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Chapter1

A Conceptual Framework for
Researching Disruptive Innovation
and Innovative Business Models

Clive Sithole and Kambidima Wotela

Abstract

The number of entrepreneurs in South Africa and, therefore, the Total
Entrepreneurial Activity is lower than expected. The absence of entrepreneurial
orientation is not the problem but, rather, instead of focusing on the innovative
products and services, we should focus on innovative business models that change
the processes. This chapter conceptualises an appropriate conceptual framework
for effectively researching disruptive innovation and innovative business models
at subnational level. We employ systems thinking to interrogate literature to realise
three objectives. First, to understand the root causes and consequences of low
innovation in new business ventures in South Africa and more specifically Gauteng
Province. Second, to uncover the knowledge gap on this subject generally and
specifically Gauteng Province. Lastly, to establish the most appropriate framework
in innovation and entrepreneurship studies for interpreting anticipated empirical
results. Eventually, this research will detail innovativeness in new business ventures
after interrogating the theoretical material and empirical data and information on
disruptive innovation and innovative business models. We have sufficient theoretical
grounding on this subject but not empirical grounding to support some of our asser-
tions. Even though most of the interrogations are general, it is within the context of
Gauteng Province and, therefore, we may not generalise our conclusions and propos-
als. We do not address how innovativeness influences policies in general and we do not
restrict ourselves to any specific sector.

Keywords: 4th industrial revolution, business models, disruptive innovation,
innovative business models, research problem analysis, research knowledge gap
analysis, theoretical frameworks, conceptual framework

1. Introduction

Crossan and Apaydin [1] describe innovation as production, adoption, assimilation
and exploitation of value-added novelty in economic and social spheres. It is also
the renewal and enlargement of products, services and markets as well as develop-
ment of new methods of production and establishment of new systems. This makes
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innovation a process and an outcome. Further, innovation can be an original creation
or a creation that is adopted or adapted from elsewhere. Successful business ventures
are usually those that innovate. This is why established paradigms always relate
innovation to entrepreneurship because the two concepts work interchangeably [2-4].
Therefore, one cannot study one without the other.

The number of entrepreneurs in South Africa, and, therefore, the Total
Entrepreneurial Activity, is lower than expected. Such as status quo affects its eco-
nomic growth and therefore, employment. The absence of entrepreneurial orienta-
tion is not the problem but, rather, the lack of focus on appropriate interventions.
Rather, we argue that the entrepreneurship problem in South Africa even amongst the
youth is due to low innovation. The failure to focus on disruptive innovation pitches
the country against the leaders in innovation, therefore, making it less competitive.
Further, instead of focusing on innovative products and services, we should focus on
innovative business models that seek to change the way we do business.

Eventually, the aim of this research is to detail innovativeness in new business
ventures after theoretical and empirical data and information on disruptive innova-
tion and innovative business models. However, this paper is restricted to articulat-
ing the theoretical fundamentals to conceptualise ‘how’ the empirical part of this
research may be pursued. The conceptual framework that we derive in this paper
allows us to effectively research disruptive innovation and innovative business models
at the subnational level. We, therefore, employed systems thinking (Section 2) to
interrogate the literature for purposes of pursing three objectives: first, to understand
the root causes and consequences of low innovation in new business ventures in South
Africa and more specifically Gauteng Province; second, to uncover the knowledge
gap on this subject—that is, what has not been done—in general in South Africa and
specifically Gauteng Province and lastly, to establish the most appropriate framework
in innovation and entrepreneurship studies for interpreting anticipated empirical
results on disruptive innovation and innovation models.

The literature interrogation, in Sections 3 and 4, confirms that despite being the
economic hub of the continent, the fifth-most populous country in Africa and the
third-largest in the Southern African Development Community (SADC) region,
South Africa has the lowest number of entrepreneurs in Africa, exhibiting a low
Total Entrepreneurial Activity. Second, as evident in Section 5, most past and current
research have focused on the person and not the context or the environment. Further,
even then we are not completely aware of the problems faced by those involved
in innovation in Africa or its sub-regions. Furthermore, we are not certain of the
relationship between innovation and entrepreneurship sufficiently enough to decode
an effective, sustainable and efficient innovative business model. The literature shows
that whilst other countries, especially Spain, have interrogated the link between inno-
vation and entrepreneurship in new business ventures [3], there is minimal research
on this subject in South Africa.

Lastly, for purposes of proposing a framework for interpreting empirical results
(Section 6), we situate such research within the innovation discourse. Whilst inno-
vation has several attributes and variables, the literature suggests that we restrict
ourselves to two sets: Crossan and Apaydin’s [1] framework of organisational innova-
tion and Booyen’s [5] factors to interrogate abilities to pursue disruptive innovation.
Further, the literature points to employing the upper echelon theory, the resource-
based view, dynamic capabilities and the process theory to interpret our research
findings. To this list, we add the model linking innovation and entrepreneurship
because it incorporates all the frameworks mentioned above on one platform.
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Arising from the literature we have interrogated in Sections 3 through 6, which we
sum up in Section 7, we propose that the empirical part of this research should pursue
two research questions. First, what factors can enhance disruptive innovation in
Gauteng Province? This should be explicitly on disruptive innovation and not innova-
tion in general or incremental. Second, how can we innovate business models of small
and medium entrepreneurs in Gauteng Province? This should explore the ways of
commercialising disruptive innovation products or services beyond the conventional
ways of doing business. Therefore, other than speculating on the potential of innova-
tion within South African new business ventures, the conceptual framework this
paper provides should guide an empirical research that identifies factors underlining
low innovation and entrepreneurship in South Africa. With this in mind, a qualitative
research strategy and a case study design should be more appropriate. This is because
our focus is not the extent of the problem but rather to detail the reasons underlying
the problem. We should focus on South African-owned formal (not informal) small
to medium enterprises that have been running for less than 10 years and not notable
South African corporate companies. Whilst we now have sufficient theoretical
grounding on this subject, we do not have, at this moment, empirical grounding to
support some of our assertions. Even though most of the interrogation is general, we
undertook it in the context of Gauteng Province, and therefore, we may not generalise
our conclusions and proposals. We do not address how innovativeness influences
policies in general, and we do not restrict ourselves to any specific sector.

This is certainly an important research trajectory for three reasons. First, whilst
the link between innovation and entrepreneurship seems logical and several empiri-
cal studies — for example, [2, 4] as well as [3] - are affirmative about the link, we are
yet to establish how innovation (or lack of it) leads to success (or failure) of a new
business venture in different contexts. Second, empirical comparative data show that
South Africa’s level of innovativeness and, therefore, entrepreneurialism continues to
lag behind [6], but we are yet to explain why. Relatedly, why are South African entre-
preneurs notably necessity-driven and opportunity-driven rather than improvement-
driven? Lastly, the research will contribute to the body of knowledge on this subject
in general and more specifically to the development of entrepreneurship modules
in business schools. The private or business sector has realised that entrepreneurial
skills provide for business creation and self-employment, making entrepreneurship
modules a key contribution in business school. Relatedly, this research might provide
for decision-making information for start-up and entrepreneurship incubators that
provide support to small businesses and entrepreneurs. Similarly, government depart-
ments such as the Department of Small Business Development as well as government
agencies such as the Small Enterprise Development Agency (SEDA) might enhance
policy formulation and implementation to improve innovation and entrepreneurship
in South Africa. It may also help the Industrial Development Corporation when they
assess funding applications.

2. The approach

Levy and Ellis [7] in [8] describe a conceptual framework as a proposed literature-
based and literature-justified approach to the research that one intends to pursue.
Therefore, as [9] has argued, it is a proposed advanced strategic plan of how empiri-
cal research (data or information collection, collation, processing and analysis) will
be implemented with key decisions arising from interrogating key literature on the
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subject. This paper applies Wotela’s [8] six-step approach to propose a conceptual
framework that should guide empirical studies on disruptive innovation and innova-
tive business models. The six steps can be grouped into three sets of activities, namely,
interrogating the literature on the research problem, the research knowledge gap, and
the interpretive (theoretical or otherwise) framework [8]. Therefore, these form the
section headings of this paper.

3. The physical research setting; gauteng province in context

Figure 1 shows the current official boundary of South Africa and its nine
provinces. The focus for this paper is Gauteng Province located towards the north-
eastern side of South Africa. According to [10], it is the smallest province—cover-
ing only about 18,200 km?, that is, about 1.5 per cent of South Africa’s land cover.
However, almost 25 per cent of the South African population (13.5 million) lives
in Gauteng Province. About 75 per cent of this population is Black and 20 per cent
is White, whilst the remaining (5 per cent) proportion is shared amongst Asians
and Coloureds, with the latter slightly more than the former. Of importance to our

—
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Figure 1.

The map of South Africa showing its neighbouring countries and its provinces (map of South Africa with English
labels” by Htonl-own work. Licenced under CC BY-SA 3.0 via commons - https://commons.wikimedia.org/wiki/
File:Map_of South_Africa_with_English_labels.svgz#/media/File:Map_of South_Africa_with_English_labels.
svg).
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research is that Gauteng province is not only South Africa’s wealthiest province but
also Africa’s economic hub - contributing about 40 per cent to the country’s gross
domestic product [11].

Formal education has been on the increase since 1994 and had reached 30 per
cent in 2008 and is currently over 40 per cent. Despite the odds, science, engineering
and technology are popular subjects in the province [12]. The economic activities
of Gauteng Province have all the prerequisites of making it a knowledge-based
economy [11, 13, 14]. Similarly, it is proposed in the Gauteng Employment Growth
and Development Strategy (GEGDS) 2009-2014 that innovation should be one of the
drivers of employment through small and medium entrepreneurship [15, 16]. This is
possible because Gauteng spends about half of the national budget on research and
development in the country [11]. One key intervention in the innovation space is the
Gauteng Science Park Incubation Programme detailed in [16].

4. Low innovation in new business ventures in South Africa

The Global Entrepreneur Monitor [6] reports that sub-Saharan Africa has the
lowest number of entrepreneurs on the continent. Further, compared with other
sub-Saharan African countries, South Africa has the lowest number of entrepreneurs
and a lower Total Entrepreneurial Activity even though its discontinuance rate — that
is, the frequency at which those who attempt opt out of the entrepreneur process —
is modest. Few of these entrepreneurs turn out to be successful in their business
ventures. Of interest to this research is the proportion of South African youths with
entrepreneurial capability standing at 25 per cent compared with an average of 60 per
cent for sub-Saharan countries.

One root cause of low innovation and hence entrepreneurship is early-stage entre-
preneurial activity. Table 1 shows the motivation index and other relative parameters
for early-stage entrepreneurial activity in economies participating in the Global
Entrepreneurial Monitor. First of all, early-stage entrepreneurial activity in South
Africa (7 per cent) is way below the African average (26 per cent). Another parameter
below the African average is the improvement-driven opportunity at 35.5 per cent for
South Africa compared to about 47 per cent for the continent average. This implies
35.5 per cent of South Africans in the Total Entrepreneur Activity are motivated by
improvement-driven opportunities and not because they could not find work, as well
as seeking to be independent or to increase their income rather than maintaining their
current income.

As implied in [17], another root cause of low innovation and hence entrepre-
neurship is that South Africans would rather emulate ‘tried-and-tested’ ideas
instead of creating something new. Obviously, emulating means you are competing
with the best, and therefore, the business is set up to fail. Emulating or adopting
ideas is not uncommon. In Spain, the proportion of firms generating new inventions
is only 7 per cent, compared with 54 per cent emulating, though a notable propor-
tion (39 per cent) does both [18].

Underlining all this, according to Booyens [5], is a lack of policy support. There are
notable talented innovators in South Africa, but legislation and interventions to nur-
ture and support them are misaligned if not just ineffective. For example, according
to [19], the current labour legislation hinders innovation as well as small and medium
entrepreneurship because of its human resources processes. Then there is the collision
course between various interventions and legislature. The National Development
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Country/ Early-stage Necessity- Opportunity- Improvement- Motivational
region entrepreneurial driven driven driven index
activity (TEA) opportunity

% of adult % of TEA % of TEA % of TEA

population
Average Africa 26.0 26.3 71.0 46.9 1.8
(unweighted)
Angola 215 24.5 721 434 18
Botswana 32.8 30.3 67.2 54.7 18
Burkina Faso 21.7 223 753 52.8 24
Cameron 374 335 59.2 40.5 12
South Africa 7.0 282 713 355 13
Uganda 355 189 80.8 54.3 29

Source: The Global Entrepreneur Monitor (2013). Note: Total Early-Stage Entrepreneurial Activity (TEA) refers to the
total population that is about to start a business or those who have been running businesses for not more than 3 years.

Table1.
Motivation for early-stage entrepreneurial activity in the global entrepreneurial monitor economies in 2012, by
region and country.

Plan seeks to increase job opportunities by 2030, and yet SMEs shed 1.3 million

jobs in 2013. Underlying this undesirable status quo are unsupportive labour laws, a
weak national innovation system, a weak entrepreneurial culture, and an inability to
compete with large companies that Booyens [5] raised earlier on.

5. Knowledge gap analysis: methods, data, findings and conclusions of
studies on and evaluation of innovativeness in new business ventures

There are several studies worldwide on this subject in general and specifically
on innovation and entrepreneur start-up rates, innovation as a strategy and how it
affects performance, as well as implementation of innovation. Here we only review a
selection of such studies to familiarise ourselves with what has been done so that we
uncover the knowledge gap, that is, what has not been done, on this subject in general
and specifically Gauteng Province. Apart from findings and conclusions, we also look
out for research procedures and methods that such studies applied so that we establish
some methodological options that we also can employ when undertaking the empiri-
cal part of this research.

Scholars have attempted to link innovation and firm performance. For example,
[20] sought to explore and establish Tanzanian new business venture innovative
activities and how this determined performance in manufacturing sector. They
tracked five innovation indicators—that is, knowledge and technological informa-
tion, knowledge and skills, growth performance, characteristics and capabilities and
external relationships and nature of the market—over three years. Despite low levels
of competition and a lack of government support or help from academic institutions,
results show that new business ventures do innovate. Most support comes from fellow
entrepreneurs as well as customers—this certainly needs further exploration. Further,
a large number of new business ventures tend to improve on products and services
initially supplied by other firms if such products or services are in demand. Therefore,
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one can use a firm’s innovation capability to determine its performance [21]. A study
by Zott and Amit [22] found a similar result, that is, an innovative business model
contributes to a firm’s success.

Kropp, Fredric and Shoham’s study [23] examines the interrelationships amongst
entrepreneurial learning, market orientations and international entrepreneurial busi-
ness venture (IEBV) performance using a sample of 396 entrepreneurs. The results
show that innovativeness determines the performance of IEBVs. In addition, the
results show that IEBVs that include innovative concepts in their strategies perform
better than those without. Purcarea and colleagues [24] got the same results in their
study on 161 Romanian Small and Medium Enterprises (SMEs) that explored SMEs’
approach to learning and innovation. Their findings show that SMEs’ innovation
depends on their business models and strategic direction. As a result, they recom-
mend on-going interventions that promote innovation in every industry.

Studies on the implementation of innovation in new business ventures present a
wide range of results and findings, therefore, presenting an opportunity to explore
this subject further. Obviously, one question to pursue is why such studies have such
a diverse set of results and findings. Could it be the different contexts, or are there
other attributes at play? For example, [25], whose sample comprised entrepreneurs,
policy makers and academics, sought to demonstrate whether Italian entrepreneurs
are drivers of radical innovation. Their research shows that the views of the entre-
preneurs on this subject are different from official views. The former feel like policies
that support innovation are absent contrary to views held by politicians and senior
technocrats. Such findings remind us of the importance of stakeholder engagement
and alignment when crafting public policies.

Robson, Haugh and Obeng [26] collected data from 496 entrepreneurs in Ghana to
study innovation in new business ventures. The results confirm that Ghanaian entre-
preneurs are indeed innovating their products and services. Further, their results
show that the level of education has an impact on the level of innovativeness. Another
obvious factor is that larger firms tend to have an advantage because they have more
resources to innovate.

Anokhin and Wincent’s study [27] used data collected in 35 countries from 1996
to 2002 to establish the relationship between innovation and start-up rates. Similar
to earlier studies - for example, [28] as well as [29] - their results show that there is
no collinearity between innovation and new business start-up rates. However, they
argue that this is because the relationship between innovation and entrepreneur-
ship depends on the country’s stage of development. Therefore, measuring the
relationship between innovation and entrepreneurship is not as direct. Further,
the results and findings cannot be generalised because the propensity of innova-
tion differs. Entrepreneurs in less developed countries pursue necessity-based
innovation that hardly advances the innovation trajectory, whilst entrepreneurs
in developed countries pursue high-end innovation. Earlier, [30] had cautioned
against generalising the relationship between innovation and entrepreneurship
because of added complexities presented when industries and geographical loca-
tions are different.

Using a sample of 4000 enterprises including notable corporates, the South
African National Innovation Survey [31] reported that about 65 per cent undertook
innovative activities. Of these, about 4 per cent reported that their innovations were
not only new to the South African market but also new to the world. However, caution
must be exercised when reading into these figures because the sample includes well-
established corporates.
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Autio and colleagues [32] use Global Entrepreneurial Monitor to explore the
importance of context in innovation and entrepreneurship. They demonstrate that
entrepreneurial innovation seems high, and therefore, self-employment rates in
developing countries are also high. Whilst self-employment rates are lower in the
developed countries, the aggregated contributions of entrepreneurs to innovation is
very high. Therefore, different contexts—such as technological and industry context,
organisational and social contexts, institutional and policy contexts—are interde-
pendent and influence innovation and entrepreneurship. Indeed, small and medium
enterprises do exploit new technologies to start businesses using social networks as a
marketing and information dissemination platform.

In sum, there are notable detailed innovation and new venture business studies
on the African continent including South Africa. For an important topic, there is
minimal research focusing on the South African context with the exception of [5,

33] as well as [31]. Further, most studies have explored the relationship between
innovation and entrepreneurship in new business ventures in one firm or industry.
Therefore, there is a lack of cross-industry or cross-sector information on the sub-
ject. In addition, most studies have not incorporated some important factors such as
determinants of innovation as well as innovation challenges faced by entrepreneurs
on the continent.

Other than these knowledge gaps, there are useful frameworks as well as research
procedures and methods that the empirical part of this research can benefit from. For
example, [26] have interrogated innovation and entrepreneurship after understand-
ing the Ghanaian context. Examining small businesses and entrepreneurship from
a historical perspective and how it has informed the current state of innovation in
Ghana provides for a detailed understanding of innovation and new business ven-
tures. This is the light in which we should interrogate the South African experience.
The question is, ‘what are we going to do about it?’

6. Established frameworks for interpreting empirical results in innovation
and entrepreneurship studies

In this section, we explore and propose a framework that we can use to interpret
anticipated empirical results in innovation and entrepreneurship studies. To do this,
we need to identify and discuss innovation and entrepreneurship and the key com-
ponents. Thereafter, we use our understanding of innovation and entrepreneurship
and the key components to interrogate the literature on determinants and dimensions
of innovation and the established frameworks that we can potentially use to interpret
research findings. In sum, we explicitly link innovation and entrepreneurship to its
key attributes and variables and, consequently, propose an interpretive framework.

6.1 An introduction to innovation

Several authors such as [1, 25, 34, 35] describe innovation as formulating and
implementing creative ideas at the industry level, company level or business unit
level. Innovation is employed to develop a product, improve a process, commercialise
a product or service and solve a problem. Therefore, we can differentiate between (i.)
administrative versus technical innovation, (ii.) process versus product innovation
and (iii.) incremental versus radical innovation. We detail the last grouping because
that is the focus of this research.
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Incremental innovation implies improving on an existing product, service,
process, technology, equipment, material, tool or portfolio, whilst radical innovation
involves creating a product, service, process, technology, equipment, material, tool or
portfolio that previously did not exist [30, 36]. There is great interest into the speed
at which organisations enter into the technological space [37], leading to a wide range
of nomenclature. This includes Freeman’s [38] well-known typologies or strategies,
namely: offensive, dependent, traditional, opportunistic, imitative and defensive as
well as proactive versus reactive and follower versus leader. The others are prospec-
tors, defenders, analysers and reactors [39]; entrepreneurial versus conservative
innovators [40] and proactive versus reactive innovators [41].

The question obviously is, ‘what is useful for the South African context?” We think
it is the entrepreneurship aspect in innovation because of its business connotation.
This implies some detail on the business model innovation that provides for improv-
ing the structure, competitive advantage, value proposition and ability to link sup-
pliers and customers [42]. Therefore, rather than introducing a product or service,

a business model as an innovation implies introducing new processes to become or
remain market leaders. As stated earlier, a study by Zott and Amit [22] suggests that
an innovative business model—efficiency, lock-in complementarities and novelty—
contributes to a firm’s success. A business model qualifies as innovation if and only if
it provides substantial economic value such as creating additional demand or enlarg-
ing the customer base [43].

Shirky [44] has, however, argued that successful new business ventures tend to be
those without a perfect business model and, therefore, are flexible, enabling entrepre-
neurs to adjust and change when the situation allows. Earlier, Andries and Debackere
[45] had suggested that formulation and adjustment of business models should be in
line with a firm’s evolution and lifecycle. Therefore, formulation and fine-tuning busi-
ness models should be an ongoing process so that the models meet the changing needs
of markets. Teece [46] refers to such an approach to business modelling as push and
pull. This approach allows entrepreneurs to project future scenarios and, therefore,
anticipate possible problems way before they occur [47]. In sum, business models
are key to innovation and entrepreneurship because, as George and Bock [48] have
argued, they ‘..represent a unique opportunity to unlock the entrepreneurial process,
evaluate the firm configuration effects, and describe and forecast the entrepreneurial
outcomes’ p461. Any good innovative idea should be supported by an innovative and
suitable business model.

Two more concepts that are important are open innovation and disruptive inno-
vation. Chesbrough [49] defines open innovation as the ability of an organisation
to use’.. knowledge to accelerate internal innovation, and expand the markets for
external use of innovation, respectively’ p2. This implies explicit use of internal and
external systems and technologies to create value and enhance competitive advantage.
Implementing open innovation provides for increased profitability [50]. However, as
Bianchi and colleagues [51] have argued, implementing open innovation in small and
medium-sized enterprises is a challenge because of limited financial resources and
alack of specialised knowledge. Therefore, Hossain [52] has recommended a policy
that should assist small and medium-sized enterprises to adapt and implement open
innovation.

We now turn to disruptive innovation, another important term that several
authors have interrogated, and therefore, as Markides [43] argues, it is a debatable
terminology. The literature is clear that entrepreneurs have a choice to either estab-
lish a business based on a new idea or emulate what other businesses are doing. The
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former is disruptive because a new idea or technology can cause new waves or change
habits in the market. Therefore, disruptive innovation is a new product, service, pro-
cess, technology, equipment, material, tool or portfolio that emerges and threatens

to replace the existing one [53]. Alternatively, it can be a successful product, service,
process, technology, equipment, material, tool or portfolio that allows an organisation
to change competitive rules or create new trends [54]. Disruptive innovation has two
main features. First, it provides simplicity, affordability and an unexpected replace-
ment of the status quo. Second, disruptive innovation is an ongoing gradual process
and takes time to eventually change the way things are done, customer mind-sets and
consumer preferences [55].

Thormond, Herzerg and Lettice [53] have suggested a four-stage disruptive or
radical innovation cycle, that is, opportunity recognition (generating and refining
ideas), opportunity development (creating credible business cases), solution develop-
ment (selecting compelling business cases and formulation long-term action plans)
and exploitation. The last stage involves selecting marketing channels, distribution
methods and investment decisions. Further, [53] point out that disruptive innovation
might be an effective starting point for new business ventures. However, like open
innovation, lack of funding might stifle adequate research on the idea. Other barriers
include insufficient knowledge on the industry, reliance on customer perceptions
and inability to challenge the innovation status quo. In sum, innovations arise from
different circumstances and result in varying competitive advantages. Therefore, one
has to exercise caution and not just group them into one category or under the same
description.

6.2 Determinants and dimensions of innovation

Some factors, attributes, variables or determinants—internal or external within
a given context—can increase an entity’s capability to innovate, whilst others inhibit
innovation. Figure 2 presents Crossan and Apaydin’s [1] framework of organisational
innovation. More broadly, the figure has innovation classified into (i.) leadership as
well as institutional and organisational arrangements for innovation, (ii.) innovation
asa process, and (iii.) innovation as an outcome. Further, note that leadership as well
as institutional and organisational arrangements for innovation provide for deter-
minants of innovation—grouped at the individual and group level, organisational
level and process level—whilst innovation as a process and innovation as an outcome
provide for dimensions of innovation. The determinants of innovation include frame-
works—upper echelon theory, resource-based view, dynamic capabilities and process
theory—that one can use to interpret empirical results emanating from an innovation
and entrepreneurial study.

Several authors have discussed the determinants of innovation including those
presented in Crossan and Apaydin [1]. For example, Tipping and Zefran [56] as well
as Hossain [52] argue that using an explicit innovative strategy, the mission, goals and
strategy of new business ventures should be aligned to their absorptive and desorptive
capacities. Absorptive capacity implies the ability to sense, apply and utilise newly
acquired knowledge, whilst desorptive capacity implies being able to use external
knowledge to one’s advantage [57]. Such integration embeds innovation in the day-to-
day activities of an organisation.

Earlier, Hausman [58] has argued that the close relationship between entrepre-
neurs and their customers in small businesses allows for quick reaction to customer
needs and market demands. However, this does not give them an upper hand because
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Figure 2.
Crossan and Apaydin’s [1] framework of organisational innovation.

they still lag behind in product innovation and technology adoption [59] probably
because they also need human and financial resources and market influence to
innovate more effectively [59, 60]. However, as Rosenbusch, Brinckmann and Bausch
[60] have also argued, excessive resource allocation to an innovation idea without
the capability to turn the idea into a viable offering can affect venture performance
negatively. Therefore, apart from developing an innovative product or service, a new
business venture should take a holistic strategic approach towards innovation orien-
tation — including business modelling [61]. This will lead to an effective allocation

of resources, creation of ambitious goals and nurturing of a long-term sustainable
innovation culture.

Further, Rosenbusch, Brinckmann and Bausch [60] have argued that innovation
orientation adopted by the entrepreneur and a focus on innovation outputs influ-
ence innovation. New business ventures with a strong approach towards innovation
orientation are able to transform ideas into innovative offerings. Further, Croissan
and Apaydin [1] state that knowledge management provides documenting generation
of ideas and innovation systems for future reference. The leadership of an organisa-
tion can use cultural arrangements to create an enabling environment and encourage
taking risks and trying new ideas.

Also, Cooper and colleagues [62] have discussed portfolio management with par-
ticular focus on the return on investment and risk. They argue that effective strategic
management of resources through careful selection of projects to pursue as well as
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foresee what the organisation should look like in the future is a key determinant of
innovation. Similarly, Bessant [63] has also discussed project formulation, imple-
mentation and management as key determinants of innovation. Formulation should
involve modifying or adjusting an idea as well as trying it out first before the actual
roll-out. Implementation and management should effectively attend to transforming
inputs or ideas into actual innovation deliverables using a variety of tools including
problem-solving cycles. Adams and colleagues [64] have discussed commercialisation
and marketing to turn innovation activities into commercial value. Though impor-
tant, this determinant is usually outsourced.

Croissan and Apaydin [1] provide for the self-evident dimensions for measuring
innovation processes, which include level, driver, direction, source and locus as well
as nature, which is also a dimension for measuring innovation outcomes. The dimen-
sions for measuring innovation outcomes include form, magnitude, referent and type.
According to Gopalakrishnan and Damanpour [34], the focus of the magnitude and
referent dimensions is the degree of newness or originality of an idea and if adapted,
then ‘is the change incremental or radical?’ It is the latter change that gave rise to
the ‘disruptive innovation’ terminology. The technical typology dimension includes
product and process specification, whilst the administrative typology dimension is
centred on organisational structure and human resources.

Another important determinant, probably just implied by Crossan and Apaydin
[1] if not missing, is technology. Ndabeni [33] points out that technology and, there-
fore, consumer preference and demand are changing faster than before. Therefore,
to sustain new business ventures and remain competitive, small and medium entre-
preneurs should adapt their business approaches to embrace technology [65]. For
this reason, Ndabeni [33] has argued that only if they can embrace technology, South
African small and medium entrepreneurs can generate employment and increase
economic endogenous growth — that is, growth in the long run driven by technologi-
cal factors and knowledge [66].

Much more contextualised, Booyens [5] has proposed six determinants or rather
factors that enhance innovation in a firm — that is, (i.) educated or skilled labour
workforce; (ii.) creativity, personal attributes and entrepreneurship; (iii.) investment
in research and development; (iv.) knowledge systems; (v.) knowledge networks as
well as (vi.) public support to private innovation. Obviously, an educated or skilled
labour workforce is an essential ingredient in innovation efforts because of its potential
to generate and improve upon knowledge [5, 67, 68]. Without a doubt, creativity,
personal attributes and entrepreneurship provide for innovation [5]. This explains the
heightened focus on how psychological foundations, skills and knowledge influence
innovation [69]. Further, Schumpeter’s 1940 theory of business cycles and develop-
ment is categorical on the role of entrepreneurship in innovation [5, 70].

Booyens [5] states that investment in research and development is the backbone of
innovation and provides for detailed exploration of solutions to key societal problems.
Unfortunately, there is little or ineffective innovation in the South African manufac-
turing sector largely because of minimal financial and human resource investment
in research and development [68]. According to Wolf [71], knowledge systems include
creating an ‘appropriate incentives regime to correct market and institutional failures
in capturing technological knowledge and learning, including policy planning for
the economy’s long-term competitiveness’ p4. As Booyens [5] points out, this cer-
tainly fosters innovation. Similarly, knowledge networks amongst producers, creators
and users provide for transfer of knowledge, which is an important determinant of
innovation because it facilitates information exchange and collaboration.
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Further, Booyens [5] asserts that to be meaningful, any innovation output should
be economically viable, and this entails marketing and commercialisation of the
innovation to attract public support. One also hopes that the financial gain is rechan-
nelled into research and development. In sum, the output should be turned into an
outcome. Oerlemans and Pretorius [68] have found no relationship between innova-
tion outputs and innovation outcomes. Moving on from theory to practice, Cordeiro
and Vieira [72] have discussed barriers to innovation in different European countries
and one African country (Uganda). Generally, they point out internal (within the
organisation) and external barriers (outside the organisation). More specifically, they
point out the government regulatory environment, economic and financial factors, as
well as human resources as constraints to innovation. Table 2 shows a comparison of
barriers to innovation across 14 selected countries including South Africa. Common
barriers to innovation across countries include a limited or an absent regulatory
environment and internal factors.

6.3 Established frameworks in innovation and entrepreneurship studies
Our discussion of established frameworks in innovation and entrepreneurship

studies is incomplete if we do not include Schumpeter’s 1940 theory of business cycles
and development in which he points out innovation and entrepreneurship [70, 73] to

Country Barriers to innovation

Brazil Inadequate market access, risk in human resource allocation

Cyprus Weak research and development activities, lack of funding, government bureaucracy

Czech Republic Long payback periods, lack of legislation support, low consumer response, fear of risk

France Lack of funding, resistance to innovation, low appetite for innovation from the
consumer

Germany Cost implications, bureaucracy within small and medium enterprises, lack of strategic

co-operation between enterprises

Iran Low funding on innovation also linked to high costs in innovation initiatives, poor
response to innovation by the consumer and skill shortage

Italy High financial risk, scarcity in information technology, regulatory requirements

Portugal Organisational structures, absence of market leadership thinking, high risk associated
with innovation, government regulation and lack of innovation skills

Spain External environment, cost implications, knowledge deficiency on technology, lack of
demand for innovative ideas

Switzerland Limited skills, regulatory (legal) restrictions, lack of support in innovation education

Turkey Inadequate policy support, lack of investment on innovation, skill shortages

United Kingdom Risk aversion, poor market knowledge, difficulty in innovation timing

Uganda Domestic market complications, non-supportive policies, bureaucratic regulatory
requirements

South Africa Lack of access to finance, rigid market structures, non-supportive regulatory
environment, weak entrepreneurial culture, skill shortage (Wolf 2006, Herrington and
others 2008)

Source: Cordeiro and Viera [72].

Table 2.
Barriers to innovation in different European countries [72].
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Brazeal and Herbert’s [75] model of the entrepreneurial process.

be the ‘central feature of economic development’ p96 and, as Sledzik [74] points out,
the ‘gales of creative destruction’ Further, an entrepreneur should reform and revo-
lutionise production by exploiting inventions and untried technology. His framework
is synonymous with the theories on disruptive innovation. Figure 3 presents Brazeal
and Herbert’s [75] model of the entrepreneurial process, which links innovation and
entrepreneurship. The emphasis is that innovation and entrepreneurship should
complement each other because ‘innovation is the source of entrepreneurship and
entrepreneurship allows innovation to flourish’ p13 [76].

There are also other established frameworks on innovation and entrepreneur-
ship. For instance, Audretsch and Feldman [67] have argued that small and medium
enterprises drive innovation in some industries. Further, Mahemba and De Bruijn
[20] provide two useful frameworks—that is, innovation and its adoption process as
well as model of innovation activities of Small and Medium Entrepreneurs (SMEs). The
former examines the key innovation process and activities, the summative products
of innovation and the newness of innovation. Other important attributes of this
framework include how the external environment influences generation and adop-
tion of innovation. The latter — model of innovation activities of SMEs — examines how
existing entrepreneurial characteristics and capabilities influence innovativeness. The
other key attributes and variables include size of the market, knowledge and techno-
logical information.

Figure 4 is a model linking innovation to entrepreneurship. In this model,
McFadzean and others [77] demonstrate how an organisation’s performance is deter-
mined by its innovativeness and entrepreneurial capabilities via a combination of
external and internal variables as well as the entrepreneur’ attitudes and actions. The
innovation process comprises idea generation, problem solving as well as implemen-
tation and diffusion. Whilst the entrepreneur component comprises strategic vari-
ables, external and internal variables, linking up innovation and entrepreneurship
requires positive attitude, strategic vision and effective actions. Key to this framework
is that innovation should be the output leading to entrepreneurship (the outcome),
and yet in South Africa, there seems to be an emphasis on entrepreneurship.

Crossan and Apaydin’s [1] determinants of innovation include four frameworks —
that is, the upper echelon theory, resource-based view, dynamic capabilities and process
theory - that one can use to interpret empirical results emanating from an innovation
and entrepreneurial study. Hambrick and Mason [78] pioneered the upper echelon
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Figure 4.
McFadzean and colleagues [77] depiction of the velationship between innovation and entvepreneurship.

theory, which postulates that one can use managerial characteristics, especially those of
top management, to predict or estimate an organisation’s performance. These character-
istics, which include age, tenure and prior experience, influence how these individuals
formulate and implement business strategies to influence the financial position of the
organisation [79, 80]. However, Carpenter, Geletkanycz and Sanders [81] have argued
that this framework is limited because it is centred on the demographic parameters of
management. It inherently ignores other important aspects such as power, executive
celebrity status and networks that also affect an organisation’s financial performance.
Further, some managers make decisions that reflect aspirations rather than past
experience.

The resource-based view (RBV) probably dates back as far as 1930s. However,
available documentation shows that it was originally coined by Edith Penrose in 1959
[82]. Later on, other scholars including Hamel and Prahalad [83] as well as Barney
[84] strengthened its argument and incorporated it into strategic management. As
the name suggests, the fundamental argument of this framework is that organisations
use their internal strategic resources to improve their competitive advantage. These
resources can be tangible or non-tangible and should be mobile and heterogeneous.
Kraaijenbrink and colleagues [85] point out that the resources should be valuable,
rare, costly to imitate and organised to capture value. The RBV provides for an
immediate-face-validity, and it’s simple to understand and implement. However,
it does not emphasise the role of managers and focuses on internal resources and
capabilities, therefore neglecting the contribution of the manager’s ability to mobilise
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external resources [86]. Further, it is difficult to generalise this framework across
different organisations, and it is mainly applicable to large organisations with a large
market share and financial power [85].

The strategic management literature shows that Pisano, Teece and Shuen [87] coined
the dynamic capabilities framework. It follows on the resource-based view to articu-
late that an organisation has the ability to integrate internal and external resources in
response to changing business conditions. It provides for managers to’.. extend, modify,
and reconfigure existing operational capabilities into new ones that better match the
environment’ p239 [88]. When implemented in a stable conducive business environ-
ment, the framework enhances performance [89]. However, the framework provides
for improving on competitiveness only, and even then, this is not guaranteed because
there are other factors to consider, and results only show in the long run [90].

Harre and Madden [91] coined the process theory, which stipulates that (i.)
similar inputs transformed by similar activities produce similar outputs and probably
outcomes provided that (ii.) key, constant necessary conditions are present. Its use of
probabilistic information on inputs and activities to predict certain outcomes under
necessary supportive conditions [92] constitutes its strength. Therefore, as Van de Ven
and Poole [93] have argued, a process identifies and describes generative mechanisms
that lead to actual outputs and outcomes as well as anticipate diversions and accom-
panying contingencies. Unfortunately, the framework assumes unattainable perfect
conditions and a conducive environment where inputs and activities are aligned.
Another drawback is that the theory requires one to have an understanding of events
and patterns in order to fully apply it.

7. Innovativeness in new business ventures: a conceptual framework

Eventually, the aim of this research is to detail innovativeness in new business ven-
tures. To avoid being too ambitious, we narrow our target to Gauteng Province, being
the economic hub of South Africa. Regardless, we can with caution apply the findings
to other South African provinces and not only to the Southern African Development
Community (SADC) but also to some parts of the African continent. This is more
so with the content of this paper which articulates the theoretical fundamentals to
conceptualise ‘how’ the empirical part of this research may be pursued. Obviously,
unravelling that undertaking implies reviewing the literature to derive the conceptual
framework that should guide the empirical part of this research. Effectively, a con-
ceptual framework is a systematic summary of and decisions based on the literature
reviewed in this paper. By default, this section also serves as the conclusion of the
paper. Figure 5 is a summarised visual representation of what we have discussed in
this paper, and it also proposes how the empirical part of this research should proceed
based on the literature reviewed.

Obviously, our pursuit is to decode determinants of low innovation in new busi-
ness ventures in South Africa generally but more specifically Gauteng province. First
of all, the physical research setting (Gauteng province) is the economic hub of not
only South Africa but the African continent. As its name—place of gold—suggests, it
is a mining region, and its economic base, which includes finance, manufacturing and
technology sectors, was initially built around supporting its mining sector. There is no
doubt that this province is a good candidate for such a research because it represents
regions that have advanced in terms of innovation and entrepreneurship to provide us
with data, information and knowledge on the status quo. Of course, we are mindful
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Figure 5.

A conceptual framework to guide empirical studies on disruptive innovation and innovative business models.

that focusing on a region that is less advanced would provide meaningful contribution
on how we should advance. Regardless, the physical context or setting is important

to detail because it affects development in general and specifically innovation as well
as innovativeness in new business ventures. In our case, understanding the context
helped with understanding the research problem as well as decide what would be the
best research procedure and methods.

Second, despite being the fifth-most populous country in Africa and the third-
largest in the Southern African Development Community (SADC) region as well as
the economic hub of the continent, South Africa has the lowest number of entre-
preneurs in Africa, and its Total Entrepreneurial Activity is low, such that status
quo affects its economic growth and, therefore, employment especially amongst
the youth. As a result, we cannot emphasise enough that innovation and entre-
preneurship should be encouraged. The absence of entrepreneurial orientation —
defined as an intervention that provides organisations to launch new ventures [94]
— is not the problem. Rather it is the focus of these interventions. We propose that
it is the failure to focus on disruptive innovation pitches ourselves against the lead-
ers in innovation that makes us less competitive. Further, instead of focusing on
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innovative products and services, we should focus on innovative business models
that seek to change the way we do business.

Third, though not explicit in most articles, most authors employed a quantita-
tive research strategy and either a cross-sectional or a longitudinal research design.
Similarly, the frameworks used to interpret their research findings are implicit,
although it is clear that models rather than theories are employed. The two obvious
points from the literature are that education is key to innovation and consequently
entrepreneurship [26]. We, therefore, cannot divorce the poor state of mathematics
and sciences in South Africa from innovation because they provide the much-required
logic. Second, there is no doubt that innovation is key to performance and economic
growth. However, and third, we should be mindful that this is not restricted to the
innovation of products, services, technology, equipment, material and tools but more
so to innovative business models, processes and portfolios — in short, how can we
solve the problem of entrepreneurship failure as well as commercialise the products
and services innovatively [1, 34, 35]. Lastly, the literature has focused on the person
and not the context or the environment. Massa and Testa’s [25] is a classic description
of the African challenge. We have problems without solutions, on one hand, and,
on the other, solutions without problems because there is little engagement, at least
empirical and robust, with those affected. Interventions should be results-based. Key
to this integration is that other than at a theoretical level, we are not sure about the
relationship between innovation and entrepreneurship sufficiently enough to decode
an effective, sustainable and efficient innovative business model. Further, what can
we say are the challenges faced by those involved in innovation?

The literature—such as Christensen and Raynor [55], McFadzean and colleagues
[77], Brem, [76], as well as Moses and others [31]—is quite clear that innovation is
important for economic growth and employment creation for Gauteng Province if
not the nation and the continent. Further, the literature has provided for understand-
ing our research questions and exposing the knowledge gap and therefore, the two
questions that empirical research should pursue. The first question — what factors
can enhance disruptive innovation in Gauteng Province? - should be explicitly on
disruptive innovation and not innovation in general or incremental. The second ques-
tion — how can we innovate business models of small and medium entrepreneurs in
Gauteng Province? — pursues ways of commercialising disruptive innovation products
or services beyond the conventional ways of doing business.

Fourth, for purposes of proposing a framework for interpreting empirical results,
we situate this study within innovation studies. Almost all the key processes — that is
(i.) administrative versus technical, (ii.) process versus product and (iii.) incremental
versus radical [1, 34] — are important. Much more specific, we should be looking at
innovative business models as well as disruptive innovation.

Fifth, and merely a continuation of fourth, what attributes or variables should we
focus on to interrogate innovative business models as well as disruptive innovation.
Obviously, innovation has several attributes and variables, but we restrict ourselves
to two sets. Crossan and Apaydin’s [1] framework of organisational innovation
provides useful attributes (leadership, managerial levels and business processes) that
we can interrogate to study innovative business models especially managerial levels
that provide for an explicit innovative strategy, mission, goals, and strategy of new
business ventures aligned to their absorptive and desorptive capacities [52, 56]. The
other set is Booyen’s [5] factors to interrogate abilities to pursue disruptive innovation.
These include educated or skilled labour workforce; creativity, personal attributes
and entrepreneurship; investment in research and development; knowledge systems;
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knowledge networks and public support to private innovation. With this in mind,
we opt for a qualitative research strategy and a case study design to guide informa-
tion collection, collation, processing and analysis. This is because our focus is not to
extend but to detail the reasons underlying choice and processes of innovation ideals
in business models as well as disruptive innovation.

Lastly, we propose employing the upper echelon theory, the resource-based view,
dynamic capabilities and the process theory to interpret our research findings. To this
list, we add the model linking innovation and entrepreneurship because it incorpo-
rates all the frameworks mentioned above on one platform. Ideally, we are looking to
support disruptive innovation whose products and services can be commercialised
using innovative business models.

8. Conclusion

Post-apartheid South Africa has probably put the wrong foot (entrepreneurship)
in front of innovation, and yet the latter is fundamental. We argue that the emphasis
should be innovation particularly disruptive and open innovation ahead of entrepre-
neurship. An emphasis on entrepreneurship is wrong because it implies defaulting
to incremental innovation and hence competing with the pioneers of the product or
service. It could be this lack of competitive edge that explains the high failure rate or
discontinuance rate of South African new business ventures. The problem of innova-
tion should be looked at in the light of the mathematics and science challenges the
country is facing. Could it be that if we resolved this then innovation particularly
disruptive innovation will also fall in place? Second, focusing on the product or
service and neglecting innovation in the way we do business implies we can have an
output but not the outcome. In this sense, the outcome should be commercialising
the product or service arising out of innovation. In this case, then we need innova-
tive business models that speak to the context. In this paper, we argue for disruptive
innovation and innovative business models.
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Business Intelligence: An Important
Tool to Develop Dynamic
Capabilities and Sustainable
Innovation in the Digital Age

Abdeslam Hassani and Hussam Al Halbusi

Abstract

While the issue of business intelligence is rapidly gaining popularity across a wide
range of domains, the majority of research treats it as a single capability or technique,
such as big data analytics capability. However, as a tool for Big Data Decision-making
or technique for enhancing operational research technique, there is still a low amount
of work that examines business intelligence as a tool to develop dynamic capabilities
of the organization and to contribute to sustainable innovation, in particular in the
digital age. Therefore, to address this gap, this chapter aims to discuss how organiza-
tions can use technologies, including business intelligence as a tool for creating new
knowledge, which in turn helps organizations to improve their dynamic capabilities
and achieve sustainable innovation. Recognizing how these firms’ dynamic capabili-
ties are started building, achieved sustained, enlarged, utilized, evolved, and phased
out in phrases of their constituent micro-foundations. So, this study suggests busi-
ness intelligence as a process that helps organizations collect and transform data into
information and knowledge, which contributes to building dynamic capabilities. It
is important for managers to understand how these firms’ dynamic capabilities are
started building, achieved sustained, enlarged, utilized, evolved, and phased out in
phrases of their constituent micro-foundations.

Keywords: business intelligence, dynamic capabilities, innovation, digitalization,
sustainability

1. Introduction

Over the last several years, scholars and practitioners have recognized, considered,
and identified how increased digitalization and datafication of social action facilitates
new opportunities for arranging and changing patterns of organizations [1-3]. Among
all businesses have an ongoing shift towards further digital forms of work in recent
times. Digitalization can indeed be seen as the renovation of controller inputs into digi-
tal forms [4, 5]. Nonetheless, the digital revolution changes organizational capabilities
by removing or reducing material constrictions related to work, such as time, space,
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location, or capital requirements. Whilst the work and information exchange could be
digitized, it is further appropriate to consider trying to organize as an implementation
of change [5, 6]. Once organizations use the digital format nature of work to produce
unique forms, they are digitalizing the organization which include increasingly distrib-
uted and flexible work arrangements [7]. The automation of administrative task system
applications, the adaptation of knowledge management systems [8], and the use of
businesses as networking sites [9]. Enterprises can significantly enhance the amount
of data that is transparent and inclusive because digitization drives the marginal cost
of producing information goods to near zero and digital storage costs continue falling.
Digital technology for contemporary businesses is a procedure of digitalization that
many see as required to pursue innovation and remain competitive [10, 11].

The advancing technological accessibility enabled by a variety of networks and
electronic tools delivers the facilities for digital data to be transmitted comfortably. As
the fundamental network process that links individuals are becoming more rigorous,
so will expectations for social and organizational internet access [12]. Furthermore, as
demonstrated in prior research, the vastly increased accessibility of digital data allows
individuals within companies to anticipate ever more social, and business intercon-
nection since work activities are regarded as easily transportable [13, 14], compelling
companies to expand the economy in their techniques to overcome to require to
ensure levels of information technology connectivity. In simple, digital data contrib-
utes to increased requirements for technological and human integration, in which the
compound process is repeated to the place where things in companies expect to be
continuously connected to each other at all points of time [15].

Digital technologies can provide organizations with rapid access, enormous oppor-
tunities, and challenges [16]. Given the growing influences and reliance on digital
technologies and applications in various market segments, the relevance and signifi-
cance of implementing strategic understanding in organizations have a larger effect
than ever on the development and sustainability of achieving competitive advantage
and value [17, 18]. However, apart from the application of strategic understanding,
the previous research on digitally enabled conceptualizations, for example, cloud
computing, Internet of things (IoT), big data, and business intelligence sees them as
valuable processes for solving challenges, which are frequently linked to attaining and
sustaining value for stakeholders [19, 20]. Otherwise, technological innovations and
human movement have consistently aided in the management of strategic knowledge
and capabilities in businesses. Indeed, some intelligence tools and practices such as
business and competitive intelligence can help firms create new knowledge, which
contributes to developing dynamic capabilities within firms [21, 22].

Some previous research (e.g., [23-25] investigated the relationships between
certain components related to business intelligence such as the analytical capacity
on one side, and the dynamic capabilities, and performance of the organization on
the other side. However, there is still a lack of research that examines the impact of
business intelligence on certain internal mechanisms of company performance [26],
in particular on sustainable innovation. This paper attempts to fill this research gap by
examining how business intelligence can contribute to sustainable innovation through
dynamic capabilities. This study aims to explore the role of business intelligence in
developing dynamic capabilities and its direct and/or indirect contribution to innova-
tion activities and the sustainable organizational performance of companies. More
specifically, this study aims to answer the following research question:

Q1—How does business intelligence contributes to the development of dynamic
capabilities and, therefore, to the sustainable innovation of organizations?
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This paper attempt to explain how business intelligence can help to develop tech-
nological dynamic capabilities, which in turn contribute to sustainable innovation.
Although this paper presents only a theoretical study, it proposes a research model
which can guide managers to make the best choices regarding investment in techno-
logical resources such as business intelligence.

The remainder of this chapter is structured as follows: (1) this introduction,
describing the relevance of the research topic and its context; (2) the definition of
business intelligence; (3) the relationship between business intelligence, dynamic
capabilities, and sustainable innovation; (4) the implications; (5) the limitations and
future research, and; (6) the conclusion.

2. Business intelligence

In recent years, there has been an increasing interest in intelligence activities such
as business intelligence, competitive intelligence, and artificial intelligence. In this
section, we choose to highlight the need for organizations to build dynamic capabili-
ties by using technologies especially, business intelligence, which helps them to be
more competitive and innovative [27].

Business intelligence is a concept that emerged in the early 1970s when transactional
information systems could not help managers make decisions. This weakness spurred the
development of a set of tools and techniques based on advanced algorithms to process
data faster to achieve organizational goals [28]. New decision-support information
systems have enabled companies to process large volumes of data requiring rapid storage
and access [29]. In their comprehensive literature review, [30] view business intelligence
as a combination of policies, processes, cultures, and technologies used to store, manipu-
late, and analyze data. In addition, four main steps characterize business intelligence:
system sources, data acquisition, data warehouse, and reporting and analysis [31, 32].

From another perspective, business intelligence is an umbrella term that can also
be defined as a set of data aggregation processing methods from different depart-
ments such as marketing, sales, human resources, and finance that assists executives
in decision-making [33]. For a long time, data related to different disciplines existed
within organizations without being well leveraged. In addition, the emergence of new
technologies has greatly contributed to flooding businesses with massive and varied
data, which required a tool to help integrate, store, and analyze data in order to create
information and knowledge for decision-making. Business intelligence’s main role
is to transform data into information, then into knowledge and action [34]. To this
end, it is relevant to distinguish between information and knowledge. According to
[35], information is factual; it refers to a set of numbers, statistics, and scattered data,
among others, on people, and companies, while knowledge is a set of information that
has been filtered, analyzed, and then implemented. In the same vein, [36, 37] report
that knowledge is the richest form of information. For these authors, knowledge is a
set of information on a given subject, which has been interpreted, reformulated, and
put into action by an individual based on his expertise and prior knowledge.

3. Business intelligence, dynamic capabilities, and sustainable innovation

Previous studies have reported that knowledge is a key lever for organizational
learning, innovation, and developing a set of organizational capabilities, such as
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dynamic capabilities [38]. For this reason, [39, 40] suggest integrating knowledge
flows and organizational learning as a dimension of dynamic capabilities. According
to this perspective, intelligence tools and techniques based on information collection,
analysis, and dissemination contribute to knowledge generation [41] and the develop-
ment of dynamic capabilities [42, 43].

The dynamic capabilities approach is now the dominant framework in strategic
management for explaining the reconfiguration of resources and competencies
through which organizations can respond to changes in their environment and inno-
vate [44]. The dynamic capabilities consist of three categories, identifying and assess-
ing opportunities (sensing), mobilizing resources to take advantage of the identified
opportunity (seizing), and continuously reconfiguring resources (transforming)

[45]. Dynamic capabilities can be defined as “the firm’s ability to integrate, build, and
reconfigure internal and external resources or competencies to address, and possibly
shape, rapidly changing business environments” [46, 47]. This definition highlights
the importance of reconfiguration of organizational resources that help managers to
identify opportunities and threats then act quickly to adjust to frequent changes in the
external environment.

A number of researchers consider the relationship between dynamic capabilities
and technologies as a bidirectional relation. Indeed, on the one hand, and on the other
hand, technologies including analytic tools contribute to developing dynamic capabil-
ities, and the relevance of sensing and learning capabilities can be seen as a trigger of
technologies capabilities [47]. In the era of advanced technologies that have invaded
all organizations, many researchers consider information technologies capabilities,
such as the expertise of staff in technical knowledge, the flexibility of the information
technologies infrastructure, and the ability to manage information technologies one
among dynamic capabilities dimensions [48]. In the same sense, [49] point out that
the development of new technological capabilities helps managers to adapt quickly
to the turbulence of the environment [50] suggests that information technologies
grant organizations the capacity to transform and bring out new knowledge, which
promotes the improvement of their dynamic capabilities. Indeed, to manage dynamic
data and information, organizations necessitate having analytic capabilities and a
governance plan to maximize value [51].

There have been several types of research reports that business intelligence and
dynamic capabilities are significantly correlated in the area of business and manage-
ment studies. Although most researchers in the field consider business intelligence
a single capability, such as Big Data Analytics Capability [52], a tool of Big Data
Decision-making [53], or a technique for enhancing Operational Research [37], it can
be considered a trigger of dynamic capabilities [19]. Business intelligence plays an
important role in creating knowledge and developing dynamics capabilities within
firms. It improves the collection of relevant information on the needs of customers
and external partners, which helps develop organizations’ sensing capacity [40].

Previous studies highlight several advantages of dynamic capabilities within
organizations [53] reports that the dynamic capabilities approach helps managers to
create a competitive advantage. In the same vein, the dynamic capabilities strategy
is asserted to be an encouraging approach to improving the understanding of critical
innovation management for environmental sustainability [54]. Businesses should
start to consider their fundamental actions in order to integrate, coordinate, build,
and reconfigure their resources and competencies in the context of external sustain-
able development innovations [11]. Dynamic capabilities enable a company to align
its resources and competencies with strategic environmental policies and the general
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business environment. To look at it another way, a company’s dynamic capabilities
evaluate its capacity and willingness to implement these changes in its competen-
cies and resources in order to participate in the transformation to a more sustainable
industry [44, 55]. Thus, it highly suggests that dynamic capabilities be evaluated
particularly for various tasks because there are numerous multiple kinds of dynamic
capabilities for carrying out various tasks, ranging from new product development to
post-acquisition incorporation (e.g., see [46]).

Giving to past studies, businesses are indeed successful in bringing new technolo-
gies and products for environmental protection to the industry when they establish
and organize their innovation capability around sustainable solutions [56, 57]. The
implementation of clean and energy-efficient technologies is dependent on busi-
nesses’ opportunity to develop dynamic capabilities for this function. As a result,
more studies on businesses’ dynamic capabilities for environmentally responsible
advancements have indeed required the kind of dynamic capabilities that should
be developed to successfully overcome starting to emerge emerging issues [58].
Therefore, continued studies make the argument that, while much progress was
made in understanding organizational capabilities, the reasoning behind these shared
occurrences takes account of these constructs’ micro-level, or “micro-foundations.” A
micro foundations method is concerned with unpacking dynamic capabilities in terms
of fundamental different elements [50, 59]. Dynamic capabilities should always be
described in terms of organizational structures and managerial ways of implementing
business models. The managerial and organizational practices related to how things
are done in businesses are also known as procedures or patterns of current practice
and learning, [6, 60] characterizes micro foundations as “distinct skills, processes,
procedures, organizational structures, decision rules, and disciplines” that serve as
the overall organizational underpinning for resources and capabilities.

To attain sustainable growth, businesses are progressively considering the impor-
tance of the building and advancement of environmentally sustainable innovations
[4, 61]. Sustainable innovation is considered an innovative and principal characteristic
of business operations that confront the existing system in order to develop innovative
products and processes that not only produce value-added economic performance
but also advantage the environmental ecosystems [62]. For instance, immaculate
technology solutions are indeed a type of environmentally sustainable innovation that
aims to minimize dependence on renewable sources while also promoting environ-
mental sustainability through the development of many more produces more power
advanced technology [63]. Sustainable innovation as a business enabler allows busi-
nesses to implement sustainable development concerns regarding their techniques
whereas strengthening their competitiveness [64]. Since a wide range of stakeholders
is involved in the design process, incorporating environmental policies complicates
businesses’ innovation strategies. The sophistication of the innovation process influ-
ences everything from concept development to marketing practices [65]. According
to [66, 67], this complexity is triggered by the robust and sophisticated innovation of
operations and product higher-level technology and the ambiguity and variety of the
technological and business domains in which businesses usually start competing.

This unpredictability complicates strategic directions, particularly one‘s innovation
schemes and performance because this requires to face changes and be able to adapt
the business’s capabilities to its environment [15, 68]. Given to [69], environmental
sustainability innovation regularly encompasses a departure from the existing body of
knowledge and is therefore competence-destroying. Sustainable innovation frequently
necessitates a disruptive technological transformation or a complete solution overhaul
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[70]. Also, [71] contends that environmentally sustainable innovation varieties from
responsibility affect so otherwise to doing completely diverse things. As a result,
mainstream, market-driven perspectives to advancement are insufficient for smartly
improving and maintaining innovation for environmental sustainability [72, 73].

As we mentioned above, the digital transformation age represents a set of opportuni-
ties that should be sensed and seized. To do so, firms must reconfigure their technological
resources and mobilize their organizational capabilities, including business intelligence
[74, 75]. Indeed, business intelligence as a tool for collecting and analyzing information
helps to identify opportunities, predict market trends, and helps to anticipate external
changes by reconfiguring internal resources, particularly technological resources. In the
same mannet, [76] reports that to take advantage of emerging big data opportunities,
firms must continually renew and reconfigure their technological resources. Based on the
discussion above, we propose the research model below (Figure1).

4. Implications

Some previous research investigated the relationships between certain compo-
nents related to business intelligence such as the analytical capacity on one side,
the dynamic capabilities, and the performance of the organization on the other
side. However, there is still a lack of research that examines the impact of business
intelligence on certain internal mechanisms of company performance [26, 77], in
particular on sustainable innovation. This paper contributes to fill this research gap
by examining how business intelligence can contribute to sustainable innovation
through dynamic capabilities. It aims to explore the role of business intelligence in
the development of dynamic capabilities and its direct and/or indirect contribution
to innovation activities and the sustainable organizational performance of compa-
nies. Precisely, this study proposes a research model which shows the importance
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of business intelligence to build the technological dynamic capabilities that led to
sustainable innovation. Although this paper presents only a theoretical study, it pro-
poses a research model which can guide managers to make the best choices regarding
investment in technological resources such as business intelligence [78].

Practically, to achieve global performance and be more competitive, firms’ manag-
ers need to question the ability of their organizations to innovate, which leads them
to mobilize the dynamic capabilities for developing innovative products and services
that lead to disrupting and energizing the market [79]. The research of [68, 80] using
asurvey of 175 Greek companies highlights that dynamic capabilities play a mediator
role in the relationships between business intelligence and innovation (incremental
and radical innovation). Given the importance of business intelligence in creating
new knowledge [81, 82] and its contribution to developing dynamic capabilities [71],
which lead to sustainable innovation, firms need to consider and give more attention
to investing in digitalization and analytical technologies. Dynamic capabilities help
firms to reconfigure resources continuously and achieve sustainable growth [6, 9, 83].

5. Limitations and future research

This study presents some limitations that can be seen as an opportunity for further
research. First, the proposed research model in this paper may be considered in the
future more qualitative and quantitative empirical investigations can be developed in
the future to expand and validate our recommendations. As this will help to improve the
understanding related to sustainable innovation, as it’s an important component of the
economy of all countries. Second, our paper does not specify the context if it is in large
companies or SMEs because business intelligence and the technological reconfigura-
tion of resources require a large investment, which it’s limited in the SMEs context.
Therefore, future research could examine and compare the research model by consider-
ing the firm as a control variable. Finally, researchers can also widen and strengthen this
research area by recognizing businesses’ strategy catalysts, assessing their platform-
based innovation management levels, and analyzing the influence on their perfor-
mance, such as revenues development and customer attrition. Second, Future research
may list the appropriate capabilities (e.g., digital analysis, network orchestrating, value
co-creation skills) required for businesses to operate platform-based PSI systems,
improving our knowledge of platform-based servitization’s operational characteristics.

6. Conclusion

In the age of digitalization, new technologies influence organizational capabilities,
which allow the firm’s managers to develop prospecting and foresight techniques and
practices to face environmental changing. Among these practices, many studies sug-
gest business intelligence as a process that helps organizations collect and transform
data into information and knowledge, which contributes to building dynamic capa-
bilities. As mentioned above, dynamic capabilities refer to an organization’s ability to
voluntarily create, expand, or change its resource base to address threats associated
with the volatility of the business environment. Therefore, it is important for manag-
ers to understand how these firms’ dynamic capabilities are started building, achieved
sustained, enlarged, utilized, evolved, and phased out in phrases of their constituent
micro-foundations [84, 85].
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Chapter 3

Circular Systems Design: Seeking
Outgrowth Based on Disruption

Ana Espada

Abstract

Innovative design has promoted the economic valorization of new ideas adopted by
major companies and industrial groups. Nowadays, however, designers should instead
participate in the development of a new conceptualization of modern society, based on
user demands, environmental demands, and business transition for circular business
models. Today’s business models focus on sales, while cost reduction and the integration
of more extended use or the reuse of products are not the drivers of the business. It is
necessary to embrace a new mindset and generate value differently. The circular economy
principles suggest the reevaluation of the current business models in order to transform
circular strategies into competitive advantages, which determine the company’s resilience
and transform uncertainty into successful revenue models totally future-proof and
innovative. In sum, circular systems design is assumed as a catalyst that promotes the
transition from linear to circular business models, moving away from take-make-dispose
and installing a more regenerative and circular economy.

Keywords: circular economy, business models, resilience, regenerative, outgrowth

1. Introduction

What is the circular economy? This is a frequently asked question. Is it a model
analysis tool, a process framework, or an innovative way of defining public policy?
The Circular Economy is a set of strategies that requires evaluating and developing
new business models to transform circular strategies into competitive advantages,
business resilience, and successful revenue models, within the limits of planet Earth.
Using fewer natural resources and pursuing near-to-zero waste targets.

It is clear that sustainable development cannot be regarded merely as an environ-
mental statement to the extent that economic and social issues are closely related. A
change of mentalities is needed, basically in what concerns the consumption patterns
that are implied in what is still today understood as the quality of life, if sustainability
is to be attained.

Sustainability is necessarily subjective because it reflects human value — the rela-
tive importance stakeholders assign to the activity to be sustained, to the perceived
benefits of that activity, and to other values “traded-off” to sustain the activity in
question [1]. Additionally, due to the fact that sustainability is a long-term issue and
the effects of non-sustainable behavior are often delayed in time, companies tend
to focus their effort on short-term issues and avoid problems that are not imminent.

4 IntechOpen



International Business — New Insights on Changing Scenarios

However, many companies are becoming increasingly conscious of the need to change
their practices.

In fact, the environmental strategies of companies have been evolving over time.
The first strategies to be introduced were of a compliant nature, that is. strictly related
to environmental regulation and pollution control, and were therefore process-ori-
ented. In order to assess compliance, these strategies make use of tools such as energy
and environmental audits. Improved strategies arise with extended environmental
consciousness and product responsibility, introducing life-cycle thinking.

The focus of these strategies is on products/services and on the minimization of
the environmental impact throughout their life cycle, that is. from the extraction of
material to final product disposal, passing the use stage. Life cycle assessment (LCA)
is an assessment tool for the environmental performance of the product or service
that accounts for all the relevant flows of energy and materials [2].

Design for sustainability emerges in this strategic context as a life-cycle thinking
design approach in which the design goals are those of minimizing the consumption
of resources, minimizing emissions, and facilitating the disposal of the product at its
end-of-life, ideally with good prospects for reuse and recycling. Life cycle assessment
is the preferential tool for assisting the design of the sustainability process. Finally,
it is necessary to mention that the most recent and holistic environmental strategies
are those based on industrial ecology. These strategies are aimed at closing loops in
industrial ecosystems, namely by promoting the exchange of waste across industrial
sectors and energy cascading utilization and are therefore system-oriented.

2. From take-make-dispose toward a more regenerative and circular
economy

Circular value creation is recommendations at a business model level that suggest
the use of one or more strategies to close, slow, or narrow resource loops accord-
ingly to circular economy principles [3]. Circular systems design is assumed for this
research purpose, as a catalyst that promotes the transition from linear to circular
business models, moving away from take-make-dispose and installing a more regen-
erative and circular economy.

From the business point of view (economical vector of sustainability), the cir-
cular business models are being invoked, but as yet they are not widely practiced.
Therefore, it is fundamental to look at the considerations of circular economy princi-
ples, which should be integrated into an early stage of the design process and under-
stand how it impacts the value chain and the life cycle of the product and services.

2.1 Narrow, slow, and close loops in the role of design

Nowadays, more and more designers, citizens, businesses, and governments are
showing a growing concern for environmental pressures related to the scarcity of
global resources due to human activities and the social and environmental impacts
of a consumer society. The current economies and their systems of production and
consumption are stressing and damaging the Earth’s natural systems. Huge amounts
of raw materials and energy are used to create billions of products in order to sustain
people’s quality of life and consumer habits. At the same time, large volumes of waste
are sent into the atmosphere, water, land, and ecosystems, which are vital to human
existence.
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There is a correlation between wealth and pollution and with current technologi-
cal developments and the multidisciplinary approach to design, an effort must be
made to provide product and service solutions that enable the user’s convenience
while preserving the environment. The underlying problem lies in the current linear
economies that make abundant use of raw materials and natural resources, consume
energy, and waste large amounts of material, which ends up as waste. This is imme-
diately followed by new extractions of virgin material with high financial, economic,
and social costs.

Circular strategies aim to keep the value of resources (Figure 1) and products at
their highest value for as long as possible and to extend their lifetime for a prolonged
period of time. These circular strategies aim to “Narrow,” “Slow;” and “Close” product
resource flows [4].

In order to retain the value of the products and resources for as long as possible, it
is necessary to create products and services that have a long-life span, but moreover,
designers are expected to ensure that end users will use these products for a long time
and eventually repair them.

The narrowing loops strategy reduces the amount of material per product or ser-
vice, currently, in the linear economy approach. As the motivation of the companies is
cost reduction, narrowing loops are already applied as resource efficiency strategies.
From the point of view of design, it can be related, for example, to weight reduction
or shape flexibility.

The limitation of this design strategy is that it does not necessarily contemplate
the end-of-life consequences, recycling, collecting, or dismantling strategies [4]. In
fact, in the current linear economy, even the products produced very efficiently and
according to the narrowing strategies are thrown away after a single use.

Narrowing loops can be achieved by using fewer resources in the products, such
as lean manufacturing activities, which constantly optimize the efficiency of produc-
tion processes. This can also be achieved through the reduction of the weight in the
automotive industry, optimizing in the production phase through the materials and
processes and during the use phase by the reduction of fuel consumption. An interest-
ing business model innovation of narrowing loops are, in fact, the combination with
other strategies, for example, moving from ownership of a car to usage of a car that
provides a mobility service [5].

SLOWING LOOPS

{use longer) ®
;
'

! @
r

CLOSE LOOPS
(use again)

NARROWING LOOPS
(use less)

EXTRACT
REGENERATE

Figure 1.
Effects of the circular strategies into the usage phase.
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The challenge that designers face to narrow the loops, is to make sure the product
and services are developed to increase their durability. This can, however, increase the
amount of materials required for production, so there needs to be a trade-off between
durability and resource efficiency in production [4].

An LCA can help designers take the right decisions and predict different scenarios
before considering the final design solution. For example, designing products that are
easy to repair, maintain, upgrade, refurbish, and remanufacture; using modularity
platforms dismantling readiness or single-layer materials may be some of the strate-
gies where the use of more resources in production can be offset by the longer use
cycle of the product [6].

The slowing loops strategy supports continuous reuse over time, and it involves
innovation at the business model and value chain levels. Through the design of long-
life goods, product-life extension, and service loops for repair and remanufacturing, it
is possible to slow down the resources used by intensifying or expanding their use [4].

TU Delft experimented with a business model innovation aiming to slow con-
sumption, giving customers an incentive to reduce the impact of home appliances.
Consumers pay per wash rather than buy a washing machine. High-quality washing
machines last longer and are built to be reused and recycled. The user is encouraged
to do less and to wash at a lower temperature, by paying when they use if wash at high
temperatures [4]. Another example is the Patagonia advertisement in the New York
Times: “Don’t buy this jacket” trying to create awareness for “slow consumption.”

Considering the narrowing, the slowing and the closing of the resource’ loops, the
slowing strategy is the most difficult circular strategy to implement. Due to the need
for several changes in the design, in the manufacturing processes and in the use phase,
which represents an expressive level of uncertainty and risk for business. Nevertheless,
itis also the most important strategy because it decreases the number of resources in
the loop and consequently the number of waste to process and recycle. The recupera-
tion of these resources to remanufacture or reintegrate in a new manufacturing cycle
also reduces the dependence on raw materials (e.g. mining and fuel resources).

The closing loops strategy after several cycles of use is the concept introduced
by Braungart and McDonough in cradle to cradle [7]. The most relevant design
constraint is the use of single-layer materials since non-mixed or blended materials
significantly simplify the recycling process. Design strategies of disassembly and
reassembly will be instrumental in closing the loops.

In the industry, plastic, paper, and metal recycling rates are already quite sig-
nificant. Recycling makes it possible to reduce the amount of waste that goes to
landfills (or is dumped in the sea) and reduces the extraction of exhaustible resources.
However, designers play an important role in the narrowing strategy, because, if
value chains and business models analysis become part of the design process from an
early stage, the products and services do not become “waste” in the first place and are
instead recovered or recycled [5].

It is important to note that the transition from a linear economy to a circular
economy is much broader than intervening in resource flows. This evolution will have
to be supported by new policies, new business models, transformations in human
behavior, and the development and implementation of strategies for the circular
design of products and services in order to build a circular society.

Waste-free design, accordingly to circular principles, can help ensure that we
secure enough resources for our societies to develop. This need to combine envi-
ronmental, social, and economic vectors of sustainability may be considered from
different perspectives, but the literature shows some common grounds.
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Design for circularity requires planning for the entire life cycle of a product and
service and its environmental and social effects. This requires that tools such as LCA,
as mentioned above, should be an integral part of the design project. The design
constraints should be established to ensure that [8]:

* future public health and safety are not compromised,

* the environment and resources are not subject to physical and chemical
deterioration,

* the after use of the site is beneficial and sustainable in the long term,
* any adverse socioeconomic impacts are minimized, and.

* socio-economic benefits are maximized.

3. Why should companies seek out growth based on disruption?

Today’s world lives beyond large changes compelled by socio-environmental
drivers and influences all activity sectors, especially people’s everyday lives. In
this exploratory essay, we seek to address why businesses can seek outgrowth
based on the disruption of their business model, exploring the design of circular
systems.

To initiate the process of companies becoming available to transform their busi-
ness models considerably, it would be advisable for manufacturers to formalize
several strategic partnerships and diversify the existing supply chain.

Independently of the stakeholder activity with whom the manufacturer establishes
the partnership, the nature of the partnership can profoundly influence the design
strategy (and vice-versa).

Today’s world lives beyond large changes compelled by socio-environmental
drivers and influences all activity sectors, especially people’s everyday lives. In this
introductory work, we seek to address how businesses can seek outgrowth based
on the disruption of their business model, exploring circular systems design and
strategies.

Circular thinking in an early stage of the design process produces business model
recommendations that can encourage innovation. Nevertheless, to initiate the transi-
tion process from a linear to a circular economy, it is required to ensure that the com-
panies become available to transform their business models considerably, it would be
advisable to formalize several strategic partnerships and diversify the existing supply
chain.

Independently of the stakeholder activity with whom the company establishes
the partnership, the nature of the partnership can profoundly influence the design
strategy (and vice-versa).

According to Professor Clayton Christensen, from Harvard Business School, [9]
the strategy to follow is disruptive innovation. Companies can become more com-
petitive with disruptive innovations that either create opportunities in new markets
or take over the worst customers from a well-established player. Christensen’s [10]
research overwhelmingly suggests that companies should seek outgrowth based on
disruption (Figure 2).
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Figure 2.
Seeking growth based on disruption. Source: adapted from Kyllidinen [11].

3.1Implement disruptive innovation

Large companies stay focused on more profitable customers and overserve
adding marketing arguments and features that push the market and do not neces-
sarily answer to a need manifested by the user. The disruptive design improves the
products and services to answer the requirements of more stockholders. According
to Christensen [9], disruptive innovation takes a share of the market and promotes
other companies to react by launching their own disruptive innovation (e.g. CREST
3d whitestrips from P&G which is a cheap, DIY alternative to an expensive dental
service).

3.1.1 Develop new value networks: Participative users change social behavior

In the linear economy, sustaining innovation, instead of creating new value net-
works, improves and extends existing ones, satisfying users’ needs or generating
needs for the user. The circular system’s designers, at the beginning of the design
process, ask “What is the end user’s need?” And by the users, they are referring to all
the stakeholders of the value chain.

Design performance of sustaining innovation creates value on existing products,
which is typically what currently companies are doing: narrowing loops — reducing
the amount of materials needed per product or service; resource efficiency; or doing
more with less, which is also an opportunity to save costs. In the best-case scenario,
companies perform a life cycle assessment (LCA) to understand the impacts of the
materials their products have on the environment and economically (usually associ-
ated with recycling fees) — the recycling economy.

In the circular economy, disruptive innovation, circular systems designers must ask
“How can the stakeholders be engaged and encouraged to participate from an early
stage of the design process?”. This change in the approach to the design process will
promote different dynamics, synergies between sectors and a shift of power in the
marketplaces. These happened due to the design approach being based on exploring
experimentation in user behavior, stakeholders’ requirements, and policy constraints.

Design for a circular economy considers what happens with the product after it
has been used and before it goes for recycling (closing the loop). “Can the product be
reused or remanufactured, or at least some of its parts?”, “Can any of the functions
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offered by the product be converted into services?” — The answer to this questions
depends immensely on the user’s willingness and availability to participate as an
active actor in the value chain. Although the current design recommendation refers

to the creation of value networks at several levels of the product chain, suchasata
technological level (e.g. IoT, big data, AI), logistics, R&D, and among others, the user
involvement is crucial to; on the one hand, guarantee sales volumes but mainly for
slowing and closing loops of material or resources.

In the circular economy, the design effort focuses on retaining the value of prod-
ucts and materials for as long as possible, as opposed to the current linear and recy-
cling economy, where many efficiently manufactured products are thrown away after
only being used once or at least its life span could be extended several times.

3.1.2 Narrowing loops combining design and innovation strategies

According to Donald Norman’s definition [12], the main ambition of emotional
design is to provoke emotions through products and services, improving the user
experience. Designers focus on the emotions that can arise from the interaction of a
product, and he classifies it into three categories: visceral (related to appearances),
behavioral (pleasure and effectiveness of use), and reflective (rationalization and
intellectualization of a product).

Narrowing loops means that circular systems designers are requested to develop
concepts that consider changing users’ behavior and are requested to develop prod-
ucts that increase the desire to keep them for longer. Today’s emotional design sugges-
tions are extended to induce users to repair, maintain, upgrade/restyle, refurbish, and
remanufacture, in order to extend the use cycle of the products, thereby narrowing
loops combining design and innovation strategies.

When using incremental and sustaining innovation strategies, the designed
products aim to perform better than the previous generation or competition, for
example, by reducing weaknesses, optimizing manufacturing processes, or transport-
optimized stacking.

Using a disruptive innovation design strategy, the new product can have improved
functionalities and be more profitable than the previous solutions or it targets more
high-profit customers. However, it might lead to lower volumes and thus higher
absolute profits. Circular systems design can make that happen if it uses a systematic
approach from an early stage in the design process: Planning surrounding services
and reuse, remanufacturing loops, and creating maintenance or data managing
services attached to the product itself - design for dematerialization and resource
reduction/ substitution.

3.1.3 Build design concept on volumes and profits arguments

As is the case in the adoption of other innovative processes, it is likely that
designers will face some difficulties persuading customers or partners to implement
circular and disruptive innovations. It is required to build the design concepts in a
way that reduces the uncertainty inherent to any innovation. Arguments, such as
volumes and profits, are critical to drive circular design or to attract new partners
for a new value chain when all the stakeholders expect slow growth, but with fast
profitability.

Nevertheless, volumes and profits should be considered as engagement arguments
to assess risk and resistance to innovation. The three key elements that any circular
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business model should ideally have, and that consequently shape the design process

are oriented toward value creation: i) circular value creation, ii) to make use of value

propositions that enable circularity, iii) and to be surrounded by circular value network.
We will discuss this in more detail in the next section.

Any manager of a new and growing company seeks a rapid increase in sales
volumes, and circular systems designers are sure to be persuaded to make this hap-
pen. Nevertheless, it is unlikely that disruptive business achieves growth very fast.
But well-established markets and circular systems design customers (manufacturers
and other supply chain stakeholders) are not interested in the strengths of disruptive
innovation.

The majority of the stakeholders resists innovative design solutions and will
mostly focus on the weaknesses, which can drive the circular design to fail. It is
important to point out that keeping the core business of the company growing
healthily will make it easier for the management to wait for the (disruptive) circu-
lar business to build commercial mass slowly. In other words, the business model
transition will probably be delayed and ideally planned in several stages of 3, 7,
and 10 (or more) years pilot phases. Circular systems designers will share the role
of facilitator with key representatives of each stakeholder, discussing innovative
and sustainable matters at both technology and management levels, to orchestrate
systemic change in a flexible and adaptable innovative way. And, therefore, influ-
ence information flow and risk assessment metrics throughout project development
by considering alternatives and thinking beyond obvious solutions associated with
the linear and/or recycling mindset.

This will also be reflected in the placement of the circular system design interven-
tions, within the planning and project management of the transition process, which
again differentiates the design thinking and the circular systems design approach.

Design thinking (eg: “double diamond” process model) and exploring experi-
mentation are often treated as the starting point (or seed) of the design process, and
innovation, for desirable societal or economical transformations. While a circular
system design approach may become more demanding since it implies a mindset shift
that necessarily depends on top-down recommendations from a strategic level and the
involvement of internal team members responsible for the training, facilitating the
unblocking along the transition period.

4. From volumes and profits to value and impact measurement

Nowadays, business models focus on sales, while cost reduction and the integra-
tion of more extended use or the reuse of products are not the drivers of business [13].
It is necessary to embrace a new mindset and generate value differently. (repeated
from the abstract) It is possible to operate commercially but not oriented toward
maximizing profits but toward creating value for the ecosystem and society. It will
require a high commitment to reduce negative externalities and create positive exter-
nalities (especially in R&D and training and education).

As previously mentioned, there are three key components that any circular busi-
ness model should ideally have. These components are:

* to engage in a preliminary form of circular value creation. To include one or more
ways to close, slow, or narrow resource loops;
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* to make use of value propositions that enable circularity. This depends on the
needs and motivations of the final users:

* Circular branding strategy, adequate to a more informed and demanding final
user, environmentally sensitive,

* Premium brand strategy, products that last a lifetime,

* Product-service strategy, where a company owns and delivers the product asa
service instead of selling it,

* Reducing costs to the final user, when a cheaper product or service is offered,
providing a platform to share underutilized capacity, or eliminating product
stocks by production on demand.

* to be surrounded by a circular value network, when all stages of a product life
cycle are connected in a way assuring that the product and its resources are
maintained inside the economy. Value networks can be established for several
purposes:

* A deposit refund scheme improves the return of goods to the producer,
* Online platforms can be used to manage the movement of goods in a network,

* Setting up a value network at a local scale can help avoid the loss of resources in
complex global value chains.

These three values reduce the uncertainty approaching circularity accordingly to
design strategies and support the communication between the team members.

4.1 Value creation and impact assessment: the design role

Circular design is a philosophy extensively used nowadays and widely acknowl-
edged as the development paradigm still to be followed. Circular Design cannot be
regarded just as an environmental statement to the extent that closely related are
economic and social issues.

A change of mindset and behavior is fundamental. In what concerns the consump-
tion patterns that are implied in what is still today understood as a quality of life, if
circularity is to be attained [14].

For generators of design constraints, it is the user that is the ultimate carrier of
uncertainty, and the user can delay the adoption of innovations carried to the market
within the circular economy. James Woudhuysen [15] discusses that it is needed to
distinguish between the user’s subjective perception of change before it becomes a
reality and its implementation.

Nevertheless, the success of design solutions breakthroughs does not directly
depend on users’ perceptions of change, but on its acceptance when it is massively
distributed. On the other hand, inciting Lord Keynes in Cities for a Small Planet,
Richard Rogers [16] brings up the argument that it is much easier to introduce a radi-
cally new idea, rather than to exempt from an old one.

49



International Business — New Insights on Changing Scenarios

This argument is, however, sometimes counteracted by that in which it is believed
that users accept new ideas but need some continuity to push them softly to change.
This way, radical or disruptive discontinuity makes things difficult or impossible
to implement. Whatever the prevalent idea is, and from a design point of view, this
resistance to change creates a momentum to identify the future windows of oppor-
tunities and to simulate usability contexts that may shed some light on the reaction
to a given innovation — the circular approach at a product, value proposition, or at
business model levels.

Design for circularity is necessarily subjective because it reflects human value —
the relative importance stakeholders assign to the activity to be sustained— to the
perceived benefits of that activity, and to other values “traded-off” to sustain the
activity in question [1]. Additionally, the fact that circular economy is a long-term
issue and that the effects of noncircular behavior are often delayed in time, companies
tend to focus their effort on near-term issues and avoid problems that are not immi-
nent. However, many companies are becoming increasingly conscious of the need to
change their practices.

In fact, the environmental strategies of companies have been evolving. The first
strategies to be introduced were of a compliance nature, that is. strictly related to
environmental regulation and pollution control, and were therefore process-oriented.
To assess compliance, these strategies make use of tools such as energy and environ-
mental audits. Improved strategies arise with extended environmental consciousness
and product responsibility, introducing lifecycle thinking.

The focus of these strategies is on products/services and the minimization of the
environmental impact throughout their lifecycle, that is. from material extraction to
final product disposal, passing the use stage. LCA is an assessment tool of the envi-
ronmental performance of the product or service that accounts for all the relevant
flows of energy and materials [2].

Design for sustainability emerges in this strategic context as a lifecycle thinking
design approach in which the design goals are those of minimizing the consumption
of resources, decarbonization, and facilitating the disposal of the product at its end-
of-life, ideally with excellent prospects for reuse and recycle.

Finally, it is necessary to mention that the most recent and holistic environ-
mental strategies are those based on industrial ecology. These strategies are aimed
at closing loops in industrial ecosystems, namely by promoting the exchange of
wastes across industrial sectors and energy cascading utilization and are therefore
system-oriented.

When designing for sustainability, a large number of actors may be involved in the
process, and that will imply a mutual understanding of problems and the identifica-
tion of common interests and possible synergies, the mutual exploration of different
solutions and finally, defining and fine-tuning a common objective. In the process,
opportunities for innovating, while delivering more environmentally responsible
products, are most likely to occur.

4.2 Circular design implementation strategies

Design, among other fields, is feeling pressure to adapt to goal on the European
Green Deal. It aims climate neutrality by 2050 and includes [17-19] zero pollution,
affordable and secure energy, smarter transport, and high-quality food. It provides
aroadmap with actions that are relevant to the product value chain and its supply
chain:
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User centered design Manufacturing centered design strategies Industrial synergies
strategies design strategies
& Waste-free
Design for Design for for REPAIR Design for END-OF-
DURABILITY Correct faults to prolong product life. LIFE RECYCLING

Products that succeed in
meeting the consumer’s
requirements (functionality,
esthetic...) for long time.
EMOTIONAL Design
Products that strives to create
an emotional attachment for
the user. Users want to keep
using longer.

Design the products to be
transformed in reusable
materials for unknown
products.

Design for for SHARE
Use, occupy, or enjoy a product jointly with
another or others.

™y
e 9°
Design for for REUSE

Use again or several times the product with the
same function.

Waste-free Design

for WASTE
VALORIZATION
Design allows
valorization of industrial
waste in packaging, other
component or industrial
sector.

Design for
DEMATERIALIZATION
Design that meets the user
needs using no material or
significatively less materials.

q Design for REMANUFACTURING

Rebuild the product with original
specifications, using reused, repaired and new
parts.

Design for REFURBISHMENT
Renovation/restyling to prolong the product
life.

N

l Design for DISMANTLING
Take a product apart to facilitate reuse/repair/
recycling parts.

Design for MATERIAL
RECOVERY
Valorization of production waste in the same
production.

Design with SECONDARY MATERIAL
Use of materials recycled from unknown
companies.

Design with TAKE-BACK MATERIAL
Use in the same product, materials collected
from the user

Waste-free Design for
REUSE OF PARTS
Design products which
parts can be functional
in other products or
aftermarket parts.

Table1.
Design strategies to increase product circularity.
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* to boost the efficient use of resources by moving to a clean, circular economy;
* to restore biodiversity and cut pollution.

Over the last few years, the focus has been in the effort to reduce material losses
and bring materials back into new material loops. European countries have been
successful recovering materials from industrial residues and reintegrating them in
the production process, and at the end of the product life, bringing materials back
into the loop through, for example. Waste collection systems and treatment facili-
ties. But recycling and waste management are insufficient to reach those goals.

The development of tangent cycles is required in the design of circular products, to
manage the products and the material in a new approach and evolve in the direction
of dematerialization.

The conventional cycles refer to dismantling end-of-life products and sort them
into single materials, which are used as raw materials for new products. The inner
cycles refer to different strategies to retain value by extending the lifetime of the
actual product. And only after cycle longer in the economy they return to their mate-
rial basics functions.

These endurance cycles are shorter than the conventional loops and are achieved
through repair, reuse, and remanufacturing design strategies (Table 1). Design for
refurbishing or remanufacturing strategies also set up shorter loops allowing design-
ers to create a loop back to the production stage, keeping the value and functionality
of the products in circular savings for longer.

In Table 1, the relation between the several cycles is represented and based on this
scheme; several circular business model archetypes can be explored as bringing to a
design solution. Short loops, as in the design for repair strategy, can quickly return to
the use phase. Slightly longer loops such as in the design for repair strategy can extend
product lifetime. And the long loop either retains value in the loop for longer through
the durability of the design solution (which is presumed as a basic request of circular-
ity) or by design for reuse strategy where the same product goes back to other stake-
holders of the value chain several times during its lifecycle. For example, a washing
machine can be designed to be repaired or lent to optimize its life while in the” use”
stage of the value chain. A water bottle, which is refilled by the user, is also a strategy
to prolong the use of the product. But if the user goes to the retailer to fill the water
bottle is a new loop. Reuse loops are often avoided due to the complexity of partner
management and logistics, but with the digitalization of the industry, that complexity
can be overcome.

5. Conclusions

Waste-free design, accordingly to circular principles, can help ensure that we
secure enough resources for our society’s development. This need to combine envi-
ronmental, social, and economic vectors of sustainability may be considered from
different perspectives, but the literature shows some common grounds.

Circular value creation is recommendations at a business model level that suggest
the use of one or more strategies to close, slow, or narrow resource loops. Several
strategies were identified, such as recycling, repairing, remanufacturing, and reusing.

From a social perspective, it is expected that the new retailer options will be char-
acterized by a better environmental profile than its contemporaneous, ones in order
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for the same service — making goods available — to be made accessible with a smaller
environmental burden.

Design solutions that drastically optimize the resources involved in the products,
by simplifying the role played by manufacturers, distributors, retailers, and users,
promote an increase in the number of cycles of use of the plastic product, as well as
increasing the percentage of recovery for recycling.

Ultimately, from general design parameters, innovation in products has to emerge,
taking into consideration human aspirations and worries, characteristics from the
design process.
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Chapter 4

Corporate Governance in the
South African Public Agencies:
Implications for Oversight

and Accountability Mechanisms

Noluthando Shirley Matsiliza

Abstract

Government oversight mechanisms are imperative to sustain state-owned
enterprises (SOEs) in an emerging economy like South Africa. This chapter explores
corporate governance challenges and opportunities and their implications for
oversight mechanisms and accountability in the South African SOEs. Corporate
governance (CG) can be understood as the principles, rules, and practices in which
the organizational systems are governed while also balancing the interests of the
organizations and that of stakeholders such as senior managers, executives, custom-
ers, stakeholders, and government. CG can be applied as a management tool that
serves interests that are neither purely public nor purely private while ensuring their
growth and productivity. Governments devote tremendous attention and interest to
enterprise risk management since the global economic collapse (ERM). Even though
SOEs adopted CG to safeguard their growth path in performance and productivity,
they have been observed as yielding negative productivity that is not cushioning
the economy in the right direction, while also eliciting gaps in CG and risk manage-
ment of SOEs. The contents of this chapter include the conceptual and theoretical
approaches to CG and challenges in applying CG in an international, African, and
local context. This chapter prioritizes the implications of compliance and oversight in
the South-African SOEs.

Keywords: accountability, corporate governance, corruption, risk management,
state capacity and public enterprises

1. Introduction

Corporate governance (CG) is not new in South Africa. Private sector is ahead of
public agencies in the application of CG principles despite the absence of a legal pre-
script that supports it. The South-African government mandates state-owned enter-
prises (SOEs) to steer the direction of development efforts of its emerging economy
while using diverse oversight mechanisms and policies in public agencies [1].
Therefore, the government functions under the assumption that SOEs must direct
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projects that advance the country’s mixed economy. The advancement of the economy
through SOEs productivity is supported by a free market system globally, while the
SOEs activities produce bottom-up, with effective results without the involvement

of the state [2]. It can be pronounced that the SA mixed economy caters for both the
private and public sectors, where the public sector goal is to support the welfare of
the society. The global impact of COVID-19 and Omicron spreading affected the
economy, and there is a probability that it will have a global impact on the economy in
2023 also.

This chapter argues that the systematic global and local challenges impact the
South-African economy. Hence, SOEs are also affected by these challenges, and they
are interconnected to socioeconomic and political environmental factors that con-
stantly influence their decision-making. This serves as the foundation for the debate
on the effectiveness of social democracy in which the interaction between the market
and the state through agencies is apparent. According to Armitage, emerging econo-
mies are characterized by market-based transactions influenced by political, eco-
nomic, and social factors emerging from business-dominated ownership of private
investors. This situation is familiar to the South African economy that is expected to
provide leverage to growing parastatals owned by the state. State-owned enterprises
are emerging as agencies that are managed by a board of directors that have mixed
interests. In the post-apartheid era, SOEs are anticipated to persuade economic
growth and distribute real public services [3]. This chapter analyzes the application of
codes of CG in SOEs, on the principles of Kings Reports, which support the notion of
the state, shareholders, executive, and nonexecutive managers, clients, and com-
munities as all guardians of accountability and good governance. This chapter also
focuses mainly on the challenges in the application of corporate governance by the
SOEs in South Africa.

This chapter adopted a qualitative research methodology for collecting and ana-
lyzing data. Data are mainly drawn from books, scholarly accredited journal articles,
reports, policies, and legislation on CG. Despite the market’s current state of develop-
ment and the proper alignment of the market and the state, state-owned and publicly
run businesses are a working illustration of how the government uses business
principles like efficiency to offer public goods and services. The SOE in South Africa
are in the spotlight of public scrutiny due to their staggering performance, especially
in the energy and transport sector. The SOE’s outlook is coupled with inconsistencies
to achieve their mandates and goals that require them to balance their costs of opera-
tions with the production to provide services to their clients.

1.1 Research methodology and procedures

A qualitative document analysis was adopted. Qualitative research suits this
chapter since it is based on the performance of SOEs as organizations with structures
formed by policies and people who are observed and reported to perform in real-life
situations. Brynard et al. ([4]:82) assert that the richness of document analysis lies
in its nature of allowing the creation of themes from the transcribed filtered notes
recorded from the documents being analyzed. This chapter adopted themes from
current policy reports and articles on SOEs.

Literature was surveyed from other international and local cases that have applied
CG in state entities and parastatals. Secondary data were drawn from various books,
articles from accredited journals, commissioned studies reports, and government
policies. The King I, II, III, and IV Reports and the OECD Network [5] Reports on CG
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were also sourced to understand CG. Data were first organized and filtered to exclude
all the irrelevant topics. Content and discourse analyses enabled the researcher to
produce themes on the gaps in the application of CG. There is an advantage of using
document analysis that adds value to this study because it evaluates physical and
electronic documents to interpret them. Therefore, it improves the understanding of
the content and context of information generated from secondary data and delivers
them. Some of the significant steps in the document analysis of this study included
the following:

This study followed a procedure that is tabulated in Table 1, with steps sourced
from the analysis of documents and policies about the performance of SOEs in

1. List of During the research planning, various sources were identified. Sources were identified based on
resources. the following reasons:
1. Medium - documents were sources including magazines, newspapers, and government
bulletins.

2. Genre — genre was observed as based on politics, social issues, and political agendas.
3. Including criteria — such as news websites and section comments on local papers.

4. Parameters — parameters that indicate the date, location, demarcation of eras on
administration, and range.

2. The researcher established two components for organizing as a set of categories and units of
Organizing meaning:
information Sets of categories are features of the material and a unit of meaning refers to aspects you are

targeting to use in your texts, such as images, phrases, and words.

The researcher decided to include conceptual categories such as board ethical governance,
board of directors, agency, accountability, and some category of objectives identified in the
literature review.

3. Note Information was highlighted and annotated while avoiding tampering with the unique
important documents. Copies were filed by the researcher for future research once the study was done.
facts

4. Ensuring It is important to guide against biases and identify reliable sources used to aid this research; so
authenticity the author observed trustworthiness before utilizing their information [4].

The researcher listed and cited copyright information, for instance, where sources are
frequently provided in the documentation of authoritative sources. By validating elements like
the following, one was sure a document is trustworthy:

Credibility

Dependability

Conformability

Transferability

Authenticity

5. Check Biases imply that there was less creativity on the side of the author/researcher. It is important to
biases use relevant information that is not distorted and inaccurate.
In this chapter, people’s opinions were cited to avoid plagiarism.
Even though it can be difficult to analyze data in document analysis, the author of this chapter
avoided biasedness, plagiarism, and cultural bias.

6. Ask Asking questions to learn more about the history of the document and how the resources might
questions aid your study will help you undertake document analysis effectively.
When evaluating material to acquire crucial details, researchers frequently ask the who, what,
when, where, and why questions.

7. Evaluate When all the above steps were done, there was a framework for approaching document analysis.
and analyze Data were interpreted to produce findings that are used and discussed in this chapter.

Source: Adopted from Bowen [6].

Table 1.
Document analysis trajectory.
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post-apartheid South Africa. Policy analysis was built by Taylor [7], has subsequently
built over a systematic theoretical framework, and elaborates on the content and con-
text of the literature which must be analyzed and organized into themes that relate

to facts about the policy implications. Government policies and reports on policy
outcomes provide information about the outcomes of policy implementation and the
application of CG. Users of information must share and disseminate information on
CG with credibility. Scholars in the field of management studies and others inter-
rogated the literature and provided in-depth analysis to be learned by other scholars
and users of information worldwide. It has also been noticed that information has also
been questioned and validated to allow scholars to analyze information from various
standpoints to allow future research.

1.2 Oversight roles of executive institutions

The term “oversight” refers to the informal and formal, strategic, vigilant, and
organized examination and monitoring used by legislators to examine compliance
to laws and accountability, budget requirements, and how strictly legal prescripts
and the 1996 Constitution of the Republic of South Africa are followed. Legislative
bodies are required by oversight to monitor the daily exercise of power by the
national, provincial, and local executive branches. As part of the oversight, there is
monitoring done of onsite inspections, ad hoc parliamentary and legislative inqui-
ries, review and approval of municipal and government spending, the establish-
ment of standing committees that cover a range of policy areas and are independent
of the executive. The requirement that ministers regularly provide Parliament with
information, such as annual departmental reports, and the provision of a question
period for lawmakers during official proceedings are typical oversight mechanisms
and techniques.

When it comes to SOEs, portfolio committees and executive institutions played a
prominent role in the oversight of SOEs. Concerning the South African government,
the oversight role is constitutionally arranged, among the three spheres of govern-
ment. At the national level, the oversight is divided among the three powerhouses of
the legislature, executive, and judicial houses.

1.3 Corporate governance conceptualization and application

The concept of “corporate governance” has been framed as the act of how orga-
nizations direct and oversee their activities. CG is applied through systems of gov-
ernance with various stakeholders and members of the board with diverse interests.
Various activities include the functioning of the board, the council’s arrangements for
effective leadership, stewardship, auditing, administration, accounting, and perfor-
mance to deliver services to clients while complying with policies and procedures.
Executives’ and nonexecutive members’ responsibilities are specified with well-
rounded values and cultures supporting the systems. Globalization has influenced the
way corporates rule in the world through international standards, by macrolevel, to
support the allocation of the nation’s savings to its most productive use. Some invest-
ments and savings are expected to be achieved and be able to fund business activities,
whether through equity or debt and returns that will eventually regulate national
prosperity.

Lessons can be learned from the recent US experience with Enron, WorldCom,
and other failures which reminds us of systemic implications for strategic investment
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that may leak if sustainability is not accomplished, and business failures are ade-
quately inescapable. Emerging economies like South Africa have a problem integrat-
ing government with business interests. The SOEs agencies and parastatals have
applied CG with some reservations since there are disparities in handling business
from a public and a private point of view; hence, at some point, public and private
partnerships and contracts emerged.

In Table 2, key principles of corporate governance are highlighted. In 1994, King
1 Report was established and a few principles of CG. Later, there was a new version
of the second and third reports that developed and refined the principles from the
first one to the fourth report [9]. The fourth report summarized all the principles
with additional ones that include more stakeholder involvement in IT governance
and disclosure. The application of these principles in the governance of the SOEs
implies the diverse representation of shareholders and interests from the public and
private sectors. The interesting part is that there is an inclusion of ethics and other
good governance principles, especially from King III to King IV. In the South African
context, the inclusion of the New Public Management Principles (NPM) was made
clear during the transformation of the public service and recognized the involvement
of the private entities in service delivery through public and private partnerships and
contrast.

1.4 Agency theory and corporate responsibility

The agency theory is fit to be aligned with CG as it is adopted to understand the
relationship between the agency and the principal. In addition, the SOEs interna-
tionally and locally have adopted CG, with implications for the agency—principal
relationship. Agency theory can be adopted in this study to understand the relation-
ship between the principal and the agency. The focus of agency work in a business is
how the agents protect the principal’s best interests, without considering their own.
The introduction of the new public management (NPM) in the South African public
service implied that the government introduced new alternative ways of improving
service delivery.

With the introduction of the NPM in South Africa, the government portrayed a
new look at their marriage of convenience with the private sector and nongovernmen-
tal organizations. The government introduced new alternatives to improve service
delivery such as public and private partnerships, management contracts, and leasing.
All these new strategies were practised by integrating private interests with public
interests. As absorbed by them, there was a thin line to differentiate the differences
between public good and bottom-up since there was growing competition and rivalry
among the SOEs and the nongovernment organizations. There was a growing conflict
of interests and corruption in SOEs and resulting in nonallegiance toward the prin-
cipal’s best interests. Miscommunication and disagreement raised a variety of issues
and strife inside government businesses.

The other interesting issue that emerges from the agency and principal relationship
is that of patronage tendencies. Patronage is understood as the act of giving power
to the agencies to make official bureaucratic appointments. Hollibaugh [10] notes
patronage tendencies that emerge when public officials recognize certain traits such
as loyalty and merits. Patronage appointees — often defined as those chosen for their
campaign experience, electoral benefit, or other nonpolicy political benefits — tend to
be assigned to low-priority organizations whose goals align with the president’s and to
positions where their influence on agency outcomes will be minimal. A case in point is
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King1 KingII King III King IV

1. Board of directors Directors Incorporation of global Recognition of committees
—make up an and their trends for audit, risk, remuneration,
appointment responsibilities social, and ethics

2. Determinants Accounting Shareholders’ approval of Effective control — mandatory

and disclosure of

and auditing

nonexecutive directors’

rotation on audits

executives and remuneration

nonexecutives

3. Board meeting Board Evaluation of the board of Good performance-broader

frequency meetings directors performance performance measurement is
and ad-hoc required
meetings

4. Balanced annual Integrated Integrated reporting Transparent and meaningful

reporting sustainable reporting to stakeholders
reporting

5. Requirement for
effective auditing

Internal audit

Risk-based internal audit

Internal audit

6. Risk management

Risk
management

Risk management

Risk management,
compliance, and assurance

7. Affirmative
action programmes

Diversity management,
balanced governance
composition.

Fair remuneration
across the board.

8. Companies code

Ethical leadership and culture

of ethics
9. Alternative dispute Corporate responsibility
resolution
10. IT governance Technology and information
11. Business rescue Sustainable
governance
12. Fundamentals during
mergers requisition
13. Global reporting on OECD Good governance
guidelines on multinational
companies.
14. Shareholders compliance Legitimacy and shareholders’
compliance
15. UN global compact and
responsible investment.
16. OECD guidelines, and the

UK Companies Act of 2006.

Source: Robinson et al. [8].

Table 2.

King veports on the principles of CG.

the investigation of the office of the public protector revealed malicious and corrupt
tendencies between the state and the few businesses that were given contracts consis-
tently by public officials to render government work [11].
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1.5 The strategic roles of SOEs in South Africa

The emergence of CG in South Africa proceeded after the infusion of the NPM
principles in the South African Public Service as part of the transformation agenda.
The NPM welcomed the involvement of nongovernmental and private entities to
partner with the government as service providers to improve the performance of
parastatals and government departments. Therefore, the public and private sectors
had to find ways to work together for convenience while having diverse interests. CG
emerged as a convenient approach used by both private and public organizations to
manage the operations of SOEs in Southern Africa. Public organizations have imple-
mented and climatized King’s corporate governance model in the absence of a law
guiding them on how to operate in South Africa.

Global and national forces, such as the technical development of international
markets, increased the size and complexity of businesses, compelled them to work
together more frequently, and increased the amount of capital they needed to survive
and contribute to the national economy. According to Balbuena [12], most of the
governments in Southern Africa have taken a similar path in the development of SOEs
by privatizing some of their shares to develop their economies. In most countries like
South Africa and Botswana, governments have also bailed these entities financially
during their economic downswing. It is, therefore, not easy to find sustainable growth
in SOEs.

To accelerate development and transformation, the government had to implement
measures like privatization, which involved asking the private sector to develop the
South African economy and create job opportunities. The agency theory and priva-
tization theory are used as avenues for investment and collaboration in projects for
global development and transformation.

Privatization is the process whereby the entity sells some of its stake or shares to
private organizations or people who own a business. Privatization has been associ-
ated with the market economy where the bottom line and profit-making are the
keys to success in boosting the economy. However, in a mixed economy like South
Africa, privatization is favored by the private sector, and the public sector is aligned
with the state interest of serving the general welfare. With growing globalization
in the fourth Industrial Revolution (4IR), SOEs are created to support the economy
by producing goods and services, and job creation. It should be noted that some
stakeholders like workers’ unions and other political parties contested the privatiza-
tion of some of SOE, especially in the transport and energy sectors. Privatization is
blamed for increased costs of production and prices of services delivered by SOEs
to their clients [12]. However, it should be highlighted that SOEs are required to
focus their efforts on providing goods and services to their clients and consumers,
as well as saving costs and increasing profits. This chapter can classify three types
of public entities listed and endorsed by Public Finance Management. The first is
composed of Schedule 1 entities which include constitutional institutions such as
the Independent Electoral Commission and Public Protector among others. Schedule
2 entities are comprised of Major Public Entities with greater autonomy than
Schedule 3 entities. Schedule 2 entities are listed below. The subdivision of Schedule
3 entities is as follows:

* National Public Entities - its purpose is specialized agencies or not-for-
profit organization functions such as the Companies and Intellectual Property
Commission, the Human Sciences Research Council, and the Road Accident Fund,
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* National Government Business Enterprises — these enterprises function as
profit-seeking businesses such as the Council for Scientific and Industrial Research,
Passenger Rail Agency of South Africa and Rand Water;

* Provincial Public Entities — these selected entities can be found in selected
provinces, and they include Gautrain Management Agency and numerous provin-
cial gambling and liquor boards.

* Provincial Government Business Enterprises — they are profit-seeking busi-
nesses controlled by the provincial government and include the Richards Bay
Industrial Development Zone and the East London Industrial Development Zone.

Governments around the world have long created SOEs with several public policy
objectives in mind, constructing fundamental physical infrastructure; offering
necessary services such as finance, water, and energy; producing essential goods and
services, resource management, market failures addressed; and other benefits for the
broader society. According to Sarika [13], the SOE’ existence has long been directed
toward the developmental state agenda to boost the economic needs of the society by
pursuing job creation and production of essential services and operations, especially
in the energy and transport sectors. The agenda for development and acknowledg-
ment of human rights motivated the government to drive SOEs toward the right path
aligned to the projects and infrastructure on roads and transport toward the fulfill-
ment of the dream for sustainable economic prosperity and economic liberation in
Africa, SADC, BRICS, and SA. Therefore, the government’s role in balancing political,
economic, and social sectors from the 1970s and 1980s from a variety of nations sug-
gests an average low growth is yielded in Southern Africa. This suggests that the SOE’s
challenges are crippling diverse projects that could improve the Southern economic
development and investments. In addition, it is not a train smash to balance the
government’s political will and the economic goals of these SOEs and private firms for
their economic prosperity.

2. Challenges of CG practices and policies
2.1The international experience

Globally, organizations are currently operating in the environment of global
financial sustainability, ecological overshoot, the climate change problem, and
catastrophe that speak for themselves, for ethical governance requirements, and for
compliance [14]. These aspects have been used correctly and incorrectly by various
private and public institutions, individuals, businesses, governments, and other
institutions. The planet’s natural resources quicker than nature can replenish them,
and also can be innovative and increase stakeholder expectations, open evolution, and
population expansion. For the past 150 years, businesses have operated using yester-
day’s economic model based on two incorrect assumptions [14]. It has been assumed
that in the first place, nature had endless resources, while resources are depleting,
and signs are showing that human nature is a source of problematic arrangements
of governance. Resource management is a challenge especially since land, water, air,
coal, oil, and timber are all limited. All these resources are exploited by leaders and
managers in various organizations; hence, the operation of the SOEs depends on these
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resources. CG as a model with required skills is suitable for running a business that
accommodates both private and public entities with new demands for sustainability
and ethical governance. Atinyo and Kawor [15] assessed the relationship between
Corporate Governance and Financial Crisis in Ghana and attest that the major causes
of the financial crisis can be linked to the failure of members of boards and manage-
ment to comply with stringent CG principles and failure to identify and manage risk
in various entities. The speculation on the causal link between financial bankrupt-
cies and crises to failure to comply with CG in some entities persists throughout the
world (Ong, & Djajadikerta [16]. The loosely arranged structures of governance with
less-competent members of the boards that make decisions can degrade CG. Asa
result, the current economic systems in many countries can only work when they are
a hybrid to sustain development and cushion the SOEs. By 2050, the United Nations
projected that there will be an additional two billion people on the earth that will need
resources. Many countries already have issues with food security and a shortage of
fresh water. Given all these factors, it is obvious that no business can be done without
challenges on how resources can be used or distributed, especially financial and
human resources. In most countries globally, corporate entities provide support to
fight the global crisis of economic meltdown due to COVID-19D 19 and other disas-
ters. Parastatals and the SOEs have been at the forefront to support the development
and economic growth in most countries. The main challenge in the operation of these
entities is noncompliance and lack of accountability [17].

2.2 African experiences

In many African nations, SOEs are regarded as significant economic sectors and
play a significant role in the advancement of the country through job creation, pro-
duction, and service delivery. This is illustrated through access to essential services
including water, energy, health, sanitation, telecommunications, and transportation
and is made possible by SOEs. Small- and medium-sized businesses, which make
up the majority of the private sector-led economy, rely largely on the infrastructure
and services that these businesses offer to maintain their competitive position. On
aregional scale, SOEs are major actors in significant cross-border infrastructure
projects, which are essential to attaining what is thought to be a primary development
aim and realizing regional integration aspirations. Because of their lucrative role, the
public interest is mixed with business interest, and it is a bone of contention since it is
a source of corruption to those managing these entities.

Besides sustainable governance, companies are acclimatizing themselves to CG by
following new arrangements to manage enterprises and companies through the board
of directors and a culture of principles and the interests of shareholders. Amartey
et al. [18] assessed CG in Ghana and assert that there is a need for a rotation of audit-
ing firms that assessed the application of compliance of CG in Ghana companies.
Agyei-Mensah [19] also assessed CG in Ghana and argue that the absence of enforce-
ment tools hurts the application of CG in Ghana, even though there is internal control
information disclosure.

The idea of corporate citizenship is becoming more and more popular.
Gurumoorthi [20] alluded to the experience and arrangement of CG in Botswana
and assets that for every Botswana citizen, the government is obliged to act properly
through agencies and keep others, neighbors, safe. Thus, it is anticipated that the
legal entity, the corporation, operates in this capacity and honors corporate citizens.
The global standard for reporting is evolving toward integrated trends on a global
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scale and is impacting African firms’ and organizations’ practices of CG (Botswana
Accountancy Oversight Authority [21].

Companies must submit clear and intelligible financial reports expressing the
effects of their efforts, both good and negative, socially, environmentally, and finan-
cially that affected a community. It entails a picture of the company’s performance
that is comprehensive and integrated in terms of both its sustainability and financial
standing. Magang and Magang [22] contend that despite Botswana’s low levels of
compliance with international best practices, the researchers have concluded that
Botswana Unified Revenue Service’s (BURS’s) departure from these practices has the
potential to result in among other things, incompetence, corruption, bad administra-
tion, dominance, cronyism, and, in the end, a weak institution. Botswana has been
excluded from international practice. Agyemang is of the view that countries’ SOEs
are geared toward investments depending on their capabilities.

According to CG practices, the capability of an organization can drive corpo-
rate practices and succeed in attracting capital providers based on its strength and
resources. Mostly, companies and agencies can achieve great success if they can also
induce capital providers to invest in businesses that can yield economic growth and
benefit from their social responsibility strategy. Some of the countries like Zimbabwe
have not succeeded in generating proper investment from SOEs due to their weak
corporate governance that can safeguard the country’s interests [23].

Josiah et al. [24] assessed the compliance of CG in Botswana and found that
Botswana has not fully complied with international best practices. The case of
Bostwana is not unique since they are also exposed to the mismanagement of funds,
as aresult, CG in the SOEs cannot safeguard their investment. The main problem is
centered around the mismanagement of finances. Agyei-Mensah [19] asserts that in
Botswana, the relationship between corporate governance, corruption, and forward-
looking information disclosure are not stable as a result there are unstable financial
governance responsibilities of the board of directors to maintain good auditing and
management of financial affairs.

2.3 South African challenges
2.3.1 Understanding and compliance with regulatory measures

The South African experience is interesting since the economy has inherited the
apartheid legacy of a racial society with many inequalities and a dual society where
you find income disparities. The economy is strongly supported by both the public
and private sectors. Even though there are no direct policies to regulate SOEs, the
King I-IV Reports have been used to apply CG by private firms and the SOEs in South
Africa with little success in understanding the regulatory measures as policies and
the principles of corporate governance specified by the Kings Reports. The SOEs in
South Africa play a strategic role to contribute to the economy, especially during the
post-apartheid period when the government of national unity restructured SOEs
to perform relatively better than in the past. Evidence from the 1970s, 1980s, and to
the present, several SOEs in SA performed unwell relative to private firms due to the
demands and standards set to them, and the environment in which they operate.

According to Thabane and Snyman-Van Deventer [25], the government of national
unity in 2014 inherited some of the underperforming SOEs, hence, the resolution to
improve their status was to privatize them. These institutions, especially the energy
sector, are struggling to meet the demands of multiple policy goals and the business
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objectives needed to reconcile. According to Kikeri [26], SOEs often incurred sub-
stantial financial losses and became an unsustainable burden on the national budget
and banking system. A case in point is the failure of electricity supply by Eskom,
SABC mismanagement, SAA’ instability to maintain air routes, SANRAL failure to
collect revenue to sustain the E-Toll roads project, TRANSNET failure to sustain
the railroads, and others. There is a loss of revenue on the side of these entities due to
these bad practices, and all these acts reduced business confidence and downgraded
the South African economic outlook.

The Presidential Commission was tasked to investigate the performance of the
SOEs in 2014. According to the Presidential Review Commission Report [27], the
nonsupport and compliance of the government policies in support of SOEs slow down
the successful application of CG in the SOEs. The overarching responsibilities of the
board of directors and the financial disclosure were the main hiccup in the applica-
tion of CG. The private sector, performed well as compared to public agencies and
parastatals in the application of CG while there is limited potential for expansion of
the private sector [27]. These predicaments faded the mandate of the energy sector
to improve performance by exposing SOEs to competition, daunting budget alloca-
tions, and mismanagement of funds with staggering managerial changes. Padayachee
[28] alluded to the absence of strong CG measures before 1994 and asserts that the
arrival of the King IV Report on CG progressed toward a capable and valuable tool
toward strong CG. The current involvement of the SOE’s mismanagement of funds is
revealed through the Public Protector Report [29] and Venter ([30], pp. 1-4) of the
State Capture probe. These reports conveyed serious allegations of noncompliance to
legal requirements like the PFMA and CG principles by the senior managers. A case in
point is the continuous blackouts due to shortages of electricity supply by Eskom, and
a weak administrative supply chain in government departments where these SOEs are
managed.

2.3.2 Economic growth and transformation

The government’s neoliberal policies impacted the SOE’s performance, especially
the New Growth Path (NGP), which was earmarked to create five million additional
jobs by 2020. Other policies such as the National Development Plan (NDP), the
Medium-Term Strategic Framework (MTSF), and the Industrial Policy Action Plan
also focus on the role of SOEs as main suppliers to infrastructure development and
economic restructuring, when the Nine-Point Plan, which focuses on the government
priorities, includes tackling the electricity contest and backup of improvements in
SOEs. Overall, the government’s goal to guarantee the SOE’s contributions toward the
broader developmental goals and transformation was tested. The application of CG
reveals weak systems of these SOEs, especially on the board performance on issues of
financial disclosure and accountability to support the transformation and competi-
tiveness of the economy.

Several SOEs in SA are managed through CG since they are commercialized and
separate legal entities in the early 1980s after the integration of homeland parastatals
into South African SOEs. In the efforts to advance a developmental state, performance
contracts were developed to monitor SOEs’ performance and hold managers account-
able for results while some of the managers had limited experience and qualifications
to manage [31]. The improvements in the SOEs fall short of expected targets in the
current decade; hence, some of them from the energy and transport sector applied
for financial bailouts. According to Kikeri [26], SOEs board of directors failed these
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entities, the early reforms were not all successful, and their implementation fell short
while the senior managers were paid luxury salaries to fund their expensive life.

Even though the government bailed out some of the SOEs, some are still bankrupt,
especially the energy sector. According to the IMF [32], the SOEs from the energy
and transport sector are in the spotlight in South Africa due to their inconsistent
performance in a staggering economy. Some of those SOEs from the utility sector
include the electricity (Eskom) and water enterprises (i.e., the water boards and the
Transcaledon Tunnel Authority (TCTA), a related water infrastructure company).
The transport sector comprises mainly commercial railways, infrastructure on ports
and pipelines (Transnet), airlines (SAA and SAX) and the related airport, air traffic
and navigation companies (ACSA, ATNS), and passenger railway transportation
(PRASA). Several Auditor’s General’s Reports (2019/2020) indicate mismanagement
of funds and a decrease in investment ensuring the maintenance of some of these
entities, while there are less or no benefits to the South African economy. According to
Matsiliza [33], the mismanagement of funds by the SOEs led to financial bankruptcy
in some of the SOEs. As a result, the government bailed out some entities, especially
in the energy sector like Eskom.

2.3.3 Qversight and accountability

The SOEs are governed by some pieces of legislation created by the government
such as the enabling legislation (EL), the Companies Act (CA), and the Public Finance
Management Act (PFMA). Application of the EL differs across SOEs. EL can uphold
the sort of SOE objectives and requirements on governance, oversight, reporting, and
accountability. The CA determines the CG that can be applied to SOEs and private
sector firms. The PFMA classifies the oversight responsibility for SOEs’ shareholder
compacts, corporate plans, and reporting requirements. The board members and the
chief financial officers’ responsibilities are classified in the PFMA. Also, the Cabinet
adopted a protocol of CG which is a nonlegislated code of conduct to govern SOEs.
There are diverse tools used to apply CG from various documents such as Kind 1-5
Reports, which define the relationship and balance between the government, SOEs,
and stakeholders while pursuing the independence of SOEs from the executive in their
day-to-day operations. According to the Zondo Commission Report on State Capture
[11], there has been noncompliance and limited oversight of SOE for a long time.

The premier is a powerful representative and head of the province who has a legal
right to monitor the financial viability of the SOEs/public entities at the provincial
level and carries duties mandated by the Constitution [34]. The overseeing department
at the provincial level will be responsible for the operation of the entity based on the
directed services that are cut across various government departments. For instance, the
South African National Road Agency (SANRAL) is a public agency that is responsible
for the maintenance of road infrastructure in South Africa. It is monitored by the
department of transport which has offices in all noni Provinces’ route networks.

Legislative oversight through the parliament is complex in a bi-camera system
that has two legislative chambers where the ruling party dominates in these chambers
because it sets a motion that can always be accepted by the majority from the rul-
ing party. The dominance of the ruling party on parliamentary oversight influences
decision-making in parliament [35]. There is more influence on decision-making,
especially on the functioning of parliamentary committees that are scheduled to
investigate oversight and accountability matters of executive institutions and the
SOEs. The separation of powers in South Africa should augment the role of the
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executive institutions in the monitoring of policy implementation in South Africa’s
public agencies. Even though the powers are separated between the legislative, execu-
tive, and judicial houses, they still work interdependently to enhance oversight and
accountability. When there is a transgression of law by executives, the parliament can
investigate the matter through parliamentary committees and submit recommenda-
tions to the president. Other institutions that assist in the oversight investigations

in South Africa include the commissions appointed by the president, the National
Prosecution Authority (NPA), and others. The oversight of Chapter 9 institutions
and the SOEs are not a straight-train smash. Parties involved in the governance of
these institutions have diverse interests in the governance of these enterprises. The
provincial oversight is most centered around the premier house and the ministerial
executing councils.

Parliament’s Standing Committee on Public Accounts (SCOPA) is responsible for
reviewing the SOE’s annual financial statements and audit reports from the Auditor
General. Each SOE sector accounts to separate portfolio committees that are charged
to exercise oversight over corporate plans and targets of each SOEs service delivery
performance. Each minister is responsible for ensuring policy alignment between
SOEs and public departments to ensure proper corporate governance and to moni-
tor policy implementation, respectively. The National Treasury and the Financial
Ministry are answerable for financial oversight, especially on budget and spending to
keep up with the national credit rating. The SOE boards of directors have full respon-
sibility for the sustainability of these institutions by maintaining a balance between
spending and performance to maintain a strategic direction for SOEs’ performance.
According to the IMF [32], SOEs in South Africa could have yielded better profits and
outcomes if boards of directors, executive, and nonexecutive directors were skilled
enough to manage risk and ensure that their key performance indicators are achieved
timeously.

The involvement of politics deployed in the governance of SOE boards did not
yield good results in investigating the corruption and mismanagement of SOEs. As
reported by the Judicial Commission into the State Capture [11], the role of the ruling
party is to safeguard the national interest in all its involvement in the parliamentary
committees. It is alleged that some of the members presiding on these parliamentary
committees overstepped their roles through a series of connections and relationships
with the agency’s stakeholders and service providers who ultimately influenced deci-
sion-making in the appointments of executive officials that manages the SOEs [31].

The involvement of agencies to make decisions on behalf of the state complicated
exercise of autonomy in commercial decision-making. There is an existence of social
responsibility adds value to the corporate governance of the SOEs but there was a
thin line in the separation of commercial and social objectives. The State Capture
Commission Report [11] also noted the requirements for the party’s disclosure of
assets and donations through their treasury General and their subcommittees on
finance should be there to avoid the conflict of interest when the members have to
account in parliament. This also settles the public service obligations by the members
of the executive when transferring resources to the SOEs. While financial discipline
and ethical leadership are required as ingredients in achieving good governance,
greater autonomy for SOEs is reciprocal to having performance contracts, auditing,
and good accountability mechanisms. A bad rating on the economic performance in
South Africa could not support the transformation and reforms of SOEs. Continued
economic degrading by other companies, like S&T and Moody, impacted negatively
on the credit rating also of SOEs and the future economic outlook.
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2.3.4 Leadership and governance of SOEs

The SOEs are governed mostly through Kings Reports (1-5), while there is
no specific legislation that governs them and that imposed risk for the SOEs to
efficiently achieve their goals through CG. Various acts regulate these enterprises
such as the Companies Act, and the Public Financial Management Act. The rest of
the inefficiencies and financial losses may result from conflicting interests that are
wedged between all parties involved. Consequently, the principal-agent issue arises.
Promoting privatization and agency theories is appropriate for this chapter to provide
theoretical lenses and scholarly perspectives that could advance the debate on the
pros and cons of corporate governance in South Africa’s emerging economy and the
broader society. Since private interests were already protected through foreign invest-
ment and the private sector, the establishment of a mixed economy in South Africa
was not unexpected.

Ethical leadership seems to be a challenge, where there are business transactions
with less or no accountability for the acts of the executives and senior managers in
these entities. The contestations on privatization signaled fear from the society about
the negative effects of privatization. The costs of privatization had long-term effects
on the increased infrastructure and tariffs, losses of jobs due to restructuring and
downsizing, and rising foreign ownerships since the selling of shares was open to
global buyers. Kikeri and Nellis [36] and Nellis [37] argue that there was no proper
planning for the privatization of SOEs. The process was neither favorable to the
government nor to other shareholders, hence, the process ended up with scandals and
mismanagement of resources when the institutional frameworks were lacking [38].
However, the whole process ended up questioning the role of the state.

2.4 Policy implications

It surfaced earlier that the understanding of CG is moderate; therefore, govern-
ment officials and nonexecutive managers need continuous training and capacity
building to allow change and development in the SOEs. The government must formu-
late legislation/policy that will directly regulate the SOEs without excluding the cor-
porate governance principles that are already in place. Most SOEs are also regulated by
diverse legal principles and policies such as the Public Financial Management (1994),
Company Act (2008), and others. These policies enable oversight and accountability
of executives in these entities. Other countries can also learn from the South African
case, especially on how the gaps can be addressed. The policy implications are diverse,
although it seems that CG is an effective tool for managing private companies, it is
complex to manage state-owned enterprises with CG to improve investments in the
other due to political interference.

The measuring and evaluation of the performance of SOEs in South Africa need to
be examined. As it has also been daunted by the political forces since most of the com-
mittee members and board members have political allegiance to the ruling party, they
find it difficult to report early financial entanglements and misuse of public resources
that hurt the country’s investment [39]. Investigating on the integrity of institutions
and the Judicial Commissions, they should ask themselves questions on whether they
need to adopt Corporate Government in these entities the same way as they are applied
in private companies. Another important policy implication is on finding qualified and
skilled managers that will also understand policy directives and be able to assist the
government in formulating tools that will be directed at measuring performance and
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monitoring the SOEs. The Zondo Judicial Commission [40] found discrepancies in the
management of SOEs, where the executives were involved in service delivery contracts
for personal gains [40].

3. Conclusion

CG has been adopted to steer the SOEs on the right path from the early days of
democracy in South Africa. This chapter demonstrated that parastatals/SOEs expe-
rienced unstable growth and development due to the impact of socioeconomic and
political influence in government decisions to sustain these entities.

Among these factors, political oppositions contested the privatization of SOEs,
especially in the energy and infrastructure sectors. SOEs have been exposed to loss of
scrutiny since the government is the majority controlling shareholder.

Corruption and maladministration in SOEs demonstrate self-sabotage of the South
African democracy. The allegations on Zondo Judicial Commission imply a weak
supply chain system, and the absence of a direct legislation or policy to direct/guide
and monitor the performance of SOE instead of relying on corporate governance only.

The global financial crisis and the COVID-19 epidemic affected the operation of
public sector entities and added to their problems with the nondelivery of services to
clients. The current challenge of SOEs emerged from their act of noncompliance of
the shareholders and their executives to corporate governance principles. This chapter
demonstrated the challenges of CG in the South African SOEs with special reference
to accountability and oversight mechanisms.

3.1 Recommendations

Even though SOEs are not perfect in the application compliance and accountability
mechanisms, these elements pressured governments all over the world to turn their
attention back to enhancing SOE performance. Despite widespread privatization,
SOEs’ Function and Value Governments still own and run national commercial com-
panies in crucial industries including finance, infrastructure, manufacturing, energy,
and natural resources. State-owned industries have persisted and even grown in
many low- and middle-income nations, significant emerging market economies, and
high-income nations. A considerable number of SOEs are currently among the biggest
investors, businesses, and participants in the capital markets worldwide. SOEs in vital
industries are increasingly seen as instruments for faster development and interna-
tional expansion in many nations. South African government must learn lessons from
the progressive global SOEs and improve their performance.

Lessons can also be learned from other African and global SOEs on the employ-
ment of competent and specialized managers in risk, accounting, and other opera-
tions. The government in its new path of renewal must provide continuous training to
the managers, executives, and nonexecutives charged to manage the SOEs.

They must match and place employees well in the suitable positions. It is also
imperative for government to introduce a merit-based cadre deployment of encum-
berments to improve their skills and performance.

Integrity institutions and the justice system need to upscale their capacity and
pace of correcting the wrongdoings as findings of the investigation on the alleged cor-
ruption and mismanagement of funds in the SOEs, by strengthening the prosecution
and instilling ethical culture and compliance measurements in the SOEs.
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External forces such as political interference impact the business of SOEs and can
only be minimized when risk assessment is prioritized. The SOEs must hire qualified
and skilled risk managers to assess and manage risk and compliance at all phases of
major projects such as infrastructure, roads, and energy. Evidence on the mistakes of
limited oversight and risk management can provide lessons from the energy side by
Eskom risk managers who failed to estimate future shortages of energy and power
supply of electricity in South Africa.
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Chapter 5

Perceptions of and Reactions to the
HR Implementation Process
in Nigeria

Paul Nwanna

Abstract

Leveraging attribution theories, this chapter examines the role of employees’ cogni-
tions in the HR implementation process in Nigeria. This study relies on secondary sources
such as journal articles, textbooks and public service reforms to review the current state
of HR practice. This review shows that while there is a continuous evolvement of HRM
practices in Nigeria, its effectiveness to contribute to the strategic value of both public
and private sector organisations is countered by socio-cognitive factors. Moreover, the
analysis reveals different patterns of causal attributions in how workers interpret the goals
of HR practices due to socio-cultural and economic factors that are unique to the Nigerian
context. This chapter contributes to the international debates about the integration of
contextual factors and HR processes in the conceptualisation of HRM effectiveness. The
limitations of this review are discussed as well as the implications for future HR research.

Keywords: Nigeria, HR implementation, attribution theories, paternalism, ethnicity

1. Introduction

The free movement of capital across nations bears within itself the cross-border
transfer of management systems, especially from more developed economies
(e.g. UK and USA) to developing economies like Nigeria [1, 2]. This could be to rep-
licate the tangible results witnessed by using the management systems of the West in
another geographical context. However, there are questions about the transferability
of HRM practices formulated in the western context to disparate national context
[3-5]. Typically, HRM research in developing countries like Nigeria has pointed to
the intersection of local customs and values, institutions, economic conditions, and
legislations in the evaluation of HRM in Africa [6-8]. Although examining these
macro contextual factors (e.g. national cultures and regulative institutions, etc.) is
useful in understanding the effects of HRM, it does not fully explain ‘how’ such effect
is achieved. In particular, research has yet to investigate the (micro) socio-cognitive
processes involved in how employees interpret HR practices in an African context. As
such, the first objective of this chapter is to explicate the role of the employee attribu-
tion process in the evaluation of Anglo-American-developed HRM in the African con-
text. This is likely to account for the salient cognitive complexities associated with how
an employee formulate a belief about their organisation’s intent to select specific HR
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practices. Examining employee cognitions of HR practices in Nigeria is theoretically
important, as they are critical in theorising the effect of HRM on organisational out-
comes [9]. In addition, there are recent calls in the renowned Academy of Management
Journal Proceedings (e.g. [10]) and Human resources Journals (e.g. [9]) to examine
the role of HR attribution in the link between HRM and organisational performance

to provide a nuanced understanding of the HR processes in organisation. As such, this
chapter utilises attribution theories [11-13] to analyse the effects of contextual factors
on the employees’ causal attribution of HR practices in Nigeria.

In addition, although initial research on HRM in the Nigerian context (e.g. [14, 15])
have reported a positive relationship between HR practices and organisation perfor-
mance, little is known about the role of the line manager in the relationship in Nigerian
context. Research on HRM devolution has suggested that line managers are the bridge
between HRM strategy, policies, and practices and the bottom-line employees’ per-
formance. Bos-Nehles et al. [16] defined a line manager as the (bottom-line) manager
who manages a team of operational employees daily and is responsible for performing
HRM activities (p. 256). Line managers, in comparison to HR managers/professionals,
are considered better positioned in an organisation to understand employees’ compe-
tencies and concerns, and to implement HR strategy, policies, and practice more effec-
tively for better motivational and behavioural outcomes [17]. Indeed, research reports
have shown that line managers’ HR implementation influences employee perception
of HRM practice and, in turn, leads to motivation, satisfaction, and performance [17].
As such, the second objective of this chapter is to highlight the role of line managers in
organisation’s context with specific consideration of socio-cultural factors that influ-
ence the line manager’s leadership behaviour in the HR implementation process.

Based on the above objectives, this chapter has two main contributions. First, it
presents a theoretical framework that has the potential to explain how the regulative
and social-cultural institutions influence on employees’ perceptions and reactions
to HR practices in Nigeria’s context. Secondly, it contributes to HRM research by
acknowledging the role of line managers as well as the value of employee attributions
to the understanding of the HR process and outcomes in a different national context.

Nigeria is the most populous black Nation in the world, with an estimated popula-
tion of 211 million people, of which 85.41% are of working age [18]. She gained her
independence from British colonial rule in 1960 but plunged into civil war from 1967
to 1970. She has since interspersed between democratically elected civilian govern-
ments to military dictatorships until she gained a stable constitutional democracy in
1999. The country has the largest GDP in West Africa [18] and its economy is largely
dependent on crude oil export, accounting for about 85 percent of government
revenues. She has other natural resources like gold, cocoa, limestone, lead, coal and
iron ore, etc. [19]. Over the years, Nigeria has instituted several neo-liberal economic
policies and practices to diversify the economy and to create market-oriented systems
through privatisation, deregulation, and liberalisation [20]. With its vast natural and
human resources base as well as numerous economic reforms, Nigeria has become
one of the most attractive destinations for foreign investors in Africa, especially in the
sector of energy, banking, telecommunications, etc. Accordingly, Nigeria is the third
host economy for foreign direct investments (FDI) in Africa after Egypt and Ethiopia
[21]. Despite the negative effects of the Coronavirus pandemic on the global economy,
the total flow of FDI to Nigeria in 2020 was USD 2.4 Billion, which was a 3.5% incre-
ment compared to the previous year, which stood at USD 2.3 billion [21]. Some of
the main investing countries in Nigeria are the USA, China, the United Kingdom, the
Netherlands, and France. The influx of these foreign investors into the local market has
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put indigenous companies under pressure to imitate the “best HR practices” to survive
the strong competition posed by multinational companies [22]. For example, Anakwe
[23] adopting convergence, divergence and cross-vergence perspectives [24, 25]
reported that Nigeria has a cross-vergence HRM system, which is a blend of human
resource management of both generalised western HR practices and localised prac-
tices. As such, Nigeria is an interesting national context to extrapolate the investigation
of employee HR attribution because the country has both developed and rudimentary
HR practices, which could offer new insights into how employees formulate their
perceptions, interpretations, and beliefs about their organisation’s HR practices.

As HRM research in the Nigerian context often focused on the analysis of macro
contextual factors, this chapter reviews the two main contextual factors. First, HRM
research in Nigeria has examined the effectiveness of formal institutions (e.g. labour
unions, economy, and legislation) to enhance human resource development and fair
employee relations (e.g. [26]). For example, research has reported that legislative
acts, such as Labour Act 2004 and the Workers Compensation Act, 2010, are poorly
enforced because of endemic corruption that bedevilled the government institutions
[22, 27]. Further, mass unemployment, which currently stands at 33.3% [28], has also
hindered workers from demanding their basic rights from employing organisations
[22]. Similarly, studies have reported that the trade unions that were established,
along industry lines, to ensure that workers express their concerns and grievances
are losing their bargaining power due to high levels of unemployment and corrup-
tion among trade union leaders [29]. Indeed, these contextual factors have created a
work environment where stakeholders’ values are prioritised over employee needs.
On another note, research has found that informal contextual factors such as culture,
religion, ethnicity, and linguistic affinity influence employees’ perceptions and reac-
tions to HRM in Nigeria [26]. There are three major ethnic groups in Nigeria namely
Hausa-Fulani, Yoruba, Igbo, and over 200 minority ethnic groups. These ethnic
groupings differ in culture, religion, and sometimes even in physical features [30]. In
particular, research reports have suggested that ethnic, religious, and social diversity
play significant roles in the rise of nepotism, corruption, tribalism, favouritism, and
political intrusion affecting the quality of HR implementation in Nigeria [22, 26].

Given the contextual factors affecting HR practice in Nigeria, this chapter will orga-
nise the rest of the review into six sections. First, I will provide a clear overview of both
formal and informal factors associated with five traditional HR practices in Nigeria.
Second, I will discuss the role of the line manager in HR implementation in Nigeria. This
will reveal the devolved HR practices in Nigeria’s organisations and shape our under-
standing of the implications of contextual factors in the HR implementation process.
Third, I will present an overview of attribution theories to enable us to understand the
basic assumptions of different attribution theories and their past applications in HRM
research. In the fourth section, I will evaluate how attributions theories can be applied
to explain employees’ perceptions and reactions to implemented HR practices in.

Nigeria. The fifth section will state the implications of this review for future HRM
research while the sixth section will discuss its limitations. Finally, I conclude by
reiterating how the employee HR attribution process shapes HRM practices.

2. HRM in Nigeria: an overview

HRM is rooted in the idea that ‘people’ are a valuable asset that when managed
effectively can contribute to the strategic goals of an organisation. Indeed, it is argued
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that organisations can leverage people-focused management practices to achieve com-
petitive advantage over their counterparts, especially when other sources of competi-
tive advantage (e.g. technology) can be easily replicated [31]. However, there is a lack
of consensus on what constitutes the human resource practices among management
scholars. For this review, I will focus on the five traditional HR practices and evaluate
the contextual factors that affect the application of each of them in Nigeria.

2.1 Recruitment and selection

In a study that examined HRM practices in Nigeria and Ghana, Arthur etal.

[32] reported that newspaper advertisements dominated recruitment strategy for
most organisations, followed by written notices in and around the organisations,
employment agencies, announcements in professional/trade publications and visits to
university and college campuses. HR managers also receive unsolicited applications
because of the high employment rate in the country.

In terms of selection, the centralised HR department is responsible for designing
and administering this process while a smaller percentage of the organisation relies on
external agencies [32]. The selection interview is given much preference, followed by
academic qualification, and a letter of recommendation. The decision to hire employ-
ees is normally made by the HR manager while the decision to hire a managerial-level
employee is made by top management with the consultation of the HR manager [33].

However, due to poor institutional regulations, organisations sometimes rely on infor-
mal HRM practices such as recruitment based on social networks, and ethnic and personal
affiliations [26]. This is prevalent in public sector organisations where the state of origin,
hometown, and ethnic group of job applicants are considered of equal relevance with
competency, qualification, and talent [27]. Even the entrenchment of the quota system
of employment based on principles of inclusion (i.e. an expression of federal character)
to resolve this skewed employment system has been poorly implemented. Hence, this has
caused disharmony and infighting among workers and poor performance standards [27].

2.2 Performance appraisal

There is wide use of the formal system in evaluating employee performance in
Nigeria. According to Arthur, et al. [32], most organisations in Nigeria use performance
appraisal information for personnel decisions such as for promotion and transfer. Some
organisations use it for employee feedback while few organisations use it for person-
nel research. Supervisors’ ratings of employee performance and personnel-based data
(absenteeism and commendation) are largely used by organisations while some use
objective performance data such as sales data [32]. Only a few organisations use self-
rating, customer rating, subordinate rating, and peer rating. However, Nigeria is a high
power distance [34], a cultural orientation that emphasises a top-down relationship
between an employer and employees, and a collectivist culture, a cultural orientation
that emphasises the value of utilising work groups to complete tasks and an expression
of a communitarian spirit both in the workplace and in communities. Based on these
cultural orientations, most performance appraisal processes in Nigeria assumed a top-
down pattern and team-based systems [35]. Moreover, the traditional values of com-
munitarianism make it difficult for line managers to give negative feedback or conduct a
face-to-face appraisal as it may be considered an attempt to ruin someone’ career [36].
As such, some organisations like commercial banks use ranking methods, with a specific
focus on employee financial performance in an attempt to maintain objectivity [35].
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2.3 Training and development

Most organisations in Nigeria conduct training for their employees. In their study,
Arthur et al. [32] reported that there is a formally stated policy on training, a separate
training department, a separate training budget, and training facilities and use of
external training specialists or consultants in most Nigerian organisations. On-the-
job training is mostly used by organisations while lectures and discussions, and job
rotations are minimally used [32]. Large organisations such as financial institutions
are likely to combine these training methods to ensure an appropriate harnessing of
human capital. For example, First Bank Nigeria established training schools across the
country (e.g. Lagos, Ibadan, Kano, and Benin City). They structured their Training
and Development Programme along with employee job-specific skills, knowledge-
based training, and self-development [37]. After the induction of a new employee in
which he/she learns about the policies, procedures, and practices of the Bank, he/she
undergoes on-the-job training then he/she will go for external training at one of these
training centres across Nigeria. At the training centre, the new employee goes through
a series of training based on their job description such that a customer-contact
employee will attend a Clerical Operations Course, Cashier Training Course, and IT
and Customer Service Training Course. The bank also encourages the employee to
take self-development programs with provision for reimbursement on tuition and
examination fees. There is a prospect of promotion and increment of appropriate
salary scale following these pieces of training.

In the public sector, government-training institutes such as the Public Service
Institute of Nigeria, the National Institute for Public Information, the Foreign Service
Academy, and the Institute for Labour Studies was established to provide capacity
building for public service employees. There are also opportunities for senior manag-
ers to attend overseas training institutes funded by the government. In addition,
the increase in global interest in human capital building in developing economies
prompted international development agencies like United Nations Development pro-
grams, International Labour Organisation, and the World Bank to fund training pro-
grammes for public sector employees. However, Nigeria still suffers shortages in skill
and human capital development. According to UNDP’s Human Development Index in
2021 [38], Nigeria with a 0.535 HDI value ranks 163 out of 191 against other countries.
Scholars have traced this unfortunate situation to the adoption of neo-liberal policies,
which exerted pressure on the government to cut down on their spending on critical
areas of the economy such as education and health [26]. To compensate for this low
human capital development, private organisations tend to invest huge resources in the
training and development of their employees [22].

2.4 Pay and rewards

Performance or merit-based systems dominate the reward system in Nigeria
[32]. However, there are variations in the pay and rewards system in the public and
private sector organisations in Nigeria. The public sector operates a service-wide
remuneration so that variations (including across gender) based on performance are
non-existent. Rather, the national minimum wage (with fringe benefits) and legally
mandated leaves such as paid maternity and annual leave are the basis of the payment
and reward system. The minimum wage is the basis for negotiations between trade
unions and employers. In the private sector, the pay and reward system is mostly
determined by employees’ level of experience, educational qualifications, and skill
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sets. Workers also get some fringe benefits such as the allocation of company vehicles
for senior staff, car loans, paid leave, and paid gym membership.

Nigeria’s cultural values play a considerable role in the payment and rewards sys-
tems. Based on the principles of communitarianism, there is a tendency for workers to
view organisations as an extension of their extended family, where their material and
socio-emotional needs as well as family and personal circumstances are considered
when making personnel decisions [36]. In keeping with this focus, some organisa-
tions have introduced burial allowances and compassionate leave for employees who
are bereaved of their loved ones to help them cope with the expenses of elaborate
burial ceremonies. Similar gestures are shown to workers who are getting married to
help with their wedding expenses [36]. In most cases, the organisation also appoints
fellow employees to attend these ceremonies in a show of solidarity and support for
the concerned employees.

2.5 Employee involvement

In Nigeria, the management systems adopted by the public and private sectors dif-
fer in the degree of employee involvement in the work process. Public sector organisa-
tions follow a unitary system and a bureaucratic model of employment whereby the
organisation’s employment decisions are centralised and the administrative system
follows strict bureaucratization of procedures. As such, employees’ inputs are not
considered in the decision-making and work processes. Rather, the organisation’s
policies dictate the employees’ behaviour, with line managers expected to implement
and enforce the rule-governed policies. Although line managers could hold meetings
to discuss emergent issues with the employees, they are mostly to provide clear direc-
tions about employee performance expectations and goals.

In the private sector context, employee involvement varies based on organisational
type, size, and employee position in the organisation. While consulting firms and
other medium-size organisations may consider their employees’ input in the decision-
making process, large organisations rarely require their employees opinions in
making decisions about the work process. In most cases, employees at the lowest level
are expected to follow the directions of their line manager in executing their tasks
while team leaders’ opinions may be considered. However, as Nigeria is a high power
distance culture [34], there is a tendency for managers to resist employee involvement
in the decision-making process as this may reduce their power of influence in the
organisation [15].

The next section evaluates the role of line managers in the HR implementation
process. Line managers are closest to employee experience in the HR implementation
process. As such, presenting an overview of the role of line managers in HR imple-
mentation in Nigeria will clear the path for a good understating of the HR implemen-
tation process in the country.

3. Line manager role in HRM implementation in Nigeria

As HRM continued to evolve in the Nigerian context, HR practices are increasingly
devolved to the line managers across different types of organisations. In small enter-
prises, the owner-manager is responsible for HR implementation. This informal HR
system the approach is most evident in the Igbo (a tribe in Nigeria) apprenticeship the
system, “a communal enterprising framework where successful businesses develop
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others and overtime provides capital and gives away their customers to the new busi-
ness” ([39] p. 1). Typically, a business owner recruits an apprentice, mainly through
family and social connections, and provides vocational training through peer mentor-
ing, rewarding the apprentice based on traditional values of communitarianism. This
system is considered to ensure the stability and longevity of family business networks
and performance. On the other hands, large corporations such as energy, banking,
and the telecommunication sector, etc., have a formal approach to HR implementa-
tion, with HR departments and line managers playing key roles in HR enactment. For
example, Jimoh, and Danlami [40] reported that, in Nigeria’s manufacturing sectors,
HR practices such as employee training, recruitment, and selection of new employ-
ees, performance appraisal, and design job roles are increasingly devolved to the line
managers (with the coordination of the HR department) because they consider HR
devolution as part of their HR strategy. In the banking sector, however, line managers’
role in the HR implementation is limited to on-the-job training, employee relation,
performance appraisal, and individualised pay awards while the HR department is
responsible for administrative functions such as recruitment, payroll, and external
training [41]. HR departments also provide clear direction and adequate training the
line managers to execute their ‘newly’ devolved HR practices, as a lack of HR-related
competencies and skills is likely the affect their effectiveness in the HR implementa-
tion process [42].

However, the high level of unemployment in Nigeria and the pressure to meet
competing business (e.g. quality and productivity) demands alongside HR activities
may affect the way line managers implement HR practices [42] For example, line
managers may enact HR practices with a focus on short-term goals over the long-term
strategic vision of their organisation. They also may behave inconsistently and thus,
deviates from the strategic goals of their organisation. Under this circumstance,
scholars have suggested HR department HR specialists/HR departments and line
managers should form a partnership in developing and managing HR practices to
achieve a unitarist approach to people management [42].

The next session draws from attribution theory to evaluate employees’ perceptions
and reactions to the context and line manager in the HR implementation process in
Nigeria. Before that, it is important to present an overview of attribution theories
in HRM literature. This will help organise our thoughts about key factors that are
involved in attribution processes.

4. The overview of attribution theory

The basic premise of attribution theory is that people have an innate desire to
control the events around them and to understand the causality of their behaviour and
that their attribution influences their responses to them and future behaviour [43].
Attribution theory has been applied, inter alia, to understand the HRM process [9] and
the leadership process [44]. There are three foremost contributors to the theoretical
development of attribution theory. First, Heider [11] argued that people’s attributions
are dependent on whether the locus of causality for their behaviour is dependent on
the person, the environment, or both. The internal locus of causality consists of both
motivations and ability while the external locus of causality includes situational factors
such as opportunity etc. For example, when an employee misses his/her performance
targets, the manager will use the information about his/her motivation, ability, and
situational factors (lack of requisite physical resources) to infer the causality of the
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employee performance failure. In addition, Heider [11] extended the attribution
theory by examining errors that may occur during the attribution process. The first is
the fundamental attribution error, which occurs when individuals ascribe the causal-
ity of an individual’s behaviour to internal factors, rather than external factors. The
second attribution error is the actor-observer effect. This error describes the inclination
for an actor to ascribe the causality of their behaviour to external factors while an
observer makes causal inferences of the same behaviour to internal factors [45]. Lastly,
self-serving bias is the tendency for an actor to attribute the causality of their behav-
iour for positive events to internal factors while negative events are ascribed to external
factors [46]. This attribution perspective has been applied to explain interpersonal
dynamics and attribution of behaviour/event within several specific HR functions,
such as performance management, grievances, disciplinary actions, recruitment and
selection, training, and occupational health and safety (see [10]).

Kelley [12] expanded on Heider’s attribution theory by evaluating the information
pattern that people use to make causal attribution, known as the covariation principle
(e.g. consensus, consistency, and distinctiveness information). Distinctiveness refers
to the extent to which a person behaves in a similar way across identical situations.
Consensus refers to the extent to which there is a collective agreement in the observa-
tion of different people about a person’s behaviour. Consistency refers to the extent to
which an individual behaves in the same way over time. Kelley [12] noted that when
people have access to multiple cases of similar behaviour and events, they would
use a different combination of information patterns to infer whether the individual
behaviour is caused by internal (disposition) and external (situation) factors [43].
An observer is likely to infer the causes of a person’s behaviour to internal factors
when there is low distinctiveness, high consistency, and high consensus [47]. Bowen
and Ostroff [48] adopted this Kelley’s [12] covariation principle (and Michel’s [49]
situational strength) perspective to conceptualise how consistent, distinctive, and
consensus HRM messages affect the strength of the relationship between HRM and
organisational performance, conceptually framed as HR system strength.

Finally, Weiner [13] extended Heider and Kelley’s works by examining the conse-
quences of causal attributions as well as how dimensions (e.g. locus of causality, sta-
bility, and controllability) of attributional explanation (e.g. effort, ability, luck, and
task difficulty) could affect emotion and behaviour. He argued that different combi-
nations of locus of causality, stability, and controllability in an achievement context is
associated with attributions of ability, effort, task the difficulty, and luck [13]. Nishii
etal. [50] partly adopted Weiner’s [13] attributional theory explains how employees’
subjective interpretation of HR practices influences their attitudinal and behavioural
reactions towards it. Nishii et al. [50] noted that employees could make either internal
or external attributions about the purpose of HR policies and practices, which could
result in the attachment of different meanings and behaviours.

Accordingly, when employees make positive internal HR attribution that their
management’s intent for designing HR practices is to enhance service quality and
well-being, they are likely to develop positive perceptions, attitudes, and behaviour
towards their management’s goals. Conversely, when employees make negative
internal HR attribution that their management’ intent for designing HR practices are
to reduce cost and for exploitation, they will develop negative perceptions, attitudes,
and behaviour towards their management goals. Similarly, when an individual makes
an external HR attribution that the management intents for designing HR practices
to comply with union requirements, they will also develop a negative perception,
attitude, and behaviour towards the management goals [50].
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5. Analyses of employee perceptions and reactions in the HR
implementation process in Nigeria

As already stated, Heider, Kelly, and Weiner’s attribution theories provide a theo-
retically an informed understanding of the cognitive complexities associated with the
HR implementation process in Nigeria. One notable HR practice that can be explained
using these attribution theories are the recruitment and selection strategy. The pur-
pose of recruitment in organisations is to inject new ideas and creativity into the work
and productive process of organisations. In Nigeria’s context, the ethnic, economic,
religious, and tribal bias may have implications on how employees make causal
attribution about the goals of their organisation’s recruitment and selection practices.
Specifically, there is a the tendency for an applicant to ascribe the causality of his/
her success in a job application to an external factor (e.g. social affiliations), and
may perceive it as a form of social obligation on the part of the employer, who in the
communitarian spirit is responsible to care for his/her family and acquaintances. This
cognitive formulation may instil a high level of affective trust between the employer
and the applicant but may negatively affect the quality of the human resource base of
the organisation. On the other hand, an applicant that ascribes the causality for his/
her successful job application to internal factors (ability e.g. qualifications) may view
the recruitment strategy as an effective organisational practice and feel appreciated
for having the relevant skills for the job. This causal analysis is more informative due
to the stability and controllability (internal factors) of the cause for the successful
job application. In another scenario, an applicant, though possessing the relevant
skill for the job may ascribe their success to external factors (luck or divine interven-
tion) because of the high level of unemployment, poor institutional regulations, and
the highly competitive labour market in Nigeria. These type of applicants normally
express their joy by giving testimonies/thanksgiving in religious centres to celebrate
their newfound jobs. In this context, applicants can make a fundamental attribution
error, which is, ascribing the causality of their success to external factors (luck),
rather than internal factors (qualification). There is also the possibility of error of
the actor-observer effect to occur because the applicant ascribed his/her success to an
external factor (luck) while the employer hired him/her based on an internal factor
(qualification). Self-serving bias may also occur because the applicant may attribute
their success to an internal factor (qualification) while their lack of success may be
attributed to external factors (e.g. lack of social affiliations to the employer).

These variations in the applicants’ causal attribution is likely to be exacerbated
based on the information pattern they applied in the attribution process. In keeping
with Kelly’s [12] covariation principle, an applicant that observes the recruitment and
selection strategy to be distinctively low (low distinctiveness), that is, the organisation
hires people based on their ethnic and social affiliation with the employer (or other top
executives) across different times; high consensus — applicants, during socialisation,
collectively agree on the skewness of the recruitment and selection strategy towards
ethnicity; high consistency — the organisation always hires people from the employer’s
ethnic group, they are likely to ascribe the cause of their success to external factors.
This causal analysis is likely to cause disaffection among employees, cause poor per-
formance standards, and high turnover intention. In practical terms, this attribution
process is likely to be more evident in Nigerian civil service as people from the family
and ethnicity of the incumbent heads tends to dominate departments [51]. It is noted,
“In some places, ‘the ethnic tongue’ of the boss (i.e. his local language) is the de facto
lingua franca in the office” ([52], p. 184). Personnel of the same ethnic stock as the
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boss are prioritised to occupy strategic positions in the department even before his/her
seniors. They are also selected over their peers to attend overseas training and are rec-
ommended for special recognition without following standard procedure and practice.
Thus, Olugbile [53] observed that ‘nepotism had shaded into ethnicity in Nigeria’ (p.
13) and this has resulted in maladministration, absenteeism, tardiness, inefficiency,
and discontent among workers in the Nigerian public sector.

A similar trend exists in the private sector but not on the same magnitude. Private
organisations exist to maximise profit unlike the public sector - which is focused on
efficiency, value, and quality [54]. As such, they are under pressure to recruit, select
and develop their human resource capability to meet their market and economic
goals. As such, prioritising ethnic and familial affiliations over qualifications (and
capacity) in their recruitment and selection strategy may adversely affect the quality
of their human resources base, and eventually their business outcomes. Given this
hindsight, the information pattern applied in the attribution process in the private
sector employees may be different compared to the public sector. There might be low
distinctiveness — organisation hires people based on their ethnic and social affiliation
with the employer (or other top executives) across different times; low consensus —
applicants, during socialisation, do not collectively agree that the organisation hires
them based on their ethnicity; low consistency — the organisation does not always hire
people from the employer’s ethnic group. In this context, they may ascribe the cause
of their success in the job application to internal factors (qualification/capability).
This cognitive expression is likely to cultivate the belief in employees that the organ-
isation prioritises their human resource capacity over ethnic/social factors, which in
turn, translates to better motivational and performance outcomes. Another contex-
tual stimulus that may shape an employee’s causal attribution is the line manager’s
leadership behaviour at the operational level [17]. Leadership behaviours are consid-
ered responsible for the discretionary application of specific HR practices to individ-
ual employees [17]. For example, the line manager’s leadership behaviour considers
the employee’s job experience and skill level in the allocation of a task. Leadership
behaviours also signify an interpretive filter that aligns HRM messages to employee
actual employee experience, attitude, and behaviour [48, 55]. However, cross-cultural
research in leadership has suggested that cultural differences could hinder an individ-
ual’s perception of leadership effectiveness in Nigeria [56]. The concept of leadership
in the West African context, like Nigeria, is deeply embedded in the collectivist ori-
entation that is manifested in familial, paternalistic, and communitarian dispositions
[57]. An expression of this culturally endorsed leadership style is likely to spill over
to how employees perceive the effectiveness of HR practices, and their motivation
and performance. Therefore, a line manager’s leadership behaviour that emphasises
paternalistic orientation with a focus on the humanistic view of human value is likely
to signal to employees more culturally fit HR practices, design for their development,
and career success as well as meeting performance-driven goals. Paternalism refers
to a simultaneous display of authoritarian and benevolent styles of leadership; it is
characterised by centralised decision-making, with subordinates expected to imple-
ment those decisions if they are to be favoured by the leader [58]. However, as Nigeria
is a socially dependent society, line managers’ selective display of authoritarian and
benevolent leadership in the enactment of HR practices across individuals in a team is
likely to send mixed signals about the goal of HR practices [59].

Following Nishii et al. [50] HR attribution, a line manager that displays differenti-
ated autocratic/benevolent leadership behaviour towards an employee during the
HR implementation at the operational level is likely to trigger different attribution
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processes regarding the purpose of HR practices. Typically, the ‘favoured’ employee
may interpret the HR practices to focus on the positive internal factor (e.g. employee
wellbeing and development) or a form of social obligation [60]. For example, line man-
agers may provide informal mentoring to the ‘favoured’ employees to boost their career
success. In turn, ‘favoured’ employees will reciprocate by providing cover-ups for
line managers’ unethical behaviours (e.g. utilising the organisation’s resources to seek
favours or build relationships). This uneven implementation of HR practices is likely
to diminish the strategic value of HRM, which is utilising ‘the people to meet both the
short and long-term vision of organisations. On the hand, when the line manager dis-
plays autocratic tendencies (e.g. monitoring) towards a certain the employee in a team,
he or she may interpret the goal of the HR practices to focus on the negative internal
factor (e.g. productivity) than the positive internal factor (employee wellbeing).
Similar to the above analyses, this variability in causal attribution is dependent on
whether the line manager’s paternalistic leadership behaviour is distinctive, col-
lectively interpreted by all team members, and consistent across different situations.
High distinctiveness will signal to employees that their line manager does not express
paternalistic leadership behaviour across a similar situation. Low consensus will show
that employees do not collectively agree those line managers’ paternalistic dynamics
follow the same pattern. Low consistency will reveal that the line manager does not
express paternalism consistently over time. In this context, the employee is likely to
ascribe the causality for leadership behaviour in the HR implementation process to
external factors (e.g. social affiliations). On another note, when there is low distinc-
tiveness, high consensus, and high consistency, employees will ascribe the causality
for the leadership behaviour to internal factors (e.g. line manager’s HR dispositions).
The latter is likely to occur when line managers display paternalistic leadership
behaviour (autocratic and benevolence) in a synergetic manner, whereby autocratic
leadership behaviour will be interpreted as an HR cue for quantity-focused outcomes
while the benevolent side will be ascribed to positive HR cues for the reward for out-
standing performance. In Nigeria’s cultural context, this attribution pattern is likely
to be interpreted as a more prototypical leadership style capable of implementing HR
practices for stronger motivational and organisational outcomes.

6. Implications for future HR research

HRM research in the African context has adopted either a content approach
[15, 57] or a contextual approach [22, 57] to analyse the effects of HR practices on
organisational outcomes. However, not much is known about the process approach
to HRM in the African context. Process approach connotes how HR is transmitted to
the employees and how employee’s perceptions and cognitions of those HR practices
influence uniform understanding (the HR strength) and execution of HR goals
[48]. Scholars have reported that the employee HR process is crucial in determining
the effectiveness of HR practices to predict positive outcomes [60, 61]. Specifically,
employees’ perception and interpretation of implemented HR practices are more
salient to positive employee attitudes, behaviour, and organisational outcomes than
intended HR practices (e.g. content HR approach) [9]. This is because employees, as
the final ‘consumer’ of practices, are responsible for translating HR strategy, policies,
and practices into tangible outcomes.

As such, the first implication of this review for future HRM research in Africa
is adopting process theories such as attribution theories to examine the employee’s
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cognition of HR practices. Pursuing such research will contribute to the theory
development of HRM in the African context as well as uncover the roles of employees’
cognitive processes in the evaluation of Western-developed HRM in the African con-
text. For example, scholars might gain particularistic cues (e.g. employees) needed
for designing contextualised HRM policies and practices capable of yielding positive
organisational outcomes in a disparate national context. To achieve this, I suggest
integrating the three main attribution theories to capture broader cognitive complexi-
ties that influence employees’ HR attribution process. Moreover, future longitudinal
HRM research could investigate whether and how employee HR attributions may
change over time in the African context. This may be due to a change in HR strategy
and policies, government regulations, social exchange at work, line manager’s leader-
ship behaviour, etc. Conducting this research is likely to help gain a better under-
standing of the HR attribution process as an unbounded cognitive process based on
the informational resources at the employee’s disposal at a time [43].

Secondly, there is a lack of research on the role of line managers’ leadership
behaviour in the HR implementation process in the African context. As already
stated, the concept of leadership in Africa is rooted in paternalism [57], a dynamic
mix of benevolent and authoritarian leadership styles. Based on the ethnic, social,
and religious diversity of Nigeria context, the line manager can display differenti-
ated paternalistic leadership behaviour in the HR implementation process. As such,
future research might benefit from this review by investigating the possibility of
differentiated paternalism in the HRM process in the Nigerian context. One way to
conduct this research is to examine the links between differentiated paternalistic
leadership to employee perception of fairness in the HR implementation process.
There is also an opportunity to examine whether differentiated paternalism
accounted for differences in leader-member exchange within a team while account-
ing for the variances in ethnicity etc. Conducting this research is likely to contribute
to leadership development programs with a focus on the enactment of HR practice
at the operational level.

Third, there is a lack of research on employees’ HR attribution across the private
and public sector organisations. Public sector organisations possess certain defining
features, such as standardised employment practices, collectivised labour unions, etc.
that differentiate them from the private sector organisations - the latter is character-
ised by profit maximisation, selective HR practices, and private ownership. Based on
Kelly’s covariation model, future research might benefit from this review by investi-
gating the type of information pattern (distinctiveness, consensus, and consistency)
used by employees in making casual attribution about HR practices in both public and
private sector organisations. Such the examination is likely to help detect the fac-
tors (e.g. organisational structure) that influences employee HR attribution in both
organisational settings.

7. Limitation of this review

The first limitation of this review is the lack of empirical data to test the assump-
tions of HR attribution theories in the Nigerian context. Empirical data could provide
aresearcher with actionable evidence needed for evaluating the HR context for
better motivational and organisational outcomes. To conduct this research and due
to the nascent stage of HR process research in the Nigeria context, I suggest integrat-
ing both qualitative and quantitative research methods (mixed method). This will
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help to develop rich and broader insights about the nature of HR practices in the
Nigerian context. Specifically, research may first adopt a qualitative research method
(e.g. interview or focus group) to understand the HRM context and other emergent
themes that could guide subsequent data collection. Then, supplement it with the
quantitative method to formulate generalisable explanations about HR attributions
to the wider organisation’s population in Nigeria. The second limitation is the lack
of consideration for individual difference factors that may affect the employee HR
attribution process. Hewett et al. [10] suggested that employee HR attribution is likely
to be shaped by their values, personalities, goals, needs, social roles, and identi-
ties, as well as their past experiences, competencies, and expectancies. Considering
these individual factors is likely to explain employees’ attributional process beyond
the socio-cultural and economic contextual issues raised in this review. As such,
future research might benefit from a study that considers individual factor variables
alongside contextual factors to capture the multilevel factors affecting employee HR
attribution in the Nigerian context. Lastly, this review considered only a singular HR
practice (recruitment and selection) at the department level and the line manager’s
leadership behaviour at the operational level. As such, there is an opportunity to
consider other HR practices such as employee involvement at both department and
operational levels. Differences in an employee’s perception of involvement may
influence how they make sense of their organisation’s HR practices. Research could
also examine whether an employee’s perception of involvement at the department
level or their perception of involvement at the operation level matters more in the HR
attribution process. This will help diagnose whether general HR practices are more
important to HR attribution or the discretionary HR practices at the operational level.
In addition, there is also a tendency for an employee to interpret particular HR
practices differently from other HR practices. For example, a particular HR practice
(e.g. pay and rewards) that fulfils an employee’s personal needs and goals might be
interpreted more positively than other HR practices (employee involvement). Such
an HR attribution process may be present in the Nigerian context where there is a
cultural expectation for organisational control and lower employee involvement
than in the Western context. Moreover, the poor economic conditions in Nigeria
means that employee may prioritise monetary rewards (extrinsic factors) over
employment involvement (intrinsic factors). As such, research may consider exam-
ining different HR attribution processes across different HR practices. This will help
the organisation streamline its resources to crucial motivational mechanisms in the
organisation.

8. Conclusion

The one-size-fits-all rationale of western-developed HR practices has been criti-
cised to overlook the particularities of the local business environment. More impor-
tantly, it failed to consider the role of people’s cognition of HR practices in disparate
contexts. In this chapter, I reviewed the contextual factors and the implied meanings
of HR practices in Nigeria. I evaluated different attribution patterns that may be at
play among employees in the country based on their social and ethnic affiliations as
well as the influence of line managers’ paternalism in the HR attributional process.
Based on the analyses, I suggested that implementing a contextually fit HRM might
trigger unique causal attributions among employees, which could have implications
for their motivation, behaviour, and performance.
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Abstract

The higher education (HE) system in Indonesia is complex and fragmented, with
4.5 thousand universities offering over 25 thousand majors. The system includes
public and private universities, institutes, schools of higher learning, academies, com-
munity colleges, and polytechnics. Despite growth in institutions and enrolments,
the country’s higher education institutions rank low across global rating indicators.
The major weaknesses within the higher education sector include the absence of
consistent academic quality standards, inconsistent certification, accreditation,
supervision, and monitoring processes, an absence of postgraduate-trained staff, and
limited research output in recognized international journals. Programs are not linked
to workforce skill requirements and graduate unemployment and underemployment
rates are high. The word “Internationalization” for Indonesian higher education
practically means to “go international” in every aspect of higher education including
its education quality and standards, staffing, research, and graduates. The Indonesian
government has given priority to the internationalization of universities that includes
the goal that universities improve their competitiveness and quality so that they
effectively compete globally for staff, students, and research funding. To internation-
alize, Indonesian universities will have to improve quality across staffing, programs,
teaching, and research.

Keywords: higher education, Indonesia, internationalization, quality of education,
world-class universities

1. Introduction

The services sector is being globalized through such processes as outsourcing
and international consolidation. The services sector accounts for a growing share
of output and jobs across the OECD [1]. At the same time, international trade and
investment in the services sector have increased [1]. Global corporations dominate
service industries such as accounting, the media, publishing, finance, communica-
tions, and logistics. As a service industry education is also undergoing a process
of globalization. In the higher education sector, there are universities with global
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reputations (Harvard, MIT, Cambridge, Oxford) and multinational publishing
houses that provide integrated courses to universities and students globally and
dominate the publishing of academic journals. The process of globalization is
supported by technological developments associated with the Fourth Industrial
Revolution that “concerns the digital transformation in society and business - an inter-
face between technologies in the physical, digital and biological disciplines.... Emerging
technology such as artificial intelligence, robotics, the Internet of Things, autonomous
vehicles, 3-D printing, nanotechnology, biotechnology, matevials science, energy stor-
age, and quantum computing, vepresent just the tip of this technology iceberg” ([2], 2).
Globalized universities can have a local presence, without a physical campus, via
online courses. Enrolments in online learning programs are expanding exponen-
tially, placing pressure on traditional university systems [3]. In the age of the Fourth
Industrial Revolution, globalization is occurring without being accompanied by
foreign direct investment and presence in the countries from which students are
enrolled. In addition, technology is transforming teaching and learning processes
and supporting sophisticated research programs via such processes as artificial
intelligence, cloud data storage, big data analysis, biotechnology, and machine
learning [2].

In this chapter, the discussion is on internationalization, a separate, but related
process to globalization. The focus of internationalization is on developing an
international component into these core functions—teaching, research, and engage-
ment. Globalization refers to trade, investment, and integration of the sector across
countries and has an industry focus. With respect to the higher education (HE), sec-
tor internationalization encompasses many dimensions and processes. These include
the curriculum, students, staff, research, governance, and reputation. Within this
chapter, the nature of internationalization in the context of the Indonesian HE sys-
tem is mapped and the opportunities and challenges to internationalizing the sector
are discussed. As with other emerging economies, there is a national goal to increase
access to education and to develop human capability through increased participation
in post-secondary education [4]. This is a global aspirational goal linked to improving
living standards and the quality of life [5]. To pursue this process requires a HE sector
that provides access to those seeking post-secondary education, relevant programs
that are linked to national and personal goals, and quality education that ensures
graduate employability and supports growth and productivity [6]. To this end,
internationalization is a process in HE that supports the qualitative improvement in
programs and contributes to broader national and personal development objectives.

For all countries, investment and quality higher education systems are important
as they contribute to human capital development, the alleviation of poverty, the
productivity of industry, innovation, and development, and core skill development
[7]. For individuals and nations, the returns from investment in the HE sector are
significant [7]. Investing in HE remains an important step toward achieving many
development goals:

Economic research unequivocally illustrates high private and social rates of return
for investments in tertiary education, including research. The benefits include higher
employment and earnings, productivity growth and innovation, greater social
stability, more effective public sector bureaucracies, increased civic engagement, and
better health outcomes. The consequences of underinvestment in tertiary education
include talent loss, limited access to applied research capacity for local problem
solving, hindered economic growth due to low levels of skills in the workforce,
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low-quality teaching and learning at every level of education, and, perhaps most
glaringly, expanded wealth inequality both within countries and among nations, with
those investing proportionately more experiencing move innovation and attraction of
investment. ([7], p. 2).

Making progress toward the UN sustainable development goals, especially reduc-
ing poverty, improving living standards, and improving equity requires a significant
investment in HE [8]. For this reason, it is important for a country like Indonesia to
not only invest in the HE sector but ensure that the sector is efficient and effective [9].
To this end, examining internationalization is an important part of supporting the
qualitative development of the HE sector.

In this chapter the internationalization of the Indonesian HE sector is evaluated in
terms of the progress toward internationalization, the barriers faced, and the pro-
grams and policies in place to support internationalization. To address these issues,
the chapter draws on secondary sources through academic literature and from reports
by national and international agencies. The chapter is organized as follows. First, an
outline of the Indonesia HE sector is provided. Then, there follows an examination of
the process of internationalization of the HE sector. Following is a discussion of the
evidence on the standing and progress toward internationalization of the Indonesian
HE sector. The challenges for realizing internationalization in Indonesia are outlined.
This is followed by an assessment of current programs to support internationaliza-
tion. Finally, the chapter reflects on the key processes that are required to support the
internationalization of the Indonesian HE sector.

2. Background to Indonesia

Indonesia has over 18 thousand islands. The Indonesian economy, politics, popula-
tion, and education system are concentrated in Java and Sumatra. Over 85 percent
of Indonesia’s GDP is generated from these locations [10]. As in nearly all emerging
economies, there is a national program toward improving living standards, increasing
employment opportunities, and developing globally competitive industries. With sus-
tained GDP growth, increased education participation, a shift away from agriculture,
and migration to urban areas, the share of those in poverty has declined over the past
two decades [11]. There has been an ongoing emigration of Indonesia workers to Asia
and the Middle East working in hospitality, domestic work, construction, and planta-
tions [10]. Indonesia has had to deal with natural disasters including earthquakes,
tsunamis, fires, floods, and volcanic eruptions. The economy was hit hard by the
Asian financial crisis (1997-1998), the global financial crisis (2008-2009), periodic
fluctuations in world oil prices, and the COVID-19 pandemic [12].

Indonesia has the largest population and economy in SE Asia. Indonesia’s economy
has moved from being the world’s 27th largest economy in 2000 to the 16th largest
in 2018 [11]. There are many ethnic groups, the dominant ones being Javanese and
Sundanese. The main religion of Indonesia is Islam, and this plays an important
role in Indonesian culture and politics. The structure of the Indonesian economy
shifted from dependence on agriculture in the 1950s and 1960s to industrialization
and urbanization from the late [13]. Indonesia’s GDP composition by sector share
is agriculture (0.14), industry (0.41), and services (0.45) [14]. The major exports
of Indonesia were processed and unprocessed commodities including palm oil, coal
briquettes, petroleum gas, crude petroleum, and rubber [15].
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A feature of the economy is the large share of informal or unregulated employ-
ment, especially in agriculture. There are high rates of youth unemployment and
underemployment throughout the economy, and the female labor force participation
rate is well below that of males [15, 16]. Despite the ongoing structural change, per
capita income growth is low, and poverty is widespread [17]. Productivity growth has
been limited, reflecting low rates of investment, especially in skills, and labor-inten-
sive production, especially in agriculture [15]. While the formal sector has expanded,
the informal sector remains large and many jobs in the formal sector are short term
and insecure [10, 18]. Contributing to low productivity growth are the limited and
dated infrastructure and unreliable electricity supplies [13].

Despite the expansion in secondary and HE education and participation in
Indonesia, there has been an ongoing skills gap and graduate employability problem.
Pryono and Nankervis [19] reported that key skills gaps across occupations included
senior managers and professionals, scientists, and engineers, and major skills short-
ages across several industry sectors that included agriculture, forestry, hunting and
fishing, transport and storage, finance, insurance, real estate, and business services.
Despite the record enrolments in HE, the skill shortages were persistent, especially in
the professions [19].

While Indonesia reported GDP growth of 5 percent over the last decade, employ-
ment growth has been one percent or less on average [17]. In part, this reflects the
large informal and unregulated employment sector that accounts for about three-
quarters of the workforce. GDP growth does not translate into formal job growth.

In addition, there have traditionally been high rates of youth unemployment and
underemployment, and the female labor force participation rate is considerably below
that of males [15, 16]. Despite GDP growth, per capita income is low, and poverty is
widespread [17, 20]. Productivity growth has stalled because of limited investment

in skills and training, labor-intensive production, and the large share of irregular
employment in the formal sector that results in limited investment in training [15].

Post-COVID, there has been a strong recovery, though the COVID pandemic had
a major negative impact on the economy. The IMF [21] review of the Indonesian
economy noted that the economy was expected to recover with real GDP growth fore-
cast to be over 5 percent for 2022 and 6 percent for 2022. Despite the predicted strong
growth, the IMF [21] identified several risks to ongoing growth, and these included
adverse global conditions (increasing inflation and interest rates) and risks from
global climate change with Indonesia at risk given its dependence on hydrocarbons,
the extensive de-afforestation occurring throughout the archipelago, its location in an
active earthquake/volcanic zone, and the risk of severe storms/typhoons.

3. The Indonesian education system

The Indonesian education system is the fourth largest in the world with over 50
million students, 3 million teachers, and 300,000 schools [22]. Pre-school education
in Indonesia is not compulsory. There are around 50,000 kindergartens in Indonesia,
nearly all of which are privately owned. Children are required to attend 12 years of
school. Students can choose among state-run, non-sectarian public schools, and
religious schools. There are around 170,000 primary schools, 40,000 junior-second-
ary schools, and 26,000 high schools. About 84 percent of these schools are under
the Ministry of Education and Culture and the remaining 16 percent are under the
Ministry of Religious Affairs.
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There are two types of high schools in Indonesia: SMA (Sekolah Menengah Atas)
and SMK (Sekolah Menengah Kejuruan). SMA students are prepared to continue to
higher education, while SMK, as a vocational school, prepares its students to work
after finishing their schooling, without moving on to higher education. There are
also around 200 international schools in Indonesia. International schools adopt an
international curriculum such as IB (International Baccalaureate) or CIE (Cambridge
International Examinations) that support English entry qualifications into university
programs that are taught in English and offshore [23].

The participation rates in secondary education are high at around 98 percent, but
the participation rate in tertiary education is 36 percent [24]. In 2021, around 3.21
million students were enrolled in state universities. State universities are under the
purview of the Ministry of Research, Technology, and Higher Education of Indonesia.
These universities exclude state universities with religious affiliations that fall under
the Ministry of Religion’s responsibility [25]. In 2021, there were around three thou-
sand private universities in Indonesia. Private universities in Indonesia operate on
budgets that are almost entirely tuition-fee driven, and students get limited, if any,
financial support from the government to attend such universities [26].

There has been a concerted push to increase investment and enrolments in the HE
sector. The World Bank [4] commented that Indonesia:

“has drastically increased investment in the sector and instituted important veforms at
all levels of education. This has led to rapid increases in access, especially for the poor
and in secondary education. The number of higher education students has doubled

in five years. Overall spending for higher education has tripled in veal terms, to over
30 trillion rupiah. The plans for further expansion ave aggressive. The Governments
plans include tripling the number of students in technical programs and increas-

ing the number of doctoral students fivefold by 2025. The new Higher Education

Law 12/2012 establishes that each district should have its own community college.
Indonesia has also been putting policies in place to continue expanding access to senior
secondary and higher education.”

As set out by the government, the strategic objectives of the Indonesia HE sector
include the following:

“(1) increased quality of higher education learning and student affairs; (2) increased
quality of science and technology institutions and higher education; (3) increased
relevance, quality and quantity of science and technology and higher education
resources; (4) increased research and development relevance and productivity; and (5)
Strengthening innovation capacity [27].

As of 2021, there are 125 state universities in Indonesia. Entering state universi-
ties in Indonesia is arguably harder than private universities as the top Indonesian
universities are dominated by state universities. There are three ways to qualify
for Indonesian state universities: firstly, by invitation. Students, whose grades in
the last five semesters of high school meet the university entrance criteria, would
be nominated by their schools to receive an invitation to the universities of their
choice. Students who do not receive an invitation to enter state universities could
still qualify by either sitting for the nationwide university entrance exams or
sitting for an independent entry selection examination offered at selected state
universities [25].

The Indonesian education framework is complex and fragmented, and contains
many internal contradictions. Within the HE system, there are public and private
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universities, institutes, schools of higher learning, academies, community colleges, and
polytechnics. The key policy challenges for the sector include inconsistent academic
quality standards; inconsistent certification, accreditation, supervision, and monitor-
ing techniques; and academics who do not possess post-graduate qualifications and
research experience [9, 28]. As with many other countries in the region ([19], 21) there
are problems for graduates transitioning to jobs, with most graduates being without
full-time employment from four to eight months after graduation, and with many of
those in jobs that are unrelated to the professions in which they were educated [29].

4. Graduate work readiness challenges in Indonesia

The high rates of underemployment and problems in accessing the labor market is a
persistent problem for Indonesian graduates [19] and points to a longer-term structural
failure in the HE system in Indonesia. Reviews of graduates by international agencies
found gaps in graduate attributes including critical thinking, communication and
independent working competencies, leadership, team orientation, creativity, English-
language fluency, and information technology skills [4]. Other work-ready deficien-
cies identified included personal integrity, intellectual capacity, teamwork, analysis,
and problem-solving skills [44]. The OECD [5] identified weaknesses in literacy and
numeracy, job flexibility, work sequencing, time management, and team working abili-
ties. The literature review by Priyono and Nankervis [19] revealed that there is a grow-
ing mismatch between the skill and job demands of industry and the attributes and
capabilities of new graduates. As a result graduate unemployment and underemploy-
ment exist alongside national skills shortages. In their review, Priyono and Nankervis
[19] indicated that the graduate work skills gap was not confined to the problems of
curriculum and education, but reflected an overall failure of integration and coordina-
tion between government ministries associated with education, employment, skills,
and training; the weak communication processes across the key stakeholders, including
industry, education, and national and provincial governments; and the need for greater
flexibility, increased funding of training and education, and innovative pedagogies in
educational institutions. The World Bank [4] identified the mismatch between program
enrolments and the changing structure of the economy. The two largest programs were
public administration and teaching, both linked to scholarship access; but the shares
were out of line with the occupational composition of the economy.

The World Bank [4] commented further:

“A certain degree of difficulty in finding qualified workers may be a sign of a healthy
economy. As new and more evolved technologies are used (broadly defined to include
not only physical production but also service provision), one expects employers to have
a havrd time finding workers who are veady for the new technologies. However, it may
also be a sign that the education sector is not providing graduates with the vight skills.
The level of unemployment faced by higher education graduates, which is stubbornly
high until the age of 35, maybe a sign of the latter. As the system expands so rapidly,

it is important to ensuve that the sector is preparing graduates for the labor market.”

Addressing graduate work readiness challenges cannot be the sole responsibil-
ity of universities; however, they do have a responsibility to graduates and the
broader community to support an effective and fast transition into employment for
those occupations for which graduates were educated. Internationalization is one
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component of meeting this challenge since it embodies many of the necessary attri-
butes that improve graduate employability. These attributes include having soft skills
that include a world view, tolerance, multiculturalism, effective communication, and
cross-cultural engagement [19].

5. International performance indicators linked to education

The need for an institution of higher education to attain the status of a world-class
university is an important objective for many universities in Indonesia. The Indonesian
government has emphasized the need for the internationalization of universities
through the 2003-2010 Higher Education Long-Term Strategy (HELTS), which
declared that universities in Indonesia were expected to significantly improve their
competitiveness and quality so that they could compete globally [49]. Following the
HELTS 2003-2010, the Directorate General of Higher Education outlined HELTS for
the period from 2011 through 2020, which focuses on integrating internal and external
quality assurance and developing a higher education institutions database [30]. The
status of a world-class university will bring benefits and a prestigious impression to the
university, but there will be many challenges that must be faced to attain world-class
status recognition. It is noted that Indonesian universities need to improve quality and
undertake reforms pertaining to matters such as funding, policy, institutional and aca-
demic quality, and access to get a better position at the regional and global levels [6].

There are a range of ranking systems to assess universities. These include Shanghai
Jia Tong University Rankings, Times Higher Education Supplement (THES),
Webometrics Ranking of World Universities, International Rankings Expert Group
& The Berlin Principles, Global University City Index, World Education News
& Reviews (WENR), Academic Ranking of World Universities, and QS World
University Ranking. The purpose of the rankings system is to inform universities,
governments, graduates, employers, and prospective students about the standing of
a university internationally according to pre-set criteria [31]. The rankings system in
general has a Western bias and is predominantly used to rank universities in advanced
economies and are used to highlight reputational standing and support brand market-
ing [32]. The rankings can be gamed and there are critiques of the methodology and
applications of the systems [33].

For Indonesia, nine universities are ranked as world-class universities according to
QS World: Universitas Indonesia (UI), Institut Teknologi Bandung (ITB), Universitas
Gajah Mada (UGM), Universitas Padjajaran, Institut Pertanian Bogor (IPB),
Universitas Airlangga (UNAIR), Universitas Diponegoro (UNDIP), Institut Teknologi
Sepuluh November (ITS), and Universitas Brawijaya (UB) [34]. Apart from the inher-
ent biases of the world rankings system, they are based on individual universities and
do not incorporate the total tertiary education system or the entire education system.

There are indicators of the internationalization of universities. The universities
with the largest numbers and shares of international students are found in the USA.
The Times Higher Education World University Rankings ranks universities by their
globalization through a review of rankings for students and staff by international-
ization, international co-authorship of publications, and international reputation
metrics. In 2022, the highest ranked universities according to the internationalization
criteria were the University of Hong Kong; ETH Zurich; Ecole Polytechnic Federale de
Lausanne; and the University of Oxford [35]. Indonesian universities were not listed
in these rankings.
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The OECD [36] provides a benchmarking assessment of 15-year-old students
proficiencies in reading, mathematics, and science. From the 2108 report, Indonesian
students scored below the OECD average in reading, mathematics, and science. A
smaller proportion than the average of Indonesian students performed at the highest
levels of proficiency in at least one subject; at the same time a smaller proportion of
students achieved a minimum level of proficiency in at least one subject [36]. Despite
these results, the OECD noted that the results had remained constant over the last
decade in which there had been a major expansion in school enrolments.

The UN and the World Bank provide system evaluation of education and eco-
nomic performance. The Human Development Index (HDI) assesses a country’s
development trajectory using measures of life expectancy, schooling, and GNI per
capita, as compared to other countries. For Indonesia, the HDI value was 0.694, in
2017 and it was ranked 116 out of 189 countries. The HDI for Indonesia increased
from 0.528 in 1990 to 0.694 in 2017. On all measures of human development,
Indonesia improved. The key measures are life expectancy, mean years of school-
ing and expected years of schooling, and GNI per capita increase [8]. The HDI for
Indonesia suggests from 1990 to 2017 that well-being has improved as life expectancy
(better health), schooling (education and opportunity), and material well-being
(GNI per capita) have improved. The education system has contributed to this
improvement, but the education measure applied is schooling based.

The Human Capital Index [37] indicates the extent to which a child who reaches
18 years of age accesses human capital in terms of health and education. It is an indi-
cator of the future productivity of the workforce. In 2018, Indonesia ranks 87 out of
157 countries and ranks low within Southeast Asia and low relative to its income. The
HCI score was 0.53, indicating that children who reach 18 years of age only access 53
percent of potential human capital. This suggests a problem with the availability and
quality of schooling. For Indonesia, life expectancy and health have improved, as has
the HCI ex score. Between 2012 and 017, the HCI score for Indonesia only increased
from 0.50 to 0.53 [37].

The Gender Equity Index (GEI) from the World Economic Forum [38] measures
gender-based disparities across a range of criteria. The GEI examines national gender
gaps for economic, political, education, and health criteria. Indonesia was 95th out
of 136 countries in 2013 and its ranking declined from 68th in 2006 to 95th in 2013.
The overall disparity for women was around two-thirds of that for men in terms of
labor force participation, health, education, and empowerment. The four areas that
constitute the index are economic participation and opportunity, health and survival,
education attainment, and political empowerment. For the GEI, the challenges are
found across all the criteria. For education, women have comparable participation
rates to men in schooling, but their participation falls behind in post-secondary
education [15]. There are structural barriers that females face in participating in HE
and in transitioning into formal sector jobs, this is especially so in rural areas where
there are infrastructure shortages and the demands of supporting families and rural
enterprises [16].

Indonesian universities do not rank globally according to the different world
ranking systems. While different criteria are used across the ranking systems,
Indonesian universities, with a few exceptions, are not included in any of the global
ranking systems. When reviewing the education system there are several challenges
revealed in the systems evaluations outlined above. These include relatively low rates
of participation in post-secondary education, the capabilities of students in core
competencies, questions around the quality of the education system, and equity and
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opportunity in the system, especially for females in post-secondary education. For
individual universities, the challenge is to improve the quality of staff and programs,
improve access for females, and better match jobs with graduates [19]. Within this set
of challenges, the internationalization of the HE sector has an important role to play
in addressing these objectives.

6. What is the internationalization of higher education?

Internationalization differs from globalization, but they have linked processes.
Internationalization of higher education is a process of integrating international/
intercultural elements across all elements of a university’s operations including teach-
ing, research, service functions, and community engagement [9]. Gao [39] suggests
that there are six dimensions of internationalization. For each dimension, there are
several indicators. The six dimensions with example indicators are research (number
and share of international researchers); students (number and share of international
students); staff (number and share with international credentials); curriculum (joint
degree programs with international universities); governance (international presence
on- and offshore); and engagement (international networks and partnerships).

Internationalization is a response to the impact and processes of globalization,
where the HE sector responds to the globalization of the economy, the society, and
the labor market through systematic programs that aim to incorporate internation-
alization into all the key university processes [9]. Internationalization can benefit
universities by improving national and international recognition, developing strate-
gic partnerships, expanding academic networks, generating knowledge, improving
learning outcomes, increasing research output and quality, and leading to national
and international funding opportunities. Internationalization can integrate higher
education systems into a global framework, produce graduates with a global vision
and multicultural skills, improve the international exchange of staff and students,
and build global partnerships [9].

Internationalization not only contributes to enhanced global recognition and
standing, but it also supports the core functions of universities. There are multiple
manifestations of internationalization that include having staff with international
qualifications, publishing in international peer-reviewed journals, having interna-
tional research partnerships, developing international staff and student exchanges,
developing teaching, and learning processes that include international and multi-
cultural elements, recruiting international students and engaging with alumni who
are internationally based. Internationalization can potentially permeate through all
functions of a university.

The process of internationalization requires a national approach to supporting
partnerships with international universities, attracting international students and
staff, becoming integrated into regional university networks, establishing research
and university hubs, supporting the upgrading of staff qualifications, and “interna-
tionalizing” the curriculum [28, 40]. Leadership and investment nationally can sup-
port a process that gradually transforms the HE sector toward internationalization.

The Directorate General of Higher Education for Indonesia has emphasized the
need for university internationalization through the Long-Term Strategy of Higher
Education in 2003-2010 that indicated that universities were expected to improve
competitiveness and quality so that they can compete globally [9]. This, in turn, is
supported by a national program to establish minimum standards across the sector
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that include standards for content, processes, staff, infrastructure, management,
financing, and program assessment [41].

For Indonesia, internationalization of the university sector is in its infancy. The
university rating systems reveal that Indonesian universities have comparatively low
rates of publication, especially in peer-reviewed journals. There are few staff with
international post-graduate qualifications and there are few international students
studying in Indonesia. Indonesia had 53,604 students studying abroad according to
UNESCO [23]. The top three destinations were Australia, Malaysia, and the USA.
International student enrolments in Indonesia have risen steadily to 7700 students,
representing less than one percent of tertiary students in 2018. The largest share of
foreign tertiary students studying in Indonesia comes from Myanmar. To date, there
is one foreign university operating in Indonesia, Monash University from Australia,
which opened a campus in 2022 [42].

7. The challenges facing university internationalization in Indonesia

While Indonesia is a member of ASEAN, there is very limited engagement by
Indonesian universities within the region. While many students from Indonesia study
abroad, there are few international students within Indonesia. The literature identifies
the following challenges for Indonesia that must be addressed if internationalization is
to be developed across the HE sectors. There is a lack of coordination and integration
across the HE sectors and between key stakeholders in the system. Challenges include
improving coordination between the national and provincial government; and between
HE institutions, government, and employers [19]. There has also been an absence of a
national program to support internationalization, although internationalization is pro-
claimed as a goal of the HE sector. Although the government has recently announced
policies to encourage overseas universities to establish campuses in Indonesia and
encourage short-term appointments of academics from overseas universities, there has
been limited progress toward realizing these objectives [40]. Institutional conditions,
including history, have not supported internationalization. Dutch colonial occupation
established a rudimentary education system linked to Colonial ambitions [43]. The cur-
rent university system meets national and provincial objectives and all the conditions
that support internationalization (staffing, students, curriculum, research, reputation)
are lacking across the HE system. International campuses are absent, international
students are absent, visiting international scholars are absent, and participation in
international research projects is minimal. On curriculum and quality of staff and pro-
grams, Usoh [9] and Wicaksono and Friawan [44] identified factors impacting quality
and the potential for internationalization. These conditions included less government
spending on education as compared to countries in the region: the low rates of graduate
post-graduate qualifications of Indonesian teaching and lecturing staff; low salaries
across the sector; and poor governance of public educational institutions.

Compared to neighbors such as Malaysia, Indonesia has failed to internationalize
the HE sector. Malaysia had a national plan supporting internationalization of the
sector that included attracting overseas universities, developing international partner-
ships, establishing university corridor hubs such as the Kuala Lumpur Education City,
attracting international staff and international students, and investing in joint indus-
try/university research hubs and facilities [45]. As a result, there are over 100 thou-
sand international students per year and there is an international university presence
by universities from North America, Europe, Japan, and Australia/New Zealand [45].
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Since 2009 Indonesia’s allocated fund for education is 20% of the state budget.
However, Indonesian higher education has limited collaboration with private com-
panies, which could invest in education and possibly contribute toward developing
a professional and skilled workforce [46-48]. In terms of research, the Ministry of
Research, Technology and Higher Education (now Ministry of Education, Culture,
Research and Technology) admits that Indonesia has a shortage of active researchers
and has the insufficient infrastructure to support science and technology develop-
ments and research. It is suggested that given its population size that Indonesia needs
200,000 researchers to support research and development, and research training,
there are only 24,000 researchers [47, 49].

University internationalization is slowly emerging in Indonesia when compared
to developed countries and with comparable countries in the region such as Malaysia,
which have developed an internationalization process in staffing, students, research,
and teaching over many decades. State regulations for establishing an International
Office in universities were only initiated in 2007. Kyrychenko [47] identifies several
barriers to internationalization that include an absence of institutional autonomy
and extensive bureaucratic controls and underqualified staff. A further challenge to
employability, research development, and internationalization is the lack of English
competency across staff and students [18]. Indonesia has low levels of English profi-
ciency as compared to neighboring ASEAN countries such as Malaysia, Singapore, and
the Philippines. The application of English as a medium of instruction and research is
one of the critical elements for the internationalization of higher education.

Surisno [40] suggested that the barriers to internationalization are systemic and
permeate throughout the Indonesia HE system which included the absence of a
national unified and extensive policy program to support internationalization, while
the government has proclaimed the desire to establish world-class universities in
Indonesia, the details and the processes for achieving this goal have not been articu-
lated. At the level of individual universities, Surisno [40] suggested that entrenched
and rigid institutional arrangements inhibit innovation, including internationaliza-
tion, and that university leaders lack the skills or track record to manage innovative
programs, including internationalization.

8. Developing a policy program to support internationalization

The Indonesian Ministry of Education Regulation no 26/2007 and Government
Regulation number17/2010 have been issued to encourage international coopera-
tion and partnership in the Indonesian higher education sector by establishing the
International Office or Office of International Affairs across universities. The function
of the international office is to boost all internationalization dimensions from curricu-
lum through to research. To achieve this objective, the first requirement is that there
should be a clear case for internationalization. It is not an end but should be recog-
nized for the material and qualitative benefits that are generated for individuals, local
communities, and the nation. There is evidence that internationalization supports
human capital and social capital development, and in the case of Indonesia contributes
to longer-term development goals. Usoh [9] suggested that an internationalization
model should include a suite of programs within universities that include:

“1) human resources development: the quality improvement of the university’s
human vesources will lead to quality graduates and high employability; 2) research
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development and potential collaboration; 3) skill and labour force; 4) upgrading
facilities and infrastructure; 5) training, benchmarking and upgrading staff qualifi-
cations; and 6) national and international accreditation improvement.”

An internationalization agenda requires that the key stakeholders contribute
and cooperate toward the process. The key stakeholders are the central govern-
ment; regional governments; universities; and industry. Central government must
develop and fund an internationalization agenda. It is important for developing the
international and national levels of the agenda. This requires objectives, programs,
and engagement. At the central level, international universities can be invited and
supported to establish regional campuses and partnerships, including international
research in trade and investment agreements, international staff can be funded
for short-term appointments, and local staff can be funded to attend international
universities to receive post-graduate qualifications, and internationalization can be
built into funding and quality assurance models governing universities. Surisno [40]
argued that the central government should support the establishment of international
branch campuses, and especially encourage “leading” international universities to
have a presence in Indonesia.

For regional governments, they can coordinate universities to establish interna-
tional study and research hubs and provide infrastructure for international staff and
students. Cooperation across universities can provide opportunities and resources to
share visitors, research, and student programs. Indonesia can raise its profile within
the region by cooperating across regional institutions and other national higher
education systems within ASEAN (Association of South East Asian Nations) and
more fully engage with international agencies to improve standards and to accredit
the quality of programs [28].

Individual universities can develop programs and the institutional, program,
and personal levels to internationalize the curriculum, organize staff and student
exchanges internationally, provide scholarships for staff to acquire international
qualifications, and sponsor international scholars for short-term appointments [9].
While the capacity and financial capability of universities differs, individual universi-
ties can achieve some internationalization. This could be, for example, through pro-
grams of student and staff exchanges; sharing international visitors across campuses
in the same city; upgrading the curriculum to include international references and
topics; upgrading staff qualifications; and participating in international research and
teaching programs.

Industry support is required to assist in developing the curriculum and in iden-
tifying those attributes that are required to support graduate employability [19],
but beyond this industry, engagement is important in funding and developing joint
research with universities and with international agencies and international universi-
ties. Industry should be actively engaged with teaching and learning processes, but
also with research programs, especially where there are opportunities for interna-
tional collaboration. In turn, the national government can support university hubs
and research clusters such as those found in Malaysia to attract international universi-
ties, students, staff, and investors [45].

Technological developments are changing all aspects of university teaching and
research. Libraries are digitalized and online, and courses can be taught anywhere
at any time through online teaching. Curriculum and teaching can be outsourced.
Technology has transformed the sector, and the challenge is effectively utilize the
technology to support core HE functions. Given the ongoing globalization of the
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sector, the market for HE is changing. It is not confined to post-school entrants, it

is not confined to degree programs, it is not confined to local students, and it is not
confined to local face-to-face delivery [3]. The globalization of the sector opens both
opportunities and challenges for universities. McKinsey [3] stated that:

“From 2011 to 2021, the number of learners veached by massive open online courses
(MOOC:s) increased from 300,000 to 220 million. Between 2012 and 2019, the
number of hybrid and distance-only students4 at traditional universities increased
by 36 percent, while the civcumstances of the COVID-19 pandemic in 2020 rapidly
accelerated that growth by an additional 92 percent”.

McKinsey and Co. [3] went on to comment on the growth in the number of
new for-profit providers in the sector in North America that are funded by venture
capital. Implicitly, the sector is about to undergo a major structural transformation.
For Indonesian universities, the challenge is to adapt and develop the potential of
the technologies and to meet the potential global competition from online providers.
This will require government and industry support, additional investment in IT and
training, and extensive and reliable IT networks.

9. Conclusion

Internationalization of Indonesian universities can address personal and national
developmental objectives. There are many elements and dimensions to internation-
alization. To date, there has been limited internationalization of the Indonesian HE
sector. There have been political objections to processes of internationalization,
especially involving overseas universities establishing campuses in Indonesia. These
may be seen as threats to Indonesian culture and traditions, and agents of cultural
imperialism, especially if the institutions were former colonial powers in Asia—the
UK, France, and the USA [40]. However, as with other forms of direct foreign invest-
ment, Indonesia can impose licensing conditions on foreign university investment
and require that universities meet local accreditation and quality standards. Other
objections to internationalization could be the costs, the necessity, and the barrier
imposed by Bahassa not being an international language of research and learning. On
the costs, it is possible for low-cost approaches to be taken to internationalization that
are regional and institutional specific, and in accordance with local circumstances
[9]. Improving the quality and access to tertiary education are important priorities,
and internationalization can be part of these important national programs.

Technological change will globalize the HE sector and offer opportunities and
challenges to the sector. Globalization and internationalization do not require tradi-
tional processes of direct investment and campus delivery of programs. MOOTs can
transform the industry and undermine the local competitive advantage of Indonesian
universities. The challenge for universities is sustaining competitive advantage
and realizing broader non-commercial objectives such as research and community
engagement. Through online delivery, an international program can be created
without requiring offshore campuses.

Indonesia can learn from and benchmark off other countries in the region and
internationally that have extended international programs and international pres-
ence. Malaysia is an example of a neighbor at a similar development stage, with
similar natural resources, and similar cultural and language conditions that have
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internationalized its HE sector. Within the region, wealthier economies such as
Singapore, Korea, Japan, and Taiwan have extensive international programs includ-
ing exchanges, training, collaborative research, and international campuses. China
has actively and successfully developed an internationalization agenda for the HE
sector that has led to the recognition of several world-class universities [50]. As
previously reported, universities in Hong Kong were assessed as being among the
most internationalized across the globe [35]. There are many examples of countries at
different stages of development, with different histories and cultures, that have been
able to successfully achieve some degree of internationalization. Benchmarking can
be applied throughout the different levels and stakeholders in the HE sector. Sutrisno
[40] suggested that Indonesia can learn from its neighbors, benchmark internation-
alization programs against countries and universities in the region, and extensively
engage and collaborate regionally and internationally.
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Chapter7

Work-Related Safety and Health
Issues among Food and Parcel
Delivery Riders

Syazwan Syah Zulkifly

Abstract

The COVID-19 pandemic and advancements in digital technology have led to sig-
nificant growth in the gig economy’s commercial food and parcel delivery sectors. In
Malaysia, freelance riders known as P-hailing deliverers prioritize customer ratings and
delivery speed over occupational safety and health (OSH), often engaging in risky riding
behavior and violating road-traffic regulations. The Royal Malaysia Police reported a
twenty-fold increase in accidents involving P-hailing riders in 2020 compared to the previ-
ous year. This study aimed to uncover OSH issues among P-hailing riders in Malaysia. A
literature review and semi-structured interviews with riders and digital platform repre-
sentatives were conducted. The findings confirmed that deliverers face numerous hazards,
including exposure to unsafe road conditions, reckless road users, extreme temperatures,
dust, smoke, unpredictable weather, biological hazards (viruses and bacteria), and
vibrations. Additionally, they are vulnerable to ergonomic and psychosocial hazards while
performing deliveries. These findings provide valuable information for future research
on OSH issues in the P-hailing sector and can inform policy development. However, the
study’s limitation is its small sample size, with only 10 respondents representing riders
and service providers. In conclusion, addressing safety and health concerns in P-hailing is
crucial for the well-being of freelance deliverers and the sustainability of the industry.

Keywords: delivery service, rider, P-hailing, occupational safety and health, Malaysia

1. Introduction

The COVID-19 pandemic has monumentally changed the landscape of the global
economy, including Malaysias. Many economic sectors that were previously competi-
tive and experiencing growth, such as the tourism, hotel, automotive, and aerospace
industries, experienced a sharp decline in fortunes. On the other hand, the pandemic
has caused a spike in demand within the food delivery and goods packaging sectors
[1]. The estimated market size for online food delivery worldwide is around 107.44
billion U.S. dollars for 2019 and is projected to be 154.34 billion U.S. dollars by 2023.
Meanwhile, Malaysia’s online food delivery market has also shown exponential
growth of 18.6% from 2017 to 2020 [2]. Based on these facts, this research opined that
by the year 2022, the food delivery business will become one of the fastest-growing
business sectors worldwide, including in developing countries.
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In addition, this maturing development trajectory has resulted in the increased
usage of the application of online digital technologies within certain industries for
maintaining a business entity’s competitiveness in the market [3]. Technological
applications that utilize the Internet such as smartphones have changed the way soci-
ety conducts business and individual daily lifestyles. According to Ghajargar et al. [4],
demand for home delivery services is rising due to online shopping as this service is
having the coverage of large geographic areas. The consumers enjoy these applications
and their delivery services because it brings greatest convenience to their daily lives.

Besides, the enforcement of the Movement Control Order (MCO), Conditional
Movement Control Order (CMCO), and Recovery Movement Control Order (RMCO)
in Malaysia, during the pandemic, also have given opportunities to the food industry
moving their traditional approach business to digital delivery services. There is now
a huge variety of companies offering food delivery services via digital platforms in
Malaysia, including Foodpanda, Lalamove, GrabFood, and Halo Delivery, whereby
local motorcycle riders are engaged to deliver food and parcel. According to a news-
paper article [5], Foodpanda has 30,000 riders working for them around the country.
This scenario greatly stimulated the digital market-based economy (gig economy).
Gig economy is the manifestation of a trend toward a free market-based digital
e-commerce platform that is characterized by short-term and long-term contracts
between organizations and individuals with both permanent occupancies and free-
lancers. This system is also driven by the digital environment and application readi-
ness that directly lead to the generation of job opportunities [5].

Previous studies [6] explained that the gig economy can be divided mainly into
two forms, “crowdwork” and “work-on-demand via app.” “Crowdwork” refers to
employment activities that require the performance of a series of tasks through an
online platform, while “work-on-demand via app” involves work where the perfor-
mance of tasks is in a traditional mode, for instance, transportation and cleaning ser-
vices. Delivery services provided by motorcycle riders are part of this category even
though some of them might offer their services personally without a middle platform.
They deal directly with their clients or users commonly via mobile phones. Once
hired and completed the job, the payment will be transferred to the bank account.

In short, the concept of digital labor or digital gig workforce is a free-market system
where the transactions are task-based and the workers work independently without
being bound to long-term contracts with any company [7]. Even though gig economy
offers many opportunities to gig workers, such as flexible work environment, working
in interest areas, and access to global job postings, freelancers face many challenges in
the form of less payment, lack of social benefit, and job security [8].

The rapid increase in the number of permanent workers and freelancers operat-
ing in the digital e-commerce platform sector has created a need for a more efficient
method of management, especially in terms of occupational safety and health (OSH).
The freelance deliverers face numerous safety and health hazards when performing
deliveries as they are mostly working outdoors, specifically on the road. Based on past
studies, food and parcel delivery riders reported experiencing occupational stress,
health risk, and burnout [9, 10] that were positively associated with the number of
motor vehicle accidents [11].

Therefore, this study is focusing on determining safety and health issues among
food and parcel delivery riders in Malaysia. In specific, present study determined
what are the occupational safety as well as health hazards faced by the P-hailing
riders in Malaysia. The findings of this research should fill the gap in the literature
pertaining to OSH in P-hailing sectors that is limited to found worldwide or in
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Malaysia. Moreover, the research result is expected to serve as an initial reference for
the government or policymaker to construct an appropriate OSH management and
compliance system for P-hailing sector.

Overall, this research explored issues pertaining to OSH among P-hailing free-
lance riders registered with parcel and food delivery service providers using digital
platforms (i.e., Grab, Foodpanda, Lalamove, and Ninja Delivery) in Malaysia. Besides
conducting reviews on related literature, several interview sessions were conducted
with the riders from all states of Malaysia, as well as executives representing the
P-hailing companies to determine the issues. Finally, occupational safety and health
hazards related to P-hailing were distinguished and suggestions were proposed for
better OSH management and compliance in this sector.

2. Occupational safety and health (OSH) issues in the P-hailing sector

In this study, P-hailing (parcel hailing) refers to the sector that provides services
for food/drinks and parcels using digital platforms, through their registered freelance
motorists [12-14]. Therefore, this research is limited to OSH issues involving the
P-hailing deliverers in Malaysia. In fact, it is very difficult to obtain statistical data
relating to occupational accidents in this sector. However, motor vehicle accidents
involving P-hailing riders are frequently reported by media and attract the attention
of society. A recent study [15] found that P-hailing workers endure 30 dangerous situ-
ations and five near misses every hour in a typical day of work, thus exacerbating the
need for research toward OSH management and compliance within this sector at the
earliest. This section provides further explanation of OSH issues in the P-hailing sec-
tor, covering road accidents and other occupational hazards that exist in the industry.

2.1 Road accidents

Road accidents remain a pressing issue in Malaysia, especially affecting those who
use motorcycles. This includes the food and parcel deliverers who have to perform
their tasks under intense time constraints to fulfill customer demands, which then
indirectly lead them to commit risky riding or driving behaviors [16]. Recently, a
sharp increase has been observed in the total number of P-hailing deliverers because
of the development of e-commerce. Online business has received intense coverage in
Malaysia because of breakthroughs in the development of technology, which help to
speed up the purchasing process compared to the traditional method employed physi-
cally. In addition, the COVID-19 pandemic has served as a catalyst for the drastic rise
in the number of P-hailing deliverers.

Basically, P-hailing deliverers prefer using motorcycles for several reasons. These
factors include better mobility, low cost, and the ability to perform faster deliveries,
which is crucial for those engaged with digital food and beverage delivery providers
such as Foodpanda, GrabFood, Bungkus It, and other platforms [17]. It is also found
that the deliverers have to complete numerous delivery tasks within a limited period
of time to satisfy the customers [18]. Therefore, the primary issue in the P-hailing
sector concerns vehicular accidents due to the nature of P-hailing work requiring the
usage of motorcycles that leave riders at a high risk of road accidents while perform-
ing their duties. This is proven by a statistic reported by Lee [19], whereby two
thirds (more than 1700) of the 2576 fatal motorcycle accident cases throughout the
Movement Control Order (MCO) period involved P-hailing delivery riders. Accidents
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involving deliverers are rooted in dangerous driving and violations of traffic lights,
which are committed by deliverers in the name of completing deliveries on time.

Datuk Seri Wee Ka Siong, the (then) Minister of Transportation, remarked
that young P-hailing riders are the group most involved in fatal accidents, with an
estimated 12 accidents occurring on a daily basis [20]. The fact that P-hailing riders
are considered as essential service workers paints a grim picture of the total number
of accidents occurring. In addition, the Ministry of Transportation also reported an
increase of up to 200 new P-hailing riders on a daily basis [20] as a result of mass
lay-offs and the resulting lack of income for these new riders as a result of the MCO.
The Ministry of Human Resources also released a report which revealed that nearly
100,000 employees had been laid off since the previous October [20], which results in
pressure within Malaysian society due to the continued enforcement of the MCO. The
statistics of accidents in the P-hailing sector are compared with similar statistics from
the traditional delivery sector, as showcased in Figures 1-3.

P-hailing, therefore, provides an opportunity for many people to sustain their
livelihood. The fact that most of these riders are the breadwinners of their families
adds to the sense of urgency for tackling this issue, according to the Royal Malaysian
Police (PDRM) [20]. A factor contributing to deliverers’ reckless behavior on the
road is the system used by providers that incentivize timeliness of deliveries. Failure
to finish deliveries on time results in customers giving deliverers a low rating, thus
affecting their payment. Based on research data obtained from the Malaysian Institute
of Road Safety Research (MIROS), 70% of deliverers show reckless behavior during
peak hours such as increasing the motorcycle speed limits to complete the delivery
process. The deliverers were also under strict time limits to complete their deliver-
ies, with failure resulting in a demotion of their rating, which directly affects their
employment fees. Thus, these factors have contributed to deliverers violating traffic
rules in the name of completing their deliveries as soon as possible. This pressure of
time involved in just-in-time work has significant implications for road safety [21].
Other studies also stated that during lockdowns, delivery on demand rises making
riders tend to speed, and generally, the risk of serious or even fatal crashes increases
with higher vehicular speeds [22, 23].

Based on the observations of the Malaysian Institute of Road Safety Research
(MIROS), 70% of P-hailing deliverers exhibit behaviors that leave them at risk of
accidents especially during the peak hours of 11 a.m. to 2 p.m., such as parking in yel-
low squares, riding through red lights, and using phones while riding [19]. Prior work
has highlighted that 55.3% of fast-food delivery workers in Malaysia use nonstandard
helmets. Besides, a conducted study [24] on work-related factors underlying risky
driving behavior of food delivery riders in Athens found that the young food delivery
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Figure 1.

Statistics of fatal accidents involving deliverers (2015-20).
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Statistics of severe injuries sustained by deliverers (2015-20).

120
112

100
80
60
40 31

20 o e —— - 17
0 r o 3 2 =
2015 2016 2017 2018 2019 2020

Figure 3.
Statistics of accidents resulting in light injuries for deliverers (2015-20).

riders are more likely to participate in dangerous riding behaviors that involve critical
traffic offenses like “red-light running” and “helmet nonuse,” which appear to relate
to various stresses or motives for the riders. Therefore, it is crystal clear that the issue
involving the road safety of P-hailing deliverers is a significant one. Deliverers are
advised not to be too focused on performing their deliveries on time to the extent of
exhibiting dangerous behavior on the road.

2.2 Occupational safety and health (OSH) hazards in the P-hailing sector

The digital food delivery services sector involves orders received, packaging,
and delivery to customers. The gig courier or rider job requires few skills and
is easily obtained but they are precarious, physically demanding, and mentally
stressful, especially for motorcycle and e-bicycle riders, who are more exposed to
hazards. Therefore, besides addressing the road-accident issues, this research also
determined other related OSH hazards faced by the P-hailing riders. According to a
report released by the International Labour Organization (ILO) (2000) and another
study by Lee [19], these are the OSH hazards associated with the P-hailing sector:

a.Smoke from other vehicles
b.Direct exposure to UV rays (from the sunlight)

c. Extreme environment/climate temperatures (i.e., heat/cold stress)
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d.Vibrations
e.Biological hazards (i.e., virus andbacteria)
f. Ergonomic hazards (i.e., prolonged sitting and awkward postures)

g.Psychosocial hazards (e.g., stress, customer complaints, and sexual
harassment)

Research [19] explained in detail that deliverers need to carry the ordered items
throughout their delivery journey, which can be extremely long, potentially leading
to work stress, and exhaustion due to a lack of rest. In addition, food and beverage
deliverers often find themselves facing the same situation with lack of rest due to their
working time requirements [21].

Besides those references, Ibrahim et al. [15] outlined the hazards that carry a risk
of accidents among the delivery riders. The hazards are as follows:

a. Objects obstructing the road
b.Defected road surfaces
c. Construction works and the existence of walking/cycling paths

d.Limited driver/rider vision

3. Ambiguity of employment status

The ambiguity of nature deliverers’ employment status poses a problem to the
agencies in charge of OSH enforcement and management, such as DOSH in enforc-
ing OSH laws on all P-hailing service-providing companies. This situation also leads
provider companies to not emphasize OSH management for their freelance deliverers,
with their stand being that the deliverers are not their employees. Thus, the unclear
status of the freelance contracts between deliverers and providers has also contrib-
uted to a low enforcement of OSH policies, with providers stating that since deliverers
themselves are vendors, they are responsible for their own safety, health, and welfare.
As per stipulated in the Occupational Safety and Health Act 1994, a self-employed
need to secure their own safety and health while performing his/her job or tasks [25].

Since gig riders are part of an informal economy like other gig workers, they
may lack access to paid or sick leave, social protection, and income protection
like other employers even though they are registered with P-hailing service
providers.

4. The importance of addressing safety and health issues in the P-hailing
sector

Occupational health and safety are concerned with ensuring and providing a safe
environment for all employees at a workplace. Research pertaining to occupational
safety and health provides valuable input to the government in laying down the
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required focus and priorities for carrying out enforcement activities, developing and
promoting a standard to employers in certain sectors to reduce the rate of accidents.
The compliance with OSH-related legislations also enables to contribute the sustain-
ability of the industry’s competitiveness by optimizing safe and healthy manpower
besides decent working environment.

Based on past studies, food and parcel delivery riders reported experiencing
several OSH issues namely occupational stress, health risk, and burnout [9, 11, 26]
that were positively associated with the number of motor vehicle accidents. As food
and parcel delivery nowadays experience a massive demand that contributes to the
profit growth of the delivery business, it is important for the stakeholders to seriously
address OSH issues within the sectors.

5. Discussion

Based on the responses of the 15 interviewed deliverers, the nature of their jobs
leads them to commit risky riding as well as cutting corners, including violating road-
traffic rules. The violations of rules are including jumping a red traffic light, making a
U-turn inappropriately, overspeeding, and not properly wearing shoes while making
deliveries. Moreover, riders from the city areas such as Kuala Lumpur, Johor Bahru,
and Penang admitted that without violating such rules, they are unable to complete
the orders within the demanded time.

On the other hand, the deliverers who use motorcycles to conduct tasks need to
work long hours or ride long distances to earn more income. Thus, they revealed
that they are suffering from musculoskeletal disorders such as back and neck pain.
The riders also stated that delivering parcels or food also exposed them to the risk of
COVID-19.

To summarize the findings, food and parcel delivery drivers using motorcycles face a
range of occupational safety and health hazards, namely exposure to bad weather condi-
tions (i.e., heavy rain, extremely hot weather, and thunderstorms), exposure to air pol-
lution from other vehicles’ emissions, and the risk of being hit by cars, trucks, and other
vehicles on the road. Moreover, the P-Hailing riders are also threatened by ergonomic
hazards such as physical strain from carrying heavy loads. In addition, they may experi-
ence fatigue and stress from working long hours and meeting tight delivery deadlines.

To be specific, present research findings revealed that food/parcel delivery riders
in Malaysia face a variety of occupational health hazards, including:

i. Ergonomics hazards: Riders are at risk of musculoskeletal injuries from repeti-
tive motions, such as prolonged sitting on a motorcycle or bicycle, as well as
injuries from traffic accidents.

ii. Environmental hazards: Riders are exposed to the elements, such as extreme
heat or cold, and may also be exposed to air pollution from traffic.

iii. Psychological hazards: Riders may face stress from time pressures and traffic
hazards, as well as social isolation.

iv. Health hazards: Riders may be at risk of respiratory issues due to prolonged
exposure to traffic pollution, as well as heart disease and stroke due to seden-

tary lifestyle.
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Moreover, the food/parcel delivery riders who are engaged with P-hailing ser-
vice providers also face various occupational safety hazards, including road-traffic
accident hazards. The hazards are such as:

i. Traffic accidents: Delivery riders are at a high risk of being involved in traffic
accidents due to the nature of their work, which requires them to travel on
roads and highways.

ii. Weather hazards: Delivery riders may be exposed to extreme weather condi-
tions, such as rain, snow, and heat, which can lead to injuries and illnesses.

iii. Slip, trip, and fall hazards: Delivery riders may be at risk of slips, trips, and
falls while delivering food, particularly when navigating uneven or poorly lit
surfaces.

iv. Aggression and violence: Delivery riders may be at risk of aggression and
violence from customers or members of the public.

In Malaysia, the Department of Occupational Safety and Health (DOSH) released a
guideline for the Occupational Safety and Health Act 1994 that must be enforced by all
employers and employees in Malaysia to ensure that a safe working culture is practiced
in conjunction with a safe working environment. The responsibility for ensuring safety
is held by both employers and employees, with the latter needing to understand their
underlying responsibilities such as adhering to safety measures as prescribed by the law,
following safety and health procedures released by the company’s management as well as
wearing appropriate riding apparels, including personal protection equipment (PPE).

Based on present research, to improve the health and safety of food/parcel deliv-
ery riders, expanding the knowledge/awareness in terms of occupational safety and
health hazards and their responsibilities to ensure their workplace safety (as well
as health) is crucial. Safety training enables employees to gain knowledge related to
work-related hazards and the associated risks [27-29].

Thus, occupational safety and health (OSH) issues can have a significant impact
on the sustainability of a business in the food/parcel delivery industry. If the deliver-
ers are not properly protected from all the explained hazards, it can lead to injuries
and illnesses, resulting in lost productivity.

6. Conclusion

In conclusion, growth in demand for the food and parcel delivery sectors in
Malaysia within these few years increased the number of riders. As discussed above,
the riders face work-related safety and health issues like road accidents and exposed
hazard issues during completion of the delivery process.

The practice of adherence to occupational safety and health procedures is crucial
for the long-term sustainability of the digital food/goods delivery sector. Therefore,
the government has remarked on the requirement of a new mechanism to tackle issues
involving the safety, health, and welfare of these workers. The creation of specific
guidelines is important for empowering workers and cultivating a culture of main-
taining their occupational safety and health. This will ensure the sustainability of the
P-hailing business in Malaysia.
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OSH (occupational safety and health) management is important for the food/
parcel delivery sectors in terms of business sustainability for several reasons, which
are as follows:

i. Compliance with legal regulations: OSH management ensures that delivery
riders are in compliance with all relevant laws and regulations related to safety
and health at work. This helps to prevent fines and legal penalties that can be
costly for them as self-employed workers.

—

ii. Reduced accidents and injuries: OSH management can help to reduce the
number of accidents and injuries among the P-hailing delivery riders, which

can disturb their productivity and quality of services.

iii. Improved employee morale: When employees feel safe and healthy at work,
they are more likely to be satisfied with their job and have a positive attitude
toward their employers. This can lead to increased employee retention and
lower turnover rates.

iv. Positive reputation: A business that prioritizes OSH management is likely to be
viewed positively by customers, regulators, and the general public. This can
help to build a positive reputation and attract new customers.

v.Increased productivity: The P-hailing delivery riders who feel that their safety
and health at work are monitored by the engaging companies as well as the
government, will more likely to be productive and efficient, which can help to
improve the bottom line for the overall business.

Occupational safety and health (OSH) issues can have a significant impact on the
sustainability of a business in the food delivery industry. If employees are not prop-
erly trained and protected from hazards, it can lead to injuries and illnesses, resulting
in lost productivity, increased healthcare costs, and possible legal action. This can
also lead to a decrease in employee morale and turnover, which can further impact
the business’s ability to maintain operations and customer satisfaction. Additionally,
if a company has a reputation for poor OSH practices, it can damage the company’s
reputation and lead to decreased consumer trust and a decline in sales. Therefore, it
is important for food delivery businesses to prioritize and invest in OSH programs to
ensure the safety and well-being of their employees, while also protecting the sustain-
ability of their business.

7. Limitation of the study

The study was conducted among 15 food/parcel delivery riders, thus sample size was
small, which may not be representative of the larger population, as well as bound to a
limited generalisability. Moreover, even though the interview was conducted in various
locations in Peninsula Malaysia, the results may not be generalizable to other regions.

In addition, the study findings solely relied on the interview answers, which may
be subject to bias.

For future research suggestions, it is recommended that a cross-sectional, quantita-
tive study involving a larger sample size could be used to increase the generalizability
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of the findings. Furthermore, the study could be replicated in multiple locations to
examine regional differences, especially among the samples in Borneo region.

Using objective measures, such as physiological data obtained by using survey
questions, is also proposed to reduce bias in the data.

8. Contributions of the study

This study supported the academia by offering initial references on OSH issues
pertaining to the P-hailing sector. In specific, theoretical implications include a better
understanding of the specific risks and hazards faced by the P-hailing delivery riders,
as well as the factors that contribute to those risks. This knowledge can then be used
to inform the development of interventions and policies aimed at reducing those risks
and improving the overall safety and health of the sector.

Managerial implications include the need for the P-hailing companies to take a
proactive approach to identifying and addressing the risks and hazards faced by their
deliverers. This may involve implementing policies and procedures to protect riders,
such as providing training and education on safe riding practices and providing per-
sonal protective equipment. It may also involve implementing technology solutions to
improve rider safety, such as GPS tracking and communication systems.

Moreover, it also implies that P-hailing business providers should also conduct
regular safety assessments, in order to identify and mitigate potential hazards
and to ensure that riders are adequately protected and provided with safe working
conditions. Additionally, it may be necessary to work with other organizations and
stakeholders, such as government agencies and labor unions, to create a safe working
environment for food/parcel delivery riders.
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