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Abstract 

Purpose: This study aims to design a set of perceptions and logical visions that are compatible 
with all expected tax treatments of corporate donations. Design / Approach / Methodology: 
Depending on the logical justifications- to a large extent, this study relied on the personal 
judgment″ diligence″ of the researcher who visualized all the expected visions about the 
interpretation of the meaning and connotation of the term corporate donations, and identified tax 
treatments that are consistent with the content of those visions. Findings: In the language of 
business, there are six visions on the interpretation of the meaning of the term corporate donation, 
and each vision has a specific tax treatment consistent with its content.  Originality/Value: This 
study will contribute to intellectual enrichment in the field of tax legislation. The meaning and 
connotation of the term corporate donation can be interpreted according to the general 
perception- which is the common interpretation, and the specialized perceptions in the language 
of business. The specialized visions will contribute to giving legislative bodies -in the field of tax 
legislation, a better opportunity to understand the term corporate donation in a more accurate 
and in-depth way. This intellectual enrichment may contribute to the development of tax laws 
related to corporate donations. 
Keywords: Corporate Philanthropy. Corporate Social Responsibility (CSR). Corporate Donations 
.Tax Treatment. Tax Incentives.  Advantages and Disadvantages.  
 

INTRODUCTION 

According to tax laws in most countries of the world, corporate donations are treated as follows: 
Reducing the value of taxable income by the value of a part of those donations, as an incentive 
for these companies to continue their charitable spending. What is the vision or perception 
adopted by legislative bodies in explaining the meaning of the term "corporate donations", from 
which this treatment emerged? In other words, how do legislative bodies interpret the meaning 
of the term" corporate donation"? There may not be an accurate answer to this inquiry. There is a 
belief in the researcher's mind that the tax incentives are given to donor corporations as an 
incentive only " just as an incentive", without an accurate and clear perception for the legislative 
bodies about the interpretation of the meaning and connotation of the term "corporate donations", 
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on the basis of which those incentives were granted except for the general meaning or the more 
broad concept in the interpretation of the meaning of the term" corporate donations".                                                                                         

The term "corporate donation" has a general meaning and several specialized meanings - more 
accurate than the common general meaning. The general meaning of the term corporate donation 
indicates that "corporate donations are charitable activities that are performed voluntarily by 
corporations, aiming to achieve social benefits for certain sects in society or society as a whole". 
As for the specialized meanings" in business language," they are more accurate than the general 
meaning regarding the interpretation and determination of the meaning and connotation of this 
term. Those meanings that may only be understood by specialists in field of the business. These 
meanings can be inferred through careful analysis and a deep understanding of the impacts that 
these donations can make in business. In fact, specialized meanings do not conflict with the 
general meaning in the interpretation and definition of the term "corporate donations", but they 
are more precise and specialized. The meaning and connotation of the term "corporate donation" 
can be defined according to the general perspective and professional perspectives" specialists' 
visions." According to an professional perspective" specialist perspectives ", corporate donations 
can be seen from more than one angle - which may not be perceived by the legislative bodies. 
Each angle interprets the meaning and connotation of the term "corporate donations" in a way 
that differs from other perceptions" "interpretations" that can emerge from other angles. Through 
the study and evaluation of some laws on tax treatment of corporate donations to some countries 
(such as Libya, Egypt, Syria, etc. "), it was found that these laws were issued in accordance with 
the general meaning of the term "corporate donations". There are no precise specialized 
interpretations to explain the meaning and connotation of the term within the texts of these laws 
and their implementing regulations. Most of the world's laws focus their attention on "reducing 
taxable income by the value of a part of the donations granted, as an incentive for donor 
corporations to continue making more donations to their communities." This remarkable 
similarity in tax treatment laws for corporate donations in most countries of the world is a clear 
indication of the lack of legislative bodies in those countries for more specialized and accurate 
visions and perceptions about interpreting the meaning and connotation of the term corporate 
donations in the language of business (just a belief that cannot be proven or denied.). The various 
visions and perceptions - portrayed by the researcher, regarding the interpretation of the 
meaning and connotation of the term "corporate donations" - from which several different tax 
treatments can emerge,  which may be unaware by legislative bodies and even specialists (it 
cannot be definitively confirmed) because these visions and perceptions are the product of the 
researcher's philosophy based on careful analysis and deep understanding of the meanings that 
can be deduced from the effects that can be produced by corporate donations in the field of 
business and that can be used to explain its precise meanings. 

PROBLEM DESCRIPTION 

Pre-tax deductions are the most common incentive method. The tax treatment that requires 
corporate donations to be deducted from taxable income - within the permissible limits, is a 
treatment adopted by many corporate income tax laws in many countries of the world, including 
the Libya. The question raised by the researcher in this study is what is the vision or logical 
conception to explain the meaning and connotation of the term corporate donation, which is 
consistent with this treatment? The answer to this question by legislative bodies may be 
consistent with the general meaning of the interpretation of the meaning and connotation of the 
term corporate donation, which is″ Corporate donations are charitable activities that are 
performed voluntarily by corporations, aiming to achieve social benefits for certain sects in 
society or society as a whole.″ In order to encourage donor corporations to continue their 
charitable activities, laws allow granting tax incentives to them. And since there are several tax 
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treatments for exemptions in exchange for those donations, and each treatment stems from a 
specific perception to explain the meaning and connotation of the term corporate donations, so 
the general meaning is not in harmony with the essence of the tax treatment referred to above. 
As the deduction can be from the value of the taxable income or from the value of the tax invoice 
"income tax.″ In order to find a specialized and accurate vision to explain the meaning of the term 
corporate donations, which corresponds to that treatment, the researcher imagines all the visions 
about the interpretation of the meaning and connotation of the term corporate donations that can 
be adopted by legislative bodies and through which tax treatments emerge. The better visions 
that matches that treatment is: Donations as if they are Operating Expenses "conditional Tax 
Incentive and Donations as if they are joint cost.″ 

A variety of tax treatment methods for corporate donations- including tax exemptions adopted 
by most countries of the world, in order to motivate donor corporations to continue making more 
donations to their communities in which they operate, those tax Treatments are:1) Ignoring those 
donations when determining corporate income tax; 2 ) Allowing the total value of donations to 
be deducted from taxable income; 3 ) Permission to deduct a portion of the donation from taxable 
income; 4 ) Permission to deduct a portion of the donation from tax invoice "income tax"; 5 ) 
Allowing the total value of donations to be deducted from tax invoice "income tax" over a period 
of several years (given that the donations are interest-free loans that must be returned in 
installments that are deducted from the annual income tax). In fact, these treatments are 
consistent with logical visions about the interpretation of the meaning and connotation of the 
term corporate donations, which may be unknown to many specialists in the field of tax 
legislation in many countries of the world. The economic reality may impose on the state to adopt 
a specific tax treatment in line with its economic conditions in order to achieve its public interest. 
And this is normal. Regardless of the state’s need to adopt any method that serves its economic 
interests, these treatments hide behind them many visions and logical perceptions about 
interpreting the meaning and connotation of the term corporate donations that may be unknown 
to many specialists in the field of tax legislation. Knowing those visions that are consistent with 
those tax treatments may contribute to an increase in knowledge enrichment in the corridors of 
many legislative bodies. This knowledge may contribute to the development of corporate income 
tax laws, specifically with regard to tax treatments for corporate donations. 

LITERATURE REVIEW 

The Corporate Social Responsibility (CSR) 

The idea of CSR is nothing new. The new is the evolution that has occurred in the content of its 
thought over time. CSR - which means the need to conduct business in a socially responsible 
manner, evolved from an era of philanthropic initiatives to an era of strategies and policies that 
meet the needs and ambitions of the communities in which they operate. CSR was no more than 
philanthropic initiatives by employers to help workers and the poor. Improving working 
conditions, consumer protection and welfare, environment protection, interacting with 
community issues and aspirations, compliance with all sustainable development requirements 
represents the recent salient developments in CSR thought.                                                                              

The charity provided by the employers to the poor and their employees in the past centuries has 
had a great impact on the emergence of CSR thought. These initiatives were indirectly indicating 
the existence of rights for others (other than shareholders or owners, and the government) in 
corporate profits. Those rights imposed by the concept of social contract theory. Among the 
general public, there is still confusion between the concept of philanthropic responsibility and 
CSR. The first is considered one of the components of the second. It contributed to its 
development. Development does not only include the concept of CSR, but also encompassed the 
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concept of philanthropy - as one of its components, to transform from a mere practice into an 
effective strategy.                                                                                                              

There are many definitions of CSR with similar meanings. In this study, the researcher has 
developed a definition that includes almost all those meanings. The researcher defines CSR in its 
general sense as follows: Corporate Social Responsibility (CSR) means exercising economic 
activities (by corporations) with legal guidance and ethical behavior, when achieving their 
desired goals that ensure the growth and continuity for them. Taking into account compliance 
with the following requirements: Contributing to the continuation of life and improving its 
quality, and achieving prosperity on the planet Earth for present and future generations; Not to 
inflict material and moral damage on others, and serious interaction with them to achieve 
common interests, and belief that they are an important and irreplaceable part to ensure the 
process of their continuation and achievement of their objectives; Commitment to everything that 
makes life organized in the environment in which they work. 

Corporate Philanthropic Responsibilities 

The philanthropic responsibilities are the voluntary responsibilities of the enterprise. They reflect 
the current expectations of the public towards the enterprise. These volunteering activities are 
animated only by the desire of the enterprise to involve itself in community activities which are 
not imposed or requested by law and which generally are not to be expected from an enterprise, 
in an ethical way. The public expects that an enterprise should involve in philanthropic actions 
and thus this category becomes a part of the social agreement between the enterprise and the 
society. Such activities can include donations of goods and services, volunteering activity, the 
involvement of the enterprise or of its employees in the community or of the stakeholders. 
Philanthropy includes those corporate actions which answer to the society’s expectations, 
according to which the enterprises are good corporate citizens. This includes the efficient 
commitment in actions or programs of promoting the welfare or the human good will 
(Grigore,2010 : 170; Carroll, 2016: 4). The researcher defines philanthropic responsibility as a 
component of CSR as follows: It is a set of the initiatives that includes philanthropic "material 
and non-material donations" that contribute to improving the quality of life within the 
communities in which they operate, which is voluntarily provided by corporations without any 
legal coercion, in response to the aspirations of contemporary societies and their urgent desires 
to develop the role of corporations to be the ideal partner who will bear part of their  worries and 
problems due to the inability of governments - in most countries of the world, to meet all the 
needs of their contemporary societies and achieve all their aspirations.  

Corporate Philanthropy" Corporate Giving / Corporate Donation″ 

Charitable corporate donations (subsumed sometimes under the wider concept of Corporate 
Social Responsibility) have often been seen as a way of giving back to the society within which a 
corporate entity operates in order to engender goodwill and promote a positive corporate image 
of the company among the citizenry. Behind this facade of promoting good relations however, 
there may be an ulterior motive of exploiting the tax advantage such adventure confers on the 
corporate donor ( Odubunmi, 2018:19 ).                                                                                                             

Philanthropy is a term connected with the American tradition of charitable giving. At first it was 
associated with a person- philanthropist, but today the term corporate philanthropy is more 
developed, meaning business sector’s voluntary giving (Mihaljevic and Tokic ,2015: 804). 
Philanthropy stems from the Greek word which means love of humanity. Popular interpretations 
today refer to private initiatives for public good (J. W. Gardner) or initiatives directed at the 
improvement in the quality of human life (Robert Bremner). Colloquially, philanthropy is most 
commonly used interchangeably with charitable giving. – WINGS (John et al, 2017: 136). 
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Corporate philanthropy is the act of corporations donating a portion of their profits or resources 
to various non-profit organizations (Madrakhimova, 2013: 125).This definition may be consistent 
with the laws in some countries that require the payment of donations to nonprofit organizations 
to prevent fraud and deception. This definition is limited, it excludes direct  donations to poor 
people, completion of some public projects such as building schools and hospitals, etc. as well as 
non-material help for the public good" volunteer work ", unless the laws of the State so require, 
where the public interest so requires. Here, nonprofits will play the role of mediator. Another 
definition is: The use of discretionary financial and human resources for primarily public benefit, 
while recognizing that impact might also accrue for the company’s shareholders and employees 
(John et al,2017: 133).The researcher defines corporate philanthropy (corporate giving or 
corporate donation) as follows: It is all material  donations" money, assets  and goods" and non-
material "services ", which are provided to nonprofit organizations or the poor and the needy or 
for the public good to improve the quality of life in the community. This may result in the 
achievement benefits for corporations such as exemptions and tax incentives, in addition to 
enhancing the competitive advantage. There is increasing interest by corporations in their 
philanthropic responsibility, especially in developed countries, where many studies have shown 
that corporate giving has been on the rise in recent years. For example, a study on corporate 
donations in the United States in 2005 has shown that 62 biggest companies in the U.S. gave $8.4 
billion last year, an increase of 14% from 2004. Also, 87% of the companies surveyed indicated 
that they have an employee volunteer program, with 44% of them offering paid time off to 
employees who volunteer (Man, 2006: 1; Perry,2006 ).The global survey of CSR spending over the 
period 2011 – 2013 by Dattani et al. (2015) revealed that the top 10 most generous companies 
worldwide gave US$ 17.7 trillion towards CSR spending annually. An estimated 28 percent of 
this sum (nearly US$5 trillion) was in the form of grants rather than in-kind donations or 
volunteering (John et al, 2017:18).Donations may be a stone for more than a bird "more than a 
purpose. "They may hide behind them many unwanted behaviors, in addition to legitimate 
purposes. The purpose of the donation depends on the intentions of the donor. In general, 
donations can be a tool to achieve the following purposes: Embezzlement "collusive 
embezzlement"; Tax evasion; Political gains; Tax incentives; Competitive advantage; Improving 
the quality of life; Distracting the attention of the public opinion on a particular issue; To reduce 
or avoid losses resulting from obsolescence or expiration of inventory (Saleh, 2020: 89-93). 

What Might Be Hidden Behind The Corporate Monetary And In-Kind Donations?                                                                                                                        

Donations may be a stone for more than a bird "more than a purpose." They may hide behind 
them many unwanted behaviors, in addition to legitimate purposes. The purpose of the donation 
depends on the intentions of the donor. In general, donations can be a tool to achieve the 
following purposes:                                             

Embezzlement "Collusive Embezzlement" 

Donations may be used as a means of embezzlement through the collusion of both the 
management of the corporation and the recipient of the donations" a charity\ charitable 
organization". This unethical behavior occurs as a result of the following factors: (1) Separation 
of ownership from management; (2) A malicious administration manages the affairs of the 
corporation; (3) Weak internal and external control systems; (4) Excessive trust given to 
management.    

Tax Evasion  

It can be achieved through subsidies received by individuals, charities and NPOs for false 
declarations of charitable donations. Taxpayers in many developed countries can deduct 
donations to charities from their income tax and reduce their tax liabilities by reporting higher 
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cash or gift donations (e.g. clothes, cars) to charities than they have actually made, and thus evade 
income tax (Nell,n.d :7). Donations of the corporations may be one of the tools of economic crimes 
such as tax evasion and smuggling of money, etc. In Russia, the law was far imperfect, as stated 
by many educated people in the issues of taxation. In the early 2000s, the government began to 
deal with this state of affairs as a result of the abolition of many benefits for donors. Before a 
period of directing up to 5% of their income to charity, this legislation establishes that donation 
by firms and organizations can only occur at the expense of net profit. The Ministry of Finance 
has decided that companies providing charitable activities through the provision of free services 
or delivery of goods are exempted from VAT, but payments to the state treasury is not reduced. 
In order to avoid the transfer of funds through bogus charities against government charity, 
double taxation was introduced. According to the Tax Code of the Russian Federation, donation 
recipients have to pay income tax, but people can avoid it if they obtain grant in the field of 
education, science, culture and art (Madrakhimova, 2013: 128). On 5 December 2015, Al-Sharq 
Al-Awsat published an article entitled" Donations by America's billionaires: Are they donations 
or tax avoidance?" This article discussed the suspicions surrounding the America's billionaires, 
the policy of "giving by the right hand and taking by the left hand" and the economic benefits 
that will be gained by those billionaires (Al-Kholi,2015). 

Political Gains 

The donation for the purpose of political gains is an acquisition of the influence of the government 
and its administrative agencies, and use that influence in order to pressure the government to 
make decisions in favor of the donor corporations. Philanthropy may be a way for political 
businessmen to gain power, where their charitable work will help to show them as good men 
who are good at managing their country's affairs. Bertrand et al in their study in 2018 in the USA, 
their empirical results implied that 8.8 percent of corporate charitable giving is politically 
motivated.  

Tax Incentives 

In many countries, charitable contributions benefit from a favorable tax treatment that may take 
the form of a deduction from taxable income or of a tax credit. Recently, these tax incentives have 
been further promoted by the governments of several European countries, as a way to increase 
private funding for fields like education, research and culture(Fack and Landais,2010: 
117)."Charitable giving by individuals and businesses is an important source of funding for 
nonprofit organizations. These charitable donations are influenced by various factors. For donors 
in the state of Michigan." Some of the more common reasons to give to nonprofits are to help 
others, to support an organization or cause they believe in, and felt it is morally obligatory to 
contribute." While these factors vary for each individual or business, research indicates that tax 
implications influence the size of the donation. Donors receive economic benefit from a reduction 
in the amount of paid taxes. The motivation to reduce taxes by contributing to a nonprofit is 
known in economic terms as a tax incentive. The most common tax incentives are either tax 
deductions or tax credits, as in USA "(Enders, n.d.). In developed countries, governments have 
recognized the importance of donations to charities or nonprofit organizations in solving many 
social problems and also to encourage corporations to continue their noble activities. Many tax-
related laws have been reformed and improved in those countries, while in other countries - 
especially in developing countries - claims are still increasing the need to amend the tax laws to 
be consistent with charity. The United Kingdom, the United States, Canada and Australia, since 
the beginning of their income tax regimes, have all permitted a deduction or tax credit for gifts 
to certain public purpose organizations. In the last decade all these countries have used policy 
measures such as nonprofit fundraising capacity building, publicity campaigns and tax 
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incentives to encourage philanthropy (Lyons and Passey,2006 ; McGregor-Lowndes et al, 2006: 
496).  

Competitive Advantage 

Increasingly, philanthropy is used as a form of public relations or advertisement to promote a 
company’s image or brand through cause related marketing or other high-profile sponsorships- 
arguing that “social and economic goals are not inherently conflicting, but integrally connected 
(Porter and Kramer, 2002: 1). Whereas philanthropy can be a source of competitive advantage 
(Porter and Kramer,2002 1; Henderson and Malani, 2008: 7).  

Improving the Quality of Life 

Corporate philanthropy is a key component of a corporation’s broader social responsibility, and 
includes cash gifts, product donations, and employee volunteerism. It serves as a major link 
between the corporation and its communities. Corporations support their communities in 
numerous ways––foundation giving, providing local volunteers, donating goods and services, 
and even pro bono assistance (without charge). Corporations work hard to help improve the 
quality of life in their communities and have a strong sense of responsibility to the people in their 
communities (JA Worldwide\online). Donations provided  by corporations to non-profit 
organizations are often used to achieve the following goals: (1) Contributing to solving the social 
problems of certain categories of people within communities such as orphans, elders, alcoholics 
and drug abusers, etc.(2) Economic assistance to the poor and needy within communities.(3) 
Combating some negative phenomena within societies and correction of deviant behaviors.(4) 
Supporting public attitudes and issues that are in the interest of society.(5) Supporting public 
awareness and educational programs on some issues within societies.(6) Combating all types of 
pollution "environmental / moral / noise, etc ." resulting from economic and technical 
developments.(7) Completing some other projects such as construction, maintenance and 
development which are in the interest of society. Certainly, these achievements will contribute to 
improving the quality of life within these communities. 

Distracting the Attention of the Public Opinion on a Particular Issue 

Through charitable donations and using excessive media propaganda, some corporations try to 
distract the public opinion about some of the scandals and immoral practices they have 
committed, or due to the nature of harmful products produced by those corporations" such as 
the tobacco and alcohol industry," or as a result of environmental damage caused by those 
corporations, , in order to alleviate the anger of the public towards those corporations in an 
attempt to convince the public that they are good citizens, their benefits for the society " financial 
support provided by them " are more than their harms.                                                                                                                                                                      

To Reduce or Avoid Losses Resulting From Obsolescence or Expiration of Inventory 

When the inventory (products/ machines/ materials, etc.) expiration date is close to completion, 
or when the inventory is outdated due to the emergence of new models "as in clothes," 
corporations will try to get rid of it with the least amount of economic losses, by donating the 
stock and achieving tax savings.                

 

                   

Income Tax and CSR 

Income tax is a key source of funds that the government uses to fund its activities and serve the 
public. Those funds of the taxes are part of the revenues of the state government, without those 
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funds the government cannot manage the state affairs. Corporations must be committed to 
supply" pay" the value of taxes to the tax administration "tax authority." That commitment comes 
from the reality of the legal responsibility of corporations to the community and its institutions. 
Also, non-compliance with tax laws and tax evasion by corporations mean facing sanctions in 
accordance with the law of the State's economic crimes." Academics have advocated including 
the paying of taxes in CSR. For example, the American professor Avi-Yonah adamantly maintains 
that companies bear a social responsibility that includes loyally paying taxes. He also argues in 
favor of companies refraining from business transactions whose sole objective is to minimize 
taxes" (Avi-Yonah, 2014; Svernlöv, 2016: 8).On the contrary, in recent years, there have been calls 
for the development of tax laws on corporate income in many countries of the world. This calls 
for the need to change the Laws to conform to the strengthening requirements of the idea of 
practice of CSR by corporations through the creation of a system of incentives to achieve tax 
justice among the corporations and contributes to encouraging corporations to adopt the idea of 
social responsibility. For example, Jordanian Al Rai newspaper published an article on 18 - 11- 
2014 under the title" The private sector calls for legislation to stimulate the adoption of the idea 
of CSR." Also, there were some actual initiatives in many countries aimed at reforming tax 
systems, for example,   tax reform  in France in 2003 about  incentives for corporate giving \ 
corporate philanthropy ( Lordemus, 2013: 16).The Sudaress website published an article in 2013 
under the title "Donations for Taxes". This article was an invitation to the Sudanese government 
to develop the tax code to encourage taxpayers to donate as is the case in the United States. This 
article stressed the need to find a law that allows deducting the contributions of corporations and 
businessmen from the taxes imposed on them (Sudaress, 2013).In order to encourage taxpayers 
to contribute to charity and community service. In 2017, the Sultanate of Oman carried out tax 
reforms "Amendment to the Tax Code" under Royal Decree No. 9/2017.Those reforms included 
tax treatment of donations. In kind donations are as costs that must be deducted when 
determining taxable income. Those amendments were as incentives for donors (Ministry of 
Finance \ General Secretariat of Taxation "Sultanate of Oman",2017).  

Conditions for Recognition of Corporate Monetary and In-Kind Donations and Granting Tax 
Exemption.                                                                                                 

Most legislative bodies in most countries of the world try to develop their texts and articles in the 
field of income tax law, specifically in the area of corporate donations treatment, to limit the use 
of those donations as a means of tax evasion or other illegal purposes, and to achieve a kind of 
tax justice among taxpayers. As a result, most legislative bodies in the field of taxation have 
designed a package of procedures and conditions under which the donation process is 
recognized, as well as to grant tax exemption for such contributions. What distinguishes these 
conditions is that they are almost identical in the tax systems in most countries of the world. To 
obtain the recognition of donations and the granting of tax exemption in exchange for those 
contributions,  tax systems in many countries of the world require certain conditions, for example: 
In accordance with the tax law of the Arab Republic of Egypt(Income Tax Law No. 91 of 2005 and 
its amendments).( 1) Contributions paid to the Government, local government units and other 
public legal persons are recognized regardless of their amounts as the deductible cost (of taxable 
income) ; (2) Donations and subsidies paid to accredited Egyptian NGOs," scientific institutions, 
scientific research institutions and hospitals" subject to government supervision, must be 
deducted (of taxable income) according to the following conditions; (3) That such contributions 
and subsidies have already been paid;(4) These donations and subsidies shall be paid to Egyptian 
charitable societies,  which shall be recognized in accordance with the provisions of the laws 
governing them; (5) The value of these contributions shall not exceed 10/110 of the net adjusted 
tax profit of the Company (the amount of contributions paid or 10/110 of the net adjusted tax 
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profit, whichever is less). Any donations or other subsidies  than the foregoing are not recognized 
as deductible costs such as donations to the poor of the neighborhood or to an unrecognized 
charity or victims of Afghanistan or to the Mujahideen/ fighters of Palestine , etc. ( Egyption Tax 
Authority ). According to the tax law of the Syrian Republic(Law No. 24 of 2003 on Income Tax), 
Article 7 provides that: Expenditures/ donations that can be deducted from non-net profits are 
voluntary contributions paid  by taxpayers to officially recognized public or private entities" 
according to official receipts" to achieve public benefits , Provided that both donors and the 
recipient have an accounting system and regular books accepted by the income tax departments, 
not exceeding 3% of net profits( General Commission For Taxes And Fees). The Irish tax system 
contains a range of incentives aimed at facilitating and encouraging charitable giving by 
individuals and companies, which help to ensure that charities receive the maximum benefit from 
public and private donations. Tax relief is available for donations by both individuals and 
companies provided: there is a donation of money or of shares, stock or debentures of a class 
quoted on a recognized stock exchange, the recipient is either an “eligible charity” or another 
approved body, there is no arrangement that the donation can be repaid, neither the donor nor 
anyone connected with the donor benefits from the donation, the donation does not depend on 
and is not conditional upon the acquisition of property by the charity otherwise than by way of 
a gift from the donor, an individual donor is resident in Ireland (corporate donations may be 
made by branches of foreign companies in Ireland), and the minimum donation in any year to 
any one eligible charity or approved body is €250(Charitable giving guide,2017:.5). In accordance 
with the Canada Revenue Agency, A gift is a voluntary transfer of property for which the donor 
receives no benefit in return. For there to be a gift, the following conditions must be met: the 
donor transfers ownership of property (cash, or gifts in kind such as goods or land) to a registered 
charity; the transfer is voluntary; and no benefit is provided to the donor, or a person selected by 
the donor, unless the benefit is of nominal value (Canada Revenue Agency, n.d.:7).  

PURPOSE OF THE STUDY 

This study aims to design a set of perceptions and logical visions that are compatible with all 
expected tax treatments of corporate donations. 

THE IMPORTANCE OF STUDYING 

The importance of this study lies in the intellectual enrichment that it will add to the legal thought 
in the corridors of legislative bodies specialized in tax legislation. 

STUDY METHOD 

In the language of business, corporate donations can be seen from more than one angle. Each 
angle can represent a specific perception or vision about the interpretation of the meaning and 
connotation of the term corporate donation. Each perception or vision has a specific tax treatment 
that is consistent with its content. In this study, the researcher identified all possible visions- which 
also can represent the visions of the legislative bodies, to explain the meaning and connotation of the 
term corporate donations according to logical justifications and translate them into tax treatments 
that are consistent with them in content. To a large extent, this study relies on the personal 
judgment″ diligence″ of the researcher. In this study- depending on the logical justifications, the 
researcher will define all the expected visions regarding the interpretation of the meaning and 
connotation of the term corporate donations and tax treatments that are consistent with the 
content of those visions. 

The Researcher′s Perception on the Interpretation of the Meaning and Connotation of the 
Term Corporate Donation and Tax Treatments Methods: 
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Interpretation of the meaning and connotation of the term corporate donations, which is 
compatible with the prevailing economic and social conditions in society, cannot exceed the 
following six scenarios: 1) Donations as if they are operating expenses "unconditional tax 
incentive″;2) Donations as if they are indirect taxes;3) Donations as if they are not granted;4) 
Donations as if they are loans;5) Donations as if they are joint cost;6) Donations as if they are 
operating expenses "conditional tax incentive .″   

Donations as if they are Operating Expenses "Unconditional Tax Incentive″ 

The Two logical justifications for adopting this perception: According to this perception, 
donations are the complementary value of the invoices paid in exchange for the purchase of 
goods and services in line with the content of the idea of social contract theory. The corporation 
provides donations to its society-in which it operates, as compensation for the depletion of its 
resources and damage to its environment. As a result, corporate donations can be viewed as 
operating expenses that must be deducted in full from the value of taxable income. The second 
justification: Although corporate donations are voluntary and not compulsory, they have become 
necessary - in the modern era, in developed countries, as they contribute to gaining and 
enhancing the competitive advantage, which is one of the requirements for the survival and 
continuation of corporations in competitive markets. The competitive advantage contributes to 
enhancing the economic performance of corporations in these competitive environments. 
Therefore, corporate donations can be considered as operating expenses that indirectly contribute 
to generating income for those donor corporations. The tax treatment according to this perception 
is as follows: Revenue – (operating expenses + donations) = taxable income x income tax rate = 
income tax.      

Advantages and disadvantages of this method: 

The disadvantages of this method: This method contributes to reducing state tax revenues; This 
method contributes to creating what can be called a mandatory" Compulsory" partnership 
between the government and the donor corporations; This method contributes to achieving the 
tax savings These gains were not created by a competitive advantage. This is distortion of the 
content of the idea of CSR; This method does not contribute to the achievement of tax justice 
among corporations "donor and non-donor." It does not achieve fair economic growth for 
corporations, especially when there is no role for competitive advantage; this method may also 
contribute to a reduction in the market value of the shares of the donor corporations. Especially 
when the amount of the donation is large, and also in the absence of a role for competitive 
advantage and the investor who is aware of the important role of CSR in society; This method 
may be unfair to shareholders in corporations "donor and non-donor″,  especially if the donations 
had a big impact on the distribution values; This method generates tax savings and therefore the 
value of donations does not represent real sacrifice incurred by corporations; This method is 
incompatible with the meanings and contents of the CSR. One of the most important of which is 
the realization "achievement" of justice in rights among all stakeholders. This method may be a 
gateway to pass many unethical practices and behaviors. As for the advantages-for donor 
corporations: Donor corporations can realize economic benefits (tax savings); Enhancing 
competitive advantage. This method is as an incentive for corporations to continue their 
charitable activities in the communities in which they operate.                                                                                                                              

This treatment can be adopted under the following circumstances: Lack of an influential role for 
competitive advantage in the market″ the competitive advantage arising from the commitment 
to CSR″ ; In developing countries to promote the idea of CSR;  In poor countries that suffer from 
problems in financing economic and social development programs in order to motivate 
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companies to provide more support to their societies; In countries whose governments do not 
rely on taxes as the only source to finance their public expenditures, etc.                                            

This method is inconsistent with the content of the idea of CSR, for the following reasons: 
According to the researcher's point of view, the accurate analysis of this method conceals behind 
it a state of compulsory partnership. CSR is a commitment based on voluntarism in most of its 
areas. According to this method, donations are voluntarily incurred by corporations while the 
government is obligated by law to bear" incur" a portion of those donations (tax savings earned 
by donor corporations).The researcher believes that this method compels the government to 
contribute to these donations in a mandatory, non-voluntary manner. The tax laws that permit 
this are in fact distorting the true meaning of CSR; The idea of CSR did not appear to exist for 
economic gain outside the competitive advantage, and it did not come into existence to promote 
opportunistic behavior and exploit legal loopholes. If this happens, the CSR will lose its true 
meaning and will deviate from its noble and lofty goals and motives. This method contributes to 
achieving the tax savings and economic gains-outside the competitive advantage, thus it is 
incompatible with the content of the CSR idea; CSR is the performance of activities and the 
achievement of goals in an ethical manner and behavior. The CSR should be above the level of 
suspicion and uncertainty. CSR as a modern idea is antagonistic to the opportunistic behavior. 
The CSR is not a means of exporting the administrative failure to other parties, and is not a means 
of reducing the economic losses of corporations through the exploitation of legal gaps. This 
method may be a means to achieve that. This method may be exploited by corporations to get rid 
of obsolete inventory or inventory whose validity period is nearing completion through the 
donation to government agencies and bodies or charities, not to interact with the issues and 
aspirations of the community, but to reduce the economic losses of those corporations; CSR is not 
a means of circumventing and deception. This method, in the absence of a comprehensive 
disclosure of donations "not to disclose the tax savings and real sacrifice "can contribute to 
misleading public opinion about those donations. This is contrary to the principle of transparency 
in the presentation of data and financial information; One of the contents of the CSR idea is to 
achieve justice in the field of the rights among all stakeholders. Adopting this method is unfair 
to the government. It contributes to reducing government revenues from taxes. As well as, this 
method does not contribute to the achievement of tax justice for donor corporations" especially 
when there is no market competition. "This method also does not achieve tax justice for investors 
in the donor and non-donor corporations" taxes on dividends."; The idea of CSR is to achieve the 
goals of the organization in an ethical behavior. It fights corruption. It is a tool to make 
corporations above all suspicions. It avoids adopting all means and factors by which unethical 
behavior can be practiced by bad management. This method may be an entryway through which 
many unethical behaviors can be passed on; CSR is an idea above all suspicions. It did not emerge 
to exist to be within the circle of suspicion and interpretation of intentions by the public and 
evaluators. The adoption of this method does not reflect the hidden intent behind the incurring 
of monetary and in kind donations by corporations; CSR does not mean to cause harm to any of 
the stakeholders. CSR does not mean support for a party and at the same time harming another 
party. According to this method, the aggrieved party is the government. This method contributes 
to the reduction of government revenues from taxes.      

                                                                                                                     

Donations as if they are indirect taxes 

The idea of this perception stems from the following justification: The government uses money 
earned from corporate taxes to finance public sector expenditures, implement economic and 
social development programs, and strengthen infrastructure in order to provide services to its 
citizens, as well as to finance various development programs. Donations made by corporations 
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also contribute to promoting economic and social development in the communities in which they 
operate, and solving many social issues of certain communities in those societies. These donations 
have a positive impact in field of the service of the common good. Therefore, donations can be 
considered as indirect taxes provided by corporations to their communities without mediation 
the government in the process of receiving and re-spending. Ignoring these expenditures may 
create a state of double taxation, which includes two types of taxes are contributions "indirect 
taxes" and income taxes "direct taxes." Ignoring means paying two kinds of taxes "direct and 
indirect.″ The tax treatment according to this perception is as follows:  Revenue– operating 
expenses = taxable income x income tax rate = income tax- donations=the final value of the tax 
invoice.                                 

Advantages and disadvantages of this method: 

The Disadvantages of this Method: This method contributes to reducing state tax revenues; This 
method may contribute to the atrophy and the disappearance of the idea of CSR or loss of the 
true meaning of the CSR in the field of interaction with the issues and aspirations of society. 
Donations will be refunded to the donor corporation as if those who incur those donations are 
the governments and not the corporations. As for the advantages, the only potential advantage 
is to enhance the donor corporation's competitive advantage.                                                                                

This treatment can be adopted under the following circumstances: In rich countries that have no 
problems financing economic and social development programs; In countries whose 
governments do not depend on taxes as the sole source of financing their public expenditures, 
etc.    

Donations as if they are not granted 

The idea of this perception stems from the following justifications: Donations are expenditures 
that have nothing to do with the economic activity of corporations. In other words, they do not 
contribute directly to achieving the profit and their impact on the corporation's economic 
performance is unclear; Donations are voluntary activities ″charitable acts" that should be 
completely ignored when determining taxable income. Not to ignore these expenditures will 
contribute to harming the government by reducing its tax revenues. CSR does not mean giving 
benefit to a party at the expense of another. CSR means achieving justice among all stakeholders. 
As is known, donations are often given to non-profit organizations or charities, with the aim of 
providing assistance to specific communities or to addressing special issues. In this case, 
donations are not to support the vital expenditures of the government. When donations are made 
to nonprofit organizations or charities, the claim that these donations should be ignored will be 
justified. Those charitable acts - in these areas, must be borne by donor corporations and not the 
government ″by reducing its tax revenue.″ Equitable rights must be achieved among the donor 
corporation, the government, and the beneficiaries of such donations. The interest of the donor 
corporation and the beneficiaries of the donation should not be at the expense of the government 
″at the expense of government revenue." As a result of these contributions, the corporation may 
gain the tax savings resulting from those contributions and government will bear the burden of 
the decline in the volume of its revenue from taxes, so this result will be considered unfair to the 
government; As well as, Donations may be the entrance to pass many unethical practices and 
behaviors, especially in the most corrupt societies. Adopting this scenario is to avoid the impact 
of these unethical behaviors and practices on the government's tax revenues ; Another argument 
to support this vision, corporate donations can be considered are alms made by shareholders or 
owners paid from their ownership rights in the corporation. Donations, according to this vision 
are nothing more than a reduction in the value of ownership rights. The deduction of donation 
values from shareholders 'equity reflects corporations' pure commitment to their CSR. Donations 
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can be likened to withdrawals from invested capital for personal purposes that have no effect on 
the results of the corporation's activity. The tax treatment according to this perception is as 
follows: Revenue – operating expenses = taxable income x income tax rate = income tax. (taxable 
income- (income tax+ donations) =shareholders' equity or distributable income".                                                                                                                            

Advantages and disadvantages of this method: 

The disadvantages of this method: This method does not achieve tax justice among corporations 
"especially in a non-competitive market situation." As well as, it is unfair to shareholders. This 
method may contribute to the emergence of so-called double taxation. Shareholders will incur 
such donations in addition to tax on distributions; This method does not generate any tax savings 
for the donor corporations. This may contribute to the reluctance of corporations to continue to 
make donations.  Advantages of this method: According to this method, donations cannot be 
used as a means of tax evasion. This method prevents the use of donations as a means to pass 
some unethical practices and opportunistic behaviors by corporations; This method has no effect 
on government tax revenues. This method does not generate the tax savings, which can 
contribute to reducing the amount of real sacrifice incurred by corporations; This method reflects 
the true intentions of corporations regarding contribution to the development of the communities 
in which they operate. The obligation of corporations to pay donations will reflect the optimum 
level of corporate dedication "sincere intentions" to fulfill their social responsibility toward their 
societies. This treatment can be adopted under the following circumstances: In poor countries 
that have trouble financing their public expenditures; In countries that suffer from the spread of 
the phenomenon of corruption.                                                           

This method is consistent with the content of the idea of CSR, but not ideally, for the following 
reasons: This method will put corporate donations above the level of suspicions. The sincere 
intention of corporations to develop their communities and their serious commitment to their 
social responsibility in the societies in which they operate can be confirmed when this method is 
adopted by the legislative bodies and applied by the tax authority, and with the continuation of 
corporations in the donation activities. This situation will reflect the desired ideal position of CSR 
in the community; This method is consistent with the content of the CSR idea with regard to the 
achievement of justice in rights. Justice here is in the sense not to harm a party in return for the 
benefit of another party. Government revenues should not be affected by donations paid by 
corporations. In light of the terrible population explosion and the increase in the burden of 
government, this method will contribute to support the government in meeting its obligations 
towards its society without any financial bottlenecks due to the decrease in revenue from direct 
taxes as a result of these unexpected donations. As the continuation of corporations to make 
donations despite the application of this method by the tax authority in the State reflects an 
idealism degree about CSR within the community. Here, it should be noted that both society and 
government are independent parties in the stakeholder group and both represent an area of CSR 
areas. Based on this it can be said that, the method of tax treatment that favors a party at the 
expense of another party will be a breach of CSR's content that calls for the achievement of justice 
in the distribution of rights; This method does not achieve justice among corporations, and 
among investors in corporations (because there are some corporations incur those donations and 
others do not incur; CSR means transparency and non-circumvention and this method is fully 
consistent with this matter. The tax treatment of monetary and in kind donations by using this 
method will reflect the real sacrifices incurred by corporations towards both the society -through 
donations in the context of interaction with its issues and aspirations "without achieving any 
economic gains outside the framework of competitive advantage," and the government through 
taxes paid without any deductions for those contributions. This method contributes to the 
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promotion of noble and great principles of CSR. This method is not conducive to the practice of 
unethical behaviors.                                      

Donations as if they are loans 

Donations can be envisioned as if they are loans "interest-free loans." The idea of this perception 
stems from the following justifications: CSR does not mean giving priority to philanthropic 
responsibility over economic responsibility. Rather, the two responsibilities must be adhered to 
in a more harmonious manner. The idea of corporate donations as if they are loans is to create 
real harmony between corporate economic responsibility″ protecting the corporation’s economic 
capabilities″ and corporate philanthropic responsibility″ providing social benefits by moving 
from a waiver approach to a lending approach.″ Government spending is for the purpose of 
achieving well-being in all areas for citizens- it is the responsibility of the government; Taxes 
represent government rights in corporate profits. Any obligations paid by the corporation on 
behalf of the government must be returned to corporation by reducing the value of taxes due to 
the government. The non-return of these contributions to donor corporations means covering up 
the government's failure to manage its affairs, including the search for financial resources other 
than taxes (corporate donations may contribute to the emergence of a surplus in the state budget. 
This surplus does not reflect the effectiveness and efficiency of the government in the 
management of state affairs.). Spending on public sectors and government bodies, addressing 
social issues and strengthening the infrastructure of the state is the competence of the 
government, it is not the competence of corporations; If corporations do not make donations, then 
governments will resort to borrowing. Donations are voluntary, not compulsory. They are mostly 
to finance what the government is unable to finance or to finance projects and programs that 
serve the public interest and that are not included in the government's plan at the present time. 
Of course, those programs and projects, if the government wants to implement them in the 
current period, it would have to borrow to finance them. Regardless of any other considerations, 
for this reason, corporate donations can be considered as indirect loans to support the 
government. The intended meaning of this perception lies in tax treatment and not in the 
acceptance or non-acceptance of such donations by the government. The tax treatment according 
to this perception is as follows: Revenue– operating expenses = taxable income x income tax rate 
= income tax- a part of the donations" annual installment"= the value of the final invoice for the 
annual income tax.                                                                                                                                      

Advantages and disadvantages of this method:  

The advantages of this method: This method contributes to reducing the impact of legal 
imbalances in the field of rights to the lowest possible level, unlike the previous methods; This 
method contributes to strengthening of economic development and infrastructure in the country 
in a more effective and clear way "under the assumption that, donations will be made to 
accomplish those purposes, according to the vision on which this method depends" ;This method 
also contributes to increasing the rate of flow of corporate donations to the public treasury of the 
state and the growing of the social role of corporations; This method safeguards the content of 
the idea of CSR and contributes to the achievement of an unparalleled harmony between 
corporate philanthropic responsibility and corporate economic responsibility (by preserving the 
economic resources of the corporation and contributing to the development of the society in 
which it operates, at the same time);This method contributes to the development of the concept 
of corporate philanthropic responsibility by moving from the traditional role (donation 
approach/ waiver approach ) to the modern role (lending approach). As for the disadvantages, if 
the texts of this law and its articles are not selected in a professional manner and defined in a 
smart way and with the influx of large amounts of corporate donations to the State Treasury and 
the government is committed to returning "pay" installments of those donations to donor 
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corporations. It will be expected that the government will be subjected to financial bottlenecks in 
future periods due to the decrease in the amount of tax revenues. This problem can be avoided 
by issuing an executive regulation that includes all the precautionary measures. This treatment 
can be adopted under the following circumstance: In poor countries that suffer from financial 
problems to strengthen their infrastructure and who wish not to borrow from outside sources.   

Donations as if they are joint cost 

One of the visions that the researcher provided in this study is to consider corporate donations 
as a joint cost. According to the researcher’s perception, corporate donations are an investment 
in the competitive advantage ( as an intangible asset)"or for other purposes unknown and 
unspecified " motivated by humanitarian, religious, or patriotism ,etc. ",  that  result in achieving 
social benefits for society or one of its sects- at the same time. Donations contribute to achieving 
two purposes, "competitive advantage and social benefits." The process of separating the costs 
"donations" to distribute them on the competitive advantage and social benefits achieved is very 
difficult. When determining tax exemption in exchange for these donations" for these donations" 
, the part that relates to competitive advantage is an investment "intangible asset" that must be 
excluded, while the part that relates to social benefits can be considered indirect taxes (especially 
if the donations are in the areas of government spending), " amounts paid to the public interest 
without mediating the tax authority in the process of receiving and re-spending" , or considering 
it necessary operating expenses according to the concept of the idea of the social contract. The tax 
treatment according to this perception is as follows: Revenue –  operating expenses =taxable 
income x income tax rate = income tax-  a part of the donations" share of social benefits from the 
joint cost" =  the value of the final invoice for the annual income tax. A part of donations as if it is 
indirect tax . Or revenue – ( operating expenses+ a part of the donations" share of social benefits 
from the joint cost") = taxable income x income tax rate = income tax.  A part of donations as if it 
is operating expense.                                                                                                               

Advantages and disadvantages of this method: 

This method has the same advantages and disadvantages as the first and second methods, in 
addition to the following two disadvantages: There is a difficulty in apportioning the joint cost to 
determine the share of competitive advantage and the share of social benefits; The share of the 
social benefit in the joint cost does not represent the true cost that produced that benefit. Also, 
the share of the competitive advantage in the joint cost does not represent the true cost that 
enhanced that advantage. This treatment can be adopted under the following circumstance: In 
societies that realize the importance of the social role of corporations. In societies where corporate 
social performance influences consumers and investors decisions.  

Donations as if they are operating expenses "conditional tax incentive″ 

The advancement of societies and the achievement of economic prosperity for them is a joint 
responsibility between governments and corporations. The two parties must sacrifice to achieve 
that goal, but within reasonable limits, especially the government, which is an entity whose 
mission is not to achieve profit and growth. Based on this scenario, corporate donations can be 
viewed as operating expenses that must be deducted from taxable income within the permissible 
limits. These limits can be considered the contribution of governments to support development 
issues in those contemporary societies and enhancing their well-being at all levels. The tax 
treatment according to this perception is as follows: Revenue – (operating expenses + donations 
or part thereof ) = taxable income x income tax rate = income tax. Conditional exemption 
"Donations are deducted from taxable income, provided that the value of the donations does not 
exceed a certain percentage of the taxable income. For example , according to the Libyan law: 
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Law No. (7) Of 2010 on income taxes: Article (39) :( F): Donations to non-profit charitable bodies 
recognized by the state not exceeding two percent (2%) of the net income.                                                                 

Advantages and disadvantages of this method: 

The disadvantages of this method are the same as the disadvantages of the method of "donations 
as if they are operating expenses "unconditional tax incentive″, in addition to the fact that this 
method is not considered an incentive for donor corporations to make more donations to the 
communities in which they operate. With regard to advantages, this method protects, as far as 
possible, the government's tax revenues from the decrease resulting from the granting of tax 
incentives. This treatment can be adopted under the following circumstance: In countries whose 
governments depend to a large extent on taxes to finance their public expenditures. 

RESULTS 

Each tax treatment - regarding corporate donations, is the embodiment of a perception and a 
logical vision to explain the meaning and connotation of the term corporate donation. In other 
words, it is possible to create a logical perception and vision about the meaning and connotation 
of the term corporate donations for each tax treatment related to corporate donations, which can 
be adopted by the legislature as a basis for tax treatment. Every perception about the meaning 
and connotation of the term corporate donation has a tax treatment that is consistent with its 
content. 

CONCLUSION 

It is assumed that the legislative body’s vision - regarding the interpretation of the meaning and 
connotation of the term corporate donations - is in line with the prevailing economic, social and 
cultural conditions in society. It will also be necessary for that vision to be compatible with the 
tax treatment, but in exceptional circumstances, that vision may not coincide with the treatment 
for public interest considerations. In general, any tax treatment for corporate donations adopted 
by any legislative body must be consistent with one of the six perceptions presented in this study, 
even if the reality″ the prevailing conditions″ does not correspond to the content of the chosen 
treatment. 
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Abstract 

Savings and Credit Cooperatives (SACCOs) play an important role as financial service 
providers, giving a cross-section of the population a chance of accessing financial services. It is 
imperative to note that, the efficiency and effectiveness of these institutions are evaluated to 
improve areas of weaknesses. The purpose of this study was to investigate the influence of 
work rules and procedures on the performance of SACCOs. It specifically focused on the 
influence of work rules and procedures on profitability, customer satisfaction, and, the overall 
performance of SACCOs respectively, in Wakiso District. A quantitative correlational cross-
sectional survey and expost- facto design was used. Using questionnaires and interview guides, 
data was collected from 10 SACCOs and a sample of SACCO members, Board of directors, 
audit committee members, and members of staff. Documentary analysis was done to enrich the 
conceptualization of the problem and interpretation of data. Results revealed that work rules 
and procedures are not significant predictors of profitability, customer satisfaction, and overall 
performance of SACCOs in Wakiso District. Work rules and procedures, however, should be 
emphasized in the SACCOS because they bolster a strong sense of solidarity and commitment 
towards organizational goals. They are also used as behavioral measures to prevent undesirable 
organizational actions. 

Keywords: Work rules and procedures, profitability, customer satisfaction, the performance of 
SACCOs and Savings and Credit Cooperatives (SACCOs). 
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INTRODUCTION 

Savings and Credit Cooperatives (SACCOs) are member-based institutions that intermediate 
savings into loans and are usually small independent financial institutions. They play an 
important role of financial service providers, giving a cross-section of the population a chance 
of accessing financial services. Although SACCOs account for a small share of the total credit 
portfolios, they hold a significant position in the credit delivery system and cater for different 
geographical locations and demographic categories (Mckillop & Wilson 2015). Their wide 
network supplements the commercial banking networks in deepening financial intermediation 
among the adults. Demographically, SACCOs provide access to affordable finance, build 
capital, and recreate social dynamics among members and communities who have little access 
to mainstream financial services. If SACCOs are to achieve their objectives, provide access to 
affordable finance and react to market failures or extreme situations threatening the lives of 
ordinary citizens, so as to uplift the social-economic conditions of their members and the local 
community as (Borzaga & Galela, 2012; Munkner, 2013) observe, they have to register a good 
financial performance and ensure that, their members/customers continue to be satisfied with 
the services offered. They must not only have financial but also non-financial controls put in 
place to provide information to assist in control so that they are operated efficiently and make it 
possible for the satisfied active poor to continue accessing financial services. 

However, in contrast to other financial institutions, the SACCOs sector in Uganda is not 
regulated by the Central Bank (Bank of Uganda). SACCOs are regulated through the 
Cooperative Societies Act, which is not sufficient for financial institutions. They are the only 
financial institutions that are collecting savings but are not prudentially regulated by the Bank 
of Uganda (AMFIU, 2005). It is just of recent when the Ministry of Trade Industry and 
Cooperatives, confirmed that Bank of Uganda would take over the supervision of only 19 big 
SACCOs including institutional SACCOs like Wazalendo belonging to Uganda Peoples Defence 
Force (UPDF) (Mugasha, 2018). It is also questionable whether the SACCOs sector, as it is today 
in Uganda characterized by many small standalone SACCOs (and only a few large and mature 
SACCOs) is viable and will be viable in the future and stay attractive to their traditional client 
base.  

According to Mazzoral (2015), SACCOs also have key issues to address such as generic strategic 
challenges, governance and management weaknesses, which are due to weak regulatory and 
policy framework, human resource capacity constraints, worsened by high staff turnover, 
inadequate SACCOs’ supervision, and monitoring, which create room for ineffective and 
inefficient operations. Therefore, it is necessary to review the work and performance of these 
institutions (SACCOs) at regular intervals to ensure that they operate profitably with loyal and 
satisfied customers. SACCOs must put in place not only financial controls but also non-financial 
controls to provide information to assist in control so that they are operated efficiently (Buwule, 
2016). Among the non-financial controls that can be put in place to evaluate performance, 
especially in terms of profitability and customer satisfaction, are work rules and procedures.  

In this study, work rules and procedures were operationalized as (SACCOs having well-defined 
actions that are acceptable and unacceptable, SACCOs should have procedures that they follow 
e.g. when members apply for loans, SACCOs having bye-laws and conforming to Cooperative 
regulations, superiors in SACCOs rewarding acceptable actions, etc). The performance of 
SACCOs was measured in terms of profitability and customer satisfaction. Profitability is the 
primary concern of business practitioners in all types of organizations since it has implications 
on the organization's health and ultimately its survival. Profitability measures the extent at 
which a business generates profits from the factors of production, labour, management and 
capital (Buwule, 2016). Profitability is the primary goal of all business ventures including 
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SACCOs. A business that is not profitable cannot survive in the long run. Profitability is the 
most important indicator of the success of a business (Buwule, 2016). Profitability analysis 
focuses on the relationship between revenues and expenses and the level of profits relative to 
the size of investment in the business (Obara, 2013).  

Customer satisfaction is a function of the customers’ expectations and perceived performance of 
the services rendered. With the increasing number of businesses and growing competition 
today, each company wants to be the customers' first choice. When a company gains customer 
satisfaction, profitability can be expected (Buwule & Nyonyintono, 2017). A satisfied customer 
as observed by Buwule (2016), is the need and demand for the survival and growth of any 
business. A customer is satisfied when a service performs better than expected. It is necessary 
not only in retaining the existing customers but also in attracting new customers. � 

 The above discussion shows how indispensable profitability and customer satisfaction in 
SACCOs are. Studying factors that influence these aspects of performance, therefore, becomes 
imperative. Although several studies have been conducted to determine factors that predict 
profitability and customer satisfaction (e.g. Buwule,2016; Buwule & Nyonyintono,2017; 
Ganka,2010; Cull, Demigue & Morduch,2007; Chenhall & Brownwell,2011; & Nabaasa,2009)in 
Microfinance institutions (MFIs) using large and developed MFIs in various countries and 
economies, there are limited studies on the controls that determine performance in the context 
of member-based MFIs (the SACCOs), which are considered small firms in Uganda and which 
are not regulated by the Central Bank. 

Further, previous studies (e.g. Christen, Rhyne, Vogel & Mckeen,1995; & Cull, Demigue & 
Morduch,2007), show that the level of significance of factors in affecting the performance of 
MFIs varies due to several underlying factors in a given country. Some of the factors apply to a 
set of MFIs, and some are not significant. Results in SACCOs (member-based MFIs and small 
firms) may be different. This study was therefore, designed to investigate the influence of work 
rules and procedures on the performance of SACCOs, in terms of profitability and customer 
satisfaction, focusing on Wakiso district in Uganda. Thus, the null hypotheses tested in the 
study were that:  

Ho1 There is no statistically significant influence of work rules and procedures on profitability 
of SACCOs in Wakiso district.  

Ho2: There is no statistically significant influence of work rules and procedures on customer 
satisfaction in SACCOs in Wakiso district. 

 Ho3: There is no statistically significant influence of work rules and procedures on the overall 
performance of SACCOs in Wakiso district.  

Moreover, studies and arguments on work rules and procedures have been beyond Uganda 
and in big firms, not SACCOs which are considered small organizations in this study. 

THEORETICAL FRAMEWORK 

The theory which guided this study is the theory of financial intermediation. This theory spells 
that savings and investments process revolves around intermediation between providers and 
users of financial capital in the rural & urban areas alike. This is due to the heterogeneity of 
individuals and firms in terms of financial requirements. Liberalization of financial markets 
allows financial deepening that reflects on the increasing use of financial intermediation by 
savers and investors and the monetization of the economy and allows an efficient flow of 
resources among people and institutions overtime (McKinnon, 1991).  
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The theory highlights the functions of financial intermediation, augmenting the economy in 
achieving a durable economic growth on the whole and impact of regulations on financial 
intermediation. It emphasizes the role of the Central Bank in regulation, supervision and control 
of financial intermediaries. Intermediaries have the following major functions: pooling of 
savings; custodial services and accounting; provision of liquidity for operations of the economy; 
risk sharing of loaning distributed through secured credit and guarantee schemes; and 
information sharing in order to reduce their transaction costs of financial intermediation and 
reduce the emergence of information asymmetric (Diamond, 1984; Gurley & Shaw, 1960). 
Financial intermediation exists because of market frictions and imperfections that prevent 
savers and inventors from direct optimal trading with each other and acts as a remedy to the 
market system. These include high traction costs, methods of regulations and informational 
asymmetries that are considered as the most leading costs (Claus & Grimes, 2003).  

The existence of asymmetrical information results into adverse selection, information 
monopoly, moral hazard and the principal-agent problem that leads to inefficient performance, 
thus, higher prices of accessing services. To mitigate such problems, financial intermediaries 
such as banks, MFIs and informal financial groups fill the gaps as principal –agents through 
credit screening and delegated monitoring of information gaps between ultimate savers and 
inventors. This is because they have a comparative informational advantage over ultimate 
savers and inventors. They screen through; rating agencies, securities, analysts, or auditors in 
information production due to economies of scale and scope which reduces the cost of 
informational asymmetries and its extent in the economy and monitor inventors on behalf of 
savers. This is their basic function that justifies the transaction costs they charge to parties. 
These participation costs are crucial in understanding the current activities of intermediaries 
and in particular their focus on risk management (Allen & Santomero, 1998). They also bridge 
the maturity mismatch between savers and investors; facilitate payment settlement and clearing 
systems. As a result, they engage in creating financial products/services whose worth to their 
clients is qualitative asset transformation activities of risk, term, scale, and more efficient 
allocation of resources or liquidity on a competitive market. For the sustainability of financial 
intermediation, safety and soundness, regulation has to be in place for intermediaries to act in 
the production of their monetary services (Cecchetti, 2012).� 

The theory guides the assessment as to whether access to safe, easy and affordable finance is a 
pre-condition to enable economically and socially excluded adults to integrate better into the 
economy and protect themselves against economic shocks. Therefore, compliance with ICA 
principles underpins the Cooperative organization to put cooperative values into practice and 
provide a foundation for the SACCOs’ financial intermediation effectiveness. SACCOs are: 
customized to the needs of a group of self-selecting, economically active individuals; 
democratically governed to meet needs of the majority while not disenfranchising the minority 
(Pareto optimality); collectively owned to achieve economies of scale and reduce start-up and 
on-going costs; collectively controlled by an informed membership and to minimize costs of 
external audit and supervision; patronized by its members to increase local business; 
autonomous to maintain focus on members’ identification goals; voluntary to ensure 
responsiveness to the market; self-promotional to ensure the present-day membership; 
concerned with building quality of life in the community where they are located. Therefore, this 
theory serves as a SACCO and typically has tripartite characteristics, namely; financial 
institution; a cooperative, development finance and social enterprise. First, as a financial 
institution, a SACCO receives savings, offers loans, makes investments, offers payment services 
and other retail products, and by default it is exposed to problems of moral hazard and adverse 
selection. If not checked and mitigated, such issues could lead to ineffectiveness through an 



 
Journal of Business School, vol.3, issue.2, pp.55-74 

 
 

59 

increased default rate and agency cost (Aziakpono, 2013). Secondly, as a cooperative, a SACCO 
operates under values and principles including; democratic member control and multiple 
objectives of meeting socio-economic goals. Such a structure might have far-reaching 
ramifications on SACCOs' effectiveness evaluation and the governance structure. Lastly, as 
development finance institutions, SACCOs operate mostly where there is market failure due to 
high risk or cost (Aziakpono, 2013).� 

The central idea in this theory is that SACCOs focus on risk management. They reduce 
informational asymmetries and monitor investors on behalf of savers, and bridge the maturity 
mismatch between savers and investors. They engage in creating financial products/services 
whose worth to clients is the qualitative asset transformation activities of a more efficient 
allocation of resources or liquidity in a competitive market. Although for the sustainability of 
financial intermediation, safety and soundness, regulation has to be in place for intermediaries 
to act in the production of their monetary services, SACCO, as earlier reported are not 
supervised and regulated by Bank of Uganda.� 

However, compliance with ICA principles underpins any cooperative organization including a 
SACCO to put cooperative values into practice and provide a foundation for the SACCOs’ 
financial intermediation effectiveness. For example, SACCOs are collectively controlled by an 
informed membership to minimize costs of external supervision and patronized by its members 
to increase local business. Further, as reported in this section, the theory serves as a SACCO 
with tripartite characteristics (financial institution; Cooperative and development finance, and 
social enterprise). A SACCO operates undervalues and principles and where there is market 
failure due to high risk or cost. We can therefore, use this theory to describe, explain, and 
predict performance in these institutions (the SACCOs).� 

LITERATURE REVIEW 

Savings and Credit Cooperatives in Uganda  

The study took place in Wakiso district in Central Uganda, focusing on both urban and rural 
SACCOs. Savings and credit cooperatives are member-based Microfinance Institutions (MFIs) 
that intermediate savings into loans. Only members can use the services of SACCOs, as the 
Ugandan law prohibits SACCOs to take savings or lend out money to the public (Markus & 
Schmidt, 2011). Objectives of SACCOs include; creating a source of funds from which members 
in need can take productive loans with low but market-based interest rates; educating members 
concerning how to save and wise use of savings; providing services to members including 
financial counseling to enable them to solve their financial problems and risk management 
services to ensure the safety of their savings and loans and provide other related services, e.g. 
money transfer, payment services and insurance (Buwule, Senyonjo & Kyeyune,2017). 

In contrast to other financial institutions, the SACCOs sector in Uganda is not regulated by the 
Bank of Uganda (BoU) (AMFIU, 2005). They are regulated through the Cooperative Societies 
Act which is not sufficient for financial institutions.  Furthermore, it is questionable whether the 
SACCO sector, characterized by many small stand-alone SACCOs (and only a few large and 
mature SACCOs), will be viable in the future. Although SACCOs account for a small share of 
the total credit portfolio, they hold a significant position in the credit delivery system and cater 
for different geographic categories (Mckillop & Wilson, 2015). Their wide network supplements 
the commercial banking networks in deepening financial intermediaries among the adults. 
SACCOs empower households/ individuals to participate in decision making, contribute 
towards the growth process and ensures these individuals against vulnerabilities (Getachew, 
2016). 
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There are various types of SACCOs in Uganda depending on the common bond or membership 
profile and according to the products extended to members. Generally, there are three broad 
categories of SACCOs that depend on the common bond such as: residential / community-
based, worker/ employee-based and occupation/activity-based SACCOs.� 

Forming SACCO ideas may vary from one country or society to another. But for Uganda’s case, 
experience shows that SACCOs are being formed by various individuals, who pool their 
resources together and also by promoters such as the Government of Uganda (GoU), 
Development partners, NGOs, religious organizations, politicians, commercial and service 
institutions (Nuwagaba,2012). For example, the government of Uganda has subsidized the 
founding of new SACCOs all over the country. Newly established SACCOs can apply for a 
start-up grant from the government-owned apex –institution, Microfinance Support Centre 
(MSC). This centre also gives out interest-free loans to the SACCOs or other subsidized loans. In 
addition to grants and loans, SACCOs can also receive operational support from the 
government. Based on the 2015 WOCCU statistical report, Uganda had a network of about 1997 
SACCOs, with 1,325,517 membership; USD163,178,721 in the loan portfolio and USD 
136,570,652 in total assets with 7.2% penetration (WOCCU,2016). This shows how strong and 
important the movement of SACCOs in Uganda is in assessing the performance of these 
institutions periodically to address areas of weaknesses. � 

Performance of Business Firms  

The performance of SACCOs in this study is measured in terms of profitability and customer 
satisfaction. Profitability is the business's ability to generate earnings as compared to its 
expenses/costs incurred. A firm can generate net income consistently. It is the number of profits 
received relative to the amount invested, often measured by a rate of return on investment. It 
answers the question of whether one is making enough money for the efforts and allows the 
strengths and weaknesses to be identified (Nabbasa, 2009; Pandey, 1996; and Buwule, 2016). 
Profitability is the primary goal of all business ventures. Without profitability, the business will 
not survive in the long run. A business that is not profitable cannot survive. Conversely, a 
highly profitable business can reward its owners with a large return on investment (Buwule, 
2016). In this study, profitability is measured in terms of revenue generated by SACCOs over 
costs incurred, increased revenue generated, and reduction in costs among others. � 

The performance of SACCOs is further measured in terms of customer satisfaction. Customer 
satisfaction is the measure of how products and services supplied by a company meet or 
surpass customer expectations. If SACCOs match customers’ expectations or are above their 
expectations, then, customer satisfaction prevails, but if customers perceive SACCOs’ services 
as below their expectations, then there is dissatisfaction (Buwule,2016). Customer is a key aspect 
of a business. One of the factors that can help to increase sales is customer loyalty (Wilson, 
Zeithaml, Bitner & Gremler, 2008).  Building customer relationships means delivering superior 
value over competitors to the target customers and higher levels of quality lead to higher levels 
of customer satisfaction (Kotler & Keller, 2009). With the increasing number of businesses and 
growing competition today, each company wants to be the customers’ first choice and every 
company should work hard to win the hearts of customers by satisfying them. Each company 
needs to carry out continuous research regarding the various factors that influence customer 
satisfaction (Buwule, 2016). The above discussion on customer satisfaction does not only 
indicate the importance of customers in the business environment, but also the importance of 
satisfying them. In this study, customer satisfaction is measured in terms of member ownership 
of SACCO activities, participation in SACCO activities, consensus decision making and visible 
benefits to members among others.  
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Work Rules and Procedures  

All businesses including SACCOs need to put mechanisms (controls or management control 
systems) in place to provide information about performance progress (Buwule, 2016). Controls 
are purely a means to an end, the end is the control. Control is the function that makes sure that 
actual work is done to fulfill the original intention, and controls are used to provide information 
to assist in determining the control action to be taken. Controls encompass all methods and 
procedures that direct employees towards achieving the organization’s objectives (Drury, 2006). 
For Buwule (2016), the objectives of controls are: to motivate managers to exert a high level of 
effort to achieve the goals set by top management, determine fairly the rewards earned by 
managers for their efforts and skills and effectiveness of their decision making and provide the 
right incentives to managers to make decisions consistent with the goals set by top 
management. Drury, (2006), eloquently shows that there has been a shift from treating financial 
figures as the foundation for performance measurement and control, to treating them as one 
among a broader set of measures. He also underscored that in today's worldwide competitive 
environment, companies are competing in terms of service quality, service delivery, etc, and 
that there is a need to incorporate non-financial measures that provide information in 
evaluating the performance of an organization. Basing on Drury's submission, this study was 
interested in work rules and procedures, as (non-financial controls) and how they influence the 
performance of SACCOs in Wakiso district in Uganda.� 

Work rules and procedures are a type of action control. They involve defining actions that are 
acceptable or unacceptable, observing the actions and rewarding acceptable or punishing 
unacceptable actions. Action controls that focus on preventing undesirable behaviors are the 
ideal form of control because they aim at preventing the behaviors from occurring (Buwule, 
2016). SACCOs use the cooperative regulation and their bye-laws where these work rules and 
procedures are embedded and put in place many other guiding manuals on different aspects 
and staff codes of conduct. One of the problems, however, is whether members of the board of 
directors, as an important governing organ of the SACCOs are aware of all the work rules and 
procedures and can reward acceptable actions or punish the unacceptable actions. The second 
problem could be whether the members themselves know their rights, duties, responsibilities 
and obligations according to Cooperative bye-laws and Cooperative Regulation. Action controls 
apply to those situations where the actions themselves are the focus of control and are usable 
and effective only when managers know what actions are desirable (or undesirable) and can 
make sure that the desirable actions occur (or that the undesirable actions do not occur). Since 
SACCOs in Uganda are not regulated by the Central Bank, these work rules and procedures 
may be inadequate and ineffective; meaning that they may not prevent the undesirable actions 
from happening. Consequently, the performance of SACCOs may be affected. 

Work Rules and Procedures and Performance of Business Firms 

Several studies which confirm a relationship between non-financial management controls and a 
firm's performance exist (Drury, 2006; Merchant, 1984; and Stoner, 2001). Drury (2006) avers 
that firms use different non- financial management control mechanisms to cope with the 
problem of organizational control, classified under three approaches which are; the behavioral, 
personal/ social, and result/output controls which point at a business performance. Behavioral 
controls involve observing the actions of individuals such as their work conduct whether they 
conform with organizational ideals that determine efficiency and customer satisfaction. In the 
same vein, Merchant (1984), is in full support of Drury when he defines behavioral controls as 
measures preventing undesirable organizational actions. He also emphasizes that the use of 
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work rules and procedures are some of the behavioral controls that can be used in this regard.  
Simons (2000), eloquently indicates that controls such as work policy, rules and regulations, 
company code of conduct, work rules and procedures foster a strong sense of solidarity and 
commitment towards organizational goals. Also, Guthrie (1994) indicates that the effectiveness 
of the business unit is dependent on a match between work rules and procedures and firm 
performance in terms of strategic postures, customer satisfaction and manpower legislation. 
Dent (1990) and Simons (1990), in exploring the casual-link between work rules and procedures 
and business performance contemplate that in order to support business strategy. 

 Competitive advantage and superior performance, employee work ethics and procedures have 
to be regularly monitored. Langsfield-Smith (1997) and Miles and Snow (1978)'s further 
clarification, assert that non-financial management controls, are correlated to business 
performance and are specifically used to make better decisions for customer satisfaction in 
defender firms through emphasizing the rules of procedures.  

However, studies and arguments on work rules and procedures and performance of firms have 
been done beyond Uganda and in big firms, not SACCOs in Uganda which are considered 
small organizations in this study. Further, these SACCOs are not supervised and regulated by 
the Central Bank and are grouped in tier four of microfinance categorization by Bank of 
Uganda. These SACCOs are familiar with best practices but most of them have average 
qualified management and staff (Nanyonjo and Nsubuga, 2004), who may not be aware of all 
the work rules and procedures and who may not be able to reward acceptable actions or punish 
unacceptable actions. They may not also be aware of the members' rights, duties, 
responsibilities and obligations. Further, as stipulated by some authors (e.g. Mazzorol, 2015), 
SACCOs have key issues to address such as generic strategic challenges, governance and 
management weaknesses due to weak regulatory and policy framework, human resource 
capacity constraints worsened by high staff turnover, inadequate SACCOs' supervision and 
monitoring, creating room for ineffective and inefficient operations. All these may reduce the 
performance of SACCOs in terms of profitability and customer satisfaction. This leaves a 
knowledge gap as far as the performance of SACCOs is concerned in Uganda which led to the 
testing of three null hypotheses, Ho1: There is no statistically significant influence of work rules 
and procedures on profitability in SACCOs in Wakiso District. Ho2: There is no statistically 
significant influence of work rules and procedures on customer satisfaction in SACCOs in 
Wakiso district. Lastly Ho3: that there is no statistically significant influence of work rules and 
procedures on overall performance (profitability and customer satisfaction) of SACCOs in 
Wakiso district.  

METHODOLOGY  

Research Design  

The research design is the arrangement of conditions for the collection and analysis of data in a 
manner that aims to combine relevance to the research purpose with economy in the procedure, 
and therefore, provides the glue that holds the research project together (Kothari, 2004). The 
study took a quantitative correlational cross-sectional survey and expost-facto design. It was 
quantitative because it was based on variables measured with numbers and was analyzed with 
statistical procedures. The correlational design was chosen because the problem in the study 
was identifying factors that influenced an outcome, that is, performance of SACCOs (Amin, 
2005). The study was cross-sectional because it was conducted across participants at a point in 
time and was intended to pick only some representative sample elements of the cross-section of 
the population. The survey design helped in the collection of data from a large number of 
respondents. Surveys are also amenable to rapid statistical analysis and are comparatively easy 
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to administer and manage (Ahuja, 2005 & Shajahan, 2005). It was expost-facto since the 
researcher had no control over the study variables and only sought to report facts that were 
existing (Cooper & Schiridler, 2008). The design worked satisfactorily in all aspects.  

Study Area and Population 

The study targeted all the SACCOs in the fifteen sub-counties of Wakiso district.  This is 
because the area had both operating urban and rural SACCOs. The areas were also easily 
accessible and few studies had been carried out in these areas specifically, targeting SACCOs. 
However, due to time, costs and other constraints, the researcher found it more convenient to 
carry out the study on part of the target population which was more accessible, which hence 
became his sampled population (one SACCO from each of the ten sub-counties). The sub-
counties included: Kira Town Council, Kakiri sub-county, Matugga sub-county, Masulita sub-
county, Entebbe Municipality, Gombe sub-county, Kasanje sub-county, Wakiso town council, 
Ssisa sub-county and Nsangi sub-county.� 

In regards to the respondents the study targeted in each SACCO, members/shareholders (10), 
board members (2), audit committee members (1), members of staff (2) and technical officials 
from Uganda Cooperative Alliance (UCA), Uganda Cooperative Savings and Credit Union 
(UCSCU) and Ministry of Trade and Industry (MoTI). At UCA, the field officer in charge of 
SACCOs in the central region and the General Secretary at the Head office was involved. At 
UCSCU, the Chief Executive officer (CEO) and 4 other field staff in the Central Region were 
involved. For MOTI staff, the District Cooperative Officer (DCO) Wakiso and his 3 members of 
staff, plus one Senior Cooperative Officer at the ministry's headquarters were involved. A total 
of 10 technical staff was thus targeted on account of their knowledge on the formation and 
operations of SACCOs. The members/shareholders were involved because they are the owners 
and they access the services of their SACCOs directly. The board members were involved 
because they are part of the important organs of the SACCOs who represent members and are 
involved in setting policies. Audit committee members were involved because they are directly 
elected by the members to verify the discrepancies in the SACCOs, to ensure that financial 
information is correctly reported as well as carrying out the function of internal auditors for 
their SACCOs. The staff of SACCOs was selected because they are involved in the day-to-day 
operations of the SACCOs and translate the mission, goals and objectives of these institutions 
into actions. The technical officers as earlier mentioned were involved because of their expert 
knowledge in the operations of Cooperatives in Uganda. � 

Sampling Techniques and procedures 

According to information that was available at the office of the District Cooperative Officer 
(DCO) Wakiso district, in terms of numbers of SACCOs in each administrative unit, one 
SACCO out of all operating SACCOs in each of the ten sub-counties was randomly selected. 
This was done to ensure that each SACCO had equal chances of being selected. The target 
respondents were divided into categories using a stratified sampling technique to ease the 
collection of relevant data from each category most efficiently and effectively (American 
statistical Association, 1999). Thereafter, the researcher used a mixture of methods to select the 
required sample from each category as follows: � 

For members/shareholders, 10 respondents in this category per SACCO were initially selected 
using convenience and judgmental sampling method given the nature of their schedules and 
time which was available to carry out the study.  

Then, a random sampling method was used to select 5 respondents out of the 10 per SACCO, 
basing on their membership numbers, in the membership register to ensure that all of them had 
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equal chances of being selected. Board members, audit committee members and staff using the 
available sampling frames at each SACCO were selected using the simple random sampling 
method. Simple random sampling as mentioned above is used in a situation where each 
respondent has an equal chance of being selected to participate in the study (Amin, 2005). 
Lastly, the technical officers were purposively selected on account of their knowledge 
concerning operation, supervision and management of SACCOs. � 

Sample Size  

The unit of analysis in this study is a SACCO. One SACCO from a list of operating SACCOs 
was randomly selected from each of the selected ten sub-counties in Wakiso district, making a 
total of 10 SACCOs. For participants/respondents, the researchers used the Table developed by 
Krejcie & Morgan (1970), as cited in Gray & Airasian (2003) for determining the sample sizes. 
The Table suggests that for the 50 members, the 20 board members, the 10 audit committee 
members, the 20 members of staff of SACCOs and the 10 technical officers, the required 
minimum sample sizes were 44,19,10,19 and 10 respectively. 

Data Collection Methods and Instruments 

Two types of data namely; primary and secondary data were collected. Primary data which 
were mainly quantitative was collected using self-administered questionnaires. The self-
administered questionnaires were used on account of their quick turnaround in collecting data 
from large numbers of participants because they (respondents) needed some time to give their 
considered opinions given their busy schedules. Further, questionnaires were preferred because 
there was a need for consistency given a large number of respondents sample and are usually 
easier to analyze, especially when they are made of close-ended items. Qualitative data was 
obtained through open-ended questions in the questionnaire and was also collected by 
interviewing key informants using an interview guide.  An interview helps to explore a topic in-
depth and to reveal the reasons and motivations that made a person answer in a certain way. 
That is, it allows one to probe in-depth and clarify areas where ambiguity and 
misunderstanding may exist (Kakooza, 1997). The interview was structured because factual 
information was needed. However, as Kakooza (1997), points out, the critical variable in 
interviewing is the interviewer himself or herself, since his or her presence and behavior can 
serve to inhibit or facilitate response. Interviews were therefore carefully handled to ensure a 
high response.� 

The principal researcher interviewed SACCOs selected officials as well as the technical officers. 
The interview guide was designed and administered to selected board members, audit 
committee members, members of staff of the SACCOs and the technical officers because of the 
valued information they had.  

Research Assistants  

The selection of research assistants who handled the self-administered questionnaires was also 
carefully done. An attempt was made to select research assistants who could understand the 
language of the local community. All of them knew "Luganda ", the local language used in 
Wakiso district. Three research assistants were selected and were briefed to ensure consistency 
in the collection of data. In addition, an attempt was  made to take the selected research 
assistants through a series of preliminary interpretations and translation exercises regarding the 
questions they would ask in the field.� 
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Secondary Data  

Internally, secondary data collection involved getting or consulting SACCOs' audited financial 
statements, annual reports, minutes and other documents, such as SACCOs' bye-laws, financial, 
and other operating policies. For external sources, the researchers used documents such as laws 
governing SACCOs in Uganda (especially the Cooperative Statute, 1991 and Cooperative 
Regulations, 1992), official national publications, international publications, textbooks and the 
internet among others.� 

Validity 

Kothari (2004) defines validity as the indication of the degree to which an instrument measures 
what it is supposed to measure. To ascertain the validity of the items in the instruments, the 
help of research experts was sought. They (experts) looked at the validity of questions because 
of the problem, objectives, hypotheses, conceptual framework and literature which were given 
to them. They also looked at and evaluated the clarity of instructions and wording of questions. 
The items in the instruments were each rated as very relevant, relevant, irrelevant or very 
irrelevant. Those that had been rated as irrelevant were separated from those which had been 
rated as relevant or very relevant. Then, Content Validity Ratios (CVRs) were computed.  The 
Content Validity Index for the whole questionnaire was 0.89, which was greater than 0.7 as 
recommended by (Amin, 2005 and Sekaran, 2000). Hence, the instrument was considered valid 
for data collection. 

Data processing and analysis  

The raw data were cleaned, sorted and condensed into systematically comparable data. Data 
cleaning involved cross-examining of the instruments to check for correctness and completeness 
of the responses. Processing of data involved four main activities: Data editing, data 
categorization, data entry and data presentation. 

An item analysis based on means and standard deviations was used to help show how 
respondents rated themselves on the independent and the dependent variables. Factor analysis 
was utilized for the reduction in the dimensionality of the independent variables. Correlation 
and regression analyses were used to determine the associative relationship and casual 
relationship respectively, consistent with the study objectives and hypotheses tested. 
Qualitative data that were collected through open-ended questions in the questionnaire, 
interviews and scrutiny of documents were categorized, summarized and analyzed along with 
the themes of the major variables. This was used to triangulate findings obtained through 
quantitative analysis (Balifaijo, Basheka & Oonyu, 2010) advice. 

FINDINGS   

The paper's findings are organized and presented according to the hypotheses stated in the 
introduction and literature review sections. In this study, the independent variables were the 
work rules and procedures, operationalized as managers and superiors in SACCOs knowing 
what actions are desirable and having the ability to make sure that the desirable actions occur, 
SACCOs having in place different guiding manuals (e.g. accounting and budget manuals) and 
SACCO having the established procedures that are followed (e.g. in giving loans), among 
others. The dependent variable was the performance of SACCOs measured in terms of 
profitability and customer satisfaction. Particularly, profitability was operationalized as 
increased revenue generated, reduction in costs, and increased profit margins among others. 
Then customer satisfaction was operationalized as ownership of SACCO activities, the loyalty 
of members, participation in SACCO activities, consensus decision making, and availability of 
visible benefits to members. � 
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Descriptive Statistics Results  

Table 1, gives the summary descriptive statistics results on work rules and procedures and 
SACCO performance in terms of profitability, customer satisfaction, as well as the overall 
performance of SACCOs (profitability and customer satisfaction).  

Table 1: Summarized perception of respondents, regarding work rules and procedures, 
profitability, customer satisfaction and overall performance of SACCOs 

Aspects  Mean  Standard deviation  t.value 

Work rules and procedures 4.27*** 0.527 8.102 

Profitability 2.88*** 0.629 4.575 

Customer satisfaction 3.70*** 0.548 6.752 

Overall performance of SACCOs.  3.29*** 0.462 7.113 

***significant at 0.01;  

Results in Table 1, indicate that the overall self-rating by respondents on all aspects of work 
rules and procedures was very high on a scale of 5, and at the significance critical level of 
0.01(mean =4.27, S.D =0.527, t= 8.102). Results suggest that the SACCOs in Wakiso district had 
work rules and procedures in place, and were possibly using them. Results further indicate that 
respondents rated themselves moderate on all aspects of profitability as revealed by the overall 
(mean=2.88, S.D=0.629, t=4.575) significant at 0.01 or 1% critical level. Results show that 
SACCOs in Wakiso district are possibly moderately profitable. Further, descriptive statistics 
results reveal that respondents rated themselves high overall on all aspects of customer 
satisfaction (mean=3.70, S.D=0.548, t=6.752), significant at 0.01 critical level. Suggesting that 
these aspects were in place and possibly customers were satisfied. Lastly, the overall rating on 
all aspects of the performance of SACCOs (combining profitability and customer satisfaction) 
was moderate (mean=3.29, S.D=0.462, t=7.113), significant at 0.01 critical level, suggesting that 
performance of SACCOs in Wakiso district in terms of profitability and customer satisfaction 
was rated moderate. 

Correlation and Regression Results  

Consistent with the research design, correlation and regression analyses were carried out in 
order to determine the associative relationship between the variables and whether the 
relationships were predictive or not. Results are presented below: 

Table 2: Correlation between work rules and procedures and profitability, customer 
satisfaction and overall performance of SACCOs 

 Profitability  Customer 
satisfaction  

Overall 
performance of 
SACCOs 

Work rules  Pearson correlation  -0.326** 0.086 -0.171 

N  86 86 86 

**significant at 0.01 
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Results in Table 2, show that there is a weak negative associative relationship between work 
rules and procedures and profitability (r= 0.326), which was significant at 0.01 critical and 
overall performance of SACCOs (r = 0.086 and r = -0.171) respectively. The negative associative 
relationship between work rules and procedures and profitability meant that, if work rules and 
procedures increase in SACCOs, profitability reduces. Alternatively, the weak negative 
associative relationship meant that a slight increase in the application of the work rules and 
procedures, lead to a slight decrease in the profitability of level, while no association existed 
between work rules and procedures and both customer satisfaction SACCOs. To confirm 
whether the relationships were predictive or not, a regression analysis was run and results are 
presented in Table 3. 

Table 3: Regression results of work rules and procedures and profitability 

a) ANOVA Table 

Model  Sum of 
square  

df Mean 
square  

Fc Ft Interpretation 

Regression  1.623 2 0.812 2.079 2.369 Not 
significant 

Residual  31.614 81 0.390    

Total  33.237 83     

R = 0.221, Adjusted R square = 0.025 

b) Coefficients  

 Un standardized 
coefficients  

Standardized 
coefficients  

t  Interpretati
on  

 B  Std error Beta    

Constant  3.611 0.440  8.212  

Managers and superiors 
in SACCOs know what 
actions are desirable and 
have the ability to make 
sure the desirable actions 
occur  

 

 

 

 

-0.166 

 

 

 

 

0.081 

 

 

 

 

-0.221 

 

 

 

 

-2.039 

 

 

significant  

SACCOs have in place 
different guiding 
manuals  

0.006 0.064 0.010 0.094 Not 
significant 

Results in Table 3 (a) indicate that work rules and procedures aspects are not collectively 
explanatory variables of profitability of SACCOs in Wakiso district. The F computed (Fc) = 2.079 
is less than F tabulated (Ft) (f2, 82; 0.10 = 2.369). This was also further supported by the 
regression value of 1.623 compared to the residual value of 31.614, suggesting that there are 
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other factors which very strongly predict profitability and not work rules and procedures. The 
hypotheses that works rules and procedures do not significantly influence the profitability of 
SACCOs in Wakiso district were confirmed. However, as indicated in Table 3 (b), the aspect of 
work rules and procedures of managers and superiors in SACCOs knowing what actions are 
desirable and have the ability to make sure the desirable actions occur was significant (t = -
2.039). There is thus, a significant negative relationship between managers and superiors in 
SACCOs knowing what actions are desirable and have the ability to make sure they occur and 
profitability. This is possible because this comes with increased supervision which reduces 
profitability although a necessary aspect. The aspect of work rules and procedures of having in 
place different guiding manuals is not a significant predictor of profitability (t = 0.094). Guiding 
manuals are necessary factors (e.g. budget manual), but not sufficient to predict the profitability 
of these SACCOs.� 

Table 4: Regression results of Work rules and Procedures and Customer Satisfaction 

Model  Sum of 
square  

df Mean 
square  

Fc Ft Interpretation 

Regression  1.151 2 0.635 2.234 2.369 Not 
significant 

Residual  24.373 81 0.284    

Total  25.524 83     

R = 0.229, Adjusted R square = 0.029 

Results in Table 4, reveal that work rules and procedures are not collectively explanatory 
variables of customer satisfaction in SACCOs in Wakiso district because F computed (Fc) = 2.234 
is less than F tabulated (Ft) (f2, 81; 0.10 = 2.369). The study hypothesis that there is no statistically 
significant influence of work rules and procedures on customer satisfaction in SACCOs in 
Wakiso district was therefore, confirmed/accepted. � 

Table 5: Regression results of work rules and procedures and overall performance of 
SACCOs (profitability and customer satisfaction) 

a) ANOVA Table 

Model  Sum of 
square  

df Mean 
square  

Fc Ft Interpretation 

Regression  0.521 2 0.261 1.232 2.369 Not 
significant 

Residual  17.138 81 0.212    

Total  17.659 83     

R = 0.172, Adjusted R square = 0.006 
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b) Coefficients  

 Un standardized 
coefficients  

Standardized 
coefficients  

t  Interpretation  

 B  Std error Beta    

Constant  3.357 0.324  10.368  

Managers and superiors 
in SACCOs know what 
actions are desirable and 
have the ability to make 
sure the desirable actions 
occur  

 

 

 

 

-0.063 

 

 

 

 

0.060 

 

 

 

 

-0.116 

 

 

 

 

-1.057 

 

 

Not 
significant  

SACCOs have in place 
different guiding 
manuals  

0.058 0.047 0.134 1.222 Not 
significant 

The results in Table 5 (a) show that work rules and procedures are not explanatory variables of 
the overall performance of SACCOs in Wakiso district. The F computed (Fc) = 1.232 is less than 
F tabulated (Ft) (f2, 81; 0.10 = 2.369). This is further confirmed by a regression value of 0.521 
compared to the residual value of 17.138, suggesting that work rules and procedures are 
necessary factors but are not significant predictors of the overall performance of SACCOs in 
Wakiso district. Further, all the components of work rules and procedures as per Table 5 (b), of 
managers and superiors in SACCOs knowing what actions are desirable and having the ability 
to make sure that desirable actions occur and SACCOs having in place different guiding 
manuals are not significant predictors of the overall performance of SACCOs in Wakiso district 
as revealed by their t values of -1.057 and 1.222, respectively. 

According to the study findings, there is no statistically significant influence of work rules and 
procedures on profitability, customer satisfaction and overall performance of SACCOs. 
Findings concur with Merchant (1984), who avers that the behavioral controls like the use of 
work rules and procedures are just measures preventing undesirable organizational actions. 
Findings have also proven the views of Langsfield (1997) and Miles & Snow (1978), who guide 
that non-financial controls, as correlates to business performance, are specifically used to make 
better decisions for customer satisfaction through emphasizing the rules and procedures. 
Findings further support Simon (1990), who points out that those behavioral controls such as 
work rules and procedures foster a strong sense of solidarity and commitment towards 
organizational goals but not necessarily influencing performance. This offers a good 
explanation for the insignificant relationship between work rules and procedures and the 
performance of the SACCOs. � 

Related also to the study findings, Guthrie (1994) indicates that the effectiveness of the business 
unit is dependent on a match between work rules and procedures and the firm's performance in 
terms of strategic postures. Finally, findings seem also to support Drury (2006), who argued 
that firms use different non-financial controls to cope with the problem of organizational 
control classified under behavioral, social and output controls, which point at customer 
satisfaction. He also notes that action control applies to those situations where the actions 
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themselves are the focus of controls and are usable and effective only when managers know 
what actions are desirable (or undesirable) and have the ability to make sure that the desirable 
actions occur (or that the undesirable actions do not occur). 

However, compliance with ICA principles underpins a SACCO to put cooperative values into 
practice and provide a foundation for the SACCO’s financial intermediation effectiveness (for 
example, SACCOs are collectively controlled by an informed membership to minimize costs of 
external supervision and patronized by its members to increase local business). The theory of 
financial intermediation serves as a SACCO with tripartite characteristics namely: financial 
institution, cooperative and development finance and social enterprises. In this case, as a 
financial institution a SACCO receives savings, offers loans and other related financial services 
and by default, it is exposed to problems of moral hazard and adverse selection. If such issues 
are not checked and mitigated they could lead to ineffectiveness through increased default rate 
and agency costs. As a cooperative a SACCO operates undervalues and principles.  

Lastly, as development finance institutions, SACCOs mostly operate where there are market 
failures due to high risk or costs. In all the three tripartite characteristics (financial institution, a 
cooperate and development finance and social enterprise), a SACCO needs to put in place work 
rules and procedures for its effectiveness and good governance and consequently reduce on 
informational asymmetries and monitor investors on behalf of savers and bridge the maturity 
mismatch between savers and investors.  

CONCLUSION AND RECOMMENDATIONS  

The purpose of the study was to investigate the influence of work rules and procedures on the 
performance of SACCOs in Wakiso district.  The study specifically focused on investigating the 
influence of work rules and procedures on profitability, customer satisfaction and overall 
performance of SACCOs respectively in Wakiso district.� 

Work rules and procedures do not significantly influence profitability in SACCOs in Wakiso 
district. Further, managers and superiors in SACCOs knowing what actions are desirable and 
having the ability to ensure that the desirable actions occur, negatively influence profitability in 
SACCOs, while having different guiding manuals, although a necessary factor in behavioral 
controls is not significant to influence profitability in these institutions in Wakiso district.  

Work rules and procedures are not influential factors of both customer satisfaction and the 
overall performance of SACCOs in Wakiso district. Managers and superiors knowing what 
actions are desirable and having in place different guiding manuals are necessary factors in 
behavioral controls but not sufficient to bolster customer satisfaction and overall performance 
of SACCOs in Wakiso district. Contextually, the study concludes that work rules and 
procedures are not sufficient in ensuring profitability, customer satisfaction and overall 
performance of SACCOs in Wakiso district. The study concludes also that findings are in 
conformity with the theory because the theory serves as a SACCO with tripartite characteristics 
(financial institution, cooperative and development finance and social enterprise) where the 
work rules and procedures are necessary factors. 

Work rules and procedures should be emphasized in SACCOs in Wakiso district because they 
bolster a strong sense of solidarity and commitment towards organizational goals and 
consequently customer satisfaction. Though work rules and procedures are not sufficient to 
predict profitability, customer satisfaction and overall performance of SACCOs, are necessary 
factors because, they are used as behavioral measures to prevent undesirable organizational 
actions. Lastly, work rules and procedures should be properly implemented and adhered to in 
order to make better decisions for customer satisfaction not necessarily direct profitability 
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because the effectiveness of the business is dependent on a match between work rules and 
procedures and the firm’s performance in terms of strategic postures.  

Although the study makes contributions to the understanding of the influence of work rules 
and procedures on the performance of SACCOs, it has limitations and therefore findings should 
be used with caution to the extent of the following limitations. First, the study is a cross-
sectional study that examined the performance of the SACCOs phenomenon at a point in time. 
This may not give a complete picture of the phenomenon studied and may limit some of the 
conclusions obtained. Secondly, there were few variables included in the model, although the 
performance of SACCOs can be measured by many other variables and is also influenced by not 
only work rules and procedures. Thirdly, the study is limited to member-owned microfinance 
institutions (the SACCOs), which in Uganda are not supervised by Bank of Uganda (BoU) and 
are not listed institutions probably with extra regulations, guidelines and procedures. Lastly, 
the nature of the sampling units under study cannot be generalized to a large population, as 
only 10 SACCOs out of over 80 SACCOs in the district were examined. Moreover, out of the 
over 100 districts in Uganda, only one district was considered. � 

Given the above limitations, the study opens up areas for further research. One, future studies 
should explore appropriate econometric methods that improve the understanding of the 
performance of SACCOs in Uganda. Secondly, more variables should be included in the model 
based on literature and be tested empirically to increase our understanding of the influence of 
non-financial controls on the performance of SACCOs. Other measures of performance of 
SACCOs should be extended to other types of MFIs and other organizations in Uganda and 
elsewhere. Fourthly and lastly, a large sample size could be used for more accurate findings and 
which are more generalizable on the whole country (Uganda). 
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Abstract 
The uncertainties triggered by external environment require that there is no one best way of 
designing the structure of the organisation rather it is dependent on the circumstance and 
resilience capacity to withstand the threats. The purpose of this study therefore is to investigate 
the effects of organisational structure on employee resilience in manufacturing companies in 
Nigeria using cross-sectional survey. Ten manufacturing companies were selected using simple 
random sampling. 132 validated questionnaires were distributed to the participants. It was found 
that organisational structure has positive significant effect on employee resilience. The study 
concludes that organisational structure measured in terms of centralization, formalization and 
complexity enhances the resilience consciousness of employees in the organisation. The 
implication of this study is that managers of manufacturing companies as well as policy makers 
should employed organisational structure that will accommodate uncertainties, threats and other 
changes from the external business environment by ensuring that their resilient capacity is very 
strong to withstand such disruptions. 

Keywords: Organisational structure, employee resilience, formalization, centralization, 
adaptability, complexity, proaction, responsiveness. 
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INTRODUCTION 

Organisational structure has been a major discourse amongst scholars, policy makers, 
organisational behaviourists and human resource management professionals. This is as 
a result of its significant effect it has on organisational performance, effectiveness, 
sustainability, creativity, innovation, knowledge management and psychological 
empowerment (Griffin & Moorhead, 2014; Holagh et al., 2014; Jamshid et al., 2013; 
Agbim, 2013; Claver-Corte´s et al., 2007). Sinding & Waldstrom (2014) argued that 
without organisational structure there will be no formal reporting relationship in the 
workplace. Kinicki & Fugate (2016) added that organisational structure brings order, 
harmony and peace in both formal and information organisation. The structure of every 
organisation is what distinguishes line of communication as well as authority through 
which every worker report to each other. Organisatioanl structure encourages harmony 
by making clearer who should report to whom otherwise the atmosphere in the 
workplace would have been chaotic in nature.  

Nevertheless, employee resilience is associated with the ability of an employee to adapt 
to organisational changes as a result of external shocks such as uncertainties, economic 
recession, and covid-19 pandemic to mention but a few. In line with the above, the 
changes that disrupted organisational activities may also affect its structure thereby 
prompting managers to modify, adjust or reengineer the reporting relationships in the 
organisation. This is where employee resilience comes to play. As organisations set their 
priorities right in terms of changes that may be triggered by external work environment 
that managers has little or no absolute control. Thus, in order to avert these 
environmental crises, managers and top management executives strategize oftentimes 
to mitigate environmental turbulences or disruptions that may alter organisational 
structure and strategic plan through employee resilience (Kim, 2020). Employees that 
received training on resilience are proactive and aware of factors that are likely to disrupt 
the organisation (Hartwig et al., 2020; Zhu et al., 2019). It is based on the above 
contention that Zhu et al., (2019) opined that employee adaptability to withstand 
unforeseen circumstances will go a long way to mitigate further uncontrollable 
adversaries. Evidence of employee resilience has shown that adaptability and 
proactiveness contribute positively to company effectiveness after a turbulence situation 
(Kim, 2019). In addition Malik & Garg (2017) argued that the ability to adapt to changes 
will lead to responsiveness from the employees that possess it as resilience attributes. 
Again Morgan et al., (2019) are of the view that employees that can respond quickly to 
situations in the organisation are as a result of the proactive nature inherent in them.  

However, previous studies on organisational structure (Mon, 2019; Li,2019; Mon et al., 
2019; Agbim, 2013; Jamshid et al., 2013; Holagh et al., 2014; Claver-Corte´s et al., 2007) 
has been shown to predict other variables other than employee resilience. This has 
created a gap in literature because none of the studies above investigated organisational 
structure and employee resilience. It is this lacuna that motivated the researchers to 
examine the effects of organsiational structure on employee resilience in manufacturing 
companies operating in Enugu, South Eastern Nigeria. The rationale for manufacturing 
companies as scope of the study is because manufacturing companies account for 11.64% 
of Nigeria real GDP (Ademola, 2020). In terms of geographical scope, Enugu is the 
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former capital of old Eastern region where major manufacturing companies were 
located. On the other hand, manufacturing companies in Nigeria is among the sector 
that employs knowledge workers in the country thereby reducing the number of 
unemployment in the country to the barest minimum (Eguzozie, 2020). Lastly, 
manufacturing companies in Nigeria attracts foreign expatriates especially in 
automotive, iron, information and communication, and petrochemical industries.  

LITERATURE REVIEW 

Organisational Structure 

An organizational structure defines how jobs are divided, grouped and coordinated in the formal 
organisation (Mon, 2019; Robbins & George, 2018; Jones & Gorge, 2017; George & Jones, 2012). It 
also shows the reporting relationships between every individual in the organisation (McShane & 
Von Glinow (2018). It is also called division of labour and patterns that show how communication 
should follow in the organisation. However, elements of organisational structure that have been 
identified in literature are work specialization, departmentalization, chain of command, span of 
control, centralization/decentralization, formalization, and boundary spanning (McShane & Von 
Glinow, 2018; Robbins & George, 2018; Colquitt et al., 2017). Work specialization otherwise 
known as division of labour describes the extent to which activities in any enterprise are divided 
into different jobs (Robbins & George, 2018). The aim of work specialization is to divide a job into 
specialized areas based on how it will benefit the organisation. Again, work specialization is to 
enhance efficient use of employee skills and also improve them through repetitive process 
through which an employee will be knowledgeable in that area (Robbins & George, 2018).  

On another hand, one of the shortfalls of work specialization is the inability to acquire new idea. 
It has been revealed that when employees spend more time performing one work, they would 
not have the zeal or motivation to learn other jobs (Colquitt et al., 2017). Departmentalization 
shows how jobs are divided in the formal work organisation. After jobs have been divided into 
work specialization, the next step is to group or break them down into simple tasks for 
effectiveness and efficiency. This process is known as departmentalization. Departmentalization 
shows how every employee and their responsibilities are grouped together to perform assigned 
task that is different from the one giving to another person or group (Suzuki & Hur, 2020; 
McShane & Von Glinow, 2018). Chain of command is predefined line of authority that starts from 
top management to the lowest level and clarifies who is to report to who (Robbins & George, 
2018). The premise of unity of command is that an employee should have one superior to report 
to (Langton et al., 2016). This assumption of reporting to one person is associated with traditional 
organisation because in a modern organisation, some employees report to more than one person 
as a result of globalization. Span of control or span of management is concerned with the number 
of people that should report directly to a manager or supervisor in the organization. For instance, 
in a narrow span of control, few employees report directly to a manager, whereas in a wide span 
control, many employees report directly to a manager (McShane & Von Glinow, 2018). 
Centralization and decentralization: Centralization refers to when decision making is domiciled 
in one point, department, section or office. On the other hand, when lower level managers or 
supervisors are allow to make decisions it is known as decentralization. It has been shown that 
an organization that is centralized only top managers’ make all the decisions for the low level 
managers to carry out their directives (Li, 2019; Robbins & George, 2018). Formalization refers to 
how rules and procedures within the organisation are standardized (Robbins & George, 2018; 
McShane & Von Glinow, 2018). The essence of formalization in the workplace is to control or 
regulate employees’ behaviours on their job (Griffin & Moorhead, 2017).  
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Nevertheless, any organisation that is highly formalized usually has higher rule-bound jobs and 
less tolerance for those that violate the rules (Griffin & Moorhead, 2017). What this implies is that 
any organisation with high formalized rules is likely to regulate their employees’ behaviour 
compared to others that does not place much emphasis on rules. Boundary spanning refers to 
when employees begin to affiliate with other employees outside their official assigned groups or 
departments (Robbins & George, 2018). For instance, a marketing manager who usually prefers 
to work with information and communication technology (ICT) team is engaging in boundary 
spanning (Mon et al., 2019; Robbins & George, 2018). 

Drawing from the above, the validated three dimensions of organizational structure from the 
above mentioned elements are formalization, centralization and complexity (Ivancevich et al., 
2014). Manager’s decisions on these dimensions are that; high formalization requires high 
specialization; delegated authority; functional departments; and wide spans of control 
(Ivancevich et al., 2014). Secondly, high centralized organisation requires high specialize 
workforce; high centralized authority; functional departments and wide spans of control 
(Ivancevich et al., 2014). Thirdly, high complexity requires high specialized workforce; delegated 
authority; branches, customer and product departments and narrow spans of control (Ivancevich 
et al., 2014). It is based on this premise that this study formulated the following research 
hypotheses. 

HA1: centralization has positive significant effect on responsiveness 

HA2: formalization has positive significant effect on adaptability 

HA3: complexity has positive significant effect on proaction 

Determinants of Organisational Structure 

For organisation to survive in an unstable business environment, managers and other 
organisational leaders would strive to fit their organisation with the factors that determine its 
stability in the course of changes. These factors are; the nature of the organizational environment, 
the type of strategy the organization pursues, the size of the organisation, the technology (ICT); 
and the organization’s human resources (Jones & George, 2017; Colquitt et al., 2017). 
Organisational environment comprises of customers, competitors, employees, suppliers, 
distributors, government as well as other factors outside the control of management that may 
affect their performance negatively or positively. A change in one of the above factors will 
automatically cause the organisation to change its mode of operation to accommodate the new 
order (Colquitt et al., 2017). Organisational size determines how its structure will be. Colquitt et 
al., (2017) argued that as organisations grow bigger, managers will be required to combine work 
specialization, formalization as well as centralization to control their operations thereby making 
it more mechanistic in nature. Organisational strategy represents a course of action for achieving 
their objectives or goals. Thus, a change in external environment will trigger a change in the 
strategy already crafted. Again, as organisation grows and plans to penetrate new market, it will 
require more strategies such as joint ventures or import/export to enable it withstand other 
existing competitors. This will also affect their existing organisational structure. Information 
technology in this regard is a method or approach through which an organisation used to process 
their products or services before bringing it to the market. A change in new methods requires 
that orgnisational structure will have to change. Human resource describes the people that 
carryout organisational goals (employees). It has been shown that the more an organisation relies 
on work teams to improve performance, the more likely the employees will work together in 
groups or teams to perform their tasks (Jones & George, 2017). Based on this, such organization 
is more likely to embrace flexibility, decentralized structure to organize and coordinate its 
activities (Jones & George, 2017).  
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Nevertheless, the baseline theory that underpinned organisational structure is contingency 
theory which affirms that there is no one best way to design an organisation (Jones & George, 
2017, Robbins & George, 2018). Organisational leaders design their structure to fit with the 
circumstances that influence or affect them mostly. Three major contingency factors that 
managers must always consider with regards to organisational structure are organizational 
environment, changes in information technology and human resources (Jones & George, 2017). 
Contingency theory combines organic and mechanistic structure to explain the nature of 
organisational structure. Organic structure describes the structure of an organsation that is 
designed to promote flexibility so that workers can take responsibility in making decision on their 
own without top management interference (Jones & George, 2017). On the other hand, 
mechanistic structure describes the structure of an organization that is designed to control 
employees to behave in certain ways (Jones & George, 2017).  

Employee Resilience 

Resilience is multidisciplinary concept used in describing the capacity of a system to bounce back 
from uncertainty or disruptions (Hartwig et al., 2020; Edeh et al., 2019a; Edeh et al., 2019b; Lee et 
al., 2013; Burnard & Bhamra, 2011; Lengnick-Hall et al., 2011). Associating resilience with 
employee in the workplace, we define employee resilience as employee capacity to withstand 
threats, uncertainty or unexpected circumstances and still remain steadfast in the midst of the 
change. In addition, Edeh et al., (2019a) contended that employee resilience is the capability and 
ability of a worker to anticipate, improvise on environmental uncertainties and regain stability 
after the challenges. However, empirical validated resilience measures are adaptability, 
vulnerability, adaptive capacity, situation awareness, management of keystone vulnerabilities; 
robustness, redundancy, resourcefulness, openness, proaction, responsiveness, authenticity, 
agility, people, process, technology (Fukofuka et al., 2018; Alamene et al., 2017; Lee et al., 2013; 
Subrahmanian, 2012; Gunasekaran et al., 2011; Burnard & Bhamra, 2011; McManus et al., 2008; 
Tierney, 2003). In this study adaptability, proaction and responsiveness were used as measures 
of employee resilience.  

METHODOLOGY 

Cross-sectional research survey was adopted as it supports the use of questionnaire to 
collect data from participants. Target population comprises manufacturing companies 
in Enugu, South Eastern part of Nigeria while accessible population of 10 registered 
manufacturing companies with Manufacturers Association of Nigeria were sampled 
with simple random sampling. 200 employees were surveyed from the ten 
manufacturing companies. Sample size of 132 was determined from 200 participants 
with Krejcie & Morgan (1970). Thus, 132 copies of questionnaire were distributed to the 
participants but only 125 copies were returned and found valid for analysis. 12-items of 
validated Organisational Structure Questionnaire (OSQ) adapted from Wilson (2019). 
On another hand, 8-items validated Employee Resilience Questionnaire (ERQ) adapted 
from Gunasekaran et al., (2011); Edeh et al., (2019b).  
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ANALYSIS AND RESULTS 

Table 1. Demographic profiles of participants 

Demographic Frequency Percentage (%) 
Gender 
Male 
Female 

 
98 
27 

 
78.4 
21.6 

Age-Bracket 
46 years & above 
36-45 years 
20-35 years 

 
52 
43 
30 

 
41.6 
34.4 
24.0 

Education 
Diploma certificate 
Bachelor degree 
Master degree 
PhD degree 

 
32 
70 
17 
6 

 
25.6 
56.0 
13.6 
4.8 

Source: Field survey (2020) 

Analysis of participants’ demographics revealed that 98 participants representing 78.4% are 
males while 27 participants representing 21.6% are females. Age brackets of respondents showed 
that 52 participants representing 41.6% fall within 46 years and above; 43 participants 
representing 34.4% fall within 36-45 years; 30 participants representing 24.0% fall within 20-35 
years. Education levels of participants revealed that 6 participants representing 4.8% hold PhD 
degree; 17 participants representing 13.6% hold Master degree; 32 participants representing 
25.6% hold Diploma certificate; 70 participants representing 56.0% hold Bachelor degree. 

Table 2. Multiple linear regression results 

Independent Variables Dependent Variables 
 Responsiveness Adaptability Proaction 
Centralization Sig. (.000) 

β =.719* 
- - 

Formalization - Sig.(.000) 
β =.732* 

- 

Complexity - - Sig.(.000) 
β =.779* 

R .719a .732a .779a 
R2 .517 .536 .607 
Adjusted R2 .513 .532 .604 
F value 131.601** 141.911** 190.024** 
df. 3.91 3.91 3.91 
Coefficient .668 .702 .764 
Std. Error .058 .059 .055 
t-statistics 11.472 11.913 13.785 

N=125, p <0.05 

The overall models correlation on table 2 indicated that 72%, 73% and 78% respectively are 
reasonable. Sample error was not recorded because the difference between R2 and adjusted R2 are 
less than 5% (George & Mallery, 2016). Goodness of fit of the models are endorsed as significant 
since F-statistics (131.601**; 141.911**; 190.024**) are greater than 3.91 degree of freedom (1, 123). 
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Based on these results, the null hypotheses are hereby rejected and alternate hypotheses accepted. 
Since p<0.05, it therefore implies that the overall regression model is significant at 5% level of 
significance (George & Mallery, 2016). Based on these results organisational structure has 
significant effects on employee resilience.  

DISCUSSION AND IMPLICATION  

Drawing from the results, the study found that organisational structure has positive significant 
effects on employee resilience. This implies that organisational structure enhances the resilience 
capacity of employees in the workplace through adaptability, responsiveness and proaction 
dimensions. The finding of this study also supports contingency nexus of management which 
affirms that there is no one best method of designing the structure of the organisation. This is 
because a change in one section of the organisation will definitely affect other parts of the 
organisation and thus prompting the reengineering of the whole system to start learning the new 
order (Mali & Garg, 2017; Jamshid et al., 2013). Furthermore, withstanding shocks generated from 
external environment has shown that organisational structure flexibility is capable of promoting 
employee resilience (Hartwig et al., 2020; Holagh et al., 201). Conclusively, organisational 
structure measured in terms of centralization, formalization and complexity enhances the 
resilience consciousness of employees in the organisation. Organisational structure is usually 
affected by the complexity that usually arise as a result of changes in technology and other macro-
environmental forces that are beyond the control of management teams (Zhu et al., 2019; Li, 2019; 
Mon et al., 2019). The implication of this study is that managers of manufacturing companies as 
well as policy makers should employed organisational structure that will accommodate 
uncertainties, threats and other changes from the external business environment by ensuring that 
their resilient capacity is very strong to withstand such disruptions.  

LIMITATION AND FUTURE DIRECTIONS 

The limitation of this study is hinged on the geographical socio-cultural scope where the study 
was carried out. The culture of Igbo speaking people in South Eastern Nigeria is associated with 
collectivism which gives credence to group affiliation and team formation (Onuorah, 2019; 
Ajanwachukwu et al., 2017).  Thus, the completion of primary instruments by the respondents 
must have been influenced by their follow colleagues or family members who may have 
generated bias in the research. Another limitation is the use of cross-sectional survey which only 
encourages researchers to collect data within a short period of time compared to longitudinal 
survey that supports longer periods for collecting data (Saunders et al., 2009). Connectively, some 
fundamental empirical studies may not have been captured by the researchers especially when 
investigations are in constant motion by scholars from different disciplines with regards to 
organisational structure and employee resilience. This study suggests that further research on 
organisational structure should investigate its influence on employee discretionary work 
behaviour, workforce diversity and human resource roles. We therefore encourage future 
investigators to adopt methodological paradigm triangulation to replicate our results using the 
same variables. 
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Abstract 

This research article begins with the illustration of China’s special economic zone and regional 
inequity. We concluded that the decision to make Hainan free trade zone is one of the concrete 
step for the country to strengthen international trade and investment. However, shorten the 
negative list of foreign investment, can help to facilitate and attract the overseas investment. 
Until the attempt of special regional policies, the catching up and transformation did succeed 
in achieving the purpose of increase the development of the special economic zones, for this 
reason the coastal area advantages disproportionately. The Western Development policy that 
made better prosperous environment for foreign capitals in the western provinces did not 
show substantial absolute impact on encourages the growth and development in this region 
so far. The solution to this growing problem is to increase more special economic zones in 
China with regard to captivate foreign direct investment and stimulate the economy.  

Keywords: -Free Trade Zones, Hainan Province, Special economic zones (SEZs), China, 
Regional disparity, FTZ Negative List, Regional economic policy,  

1. Introduction 

1.1 Special Economic Zones (SEZ’s) 
“Special economic zones (SEZs)” have undergone great changes. The word “SEZ” signify a huge 
variety of areas/zones, for instance, free trade zones (FTZ), the export-processing zones (EPZ), 
the industrial parks (IP), the economic and technology development zones (ETDZ), the high 
technology zones (HTZ), science and technology innovation parks ,etc. The basic ideology of 
special economic zones considers various particular features: (i) it’s a geologically finite region, 
generally physically protected; (ii) it is the only administration or organization; (iii) within the 
zone, it presents a few points of interest for financiers physically; (iv) it has a distinct traditional 
region and efficient process (FIAS 2008).  

Furthermore, a special economic zone usually functions under popularly in the country under 
the liberal economic laws. Generally, SEZs represent two primary sorts of benefits, which are 
partially entitled to SEZs reputation: “static” financial benefits which includes talent generation 
and talent upgrading, export development, overseas exchange income; and additional “vibrant” 
financial advantages along with upgrading expertise, transformation and improvement in 
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technology, development of local firm’s production (Zeng, 2010). The purpose of special 
economic zones are normally to accomplishing subsequent four strategic goals (Madani, 1999; 
Cling et al., 2001; FIAS, 2008; Zeng, 2010; Farole & Akinci, 2011; Fuller & Romer, 2012): (1) to 
attract overseas investment; (2) massively reduce un-employment; (3) supporting comprehensive 
strategy of economic reforms; and (4) building new experimental labs to implement fresh policies 
and procedures. Experts consider that special economic zones will be able to accomplish trade 
development in a more powerful and efficient way. Specifically, investment in special economic 
zones will : (i) offer bundle of public services in a geologically focused region; (ii) develop the 
restricted government financing potency or improve the government budget for infrastructure; 
(iii) assist the development of specific industry cluster; and (iv) motivate urban development 
facilitating contributory living standards for staff and for  other science and technology workers., 
Hence, the special economic zones  will be contributing  of jobs designing and generation of 
income, moreover possibly, environment protection and economy environmentally-friendly 
cities  and  green growth  deployment (Lin and Wang, 2014). 

The scientific research illustrates that a lot of special economic zones have been able to exports 
promotion, FDI, jobs creating, and express the effect of cost-benefit positively (Warr, 1989; Chen, 
1993; Jayantha kumaran, 2003; Gonzalez Monge, et al. 2005; Zeng, 2010; Romer & Fuller, 2012). 
Nevertheless, numerous researchers see these zones as the 2nd or may be 3rd  top alternative for 
growth, whose accomplishment is restricted to particular situation in a constrained time prospect 
Hamada 1974; Madani, 1999), and several other interests that may additionally emerge as  
“territory” (Kaplinsky, 1993). 

Initially, the new industrial zone was entrenched in Shannon town, Republic of Ireland in 1959. 
Following 1970s, the SEZ- initially started in the region of Latin America and East Asia, generally 
with the kind of export processing zones (EPZs), build to appeal overseas finance and to promote 
exports (Farole, 2011). The export processing zones are usually in factory, with strict controls of 
custom and the products (usually more than 80%) made within these zones should be exported 
to other foreign countries. This model of export processing zones was eminent in several states, 
including the Korea; Mauritius, Dominican Republic; Taiwan, Vietnam; China; and Bangladesh. 
In accordance to the International Labour Organization (ILO), few new trade zones have been 
established since and by 1986, there have been one hundred seventy six zones in forty seven 
states; and by 2015 it has been approximate that there have been more than four thousand three 
hundred zones more than one hundred thirty countries (The Economist, 2015). The SEZs play a 
vital role in new technologies transforming to China and the implementation of contemporary 
managerial practices (Zeng,2010). 

1.2 An Outline of Chinese Special Economic Zone Programs 

After the decade's central planned economy, in 1978, the Chinese government approved the open-
up policy and it determined that opening up in Guangdong province and Fujian provinces in the 
outside world and utilizes special policies and measures in July, 1979. However, Zhuhai, Shantou, 
Guangdong and Shenzhen were determined as special economic zones in August 1980 and after 
that, Fujian province and Xiamen were declared the special economic zones of China in October, 
1980. Four special economic zones were rather similar because all zones covered huge area and 
can achieve the broad base purposes such as economic growth, FDI and global trade privileges.  

The huge growth rate was measured in China because of an aggregation of favourable policy, 
strategies and the correct choices for the production factors in the special economic zones. From 
1980 to 1984, the national annual average growth rate of GDP was (10%), the annual rate of 
Shenzhen grew (58%), however the other special economic zones such as Shantou (9%), Zhuhai 
(32%), and Xiamen (13%). Moreover, in 1986, Shenzhen was already been developed in factors of 
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production (Yeung, et al., 2009). Fourteen economic trade development zones (ETDZ) were 
already been build in different coastal areas from 1984 to 1988, however, within the next years 
more zones were established by Chinese government in other cities such as  Min Delta in Fujian, 
Yangtze River Delta, and also the Pearl River Delta. Meanwhile, in 1988, Hainan was nominated 
as a 5th complete special economic zone, accompanied by Shanghai Pudong new area and Tianjin 
Binhai new zone in 1989 and 2006. However, in addition to the SEZ pointed out above, there are 
numerous other varieties of special economic zones namely high-technology industrial 
development zones (HIDZs), free trade zones (FTZs), and export-processing zones (EPZs). 

2. Hainan Province Free Trade 

By October 2017, approximately 18,000 companies have already been enrolled in the special free 
trade zone, doubling the figure in the four earlier zones when they combined in September 2013. 
International trade in these rose 16.2% during the first three quarter of 2017, and gradually rose 
year by year to 150 billion US dollars. The special free trade zone was started to pursue smooth 
business enrollment. Enterprises can enroll and start their business in these zones within three 
working days (Xinhua, 2018). According to Ren, (2014), more three free trade zones were started 
in Guangdong province, Tianjin city, and Fujian Provinces in 2014. However, in August 2016, 
seven more branches of third bath went operational. As structural reforms have developed 
innovation-driven growth, these free trade zones attract the investors to contribute innovation 
policy, startup in manufacturing, investment and other business related sectors. However, in 
January 2017, the Chinese government took further step to captivate international financing 
through trouble-free access and a greater business atmosphere. Overseas enterprises have 
already been facing limited restrictions in the field if services sector, mining and manufacturing 
sectors. The free trade zones trials build a model for economic transformation and opening up 
nationwide" (Xinhua, 2018).“The efforts to establish an international free trade zone in the South 
China Island have been resolved the strengthen globalization and to defend multilateralism.” 

A top expert and a former vice-minister of commerce of the China, Mr.Wei Jianguo said, Hainan 
free trade zone is a concrete step to promote international investment as well international trade, 
and more hard work is needed to make this success. However, other experts illustrate that this 
project includes a new phase of Chinese economy reform and opening up because the island is 
likely to compete with other international ports such as Hong Kong and Singapore (Telegraph, 
2018). Under the plans of central authorities declared on 14 April 2018, the tropical resort island 
of the country will transform into a free trade port and free international trade by 2025.  

Wei Jianguo alleged economies are being encouraged around the world help to improve the 
Hainan development. Thus, Hainan can perform a greater role in global economy growth. This 
project offers a model for the development of South Asian countries and also promotes the 
development of mainland and coastal areas. This effort emphasizes China's solution to strengthen 
internationalization and to protect multilateralism. Hainan free trade zone competes effectively 
to maintain the country's growing trade protection, the speed of global trade and to make the 
international investment easier. "Moreover he said that in support of the development of Hainan, 
further policies may be implemented in the future. That consists of broader opening-up policies 
and wider transformation measures in areas such as law formulation of law, guidelines for 
investment, and systems of finance and visa policy. However, some other Experts assumed that 
there is much to expect from Hainan due to the fact a free-trade port represents the highest level 
of opening by global standards and mean that most goods and services are very low or even zero 
tariffs (China Daily, 2018). 

According to Mr. Wei, the Hainan FTZ will work as a new way for China to strengthen regional 
economic integration and to further support the development of the global economy. It’s a 
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Chinese plan that is applies to international growth. Economies are being encouraged around the 
world to try to help improve the development of Hainan. In comparison to Hong Kong and 
Singapore, Hainan will use its resources to develop and a long-lasting benefit with the rapid 
development of China. According to an economist of the China Centre for International Economic 
Exchanges, Mr. Xu Hongcai, the project will promote the international status of island and 
convert it into an economic centre that can attract foreign investment and talent. Hainan 
development has strategic significance for the development of overall country, and promotes new 
planning policy which is necessary for the next round of reform and opening up.“It’s a newest 
version of the country’s reform and setting up, and some of the measures are better than earlier 
policies” (China Daily, 2018; Telegraph, 2018). 

A deputy director of the China Institute for Reform and Development, Mr. Xia Feng, said “The 
tropical islands such as Hainan,  their growth and development is depend on the setting up 
policies as compare to inland areas. A plenty of complete procedures are required to assure the 
open stream of resources like capital and skills.” The president of the China Institute for Reform 
and Development, Chi Fulin elaborate that Hainan’s assets include its large area and huge local 
resources that cannot compete with China’s other free-trade zones: “In Comparison to Hong 
Kong and Singapore, Hainan will use to develop its own resources. I suppose it's going to have a 
late-mover benefit with rapid development” (Telegraph, 2018). 

According to Mr. Xie Xiangxiang, who is working in the School of Tourism of Hainan University 
as a associate professor said that there is a powerful starting point to transforming the entire 
island into a free trade zone, aimed at becoming a global tourism and consumption center. The 
biggest challenge facing the island is a lack of talent that the province has to enhance its education 
and training (Telegraph, 2018). 

3. Foreign investors with shortened FTZ negative list 

In the SPFTZ, a foreign investment project is not required to ratify the Government of China, 
unless it is enclosed in a negative list. The previous version of negative list was announced by the 
Shanghai municipal authorities, there were 190 items in 2013 and continuously decreased to 139 
in 2014.The list has further reduced in 2015. However, the negative list will further decreased in 
this year, which limits overseas financing, in its free trade zones (FTZs). The spokesperson for the 
Ministry of Commerce (MOC) Mr Sun Jiwen, said China has decreased the restrictions in 2017 in 
the field of research and development, information and communication technology, mining, 
investment and manufacturing sectors etc. For instance, foreign financier can now design and 
manufacture civil helicopters with a maximum weight of three tones and above in the FTZs. 
Moreover, the ministry has additionally encouraged pellucidity of the negative list in helping to 
help overseas investment. China's free trade zones are an approach to analysis new policies, 
which include limited restrictions on investment, and liberalization rate or interest, in order to 
improve the economy in international ways. According to the 2016-2020 plan released by the State 
Council in January 2017, China will setup integrated and transparent market access policies and 
to develop the market access, the China will also promote reforms in the commercial registration 
system (Xinhua, 2017). 

 

 

4. Regional Difference  

There are regional differences in Chinese history (Kanbur & Zhang, 2005). The Chinese region 
consists of provinces with analogous geographical locations, which have similar economies, 
topography, geography and Cultural Features. The disparity between China's regions has turned 
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into significantly division of income and, to a certain level, the living standard between major 
agrarian areas and metropolitan areas (Qian & Smyth, 2008). Nearly all of these metropolitan 
areas lie in the coastal/seaside areas of the country, though China’s central and western regions 
are dominated by agriculture (Zhang & Fan, 2004). If the disparity between central and coastal 
regions becomes too large, it may become an unstable factor in the Chinese economy (Zhao & 
Tong, 2000). 

In the mid of 20th century, China established a centrally planned economic framework. Yet, after 
1970s, it began to shift to a free market-based economy. The decentralization of government 
resource was the initial and crucial measure of Chinese government in this regard (Lin & Liu, 
2000). Therefore, the least essential prospect of this decentralization was that it intervenes ahead 
of regional boundaries (Qian, 2000). As a result, the degree of decentralization in coastal areas 
has increased as compare to the central and western regions of the state. Due to the establishment 
of special economic zones (SEZs), this decentralization ultimately escort to the denationalization 
of resources. Special economic zones are a general term that depicts changes in traditional 
business districts (Zeng, 2010). 

 
Figure 1 China’s special economic zones (SEZ). Source: Yitao and Meng (2016) 

There was a centrally planned economic system, through the independence of China in 1949 to 
1979 that bucked up fast industrialization while maintaining a comparatively low dependence on 
international economic investment (Fujita & Hu, 2001). After the development of the special 
economic zone, China has used the market and the centrally planned economy (Ge, 1999). There 
are five major special economic zones, with the addition of Hainan Province in 1985 (Yitao & 
Meng, 2016). 

The neoclassical growth models anticipate the general paradigm of economic divergence, where 
impoverished regions incline to approach with wealthier regions inside a state or territory (e.g., 
Carlino & Mills, 1993; Yang, 2002). Although this paradigm has verified effective in Western 
Europe and the United States region (Barro & Sala-i-Martin, 1995), but it does not more effective 
in China. The launching of special economic zones has enhanced the gap between regions. The 
top 10 provinces in 2000, with GDP per capita were mainly through the coastal areas of eastern 
China (Zhang & Zou, 2012). 

 

4.1  Impact of SEZs on Regional inequity within China 

SEZs were the “catalysts” undertake revolution of the China’s economy, from a centrally planned 
economy that integrated prospect from both a centrally planned economy and a free market-
based economy (Wei & Ye, 2004). The purposes of special economic zones were to create a “spill-
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over effect”, and the growth of economy in coastal areas will continuously stream to the central 
and west regions/territory (Litwack & Qian, 1998). 

Moreover, to stimulating the economy of China by captivating international investment, the 
special economic zones also assisted transformation the economy of China by operating foreign 
materials, remunerative trade, joint project, joint ventures and foreign capital-based companies 
(Nishitateno, 1983). This consecutively has entitled to grow China’s economy and utilize foreign 
investment to further evolve and build special economic zones. 

A greater economic impact has recorded in the region with multiple SEZs as compared the region 
with only one SEZ. In addition, the areas where the special economic zones were established 
previously produced greater positive economic benefits as compare to those were established 
later (Goldstein, 1998). The significant economic results of the SEZs on the state’s economy have 
been the amount of income and income volume of individuals in the area (Wang, 2012). As more 
and more international companies spent money with in competitive resources and human 
resources in the area, more resources inclined to stream to the whole country. Unluckily, yet, the 
“spillover effect” from one areas to another has never been entirely appeared (Gross, 1988). 

There are different elements that have led to shortage of spillovers within the regional disparities 
of China’s provinces. In the initial four special economic zones, public and international 
companies were subsidized with pleasant tax benefits and tax including employment versatility. 
These zones were very prosperous and China has turn into the biggest beneficiary of FDI in 
underdeveloped nations (Zhang & Zou, 2012). The inflow of these resources has led to divergent 
developments in infrastructure, technology and human capital in coastal provinces (Fleisher, Li, 
& Zhao, 2010; Démurger, 2001). 

On the other hand, the most important factors in the development of regional differences are 
Geographic location, government-owned enterprises (SEO) and natural resources (Nee, 1992; 
Zhang & Zou, 2012). Large state owned enterprises (SEOs), were further accumulated in interior 
provinces, and they had well approach to the natural resources that promote output. In addition, 
China was unwilling to denationalize these enterprises and limit foreign direct investment in 
inland areas. In 1995, when industrial output dropped and large-scale SEO dismissals, 
policymakers turned to some basic public grants for some SEOs. Nevertheless, because the non-
coastal provinces did not have as much right to foreign direct investment, the labor market was 
not as mature as the coastal areas, and many laid-off workers cannot be rehired, so the gap will 
only increase (Zhang & Zou, 2012). 

Finally, granting for networks of infrastructure also affects regional disparity (Démurger, 2001). 
Since decentralization, the local government revenue has been the main source of financing for 
the development of infrastructure, with more capitalization in infrastructure in zones with 
additional resources. There were less capitalization in developing the infrastructure of the 
connected zones and a “trickle down” effect in non-coastal areas. Conversely, development of 
infrastructure in rich regions promoted the localized network growth that can well allocate 
resources and execute them with the economy of state (Sahoo, Dash, & Nataraj, 2010; Zhang & 
Zou, 2012). 

 

4.2 Impact of Chinese policies on Regional inequity 

As we discussed before, China has tried to lockup the gap between the coastal, central and 
western regions of the country through the implementation of policies and strategies. Yet, 
financial decentralization and municipality bias policies have led to regional inequality.  
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Nevertheless, due to the failure of the region to evolve an industrial structure appertaining to its 
own unique comparative strengths, decentralization and foreign trade protection both produce 
local regional trade protection. Local trade protection can widen China’s regional disparity (Qui, 
Li, & Sun, 2003). In order to bring down and get rid of local protectionism, including the 
establishment of a Ministry of Domestic Trade, Chinese Central Government has made several 
efforts, with the main intention of ensure the circulation and distribution of goods throughout 
the country, and the mediation of inter-regional trade conflicts (Fleisher & Yang, 2003; Young, 
2000). 

Of course, this has little effect on maritime areas that pursue in international trade and expand 
economies of scale. Moreover, decentralization is good for regions which has stronger economy, 
because these regions will generate more income. In addition, local budget control hinders the 
development of infrastructure (such as highways, telecommunications, and electricity), especially 
in connecting areas, as some infrastructure was more effective nationwide (Zhang & Zou, 2012). 
Because of these several reasons and indications, financial decentralization actually changes 
regional disparities. Zhou and Zhang (2008) found that there is negative link amid 
decentralization and provincial growth of economy. 

Chinese government modifying the urban polices because of the rapidly growing population in 
urban areas, these are big political and economic instability threat for the country. Because 
provinces with highest GDP likely to be more urbanized, such policies are conducive to 
intensification of inequality in coastal areas and regions (Chen, 2002; Fu, 2004; Zhang & Zou, 
2012). 

The central government of China accepted that the regional gap has widen and invested in the 
domestic non-coastal economy to narrow the economically gap between regions. The Chinese 
government initiated to prioritize the inland areas, later the Asian financial crisis in 1997 (Ahmed 
& Grewal, 2011). They comprehend that the economy needs to be diversified, not just depend on 
foreign direct investment. Therefore, Chinese government initiated to concentrate on the 
betterment of industrial centers in the western region (Fan, 1997). Then it established a 
development center in the northeast and started to prioritize the central region at the beginning 
of the 21st century. 

Unluckily, engagement of Chinese government has hardly renounced this problem. The Chinese 
government has also carried out large-scale reforms of government-owned enterprises, resulting 
in a wide range of joblessness, and further role playing in the Northeast and the West to help the 
needs of the thriving coastal areas (Zheng, 2007). 

The primary factors of the Western Development Strategy include the evolution of transportation 
networks, infrastructure, telecommunications systems and hydropower stations; policies to 
provide preferential treatment for energy, environmental regulation, mining, ecological 
protection, tourism and agricultural processing; betterment of public sector especially for those 
associated to education and public security; attracting foreign direct investment and reducing tax 
rates. Such policies are not as important as the liberalization of SEZs (Sun, 2013), which explains 
the regional disparities of economic growth of China. 

The Western Development Strategy aims to improve the older industrial centers that were 
massively used through the command of Mao Zedong. Deng Xiaoping, who thrived Mao Zedong 
in heading the country, Deng Xiaoping adopted a policy of trickle down, while Mao adopted a 
policy of counter-polar (Harding, 2010). The counter-polar policy itself helps to encourage a state-
controlled economy and eventually utilizes resources in a very incompetent manner (Golley, 2007; 
Li & Yang, 2005; Zhang, 1999). This is because the focus of the counter-polar policy is to 
concentrate national resources in a few underdeveloped regions and needed the government of 
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China to “pick winners”. Mao Zedong highlighted the production and resources of production 
of the central and western regions. Whereas Deng Xiaoping seize to power, he refused to adopt 
an counter-polar policy, but adopted a trickle down approach that would benefit geographical 
and economic advantages in coastal areas and the west (Chen, 1995). 

The aim of the government is to totally necessitate regional disparity experienced by the West 
province. The western development policy has generated more prosperous circumstances for 
investment in the western region, but it has no obvious positive result on boosting the 
development of the western region. However, disparity were decreased by infrastructure 
investment, establishing economic relationship between the coastal regions as well as the West 
regions, and  to increase the capacity of foreign direct investments (FDIs) amount in the West 
provinces (Sun, 2013; Zheng & Kuroda, 2013) . 
 
4.3 Potential to resolve Regional inequity and expanding of Chinese special economic zones 

The number of researchers using various scientific approaches to predict the “regional 
inequalities in China”. The applications of Quantitative approaches are better to understand the 
problem rather than using qualitative approaches. To present a time variation of China’s regional 
inequality, Kanbur & Zhan, (1999) and Wan, (2007), utilize the Theil-L inequality indexand 
generalized entropy (GE) class of inequality measures. The trends drawn from current 
investigation shows that there is a huge income difference between countryside  and 
metropolitan region, and that regional inequality directly affects the size of the family, approach 
to government social services, and the accessibility of human resources in the manpower  specific 
areas (Wan, 2007). 

According to Shankar (2003), numerous studies elaborate that particular methods should be 
interpreted to decrease the regional disparities in China. However, these formation includes 
building a large network of social protection scheme that directly benefits to poor and lower 
income level employees, handling local level economics resources and develop infrastructure in 
less developed regions (Fan, Kanbur , & Zhang, 2011). They help to captivate foreign direct 
investment and foreign companies that promote the economy and help raise living standards 
(Sharma, 2009).  

It’s better to implement the SEZ in the central or western region of China that will be the best 
way-out to reduce the regional disparities which is exist today. China has started to further 
stimulate the Chinese economy by establishing more special economic zones in Africa (Bräutigam 
& Xiaoyang, 2011). 

5. Conclusion 

This paper analyses the special economic zones in China, and puts forward some solutions to 
solve the growing regional differences. In our this research article, international literature focused 
on and  highlighting Hainan province free trade zone benefits, and proposing solutions to 
regional inequalities in China (e.g. Chen, 2010; Fleischer et al., 2010; D_Murger, 2001). However, 
we concluded that the plan to establish an international free zone in Hainan province will not 
only increase the growth of South China, but also promote the economic growth of Asia-Pacific 
region and all over the world. The free trade zone project has been introduced, due to the new 
level reforms and the opening of China economy, because the Hainan, Tropical Island has great 
advantage to engage with foreign port such as Hong Kong and Singapore. The decision to make 
Hainan free trade zone is one of the concrete step for the country to strengthen international trade 
and investment. However, shorten the negative list of foreign investment, can help to facilitate 
and attract the overseas investment. Hainan FTZ is a way to test new policies, which include rate 
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of interest liberalization and limited restriction on investment, to better combine the economy 
with overseas practices. 

On the other had our research shows that China's growing regional disparity is a complex issue 
with many suggested solutions. The disparities between different regions were discussed. The 
impact of special economic zones on these areas has then addressed disparities and analyzed 
some trends from different other studies.  

Until the attempt of special regional policies, the catching up and transformation did succeed in 
achieving the purpose of increasing the development of the special economic zones, for this 
reason the coastal area advantages disproportionately. The Western Development policy that 
made better prosperous environment for foreign capitals in the western provinces did not show 
substantial absolute impact on encouraging the growth and development in this region so far. 

The solution to this growing problem is to increase more special economic zones in China with 
regard to captivate FDI and provoke the economy, consequently all regions in China begin to 
assemble and closure the economical gap. The poor regions are catching up with the rich ones, in 
such a way the disparity in the degree of living norms between the poor and the rich is 
consistently increasing.  

However, we recommend that the rich regions help to narrow the gap between poor regions. In 
addition, more work is required to promote regional integration to reduce the regional 
disparities. More work and efforts are needed to be done to solve this trouble. 
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