	General	

Manager	of	Corporate	R&D	Division,	KYOCERA	Mita	Corp.	
Director	and	Senior	Managing	Officer,	and	Senior	General	

Manager	of	Corporate	Quality	Assurance	Division,	KYOCERA	
Document	Solutions	Inc.	

Managing	Executive	Officer,	General	Manager	of	Corporate	
Communication	Equipment	Group,	KYOCERA	Corp.	

	
	
	

KYOCERA	
Corporation	

	
Tetsuya	Mori	

	
(1.5	hours)	

Information	systems	department,	MITA	Ind.		
MIS	(Management	Information	Systems)	Department,	KYOCERA	

Mita	America,	Inc.	
General	Manager	of	Corporate	IT	Division	of	BPR	Division,	

KYOCERA	Document	Solutions	Inc.		

	
MITA	

Industrial	
Co.,	Ltd.	

	
	

Masahiko	
Nishie	

	
(1.5	hours)	

Technical	Service	Engineer,	Okayama	Service	Center,	Mita	Ind.	
Senior	Manager,	BI	(Business	Innovation)	Project	Division,	

KYOCERA	Mita	Corp.	
General	Manager,	Corporate	Business	Support	Division,	

KYOCERA	Document	Solutions	Europe	B.V.	
General	Manager	of	Corporate	Audit	Division,	KYOCERA	

Document	Solutions	Inc.	

	
MITA	

Industrial	
Co.,	Ltd.	

	

Takahisa	Odo	
(1	hour)	

Senior	General	Manager	of	the	Corporate	General	Affairs	Division	
of	KYOCERA	Document	Solutions	Inc.	

KYOCERA	
Corporation	
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Appendix	B:	The	list	of	Kyocera	Philosophy	
The	 left	 column	 is	 Kyocera	 Philosophy	 based	 on	 Inamori	 (2014).	 The	 right	 column	
corresponds	to	the	author’	s	 (Yoda)	research	based	on	“Three	Management	Spirits”	 from	
Kagono	(2014)	(not	Kyocera's	official	opinion).	

	
To	Lead	a	Wonderful	Life	
	 Categorized	by	Author	

(Yoda)	based	on	“Three	
Management	Spirits”	
from	Kagono	(2010)	

Elevate	Our	Minds	 	
Hearts	in	Harmony	with	the	Will	of	the	Universe	 Citizen’s	spirit	
Base	Your	Life	on	a	Loving,	Sincere	and	Harmonious	Heart	 Citizen’s	spirit	

Draw	a	Vision	with	a	Pure	Mind	 Citizen’s	spirit	
Live	Sincerely	 Citizen’s	spirit	
Always	Be	Humble	 Citizen’s	spirit	
Be	Thankful	 Citizen’s	spirit	
Strive	for	Better	
Work	Hard	for	the	Sake	of	Our	Colleague	 Citizen’s	spirit	
Establish	Mutual	Trust	 Citizen’s	spirit	
Commit	to	Perfection	 Entrepreneurial	spirit	
Dedicate	Yourself	Earnestly	to	Your	Work	 Entrepreneurial	spirit	
Accumulate	Tedious	Efforts	 Entrepreneurial	spirit	
Fire	Yourself	Up	 Entrepreneurial	spirit	
Love	Your	Work	 Entrepreneurial	spirit	
Seek	the	Essence	of	Matters	 Entrepreneurial	spirit	
Be	the	Center	of	the	Vortex	 Entrepreneurial	spirit	
Lead	by	Example	 Entrepreneurial	spirit	
Corner	Yourself	 Entrepreneurial	spirit	
Wrestle	in	the	Center	of	the	Ring	 Entrepreneurial	spirit	
Discuss	Frankly	 Citizen’s	spirit	
Make	Unselfish	Decisions	 Citizen’s	spirit	
Have	a	Well-Balanced	Nature	 Citizen’s	spirit	
Experience	Rather	Than	Knowledge	 Entrepreneurial	spirit	
Always	Be	Creative	in	Your	Work	 Entrepreneurial	spirit	
Make	Correct	Decisions	
Make	Decisions	with	an	Altruistic	Mind	 Citizen’s	spirit	
Be	Bold,	Yet	Meticulous	 Citizen’s	spirit	
Voluntary	Attention	Sharpens	Judgment	 Citizen’s	spirit	
Insist	on	Playing	Fair	 Citizen’s	spirit	
Separate	Personal	Matters	from	Business	 Citizen’s	spirit	
Accomplish	a	New	Feat	
Maintain	an	Ardent	Desire	that	Penetrates	Your	
Subconscious	

Entrepreneurial	spirit	

Pursue	Unlimited	Human	Potential	 Entrepreneurial	spirit	
Have	a	Spirit	that	Accepts	Challenges	 Entrepreneurial	spirit	
Be	a	Pioneer	 Entrepreneurial	spirit	
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When	You	Think	It’s	Time	to	Give	Up,	the	Real	Work	Begins	 Entrepreneurial	spirit	
Change	the	Way	of	Thinking	about	Quality	 Entrepreneurial	spirit	
Fighting	Spirit	to	Attempt	the	Impossible	 Entrepreneurial	spirit	
Conquer	Obstacles	
Possess	True	Courage	 Entrepreneurial	spirit	
Raise	Our	Fighting	Spirit	 Entrepreneurial	spirit	
Carve	Our	Own	Way	 Entrepreneurial	spirit	
Say	It	and	Do	It	 Entrepreneurial	spirit	
Think	Through	to	Visualize	the	Results	 Entrepreneurial	spirit	
Never	Give	Up	Until	We	Succeed	 Entrepreneurial	spirit	

Reflection	on	Life	
The	Result	of	Life	or	Work	=	Attitude	X	Effort	X	Ability	 Citizen’s	spirit,	

Entrepreneurial	spirit	
Live	Each	Day	Earnestly	 Citizen’s	spirit	
Your	Life	Is	an	Expression	of	Your	Mind	 Entrepreneurial	spirit	
Have	Ambitious	Dreams	 Entrepreneurial	spirit	
Is	My	Motive	Virtuous	or	Selfish?	 Citizen’s	spirit	
Lead	Our	Lives	With	a	pure	Mind		 Citizen’s	spirit	
A	Small	Good	Is	Like	a	Great	Evil	 Citizen’s	spirit	
Reflect	on	Our	Behavior	Daily	 Citizen’s	spirit	
The	Heart	of	Management	
Management	Based	on	the	Bonds	of	Human	Minds	 Citizen’s	spirit	
Pursue	Profit	Fairly	 Commercial	spirit	
Follow	Truth	and	Principles	 Commercial	spirit	
Practice	the	“Customer-First”	Principle	 Citizen’s	spirit	
Management	Based	on	the	“Extended	Family”	Principle	 Citizen’s	spirit	
Follow	the	Merit	System	 Entrepreneurial	spirit	
Emphasize	Partnership	 Citizen’s	spirit	
Management	by	ALL	 Entrepreneurial	spirit	
Align	Mental	Vectors	 Entrepreneurial	spirit	
Value	Creativity	 Entrepreneurial	spirit	
Transparent	Management	 Commercial	spirit	
Aim	High	 Entrepreneurial	spirit	
At	Kyocera,	Everyone	is	a	Manager	
Pricing	Is	Management	 Commercial	spirit	
Maximize	Revenue	and	Minimize	Expenses	(Measure	Your	
Inflow	and	Control	Your	Outflow)	

Commercial	spirit	

Produce	a	P&L	Report	Daily	 Commercial	spirit	
Hold	Sound	Assets	Only	 Commercial	spirit	
Project	Our	Abilities	into	the	Future	 Entrepreneurial	spirit	
Make	Targets	Well-Known	and	Understood	 Entrepreneurial	spirit	
Performing	Daily	Work	
Elevate	Cost-Consciousness	 Commercial	spirit	
Be	Frugal	 Commercial	spirit	
Buy	Only	What	We	Need,	When	We	Need	It	 Commercial	spirit	
“On-site”	Management	 Entrepreneurial	spirit	
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Value	Knowledge	Gained	Through	Experience	 Entrepreneurial	spirit	
Make	“Sharp”	Products	 Entrepreneurial	spirit	
Listen	to	What	the	product	Says	 Entrepreneurial	spirit	
Commit	to	the	Principle	of	“One-to	One”	Correspondence	 Commercial	spirit	
Always	Double-Check	 Commercial	spirit	
Grasp	Matters	Simply	 Entrepreneurial	spirit	

	
	 	



Asia	Pacific	Business	&	Economics	Perspectives,	Summer	2017,	5(1).	
	

	
	
48	

Thoretical	approaches	in	organizational	
scandal	research:	Invitation	to	linguistic	

approach	
	
Sho	Nakahara	
Osaka	Sangyo	University	
Osaka,	Japan	
nakaharasho@gmail.com		

	
ABSTRACT	

Organizational	 scandal	 has	 conventionally	 been	 defined	 as	 an	 instance	 where	 an	
organization	 inflicts	 objective	 harm	 on	 others.	 This	 article	 treats	 this	 as	 “the	 normative	
approach	 to	 organizational	 scandal.”	 On	 the	 other	 hand,	 when	 someone	 feels	 unhappy	
without	the	presence	of	objective	harm,	this	can	also	be	defined	as	organizational	scandal.	
Some	 people	 would	 lodge	 a	 complaint	 to	 the	 organization	 when	 they	 feel	 some	 kind	 of	
displeasure	or	anxiety,	even	without	the	presence	of	illegality	or	mistakes.	This	article	treats	
this	as	“the	cognitive	approach	to	organizational	scandal.”	However,	what	the	article	mainly	
focuses	 on	 is	 not	 only	 objective	 harm	 inflicted	 by	 the	 organization	 and	 actors’	 subjective	
perception,	 but	 also	 the	 ways	 in	 which	 language	 creates	 the	 reality	 of	 organizational	
scandal.	This	article	refers	to	this	as	“the	linguistic	approach	to	organizational	scandal”	and	
develops	a	theoretical	prospect	for	future	research	into	organizational	scandal.	
	
Keywords:	organizational	scandal,	corporate	scanal,	normative	approach,	cognitive	
approach,	linguistic	approach	
	

INTRODUCTION	
Conventionally,	organizational	scandal	has	been	defined	as	objective	harm	inflicted	by	

an	 organization	 on	 others.	 This	 is	 a	 definition	 based	on	 the	 so-called	 “no	 harm	principle	
(the	 principle	 to	 exclude	 harm	 to	 others).”	 In	 this	 case,	 objective	 harm	 (i.e.,	 fraudulent	
accounting	or	collective	food	poisoning)	is	understood	to	have	violated	certain	norms	(i.e.,	
organizational	 or	 social	 norms).	 As	 a	 result,	 preceding	 studies	 focus	 on	 identification	 of	
causes	of	objective	harm	as	a	theoretical	challenge	(e.g.,	Higuchi,	2012;	Inoue,	2015).	This	
perspective,	 in	 which	 organizational	 scandal	 is	 defined	 as	 a	 violator	 of	 certain	 norms,	 is	
referred	to	as	“the	normative	approach	to	organizational	scandal”	in	this	article.	

On	the	other	hand,	when	someone	feels	unhappy	with	an	organization,	this	can	also	
be	 defined	 as	 organizational	 scandal	 (Murakami,	 2011;	 Nakatani,	 2007).	 In	 this	 case,	
organizational	 scandal	 is	 created	 by	 actors	who	 are	 dissatisfied	with	 the	 organization	 or	
with	 individuals,	 and	 who	 lodge	 certain	 complaints	 (e.g.,	 Beenen	 &	 Pint,	 2008;	 Jàvor	 &	
Jancsics,	2013).	 In	other	words,	what	creates	organizational	scandal	 is	not	objective	harm	
inflicted	 by	 the	 organization,	 but	 the	 actors’	 subjective	 perception.	 In	 dealing	 with	
organizational	 scandal	 created	 through	 subjective	 perception,	 it	 is	 required	 that	 reasons	
and	interests	behind	the	creation	of	organizational	scandal	should	be	worked	on,	instead	of	
identifying	the	cause	of	objective	harm.	This	 is	referred	to	 in	this	article	as	“the	cognitive	
approach	 to	 organizational	 scandal”	 and,	 as	 in	 the	 case	 of	 the	 normative	 approach,	 it	 is	
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subjected	 to	 theoretical	 examination.	 Conventionally,	 the	 normative	 and	 cognitive	
approaches	have	been	the	main	approaches	in	the	study	of	organizational	scandal.		

However,	 this	 article	 focuses	 on	 the	 perspective	 called	 “the	 linguistic	 approach	 to	
organizational	 scandal”	 (cf.	 Breit,	 2010;	 Fukuhara,	 2012;	 Fukuhara	 &	 Che,	 2012).	 This	
approach	focuses	on	the	language	(words	and	text)	used	to	discuss	organizational	scandal,	
and	 examines	 how	 it	 is	 talked	 about.	 Consequently,	 this	 approach	 does	 not	 attribute	
causes	 of	 organizational	 scandal	 to	 objective	 harm	 inflicted	 by	 the	 organization	 or	 the	
actors’	 subjective	 perception.	 Rather,	 by	 examining	 how	 organizational	 scandal	 is	 talked	
about,	 it	 critically	 examines	 the	 taken-for-granted	power	 relationship	 in	 the	 subject.	 The	
major	 theoretical	 feature	of	 the	 linguistic	 approach	 is	 that	 it	 employs	analytical	methods	
such	 as	 discourse	 analysis,	 content	 analysis,	 and	 narrative	 analysis	 in	 examining	
organizational	scandal.	This	article	investigates	some	early	works	on	the	linguistic	approach	
to	organizational	scandal	and	explores	its	utility.	

Following	 this,	 the	 aim	 of	 this	 article	 is	 to	 identify	 the	 theoretical	 limitation	 of	 the	
normative	 and	 cognitive	 approaches	 and	 to	 unpack	 the	 theoretical	 perspective	 of	 the	
linguistic	approach.	More	concretely,	this	article	first	examines	the	normative	and	cognitive	
approaches	 and	 identifies	 their	 theoretical	 limitations.	 The	 normative	 and	 cognitive	
approaches	have	theoretical	limitations	in	that	they	cannot	deal	with	issues	put	in	a	black	
box,	 because	 they	 focus	 on	 the	 mechanism	 through	 which	 organizational	 scandal	 is	
generated.	This	 is,	however,	 the	 focus	that	represents	 their	contribution	to	the	field.	The	
theoretical	significance	of	the	 linguistic	approach	 is	to	salvage	voices	hidden	by	power	by	
focusing	 on	 the	 language	 used	 to	 talk	 about	 organizational	 scandal	 and	 by	 critically	
examining	 the	 ways	 in	 which	 organizational	 scandal	 is	 talked	 about,	 under	 what	 power	
relationship	 it	 is	 talked	 about,	 described	 and	 recorded.	 Since	 the	 study	 is	 not	 a	 piece	 of	
hypothesis	 testing	 research	 but	 of	 hypothesis	 generating	 research,	 it	 does	 not	 present	 a	
clear	hypothesis.			

The	article	proceeds	as	follows:	Section	2,	which	follows	the	Introduction,	deals	with	
the	 normative	 approach	 to	 organizational	 scandal	 and	 theoretically	 examines	 preceding	
studies	 that	 fall	 in	 this	 category.	 Section	 3	 deals	 with	 the	 cognitive	 approach	 to	
organizational	 scandal	 and,	 as	 in	 the	 case	 of	 Section	 2,	 theoretically	 examines	 preceding	
studies	 that	 fall	 in	 this	 category.	 Section	 4	 deals	 with	 the	 linguistic	 approach	 to	
organizational	 scandal	 and	examines	early	works	 that	employ	discourse	analysis,	 content	
analysis,	and	narrative	analysis	in	examining	organizational	scandal.	Section	5	compares	the	
three	 approaches	 and	 explores	 the	 utility	 of	 the	 linguistic	 approach	 in	 particular.	 The	
conclusion	 describes	 the	 theoretical	 perspective	 of	 future	 research	 into	 organizational	
scandal.		

	
THE	NORMATIVE	APPROACH	OF	ORGANIZATION	SCANDAL	

This	 section	 deals	 with	 the	 normative	 approach	 to	 organizational	 scandal	 and	
theoretically	 examines	 preceding	 studies	 that	 fall	 in	 this	 category.	 As	mentioned	 earlier,	
organizational	scandal	has	conventionally	been	defined	as	objective	harm	inflicted	by	the	
organization	on	others.	Objective	harm	is	judged	to	have	violated	certain	norms	(social	or	
organizational	 norms),	 which	 are	 listed	 as	 cases	 of	 organizational	 scandal.	 For	 instance,	
food	 poisoning	 caused	 by	 Snow	 Brand	 Milk	 Products	 Inc.,	 the	 exhaust	 gas	 fraud	 by	
Volkswagen,	 and	 the	 derailment	 of	 the	 JR	 Fukuchiyama	 Line	 train	 are	 still	 fresh	 in	 our	
memory.	 In	 these	 cases,	 an	 organization	 clearly	 inflicted	 (or	 had	 the	 potential	 to	 inflict)	
objective	harm	to	others	and	as	such,	these	represent	“action	that	infringes	public	interest	
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or	social	norms;	a	dishonorable	and	undesirable	phenomenon	which	could	lead	to	the	loss	
of	trust	of	society	in	the	corporation”	(Inaba,	2014).	In	other	words,	organizational	scandal	
is	reported	and	studied	not	only	because	of	the	objective	harm	inflicted,	but	also	because	it	
has	violated	norms.		

This	section	now	turns	to	an	examination	of	cases	of	analysis.	For	example,	according	
to	 Ogawa	 (2009),	 who	 defines	 organizational	 scandal	 as	 “action	 that	 goes	 against	
compliance”	which	prioritizes	self-righteous	rules	of	the	organization	that	do	not	match	law	
and	social	norms,	organizational	scandal	happens	through	the	following	mechanisms.	First,	
there	are	concrete	 legal	(rules	and	regulations)	and	social	norms	that	we	reference	when	
we	 live	 our	 organizational	 lives.	 However,	 according	 to	 Ogawa,	 organizational	 scandal	
happens	when	the	law	(rules	and	regulations)	and	these	social	norms	are	violated	by	other	
“dominant	 norms.”	 Ogawa	 (2009)	 considers	 this	 as	 a	 clash	 between	 legal	 (laws	 and	
regulations)	and	social	norms	on	the	one	hand	and	the	dominant	norms	on	the	other.	 In	
other	 words,	 what	 Ogawa	 (2009)	 lists	 as	 dominant	 norms	 are	 “the	 rules	 of	 the	
organization.”	The	rules	of	the	organization	are	the	totality	of	“organizational	culture	and	
corporate	climate”	(Ogawa,	2009:	59),	and	organizational	scandal	occurs	when	these	rules	
of	 the	 organization	 violate	 law	 (rules	 and	 regulations)	 and	 social	 norms.	 What	 Ogawa	
(2009)	refers	to	in	exploring	causes	that	lead	to	this	violation	(in	other	words,	in	exploring	
the	causes	of	organizational	scandal)	is	Nakamura	(2007);	he	defines	“six	moral	traps”	that	
invite	 anti-moralistic	 behavior	 in	which	 the	 rules	 of	 the	 organization	 are	 prioritized,	 and	
Ogawa	(2009)	describes	these	as	the	direct	causes	of	organizational	scandal.	

In	addition,	Inaba	(2014)—who	defines	organizational	scandal	as	“fraudulent	behavior	
by	 the	 corporate	executives,	 significant	 facts	 that	 contravene	articles	of	 incorporation	or	
behavior	 which	 contravenes	 social	 norms,	 and	 which	 are	 dishonorable	 and	 undesirable	
phenomena	leading	the	loss	of	trust	of	society	in	the	corporation”—argues	that	the	causes	
of	 organizational	 scandal	 lie	 in	 the	 closed	 nature	 of	 the	 organization	 or	 the	 intensity	 of	
cohesiveness.	 According	 to	 Inaba	 (2014),	 organizational	 scandal	 “is	 likely	 to	 happen	 in	 a	
more	closed	organization	in	general.	In	particular,	a	closed	organization	with	a	high	degree	
of	cohesiveness	is	likely	to	produce	scandal	by	more	serious	deviation	from	the	norm,	but	a	
closed	organization	with	a	low	degree	of	cohesiveness	is	also	likely	to	have	scandal	caused	
by	 failures	 related	 to	 the	 product.”	 Inaba	 (2014)	 further	 shows	 that	 this	 hypothesis	 has	
validity,	and	concludes	that	organizational	scandal	is	influenced	by	the	closed	nature	of	the	
organization	and	its	cohesiveness.	

The	major	feature	of	the	normative	approach	is	therefore	its	explanatory	framework	
in	which	there	are	causes	for	organizational	scandal	such	as	moral	traps,	the	closed	nature	
of	 the	 organization,	 or	 its	 cohesiveness.	 These	 causes	 then	 bring	 about	 objective	 harm,	
which	in	turn	violates	social	norms	(causes	→	objective	harm	→	violation	of	social	norms).	
Obviously,	 the	normative	approach	can	be	questioned	 in	 regards	 to	 its	“social	norms,”	 in	
that	 the	 researcher	 could	 defined	 them	 in	 terms	 of	 what	 many	 people	 would	 believe.	
However,	its	contribution	is	the	theoretical	implication	of	generalizing	the	process	by	which	
organizational	 scandal	 occurs.	On	 the	 contrary,	 perhaps	we	 should	 look	 at	 this	 from	 the	
inverse	perspective.	In	other	words,	in	the	study	of	organizational	scandal,	the	theoretical	
examination	 of	 organizational	 scandal	 as	 the	 violator	 of	 social	 norms	 becomes	 possible	
precisely	because	the	existence	of	social	norms	 is	analytically	assumed.	Although	there	 is	
still	 a	 room	 for	 discussing	 the	 existence	 of	 social	 norms,	 the	 normative	 approach	 has	
brought	theoretical	and	practical	 insights	to	the	study	of	organizational	scandal.	The	next	
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section	 investigates	 the	 approach	 in	 which	 organizational	 scandal	 is	 examined	 through	
actors’	subjective	perception.		
	

THE	COGNITIVE	APPROACH	OF	ORGANIZATION	SCANDAL	
This	 section	 deals	 with	 the	 cognitive	 approach	 to	 organizational	 scandal	 and	

theoretically	 examines	 preceding	 studies	 that	 fall	 in	 this	 category.	 As	 examined	 in	 the	
preceding	 section,	 organizational	 scandal	 has	 been	 conventionally	 understood	 to	 be	
objective	 harm’s	 violation	 of	 certain	 norms.	 However,	 when	 an	 actor	 feels	 unhappy,	 it	
could	 be	 defined	 as	 organizational	 scandal.	 In	 this	 case,	 actors	 who	 have	 found	 certain	
issues	 to	 be	 undesirable	 create	 organizational	 scandal.	 In	 other	 words,	 “organizational	
scandal	 which	 is	 triggered	 by	 a	 corporation	 (or	 an	 organization)	making	 actors	 unhappy	
does	not	necessarily	 constitute	 clear	 illegal	 or	 unlawful	 behavior,	 unlike	 the	 cases	of	 the	
violation	of	the	no	harm	principle,	but	it	can	become	a	huge	scandal	depending	on	the	time	
and	 place	 and	 can	 attract	 a	 lot	 of	 attention	 from	 the	 media”	 (Nakatani,	 2007:	 340-41;	
author’s	 addition	 in	 brackets).	 Since	 “clear	 illegal	 or	 unlawful	 behavior”	 cannot	 be	
identified,	and	since	it	is	the	actors	who	find	something	unhappy	that	define	organizational	
scandal,	 the	 corporation	 or	 organization	 can	 only	 react	 to	 the	 claim;	 in	 other	 words,	
because	 there	 is	no	clear	objective	harm,	 the	corporation	or	organization	can	only	act	 in	
reaction	to	the	actor’s	subjective	perception	of	something	undesirable.		

Let	us	now	examine	concrete	cases	of	analysis.	For	example,	a	consumer,	who	bought	
a	 video	 tape	player	made	by	a	 certain	manufacturer	 in	1998,	 felt	unhappy	with	how	 the	
person	 in	 charge	dealt	with	 his/her	 complaint	when	he/she	 asked	 for	 repair	 of	 an	 initial	
failure	(Nakatani,	2007).	The	purchaser	discussed	product	 failure	with	a	representative	of	
the	manufacturer	 when	 the	 video	 tape	 player	 was	 purchased,	 and	 he/she	 felt	 unhappy	
with	the	representative’s	response	and	judged	the	other	party	as	“abusive.”	The	purchaser,	
in	fact,	recorded	the	conversation	in	question	and	uploaded	it	to	the	homepage.	The	tape	
was	accessed	more	than	10	million	times	partly	due	to	media	reporting	and	partly	due	to	
the	 consumer’s	 unhappiness	 in	 the	 end	 that	 forced	 the	 president	 of	 the	manufacturing	
company	 to	 apologize.	 As	 this	 case	 study	 shows,	 an	 organization	 can	 be	 seen	 as	
problematic	even	if	 it	does	not	violate	the	no	harm	principle	and	is	forced	to	react	to	the	
event.	 This	 is	 not	 the	 case	 of	 organizational	 scandals	 “being	 there”	 a	 priori,	 but	 of	
organizational	scandals	“becoming”	one	after	the	event.	This	process	is	referred	to	as	“the	
making	of	organizational	scandal”	(Nakahara,	2014,	2015,	2016a,	2016b).	

Furthermore,	 some	 argue	 that	 even	 in	 the	 case	 where	 “clear	 illegal	 or	 unlawful	
behavior”	 has	 been	 recognized,	 the	 situation	 is	 defined	 as	 organizational	 scandal	 by	 the	
actors’	unhappiness.	In	this	case,	the	“clear	illegal	or	unlawful	behavior”	is	not	clear	before	
the	event,	but	is	judged	as	such	thereafter.	For	example,	Gohara	(2013)—who	investigates	
the	accidents	with	Paloma’s	boiler—states	that	there	was	no	product	failure	with	Paloma’s	
indoor	 boilers	 that	 caused	 death	 by	 carbon	monoxide	 poisoning.	 This	 is	 a	 case	 in	which	
many	deaths	due	to	carbon	monoxide	poisoning	across	approximately	twenty	years,	from	
January	 1985	 to	 November	 2005,	 were	 partly	 attributed	 to	 the	 boiler	 that	 Paloma	
manufactured.	 It	 is	 fair	 to	 reason	 that	 all	 these	 deaths	 could	 directly	 be	 attributed	 to	
product	failure	of	the	indoor	boiler.	

However,	Gohara,	who	chaired	the	investigation	committee,	concludes	that	there	was	
no	product	failure.	Despite	this,	Palma	was	held	responsible	for	deaths	because	the	victims’	
families	lodged	complaints	against	them.	The	boiler	had	a	built-in	safety	device	in	order	to	
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prevent	 carbon	monoxide	 poisoning.	 The	 device	 would	 be	 automatically	 switched	 on	 to	
stop	the	boiler	from	burning	if	it	was	used	with	insufficient	ventilation.	

However,	 the	 safety	 device	 started	 to	malfunction	 after	 a	 service	 life	 of	 about	 ten	
years.	 Consumers	 were	 demanding	 repair	 in	 order	 to	 correct	 the	 safety	 device’s	
malfunction.	 The	 repairer	modified	 the	 safety	devise	by	 removing	 its	 power	 supply.	As	 a	
result,	the	safety	device	stopped	malfunctioning	and	was	switched	on	when	the	consumer	
wanted;	 however,	 many	 deaths	 due	 to	 carbon	 monoxide	 were	 reported	 among	 the	
consumers	who	did	not	 know	of	 this	 feature.	Due	 to	 this,	 Paloma	maintained	 that	 there	
was	no	product	failure.	However,	as	the	victims’	families	were	unhappy	with	a	situation	in	
which	Paloma	did	not	admit	 responsibility	 for	 the	accidents	 caused	by	 their	boilers,	 they	
then	 made	 the	 issue	 a	 case	 of	 organizational	 scandal	 for	 Paloma	 through	 lodging	 a	
complaint.	

Let	 us	 now	 examine	 the	 background	 against	 which	 the	 complaint	 was	 lodged;	 this	
helps	us	 to	understand	 the	 importance	of	 the	 cognitive	approach	as	well	 as	 clues	 to	 the	
behavior	 of	 the	 corporation	 organization.	 According	 to	 Okamoto	 (2016),	 there	 are	 five	
factors	in	the	background	to	the	making	of	the	claim.	First,	there	is	“an	improvement	of	the	
consumers’	 status	 and	 an	 enhancement	 of	 their	 awareness	 of	 their	 rights.”	 The	
implementation	of	Product	Liability	Act	(PL	act)	in	1995,	the	revision	of	Consumer	Basic	Act	
(formerly	 known	 as	 Consumer	 Protection	 Basic	 Act)	 in	 2004,	 and	 the	 establishment	 of	
Consumer	Affairs	Agency	in	2009	have	contributed	to	the	development	of	law	and	systems	
for	 consumer	 protection,	 which	 in	 turn	 encouraged	 the	 consumer.	 Second,	 there	 is	 “an	
increase	in	mistrust	in	the	corporation.”	Fraudulent	labeling	and	cheating	with	the	use-by	
date	has	made	consumers	mistrustful	of	the	corporation.	Third,	there	is	“the	spread	of	the	
Internet.”	 The	 speed	 and	 scope	 of	 receiving	 and	 sending	 relevant	 information	 has	
drastically	improved.	Fourth,	there	is	“the	increased	use	of	toll-free	calls	and	the	spread	of	
mobile	phones.”	Together	with	the	spread	of	the	Internet,	it	has	encouraged	the	consumer	
to	lodge	a	complaint	there	and	then.	Fifth,	there	is	“a	lowering	of	the	complaint	barrier	due	
to	 the	 lowering	 of	 normative	 awareness.”	 In	 contrast	 to	 the	 past	 when	 there	 was	 an	
unspoken	 rule	 to	 try	 to	 avoid	 confrontation,	 there	 is	 now	 less	 resistance	 to	 lodging	 a	
complaint.	 Okamoto	 (2016),	 who	 lists	 these	 five	 factors,	 argues	 that	 there	 are	 interests	
other	 than	 simply	 lodging	 a	 complaint,	 such	 as	 restoring	 fairness	 or	 resolving	
dissatisfaction.	

The	major	 feature	of	 the	 cognitive	approach	over	 the	normative	approach	 is	 that	 it	
does	not	presuppose	norms,	and	 it	examines	organizational	 scandal	based	on	 the	actor’s	
subjective	 perception.	 As	 a	 result,	 it	 can	 overcome	 the	 theoretical	 limitation	 of	 the	
normative	approach	and	can	focus	on	the	actor’s	complaint.	In	other	words,	the	cognitive	
approach	 to	 organizational	 scandal	 takes	 a	 view	 that	 the	 actor’s	 subjective	 perception	 is	
conveyed	 as	 a	 complaint,	 which	 is	 then	 spread	 through	 the	 media’s	 reporting	 and	
references	 (subjective	 perception	→	 complaint	→	media’s	 reporting	 and	 references).	 Of	
course,	 there	 is	 room	for	questions	such	as	what	 the	process	of	 subjective	perception	 is,	
that	 is	 being	 reported	 and	 referenced	 by	 media,	 and	 why	 it	 is	 then	 identified	 as	
organizational	 scandal.	 Still,	 the	 cognitive	 approach	 has	 its	 own	 theoretical/practical	
implications.	
	

THE	LINGUISTIC	APPROACH	OF	ORGANIZATION	SCANDAL	
This	 section	 deals	 with	 the	 linguistic	 approach	 to	 organizational	 scandal,	 and	

theoretically	examines	preceding	studies	that	fall	 in	this	category.	In	doing	so,	the	section	
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deals	 with	 cases	 of	 analysis	 that	 focus	 on	 discourse,	 content,	 and	 narrative	 related	 to	
organizational	 scandal	 in	 order	 to	 review	 concrete	 examples	 of	 analysis	 in	 the	 linguistic	
approach.	What	is	a	linguistic	approach	to	organizational	scandal	in	the	first	place?	In	short,	
the	 linguistic	 approach	 with	 which	 this	 article	 is	 concerned	 is	 an	 approach	 that	 defines	
organizational	scandal	as	 language	(words)	and	 investigates	the	ways	 in	which	 it	 is	 talked	
about.	

The	linguistic	approach	has	also	been	used	in	the	field	of	business	management.	For	
example,	 the	 Japan	 Society	 for	 Information	 and	Management	 (2014)	 produced	 a	 special	
issue	on	“the	linguistic	approach	to	information	management”	and	explored	ways	in	which	
the	diverse	linguistic	expressions	that	are	used	in	information	management	influenced	our	
use	of	information	technology.	In	the	special	issue,	Wakuta	(2014)	speculates,	“the	ways	to	
perceive	and	think	about	the	world	depends	on	the	mother	tongue”	and	suggests	that	our	
perception	 is	 formed	by	 language.	This	 is	not	 limited	 to	 information	management.	 In	 the	
institutional	theory	of	organization,	which	is	“one	of	the	theories	most	frequently	referred	
to	in	a	variety	of	fields	in	Management	Studies	today,”	(Kuwata,	Matsushima,	&	Takahashi,	
2015:	vii),	the	“institution	as	language”	(e.g.,	Urano,	2009,	2015)	is	discussed.	For	example,	
Urano	(2015),	drawing	from	J.	P.	Butler’s	work	makes	the	case	for	language	as	an	actor	that	
works	on	people	to	find	new	interests.	In	other	words,	because	we	refer	to	the	institution	
as	language,	we	either	use	or	betray	that	institution.		

The	 major	 theoretical	 feature	 of	 the	 linguistic	 approach	 is	 found	 in	 its	 analysis	 of	
meanings	 and	 relationships	 of	 language	 using	 “the	 languages	 of	meanings	 and	 relation”	
(Noe,	 1990:	 162)	 as	 a	 clue,	 quite	 unlike	 the	 examination	 of	 subjective	 perception.	 This	
theoretical	 feature	 stems	 from	 the	 fact	 that	 the	 approach	 refers	 to	 a	 philosophical	
movement	 called	 the	 linguistic	 turn	 in	 its	 theoretical	 base.	 The	 linguistic	 turn	 is	 a	
philosophical	movement	started	by	the	linguistic	philosopher,	R.	M.	Rorty	(cf.	Rorty,	1992),	
who	 argues	 that	 reality	 is	 formed	 by	 language	 (rather	 than	 by	 human	 beings)	 (cf.	 Noe,	
1990;	Wakuta,	2014).	As	a	result,	the	significance	of	the	linguistic	turn	resides	in	the	view	
that	“it	is	not	that	human	beings	are	the	subject	and	language	a	medium;	it	is	that	language	
is	the	subject	and	human	beings	a	medium”	(Alvesson	&	Kärreman,	2000).	This	may	appear	
as	 a	 perspective	 in	 which	 language	 determines	 everything	 (linguistic	 determinism)	 (cf.	
Hasegawa,	 2015).	 However,	 it	 is	 not	 the	 case,	 for	 we	 can	 constitute	 diverse	 realities	
precisely	 because	 of	 language.	 In	 other	 words,	 we	 can	 find	 diverse	 interests	 and	 satisfy	
them	precisely	because	we	refer	to	language	(or	language	as	an	institution)	(e.g.,	Kuwata,	
Matsushima,	&	Takahashi,	2015).	Language	does	not	restrict;	language	creates	reality.	

The	 linguistic	 turns	 enables	 us	 to	 capture	 organizational	 scandal	 differently.	 In	
normative	 and	 cognitive	 approaches,	 the	 theoretical	 challenge	 is	 the	 ways	 in	 which	
organizational	 scandal	 is	 produced	 (or	how	 to	prevent	 it	 after	 the	event)	 because	of	 the	
organization’s	 objective	 harm	 or	 the	 actor’s	 subjective	 perception.	 However,	 if	
organizational	scandal	is	language,	why	it	happens	and	why	it	is	prevented	is	not	conducive	
to	 theoretical	 deliberation—we	 “can”	 only	 analyze	 the	 cause	 of	 organizational	 scandal	
because	 we	 have	 the	 term	 “(organizational)	 scandal.”	 Rather	 than	 questioning	 why	 it	
happens	 and	 how	 it	 can	 be	 prevented,	 we	 need	 to	 examine	 the	 ways	 in	 which	 (the	
language	of)	“(organizational)	scandal”	have	been	talked	about,	and	ask	questions	such	as	
what	is	talked	about	and	what	is	no	longer	talked	about.	

Some	early	works	on	cases	of	organizational	scandal	that	employ	discourse	analysis,	
content	 analysis,	 and	 narrative	 analysis	 are	 examined	 below	 as	 examples	 of	 analyses	 in	
which	the	focus	is	placed	on	the	ways	in	which	organizational	scandal	is	talked	about.	The	
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article	 explores	 the	 ways	 in	 which	 organizational	 scandal	 can	 be	 understood	 differently	
from	 the	 conventional	 understanding,	 according	 to	 each	 analytical	 method.	 It	 therefore	
explores	 the	 potential	 of	 the	 linguistic	 approach	 to	 organizational	 scandal	 by	 examining	
these	early	works.		
	

DISCOURSE	ANALYSIS	
First,	 let	 us	 examine	 the	 discourse	 analysis	 of	 organizational	 scandal.	 To	 start	with,	

discourse	is	defined	as	“organizational	rules	that	enable	the	production,	transmission,	and	
connection	 of	 text”	 (Uda	 &	 Takahashi,	 2014).	When	 discourse	 analysis	 is	 applied	 to	 the	
study	of	organizational	scandal,	it	intends	to	describe	organizational	rules	that	are	at	work	
when	 text	 concerning	organizational	 scandal	 is	produced,	 transmitted,	and	connected.	 In	
this	 regard,	 what	 is	 important	 is	 not	 to	 determine	 the	 meaning	 of	 “(organizational)	
scandal,”	but	 to	describe	 the	ways	 in	which	 it	 has	been	 talked	about.	 Let	us	 look	at	one	
example.	Murakami	(2011),	who	analyzes	the	discourse	of	“scandal,”	argues	that	the	term	
“scandal”	suddenly	emerged	in	1991	through	reporting	by	the	press.	Obviously,	the	press	
had	 been	 reporting	 on	 numerous	 cases	 (such	 as	 the	 Lockheed	 bribery	 incident	 or	 the	
Recruit	incident)	involving	civil	servants,	the	police,	the	university,	and	the	finance	industry	
between	 the	 1970s	 and	 1980s.	 However,	 these	 cases	 were	 not	 reported	 as	 cases	 of	
“scandal.”	

However,	the	situation	dramatically	shifted.	Since	a	securities	company’s	preferential	
treatment	 of	 major	 investors	 and	 post-factum	 loss	 compensation	 were	 reported	 as	
“scandal”	in	1991,	the	use	of	“scandal”	as	a	term	to	refer	to	so-called	“securities	scandal”	
started.	 In	 other	words,	 around	 this	 time,	 the	 term	 “scandal”	 came	 to	mean	 “securities	
scandal.”	 The	 frequency	 of	 the	 use	 of	 this	 term	 is	 in	 the	 background,	 and	 particularly	
increased	from	June	to	September	1991.	About	200	mentions	were	recorded	in	June,	but	
the	 frequency	 jumped	 to	 about	 1,100	 in	 July	 and	 about	 1,050	 in	 August.	 Based	 on	 this,	
Murakami	argues	that	the	public	started	to	understand	“scandal”	as	“securities	scandal.”	

The	meaning	of	the	term	“scandal”	was	not	fixed	there.	As	the	public	started	to	see	
“scandal”	 as	 “securities	 scandal,”	 other	 actors	 (mainly	 the	 press)	 tried	 to	 attract	 more	
attention	 to	 particular	 issues	 by	 assigning	 a	 different	meaning.	 Consequently,	 “scandal,”	
which	 had	 been	 used	 to	 mean	 “securities	 scandal”	 until	 then,	 came	 to	 mean	 “food	
scandal,”	 including	 Snow	Brand	Milk	 Products’	 food	poisoning	 and	 fraudulent	 labeling	 of	
meat	 using	 the	 anti-BSE	measures	 from	2000	 to	 2002;	 “railways	 scandal”	 such	 as	 the	 JR	
Fukuchiyama	 line	 train	 derailment	 in	 2005;	 and	 “construction	 scandal,”	 including	 the	
falsification	of	the	structural	calculation	sheet	and	the	fraud	in	piling	since	2010.		

In	other	words,	it	is	not	the	case	of	that	the	unfolding	problem	is	being	changed	(for	
example,	as	discussed	later,	Komabashi	(2012)	points	out	that	fraudulent	 labeling	of	food	
products	had	been	 found	 in	 the	past);	 rather,	because	 the	press	 (and	other	media)	used	
“scandal”	in	a	number	of	ways,	our	perception	of	the	concept	has	been	shaped	(Murakami	
and	Yoshizaki,	2008).	These	examples	show	that	the	meaning	of	“scandal”	is	not	fixed	and	
that	the	term	can	be	used	in	a	number	of	ways.	Discourse	analysis	enables	us	to	describe	
change	the	meaning	of	the	term	“scandal.”		
	

CONTENT	ANALYSIS	
Let	us	now	turn	to	content	analysis	of	organizational	scandal.	Content	analysis	focuses	

on	 the	 ways	 in	 which	 items	 (content)	 thrown	 into	 “scandal”	 changes,	 rather	 than	 on	
changes	 in	 the	 meaning	 of	 the	 term	 “scandal.”	 For	 example,	 Komabashi	 (2012),	 who	
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examines	 items	associated	with	“food	scandal,”	presents	 the	 following	 findings:	 (1)	 items	
such	as	fraudulent	labeling	of	food	products	which	are	included	in	“food	scandal”	have	long	
been	in	existence,	but	they	were	not	referred	to	as	“food	scandal”;	and	(2)	items	identified	
as	“food	scandal”	are	not	primarily	determined	and	change	as	time	goes	by.	What	does	this	
mean	at	all?	

Komabashi	 (2012)	 states	 following	with	 regard	 to	point	 (1):	 “fraudulent	 information	
on	the	product	origin	and	ingredients,	and	problems	with	hygiene,	are	the	most	frequent	
scandals	in	the	food	industry	of	late.	These	include	food	poisoning	caused	by	contaminated	
milk,	the	inclusion	of	foreign	objects	in	minced	meat,	fraudulent	information	regarding	the	
origin	 of	 meat,	 and	 cheating	 on	 the	 use-by	 date,	 neglecting	 cleaning	 manuals	 at	 the	
factory,	 and	 re-using	 of	 meals.	 However,	 these	 did	 not	 begin	 recently.	 They	 have	 been	
happening	across	the	world	since	a	long	time	ago”	(Komabashi,	2012:	68).	Although	this	is	
a	 very	 old	 example,	 bulking	 up	 of	 food	 products	 by	 adding	 foreign	 objects	 was	 a	
widespread	 practice	 in	 Britain	 in	 the	 eighteenth	 and	 nineteenth	 centuries,	 and	 while	
adding	 good	quality	 ingredients	 signaled	wealth,	 the	 addition	of	 poor	quality	 ingredients	
led	to	many	deaths	through	poisoning.	Nevertheless,	it	was	after	2000	that	these	incidents	
became	to	be	referred	to	as	“food	scandal”	in	Japan.	

As	for	(2):	the	term	“food	scandal”	started	to	circulate	after	2000,	and	its	content	has	
kept	changing	since	then.	 In	order	to	confirm	this,	 the	fastest	way	 is	to	 list	 incidents	that	
have	been	reported	as	“food	scandal”:	food	poisoning	by	Snow	Brand	Milk	Products	Inc.	(in	
2000),	fraudulent	labeling	of	meat	by	Snow	Brand	Milk	Products	Inc.	(in	2001),	fraudulent	
labeling	of	domestically	produced	beef	by	Nippon	Ham	(in	2002),	the	use	of	milk	beyond	its	
sell-by	date	by	Fujiya	 (in	2007),	 fraudulent	 labeling	of	meat	by	Meat	Hope	 Inc.	 (in	2007),	
changing	the	sell-by	date	of	shiroi	koibito	by	 Ishiya	Co.	Ltd	(in	2007),	changing	the	sell-by	
date	 of	 akafuku	 (in	 2007),	 fraudulent	 labeling	 of	 hinaidori	 (a	 native	 poultry,	 in	 2007),	
fraudulent	labeling	and	re-use	of	dishes	by	Senba	Kiccho	(in	2007)	and	fraudulent	branding	
of	hidagyu	by	Maruaki	(in	2008).	In	other	words,	the	content	changed	from	food	poisoning	
to	fraudulent	labeling	of	meat,	to	the	expiry	of	the	sell-by	date,	and	to	changing	of	the	sell-
by	date	to	fraudulent	labeling	and	branding	and	re-use	of	dishes.		

As	 shown	above,	while	 the	 category	of	 “food	 scandal”	only	emerged	after	2000,	 its	
content	 is	not	primarily	fixed	and	has	kept	changing.	 It	 is	 likely	that	 it	will	keep	changing.	
The	point	here	is	that,	despite	the	fact	that	the	incident	has	happened	before,	we	deal	with	
the	 incident	each	 time	 it	occurs	and	according	 to	 its	 content.	This	 is	not	necessarily	bad,	
and	 “food	 scandal”	 has	 to	 be	 dealt	with	 by	 focusing	 on	only	 the	 specific	 incident	 that	 is	
happening	 among	 many	 others	 (for	 example,	 in	 the	 case	 of	 food	 poisoning,	 the	
implementation	 of	 disinfection	 and	 frequent	 hand	 washing;	 in	 the	 case	 of	 fraudulent	
labeling	of	meat,	 the	 implementation	of	appropriate	quality	 labeling).	We	cannot	dismiss	
Koyama	(2011),	who	defines	this	as	“issue	myopia	(myopic	approach	to	a	certain	 issue	or	
the	 lack	 of	 insight)”;	 since	 the	 content	 changes,	we	 have	 no	 other	 choice	 than	 to	 adopt	
appropriate	measures	to	the	incident	within	the	local	context.	For	there	is	no	measure	that	
is	appropriate	for	all	contents—content	analysis	shows	us	this.	
	

NARRATIVE	ANALYSIS	
Third,	 there	 is	 narrative	 analysis	 of	 organizational	 scandal,	which	 examines	 changes	

(differences)	in	the	narrative	of	“(organizational)	scandal”	and	can	capture	the	difference	in	
the	 narrative	 even	 if	 similar	 incidents	 are	 under	 examination.	 For	 example,	 Kruvand	 &	
Hwang	 (2007)	 examine	 the	 fabrication	 incident	 in	 embryonic	 stem	 cell	 research	 of	 2005	
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and	show	that	 the	ways	 in	which	 the	“cloning	scandal”	was	narrated	were	very	different	
between	South	Korean	and	American	press.	The	fabrication	incident	emerged	when	it	was	
reported	that	a	biologist	working	for	Seoul	University,	South	Korea,	at	that	time	succeeded	
for	the	first	time	in	the	world	to	copy	embryonic	stem	cells	from	a	cloned	human	embryo.	
The	biologist	had	submitted	articles	on	this	finding	to	a	very	authoritative	journal,	Science,	
and	 two	 research	articles	were	published	 in	 February	2004	and	May	2005.	 This	 research	
finding	was	reported	widely	in	and	beyond	South	Korea,	and	researchers	and	practitioners	
from	 across	 the	world	 came	 to	 revere	 him.	 In	 particular,	 he	was	 revered	 as	 a	 “national	
hero”	(Kruvand	&	Hwang,	2007:	177)	in	South	Korea.	

Then,	 things	took	a	dramatic	 turn.	On	January	10,	2006,	 those	who	were	concerned	
voiced	some	doubt	that	both	published	research	articles	were	fabricated.	The	investigation	
committee	of	Seoul	University,	which	was	established	afterwards,	reported	that	both	were	
fabricated	after	carrying	out	an	 investigation.	Upon	this,	the	biologist	 in	question	publicly	
apologized	 at	 a	 press	 conference	 on	 January	 12,	 2006	 and	 resigned	 from	 his	 post.	 The	
biologist,	now	 labeled	as	an	 “international	disgrace”	 (Kruvand	&	Hwang,	2007:	178),	was	
now	reviled	widely.	

In	 regards	 to	 this	 incident,	 Kruvand	 and	 Hwang	 point	 out	 that	 the	 narrative	 of	 the	
“cloning	 scandal”	 vastly	 differs	 between	 the	Chosun	 Ilbo	 and	 the	New	York	 Times.	While	
the	Chosun	 Ilbo	 enthusiastically	 reported	 the	 publication	 of	 the	 first	 article	 in	 Science	 in	
2004	as	“the	first	step	towards	the	longed-for	goal,”	the	New	York	Times	simply	reported	
that	“medical	and	ethical	concerns	over	therapeutic	cloning	is	on	the	rise.”	As	for	the	2005	
article:	while	 the	Chosun	 Ilbo	 ran	 the	headline,	 “God’s	hand:	 can	he	cure	 those	 suffering	
from	 pain?,”	 the	New	 York	 Times	 was	much	 calmer	with	 “South	 Koreans	 are	 easy	 going	
towards	 stem	 cell	 cloning.”	 As	 for	 the	 press	 conference	 on	 January	 12,	 2006,	 while	 the	
Chosun	Ilbo’s	reporting	was	sympathetic	to	the	biologist,	the	New	York	Times	branded	the	
biologist	“a	stem	cell	researcher	who	has	lost	his	authority”	and	concluded	that	this	was	“a	
disappointing	 conclusion	of	his	 career.”	As	Kruvand	et	 al.	 point	out,	 the	Chosun	 Ilbo	was	
consistently	supportive	of	the	biologist,	while	the	New	York	Times	was	skeptical	 from	the	
beginning.		

The	 narrative	 analysis	 examined	 above	 shows	 that	 the	 narrative	 of	 the	 “(cloning)	
scandal”	 differed	 even	 when	 handling	 similar	 cases,	 and	 that	 different	 realities	 were	
constructed	 based	 on	 different	 narratives.	 W.	 R.	 Fisher,	 an	 expert	 in	 narrative	 analysis,	
points	out	 that	while	 the	narrative	has	a	mythic	aspect	 (as	 seen	 in	 the	 reputation	of	 the	
biologist	 in	 South	 Korea),	 it	 also	 has	 a	 moral	 aspect	 (as	 seen	 in	 the	 reputation	 of	 the	
biologists	 in	 the	 US)	 (Fisher,	 1989).	 Therefore,	 narratives	 need	 to	 be	 compared	 through	
narrative	analysis.		

	
DISCUSSION	

Here,	we	would	like	to	discuss	the	differences	among	the	three	approaches.	The	first	
involves	 the	 normative	 approach.	 As	 it	 has	 been	 already	 noted,	 the	 normative	 approach	
understands	organizational	 scandal	 as	objective	harm	and	examines	 the	ways	 in	which	 it	
exerts	 influence	on	others	in	the	organization.	In	this	case,	the	cause	of	objective	harm	is	
considered	 to	 be	 located	within	 the	 organization	 and	 the	 cause	 of	 a	 certain	 incident	 or	
accident	 is	 identified.	Since	if	a	cause	can	be	identified,	 logically	speaking,	objective	harm	
can	 be	 prevented	 beforehand;	 this	 would	 also	 naturally	 mean	 that	 the	 violation	 of	 the	
social	norm	can	be	prevented	as	well.	On	the	other	hand,	the	cognitive	approach	defines	
organizational	 scandal	 using	 subjective	 perception	 such	 as	 other	 people’s	 feelings	 of	
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dissatisfaction.	 In	 the	 cognitive	 approach,	 organizational	 scandal	 is	 understood	 to	 be	
subjective	 perception	 and	 is	 the	 approach	 that	 examines	 the	 ways	 in	 which	 it	
problematizes	the	organization	and,	conversely,	the	ways	in	which	the	organization	should	
deal	 with	 this	 problem.	 In	 this	 case,	 the	 cause	 is	 understood	 to	 be	 located	 outside	 the	
organization	 and	 even	 when	 there	 is	 no	 clear	 objective	 harm	 such	 as	 an	 incident	 or	
accident,	 claims	 made	 by	 the	 actor	 involved	 would	 create	 organizational	 scandal.	
Consequently,	 the	 important	 aim	 here	 is	 to	 negotiate	 interests	 of	 those	 who	 want	 to	
problematize	 the	 organization	 and	 those	 members	 of	 the	 organization	 that	 attempt	 to	
prevent	 it.	 In	 addition,	 since	 it	 is	 impossible	 to	 identify	 what	 may	 be	 perceived	 as	
unsatisfactory,	 these	 countermeasures	 can	 only	 be	 taken	 after	 the	 event.	 The	 following	
table	summarizes	what	has	been	discussed	so	far.	
	
Table	1.		Comparison	of	the	normative	and	coginitive	approaches	

	 Normative	approach	 Cognitive	approach	

What	is	organizational	
scandal?	

Direction	of	influence	

Objective	harm	
From	organization	to	others	

Subjective	perception	
From	others	to	the	

organization	

The	cause	
Research	objective	

The	timing	of	response	

Within	the	organization	
Elimination	of	objective	

harm	
Can	be	done	before	the	

event	

Outside	the	organization	
Negotiation	of	interests	
Has	to	be	after	the	event	

	
Lastly,	 the	 linguistic	 approach,	 so	 far	 we	 have	 compared	 the	 normative	 and	

cognitive	 approaches,	 but	 is	 organizational	 scandal	 something	 that	 is	 to	 be	 prevented	
before	or	after	 the	event?	Obviously,	objective	harm	should	be	prevented	and	subjective	
perception	also	has	an	important	role.	However,	with	these	two	approaches,	it	is	not	clear	
why	it	has	to	be	discussed	as	organizational	scandal.	This	is	because	we	can	regard	them	as	
an	 incident,	 accident	 or	 claim	 and	 think	 about	 how	 it	 has	 happened	 and	 what	
countermeasures	are	to	be	taken.	In	other	words,	there	is	theoretical	limitation	with	these	
two	 approaches	 that	 the	 theoretical	 significance	 peculiar	 to	 the	 study	 of	 organizational	
scandal	leaves	unclear.	Thus	the	current	article	has	focused	on	the	linguistic	approach	and	
reviewed	 research,	which	 becomes	 possible	when	 organizational	 scandal	 is	 perceived	 as	
language	 (words).	 In	 the	 linguistic	 approach,	 the	 ‘prevention’	of	organizational	 scandal	 is	
out	of	its	scope.	In	other	words,	by	examining	the	ways	in	which	organizational	scandal	has	
been	or	has	not	been	talked	about	as	 language	(words),	 it	becomes	possible	to	carry	out	
critical	examination	such	as	how	the	power	gap	between	the	speaker	and	the	spoken	has	
emerged.	 The	 linguistic	 approach	 enables	 such	 theoretical	 expansion,	 which	 is	 of	 major	
significance.	The	current	article	examined	discourse	analysis,	content	analysis	and	narrative	
analysis	 as	 concrete	 analytical	 methods	 in	 this	 approach	 and	 it	 is	 expected	 that	 more	
research	should	be	carried	out	using	these	methods.		
	

CONCLUSION	
The	 article	 has	 focused	 on	 three	 approaches	 to	 organizational	 scandal	 and	 has	

theoretically	 examined	 these	 approaches.	 In	 particular	 in	 the	 discussion	 section,	 it	 has	
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identified	theoretical	limitation	of	the	normative	and	cognitive	approaches	and	has	further	
explored	 the	 utility	 of	 the	 linguistic	 approach.	 More	 concretely,	 in	 the	 normative	 and	
cognitive	 approaches,	 the	 ways	 in	 which	 organizational	 scandal	 is	 talked	 about	 or	 not	
talked	about	is	put	in	a	black	box.	Consequently,	the	current	article	focuses	on	the	linguistic	
approach	and	examined	initial	research	in	reference	to	each	analytical	method	in	order	to	
open	up	a	new	theoretical	perspective.	These	approaches	are	only	preliminarily	evaluated	
in	this	article	and	further	research	is	required.	In	particular,	the	linguistic	approach	requires	
urgent	theoretical	development,	and	methodological	examination	of	the	analytical	method	
is	also	needed.			
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ABSTRACT	
The	 objective	 of	 this	 paper	 is	 to	 clarify	 the	 challenges	 to	 the	 adoption	 of	 International	
Financial	 Reporting	 Standards	 (IFRS)	 in	 China.	 By	 adopting	 the	 case	 study	 approach	 and	
using	 data	 collected	 from	 various	 sources,	 this	 paper	 clarified	 challenges	 to	 the	 direct	
adoption	of	IFRS	in	China,	including	the	endorsement	process,	the	interpretations	of	IFRS	by	
the	 Ministry	 of	 Finance	 (MOF)	 and	 Chinese	 accounting	 professionals,	 the	 costs	 of	 IFRS	
implementation,	the	translation	of	IFRS	into	Mandarin	Chinese	and	the	IFRS-related	training	
and	 education.	 The	 unique	 Chinese	 institutions	 would	 mainly	 pose	 these	 challenges.	 By	
unraveling	 the	 incompatibility	 between	 the	 direct	 adoption	 of	 IFRS	 and	 Chinese-specific	
institutional	framework	of	financial	reporting,	this	paper	argues	that	even	IFRS	are	adopted	
in	 all	 countries;	 the	 interpretations	 and	 applications	 of	 IFRS	 may	 be	 diversified	 across	
countries.	This	suggests	that	in	order	to	achieve	the	de	facto	global	convergence	of	financial	
reporting,	 the	 discussions	 should	 be	 extended	 from	 simple	 accounting	 issues	 to	 a	 more	
holistic	perspective,	including	the	institutional	diversity	surrounding	the	accounting	systems	
in	individual	countries.	
	
Keywords:	 International	 Financial	 Reporting	 Standards	 (IFRS),	 institutional	
complementarity	

	
INTRODUCTION	

The	 International	 Accounting	 Standards	 Board	 (IASB)	 has	 been	 developing	 the	
International	Financial	Reporting	Standards	 (IFRS)	and	 facilitating	 the	 international	use	of	
IFRS.	The	promotion	of	convergence	with	or	adoption	of	 IFRS	has	been	 largely	supported	
by	 the	 growth	 of	 multinational	 enterprises	 and	 the	 increasing	 globalization	 of	 capital	
markets.	Numerous	researches	indicated	that	the	multinational	enterprises	would	benefit	
from	 the	 adoption	 of	 IFRS.	 Specifically,	 international	 use	 of	 IFRS	will	 lower	multinational	
enterprises’	 cost	 of	 preparing	more	 than	 one	 set	 of	 accounts	 and	 consolidating	 financial	
statements	under	different	accounting	standards	(Chand,	2005;	Irvine,	2008;	Phan,	2014).	
Especially,	because	the	multinational	accounting	firms	have	necessary	knowledge	and	skills	
to	apply	IFRS,	they	are	likely	to	gain	a	comparative	advantage	over	local	accounting	firms	in	
the	 IFRS	 adoption	 (Chand,	 2005;	 Irvine,	 2008).	 Furthermore,	 the	 globalization	 of	 capital	
markets	requires	a	single	set	of	global	financial	standards	to	reduce	the	financial	reporting	
costs	 and	 improve	 the	 comparability	 of	 financial	 information	 (Nobes	 and	 Parker,	 2016).	
With	 these	 supports,	 the	use	of	 IFRS	has	 extended	 rapidly.	 The	 IASB’s	 survey	shows	 that	
nearly	 130	 countries	 have	 required	 all	 or	 most	 domestic	 listed	 companies	 and	 financial	
institutions	in	their	capital	markets	to	prepare	financial	statements	in	accordance	with	IFRS	
(as	of	March	30,	2017).		

In	spite	of	the	international	adoption	of	IFRS,	numerous	studies	suggested	that	many	
countries,	especially	developing	countries,	lack	necessary	infrastructures	for	the	consistent	
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application	of	IFRS.	Thus,	the	convergence	of	accounting	standards	on	de	jure	level	may	not	
necessarily	 lead	 to	 convergence	de	 facto.	 For	 instance,	Poudel	et	al.	 (2014)	 clarified	 that	
the	direct	 adoption	of	 IFRS	 in	Nepal	 does	not	necessarily	 improve	 the	 comparability	 and	
transparency	 of	 financial	 reporting	 prepared	 by	 Nepalese	 companies.	 That	 is	 because	
contextual	factors	in	Nepal,	such	as	widespread	corruption,	underdeveloped	capital	market,	
and	 a	 lack	 of	 qualified	 and	 well-trained	 accountants,	 are	 likely	 to	 hinder	 consistent	
interpretations	 and	 applications	 of	 IFRS	 in	Nepal.	Mısırlıoğlu	 et	 al.	 (2013)	 illustrated	 that	
Turkish	 listed	 companies	 have	 not	 applied	 IFRS	 consistently	 or	 made	 disclosure	 in	
compliance	 with	 IFRS	 requirements	 in	 spite	 of	 the	 mandatory	 IFRS	 adoption	 in	 2005.	
Mısırlıoğlu	 et	 al.	 (2013)	 explained	 that	 Turkey’s	 distinct	 factors,	 such	 as	 the	 taxation-
oriented	 financial	 reporting	 tradition,	 the	 lack	of	 efficient	 enforcement	mechanisms,	 and	
inadequate	 management	 information	 systems,	 are	 likely	 to	 pose	 an	 impediment	 to	 the	
consistent	implementation	of	IFRS.		

In	addition	to	the	national-specific	factors,	such	firm-specific	factors	as	firm	size	and	
industry	 are	 significant	 elements	 that	 determine	 the	 effective	 implementation	 of	 IFRS.	
Guerreiro	et	al.	(2008)	demonstrated	that	firm	size	is	a	significant	variable	in	determining	
the	preparedness	of	companies	for	applying	IFRS	and	showed	that	larger	companies	have	
stronger	 incentives	 to	 improve	 the	 quality	 of	 financial	 reporting.	 Moreover,	 as	 IFRS	
provided	managers	options	on	accounting	 treatments	 for	 the	same	business	 transactions	
and	 economic	 events,	 different	 accounting	 policy	 choices	 under	 IFRS	 among	 enterprises	
would	 hinder	 the	 comparability	 of	 financial	 information.	 Stadler	 and	 Nobes	 (2014)	
illustrated	that	industry	factors	would	affect	IFRS	policy	choices,	partly	because	enterprises	
tend	to	keep	policy	choices	alignment	with	industry	peers.	Furthermore,	certain	accounting	
issues,	 such	 as	 fair	 value	measurement,	 would	 be	 problematic	 in	 certain	 industries.	 For	
example,	Muller	et	al.	(2008)	found	that	the	adoption	of	IAS	40	and	the	requirement	that	
all	 enterprises	 owning	 investment	 properties	 should	 display	 fair	 values	 of	 these	 assets,	
whether	 through	 recognition	 or	 disclosure,	 have	 not	 fully	 eliminated	 differences	 in	
information	asymmetry	of	European	Union	(EU)	listed	companies	in	the	real	estate	industry.	
That	 maybe	 due	 to	 investors’	 concerns	 over	 the	 reliability	 of	 fair	 value	 estimates	 by	
managers.	

The	incompatibility	between	IFRS	and	existing	national	institutional	arrangements	and	
the	 problems	 related	 to	 particular	 industries	 or	 firm	 size	 might	 result	 in	 unintended	
consequences,	such	as	a	decrease	 in	the	reliability	of	 financial	 reporting.	This	may	hinder	
the	achievement	of	intended	objectives	of	IFRS	adoption	(either	mandatory	or	voluntary),	
such	as	improving	the	comparability	and	transparency	of	financial	information.		

Although	numerous	 studies	 investigated	problems	 related	 to	 the	global	 adoption	of	
IFRS,	few	studies	revealed	obstacles	to	the	implementation	of	IFRS	in	China.	The	objective	
of	 this	 paper	 is	 to	 fill	 this	 gap	 and	 clarify	 the	 challenges	 to	 the	 IFRS	 adoption	 in	 China,	
including	 the	 endorsement	 process,	 the	 interpretations	 of	 IFRS,	 the	 costs	 of	 IFRS	
implementation,	 the	 translation	 of	 IFRS	 into	 Mandarin	 Chinese,	 and	 the	 IFRS-related	
training	and	education.		

China	is	one	of	a	minority	of	countries	that	have	not	required	or	permitted	domestic	
companies	 to	 apply	 IFRS.	 The	 Chinese	 government	 requires	 listed	 companies	 in	 Chinese	
domestic	capital	markets	and	Chinese	financial	institutions	to	prepare	financial	statements	
in	 accordance	with	Chinese	accounting	 standards	 (CAS).	By	analyzing	 the	 challenges,	 this	
paper	 would	 provide	 a	 rationale	 for	 the	 decision	 of	 the	 accounting	 standards	 setter	 in	
China,	 the	 Ministry	 of	 Finance	 (MOF),	 concerning	 convergence	 with	 IFRS.	 This	 would	
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helpful	for	making	forecasts	about	the	potential	adoption	of	IFRS	in	China.		
The	 remainder	 of	 this	 paper	 is	 organized	 as	 follows.	 Section	 two	 describes	 the	

convergence	 process	 of	 CAS	with	 IFRS	 since	 2005.	 Section	 three	 elaborates	 the	 research	
methods	of	this	paper,	including	the	theoretical	framework,	the	case	study	approach,	and	
the	data	collection.	Section	four	investigates	the	main	issues	that	are	likely	to	challenge	the	
IFRS	 implementation	 in	 China.	 Section	 five	 concludes	 this	 paper	 by	 summarizing	 the	
incompatibility	 between	 the	 direct	 adoption	 of	 IFRS1	 and	 contemporary	 Chinese-specific	
institutional	arrangements.	

	
THE	CONVERGENCE	PROCESS	OF	CAS	WITH	IFRS	

The	convergence	 towards	or	adoption	of	 IFRS	at	a	global	 level	had	put	China	under	
strong	external	 pressures	 to	 converge	 its	 accounting	 system	with	 IFRS	 and	had	 triggered	
accounting	reforms	in	China	since	2005.	The	MOF,	at	the	beginning	of	2005,	set	up	a	plan	
to	 establish	 22	 new	 specific	 accounting	 standards	 and	 to	 revise	 the	 existing	 basic	
accounting	 standard	 and	 16	 specific	 accounting	 standards	 until	 the	 end	 of	 2005	 or	 the	
beginning	of	2006.	The	main	objective	of	the	reform	during	2005	and	2006	was	to	improve	
the	convergence	of	CAS	with	IFRS.	Thus,	in	order	to	establish	a	new	set	of	CAS	in	line	with	
IFRS,	the	MOF	enhanced	collaboration	with	the	IASB.	The	collaboration	resulted	in	a	joint	
statement	 in	November	 2005,	 so-called	 the	 “2005	Beijing	 Joint	 Statement.”	 The	MOF,	 in	
the	statement,	announced	that	it	would	set	the	convergence	with	rather	than	adoption	of	
IFRS	 as	 “one	 of	 the	 fundamental	 goals	 of”	 its	 standard-setting	 program	 (CASC	 and	 IASB,	
2005).	The	IASB,	in	turn,	took	a	step	back	from	its	initial	strong	position	that	convergence	
meant	full	adoption	of	IFRS	word	for	word	(Wang,	2006),	and	recognized	that	the	MOF	had	
the	authority	to	determine	the	form	and	ways	to	converge	CAS	with	IFRS	(CASC	and	IASB,	
2005).		

Several	months	after	this	joint	statement,	the	MOF	promulgated	a	new	set	of	CAS	in	
February	 2006,	 known	 as	 the	 Accounting	 Standards	 for	 Business	 Enterprises	 (ASBE).	 The	
new	 set	 of	 CAS	 issued	 in	 2006	 was	 acknowledged	 by	 the	 IASB	 as	 having	 achieved	
“substantial	 convergence”	 with	 IFRS	 (IASB,	 2006).	 The	 “substantial	 convergence,”	 as	
defined	by	officials	within	the	MOF,	meant	that	the	principles	of	recognition,	measurement	
and	 reporting	 in	 CAS	were	 the	 same	 as	 those	 in	 IFRS,	 although	 the	 IFRS	 have	 not	 been	
incorporated	 into	 CAS	 word	 for	 word	 (Liu,	 2006).	 The	MOF	 and	 the	 IASB	 expected	 that	
“substantial	convergence”	would	result	in	identical	financial	statements	in	accordance	with	
either	IFRS	or	CAS	(CASC	and	IASB,	2005).	The	MOF	required	all	listed	companies	in	China’s	
domestic	 capital	 markets	 to	 apply	 the	 new	 set	 of	 CAS	 for	 both	 consolidated	 and	 non-
consolidated	financial	statements	from	the	beginning	of	the	fiscal	year	2007.	The	MOF	has	
been	gradually	extending	the	application	of	the	new	set	of	CAS	for	both	consolidated	and	
non-consolidated	 financial	 statements	 of	 unlisted	 large	 and	 medium-sized	 companies	
(MOF,	2009).	

During	 and	 after	 the	 financial	 crisis	 of	 2007-2008,	 the	 Group	 of	 Twenty	 (G20)	
addressed	 accounting	 as	 a	 critical	 issue	 for	 financial	 stability.	 It	 encouraged	 member	
countries,	including	China,	to	converge	their	national	GAAPs	with	IFRS	or	adopt	IFRS.	With	
the	G20’s	endorsement	of	IFRS	as	the	single	set	of	global	financial	reporting	standards,	the	
IASB	further	pressured	the	MOF	to	directly	adopt	 IFRS	 in	China.	For	example,	since	2011,	
the	current	Chairman	of	the	IASB,	Hans	Hoogervorst,	has	exerted	pressures	on	the	MOF	to	
fully	adopt	IFRS	in	China	to	replace	CAS.	When	visited	China	in	2011,	he	gave	a	speech	and	
stated	 “there	 is	 a	 lingering	 suspicion	among	 the	broader	 international	 financial	 reporting	
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community	 about	 closeness	 between	 IFRS	 and	 Chinese	 accounting	 standards.	 In	 this	
regard,	the	term	‘principally	in	line	with	IFRS’	does	China	no	favours”	(Hoogervorst,	2011).	
He	further	suggested	that	China	should	make	a	decision	to	“fully	adopt	IFRS”	(Hoogervorst,	
2011)	as	Brazil	did.	

The	MOF,	however,	had	established	 the	 “convergence	approach”	as	 the	 strategy	 to	
respond	 to	 the	 pressures	 of	 the	 global	 convergence	 in	 financial	 reporting	 (see	 the	 2005	
Beijing	 Joint	 Statement).	Under	 this	 approach,	 the	MOF	 continues	 to	develop	CAS,	while	
gradually	eliminating	disparities	between	CAS	and	IFRS	over	time.	The	MOF	has	no	plans	to	
accept	 the	 “direct	 adoption	approach”	 (either	mandatory	or	 voluntary)	 suggested	by	 the	
IASB,	in	which	IFRS	would	replace	CAS.	Yang	Min,	former	Director	General	(2010-2015)	of	
the	 Accounting	 Regulatory	 Department	 within	 the	 MOF	 argued,	 “the	 convergence	
approach	 is	 a	 pragmatic	 and	 effective	 way	 to	 meet	 the	 needs	 for	 establishing	 and	
developing	 accounting	 standards”	 (Yang	 et	 al.,	 2011,	 p.	 14)	 in	 China,	which	 is	 a	 country	
with	specific	legal	environment,	codes	of	language,	and	implementation	problems.	

After	a	decade	of	signing	the	2005	Beijing	Joint	Statement,	the	 IFRS	Foundation	and	
the	MOF	held	a	bilateral	meeting,	on	the	occasion	of	the	IFRS	Foundation	Trustees	meeting	
in	Beijing	during	October	13th	to	16th,	2015.	The	two	organizations	discussed	some	options	
for	how	to	further	enhance	the	cooperation	and	relationship	between	them	in	the	future	
(IASB,	2015b).	The	bilateral	meeting	resulted	in	a	Joint	Statement,	referred	to	as	the	“2015	
Beijing	Joint	Statement,”	to	update	the	2005	Beijing	Joint	Statement.	In	the	updated	joint	
statement,	Dai	Bohua,	Assistant	Minister	of	the	MOF,	reaffirmed	that	the	goal	of	the	CAS	
establishment	is	to	achieve	full	convergence	with	IFRS.	This	commitment	is	consistent	with	
the	 “G20-endorsed	objective	of	 a	 single	 set	of	high	quality,	 global	 accounting	 standards”	
(IASB,	2015a).	The	IFRS	Foundation,	 in	turn,	assented	to	ensure	Chinese	stakeholders’	full	
involvement	 “in	 the	 future	 development	 of	 IFRS”	 (MOF	 and	 IFRS	 Foundation,	 2015).	
Furthermore,	 the	 two	organizations	announced	a	plan	 to	establish	a	 joint	working	group	
“to	 explore	 ways	 and	 steps	 to	 advance	 the	 use	 of	 IFRS	 within	 China	 and	 other	 related	
issues,	especially	 for	 those	 internationally	orientated	Chinese	companies”	 (MOF	and	 IFRS	
Foundation,	2015).	

Although	the	2015	Beijing	Joint	Statement	did	not	specify	the	direct	adoption	of	IFRS	
(either	mandatory	or	voluntary)	in	China,	it	raised	the	likelihood	of	direct	adoption	of	IFRS	
(either	 mandatory	 or	 voluntary),	 at	 least	 in	 the	 “internationally	 orientated	 Chinese	
companies”	(MOF	and	IFRS	Foundation,	2015),	after	the	long-term	adherence	of	the	MOF	
to	the	convergence	approach.	Actually,	Wang	Jun,	former	Vice	Minister	of	the	MOF	(2005-
2013),	suggested	this	probability	 in	his	presentation	 in	the	3rd	2009	 IFRS	Advisory	Council	
meeting	as	follows:	

	
Due	to	factors,	such	as	the	law	system	and	culture,	at	present,	it	is	impossible	for	
Chinese	 accounting	 standards	 to	 be	 equivalent	 with	 International	 Financial	
Reporting	 Standards	 word	 for	 word.	 However,	 we	 do	 not	 disagree	 that	 it	 is	
attemptable	 to	 prepare	 financial	 statements	 of	 Chinese	 enterprises,	which	 have	
listed	 shares	 in	 overseas	 capital	 markets,	 or	 Chinese	 large	 multinational	
companies,	 directly	 in	 accordance	 with	 International	 Financial	 Reporting	
Standards	when	conditions	will	have	permitted.	(Wang,	2009,	p.4)		
	

Actually,	 increasing	overseas	 financing	by	Chinese	enterprises	has	been	a	 significant	
impetus	for	the	convergence	of	CAS	with	IFRS.	At	the	end	of	2016,	there	were	394	Chinese	
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companies	that	have	listed	shares	on	the	Stock	Exchange	of	Hong	Kong.	Moreover,	Chinese	
enterprises,	in	2016,	raised	941,273	million	RMB	by	issuing	shares	on	the	Stock	Exchange	of	
Hong	 Kong,	 while	 raised	 1,990,190	 million	 RMB	 by	 issuing	 shares	 on	 Chinese	 domestic	
capital	markets,	namely	 the	Shenzhen	Stock	Exchange	and	 the	Shanghai	 Stock	Exchange.	
Most	 Chinese	 enterprises	 that	 have	 listed	 shares	 on	 the	 Stock	 Exchange	 of	 Hong	 Kong	
prepare	two	sets	of	accounts	 in	accordance	with	CAS	and	IFRS	as	adopted	by	Hong	Kong.	
The	MOF	acknowledged	that	converging	CAS	with	IFRS	would	benefit	Chinese	enterprises	
that	 have	 raised	 or	 intend	 to	 raise	 funds	 in	 the	 global	 capital	 market	 by	 reducing	 their	
financial	 reporting	 costs.	 This	 was	 one	 of	 the	 MOF’s	 motivations	 to	 promote	 the	
convergence	of	CAS	with	IFRS	(Miao,	2016).		

In	 addition	 to	 overseas	 financing,	 Chinese	 enterprises	 have	 been	 expanding	 their	
business	activities	worldwide.	According	 to	 the	World	Bank’s	 statistics,	 the	 foreign	direct	
investment	 (FDI)	 of	Chinese	enterprises	 in	2015	 reached	174.391	billion	USD,	 accounting	
for	 about	 9%	 of	 the	 global	 net	 outflows	 of	 FDI,	 which	 was	 1.866	 trillion	 USD	 in	 2015.	
Chinese	multinational	enterprises	would	have	stronger	incentives	to	promote	the	adoption	
of	 IFRS	 in	China,	as	 this	would	 save	 their	 costs	 to	 consolidate	 financial	 statements	under	
different	accounting	standards.	

	
RESEARCH	METHODS	

	
Theoretical	Framework	

The	 analyses	 of	 this	 paper	 are	 mainly	 based	 on	 the	 notion	 of	 institutional	
complementarity.	 Aoki	 (2001)	 defined	 the	 institutional	 complementarities	 as	 “synchronic	
interdependencies	 among	 institutions”	 (Aoki,	 2001,	 p.225),	 such	 as	 “political,	
organizational,	 and	 social	 domains”	 (Aoki,	 2001,	 p.3),	 and	 suggested	 that	 “one	 type	 of	
institution	rather	than	another	becomes	viable	in	one	domain	when	a	fitting	institution	is	
present	 in	 another	 domain,	 and	 vice	 versa”	 (Aoki,	 2001,	 p.225).	 Applying	 this	 notion	 to	
accounting,	Hail	et	al.	 (2010)	suggests,	“accounting	standards	are	one	of	many	 important	
institutional	elements	affecting	financial	reporting	practices	in	a	country”	(Hail	et	al.,	2010,	
p.360).	Furthermore,	as	accounting	system	is	likely	to	be	complementary	to	its	surrounding	
institutional	arrangements	that	vary	greatly	from	country	to	country,	“changing	solely	the	
accounting	 standards”	 (Hail	 et	 al.,	 2010,	 p.359)	 (e.g.,	 adopting	 IFRS	 to	 replace	 national	
accounting	 standards)	 may	 “have	 limited	 effects	 and,	 in	 some	 cases,	 can	 even	 have	
undesirable	 effects”	 (Hail	 et	 al.,	 2010,	 p.359)	 on	 financial	 reporting	 practices	 in	 certain	
countries.	

	
Case	Study	Approach	

This	paper	adopts	a	case	study	approach.	Cooper	and	Morgan	(2008)	suggested	that	
the	 case	 study	 approach	 is	 useful	 when	 the	 research	 aims	 to	 examine	 the	 details	 of	
context-dependent,	 complex	 and	 significant	 events,	 such	 as	 the	 changes	 in	 accounting	
regulations.	 Cooper	 and	 Morgan	 (2008)	 further	 argued	 that	 the	 case	 study	 approach	 is	
helpful	 for	 understanding	 the	 applicability	 and	 rationalization	 of	 certain	 accounting	
regulations	 in	 a	 specific	 context.	 Thus,	 the	 case	 study	 approach	 is	 appropriate	 for	 this	
paper.	This	is	because	this	paper	aims	to	assess	the	applicability	of	direct	adoption	of	IFRS	
(either	mandatory	or	voluntary)	in	China	by	discussing	the	compatibility	of	IFRS	with	main	
elements	of	the	Chinese-specific	context	(e.g.,	the	political	and	taxation	systems).	
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Data	Collection	

The	 data	 used	 in	 this	 paper	 was	 collected	 from	multiple	 sources	 including	 primary	
sources	 and	 secondary	 documents.	 The	 primary	 sources	 mainly	 include	 official	
publications,	 speeches,	 and	 pronouncements	 of	 senior	 officials	 within	 the	 MOF.	 This	 is	
because	 the	 MOF	 is	 the	 only	 authority	 responsible	 for	 establishing	 Chinese	 accounting	
standards	and	is	one	of	major	supervisors	of	the	implementation.	The	statements	of	senior	
officials	within	the	MOF	help	us	explore	their	rationality	and	values	regarding	accounting,	
and	 their	 opinions	 on	 the	 global	 convergence	 of	 financial	 reporting,	 especially,	 the	 IFRS	
adoption.	 We	 also	 reviewed	 documents	 related	 to	 the	 development	 and	 training	 of	
Chinese	accounting	professionals	issued	by	the	MOF.	The	MOF	is	the	major	actor	to	design,	
establish	and	improve	the	development	of	Chinese	accounting	professionals	(Wang,	2012),	
which	 is	 an	 essential	 infrastructure	 for	 the	 consistent	 and	 rigorous	 implementation	 of	
accounting	standards.		

Regarding	secondary	documents,	we	scrutinized	the	MOF’s	analytical	 reports	on	the	
implementation	of	 the	new	set	of	CAS	 in	order	 to	detect	 the	practical	problems	and	 the	
influence	 of	 new	 accounting	 standards	 on	 financial	 statements	 of	 Chinese	 listed	
companies.	 We	 also	 examined	 the	 China	 Securities	 Regulatory	 Commission	 (CSRC)’s	
regulatory	reports	in	order	to	understand	the	problems	related	to	the	interpretations	and	
applications	of	the	new	set	of	CAS.	The	CSRC’s	reports	also	deal	with	problems	regarding	
auditing	of	financial	statements	prepared	by	Chinese	listed	companies	in	accordance	with	
the	new	set	of	CAS.	As	the	set	of	CAS	issued	in	2006	was	acknowledged	as	having	achieved	
“substantial	 convergence”	 with	 IFRS,	 it	 is	 expected	 that	 the	 implementation	 problems	
already	identified	in	the	analytical	reports	of	the	MOF	and	the	CSRC	would	still	exist	during	
the	 direct	 adoption	 of	 IFRS	 (either	 mandatory	 or	 voluntary)	 in	 China.	 Furthermore,	 the	
MOF	 has	modified	 IFRS	 to	 accommodate	 Chinese-specific	 context	when	 setting	 CAS.	 For	
example,	the	MOF	limited	the	application	of	fair	value	measurement	in	CAS	to	reduce	the	
impact	of	 fair	value	measurement	 in	many	areas	 (Biondi	and	Zhang,	2007).	 It	 is	expected	
that	 implementation	 problems	 identified	 by	 the	 MOF	 and	 the	 CSRC	 may	 become	 more	
acute	 if	 the	MOF	 permits	 or	 requires	 Chinese	 enterprises	 to	 prepare	 financial	 reports	 in	
accordance	with	IFRS.		

Additionally,	the	secondary	documents	include	articles	and	books	containing	research	
and	 analyses	 of	 the	 Chinese	 accounting	 system	 and	 its	 surrounding	 institutions.	 These	
documents	 were	 written	 by	 Chinese	 and	 foreign	 academics,	 accounting	 professionals	 in	
China,	 and	 officials	 in	 Chinese	 regulatory	 organizations.	 Other	 documents	 include	
investigation	 reports	by	 international	organizations,	 such	as	 the	World	Bank,	 and	 foreign	
organizations,	such	as	the	Financial	Services	Agency	in	Japan.	

By	analyzing	archived	materials,	this	paper	clarifies	challenges	to	the	implementation	
of	IFRS	in	China,	including	issues	concerning	the	endorsement	process,	the	interpretations	
of	 IFRS,	 the	costs	of	 IFRS	 implementation,	 the	 translation	of	 IFRS	 into	Mandarin	Chinese,	
and	the	IFRS-related	training	and	education.	

	
CHALLENGES	TO	THE	IMPLEMENTATION	OF	IFRS	IN	CHINA	

	
Endorsement	

According	to	the	Accounting	Law	 (article	7),	the	National	People’s	Congress	of	China	
has	delegated	Chinese	accounting	standards	setting	authority	to	the	MOF.	Since	the	IASB	is	
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a	 private	 standard	 setter	 without	 the	 power	 to	 issue	 legally	 binding	 standards,	 IFRS	 as	
issued	 by	 the	 IASB	 are	 not	 simply	 applied	 in	 each	 country	 or	 region	 and	 need	 to	 be	
endorsed	by	 local	authoritative	agencies.	Actually,	several	countries	and	regional	entities,	
such	as	Japan	and	the	EU,	have	applied	endorsement	mechanisms	for	existing	IFRS,	future	
amendments	of	existing	IFRS,	or	the	creation	of	new	IFRS.		

Endorsement	 mechanisms	 had	 been	 used	 as	 a	 safeguard	 against	 undue	 foreign	
influence	and	to	preserve	local	legislators’	veto	rights.	For	example,	the	EU	had	conducted	
an	endorsement	mechanism	 to	 grant	 the	EU	a	 veto	 right	on	 IFRS	 implementation	 in	 this	
region,	and	ensure	its	influence	in	the	standards-setting	process	of	the	IASB.	This	had	been	
highlighted	 by	 changes	 of	 IFRS	 in	 response	 to	 pressures	 from	 the	 EU	 during	 the	 global	
financial	 crisis.	 One	 change	 is	 allowing	 reclassification	 of	 financial	 assets	 out	 of	 the	 “fair	
value	through	profit	or	loss”	and	“available-for-sale”	categories	(Camfferman	&	Zeff,	2015).	
Thus,	it	can	be	expected	that	if	IFRS	are	adopted	in	China,	the	MOF	will	be	likely	to	apply	an	
endorsement	mechanism	to	create	“IFRS	as	endorsed	by	the	MOF.”	

The	 Chinese-specific	 institutional	 arrangements	 have	 several	 prominent	 features,	
such	as	a	high	weight	of	the	secondary	sector	in	China’s	economy,2	the	heavy	dependence	
on	 bank	 loans3	 for	 financing,	 and	 the	 scarcity	 of	 qualified	 accounting	 professionals.4	 The	
Chinese	 reporting	 system	 has	 evolved	 in	 concert	 with	 these	 features.	 For	 instance,	 CAS	
take	 the	historical	 cost	as	 the	principal	measurement	attribute	and	 restrict	 the	extensive	
application	of	fair	value.	As	such,	even	if	the	MOF	decides	to	adopt	IFRS,	it	is	unlikely	that	
the	MOF	will	permit	or	 require	Chinese	companies	 to	apply	“IFRS	as	 issued	by	the	 IASB.”	
The	 MOF	 will	 be	 likely	 to	 make	 modifications	 and	 exclusions	 to	 IFRS	 to	 accommodate	
Chinese	interests.	For	example,	although	the	IASB	prohibits	the	pooling	of	interests	method	
for	 business	 combinations,	 Yang	 Min,	 former	 Director	 General	 of	 the	 Accounting	
Regulatory	 Department,	 recognized	 that	 this	 method	 is	 necessary	 for	 business	
combinations	in	China,	and	stated:	

	
In	 China,	 a	 large	 number	 of	 business	 combinations	 happened	 within	 the	 same	
enterprise	 groups.	 These	 are	 business	 combinations	 under	 common	 control,	
regarding	which	 IFRS	have	not	yet	provided	clear	regulations.	Supposing	that	we	
accept	the	“direct	adoption”	approach,	 this	will	 result	 in	a	gap	 in	the	accounting	
standards,	 leading	 to	 the	 absence	 of	 regulations	 for	 such	 accounting	 practices.	
Even	 if	 we	 wait	 for	 the	 IASB	 to	 establish	 a	 new	 standard	 or	 revise	 the	 extant	
standard	for	these	transactions,	we	would	have	to	wait	for	a	long	time	because	of	
the	due	process,	such	as	planning	the	project,	making	research,	conducting	public	
consultation,	 voting,	 and	 publishing	 the	 standard.	 This	 is	 not	 conducive	 to	 the	
improvement	 in	 accounting	 practices	 and	 financial	 information	 of	 Chinese	
enterprises.	(Yang	et	al.,	2011,	p.15)	

	
Additionally,	 Liu	 Yuting,	 former	 Director	 General	 (2002-2010)	 of	 the	 Accounting	

Regulatory	 Department,	 pointed	 out	 that	 CAS	 excluded	 the	 accounting	 standard	 for	
employee	benefits,	and	the	accounting	standard	for	financial	reporting	in	hyperinflationary	
economies.	This	is	because	employee	benefits	are	not	common	in	China,	and	hyperinflation	
is	 not	 expected	 to	 occur	 in	 an	 economy	under	 the	macroscopical	 control	 of	 the	 Chinese	
government	(Liu,	2007).	Even	if	the	MOF	decides	to	directly	adopt	IFRS,	 it	will	be	likely	to	
add	 certain	 accounting	 regulations	 that	 are	 exempt	 in	 IFRS,	 or	 exclude	 certain	 IFRS	
regulations	 in	 the	Chinese-specific	version	of	 IFRS	during	an	endorsement	process.	These	
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deliberate	 modifications	 would	 lead	 to	 a	 national	 set	 of	 IFRS	 in	 China.	 Such	 a	
regionalization	 of	 IFRS	 opposes	 the	 IASB’s	 intended	 goal	 of	 facilitating	 cross-border	
comparability	by	establishing	a	single	set	of	global	accounting	standards.		

Moreover,	if	the	MOF	adopts	IFRS,	the	endorsement	process	will	potentially	lead	to	a	
time	 lag	 between	 the	 release	 of	 standards	 or	 interpretations	 by	 the	 IASB	 and	
corresponding	 regulations	 in	 “IFRS	as	endorsed	by	 the	MOF.”	The	 time	 lag	may	be	up	 to	
years.	For	example,	the	IASB	established	IFRS	13,	and	made	it	effective	for	annual	periods	
beginning	on	or	after	January	1st,	2013.	The	MOF	incorporated	IFRS	13	into	CAS,	and	issued	
the	 accounting	 standard	 for	 fair	 value	 measurement	 on	 January	 26th,	 2014,	 which	 was	
effective	 for	 Chinese	 listed	 companies	 since	 July	 1st,	 2014.	 The	 time	 lag	 between	 the	
effective	dates	of	the	accounting	standard	for	fair	value	measurement	in	IFRS	and	CAS	was	
one	and	a	half	years.	The	time	 lag	between	the	release	of	a	standard	by	the	 IASB	and	 its	
endorsement	 by	 the	 MOF	 is	 likely	 to	 hinder	 the	 comparability	 of	 financial	 reporting	
between	enterprises	 in	China	and	 firms	 in	other	 IFRS-adopting	 countries.	 This	 is	 because	
the	 MOF	 will	 be	 unlikely	 to	 permit	 Chinese	 enterprises	 to	 voluntarily	 apply	 an	 issued	
standard	before	endorsement	while	firms	in	other	countries	may	be	applying	the	standard	
already.	

	
Interpretations	of	IFRS	

Chinese	accounting	professionals	have	experienced	merely	30	years	of	development.	
Moreover,	most	of	them	have	been	accustomed	to	the	rules-based	approach	during	a	long	
period	 of	 education	 and	 practice	 under	 the	 Chinese	 accounting	 system	 with	 detailed	
regulations.	 Thus,	 Chinese	 accounting	 professionals	 are	 considered	 to	 lack	 the	 necessary	
education	and	experience	 to	make	 consistent	 interpretations	and	appropriate	 judgments	
under	principles-based	accounting	standards	(World	Bank,	2009;	ICAS,	2010;	Chen,	2015).	
Actually,	 accountants	 in	 Chinese	 enterprises	 and	 auditors	 in	 accounting	 firms	 have	 been	
largely	 relying	 on	 guidance	 provided	 by	 the	 MOF,	 such	 as	 interpretations	 (jieshi)	 and	
explications	(jiangjie).	This	caused	current	CAS	to	provide	more	specific	rules	than	IFRS	do.	
Such	a	professional	environment	 fosters	precise	 interpretations	and	application	guidance	
for	a	consistent	implementation	of	IFRS	in	China	(Li,	2011).	

Chinese	 regulators,	 such	 as	 the	 CSRC,	 have	 been	 urging	 the	MOF	 to	 provide	more	
precise	 interpretations	 and	 implementation	 guidance.	 For	 example,	 Li	 Xiaoxue,	 former	
committee	member	 for	Discipline	 Inspection	within	 the	CSRC,	 pointed	out	 that	 the	MOF	
had	 not	 provided	 adequate	 interpretations	 to	 CAS,	 and	 suggested	 that	 the	MOF	 should	
accelerate	 the	 development	 of	 interpretations.	 Moreover,	 Li	 Xiaoxue	 suggested	 that	
regulators	of	the	Chinese	financial	sector,	such	as	the	CSRC,	the	China	Banking	Regulatory	
Commission	 (CBRC),	 and	 the	 China	 Insurance	 Regulatory	 Commission	 (CIRC),	 should	 also	
provide	detailed	guidance	to	accounting	standards	implementation.	Li	Xiaoxue	stated:	

	
The	interpretation	mechanism	of	accounting	standards	cannot	meet	the	needs	of	
financial	 reporting	 preparers	 and	 regulators	 [in	 China].	 The	 MOF	 had	 claimed	
continuing	convergence	with	IFRS.	Thus,	 it	consults	regularly	with	the	IASB	when	
developing	 or	 modifying	 the	 implementation	 guidance.	 This	 process	 leads	 to	 a	
long	period	for	issuing	the	implementation	guidance,	and	in	some	cases,	the	MOF	
and	 the	 IASB	cannot	come	at	definitive	conclusions.	On	 the	other	hand,	Chinese	
capital	markets	are	in	an	emerging	and	transitional	period.	In	these	markets,	new	
economic	events	and	transactions	have	been	continuously	emerging.	There	 is	an	
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urgent	 need	 for	 uniform	 standards	 to	 regulate	 new	 economic	 events	 and	
transactions.	…	Recent	modifications	of	IFRS,	such	as	accounting	standards	for	the	
impairment	of	 financial	 instruments	and	 lease,	were	characterized	as	 theoretical	
and	 had	 a	 relatively	 lack	 of	 operability.	 …	 In	 order	 to	 regulate	 the	 [accounting	
standards]	 implementation	 and	 improve	 the	 quality	 and	 comparability	 of	
[financial]	 information,	 regulators	 of	 the	 financial	 sector	 [in	 China]	 need	 to	
consider	 how	 to	 provide	 detailed	 implementation	 guidance	 according	 to	 the	
actual	situations	in	[business]	entities	under	their	supervision.	(Li,	2011,	pp.13-14)	

	
Considering	 the	 current	Chinese	 institutional	 factors,	 such	as	 the	 lack	of	 accounting	

professionals	 who	 are	 skilled	 in	 making	 appropriate	 interpretations	 and	 judgments	 of	
principles-based	accounting	standards,	and	the	political	pressures	from	the	Chinese	capital	
markets	regulator	for	implementation	guidance,	the	MOF	would	be	likely	to	provide	more	
precise	guidelines,	 such	as	bright-line	 thresholds,	and	examples,	even	 if	 it	directly	adopts	
IFRS.	Moreover,	Chinese	enterprises	will	be	 likely	 to	rely	on	precise	guidelines	offered	by	
the	MOF	in	cases	where	IFRS	have	gaps	or	are	too	vague.	

Agoglia	 et	 al.	 (2011)	 documented	 the	 effect	 of	 accounting	 standard	 precision	 on	
financial	 statement	 preparers’	 judgments.	 Specifically,	 their	 results	 showed	 that	 financial	
statement	 preparers	 were	 less	 likely	 to	 report	 aggressively	 (in	 Agoglia	 et	 al.	 (2011),	
preparers	 are	 more	 likely	 to	 capitalize	 the	 lease)	 when	 applying	 a	 less	 precise	 financial	
reporting	 standard	 (in	 Agoglia	 et	 al.	 (2011),	 that	 is	 the	 one	 with	 more	 principles-based	
lease	classification	criteria),	than	when	applying	a	more	precise	standard	(in	Agoglia	et	al.		
(2011)	 that	 is	 the	 one	with	more	 rules-based	 lease	 classification	 criteria).	Given	 that	 the	
MOF	is	expected	to	provide	more	precise	guidance	than	the	IASB,	accounting	professionals	
in	China	will	be	likely	to	make	different	judgments	from	their	counterparties	in	other	IFRS-
adopting	countries,	even	if	China	directly	adopts	IFRS.	

Importantly,	 the	 MOF	 has	 adopted	 a	 perspective,	 focusing	 on	 the	 financial	 and	
productive	 process	 generated	 by	 the	 whole	 entity,	 which	 leads	 to	 a	 matching-based	
representation	 and	 historical	 cost	 valuation.	 This	 differs	 from	 the	 IASB’s	 fair	 value	
perspective,	focusing	on	the	net	worth	of	the	enterprise	as	the	residual	to	the	shareholders	
and	an	accounting	representation	of	the	market-based	value	of	the	firm	(Biondi	&	Zhang,	
2007).	Thus,	the	MOF	is	likely	to	offer	Chinese-specific	interpretations	and	implementation	
guidelines,	which	may	 lead	enterprises	 in	China	 to	make	different	accounting	 treatments	
for	the	same	transactions	and	economic	events	from	IFRS-applying	firms	in	other	countries	
do.	 For	 example,	 although	 the	MOF	 adopted	 the	 IFRS	 accounting	 treatments	 in	 current	
CAS,	allowing	enterprises	to	choose	cost	model	or	fair	value	model	for	the	measurement	of	
certain	assets	(e.g.,	investment	properties	and	biological	assets)	after	recognition,	the	MOF	
“required	enterprises	to	strictly	limit	the	application	of	fair	value	measurement	during	the	
implementation	of	accounting	standards”	(Liu,	2011,	p.11).	This	evidence	shows	that	even	
if	 China	 directly	 adopts	 IFRS,	 the	 MOF	 will	 be	 likely	 to	 provide	 interpretations	 and	
guidelines	 that	 are	 geared	 towards	 a	 local	 adaptation	 of	 IFRS,	 leading	 to	 differences	 in	
accounting	practices	between	China	and	other	IFRS-applying	countries.	

Additionally,	 Chinese	 accounting	 professionals	 may	 face	 the	 challenge	 to	 interpret	
IFRS	 consistently	 as	 do	 counterparties	 in	 Anglo-American	 countries	 (World	 Bank,	 2009).	
Specifically,	principles-based	IFRS	contain	numerous	verbal	probability	expressions,	such	as	
“sufficient	 certainty,”	 “reasonable	 assurance,”	 and	 “no	 longer	 probable”	 (Doupnik	 &	
Richter,	 2004).	 These	 uncertainty	 and	 probability	 expressions	 need	 to	 be	 interpreted	
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appropriately	and	consistently	to	enhance	the	comparability	of	financial	reporting	(Chand	
et	 al.,	 2010).	 However,	 several	 previous	 studies	 (e.g.,	 Doupnik	 &	 Richter,	 2003,	 2004;	
Doupnik	 &	 Riccio,	 2006;	 Chand	 et	 al.,	 2010)	 documented	 the	 effects	 of	 country-specific	
factors	(e.g.,	the	national	culture	and	accounting	professionals’	familiarity	with	accounting	
standards	in	IFRS)	on	accountants’	interpretations	of	IFRS.	Particularly,	Chand	et	al.	(2012)	
found	 that	 Chinese	 students	 showed	 greater	 conservatism	 and	 secrecy	 than	 Australian	
students	 in	assigning	probabilities	to	uncertainty	expressions	 in	 IFRS.	Furthermore,	Chand	
et	al.	 (2012)	showed	that	similar	secondary	and	tertiary	education	could	not	mitigate	the	
effects	 of	 the	 national	 culture	 on	 professional	 judgments	 of	 Australian	 (Anglo-Celtic)	
students	 and	 Chinese	 Australian	 students	 (who	 were	 born	 in	 China	 and	 migrated	 to	
Australia	to	complete	their	secondary	and	tertiary	education).	Even	if	the	MOF	adopts	IFRS,	
it	 would	 be	 expected	 that	 the	 unique	 Chinese	 national	 culture,	 such	 as	 long-term	
orientation	 and	 conservative	 virtues	 (Hofstede	 &	 Bond,	 1988),	 would	 affect	 accounting	
professionals’	 interpretations	 of	 IFRS.	 This	 would	 lead	 to	 different	 financial	 reporting	
between	Chinese	enterprises	and	firms	in	Anglo-American	countries.	
	
Cost	of	IFRS	Implementation	

The	 MOF	 requires	 Chinese	 enterprises	 to	 prepare	 both	 consolidated	 and	 non-
consolidated	 financial	 statements	 in	 accordance	 with	 the	 new	 set	 of	 CAS.	 The	 MOF	
considers	 that	 a	 single	 set	 of	 accounting	 standards	 for	 both	 consolidated	 and	 non-
consolidated	financial	statements	can	avoid	maintaining	two	sets	of	accounts	and	reduce	
enterprises’	 cost	 to	 prepare	 financial	 statements	 (FSA,	 2012).	 Actually,	 non-consolidated	
financial	 statements	 are	 important	 for	 Chinese	 enterprises.	 First,	 the	 CSRC	 required	
Chinese	 listed	 companies	 to	 conduct	 profit	 distributions	 based	 on	 non-consolidated	
financial	statements	(CSRC,	2008).	Second,	most	Chinese	enterprises	calculate	the	taxable	
income	 based	 on	 the	 accounting	 profits	 reported	 in	 the	 non-consolidated	 financial	
statements.	 Traditionally	 in	 China,	 there	 has	 been	 a	 close	 relationship	 between	 taxation	
and	 accounting,	 and	 the	 calculation	 of	 taxable	 income	 has	 been	 a	 major	 purpose	 of	
accounting	for	most	Chinese	enterprises,	especially	small	and	medium-sized	ones	(Doupnik	
&	Perera,	2012).	Moreover,	the	close	link	has	been	specified	by	the	Enterprise	Income	Tax	
Law,	which	defines	the	financial	statements	as	the	basis	for	calculating	taxable	income,	and	
requires	enterprises	 to	 submit	 financial	 statements	 to	 taxation	authorities	along	with	 tax	
returns	(article	21,	article	54).	

Considering	that	the	Enterprise	Income	Tax	Law	uses	historical	cost	as	tax	basis	for	all	
assets	 (article	 56),	 if	 the	 MOF	 permits	 or	 requires	 Chinese	 enterprises	 to	 prepare	 both	
consolidated	 and	 non-consolidated	 financial	 statements	 in	 accordance	 with	 IFRS	
(hereinafter,	“uniformity	approach”),	the	divergences	between	accounting	regulations	and	
taxation	 rules	 would	 be	 enlarged,	 leading	 to	 an	 increase	 in	 adjustment	 costs	 from	
accounting	profits	to	taxable	income	for	firms	(Dai	et	al.,	2005;	Song,	2013).	On	the	other	
hand,	 if	 the	MOF	permits	or	 requires	 IFRS	only	 for	consolidated	 financial	 statements	and	
requires	 CAS	 for	 non-consolidated	 financial	 statements	 (hereinafter,	 “separation	
approach”),	Chinese	enterprises	should	have	to	prepare	 two	sets	of	 financial	 statements.	
One	would	be	under	IFRS	mainly	for	the	financial	reporting	purpose,	and	the	other	would	
be	 under	 CAS	 mainly	 for	 taxation	 purposes	 and	 profit	 distributions.	 This	 “separation	
approach”	 would	 require	 skilled	 personnels	 who	 are	 competent	 to	 prepare	 financial	
statements	 under	 IFRS	 and	 CAS.	 Considering	 the	 increasing	 complexity	 of	 both	 sets	 of	
accounting	 standards,	 Chinese	 firms	 should	 need	 to	 recruit	 new	 employees	 or	 re-train	
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existing	 employees.	 The	 costs	 to	 employ	 or	 re-train	 specialized	 staffs	 would	 be	 a	 heavy	
financial	 burden	 for	 companies,	 especially	 for	 small	 and	 medium-sized	 firms.	 The	
implementation	 costs	 led	 by	 the	 “separation	 approach”	 have	 been	 demonstrated	 in	
Germany	(see	Hellmann	et	al.,	2010,	p.113).	As	such,	either	the	“uniformity	approach”	or	
the	 “separation	 approach”	 would	 lead	 to	 high	 implementation	 costs	 for	 Chinese	
enterprises.	

Additionally,	 the	 adoption	 of	 IFRS	 in	 China,	 either	 mandatory	 or	 voluntary,	 would	
largely	increase	the	enforcement	and	regulation	costs	of	supervisors,	such	as	the	MOF	and	
the	CSRC.	First,	even	if	the	MOF	adopts	IFRS,	it	is	expected	that	the	MOF	would	continue	to	
weigh	 in	 on	 the	 implementation	 of	 IFRS.	 For	 example,	 considering	 the	 Chinese-specific	
context,	 there	 are	 insufficient	 qualified	 accounting	 professionals	 who	 are	 competent	
enough	to	make	appropriate	interpretations	of	IFRS	and	judgments.	Thus,	the	MOF	would	
have	 to	 spend	 considerable	budgetary	 and	personal	 resources	 to	provide	 interpretations	
and	precise	implementation	guidance	for	principles-based	accounting	standards	(Li,	2011).	

Second,	the	MOF	and	the	CSRC	supervise	the	implementation	of	accounting	standards	
in	 Chinese	 enterprises	 and	 the	 auditing	 of	 financial	 statements.	 The	 enforcement	
effectiveness	 of	 the	 MOF	 and	 the	 CSRC	 largely	 depends	 on	 their	 funding,	 research	
capability,	 and	 officials’	 professional	 knowledge.	 Actually,	 even	 for	 the	 new	 set	 of	 CAS,	
supervising	 capacity	 (e.g.,	 human	 capacity)	 development	 for	 accounting	 standards	
implementation	has	been	an	urgent	issue	for	the	regulators.	For	example,	the	World	Bank	
pointed	out	that	in	order	to	improve	the	review	of	companies’	financial	statements	as	well	
as	the	review	of	accounting	firms’	and	CPAs’	auditing	practices,	regulators	in	China,	such	as	
the	MOF	and	the	CSRC,	need	to	recruit	more	technically	qualified	personnels	who	have	the	
experience	 related	with	 accounting	 and	auditing	 standards	 implementation	 (World	Bank,	
2009).	 If	 the	MOF	adopts	 IFRS,	 the	MOF	and	 the	CSRC	would	have	 to	 recruit	 specialized	
staffs	that	have	practical	experience	related	with	IFRS	implementation	and	auditing	of	IFRS-
based	financial	statements.	This	would	be	a	big	challenge	because	only	a	small	number	of	
Chinese	 accounting	 professionals	 have	 adequate	 exposure	 to	 IFRS-related	 reporting	 and	
auditing	practices	(Wang,	2012).	

Third,	 the	 CSRC	 anticipates	 that	 extensive	 application	 of	 fair	 value	 measurement	
would	 lead	 to	 a	 significant	 increase	 in	 supervision	 costs	 for	 financial	 reporting	 of	 listed	
companies.	For	example,	Jia	Wenqin,	the	Chief	Accountant	and	the	head	of	the	Accounting	
Department	within	the	CSRC,	stated:	

	
It	is	foreseeable	that	if	fair	value	measurement	is	applied	in	China	in	a	wide	range	
as	 its	 application	 in	 the	 United	 States,	 this	 would	 lead	 to	 a	 large	 fluctuation	 in	
companies’	 net	 assets	 and	 net	 profits	 in	 different	 accounting	 periods,	 and	may	
provide	 more	 earnings	 manipulation	 opportunities	 to	 companies.	 This	 would	
significantly	increase	our	supervision	costs	and	bring	unprecedented	challenges	to	
regulation.	(Jia,	2010,	p.9)	

	
	 Moreover,	the	direct	adoption	of	 IFRS	would	bring	a	substantial	 financial	burden	for	
accounting	 firms,	 especially	 for	 Chinese	 domestic	 ones.	 Table	 1	 describes	 the	 auditing	
expenditure	 distribution	 for	 Chinese	 listed	 companies’	 FY2013	 annual	 reports.	 Table	 1	
shows	 that	 the	major	 proportion	 (1,854	 of	 2,314)	 of	 Chinese	 domestic	 accounting	 firms’	
clients	 paid	 audit	 fees	 under	 one	million	 RMB.	 This	 data	 shows	 that	 the	main	 clients	 of	
most	 domestic	 accounting	 firms	 were	 relatively	 small	 and	 medium-sized	 enterprises.	
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Hence,	 most	 domestic	 accounting	 firms	 may	 not	 have	 the	 experience	 in	 addressing	
complex	accounting	practices,	such	as	estimating	fair	values	of	certain	assets	and	liabilities.	
Chand	et	al.	(2010)	documented	that	appropriate	training	and	adequate	exposure	to	new	
accounting	 standards	 are	 essential	 for	 proficient	 and	 consistent	 interpretations	 and	
applications	of	the	new	accounting	standards.	The	direct	adoption	of	IFRS	in	China	requires	
domestic	accounting	firms	to	build	IFRS-specific	capabilities,	such	as	 improving	training	of	
CPAs	 and	 furthering	 CPAs’	 exposure	 to	 IFRS-related	 practices.	 This	 would	 be	 a	 great	
challenge	 for	 Chinese	 domestic	 accounting	 firms,	 because	 most	 of	 them	 have	 no	
experience	in	auditing	IFRS-based	financial	statements.	Thus,	they	have	to	pay	huge	costs	
to	recruit	new	employees	or	re-train	existing	employees,	and	even	to	seek	networks	with	
international	 accounting	 firms	 to	 gain	 resources	 (e.g.,	 procedure	 manuals,	 application	
guidance,	and	training)	on	the	IFRS	implementation	tasks	(Wang,	2012).	
	
Table	1.	Chinese	Listed	Companies’	Audit	Expenditure	for	FY2013	Annual	Reports	

Audit	Fee	
(thousand	
RMB)	

Number	of	
companies	

Proportion	
(%)	

Number	of	
the	Big	4’s		
clientsnote1	

Share	of	
the	Big	

4	
(%)	

Number	of	
domestic	
accounting	

firms’		
clients	

Share	of	
domestic	
accounting	

firms	
(%)	

Over	
100,000		
(including	
100,000)	

4	 0.16	 4note2	 100.00	 0	 0.00	

50,000-
100,000	 4	 0.16	 4note3	 100.00	 0	 0.00	

10,000-
50,000	 21	 0.85	 19	 90.48	 2	 9.52	

5,000-
10,000	 32	 1.30	 25	 78.13	 7	 21.87	

1,000-
5,000		 534	 21.64	 83	 15.54	 451	 84.46	

500-1,000	 1,258	 50.97	 18	 1.43	 1,240	 98.57	

Below	500	 615	 24.92	 1	 0.16	 614	 99.84	

Sum	 2,468	 100.00� 	 154	 � 	 2,314	 � 	

Source:	Analysis	of	Auditing	of	Listed	Companies’	FY2013	Annual	Reports	(CSRC,	2014).	
Note1:	 40	 accounting	 firms,	 including	 the	 Big	 4	 and	 36	 domestic	 accounting	 firms,	

conducted	 auditing	 of	 Chinese	 listed	 companies’	 FY2013	 annual	 reports.	 The	 Big	 4	
includes	 Deloitte	 Touche	 Tohmatsu,	 KPMG,	 PricewaterhouseCoopers,	 and	 Ernst	 and	
Young.		

Note2:	These	four	companies	have	listed	shares	on	the	Stock	Exchange	of	Hong	Kong	and	
prepared	 financial	 statements	 in	 accordance	 with	 IFRS	 in	 addition	 to	 financial	
statements	in	accordance	with	CAS.	

Note3:	These	four	companies	have	listed	shares	on	the	Stock	Exchange	of	Hong	Kong	and	
prepared	 financial	 statements	 in	 accordance	 with	 IFRS	 in	 addition	 to	 financial	
statements	in	accordance	with	CAS.	
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	 Table	 1	 also	 shows	 that	most	 Chinese	 listed	 companies	 (2,314	 of	 2,468)	 have	 been	
audited	by	domestic	accounting	firms.	Thus,	the	lack	of	Chinese	domestic	accounting	firms’	
IFRS-specific	 capabilities	 would	 largely	 affect	 the	 entire	 auditing	 quality	 in	 China.	 This	
would	hinder	the	IFRS	adoption	in	China,	because	high	quality	auditing	is	one	of	effective	
enforcement	mechanisms	for	the	consistent	implementation	of	IFRS.	
	
Translation	of	IFRS	

Literal	translation	of	some	accounting	concepts	and	terms	in	IFRS	is	difficult	because	
full	 equivalence	 in	 translation	 between	 English	 and	Mandarin	 Chinese	 is	 rare.	When	 an	
exact	 accounting	 terminology	 equivalent	 to	 an	 IFRS	 concept	 does	 not	 exist	 in	Mandarin	
Chinese,	 translators	 tend	 to	 use	 the	 nearest	 equivalent.	 This	may	 “lead	 to	 a	 blurring	 of	
meaning	or	 loss	 of	 significant	 differences	 in	 the	 concepts”	 (Evans,	 2004,	 p.211),	 because	
the	 nearest	 equivalent	 may	 be	 already	 applied	 in	 the	 Chinese	 context	 and	 defined	
differently	from	the	concept	in	IFRS.		

For	 example,	 there	 is	 no	 exact	 equivalent	 terminology	 in	 CAS	 to	 the	 accounting	
concept	of	“income”,	thus,	the	China	Accounting	Standards	Commission	(CASC)	within	the	
MOF	 used	 the	 nearest	 comparable	 terminology,	 and	 translated	 “income”	 into	Mandarin	
Chinese	as	“shouyi”	(CASC,	2013,	p.10).	The	terminology	of	“shouyi”	in	CAS	is	traditionally	
equivalent	 to	 profit	 or	 loss.	 For	 instance,	 “earnings	 per	 share”	 was	 translated	 into	
Mandarin	Chinese	as	“meigu	(means	per	share)	shouyi	(means	earnings)”	(MOF,	2006),	and	
the	 concept	 of	 “earnings”	 is	 defined	 as	 “profit	 or	 loss	 from	 continuing	 operations	
attributable	 to	 the	 parent	 entity”	 and	 “profit	 or	 loss	 attributable	 to	 the	 parent	 entity”	
(IASB,	 2016b,	 para.12).	 On	 the	 contrary,	 as	 the	 IASB	 stated	 that	 “an	 entity	may	 use	 the	
term	 ‘net	 income’	 to	 describe	 profit	 or	 loss”	 (IASB,	 2016a,	 para.8),	 “income”	 does	 not	
necessarily	mean	a	net	amount	deducting	expenses,	namely	profit	or	loss.	Thus,	“shouyi”	is	
not	the	exact	Chinese	equivalent	to	“income.”	This	example	provides	evidence	that	during	
the	translation	process	from	English	to	Mandarin	Chinese,	translators	may	use	accounting	
terminologies	that	have	already	been	linked	with	other	concepts	or	ideas	in	CAS.	This	may	
lead	 users	 of	 the	 Mandarin	 Chinese-version	 of	 IFRS,	 such	 as	 preparers	 of	 financial	
reporting,	 auditors,	 investors,	 and	 regulators	 in	 China,	 to	 understand	 some	 important	
accounting	concepts	in	a	different	way	from	the	users	of	the	English-version	of	IFRS.	

In	 addition	 to	 the	 misunderstandings	 caused	 by	 literal	 translation,	 word	 used	 in	
translation	may	correspond	to	different	connotations	in	the	Chinese	context.	This	also	may	
lead	users	of	the	Mandarin	Chinese-version	of	IFRS	to	make	different	interpretations	of	an	
accounting	 concept	 from	 the	 ones	 made	 by	 users	 of	 the	 English-version	 of	 IFRS.	 For	
example,	 Pan	 et	 al.	 (2015)	 found	 that	 Chinese	 students	 made	 significantly	 different	
interpretations	of	the	principle	of	“control”	and	consolidation	judgments,	when	they	were	
given	 research	 instruments	 in	 English	 from	 when	 they	 were	 offered	 the	 same	 research	
instruments	translated	into	Mandarin	Chinese.	Pan	et	al.	(2015)	further	found	the	cause	for	
the	 differences.	 The	 reason	 was	 that	 the	 word	 used	 in	 translation	 of	 “control,”	 namely	
“kongzhi,”	has	a	connotation	of	the	Chinese	government’s	“invisible	power”	over	economy	
and	 accounting.	 This	 connotation	 affected	 Chinese	 students’	 interpretations	 of	 the	
principle	of	“control”	and	consolidation	judgments.	

Besides	 translating	 IFRS	 into	 various	 national	 languages	 verbatim,	 adding	 precise	
guidance	 to	 IFRS	 by	 national	 accounting	 standards	 setters	 is	 another	 challenge	 for	 the	
global	 implementation	 of	 a	 single	 set	 of	 accounting	 standards.	 IFRS	 contain	 broad	
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principles	and	“uncertainty	expressions”	with	the	aim	to	guide	 judgments	 in	practice.	For	
example,	 IAS	 17	 Leases	 adopted	 uncertainty	 expressions,	 namely	 “major	 part”	 and	
“substantially	all,”5	to	prescribe	the	criteria	for	the	classification	of	a	lease	as	operating	or	
capital	 lease.	 The	 MOF	 developed	 the	 accounting	 standard	 for	 leases	 by	 substantially	
adopting	IAS	17,	and	included	“for	the	major	part	of	the	economic	life”	and	“substantially	
all	 of	 the	 fair	 value	 of	 the	 leased	 assets”	 criteria.	 The	MOF	 translated	 “major	 part”	 into	
“dabufen”	and	“substantially	all”	into	“jihu	xiangdangyu.”	The	MOF	also	provided	guidance	
for	the	interpretation	of	“dabufen”	and	“jihu	xiangdangyu”	as	follows:	“generally,	‘dabufen’	
should	be	above	75%	(including	75%)	…	‘jihu	xiangdangyu’	should	be	above	90%	(including	
90%)”	 (MOF,	 2006b).	 Previous	 studies	 have	 documented	 that	 the	 guidance	 added	 into	
principles-based	 accounting	 standards	 may	 affect	 accounting	 professionals’	 judgments	
(e.g.,	Agoglia	et	al.,	 2011).	 Thus,	 precise	 guidance	and	bright-line	 thresholds	provided	by	
the	MOF	may	 lead	 to	 inconsistent	 judgments	 between	 Chinese	 accounting	 professionals	
and	counterparts	in	countries	without	precise	guidance	to	IFRS.	
	
Training	and	Education	

If	 the	 MOF	 adopts	 IFRS,	 it	 should	 strengthen	 IFRS-related	 training	 and	 education,	
which	 are	 essential	 to	 ensure	 the	 consistent	 interpretations	 and	 applications	 of	 IFRS	 in	
China.	 Indeed,	 the	 cost	of	 IFRS-related	 training	and	education	 in	China	 is	 expected	 to	be	
higher	 than	 in	 Anglo-American	 countries,	 whose	 concepts	 and	 principles	 are	 mostly	
reflected	 in	 IFRS	 (Feng,	 2001).	 The	 understanding	 of	 concepts	 behind	 each	 standard	 is	
essential	 to	properly	 interpret	 IFRS,	 to	make	appropriate	 judgments,	and	to	apply	 IFRS	 in	
the	 way	 intended	 by	 the	 IASB	 (ICAS,	 2010).	 Actually,	 financial	 reporting	 preparers	 in	
Chinese	companies	and	Chinese	CPAs	have	been	facing	considerable	difficulties	in	applying	
the	IFRS	concepts,	such	as	fair	value	and	impairment	losses	(World	Bank,	2009).	

The	 education	 about	 the	 reasoning	 and	 accounting	models	 behind	 IFRS,	 which	 are	
different	 from	those	of	CAS,	 is	 likely	 to	be	a	challenge	 for	China.	This	 is	because	 in	most	
Chinese	universities,	 there	 is	a	 lack	of	well-trained	and	highly	knowledgeable	 teachers	 to	
give	 instruction	 in	 the	 accounting	 environment	 and	models	 in	 Anglo-American	 countries	
(World	 Bank,	 2009).	 Furthermore,	 the	 accounting	 curricula	 in	 some	 Chinese	 universities	
focused	only	on	CAS	and	Chinese	 auditing	 standards	 (World	Bank,	 2009).	 The	university-
level	 education	 in	 China	 has	 not	 yet	 significantly	 encompassed	 IFRS	 content	 to	 provide	
enough	 accounting	 professionals	 skilled	 in	 applying	 IFRS.	 Thus,	 the	 training	 burden	 will	
largely	fall	on	the	individual	Chinese	enterprises	if	the	MOF	adopts	IFRS.	

Actually,	the	MOF	has	acknowledged	the	shortage	of	skilled	IFRS	users	as	one	of	the	
urgent	 issues	 concerning	 IFRS	 implementation	 in	 China.	 In	 order	 to	 develop	 human	
resources	 to	 address	 the	 challenge	 of	 the	 global	 convergence	 of	 financial	 reporting,	 the	
MOF	 launched	 a	 10-year	 plan	 in	 2005,	 called	 ‘Leading	 Accounting	 Talent	 Project’	
(lingjunrencai	peiyangguihua),	and	trained	1,327	leading	accounting	talents	who	can	apply	
both	CAS	and	IFRS	(MOF,	2016b).	Candidates	for	this	project	have	been	selected	from	both	
public	 and	 private	 sectors,	 such	 as	 large	 companies,	 regulatory	 agencies,	 CPAs,	 and	
accounting	academics	(MOF,	2007).	The	MOF,	 in	2016,	established	the	next	10-year	plan,	
intending	to	increase	the	number	of	trainees	in	this	project	to	over	12,000	until	2020,	and	
over	17,000	until	2025	 (MOF,	2016a).	 In	developing	high	quality	 training	and	educational	
programs,	 the	 MOF	 has	 provided	 funds	 and	 played	 a	 leading	 role.	 The	 MOF	 also	 has	
collaborated	 with	 three	 National	 Accounting	 Institutes	 (NAIs),6	 the	 Chinese	 Institute	 of	
Certified	 Public	 Accountants	 (CICPA),7	 and	 the	 Accounting	 Society	 of	 China	 (ASC).8	
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Furthermore,	 in	 order	 to	 implement	 the	 next	 10-year	 plan,	 the	 MOF	 have	 to	 seek	 the	
cooperation	 of	 universities,	 national	ministries,	 large	 companies,	 local	 governments,	 and	
accounting	firms	(MOF,	2016a).	

Although	 the	 national	 talent	 training	 programs	 contribute	 to	 an	 increase	 in	 the	
number	of	skilled	IFRS	specialists,	the	amount	of	trainees	is	limited,	and	can	only	meet	the	
human	 resources	 needs	 of	 a	 small	 cadre	 of	 Chinese	 enterprises,	 such	 as	 internationally	
oriented	companies	 (Wang,	2012).	The	MOF	showed	 its	 intention	“to	advance	the	use	of	
IFRS	within	China	and	other	 related	 issues,	especially	 for	 those	 internationally	orientated	
Chinese	companies”	(MOF	and	IFRS	Foundation,	2015)	in	the	2015	Beijing	Joint	Statement.	
This	intention	is	consistent	with	the	contemporary	professional	infrastructure	in	China.	It	is	
can	be	expected	that	the	MOF’s	decision	concerning	the	adoption	of	 IFRS	 in	China	would	
be	 cautious,	 in	 order	 to	 keep	 the	 accounting	 system	 compatible	 with	 the	 professional	
infrastructure.	

	
SUMMARY	AND	CONCLUSIONS	

This	 paper	 clarified	 several	 factors	 that	 may	 prove	 to	 be	 challenges	 in	 the	 direct	
adoption	of	 IFRS	 in	China,	 including	the	endorsement	process,	 the	 interpretations	of	 IFRS	
by	 the	MOF	and	Chinese	accounting	professionals,	 the	costs	of	 IFRS	 implementation,	 the	
translation	 of	 IFRS	 into	 Mandarin	 Chinese,	 and	 the	 IFRS-related	 training	 and	 education.	
These	factors	are	related	with	the	Chinese-specific	institutional	arrangements	surrounding	
accounting,	such	as	the	political	system,	taxation,	and	professional	environment.		

Even	 if	 the	MOF	directly	adopts	 IFRS,	 the	endorsement	process	may	create	“IFRS	as	
endorsed	by	the	MOF”	with	modifications	and	exclusions	of	IFRS	to	accommodate	Chinese	
interests.	Additionally,	the	time	lag	between	the	release	of	a	standard	by	the	IASB	and	its	
endorsement	 by	 the	 MOF	 is	 likely	 to	 hinder	 the	 comparability	 of	 financial	 reporting	
between	Chinese	enterprises	and	firms	in	other	IFRS-adopting	countries.		

Findings	 of	 this	 paper	 suggest	 that	 Chinese	 accounting	 professionals	 may	 face	
problems	in	consistently	interpreting	and	applying	IFRS	if	the	MOF	directly	adopts	IFRS.	The	
MOF	 is	 likely	 to	 provide	 interpretations	 and	 guidance	 to	 facilitate	 the	 consistent	
implementation	 of	 IFRS	 in	 China.	 However,	 precise	 guidance	 by	 the	 MOF	 may	 affect	
accounting	 professionals’	 independent	 judgments,	 and	 lead	 to	 different	 accounting	
treatments	 for	 the	 same	 transactions	 and	 economic	 events	 in	 Chinese	 enterprises	
compared	to	those	in	other	IFRS-applying	enterprises.	Thus,	direct	IFRS	adoption	may	not	
necessarily	 lead	 to	 an	 improvement	 in	 the	 comparability	 of	 financial	 reporting	 across	
countries.	

The	 direct	 adoption	 of	 IFRS	 is	 expected	 to	 cause	 high	 implementation	 costs	 for	
Chinese	 enterprises.	 The	 costs	 would	 be	 prompted	 by	 the	 need	 to	 recruit	 accountants	
qualified	at	applying	IFRS	or	re-train	exiting	accountants	with	IFRS-related	knowledge	and	
skills.	Additionally,	the	direct	adoption	of	IFRS	would	largely	increase	the	enforcement	and	
regulation	 costs	 of	 regulators,	 such	 as	 the	MOF	and	 the	CSRC.	 The	main	 costs	 that	 have	
been	 identified	 by	 this	 paper	 are	 led	 by	 establishing	 interpretations	 and	 precise	
implementation	guidance	for	principles-based	accounting	standards,	updating	the	officials’	
professional	knowledge,	and	preventing	opportunistic	applications	of	accounting	standards	
that	give	more	discretion	to	managers.	Furthermore,	as	most	Chinese	domestic	accounting	
firms	 have	 no	 experience	 in	 auditing	 financial	 statements	 prepared	 in	 accordance	 with	
IFRS,	they	need	to	devote	great	financial	resources	to	foster	IFRS-specific	capabilities,	such	
as	training	CPAs	and	developing	procedure	manuals.	
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The	 proper	 translation	 of	 IFRS	 from	 English	 to	 Mandarin	 Chinese	 would	 also	 be	 a	
challenge	for	the	direct	adoption	of	 IFRS	 in	China.	This	 is	because	the	words	 in	Mandarin	
Chinese	 used	 to	 translate	 the	 concepts	 in	 IFRS	 may	 have	 been	 already	 applied	 in	 the	
Chinese	 context	 and	 defined	 differently	 from	 the	 original	 meanings	 in	 IFRS.	 Improper	
translation	may	lead	to	inappropriate	interpretations	and	applications	of	IFRS.	

The	IFRS-related	training	and	education	would	pose	another	challenge.	Although	the	
MOF	conducted	training	programs	to	foster	Chinese	accounting	professionals’	competence	
in	applying	IFRS,	the	trainees	in	these	programs	have	been	limited	to	a	small	cadre	of	elites.	
In	order	to	enlarge	the	supply	of	qualified	accountants	and	auditors	to	apply	IFRS,	the	MOF	
should	seek	the	cooperation	of	various	organizations,	such	as	universities,	large	companies,	
and	accounting	firms.		

This	 paper	 clarified	Chinese	 institutions’	 constraints	 on	 the	 implementation	of	 IFRS.	
Findings	of	 this	paper	 showed	 that	 IFRS	 could	be	 incompatible	with	 the	 current	political,	
professional,	and	societal	environments	in	China.	The	incompatibility	could	bring	practical	
problems,	such	as	the	inconsistent	interpretations	of	IFRS	and	improper	translation	of	IFRS	
from	 English	 to	 Mandarin	 Chinese.	 Moreover,	 the	 incompatibility	 might	 produce	
unintended	 consequences	 in	 China,	 such	 as	 opportunistic	 applications	 of	 accounting	
standards.	 Certain	 adjustments	 to	 Chinese-specific	 institutions	 should	 be	made	 to	 adapt	
them	to	IFRS	implementation.	These	adjustments	would	bring	significant	costs	to	Chinese	
stakeholders,	including	enterprises,	regulators,	and	accounting	firms.			

Findings	 of	 this	 paper	 have	 important	 application	 for	 the	 IASB,	 which	 has	 been	
promoting	the	global	adoption	(either	mandatory	or	voluntary)	of	IFRS.	Given	the	complex	
interactions	between	accounting	and	 surrounding	 institutions,	 in	order	 to	achieve	 the	de	
facto	 global	 convergence	 of	 financial	 reporting,	 the	 IASB	 should	 extend	 discussions	
concerning	the	convergence	of	financial	reporting	from	simple	accounting	issues	to	a	more	
holistic	perspective,	 including	 institutional	diversity	 surrounding	 the	 financial	 reporting	 in	
individual	 countries,	and	how	to	 improve	 the	adaptability	of	national-specific	 contexts	 to	
IFRS.	
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ENDNOTES	

1.	The	direct	adoption	of	 IFRS	 in	 this	paper	 indicates	 that:	applying	 IFRS	as	 issued	by	 the	
IASB	 without	 modifications,	 or	 applying	 IFRS	 as	 endorsed	 by	 regional	 or	 national	
regulators	(e.g.	the	European	Commission)	with	potential	deletions	or	modifications	(e.g.	
the	“carve-out”	from	IAS	39	Financial	Instruments	by	the	EU).	

2.	The	secondary	sector,	such	as	mining	and	manufacturing	 industries,	contributed	 largely	
to	 Chinese	GDP.	 For	 example,	 42.7	 percent	 of	 Chinese	GDP	 in	 FY	 2014	 came	 from	 the	
secondary	sector	(National	Bureau	of	Statistics	of	China,	2015).	

3.	The	amount	of	funds	raised	in	Chinese	domestic	capital	markets	through	direct	financing	
reached	a	peak	of	10,190.93	million	RMB	in	2010.	This	amount	only	accounted	for	12.8	
percent	of	bank	loans	in	the	same	year	(CSRC,	2013).	

4.	The	number	of	CPAs	per	one	million	in	China	is	approximately	159	(215,091/1,350	mil.),	
while	 in	 the	United	 States,	 it	 is	 1,087	 (342,490/315	mil.),	meaning	 that	China	only	has	
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one-seventh	 the	 number	 of	 CPAs	 per	 one	 million	 as	 the	 United	 States.	 Importantly,	
according	 to	 the	 regulations	 of	 the	 MOF	 and	 the	 CSRC,	 less	 than	 0.5	 percent	 of	
accounting	firms	(40	of	8,350),	and	consequently,	only	about	11	percent	of	CPAs	(about	
24,146	of	213,376)	in	China	are	eligible	to	audit	listed	companies	(Miao,	2016,	p.152).	

5.	In	January,	2016,	the	IASB	issued	IFRS	16	Leases	to	replace	IAS	17	Leases.	IFRS	16	Leases	
also	adopted	probability	expressions	of	“major	part”	and	“substantially	all”	to	prescribe	
the	 criteria	 for	 the	 classification	 of	 a	 lease	 as	 operating	 or	 capital	 lease	 (IASB,	 2016c,	
para.	63).	

6.	 Three	NAIs	were	 established	 in	 the	 early	 2000s	 in	 Beijing,	 Shanghai,	 and	 Xiamen.	 The	
NAIs	 are	 government-funded	 institutes	 to	 provide	 accounting-centered	 trainings	 to	
Chinese	accounting	professionals.		

7.	 The	 CICPA	 is	 a	 self-regulatory	 organization	 of	 Chinese	 CPAs.	 The	 CICPA	 is	 under	 the	
guidance	of	the	MOF	and	the	State	Council.	

8.	The	ASC	is	a	self-regulatory	organization	of	Chinese	accounting	academics,	and	is	under	
the	guidance	of	the	MOF.	
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ABSTRACT	

Healthcare	 consumers	 in	 the	 Philippines	 seeking	 for	 quality	 and	 affordable	 medication	
stirred	the	demand	for	generic	drugs;	cheaper	medicines	that	have	the	same	level	of	efficacy	
as	 that	 of	 the	 popular-branded	 medications.	 Generic	 drug	 companies	 use	 various	 media	
platforms	 to	 further	 stimulate	market	 growth.	 In	 line	with	 this,	 the	aim	of	 this	 study	 is	 to	
predict	 the	moderating	 effect	 of	media	 exposure	 to	 the	buying	 intention	of	 generic	 drugs	
among	consumers	using	Ajzen’s	Theory	of	Planned	Behavior	(TPB).	The	TPB	model	is	used	to	
predict	a	person’s	intention	towards	a	behavior	by	examining	three	determinants	–	Attitude	
(ATT),	 Subjective	 Norm	 (SN),	 and	 Perceived	 Behavioral	 Control	 (PBC).	 The	 dependent	
variable	 of	 the	 study	 is	 the	 intention	 to	 buy	 generic	 drugs,	while	 SN,	 AT	 and	 PBC	 are	 the	
explanatory	variables.	Moreover,	media	exposure	was	utilized	as	a	moderating	variable.	The	
model	was	 evaluated	 via	 Structural	 Equation	Modeling	 (SEM)	 using	 SmartPLS	 3.	 Although	
media	 exposure	 has	 no	 significant	 moderating	 effect	 to	 consumer’s	 decision	 in	 buying	
generic	 drugs,	 the	 explanatory	 variables	 (ATT,	 SN	 and	 PBC)	 established	 a	 significant	
relationship	to	buying	intention.		
	
Keywords:	Media	 Exposure;	 Theory	 of	 Planned	 Behavior;	 Structural	 Equation	 Modeling;	
Generic	Drugs	
	

INTRODUCTION	
With	the	increasing	demand	for	quality	healthcare,	the	access	to	medication	has	been	

a	 continuing	 global	 issue.	 A	 study	 by	 the	World	 Health	 Organization	 (WHO)	 shows	 that	
almost	30%	of	the	world	population	lacks	access	to	essential	medicines	and	that	the	figure	
will	rise	to	more	than	50%	in	some	countries	of	Africa	and	Asia.	(Mathew,	2015)	

There	 is	 no	 denying	 that	 the	 most	 vital	 factor	 interfering	 with	 the	 majority’s	
accessibility	is	the	cost	of	medication.	Many	medicines	currently	available	in	the	market	are	
simply	 too	 expensive	 for	millions	 around	 the	 world	 to	 afford	 (Grover,	 Citro,	 Mankad,	 &	
Lander,	 2012).	 Research	 states	 that	 in	 most	 developing	 countries,	 pharmaceutical	
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companies	perceived	it	to	be	more	profitable	to	sell	drugs	to	the	very	wealthy	at	high	prices	
than	it	is	to	sell	cheaper	drugs	to	a	greater	number	of	people.	As	a	result,	medicines	remain	
unaffordable	for	the	majority	of	people	in	many	parts	of	the	world.	These	Innovators	or	the	
Branded	Pharmaceutical	companies	have	long	reigned	in	the	healthcare	industry;	and	their	
profit-seeking	 behavior	 are	 largely	 responsible	 in	 determining	 which	 diseases	 drugs	 are	
developed	for,	where	drugs	will	be	sold,	and	at	what	cost	(Grover	et	al.,	2012).	

To	 address	 this	 concern	 about	 affordability,	 competition	 from	 generic	 drug	
manufacturers	 enter	 the	 healthcare	 market,	 wherein	 drug	 prices	 have	 been	 drastically	
reduced	 (Grover	 et	 al.,	 2012).	 Also,	 numerous	 studies	 have	 proven	 that	 saving	 through	
substitution	of	branded	medicine	to	cheaper	generic	medicines,	savings	in	the	range	of	10,	
90%	can	be	achieved	(Mathew,	2015).	To	further	empower	the	influence	of	these	products,	
national	 government	 of	 most	 developing	 countries	 have	 been	 encouraging	 the	 use	 of	
generic	 drugs	 worldwide	 and	 healthcare	 systems	 have	 policies	 of	 substituting	 expensive	
branded	original	medications	with	generic	medicines	(Mathew,	2015).	

The	Philippines	for	example	has	the	Generics	Act	of	1988,	also	known	as	Republic	Act	
(RA)	 6675,	 that	 seeks	 ‘to	 promote,	 require,	 and	 ensure	 the	 production	 of	 an	 adequate	
supply,	distribution,	use,	and	acceptance	of	drugs	and	medicines	identified	by	the	generics	
names	(Wong	et	al.,	2013).	Also,	the	most	recently	passed	provisions	of	RA	9502,	known	as	
the	 ‘Universally	 Cheaper	 and	Quality	Medicines	Act	 of	 2008	 (Republic	 of	 the	 Philippines,	
2008).	

Due	 to	 strong	 favorable	 response	 from	 the	 Philippine	 National	 Government,	 strong	
marketing	 initiatives	 have	 begun	 in	 campaigning	 generic	 drugs	 in	 the	 country;	 as	well	 as	
opening	of	numerous	generic	drugstores	that	threatened	market	leadership	of	established	
branded	giants.	These	generic	manufacturers	are	with	the	likes	of	The	Generics	Pharmacy,	
Generica,	and	Botika	ng	Bayan.	

Not	 long	after,	 the	branded	giants	have	also	engaged	 in	 the	generic	playing	 field	by	
releasing	their	own	price-matched	medicine.	Unilab	launched	Ritemed,	multinational	Pfizer	
has	 come	 up	 with	 Rhea	 Generics,	 while	 Watsons	 drugstore	 have	 their	 own	 brand	 of	
generics.	 Not	 only	 do	 pharmaceuticals	 in	 the	 Philippines	 place	 themselves	 as	 the	 more	
effective,	but	the	most	cost-efficient	choice	as	well.	

With	the	advent	of	technology,	pharmaceutical	companies	are	also	relying	on	different	
means	 to	market	 their	products,	which	 include	DTCA	or	 “direct-to-consumer	 advertising”	
(Ghia,	 Jha,	 &	 Rambhad,	 2014).	 In	 the	 Philippines,	 DTCA	 is	 only	 allowed	 for	 “over-the-
counter”	medicines	or	if	a	company	would	simply	like	to	reinforce	branding.	They	have	used	
mass	media,	TV,	Print,	and	Radio,	to	address	their	biggest	audience	and	send	the	message	
of	 product	 efficacy	 and	 extreme	 affordability.	 Therefore,	 exposure	 to	 such	 information	 is	
inevitable.	

For	this	paper,	we	applied	the	principles	of	Ajzen’s	Theory	of	Planned	Behavior	(TPB)	
in	the	context	of	purchasing	generic	drugs.	We	tried	to	answer	the	broad	question	“How	do	
the	 predictors	 of	 TPB	 --	 Attitude	 (ATT),	 Subjective	 Norm	 (SN),	 and	 Perceived	 Behavioral	
Control	(PBC)	–	affect	the	intention	of	consumers	to	purchase	generic	drugs?	Furthermore,	
does	media	exposure	have	moderating	effect	on	purchase	intention?”			

The	 aim	 of	 this	 research	 is	 to	 use	 TPB	 in	 assessing	 the	 Filipino	 patient/consumer’s	
intention	to	buy	generic	drugs.	In	addition,	we	would	like	to	explore	further	the	TPB	model	
by	adding	media	exposure,	as	a	moderating	variable	that	would	reinforce	the	three	(3)	TPB	
perceptual	variables	in	achieving	desired	behavioral	intention.		
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TPB:	Predictor	of	human	behavior		
Among	 the	different	 theories	 in	 relation	 to	understanding	human	behavior,	 the	 TPB	

that	was	developed	by	Ajzen	(1991)	matched	with	our	model	of	our	study.	Based	on	this,	
we	used	media	exposure	as	a	moderating	variable	and	intention	as	dependent	variable	to	
TPB’s	three	(3)	perceptual	variable.	

TPB	is	an	extension	of	the	theory	of	reasoned	reaction	because	the	original	model	of	
the	 latter	 had	 limitation	 in	 dealing	 behavior	 in	 controlling	 their	 will	 or	 committing	 to	 a	
particular	course	of	action	(Ajzen,	1991).	Adapting	Ajzen’s	Theory,	(Goh,	Ho,	&	Jiang,	2016)	
defines	the	TPB	as	follows:	

“The	TPB	model	describes	how	people	are	 likely	to	perform	a	particular	behavior	by	
believing	 that	 it	 leads	 to	 a	 positive	 outcome,	 coupled	with	 the	 approval	 from	 important	
referents	 and	 also	 the	 necessary	 abilities,	 resources,	 and	 opportunities	 to	 conduct	 such	
behavior.	 According	 to	 the	 TPB	 model,	 an	 individual’s	 intention	 to	 undertake	 a	 given	
behavior	 is	 influenced	 by	 his/her	 attitude	 towards	 behavior,	 subjective	 norm,	 and	
perception	of	behavioral	control	factors.	It	is	said	that	an	individual’s	intention	is	notified	by	
his/her	 attitude	 on	 the	 behavior,	 subjective	 norm	 towards	 participating	 in	 the	 behavior,	
and,	 a	 person’s	 assessment	 revolving	 around	 his/her	 ability	 to	 successfully	 participate	
towards	the	focus	behavior.	

	
	
Figure	1.	Theoretical	framework	(Ajzen,	1991)	

	
Also,	the	central	factor	of	TPB	is	the	individual’s	intention	to	perform	a	given	behavior.	

As	defined	by	Ajzen	(1991),	intentions	are	indications	of	how	hard	people	are	willing	to	try	
of	effort	to	exert	to	perform	the	behavior.	

A	 study	was	 done	 by	Mascherek	 et	 al.	 (2015)	 entitled	Using	 the	 theory	 of	 planned	
behavior	 to	 model	 antecedents	 of	 surgical	 checklist	 use:	 a	 cross-sectional	 study,	 they	
discussed	that	the	TPB’s	three	(3)	perceptual	variables	affect	the	formation	of	intentions	for	
an	 individual	 to	perform	a	behavior.	They	also	added	that	 intentions	are	predictive	of	 the	
actual	behavior,	though	it	sometimes	varies	depending	on	the	aspects	that	influence	it.	

To	the	best	of	our	knowledge,	the	TPB	has	not	been	applied	to	the	context	of	Filipinos’	
intention	 of	 buying	 a	 generic	 medicine.	 With	 the	 presence	 of	 the	 moderating	 and	
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dependent	variables,	 the	TPB	would	predict	 if	media	exposure	has	a	moderating	effect	 in	
the	buying	intention	of	the	Filipinos	in	relation	to	generics	medicine.	
	

CONCEPTUAL	BACKGROUND:	ELECTRONIC	WORD	OF	MOUTH	(EWOM)	AND	TPB	
Technological	advances	around	the	world	allowed	companies	to	expand	their	platform	

in	promoting	their	products.	It	provided	a	new	form	of	advertising	mechanism	through	the	
use	of	internet	(online	advertising	and	websites)	and/or	social	media	such	as	Facebook	and	
Twitter.	In	addition	to	this,	companies	tap	bloggers	who	caters	their	same	target	market	to	
provide	a	space	in	their	blogsite	for	some	ads.	In	the	same	manner,	celebrities	for	example,	
in	the	Philippines	use	their	Instagram	accounts	to	post	a	photo	of	the	product	they	endorse	
and	how	they	use	it.	Based	on	research,	it	shows	how	effective	the	word	of	mouth	through	
social	media	is	in	playing	a	vital	role	of	influencing	target	market’s	purchasing	decision.	

Electronic	 word	 of	 mouth	 (eWOM)	 was	 stated	 in	 the	 paper	 done	 by	 Goh,	 2016	 as	
comments	either	positive	or	negative,	which	is	made	by	customers	regarding	a	company	or	
a	 product	 to	 a	 significant	 amount	 of	 people	 through	 the	 Internet.	 eWOM	 is	 considered	
effective	because	it	is	more	convenient	than	the	traditional	word-of-mouth	process.	It	has	
the	 ability	 to	 achieve	 the	 higher	 reach	 as	 it	 allows	 the	 consumers	 to	 communicate	 their	
opinions	 to	 others.	 Also,	 it	 provides	 a	 wide	 of	 online	 information	 to	 the	 consumers	
(negative	 or	 positive)	 regarding	 a	 certain	 product	 that	 they	 wish	 to	 have	 enough	
information.	

	
Figure	2.	Conceptual	framework	of	eWOM	and	TPB	(Goh	et	al.,	2016)	

	
Figure	 2	 is	 an	 example	 framework	 of	 how	 Goh,	 et	 al	 2016	 presented	 in	 his	 study	

entitled	The	Effect	of	Electronic	Word	of	Mouth	on	 Intention	 to	Book	Accommodation	via	
Online	Peer-to-Peer	Platform:	 Investigation	of	Theory	of	Planned	Behavior	on	how	eWOM	
positively	 affects	 the	 three	 (3)	 components	 of	 the	 TBP.	 eWOM,	 as	 a	 form	of	 information	
media,	is	an	antecedent	that	positively	affects	ATT,	SN,	and	PBC.	This	eventually	leads	to	the	
intention	of	 purchase	or	 booking	 accommodation	 via	peer-to-peer	platform.	 In	 this	 case,	
eWOM	is	the	source	of	information,	thus,	becoming	a	powerful	antecedent.	
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When	a	person	opens	himself	to	information,	he	(and	even	other	people)	is	able	to	
formulate	 certain	 beliefs.	 Media	 can	 present	 numerous	 information.	 For	 this	 paper	
however,	media	 exposure	 does	 not	 serve	 as	 an	 antecedent	 but	 as	 a	moderating	 variable	
that	positively	reinforces	behavioral	beliefs	leading	to	the	intention	to	buy	generic	drugs.	
		
Beliefs	toward	generic	drugs	

Generic	 drugs	 are	 defined	 as	 the	 type	 of	 medicine	 where	 the	 original	 patent	 has	
expired	 and	 which	 may	 now	 be	 produced	 by	 manufacturers	 other	 than	 the	 original	
innovator	 (patent-	 holding)	 company	 (Dunne	 &	 Dunne,	 2015).	While	 other	 drug	 patents	
remain	unexpired,	other	companies	are	prohibited	 from	reproducing	 these	drugs	and	the	
patent-holders	are	normally	in	control	with	the	price,	which	appears	to	be	quite	expensive	
as	expected.	

What	makes	generic	drugs	preferable	for	people?	Most	studies	have	been	conducted	
in	 the	 United	 States	 (USA)	 answering	 the	 question	 of	 what	 people	 think	 about	 generic	
drugs.	 A	 national	 survey	 among	 commercially	 insured	 adults	 was	 conducted	 in	 USA	 to	
evaluate	 their	 perceptions	 on	 generic	 drugs.	 Respondents	 of	 about	 94%	 believed	 that	
generic	 drugs	 are	 less	 expensive	 than	 brand	 name	 drugs	 and	 only	 10%	 believes	 that	
generics	cause	more	side	effects	than	brand	name	drugs	(Wong	et	al.,	2013).	If	that	is	the	
case,	then	there	truly	is	some	level	of	preference	toward	generic	drugs.	

However,	a	qualitative	study	in	USA	revealed	that	generic	drug	use	is	still	hindered	by	
beliefs	that	it	is	not	as	safe	and	effective	as	brand-name	drugs	(Wong	et	al.,	2013).	And	that	
some	people	would	still	go	for	the	branded	in	adhering	to	their	medication.	Then	again,	the	
relevance	of	price	could	not	be	disregarded	because	the	preference	for	generics	was	highly	
influenced	by	the	lower	cost	of	these	medicines	(Wong	et	al.,	2013)	

The	people	around,	especially	 those	within	a	person’s	social	circle	would	sometimes	
like	 to	 share	 their	 experiences	 in	 taking	 generic	 drugs.	 Generics’	 widespread	 availability,	
recommendations	from	friends,	and	trust	in	the	healthcare	provider	and	manufacturers	of	
generic	drugs	increased	the	likelihood	that	participants	would	choose	a	generic	drug	(Wong	
et	al.,	2013).	It’s	a	matter	of	practicality	for	most	people	especially	the	ones	taking	ethical	
or	maintenance	medicine.	

To	 validate	 the	 safety	 and	 efficacy	 of	 generics,	 people	 would	 then	 consult	 their	
personal	 physician	 or	 healthcare	 professionals.	 The	 combined	 influence	 of	 both	 the	
physician	and	the	pharmacist	may	result	 in	a	more	favorable	attitude	toward	generics	use	
(Wong	et	al.,	2013).	

It	 is	 important	 to	 take	 note	 of	 a	 person’s	 capability	 to	 perform	 certain	 behavioral	
intentions.	 Control	 beliefs	 are	 formed	 with	 the	 presence	 of	 perceived	 factors	 (or	 the	
perceived	 facilitation)	 that	may	 either	 facilitate	 or	 hinder	 a	 given	 behavior	 and	 influence	
PBC.	In	the	identification	of	PBC,	the	factor	regarding	self-efficacy	was	considered	relevant	
and	refers	to	an	individual’s	confidence	in	his/her	ability	to	perform	certain	behaviors	that	
influence	the	events	affecting	his/her	life.	(Jannuzzi	et	al.,	2014)	

According	to	(Chung,	2016),	behavioral	intention	relates	to	the	stated	likelihood	of	an	
individual’s	engagement	in	a	specific	behavior.	And	based	on	TPB,	the	more	closely	related	
ATT,	 SN,	 and	PBC	are	 to	 the	 real	 situation,	 the	greater	 the	predictive	 value	of	 the	 theory	
(Mascherek	et	al.,	2015).	
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Media	exposure	as	the	moderating	variable	of	TPB	
The	study	focuses	more	on	the	effects	of	DTCAs	acting	in	the	form	of	media	exposure	

as	a	moderating	variable	of	the	determinants	of	an	intention	and/or	behavior.	And	like	most	
advertising	 campaigns,	 an	 advertiser’s	 job	 is	 to	 elicit	 a	 favorable	 attitude	 toward	 the	 ad,	
transfer	that	attitude	to	the	advertised	brand	and	eventually	increase	the	intent	to	buy	the	
product.	 (KledKapexhiu,	 2015).	 Exposure	 to	 advertisements	 through	 media	 can	 directly	
influence	behavioral	action.	

However,	 behavioral	 change	 might	 also	 be	 achieved	 through	 indirect	 routes.	 First,	
mass	media	messages	can	set	an	agenda	for	and	increase	the	frequency,	depth,	or	both,	of	
interpersonal	 discussion	 about	 a	 particular	 health	 issue	 within	 an	 individual’s	 social	
network,	which,	 in	combination	with	 individual	exposure	to	messages,	might	reinforce	(or	
undermine)	specific	changes	in	behavior	(Wakefield,	Loken,	&	Hornik,	2010).	

Individuals	may	deviate	from	the	standard	rational	behavioral	model,	for	example	the	
TPB	may	be	affected	by	messages	coming	from	different	sources	also	when	these	messages	
do	not	provide	any	relevant	information.	

In	choices	 that	 involve	complex	calculations,	 individuals	may	base	 their	decisions	on	
how	 readily	 examples	 of	 an	 event	 can	 be	 brought	 to	 mind	 instead	 of	 considering	 the	
different	aspects	relevant	for	a	rational	decision	(De	Paola	&	Scoppa,	2014).	The	easier	to	
comprehend	the	message,	the	easier	it	is	for	the	person	to	arrive	at	a	certain	decision	and	
practice	a	certain	behavior.	

	 	
Figure	3.	Conceptual	framework	(Macomb,	Rañola,	&	Bautista	2016)	

	
This	will	be	the	Framework	to	be	used	in	this	study.	

• Attitudes	 Towards	 Generic	 Drugs	 –	 For	 the	 purposes	 of	 this	 study,	 attitude	 is	
defined	as	a	person’s	assessment	in	regard	to	the	probable	or	expected	outcomes	
of	a	behavior	(Jannuzzi,	Rodrigues,	Cornelio,	Sao-Joao,	&	Gallani,	2014)	

• Subjective	 Norms	 -	Perceived	 social	 pressure,	 that	 is,	 the	 individual’s	 perception	
concerning	the	opinion	of	social	references	in	regard	to	a	given	behavior	(Jannuzzi	
et	al.,	2014)	
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• Perceived	Behavioral	Control	-	The	individual’s	perception	regarding	his/her	control	
over	behavior	(Jannuzzi	et	al.,	2014).	

• Media	 Exposure	 –	 According	 to	 (De	 Paola	 &	 Scoppa,	 2014),	 Being	 exposed	 to	
information	 provided	 by	 the	 media	 may	 change	 individual	 choices	 through	 a	
number	of	different	channels.	This	paper	focused	more	on	a	person’s	exposure	to	
advertisements	 by	 generic	 drugs	 in	 three	 forms	 of	media:	 Television,	 Print,	 and	
Radio.	

• Intention	 to	buy	generic	drugs–	 intentions	are	a	direct	 result	of	attitudes	 toward	
behavior	SN	and	PBC	(KledKapexhiu,	2015).	Which	in	this	case,	is	the	intention	to	
buy	generic	drugs	and	it	is	believed	that	intention	is	an	antecedent	determinant	to	
predict	 the	 future	 behavior	 (Chung,	 2016);	 that	 leads	 to	 preference	 towards	
generics.	

		
Hypotheses:	Intention	to	purchase	generic	drugs	with	media	as	moderator	

This	paper	will	 try	 to	answer	 the	 research	questions	mentioned	earlier:	How	do	 the	
predictors	of	TPB	--	Attitude	(ATT),	Subjective	Norm	(SN),	and	Perceived	Behavioral	Control	
(PBC)	–	affect	the	intention	of	consumers	to	purchase	generic	drugs?	Will	media	exposure	
be	a	relevant	moderating	variable	to	TPB	predictors?	

According	to	Chung’s	research	using	the	TPB	model,	many	studies	proved	that	attitude	
has	a	positive	impact	on	behavioral	intention	(Chung,	2016).		For	example,	people	who	are	
likely	 to	 patronize	 generics	 drugs	 are	 those	 who	 feel	 good	 about	 its	 efficacy,	 and	
affordability.	 That	 strong	 recognition	 towards	 generic	 drugs	would	push	 the	 consumer	 to	
buy.	Therefore,	the	first	hypothesis	for	this	research	is:	

	
H1:	Positive	Attitudes	of	the	consumer	towards	generics	positively	 influence	the	 intention	
to	buy	generic	medicine	
	

As	described	by	(Mascherek	et	al.,	2015),	in	their	use	of	the	TPB	Model,	if	individuals	
perceive	 strong	 subjective	 norms	 that	 people	who	 are	 close	 to	 them,	 friends,	 family,	 co-
workers,	 or	 such,	 expect	 the	usage	of	 generics	 and	 they	highly	 value	 these	 expectations,	
intentions	 to	 purchase	 and	 adhere	 to	 generic	 drugs	 should	 be	 positively	 influenced.	 The	
second	hypothesis	therefore	says	that:	
	
H2:	 People	 of	 importance	 to	 the	 consumer	 can	 positively	 influence	 the	 intention	 to	
purchase	generic	drugs.	
	

If	individuals	perceive	high	levels	of	control	over	the	target	behavior	to	be	successfully	
conducted,	 intentions	 to	 [purchase	 generic	 drugs]	 should	 be	 positively	 influenced	
(Mascherek	 et	 al.,	 2015).	 In	 addition,	 this	 determinant	 of	 intention	 is	 seen	 to	 have	 two	
factors:	 control	 beliefs	 and	perceived	 facilitation.	 Control	 beliefs	 are	 an	 individual’s	 belief	
concerning	the	self-	availability	of	skills,	 resources	and	opportunities.	 It	 is	 the	 importance	
that	 the	 individual	 places	 in	 these	 skills,	 resources,	 and	opportunities	 that	 he	or	 she	 can	
achieve	the	desired	outcome	or	intention	(Goh	et	al.,	2016);	the	individual,	in	his	own	time	
and	given	conditions,	would	still	be	able	to	fulfill	the	intention	to	buy.	
	
H3:	 Positive	 control	 beliefs	 (through	 PBC)	 positively	 affects	 the	 consumer’s	 capability	 of	
buying	generic	drugs.		
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Media	as	moderator.	Since	advertising	through	different	forms	of	media	has	become	a	
powerful	force	that	plays	a	significant	role	in	shaping	the	attitude	and	behavior	of	people,	
the	 following	 hypotheses	 presumes	 that	media	 can	 also	 positively	 have	 an	 effect	 on	 the	
three	(3)	antecedents	of	intention	and/or	behavior.	
	
H4:	Media	 exposure	 can	 positively	 reinforce	 a	 person’s	 attitude	 towards	 the	 intention	 to	
buy	generic	drugs	
	
H5:	Media	exposure	can	positively	provide	the	normative	expectation	to	buy	generic	drugs.	
	
H6:	 Media	 exposure	 is	 an	 enabling	 factor	 that	 can	 positively	 influence	 a	 patient’s	 PBC	
resulting	to	the	intention	to	buy	generic	drugs.	

	

Figure	4.	Conceptual	framework	with	corresponding	hypotheses	
	

In	 this	 manner,	 media	 through	 DTCA	 exposing	 the	 competitive	 messages	 of	 generic	
drugs	 plays	 the	 important	 role	 of	 strengthening	 TPB	 antecedents	 that	 would	 cause	 an	
individual	to	arrive	at	the	intention	[and	later	on	the	preference]	to	buy	generic	drugs.	
		

RESEARCH	DESIGN	AND	DATA	COLLECTION	
This	 study	 used	 a	 predictive	 design	 using	 the	 TPB	 model.	 We	 utilized	 convenience	

sampling	 and	 received	 a	 total	 of	 334	 survey	 questionnaires	 administered	 via	 semi-
facilitated	face-to-face	interview	and	online	survey.	For	the	online	survey,	we	posted	in	our	
personal	 Facebook	 accounts,	 the	 google	 survey	 link	 and	 asked	 our	 friend	 to	 answer	 the	
survey.	After	checking	the	integrity	of	the	collected	forms,	there	were	only	325	(80	face	to	
face	and	245	via	online)	questionnaires	that	we	deemed	complete	for	analysis.		

We	 modelled	 our	 survey	 on	 the	 paper	 of	 Ajzen	 (2006)	 on	 how	 to	 construct	 TPB	
questionnaire.	After	which,	we	pre-tested	it	with	20	respondents	for	reliability.	We	revised	
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the	 questionnaire	 based	 on	 the	 comments	 of	 the	 respondents	 and	 computed	 the	
Cronbach’s	alpha	for	each	of	the	variables.	Table	5	shows	the	Cronbach’s	alpha	values	for	
each	of	the	variables.	Finally,	the	questions	used	for	the	study	are	shown	in	Table	1.		
	
Table	1.	Questions	used	in	the	study	

Variable	 Questions	
Attitude	 • It	is	Good	that	Generic	Drugs	are	in	the	Market	

	 • Generally,	Generic	Drugs	are	Effective	

	
• Adherence	to	Generic	Drugs	would	be	Beneficial	

to	me	

	 • I	should	be	Comfortable	in	buying	Generic	Drugs	

	 	
Subjective	Norm	 • Most	of	the	people	who	are	important	to	me	

would	recommend	buying	Generic	Drugs	

	 • Most	of	the	people	I	know	buy	Generic	Drugs	

	

• Most	of	the	people	would	commend	me	if	they	
know	that	I	take	Generic	Drugs	for	my	
medication	

	 	
Perceived	Behavioral	Control	 • It	is	easy	for	me	to	shift	to	Generic	Drugs	

	 • I	know	where	to	buy	these	products	

	 • Generic	Drugs	are	readily	available	in	the	market	

	 	
Intention	 • I	will	most	likely	buy	Generics	the	next	time	I	

visit	the	pharmacy	

	
• If	I	have	the	opportunity	to	buy,	I	would	buy	

Generics	

	 	
Media	Exposure	(Tan,	Qing,	

Teo,	&	Ling,	2015)	

• During	the	past	30	days	when	you	watch	TV,	
how	often	do	you	see	commercials	about	
Generics	(TGP,	Watsons,	Rhea,	Ritemed)?	

	

• During	the	past	30	days,	how	often	do	you	see	
Ads	about	Generic	Drugs	in	the	Newspaper	or	
Magazine?	

		
• During	the	past	30	days	when	you	listen	to	the	

Radio,	how	often	do	hear	Ads	about	Generic	
Drugs?	

Source:	Melorose,	Perroy,	&	Careas,	2015	
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RESULTS	AND	DISCUSSION	
		

Table	2.	Result	of	the	Descriptive	Analysis	
	
Respondents	Profile	 	 	
	 	 	 	

		 		 N	 %	

Individual’s	age	 	 	

	 20	-	29	 208	 64.0%	

	 30	-	39	 65	 20.0%	

	 40	-	49	 22	 6.8%	

	 50	-	59	 17	 5.2%	

	 60	and	above	 13	 4.0%	

	 	 	 	

Gender	 	 	
	 Male	 179	 55.1%	

	 Female	 146	 44.9%	

	 	 	 	

Educational	Attainment	 	 	

	 Elementary	 5	 1.5%	

	 Highschool	 18	 5.5%	

	 College	 281	 86.5%	

	 Postgraduate	 21	 6.5%	

	 	 	 	

Monthly	Income	 	 	

	 less	than	12,000php	 32	 9.8%	

	 12,000	-	28,000php	 158	 48.6%	
	 28,000	-	50,000php	 90	 27.7%	

	 50,000	-	145,000php	 39	 12.0%	

	 greater	than	145,000php	 6	 1.8%	

		 		 		 		

	 	 	 	
It	is	shown	on	Table	2	that	the	number	of	male	respondents	(55.1%)	was	greater	than	

that	of	 female	 (44.9%).	About	96%	of	 the	survey	participants	were	aged	between	20	and	
59,	with	most	 aged	 between	 20	 and	 39.	Moreover,	 93%	 of	 them	 attained	 a	 College	 and	
Postgrad	education.	The	 rest	of	1.5%	and	5.5%	have	only	an	Elementary	and	High	School	
educational	attainment	respectively.	 In	 terms	of	monthly	 income,	almost	half	or	48.6%	of	
the	respondents	declared	income	is	between	Php	12,000-28,000.	
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Evaluation	of	the	measurement	model	
The	conceptual	framework	in	this	study,	illustrated	in	Fig.	3,	shows	an	extended	model	

of	the	TPB.	The	goal	is	to	show	the	role	of	media	exposure	(ME)	as	positive	reinforcement	
to	the	buyer’s	INT	in	purchasing	generic	medicine.	

In	this	paper,	INT	is	measured	using	TPB’s	perceptual	variables	and	ME	as	moderating	
variable.	 	 ME,	 PBC,	 and	 SN	 have	 three	 and	 ATT	 has	 four	 measurement	 models.	 The	
constructs	 for	 all	 these	 are	 considered	 reflective	because	 the	 composite	 reliability	 are	 all	
mutually	interchangeable	(Ketchen,	2013).		
	

Table	3.	Items	and	construct	cross	loadings	to	assess	discriminant	validity	of	the	
measurement	model	

		 ME	 ATT	 INT	 PBC	 SN	
ME1	 0.866	 0.162	 0.067	 0.179	 0.139	
ME2	 0.835	 0.131	 0.063	 0.142	 0.191	
ME3	 0.879	 0.244	 0.071	 0.217	 0.194	
ATT1	 0.214	 0.843	 0.336	 0.449	 0.252	
ATT2	 0.204	 0.936	 0.522	 0.495	 0.420	
ATT3	 0.148	 0.915	 0.512	 0.456	 0.458	
ATT4	 0.211	 0.937	 0.512	 0.502	 0.366	
INT1	 0.072	 0.497	 0.974	 0.678	 0.661	
INT2	 0.081	 0.534	 0.974	 0.672	 0.666	
PBC1	 0.089	 0.452	 0.767	 0.858	 0.549	
PBC2	 0.267	 0.436	 0.406	 0.830	 0.323	
PBC3	 0.254	 0.387	 0.342	 0.757	 0.252	
SN1	 0.196	 0.482	 0.681	 0.498	 0.900	
SN2	 0.207	 0.326	 0.565	 0.442	 0.909	
SN3	 0.145	 0.316	 0.587	 0.431	 0.899	
	 	 	 	 	 	

Table	4.	Frequency	of	exposure	to	media	
Frequency	 Television	 %	 Print		 %	 Radio	 %	

Do	Not	Use/Do	Not	Have		 17	 5.23%	 35	 10.77%	 28	 8.62%	

Very	RARELY	(once	a	month	or	
less)	 69	 21.23%	 80	 24.62%	 67	 20.62%	

Rarely	(2-3	times	a	month)	 78	 24.00%	 97	 29.85%	 86	 26.46%	

Occasionally	(2-3	times	a	week)	 73	 22.46%	 62	 19.08%	 62	 19.08%	

Frequently	(1-2	times	a	day)	 52	 16.00%	 34	 10.46%	 42	 12.92%	

Very	FREQUENTLY	(more	than	2	
times	a	day)	 36	 11.08%	 17	 5.23%	 40	 12.31%	
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Table	 3	 shows	 the	 result	 of	 the	 cross-loadings	 of	 the	 constructs	 using	 SmartPLS	 -	
statistical	 software	 for	partial	 least-squares	 structural	 equation	modeling	 or	 SEM	 (Ringle,	
Wende,	&	Becker,	2015).	It	can	be	seen	in	the	table	that	the	construct	exhibits	an	internal	
consistency	 reliability	 because	 they	 are	 all	 higher	 than	 the	 set	 target	 of	 >0.7	 (Ketchen,	
2013).	

Table	4	shows	the	result	of	how	frequent	the	respondents	are	exposed	to	traditional	
types	of	media	namely	Television	or	TV,	print,	and	radio.		
	
Evaluation	of	the	structural	model	

After	evaluating	 if	 the	constructs	were	valid	and	 reliable,	we	assessed	 the	structural	
model’s	(Fig.	3)	predictive	capabilities	and	its	relationship	with	ME	between	the	constructs.	
	
Table	5.	Reliabilities,	convergent	and	discriminant	validities,	and	correlations	among	latent	
constructs	of	the	measurement	model	

Latent	
Constructs	

Cronbach's	
Alpha	

Average	
Variance	
Extracted	
(AVE)	

Composite	
Reliability	 ATT	 INT	 ME	 PBC	 SN	

ATT	 0.930	 0.826	 0.950	 	 	 	 	 	
INT	 0.945	 0.948	 0.973	 0.552	 	 	 	 	
ME	 0.824	 0.740	 0.895	 0.241	 0.089	 	 	 	
PBC	 0.784	 0.666	 0.857	 0.601	 0.702	 0.301	 	 	

SN	 0.887	 0.815	 0.930	 0.445	 0.738	 0.237	 0.535	 		
	 	 	 	 	 	 	 	 	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

Figure	5.	Summary	of	the	result	of	the	analysis	
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Table	6.	Hypothesis	Test	Results	
Hypothesis	 Path	 Original	Sample	(O)	 P	Values	

H1	 ATT	->	INT	 0.172	 0.001***	

H2	 SN	->	INT	 0.388	 0.000***	

H3	 PBC	->	INT	 0.420	 0.000***	

	 	 	 	H4	 ME	x	ATT	->	INT	 0.048	 0.466	

H5	 ME	x	SN	->	INT	 0.112	 0.107	

H6	 ME	x	PBC	->	INT	 -0.058	 0.423	

	 	 	 	
	 	 	 	
	 	

^p	<	0.20	 **p	<	0.05	

	 	
*p	<	0.10	 ***p	<	0.01	

	
This	study	provides	a	different	perspective	in	determining	the	influence	of	media	to	a	

consumer’s	 purchase	 intention.	 	 In	 the	 same	 light,	 the	 application	of	 TPB	 framework	will	
give	a	behavioral	understanding	on	the	motivations	of	a	consumer.	

Table	 6	 presents	 the	 results	 through	 bootstrapping	 analysis	 using	 SmartPLS.	 We	
turned	 to	basic	 statistical	 principles	 in	 interpreting	 our	 results:	 that	 if	 the	 P-value	 is	 less	
than	 0.01	 (very	 small),	 the	 results	 are	 considered	 highly	 significant	 and	 if	 the	 P-value	 is	
greater	 (but	not	close	to)	0.05,	 the	results	are	considered	non-significant	 (Rumsey,	2010).	
Based	 from	 their	 P-values,	 we	 can	 observe	 that	 three	 paths	 proved	 to	 be	 significant	
determinants	of	behavioral	intention:	ATT	->	INT	(0.001,	p<0.05),	SN	->INT	(0.000,	p<0.05),	
and	 PBC	 ->	 INT	 (0.000,	 p<0.05).	 These	 outcomes	 strongly	 validate	 our	 hypotheses,	 but	
Ajzen’s	TBP	itself.	

However,	assessing	at	ME	as	a	moderator	for	ATT,	SN,	and	PBC;	result	shows	that	it’s	
moderating	effect	is	not	significant.	ME	x	ATT	->	INT	(0.466,	p>0.05),	ME	x	SN	->	INT	(0.107,	
p>0.05),	ME	x	PBC	->	INT	(0.423,	p>0.05).	

The	study	about	the	Filipino	purchase	intention	in	regard	to	generic	drugs	through	TPB	
has	 been	 very	 challenging	 considering	 that	 there	 are	 many	 factors	 were	 need	 to	 be	
considered	such	as	 respondent’s	profile	and	segmentation.	 In	addition,	 the	careful	choice	
of	questions	was	considered	to	make	sure	that	it	will	be	aligned	on	the	expected	result	of	
the	study.	

We	have	 introduced	ME	and	 INT	as	moderating	and	dependent	variable	respectively	
to	TPB.	We	find	that	the	media	exposure	is	not	a	factor	that	the	consumers	consider	when	
they	decide	to	buy	a	generic	medicine.	This	is	contrary	to	our	conceptual	framework	in	Fig.	
4	 which	 shows	 that	 ME	 have	 a	 positive	 reinforcement	 in	 the	 consumer's’	 decision	 to	
purchase.	

The	results	 shown	 in	Table	5	 that	ATT,	SN,	and	PBC	are	highly	 significant	part	 to	 the	
buyer’s	intention	to	purchase.			
	

CONCLUSION	AND	MANAGERIAL	IMPLICATIONS	
We	 used	 Ajzen’s	 TPB	 to	 determine	 the	 predictability	 of	 purchase	 intention	 by	

examining	behavioral	 factors	such	as	ATT,	SN,	and	PBC.	After	conducting	our	research,	we	
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can	 say	 that	 personal	 beliefs	 (ATT),	 opinions	 of	 peers	 (SN),	 and	 self-efficacy/confidence	
(PBC)	are	significant	elements	that	can	push	a	person	to	buy	generic	drugs.	In	addition,	we	
extended	the	TPB	model	by	adding	ME	as	a	moderating	variable	and	found	out	that	it	has	
little	or	no	moderating	effect	to	the	given	behavioral	factors.	

From	 these	 results,	 we	 can	 conclude	 that	 many	 Filipino	 consumers,	 early	 on,	 are	
highly	 aware	 of	 the	 availability	 and	 the	 importance	 of	 generic	 drugs.	 The	 aggressive	
marketing	initiatives	of	generic	drug	companies	and/or	the	Philippine	government	brought	
about	 this	 awareness.	 ME	 played	 its	 role	 excellently	 as	 an	 antecedent	 to	 behavioral	
perception,	rather	than	as	a	moderating	variable.	

Thus,	we	 recommend	 that	generic	drug	companies	 should	continue	connecting	with	
the	consumers’	beliefs;	coming	up	with	marketing	campaigns	that	precondition	the	ATT,	SN,	
and	 PBC	 of	 a	 person.	 These	 companies	must	 consider	 the	 aspects	 that	 customers	 value	
both	affordability	and	efficacy	which	they	take	advantage	of.	The	fact	that	generic	drugs	are	
cheaper,	 yet	 bio-equivalent	 to	 branded	medicines,	 is	 a	 significant	motivator	 to	 patronize	
generic	 drugs	 especially	 to	 consumers	 of	 a	 developing	 country	 like	 the	 Philippines.	
Managers	can	capitalize	on	these	results	by	looking	at	ways	on	how	ATT,	SN	and	PBC	could	
be	maximized	to	influence	people	to	buy	generic	drugs.	For	instance,	designing	a	campaign	
where	friends	are	testifying	on	the	efficacy	of	generic	drugs	could	create	a	norm	of	generic	
preference.	This	can	be	an	avenue	for	them	to	reach	out	to	a	diverse	market	segment	and	
acquire	 new	 customers	 and	 therefore	 enhance	 market	 potential.	 However,	 generic	
companies	 must	 be	 more	 selective	 in	 the	 promotional	 channels	 that	 they	 will	 use.	
Recognizing	that	ME	does	not	moderate	purchase	 intention,	 it	 is	 recommended	that	 they	
explore	other	channels	to	persuade	consumers	to	buy	generic	drugs.		

Future	researchers	of	this	study	can	do	more	with	the	TPB.	Additional	measures	may	
improve	 the	 paper	 by	 considering	 different	 dimensions	 such	 as	 comparison	 of	 income	
classes,	their	purchasing	power,	and	willingness	to	buy.		

The	 need	 for	medication	 is	 essential	 for	 the	 human	 person.	 Either	 generic	 drugs	 or	
‘branded’	medicine,	Filipino	consumers	nowadays	are	faced	with	more	options	of	available	
drugs	 in	 the	 market;	 whether	 cheap	 or	 expensive,	 it	 all	 boils	 down	 to	 having	 access	 to	
quality	medicine.		
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ABSTRACT	

This	study	 involves	the	Theory	of	Planned	Behavior	(TPB)	and	the	 influence	of	Brand	Trust	
among	Micro,	Small,	and	Medium	Enterprises	(MSME’s)	towards	the	use	of	Information	and	
Communication	 Technology	 (ICT)	 services	 offered	 by	 an	 established	 telecommunications	
company.	The	study	measured	two	kinds	of	brand	trust	-	cognitive	trust,	which	responds	to	
the	utilitarian	value	of	a	brand,	and	affective	trust,	which	responds	to	the	hedonic	value	of	
a	brand.	The	 review	of	 related	 literature	 reveals	 that	although	attitudes	are	 related,	 they	
are	still	distinct	and	it	 is	possible	that	one	attitude	could	be	more	relevant	than	the	other.	
The	 researchers	 operationalize	 the	 Theory	 of	 Planned	 Behavior	 by	 Icek	 Ajzen	 with	 the	
addition	of	brand	trust	as	a	moderating	variable.	Moreover,	instead	of	only	considering	the	
intention	 of	 the	 respondents	 to	 incorporate	 and	 retain	 or	 upgrade	 ICT	 services,	 the	
researchers	 also	 test	 the	 intention	 of	 incorporating	 and	 retaining	 or	 upgrading	 Business	
Tools	 in	 general.	 Through	 this	 framework,	 the	 study	 will	 identify	 how	 MSME’s	 make	
decisions	towards	the	use	of	business	tools	and	measure	the	kind	and	 level	of	brand	trust	
that	they	have	with	the	service	provider.	The	research	is	quantitative	in	design	and	involved	
the	 use	 of	 a	 structured	 questionnaire	 distributed	 to	 256	 respondents	 reached	 through	
purposive	 and	 convenience	 sampling	 techniques.	 Through	 the	 use	 of	 Structural	 Equation	
Modeling	with	Partial	Least	Squares	Path	Modeling,	it	was	found	that	perceived	behavioral	
control	 moderated	 by	 hedonic	 brand	 trust	 is	 the	 variable	 that	 significantly	 affects	 the	
intention	 of	 potential	 clients	 for	 availing	 the	 ICT	 services.	 Meanwhile,	 attitude	 towards	
behavior	moderated	by	utilitarian	brand	 trust	 is	 the	 variable	 that	 significantly	affects	 the	
intention	of	existing	clients	 for	 retaining	or	upgrading	 ICT	services.	 In	 the	case	of	hedonic	
and	utilitarian	brand	trust	moderating	the	relationships	between	the	independent	variables	
and	their	 intention	to	use	business	tools	 in	general,	 the	researchers	agree	that	the	results	
are	spurious	correlations	based	on	past	literatures.	Therefore,	the	researchers	recommend	
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future	campaigns	targeting	potential	clients	to	focus	on	their	control	beliefs	by	showing	the	
ease	 of	 incorporating	 said	 tools	 and	 associating	 this	 with	 experiential	 values	 such	 as	
feelings	of	confidence.	 	On	the	other	hand,	campaigns	 for	existing	clients	should	 focus	on	
their	 positive	 evaluations	 towards	 retaining	 or	 upgrading	 ICT	 services	 and	 associate	 this	
with	 functional	 values	 such	 as	 feelings	 of	 the	 brand	 being	 reliable	 and	 effective.	Overall,	
future	campaigns	for	the	brand	should	focus	and	allocate	resources	based	on	the	outcomes	
of	this	study.		
	
Keywords:	Theory	of	Planned	Behavior;	cognitive	trust;	affective	trust;	utilitarian	
value;	hedonic	value	
	

INTRODUCTION	
This	 study	 involves	 the	 Theory	 of	 Planned	 Behavior	 applied	 with	 the	 influence	 of	

Brand	 Trust	 among	Micro,	 Small,	 and	Medium	 Enterprises	 (MSME’s)	 towards	 the	 use	 of	
towards	 the	use	of	 Information	and	Communication	Technology	 (ICT)	 services	offered	by	
an	 established	 telecommunications	 company.	 The	 Theory	 of	 Planned	 Behavior	 is	 a	
recognized	 intention	 model	 that	 can	 predict	 intention	 and	 behavior.	 The	 three	
independent	variables	that	predict	one’s	intention	towards	a	behavior	are	attitude	towards	
the	behavior,	subjective	norm,	and	perceived	behavioral	control.	In	the	case	of	our	study,	all	
variables	were	put	in	the	context	of	MSME’s	using	business	tools.	Moreover,	this	study	also	
puts	 into	 consideration	 the	 inclination	 of	 MSME’s	 to	 choose	 the	 service	 provider	 by	
measuring	 their	 brand	 trust.	 For	 this	 study,	 we	 measured	 two	 kinds	 of	 brand	 trust.	
Cognitive	trust	responds	to	the	utilitarian	value	of	a	brand,	while	affective	trust	responds	to	
the	hedonic	value	of	a	brand.	Through	this	framework,	the	study	will	identify	how	MSME’s	
make	decisions	towards	the	use	of	business	tools	and	measure	the	kind	and	level	of	brand	
trust	that	they	have	with	the	service	provider.	

As	 mentioned	 above,	 the	 services	 are	 focused	 on	 micro,	 small,	 and	 medium	
enterprises	in	the	Philippines	with	business	tools	that	range	from	business-enabling	voice,	
broadband,	and	mobility	solutions	to	more	sophisticated	enterprise-level	 information	and	
communication	 technologies,	 as	 well	 as	 Cloud	 services	 that	 are	 suited	 to	 help	 Filipino	
entrepreneurs	in	their	business	needs.	Since	its	founding	in	2008,		the	service	provider	has	
been	committed	to	support	Filipino	MSME’s	 in	 the	pursuit	of	new	business	opportunities	
and	 developing	 new	 business	 ventures	 by	 providing	 them	 with	 mobility,	 connectivity,	
support,	and	hardware.	

Furthermore,	he	service	provider	recently	launched	the	‘Make	It	Big’	campaign,	which	
drives	 Filipino	 entrepreneurs	 to	 pursue	 their	 dreams	 and	make	 it	 big	 in	 their	 respective	
industries.	Several	Filipino	entrepreneurs	who	started	small,	but	have	now	progressed	into	
big	 and	 booming	 businesses	 were	 made	 ambassadors	 for	 the	 brand.	 The	 ‘Make	 It	 Big’	
campaign	 made	 use	 of	 social	 media	 accounts,	 out-of-home	 advertisements,	 and	 print	
media.	Furthermore,	The	service	provider	holds	community	partnerships	by	tying	up	with	
associations	 for	MSME’s	 and	 by	 organizing	 small	 events	 in	 different	 locations	 across	 the	
country.	

MSME’s	in	the	Philippines	are	a	relatively	new	target	market	for	telecommunications	
companies.	Although	they	are	business	owners,	they	are	approached	as	consumers	rather	
than	in	a	business-to-business	approach.	The	service	provider	has	had	a	bit	of	difficulty	in	
communicating	 with	 these	 entrepreneurs.	 According	 to	 the	 service	 provider,	 one	 of	 the	
reasons	 that	 hinder	 them	 from	 communicating	 with	 their	 target	 market	 is	 the	 use	 of	
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business	tools	between	MSME’s,	which	is	not	yet	widely	spread.	Most	business	owners	rely	
on	technologies	 that	are	more	suited	 for	home	or	office	applications,	 instead	of	business	
operations.	Another	reason	is	that	a	lot	of	MSME’s	are	not	aware	that	the	service	provider	
offers	business	tools	that	can	aid	them	in	their	businesses.		

	
Conceptual	Framework	

The	Theory	of	Planned	Behavior	is	guided	by	three	kinds	of	considerations,	which	can	
be	 seen	 in	 Figure	1.	 These	are:	 	behavioral	 beliefs,	 normative	beliefs,	 and	control	 beliefs.	
Behavioral	beliefs	are	about	the	probable	consequences	of	the	behavior,	normative	beliefs	
are	 about	 the	 expectations	 of	 others,	 and	 control	 beliefs	 are	 about	 the	 presence	 of	
elements	that	may	enable	or	hinder	performance	of	the	behavior	(Ajzen,	2006).	

In	 their	 respective	aggregates,	behavioral	beliefs	produce	a	 favorable	or	unfavorable	
attitude	 toward	 the	 behavior;	 normative	 beliefs	 result	 in	 perceived	 social	 pressure	 or	
subjective	 norm;	 and	 control	 beliefs	 give	 rise	 to	 perceived	 behavioral	 control.	 In	
combination,	attitude	toward	the	behavior,	 subjective	norm,	and	perception	of	behavioral	
control	 lead	 to	 the	 formation	 of	 a	 behavioral	 intention.	 As	 a	 general	 rule,	 the	 more	
favorable	 the	 attitude	 and	 subjective	 norm,	 and	 the	 greater	 the	 perceived	 control,	 the	
stronger	should	be	the	person’s	intention	to	perform	the	behavior	in	question.	Finally,	given	
a	 sufficient	 degree	 of	 actual	 control	 over	 the	 behavior,	 people	 are	 expected	 to	 carry	 out	
their	 intentions	 when	 the	 opportunity	 arises.	 Intention	 is	 thus	 assumed	 to	 be	 the	
immediate	antecedent	of	behavior	(Ajzen,	2006).	

Figure	1.	The	Theory	of	Planned	Behavior	taken	from	Ajzen	(2006).	
	

In	other	words,	to	predict	whether	a	person	intends	to	do	something,	the	variables	of	
Attitude	 towards	 Behavior,	 Subjective	 Norm	 and	 Perceived	 Behavioral	 Control	 must	 be	
taken	 into	consideration.	Attitude	towards	Behavior	 is	a	person’s	overall	evaluation	of	 the	
behavior,	which	includes	the	personal	beliefs	about	the	consequences	of	the	behavior	and	
its	 corresponding	 positive	 or	 negative	 judgments.	 Subjective	 Norm	 is	 a	 person’s	 own	
estimate	 of	 the	 social	 pressure	 to	 perform	 or	 not	 perform	 the	 target	 behavior,	 which	
includes	beliefs	about	how	other	people	would	 like	them	to	behave.	Perceived	Behavioral	
Control	is	the	extent	of	control	a	person	has	over	the	behavior	and	how	confident	he	or	she	
may	feel	about	performing	or	not	performing	the	behavior	(Francis	et	al.,	2006).	
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Operational	Framework	
	 The	new	research	model	is	grounded	on	the	Theory	of	Planned	Behavior	(TBP)	by	Icek	
Ajzen.	 However,	 the	 present	 researchers	 have	 added	 the	 moderating	 variable	 of	 Brand	
Trust.	 Moreover,	 instead	 of	 only	 considering	 the	 intention	 of	 the	 respondents	 to	
incorporate	 and	 retain/upgrade	 ICT	 services,	 the	 researchers	 also	 test	 the	 intention	 of	
incorporating	and	retaining/upgrading	business	tools	in	general.	

	
Figure	2.	Operational	Model	
	

The	moderating	variable,	Brand	Trust,	has	two	classifications:	Hedonic	and	Utilitarian.	
“Utilitarian	 attitudes	 are	 more	 instrumental	 and	 concerned	 with	 the	 expectation	 of	
consequences	 of	 product	 usage,	 are	 based	 on	 assessment	 of	 functional	 brand/product	
attributes,	 and	 are	more	 concerned	with	 practical	 usefulness	 or	 benefits	 derived	 from	 a	
brand/product.	 Hedonic	 attitudes	 are	 based	more	 on	 affective	 gratification	 derived	 from	
sensory	product/brand	attributes.	Hedonic	attitudes	are	more	experiential	 and	 related	 to	
how	much	 pleasure	 a	 consumer	 derives	 from	 a	 brand/product,”	 (Batra	 &	 Ahtola,	 1991).	
Moreover,	it	was	mentioned	that	although	both	attitudes	are	related,	they	are	still	distinct	
and	it	is	possible	that	one	attitude	could	be	more	relevant	than	the	other.		
	
Statement	of	the	Problem/Hypothesis	 	
Given	the	framework	and	in	line	with	the	research	questions,	the	following	hypotheses	are	
made:	
	

• H1:		Attitude	towards	behavior	positively	influences	the	intention	to	use	business	
tools.	

• H2:		Subjective	norm	positively	influences	intention	to	use	business	tools.	
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• H3:	Perceived	behavioral	control	positively	influences	the	intention	to	use	business	
tools.	

• H4:	 Hedonic	 brand	 trust	 positively	 moderates	 attitude	 towards	 behavior	 and	
intention	to	use	the	ICT	services.	

• H5:	 	Hedonic	 brand	 trust	 positively	moderates	 subjective	 norm	 and	 intention	 to	
use	the	ICT	services.	

• H6:	 Hedonic	 brand	 trust	 positively	moderates	 perceived	 behavioral	 control	 over	
and	intention	to	use	the	ICT	services.	

• H7:	 Utilitarian	 brand	 trust	 positively	 moderates	 attitude	 towards	 behavior	 and	
intention	to	use	the	ICT	services.	

• H8:		Utilitarian	brand	trust	positively	moderates	subjective	norm	and	intention	to	
use	the	ICT	services.	

• H9:	Utilitarian	brand	trust	positively	moderates	perceived	behavioral	control	over	
and	intention	to	use	the	ICT	services.	

	
Significance	of	the	Study		

This	 study	made	use	of	 the	Theory	of	Planned	Behavior,	which	gives	 light	 to	 several	
factors	that	are	considered	before	making	a	decision	towards	a	brand.	Examining	the	roles	
of	these	factors	along	with	other	influences	and	how	they	affect	decision-making	towards	a	
brand	will	be	beneficial	in	several	applications	in	Marketing.	The	type	of	influence	focused	
in	the	study	is	Brand	Trust.	The	results	of	the	study	concerning	how	brand	trust	influences	
the	 decision	 of	 a	 consumer	 in	 choosing	 or	 committing	 to	 a	 brand	 will	 be	 useful	 in	
developing	new	strategies	in	the	marketing	field.	Furthermore,	the	results	of	this	study	will	
show	how	MSME’s	value	the	use	of	business	tools	in	their	respective	businesses,	providing	
valuable	information	for	brands	that	offer	these	tools.	

By	 studying	 MSME’s	 in	 the	 Philippines,	 it	 is	 expected	 to	 contribute	 to	 the	
understanding	of	specific	 factors	 that	may	 influence	the	adoption	of	business	 tools	 in	 the	
Philippine	context.	Also,	 since	 the	study	 focuses	on	an	 interesting	 target	market,	which	 is	
MSME’s,	and	how	they	are	approached	as	consumers	rather	than	in	a	business-to-business	
approach,	 it	can	provide	 insights	as	 to	how	to	communicate	and	build	a	relationship	with	
these	 businesses.	 Additionally,	 the	 results	 of	 this	 will	 provide	 an	 understanding	 of	 what	
MSME’s	give	 importance	 to	when	 it	 comes	 to	 their	 intention	of	 incorporating,	upgrading,	
and	 retaining	 businesses	 tools,	which	 can	 be	 beneficial	 to	 other	 businesses	 that	have	 an	
interest	in	the	industry	and	are	specifically	targeting	MSME’s.		
	

REVIEW	OF	RELATED	LITERATURE	
There	are	studies	that	have	been	conducted	on	the	adoption	of	technology.	However,	

most	of	these	studies	were	based	solely	on	Information	Technology	(IT);	the	researchers	did	
not	 focus	 on	 SME’s	 and	 the	 role	 of	 Brand	 Trust	 was	 not	 taken	 into	 consideration.	 In	
addition,	 the	 studies	 concerning	 SME’s	 and	 IT	 adoption	 lack	 strong	 theoretical	 basis	
(Farhoomand,	 Tuunainen	 &	 Yee,	 2000;	 Simpson	 &	 Swatman,	 1999;	 Stylianou,	 Robbins	 &	
Jackson,	 2003;	 Wresch,	 2003).	 In	 order	 to	 gain	 more	 understanding	 on	 the	 adoption	 of	
SME’s,	the	following	literature	review	concentrates	on	the	study	regarding	the	adoption	of	
e-commerce	 in	SME’s	with	the	application	of	the	Theory	of	Planned	Behavior	 (TPB),	since	
this	research	relied	on	the	TPB.	With	the	addition	of	Brand	Trust	as	a	moderating	variable	in	
the	 new	 model,	 this	 chapter	 will	 present	 literature	 on	 the	 significant	 elements	 of	 this	
research.		



Asia	Pacific	Business	&	Economics	Perspectives,	Summer	2017,	5(1).	
	

	

	
103		

	
	
Business	Tools	and	MSMEs	
	
Business	Tools	Defined	

Business	 tools	 have	 been	 instrumental	 in	 providing	means	 of	 communication	 using	
various	 technologies	 throughout	 the	 past	 few	 decades.	 It	 continues	 to	 bring	 significant	
impact	in	the	way	of	business	as	it	facilitates	how	information	is	learned	and	shared.	

In	 this	 study,	 business	 tools	 are	 defined	 as	 information	 and	 communication	
technologies	 (ICT’s)	 that	 play	 the	 role	 of	 unifying	 communications	 and	 integrating	
telecommunications,	computers,	middleware,	software,	storage	systems,	as	well	as	audio-
visual	 systems.	 Such	 tools	 enable	 businesses	 to	 create,	 access,	 store,	 transmit,	 and	
manipulate	 information	 (Tamilselvan,	 Sivakumar	 &	 Sevukan,	 2012).	 Based	 on	 the	 given	
definition,	 business	 tools	 are	 considered	 high-involvement	 products.	 High-involvement	
products	 are	 characterized	 to	 have	 high	 prices,	 technical	 features,	 major	 differences	
between	brands,	 and	 risk-evaluation	 compared	 to	 low-involvement	products	 that	 are	 the	
opposite.	They	carry	a	high	risk	to	consumers	when	they	fail,	but	these	type	of	products	are	
relevant	 and	 important	 (Tanner	 &	 Raymond,	 2012),	 similar	 to	 how	 business	 tools	 are	 to	
entrepreneurs.	Because	of	this,	it	is	important	that	brands	offer	a	lot	of	information	about	
their	business	 tools	because	their	consumers	engage	 in	extended	problem	solving,	where	
they	 spend	 time	 gathering	 a	 significant	 amount	 of	 information	 and	 compare	 different	
aspects	 of	 the	 product	 (Tanner	 &	 Raymond,	 2012),	 as	 in	 the	 case	 of	 high-involvement	
products.	 Consumers	 of	 business	 tools	 are	 highly	 involved	 in	 the	 purchase	 and	must	 be	
assisted	by	the	brand	when	processing	information	(Grayson,	2016).	

To	further	understand	business	tools,	Tamilselvan,	Sivakumar,	and	Sevukan	defined	ICT	
using	 its	 components.	 Technology	 was	 explained	 as	 the	 process	 of	 utilizing	 scientific	
material	and	human	resources	as	a	way	to	satisfy	a	human	need	or	purpose.	 Information	
was	indicated	as	that	is	to	be	communicated.	Combined,	information	technology	is	defined	
as	the	use	of	information	to	satisfy	a	human	need	and	purpose	(Tamilselvan,	Sivakumar	&	
Sevukan,	2012).	

Using	this	definition,	ICT	is	the	use	of	information	as	a	way	to	satisfy	a	human	need	or	
purpose	with	reference	to	contemporary	devices.	In	the	business	context,	ICT	is	categorized	
in	 two	 types	 of	 products:	 traditional	 computer-based	 technologies	 and	 digital	
communication	 technologies.	 Traditional	 computer-based	 technologies	 include	 the	use	of	
applications,	databases,	and	softwares.	Digital	communication	technologies	include	internal	
and	external	networks	that	transmit	data	electronically.		

According	 to	 Giovanni	 and	Mario	 (2003),	 such	 business	 tools	 offer	 enterprises	with	
ways	 to	 improve	 their	 competitive	 position	 in	 their	 respective	 industries.	 The	 study	
indicated	 that	 business	 tools	 are	 able	 to	 improve	 the	 management	 of	 information	 and	
knowledge,	internally	and	externally.	This	enables	growing	businesses,	such	as	micro,	small,	
and	medium	 enterprises	 (MSME’s)	 to	 enhance	 the	 reliability	 of	 business-to-business	 and	
business-to-consumer	transactions.		

In	 addition,	 the	 business	 tools	 are	 able	 to	 improve	 the	 relationships	 between	
suppliers,	partners,	customers,	and	other	stakeholders	of	the	business.	Indicated	in	a	study	
by	Pohjola	(1998),	business	tools	can	bring	various	advantages	specifically	for	MSME’s	as	it	
allows	 them	 to	 generate	 sustainable	 profit,	 locally	 and	 globally,	 which	 can	 lead	 to	 their	
overall	growth	in	the	long	run.		
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Lymer	 (1997)	 explained	 the	 hindrances	 that	MSME’s	 face	 regarding	 the	 decision	 to	
implement	 business	 tools	 into	 their	 daily	 operations.	 Though	 business	 tools	 can	 reduce	
costs	 while	 increasing	 productivity,	 small	 firms	 are	 commonly	 discouraged	 due	 to	 the	
amount	of	investment	needed	to	implement	business	tools.	

	
MSMEs	Defined	

According	 to	 the	 Philippine	Magna	 Carta	 for	Micro,	 Small,	 and	Medium	 Enterprises	
(MSME’s)	 of	 2009,	 MSME’s	 are	 defined	 as	 any	 business	 enterprise	 or	 activity	 that	 is	
involved	 in	 industry,	 agribusiness	 or	 services,	whether	 single	 proprietorship,	 cooperative,	
partnership,	or	corporation	whose	total	assets,	which	includes	those	arising	from	loans,	but	
excludes	the	land	which	the	business'	office,	plant,	and	equipment	are	situated,	fall	under	
the	following	categories:			

Micro:	not	more	than	Php	3,000,000		
Small:	Php	3,000,001	-	P	15,000,000		
Medium:	Php	15,000,001	-	P100,000,000	
	

Alternatively,	 the	 number	 of	 employees	 could	 determine	 the	 measure	 of	 which	
category	businesses	fall	into.	According	to	the	2012	study	“Small	and	Medium	Enterprises'	
(SMEs)	 Access	 to	 Finance:	 Philippines,”	 by	 Rafaelita	 Albada	 of	 the	 Philippine	 Institute	 for	
Development	 Studies,	 SME’s	 in	 the	 Philippines	 are	 commonly	 categorized	 under	 the	
following:	

Micro:	1-99	employees	
Small:	10-99	employees		
Medium:	100-199	employees		

	
MSMEs	in	the	Philippines	

Albada	 stated	 that	 as	 of	 2008,	 MSME’s	 make	 up	 99.6	 %	 of	 the	 businesses	 in	 the	
Philippines,	which	gives	them	a	vital	role	in	the	development	of	the	economy.	92%	of	this	
figure	represents	micro	enterprises,	while	small	and	medium	enterprises	only	make	up	8%	
(Albada,	2012).	

Despite	 the	 initiatives	 created	 to	 propel	 Philippine	 MSME’s	 forward,	 businesses	
belonging	 in	the	sector	failed	to	maximize	their	growth	due	to	several	constraints	such	as	
issues	in	technology	and	information	gaps,	as	well	as	skills	(FINEX	&	ACERD;	Tecson,	2004;	
Fukumoto,	2004).	Such	hindrances	are	due	to	the	lack	of	financial	support	of	formal	lending	
bodies	as	MSME’s	have	high-perceived	risks.	

After	several	years,	MSME’s	then	experienced	an	increase	in	competition,	which	urged	
the	government	 to	develop	 strategies	 that	will	 expand	 the	market	access	 for	MSME’s.	As	
the	nineties	 rolled	 in,	Albada	 (2012)	 indicated	 that	MSME’s	were	 faced	with	policies	 that	
centered	on	market	access	and	export	expansion.	

	
Filipino	MSME’s	and	Adapting	Business	Tools	

According	 to	 the	 2013	 National	 Statistics	 from	 the	 Department	 of	 Science	 and	
Technology,	the	Philippine	ICT	Industry	consists	of	industries	participating	in	producing	and	
distributing	 goods	 and	 services	 that	 satisfy	 the	need	 to	 inform,	educate	 and/or	 entertain	
humans	through	mass	communication	media.		In	addition,	it	includes	industries	engaged	in	
the	 production,	 publishing	 and/or	 the	 distribution	 of	 content	 that	 conveys	 an	 organized	
message	intended	for	human	beings	(Abejo,	2013).	The	ICT	Industry	segments	include:	
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• Broadcast		Media		
• Computer		Hardware		
• Semiconductors		and		Electronics		
• ICT	Enabled		Creative		Services		
• IT	Services		
• IT	and		Business		Process		Management		(IT-BPM)		
• Software		and	Applications		
• Telecommunications	

	
Theory	of	Planned	Behavior	

The	 Theory	 of	 Planned	 Behavior	 (TPB)	 is	 a	 recognized	 intention	 model	 that	 is	
successful	in	explaining	and	predicting	behavior	(Grandon,	2005).		It	is	an	improved	model	
of	the	Theory	of	Reasoned	Action	(TRA)	wherein	perceived	behavioral	control	was	added	as	
an	element	to	predict	 intention	and	behavior	(Mattingly,	2012).	Both	models	assume	that	
the	 intention	 to	 perform	 the	 behavior	 in	 question	 influences	 the	 person’s	 behavior	
(Grandon,	 2005).	 	 However,	 in	 the	 TRA	 model,	 only	 attitude	 towards	 the	 behavior	 and	
subjective	norm	were	taken	into	consideration.		

According	 to	 Ajzen	 (1991),	 “Intentions	 are	 assumed	 to	 capture	 the	 motivational	
factors	that	influence	a	behavior;	they	are	indications	of	how	hard	people	are	willing	to	try,	
of	how	much	of	an	effort	they	are	planning	to	exert,	in	order	to	perform	the	behavior.	As	a	
general	rule,	the	stronger	the	intention	to	engage	in	a	behavior,	the	more	likely	should	be	
its	performance”.	With	this	said,	intention	is	a	precursor	of	behavior	and	it	can	be	predicted	
from	three	variables	namely	attitude	toward	the	behavior,	subjective	norm,	and	perceived	
behavioral	control	(Handbook	of	Theories	of	Social	Psychology,	2012).		

The	 first	 factor,	attitude	towards	 the	behavior,	 refers	 to	 the	beliefs	an	 individual	has	
with	respect	to	the	consequences	associated	with	performing	a	particular	behavior	(Casper,	
2007).	Also,	 it	 can	have	a	 corresponding	negative	or	positive	 judgment	associated	with	 it	
(Francis	 et	 al.,	 2006).	 The	 second	 factor,	 subjective	 norm,	 refers	 to	 an	 individual's	 own	
evaluation	of	the	perceived	social	pressure	to	perform	or	not	perform	the	behavior	(Ajzen,	
1991).	It	incorporates	views	about	how	other	individuals	would	like	them	to	behave	and	the	
negative	 or	 positive	 judgments	 about	 each	 belief.	 It	 is	 presumed	 that	 these	 components	
work	in	interaction	(Francis	et	al.,	2006).	The	third	factor,	perceived	behavioral	control,	is	a	
person’s	perception	of	the	struggle	or	easiness	associated	with	accomplishing	the	behavior	
(Ajzen,	1991).	It	has	two	aspects	that	comprise	mainly	of	whether	or	not	an	individual	feels	
confident	 about	performing	 the	behavior	 and	how	much	 control	 the	person	 thinks	he	or	
she	has	over	the	said	behavior	(Francis	et	al.,	2006).			

The	 more	 positive	 the	 three	 factors	 are	 towards	 the	 behavior	 then	 the	 person’s	
intention	 to	 execute	 the	 behavior	 under	 consideration	 should	 be	 stronger	 (Ajzen,	 1991).	
Subsequently,	if	the	three	factors	seem	to	have	negative	results	towards	the	behavior	then	
the	 intention	 of	 an	 individual	 to	 perform	 the	 behavior	 under	 consideration	 will	 become	
weaker	as	well.	It	is	important	to	note	that	the	weight	of	the	three	predictors	of	intention	
varies	in	different	situations.		

The	 application	 of	 the	 Theory	 of	 Planned	Behavior	 has	 been	proven	 to	 be	 useful	 in	
providing	 information	 among	 many	 researchers	 in	 various	 studies	 when	 it	 comes	 to	
understanding	 behavior.	 Studies	 have	 shown	 that	 it	 has	 contributed	 in	 the	 prediction	 of	
behaviors	that	require	cognitive	task	performance	(Locke,	Fredrick,	Lee,	&	Bobko,	1984)	and	
even	 using	 interventions	 that	 will	 be	 applicable	 in	 changing	 them	 (Van	 Ryn	 &	 Vinokur,	
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1990).	 	 Although	 it	 has	 been	 proven	 to	 be	 remarkable	 in	 predicting	 behavior,	 it	 has	 had	
even	more	 success	with	 the	 addition	 of	 other	 variables	 (Mattingly,	 2012).	 	 Ajzen	 himself	
suggests	that	it	is	important	to	consider	having	additional	variables.		

According	 to	Ajzen	 (1991),	“The	Theory	of	Planned	Behavior	 is,	 in	principle,	open	to	
the	 inclusion	 of	 additional	 predictors	 if	 it	 can	 be	 shown	 that	 they	 capture	 a	 significant	
proportion	of	the	variance	in	intention	or	behavior	after	the	theory’s	current	variables	have	
been	 taken	 into	 account.	 The	 Theory	 of	 Planned	 Behavior	 in	 fact	 expanded	 the	 original	
Theory	of	Reasoned	Action	by	adding	the	concept	of	perceived	behavioral	control.”	

Furthermore,	 aside	 from	 having	 supplementary	 predictors	 as	 variables,	 studies	 can	
include	the	addition	of	moderators.	Moderating	variables	are	 included	to	determine	their	
effect	 among	 the	 variables	 in	 the	 Theory	 of	 Planned	 Behavior	 (Mattingly,	 2012).	 	 The	
Theory	 of	 Planned	 Behavior	 is	 useful	 in	 providing	 insights	 with	 regards	 to	 behavior	
modification	 and	 revealing	 information	 that	 may	 be	 applied	 to	 create	 communication	
strategies	 (Casper,	 2007).	 Each	 predictor	 of	 intention	 also	 uncovers	 distinguishing	
characteristics	of	behavior	that	can	aid	in	changing	it	(Ajzen,	1991).	

Grandon	 (2005)	 examined	 the	 applicability	of	 the	Theory	of	 Planned	Behavior	 (TPB)	
and	 competing	 models	 to	 the	 prediction	 of	 the	 intention	 to	 adopt	 e-commerce	 among	
managers/owners	of	SME’s	in	Chile.	The	outcome	of	the	study	showed	that	TPB	explained	
80	 percent	 of	 the	 variance	 in	 behavioral	 intention.	 Also,	 it	 was	 found	 that	 attitude	 and	
subjective	norm	were	significant	predictors	of	 the	 intention	 to	adopt	e-commerce	among	
Chilean	managers,	while	perceived	behavioral	 control	was	not	a	 significant	predictor.	 The	
researchers	support	the	existing	 literature	 in	terms	of	the	method	and	analysis	of	results.	
However,	 given	 that	 the	 scope	 of	 the	 study	 is	 wider,	 which	 includes	 two	 sets	 of	
respondents,	 two	outcomes	 for	 intention,	and	 the	addition	of	a	moderating	variable,	 it	 is	
expected	that	 the	 independent	variables	 found	to	be	significant	 in	Grandon’s	study	might	
not	be	significant	in	this	research.	

	
Brand	Trust	

One	of	the	important	aspects	of	marketing	research	is	brand	trust.	It	has	been	found	
to	be	 related	 to	other	 topics	 such	as	brand	 loyalty	and	brand	preference,	which	makes	 it	
significant	 for	brands	who	want	 to	build	 relationships	with	 their	 consumers.	According	 to	
Hiscock	(2001),	“the	ultimate	goal	of	marketing	is	to	generate	an	intense	bond	between	the	
consumer	 and	 the	 brand,	 and	 the	 main	 ingredient	 of	 this	 bond	 is	 trust”.	 Brand	 trust	 is	
defined	by	Chaudhuri	and	Holbrook	(2001)	as	“the	willingness	of	the	average	consumer	to	
rely	on	the	ability	of	the	brand	to	perform	its	stated	function”.	 It	 influences	a	consumer’s	
choice	of	brand,	especially	when	it	comes	to	choosing	among	a	variety	of	brands	or	trying	
out	a	new	product.	According	to	Bidmon,	Grabner-Krauter,	and	Matzler	 (2006),	 trust	only	
plays	a	role	whenever	the	outcomes	of	a	certain	decision	are	important	and	uncertain	for	
the	decision-maker.	Brand	trust	is	also	defined	as	“the	confident	expectations	of	the	brand’s	
reliability	 and	 intentions	 in	 situations	 entailing	 risk	 to	 the	 consumer”	 (Delgado-Ballester,	
2002).	It	is	often	developed	when	brands	make	promises	to	consumers	and	these	promises	
are	 fulfilled,	 meeting	 the	 expectations	 of	 the	 consumers	 (Chandio,	 Qureshi,	 &	 Ahmed,	
2015).		

The	concept	of	brand	trust	is	based	on	consumers	forming	a	relationship	with	brands.	
Consumers	 can	 easily	 assign	 personalities	 to	 brands,	 creating	 brand	 personalities	 in	 the	
field	of	marketing.	Since	brands	can	be	personified,	it	means	that	consumers	can	also	have	
relationships	 with	 them	 as	 well.	 Consumers	 develop	 a	 relationship	 with	 brands	 through	
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their	 execution	 of	 marketing	 plans	 and	 tactics,	 which	 can	 be	 viewed	 as	 behaviors	
performed	 by	 the	 brand	 in	 the	 consumer-brand	 relationship	 (Srull	 &	 Wyer,	 1989).	 In	 a	
brand-consumer	relationship,	trust	is	considered	to	be	one	of	the	most	desirable	qualities	
(Bidmon,	Grabner-Krauter	&	Matzler,	2006).		

In	a	study	conducted	by	Deari	and	Balla	(2013),	brand	trust	was	highly	correlated	with	
brand	preference	and	brand	loyalty.	

Based	on	previous	studies,	brand	trust	is	a	driver	for	brand	preference.	Brand	trust	has	
a	positive	impact	on	the	consumer	preference”	(Deari	&	Balla,	2013).	Thus,	a	brand	that	is	
trusted	by	a	consumer	is	more	preferred	than	brands	that	are	not.	This	is	important	for	new	
brands	 that	want	 to	penetrate	a	market	or	a	brand	 that	wants	 to	penetrate	a	new	target	
market.	 Based	 on	 the	 research	 of	 Aakar	 (1991)	 and	 Keller	 (1993),	 brand	 preference	 is	
defined	 as	 “a	 set	 of	 brand	 assets	 and	 liabilities	 linked	 to	 a	 brand	 and	 a	 customer’s	
subjective	 and	 intangible	 assessment	 of	 the	 brand,	 above	 and	 beyond	 its	 objectively	
perceived	value”	(Chinomona,	Mahlangu,	&	Pooe,	2013).	Brand	preference	positively	drives	
the	 brand’s	 value	 in	 the	 marketplace	 (Azar	 &	 Fuller,	 2008).	 Through	 brand	 trust,	 a	 high	
brand	value	can	be	achieved	by	developing	brand	preference.	

Brand	 trust	 often	 leads	 to	 consumers	 becoming	 loyal	 to	 a	 brand.	 According	 to	
Delgado-Ballester	and	Munuera-Aleman	(1999),	the	better	the	image	of	trust	attributed	to	
a	brand	 results	 in	a	higher	 level	of	 commitment	 towards	 the	brand.	When	consumers	do	
not	 trust	 a	 brand	 in	 a	 competitive	marketplace,	 they	 are	 less	 inclined	 to	 be	 loyal	 to	 that	
brand	 (Liao,	 2015).	 Brand	 trust	 can	 be	 developed	 to	 brand	 attachment	 (Vlachos	 et	 al.,	
2010),	which	 is	an	 important	 factor	 for	brand	 loyalty	and	equity	 (Malar	et	al.,	2011).	The	
more	the	consumers	trust	a	brand,	the	more	they	will	be	loyal	to	that	brand.	It	is	important	
for	brands	to	attain	brand	loyalty	because	it	is	often	related	to	repeat	purchase,	preference,	
commitment,	and	allegiance	(Azize,	Cemal,	&	Hakan,	2011).	

Based	on	social	psychology	literature,	there	are	two	types	of	trust	that	can	be	applied	
to	brands	or	products,	which	are	cognitive	trust	and	affective	trust.	Cognitive	trust	depends	
on	 “good	 rational	 reasons	why	 the	object	 of	 trust	merits	 trust”	 (Lewis	&	Weigert,	 1985).	
This	 type	 of	 trust	 focuses	 on	 evaluating	 the	 reliability	 and	 competence	 of	 the	 brand	 or	
product,	leading	the	individual	to	arrive	at	a	rational	choice.	According	to	Delgado-Ballester	
(2002),	 “brand	 reliability	 is,	 at	 best,	 a	 starting	 point	 for	 describing	 brand	 trust”.	 On	 the	
other	 hand,	 affective	 trust	depends	 on	 the	 emotions	 of	 an	 individual	 resulting	 from	 the	
attractiveness,	 goodwill,	 and	 aesthetics	 of	 the	 brand	 or	 product.	 This	 is	 similar	 to	 brand	
intention	 (Delgado-Ballester,	 2002),	 which	 reflects	 the	 individual’s	 emotional	 security	
towards	the	brand.		It	is	often	that	a	trust-based	behavior	is	the	result	of	a	combination	of	
the	 cognitive	 trust	and	affective	 trust	 (Riegelsberger	 et	 al.,	 2005;	 Corritore	 et.	 al.,	 2003).	
These	two	types	of	trust	can	be	related	to	the	two	values	of	products	that	are	suggested	to	
be	drivers	of	brand	trust.	Based	on	consumer	research	literature,	the	consumer	evaluation	
of	 a	 product	 depends	 on	 the	 utilitarian	 dimension	 of	 instrumentality	 and	 the	 hedonic	
dimension	 of	 the	 experiential	 effect	 from	 the	 product	 (Batra	 &	 Ahtola,	 1990;	 Mano	 &	
Oliver,	1993).	

The	utilitarian	value	of	a	product	 is	defined	by	 its	ability	to	perform	functions	 in	the	
day-to-day	 life	of	a	consumer	 (Chaudhuri	&	Holbrook,	2001).	 It	also	evaluates	how	useful	
and	beneficial	the	product	is.	Meanwhile,	the	hedonic	value	of	a	product	is	defined	by	the	
pleasure	 potential	 that	 it	 carries	 on	 to	 the	 consumer.	 It	 reflects	 a	 more	 subjective,	
emotional,	and	aesthetic	aspect	of	consumption	 (Holbrook	&	Hirschmann,	1982;	Mano	&	
Oliver,	 1993;	 Chaudhuri	 &	 Holbrook,	 2001).	 Therefore,	 a	 product	 with	 a	 high	 utilitarian	
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value	suggests	that	it	will	result	in	a	high	cognitive	trust	towards	the	brand,	while	a	product	
with	a	high	hedonic	value	 suggests	 that	 it	will	 result	 in	a	high	affective	 trust	 towards	 the	
brand	as	well	(Bidmon,	Grabner-Krauter	&	Matzler,	2006).	

	
METHODOLOGY	

	 The	 researchers	 of	 this	 study	 employed	 the	 use	 of	 Correlational	 Statistics.	 A	
correlational	 research	 involves	 the	 assessment	 of	 the	 relationship	 between	 two	 or	more	
variables	 that	 can	 be	 studied	with	more	 than	 two	measures	 at	 the	 same	 time	 (Stangor).	
This	type	of	analysis	describes	sets	of	data	and	the	extent	to	which	two	or	more	variables	
are	related.	
	
Research	Design		

The	 type	 of	 research	 in	 this	 study	 is	 quantitative,	 which	 involved	 the	 use	 of	 a	
structured	questionnaire	distributed	to	256	respondents.	Primary	data	from	the	study	was	
obtained	from	an	online	and	offline	survey.	On	the	other	hand,	secondary	data	was	derived	
from	 similar	 studies	 and	 scholarly	 articles	 to	 further	 explain	 the	 findings	 from	 the	
questionnaire.		

Table	1.	Constructs	Measured	by	Questionnaire	Items	

Construct	 Question	Number	

Attitude	Towards	Behavior	(ATB)	 1,	2,	3	

Subjective	Norm	(SN)	 4,	5,	6	

Perceived	Behavioral	Control	(PBC)	 7,	8,	9	

Hedonic	Brand	Trust	(HBT)	 13,	14,	15	

Utilitarian	Brand	Trust	(UBT)	 16,	17,	18	

Intention	 to	 Incorporate	 or	 Retain/Upgrade	 Business	 Tools	 in	
General	

10,	11,	12	

Intention	to	Incorporate	or	Retain/Upgrade	the	ICT	services	 19,	20,	21	

	
Before	 the	 researchers	 began	 distributing	 surveys,	 they	 first	 tested	 the	 validity	 and	

reliability	 of	 the	 constructs.	 Since	 the	 study	 applied	 Structural	 Equation	 Modeling,	 the	
researchers	 used	 both	 convergent	 validity	 and	 discriminant	 validity	 in	 assessing	 the	
constructs	in	the	questionnaire.	
	
Convergent	Validity	

Convergent	Validity	is	measured	by	establishing	a	set	of	indicators	that	represents	the	
same	construct	(Henseler	et	al.,	2009).	It	measures	the	quality	of	the	question-statements,	



Asia	Pacific	Business	&	Economics	Perspectives,	Summer	2017,	5(1).	
	

	

	
109		

which	should	share	a	high	proportion	of	variance	in	common,	that	serve	as	an	instrument	
of	a	specific	construct.	According	to	Kock	(2015),	the	instrument	of	a	specific	construct	has	
high	convergent	validity	if	the	respondents	understand	each	of	the	question-statements	in	
the	 same	 way	 the	 designers	 of	 the	 instrument	 planned	 them	 to	 be.	 There	 are	 three	
measures	of	convergent	validity:	

• Item	 loading	 –	 It	 is	 the	 relationship	 between	 the	 item	 (question-
statement)	 and	 the	 construct.	 The	p-values	 that	 are	 related	 to	 the	 item	
loadings	 should	be	equal	 to	or	 lower	 than	0.05,	while	 the	values	of	 the	
item	loadings	should	be	equal	to	or	greater	than	0.50	(Hair	et	al.,	1987	&	
2009	 cited	 in	 Kock,	 2015).	 Since	 the	 p-values	 result	 from	 a	 test	 of	 the	
model	where	the	relationship	of	the	item	and	the	construct	were	defined	
previously,	 it	 serves	 as	 validation	 parameters	 of	 a	 confirmatory	 factor	
analysis	(Kock,	2015).	

• Average	 Variance	 Extracted	 (AVE)	 –	 It	 represents	 the	 proportion	 of	
variance	 in	 the	 items	 that	 is	 explained	 by	 the	 construct.	 According	 to	
Fornell	and	Larker	(1981),	the	recommended	AVE	threshold	for	validity	is	
0.50	 (Kock,	 2015).	 An	 AVE	 of	 0.50	 signifies	 that	 a	 construct	 is	 able	 to	
explain	about	50%	of	the	variance	of	its	indicators	on	average.	

• Composite	Reliability	and	Cronbach’s	Alpha	–	These	are	both	measures	of	
internal	 consistency.	 As	 discussed	 in	 Kock	 (2015),	 conservatively,	 “both	
the	composite	reliability	and	the	Cronbach’s	alpha	should	be	equal	to	or	
greater	 than	 0.7”	 (Fornell	 &	 Larcker,	 1981;	 Nunnaly,	 1978;	 Nunnally	 &	
Bernstein,	1994).	But	these	measures	are	more	commonly	used	when	at	
least	one	of	the	two	is	equal	to	or	greater	than	0.7.	This	rule	often	applies	
to	 the	 composite	 reliability	 because	 it	 is	 more	 common	 to	 result	 in	 a	
higher	value	than	the	Cronbach’s	alpha	(Fornell	&	Larcker,	1981).	In	some	
cases,	both	measures	are	still	accepted	as	valid	as	 long	as	they	reach	or	
exceed	 a	 value	 of	 0.6	 (Nunnally	 &	 Bernstein,	 1994).	 If	 any	 of	 the	
constructs	do	not	meet	 these	 criteria,	 it	 indicates	 that	one	of	 the	 items	
loaded	weakly	on	the	construct	and	should	be	considered	removed	from	
the	instrument.	
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Table	2.	Convergent	Validity	of	the	Constructs	from	the	Questionnaire	

	 ATB	 SN	 PBC	 Intent1	 Intent2	 HBT	 UBT	 Pvalue	

ATB1	 0.95	 -0.02	 0.12	 -0.06	 0.00	 -0.02	 -0.01	 0.00	

ATB2	 0.95	 -0.05	 0.08	 -0.03	 0.05	 -0.03	 -0.05	 0.00	

ATB3	 0.91	 0.08	 -0.20	 0.10	 -0.05	 0.04	 0.06	 0.00	

SN1	 0.26	 0.81	 -0.25	 0.01	 -0.03	 0.27	 -0.08	 0.00	

SN2	 -0.09	 0.87	 -0.09	 -0.05	 0.12	 0.03	 -0.22	 0.00	

SN3	 -0.15	 0.85	 0.34	 0.04	 -0.09	 -0.29	 0.31	 0.00	

PBC1	 -0.05	 0.21	 0.88	 -0.11	 0.08	 -0.13	 0.07	 0.00	

PBC2	 0.08	 -0.12	 0.91	 -0.07	 -0.18	 -0.13	 0.32	 0.00	

PBC3	 -0.04	 -0.09	 0.83	 0.19	 0.11	 0.27	 -0.41	 0.00	

IA1	 -0.03	 -0.01	 0.10	 0.88	 0.12	 -0.07	 -0.05	 0.00	

IA2	 0.02	 0.03	 -0.08	 0.93	 0.06	 0.10	 -0.18	 0.00	

IA3	 0.01	 -0.02	 -0.02	 0.90	 -0.18	 -0.04	 0.23	 0.00	

IA1_2	 0.16	 -0.14	 -0.02	 0.04	 0.89	 0.14	 0.04	 0.00	

IA2_2	 -0.14	 0.15	 0.03	 -0.04	 0.94	 -0.12	 -0.08	 0.00	

IA3_2	 -0.01	 -0.01	 -0.01	 0.00	 0.94	 -0.01	 0.04	 0.00	

HBT1	 -0.19	 -0.03	 0.14	 0.09	 -0.03	 0.84	 -0.15	 0.00	

HBT2	 0.11	 0.01	 -0.03	 -0.05	 -0.04	 0.92	 -0.04	 0.00	

HBT3	 0.06	 0.02	 -0.11	 -0.04	 0.07	 0.90	 0.18	 0.00	

UBT1	 -0.03	 -0.08	 0.04	 -0.04	 -0.06	 0.40	 0.85	 0.00	

UBT2	 0.08	 0.00	 -0.05	 -0.04	 0.05	 -0.05	 0.95	 0.00	

UBT3	 -0.06	 0.08	 0.02	 0.08	 -0.01	 -0.34	 0.87	 0.00	

Cronbach's	Alpha	 0.93	 0.80	 0.85	 0.89	 0.91	 0.86	 0.87	 	

Composite	Reliability	 0.95	 0.88	 0.91	 0.93	 0.95	 0.92	 0.92	 	

Average	Variance	Extracted	 0.87	 0.71	 0.77	 0.82	 0.85	 0.79	 0.80	 	

	
Values	in	Table	2	that	are	in	red	are	the	values	of	the	item	loadings.		The	p-values	at	

the	rightmost	column	are	for	the	item	loadings.	As	mentioned	earlier,	a	p-value	of	less	than	
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0.05	 indicates	 that	 an	 item	 is	 statistically	 a	 significant	 indicator	 of	 the	 corresponding	
construct.	Values	in	black	are	cross-loadings.	The	significant	values	in	the	table	all	meet	the	
criteria	 for	 item	 loadings,	 AVE,	 composite	 reliability,	 and	 Cronbach’s	 alpha.	 These	 results	
show	that	there	is	convergent	validity.	
	
Discriminant	Validity	

Similar	 to	 convergent	 validity,	 discriminant	 validity	 measures	 the	 quality	 of	 a	
measurement	 instrument.	According	 to	Kock	 (2013),	 there	 is	 good	discriminant	 validity	 if	
the	question-statements	from	an	instrument	used	to	measure	a	construct	are	not	confused	
by	the	respondents	with	other	question-statements,	in	terms	of	meaning,	that	are	used	to	
measure	a	different	construct.	Based	on	the	Fornell-Larcker	Criterion	(Henseler,	2009),	the	
AVE	 of	 each	 construct	 should	 be	 higher	 than	 the	 construct’s	 highest	 squared	 correlation	
with	any	other	construct.	Another	measures	for	discriminant	validity	is	to	have	the	square	
root	of	the	AVE	of	each	construct	higher	than	the	correlations	with	all	the	other	constructs	
(Mora	et	al.,	2012).	

Table	3.	Discriminant	Validity	of	the	Constructs	from	the	Questionnaire	

	 ATB	 SN	 PBC	 Intent1	 Intent2	 HBT	 UBT	

ATB	 0.93	 	 	 	 	 	 	

SN	 0.50	 0.84	 	 	 	 	 	

PBC	 0.34	 0.57	 0.88	 	 	 	 	

Intent1	 0.37	 0.46	 0.48	 0.91	 	 	 	

Intent2	 0.18	 0.29	 0.38	 0.31	 0.92	 	 	

HBT	 0.10	 0.25	 0.33	 0.28	 0.64	 0.89	 	

UBT	 0.25	 0.18	 0.21	 0.12	 0.66	 0.71	 0.89	

	
	 The	diagonal	values	in	red	that	can	be	seen	above	in	Table	3	are	the	square	roots	of	
the	 AVE	 of	 constructs,	 while	 the	 off-diagonal	 elements	 are	 the	 correlation	 between	
constructs.		As	mentioned	earlier,	for	an	instrument	to	have	good	discriminant	validity,	the	
square	 roots	 of	 the	 AVE	 of	 each	 construct	 should	 be	 larger	 than	 the	 values	 of	 the	
correlations	 between	 constructs.	 The	 results	 from	 the	 table	 above	 show	 discriminant	
validity	for	the	questionnaire.	
	 Since	 the	 questionnaire	 was	 proven	 to	 be	 valid	 and	 reliable,	 the	 researchers	
proceeded	to	data	gathering	to	be	able	to	test	the	correlations	between	constructs	and	the	
corresponding	hypotheses.	
	
Sampling	Method	

The	sampling	method	used	in	this	study	is	non-probability	sampling,	consisting	of	the	
combined	 methods	 of	 purposive	 (specifically	 homogenous	 sampling)	 and	 convenience	
sampling	 techniques.	 Homogenous	 sampling	 is	 a	 purposive	 sampling	 technique	 that	
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collects	 a	 sample	 size	 that	 shares	 the	 same	 characteristics.	 The	 researchers	 sought	 out	
registered	businesses,	 specifically	micro,	 small,	 and	medium	enterprises,	 and	approached	
the	owners	or	the	top	management	employees	as	respondents	of	the	study.		

The	researchers	also	relied	on	convenience	sampling	because	of	the	limited	access	to	
respondents	 during	 data	 gathering.	 Convenience	 sampling	 is	 a	 sampling	 method	 that	
gathers	 units	 of	 a	 sample	 that	 are	 the	 easiest	 to	 access.	 The	 researchers	went	 to	 events	
hosted	 by	 the	 service	 provider	 for	 MSME’s	 to	 be	 able	 to	 approach	 owners	 and	 top	
management	 of	 businesses.	 They	 also	 approached	 peers	 who	 are	 business	 owners	 and	
went	to	nearby	business	establishments	around	their	residential	areas.		

The	surveys	were	distributed	in	two	forms,	either	through	an	online	survey	form	or	a	
printed	survey	form	depending	on	the	appropriateness	of	either	form	in	each	circumstance.	
The	criterion	 for	MSME’s	 that	 the	 researchers	used	was	 taken	 from	the	data	provided	by	
the	National	 Statistics	Office	and	 the	Small	 and	Medium	Enterprise	Development	Council	
Resolution	No.	1	(2003).	
	
Statistical	Treatment	of	Data	

The	 researchers	 were	 able	 to	 gather	 256	 surveys,	 which	 were	 used	 to	 test	 the	
hypotheses	 in	 this	 study.	 The	 questionnaire	 made	 use	 of	 21	 7-point	 Likert-type	 scale	
questions	 to	 gather	 data	 that	 measured	 the	 following	 variables:	 1)	 attitude	 towards	
behavior,	 2)	 subjective	 norm,	 3)	 perceived	 behavioral	 control,	 4)	 hedonic	 brand	 trust,	 5)	
utilitarian	 brand	 trust,	 6)	 intention	 towards	 business	 tools,	 and	 7)	 intention	 towards	
subscription	of	the	 ICT	services.	 Inferential	statistics	that	focus	on	the	correlations	among	
these	variables,	leading	to	the	outcome	of	intention	towards	ICT	services	in	general	and	ICT	
services	offered	by	the	company	were	used	in	the	study.	

Structural	Equation	Modeling	with	Partial	Least	Squares	Path	Modeling	
PLS	 Path	Modeling	 intends	 to	 estimate	 relationships	 among	 blocks	 of	 variables	 that	

are	 expressions	 of	 unobservable	 constructs.	 It	 can	 be	 based	 on	 simple	 or	 multiple	
regressions	made	of	a	system	of	interdependent	equations.	Such	system	estimates	the	links	
between	 manifest	 variables	 and	 their	 own	 latent	 variables,	 as	 well	 as	 the	 network	 of	
relations	 among	 the	 latent	 variables	 (Vinzi,	 Trinchera	 &	 Amato,	 2010).	 Moreover,	 it	 is	 a	
component-based	estimation	method	 (Tenenhaus,	 2008a)	 and	an	 iterative	algorithm	 that	
separately	 solves	 out	 the	 blocks	 of	 the	 measurement	 model	 and	 estimates	 the	 path	
coefficients	in	the	structural	model	(Vinzi,	Trinchera	&	Amato,	2010).	It	can	explain	at	best	
the	 residual	 variance	 of	 the	 latent	 variables	 and	 also	 of	 the	 manifest	 variables	 in	 any	
regression	run	in	the	model	(Fornell	&	Bookstein,	1982).		
	

PRESENTATION	AND	DATA	ANALYSIS	
	
Respondent	Profile	

Profile	 of	 All	 Respondents	 -	out	 of	 the	 256	 respondents	 in	 this	 study,	 55.8%	 of	 the	
respondents	are	male,	50.78%	are	represented	by	the	age	bracket	of	22-39,	and	62.5%	have	
an	 annual	 income	 of	 more	 than	 Php	 250,000.	 For	 the	 companies	 represented	 by	 the	
respondents,	 49.2%	are	 Sole	 Proprietorship,	while	 44.5%	are	Corporations.	 	 The	majority	
are	small	businesses,	making	up	55.8%	of	the	respondents.	
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Respondent	Profile	of	Potential	Clients		
	 The	profile	of	potential	clients	of	the	service	provider	equaled	to	143	respondents,	out	
of	which	57.34%	of	the	respondents	are	male,	47.55%	are	represented	by	the	age	bracket	
of	22-39,	and	63.34%	have	an	annual	income	of	more	than	Php	250,000.	For	the	companies	
represented	 by	 the	 respondents,	 51.75%	 are	 Sole	 Proprietorship,	 while	 42.66%	 are	
Corporations.	The	majority	are	small	businesses,	making	up	57.34%	of	the	respondents.	
	
Respondent	Profile	of	Existing	Clients	

The	profile	of	existing	clients	of	the	service	provider	equaled	to	113	respondents,	out	
of	which	53.98%	of	the	respondents	are	male,	54.87%	are	represented	by	the	age	bracket	
of	22-39,	and	60.18%	have	an	annual	income	of	more	than	Php	250,000.	For	the	companies	
represented	 by	 the	 respondents,	 46.01%	 are	 Sole	 Proprietorship,	 while	 46.90%	 are	
Corporations.	The	majority	are	small	businesses,	making	up	54.87%	of	the	respondents.	

To	delve	further	into	the	study,	the	means	and	standard	deviations	were	computed	to	
describe	the	level	of	perception	that	respondents	have	among	the	variables.	After	that,	the	
path	coefficients,	p-values	and	effect	size	are	presented.		
	
Potential	Clients	Data	Analysis		
	

Table	4.	Main	and	Moderating	Effects	of	the	Variables	(Potential	Clients)	
	 Path	Coefficient	 P-values	 Effect	Size	(f2)	

ATB	→ Intent	1		 0.127	 0.059	 0.047	
ATB	→ Intent	2	 0.110	 0.090	 0.022	
SN	→ Intent	1	 0.134	 0.098	 0.062	
SN	→ Intent	2	 0.098	 0.117	 0.030	
PBC	→ Intent	1	 0.384	 0.000	 0.204	
PBC	→ Intent	2	 0.259	 0.000	 0.009	
HBT*ATB	→ Intent	1		 0.024	 0.387	 0.005	
HBT*ATB	→ Intent	2	 -0.068	 0.207	 0.012	
HBT*SN	→ Intent	1	 -0.25	 0.382	 0.004	
HBT*SN	→ Intent	2	 0.226	 0.000	 0.057	
HBT*PBC	→ Intent	1	 -0.127	 0.060	 0.027	
HBT*PBC	→ Intent	2	 0.150	 0.032	 0.027	
UBT*ATB	→ Intent	1		 0.064	 0.218	 0.012	
UBT*ATB	→ Intent	2	 0.063	 0.222	 0.014	
UBT*SN	→ Intent	1	 -0.108	 0.094	 0.026	
UBT*SN	→ Intent	2	 -0.247	 0.000	 0.057	
UBT*PBC	→ Intent	1	 -0.018	 0.416	 0.001	
UBT*PBC	→ Intent	2	 0.063	 0.221	 0.006	

	 	
Table	4	shows	the	results	of	the	main	and	moderating	effects	of	the	variables	present	

in	 the	 data	 collected	 from	 potential	 clients.	 Note:	 f2	 is	 the	 Cohen’s	 (1988)	 effect	 size	
coefficient:	0.02	=	small,	0.15	=	medium,	0.35	=	large.	The	p-value	reveals	the	effect	of	one	



Asia	Pacific	Business	&	Economics	Perspectives,	Summer	2017,	5(1).	
	

	
	
114	

variable	on	another.	Effect	is	statistically	significant	if	p-value	is	less	than	0.05.	Values	in	red	
are	significant.	

Figure	3.	Graphical	Summary	of	Results	from	Potential	Clients	

As	 seen	 in	 Figure	 3,	 the	 green	 line	 indicates	 that	 a	 path	 is	 statistically	 significant	
(p<0.05).	 The	 results	 present	 that	 Perceived	 Behavioral	 Control	 (PBC)	 is	 the	 independent	
variable	that	significantly	affects	the	intention	to	avail	of	business	tools	in	general	(Intent	1)	
and	the	intention	to	avail	of	the	ICT	services	offered	by	the	company	(Intent	2).	It	should	be	
noted	that	for	the	intention	to	avail	of	ICT	services	offered	by	the	company,	Hedonic	Brand	
Trust	 (HBT)	 is	 the	 only	 significant	 moderating	 factor	 that	 strengthens	 the	 relationship.	
Additionally,	 it	 can	 be	 noted	 that	Hedonic	 Brand	 Trust	 (HBT)	 also	 significantly	 affects	 the	
relationship	 between	 Subjective	 Norm	 (SN)	 and	 Intent	 2.	 On	 the	 other	 hand,	 Utilitarian	
Brand	Trust	(UBT)	significantly	affects	Attitude	towards	Behavior	(ATB)	and	Intent	2.	
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Existing	Clients	Data	Analysis	
	

Table	5.	Main	and	moderating	effects	of	the	Variables	(Existing	Clients)	
	 Path	Coefficient	 P-values	 Effect	Size	(f2)	

ATB	→ Intent	1		 -0.233	 0.005	 0.122	
ATB	→ Intent	2	 0.266	 0.002	 0.156	
SN	→ Intent	1	 0.203	 0.012	 0.110	
SN	→ Intent	2	 0.066	 0.238	 0.037	
PBC	→ Intent	1	 0.371	 0.000	 0.237	
PBC	→ Intent	2	 0.349	 0.000	 0.223	
HBT*ATB	→ Intent	1		 -0.185	 0.021	 0.056	
HBT*ATB	→ Intent	2	 -0.264	 0.002	 0.102	
HBT*SN	→ Intent	1	 -0.224	 0.007	 0.065	
HBT*SN	→ Intent	2	 0.103	 0.131	 0.029	
HBT*PBC	→ Intent	1	 -0.369	 0.000	 0.117	
HBT*PBC	→ Intent	2	 -0.117	 0.102	 0.026	
UBT*ATB	→ Intent	1		 -0.110	 0.115	 0.034	
UBT*ATB	→ Intent	2	 -0.141	 0.062	 0.041	
UBT*SN	→ Intent	1	 0.128	 0.002	 0.040	
UBT*SN	→ Intent	2	 0.253	 0.002	 0.087	
UBT*PBC	→ Intent	1	 0.101	 0.137	 0.036	
UBT*PBC	→ Intent	2	 -0.075	 0.210	 0.026	

	
Table	5	shows	the	results	of	the	main	and	moderating	effects	of	the	variables	present	

in	 the	 data	 collected	 from	 existing	 clients.	 Note:	 f2	 is	 the	 Cohen’s	 (1988)	 effect	 size	
coefficient:	0.02	=	small,	.015	=	medium,	0.35	=	large.	The	p-value	reveals	the	effect	of	one	
variable	on	another.	Effect	is	statistically	significant	if	p-value	is	less	than	0.05.	Values	in	red	
are	significant.	
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Figure	4.	Graphical	Summary	of	Results	from	Existing	Clients	
	

As	 seen	 in	 Figure	 4,	 the	 green	 line	 indicates	 that	 a	 path	 is	 statistically	 significant	
(p<0.05).	The	results	show	that	Attitude	towards	Behavior	(ATB)	and	Perceived	Behavioral	
Control	 (PBC)	are	the	 independent	variables	that	affect	the	 intention	of	existing	clients	to	
retain	 or	 upgrade	 ICT	 services	 offered	 by	 the	 company	 (Intent	 2).	 Moreover,	 both	
moderating	variables	must	be	taken	into	consideration	when	it	comes	to	the	relationship	of	
ATB	and	Intent	2,	since	Hedonic	Brand	Trust	(HBT)	and	Utilitarian	Brand	Trust	(UBT)	have	a	
significant	effect	on	this	relationship.	
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Comparative	Analysis	
	

Table	6.	Comparative	Analysis	(Path	Coefficients	and	p-value)	
	 Potential	Clients	 Existing	Clients	

	 Path		
Coefficient	

P-values	 Path	Coefficient	 P-values	

ATB	→ Intent	1		 0.127	 0.059	 -0.233	 0.005	
ATB	→ Intent	2	 0.110	 0.090	 0.266	 0.002	
SN	→ Intent	1	 0.134	 0.098	 0.203	 0.012	
SN	→ Intent	2	 0.098	 0.117	 0.066	 0.238	
PBC	→ Intent	1	 0.384	 0.000	 0.371	 0.000	
PBC	→ Intent	2	 0.259	 0.000	 0.349	 0.000	
HBT*ATB	→ Intent	1		 0.024	 0.387	 -0.185	 0.021	
HBT*ATB	→ Intent	2	 -0.068	 0.207	 -0.264	 0.002	
HBT*SN	→ Intent	1	 -0.25	 0.382	 -0.224	 0.007	
HBT*SN	→ Intent	2	 0.226	 0.000	 0.103	 0.131	
HBT*PBC	→ Intent	1	 -0.127	 0.060	 -0.369	 0.000	
HBT*PBC	→ Intent	2	 0.150	 0.032	 -0.117	 0.102	
UBT*ATB	→ Intent	1		 0.064	 0.218	 -0.110	 0.115	
UBT*ATB	→ Intent	2	 0.063	 0.222	 -0.141	 0.062	
UBT*SN	→ Intent	1	 -0.108	 0.094	 0.128	 0.002	
UBT*SN	→ Intent	2	 -0.247	 0.000	 0.253	 0.002	
UBT*PBC	→ Intent	1	 -0.018	 0.416	 0.101	 0.137	
UBT*PBC	→ Intent	2	 0.063	 0.221	 -0.075	 0.210	
	

As	 illustrated	 in	 Table	 6,	 the	 results	 present	 that	 for	 potential	 clients,	 Perceived	
Behavioral	 Control	 is	 the	 factor	 that	 significantly	 affects	 both	 intention	 to	 avail	 business	
tools	in	general	and	intention	to	avail	of	ICT	services.	It	must	be	noted	that	for	the	intention	
to	avail	of	ICT	services,	Hedonic	Brand	Trust	is	the	moderating	variable	that	strengthens	this	
relationship.	Additionally,	 the	 study	also	 shows	 that	Hedonic	Brand	Trust	 strengthens	 the	
relationship	 of	 the	 Subjective	 Norm	 and	 intention	 to	 avail	 of	 ICT	 services	 offered	 by	 the	
company,	while	Utilitarian	Brand	Trust	was	found	to	strengthen	the	relationship	of	Attitude	
towards	 Behavior	 and	 the	 intention	 to	 avail	 of	 ICT	 services	 offered	 by	 the	 company.	 For	
existing	clients,	all	 independent	variables	have	a	significant	effect	on	the	intention	to	avail	
of	business	tools	 in	general.	Moreover,	results	show	that	Hedonic	Brant	Trust	strengthens	
the	 relationship	 of	 all	 the	 independent	 variables	with	 the	 intention	 to	 upgrade	 or	 retain	
business	 tools	 in	 general	 together	 with	 Utilitarian	 Brand	 Trust	 strengthening	 the	
relationship	between	attitude	towards	behavior	and	this	intent.		For	the	intention	to	retain	
or	upgrade	ICT	services	offered	by	the	company,	the	only	significant	independent	variables	
are	 Attitude	 towards	 Behavior	 and	 Perceived	 Behavioral	 Control.	 However,	 the	 only	
moderating	 factor	 that	 the	 results	 found	 out	 to	 be	 significant	 is	 Utilitarian	 Brand	 Trust	
strengthening	 the	 relationship	 between	 Attitude	 towards	 Behavior	 and	 the	 intention	 to	
retain	or	upgrade	ICT	services	offered	by	the	company.	
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DISCUSSION	

	
Table	7.	Summary	of	Results	vis-a-vis	Hypotheses	

	 Relationship	 Result	
(Potential)		

Result	
(Existing)	

H1:	Attitude	towards	behavior	influences	the	
intention	to	use	business	tools.	

ATB	 ->	 Intent	
1	

Not	
supported	

Supported	

H2:		Subjective	norm	influences	the	intention	
to	use	business	tools	

SN	->	Intent	1	 Not	
supported	

Supported	

H3:	 Perceived	 behavioral	 control	 influences	
the	intention	to	use	business	tools.	

PBC->Intent	1	 Supported	 Supported	

H4:	Hedonic	brand	trust	positively	moderates	
attitude	 towards	 behavior	 and	 intention	 to	
use	ICT	services	offered	by	the	company.	

HBT*ATB-
>Intent	2	

Not	
supported	

Not	
supported	

H5:	 	 Hedonic	 brand	 trust	 positively	
moderates	 subjective	norm	and	 intention	 to	
use	ICT	services	offered	by	the	company.	

HBT*SN-
>Intent	2	

Supported	 Not	
supported	

H6:	Hedonic	brand	trust	positively	moderates	
perceived	 behavioral	 control	 over	 and	
intention	 to	 use	 ICT	 services	 offered	 by	 the	
company.	

HBT*PBC-
>Intent	2	

Supported	 Not	
supported	

H7:	 Utilitarian	 brand	 trust	 positively	
moderates	 attitude	 towards	 behavior	 and	
intention	 to	 use	 ICT	 services	 offered	 by	 the	
company.	

UTB*ATB-
>Intent	2	

Not	
supported	

Supported	

H8:	 	 Utilitarian	 brand	 trust	 positively	
moderates	 subjective	norm	and	 intention	 to	
use	ICT	services	offered	by	the	company.	

UTB*SN-
>Intent	2	

Not	
supported	

Not	
supported	

H9:	 Utilitarian	 brand	 trust	 positively	
moderates	perceived	behavioral	control	over	
and	 intention	 to	 use	 ICT	 services	 offered	 by	
the	company.	

UTB*PBC-
>Intent	2	

Not	
supported	

Not	
supported	

	
The	 results	 of	 the	 data	 analysis	 supported	 only	 a	 few	of	 the	 presented	 hypotheses.	

Most	 of	 the	 hypotheses	 that	 were	 supported	 by	 the	 results	 are	 for	 existing	 clients.	 For	
potential	 clients,	 the	 variable	 that	 was	 significant	 in	 influencing	 their	 intention	 to	 use	
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business	tools	is	perceived	behavioral	control.	The	researchers	suggest	that	this	is	because	
the	 use	 of	 business	 tools	 brings	 them	 to	 unfamiliar	 ground,	 and	 it	 would	 increase	 their	
intention	to	use	business	tools	if	it	becomes	familiar	or	an	easy	direction	to	proceed	with.	
Also,	 it	 is	 supported	 that	 hedonic	 brand	 trust	 positively	 moderates	 the	 relationship	
between	 subjective	 norm	 and	 intention	 to	 use	 ICT	 services	 offered	 by	 the	 company.	
Hedonic	 brand	 trust	 refers	 to	 emotions	 of	 an	 individual	 regarding	 the	 attractiveness	 and	
goodwill	of	the	product	(Delgado-Ballester,	2002),	whose	qualities	can	often	be	defined	by	
peers	 or	 the	 community	 that	 one	 belongs	 to,	 where	 subjective	 norm	 plays	 a	 role.	 The	
researchers	 suggest	 that	 subjective	 norm	 is	 a	 significant	 variable	 for	 potential	 clients	
because	as	business	owners,	they	evaluate	what	other	companies	or	competitors	are	doing	
that	 can	 help	 them	 improve	 their	 business	 as	 well.	 Another	 supported	 hypotheses	 for	
potential	 clients	 is	 hedonic	 brand	 trust	 positively	 moderates	 the	 relationship	 between	
perceived	 behavioral	 control	 and	 intention	 to	 use	 ICT	 services	 offered	 by	 the	 company.	
Hedonic	brand	trust	is	also	associated	to	the	emotional	security	towards	a	brand	(Delgado-
Ballester,	2002),	which	can	be	 related	 to	a	consumer	having	confidence	or	 control	over	a	
certain	action,	or	perceived	behavioral	control	(Francis	et	al.,	2006),	in	relation	to	a	brand.	
Based	on	 the	study,	 the	 researchers	 suggest	 that	hedonic	brand	 trust	 stood	out	more	 for	
potential	 clients	 because	 they	 are	 not	 users	 of	 ICT	 services	 offered	 by	 the	 company	 yet,	
which	 gives	 them	 no	 experience	 of	 the	 reliability	 of	 the	 product	 and	 rely	more	 on	 their	
affective	trust	on	the	brand.		

For	existing	clients,	it	was	supported	that	attitude	towards	behavior,	subjective	norm,	
and	 perceived	 behavioral	 control	 all	 influence	 their	 intention	 to	 use	 business	 tools	 in	
general.	 Based	 on	 literature,	 the	 researchers	 suggest	 that	 all	 variables	 were	 significant	
because	 existing	 clients	 are	 already	 using	 and	have	 benefited	 from	business	 tools,	which	
makes	them	more	positive	in	considering	retaining	or	upgrading	their	business	tools.	In	the	
existing	clients’	intention	to	use	ICT	services	offered	by	the	company,	utilitarian	brand	trust	
positively	moderates	its	relationship	with	attitude	towards	behavior.	Utilitarian	brand	trust	
refers	 to	evaluating	 the	 reliability	and	competence	of	a	product	 (Lewis	&	Weigert,	1985),	
which	can	be	related	to	a	consumer’s	beliefs	with	respect	to	the	consequences	associated	
with	 performing	 a	 behavior	 related	 to	 the	 brand,	 or	 the	 attitude	 towards	 the	 behavior	
(Casper,	 2007).	 Based	on	 the	 study,	 the	 researchers	 suggest	 that	utilitarian	brand	 trust	 is	
significant	 for	 existing	 clients	 because	 they	 can	 appreciate	 the	 reliability	 of	 ICT	 services	
offered	 by	 the	 company	more	 based	 on	 their	 experiences	 and	 on-going	 relationship	 as	
clients.	

	
IMPLICATIONS	AND	RECOMMENDATIONS	

Based	 on	 our	 data	 analysis,	 for	 potential	 clients,	 it	 was	 found	 that	 perceived	
behavioral	 control	 moderated	 by	 hedonic	 brand	 trust	 is	 the	 variable	 that	 significantly	
affects	 the	 intention	 of	 potential	 clients	 for	 availing	 ICT	 services.	 	 Therefore,	 future	
campaigns	targeting	potential	clients	should	 focus	on	their	control	beliefs	by	showing	the	
ease	 of	 incorporating	 said	 tools	 and	 associating	 this	 with	 experiential	 values	 such	 as	
feelings	of	confidence.	Meanwhile,	 for	existing	clients,	 it	was	 found	that	attitude	 towards	
behavior	moderated	by	utilitarian	brand	 trust	 is	 the	 variable	 that	 significantly	 affects	 the	
intention	 of	 existing	 clients	 for	 retaining	 or	 upgrading	 ICT	 services.	 These	 indicate	 that	
campaigns	for	existing	clients	should	focus	on	their	positive	evaluations	towards	retaining	
or	upgrading	 ICT	services	and	associate	this	with	 functional	values	such	as	 feelings	of	 the	
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brand	being	reliable	and	effective.	Overall,	future	campaigns	for	the	brand	should	focus	and	
allocate	resources	based	on	the	outcomes	of	the	study.		

In	 the	 case	 of	 hedonic	 and	 utilitarian	 brand	 trust	 moderating	 the	 relationships	
between	the	independent	variables	and	their	intention	to	use	business	tools	in	general,	the	
researchers	agree	that	these	results	can	be	defined	as	spurious	correlations	based	on	past	
literatures.	 According	 to	 Burns	 (1997),	 a	 spurious	 correlation	 is	 defined	 as	 the	 result	 of	
having	the	measures	of	two	or	more	variables	statistically	related,	but	not	causally	linked.	It	
is	described	by	Pearson	(1923)	as	an	outcome	of	a	certain	standard	way	of	processing	the	
statistical	data.	It	was	suggested	by	Yule	(1995)	that	a	spurious	correlation	is	caused	by	or	
dependent	on	a	third	variable,	which	is	often	referred	to	as	a	lurking	variable.	In	the	case	of	
this	 study,	 the	 lurking	 variable	 that	 influenced	 the	 independent	 variables	 and	 their	
intention	to	use	business	tools	in	general	is	brand	trust	in	PLDT.	A	lurking	variable	can	be	a	
number	of	different	things,	as	it	is	often	not	identified	because	the	spurious	relationship	it	
produced	 was	 not	 predicted	 based	 on	 the	 observation	 of	 data	 (Aldrich,	 1995).	 The	
researchers	 suggest	 based	 on	 the	 results	 of	 the	 data	 that	 brand	 trust	 in	 PLDT	 became	 a	
lurking	 variable	 because	 it	 is	 a	 household	 name	brand	 and	 it	was	 present	 all	 throughout	
data-gathering.	A	household	name	is	referred	to	as	a	brand	name	that	a	great	majority	of	
households	 are	 very	well	 accustomed	 to.	 Being	 a	 household	 name	 is	 strongly	 related	 to	
brand	awareness,	because	it	refers	to	how	well	a	brand	can	easily	be	identified	in	different	
conditions	 (Keller,	 1993)	 on	 a	 high	magnitude	 of	 household	 consumers.	Most	 successful	
brands	 focus	 on	 increasing	 their	 household	 penetration	 in	 the	 market	 (Brusselmans,	
Blasberg	&	Lannes,	2014),	which	leads	them	in	establishing	a	household	name	brand.	In	the	
case	of	PLDT,	it	has	long	established	itself	as	a	household	name	brand	because	it	is	one	of	
the	 first	 and	 biggest	 pioneers	 in	 the	 telephone	 communications	 industry	 and	 data	
technology	 in	the	Philippines.	Because	of	this,	 it	 is	speculated	by	the	researchers	that	the	
respondents	of	the	study	associated	business	tools	to	PLDT,	which	affected	their	 intention	
to	use	business	tools	in	general.	
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University	 –	 Manila	 and	 handles	 Marketing	 research	 in	 the	 undergraduate	 level	 and	
Methods	of	research	 in	the	graduate	 level.	Finally,	he	 is	pursuing	a	Master	of	Statistics	 in	
University	of	the	Philippines	–	Diliman.	
	
Jose	Luis	C,	Legaspi	completed	his	Masters	in	Business	Administration	as	well	as	his	degree	
in	Marketing	Management	from	De	La	Salle	University	–	Manila.		He	is	currently	a	part	time	
faculty	 with	 the	 rank	 of	 Lecturer	 in	 the	 same	 University.	 	 He	 teaches	 basic	 Marketing	
Management	to	non-marketing	Majors.			
	
Exzell	Angelo	Macomb	earned	his	bachelor's	degree	in	Economics	from	Ateneo	de	Manila	
University.	 He	 became	 a	 National	 Service	 Training	 Program	 (NSTP)	 Formator	 for	 Ateneo	
undergrad	students	early	 in	his	career,	and	soon	transferred	to	a	corporate	environment.	
Since	 then,	 he	 has	 been	 immersed	 in	 the	 pharmaceutical	 industry	 for	 the	 past	 6	 years	
under	promotions	and	marketing.	His	work	experience	spurred	his	interest	in	the	research	
of	 buying	 behavior	 towards	 generic	 drugs.	 Exzell	 is	 currently	 a	 Product	 Promotions	
Associate	 in	United	Laboratories,	 Incorporated;	and	 is	also	a	graduate	student	pursuing	a	
Master	of	Science	in	Marketing	in	De	La	Salle	University	–	Manila.	
	
Xinyun	Miao	acquired	her	Ph.D.	at	the	Graduate	School	of	Economics	of	Nagoya	University,	
Japan.	She	is	currently	an	assistant	professor	at	the	National	 Institute	of	Technology,	Ube	
College,	 Japan.	 Her	 research	 mainly	 focuses	 on	 the	 international	 convergence	 of	
International	Accounting	Reporting	Standards	(IFRS).		
	
Sho	 Nakahara	 is	 an	 Associate	 Professor	 of	Management	 at	 the	 Department	 of	 Business	
Administration,	 Osaka	 Sangyo	 University,	 Osaka,	 Japan.	 He	 previously	 taught	 at	 the	
Business	 School	 of	 Doshisha	 University,	 Kyoto,	 Japan.	 He	 holds	 a	 PhD	 in	 Business	
Administration	from	Kobe	University’s	Graduate	School	of	Business	Administration,	and	his	
primary	 research	 interests	 are	 business	 administration	 and	 sociology.	 He	 is	 currently	
researching	 organizational	 scandals,	 organizational	 accidents,	 social	 constructionism,	 and	
linguistic	 turn.	 His	 dissertation,	Constructionist	 Approach	 of	 Organizational	 Scandal:	
Political	 Researchability	 with	 a	 Dialogue	 between	 Researcher	 and	 Informants,	 will	 be	
published	 later	 this	 year.	 He	 contributed	 to	 the	 Japanese	 translation	 of	Managing	 the	
Unexpected:	Sustained	Performance	in	a	Complex	World	(3rd	ed.),	edited	by	Karl	Weick	and	
Kathleen	Sutcliffe,	published	on	July	28,	2017.	
	
Maria	Clarissa	Beatrice	L.	Partosa,	Mary	Jessica	P.	Dailo,	and	Mary	Katherine	G.	Cruz	are	
recent	graduates	from	the	Marketing	and	Advertising	Management	program	of	De	La	Salle	
University	 –	 Manila.	 Their	 undergraduate	 thesis	 paper	 which	 was	 nominated	 for	
outstanding	marketing	research	paper	was	the	inspiration	for	the	manuscript.	
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Bill	 Andrew	 Rañola	 completed	 his	 Bachelor’s	 degree	 in	 Mass	 Communication	 from	 Far	
Eastern	 University-Manila.	 After	 graduation,	 he	 completed	 his	 Education	 units	 from	
University	of	Santo	Tomas-Manila	and	passed	the	Professional	Teacher’s	board	exams.	He	
has	 a	 total	 of	 five-year	 career	 experience	 in	 Customer	 Service	 both	 for	 a	 multinational	
electronics	 and	 a	 shared	 services	 company.	 In	 his	 free	 time,	 he	 likes	 to	 plan	 travel	
itineraries	 and	 search	 for	 witty	 and	 informative	 readings.	 Currently,	 he	 is	 pursuing	 his	
Master’s	degree	in	Marketing	in	De	La	Salle	University-Manila.	
	
Tae	 	 	 Sasaki	 	 	 is	 	 	 a	 	 	 doctoral	 	 	 student	 	 	 at	 	 	 the	 	 	 Graduate	 	 	 School	 	 	 of	 	 	 Business	
Administration	at	Kobe	University	in	Japan.	She	graduated	from	the	School	of	Commerce	at	
Meiji	 University.	 She	 holds	 a	 Bachelor	 in	 Commerce	 and	 a	 Master’s	 degree	 in	 Business	
Administration.	She	majors	 in	Management	Accounting	at	 the	Graduate	School,	primarily	
studying	 management	 control	 systems	 in	 non-profit	 and	 professional	 organizations.	
Currently,	she	is	conducting	case	studies	on	Japanese	public	research	institutions	
	
Yuichi	 Yoda	 is	 an	 Associate	 Professor	 in	 Ritsumeikan	 University’s	 College	 of	 Business	
Administration	 and	 Graduate	 School	 of	 Business	 Administration	 since	 2015.	 He	 is	 also	 a	
researcher	 of	 Ritsumeikan	 Inamori	 Philosophy	 Research	 Center.	 He	 received	 a	 Ph.D.	 in	
Business	Administration	from	Kobe	University,	Japan	in	2011.	He	started	his	business	as	a	
software	 engineer	 in	 the	 R&D	 division	 of	 NTT	 in	 1996.	 Until	 2015,	 He	 was	 in	 charge	 of	
business	development	as	a	senior	manager	at	Global	Business	Division	of	NTT	Docomo	and	
was	involved	in	the	management	of	DOCOMO	interTouch	Pte	Ltd.	as	a	board	member.		
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Guidelines	for	Contributors	
	

EDITORIAL	OBJECTIVES	
	
The	objective	of	the	Asia	Pacific	Business	and	Economics	Perspective	 (Perspectives)	 is	to	
publish	 high-quality	 theoretical,	 empirical,	 business	 case	 studies,	 policy	 research	 and	
methodological	research	in	the	fields	of	business	and	economics.		
	

EDITORIAL	POLICIES	
	
In	 line	 with	 the	 objective	 of	 Perspectives,	 priority	 shall	 be	 given	 to	 the	 following	
submissions:	

§ Theoretical	 research:	 Studies	 that	 explore	 or	 test	 theoretical	 issues	 and	 provide	
additional	insights	on	the	issues.	

§ Empirical	 research:	 Studies	 that	 re-examine	 important	 empirical	 work	 using	
alternative	 theoretical	 or	 empirical	 frameworks,	 or	 a	 different	 data	 set.	 These	
studies	 often	 involve	 experimental	 designs	 and	 multivariate	 techniques	 that	
examine	relationships	among	variables.	

§ Business	 case	 studies:	 	 Studies	 that	 illustrate	 best	 practices	 of	 companies	 or	
industries	on	emerging	business	concepts.	

§ Policy	 research:	 	 Studies	 that	use	business	 field	 research	 to	enact	policies	on	an	
economy,	country,	or	community.	

§ Methodological	 research:	Studies	 that	present	new	approaches	 in	analyzing	data	
or	addressing	research	problems.	

§ Review	articles:	Surveys	that	review	and	critically	evaluate	the	literature.	A	review	
article	must	go	beyond	summarizing	previous	 research.	 It	must	provide	a	critical	
and	 integrative	evaluation	of	prior	 research,	develop	a	conceptual	 framework	 to	
explain	contradictory	findings	and	suggest	directions	for	further	research.	

	
Perspectives	 also	 encourages	 and	 welcomes	 manuscripts	 that	 use	 an	

interdisciplinary	approach	(i.e.	law	and	economics)	in	analyzing	issues	as	well	as	those	that	
use	multiple	research	methods	to	support	hypotheses.	

In	 addition	 to	 the	 above	 types	 of	 articles,	 Perspectives	 also	 welcomes	 critiques,	
short	 notes,	 or	 comments	 on	 previously	 published	 articles	 and	 consequently,	 rejoinders	
from	the	authors	of	these	articles.	Short	articles	which	are	not	full-length	research	papers,	
but	the	content	of	which	adds	new	insights	into	or	knowledge	to	their	respective	fields	will	
be	 considered.	 These	 short	 articles	 and	 comments	 shall	 be	 included	 under	 a	 separate	
section	called	-	Research	Notes.	
	

PUBLICATION	DETAILS	
	
Perspectives	 is	 a	 bi-annual	 peer	 reviewed	 journal	 of	 APBERS	 Conferences	 and	 the	 Asia	
Pacific	 Business	 and	 Economics	 Research	 Society.	 	 The	 two	 issues	 are	 released	 every	
summer	 and	 winter	 in	 Japan,	 which	 coincides	 with,	 but	 not	 limited	 to,	 the	 APBERS	
Conferences.	
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Our	double	blind	peer-review	process	is	composed	of	faculty	from	Ritsumeikan	Asia	
Pacific	 University,	 Japan,	 keynote	 speakers	 from	 the	 APBERS	 Conferences,	 and	 academic	
networks	of	the	editors	from	scholarly	journals.	 	We	do	not	charge	for	review	fee,	hence,	
the	 peer	 review	 process	 is	 determined	 based	 on	 the	 matching	 of	 the	 topic	 and	 the	
expertise	of	the	reviewer.	

The	 journal	comes	with	the	one	time	annual	membership	of	presenting	authors	 in	
the	 APBERS	 Conferences.	 	 Annual	membership	 to	 the	 Asia	 Pacific	 Business	&	 Economics	
Research	Society	is	USD70.	For	non-members,	a	printed	copy	may	be	requested	for	USD30	
per	issue	inclusive	of	standard	mailing	costs.	
	

REVIEW	PROCESS	
	
Papers	may	be	published	two	ways:	 	 (1)	presentation	at	APBERS	Conferences;	 (2)	and	via	
direct	submission	to	APBERS.	

Presented	 papers	 at	 the	 APBERS	 Conferences	 are	 evaluated	 by	 the	 review	 panel	
composed	 of	 the	 conference	 chairs,	 keynote	 speakers,	 and	 APBERS	 board	 members.	
Outstanding	papers	are	invited	for	submission	to	the	peer	review	process.	

Papers	are	then	reviewed	by	an	Advisory	Editorial	Board	and	invited	experts	in	the	
fields	of	business	and	economics.	A	ten-point	grading	scale	is	used.		Papers	with	more	than	
90	 percent	 score	 are	 considering	 a	 clean	 acceptance	 and	 the	 authors	 may	 or	 may	 not	
considering	the	comments	of	the	reviewers.		Papers	with	80	to	89	percent	are	considered	
minor	 acceptance	 with	 required	 revisions	 from	 the	 reviewers.	 	 Papers	 with	 70	 to	 79	
percent	 score	 are	 considered	 accepted	 with	 required	 major	 revisions.	 	 Papers	 scoring	
below	70	are	returned	to	the	authors	with	constructive	comments.		Each	author	of	a	paper	
not	accepted	is	given	a	written	notice	of	the	action	taken	on	his/her	paper.	

From	 the	pool	of	 articles	 reviewed,	 six	or	more	papers	 are	 reviewed	again	by	 the	
Editor-in-Chief	and	the	Managing	Editor.	If	more	revisions	are	required,	the	papers	are	sent	
back	 to	 the	 authors	 for	 revision	 and	 re-submission.	 The	 Editorial	 Board	 of	 the	 APBEP	
reserves	the	right	to	keep	copies	of	all	papers	submitted.	

Direct	submissions	to	APBERS	are	also	welcome	provided	that	the	papers	qualify	for	
the	 thematic	 issues.	 	Authors	of	direct	submission	must	 then	be	a	member	of	APBERS	to	
commence	the	peer	review	process	and	eventually	publish.	
	

SUBMISSION	OF	INITIAL	MANUSCRIPT	
	

Manuscripts	submitted	must	not	have	been	published	or	accepted	for	publication	
elsewhere.	 Authors	 may	 e-mail	 their	 submissions	 to	 the	 Editor	 at	
perspectives@apbersociety.org.		
	

STYLE	GUIDELINES	
	
A	manuscript	should	be	written	in	APA	style.	It	should	be	typed	single	spaced,	on	B5	paper	
(17.6-cm.	x	25.01-cm.),	with	a	margin	of	2.54-cm.	on	top	and	bottom	and	3.17-cm.	on	the	
left	and	right.	 It	should	not	exceed	20	pages,	 inclusive	of	 text,	 tables,	 figures,	 references,	
and	appendices.	 The	manuscript	 should	be	 typed	with	Calibri	 10	pt.	 font.	 The	 right-hand	
margin	 should	 have	 justified	 alignment.	 Equations	must	 be	 numbered.	 Footnotes	 should	
not	be	used	 for	 reference	purposes	and	should	be	avoided	when	possible.	All	 references	
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and/or	 content	 notes	 must	 be	 placed	 at	 the	 end	 of	 the	 text.	 A	 detailed	 set	 of	 style	
guidelines	will	be	sent	to	the	author	once	a	manuscript	is	accepted	for	publication.	

	
SUBMISSION	OF	FINAL	MANUSCRIPT	

	
The	mandatory	word	processor	for	the	final	version	is	Microsoft	Word.	The	author	should	
also	submit	a	short	profile	for	inclusion	in	the	section	-	The	Contributors.	It	should	include	
the	 complete	 name	 of	 the	 author,	 academic	 and/or	 professional	 affiliations,	 educational	
background,	e-mail	address	and	research	themes.	
 

DISCLAIMER	
	
The	findings,	interpretations,	and	conclusions	expressed	in	the	studies	included	in	this	issue	
do	 not	 reflect	 the	 views	 of	 the	 author’s	 institutional	 affiliation,	 its	 Board	 of	 Executive	
Directors,	or	the	institutions	they	represent.		
	
The	 authors	 execute	 a	 publication	 copyright	 agreement	 and	 assume	 all	 liabilities.	 The	
authors	 agree	 to	 hold	 harmless	 and	 indemnify	 the	 Asia	 Pacific	 Business	 &	 Economics	
Research	 Society	 and	 the	 Editor	 of	 the	 Asia	 Pacific	 Business	 &	 Economics	 Perspectives	
against	 any	 claim,	 demand,	 suit	 or	 action	 arising	 from	 claims	 of	 plagiarism,	 libel,	
defamation,	obscenity,	unlawfulness	or	invasion	of	privacy	or	copyright	infringement	in	the	
Work.		The	author	shall	be	responsible	for	the	integrity	of	the	contents	of	their	work.	
	
The	Advisory	Editorial	Board	is	responsible	for	the	selection	of	manuscripts	for	publication	
from	 among	 those	 submitted	 for	 consideration.	 The	 editors	 of	 Perspectives	 accept	 final	
manuscripts	 in	 digital	 form	 and	make	 adjustments	 solely	 for	 the	 purposes	 of	 pagination	
and	organization.	
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