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Abstract. This article explores the question of why the liberated enterprise model, despite
its apparent superiority, has not become the standard model, outperforming the traditional
hierarchical management structure. We will being by analyzing a series of approaches that fail to
explain why this model has not been widely adopted. Meanwhile, contemporary institutionalism
analysis suggests the key factor in the slow spread of this model. We have compared the theses of
two institutionalism approaches to the three phases of evolution of the liberated enterprise model,
which include the first two phases of slow evolution and the current phase of accelerated diffusion.
The institutional environment appears to be the decisive factor influencing the expansion of this
model. Our aim is to demonstrate the relevance of institutionalism approaches to the problem of
disseminating new management methods.

Keywords: isomorphism, diffusion, institutionalism, liberated enterprise, technological
change.
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Introduction

The evolution of management is a succession of models, organizational innovations to meet
the demands of new industries and ever-increasing uncertainty. Despite the apparent variety of
models, their foundation remains fundamentally unchanged: It is fundamentally hierarchical and
bureaucratic (Laloux, 2017). It is legitimate to wonder about the persistence of the classic
organization for so long, despite the limitations and criticisms it still faces. In the meantime, calls
for the abandonment of this model, deemed obsolete, have not ceased to spring up, paired with
proposals for more effective alternatives. We focus on the model of the “liberated company”, a
philosophy at the antipodes of the classic organization, whose successes and stakeholder
satisfaction are widely praised. This has attracted our interest to better understand the non-diffusion
of this organizational innovation.

Getz (2017) identifies three phases in the spread of this model. The first phase began with
the pioneers of the 1950s and continued until 2000. Then the second-generation phase, which runs
until 2012, is gaining momentum, but the rate of diffusion remains slow. The third phase continues
today, with an unprecedented popularity for the liberated enterprise. The same observation is
confirmed by How Report's 2016 survey of 16,000 executives in 17 countries. Despite a low
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proportion of 8% of the companies’ sample declaring themselves liberated, this figure is clearly
rising, compared to 3% in 2012. This acceleration is an interesting phenomenon for us, as we will
be looking to identify the factors driving the new pace of adoption of the new model. To do this, we
draw on autobiographical publications by entrepreneurs, including Zobrist (2020) and Gérard
(2017), as well as testimonials collected by Getz (2016) and Laloux (2017). Qualitative data on
company experiences is used to understand the process of company change and capture variations
in their institutional environment.

To grasp the phenomenon of the liberated enterprise and, above all, to understand why it has
not become a reference model, we have mobilized a series of approaches. We begin with two
explanations that see the new models as a fad. We then move on to Casalegno's (2017) approach,
which analyzes the phenomenon from a novelistic point of view with a psychic dimension. To
situate the corporate model from a historical perspective, we refer to the work of BodroZi¢ and
Adler (2018). We conclude our theoretical framework with two institutionalism approaches: Meyer
and Rowan (1977), followed by the theory of Dimaggio and Powell (1983). In what follows, we
will start by defining and characterizing the liberated enterprise model.

Literature Review

1. Genealogy and significance of the liberated enterprise

The liberated enterprise has a genealogy that can go back beyond Taylorism, and more
precisely to the early 19th century in Robert Owen's factories. Landier (2015) described the notion
as a “false new idea”. The kinship with McGregor is unequivocally established, with a divergence
on the types of needs man wants to satisfy. Since then, efforts to build an alternative management
strategy to Taylorism have persisted, most notably with the elimination of assembly lines
(Thuderoz, 2006) and semi-autonomous teams (Campion et al., 1993). Endenburg proposed the
concept of sociocracy in the 1970s, whereas Fauvet's self-organization approach emerged in the
1980s. The concept of freedom was not explicitly established until 1992, when Peters published his
book "Liberation Management: Necessary Disorganization for the Nanosecond Nineties". While
decisive field trials on the liberated enterprise were progressing slowly, Getz capitalized on this
organizational innovation in his book "Liberty and Cie" (2012), which he co-authored with Carney.

According to a 2016 FNEGE survey of 1,557 organizations, Getz is the fourth most
influential author among French managers, in addition to being the leading proponent of this new
ideology. What is it all about? In fact, it is "an organizational form in which employees enjoy total
freedom and have the responsibility to undertake actions that they, not their boss, consider best"
(Getz, 2016). In the liberated enterprise, the manager's primary responsibility will be to eliminate
the characteristics of the traditional hierarchical organization and create a work atmosphere
favorable to freedom of action, based on intrinsic equality between individuals and self-motivation.

A liberated company fosters an empowering environment, giving the collective the power to
act. This power exists at the intersection of the ability to act and the means related to work settings.
According to Le Boterf (2011), workers must be able to exercise their autonomy, their “knowing
how to act” and “willingness to act” in an environment that allows them to “be able to act”.
Employees are de facto in charge of arranging or regulating in less prescribed professional settings
(Rousseau and Ruffier, 2017).

As the movement grows, liberated companies take on more diversified forms, and an
increasing number of researchers are interested in them (Jacquinot and Pellissier-Tanon, 2015).
However, certain constant characteristics can be summarized as follows:

The company is de-hierarchical, with few levels;

Workers work in teams and are free to do whatever is profitable for their company;

The company prioritize intrinsic equality and eliminates symbols of power;

An empowering environment fosters agentivity and collective intelligence;

HRM and financial control functions are delegated to teams;

The company's top management becomes the custodian and guarantor of this autonomy,
ensuring that it is maintained.
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Thus, this is a profound alteration rather than merely a change in form. The business
switches from having two distinct regulatory systems autonomy and control to just one autonomous
one (Reynaud, 1988). Managers abstain from making operational choices, and control regulation is
essentially nonexistent. However, they maintain the strategic element, and internal culture absorbed
by employees whose behavior is characterized by the organization's values replaces control
regulations (Gérard, 2017).

In the power game (Crozier and Friedberg, 1977), antagonistic players forego methods
aimed at weakening the opponent and boosting their own camp in favor of cooperative games. This
extreme transition exemplifies the complexities of change, which necessitates the cooperation of all
stakeholders. Before moving on to historical analysis and institutionalism methods, we will first
look at two fashion-related reasons. We will then present a summary of Casalegno's (2017) eclectic
interpretation.

2. Explanations in terms of style

Changes in management models have been interpreted as fashion phenomena, notably by
Abrahamson (1996) and Midler (1986). This phenomenon follows a three-stage process: invention,
explosion and decline or standardization. Companies have become infatuated with current trends,
regardless the efficiency gains they can bring.

In his analysis of fashion, Barthe (1967) describes three instances in the vocabulary of
fashion:

A discourse on the industrial world in general (crisis, Japanese success, etc.).

A theoretical and global discourse on the company (What is its core identity? What are the
key success factors?, etc.)

A description of a practical management system (definition of procedure, etc.).

The three moments represent a process of inclusive sensemaking (Weick, 1995), in which
the company's identity is redefined within a broad and then constrained framework. The new
management system must be integrated into the company's new project. The liberated enterprise is a
project to re-establish the organization at a critical juncture, typically a time of crisis. “The rhetoric
is only complete when all the boxes are filled in, enabling relationships to be established between
the state of the world, corporate identity and practical dispositive (the management method is the
"application” of a global corporate theory which is itself “adapted” to the characteristics of the
present society)” (Midler, 1986, p.77).

Abrahamson's major contribution to fashion is his underlying rationalism and progressivism.
The rational reasons focus on performance advantages, whereas the progressive dimension refers to
the vision of a responsible man, as represented in slogans like “man is good”, “permanent
progress”, or “elite for all” (Abrahamson 1996, p. 261).

Rationality refers to performance in its various components, which organizational
innovation is intended to achieve. As for the progressive logic inherent in the liberated enterprise, it
places man in a fundamentally different posture than McGregor's "Y" model: man is not only
autonomous and accountable, but he is also good by nature.

Abrahamson's argument emphasizes the progressive thinking of corporate leaders. It is
considered that the failure to accept the new shape can be attributed to management's lack of
progressive mindset. The second reason for the non-adopting of the new trend, is that the
performance it provides, does not encourage the adoption of the form.

A counter-argument is that rational logic has never been used to motivate change
(Dimaggion and Powell, 1983; Meyer and Rowan, 1977). The world’s 500 largest companies
embraced quality circles, with 80% abandoning the solution the next year Casalegno (2017). This
points to a mimetic logic in the implementation of new management solutions.

Nonetheless, Midler (1986) identified a significant mutation that appears to be important to
us, which relates to the operational mode of consulting businesses. They have moved from a clinical
approach, by definition personalized, to a ready-to-wear strategy, offering standard products.

The result is the standardization of tools and models, an exhaustive and standardized
package for organizational transformation that is incompatible with the support required to liberate
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the company, which requires a personalized approach for each individual case. Failure to convert
the liberated enterprise model into a standardized industrial solution stifles its spread, which
requires a clinical approach and the involvement of all stakeholders. This analysis highlights the
major role that consulting companies could play in disseminating the liberated enterprise model, but
are unable to do so due to the incompatibility of their operating model with the liberation process’
requirements.

3. An eclectic explanation, a prelude to historical-institutionalism analysis

Casalegno (2017) aims, through an eclectic reading, to demonstrate that the liberated
enterprise phenomena has historical roots as well as emotional and social components. The liberated
enterprise is understood as a novelistic rather than a managerial phenomenon. He hypothesizes that
the phenomenon constitutes “a mythology of contestation” that expresses a profound desire for
change among organizational players. The phenomenon of the liberated company is reduced to a
metaphorical signifier from the collective imagination, with the purgative function of establishing
more equal organizations.

“Linguistically, the combination of the two tropes (enterprise and freedom) also functions as
a slogan. It resembles an “advertising cry”, which is typical of romance. As such, they can be
considered ideologemes, or “polysemous and polemical semantic devices that aim to deconstruct
previous statements in order to bring about a new meaning” (Casalegno, 2017). In this sense, the
horrors of Taylorism were repressed in the collective unconscious for decades. However, the
context contributed to the emergence of a number of alternatives, albeit a limited extent. The
emergence of the “liberated company” in both in print and in practice was the most dramatic
manifestation of this. The rhetoric produced has a performative ambition, thanks to its seductive
effects, which will have agency effects. Because of its persuasive qualities, the discourse generated
has a performative aim that will result in agency consequences.

To sum up, Casalegno acknowledges that the liberated enterprise is a myth with both a
psychic and a social implications. The myth crystallizes the social hopes of a will-to-be, referring to
an ideology and above all an "idealogy", a concept borrowed from Kaés (2016).

Casalegno's reading is not superficial; it draws on sociology and psychoanalysis to grasp the
phenomenon of the liberated enterprise as an emergent project that has its origins in the collective
unconscious. Despite the eclectic nature of the approach, the historical dimension is weak, and the
institutional context is not taken into account. Nonetheless, the idea of the collective unconscious,
which asserts the enabling functioning of human faculties, may explain the receptive attitude of
agents when the liberation process is initiated in their company.

Results

The neo-Schumpeterian historical explanation

The emergence of organizational models is not an accident. The historical perspective
situates each organizational innovation in the conditions of its appearance to obtain a juxtaposition
of organizational devices. In order to better understand the conditions of the appearance of
management models, we draw primarily on the work of BodroZi¢ and Adler (2018), who conduct a
longitudinal study over two centuries of the evolution of management models. From a neo-
Schumpeterian perspective, they demonstrate that models are solutions to problems caused by
technological change. Newly growing industries are hampered by the current organizational
structure, which prevents them from developing their performance: this is the “productivity
paradox”. Each new technology is part of a major technological wave, and the authors list four
waves since the first industrial revolution. A major technological wave consists of two cycles, the
first of which develops an organizational solution, the dysfunctions of which are addressed by the
solution designed during the second cycle of the same wave. Even the antagonism between models,
notably Taylorism and human relations, diminishes in favor of the idea of rebalancing within the
same paradigm.

The following table (Table 1) summarizes the main stages in the industry's evolution, with
their associated models and the organizational paradigm corresponding to each stage.
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Table 1. Waves of technological change and related management models

Waves Technological change The organizational paradigm The organizational model
) . Staff and line model

Wave 1 Steam and Rail Professionally managed company .

Industrial improvement
. Scientific management

Wave 2 Steel and electric power The plant .

Human relations
) . Strategy and structure
Wave 3  Automotive and oil Strategy-structure

Quality management

L Business processes
Wave 4  Computers and telecommunications Network
Knowledge management

Source: designed by us, adapted from BodroZi¢ and Adler (2018)

The work of BodroZi¢ and Adler (2018) endeavors to address the fundamental question:
where do new forms of organization come from? In our view, are there historical conditions that
allow the liberated enterprise to emerge in long cycles?

This way of describing evolution suggests a new way of looking at things: how can
apparently competing models be better understood as complementary pairs within a common
paradigm? This contradicts the common explanation for subsequent models content as a pendulum
swing between rational and normative cultural antinomies, or between apogee and perigee
(Thuderoz, 2006). Thus, Barley and Kunda (1992) contrast the rational model, referring to
Taylorism, with the normative model, inherent in human relations.

The next wave of technological revolution, propelled by the car industry and oil, with their
knock-on effects on the economy and the diversification of products in an ever-wider market,
rendered the unitary structure, the “U” shape, unsuitable (A. Chandler, 1988). The productivity
paradox was resolved with the invention of the new “M” organizational form, with divisions in
direct management of market segments. A new organizational paradigm and model ushered in a
new phase. The new “M” shape soon revealed its shortcomings, leading to “poor quality and
service, low worker involvement, lack of cooperation and political maneuvering in management
ranks” (BodroZi¢ and Adler, 2018). Aoki's “J” model (1991), with quality management, rebalances
the organizational paradigm by adopting the principles of the Toyota production system.

“Successive innovations in microelectronics, computing, the Internet and, finally, mobile
telephony have paved the way for new industries, a new infrastructure of digital and wireless
networks, and much wider and cheaper access to information and communication channels”
(BodroZi¢ and Adler, 2018). Alongside the change in organizational structure, strategy shifted from
“corporate strategy” to “core competencies” and “strategic alliances” (Gulati et al., 2002). The
business process model thus introduced a whole new organizational paradigm, the “network”
(Sturgeon, 2002).

The company’s transition into a nebula, with the engagement of various external entities
with ambiguous boundaries, posed the risk of organizational knowledge unravelling. Knowledge
management originated as a concept to address the failures of the network enterprise. In order to
capitalize on experience and convert it into skills, the various stakeholders in inter-organizational
processes were brought together in communities of practice (Wenger-Travner et al., 2002).

Bodrozi¢ and Adler's (2018) description of evolution processes does not include the
liberated business as a management paradigm. However, some of its qualities are stated in the last
two stages of historical evolution.

The companies that adopted the liberated enterprise model faced more than just productivity
challenges; for others, survival was at stake. They understood that their problem was the under-
utilization of human potential in all of the company's activities, which extended beyond the
productivity paradox. Despite the relevance of historical analysis, it only considers technological
evolution, and organizational solutions are merely the response to an evolution in the industry and
in the organizational paradigm. However, we have come to the conclusion that the liberated
enterprise does not have a precise technological and historical context that led to its emergence. In
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the sense that the technological factor is not the trigger for the liberation process. At the same time,
what the neo-Schumpeterian analysis does not say is that organizational solutions require an
institutionalism counterpart that conditions their success.

Institutionalist explanations

Technical change is certainly a driving force behind organizational transformation, but the
operation is not systematic. The institutional environment plays a decisive role in the mutations
described by the history of industries (Coase, 1937; Williamson, 1974). If Taylorism has spread
throughout the capitalist economy not only is it supposed to achieve good performance, but an
institutional environment has also been created to support its expansion. The science of organization
was transformed into products marketed by consulting firms and, most importantly, into teaching
content that was widely disseminated throughout the world (Midler, 1981). The institutionalist
dimension of organizational change is not limited to the market sphere or to a few contingency
factors; its scope is much broader. Institutionalist theory demonstrates that organizations are merely
a reflection of their institutional environment. We need to highlight the main arguments of this
theory, focusing on change as an isomorphic transformation.

The logic of legitimization

Meyer and Rowan (1977) argue that the formal structures of many organizations in post-
industrial society dramatically reflect the myths of their institutional environment, rather than the
demands of their professional activities. It is the belief in the superiority of a model, tool or method
that motivates organizations to adopt it - this is the notion of myth. Its implementation is most
importantly motivated by the added legitimacy that puts the organization in a favorable position to
obtain resources or orders that increase its chances of survival. Performance is not economic, it is
institutional: it is about conforming to institutionalized requirements. As a result, organizations
become isomorphic with the institutionalized myths of their environment. J. W. Meyer and Rowan
(1977) cite the case of American companies that obtain aid and access orders at advantageous rates
because they are isomorphic with the institutional framework. In other words, it is not excellence in
the trade or any kind of performance that predisposes these organizations to such privileges.

“The success of the organization therefore depends on factors other than the effective
coordination and control of productive activities. Irrespective of their productive efficiency,
organizations that exist in highly elaborate institutional environments and succeed in becoming
isomorphic with these environments acquire the legitimacy and revenue streams necessary for
survival” (Meyer and Rowan, 1983).

From this thesis, it is clear that the liberated enterprise is not isomorphic with the
institutionalized context that continues to favor the proliferation of classic-type organizations. In
other words, the organizational model is merely a reflection of the institutional environment, and
the liberated enterprise model has not yet reached the stage of institutionalized myth. We continue
our institutionalist reading with the contribution of Dimaggio and Powell (1983).

Institutional isomorphism

Dimaggio and Powell (1983) adopted and developed the idea of isomorphism, defining it as
“a process of constraint that forces one unit in a population to resemble other units facing the same
set of environmental conditions” (Hawley, 1968). However, they point out that the post-industrial
economies’ organizations remain fundamentally bureaucratic, an apparently irreversible process
that will grow until the extinction of mankind (Weber, 1968).

Institutionalist theory explains organizational change in terms of the paradox whereby
rational actors make their organizations increasingly similar as they try to change them.
Isomorphism takes place in “an organizational field consisting of a multitude of organizations
which, as a whole, form a recognized domain of organizational life, major suppliers, consumers of
resources, regulatory agencies and other organizations providing similar products” (Dimaggio and
Powell, 1983). Isomorphic change originates from three sources of influence: coercive
isomorphism, which stems from political influence and the problem of legitimacy; mimetic
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isomorphism, which results from standard responses to uncertainty; and normative isomorphism,
associated with professionalization.

Organizations are shaped by the isomorphic forces of an institutional environment that push
them to change, sometimes unconsciously, within an organizational field. As soon as this field,
made up of a multitude of organizations, is formed, isomorphic transformation is initiated under the
influence of several forces that can be combined.

The first force is coercive, it is present in regulated activity and outputs subject to
institutional control. Organizations conform to the rules and expectations of resource providers, an
isomorphism that makes these entities legitimate and eligible for grants, subsidies and access to
major orders.

The second force is mimetic: in situations of uncertainty, organizations reproduce the
solutions and innovations of their leaders because they believe in their virtues, notwithstanding the
evidence of their effectiveness. Many organizations have monitoring and benchmarking systems in
place to make their structures isomorphic with organizations occupying a central position.

The third force is normative, stemming mainly from professionalization. Two types of
institutions act as normative forces: educational and training establishments and networks of
professional organizations. These institutions play a role in the socialization of actors who receive
exact training that enables them to work interchangeably across organizations. Pedagogical content
is identical, and the definition of organizational actors' missions becomes universal, resulting in
increasingly isomorphic institutions. “To the extent that managers and key personnel are drawn
from the same universities and filtered on the basis of a common set of attributes, they will tend to
see problems in the same way, to regard the same policies, procedures and structures as normatively
sanctioned and legitimized, and to approach decisions in the same way” (Dimaggio and Powell,
1983). Socialization has cognitive and behavioral underpinnings and operates in subtle ways, it
“takes place in professional association workshops, on-the-job training programs, consultant
contracts, employer networks and vocational schools, and the pages of trade magazines,
socialization acts as an isomorphic force” (Dimaggio and Powell, 1983). The new institutional
approach has a Durkheimian pedigree, since it results in quasi-conditioning to an institutional
environment whose more or less subtle forces combine to leave little choice as to the organizational
set-up to adopt.

This brings us back to the question of the existence of an institutional environment
conducive to the emergence of the liberated company? More precisely, did liberated enterprises
emerge thanks to a specific institutional environment? Gérard (2017), head of a liberated company,
testifies to the loneliness of the leader who begins the process of liberating his company, an
observation confirmed by Getz (2017). In this sense, the institutional support system did not exist
during the second generation of liberated companies. Nevertheless, the rudiments of this
environment were being laid, notably with Guru conferences and their publications. The liberated
enterprise is expected to have its own institutional environment, with isomorphic forces
contributing to its spread. We will look at these in the final section, devoted to the spread of
management models.

Discussion
Organizational transformation is consubstantial with the external institutional framework
that impacts organizations directly and indirectly, consciously and unconsciously. What are these
institutions and how do they exert their influence? Isomorphism is the main mechanism, the belt
that links the organization to its institutional environment. The external institutional apparatus
forces organizations to adopt structures and operating rules as a means of legitimization, enabling
them to avoid reprimands and become eligible for subsidies or win substantial orders (Meyer and
Rowan, 1977). An examination of institutionalist theories leads us to identify a number of
institutions:
* Educational and training institutions;
* Professional organizations;
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» Standardization organizations;

* Consulting firms;

» Firms holding a central position with public authorities;
» State institutions granting aid and/or exercising control.

The modern era has witnessed a growth in the number of institutions and a growing role for
isomorphism. Each major phase of economic evolution generates its own institutions.
Organizational transformations take place under the pressure of three institutional mechanisms:
mimetic, coercive and normative.

Mimetic pressures arise in contexts of uncertainty and when organizational objectives are
ambiguous. Companies tend to reproduce the solutions of their market leaders. Benchmarking
mechanisms are employed in oligopolistic environments where organizational alternatives are
limited. Consulting firms play a key role in disseminating organizational solutions. Coercive
pressures are operational when state administrations are a direct player in an organizational field.
Companies are subject to a common set of regulations that make their organization homogeneous.
Normative pressures arise from professionalization, which is defined “as the collective struggle of
members of a profession to define the conditions and methods of their work, to control 'the
production of producers” (Larson, 1977).

Two actors in the standardization of professions play a key role in the dissemination of
management models: academic institutions and professional networks. They are veritable machines
for the production of profiles, some of which are standardized, to provide companies and
administrations with the skills they need. Isomorphism is perceptible in the standardization of
training content and the socialization of individuals. Training organizations act in anticipation of
their customers' expectations on the job market, and standardization is such that profiles become
interchangeable. At the level of employer organizations, standardization affects the content of
functions and positions. Professional networks and standardization organizations are the main
institutions for this standardization.

The three types of isomorphism overlap and sometimes act simultaneously. Standardization
is on the increase in a number of areas: training content, job descriptions and job descriptions,
budgeting methods, human resources management and so on.

What is the nature of the isomorphism needed to generate liberated companies? The
emergence of this type of company went through three stages: a first generation of pioneers, from
the 1950s to 2000. From the latter date until 2012, a second dynamic began with the second
generation of liberated companies. The current phase is that of the third wave of liberation, and the
liberated form is spreading more expansively. Getz (2017) notes an effervescence in the spread of
this model in recent years, with the transformation process shrinking to 6 months. Transformation in
the first two phases took longer than 24 months. What are the reasons for the rapid spread of this
model?

Getz discussed the creation of an ecosystem that accompanies companies through the
transformation stage. “The liberation process is so difficult that new liberator leaders will not start
on it or give up along the way. That is why we have adopted a solution that consists of creating an
ecosystem to serve these leaders. This ecosystem, consisting of independent but passionate players,
offers: initiatory journeys in liberated companies, co-development sessions with liberating leaders,
exchanges with liberation researchers and experts, self-learning resources, coaches to work on their
ego and, labor law specialists and even investors wishing to financially support liberated companies
(Getz, 2017).

The ecosystem is the embryo of the institutional environment. The myths are not yet
institutionalized; they are conveyed by credible people whose figures testify to the performance of
liberated companies. The testimonies and writings of the gurus are arguments that seduce their
audience and encourage them to try the experiment, because the model brings gains and happiness
for all stakeholders. (Getz and Marbacher, 2017)

Myths are not yet institutionalized; it is much more a question of a reality carried by people
and figures as well as communities of practice. Consulting firms are beginning to reappropriate this
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model as a commercial product (Bretones et al., 2020). The ecosystem is an aspect of the
institutional environment that is growing in scope to give rise to other institutions, including
adapted training content and appropriate management solutions. Allard and Bravo (2020) denounce
the Taylorized nature of teaching and propose the creation of an empowering training environment,
which prepares and empowers students to work in the liberated enterprise.
Part of the institutional set-up has emerged thanks to the deliberate strategies and actions of
the players campaigning for liberation. Other institutions, such as training courses, are still lacking.
The ecosystem created is made up of :
* Coaches and trainers for transforming leaders;
* Accompaniment in the transformation process by experienced managers;
* Management applications that facilitate the operations required for this type of business;
* The first consulting firms have appeared, occupying a niche in a standardized market;
* Financing to support the transformation operation;
* The first elements of a professional network appear;
* The scale of this ecosystem is not very large, and institutionalization is still in its infancy.

Conclusion

The literature on the liberated enterprise (Jacquinot & Pellissier-Tanon, 2015; Gilbert,
Raulet-Croset & Teglborg, 2017; Rousseau & Ruffier, 2017; Casalegno, 2017; Bretones, Pinault &
Trannoy, 2020) has not been able to explain why this model did not spread in the first two phases
mentioned above. The same is true of works devoted to the diffusion of management models
(Midler, 1986; Abrahamson, 1996; Bensebaa & Autissier, 2011; Desreumaux, 2015; Zerbib, 2011;
Bodrozi¢ & Adler, 2018). Other approaches explain the non-adoption of radical organizational
innovations by the persistence of the hierarchical model, for a variety of reasons. McGregor (1960)
refers to leaders' beliefs attached to the "X" model, Semler (1993) explains it by the problem of
education and Senge et al. (1999) mention the inability to learn.

Our aim has been to move away from the uni-factorial explanation and draw on other
paradigms, notably historical and institutionalism, in order to grasp the phenomenon in time and
space. Modern institutionalist theory justifies the emergence and spread of a new management
model by the emergence of an institutional field that compels related companies to adopt this model
via the isomorphic mechanism. The performance achieved by the liberated enterprise was not a
sufficient argument for its spread. This is to the advantage of institutionalist explanations
(Dimaggion and Powell, 1983; Meyer and Rowan, 1977), which put forward the idea of
institutional myth, managerial practices that spread because they provide legitimacy, without
necessarily being successful. Before outlining the results of our reflection, we will successively
highlight the main arguments of the above-mentioned non-institutionalist approaches, which,
despite their relevance, remain inconsistent when faced with the problem of diffusion.

The analysis of fashion has some similarities with Casalegno (2017) novelistic and
psychoanalytical explanation, in which the term “Liberated Enterprise” is a slogan, an advertising
scream that expresses social disarray and allows an ideal to emerge. This is an interesting reading of
the social phenomenon, but it does not explain why the mutation towards this model has been
sluggish. Meanwhile, the model crystallizes unspoken social expectations, which may be seen in
people's enthusiasm when their company begins the process of liberation.

BodroZi¢ and Adler's (2018) neo-Schumpeterian historical analysis charts a long evolution
of the main models in contemporary times. No allusion was made to the liberated enterprise in the
series of correlations between technologies and organizational innovations. This study reveals that
the liberated enterprise model has no precise technological context; it is a solution adopted by a
variety of organizations in all sectors, even large companies are opting for this new philosophy.
What the authors of this approach don't say is that each stage of industrial evolution has its own
institutional set-up. In the sense that the success of economic transformation depends on the
creation of appropriate institutions to support the new management style. The latter has remained
fundamentally at the service of the classic model, despite new innovative solutions. The



P-ISSN: 2754-6209 « E-ISSN: 2754-6217 « Economics and Finance.Vol.12.Issue 2/2024 13

particularity of the liberated enterprise is the radical questioning of the classic model, which is
maintained thanks to a culture and institutional environment devoted to it.

Such radical organizational innovation calls for major institutional change, notably in
teaching methods, professional organizations, government agencies (which must grant greater
legitimacy to companies practicing this management approach) and consulting firms. At present, the
promoters of this philosophy are working together to establish the first support institutions. The
increase in the population of liberated companies is subsequent to the creation of their ecosystem,
from 2012 onwards. This confirms our assumption that institutional arrangements play a decisive
role in the spread of management models.

Mimetic isomorphism seems to be the institutional mechanism at work in the multiplication
of the liberated form. Business leaders are fascinated by the discourse of gurus and ask for coaching
to bring about organizational change (Gérard, 2017). As for coercive isomorphism, it does not yet
operate in diffusion, unlike the normative isomorphism perceptible in certain modes of teaching
using entrepreneurial education (Zakariya et al., 2022). Invisible institutions in the sense of Arrow
(1974) remain dedicated to reproducing the classical model, while a small proportion are moving
towards the liberating model.

A more expansive diffusion is strongly conditioned by broader ecosystems that encourage
institutions to take on the concerns of the liberating enterprise in terms of training, skills
standardization and support for organizational change. Perhaps strong demand, emanating from
candidate companies for liberation that form organizational fields (Dimaggio and Powell, 1983),
will generate more institutions dedicated to this transformation. Ultimately, we suggest that more
numerous and denser organizational fields, in terms of the populations of this type of company, will
exert institutional transformation pressures in favor of the liberated enterprise model. In other
words, it's not so much institutions that shape organizations as the size of the organizational fields
of liberated enterprises that will bring about the emergence of institutions suitable for their
propagation. This is a research perspective that inverts the problematic of the present paper. In the
sense that it is not the institutional environment that drives, or even constrains, the adoption of
given organizational models, it is the pressure emanating from the population of liberated
enterprises that is at the root of a more consistent institutional environment which, in turn,
propagates the liberated enterprise model.

Our work is much more a reflection born of our dissatisfaction with the explanations for the
spread of the liberated enterprise. We have drawn on the biographies of liberated entrepreneurs,
notably Zobrist (2014; 2020), A. Gérard (2017) as well as the experiences recounted by I. Getz
(2017), F. Laloux (2020) and Bretones et al. (2020). Recent facts, experiences and developments
largely support institutionalism arguments as to the logic underlying the spread of management
models. Nevertheless, our conclusions need to be validated by more systemic studies.
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Introduction

Given the developments in the Islamic banking system, especially with the global challenges
facing Islamic banks, which necessitated the provision of mechanisms to confront the latter in
accordance with the provisions of Sharia. Today, the Islamic banking industry needs to develop its
products and provide new financing tools to face the financing problems it faces during its activity,
in addition to providing innovative new products that compete with its usurious counterpart, and
thus resorting to Islamic banking innovation as an essential element for the continuity of these
banks and their development with a better level of efficiency, which enables them to achieve
leadership in the Islamic banking industry sector. Therefore, this study came to highlight the role of
Islamic banking innovation in the development of these Islamic financial products, especially
complex financial contracts. Based on the above, the following question can be asked:

To what extent does banking innovation contribute to the development of complex
financial contracts at Al Salam Bank-Algeria?

Sub-questions:

The following sub-questions are among the main problems:

Is there a statistically significant relationship between the application of banking innovation
and the development of financial contracts installed in Al Salam Bank -Algeria?
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- How does banking innovation affect the complex financial contracts at Al Salam Bank -
Algeria?

1.1 Hypotheses of the study:

To answer the problem of the study, the following hypotheses were formulated:

- The first hypothesis: There is a statistically significant relationship between the application
of banking innovation and the development of complex financial contracts in Islamic banks.

- The second hypothesis: The application of banking innovation within Islamic banks
positively affects the complex financial contracts that are dealt with.

1.2 Objectives of the study:

This study seeks to achieve a set of objectives represented in the following:

- Addressing the theoretical framework of Islamic banking innovation.

- Linking the relationship between Islamic banking innovation and complex financial
contracts.

- Studying the contribution of banking innovation in the development of complex financial
contracts.

1.3 Study Tools:

Statistical analysis tools such as the Statistical Packages for Social Sciences (SPSS) were
used.

Literature Review

1. Financial Innovation from a Banking Perspective:

Innovation can be defined as the application of developed methods that meet the current and
new needs in the market,with the aim of satisfying customers by ensuring that the product or service
offered will meet the needs of this category (Ibrahim, 2015):

* It is also a process carried out by specialists to create and present a new idea or method of
work related to solving emerging problems for the purpose of developing or improving
banking and finance. Thus, this definition indicates that banking innovation includes the
following elements: (Ibrahim B., 2015);

* Creating new financial instruments and banking services;

* Innovating new financing mechanisms;

* Innovating new solutions for financing management, such as liquidity or debt management,
or preparing financing formulas for specific projects that suit the circumstances surrounding
the project.

2.1.1 Steps of Banking Innovation:

There are steps and procedures associated with banking innovations that can be summarized
as follows (Aziza bin Fatima, 2015):

- Generating new ideas, whether these are from internal or external sources.

- Sifting ideas and extracting the best ones in the light of the bank's capabilities.

- Economic evaluation of ideas in terms of their cost, expected demand, production and
distribution capacities, and competitive services.

- Choosing the service by putting it on the market in order to try it in a limited range and
trying to get consumer reactions to it.

2.2 Reflection from the Islamic perspective:

There is research that tried to address innovation in the Islamic financial framework, most of
which was based on its definitions in the general financial framework with the addition of the
restriction of adherence to Islamic law. What can be deduced from these definitions is that financial
innovation is the introduction of a new financing approach framed by the College of Islamic Sharia
with the aim of achieving a step ahead of those provided by the prevailing financing, and with a
better level of efficiency and effectiveness, by developing new financial tools, new financing
mechanisms that reduce the procedural costs of existing business, and innovating new solutions for
financing management such as risk management and liquidity management. The innovation may be
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through the advanced application of named contracts within different contexts, or through a
combination that achieves added value (Bouhraoua, 2016).

2.2.1 Financial Innovation Controls in Islamic Banks:

Financial innovation in Islamic banks is based on a set of principles and rules, which are
represented in five main controls (Yousef Qashi, 2018):

- Based on the Islamic faith: It represents the general basis on which Islamic banking
products are based in taking into account what God Almighty has legislated in transactions by
replacing what He has forbidden and forbidding what He has forbidden.

- Exclusion of usurious benefits: It is the first pillar on which the Islamic economy is built
and then Islamic banks and thus financial innovation, which is the prohibition of usury , it is a basic
and necessary condition in existing or innovative financial transactions.

- Avoid ignorance and deceit: The investigation of halal financing and investment in Islamic
banks aims to ensure that money is collected legitimately, and used free of any legitimate
prohibitions in accordance with the orders and prohibitions that define the features of the Islamic
economy, including the need to avoid inventing new financial instruments in which ignorance,
deceit, or injustice are suspected and eat people's money wrongly.

- Adopting the principle of profit and loss sharing: Participation in the result is a profit and
loss, a gain and a fine,rather than a fixed interest. It is the basis on which the process of developing
new financing mechanisms or innovating modern Islamic banking formulas and tools is adopted. It
is the general principle of the work of Islamic banks themselves.

- Economic efficiency: The need for financial innovation in Islamic banks to be based on
economic efficiency by expanding investment opportunities in risk sharing and reducing the costs
of obtaining information and brokerage and brokering commissions.

2.3 Reasons for the need for financial innovation in Islamic banks:

The need to seek Islamic financial solutions arises from several aspects, which we list
below:

- Discipline of the rules of Islamic law: The rules of Islamic law for exchange, although
limited but disciplined and specific, and therefore the acceptance of transactions that meet the needs
of people in an economically efficient manner is subject to non-compliance with these rules.
Meeting this condition is not difficult,but it needs to accommodate legitimate rules and purposes,
while at the same time being aware and appreciative of people's economic needs.

- The development of financial transactions: Whoever studies the jurisprudence of
contemporary transactions must distinguish between the fixed and the developed, and look at the
legal adaptation of the new images so that the legal judgment can be clarified and then find
alternatives if possible.

- Competition with traditional financial institutions: The existence and growth of capitalist
financial institutions to the point of imposing a great deal of challenge on the Islamic economy.

- Facing the challenges facing Islamic financial institutions: The challenges facing Islamic
institutions are many and saturated,as many studies have proven that the most important challenge
they face is the absence or weakness of financial innovation in accordance with Islamic law in these
institutions.

2.4 Challenges of Financial Innovation in Islamic Banks:

Despite the advantages, the provision of Sharia safety for Islamic financial products is one
of the most important goals that Islamic banks seek to achieve, and this is evidenced by what the
Sharia Supervisory Board seeks within these banks. Sharia safety is important for customers
looking for Islamic finance products,but this is not enough in managing the risks of non-compliance
with Islamic law. In this context, the success of Islamic banking in achieving and meeting the needs
and desires of customers and serving comprehensive development will only be achieved through the
continuous development of its financing mechanisms and tools, which is reflected in the levels and
rates of profits achieved and increasing its contribution to the development process (Moanis, 2016).
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Among the most important external challenges to financial innovation in Islamic banks are the
following (Ibrahim B., 2015):

- Subjecting Islamic banking institutions to standards and controls that are inconsistent with
the nature of their work in the countries in which they are active and their transactions to the same
financial standards and controls applied to usurious banks, and thus the limitation of some laws to
address the task of Islamic banks in achieving the requirements of their customers in the application
of Islamic financing formulas.

- Lack of secondary Islamic financial markets for trading, as Islamic banks cannot resort to
international financial markets or traditional banking institutions in the event of lack of liquidity or
desire to employ surplus liquidity, because the nature of the work of these institutions differs from
the nature of the work of Islamic banks.

- The lack of Sharia oversight bodies at the required level, especially from a technical point
of view, as they lack experience in accounting and financial matters, which makes judging by them
on the tools and formulas of financing and mechanisms of new work often tainted by many doubts
and criticisms, which makes it difficult to reach a unified fatwa.

3. Composite Financial Contracts:

3.1 The Concept of Composite Financial Contracts:

It is considered a product of the union of two or more Islamic finance contracts. The goal of
one of the producers within the compound financial instrument is to preserve the capital that has
been invested, while the goal of the second instrument is to work on the development of capital.
The value of this type of compound products depends on the return associated with one or both
contracts (Hajar Saadi, 2014).

3.2 Types of complex financial contracts: These include the following:

3.2.1 Composite financial contracts within the framework of participation methods:
Composite financial contracts are applied in the fields of finance and investment in several ways, as
follows:

* Sale of Murabaha to the Purchaser through the Musharaka Contract: The Murabaha
Contract for the Purchaser through the Musharaka Contract is a composite contract with two
contracts, the Murabaha Contract for the Purchaser and the Musharaka Contract, so it is not a
Murabaha Contract or a Musharaka Contract, but rather based on the Murabaha Partnership that
takes from the Murabaha some of its characteristics, and at the same time it is based on the
partnership between the two parties in business and profit according to the agreement. This contract
is based on the re-engineering of the Murabaha sale to the purchase order through the musharaka
contract as follows (Abi, 2007):

- The customer submitted an application to the Islamic Bank regarding obtaining financing,
either in whole or in part, to buy certain goods on the basis of the customer's knowledge of the
quality of the goods and how to market them, as he determines their specifications,and then requests
to buy them from the bank.

- The bank buys the goods according to the specifications specified by the customer, and his
hand remains a safe hand, not a possession hand, as there is no full ownership of the goods, neither
the bank nor the customer, but the ownership here is shared between the two (Bourhala, 2015).

* Participation ending with ownership: The participation ending with ownership is
considered the participation of the Islamic Bank with one or more other parties in the establishment
of a specific project with a certain capital with the aim of profit, where the bank and the partners
contribute to the capital of this project at a certain rate, provided that the bank is given the right to
replace the partner in the ownership in one batch or in installments as required by the agreed terms,
by gradually purchasing the bank's share of the profits obtained, provided that the bank's share in
the full capital of the project is gradually transferred to the other party (Mohammed Al-Rifai, 2004).

3.2.2 Financial contracts installed within the framework of sales methods: Financial
contracts installed within the framework of sales methods are represented by the following
contracts:
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* Mudaraba and Murabaha Merger Contract: This contract of participation is based on the
merger of the mudaraba contract with the Murabaha contract in one complex contract and the
mechanism of work of this contract is as follows (Lamiya, 2014):

- The customer submits a request for financing from the Islamic Bank according to the
Mudaraba formula.

- After studying the customer, the bank provides the necessary financing to the speculator,
provided that the latter invests it within the framework of what is agreed upon.

- The bank requires the customer to purchase the goods he wishes to obtain from the
Mudaraba financing granted to him.

- The customer buys the goods and resells them to the bank, and the latter sells them through
Murabaha to other customers, and here speculation is restricted by this commercial method of
buying and selling and the customer has no right to violate the agreed terms.

* Parallel ladder contract: in which the bank purchases a quantity of a commodity described
by a future delivery, and then sells a similar quantity of the same commodity also described by the
same delivery date, so it can make a profit represented by the difference between the two prices at
the time of purchase and at the time of sale (Ayyash, 2020).

* Financial contracts installed under Ijara methods: Financial contracts installed under
Ijara methods include the following contracts:

» The Ijarah bond model is described as: Ijarah bonds are an innovative type of Islamic
bond, which is a combination of the bond as a financial instrument, the Ijarah contract, the peace
contract and its mechanisms. There should be a described service such as university education, for
example, so that the description is detailed and does not leave room for dispute. It was the education
of a university student, who meets certain conditions and is assigned a course of study known for
his time, duration and description. After that, the university, which is the service provider (Rashad,
2017).

* Ijarah ending with ownership: It is defined as the ownership of a benefit from a known
property for a known period, followed by the ownership of the property during the period of the
lease or at its end by its gift or sale with an offer and acceptance at the time and a new contract
(Mohamed, 2012). Ownership ends in the lease contract ending with ownership according to four
images (Al-Qatanji, 2010):

- A lease contract with the promise of the donation of the property upon completion of the
payment of all rental installments, provided that the donation is a separate contract.

- A lease contract with a promise to sell the leased property for a nominal or real amount to
be paid by the lessee at the end of the period after paying all the agreed rental installments.

- A lease contract with a promise to sell the leased property once all the rental installments
due have been agreed upon.

- A gradual lease contract so that at the end of each period, the lessee buys part of the leased
property and rents the remaining part and so on until the entire leased property is purchased.

» Compound cooperative insurance: Compound cooperative insurance is defined as: A
collective insurance contract under which each participant is obligated to pay a certain amount of
money as a donation, to compensate those affected by them on the basis of solidarity and solidarity
when the insured risk is achieved, in which the insurance operations are managed by a specialized
company, on the basis of agency with a known wage. Among the most prominent forms of
compound cooperative insurance (Abd., 2006).

* The first is the meeting of the insurance contract and the Ijara contract. The first contract is
an insurance contract between the trustees based on the donation of each individual to the insurance
fund as a donation, that is, the amount is owned by the fund (in the event of any risk to one of the
individuals, it is compensated by the fund). The second contract is an Ijara contract between the
trustees and the administration (a netting contract) in which the fund is obligated to pay a lump sum
agreed upon to the administrators as a fee.

The second picture: It is a meeting of insurance and speculation contracts in which the
management invests funds contributed by the trustees in an investment fund next to the insurance
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fund. In this picture, it is also possible to meet three contracts, namely insurance, speculation and
leasing, in which the management takes a fee for managing and organizing the insurance process,
and they also take profits according to the agreed percentage for another work, which is to invest
those funds.

Methods

A field study of the role of Islamic banking innovation in the development of complex
financial contracts:

This topic will address the field aspect of our study, which is: The contribution of Islamic
banking innovation in the development of complex financial contracts,where the questionnaire was
used to complete aspects of this topic at the level of Al Salam Bank -Algeria.

Results

4.1. Field Study Methodology:

The descriptive analytical approach was used in order to achieve the objectives of the study,
which is the extent to which Islamic banking innovation contributes to the development of complex
financial contracts in Islamic banks.

4.2 The study population and sample:

Our study group represents the workers of Al Salam Bank in Algiers, estimated at 30
workers,where 30 questionnaires were distributed and after the review process, 25 valid
questionnaires were obtained for analysis.

4.3 Study Tools:

The questionnaire was relied on as a basic element of data collection from the study
community, as it included the following parts:

* Part 1: Personal data related to the study community,and this part included 04 paragraphs
represented by the following: job,specialization, professional experience and academic qualification

* The second part: The part that deals with the problem of our study has been divided into
two axes. Each axis examines part of the problem and includes 11 paragraphs.

* The first axis: It includes 05 paragraphs and expresses the extent to which Al Salam Bank
applies Islamic banking innovation.

* The second axis: It includes 6 paragraphs and expresses the contribution of Islamic
banking innovation in the development of complex financial contracts (Table 1).

Table 1. Description and coding of the study variables

Variable Number of paragraphs Type of variable
Islamic Banking Innovation 05 The independent variable
Composite Financial Contracts 06 The dependent variable

Source: Prepared by researchers

All statements were presented using the five-point Likert scale (Likeet), which requires the
study sample to determine the degree of approval or disapproval of the selected choices.

4.4. Validity and reliability of the questionnaire:

Ensuring the validity and stability of the tool is done according to the following:

4.4.1 Validity of Arbitrators:

The validity of the questionnaire is confirmed by submitting it to a group of specialized
professors with the necessary adjustments after the retrieval process.

4.4.2 Persistence of the study:

The reliability and validity of the questionnaire paragraphs are analyzed by: Testing each of
the questionnaire axes with the calculation of Alpha Crombach ,as shown in the following Table 2.

We note from the above table that the reliability coefficient of the two axes together was
estimated at 74%, while the validity coefficient was estimated at 82.89%. These values are
considered acceptable to measure the validity of the data and the stability of the study tool, and they
reflect the internal consistency that exists between the paragraphs of the questionnaire.
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Table 2. Values of the reliability and validity of the questionnaire

Axes Number Stability Validity
of paragraphs coefficient coefficient
Al Salam Bank Application for Islamic Banking Innovation 05 76% 82.05%
Contribution of Islanyc 'Bank'lng Innovation to the 06 79% 83.47%
Development of Composite Financial Contracts
The two axes together 11 74% 82.89%

Source: Prepared by researchers based on SPSS outputs

4.5 Analysis of the results of the study variables:

The interviewer's data will be analyzed in order to know the direction of the study sample
and their views on the subject of the study by relying on the five-point Likart scale (from strongly
agree,at the maximum, to completely disagree, at the maximum).

4.5.1 Analysis of the results of the first section:

It relates to general information related to the personal data of employees of the bank under study.

Table 3. Distribution of repetitions and percentages of the study sample

Variables Level Frequency Percentage
Academic qualification Bachelor's Degree 4 40%
Master's 2 20%
PhD 1 10%
Other 1 10%
Current Position bank manager 1 10%
Head of Finance Department 1 10%
Risk Management Service 1 10%
Other 1 10%
PROFESSIONAL Less than 5 years 3 30%
EXPERIENCE Less than 5 years 3 30%
10-15 years 5 50%
15 years and above 2 20%
Major Islamic Economy 1 10%
Accounting 1 10%
Banking 2 20%
Other 1 10%

Source: Prepared by the two researchers based on the outputs of SPSS

* According to the educational qualification: Based on the Table 3, it is clear that our
study community has been divided into different categories at the scientific level, where 40% of the
workers have a bachelor's degree 20% have a master's degree, 10% have a doctorate degree, and
these percentages reflect the high scientific level of the category under study, as the multiplicity of
competencies in Al Salam Bank allows them to answer the questionnaire in a logical and more
realistic way and thus obtain positive results.

 According to the years of professional experience: Based on the Table 3, it is clear that
the majority of Al Salam Bank workers have a professional experience of 50% from 10 years and
above, in addition to 30% for workers whose experience ranges from 5 years and above, while
Mansabneh represents 20% for workers from 15 years and above. This reflects the positive outlook
of the bank as it seeks to recruit qualified groups with significant professional experience.

* By job level: The category of workers who hold the position of bank manager has reached
10% and the head of the finance department has reached 10% in addition to the head of the risk
management department has reached 10%,thus being able to get more accurate answers.

* According to the specialization: It is clear from the table that the highest percentage was
for accounting and banking management specialists, which is estimated at 30% for both, followed
by the specialization of Islamic economics, which is forgotten by 20%, and this indicates the
availability of specialized categories in the field of banking, thus obtaining realistic answers and
providing positive results.
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4.5.2 Analysis of the paragraphs of the first axis:
The first axis is the extent to which Al Salam Bank applies Islamic banking innovation, and
it includes paragraphs as shown in the following Table 4.

Table 4. Paragraphs of the first axis

Paragraphe No. Paragraph Phrase
1 The bank has a section on banking innovation
2 The bank includes financial engineers
3 The bank bases its transactions on the principle of originality and innovation
4 The bank provides innovative legitimate solutions to face financing problems
5 The bank's reliance on banking innovation when managing its liquidity and paying its dues

Source: Questionnaire prepared by the enumerators

After analyzing the paragraphs of the first axis, the following results were reached as shown
in the following Table 5.

Table 5. Analysis of the paragraphs of the first axis

Paragraph No. Arithmetic mean StDev Intake level
1 4.2 0.973 Strongly agree
2 4.1 0.959 Agree
3 -3.87 861. Agree
4 3.96 For 896. Strongly agree
5 3.75 813. Agree

Source: Prepared by researchers based on the outputs of SPSS

Based on the previous Table 5, which shows the views of the sample under study, which
included both the arithmetic mean and the standard deviation of the first axis related to the extent to
which Al Salam Bank applies Islamic banking innovation, the following was noted:

- With regard to the variable of Islamic banking innovation, we note that the arithmetic
mean (from paragraph 1 to paragraph 5) has ranged between 3.96-4.2. According to Table 5, all
values indicate a degree of agreement or strong agreement with the paragraphs related to this
variable, and therefore it can be said that the sample members agree on the extent to which Al
Salam Bank-Algeria applies Islamic banking innovation.

4.5.3. Analysis of the paragraphs of the second axis:

The second axis is the contribution of Islamic banking innovation to the development of
complex financial contracts, which includes paragraphs as shown in the following Table 6.

Table 6. Paragraphs of the second axis

Paragraph No. Paragraph Phrase

1 Banking innovation develops and improves banking

5 Banking innovation develops complex financial contracts to ensure the economic efficiency of
financial products

3 Banking innovation has enabled the delivery of complex products that are ahead of market needs

4 Banking innovation enables the renewal of complex financial contracts to meet contemporary
financing needs

5 Banking innovation enables the provision of innovative financing formulas suited to the
circumstances of the bank

6 Banking innovation enables a bank to create new financial instruments or develop financial

instruments that were already in existence

Source: Questionnaire prepared by the enumerators

Table 7. Analysis of the paragraphs of the second axis

Paragraph No. Arithmetic mean StDev Intake level
1 4.3 981 Strongly agree
2 4.2 0.952 Strongly agree
3 3.98 875 Agree
4 3.96 0.894 Agree
5 4.1 0.948 Strongly agree
6 3.97 0.859 Agree

Source: Prepared by researchers based on the outputs of SPSS
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After analyzing the paragraphs of the second axis, the following results were reached as
shown in the following Table 7.

Based on the previous Table 7, which shows the views of the sample under study, which
included both the arithmetic mean and the standard deviation of the second axis related to the extent
to which Islamic banking innovation contributes to the development of complex financial contracts.
The following was observed:

- With regard to the variable of complex financial contracts, we note that the arithmetic
average (from paragraph 1 to paragraph 6) has ranged between 3.96-4.3. According to Table 7, all
values indicate a degree of agreement or strong agreement with the paragraphs related to this
variable. Therefore, it can be said that Islamic banking innovation contributes significantly to the
development and improvement of banking and financial business in general and the development of
complex financial contracts in particular through the development of available contracts and the
submission of new innovative contracts that suit the conditions of the bank and in accordance with
the provisions of Sharia.

4.6 Hypothesis testing:

The validity of hypotheses is tested by the following:

4.6.1. Hypothesis 1:

There is a statistically significant relationship between the application of Islamic banking
innovation and the development of complex financial contracts in Islamic banks.

To test the validity of the hypothesis or not, we use the correlation coefficient to find out the
strength of the relationship between complex financial contracts and Islamic banking innovation.
The following table shows the value of the values of the correlation coefficient (Table 8).

Table 8. Link Up

Islamic Banking Innovation

Pearson correlation .844"
Composite Financial Contracts Sig. (bilateral) .016
N 30

Source: Prepared by researchers based on SPSS outputs

Through the Table 8, we note that the value of the correlation coefficient is estimated at
0.844 at a significance level of 0.05. This indicates that there is a positive direct relationship
between Islamic banking innovation and the development of complex financial contracts in Islamic
banks. From the above, it can be said that: the first hypothesis is correct.

4.6.2. Hypothesis 2:

The application of banking innovation within Islamic banks positively affects the complex
financial contracts that are transacted.

To test the validity of the hypothesis or not, we use the simple linear regression equation to
determine the impact of Islamic banking innovation on complex financial contracts. The equation
can be written as follows:

Y:ﬁ0+ﬁ1X+g (€h)

* Dependent variable:

* B, and f3;: coefficients

* Independent variable:

* ¢ - random error

The following tables illustrate the linear regression model for our study topic:

Table 9. Regression Model

Model R R-deux R-deux adjusted Standard error of the estimate
1 0.844, 0.712 725 0.53697

Source: Prepared by researchers based on SPSS outputs
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Table 10. ANOVA

Model Sum of squares ddl Average of squares D SIG
Regression 1.658 5 1.587 7.568 0.015,
Residue 9.547 25 0.359
Total 11.205 30

Dependent variable: Composite financial contracts

Through the previous Table 9-11 and linear regression model analysis, it is clear that: The
general model is of significant significance, where SIG is estimated at 0.018 less than 0.05, which
means that the application of Islamic banking innovation has a positive impact on the development
of complex financial contracts. The regression equation can be formulated as follows:

Table 11. ANOVA

Model Non-standardized coefficients Standardized coefficients o SIG
a Standard error B
Constant 2.549 324 7-18 000.0
Training system 815 165 547 2.54 0.018
Y =2.549+0.815, @)

Based on the regression equation, it is clear that: The independent variable (Islamic banking
innovation) explains the dependent variable (complex financial contracts) by 80%, that is, the
application of Islamic banking innovation by Al Salam Bank-Algeria has a positive impact on the
complex financial contracts it practices during its transactions, and therefore it can be said that the
second hypothesis is correct.

Conclusion

The issue of disbelief in Islamic banks has become an inevitable necessity, especially in
light of the transition from imitation and simulation of traditional products to innovation and
originality to Islamic products, which allows the introduction of new innovative financial
instruments that are not imitated and contribute to their development by raising the efficiency and
effectiveness of existing financial instruments and developing others if possible, thus improving the
quality of their services and meeting the needs of their customers, in addition to modernizing the
banking systems, services and products provided. Based on the theoretical and field study in
addition to analyzing the results of hypothesis testing, the following results were reached:

- Islamic banking innovation is based on providing new solutions for financing management
such as liquidity or debt management or preparing financing formulas for specific projects that suit
the circumstances surrounding the project.

- The application of complex financial contracts in the fields of finance and investment calls
for the need to create and innovate tools related to solving emerging problems for the purpose of
developing or improving banking business.

- Islamic banking innovation contributes greatly to the development and improvement of
banking and financial business in general and the development of complex financial contracts in
particular through the development of available contracts and the submission of new innovative
contracts that suit the conditions of the bank and in accordance with the provisions of Sharia.

- Islamic banking innovation works to develop complex financial contracts to ensure the
economic efficiency of financial products that precede the needs of the market.

- The application of banking innovation in Islamic banks makes them compete with their
usurious counterparts by meeting the needs of their customers and providing advanced and
innovative banking services.

The application of Islamic banking innovation allows banks to carry out their activities in a
qualitatively innovative manner and reduce their transaction costs, thus maximizing their
profitability and improving their level of liquidity.
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Abstract. What divides us pales in comparison to what unites us. This quote by Edward
Kennedy is more relevant today than ever and should be taken to heart and implemented in
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Introduction

The more nationalities and cultures a team combines, the better intercultural teams work
together - this is what characterizes diversity. A balanced composition prevents the dominance of
one culture and thus counteracts group formation in favor of one culture or nationality. These teams
have a more egalitarian structure and work more creatively. Imbalances should be avoided when
hiring and promoting employees. In addition, the members of an intercultural team should represent
and live values such as tolerance and curiosity towards people with a different cultural background
(Buchholz, 2018). Anyone who leads a diverse team must be able to communicate, integrate and
motivate. It is precisely through discussions that managers get an idea of the expectations and
attitudes of the various team members. In this way, they can better understand their counterparts
and develop understanding for their difference. In addition, the manager must give the intercultural
team more time than a monocultural team, especially at the beginning of work. In doing so, she
should address the cultural differences, derive consequences from them together and agree on
norms that are binding for the team. During teamwork, the manager must strive for balance between
team members, integrate new employees and intervene when problems arise (Gieselmann & Krell,
2011).

Diversity in leadership is a topic that is becoming increasingly important in today's working
world. A diverse workforce brings with it different perspectives and experiences that can have a
positive impact on corporate culture and success. This scientific article is intended to identify the
advantages of diversity, but also to address the challenges of leading diverse teams. A broad
literature research on the topic in question forms the basis of this article. Ultimately, it's about
creating a culture of inclusion in which every employee is equally valued and supported regardless
of gender, origin, age or other characteristics. In today's digitalized and globalized world, it is
crucial that companies promote diversity in their leadership. Diversity in the workforce and
management leads to a variety of benefits. On the one hand, it brings different perspectives, cultures
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and experiences into the company, which can lead to more innovative ideas and solutions. On the
other hand, it creates an inclusive working environment in which every employee has equal
opportunities to develop and be successful, regardless of gender, race or origin (Hormann, 2021).

Literature Review

In today's globalized world, it is more important than ever that companies actively promote
and practice diversity. It's not just about creating an inclusive work environment or leadership
mentality, but also about creating equal opportunities for all employees. Companies should always
be aware that they have a responsibility to promote and support diversity. It is important that
companies create a culture that is open to everyone and in which every employee is respected and
supported regardless of gender, origin or sexual orientation. This also includes creating working
conditions that enable everyone to achieve their full potential. It is also important that companies
train, educate and support their managers in promoting diversity. Managers should be aware of how
to create and maintain an inclusive work environment and how to include all employees in decision-
making processes (Stalder, 2022).

One of the most important skills leaders need to support diversity is the ability to recognize,
appreciate and support different perspectives. It is important to recognize that every person has a
unique perspective based on their experiences and background. By valuing and recognizing these
perspectives, you can create an environment that is open and inclusive for all employees. To
achieve this, managers should actively listen and seek feedback from their employees. Another
important aspect is promoting diversity in teams. By putting together teams with different
backgrounds and perspectives, you can ensure that all aspects of an issue or project are taken into
account. This can lead to more innovative solutions and better results. In summary, recognizing and
supporting diverse perspectives is an important part of promoting diversity in leadership (Schweer,
Wehl, Wohlfart, & Knake, 2015).

Leadership is usually diverse, as it is about recognizing and bringing together the different
perspectives of employees and other stakeholders. Every company, whether profit-oriented or not,
faces the challenge of using the available resources as optimally as possible with a view to
achieving goals. Special attention must be paid to people as the most important resource in the
company. The question for the company is how to find the right people, develop them and keep
them in the company, and how these people can work together optimally (Béhmer, 2020).

As the diversity of potential employees increases, this task becomes more complex and
presents management with different questions: What can a company or management do to ensure
that women and men from different countries, in different phases of life, with different cultural or
religious habits are productive work together?

1. Four recommendations for managers

The study by Robin, Ely and Thomas (Harvard Business Review Magazine November-
December 2020) is directed against blanket measures and clearly shows that managers bear the
most responsibility for diversity management. They are the ones who can bring about a cultural
change by paying close attention to what is going on in the company and through personal
commitment. They are the ones who should take a close look at what experiences employees have
in their company. The result of the study is the following recommendation: Trust-building measures:
Listen, have a say, show respect, model honesty and transparency, openly accept feedback and learn
from it. Zero tolerance against discrimination and privileges: recognizing the mechanisms of
structural racism and ethnocentrism in the company itself, uncovering unconscious bias in
recruiting, position allocation, benefits and services; Recognizing your own stereotypes and biases
as a leader. Giving space to multiple styles and voices: Recognizing what is excluded, suppressed or
ignored by the prevailing corporate communication style and allowing that to come to the surface in
order to hear the voices of others. See cultural differences as a learning and knowledge resource:
listen, approach each other, learn from each other in the context of diversity; recognize weaknesses
and strengths equally; promote good relationships within the company; Experience egalitarianism
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on a personal level. The benefits of diversity can only be seen in cooperation on an egalitarian level
and in an environment in which bias does not occur (Ely & Thomas, 2020).

In order to promote diversity in leadership positions, it is crucial to create an inclusive
corporate culture in which all employees feel valued and respected. Raising awareness of diversity
and equal opportunities: Companies should offer training and workshops to raise awareness of the
importance of diversity and equal opportunities. This can help break down prejudices and
stereotypes and create an inclusive work environment. Promote openness and respect: Companies
should promote a culture of openness and respect for different backgrounds and perspectives. This
can be achieved, for example, by establishing feedback and communication mechanisms that ensure
that all voices are heard. Implementation of measures to promote diversity: Companies should
implement concrete measures to promote diversity, such as introducing flexible working time
models, supporting parenthood or creating spaces for the exchange of different cultures and
backgrounds (Farndale, Biron, Briscoe & Raghuram, 2015).

2. Active measures to promote diversity

To build diverse leadership, companies must ensure they actively recruit and select diverse
talent. Here are some strategies that can help companies do this:

Expanding the applicant pool: Companies should specifically address different target groups
in order to expand the applicant pool. This can be achieved, for example, by working with
organizations and networks that are committed to promoting diversity.

Review of selection criteria and processes: Companies should regularly review their
selection criteria and processes to ensure that they are free from bias and discrimination. This can
be achieved, for example, by implementing structured interviews and using standardized assessment
criteria. Promote diversity in promotions: Companies should ensure that internal career
opportunities are open to diverse talent. This can be achieved, for example, by implementing
mentoring programs or creating clear advancement opportunities for various employees (Hemal,
Reghunathan, Newsom, Davis & Gosman, 2021).

In order to promote diversity in leadership positions in the long term, it is important to offer
targeted programs and training that support and promote diverse talent. Here are some strategies
that can help companies do this: Mentoring programs for diverse talents: Companies should
introduce mentoring programs that specifically support and promote diverse talents. This can help
facilitate the advancement of diverse managers and provide them with the necessary support and
guidance. Diversity and Inclusion Awareness Training: Companies should provide training to
increase diversity and inclusion awareness. These training's should reach all employees and give
them the tools and knowledge to create an inclusive work environment. Creation of networks and
platforms: Companies should create networks and platforms where diverse managers can exchange
ideas and learn from each other. This can be achieved, for example, by organizing regular meetings,
conferences or workshops. With these strategies, companies can promote diversity in leadership
positions and benefit from the numerous benefits that diverse leadership brings. The next part
presents some successful examples of companies that already rely on diversity and benefit from it
(Spatscheck & Thiessen, 2017).

3. Examples of success from companies with diverse leadership

There are numerous companies that have already recognized that diversity in leadership
positions is an important success factor. Here are some examples of companies that focus on
diversity and benefit from it:

Google: Google is known for its diverse workforce and also focuses on diversity in
leadership positions. The company has implemented programs to promote women in leadership
positions and has thereby been able to significantly increase the number of female managers.

Deutsche Bank: Deutsche Bank has set itself the goal of increasing the proportion of women
in management positions. The company has already made great progress through targeted measures
such as mentoring programs and flexible working models.
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Microsoft: Microsoft has recognized that diversity is an important driver of innovation and
creativity. The company relies on a diverse workforce and actively promotes the advancement of
employees from different backgrounds into leadership positions.

These companies have not only benefited from the positive effects of diversity, but have also
shown that it is possible to build and successfully lead a diverse leadership team (McCuiston,
Wooldridge, & Pierce, 2004).

4. Methods - Trends for diversity

The leader of the future will increasingly need to balance proactive and reactive leadership
strategies. A variety of technical and social skills such as communication skills, the art of humble
questioning or advanced knowledge of social media are classified as key leadership skills.
Profoundly changing economic and ecological conditions are reflected, among other things, in a
growing demand for dealing with digital transformation, demographic challenges and intercultural
cooperation. However, organizations, individuals and groups have a limited repertoire of actions
that encourage the activation of tried and tested behavioral patterns. Pressure to perform and rapid
change as characteristic features of a performance society will continue to increase (Cellar, Sidle,
Goudy & O'Brien, 2001).

Trend 1, individualization, assumes that there is an increasing retreat towards the individual
at the expense of communal thinking. The ongoing search for the adequate dosage of work-life
balance is a hallmark of a continuously individualizing society. Individualization focuses the goals
and concerns of the individual more than ever before. Individuals strive for autonomy in their
individual life planning and prioritize their own decision-making. This social and cultural change
creates a growing need for flexible working conditions and different needs in the workplace (Enste,
Eyerund & Knelsen, 2013). But the forms of work also take on more individual characteristics.
Belonging to different project groups, taking on different roles inside and outside the organization,
sometimes as a superior, sometimes as an employee of a project team, sometimes in a working
group with the competition, sometimes competing on the market. According to the research results
of the Hay Group (2011), the trend of individualization gives career seekers greater freedom of
choice and a key role in the search for self-realization and self-expression. Given the increasing
blurring of boundaries between work and private life, working individuals are increasingly seeking
to balance professional and private goals (Schramm & Wetzel, 2010).

Trend 2: Flexibilization - Although the harmonization of work requirements and private
balance is a growing concern for employees, there will be a growing blurring of boundaries between
work and private life due to available technologies (Schramm & Wetzel, 2010). Technologies and
the Internet enable the infrastructure and opportunities to bring about change (Petrie, 2011).
Alternative, more flexible forms of work such as virtual teamwork will increase the complexity of
leadership work (Enste, Eyerund, & Knelsen, 2013). Other significant keywords for the trend
towards flexibility are “always on” in view of the increase in the spread of the Internet and
smartphones and applications as well as the changing user behavior, which is characterized by
constant availability (Yip, Ernst & Campbell, 2011).

Trend 3: Demographics - The demographic trend is seen from two perspectives: age and
gender. Diversity, equality, age-free consumption or changing values also have an impact on the
demographic development trend (Horx, 2009). Since 1990, life expectancy has increased by six
years in the majority of countries worldwide (WHO, 2014). Not only are people getting older, they
are also going through a different aging process. Part of the so-called “down aging” is a continuous
process of change in age-related roles. The leadership of different generations, the appreciation and
the targeted use of age-specific skills are the cornerstones of a multigenerational approach:
Different generations have different strengths. Companies should combine the experience of older
employees with the innovative idea pool of younger employees. Demographic change therefore
requires managers to deal with the different expectations, experiences and abilities of their
employees. In view of rapidly advancing economic and technological developments, managers must
face the challenge of keeping older employees up to date with the latest knowledge (Dolan, Hunt,
Prince & Sancier-Sultan, 2020).
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5. Summary and outlook

Overall, it can be said that diversity in leadership positions is of great importance.
Companies that embrace diversity benefit from improved decision-making, increased innovation
and creativity, a stronger company culture, and an expanded customer base.

However, it is important to note that implementing diversity also comes with challenges
such as biases and stereotypes in the business world, lack of diversity in applicant selection and
promotion, and resistance to change and traditional ways of thinking.

Nevertheless, there are numerous successful examples of companies that have shown that
diversity in leadership positions is possible and has a positive impact on the company. Companies
should therefore focus on diversity and take appropriate measures to build a diverse management
level.

The outlook for the future shows that the topic of diversity in leadership positions will
continue to gain in importance. Companies that focus on diversity at an early stage will have a
competitive advantage and be able to take advantage of the opportunities that arise from diverse
management levels.

It's time for companies to recognize the benefits of diversity and take action to build diverse
leadership. This is the only way they can successfully meet the challenges of today's business world
and ensure long-term success.

Consequences for companies

As has been explained, the effect of diversity in a company is neither fundamentally
“positive” nor fundamentally “negative”, but depends on a number of interacting factors. Diversity
is not an end in itself, but a strategic and success factor for the company. In order to position
yourself as an attractive employer and a competitive player from a diversity perspective, it is crucial
to appeal to the largest possible selection of qualified workers and to attract the best, to offer these
workers working models, development opportunities and meaning so that they can stay in the
company It remains important that employees contribute their different opinions and at the same
time work together as best as possible to address different customer groups as adequately as
possible. The following aspects have proven to be central (Miiller & Sander, 2011) commitment
from the CEO and management, anchoring in the mission statement and strategy, commitment at all
management levels involving employees in the development of measures, supporting line managers
and their teams.

Results

Globalization and persistent social inequalities between different countries are leading to
global migration in all sectors of the economy, from unskilled workers to CEOs. Intercultural
cooperation and cooperative understanding between people from different backgrounds thus
advanced to personal training ambitions, economic necessities and essential educational and further
training goals. Employees are prepared for their assignment abroad, schools, universities and public
administrations are made aware of intercultural conflict situations and advisory services are tailored
to intercultural services. Intercultural collaboration is no longer limited to the management level,
but is part of the everyday life of many employees in globally active companies and companies with
an international workforce. Internationally active companies or heterogeneous work teams are
potentially confronted with disadvantages of cultural diversity such as social conflicts, lack of
motivation or leadership issues. Empirical research results or practical reports indeed report
negative side effects of cultural diversity in the labor market (Zhang, George & Chattopadhyay,
2020).

The search for psychological and entrepreneurial prerequisites for more positive
intercultural encounters is therefore not only a main concern of political and economic actors, but
increasingly also of education and training providers. “Intercultural competence” or “cultural
intelligence” are frequently and widely discussed Constructs that target different leadership skills.
Biihrmann (2023) summarize three central elements of the most common definitions of intercultural
competence: “Perception management” avoids hasty judgments and classification of experiences,
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“relationship management” includes openness to different types of contacts and sensitivity to one's
own developmental progress and "self-management" self-confident, optimistic, resilient and
flexible actions in professional and private environments.

Discussion with it success factors for practical leadership that includes diversity and is
successful. The points listed below have been discussed again and again with managers, executives
and students in a broad academic context. These points can therefore be viewed as the quintessence
of implementing diversity and are considered the recommendation of this article.

1. The commitment of top management is central. In order for diversity to make a
contribution to the company's success, top management must fully support it out of conviction - and
not out of vague political correctness.

2. Anchoring diversity serves to achieve goals within the company and is not an end in
itself. The importance of this strategic success factor for the company must be examined in relation
to the objectives, the values, the customer segments and the employee care. Only then can the
appropriate measures be derived.

3. The commitment is anchored in the company's goals, so dealing with diversity is relevant
at all management levels. Incentives increase commitment and illustrate the importance of diversity
for the company.

4. The involvement of employees is very important so that ideas come to life. For this you
need people who are convinced of the ideas and who have already been able to work on the
development of the measures. Involving employees at an early stage can also make resistance
visible and they can be included in further development, Lewin, (2012). Emphasized this again and
again in his work!

5. Support from line managers promotes diversity and prevents differences,
misunderstandings and thus conflict. According to the sociologist Dahrendorf (1964), conflicts are
initially productive, but the momentary productivity decreases again if there are too many conflicts.
In order to find a good balance here, management needs support in moderating and dealing with
conflicts (Leroy, Buengeler, Veestraeten, Shemla & Hoever, 2022).

Conclusion

The aforementioned points one to five were repeatedly filtered out in discussions with
managers, executives and also students from various universities. In these discussions, the
advantages of diversity were repeatedly emphasized, but it was also pointed out that confession
alone is not enough. These advantages must be anchored in companies so that employees can refer
to them and managers and executives have a guideline that encourages implementation! The content
of this scientific article has been questioned again and again in the light of the advantages but also,
in the light of the neutrality required, also in the light of the effort involved and discussed with
scientists from the fields of economics and social psychology. The results of this are clear: diversity
leads to additional operational and social benefits. Successful diversity management is only possible
if managers are convinced of the concept. However, relying on the role model function of the boss
and integrating the topic into existing offers is not enough; diversity must be lived by every
employee. The main goal is to create a work environment that is open and welcoming to everyone.
It is important to ensure that diversity in all its forms is not only accepted but also encouraged. This
also means that you have to take active action against discrimination and exclusion and promote a
climate of acceptance and respect. Today, a diverse corporate culture is much more than a political
trend or a demonstration of moral superiority in competition. In fact, it is an essential prerequisite
for being successful in the globalized economy. However, diversity should not only be supported
and supported by the HR department, but by the entire workforce. Our proven strategies for
successful diversity management enable an inclusive working atmosphere in which everyone can
develop their potential and contribute to the success of the company. Diversity management is
important because it helps companies develop a positive corporate culture in which all employees
are respected and accepted. This promotes strong employee loyalty, increases productivity and
creates a higher level of innovation. Diversity promotes equal opportunities and opposes
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discrimination and prejudice. It's about breaking down stereotypes, breaking down barriers and
creating fair conditions for everyone - regardless of ethnicity, gender, sexual orientation, religion,
disability or other characteristics. On the path to a diverse company, it is important to consider the
relationship between what happens inside and outside the company, so it is essential to model
diversity. In summary, it can be stated that the goals of diversity management are a productive
overall atmosphere, the prevention of discrimination against minorities and the guarantee of equal
opportunities for everyone - regardless of age, gender, nationality, skin color, religion or sexual
orientation.
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Abstract. Since the end of the 1980s, most developing countries, particularly those in the
WAEMU, have resorted to foreign capital, notably Foreign Direct Investment (FDI) as a new
source of financing. The general observation is that WAEMU countries have difficulty mobilizing
and taking advantage of the opportunities offered by foreign capital to initiate their development.
The aim of this research is to show the contribution of FDI to the human capital accumulation in
WAEMU countries. So, the effects of foreign direct investment and public education spending on
human capital are analyses. The data used cover the period 2000-2020 where countries have
implemented structural adjustment programs. In order to highlight the effects of foreign direct
investments on human capital in the WAEMU, after a theoretical and empirical discussion on
foreign direct investments on human capital, an Auto Regressive Distributive Lag (ARDL) model
was constructed. The results show that foreign direct investment have a positive significant impact
on human capital, which, in terms of economic policy implications means that FDI are means of
improving the accumulation of human capital in WAEMU.
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Introduction

Globalization is one of the most controversial subjects and which particularly concerns the
role that developing countries have to play and the benefits they can derive from it. One of the
channels through which globalization can help developing countries remains foreign direct
investment (FDI) Bie (Mughal and Vechiu, 2015). The Organization for Economic Cooperation and
Development (OECD, 2002) defines FDI as any investment within the scope envisaged by a new or
existing enterprise aimed at establishing new capacity abroad or increasing the capacity to produce
goods or provide services, to expand the range of products manufactured or services provided, to
increase the productivity of the company or to improve the quality of goods or services. According
to reports from the Central Bank of West African States from 2013 on FDI in the West African
Economic and Monetary Union (WAEMU) and the United Nations Conference on Trade and
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Development (UNCTAD, 2015) on investment in the world, direct investment flows towards
WAEMU countries have demonstrated resilience in the face of the recent economic and financial
crisis. Indeed, these flows accelerated at the height of the crisis, displaying an average annual
growth rate of 18.8% over the period from 2006 to 2012, compared to only 3.5% between 2000 and
2005, with a small decline of 6% between 2013 and 2015 due to the fragility of the global economy
and investors' uncertainty regarding public policies (UNCTAD, 2015). The evolution of FDI results
in particular from the renewed interest in the level of more qualified education of the populations
and in the mining resources of the WAEMU countries, the exploitation of which has become
profitable thanks to the surge international commodity prices in the mid-years. Almost half of the
flows recently recorded in the Union (49.9%) are intended for the extractive industries sector. This
sector is followed by telecommunications (14.8%), manufacturing industries (11.9%), financial
intermediation (9.4%) and trade (7.1%). However, analysis of the UNCTAD FDI Performance
Index (FDI) (2015), which measures a country's ability to attract and retain foreign investors,
indicates that the amounts of FDI received by the WAEMU still remain weak compared to other
regions of Africa and the world and to the needs of the countries. This relative weakness in the
attractiveness of the countries of the Union is corroborated by the results of the World Bank (WB)
Doing Business 2013 survey report. Thus, the high incidence of poverty in the WAEMU countries
could be the result of the low rate of investment in these countries, in particular that of the entry of
FDI and the sectoral distribution of FDI in the countries of the Union (Abdouni and Hanchane,
2010).

The economic literature shows that a low amount of investment does not often accelerate
growth in countries (Barro, 2001; De Mello, 2000; Li and Liu, 2005; Bende Nabende et al. 2003)
and low growth can essentially be a source of poverty (Akyiiz and Gore, 2001; Lahimer, 2009).
According to the “pull factor” theory (Krugman, 1991; Markusen et al., 1997; Braconier et al.,
2002), the main determinants of FDI are essentially economic factors, which include gross domestic
product (GDP, the level of investment, household expenditure, international trade in goods and
services, gross internal savings), political and politico-economic factors, which take into account
stability, security and governance in the host country, the availability of human capital and a social
factor represented by education. The general observation is that WAEMU countries have difficulty
mobilizing and taking advantage of the opportunities offered by foreign capital to initiate their
development. Education, as a factor of influence on the progress and sustainability of a company,
requires constant investment in qualified and overqualified human capital. The process of acquiring
people with skills, education and experience is crucial for a country's development, and FDI has
demonstrated its usefulness in developing human capital. The knowledge society focuses on
improving the quality of human resources, increasing investments in education, and encouraging
local initiative. This process creates the conditions for developing and consolidating an
administrative system that actively and effectively participates in both the resolution of internal
problems and those related to the particular needs of investors.

From this observation, several questions arise which led us to the following main question:
What is the effect of foreign direct investments on human capital in the WAEMU? This involves
specifically answering the following questions: (i) What are the determinants of foreign direct
investment on human capital in WAEMU? (ii) What is the effect of education spending on human
capital in WAEMU countries? The main objective is to evaluate the effect of FDI on the human
capital of WAEMU countries. More specifically, this involves: (i) Measuring the effect of foreign
direct investment on human capital; (ii) Analyse the effect of public education spending on human
capital. This article seeks to analyse the different theoretical relationships linking foreign direct
investment and certain variables considered to be able to explain its evolution. To do this, the
following hypotheses must be formulated: (i) FDI positively influences the level of human capital in
the countries of the WAEMU area; (ii) Public spending on education has a positive impact on
human capital.
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In contrast to the existing literature, the results show that foreign direct investment have a
positive significant impact on human capital, which, in terms of economic policy implications
means that FDI are means of improving the accumulation of human capital in WAEMU.

The remainder of this paper is organized into three sections. The first section is devoted to
the literature review. The second section discusses the materials and methods adopted in this
research. The third section presents the results and discussion, before concluding this paper.

Literature Review

The literature regarding the impact of FDI on the accumulation of human capital through
education is not very abundant, whether theoretical or empirical.

According to Miyamoto (2003), FDI has an important role to play in human resource
development through its ability to enhance new skills, information and technologies in
multinational enterprises. FDI thus becomes a determining factor in education and training through
the link it establishes between the immediate reality based on creation, the introduction of new
skills, new technologies and the provision of a wide range of information and orientation of initial
training. The complementary effects that contributed to the interdependence of the two main factors
of economic growth in host countries generate an increase in FDI flows while continuing to
improve the qualification in national, multinational and pre-existing companies (Miyamoto, 2003).
Through technology transfer by foreign investors, they and multinational companies are always
willing to allocate their assets in such an environment where there is already human capital of
educated and skilled workers. The role of host countries, which must help in the mobilization of
received foreign investors to engage in the strengthening and development of human resources, or
in the training process, becomes important after completing the education formal. Indeed, in many
types of research it has been confirmed that in addition to attracting foreign investors, it is essential
that the country provides basic education to all its citizens, as a start of the transfer process,
acceptance and diffusion of foreign technology. According to Xu (2000), South Korea and Taiwan
are the best examples of implementing this practice, since they only started attracting foreign capital
after developing highly qualified human resources. In addition to foreign trade, foreign investors are
the only channel through which foreign technology is transferred to a developing or transition
country. Therefore, foreign investor training programs are the right choice to begin employee
training in an economy. Foreign investors are not only financially able to provide training, but they
are also able to provide innovative forms of training that include information technology,
organizational skills, and management, to which the host country typically has very limited access.
There are different types of training that can be implemented in any economy. When we talk about
employee training, it is generally accepted that there is a low level of investment in training (Batra
and Tan, 2002; Ocde, 2013; Ocde, 2014). In countries that went through a transition period at the
end of the last century, there are obvious reasons for the unsatisfactory level of training. It also
turned out that the situation for large companies is much better, because the opportunity cost for
many employees is lower than in small companies and they are more willing to take risks. Many
studies have shown that companies where the majority of shareholding is in the hands of foreign
investors and international organizations, there is a greater volume of investment in training
(Miyamoto and Todo, 2008; Tan and Lopez-Acevedo, 2003; Ritchie, 2001; Gershenberg, 1987). In
most cases, foreign investors have less difficulty in providing the necessary funds for training
through loans, because they have easier access to foreign capital and they also have much easier
access to information on techniques and the organization of training at the global level. It is
necessary to emphasize that foreign investors, when taking on domestic companies, often take into
account the level of training of employees, choosing companies that have a higher percentage of
university graduates. The main goal in this regard is that the effect of increasing the productivity of
educated employees is much higher, and therefore companies with a greater share of highly
qualified employees are more likely to provide good training (Tan and Lopez-Acevedo, 2003). In
studies conducted by Ritchie (2001), Tan and Batra (1995) and the World Bank (1997), it is
confirmed that the level of training of employees is much higher for better-trained employees.
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Training is the main source of human resources development and it is naturally of great interest to
investors. Additionally, in many cases, foreign investors are interested in getting involved in
supporting the country's formal education system. The activities of international organizations are
important because they enable advanced transfer of skills and technologies to local companies,
which otherwise would not have been able to import. Knowledge spillovers are considered one of
the most important channels through which a country can transfer technology.

From an empirical point of view, the conclusions of existing analyses are mixed, but most
studies support the idea that in the long term, FDI would have a positive impact on human capital
accumulation. Using cross-sectional data for 87 countries over the period 1960 to 2000, Egger et al.
(2005) examine the link between capital market integration (measured by net FDI inflows), higher
education and growth. They show that net inward FDI increases individual incentives to acquire
higher education, thereby increasing the relative marginal productivity of skilled versus unskilled
workers and ultimately leading to higher economic growth. Zhuang (2008), with data from 29
Chinese provinces from 1978 to 1999, asserts that FDI contributes to the training of skilled labour
and promotes schooling at a primary education level. The increase in the share of the population
with primary education and vocational and technical education is greater in provinces with
economic and technological development zones than in other provinces. Furthermore, the effects of
FDI on the development of human capital are greater in the 1990s, even if they are negative with
regard to the success rate in secondary education. Beugelsdijk et al. (2008), for their part, show that
FDI should have different impacts on the accumulation of human capital, and therefore on
education, depending on the type of FDI. Vertical FDI seeking low production costs wishes to
exploit above all the low cost of low-skilled labour, which cannot significantly promote the
accumulation of human capital in the economy. On the contrary; they can lead to specialization in
low value-added production, which does not significantly motivate the local population to acquire
higher education. Horizontal FDI seeking larger markets in host countries causes investing foreign
companies to enter into direct competition with each other and at the same time with local
companies. This is generally synonymous with technology transfer, thus contributing to the
technological catch-up of host countries and the accumulation of human capital. Consequently,
multinational corporations, which are the main private investors in developing countries, account
for a large share of human capital-intensive research and development (R&D) activities (UNCTAD,
2004). Furthermore, recent data show that the majority of greenfield investments attracted to
developing countries in recent years have been in R&D activities, thus suggesting a greater demand
for skilled labor and, therefore, an increase in enrolment in higher education. However, Mughal and
Vechiu (2015) find evidence of short-term negative effects of FDI on tertiary education measured
by school enrolment in his study on developing countries from 2008-2018. The negative effect of
FDI is confirmed for both secondary and tertiary education when measured in terms of adult
educated population. However, the hetoregeneity problem not take into account can justify this
result. To solve this problem, we use small sample and robust estimation approach.

Some conclusions regarding the impact of FDI on human capital accumulation could be
drawn from the extensive literature on the role of FDI and human capital in economic growth.
Several studies deal with the FDI-human capital-economic growth trilogy. Borensztein et al. (1998),
in their study of 69 developing countries during the period from 1970 to 1989, find that the benefits
of FDI depend on the technological absorption capacity of the host countries, and therefore on a
minimum level of human capital. They estimate that 0.45 years of secondary education is necessary
to benefit from foreign technology transfer. Stijns (2005, 2006), in his analysis of the role of natural
resource endowments in human capital accumulation in various developed and developing
countries, suggests that FDI can have a lasting effect on a country's per capita income thanks to a
considerable stock of human capital. Butkiewicz and Yanikkaya (2007) empirically analyze the
relationship between capital account openness, international trade and economic growth for a
sample of more than 100 countries for the period 1967 to 1997 and find a positive impact of human
capital on the economy, whatever the level of development of the countries. According to them, "in
the long run, capital flows increase growth through several channels, including technological
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diffusion, the accumulation of human and physical capital, a higher level of financial development
and the strengthening of external sectors in host countries”. Their results challenge the idea that
countries need a certain level of development or human capital to benefit from the inflow of foreign
capital. Ultimately, all these studies suggest a virtuous circle through which FDI, human capital and
growth reinforce each other. It would therefore seem that the importance of human capital in an
economy is twofold: on the one hand, as one of the main drivers of FDI and, on the other hand, as
an important determinant of the impact of FDI on growth. The higher the human capital
endowment, the greater the FDI inflows and the stronger their impact on growth. This leads to the
indirect conclusion that an increase in inward FDI flows should be a source of a stronger incentive
to acquire higher education, the latter being a means of accumulating human capital. However,
there is no consensus in the literature on the direction and strength of the links that could be
established between FDI and human capital. One of the main reasons for these divergent and
contradictory results lies in the difficulty of defining and calculating human capital. However,
Mughal and Vechiu (2015) have used alternative variables to capture human capital and chow that
the conclusion remains the same, FDI have a negative effect on education. Often, the average
number of years of education or initial schooling is used to report returns to education. These
measures are calculated using the perpetual inventory method (PIM), interpolation, extrapolation or
subjective estimation (de la Fuente and Domenech, 2006). Portela et al. (2004) estimate that on
average the MIP underestimates the results observed by about a fifth of each school year every five
years.

Other significant flaws concern missing data, differences in the classification of different
levels of data between different countries and difficulties in data collection. Furthermore, these
formal education measures do not take into account training on the job, experience accumulated
through work and learning by doing (Baldacci et al., 2008). The unavailability of data (especially in
the case of low-income developing countries), the use of different econometric techniques, different
periods and the choice of variables have also led to divergent econometric results.

Methods
3.1. Choice of variables
The following table presents the variables retained, their definitions and their expected signs.

Table 1. Dictionaries of variables

Expected

Variables Definition X
signs

Human capital indicator chosen in the literature is generally primary or secondary schooling
rate (Mankiw et al., 1992; Levine and Renelt, 1992; Borensztein et al., 1998; Nunnenkamp,
2002). However, we find that higher education is more relevant human capital indicator in
developing countries for three reasons: first, primary and secondary education is becoming
compulsory in more and more developing countries, therefore an increase in the level or size
of population with primary or secondary education cannot reflect incentives from FDI.
Second, primary and secondary education is most often the responsibility of the public sector
and responds more to public policy preferences than to individual choices and market forces.
Third, today’s foreign investments increasingly require high skills i.e professional, technical
and managerial skills which require a level of education beyond primary or secondary.
Finally, without an adequate measure of learning by doing, increasing the number of people
enrolled in tertiary education seems to be the best alternative measure.

KHM

Three measurements of FDI are used in this study. FDI measured in current dollars (FDI),
FDI measured as a percentage of GDP (FDIratio) and furthermore, we consider it more
appropriate to use FDI flows rather than stocks, given that we focus on short-term effects. As

FDI noted in the literature review, it is well known in descriptive analysis of statistics that the link +/-
between FDI and education is not well understood and the results can be contradictory
depending the factors that intervene, such as the level of development of countries or their
wealth.

GDP GDP is standard variable in empirical studies of human capital, due to its two-way +
correlation with education. Thes relationship is generally considered positive and significant
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(Barro, 1996; Bils and Klanow, 2000; Baldacci et al., 2008). We therefore include total GDP
(GDP) and GDP per capita (GDPBT) to take into account the level of development of
WAEMU countries.

Particular attention is paid to public education spending (PSS), the positive and significant
impact of which on schooling has already been highlighted (Egger et al., 2005; Baldacci et
al., 2003), at all levels of education. Education, particularly primary and secondary. An
interesting case study is that of Sri Lanka, often cited for its great achievements in education,
mainly through public welfare programs (Anand and Ravallion, 1993): especially through
public spending on education. Education, Sri Lanka shows an adult literacy rate of more than
90% in 2011 compared to 84% in 1990 (UNDP, 1993; UNDP 2011). We use public
education spending as a percentage of GDP (PSScpp) and total public spending (PSScouv).

PSScpp

We therefore introduce the population growth rate (Pop) to take into account the effect of
recent demographic changes in our model. Previous studies have highlighted the negative

POP impact of population growth on education (Simon and Pilarski, 1979; UN, 2003), )
particularly in LDCs and sub-Saharan Africa, given that poor countries have large
difficulties in investing in education, in the context of a continuous increase in the population

of school age.

Finally, inflation (INFL) measured by the evolution of the consumer price index is
considered as an indicator of the economic and socio-political stability of countries. Certain
health-related indicators, such as fertility rate, life expectancy, medical care, etc., are

INFL sometimes used in human capital analyzes (Pitt and Rosenzweig, 1990). However, +/-
theoretical and empirical evidence regarding the role of these variables is quite vague. For
this reason and in order to avoid model misspecification, these variables are not included in
the study.

We alternately use the added value created by industry (Ind), agriculture (Agr) and services
(Serv) as a percentage of GDP to analyze its importance in the accumulation of human
capital. These variables take into account the changing sectoral composition of the economy,
given that each of these sectors requires a different set of skills. Since the 1970s, the
industrial sector and particularly services have gained importance in developing countries,
which could lead to a relative increase in demand for highly skilled labor.

Agr

The degree of openness of the economy (Open), measured by the sum of imports and exports
as a percentage of GDP, reflects the trade policy and the entire economic system prevailing

Open in the countries. We expect a positive sign for this variable, given the presumed benefits of +
trade openness on the well-being and economic progress of developing countries
(Beugelsdijk et al., 2008).

Sources: Authors

3.2. Model specification

We define our econometric model based on the theoretical model developed by Egger et al.
(2005) which, to our knowledge, represents the only major theoretical contribution to this subject.
According to Egger et al. (2005), the relationship between inward FDI and human capital
accumulation can be positive or negative, depending on the level of development of developing
countries and their level of integration into the world economy. Our basic equation is written:

Y i=a+p X, +¢ @))

Y represents the endogenous variable; a is a constant; (3, are the coefficients of the k

exogenous variables; X represents the explanatory variables; i designates the country; t indicates
time; ¢ is the error term. By applying this model in our context which is that of the relationship
between foreign direct investments and human capital in the countries of the WAEMU zone, we
obtain the log-linear models which are described by the equations:

Ln KHM ,=p+a,Ln FDI, +a,GDPT  +a,PSSGDP , +a,Open, + a, Pop, + o, LnINFL  +¢, (2)

Where the subscript ¢ indicates the year, the subscript i indicates the country, f is a constant
and ¢ represents the error term. KHM and FDI are successively replaced by PopTer, FDIratio,
respectively. Given the quality and availability of data on education, our estimates will be based on
panel data concerning the eight (08) countries in the WAEMU zone over 10 years (2010-2020).
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Data for all variables except enrolment in tertiary education come from the World Bank online
database. Data on numbers enrolled in tertiary and secondary education come from the education
database put online by UNESCO. Table 1 above summarizes the variables used and their sources.
The stationarity tests of the variables made it possible to examine the stationary nature or not
of the variables so as not to carry out misleading econometric regressions. Unit root tests in panel
data have been recently developed by Levin and Lin (1992), Im, Pesaran and Shin (1997), Maddala
and Wu (1999), Choi (1999), Choi (2007) and Hadri (1999). The variable cointegration test makes
it possible to establish a link between the dependent variable and the independent variables. The use
of cointegration techniques in panel data makes it possible to test the presence of long-term
relationships between integrated variables. So, authors such as Pedroni (1999), Kao (1999) and
Westerlund (2007) have proposed panel cointegration tests. In a first step, fixed and random effects
panel regression methods are used. These estimation techniques, which are otherwise useful, do not
make it possible to deal with the endogeneity problem prevalent in any empirical economic study.

Table 2. Data and sources

Name Data Sources

Scolsec Number of students enrolled in secondary education UNESCO

Scolrer Number of students enrolled in tertiary education UNESCO

Popsec Total population with secondary education World Bank
Poprer Total population with tertiary education World Bank
FDI Inflows (current dollars) World Bank
FDIratio Inflows (% of GDP) World Bank
GDP Total GDP (current dollars) World Bank
GDPT GDP per capita (constant 2000 dollars) World Bank
PSSGDP Public spending on education (% of GDP) World Bank
PSSGouv Public spending on education (% of government spending) World Bank
INFL Change in the consumer price index World Bank
Open Trade openness rate (% of GDP) World Bank
Pop Population growth (annual %) World Bank

Source: Authors

In our case, human capital has already been identified in the empirical literature as a
determinant of FDI and economic growth (Borenzstein et al., 1998; Noorbakhsh et al., 2001;
Nunnenkamp, 2002; Miyamoto, 2003). Therefore, an important source of endogeneity in our
empirical analysis is this reverse causality between FDI and human capital. Given the number of
observations in our samples, non-parametric or dynamic panel estimation techniques cannot be used
because they require a much larger number of observations. Therefore, we use two-stage least
squares with country fixed effects (dmcEF). All variables are used in logarithmic form, which
allows their estimated coefficients to be interpreted in terms of elasticity. After having studied
stationarity and cointegration, we will make the estimations with the three panel models namely: the
OLS, the fixed effect model (within) and the variable effect model.

Results and discussion
This section first briefly presents stylized facts, then discusses descriptive statistics and deals
with tests and estimations before developing the estimation results and their discussion.

4.1. Some stylized facts

The evolution of FDI inflows into the WAEMU zone does not show an upward trend regular
despite the different attractiveness policies undertaken by the different authorities since the 2000s. It
then presents periods of massive inflow and periods of significant outflows as illustrated by Fig. 1.
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Figure 1. Evolution of net FDI flows in WAEMU countries (in current US dollars)
Source: Authors based on World Bank data (WDI, 2022)

The main trend in FDI flows to the WAEMU is a seesaw trend. Furthermore, the cyclical
variations are almost identical for all the countries of the Union. This massive influx is interrupted
by significant outflows even taking negative values in 2016 to 2018. This phenomenon reflects a
flight of private capital from the Union and a gloomy economic situation in a climate of adjustment.
However, this trend was affected by the economic and financial crisis that hit the region in 2016-
2017, leading to a decline in inward FDI in 2016. FDI then returned to its pre-crisis level in 2017,
but experienced a further decline in 2018 before rebounding in 2019 to $15.8 billion. Indeed, the
largest outflows are observed in Togo and Burkina, where FDI takes negative values of the order of
-180972715 and -98777856 dollars respectively. However, a significant increase was recorded
following the devaluation of the FCFA from 2019 to 2020, which was quickly stifled by political
instabilities (terrorism and multiple strikes). Thus, the countries of the Union have not constituted a
destination of choice despite the historic record of global FDI inflows in 2000. However, since
2003, FDI inflows have resulted in a spectacular increase, particularly at the beginning of the
international financial crisis of 2007 to reach 1.6 billion dollars, for an overall growth rate of 29.3%
per year over the period 2003-2008. These follow the privatization operation of the National
Telecommunications Office of Burkina Faso for an amount of 140 billion FCFA. This increase is
also explained by the resumption of global investments following mergers and acquisitions
operations and strong economic growth.

Ultimately, the evolution of FDI in the WAEMU area does not reveal a continued increase
which would indicate the potential attractiveness of the WAEMU zone for foreign investors.
Fluctuations could be due to factors affecting the macroeconomic environment and the legal and
regulatory framework for investments. The main destination for FDI flows towards WAEMU
remains Ivory Coast. Indeed, the distribution of FDI within the Union indicates that Ivory Coast
remains the most attractive country, with 34.9% of FDI over the period 2004-2007, followed by
Senegal (16.0%) and Mali (15.4%). This predominance of Ivory Coast is nevertheless tending to be
reduced with the devastating effects of the crisis. In fact, the country had received, over the period
1996-2004, almost half of FDI in WAEMU (49.0%) (Banque de France, 2007). By elsewhere,
highlighting the weight of foreign direct investments and domestic investments in GDP would make
it possible to better understand FDI flows in WAEMU. In terms of geographical distribution, Ivory
Coast attracted the largest share of inward FDI during the period 2000-2020, followed by Senegal
and Benin.
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Figure 2. Evolution of human capital in WAEMU countries
Source: Authors based on World Bank data (WDI, 2022)

However, other countries in the region also experienced significant growth in FDI during
this period, notably Burkina Faso and Togo. In summary, although the general trend of FDI in
WAEMU countries has been increasing during the period 2000-2020, this trend has been affected
by economic and political fluctuations in the region, with uneven growth between the different
countries in the area.This graph shows us the evolution of human capital (PopTer) over the period
2000 to 2020. According to the graph, human capital in the WAEMU countries has experienced a
general upward trend. The Ivory Coast is the country which stands out with high human capital.
After experiencing a decline in 2011 with the political crisis, human capital experienced an increase
from 2012 until 2020. Benin is the country whose human capital is almost linear. It tends to show a
slight increase from 2010 to 2020 Overall, the human capital of WAEMU countries has little
attractiveness for FDI compared to other countries. Thus, the highest human capital is 2614876
(Ivory Coast) and the lowest is 34967 (Benin). The ranking of WAEMU member states in the 2019
UNDP HDI report indicates that all belong to the category of “Countries with low human
development”. Benin (0.520) comes first in the Union, followed respectively by Ivory Coast
(0.516), Senegal (0.514), Togo (0.513), Guinea-Bissau (0.461), Burkina Faso (0.434), Mali (0.426)
and Niger (0.377). The average for the WAEMU area is 0.470 compared to 0.541 for Sub-Saharan
Africa.

Data descriptive statistics
To conduct an econometric study, it is important to take a look at descriptive statistics in
order to synthetically decipher the information contained in the data.

Table 3. Descriptive statistics of variables

Variables Obs. Mean Std. Dev. Min Max
PopTer 168 848098 624313.1 34967 2614876
FDI 168 2.42e+08 2.81e+08 -1.81e+08 1.85e+09
GDPT 168 906.637 443.3487 389.0775 2325.724
INFL 168 2.009382 2.603564 -3.502586 11.30511
Open 168 55.37382 14.69828 30.36824 112.761
Pop 168 2.852933 4345849 2.000212 3.867091
PSScpp 168 18.14643 3.810622 8.009793 30.70003

Source: Authors
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Table 3 shows the results of the discriminant validity test using the Fornell-Larcker
criterion. Based on the results obtained, it appears that the root square of the AVE of the constructs
is significantly higher than the correlations of this construct with the other constructs.

We can notice that the variables do not have the same degree of dispersion. In aggregate, the
average human capital (PopTer) is 848098 with a minimum capital of 34967 observed in Benin and
a maximum of 2614876 observed in Ivory Coast. For this variable, the standard deviation recorded
is 624313.1 which means that the values are not grouped around the mean. The average FDI is
2.42e+08 with a minimum of -1.81e+08 observed in Togo, which reflects a recession and a
maximum of 1.85e+09 observed in Senegal. As for the average in gross domestic product per
capital (GDP), the average is 906.637 with a minimum of 389.0775 for Guinea Biseau and
2325.724 for Senegal. Population growth (POP) has an overall average of 2.857258 with a
minimum of 2.000212 observed in Ivory Coast (2012) and a maximum of 3.867091 in Niger
(2016). The standard deviation is relatively low near .4345849. This means that the values are
grouped around the mean and it means that the population is homogeneous. The variables, GDP
expenditure on education (PSSGDP), inflation (INFL) and the commercial openness rate (Ouv)
have a successive average 18.14643; 2.603564 and 14.69828. The standard deviation of its
variables (PSSGDP: 3.810622; INFL: 2.603564 and Open: 14.69828) shows that the values are
grouped around the mean. The correlation matrix is a statistical tool used to measure the linear
relationship between different variables. It allows you to quantify the extent to which variables
move together, indicating whether they are positively, negatively or not correlated at all.

The Table 4 above highlights the correlation between the endogenous variable and the
different explanatory variables. Generally speaking, we see that foreign direct investment (FDI),
gross domestic product per capita (GDP), public expenditure on education (DepGDP) in education
and the openness rate are positively correlated with human capital. Inflation (INFL) and population
growth rate (Pop) are negatively correlated with human capital.

Table 4. Correlation matrix

Variables PopTer IDE PIBT Pop INFL Ouv DepPIB
PopTer 1.0000
0.5346%** 1.0000
FDI
(0.0000)
0.8560*** 0.4089*** 1.0000
GDPT
(0.0000) (0.0000)
P 0.2766*** 0.1707%* 0.5018*** 1.0000
0
P (0.0003) (0.0270) (0.0000)
INEL -0.1416** -0.1273* -0.0830 -0.0230 1.0000
(0.0671) (0.1000) (0.2848) (0.7677)
o 0.0830 0.0552 -0.0290 -0.1793** -0.0007 1.0000
en
P (0.2850) (0.4770) (0.7094) (0.0201) (0.9926)
DepPIB 0.5175%** 0.2273%** 0.4132%** -0.0964 -0.0377 0.1875%* 1.0000
(0.0000) (0.0031) (0.0000) (0.2138) (0.6279) (0.0149)

Note: *** ** and * respectively indicate the significance threshold at 1%, 5% and 10%. P-value in parentheses.
Source: Authors based on World Bank data (WDI, 2022)

The positive correlation between (FDI, GDPT, PSSGDP, Ouv) and human capital (PopTer)
means that when the value of the variables (FDI, GDP, DepPIB and Ouv) increases, human capital
also tends to increase. As for the negative correlation between variables (INFL and Pop) and human
capital indicates that when the value of INFL or Pop increases, human capital tends to decrease. The
variables IDE, GDPT and PSSGDP are positively correlated and significant at the 1% threshold.
Pop is negatively correlated and significant at the 1% level. This means that there is a strong
correlation between (FDI, GDP, PSSGDP and Pop) and human capital. The variable Ouv is
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positively correlated but not significant. It is the same for INFL which is negatively correlated and
not significant. This implies that there is a weak correlation between the variables (Ouv and INFL)
and human capital. The scatterplots below and the regression lines are a sort of graphical
representation of the correlation between the endogenous variable and the explanatory variables. In
other words, these lines provide an overview of the nature of the relationship (positive or negative)
between human capital and each exogenous variable.

Table 5. Scatter plots

° e o °
- ° -
T T T T T T T T T T
0 5.000e+08 1.000e+09 1.500e+09 2.000e+( 10 15 20 25 30
IDE DepPIB
® pPopTer Fitted values ® PopTer Fitted values

® PopTer Fitted values ® PopTer

i .
e °
i .
T T T T T T T T T T
-5 0 5 10 15 500 1000 1500 2000 2500
INFL PIBT
" PopTer Fitted values ® PopTer Fitted values

Source: Authors

4.3. Hypothesis testing and estimations

4.3.1. Hypothesis testing

The residual normality test: We use the Jarque-Bera test (1987) to find out if our residuals
follow a normal law. In statistics, this test is imperative to the extent that it is strongly
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recommended to ensure normality before considering other tests. The null hypothesis (HO) of this
test states that the errors follow a normal distribution against an alternative hypothesis (H1) which
states that the errors do not follow a normal distribution. After implementation, the test results give
Prob>chi2 equal to 0. 0.0764 which is greater than 5%. We cannot therefore reject the null
hypothesis (HO) so the residuals follow a normal law.

The heteroscedasticity test seeks to determine the nature of the variance of the error term or
residuals. Several possible sources explain heteroskedasticity: (i) The heterogeneity of the sample
studied; (ii) The omission of an explanatory variable in the model and; (iii) A poor functional form
of the model. We speak of heteroskedasticity when the variance of the error of the variables is not
constant, in other words when the variance differs for each observation. In the presence of
heteroskedasticity, classic estimators lose their reliability and remain unbiased but no longer have
minimal variance. As for homoscedasticity, the variance of the stochastic errors is the same for each
observation. In our case, we use the Breusch-Pagan test which is a powerful test based on the
Lagrange multiplier (Araujo et al 2008). The null hypothesis (HO) of this test states that the model is
homoskedastic and the alternative hypothesis (H1) states that the model is heteroscedastic. The
result of the test gives Prob > chi2 = 0.1018 which is greater than 5%, which does not allow us to
reject HO. We therefore conclude that the model is homoscedastic.

This part aims to test the panel stationarity of the explained and explanatory variables of the
model. If the variables are stationary, we can ensure the reliability of the results of the regressions.
Indeed, the stationarity test makes it possible to avoid the risk of spurious regressions between
endogenous variables and exogenous variables. The various stationarity tests were carried out using
the Stata software. The Pesaran and Levin-Lin-Chu (2003) tests were applied to all the model
variables. All these tests reveal that the Pop and INFL variables are stationary at level while the
variables PopTer, FDI, GDPT, Open and PSSGDP are stationary at first differences.

The cointegration test is used in econometrics to determine whether two or more time series
exhibit a stable long-term relationship despite their short-term fluctuations. It is mainly used to
analyze long-term relationships between variables that could move in tandem, even if they may
exhibit temporary short-term differences.

Table 6. Stationarity tests of LL.C (2002) and IPS (2003)

Levin-Lin-Chu Im-Pesaran-Shin

In level In first difference  Decision In level In first difference Decision

PopTer 4.4249 -3.6181 1(1) 5.5190 -5.5566%#* 1(1)
(1.000) (0.001) (1.000) (0.0000)

FDI 2.0115 -2.1731 ** I(1) 0.0591 -6.1606*** I(1)
(0.9779) (0.0149) (0.5236) (0.000)

Pop -1.5842 ** -3.5530*%** 1(0) -1.1515* -2.9167*%** 1(0)
(0.0566) (0.0002) (0.1248) (0.0018)

GDPT 0.5654 -6.1380*** I(1) 2.5173 -6.4062*** I(1)
(0.7141) (0.0000) (0.9941) (0.000)

INFL -5.9934 #** -16.1196%** 1(0) -6.2855%** -8.0739*%** 1(0)
(0.000) (0.0000) (0.0000) (0.000)

Open -0.2463 -2.2902** I(1) 0.6839 -5.9398*** I(1)
(0.4027) (0.0110) (0.7530) (0.000)

PSSGDP -0.1404 -5.7202%** I(1) -1.5971 -7.2734%%* I(1)
(0.4442) (0.0000) (0.0551) (0.000)

Note: *** ** gnd * respectively indicate the significance threshold at 1%, 5% and 10% for the rejection of the null
Source: Authors based on World Bank data (WDI, 2022)



P-ISSN: 2754-6209 « E-ISSN: 2754-6217 « Economics and Finance.Vol.12.Issue 2/2024 47

Table 7. Pedroni’s Cointegration test

Pedroni t-Statistic Prob.
Panel v-statistic -3.5658 0.0002
Panel rho-statistic 1.9826 0.0237
Panel PP-statistic 0.5198 0.3016
Panel ADF-statistic 1.8654 0.0311
Group rho-statistic 3.5997 0.0002
Group PP-statistic 0.3498 0.3632
Group ADF-statistic 0.2713 0.3931

Note: *** p<0.01, ** p<0.05, * p<0.1 respectively indicate the significance threshold for rejecting the null
hypothesis of non-cointegration

Source: Authors based on World Bank data (WDI, 2022)

Pedroni presents seven (07) statistical tests, the first four (04) of which are based on the
within dimension and the last three (03) on the between dimension. We see that the p-values of the
individual tests or the Pedroni cointegration tests are different. For individual tests, this may
indicate that some series are cointegrated while others are not, i.e. there are long-term relationships
between some variables, but not all. Thus some variables have transient or short-term behaviours
rather than long-term relationships. This could mean that these variables are more sensitive to short-
term fluctuations. Thus, diagnostic tests results alone us to use an ARDL panel approached in this
study.

4.3.2. Auto Regressive Distributed Lag (ARDL) Model in panel data specification and
estimation

The ARDL specification in panel data is giving by the equation (3).

p q
Y= 9+z Ay Yi,[_,*Z b X, ru+e, ®)
i=0

jr
i=1

Xi, is the matrix of explication variables, and Yi: the vector of human capital.
The later specification takes into account the parametrical of equation in long term.

p—1 q—1
AYit:¢iYi,z—1+/3)an+z /lijAYi,t—j"'z (Sij AXi,z—j"'x“i"'git (4)
i=1 j=0

The estimation can make by Pooled Group (PG), Pooled Mean Group (PMG), fixed effect or
random effect.

4.3.2.1. Auto Regression Distributed Lag (ARDL) estimated with Pooled Mean Group: short
and Long-term relationship

After determining the existence of a cointegration relationship, it seems imperative for us to
estimate this relationship. To do this we use the Pooled Mean Group (PMG) estimator developed by
Pesaran et al. (1999) which highlights short and long terms effects to estimate our ARDL. This
estimator allows the short-term parameters or coefficients to differ between groups and constrains
the long-term parameters to be identical.

Table 8. Regression (PMG): Dependent variable: LPopTer

Variables Coefficient Std. Err. P-Value
Long term
LFDI .0402548 ** .115788 0.261
PSSGDP .5468779 .1324552 0.000
Pop -10.14159 2.377007 0.000
GDPT 0.050731 *** .002341 0.030
INFL -.6933628 .1314993 0.000

Open 1210629 .0345777 0.000
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Short term

ECT 2224714 .1191458 0.062
D. LFDI .0665267 .2035777 0.744
D.PSSGDP -.0248168 .0679713 0.715
D.GDPT .0000172 .0011239 0.988
D.INFL -.0973621 .0589464 0.099
D.Open -.0164802 .0142734 0.248
D.Pop 5.23848 5.779314 0.365
Constant 1.417304 .6049279 0.019
Observations 160 160 160
Pays 8 8 8
Log Likelihood -85.6173 -85.6173 -85.6173

Note: *** ** and * respectively indicate the significance threshold at 1%, 5% and 10%.

Source: Authors based on World Bank data (WDI, 2022)

This Table 8 presents the results of regression 2. The table is divided into two, an upper part
the long-term effects and in the lower part the short-term effects. The main condition of validity of
this estimate is the error correction term (ECT), it is positive (0.2224714), between 0 and 1 and
statistically significant at 10% (0.062.) Our results confirm an equilibrium relationship long-term
relationship between human capital and explanatory variables. This indicates that the adjustment
speed is approximately 22.25% for a return to equilibrium.

4.3.2.1 Auto Regression Distributed Lag (ARDL) estimated with the fixed effects

The test hypotheses are as follows:

HO: Without of fixed effects

H1: With fixed effects

The calculated Fischer statistic follows a Fischer law under the hypothesis HO. To this end,
the hypothesis of the presence of fixed effects will not be rejected when the calculated statistic is
greater than the critical value read from the Fisher Table 9. The test results are as follows.

Table 9. Fixed effect model
Dependent variable: LPopTer

Variables

1) (2 3 (G))
LEDI 0.239273*** 0.0600711* 0.1684914**
(0.000) (0.079) (0.000)
.0125931*** .001641
PSSGDP
(0.362) (0.875)
GDPT 0.0019165%** .0010737
(0.000) (0.000)
.0047928* .0012286
Open
(0.093) (0.678)
-0.1016556
INFL
(0.619)
-.0092111
Pop
(0.393)
8.747379%** 12.98464*** 11.85691%** 9.297707%**
cons
- (0.000) (0.000) (0.000) (0.000)
Observation 157 168 157 157
Pays 8 8 8 8
R2 0.5642 0.3912 0.4311 0.5958

Note: *** ** and * respectively indicate the significance threshold at 1%, 5% and 10%. Std
Source: Authors based on World Bank data (WDI, 2022)
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This Table 9 presents the results of estimation 3 in which we highlighted four (04) scenarios.
Scenario (1) alone measures the impact of foreign direct investment on human capital. Indeed for
this variable, the probability of the calculated Fischer statistic is less than 1%. Therefore hypothesis
HO is rejected, and the fixed effects model is more appropriate. Scenario (2) measures the impact of
public spending on human capital. On the other hand, the probability of the calculated Fischer
statistic is greater than even the 10% threshold. In this case, hypothesis HO cannot be rejected, and
then the fixed effects model is not appropriate. Scenario (3) measures the impact of FDI, GDPT and
openness on human capital. The analysis of the three scenarios shows that FDI is significant at 10%,
GDPT 1% and Open 10% significant. So in this scenario the fixed effect model is appropriate.
Scenario (4) measures the impact of exogenous variables on human capital. The FDI and GDPT
variables are significant at the 1% level. As for the others (DepPIB, Ouv, INFL and Pop) are not
significant. In the presence of random effects, the coefficient of determination R2-between with a
value of 0.6242 shows that 62.42% of the variation of the exogenous variables is explained by the
explanatory variable of the model. The R2-within has a value of 0.4480, indicating that the random
effects of exogenous variables introduced into the model contribute to explaining the model by
44.8%.

4.3.2.2. Auto Regression Distributed Lag (ARDL) estimated with the random effect model

Table 10 presents the results of the estimation 3 in which we highlighted four (04) scenarios.
Scenario (1) alone measures the impact of foreign direct investment on human capital. Indeed for
this variable, the probability of the calculated Fischer statistic is greater than even the 10%
threshold. Therefore hypothesis HO is not rejected, and the random effects model is not appropriate.
Scenario (2) measures the impact of public spending and FDI on human capital. On the other hand,
the probability of the calculated Fischer statistic is less than 1%. In this case, hypothesis HO can be
rejected, and then the random effects model is appropriate. Scenario (3) measures the impact of
FDI, PSSGDP and GDPT on human capital.

Table 10. Random effect model
Dependent variable: LPopTer

Variables

(1) ) 3) @
LEDI .0871269%** .1755982 .184342%** .3003656**
(0.176) (0.000) (0.000) (0.000)
PSS .0101664 .0123813
opP (0.638) (0.258)
.0011204*** .0011191* .0009901
GDPT
(0.000) (0.024) (0.000)
-.0079917
INFL
(0.486)
.0020598
Open
(0.503)
.0686411
Pop
(0.710)
cons 11.15235%** 8.942642%*** 8.594935%** 8.338641*
- (0.000) (0.000) (0.000) (0.000)
Observation 157 168 157 157
Pays 8 8 8 8
R2 0.2759 0.6129 0.6385 0.7801

Note: robust standard errors in parentheses with significance thresholds ***p<0.01, **p<0.05, *p<0.1.
Source: Authors based on World Bank data (WDI, 2022)

The analysis of the three shows that FDI is significant at 1%, GDPT 5% and PSSGDP is not
significant. So in this scenario the random effect model is not appropriate. Scenario (4) measures
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the impact of exogenous variables on human capital. The FDI and GDPT variables are significant at
the 1% level. As for the others (PSSGDP, Open, INFL and Pop) are not significant. In the presence
of random effects, the coefficient of determination R2-between with a value of 0.7107 shows that
71.07% of the variation of the exogenous variables is explained by the explanatory variable of the
model. The R2-within has a value of 0.4417, indicating that the random effects of exogenous
variables introduced into the model, contribute to explaining the model by 44.17%.

4.4. Results with PMG regression and discussions

In this section, we present the main results of our estimations for the impact of foreign direct
investment on human capital used PMG regression method (Table 8). We see that FDI has a
positive (0.0402548) and statistically significant effect on human capital in a long term. But in a
short term, FDI has an insignificant effect on human capital. The later result is not in line with the
funding of Mughal and Vechiu (2015). However, the positive effect of FDI on human capital in
long term improve the results in this literature. Indeed, an increase in foreign direct investment of
$1 in WAEMU countries translates into an increase of 4.02% in human capital in the long term, all
things being equal. Our results therefore corroborate the theoretical assertions of Beugelsdijk et al.
(2008): in the short term, the FDI windfall has adjustment costs that governments must not neglect.
The very high FDI flows that entered developing countries during our period of analysis have not
yet had time to show their beneficial effects on individuals' preferences in terms of higher
education. At this point, it should be mentioned that the data available for public spending on
education is scarce and the resulting sample halves the number of observations for the entire data
set. However, estimates including this variable show a very significant (0.000) and positive
(0.5468779) impact of public spending (as a % of GDP and total public spending) on human capital.
This result shows that our H1 (which states that public education spending has a positive impact on
human capital) is verified. This strong link between GDP per capita (GDP) and tertiary education
(5.07%) indicates that higher income can provide a stronger motivation to acquire higher education.
This should particularly be the case when economic growth benefits all social classes. The middle
class, increasingly important in developing countries following the economic boom, seems very
interested in improving its level of education and skills. This is evident in the increasing enrollment
rates at universities and technical colleges. Secondary education, being compulsory in many
developing countries, no longer responds to personal or average household income in the same way
as tertiary education. Among the other explanatory variables, trade openness shows a positive
impact (0.1210629). However, the evidence that economies more open to foreign trade show a
stronger incentive to acquire higher education seems rather weak. This paradoxical result reflects a
presumption of a protectionist economy corresponding to an insufficient level of openness in the
area. However, protectionist economies can attract significant FDI if the domestic market is well
developed. In such a case, firms circuamvent tariff barriers by relocating production chains to host
countries. These are essentially horizontal investments. Furthermore, this paradoxical result could
also be explained by the fact that the massive inflows of FDI recorded in the Union are the result of
waves of privatization programs. This is the recent case of Burkina Faso in 2007, Ivory Coast and
Senegal. Furthermore, this fact seems to reflect the perverse effects of exogenous openness; that is
to say a sudden and increased opening, as is the case in Togo where the opening rates gravitate
around unity. The population growth rate displays a negative sign (-0.6933628) and its impact is
statistically significant at 1% in most regressions. The negative effects of high population growth on
human development and well-being have been well established in the literature. With a high birth
rate, households are forced to give up education and therefore work in order to support themselves.
We chose inflation as a general proxy for the management of countries' economies and their socio-
political stability. Our results most often show a significant impact of 10% on education measured
in terms of flow. This suggests that inflation, as an indicator of monetary and economic stability,
has a lot of effect on the decision to pursue higher education, at least as long as the inflation rate is
not too high. It should be noted that, during the period 2000-2020, many developing countries
experienced high inflation: the price level did not remain stable.
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Conclusion

The main objective of this study was to assess the impact of foreign direct investments on
the human capital of WAEMU countries over the period 2000-2020. Achieving this objective
resulted firstly in an analysis of FDI flows towards the Union and then in an econometric evaluation
of the interactions between FDI and human capital in the WAEMU zone over the said period. The
data for the study comes mainly from the World Bank and UNCTAD reports, with the exception of
data on education which comes from the UNESCO database. The residual, stationarity and
cointegration tests made it possible to estimate, using the least squares method, the model of our
equation on panel data in order to identify the impact of FDI on human capital. The equation
estimates show a positive and statistically insignificant effect on. Our results therefore corroborate
the theoretical assertions of Beugelsdijk et al. (2008): in the short term, the FDI windfall has
adjustment costs that governments must not neglect. The very high FDI flows that entered
developing countries during our period of analysis have not yet had time to show their beneficial
effects on individuals' preferences in terms of higher education. We can therefore conclude that
hypothesis 1 is verified. GDP expenditure on education shows a positive and significant link with
human capital. This result shows that public education spending has a positive impact on human
capital. This corroborates with Egger et al. who state that net inward FDI increases the incentives to
acquire higher education. We also noticed that the other variables which have a positive correlation
with capital are: GDP per capita, trade openness and significant at 1%. The results of inflation and
population growth rate are significant but have a negative correlation with human capital. In view of
these results, the following recommendations can be made to decision-makers and development
practitioners in the WAEMU region. The increase in foreign capital inflows should be accompanied
by an active policy aimed at improving human capital. The provision of higher education and
incentives to pursue higher education need to be strengthened in order to counter the negative short-
term effects of foreign investment. An important objective of an FDI-led growth strategy should
also be the training of the workforce to equip it with better skills. It is thanks to a more qualified
and more abundant workforce that developing countries can climb the ladder of development in the
long term. To deepen the work presented in this article and that of our predecessors which show that
the impact of FDI depends on the type and nature of investments, a next step would be to study the
impact of FDI by sector. Likewise, studies by region and country could help developing countries
better gauge labour and human capital endowments and better adapt their economic policies to
incoming capital flows.
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Introduction

Regarding the emblematic phrase from Popper's work, which we mentioned above, it is
necessary to recognize that conceiving and developing, in a concrete economic fabric, a frozen fish
distribution company, does not seem, and at first sight, to imply a process that is too complex.
There are hundreds or even thousands of similar cases in every country in the world. In Africa,
however, the rule is the difficulty of creating successful business formulas (as recognized, in
September 1991, in the World Bank Bulletin - WB), and it is therefore imperative to analyse the
foundations of this extraordinary case in which a African company, presents itself as,
simultaneously, modern and from a cultural point of view, fully inserted into the local culture:
working with and for the base of the pyramid — “the (starting) point of view when referring to the
recommendation of this type of studies, by Popper. During the reflection, some (few) problems of a
theoretical nature are selected, which allow contextualizing and deepening the most relevant
questions that the case raises, and thus situating the Popperian exception in relation to the concerns
of the World Bank, which will speak below in the text.

Forming a company of this type, oriented towards the inclusion of the poor in this food
market, with a low-priced product, would, however, imply a distributive flow based on flawless
assiduity on the part of drivers. JDC was able to understand that the drivers considered themselves
“chickens” when, in fact, they were eagles — maintaining the dream and the desire to grow,
releasing the eagle that exists in every man, despite the limitations that imprison him and that we
must continue to take in consideration (Boff, 1997).

Now, achieving this goal, within a “culture of affections”, would be equivalent to a gigantic
paradox: drivers are, as can be seen, the key to the distributive flow and they do not guarantee the
necessary attendance. The first obstacle of attendance was successfully resolved, as will be seen.
Once this is resolved, a second and greater obstacle arises, from the moment the company goes
from medium to large. Leadership needs are felt, the company leader seemed to be a little confused,
specifically, with the limits of the effectiveness of his style, something composite, of leadership and
management, simultaneously, autocratic and protective, according to Gomes, 2008) and requests
help, and we proposed an intervention-reflection (A/R) model that should allow for doctoral
research. Considering that management and leadership were provided by the same person, it will
then be possible for the leader to be in a position to leave management (by delegating to a
professional) and dedicate himself, full-time, to redefining the business project. Betting on
reinforced leadership? Or does the other corporate party “wish” to take over management and
prevent the leader from continuing to “play” the main role?

Let us first consider the theoretical issues underlying the before mentioned design. In this
regard, we considered that, in the case of a retake of the notes written in a “research notebook”, the
theories that could help to elucidate the facts would be more easily understandable if they were
presented in accordance with the description of the same facts.

Secondly, let's start by situating the design of the structure of the business model developed
and the respective level of success, following the same conceptual scheme, to situate the different
episodes, as they appear.

1. Business model

The business model idealized by JDC appeared as something complete, perfect. He appeared
as a man of ideals, who intends to negotiate with the base of the social pyramid (to feed needy
populations), seeking, at the same time, to generate wealth for the community through
entrepreneurship. This idealism seems to be translated into an alternative approach to that of Franz
Fanon (who, in “Les Damnés de la Terre”, invites Africans to learn to kill the white man within
them), proposing to his African workers, instead, a dialogue (which we consider indispensable in
any organizational culture) between the traditional man who inhabits them and the entrepreneur
who will make them climb the social ladder.

The problem, however, relates to the Human Resources Management (HRM) strategy, to
serve the leader's vision regarding the company's ultimate purposes. Pay attention to the difficulties
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of a similar business project (Collins and Porras, 1998) and the innovative way in which the leader
embodies the vision. The authors say that it is essential to find the values (perpetuity of a central
ideology) that constitute the essence of the business and that can guide it towards the future
(construction of a mobilizing vision).

Two refrigerated warehouses (very modern and highly performing) are created for handling
frozen fish, which can supply the entire country, from the ports of Maputo/Matola and Nacala.
Technical support staff for warehouses and support staff for the company's headquarters are
selected. A vast group of drivers is recruited (with the mission of integrating “production” and
“consumption”), who will make the journeys from the warehouse to the markets, distributing fish to
local sellers (an example of “flow technology”) and make a cash return. Local sellers are selected to
ensure the distribution of the fish on market stalls.

The workforce at the headquarters was city-based and did not present, from the outset, any
major difficulties for efficient integration in the context of working conditions. The same can be
said of the saleswomen, who, being of suburban culture, are destined to work in the areas where
they live, making it not difficult to make business culture compatible with traditional culture. The
problem of identity (with the company) was related to drivers of popular suburban culture, posing
an extremely relevant question, given the stability of the surrounding culture and the permanent
need to promote values of modern business, to adapt to the constantly changing social environment:

How would the leader manage the employment contract and the performance of all these
drivers who cannot miss work, in a cultural context that is strongly “affective” and induces strong
absenteeism, due to the frequency of ceremonies associated with mourning to be held in their
regions (often rural) of origin?

The company quickly enters into a situation of labour chaos: absenteeism due to several
days of traditional mourning, on the one hand, due to road accidents given the deplorable state of
the communication routes, on the other, or, even, due to frequent drunk driving (due to the need to
ensure the support of companions who help the driver out of trouble, in “exchange for a few
drinks”).

2. The meaning of work

The origin of countless problems facing society seems to lie in the rupture, caused by
modernity, between capitalist and industrial business culture, on the one hand, and traditional
society, with its system of values.

Throughout the 19th century, an organizational world deprived of access to the collective
creation of opportunities for the production of meaning was created, which is at the origin of
resilience in the face of anomalous situations, to which Weick (1995) refers. The world that would
eventually emerge was above all dependent and, above all else, without autonomy). The traditional
world (which would be essentially collectivist) has been accused as a factor that blocks industrial
development, which would inevitably lead these traditional societies into a spiral of generalized
impoverishment.

Modernity would inevitably involve individualism with regard to the code of values, the
remission of a kind of “original sin” permitted by work (the success of which would be the true sign
of the same remission). These would be the conditions for success of advanced industrial society, in
the sense that seems to underlie the fundamental reflections on management that M. Weber calls
“bureaucratic”. This would be characterized by the dominance of eight attributes, the most
determining being the one that imposes a radical separation between the management of “property”
and the management of the technical dimensions of the business.

Following this text, we seek, among other aspects, to call into question the individualistic
vision of so-called industrial modernity.

3. Drivers’ performance and the resolution of cognitive dissonance situations

Drivers, as the heart of the business, are caught, as if inevitably, between two tensions, two
opposing behaviours (making them impossible to make compatible):

- Do not miss, fulfilling the turnover and ensuring continuous supply to the market.
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- Do not fail to respect the imperative precept of celebrating the memory of the deceased,
without considering the consequences in terms of employment rules.

The installed “cognitive dissonance” (Festinger, 1957) prevents traditional GERH, imposing
a reinvention of performance that can resolve the incompatibility, by managing the desire (which
the driver will be forced to defer to) to be an entrepreneur, without running the risk of failing to
meet either of the two injunctions.

Drivers were also able to adjust the three aspects of an ultra-ambitious project —
professional, business and personal life.

A franchise network with salespeople and a network culture with drivers.

Two opposing views of the same trend (intercooperation - network - and disconnection, in
relation to territory): that of Reich (1991) and that of Veltz (1996).

Both seem to us to make very positive contributions; but which of these visions would be
the most inspiring?

The innovative and sustainable company based on the knowledge economy?

The chosen activity, to be competitive in the future and escape the “assumptions” of R.
Reich (Prof at the University of Berkeley and former governor of the USA), needed to remain,
permanently, strongly creative at all levels of the organization, in an approximation to the VRIO
model, by Barney et al. (2001), (as well as the idea of agility and flexibility). It is important to bear
in mind that the company's resource-based view (RBV) is perhaps the most influential model for
understanding the strategic management of people and achieving positive results.

How can I achieve this strategy?

Reich (1991) segments jobs in the globalization era into four broad categories:

25% of protected jobs (agriculture, extractive industries and public service);

30% of assets provide personalized services, relatively precarious, but less threatened by
relocation.

25% will be subjected to fierce competition from emerging countries (routine work,
ensuring current production services), with this category being the big losers.

Ultimately, 20% of the assets, the symbol manipulators, will be the big winners (among
these, business lawyers, engineers, creatives, advertisers).

4. A company designed in the image of Japanese intuition

We discuss, at this point, the importance, but also the relativity, of Hofstede's approach — the
lesson from Japan and its application to Mozambique (in accordance with the idea of the need to
study exceptions, by K. Popper).

An article in the World Bank Bulletin, from September 1991, specifically referred to the
lack of a concept of Human Resources Management (HRM), an alternative to the so-called Western
one and adapted to the culture of African countries. To obtain this knowledge, it was necessary to
deepen the studies of the culture of the main countries of that continent and their respective key
ideas. It was necessary to find an anchor idea that could guide managers on the path of the
necessary adaptation of advanced people management, without falling into processes copied from
more developed countries, as was customary to do, concluded the same text.

Our personal interest in this issue and the exposure (in a master's degree in Mozambique) of
what we understood to be HRM inspired by the eight attributes/principles of Weberian
“bureaucracy” that we were exploring in the classroom.

Reaction from a student (M* do C. - oriented towards the HRM activity of the company in
question): “my boss practices everything that the Prof says” and continued saying that he was
paying for his Master's registration because he wanted, she learned as much as possible about the
strategic management of people, in the context of Africa!

5. The need to study the exception that the fairness of the leader's action in the
management of African culture (Popper) represents

As we have been suggesting, the case presents itself as an exception in the context of the
dominant culture of affection in Africa. See how, for the leader, people are the company's strategic
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asset and how the most important capital is the intangible asset, starting with the value of a brand
(DNPCQ), which evokes, precisely, a culture of affection, so specifically African.

The eight principles of the human equation, that is, considering people as the company's
main assets (in the terms referred to by J. Pfeffer and collaborators), seem to have been
reformulated, in the local context, by management action, which we would call “adaptive”, by JDC.
The company leader “dared” to effectively trust simple people, close to the tradition of humble
people, “knowing/trusting” that they would acquire the necessary skills, that they would train
themselves, in practice, and assume themselves as people with a high ethical sense, as well as
evolving in terms of social status.

He bet on (humble) people, before they could “demonstrate” that they deserved trust. In
particular, he allowed them to be fully integrated into the organization (and therefore, society),
without disruptions; rather starting from their family insertion, as required by the values of tradition,
and from the values of Christianity that Western modernity has made us forget (Moulinet, 2017).

In this approach from the leader in question, there is a lot of work on the idea of recognition.
“Recognition” is, therefore, more important than high remuneration, especially because it is prior to
the expected income from economic activity.

The company “DNPC” created, in fact, a system of work, field training and innovation,
orienting itself towards, and with, a very poor social Pyramid Base, placing it, thanks to an
“integrative” strategy. (as Prahalad and Yunus say), that is, in conditions of rapid economic and
social ascension. It should be noted that both authors propose to develop a type of “social business”
(social business), or a solidarity company, seeking to act through a reconciliation between three
dimensions: using the driving force of capitalism, achieving the eradication of poverty and
consolidate social relations by reducing inequalities.

Routines and innovation, based on a “rapid implementation mechanism that could associate
both social mobility and change” (instead of the founding assumptions of H. Tajfel's theory, which
oppose the two terms).

With this strategic model of the company “DNPC”, as we have seen, a repeatable formula of
“social enterprise” would be born, that is, the case of a true African paradigm of managing business,
as can be seen from the ideals of M. Yunus, in in the wake of so many others and, above all, H.
Mintzberg.

The difficulties and chaos of the first phase, generated by the culture of affection (social
gatherings and inevitable drunkenness), which turned drivers into a source of organizational
blockage, were also the basis for overcoming the same initial bottlenecks.

Achieving the feat of learning to effectively manage the desire for social advancement made
the change and can be considered as a social experiment close to the basic ideas of positive
psychology (M. Seligman).

Positive psychology is, in fact, the scientific study of positive experiences, positive
individual traits, institutions that facilitate their development and programs that help to improve the
quality of life of individuals, preventing or reducing the incidence of psychopathology.

The happiest people have a functional emotional system that allows them to react in a more
appropriate way to stressful and anguish-generating work situations.

However, the Mozambican cultural context imposes the logic of its system of values
organized around what we would call the culture of affections (Gomes, 2008), as will be seen
below.

Continuous change and innovation seem to have involved, among other dimensions, the
following:

- Product (frozen mackerel - mono product) of high social interest (animal protein, abundant,
cheap, nutritious and easily digestible), presented from multiple recipes (such as cod);

- Logistics and transport process based on drivers, with the expectation that they would
reconvert into road entrepreneurs (integration through the network mentioned by W. Williamson);

- Logistics process (cold storage) guaranteed by the association with a remote maintenance
company (headquarters in Odivelas/Portugal).
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- Market (microcredit-consignment to saleswomen - franchising), converted into micro-
entrepreneurs and “bosses” (M. Yunus).

- Security of the financial cycle (gang, converted into a security company, escaping the
dictatorship of state “security”).

- Flexible/agile growth process, accompanying and enhancing the country's electrification.

- Process formative in management, associated with micro-entrepreneurial activity (a
company/school of social transformation).

- Conditions for continued growth in investment in intangible assets (training, brand,
network culture and computerization).

The recent formation of these countries seems to have created the conditions for a
naturalization of inequality (“sub-citizenship, because sub-people and non-people”), which Souza
(2003) talks about.

At this point we will discuss social change and mobility; Will they constitute a possible
compatibility process?

6. Social group and professional group: from confrontation to respect for the traditions of
the people

Prahalad's theory (2004; 2006), (effectively put into action, practiced more than 10 years
earlier by JDC), presents as a starting point the idea according to which the popular classes can be
integrated, as consumers, in the business development strategy of private sector companies. The
famous author rightly asks why this integrated development strategy has been ignored by
businesspeople, identifying three main reasons: (i) the poor could not form the basis of a partnership
commercial of companies because they would not have sufficient financial capacity; (ii) the
orientation of companies towards the base of the pyramid would imply expensive changes in terms
of product that would eventually “eat” the profitability margin; (iii) it would ultimately be the role
of governments and Non-Governmental Organizations (NGOs) to satisfy the needs of this
population.

There is, therefore, a market at the Base of the Pyramid (BDP), which reaches more than
80% of people, who only require “to be treated as consumers and not as poor”, as the author says,
to: (i) awaken its potential; (ii) be able to scale socially and economically; (iii) and escape poverty.
To develop this market of 80% of the world's population, traditional approaches that focus on the
Top of the Pyramid are not useful. What is needed is a new approach oriented towards innovation
and that recognizes the true needs of the world's poor classes.

This point of this text is supported by two works:

1. Culture of affections (PhD thesis by Ana Célia Calapez, under our supervision). Book
edition — “The logic of affection: culture and management in Africa” — Classica Editora.

2. We share, on the other hand, E. Schein's theoretical position, according to which the
dimensions of culture require more observation and less measurement (Schein, 1996).

We carried out many hours of observation and conversation with African managers,
especially JDC. For this purpose, we used the anthropological method of the “researcher’s
notebook”.

We conclude that African culture is particularly permeable to informal aspects, which
strongly condition, in this way, the circumstances necessary for coordination according to usual
norms. A type of regulatory fluidity results, which replaces the formal processes usually underlying
business activity, both in terms of rules and in terms of the relationship with the hierarchy
(traditional leadership is recognized, not the one designated by the company's management). Such a
characteristic would not be detectable by quantitative methods, confirming what Schein (1996)
says.

7. Knowledge from life experience

We refer, at this point, to the tacit knowledge, in the terms of Nonaka and Takeuchi (1995),
of a former military officer with multiple experiences, described as extremely close to his men and,
by extension, of a strongly intuitive manager such as the case of JDC.
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From what we have been able to observe, and test from in-depth interviews, the five
conditions required to provide the company with the conditions for an emergency and consolidation
of tacit knowledge are verified. A purpose of this magnitude involves the process of managing the
group of drivers as a “pivot” element that guarantees the flow of distribution and organizational
cohesion:

7.1. Develop a true national organizational purpose within the company (i.e., a strategic
vision on the type of relevant knowledge required and the creation of a management system that
allows its implementation);

7.2. Develop a strong capacity among workers in terms of autonomy (namely, through
strengthening the ability to propose new ideas and respective ways of disseminating them
throughout the organization);

7.3. Provide the conditions that create an environment favorable to business identity and that
allows strong moments of a so-called “creative chaos”, which is likely to generate a high level of
commitment to the company.

7.4. Accept the conditions that generate clear processes to encourage the implementation of
all types of redundancies (openness to information and proposals for innovative solutions, clearly
outside functional boundaries and immediate professional requirements);

7.5. Promotion of a general climate of openness to all types of information that individuals
believe they should report, with nothing being excluded (all news can, in fact, be of interest).

These five circumstances would be precisely those that Nonaka and Takeuchi (1995) would
also note as being specific to excellent leadership, based on the authors' field experiences. It is, in
fact, a well-established idea in Strategic People Management, that the two authors of Japanese
origin are interested, above all, in the process of creating relevant organizational knowledge,
disseminating it and incorporating it into their products/services, on the one hand, and how the
organization as a collective system appropriates individual knowledge through the collective
attribution of meaning and aspiration for continuous innovation, on the other, involving all
professional strata without exception.

8. Leadership and management

Is a growing company based on a process of radical separation between leadership and
management? How would the leader capture the disruptive signals associated with growth?

The (deficient) confrontation between the tacit knowledge demonstrated, with the leader's
explicit knowledge about the complexity of management in general: there was, as we could see,
effectively no awareness that the key to success lay in the separation between management and
leadership.

As such, sufficient care will not be taken to “draw up a social pact” corresponding to the
company's social innovation.

JDC seemed to have played, during the first drivers' crisis, brilliantly, and simultaneously,
the roles of transformational and transactional leader, in Bass's (1985) terms. As a transformational
leader, he presents himself with strong charisma, intellectual stimulation, involving, in particular, a
permanent fight against routines, as well as a very personal vision of the business, always attentive,
as well as a sincere concern in considering each person, to those who would like to convey the same
inspiring sense of business. As a transactional leader, he would have developed a remarkable sense
of management of an entire complex system of rewards, always having as his concern the control of
the objectives to be achieved by each subject.

The son of the other partner (who owns another 49% of the company and who, apparently,
had never been “interested” in business life), Dr Eduardo Veloso, could not, under any
circumstances, have been relegated to the situation of an informal “deputy”, of the company's top
management. It would be a fatal mistake.

At the right time, although this circumstance is truly unpredictable, could the manager lose
control of the company, and be removed from management (according to M. Crozier's theory of
power games)?
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JDC, from our point of view, could hardly manage to develop a strong “idiosyncratic credit”
(Hollander, 1958) that would hold it in the event of an institutionally sustained “coup”. This credit
is based on the awareness that leadership is a result of shared interpersonal perceptions. Becoming a
leader with idiosyncratic credit within a given group would be the result of an interaction process
developed through an assessment of the various contributions of group members, in which positive
(negative) contributions lead to an increase (decrease) of the level of group leader status.

We see, from what was described, according to our reading of the events (understood in
light of the power games in the company), that JDC did not have the necessary conditions to resist
the so-called “coup” at the head of management.

The most delicate issue is that I had lost (it is a fact) the opportunity to continue to be even a
member of the management “team” with the mission of ensuring leadership.

For this purpose, it was enough for the societal rule to change, through the acquisition of 2%
from a distant partner who, for years, had been “uninterested” or even unaware of the essentials of
this remarkable business experimentation.

9. From powerful leader to “scapegoat”

Returning to culture: in Africa there is an explosive mix of affective collectivism and a
tendency towards an attitude of restriction. According to studies by Hofstede (2011), carried out in
the 1960s based on a sample of staff from the American multinational (IBM), implemented at that
time in around 52 countries, national culture tends to vary within the scope of a continuum
(between 0 and 100), in relation to a set (initially four and later expanded) of seven fundamental
evaluative dimensions.

As we will see, we are interested, at this point, in reflecting on two main characteristics:
individualism-collectivism and condescension-restriction.

On the ground, we had a leader of European origin, although a Mozambican citizen, that is,
African. This situation raises, as can easily be seen, the relative ease with which a mechanism of
“exclusion” of the leader could be triggered, converting him into a scapegoat (in R. Girard's terms).
Quite easily, because (albeit in a completely unforeseen way, that is, in the manner of a “black
swan”, in N. N. Taleb’s terms), JDC would, it seems, be “discriminated against”, “stigmatized” and
“excluded”, not only from leadership but also from company management. What was invoked,
quietly, first and, openly, afterwards, certainly anticipating a negative reaction from the workers,
and especially from the drivers, was simply the European origin. What was effectively at stake was
mimetic rivalry: the son of the “other” partner wanted the place of power, of the leader, regardless
of his ability to occupy the place!

10. Evolution phases in the life of a company

The evolution of companies is by no means linear: it goes through phases, essentially, of
long stability, sometimes, and of sudden revolution. This is characterized by abrupt changes and
quantitative leaps (we would call this idea enactment, as K. Weick calls it). Translating into less
elaborate language, we would say that a selection of organizational solutions, or a retention of those
that prove to be the most adapted to respond to evolving variables (such as size and age, but
equally, and particularly, to the underlying strategies of individual power games, or of the power
coalitions that are being formed).

The serious problem for the future of the company is that it no longer has a nodal “point” in
which the so-called “organizational learning” (the LO) could be concentrated and, from this point of
view, constitute the basis of “innovative, responsible and reflected” (Senge, 1991).

In fact, a company can never be considered safe or stabilized. She must learn in a
continuum. To shed some light on this issue, we consider that a learning organization facilitates
ethical and responsible behaviour, as it seeks to determine how it can increase productivity.

Conclusion

A leader who grasped, as completely as we think possible, the scope of traditional culture
for company management and knew how to reinterpret it, just as the Japanese themselves had
managed to do during contact with the great masters of the theory of “statistical quality control” in
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the immediate post-war period, seems to have managed, very cheaply, as we saw, to transform the
group of drivers. The event should be highlighted: people, with a previously miserable performance,
achieve, through access to meaning and the management of expectations and the desire for social
advancement, a performance of excellence.

Business institutionalization, however, implies a management capacity that goes beyond
what is intuitive, leaving the company a prisoner of aspects that are easily resolvable, but which
often lead to its loss, as is this case.

According to the bureaucratic management philosophy, of Weberian origin, or of the
Germanic area in general, only a widely consensual and correctly led social pact can preserve a
company in the face of what Girard calls emerging fratricidal rivalries. Effectively, the work of
formalizing the pact, integrated into the “property attribute”, as M. Weber calls it (i.e., the definition
of the mission, values, quality standards and superior governance processes), must be taken care of,
in order to guarantee the stability, coherence and longevity of the company (thus exceeding the
usual longevity, of a maximum, on average, of 12/13 years).

In the absence of this effort to institutionalize the business project, the risk of disintegration
can even be very rapid, even in cases of strong economic and financial solidity.
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Abstract. This research investigates the relationship between sensory marketing and
purchasing decisions using customer satisfaction as a moderator. The study was applied on the
customers of “Qasr E-Kababgi” restaurants (Cairo branches) as this restaurant chain is
considered as one of the largest and most famous restaurants specialized in oriental food in Egypt.
In addition, it is considered as a touristic destination and a favorite place to visit for foreigners.
Accepted responses to the questionnaire were (385) responses. To assess the reliability and validity
of the instrument and test the research framework, the researchers used smart PLS 4. Partial Least
Squares Structural Equation Modeling (PLS-SEM), a variance-based approach utilizes the total
variance to estimate the model parameters. The research findings showed that there is a positive
relationship among all variables, and customer satisfaction moderates the relationship between
Sensory marketing and Purchasing decision.
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Introduction

The human senses have a major effect on consumers' purchasing decisions. Marketers have
quickly integrated the senses into brand communication to foster an emotional bond with a certain
product or brand (Shahid, Paul, Gilal, & Ansari, 2022). Sensory cues have a significant impact on
consumer emotions and are essential for the development of strong emotional bonds between
consumers and brands. As a vital instrument for strengthening the relationship between a product
and its consumer, sensory marketing now involves stimulating all of the senses and evoking
feelings. Furthermore, it is believed that sensory marketing cues are a crucial precursor to
marketers' efforts to connect emotionally with and address the constantly evolving and increasingly
aspirational modern consumer base. Customer emotions, preferences, and behaviour are governed
by mechanisms of perception, memory, and learning that are influenced by sensory marketing,
affecting all five human senses. The goal is to develop a sense of awareness that strengthens the
relationship with customers, albeit at a variable pace. A remarkable sensory experience can
influence a customer's attitude, behaviour, foster a close bond and emotional attachment to the good
or service, and raise satisfaction levels. As a result, the buyer is more likely to make purchases,
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spend more time in the business, be more approachable, and grow to be a devoted client (Shahid,
Paul, Gilal, & Ansari, 2022).

This paper aims to investigate the relationship among three variables which are: Sensory
marketing (as an independent variable), Customer satisfaction (as a moderator), and Purchasing
decision (as a dependent variable).

Literature Review

2.1. Sensory Marketing

The different purchasing experiences and consumption processes that each person goes
through are greatly influenced by their five senses. People become aware of and form opinions
about businesses, brands, and goods with the aid of their senses. The senses take in various physical
stimuli, after which the process of perception takes place. The kinds, quantity, and arrangement of
these inputs influence each person's perception process. Previous studies have looked at the primary
effects of various stimuli, which include taste, touch, hearing, smell, and vision.

.

Sensory Marketing H
Haptic Sense
Olfactory Sense
Customer Purchasing Decision
Auditory Sense Satisfaction

Gustatory Sense

Visual Sense

Figure 1. Research Model
Source: developed by authors

According to (Erenkol & AK, 2015), the process of trying to make sense of the world
around us using our five senses is called perception. Sense organs are instruments that help us get
information about the world around us. Actually, before making a purchase, customers prefer to see,
touch, hear, smell, or taste a product — on other words, to feel it (Erenkol & AK, 2015). The goal
to reduce the perceived degree of risk for customers and the pursuit of the best possible solution to
meet their demands are the root causes of this process. This feeling causes one to begin the process
of perception in parallel to expectations, prior experiences, and motivations. The five senses —
tastes, scents, sights, sounds, and touching — as well as individual stimulants like goals, objectives,
and prior experiences, are all included in this list of general stimulants. Products, labels, packaging,
commercials, and retail layouts are all regarded as stimulants.

Consumers are exposed to stimulants when they come into physical contact with them. The
process of being exposed to inputs from the environment is mediated by sense organs, which are
also responsible for creating sensation (Erenkol & AK, 2015). Because of this process, people
become aware of stimulants produced by their environment, which they interpret and react to based
on personal circumstances and the stimulant's nature. As a result, the nature of stimulants influences
the attention that should be paid to them and, in turn, indirectly affects the consumer's perception
process (Erenkol & AK, 2015). Past experiences and motivations that affect expectations are
therefore regarded as personal elements that customize the perception process (Erenkol & AK,
2015).

Environmental stimuli cause an emotional reaction in consumers, which then triggers a
behavioral response. In actuality, this is the stimulus-organism-response paradigm (Erenkol & AK,
2015). The paradigm suggests that consumers have three emotional responses in response to these
environmental stimuli: dominance, arousal, and pleasure (Krupka, 2023). It should be noted that
approach and avoidance are the two distinct behaviors that arise from these emotional responses.
Avoidance behavior, refers to running away from the environment and refusing to interact with
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people. Approach behavior, on the other hand, refers to a desire to stay, explore, and accept to be
with others in the environment (Krupka, 2023; Erenkol & AK, 2015).

Customers' moods and purchasing behavior are influenced by elements like colors, light,
brightness, patterns, product and store designs and arrangements, and visual sense, which processes
80% of the information in the environment (Erenkol & AK, 2015).

According to (Pareek & Jain, 2022), a study was conducted on the impact of sensory
marketing on young people's purchasing decisions, with a focus on the fast-food industry in the
Kayamkulam locality in India. The study's goals were to examine how sensory marketing affects
consumers' purchasing decisions especially youth behavior in the food industry. According to the
study's findings, sensory marketing offers customers a whole experience and is a particularly
engaging approach to capture attention

Dimensions of Sensory Marketing

1. Visual Sense

One can think of visualization as a strategy. Through sensory stimulation, the visual sense
can enhance brand awareness and enhance the perception of a product or brand, thus improving the
consumer experience (Utama, 2022). Symbols or similar messages that the business wishes to
portray about itself then help to shape a customer's impression of the company and serve as the
foundation for that customer's opinion of the company's identity (Utama, 2022). Most people agree
that one of the most powerful and alluring human senses is sight. We can identify alterations and
distinctions when we observe a new design, different packaging, or a new shop because of our
visual sense and visual system. When it comes to senses, sight is one of the most prevalent (Utama,
2022).

2. Auditory Sense

According to (Utama, 2022), In society, sound has always been vital. The majority of people
view music and sound as inspirational mediums that frequently help to define an individual's
identity. Reasonable expressions like music or jingles provide the opportunity to produce a sound
experience. The same phrase can also be used to market a brand or product, or it might support a
specific subject. A smart strategy considers the reality that consumers respond emotionally to sound
and music. It can be fun to express brand identity in novel and interesting ways by working with a
music producer or musician (Utama, 2022). To become more unique or personal, though, takes
work. Research on auditory perception revealed that songs or music had a favorable impact on
customers' pleasant experiences.

3. Olfactory Sense

Our emotional states are strongly influenced by aroma, and our sense of smell and emotions
are tightly intertwined. Scent can play a role in sensory experiences that help consumers perceive
memories, raise awareness, and develop both short- and long-term positive brand perceptions.
Aroma contributes to the attention-grabbing aspects of short-term marketing campaigns for the
brand or product. When it comes to creating a company's long-term strategy identity, scent will be
crucial. For example, the popcorn smell is associated with the cinema company (Utama, 2022).
Research on how the olfactory sense affects the long-term viability of coffee shop franchises
revealed a favorable impact that results in customer satisfaction (Utama, 2022).

4. Gustatory Sense

One of our most unique emotional senses is the taste bud. This fact is frequently
demonstrated in daily life by concepts of sweetness, sourness, and flavor. Taste buds on the tongue
are used to detect similar flavors (Utama, 2022). A corporation can establish a product or brand
image by creating various flavor sensations, which will help to strengthen the company's identity. It
makes little difference if the brand or company's products inherently appeal to certain tastes
(Utama, 2022).

5. Haptic Sense

Through the sense of touch, we are able to physically interact with the environment and
examine and study objects. The sense of touch helps develop a feeling of shape, which helps us
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identify an object's texture by describing it as round, pointed, or complicated. Additionally, we don't
always need to touch objects because we can recall and experience their sensations simply by
gazing at or thinking about them. Research on the touch-sensorial experiences that customers have
when they interact with materials in a store, hotel, or cafe revealed that haptic sense might
positively impact and sway their decision to buy anything there (Utama, 2022).

2.2. Customer Satisfaction

A high number of satisfied customers is necessary for the existence of numerous firms on
the market. The most crucial element in a business's survival and expansion in the marketplace is its
customers. It follows that companies that want to compete must offer their customers conditions
that are both valuable and distinctive and that satisfy their needs. This satisfaction includes not only
the emotions associated with the purchase transaction but also the environment that exists both
before and after the purchase is completed (Anderson, Pearo, & Widener, 2008).

According to (Manyanga, Makanyeza, & Muranda, 2022), sustaining customer satisfaction
is crucial to the business success on the long-term (Manyanga, Makanyeza, & Muranda, 2022).
Customer satisfaction and customer delight are often related. Satisfying products or services
provide their customers with the required value. The ISO 10004 standard states that “satisfaction is
a judgement, an opinion given by the client.” The degree of satisfaction reflects the difference
between the consumer's perception of the actual product and their expectation of the product”.
(Annathurai, Senathirajah, Haque, & Devasia, 2023)

Consumer decisions are affected by a wide range of factors, including emotional,
sociological, or demographic influences as well as economic ones like earnings, prices, savings,
loans, and the effect of marketing tools (Guido, 2015). It is challenging to identify and satisfy
consumer needs, expectations, preferences, and behavior, yet doing so does not guarantee market
success. This can be attributed to the illogical behavior of customers. When a customer purchases a
product, they typically have certain expectations about its functionality, application, and quality.
They pay for the value they anticipate from the thing rather than the actual cost of the item (Guido,
2015).

A person's degree of pleasure with a service or product at a certain moment in location and
time is measured as present satisfaction. Accumulated satisfaction is the outcome of consumers'
encounters with a product, service, or company over a brief period of time (Ngo, 2015).

2.3. Purchasing decision

To enhance competitiveness and ensure long-term survival, it has become necessary for,
restaurant managers to clearly understand customers' purchasing decision, preferences, and factors
that influence their choices. This information enables them to provide services that suit customers'
expectations and thus increase their satisfaction. Recurring Purchase from customers occur when
the product or Service fulfills their expectations (Nabella, 2021).

The customer purchasing decision-making process can be defined as the stages that
customers go through to make the final purchasing decision (Hanaysha, 2018; Alshurideh et al.,
2023). It can be viewed as sequences of decisions made before actually completing the purchasing
activity.

The customer purchasing process typically undergoes several stages, usually begins with
recognizing a need (problem), then seeking information, evaluation of alternatives, deciding to
purchase, and ultimately, exhibiting post-purchase behavior (Kotler & Armstrong, 2014; Salem,
2018; Hanaysha, 2022). Figure 2 shows that the Purchase decision process consists of five stages:

Need > Information S Evaluation of > Purchase S Post purchase
Recognition Search alternatives decision behavior

Figure 2. Purchasing Decision Process
Source: (Kotler, Armstrong, Balasubramanian, 2023)
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The recognition of a need: can be initiated through internal stimuli, such as when a
person's innate needs, like hunger or thirst, reach a sufficiently intense level to generate a
motivation. Additionally, a need can be stimulated by external stimuli, which play an important role
in eliciting and shaping our perception of needs (Kotler & Armstrong, 2014). For example, seeing
an advertisement for a delicious meal or smelling the aroma of freshly baked bread can trigger a
hunger need.

Information search: refers to the process of exploring the surrounding environment in
order to gather relevant information that can facilitate making a well-informed decision (Solomon,
2019).

Evaluation of alternatives: In the evaluation stage, customers rank choices and forms
purchase intentions. In the context of choosing a restaurant, as the number of restaurants increases,
individuals are faced with a plethora of options. Consequently, they seek variety in order to select
better alternatives from the numerous choices available. This desire for variety prompts individuals
to engage in information search by actively seeking out information about different restaurants,
such as their menus, cuisines, customer reviews, and ratings. Through this information search
process, individuals can gather the necessary details to evaluate and compare the various restaurant
options, ultimately aiding them in making a more informed decision that aligns with their
preferences and desired dining experience.

The purchase decision: According to (Kotler & Armstrong, 2014), is regarded as a crucial
phase within the buyer's decision-making process. This stage signifies the moment when the
customer makes the final decision to proceed with the actual purchase of a specific product or
service (Santus et al., 2024).

Consumer purchasing decisions are impacted by a range of factors, which can be classified
as external, internal, and marketing factors based on the decision-making context and level.
External factors encompass elements such as culture, subculture, groups, situation, social class, and
family (Salem, 2018). On the other hand, internal factors consist of perception, attitude, knowledge,
personality, lifestyle, involvement, and roles (Salem, 2018). Lastly, marketing factors encompass
aspects such as the product itself, package aesthetics, promotional activities, distribution channels,
service quality, and pricing strategies (Salem, 2018; Mutsikiwa & Marumbwa, 2013).

Finally, understanding consumer behaviours and the purchase decision process empowers
organizations to develop impactful marketing programs. This knowledge enables them to create
strategies that effectively resonate with the target market, deliver a higher level of value to
customers. (Hanaysha et al., 2021), and outperform competitors (Hanaysha et al., 2021; Imran
&Arshad, 2023).

Methods

The research utilized a quantitative methodology, wherein data was gathered through the
distribution of questionnaires.

The measurement items for constructs were derived from previous research studies. The
initial part of the survey focused on collecting demographic information from the participants.
including gender and age. The second section was about the measurement of the research variables.
First, sensory marketing dimensions was measured through (21) items. The Purchase decision was
measured using (5) items adapted from (Hanaysha, 2022; Hanaysha, 2018). Finally, Customer
satisfaction was measured using (5) items adapted from (Yulisetiarini, 2014).

A Likert scale consisting of five points was employed for all the measurement items, with
responses ranging from "1 = strongly disagree" to "5 = strongly agree" (Zhang & Wang, 2022). The
appendix shows the dimensions and items measuring each construct.

Research Sample: The study was applied on the customers of “Qasr E-Kababgi” restaurants
(Cairo branches) in Egypt, as this restaurant chain is considered as one of the largest and most
famous restaurants specialized in oriental food in Egypt. In addition, it is considered as a touristic
destination and a favourite place to visit for foreigners. Accepted responses to the questionnaire
were (385) responses, described as follows (Table 1).
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The descriptive findings of our sample showed that 51% of the respondents were females
and 49% were males. The largest percentage of the study sample is approximately 28% were
between 31-40 years old.

Table 1. Demographics

Ne Classification Category Frequency %
Male 189 49

1 Gender Female 196 51
18-20 80 21

21-30 72 19

2 Age 31-40 108 28
41-50 100 26

51and above 25 6

Research Hypothesis:

H1: Sensory marketing significantly affects purchasing decisions.

H2: Sensory marketing significantly affects Customer satisfaction.

H3: Customer satisfaction significantly affects purchasing decisions.

H4: Customer satisfaction moderates the relationship between sensory marketing and
purchasing decisions.

Results
Table 2. Results (reliability and convergent validity)
Construct and measures Loading Cronbach’s alpha CR AVE
Touch items
X1.1 0.790
X1.2 0.858
X13 0.833 0.845 0.896 0.683
X1.4 0.824
Smell items
X2.1 0.775
X2.2 0.840
X2.3 0.878 0.834 0.890 0.670
X2.4 0.776
Vision items
X3.1 0.778
X3.2 0.804
X3.3 0.869 0.873 0.908 0.665
X3.4 0.884
X3.5 0.734
Hearing items
X4.1 0.750
X4.2 0.899
X4.3 0.892 0.881 0.919 0.741
X4.4 0.894
Taste items
X5.1 0.877
X5.2 0.921
X5.3 0.889 0.922 0.945 0.810
X5.4 0.912
Customer satisfaction
Y1 0.849
Y2 0.854
Y3 0.840 0.905 0.929 0.724
Y4 0.863
Y5 0.846
Purchase decision
71 0.903
Z2 0.837
73 0.884 0.916 0.937 0.748
74 0.848

75 0.851
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Measurement model assessment:

To assess the reliability and validity of the instrument and test the research Hypothesis. The
researchers used smart PLS 4. (PLS-SEM) (Raza et al., 2020), a variance-based approach, utilizes
the total variance to estimate the model parameters (Raza, 2020). This method is particularly useful
for analysing complex relationships and latent constructs in research studies (Hair et al., 2019).
Table 2 shows the reliability and convergent validity of the measurement.

Upon examining the results in Table 2, all the indicators were found to exhibit high factor
loadings, exceeding 0.7 consequently, no indicators were deleted.

According to (Hair et al., 2019) construct is considered to have convergent validity when its
average variance extracted (AVE) exceeds 0.50 (Adaileh et al., 2020). We observed that all the
constructs surpass the minimum recommended threshold, with AVE values exceeding (0.60).
Additionally, we conducted a composite reliability (CR) check and computed Cronbach’s alpha
(Madiawati& Pardede, 2023). Both these metrics indicate convergent validity when their values
exceed 0.70 according to (Hair et al., 2014; Hair et al., 2019).

To verify the discriminant validity of the first-order constructs, we employed the approach
outlined by (Fornell & Larcker, 1981; Raza et al., 2020). According to this method, the squared
correlation relative to the average variance extracted (AVE) should exceed the diagonal inter-
construct correlations. Table 3 illustrates the results of the Fornell and Larcker method, confirming
the discriminant validity.

Table 3. Discriminant validity - Fornell and Larcker (1981)

Constructs Touch Smell Vision Hearing Taste lestom.e r Pur(‘:hase
satisfaction decision
Touch 0.83
Smell 0.75 0.82
Vision 0.63 0.77 0.82
Hearing 0.57 0.53 0.67 0.86
Taste 0.49 0.41 0.53 0.85 0.9
Satisfaction 0.57 0.56 0.65 0.79 0.77 0.85
Purchase decision 0.57 0.57 0.66 0.72 0.69 0.85 0.87

Upon examining the values displayed on the main diagonal of Table 3, it becomes evident
that all the constructs satisfy Fornell and Larcker's (1981) criterion. Based on the findings, it can be
concluded that the measurement model utilized in this study is appropriate.

Structural model evaluation: The standard procedure for evaluating the structural model
involves several key elements. These include determining the coefficient of determination (R®),
assessing the blindfolding-based cross-validated redundancy measure (Q°), and examining the
statistical significance and relevance of path coefficients. These evaluations are typically conducted
at a significance level of 0.05. (Hair et al., 2019).

Table 4 shows the value of (R®) for the purchasing decision was (0.749). The (R®) for the
customer satisfaction was (0.650), which indicates that the model has predictive accuracy due to the
fact that these values are higher than the recommended minimum of 0.10.

Table 4. Result of R? & Q2

Constructs R? Adjusted R? Q2
Purchase Decision 0.75 0.75 0.59
Customer satisfaction 0.65 0.65 0.65

Another commonly employed test, known as the Stone-Geisser (Q°) test, was conducted to
assess predictive relevance for the constructs (Raza et al., 2020). The results of this test supported
the values of the second-order constructs, indicating that they were greater than zero and positive.
(Raza et al., 2020) This outcome signifies that this model possesses accurate predictive capabilities
(Hair et al., 2019).
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Hypothesis Testing: The model underwent testing using a partial least squares structural
equation model (PLS-SEM) analysis. Bootstrapping, with a maximum of 500 iterations, was
performed using SmartPLS 4.0 software. The results are illustrated in Figure 3. Table 5 shows the
results of hypothesis tests according to path analysis.

Hearing
xd.1 sz2 x43 xd.4 y1
0 ?50 0 ng 0. 892 O 29 4 Customer satisfaction 0349/'
1.1 2
B T o
x1.2 <0858 0.660 — 0.340-9 ¥3
0833 0863
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x24 Smell e 1
31 ¥ 0 903/' ,
. at
3.2 ‘\0.??3 08377
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0884 z
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s Vision ‘/o B?T 0' 921 0 889 o 912 z
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Taste
Figure 3. SEM model
Table 5. The hypotheses testing result
Hypotheses Pa.tl.l Standard T-statistics P value Test
coefficient  error outcome
H1.Sensory marketing — purchase decision 0.237 0.063 3.780 0.000  Supported
H2.Sensory marketing — customer satisfaction 0.807 0.023 35.260 0.000 Supported
H3.customer satisfaction — purchase decision 0.664 0.062 10.689 0.000 Supported
Specific indirect hypotheses assessing the moderator
H4.Sensory Marketing — 0.535 0.050 10.634  0.000 Supported

Customer satisfaction — Purchase Decision

According to (Hair et al., 2010) hypothesis should supported if its t-values is more than 1.65
and p-values are less than 0.05 (Raza et al., 2020). The results show that Sensory marketing have a
positive and direct effect on Purchase decision (Path coefficient = 0.237, t-values = 3.780, p value =
0.00), thus H1 is supported. Similarly, that Sensory marketing have a positive and direct effect on
customer satisfaction (Path coefficient = 0.807, t-values = 35.260, p-value = 0.00) the second
hypothesis was also accepted. Similarly, H3 is also supported, where customer satisfaction strongly
affects purchase decision (Path coefficient = 0.664, t-values = 10.634, p-value = 0.00). Finally, the
results showed that there is a significant moderating effect of customer satisfaction in the
relationship between sensory marketing and purchasing decision (Path coefficient = 0.535, t-values
= 10.634, p-values = 0.00).

Discussion

This paper investigated the relationship among three variables which are: Sensory marketing
(as an independent variable), Customer satisfaction (as a moderator), and Purchasing decision (as a
dependent variable). The study findings revealed that there is a positive relationship among all the
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research variables, and (Customer satisfaction) moderates the relationship between sensory
marketing and purchasing decision.

The study population is limited to Cairo governorate (the capital), which does not
represent the entire population of Egypt. For future research, It would be of great interest to apply
the same study model to other restaurants in Egypt. Researchers have provided several
recommendations for restaurants based on their findings. Firstly, they suggest utilizing elements
such as lighting, music, and interior design to create an appealing sensory experience that welcomes
and engages customers. Additionally, sensory elements like aroma, taste, and texture can be
incorporated into the dining experience to enhance its overall quality. Offering a diverse and
flavourful menu that stimulates customers' senses can leave a lasting impression. Presenting food
and beverages in visually enticing ways, using attractive plating techniques and garnishes, can
further enhance the appeal. Personalization is key, and tailoring the dining experience to individual
customer preferences can significantly improve customer satisfaction. Collecting data on customer
preferences can be valuable in providing personalized recommendations or special promotions
tailored to each customer, ensuring a more satisfying and personalized experience. It is also
important to educate and train restaurant staff on sensory marketing and customer satisfaction,
ensuring that they are knowledgeable about the menu and capable of making suitable
recommendations. Finally, providing excellent customer service throughout the dining experience is
crucial in creating a positive and memorable experience for customers.
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Appendix A: Questionnaire

1) Sensory Marketing (Independent Variable)

Touch items

* The menu offered by the restaurant contains a new combination of foods

* Prefer to accompany the dishes served in this restaurant with soft-touch scented napkins.

* The table surface in this restaurant is shiny and smooth.

* You believe that using soft seating in the restaurant helps you stay inside the restaurant for a longer
time.

Smell items

* The smell of foods in this restaurant is unique

* You enjoy your time in this restaurant because of the amazing odor of the place

* The food smell motivates you to try this restaurant without prior planning.

* The food smell increases your desire for eating.

Vision items

* The restaurant interior design has an effect on your psychology.

* Good lights nourish your mood.

* You prefer above- normal clean restaurants.

* The variety of foods offered in this restaurant is adequate comparing to other restaurants.

* Well-designed menus encourage you to buy more food.

Hearing items

* The surrounding music encourage your positive attitude during your visit in the restaurant.

* The surrounding music encourages you to spend more time in the restaurant.

* The surrounding music helps you to rewind some favorite memories.

* The surrounding music helps you to overcome the waiting time while preparing your order.
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Taste items

* The drinks and juices offered in this restaurant tastes better compared to other restaurants because
they are natural.

* The food in this restaurant tastes very delicious.

* The unique taste of food is the main reason behind you desire in ordering more food and enjoying
them.

* You repeat your order every time you visit this restaurant.

2) Customer Satisfaction (Moderating Variable)

* Employees care about customers’ needs and wants.

* Employees are able to provide good and friendly answer for customer’s complaint.

* Customers feel easy in using the offered service.

* The restaurant location is easily accessible.

* All of the employees are neat in their appearance.

3) Purchasing decision (Dependent Variable)

« I feel good about my decision to eat from this restaurant.

« I will positively recommend this restaurant brand to other people.

* | often eat from this restaurant.

* I intend to purchase again from this restaurant in the future.

* Overall, I am satisfied with my experience with this restaurant.
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Abstract. This study explores the evolving landscape of forensic accounting research (FAR)
through a combined content and bibliometric analysis. Utilizing the Scopus database and focusing
on publications from 1991 to 2023, and further analysed 16 literature reviews to extract key themes
and trends, we identified key research themes and trends within FAR. Our analysis reveals a shift
towards technology-driven fraud detection and prevention methods, emphasizing the use of data
analytics, artificial intelligence, and blockchain. Additionally, there is a growing recognition of the
human element in fraud, prompting research into behavioural and psychological factors influencing
fraudulent activities. The study also highlights the need for standardized forensic accounting
education and training programs to equip professionals with the necessary skills to combat
increasingly sophisticated financial crimes. Addressing regional disparities in expertise and
fostering international collaboration are crucial for advancing the field and promoting global
financial integrity. This research provides valuable insights for academics, practitioners, and
policymakers seeking to understand current trends and future directions within FAR.

Keywords: forensic accounting, fraud detection and prevention, research trends,
bibliometric analysis, content analysis.
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Introduction

Forensic accounting is a rapidly growing discipline applying accounting, audit, and
investigative skills with the objective of examining financial irregularities and, eventually, exposing
fraud (Rezaee, 2005; Singleton & Singleton, 2010). This, therefore, may be considered one of the
contributions of the forensic accountants to the maintenance of financial systems integrity, either
through financial crime investigations or in litigation and dispute resolution support (Brennan,
2005; Van Akkeren et al., 2013). In the recent past, the demand for forensic accounting services has
increased significantly with the sophistication of fraud schemes and the increased awareness of
financial misconduct (Honigsberg, 2020; Alshurafat et al., 2021a).

Forensic accounting research (FAR) represents one of the most important activities in
support of the development of the profession and effectiveness in the fight against fraud.
Additionally, FAR gives insights into trends in fraud, creates new techniques in fraud detection, and
describes how forensic accounting practices influence outcomes for practitioners, policymakers, and
educators. (DiGabriele & Huber, 2015; Ozili, 2023). FAR, on the other hand, allows a wider berth
for the explanation and rationalization of motives to commit fraud, otherwise useful for the design
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in even greater efficiency in fraud prevention strategies (Free & Murphy, 2015; Alshurafat et al.,
2023a).

In fact, several studies find literature review to be the value of the subject. For example,
Smith (2015) outlined in detail the history of development, elaborating on the current state of the
profession while Kramer et al. (2017) outline the evolving landscape of education in forensic
accounting. More recently, Kaur et al. (2022) undertook a systematic review on the contributions of
forensic accounting towards fraud detection and prevention. These reviews contribute fantastic
ideas within the box of a particular aspect. However, still, a comprehensive and recent analysis of
the global FAR scope is still lacking.

This research seeks to contribute toward filling this gap by conducting a literature review
that combines content and bibliometric analysis. This study reports a systematic review of academic
publications in the field of FAR, identifying major research themes and trends. We will also use
bibliometric methods to evaluate the diverse research contributions. This mixed-method approach
properly considers and summarizes the different perspectives of the current state of FAR and the
promising avenues for further research. This research may provide valuable insights into a dynamic
research environment and, therefore, shall prove a good source of information, much needed to be
looked upon by the researchers, practitioners, and policymakers interested in advancing the area of
forensic accounting and raising its effectiveness in fraud deterrence around the world.

Methods

The study was conducted within the scope of preparing a literature review on forensic
accounting, which amalgamated both content analysis and bibliometric analysis. These analytical
approaches were combined to deliver a comprehensive overview of the current research landscape
in forensic accounting, while emphasizing main trends, research gaps, and potential avenues for
future inquiry.

2.1. Bibliometric analysis

The first part of our analysis of the research area was through the use of bibliometric
analysis using VOSviewer. Definitely, for bibliometric analysis, it has some strength in displaying
research trends in forensic accounting and thus providing critical information on how the context
has changed over time. The conventional literature reviews buzz with such a quantitative approach
to provide objective, data-driven research trend insights (Ellegaard & Wallin, 2015; Zupic & Cater,
2015). One example of how the bibliometric analysis is useful is in the co-occurrence study of
author keywords. This is another very powerful technique to ascertain research trends. It enables the
extraction of clusters of terms that appear related and emerging research areas of forensic
accounting by finding out how specific keywords appear closely together with each other at high
frequency in publications (Cobo et al., 2011; Mingers & Leydesdorff, 2015). This approach would
illuminate the existence of hidden associations between apparently diverse topics and thereby bring
out the subtler dimensions of the intellectual structure in the field. The second approach applied in
the bibliometric analysis makes use of the co-occurrence of terms between titles and abstracts; this
method is yet another valuable approach in the identification of research trends. Titles and abstracts
are short summaries of research papers. Analysing term co-occurrence with that section gives us a
way to obtain the topics and themes that interest researchers (Rafols et al.,, 2010; Aria &
Cuccurullo, 2017). This might be particularly helpful in identifying emerging trends, as researchers
often would go to lengths to make evident the novelty and importance of their work in the title and
abstract.

We looked through the literature, using the Scopus database with the term "forensic
accounting" in the titles, abstracts, and keywords, to be able to extract data. Some fields of research
have been specified under the following heads: Business, Management, and Accounting;
Economics, Econometrics, and Finance. The year 2024 has been dropped since complete data was
not available for that year. This allowed data from 234 publications from 1991 to 2023. The below
identifier demonstrates how the search was made: TITLE-ABS-KEY ("forensic accounting") AND
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(EXCLUDE (PUBYEAR, 2024)) AND (LIMIT-TO (SUBJAREA, "BUSI") OR LIMIT-TO
(SUBJAREA, "ECON")).

2.2. Content analysis data

To further analyse the research area, the Content analysis was applied as a second part.
Literature reviews are useful frames in learning about research topics, especially when they are
analysed systemically. They offer a comprehensive overview of a given field or topic by
synthesizing the current knowledge in the area, showing the key findings, theoretical perspectives,
and methodological approaches (Boote & Beile, 2005). The content of literature reviewed is to be
analysed in such a way that the trends of research and gaps in knowledge or areas which call for
more investigation can be found (Pare & Kitsiou, 2017). This critical analysis also has the potential
to reveal conflicting pieces of evidence and diverse theoretical perspectives, thereby making room
for the growth of critical thinking, as it is utilized to give a nuanced discussion on the subject
(Webster & Watson, 2002). Thus, content analysis of literature review is a formidable means of
knowledge that could be effectively utilized in gaining knowledge, identifying research
opportunities, or understanding complex research topics.

After the extraction of the bibliometric data, we decided to analyse the literature review for
the next step. We then reviewed the articles from forensic accounting literature we have selected for
our review. At first, our search was limited to 234 studies but included 2024 studies after our
review. After a comprehensive investigation, only sixteen papers were selected to form part of the
evidence that aligns with the objectives set for the investigation. Table 1 below, the literature
reviewed for the analysis of content and their scope are indicated.

Table 1. The literature review used in content analysis

Author/Year Scope
Kasum (2012) The study reviewed literature on financial malpractices in developing countries, particularly
focusing on the Nigerian context.
Tiwari & Debnath (2017) The study reviewed literature on the skills and knowledge required for forensic accounting
practice, as well as the role of education and training in developing these skills.
Botes & Saadeh (2018) The study reviewed a wide range of publications, including academic articles, websites, and

Selimoglu & Altunel
(2020)
Akinbowale, et al. (2020)

Honigsberg (2020)

Al Shbeil et al. (2022)
Ismail, et al. (2022)
Kaur et al. (2022)
Malik & Al-Sartawi
(2023)

Alsadah & Al-Sartawi
(2023)

Capras & Achim (2023)
Ozili, P. K. (2023).
Alshurafat et al.
(2023a)

Ebrahim & Al-Sartawi
(2024)

Mejeran & Al-Sartawi
(2024)

media reports, to analyse how the term "forensic accounting” is used and defined in Australia,
New Zealand, and South Africa.

The study reviewed academic research on forensic accounting and fraud audit conducted in
Turkey during 2008-2018, including master's theses, PhD theses, articles, and books.

The study reviewed literature on effective forensic accounting techniques and anti-economic
crime policies.

The study reviewed literature, spanning from 1980 to 2013, on various quantitative and
behavioural techniques utilized in forensic accounting to predict financial misconduct.

The study reviewed literature on various aspects of the forensic accounting profession,
including its definition, scope of services, required skills, and educational frameworks.

The study reviewed literature on behavioural theories related to fraud, specifically the fraud
triangle theory and the triangle of fraud action theory, and their application.

The study reviewed the literature on various techniques and challenges associated with applying
forensic accounting in fraud detection and prevention.

The study reviewed literature on fraud detection and prevention techniques used in forensic
accounting, as well as the role of education and training in this field.

The study reviewed literature on the application of forensic accounting techniques in the context
of cybersecurity and cybercrime investigations.

The study reviewed literature on forensic accounting techniques and their application in
detecting and preventing financial statement manipulation in the Turkish context.

The study delved into research spanning from 2004 to 2022, encompassing a wide array of
facets within forensic accounting globally, such as fraud motivation, consequences, detection
methodologies, theoretical frameworks, skills, education, and jobs.

The literature review juxtaposed forensic accounting with Islamic Sharia and law in the
Jordanian context, emphasizing the incorporation of Islamic principles to enhance fraud
detection and prevention.

The study reviewed literature on the theoretical foundations of forensic accounting and
compared it to traditional auditing practices.

The study reviewed literature on the application of criminal accounting techniques in combating
fraud and corruption, particularly in the public sector.
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Results

The study's findings and their discussions are presented in this section. We first give the
findings from the bibliometric analysis, represented by the keyword co-occurrence analysis, and the
findings from the analysis of textual data. Next, we provide the content analysis's findings.

3.1. Research trends from key words Co-occurrence result

Table 1 contains information about the keyword co-occurrence within clusters regarding the
field of forensic accounting. The table has four clusters, which focus on diverse research areas. The
Table 2 contains keywords, total link strength (TLS), occurrences (OC), average publication year
(APY), and research focus/new research trends. This table offers insights into the distribution of
research topics and their evolution over time. In key words Co-occurrence result, Cluster 1 focuses
on fundamental concepts such as fraud detection, corporate governance, and internal control in
forensic accounting. The average publication year for this cluster ranges from 2016 to 2022,
indicating a continuous evolution of these foundational topics. For example, keywords such as
"fraud detection" and "corporate governance" exactly reflect the continued research interest in such
critical areas. Cluster 2 focuses on education and professional development in accounting. The
mean publication year is from 2014 to 2021. This supports that there is continuity with professional
development activities to raise the level of expertise and knowledge of forensic accountants. Cluster
3 focuses on "accounting education" and "professional development". Further, for fraud and
auditing, it is related to money laundering, corruption, and cyber fraud. In terms of 2017-2022,
within the last five years, the average year of cluster publications will show a recent increase in
interest in the cluster "Fraud" and its emerging topics. Meanwhile, the concepts of "money
laundering” and "corruption” are those that actually underline the need for the development of
issues relating to modern forensic accounting. Cluster 4 of the analysis examines those specific
fraud and financial crimes topics with the frameworks of the fraud triangle and the fraud diamond.

Table 2. Keyword Co-occurrences by cluster

Clusters Key Words TLS OoC APY Research focus /new research trends
forensic accounting 219 128 2018
fraud detection 32 13 2018
corporate governance 17 9 2018
internal control 13 7 2016
expert 11 7 2017
crime 12 6 2016
Benford's law 8 6 2019 = This cluster represents the core of
Jordan 9 6 2022 forensic accounting research, encom-
public sector 11 5 2017 passing fundamental concepts like fraud
information technology 10 5 2020 detection, corporate governance, and in-
skills 13 5 2021 ternal control. It also highlights the field's
Cluster 1 fraud N . . .
raud examination 6 4 2013 expansion into emerging areas such as in
financial reporting 12 4 2020 formation technology, skill development,
fraud prevention 12 4 2021 and specific regional contexts like Jordan
economic crime 8 4 2022 = Average Publication Year: 2016-2022
expert witness 4 3 2012
problem-based learning 7 3 2013
information management 7 3 2014
literature review 7 3 2019
experiential learning 5 3 2019
forensic audit 7 3 2021
terrorist financing 6 3 2023
Cluster 2 accounting education 19 9 2014 = This cluster centers on the education and
forensic accountant 24 9 2016 professional development of forensic ac-
ethics 9 5 2015 countants. It explores topics like account-
education 15 5 2018 ing education, ethical considerations, data
data analytics 11 5 2021 analytics skills, and the evolving role of
fraud investigation 11 4 2013 the profession.
regulation 11 4 2015 = Average Publication Year: 2014-2021
governance 7 4 2016
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profession 12 4 2019

big data 9 4 2020

training 4 3 2015

certifications 9 3 2016

professional scepticism 7 3 2018

critical thinking 6 3 2019

fraud 100 42 2017

auditing 65 25 2018

accounting 35 13 2017

money laundering 23 7 2019 = This cluster delves into the crucial areas

auditor 11 5 2020 of fraud and auditing within forensic ac-

forensic accounting 14 5 2021 counting. It covers topics like money
Cluster 3 education laundering, corruption, cyberfraud, and

forensic 5 4 2014 the role of auditors in detecting and pre-

investigation 15 4 2018 venting financial crimes.

corruption 18 4 2021 =  Average Publication Year: 2017-2022

cyberfraud 11 4 2022

banking 8 3 2018

big data analytics 8 3 2020

fraud triangle 20 9 2019

financial fraud 11 4 2020 = This cluster investigates specific types of

white collar crime 20 4 2021 fraud and financial crimes, including the
Cluster 4 fraud diamond 13 4 2022 fraud triangle framework, financial fraud,

whistleblowing 5 3 2019 white-collar crime, and fraudulent finan-

financial crimes 6 3 2019 cial reporting.

fraudulent financial 8 3 2021 = Average Publication Year: 2019-2022

reporting

Abbreviation: TLS: Total link strength; OC: Occurrences; APY: Average Publication Year

Table 3 provides the co-occurrences of text data by cluster, which probes deeper into the
research line based on terms contained in the titles and abstracts of the 234 publications. In this
aspect, it is similar to Table 2 in that its clusters are delineated by terms, TLS, OC, APY, and
research focus/new research trends. Table 2 focuses on the textual contents of research publications,
throwing more light on methodologies, theories, and practical implications underpinning forensic
accounting research. Table 3 further elaborates themes such as research methodology, professional
development, case studies, and organizational issues. These findings would recommend an
interdisciplinary approach to the research of forensic accounting, which embraces insights from
disciplines like psychology, law, and information technology (Alshurafat et al., 2019; Ismaila et al.,
2023). In addition, it highlights practical implications and tools that further bring out research
outcomes to best be of action-based results useful for practice and policy in forensic accounting
(Odeyemi et al., 2024).

Table 3. Text data Co-occurrences by cluster

Clusters Terms TLS ocC APY Research focus /new research trends
Cluster 1  design methodology approach 356 47 2019 = This cluster highlights the growing em-

originality value 351 47 2019 phasis on research methodology and
practitioner 241 40 2018 professional development within
literature 214 37 2019 forensic accounting. The keywords
auditor 202 37 2018 suggest a focus on establishing rigor-
skill 246 35 2018 ous research practices, developing
profession 226 35 2018 practical tools and techniques, and en-
questionnaire 197 35 2019 hancing the skills and knowledge of
practical implication 255 31 2018 practitioners.
tool 182 30 2019 = Average Publication Year: 2018-2019
development 189 29 2019
relationship 158 29 2018
need 185 28 2018
country 159 26 2018
fraud detection 160 25 2017

sample 150 24 2020
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ability 134 24 2016

experience 111 22 2017

detection 115 18 2019

research limitations implication 155 17 2019

forensic accounting education 131 17 2018

researcher 106 17 2018

case 468 80 2015

student 398 64 2016

area 325 44 2017

information 307 43 2017

ICS(;I:IQ igg gé 5812 = This cluster centres around the applica-

P?‘“yt. 247 35 2016 tion of forensic accounting within or-
g;%?gilz; ton 232 35 2017 ganizations and the broader context of
perspective 274 31 2018 business and law. The keywords sug-
Cluster2 understanding 219 30 2017 gest a focus on case studies, student

law 205 30 2017 iearnlqg, and unt}lers.tandm.g the role .Of
orensic accounting in various organiz-

E:las?igse;nem 13? ;Z 3813 ational issues such as fraud, internal

. control, and legal compliance.

iorﬁgser;lnlty 12? ;3 ;812 = Average Publication Year: 2015-2017

concept 127 22 2016

employee 147 21 2017

internal control 163 19 2016

forensic accounting course 91 18 2015

Abbreviation: TLS: Total link strength; OC: Occurrences; APY: Average Publication Year

According to the findings synthesized in Tables 2 and 3, this field of FAR reflects a multi-
focused domain based on theoretical frameworks for practical applications and methodological
developments occurring within the same domain. Future research endeavours in the field are likely
to continue exploring emerging issues such as technological innovations, regulatory changes, and
global trends shaping forensic accounting practice. Second, there is a growing need for longitudinal
research to be conducted, monitoring the effectiveness of the strategies to detect and deter fraud
over time. Cross-national comparative research will be needed that allows for an understanding of
cultural variance in forensic accounting practices. Lastly, it will be very important to further
knowledge with integration through different perspectives and methodologies in finding solutions to
complex challenges in forensic accounting. The average publication year for each result of the
analysed table will help identify the evolution of research in forensic accounting. The following are
the stages in the evolution steps:

Early Stage (Pre-2016): Foundational Phase. The main focus is on preparing foundational
basics for principles, applications, and educational frameworks of forensic accounting. The key
Activities in this stage focus on the development of educational resources and the preparation of
case studies in organizational perspective having core concepts related to fraud, auditing, and
financial investigation.

Mid Stage (2016-2019): Specialization and Expansion. This was a phase that could
symbolize the teenage years for this field, with a renewed focus on new specializations and
exploring new areas to apply its methodologies. The key Activities in this stage focus on developing
better research methodologies, with a focus on professional development and training, looking at
emerging technologies in forensic accounting and its use, and adapting them into their operations in
regional settings and specific financial crimes.

Later Stage (2020-2023): Refinement and Innovation Phase. This trend of FAR will take on
a progressive trend as more challenges unfold and new techniques are adopted. The key Activities
in this stage focus on critical review and, where appropriate, development of new approaches and
tools, competencies development for changing needs, and specific categories of financial crime
(e.g., cybercrime, money laundering).
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3.2. Research trends from content analysis result

In conjunction with the findings from the bibliometric analysis, content analysis provides us
with an outlook complementary to current FAR trends. Four fundamental groupings serve as a
summary of the research directions identified by this analysis.

A. Forensic Accounting in the Digital Age:

Some scholars, including Akinbowale et al. (2020), Kilic (2020), Ozturk and Usul (2020),
and Kaur et al. (2022), take up the increasing role of technology in ensuring that detection and
prevention of fraud happens. The researchers specifically delve into the respective applications of
artificial intelligence (AI) and machine learning (ML) for anomalous tasks such as anomaly
detection, predictive modelling, and evidence analysis. All these technologies raise very serious
ethical questions, particularly with issues such as the bias in algorithms and the potential for misuse
of such software (Martin, 2019). Moreover, is becoming increasingly important that studies look
into the role of forensic accountants in handling issues related to cybercrime, cryptocurrency fraud,
and dark web investigations (Alsadah & Al-Sartawi, 2023). Therefore, expect further research work
in this field to be conducted, focusing on research on the increased examination of the influence of
selected individual digital technologies on practices in forensic accounting; among such
technologies under consideration would include data analytics, Al, and blockchain. This is done
through developing and testing new algorithms for fraud detection, exploring the deployment of Al
in evidence analysis, and even researching how blockchain can be used in securing financial
transactions to prevent fraud. Of very practical importance, these researches can, therefore, assist
the forensic accountants in using technology to improve effectiveness and efficiency in carrying out
fraud investigations ahead of the technology-savvy fraudsters.

B. The Human Element in Fraud:

Studies such as Murphy & Dacin (2011), Schrand and Zechman (2012), Honigsberg (2020),
Kaur et al. (2022), and Alshurafat et al. (2023a) all stressed the behavioural and psychological
aspects in fraud. The psychological and behavioural aspects of fraud would be interpreted and used
as a tool to develop applicable strategies for its prevention. The research would further consider
what the influence of personality traits and cognitive bias, along with organizational culture,
exercises on influencing factors towards fraud would be. On the other hand, the role of social and
cultural factors would need to be further assessed within different regions. This would provide an
opportunity for designing the targeting interventions among which include ethics training programs
and corporate governance reforms among others that would be able to help in reducing the level of
fraud. From a pragmatic view, this research will help organizations develop a more focused and
effective fraud prevention strategy based on the human element associated with fraudulent
behaviour.

C. Forensic Accounting Education and Training:

The work of Seda and Kramer (2014, 2015), Kern and Weber (2016), Kaur et al. (2022), and
Alshurafat et al. (2023b), relate to improved and standardized training in forensic accounting. The
current direction in research is to evaluate the effectiveness of current programs on forensic
accounting and outline those that need standardization with theoretical knowledge, practical skills,
technology, digitization analysis, and analytical proficiency. This could also mean the development
of new, creative didactic approaches in teaching, like case-based learning or simulations, that
strengthen student involvement and at the same time enable teaching the students how to handle
such situations in real life. Moreover, one must also think of the necessity of introducing
innovations in the curriculum such as data analysis software and virtual reality environments. The
practical significance of these studies is that they would make sure that forensic accounting
professionals are being subjected to the training of high-quality and uniform, which, in turn, would
prepare them with sufficient skills for countering fraud.

D. Addressing Regional Disparities in Forensic Accounting:
Studies by Huber (2012), Modugu and Anyaduba (2013), Mojsoska and Dujovski (2015),
and Kaur et al. (2022) indicated the uneven development of the forensic accounting profession in



84 P-ISSN: 2754-6209 « E-ISSN: 2754-6217 « Economics and Finance.Vol.12.Issue 2/2024

various regions. Research in this category focused on a few areas. These included exploring the
reasons behind regional discrepancies in forensic accounting, such as looking into the availability of
educational resources and training and development opportunities for professionals; hence, there is
a call for a concentrated research effort to be able to find out the reasons that lead to the uneven
development of expertise in forensic accounting in regions. Comparative studies, therefore,
contribute to the best practices and models of success, applicable to adopt for promoting the
profession among the population in underserved areas (Alshurafat, 2021). Additionally,
investigating the impact of legal frameworks, regulatory environments, and cultural factors on the
development of forensic accounting can inform targeted interventions and capacity-building
initiatives. International collaboration and knowledge-sharing programs may be able to play a
critical role in bridging this gap to promote more harmonization of standards and practices. In
practical significance, these studies will go a long way toward bridging the gap concerning forensic
accounting expertise among regions.

Conclusion

This review of FAR illuminates exposing the dynamism currently characteristic of the field.
The study establishes some of the key themes and trends that signal a marked shift from
foundational concepts to tech-driven methods of fraud detection and prevention. data analytics, Al,
and blockchain emerge as new tools for forensic accountants in constant battle against ever more
sophisticated financial crimes Far also acknowledges the persistence of the human element in fraud.
A good understanding of the behavioural and psychological influencing factors for corrupt activities
gives a huge motivation toward developing targeted interventions to foster ethical decision-making
within organizations.

Thus, several promising paths for continued exploration and growth suggest that FAR is
likely to take a future trajectory. Continual refinement and innovation will be required in the
technological tools, all while addressing ethical considerations and misuses. Furthermore, the
integration of psychological, criminological, and data science research would be a way of rounding
up the understanding of fraud and a way through which effective approaches to fraud prevention
can be improved. Education and training are some of the most outstanding features of FAR
development. There should be general programs of education providing these specialists with all the
necessary competencies and knowledge for the area of operation. This will further bridge the
regional expertise disparities through international collaboration and knowledge-sharing initiatives
that will spur global financial integrity and harmonization of standards. The increasing need for
skilled forensic accountants, therefore, requires strengthened partnerships between academia and
industry practitioners, including the regulatory bodies. This is likely to help research findings be
translated into practical applications that will affect the future impact of the field.

Finally, FAR has a very promising growth and influence in the near future. In an
environment in which financial crimes continue to morph into more convoluted variants, forensic
accounting will also develop new and creative ways that use technology and interdisciplinary know-
how to protect the integrity of financial systems as a contribution to a just and ethical global
economy.
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