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Abstract:

This research examines the problems facing internal auditing in saudi family businesses, and
how their control standards can be applied to help these companies in governance, continuity and
achieving their strategic objectives .

This research included a survey of a sample of internal auditors practicing the profession in
family businesses, and concluded that the risks of the collapse of these companies are high in addition
to insufficient knowledge of the recognized administrative and financial principles, and that there are
intersections between owners and audit departments, which leads to a financial and administrative
gap.
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Jel Classification Codes: M420, M480.

aya615241@gmail.com . eealyl o <l cud 4T s Juuykl alall

1




BT ILACY-A By EWEANTEFE N LA )

sdauda. ]

b 1y oSS @lladl Joo gois e S soliazdl 38508 bl SIS A oyl
¥ aiud w8y cadogil] 5l Loyd ,995 LS dalisll GolaidYl clblad) 4wyl
Glesolal 5,89 50Laid¥ gailly polatld 8380 558 Adslall S, i) sda sl UWlat
ale IS (lladl sLazs ¥l § 1yl es o hgs cad uBg (auolazd ¥l Al cilides

Wle JI Ogatly LY Boussy Baimy WSoles 4538 (ol Abilall 4,800 dimdyy
ol oS A sda Jieg Abiatusg Adl> adlio 3udms a2l o Lolol Osesdsg diuns

il Jeasy Aaliazally Al coldaall e LugaloLdlagLyla yes Jladl o LSII Ly

Shlyd 3l e 5yaall Leals «sull abish Hlatiul Slmglinl asy ) lagas dblall
el Ay lpiie pe iy Slly dan e

@ el Lo Jios it 2> e Hlie (29 a1l Aan Ll Bls] Jolally
Bydle dagyiy dladuYly abgadlly b adll 48,401 alblis aen @gdiy pams
6355 Ky cAlaall Ll oo 1 Lele Aol gdgaiall youall aagy Yo (By10Y1 ulzma
Sy Bydainl) 85131 ke p0 Byymmie (1655 OF Ay 7l Lo 331l 2an LA By
ka5 Jo%5 et Aaz Ly 38l 3 Laege Jies Yo 85101 udzme J) 8,0 pulis
&9 b adly AdWly 1Y) ilomdl aer 3 gduaiddl yuually 5)0Y) (udzel 8554l
e Aele Guued

dax L dae slazdly tlols slarel Lead Abslall S8 (aay aulylal o LasMLly
G Ads Il danliall alall agall e zpse lday LU @lsall 3 e 4ls il
2181 ) adst ) das Ll dage ity Auegilly 2SI 38,001 Jleel miln e 03,45
kit Wil Ld ol LS e a1 @ Sbis¥ 2dlias Lpasadl Alasddl 835zl sulas
Lozl 5)lo] agand ulall pany Geizd § Lgrio Lpdpaiall olylo¥l dalss wad Ldd=sg
Wz, Byls] agas Ky alolisLll (ga9.6,5¥1 cOISAL) ey Lele cdaall Jolaedl slmly
L 2ol Sloa¥ly 1Y ulma (@ A8y Blua¥ly aldl ueeys il Laliay 3ulsll]
Leaidy &1 29la¥) o Landy dayliadl Al Luuududl 8yoully & paadl lslnls
31,2 Glas

2 13/ 3l al daalaJles¥1 53Ly 5 agaitl! oluslyll Alsme



ey o2 il oud BT cppalyl i Ll oud U2

s el W11
Sadl aliles JSia § 2l tall Ran bl e shadtal § condl Sas Jiex
4.9__5]@‘9_” LVQLVQ ded iy 4.&5‘92)\ ud ey L“ni&—\ _0.‘5‘9 64—'3‘9-’-“-” 4.».9.2.“ 45.[.4).“_' L0501

G L ) Adaally Aelall W\o’\g salally cAdaall Blumdl Aalgo e Lpyade gy
Ludlll Led Loy Al L) Claa¥ly 2801 Clua¥l guazd) SKAdl e geill T
oY odllgd! 3 ) Al cum I L Jolmy dede g )l paraXly
S abslall @S, adl § LMoy 2l |l 2o LUl dials o)1 500l sa ke -
Aoyl ASLall adiladl SiSadl 3 dpaladl Gty dan bl plee ok e Lo -
Cyngaul
Y il g g pall cllgadl e 2L s Gl g9 2.1
glsladl €Al Aanosl) 3525 3 Lol oo Bls ol Aan L Caals -
Led Bpalall Guead¥lg 2o LU sulaay 3laty Logd 2lLall S, 801 3 urdas Bgmd amgi -
s Eedl Cdluad 3.1
1ol L J) el 1o e
calilall a0 9 Al ) Aas L Llies 1 colagdaslly sl 48,0 -
@ ol Luelall ey &ds il Zan bl ulae dudis Somd 3929 o Auls -
Al o8, a0

s e el 4.1

o] JSI 3LazY! § Abilall o add Awdll LU (e dieal dumd) datun
Sleleall 2,08 § Sl ol dpadaiall Sl § Auds 1)) Aan LI dlies g1 591 (e
Loy glaty Laundiy 4ylaYly AU
& sl Lax Ll saunge ol @ lahudl 3l Jiew @dylud! aluludl 5.1
:qu@@wm Lbilall o8, a1
(22018 . soarll) duolya -

s 4195 (1 AL cUASy aulilall S, adly e cparll ) dalyudl cidoia
of el Ll hoss (31 il paly oy adl oda jushas Lela oo 31 old ¥y S, 2|
oy oy O Lgadd &) Slogid) @al ey dbilall S, il Lie Gilad oISl clilia
et Aam L 50168 Jialip Adsladl 401 shant balas

3 2024 paiss 102 :50a31- 02 ol



BT ILACY-A By EWEANTEFE N LA )

(22015 ¢ gusd ) dlys -

oo ol ddsludl dan ) dadsy 4dlad gt 456] e dwhull &3S,
@lsally LW juylanll Baga olasal Jelall Laygss 2aSemdl Lple psas &I &yamell il Y
Oteaz Ll Slodlisy Jae Bllas prwgs: ol Ll duogs (1 mlidl el cey (AU
595 oo L WL 2 Bl 8ty el cpanlly SISO eudashl IS5 (e ol 1l
Adiladl 5800 S 38,55 540 Jloguas 7 Lad) goiun (rud § )l

Jobis el o g Leged] SLadl cralyad) oy Loy tas Lo o g L Jgall &adls g
SloMoy ads Il dan Ul Sy Joe puwsat 310 3l ludl 800 3lady dueal
plladl o3 o adl § adslall Ras L) elol 2deld sun olial Eamdl (auag ¢ cnazl
Blan Lyleas ol LliSn 2lo) i clowo loadl pBlsll § il e Lz s Loy JiLall
Lz LU abls) g gl Hauaall Jolidy Lixd Lelgnly Al il Aol @l psially
Laylall of ApusSall AMall § G Ayl sda o LS (L llae T 8352 (o azmsg duls- 1)l
13 e sl alulidly Led ads ol das |y Lblal 48185 bl 48,400 5yl] o
Llmlglde

el slaly ddxtdl aiosll il slbadind e Al dasay ondl ainy
#15¥) et Ao lled) pazd oMU e Gl daiay LS cigadl Slayal Jalad)
Alall @l Sleadl o ynylanlly Lgaltdl jalasl] 28LaYL el paizl aall

5SS kbl @, adl & AdW @bls¥l ggually ol Goax il v,
Aglaad) dslall aly pe Ayl lilog cileslall (e Jovamld Al petzl qulud!

Lasgaud Lbilall @€ a0l § danl ) sludly Shls) oo Awhull e ooSu
e 39 o) AL Glany Legd I3 (Sl o (Founga 29350 e Jguazdl (a1,eY
L olSadl sda § Al aeizme e &l 200 aen olis L1 aL8 el

4 13/ 3l al daalaJles¥1 53Ly 5 agaitl! oluslyll Alsme



ey o2 il oud BT cppalyl i Ll oud U2

iyl g plaidl 5Usy1.2
adslall S5l ) p e 1.2

S Ly Bty alilal (yaaiig cadd LS (e Aalie 0,4 p 2l K, 4l
AST IR L pandl Ldpey lhall 3Lty s e Blhapadl 3o (58la «gulass
sl G Laylgiall aung e« 3850l Gl JW ol 2Ska 3 Bty Able (0 3,8 (1o
dle daer RLoL) " Jle¥ se Slaadly Lpbdl @ a8l sl e
(2010 (o sleadlage Jallg

S ine Alile Lple ylarud of JolSIL LSt @) Aslall 2,801 el 09,51 Lidyang
AWle of Bywl dals Jae 3818 (o Lads (Jlee¥) ciluwia (10 g3 (2 2bilall 35,4019
e aslaall Jla¥ ae pllaidl 1da &ylaag dlas 8515%1s Bkl Ll J985 Cumy (Bl
Le Logip claslay mes &1 el (o A gazme llies (D, (o LayaS 29 (S, 41
il e Jdls) agaiy Lenlmeial sag @1 bl oo g5 degazme clliS JlaLL
(22016 o2 oLty
s Adiladl iS Al ¢ 1931 2.2

(2010 ((s355. olu) Hs ¥ 1531 J) 2ulilall S, a1 Caias
Slbladl oo asly go5 e Lblad 385 &l aSadl 2 abhwdd) 2dilall olS, a1
allas gedas Led @iy duz S (oo S 0¥ 1 Balaldly 2SIL Jlan Lpd g «4aliazd ¥
gLl 43S L1 cavaty ()1
oelzme 005 Alilall S ad) e peill ia B9 sASAL Byla¥ old Ailall aS, 401
Las 28019 8515%1 8 (i5SLd mmy AsLall 31,81 oo dall dud Lyl
sas 392y Adilall S, Al e paill lda camn iJlesY! Acgite Abilall oiS,Ad1-
@l3g clyla) Budang degite 2polard¥ Lelblad (SGy duslgll Aslall 51,81 (pe S9uze
S A et (less Rage diile e sl 03 1d 3 S0 Blud 3 aly LoLad
SN (e geall e e iy sudall glailly gl aalladl @ld adilall oIS, 41
Adlaze Jlal M oo AST J) aies of e dudally 54801 alhlatind! e Laslaie!
(Il 850y Jlme @ payshas dal oo 4,400 @ B! JLa¥ &l a) anls J) ey
-Ablald onal) Loy U1 8003 J) A8LSYL 40,1 eedlagl yolad (e od U3 dlazy Log

5 2024 paiss 102 :50a31- 02 ol



BT ILACY-A By EWEANTEFE N LA )

salilal) oIS, a0 yglatg gas Jorl e 3.2

5,58 auiy gl 92 Jlodl daiday g9, dd) ciolio o (sl 00 " 35y GlI” S5
plas dwmy g¢d Wby dpoall anlsd LelSIL sl (1585 ladatg 45,41 C8lualy
el Helas aag A5, ad) Jlael yyiey Aalall daludl colio CUW diiimy LaSyxll
Apladul pullrer Oytatuy A sunbe mual Lelagaaly Jlest! gludly 4,151
IS el gt O a2 sl cillabi (e 068 SLA! HLaM 3Lt o o el
L Gld) Lleialy Bogaatll e Aadlall 288 s crunlly S A Gl
(#2015

5 Ll 8393 e adilall il ol J) auiladl clegy dd) 2S5 Jds adas
(2008 . 2 sladl cile gy il 2aSea Juls) Al J1,LL
weid G ALl (29 sl i Slesdlally SllLall Lpd (058G9 :Ja¥! Jumedl 2o pe -
Aeleall izl (3 Ao adly (oo Aulilall iyl Aladil § asestlly saidILle
S ezl Al ye T clas elal (e dolie of usedll e iy G Jud) Ay -
eds of J) luhyudl jeady eyl (o J81 7 et o ias Gedzety WL eudsy el 45154
(22007 mladt) « L Jumdl an gids 2elsladl S, 2|
b3 § Loy Buzmsliad! LAl 3l Lgase ALl sda iy el Juzedl o pe -
Ll ezl 3 Llaslasg Lloglas luomil (el 38,801 a iy 38,41 5ald e Blasyl
oLl el ol Llid Audlill
Aadiome A, 0l (9SG Uy cgomidl Hlumil (e il A U1 iy taal ) Jesedl A o -
dl dias slelera¥ly clalzs¥ly IS8 wlablasy 3l cnls e oS0 abilall Lrlows
3 By Jae lma iy JLani¥ly duai¥! Slayisly dudiailly Alall

w95 LS Grusll de @ 00685 Abilall Al 7l 28 o ] ol L wg
Loy Le¥lme 3 wlasleg By (oo daias Loy Blsud) § IS 41 olia aildgg (51,5 U3
Sl By90 dud Tus Gl Gl dazdl oo Aty (alass¥ @ o, a0 sl clixis s
Lol eial e cladls 2 3las 3929 ae ol Cle (5T IS4 3Ll 3 aubladl i8S, a0)
JlaY Cblad ok

6 13/ 3l al daalaJles¥1 53Ly 5 agaitl! oluslyll Alsme



ey o2 il oud BT cppalyl i Ll oud U2

sadiladl i€, ad) § adladdls 7 Lady1 4.2
pladllady LgaSe JSCau zLad¥l dalad) olelo¥y olulewdl 48,401 ayas
LSy (s3l8 &) Le)S3 udg BylaY) e 50,85 § Logiad AW @Sloally 3859

(2017 s gandl o pall 3Ll § 6,1

sadiladl i€y adl § ads gl dasl,015.2

¥ ax L G (o opedsantdl ae slael (o 2o JuSAT 8)15W1 (damo alea (0
¥) s Atolzlly LW ¢ eiddly ot mim oo 0sSe A e Lebac sue Jay
(2017 (s gadl A pall ALkl § 6,41 aSs (,55L8
3 Lot Ao Ll il o J2ow5 Ll gy an Ll i) Silaga 6.2
Lieeld o (oo azall Ul (0 48,401 G 35,401 3 s Il daz L 5)ls) (e 31,201 -
1Y s L Lasas &1 slelly JleeY dias §
AL Leloosis Lely oo osi8a 535a5 aui 99 Auls 1l 218,01 allas By -
8ylsll il gmlall Ampmiatl) cilelyaY duais Anlieg Ads o) Zan Ll las Aulys -
Led
Lele cillsgoels luyly Gigilall covlaell ae dam Ll Alas dulys -
s aliladl SlSyad) 3 Ads ) dan L) oIS b g Aol 7.2

e oo ISTg 4S5 801 Calual Baas § Laygs M5 (e Al ol dan L Al 5 50
Slkoadl Ldlhes asasy Lelallaty LdlaaY Jsmsll L o Mag Le alslall Jlee¥!
B9 A0l Byla¥ Alad LajSly Sloo¥) eal piad 3] cLipumiy Lawsds e Joally Ads il
Jiezs adst ol dax LU deal oF J) (22021« qunall) Bl lin § sdug cadle 3:LS,
Sl dalaiwl oly olaid¥ Lays jsady Adilall IS, ad1 3 oIS e S > 3
o A8 Aewd als SIUI Lzt

(G G Ablatl s 2l Ads 1l A LU dcal pasls (S cpgendl e
Audlaadly 8yl 519 ASUL Aalazll LLaall 0d (po 8y5¥1 (Ses Aaglake pdgs-
PSR P PESN U PV PV ) PRV N ES (R AT
RUPS P INVYREW-ES JENVES DN ISV B FRVIDA L
Dlera¥! JaSs (1 Aslall all,all slasl § sueludl -

7 2024 paiss 102 :50a31- 02 ol



BT ILACY-A By EWEANTEFE N LA )

Ol gl (e liladl IS, a1 8 Ads Il Zan L) e lg5 cISe Jlia a3y lda
drlys lhams clla of LS AU Laslog Lebly adSy asas ¥ bl o, 2l
d 052 Lew B15Y1 § bol,3¥1 e Siad 501501 Jialiy Bardats Lpaay 205 |l danl L
Al daz L 595 umes
P agagad! 3 Adiladl SISy Al (e axl 8.2

il e %90 ls>e sosaudl sLaid¥! § Lago e aulilall i€, adl Caals
sl Ll Caimig LIL Wlaall Cipms S, A1 sda Jiady cdblall Aslen 2p3gal|
AU dsye J81 LT Sus oo 63% 2l SLLSIL 3550 LIS Gany arews Jlea¥l
LeSs> A=Y lage] @iy conabogll o Vel (e ddle Aoy aiemiy Aslal (g3l
LolSyadl sda § aelsally sulall qdaiat (22000) § 23350l 2 pall aSLll § S, a1

sbaid¥l e Laygs (Sail clsbaddl Bl die Le Bas dples 8 sy
Llile @€pd (@ dmdsdl a0 (0 %98 (18 ilualyudl s lzma) Sy 8352l
oo Ol ¢ Lo g Lasasd) 2oyl ALl § Abilall oS, adl ollatind @z lde 250 ol
(el @l § Al i) das Jas %30 J) %20

oo @y gagrudl slaid¥ § 4 iy lsles cad> @A (e sus cUliag
(2021 (30>) © L
oady Jla¥ cpeialy 0 1911 ale die (£U gy laladl [ S0 Caugy Acgama -
(Slg AWy Jadly (AdeY e alixe wlelhad 3 Jead @58 a)l Aegezll
daiall gramdl JSoll aad LS cdadla)! sulaald (£1lly cblwdd gazlll biselly
" gy 95" 9 BMW! Lwly deg aSLall 3 alladl &ylmal) cilodlall (ya e gzl
Jla¥ cparaly o0 1920 ale § (ol amedl dll we laladl aamlall Jol3dl 3, -
bt pllad § Joatd Cuasugs @F cnlaasly Sylmtdl Jlms § Lalgdoo Jolill il izl By
& el OF Com (gagaadl JUI Goudl § il &1 Jo¥ 2L 4S5 501 29 o (g lanll
2002 aLc
ezl cparaly o 1947 ale § coldadl o lorleo Ll 301 2,501 (29 10 bekatl dc gazma -
) Lo Jlsbs cyshaig cgall Jadl Jlmes @ Aole duwieS oldall wing LI
Sledsg Lt Byla) 3 cJlzme oo AST § dealy « @llall Jo> S, a1 qal (e 5usl
slos (L Bunlsg Bjran Ll pine § Bubilall € il s U3 pbg Amsally AB(LI

8 13/ 3l al daalaJles¥1 53Ly 5 agaitl! oluslyll Alsme



ey o2 il oud BT cppalyl i Ll oud U2

A 8 L da 6359 Aulnll SlalaidY) soius e ol (alladl sLaid¥ soiue e
5razlly cg3saudl 2LatdM Aeclull g5l 5ol o dal s Hasaudl § Adslall
skl Slzegliuly ! Sldeal
s | Alydl .3
Ay Ay paizma 1.3

Lppall ALl § 2lilall wpadl § onleladl craz LAl (e Ayl paizme o35S,
s sl e LA stz (o Laplas ] @3 wad byl digal uddly (dpnsaud)
9090 jolems By (43) Jismes @i ozl 51,81 e 2Ll (4) cacs
oLl Joam!l M5 (00 2alydl Agad i) paibiasd) mus s (Sass

ol Japll o Ball gl Sl igadt ((01) Jgaz

Audd <yl glall Jasdl
%28 ! Gl
%72 18 ENES P
%100 25 & szl

Sl el ) ¢ g4 e ot Ll slae] oo yuall
Bl ol g o Aeall ol (6, SI) 23391 1(02) Joui

Lgill Aeudl! Sl Sl JYES(JCACON
%4 1 Silgie O oy JBI
%8 2 &l 10 o0 J315
%36 9 2w 15 e 3110
%52 13 AL aw 15
100.0 25 g szl

9 2024 paiss 102 :50a31- 02 ol




BT ILACY-A By EWEANTEFE N LA )

Gl a3l s Aall ! g, Sall aszod! (03) Joua

Lgid] Al <L) Aol ol
%8 2 gy
%12 3 Ll &l
%32 8 A4Syl W
%40 10 4 pe Wlo
%8 2 4l agus Al

100.0 25 & szl

(Gl !l s gun e oLl slae] o Lyduall

Gsd ole Jage mead ol gLyl 2D Cylay Lo of LasM (1) @8 Joasdl a9
szl of O lagll sl (WSaly el ilaldd! ales (o %28 @gud Lo 5 aalzell
Lee LW LLLY Shle 38 08 (10 0@ Ked Adle 2uale e g0 oo

10 (e alandl mens s sl oo laadl 2i 0T (2) @8y Joazdl (oo 9o
iyl glomag e liog AU 2801 5l e Caigamedl of (e Y5 1 39 i

cMage med %92 sl o laadl 4l 0T 3) 08y ozl (e 9 LS
byl et 23K 2uie ey mied gzl OF e 2¥s 1da @9 Aam Ll A Alsl 2

Ledlaaly aul,dl
s bled! Julxs 2.3
Ll Jolae 2aid 1(04) o3; Jguxr
Jalae #Lig,S Lol Slsladl sue
0.83 19 S Ll Jalas

Gl madl s gun e oLl slae] o Lyduall

3159 bl Jolae Gelial A1l GludYl danb mln (04) o8; Jouzxd miss
e Aaud (29 0.83 il 7 Lag S Lall olas 28 o) Jooimd! (e gty lasias] 2l
31,89 e degazma e ol 3,8 e cads 13] A L Ala wlgy Leagall LI o e Jus
Ledsog (Say Aoyl lidael (318 Sy ¢ ol ypuand) of i) uds Janiu Lels olye Bue
bl

10 13/ 3l al daalaJles¥1 53Ly 5 agaitl! oluslyll Alsme




ey o2 il oud BT cppalyl i Ll oud U2

Guall Jalas 208 :(09) 03 Jouzr
Sl Jolae &lpdall sue
0.91 19 A ol

(Glaall el e g e i Ll slae] e L yuall
e 4aud (29 091 sl 11 el alas 2eid o I (5) w8y Joosd! iiag
Al LaT 6 i) caaimg Lo olid (3 Lo il deasall LLLY G e Jus Jus
lya il (uads dy s9umal cslall oleal

Abladl SISl § Lplodluog 2lsn Il 2y L1 595 (06) o8 Jounr

sl | Lawgd! Y Y alee | 391ol | 38l ByL—all

sl | pladl | 3dlgl | 330 o Buda

Buda
pds 1.96 1 24 Ll oy galdd JShy ShLa dso
EFEING 496 1 24 JB e 690 Sy AW cildeall 305 o
Bda %d %96 .48, a0l adslodl das
EEEINY 4.96 1 24 Axiosly Jos galy olucly s lull ax Ll agas
4aalgll 4.96 1 24 ol clallall e adsludl Aaalll als
By %4 %96  By1aY1 udzma ity d Ldass 45,21 allaidy
EEEINY 4.96 1 24 Ll Al clebasl A1 aalll oz,
Bty % | %% el oy 38,8
EFEING 3.76 3 22 Wbl Jos @lais 25386 @lelyls ol 98 39209
%2 %88 adiladl iSyad! § ads 1l
pus 2.00 24 1 ML) e Bylagud! Il an ) adaii
PEEIING 406 ST eleal
11 2024 paiss 102 :50a31- 02 ol




BT ILACY-A By EWEANTEFE N LA )

406 il tum Hemall pladl lucell Lasosdl Aayd gLyl (B) 08y Jouzell (o Lasbig

G 5les¥ Jies Adle BysSll l9a¥ oof e i5adlen el OF e 2myiidl sda Juss
ol wzms lusedl Jagll @8 (g Adiladl Al Alsludl dan LA Aodlis (uSad
Ll ald g as,adl sl el Jid e g0 JSdn AW clideadl 3805
L 1l Ban LU Lyl 9 8510Y1 Jid o0 Liddlie iy By Jae ol lels 2051l
Louis 3 G aSal Bl an ) oleleas) A1l an LU jsamg oeilal clallzll e
i olas Lowgs bl @€ adl § Adsladl Zaa ) Hlosl Jlme § casdll § sl
Wbl Joe plass 25380 @lslhaly oniled 3529 Bl cipls aslll a5, 95 4.96
otiszmdl Ol dzei 3 e (araidl Jesd 70 aly lus Jasgs Bbilall S, A1 § 2uls 1|
¥ Layly Iy ads ) das Ul o gooldd JSCay dss wblyall of e (sadle ¥

L)Wl pagdaiall eSAL e Bl pad) 51l s Il an LA 0 e (55

Syl G ads ! Zax L pulas Guda Bgmd 3929 st 1(07) 03, Journ

byl | dawgll ¥ Y| wlee | @810 | 33l Byl

aladl | lutl | 38l sl | 81 Bda
Buda

Ll=s 3.04 1 21 3| 09 Laed! pag Al byl pall Amglie &l olaoy) oy ¥

%4 | %84 | %12 S G abladl g

4aslgll 4.96 1 24 | 0985 Lo Ldle adiladl olSadl G oblyall Sl

%4 | %96 b

EFEING 404 1 22 2 | @ aslad! adand! olsiuell d4oyall AxG) ade

% %88 | %8 Shbal s

ol | 204 24 1| alsy olesdl s @an ¥ adiladl obl,all

%96 %4 Al Raz el

4aslgll 408 1 22 2 Al Sl Al ! Jalas 3929 pus
%4 %88 %8

12 13/ 3l al daalaJles¥1 53Ly 5 agaitl! oluslyll Alsme




ey o2 il oud BT cppalyl i Ll oud U2

EEEINY 4.96 1 24 | allas g2 e eyl BylaY1 e ALl Bushas aue
Bda % | %96 AL £ 90
4aslgll 4 25 Lls i) dan ) des g @lely patud| Jsull

%100 ALl 0,31 LB e
aaslell | 373 S Ll

Gl !l s gun e oLl slae] o Lyduall

Juig 373 4y o aladl lawsel Jasgll dagd g lasyl (7) oy Joumdl (e Lasdly

Dbl b 2 adle 50 ulall oF e (sadles aismdl OF e 2l sda
aled o dms el sl @B ey Alsladl i, ad) 3 Aadall Aualall (u¥ly Auls 1)
O il dadda § ds B)10Y1 B (0 0),8] ez ()loly Jle pllad s Apdanll 51571
B 3 yladl WK slae) oiy 4l azmig 496 il plus Loy dadall julall Cos
40 el of 55ley 408 aly Glus Loy suaiall Zuwlell julall 38y Sbgidl
ol 404 3l Slus oy clld § ALl ds05 G90 Liaudliey AslaY! olylall asmlil
wily o iy Sl Tasgy calaladly 55109 o ploead™) 3amy conlio gubass (Sea lllia
il Sl gy Lele Cylanl) ol ulaalllady 2l lull dax Ll ylas slae] oy
She WL £ooge allai @i las Ty 304 lus gy lelay Ldlaal 48,401 3aniy

2,04 1y Sl Lasogy ALl 3adaid 55)5Y1

syl il yd yLas 1 3.3
BEEWIEIPIREL
SISl § s 1) Ann L 593 ulud Bl Aaald (1) sl ilis 1(08) o3y Jgur
2l
Layall CAPOW Sl | lawgdl 8yLatl
() aesd
Wlasyl | ayxll Sl | pluxl!
"0.000 | 24 | -26.000- | .200 196 | aslpll o syl Sty cilylyall dies
Mg dds !
"0.000 24 | 49.000 | .200 496 | o g295 S AU Slileadl 3505 o
ETYEA N NEART PR NI
"0.000 | 24 | 49.000 | .200 496 | Jos molp slocl 2l Il anyLl agas
13 2024 jasuys 102 :50a81- 02 :udxdl




BT ILACY-A By EWEANTEFE N LA )

8515 B oy Ladidlin pag Aol

70000 | 24 | 49000 | 200 | 496 | ol ge mbsludl daslll als
wudzme iy Ldas 45,401 allaids (gilal
.3)‘..\:)4

"0.000 24 | 49.000 | .200 496 | audl clelasl Joldl ol yan
caal g dg A8, Al Aalad

"0.000 24 | 5729 663 376 | Jos plais AigiSe Slslyaly ol 53 3929
ailadl iS)ad) § At das (L

70000 | 24 | 24000- | 200 | 204 | e slacadl g5l aabll aulaia
EBI B P WS JEAYES:AY

Gl el 5 g e i Ll sl (e yall
Y5 gotun e ggina
RLRPTCOMCIPS JPICT Pl

Soiwn opo JB Aaz Ll Sleal S0 Al Aagall o (B) oy Jouzd! oo gdus
e 593 IS el Laaagdl o Aslias | Y5 13 39,8 3529 (e Sty Lo %1 Lsiall
G @l 593 L ads 1l R Ll o s 2l oda (g 3 gyl bassgally s>
Al o8, a0

Ll o goolad ISy @bball dlesl @ alieall Ll Hleo¥ Al Ll
i Ayl 3¥lg Apagdaiall ESAL) e 8ylaadl § A5 1l az L1 5j0dag IULLg 2gls- I
lia of e Vs 1da §9 3 gayall Lowsll (e JBT 51909 1i dpluml blus¥l o
Al SIS A s Zan L Lpals G31 Agl8,01 51ea¥ (e oo piad ¥ 5190

Al Az all ylas ! -
¥l Ban L] ulae Besdas ke obidd Bu gl Bipall (1) sleas | b 2(9) 03 Jou
Aliladl iSa1 § dolall

Louall EAPSY Sl | dagll 8yLeat
(t) 2esd
Wyl | Ayl Slall | gluxdl
0000 24 26000 | 0.200 4,00 Shall dmbie adl el oz ¥

Ablad) J505 (93 Laedl g &yl

24 49,000 | 0.400 496 | abladl oSl @ oblall sl
Al (9SS Lol

0,000

70,000 24 | 10000 | 0500 400 | clsiwell oyall dsl] puc

14 13/ 3l al daalaJles¥1 53Ly 5 agaitl! oluslyll Alsme




ey o2 il oud BT cppalyl i Ll oud U2

Slyal! 3Ll g AS,LaL sl

24 | 14807 | 0351 | 404 | ciS,all aums fiel Lalas 592y auc
adslal

0,000

70,000 24 | -11.500 | 0400 208 | el yla¥ e Abladl Gedas puc

L (£odse pllas 2529
. ads )

24 49.000 | 0.200 496 Jos s Wlely paiud! Sl

0,000 ‘
Al 51,31 B oo s fdl das L

(Gl el 5 g e Ll sl (e yall
Y5 gotun e ggina
RLRPTCOMCIPS JPICT Pl

Lgiall goiun oo JBT yulall U Adles¥ daall o (9) @3y Jouzdl (e Lasdls
i e Hlire IS lucell Lol o &lias! A¥s 13 39,8 3529 e Joy Leo %1
lae 3idas ¥ 2bilall A0 e IS o titud Aomdid] sda (e 3 (vayall Lasally
Sl Jals Bs Il 28,00 allas 9 Bemd se2g J| ady Les Agedall us¥ly dax
of e Y5 1iag 3 oayall lawsll e pasys Aplucel Lbolugl o Lasdl co> 2lslall
Al b Lead coudy oAl 55400 <Ll

3 oyl Tasogll (o J8T Alilud ] Hlial lusedl asogll o) LoDl 3lewadl 13 39
Slgzmd ast Jiag 4l o Alilall S, a1 U oo by ¥ 5lall i oF (e A 1da 99
AL i sl Zas L Gadas
! Jls 4

sblee ol cmdl o1 aas cmiln sue Jamad @5 138 dpladl dwhull Bl (e
GIY USedl Jayis 48l LB lisg palanlly aasys Asgasdl Adilall S, A01 !
Leke Caylaal) AW 401 gsaldly 3 all) puie 3929 el usgl LeS (e

G Ll abls) e LS Glagal o clabolas clllia ¢ aalagd) dulyud) i
Aylaly Alle sy 5,48 685 wlabladl sda oly ads Il Ll Slixie duass
QSN ISl wlylo) (£9 ans Awlydl ol LS o6y Auailsg Ayla) bigius Aalys
sl dax ) Gala) slas,

Slaliadly 2aSadl Kl ol7Y & delad s ludl Zax U o Lahudl cigs
Adlas g)lall AST ellsg 38,40 Laauas (1 sl

15 2024 paiss 102 :50a31- 02 ol




BT ILACY-A By EWEANTEFE N LA )

Jlad 2lsls 24,08 allas g2y e delud sl Zan LU o mlidl coesgl LS

b Aawlsy Lo gamdl gt 4,401 auss A85T50g duegudge Slily @uuds § aeludy

sleie¥y Abilall SIS, A0 (§ ol Jomidl ilidlaio (0 iSO Lt J) A8LSYL (2B
AlaY By lell 9 Baisnll Canimg 2aladl e

4ls b

s e Lol lalazd¥! § Alsladl dan Ul 5o0 5y el lda g e
oo Ad ladh Auegungn bl Bueld clid 515K ¢ lurd slasiuwl @3 ulaadl ol
Al Aagadl Ablatl o, a0l (ol Layll] (§ Aeld cruolall gl ladl GeanlLl
paiys Sl sda sl Jblxe of Leal @l J) dwhall cuals udg olsll glasll
Slablas cllia oly e dylazll 2y L)ls¥1 galdly 38 ol ade 55299 cpalazlly
Waa [l Slimge s § 631 4z o LU Sbls] s e Lasd 2SI Clxsal o
Lx Ll Glys) Gl G @il abls) £y chas dwhadl cobl LS dads il
EWERL|
e Losd Bl Byl liad ladg colim stll Capmss Sy plisedl 8
La,all clalall (e JATYg queswsl) Jomall bl 2kl S a1 alatal 39,00 -
3] oW Ausoil) laslell ) 2ypuall
3Ll g suai ol (e 213 cilsiey 6)la¥ Jasidl saes dagdaiall KLl oloza¥l -
sadslall aS,adl § 51l
b @olall a1 £l 4850 2Lyl Allall 25l (e Ayla) lelaS Clladie Apeal -
seIML
taensilly Jogadl Sl 3l e (3 As ) 2oz LUl clusg s -
Aazlhe Blan Logd Bduantll Lelnmgis Lpllasdleg 3adunlly Aan LUl ,oylas gotmey 351 -
138,41 aludi 25187 ¢ 15%1
et iyl plaza¥le ST dys Anaseddly 2all caads ) Caas LA Shls 53T -
$AS,Adl dax LU 5alesd
s LSl eyl 4ula 1 lezll bkl S, adl dax Al wlls) Ly, -
Aoull ST 3Lazd¥ ()lgs 48,0y IS, Al sda oLyl adly (e AW 4bla i)

16 13/ 3l al daalaJles¥1 53Ly 5 agaitl! oluslyll Alsme



ey o2 il oud BT cppalyl i Ll oud U2

syl desls .6

:eaSJ|

el 28l Sl Aslaly delall Y dyledll w6 adl (22010 (598 (olu -

0¥ sl

cBriall Jles¥ 8509 8oL ¢ 220100 s Hleadl e« ally wllo Zaan 3308 ¢ leidl-

0¥ Oles auieilly padll daledl l

sadat! S5l

damlll Aaglsg 2llad yighatl 7itae b 2010 cCausy eubanll e Gl gupd)ll -

Liopslly Buall Ablall o adl 3 LY zLad)l gotun dedys iy 2uds il

s L Baala ¢ 2l 2ulyst Lpall

saslazll sy IS Sl alasles 3 Abilall w2l 2018, wlis peai ¢ gt -

- onbads ¢ Ll Aol

& bl S A LSy golain! JJull AN sue (22015 56 (Sl -

cotaadd Adagll 7 Ll Raale o pianbo Alaoy ¢ LelsT e 23 3T caladd

tlygddd

Lo pad) ASLel) AW (3ol Bt 13,85 «Hpdgaaadl ZIUN Bgaedl § Alilall o2l glas -

2021 2550l

oyl Ly 81 Jladig fasog¥ 5,401 3 SIS Ad) AaSom aum d—:—‘->=‘=20116 G« Jac -

il Sy (@lall gumdl  Jsl>o

2] a8l ge

ez oo SU Jlan) egdass bl o€ adl e — 22007 — uiall 5y 02« mladl -

12356 sodl — U Ul

saall = Gl el lads 4080 Aliladl oyl als — 22007 ol (gawalt -

12143

Maaal.com Jls damim dmals dubile w6, 73k 220210l aie oy dzloc (gl -
el Lisetll Auwie (p2008) abslall clegyadl AeSe> o

www.ifc.org/ifcext/corporategovernance.nsf/AttachmentsByTitle/Family+Business-

Second-Edition-English+/$FilE/English-Family-Business-Final-2008.pdf

17 2024 paiss 102 :50a31- 02 ol



.\
PN

Journal of Development Studies & Entrepreneurship
Oum el bouaghi university/Algeria

ISSN: 2830-988X/ E-ISSN: 2992-152X

Vol:02--1ssue:02--/December:2024 ) )
pp 18-38 OEB Univ. Publish. Co.

W

The Impact of Innovation and Ethical Leadership on Social
Relationships in the Workplace through Ethical Marketing:
An Analytical Study

M (e Jead! &y § A et l8all (e 2B 5Ll Y 5l
adles Ay :‘5)4554 i)
Ali Aboudi Nehme', shivan nawzet saleh rashed?
' Imam Al-Kadhim university College (Iraq),

aliabboodineamah@alkadhum-col.edu.iq
2 Duhok polytechnic University (Irag), Shivan.saleh@dpu.edu.krd

Received: 15/06/2024 Accepted: 19/07/2024 Published: 01/12/2024

Abstract

The research highlights the need to foster a work environment that promotes
innovative behavior and reduces job fatigue, We collected data from 312 full-time employees
and professors from government universities using an electronic questionnaire. The data was
analyzed using SPSS software, and the results indicate that ethical leadership positively
influences innovative behavior.

In this study, we employed the concept of personal initiative to examine individuals
who exceed their assigned tasks and strive to achieve their goals. The findings show that job
perfectionism correlates positively with innovative behavior, suggesting that managers seek
to enhance human resource utilization through ethical leadership.

Keywords: job burnout, personal initiative, human resources, health perfection.
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1.Introduction:

Organizational sustainability has become a major focus for business
organizations and provides development opportunities, financial viability,
competitive advantages, and long-term growth. Facing leading
organizational management problems around the world, organizations
operate in environments that threaten their sustainability and continuity.
Consequently, most organizations seek innovation to retain a competitive
advantage and maintain organizational sustainability, thereby improving
professionalism, service quality, and care. Innovation leads to new
business models, products, and changes in social and economic systems,
fostering sustainable entrepreneurship and organizational change, and
enhancing competitiveness.

Innovation is a key factor related to the sustainable competitiveness
of organizations in both tangible (processes, services, and products) and
intangible (organizational culture and leadership) areas, Organizations
must recognize the necessity of innovation to survive in challenging
business environments and secure sustainable competitive advantages.
These points underscore the importance of innovation in organizational
performance and the need for innovative behavior among organizational
members.

Ethical leadership plays a crucial role in guiding this innovative
behavior, ensuring that innovation efforts are aligned with ethical
standards and corporate social responsibility. Ethical marketing practices,
driven by such leadership, not only enhance the reputation of the
organization but also strengthen social relationships within the workplace.
Engaged employees, inspired by ethical leadership and supported by
innovative practices, serve customers in the best way possible, leading to
stronger interpersonal relationships and a more cohesive work
environment.

Scholars focus their attention on how the workplace is organized;
Not their tasks, functions and hierarchies, but the patterns of relationships
and available capacities capable of shaping them. By individuals engaged
in a variety of relationships at work, including relationships between
subordinates. These relationships often converge in the workplace,
developing into relational bonds known as friendships. Friendships are
unique to the workplace in two fundamental ways:

(1) Friendships are voluntary-although individuals do not typically choose
who they work with, they choose which of these individuals to become
friends with.
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(2) friendships have an interpersonal focus as individuals get to know and
treat each other as whole people, rather than merely occupants in the
workplace. Consequently, employees choose to spend time with their
friends, both in the workplace and away from it, beyond that imposed by
their organizational roles. Because of these characteristics, friends in the
workplace serve as important sources of social and emotional support.
Workplace friendships are also distinguished from other types of
friendships in that peer friends share unique knowledge regarding
workplace experiences and activities, enabling them to communicate about
work-related issues with a depth and competence not found in other
friendships. Hence our research into identifying workplace friendships.
Work, ethical leadership and perfectionism among employees.

2. Methodology:
2.1 Research problem:

We conducted a questionnaire to prove the research model, The
research model examines the impact of innovative behavior and ethical
leadership on workplace friendship and perfectionism among employees.
It tests the moderated mediation effect of workplace friendship. The main
purpose of this research is to provide a method to increase ethical behavior
among subordinates, Ethical leadership is one of the most effective types
of leadership, as it has positive effects on employee behavior patterns.
Ethical leadership may contain several areas or standards, such as moral
personal qualities, ethical administrative qualities, team work qualities,
and human relations qualities, which have a significant impact. Great for
productivity and career achievement. These standards determine to what
level the administrative leader uses the ethical leadership style in the
organization. So university employees were selected. After reviewing the
current literature on ethical climate, ethical leadership and decision-
making, individual and group behavior dynamics, stress factors,
organizational and employee performance, and the mutual relationship
between these components, the following major research problems are
highlighted:

A. The relationship between ethics and leadership has been studied by
researchers in previous studies, yet the world still faces major social
and economic challenges due to ethical issues. Therefore, the ethical
dimension of leadership should receive more research attention amidst
these increasing challenges especially in the areas of organizational
ethics.
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Theoretical models have yet to determine whether mediating effects
between components of organizational ethics within the macro- and
micro-meso conceptual framework remain consistent across different
contexts, organizations, and groups of individuals.
There is a need to determine the relationship between innovative
behavior and workplace friendship in a context that is largely
characterized by multiculturalism.
There is a need to evaluate the extent to which ethical actions are
critically relevant and which mediating components influence
organizational behavior, ethical employee behavior, and perceived
employee performance the most.
The necessity of developing a new or improved framework or model
that will enable the promotion of ethical business practices and
performance in a dynamic context that is largely influenced by internal
and external pressures that are detrimental to ethical standards.
There is a need to provide appropriate recommendations to the
business community in order to better equip them to face ever-
increasing ethical challenges and to address such dilemmas in a largely
multicultural context.

On the basis of the literature review, identified gaps and research

objectives, the following research questions are posed and enhanced here
so that the research design and methodologies are appropriately formulated
to test and answer these questions:

A

B.

How are moral context variables understood and explained by
theoretical models in the literature?

How are the mediating variables (ethical leadership and internal and
external pressures of workplace friendship) conceptualized and
explained?

What is the nature of the theoretical and observed interrelationships
between ethical context and influences on employee ethical behavior
and perceived employee performance?

Is it possible to build or customize a scientific theoretical model on the
relationship between the independent variables of the ethical context
and the mediating variables with the aim of enabling organizations and
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practitioners to develop appropriate strategies and processes to enhance
positive employee behavior and performance in general?

2.2 The importance of research:

This study highlights the significance and role of ethical leadership
in fostering innovative behavior. Furthermore, the criteria for sample
selection are as follows: the ethical integrity of leaders is paramount for
organizational members. Additionally, the importance of ethical leadership
within organizations to cultivate social relationships and camaraderie in
the workplace is consistently emphasized.

Ethical leadership is crucial in guiding innovative behavior, ensuring
that all innovation efforts align with ethical standards and principles of
corporate social responsibility. Such leadership not only enhances the
organization’s reputation but also strengthens internal social bonds.
Through ethical marketing practices, driven by ethical leaders,
organizations can create an environment that promotes trust and mutual
respect among employees. This, in turn, leads to improved collaboration,
enhanced employee engagement, and stronger social connections within
the workplace.

2.3 Research objective:
The following empirical research objectives are put forward keeping in

mind the scope of the research and the multicultural setting

A. How to explain friendship in the workplace and ethical leadership in
Iraq with a global perspective?

B. What are the main types of ethical climates that exist, their
characteristics and peculiarities, and how do they relate to the variables
under investigation?

C. What are the most common internal and external workplace pressures

that organizations face that can jeopardize ethical behavior and

standards?

What are the most influential stressors in the workplace?

E. What is the statistical relationship between the mediating variables of
ethical leadership and behavior, and internal and external pressures in
the workplace?

o
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2.4 Research scheme:
As shown in Figure 1, the hypothetical diagram of the research
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2.5 Research sample:

We targeted university employees and professors for our survey. The
sample was distributed and collected via an online questionnaire, with
participants informed that the survey aimed to explore methods to enhance
innovative behavior, and their responses would remain confidential. The
survey garnered responses from 314 full-time university staff and faculty
members. Most respondents were subordinates. The data revealed 149
males (43.6%) and 163 females (56.4%) Age-wise, the largest group was
participants in their 30s, totaling 17(%51.8) .

Ethical leadership was defined as exhibiting normatively appropriate
conduct through key aspects of individual behavior and interpersonal
relationships, and promoting ethical standards among subordinates through
effective communication, reinforcement, and decision-making. The
measurement tool included 10 items, such as "My leader disciplines
employees who violate ethical standards” and "My leader sets an example
of ethical behavior." Responses were recorded using a 5-point Likert scale
(1 = strongly disagree, 5 = strongly agree).
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Innovative behavior was characterized by actions encouraging constructive
challenges and innovative suggestions for change. This was assessed using
six items, also rated on a 5-point Likert scale (1 = strongly disagree,
5=strongly agree).

Psychological safety, defined as the belief that colleagues, including
leaders and peers, would not misunderstand or penalize individuals for
taking risks or voicing concerns, was measured using the Psychological
Safety Scale adapted from previous studies. This scale comprised five
items, with responses again on a 5-point Likert scale (1 = strongly
disagree, 5 = strongly agree).

Workplace friendships were evaluated through six items, using a 5-
point Likert scale ranging from 1 (strongly disagree) to 5 (strongly agree).

2.6 Research hypotheses:

A. Perfectionism and friendliness at work are positively related to ethical
leadership;

B. Innovative behavior is positively related to perfectionism and
friendliness at work;

C. The positive impact of perfectionism and friendship at work on ethical
leadership;

D. Innovative behavior has a positive effect on perfectionism and
friendship at work.

3. Measuring friendship in the workplace:

By adopting a 6-item scale used by Nielsen (2000), Jex Adams). The
original scale measures friendship opportunity and friendship diffusion,
with six (06) items each, while we used six (06) friendship diffusion items
to measure relationship strength and quality. This was decided by taking
into account the necessary condition for enhancing empathy at work.

The Modified Perfectionist Scale (Slaney, 2001) is the original
source consisting of 19 items to measure perfectionism. It includes three
subscales: high standards, variance, and order. Scott and Bruce's (1994).

While friendships can take many forms, there are four basic

characteristics of friendship that distinguish these bonds from other types
of roles and relationships. First, friendships are voluntary. Unlike
relationships with family members, neighbors, or co-workers, friendships
are chosen, not imposed. Second, friendships are informal relationships in
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the sense that there is a relative lack of normative rituals or labels to guide
role expectations (Teresa, 2023, P13), in contrast to roles dictated by
formal organizational hierarchies, such as supervisor relationships, and
cultural institutions. Third, friendships are characterized by societal norms,
or the expectation that one will provide support based on need rather than
receive support. Fourth, friendships are driven by social and emotional
goals, Their primary goal is to promote emotional and relational well-
being, These qualities make workplace friendships distinct from other
positive relationships at work, such as high-quality relationships, formal
mentoring, positive work relationships between leaders and subordinates
(Roxy etal, 2021, P4), and other close and positive relationships outside of
work.

The complexity of both personal relationships and modern
organizational life allows for inherently different types of professional
friendships. However, our definition of workplace friendships here is
limited to platonic (non-romantic) relationships between individuals who
currently work in the same organization. Thus, based on the basic features
of friendship and boundary conditions mentioned above, we define
workplace friendship as a non-romantic, voluntary, and informal
relationship between existing coworkers that is characterized by societal
norms and socio-emotional goals. While these core features of friendship
have been shown to remain consistent across contexts, we argue that when
they exist within organizations, tensions, complexity, and potential for
downsides cease (Amy, 2021, P54).

Workplace friendships refer to informal, voluntary, and interpersonal
interactions between employees in an organizational setting, The
importance of workplace friendship has received significant attention in
the literature due to its positive association with many favorable
organizational and employee attitudes, such as organizational
performance, organizational commitment, job satisfaction, and perceived
job importance. Although many studies have investigated workplace
friendship in organizations, many questions Important remains unanswered
(Al Jabouri, 2022, P23), One of these questions is how to study the factors
that influence workplace friendship. Scholars have explored the
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antecedents of workplace friendship from two aspects, including
individual and contextual characteristics. Compared with personal factors,
contextual factors play a pivotal role In forming friendships in the
workplace. One inevitable contextual factor in the workplace environment
is employees' perceptions of fairness. This is because workers often pay
attention to whether they are treated fairly in the organization. (Wen etal,
2020, P21) showed that when employees perceive treatment unfair, they
seek the help and support of other coworkers, leading to the development
of workplace friendships. Based on these findings, the perception of
fairness may be negatively related to workplace friendships. However,
many types of research show the positive effects of fairness on Personal
relationships in the workplace, which means that fairness may be linked to
friendship in the workplace. Personal friendship relationships are the basic
building blocks for building informal relationships in organizations
(Kanten & Deniz, 2020, P 231).

Perfectionism is a common personality trait that describes people
who strive for perfection and set excessively high standards for
performance, sometimes leading to poor self-evaluations or responses to
external evaluations. Perfectionism has been positively associated with
creativity, which may lead to innovative behavior. However, some suggest
that perfectionism reduces innovation and detracts from an employee's
ability to innovate. Perfectionism is associated with higher levels of
fatigue, and this is the case for athletes, Exploring whether perfectionism
has distinct effects on innovative behavior and burnout. Relevant literature
on the two dimensions of perfectionism suggests that normal, adaptive, or
positive perfectionism is viewed as healthy perfectionism, whereas
neurotic, maladaptive, or negative perfectionism is viewed as unhealthy
perfectionism. In our research, health-related perfectionism is associated
with people who strive for excellence. Unhealthy perfectionism related to
fears of perfection is associated with people who seek approval from
others (Al Jabouri, 2022, P 103), or fear potential failure due to mistakes
or not meeting their own standards. In the context of high friendships in
the collective workplace (Al Jabouri, 2023, P48), relying on aspects of
personal initiative Healthy perfectionists seek resources and feedback
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more actively, and also share new ideas freely, while unhealthy
perfectionists are less likely to perceive approval and encouragement from
coworkers within a supportive environment. Therefore, we believe that
collective friendship in the workplace strengthens the positive relationship
between healthy perfectionism and innovation (Khairy, 2023, P22).

3.1 Ethical Leadership and Innovative Behavior

Ethical leadership has a positive relationship with and directly
influences the innovative behavior of employees. According to social
exchange theory, employees recognize and appreciate their leaders'
motivations and support, responding positively based on the principle of
reciprocity. The theory further suggests that employees perform more
effectively when they have strong relationships with their leaders. When
ethical leaders give meaning to employees' roles, make their work more
meaningful, encourage creativity, and motivate adaptability to changes,
employees perceive positive treatment, establish emotional connections,
and feel committed to their leaders. This process leads to high motivation
and innovative behavior. Additionally, the recognition of social exchange
relationships among organizational members is enhanced by the balanced
decisions and fairness of ethical leaders, resulting in employees
reciprocating with innovative work behavior (Al Jabouri, 2022, P87).

Ethical leaders engage in open, two-way communication, sincerely
listening to their employees and encouraging them to voice their concerns
and opinions. This approach motivates employees to suggest new ideas to
improve current business strategies, operations, and procedures. Thus,
ethical leadership is a key factor that facilitates innovative behavior (Eny
et al., 2021, P90).

Ethical leadership is defined as demonstrating normatively
appropriate behavior through individual actions and interpersonal
relationships. It promotes employee engagement through decision-making,
reinforcement, and two-way communication, emphasizing structured
behavior aimed at enhancing the ethical conduct of organizational
members. Ethical leaders highlight the importance of ethics, facilitate the
expression of ideas, and cultivate a climate of mutual respect where
employees feel safe to express diverse opinions (Sajjad and Amina, 2020,
P98).

The roles of ethical leaders include creating a sense of security and
encouraging employees to share their ideas freely. Such leadership is
expected to enhance employee behavior, encouraging the expression of
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constructive challenges and innovative proposals for change. Innovative
behavior is evident when employees voice their concerns and suggest
improvements (Jana, 2019, P76).

Employees exhibit innovative behavior when they recognize
unethical or inappropriate actions and courageously speak up, supported
by ethical leaders' encouragement. Social learning theory suggests that
individuals learn specific behaviors by observing people they deem
legitimate. Employees observe their leaders and use their actions as a
reference point. Ethical leaders provide opportunities for employees to
speak out, publicly affirming appropriate behavior and opposing
inappropriate conduct. They model these behaviors, encouraging similar
actions in their employees, who learn through observation (Al Jabouri,
2020, P86; Chien, 2013, P61), When leaders actively create fair work
environments, they become role models for their followers.

Furthermore, leaders provide followers with strict ethical standards

and encourage them to express their opinions and ideas regarding methods
and ethics, which helps improve the work environment and procedures.
This explains why ethical leadership enhances the vocal behaviors of
organizational members (Kibum, 2021, P75).

4. Analysis and testing of the model:
The proposed research model was analyzed using the SPSS software.

The reliability of internal consistency was assessed through composite
reliability (CR) and Cronbach's alpha. Table 1 indicates that the results are
satisfactory, showing no issues with reliability or discriminant validity, as
the CR values exceeded 0.90. Additionally, the Average Variance
Extracted (AVE) values were above 0.50, as shown in Table 1.

Table 1. Reliability and validity results

Variables Average Reliability | Cronbach's variance | Elements
Variance alpha symbol
Extracted
0.588 0.901 0.710 0.677 EL1
Ethical 0.654 EL2
leadership 0.623 EL3
0.618 EL4
0.688 ELS
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0.590 0.855 0.821 0.712 IBD1

Innovative 0.699 IBD2
behavior 0.790 IBD3
0.656 IBD4

0.870 IBD5

0.788 IBD6

Perfectionism 0.566 0.824 0.799 0.777 WFR1

and friendship at 0.798 WFR2

work 0754 | WFR3

0.723 WFR4

0.710 WFR5

Source: Prepared by the researcher according to the outputs of the SPSS program

The factor of each indicator item and its cross-validation processes
were extracted into its corresponding latent structure and tested for
convergent validity. In the model, each element is placed successively
larger. In addition, Table 2 shows that scale validity is achieved because
the items on the diagonals of the matrix are always larger than the items
outside the diagonal (these values indicate the correlation between the
respective constructs) in the corresponding row and column.

Table 2. VVariable correlations

EL IBD WFR Elements
0.853 EL
0.545 0.855 IBD
0.666 0.499 0.777 WFR

Source: Prepared by the researcher according to the outputs of the SPSS program

Multicollinearity and common method bias were examined using
cluster average VIF (AVIF) and average full collinearity VIF (AFVIF)
scores. The results showed that the AVIF and AVIF values were 4,223 and
3,661, respectively.

4.1 Evaluate the structural model:
The results demonstrated a statistically significant relationship

between Innovative Behavior (IB) and Ethical Leadership (EL) (f = 0.405,
p < 0.05), Workplace Friendships (WFR) and EL (f = 0.518, p < 0.05),
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and EL and IB (B = 0.505, p < 0.05). However, there was no significant
relationship between WFR and IB (p > 0.05). To assess the effect size of
the independent and dependent variables, the coefficient of determination
(R? was examined. The minimum acceptable R? value is 0.10. The
findings indicated that WFR and EL account for 45.7% of the variance in
IB, suggesting a moderate effect size. Additionally, IB and WFR
significantly impact EL, explaining approximately 64% of the variance (R?
=0.723).

The effect size (f?) of the variables was also analyzed. Table 3
showed that WFR has a small effect on EL (2 = 0.211) and IB (f? = 0.062).
EL has a medium effect on IB (f2 = 0.137), and WFR has a large effect on
organizational efficiency (f2 = 0.313), as detailed in Table 3.

Table 3. Effect of dimensions according to hypotheses.

F2 The result Dimensions
0.137 Medium effect IBD -> EL
0.211 Small effect IBD -> WFR
0.313 The effect is great WFR -> EL

The first hypothesis: There is a significant correlation between
perfectionism, friendship at work, and ethical leadership. Table (4) shows
the results of the test of the relationship between perfectionism, friendship
at work, and ethical leadership.

Table (4) Results of the test of the relationship between perfectionism
and friendship at work and ethical leadership

Subordinate Perfectionism and
friendship at work
Independent | Const Beta R R? T F Sig.
variable ant calcula | calcula
Const ted ted
ant
Ethical 1.80 723 0.7 | 52 | 4.025 | 30.7 .00
leadership | 3 4 3 32 0°

Source: Prepared by the researcher according to the outputs of the SPSS program
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It is clear from Table (4) that the regression equation indicates the

constant (a = 1.803), which means that there is a value of ethical

leadership of (a = 1.803)) when the value of perfectionism and friendship
at work is equal to zero.

As for the marginal slope value of perfectionism and friendship at
work, it reached (B = 0.723), which indicates that a change of (1) in moral
leadership will lead to a negative change of (0.723) in the calculated value
of perfectionism and friendship at work, and that the correlation rate
between perfectionism Friendship at work and ethical leadership is
estimated at (0.74). This indicates that there is a correlation between the
two variables, a positive positive relationship that is good at a moral
significance (0.000). The value of the coefficient of determination (R2)
also indicated a coefficient of (0.523), which means that ethical leadership
is explained Its value is (0.523) from the variance occurring in the
calculated value, and it is morally significant within the level of
significance (0.05). In light of these results, this hypothesis is not rejected.

The second hypothesis: There is a significant correlation between
innovative behavior, perfectionism, and friendship at work. Table (5)
shows the results of testing the relationship between innovative behavior,
perfectionism, and friendship at work.

Table (5) Results of testing the relationship between innovative
behavior, perfectionism, and friendship at work.

Perfectionism and friendship at work Subordinate
F T R? R Beta Constant Independent
calculated | calculate _ variable
d
.000b 30.732 4.025 .623 0.53 0.512 1.601 Innovative
behavior

Source: Prepared by the researcher according to the outputs of the SPSS program

It is clear from Table (5) that the regression equation indicates the
constant (a = 1.601), and this means that there is a value of innovative
behavior of (a = 1.601) when the value of perfectionism and friendship at
work is equal to zero, while the value of the marginal slope of innovative
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behavior has reached (B=0.512) It indicates that a change of (1) in
perfectionism and friendship at work will lead to a negative change of
(0.512) in the calculated value of innovative behavior, and that the
correlation rate between innovative behavior, perfectionism and friendship
at work is estimated at (0.53), and this indicates There is a good positive
correlation between the two variables at a significant level (0.000). The
value of the coefficient of determination (R2) also indicated a coefficient
of (0.623), which means that innovative behavior explains its value (0.623)
of the variation occurring in the calculated value, and it is morally
significant within the level of significance (0.05). In light of these results,
it is not rejected This hypothesis.

The third hypothesis: There is a significant influence relationship
between perfectionism, friendship at work, and ethical leadership. Table
(6) shows the results of testing the relationship between perfectionism,
friendship at work, and ethical leadership.

Table (6) Results of testing the relationship between perfectionism,
friendship at work, and ethical leadership.

Perfectionism and friendship at work Subordinate
Sig. F T RZ R Beta _Constant Independent
calculated | calculated variable
.000b 30.742 4.225 .801 0.62 0.551 1.432 Ethical leadership

Source: Prepared by the researcher according to the outputs of the SPSS program

It is clear from Table (6) that the regression equation indicates the
constant (a=1.432), and this means that there is a value of ethical
leadership of (a=1.432)) when the value of perfectionism and friendship at
work is equal to zero, while the value of the marginal slope of ethical
leadership reached (p=0.551) It indicates that a change of (1) in
perfectionism and friendship at work will lead to a negative change of
(0.551) in the calculated value of ethical leadership, and the correlation
rate between perfectionism and friendship at work and ethical leadership is
estimated at (0.62), and this indicates There is a relationship of influence
between the two variables, a good positive direct relationship at a
significant level (0.000). The value of the coefficient of determination (R2)
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also indicated a coefficient of (0.801), which means that ethical leadership
explains its value (0.801) of the variance occurring in the calculated value,
which is morally significant within the level of significance (0.05). In light
of these results, it is not rejected this hypothesis.

Fourth hypothesis: There is a significant influence relationship between
innovative behavior, perfectionism, and friendship at work Results of
testing the influence relationship between innovative behavior,
perfectionism, and friendship at work.

The regression equation indicates the constant (a = 1.873), which
means that there is a value of innovative behavior of (a = 1.873) when the
value of perfectionism and friendship at work is equal to zero, while the
value of the marginal slope of innovative behavior has reached (B = 0.781).
It indicates that a change of (1) in perfectionism and friendship at work
will lead to a negative change of (0.781) in the calculated value of
innovative behavior. The value of the coefficient of determination (R2)
also indicated a coefficient of (0.801), which means that innovative
behavior Its value (0.801) is explained by the variance occurring in the
calculated value and it has a moral significance within the level of
significance (0.05). In light of these results, this hypothesis is accepted.

4.2 Results:

Employees are crucial to the success of any organization, which is
why this research focused on examining three key factors: Ethical
Leadership (EL), Innovative Behavior (IB), and Workplace Friendships
(WFR). To explore these relationships empirically, a conceptual model
was developed and tested. The findings indicate that perfectionism,
workplace camaraderie, and ethical leadership are all positively associated
with innovative behavior, a result consistent among university staff.

The aim of this research is to enhance employees' skills and abilities,
address undesirable behaviors that disrupt organizational functioning, and
boost performance and efficiency within the university. By fostering
collaboration and information sharing, the research promotes greater
employee engagement. The results also revealed a significant positive link
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between WFR and EL, aligning with previous studies. Employees who
value workplace friendships are generally happier, which enhances their
work engagement. Friends at work are more likely to offer social support,
a critical factor for improving workplace effectiveness. Moreover, WFR
contributes to increased work efficiency by strengthening employees' sense
of belonging, leading to deeper engagement and commitment.

Despite these benefits, some argue that workplace friendships can be
detrimental. Friends at work may cause distractions, leading to less
productivity if employees engage in non-task-related conversations.
Additionally, maintaining close friendships can demand significant
emotional effort, potentially reducing work engagement if employees feel
obligated to balance their work and personal relationships.

The research also confirmed the expected relationship between EL
and IB. This finding supports previous studies that emphasize the strong
connection between these variables. A positive work environment, coupled
with effective interactions between colleagues and managers, fosters
employee comfort and consistency. WFR enhances team cohesion, creates
a stimulating work atmosphere, and encourages employees to remain with
the organization. Friendships at work help build emotional bonds with the
organization, improving employees' sense of belonging and commitment
to their work.

Furthermore, cross-functional communication among university
employees can be facilitated by workplace friendships, allowing them to
share experiences and express opinions about their work environment.
This commitment often drives employees to go above and beyond,
offering extra support to colleagues and participating in discretionary
activities.

Finally, the research found that EL mediates the relationship
between WFR and IB. This result mirrors previous findings that
demonstrate how different components of workplace dynamics, when
combined effectively, enhance employees' efficiency and engagement.
Providing employees with the necessary resources leads to high
engagement levels and positive organizational advocacy.
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5. Conclusions:

Recent research explores how employee engagement, workplace
friendships, and ethical leadership impact employee innovation. The study
tested four hypotheses using data collected from employees at the
University of Kufa. The findings revealed that employee engagement,
ethical leadership, workplace friendships, and innovative behavior all
influence work outcomes.

The research highlighted the mediating role of employee
engagement between positive perfectionism and workplace friendships.
Additionally, workplace friendships were found to moderate the
relationship between innovative behavior and ethical leadership. By
examining the interaction effects of employee engagement and workplace
friendships in the proposed model at the University of Kufa, this study
enhances our understanding of how these factors influence innovative
behavior.

The insights from this research can assist organizations in
appreciating the role of workplace friendships in differentiating their
services and guide industry leaders in developing strategies to gain a
competitive edge.
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1. Introduction

Entrepreneurial Orientation (EO) has emerged as a critical
determinant of Small and Medium Enterprises (SMEs) performance,
significantly influencing their contribution to the national economy. EO
encompasses dimensions such as innovativeness, proactiveness, and risk-
taking, which collectively drive SMEs toward better performance
outcomes (Covin & Slevin, 1989; Lumpkin & Dess, 1996).

SMEs are widely recognized as the backbone of many economies,
contributing to job creation, innovation, and economic diversification
(Beck et al., 2005). The strategic orientation of these enterprises plays a
pivotal role in harnessing their potential. High EO within SMEs fosters an
environment conducive to innovative practices and proactive market
behaviors, thereby enabling these firms to seize emerging opportunities
and navigate competitive landscapes effectively (Miller, 1983; Rauch et
al., 2009).

Studies.reveal.there.is.a.positive.correlation.between.EO.and.the.perf
ormance.of.SMEs, implying that firms exhibiting higher levels of EO tend
to achieve superior growth, profitability, and market positioning (Wiklund
& Shepherd, 2005). Innovativeness drives the development of new
products and services, proactiveness ensures timely market entry and
opportunity exploitation, while risk-taking allows firms to undertake bold
initiatives that can lead to significant competitive advantages (Covin &
Slevin, 1989; Miller, 1983). In the context of the national economy, SMEs
with strong EO contribute significantly to economic development by
fostering innovation and enhancing competitiveness at both the firm and
industry levels. Their ability to adapt to and influence market dynamics
translates into improved economic resilience and growth (Teece, 2007).
Moreover, the aggregate impact of EO-driven SMEs can stimulate broader
economic  benefits, including increased employment, enhanced
productivity, and technological advancements (Beck et al., 2005).

The operationalization and measurement of EO have evolved over
time, with scholars advocating for both unidimensional and
multidimensional approaches to better capture its complex nature (Rauch
et al., 2009). Despite the robust evidence supporting the benefits of EO, its
implementation can pose significant challenges, particularly in balancing
the inherent trade-offs between exploration and exploitation activities
(March, 1991). Overall, understanding the effect of EO on SME
performance provides valuable insights for policymakers and business
leaders aiming to promote entrepreneurial activities and sustainable
economic development. By encouraging EO among SMEs, nations can
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leverage the dynamism of these enterprises to achieve robust economic
outcomes.

The screening process and data analysis of over 130 government
reports spanning from 2001 to 2022 have been conducted to address the
following research questions:

RQ1: What is the reality of entrepreneurial activity in Algeria during the
research period?

RQ2: What is the situation of SMEs in Algeria during the research period,
and what criteria are used by Algeria and other countries and organizations
to classify them?

RQ3: What contributions do small and medium enterprises make to the
Algerian economy, and how do they reinforce the entrepreneurship culture
in Algeria?

This research aims to enhance understanding of entrepreneurship and
SMEs in Algeria, emphasize the significance of entrepreneurial activity in
attaining.economic.and social development,and present practical suggestio
ns for fostering and advancing small and.medium.firms.and.entrepreneursh
ip.in.Algeria. To accomplish this, the study has been structured into three
parts: the first part presents a literature review about entrepreneurial
orientation and SMEs’ performance; the second one involves presenting
the results and discussing them in alignment with previous literature.
Lastly, the results are summed up in the third part, which also offers
suggestions for advancing SMEs and entrepreneurship in Algeria.

The study's implications lie in its comprehensive analysis of data
regarding SMEs and their involvement in economic growth and
diversification, covering a significant dataset spanning over two decades,
from 2001 to 2022. Furthermore, this paper fills an important research gap
by providing contemporary analysis on the topic of entrepreneurship and
SMEs’ performance in Algeria, which is a developing nation heavily
reliant on hydrocarbon revenues.

2. Literature review
2.1 Entrepreneurial orientation (EO)

Entrepreneurial orientation is recognized as a pivotal determinant of
firm success and performance, especially within international markets.
Empirical research has established that EO, encompassing dimensions
such as risk-taking, proactiveness, and innovation, exerts a substantial
influence on firm performance (Naldi et al., 2007). Moreover, a firm’s
dynamic capabilities, particularly those related to reconfiguring
capabilities, significantly affect its international performance (Jantunen et
al., 2005). The intricate relationship between EO and firm performance is
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especially pertinent to small and medium-sized enterprises (SMEs).
Evidence indicates that EO, coupled with effective use of marketing
information, can markedly enhance SME performance (Keh et al., 2007).
Additionally, the synergy between EO and market orientation has been
demonstrated to elevate business performance, particularly in developing
economies where robust social and business network ties exist (Boso et al.,
2013).

EO also plays a crucial role in the knowledge creation processes
within firms. Research has shown that EO can both directly and indirectly
impact firm performance through these knowledge creation mechanisms
(Liet al., 2009). In addition, the separate components of EO can influence
the connection between competitive strategy and business outcomes.,
underlining the need to comprehend how different facets of EO affect
overall performance (Lechner & Gudmundsson, 2014). In the realm of
international entrepreneurship, firms with pronounced entrepreneurial
orientations frequently pursue international market expansion to boost
performance. Strategic alliances are posited as a supportive mechanism for
SMEs with strong EO in their international expansion endeavors
(Brouthers et al., 2015). Overall, the body of literature underscores EO as a
critical factor influencing firm performance, notably in relation to
international markets and SMEs.

2.2 The concept of small and medium enterprises (SMES)

Thereis no globally recognized definition of SMEs. The
categorization of SMEs varies among economists and experts due to
differing definitions that often consider factors such as total assets, number
of employees, annual turnover, and capital investments. Moreover,
officials from various multilateral development institutions have their
unique interpretations of what constitutes an SME, reflecting their
respective institutional definitions. According to economist Karl-Heinz
Schmidt in his article on the distinct attitude of SMEs plays a vital role in
the manufacturing and delivery of products and services. These companies
are typically composed of individual producers, some of whom rely on
family labor, while others employ workers and craftsmen. They often
operate with fixed capital that generates low returns, resulting in irregular
incomes and creating unstable job opportunities (Schmidt, 1990).

Similarly, Professor Bolton, who chaired the committee studying
the challenges faced by small and medium enterprises in Britain
during the 1960s, described SMEs as institutions characterized by their
simple organizational structure, with the owner holding a pivotal position
at the apex, ultimately responsible for decision-making. Although
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authority may be delegated for urgent decisions, this management style
remains prevalent in enterprises with an estimated workforce of 200 or
fewer employees (BOLTON, 1982).

In his 1966 study on small and medium-sized enterprises (SMES)
within the European Common Market, Woitrin endeavored to define these
enterprises by employing generally accepted standards alongside
additional criteria that enable qualitative definitions. Woitrin identified
several characteristics of SMEs (Woitrin, 1966):

-Negotiation capabilities are weak in these types of institutions;

- There is insufficient communication among the different levels of the
administrative hierarchy;

-Administrative workers often lack specialization;

-SMEs exhibit weak integration with local authorities and maintain
significant independence in their supply chains;

-These enterprises face difficulties accessing financial markets and
obtaining loans, leading them to rely predominantly on their own
resources;

-The small size of these institutions frequently acts as an impediment to
their growth.

Hirigoyen posits that there are three primary criteria that can be used
to accurately define SMEs: responsibility, ownership, and revenue. In
addition to these criteria, Hirigoyen argues that these enterprises are
typically managed by an individual who assumes full responsibility for the
management (Hirigoyen & Basly, 2019).

In a 2016 study titled "The success factors of exporting SMEs: a
management and business model-oriented analysis through the sales
process,” Rumo strived to identify the components contributing to the
success of the internationalization process by examining. sales. The
research concluded that understanding international customer behavior is
crucial and wunavoidable before developing any export strategy.
Additionally, the study found that distribution channels did not
significantly impact the success of the internationalization process in the
sample examined (Rumo, 2016).

2.3 Small and medium enterprises on an international level

In European countries and according to the European Union’s law a
medium-sized industry is an enterprise that employs less than 250 workers,
has a turnover of more than 50 million euros, and/or total assets of more
than 43 million euros. As for the small industry, it is an establishment that
employs less than 50 workers, its sales volume does not exceed 10 million
euros, and its total assets also do not exceed 10 million euros. Whereas, a
mini-industry is defined as any establishment that employs less than 10
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workers, whose sales volume does not exceed 2 million euros, and whose
total assets do not exceed 2 million euros (Ogbor, 2009).

And according to the United Nations International Development
Organization, there are two types of definitions for small and medium
industries, the first is for developing countries, in which a medium
industry means that establishment that employs between 20 and 99
workers. While a small industry is that establishment that employs
between 5 and 19 workers. While a mini-industry is referred to as every
establishment that employs less than 5 workers. As for the second
definition, it is specific to industrialized countries, in which a medium
industry is defined as every establishment that employs between 100 and
499 workers, while a small industry is defined as every establishment that
employs less than 99 workers. As for mini-industries, they do not exist in
industrialized countries according to the aforementioned organization
(Ogbor, 2009).

The World Bank defines small industries as every establishment
whose number of workers does not exceed 50, and its total assets and total
sales do not exceed 3 million US dollars. While the medium industry is
that whose total assets and total sales do not exceed 15 million US dollars
and the number of its workers does not exceed about 300 workers (IFC
Advisory Services, 2009).

In Japan, SMEs are categorized based on their field of activity
(Industry, construction, and transportation/ Wholesale/ Retail sales/
Services), and in general a small and medium-sized enterprise in Japan
hires less than 300 employee and its capital does not exceed 300
million Yen (2018 ,ud » & lea )l 2,

In Tunisia, SMEs can be defined based on one of the following
criteria: total number of employees (less than 50 people), or total
investment (less than 1 million Tunisian dinars) (2006 ,ua ).

2.4 Small and medium enterprises locally

In accordance with the guiding law N° 01-18 regarding the
promotion of SMEs issued in December 2001, SMEs in Algeria are
outlined as institutions that produce goods or provide services, employ fro-
m 1 to 250 people, and whose total annual turnover do not exceed 2 billion
DA, or their total annual revenue do not exceed 500 million DA, and
make their legal and financial decisions independently (The Directive Law
for the Promotion of Small and Medium-Sized Enterprises, 2001).

The antecedent legislation underwent a revision with the issuance of
law N° 17-02 in January of 2017, leading to adjustments in the maximum
annual turnover and annual revenue thresholds, these thresholds were
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raised to 4 billion DA and 1 billion DA, respectively, from their previous
figures of 2 billion DA and 500 million DA in 2001, notably, the criteria
regarding the number of workers stayed the same in both regulations
(The Directive Law for the Promotion of Small and Medium-Sized
Enterprises, 2017).

Law N° 01-18 was a decisive turning point in the history of small
and medium-sized industries as it finally gave a proper legal definition for
these types of enterprises, as well as measures and mechanisms to
assist and develop them, and later in 2017, law N° 17-02 was released to
update the prior regulation and comply to the current circumstances which
led to the adoption of next principles:

- Distribute and promote the circulation of industrial, commercial, legal,
economic, financial, vocational, and technological information related to
small and medium firms;

- Encouraging every initiative that facilitates access to real estate for small
and medium industries;

-Work to put in place tax systems adapted to small and medium industries;
- Encouraging and consolidating entrepreneurial culture, as well as
contemporary technologies and innovation in SMEs;

- Supporting SMEs in accessing financial tools and services tailored to
their specific requirements;

- Promoting professional associations, trade exchanges, and industry
associations;

- Reinforcing coordination between establishment and support agencies for
SMEs at the central and local levels.

And, .regarding the .establishment and .promotion of .SMEs,
.articles 17, 18, and 19 of law 17-02 calls for the establishment of a .public
.body of a .special .nature .called ."the agency" in the .text, responsible for
implementing initiatives to aid and bolster SMEs in areas such as
establishment, growth, and longevity.

This includes enhancing quality, fostering innovation, and
.enhancing the management abilities of SMEs, as well as managing
the associated expenses of the agency, which are financed through the
special allocation account N° 124/302 entitled "The National Fund for
the Rehabilitation of Small and Medium Enterprises, Support for
Investment and Promotion of Industrial Competitiveness".

There is no question that the directive laws related to the promotion
of SMEs (N°01-18 and N°17-02) had a significant impact on the growth
and output of small and medium-sized industries as well as promoting
entrepreneurship among young creative entrepreneurs which will
be highlighted in the rest of the study.
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Based on an analysis of past studies and literature pertaining to the study i-
ssue, the hypotheses can be proposed as follows:

H1: There are many criteria that help classify SMEs around the world and
they differ from country to country, region to region based on the level
of economic development.

H2: Since 2001 and the introduction of the first directive law aimed at
promoting SMEs in Algeria, they have experienced significant growth and
development.

H3: SMEs in Algeria make substantial contributions to the economy.

3. Methodology
3.1 Data and sources

The study relies on data sourced from a comprehensive collection of
130+ official government reports spanning 21 years, from 2001 to 2022.
These reports include quarterly and annual updates from the (The National
Office for Statistics, 2022), periodic reports from (General Directorate of
Customs, 2022), statistical bulletins from (Ministry of Industry and
Pharmaceutical Production, 2022), and (Bank of Algeria, 2022). The
chosen timeframe, from 2001 to 2022, enables us to explore the role of
SMEs in leading economic development and to verify our hypotheses.
This period encompasses the introduction of the first legislation on SMEs
(Law n° 01-18) in 2001, the economic downturn of 2008, the hydrocarbon
price crisis that occurred between 2014 and 2017, and the impact of the
Covid-19 pandemic in 2020-2022. We are confident that this extensive
dataset provides a robust foundation for our analysis.
3.2 Method

The data is analyzed using the inductive approach to have a clear
view on SMEs’ impact on economic development and diversification and
verify the hypotheses. The inductive approach, widely utilized among
scholars (Gavriel, 2015; Jebreen, 2012; D. A. Thomas, 2003), involves the
generation of theories and hypotheses through the systematic observation
of empirical data. Unlike the deductive approach, which starts with a
hypothesis and tests it against observations, the inductive approach begins
with specific observations and moves towards broader generalizations and
theoretical frameworks. This method is particularly favored in qualitative
research, where it enables scholars to develop deep insights and nuanced
understandings of complex occurences. By permitting sequences, themes,
and classifications to arise from the data, the inductive approach fosters a
more flexible and exploratory research process, accommodating the
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discovery of unforeseen connections and relationships within the study
context (D. R. Thomas, 2006).

4. Results and discussion
4.1 The growth of SMEs since 2001

Since 2001, the Algerian government has shown significant support
for SMEs, leading to a notable increase in their numbers. This growth is
evident in statistics showing a rise in the establishment of these businesses
and their expansion into various economic sectors, as illustrated in the
table below:

Table 01. SMEs count development in Algeria since 2001

Year _ Number of SMEs _
Private SMEs Public SMEs

2001 244560 788
2005 341953 835
2009 586903 591
2015 934037 532
2019 1193096 243
2020 1230844 229
2021 1286140 225
2022 1359580 223

Source: compiled by researchers using (Ministry of Industry and Pharmaceutical
Production, 2022)

The data exhibited in table 01, highlights a substantial increase in the

number of SMEs underlining the proactive steps embarked by the Algeria
administration. to foster this sector and this is noticeable in the above table
where there is a positive trend in SME creation as the number of SMEs
grew from 245348 firms in 2001 to 342,788 firms by 2005,
representing the establishment of nearly 100,000 new SMEs over a five-
year span. This momentum persisted into the 2" half of the decade (2006-
2010), which saw a doubling in the count of SMEs between the 1st and
2nd stages. Furthermore, this growth trajectory continued into the second
decade, culminating in 1,359,803 enterprises by the end of 2022.
The table above shows a consistent decrease in the number of public
SMEs registered since 2001, with less than 900 enterprises compared to
the private sector. This phenomenon may be ascribed to the state's
transition towards placing greater dependence on the private sector as the
principal catalyst for economic growth and promoting entrepreneurial
activities from the early 1990s.

Vol:02--1ssue:02--/December:2024 47



Entrepreneurial Orientation and performance in SMEs: A Study of algerian SMEs ...

Overall, the table shows a steady and notable rise in the quantity of
SMEs following the implementation of law N° 01-18 in 2001. This
indicates a favorable economic climate and potential government efforts to
support small and medium firms and entrepreneurship within the nation.
4.2 The distribution of SMEs according to the sector of activity

The table below shows the distribution of SMEs based on their
sector of operations:

Table 02. The distribution of SMEs based on their field of activity

Hydrocarbons, C .
. energy, mines, ondstrugtll_on Manufacturing Servi

Year  Agriculture and related and public industries ervices

: works

services

2010 3806 1870 129762 61228 172653
2014 5038 2439 159775 78108 251629
2018 7168 2985 185137 99938 585983
2019 7481 3066 190170 103693 614375
2020 7690 3115 193965 106121 625999
2021 8010 3243 199331 109991 662185
2022 8404 3371 204452 115992 703499

Source: compiled by researchers using (Ministry of Industry and Pharmaceutical
Production, 2022)

The data in the table shows that nearly all of SMEs’ activity in Algeria
that occurred in the previous thirteen years is focused on the services
sector, accounting for more than half of the total. Construction and public
works follow closely behind, with rates hovering around 30%, while the
hydrocarbons, energy, and mining sector ranks lowest, with percentages
not exceeding 1%, along with the agriculture sector.
The data suggests that Algerian SMEs primarily focus on service-oriented
activities, which hinders the creation of wealth, added value, and economic
diversification. To address this issue, the government must reassess
national programs and funding mechanisms, guiding new businesses
towards industrial sectors and productivity. Additionally, support should
be provided to existing institutions in these areas to enhance their
competitiveness on the international stage and foster entrepreneurship.
4.3 SMEs’ influence on job creation

SMEs are known as catalysts for economic expansion, creative
advancement, and employment generation in both advanced and emerging
economies. Virtually every major corporation had its origins as an SME.
Microsoft for instance, commenced with just 02 individuals working in a
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modest North American garage, while Google was founded by two young
visionaries who had a promising concept.

SMEs are seen as a fertile ground for nurturing talent and fostering
innovation, making them an excellent environment for development and
creative endeavors. Numerous research studies have shown that SMEs
produce more than twice the number of innovations compared to large
corporations, highlighting the important role performed by this dynamic
industry. The subsequent points delineate the crucial advantages of SMEs.

SMEs play an essential part in creating job opportunities and
employing a large segment of the workforce at different levels, thereby
helping to reduce unemployment and support sustainable economic
growth.

In many developing countries, including Algeria, unemployment
appears in various forms, such as disguised unemployment, which is partly
caused by the rapid population growth, According to ONS in their
published report in 2012: Algeria's population increases by an average of
500,000 people annually, leading to an approximate yearly rise of 300,000
individuals in labor force.

Algerian economic experts agree that large corporations are not
capable of creating enough jobs to solve the current unemployment
crisis or to absorb the growing workforce each year. This highlights the
crucial role of SMEs in tackling unemployment, as illustrated in the graph
below:

Figure 01. SMEs contribution to employing individuals in Algeria since 2001
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Source: compiled by researchers based on (The National Office for Statistics, 2022) and
(Ministry of Industry and Pharmaceutical Production, 2022)
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The graph above shows the increasing role of SMEs in overall
employment, with jobs rising from just over 639,000 in 2001 to more than
3.307 million in 2022. However, it is important to note that despite this
growth, SMEs' share of total employment remains relatively modest at
25.6% in 2022, significantly lower than the contributions made by SMEs
in other developing countries.

The reasons for this phenomenon are outlined below:

Firstly, in Algeria, the government remains the primary employer and
struggles to transition to the private sector that is still in its early stages.
Additionally, the majority of SMEs in Algeria are focused on industries
with low job creation rates, such as services and construction. On the other
hand, sectors like manufacturing, tourism, and agriculture, which have
higher job creation rates, are not as popular among newly established
SMEs.

Thirdly, the majority of Algerian SMEs are micro-sized enterprises,
making up nearly 97% of all businesses and their ability to create new jobs
is limited.

In order to better understand how SMEs contribute to job creation,

we analyze the growth rates of SMEs and employment levels as key
indicators of their role in generating jobs.
Our findings reveal a parallel trend between employment and SMEs from
2001 to 2022, highlighting the critical role of entrepreneurship in
generating employment. This progression can be divided into three distinct
phases:

Initial Phase (2001-2007): there was a significant surge in
employment growth due to the implementation of an SME-related law in
2001 and the expansion of job opportunities by private enterprises.

Second Phase (2007-2020): this period saw a marked increase in the
proliferation of SMEs, driven by their eligibility to enhance existing
projects through ANSEJ and CNAC. A significant number of SMEs
emerged in the construction and hydraulic sectors, stimulated by growth
initiatives from 2002/2004 and 2005/2009. However, job creation declined
due to the removal of quasi-fiscal benefits, the 2014 oil price crash,
subsequent state austerity policies in 2015, and the imposed closure during
the COVID-19 pandemic.

Third Phase (2021-2022): there was a noticeable recovery in SME
performance regarding job creation, attributed to rising oil prices, the
lifting of some restrictions on import operations and the financing of new
SMEs through the aforementioned agencies.
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When it comes to job creation, SMEs are often viewed as valuable
contributors to the employment sector. However, in Algeria, SMEs employ
only 25.6% of the total working population, with youth unemployment
remaining a significant issue. Thus, we can conclude that Algerian SMEs
are still relatively fragile and have not substantially enhanced employment
generation.

4.4 SMEs’ influence on gross domestic product (GDP)

Small and medium-sized enterprises act as engines of wealth
generation, contribute to social stability and generate tax revenue. There is
a notable correlation between a nation's total income and the concentration
of SMEs per 1,000 people. Additionally, SMEs have the capability to
distribute economic activities effectively in remote areas, making them
valuable tools for improving economic growth at the local level and
encouraging the unification and blending of domestic areas.

The chartbelow illustrates the percentage of SMEs contributing to th
e country's GDPexcluding the oil sector:

Figure 02. Algeria and SMEs GDP excluding hydrocarbons revenues since 2001
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Source: prepared by researcher using (The National Office for Statistics, 2022) and
(Ministry of Industry and Pharmaceutical Production, 2022)

As shown in Figure 02, Algeria's GDP has continuously grown, with
small and medium-sized enterprises (SMEs) playing a limited but
increasing role. In 2001, SMEs accounted for 32.22% of the GDP, which
increased to 34.04% by 2022, totaling 94,250.55 billion Algerian dinars.
This highlights the importance of SMEs, especially considering economic
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reforms aimed at maximizing their contribution to the nation's
development.
4.5 SMEs influence on non-oil exports

By the end of 2022, non-oil exports totaled 4606 billion USD,
making up slightly less than 10% of the total export value. However, this
proportion drops to nearly 1.1% when export operations conducted by
Sonatrach (related to oil) and other major companies are excluded (Bank
of Algeria, 2022).

Excluding the oil sector in 2012, a total of 83% of these exports were
handled by four prominent companies: Sonatrach exported oil-derived
products valued at $935 million USD, while Fertial (dealing with ammonia
and currently closed) contributed $481 million USD. The remaining
significant exporters were Somiphost (phosphates) based in Tebessa and
Cevital. As for the remaining 17% of the country's exports: it was shared
among micro, small, and medium-sized enterprises, amounting to a mere
0.51% of the nation's total exports. Essentially, the SME industry makes a
minimal contribution to the country's overall export figures.

The data in the table shows the non-oil exports of Algeria, including
those from SMEs. The information is gathered from reports by the Bank of
Algeria and the Ministry of Industry and Pharmaceutical Production.
However, it is difficult to accurately determine the exact contribution of
SMEs to Algeria's non-oil exports due to limited transparency and
disclosure in financial statements, especially from the latter source.

*Note that the data for 2023 only includes information for the first, second,
and third quarters, as the Ministry's data for the fourth quarter has not yet
been released. Consequently, to complete the study, an estimated value for
fourth-quarter exports will be provided by averaging the figures from the
first three quarters.

Table 03. Algeria’s and SMEs non-oil exports since 2001 /Unit: Million USD

Year Algeria’s exports SMES’ exports
2001 560 107,4
2005 746 190,57
2010 967 239,61
2015 1485 421,67
2019 2079 289,59
2020 1916 76,36
2021 4579 494,45
2022 5815 1337,8
2023* 3548 1034,04

Source: compiled by researchers using (Bank of Algeria, 2022; Ministry of Industry and
Pharmaceutical Production, 2022)
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Over time, there has been a consistent rise in the percentage of exports
from industries other than hydrocarbons compared to total exports.
Likewise, SMEs have seen a continuous increase in their exports outside
of the oil sector, growing from 107.4 million USD in 2001 to 1337.8
million USD in 2022. This demonstrates the growing importance of SMEs
in driving non-oil exports.

Upon examining the previous table, it becomes evident that both Algerian
and SME exports outside the oil sector have followed an upward
trajectory, reaching $3548 million and $1034.04 million USD,
respectively, in 2023. Despite some fluctuations post-2014 attributed to the
oil price collapse during this period, dropping to $69.8 and $43.6 USD per
barrel in December 2014 and January 2016, respectively, and the decline
experienced in 2020 due to the complete and partial closure of trade and
economic activities prompted by the Covid-19 pandemic.

The notable rise in non-hydrocarbon exports from 2021 to 2023 can be
credited to a range of elements including the recovery from the pandemic,
improved economic conditions, and potential new market opportunities
arising from the Russian-Ukrainian conflict.

The rising volumes of exports outside hydrocarbons and the role played by
SMEs indicate improvements in the entrepreneurial culture in Algeria, this
culture has the potential to reduce the country’s dependency on energy
revenues and support the development of a more stable and sustainable
economy.

5. Discussion:

The study aimed to investigate the entrepreneurial orientation reality
in Algeria and SMEs’ performance and contribution to the national
economy from 2001 to 2022. The study screened through 130+
government reports since 2001 collected from the sites of various official
sources. Using the Inductive approach, and after examining the literature,
the study accepts H1, as there a big dispute over the criteria used to
classify small and medium enterprises worldwide, and these criteria
change from country to country, region to region based on the degree of
economic development, the nature of laws and regulations. The study also
supports the assertion of H2, as table 01 shows that since 2001, over
1114400 new small and medium firm has been created, which indicates the
immense the growth that this sector known since the issuance of law n°
01-18 concerning the development and promotion of SMEs in Algeria.
The data presented in figure 01, 02, and table 03 support the rejection of
H3, assuming that SMEs do not make significant contribution to
employment creation, GDP, and export operations.
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The results found on SMEs’ contribution to the aforementioned
macro indicators provide support for the findings of (Brouthers et al.,
2015; Jantunen et al., 2005; Keh et al., 2007) who also confirmed that
(EO) and a firm’s dynamic capabilities have a positive effect on SMESs’
performance in local and international markets.

6. Conclusion:

Entrepreneurial orientation has emerged as a pivotal driver of
economic and social development, particularly in countries like Algeria
whose economies rely heavily on fuel. These nations are actively seeking
alternatives to enhance their economies, with a focus on encouraging
entrepreneurial projects and SMEs are one of the main ways recognized
globally to achieve that as they are acknowledged for their significant
contributions to economic growth. They play a crucial role in boosting
GDP, creating employment opportunities, fostering innovation, generating
tax revenue, promoting exports, and catalyzing various other economic
activities. Given their multifaceted functions, SMEs are essential to the
foundation of both advanced and emerging economies. Therefore, it is
crucial for any country to prioritize the development of the SME sector in
order to ensure economic growth., regardless of its developmental stage.
Recognizing this, the Algerian government has implemented a series of
measures to support this vital sector since the 1990s.

The study revealed a rise in the count of SMEs, increasing from
245,348 firms in 2001 to 1,359,803 firms in 2022. This indicates a
growing interest in entrepreneurship since the transition to a market
economy in the early 90s. However, the propensity of SMEs to invest
more in the services sector, rather than in other productive and potentially
more beneficial sectors to the economy, remains a drawback in the
entrepreneurial mindset.

Also, this research revealed that the Algerian SME sector accounts
for 34,04% of the nation's GDP and engages 25.6% of the working
population in 2022. Nevertheless, the challenge of high unemployment
especially within the Algerian youth persists. Moreover, SMEs
contribution to the country’s non-oil exports remains modest standing at
29,1% of Algeria’s non-oil exports by the end of 2023, this percentage
drops even lower when considering that the oil sector accounts for over
90% of the country’s overall exports in recent years.

Our research findings suggest that SMEs in Algeria exhibit notable
vulnerability and do not significantly contribute to job creation, despite
efforts to diversify the Algerian economy. This diversification is still

Journal Of Development Studies & Entrepreneurship-Oum el bouaghi university/Algeria 54



Khaled Khellil, Kamilia Loucif

nascent, and the economic landscape remains heavily reliant on the oil
sector.

Additionally, the underdeveloped nature of the labor-intensive SME
sector hinders the promotion of entrepreneurship among young people.

The study is constrained by many limitations. To begin with, the
study is limited to a single country -Algeria- which restricts its
generalizability. Moreover, collecting recent financial statements of active
small and medium firms poses a great challenge, which leads to delayed
published reports and a loss of recency in the study. Finally, many
enterprises resort to fiscal fraud to evade taxes, which undermines the
credibility of their financial statements and produces less-than-accurate
government reports. These limitations present a solid starting point for
future research on the topic of entrepreneurial orientation and SMEs’
performance.

According to the results of this study, we propose the subsequent
suggestions:

- The Algerian state ought to improve its endeavors to build a
comprehensive and efficacious strategy targeted at enhancing the country's
business climate, which is now not suitable for private firms. Furthermore,
there should be a gradual and continuous push to promote this sector.
Without sustained and robust growth in other areas of the economy, there
remains a risk of continued dependency on global oil prices and ongoing
concerns regarding high youth unemployment. This is why the SME sector
emerges as particularly promising in attaining the country's targets. Hence,
the establishment of additional SMEs in industries such as tourism,
manufacturing, and agribusiness would raise job prospects, greater
revenues, and a decrease in the country's dependence on global oil
markets.

- SMEs possess the capacity to make a substantial contribution to the
economic prosperity of Algeria and effectively tackle the problem of
unemployment, primarily due to their pivotal role in the job creation
process. However, there is a need for increased commitment and action
from both the Algerian government and SME proprietors to nurture and
advance this crucial sector.
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Abstract:

In the recent period, interest in the topic of financial sustainability has increased among
researchers and economists due to its future implications for implementing government policies
and maintaining financial solvency.

The research problem focuses on the state's adoption of an expansionary financial policy,
characterized by increased operational spending and reliance on oil revenue, which can lead to a
contractionary financial policy during periods of reduced oil income. This approach hinders future
sustainability and increases the size of public debt, posing a risk to financial stability. The study
concludes that revenues from crude oil production continue to dominate the state's income, a trend
expected to persist.
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Financial Sustainability in Irag: Challenges and Opportunities

1. Introduction:

Financial sustainability means the government's ability to meet its
financial crises and finance its expenditures from its own resources
without ensuring the sustainability of current expenditures, especially from
own revenues, negatively affecting financial solvency or exposing it to the
risk of bankruptcy. The challenge facing most developing countries is the
lack of continuity in the flow of financial resources to finance the budget,
which creates a deficit in it. Therefore, it is necessary to take the necessary
measures to achieve the optimal mix between public expenditures and
revenues in the medium and long term to achieve the optimal mix between
them, while maintaining the ability to continue spending on basic goods
and services. In Irag, financial sustainability is closely linked to oil
revenues, which constitute about 90% of public revenues, despite the
existence of other sources of revenue such as taxes and fees. However, in
reality, oil revenues dominate the general budget, which makes the Iraqi
economy vulnerable to fluctuations in global markets, which is a negative
indicator of the country's financial sustainability.

1.1 Importance of the research:

Measuring and analyzing financial sustainability (assessing the
financial position) is one of the most important topics currently being
discussed, as it aims to provide liquidity and ensure financial solvency.
The existence of a sustainable financial policy means ensuring the rights of
future generations without affecting the financial solvency of the state.
Therefore, the importance of the research comes from evaluating Iraq's
ability in the long term to meet its current and future financial obligations.
1.2 Research problem:

The Iragi economy suffers from increased public spending,
especially current spending (consumer), and incorrect. Exploiting oil
revenues without on and relying heavily on diversifying revenues in this
led to an increase in the size of the deficit and public debt, which
negatively affected financial sustainability.

1.3 Research objectives:

- Clarifying the importance of financial sustainability and analyzing the
economic and financial reality of Iraq.

- Measuring and analyzing the relationship between financial sustainability
indicators and oil revenues.

1.4 Research hypothesis:

Directly linked to Irag's financial sustainability enhancement means
that the research hypothesis starts from oil revenues, which gives a
negative indicator of the state of financial sustainability in the country.
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1.5 Research Structure:

The research was divided into three axes, The first axis included the
theoretical framework for financial sustainability, The second axis
analyzed financial sustainability indicators in Irag, The third axis measured
financial sustainability indicators in lIraq, The first axis/the theoretical
framework for financial sustainability.

2. The emergence of financial sustainability:

The origin of the term "sustainability” goes back to ecology, where it
was used to express the formation and development of dynamic systems
that are subject to structural changes as a result of their dynamism, which
leads to changes in their characteristics and relationships between their
elements (Muhammad and Aziz, 2019: 102). The first attempts to analyze
financial sustainability began in 1923 when France faced the public debt
crisis, where John Maynard Keynes advised the French government to
develop sustainable financial policies. The concept of sustainability has
received wide attention since 1978, initially linked to economic
development and focusing on the social, environmental, and economic
dimensions, thanks to significant contributions adopted by the United
Nations and its institutions. In the mid-eighties of the last century, the
concept of financial sustainability began to circulate to describe future
challenges that public financial management might face due to escalating
deficit and debt levels resulting from excessive public spending, which
exacerbates financial burdens that future generations may bear as a result
of decisions they did not participate in making or did not benefit from (Al-
Saga and Al-Sindi, 2021: 39). The analysis of financial sustainability helps
understand the practical importance of financial sustainability without the
long-term impact on public revenues, spending in continuity, financial
sufficiency, or exposure to risks of financial insolvency and failure to meet
future crises. This results from weak financial sustainability and increasing
general budget deficits financed through local and external debt.
Additionally, financial sustainability analysis can be used as a scientific
framework to analyze and explain the relationship between financial
situations and overall economic performance, especially in matters of
economic growth and financial and monetary stability. It is also considered
an important tool for decision-makers in determining amendments and
reforms in financial policy (Al-Hawri, 2015: 277). The main goal of
financial policy is not only to achieve a certain level of deficit in the
general budget and control general policies objectives in light of a
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sustainable financial situation but also to preserve financial resources (Al-
Wasal, 2018: 54).
3. The concept of financial sustainability:

Financial sustainability is defined as the state's ability to meet its
current and future financial crises without compromising its financial
stability. It is a methodology that depends on debt scheduling (Moash,
2020: 4) to rectify the ratio of public debt to GDP at a specific level or to
determine a target ratio of GDP, allowing for adjustments. Financial
reforms are formulated to achieve this ratio, which serves as a hypothesis
for predicting the future based on agreed policies for a specific period,
often five years. In this context, fiscal policies aim to achieve sustainable
welfare, producing an implicit measure of sustainability as a reduction in
economic stress over time (R. Khalili, 2011: 6). The term financial
sustainability refers to managing debt in a public, medium- term, or long-
term context that avoids financial or fiscal stress or crises, such as
significant reductions in public spending or cessation of government
activities (Wasal, 2016: 83). International experience shows that financial
sustainability is defined as “the ability to manage debt in a public,
medium-term context that exceeds public, medium-term, or long-term
financial and fiscal stress or crises.” Financial sustainability is also
described as "the situation in which the borrower is able to service its debts
without having to make a major change in the balance of expenditures and
revenues in the future” (Mukhtar and Arbah, 2018: 401). The European
Commission defines it as "the ability to bear the financial burdens of debts
in the future while avoiding excessive increases in government
expenditures and not burdening future generations with the burden of
debts" (Carone, 2012: 1). In oil-exporting countries, financial
sustainability is particularly defined as a guarantee for the post-oil period,
ensuring the same level of public goods or spending as during the oil era,
even if oil revenues are replaced by tax revenues, thus financing the
budget deficit and achieving financial sustainability (Aslanli, 2015: 2)

In other words, financial sustainability is defined as (the
government's ability to meet its financial crises in the present and future)
(Hamad and Badawa, 2015: 80). From the above, it can be said that
financial sustainability has many concepts, which center around the
concept of sustainability as a principle, and include the following
elements:

- Continuing spending and public revenues in the long term.
- Avoiding excessive borrowing by the government.
- The government can continue to service its debts.
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- Achieving the desired growth.

Thus, it is clear that financial sustainability means the government's
continuation of spending and public revenue policies in the long term,
without compromising public debt in order to achieve the desired growth.
Financial sustainability was defined in the traditional sense (which is
consistent with the balanced budget rule and in a way that maintains the
balance of the budget and prevents the accumulation of debts, and if there
is a budget deficit, it must be an emergency deficit that disappears with the
disappearance of those temporary circumstances), while sustainability in
the modern sense (must be consistent with the flexible budget rule that
allows the government to achieve a temporary budget deficit according to
a specific time frame on the reasons for that deficit and how to cover it
with clarification within certain limits, in the form of This returns the
budget to the equilibrium position) (Mahmoud, 2017: 63).

Some studies have relied on linking the concept of sustainability
with the time constraint of the budget, which means that any deficit in the
budget must be covered in the future by future revenues. The public
finances become sustainable when the public debt ratio remains constant,
so that it returns to its original levels in the event of changes or emergency
events. To achieve this,

The government's financial resources must be sufficient to cover
future debt burdens without the need to reschedule debts or borrows again
to pay off debts (Al-Amroy, 2020: 113).

From the above, financial sustainability is linked to two basic
concepts: taxes and public debt, each of which has an impact on the
possibility of achieving sustainability. Franco and Balassone stated that the
state should not resort to continuously resorting to the budget deficit to
address the problem of raising tax rates to solve its financial problems in
order to achieve sustainability. Blanchard defined financial sustainability
as (the policy that ensures the stability of the ratio of public debt to GDP,
i.e. the increase in the ratio of public debt.

The problem of sustainability is not the level of debt but the GDP,
the increase in GDP must be accompanied by the way the government uses
those funds).
4.The indicator of the ratio of public debt to GDP in Iraq for the
period (2004-2021):

This indicator is considered one of the important indicators because
it is linked to a basic variable, which is the GDP, as and security in
knowing the extent of risk. The adopted measures GDP is from to the ratio
of public debt of borrowing operations, the debt ratio has been set at no
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more than (60%) of the GDP in order to be within the limits of safety, as
this ratio is called (the debt ceiling), which is a standard adopted by
international financial institutions and was agreed upon by the countries of
the European Union under the Maastricht Treaty. It negatively affects
economic development processes (Atta Allah and Al-Ubaidi, 2021: 367).
The high ratio is represented by the debts accumulated before 2003 from
the era of the former regime and the country's inability to meet the debt
and service it, as well as the decline in the gross domestic product. The
ratio of public debt to gross domestic product before 2003 exceeded the
safe limits and posed risks to the

GDP. After 2003, the economy was very high in Iraq during the
period from 2004 to 2007, and it greatly exceeded the safe limits of the
debt, as it recorded about (307.70%) in 2004, which is the highest rate
recorded during the study period. This ratio began to decrease to record
(61.19%) in 2007, and it continued to exceed the safe limits of the debt.
But this percentage began to gradually decrease, and is within safe limits
due to the growth of the gross domestic product, in addition to the increase
in Irag's oil exports and the rise in oil prices in global markets, which led
to an increase in public revenues, especially oil revenues, and a decrease in
the size of the debt, in addition to Irag's commitment to pay its debts after
the agreement with the creditor countries. However, the index ratio began
to gradually increase, reaching (63.99%) of the GDP in 2016, which is a
ratio that exceeds the safe limits referred to, as a result of the double shock
that Iraq was exposed to and its repercussions after 2014, represented by
the security deterioration in Iraq due to the military operations against the
terrorist organization ISIS, as well as the decline in oil prices in global
markets, which led to a decline in the GDP and an increase in the public
debt to (126021) billion dinars in 2016, which was damaged by the war,
for the reconstruction of the infrastructure, as well as military expenditures
to cover and the inability to meet the seriousness of the size of the public
debt and the heavy burden of the debt and sabotage operations, which is an
indicator of the Iragi economy to meet its financial crises towards its
creditors.

The ratio of public debt to the GDP began to fluctuate between the
decrease And the increase, but it is within safe limits until it reached its
lowest level during the study period, as it reached (24.71%) in 2019. This
is due to the decrease in public debt to (68664) billion dinars on the one
hand, and the increase in the gross domestic product on the other hand due
to the increase in Iraq's oil exports and the rise in oil prices. It is worth
noting that the adoption of the public debt-to-GDP ratio indicator in
economies that what to of their GDP indicates (65%) or more crude oil
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ratio which constitutes the oil ratio of goods and services produced by the
economy as an indicator of paying debts without incurring more debt is an
inaccurate indicator, as this ratio may rise to levels exceeding (100%) in a
rentier economy such as the Iragi economy when global crude oil prices
decline for more than a year. The debt ratio is usually misunderstood to
indicate (100%) that the ratio that exceeds GDP, as many believe to
insolvency, debts due or bankruptcy is the legal status of governments
unable to pay Japan is a country with a ratio of more than (200%), for
more than a decade with no signs of default Payment. Therefore, this ratio
does not provide strong statistics on the probability of default in a country.
Table (1). Irag's public debt to GDP ratio for the period (2004-2021)

Year| Total Public Debt GDP Total Debt to
(Billion Dinars) (Billion Dinars) GDP(%)
2004 163,804 53,235 307.70
2005 122,049 73,533 165.98
2006 95,329 95,588 99.73
2007 68,195 111,456 61.19
2008 65,921 155,982 42.26
2009 56,650 130,643 43.36
2010 75,900 162,064 46.83
2011 79,127 217,327 36.41
2012 73,832 254,225 29.04
2013 72,720 273,587 26.58
2014 78,542 266,332 29.49
2015 108,183 194,681 55.57
2016 126,021 196,924 63.99
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2017 125,814 221,665 56.76
2018 90,776 268,918 33.76
2019 68,664 277,884 24.71
2020 99,069 219,768 45.08
2021 101,097 301,439 33.54

The table was prepared by the researcher based on: Column (1) and
(2) Republic of Irag, Ministry of Planning and Cooperation Development,
Central Statistical Agency, Statistical Bulletin (2004-2021) Column (3) of
the work Researcher.

2. The deficit to GDP ratio in Iraq for the period (2004-2021):

The calculation of the index depends on the assessment of the
deficit or primary surplus of the general budget by calculating the
difference between public expenditures and public revenues. The deficit
to GDP ratio was determined Local Not exceeding 3% according to the
Federal Financial Management Law No. (6) of 2019 (Arab Deposits,
2018: 7), and it is considered an important indicator as it aims to control
the accumulation of debts and achieve financial sustainability. We note
that The Iraqi federal budget suffers from a planned rather than an actual
fragmentation, because the deficit often turns into a surplus at the end of
the fiscal year, but in some years the federal budget suffers from an
actual fragmentation resulting from the limited non-oil revenues,
especially taxes. Table (2) indicates that in most of the study years, the
deficit-to-GDP ratio was positive, meaning that the budget had a surplus,
but the percentage was high, which means achieving financial
sustainability, including the years 2009, 2013-2016, and 2019-2020. The
budget deficit in 2009 was negative, i.e. it was fragmented. The deficit to
GDP ratio reached a negative percentage of (-0.27%), but within safe
limits. This is due to the country being affected by the global crisis that
the world witnessed. Decrease in public revenues due to the decline in oil
prices, but it ensures safe limits for the deficit.
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Table (2). Deficit to GDP ratio in Iraq for the period (2004-2021)

Year Surplus or GDP Surplus or
(Deficit) (Billion Dinars) (Deficit) to GDP
(Billion Dinars) (%0)
2004 1,467 53,235 2.76
2005 9,604 73,533 13.06
2006 11,561 95,588 12.09
2007 15,656 111,456 14.05
2008 13,364 155,982 8.57
2009 (347) 130,643 (0.27)
2010 44 162,064 0.03
2011 25,231 217,327 11.61
2012 14,678 254,225 5.77
2013 (5,288) 273,587 (1.93)
2014 (8,088) 266,332 (3.04)
2015 (3,928) 194,681 (2.02)
2016 (12,658) 196,924 (6.43)
2017 1,932 221,665 0.87
2018 25,693 268,918 9.55
2019 (4,158) 277,884 (1.50)
2020 (12,883) 219,768 (5.86)
2021 6,232 301,439 2.07
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Source: Table prepared by the researcher Based on:

- Column (1)(2) Republic of Irag, Ministry of Planning and Development
Cooperation, Central Statistical Organization, Statistical Bulletin (2004-
2021).

- Column (3) From the researcher’s work.

Note: The numbers in parentheses are negative numbers

As for Tami 2014 In 2016, the budget deficit was cut, as the ratio of
the deficit to the GDP reached a negative ratio of -3.04% and -6.43%,
respectively, which means that the sustainability of public finances is
being undermined, but because of this, the ratio of the general budget
deficit exceeded To the GDP within the safe or permissible limits
according to the Federal Financial Management Law No. (6) of 2019,
which set the deficit rate at 3% of GDP. The deficit is due to several
reasons, starting with the decline in oil prices in global markets, which had
major repercussions on the state’s general budget, which contributed to
increasing the budget deficit and exacerbating weaknesses and structural
imbalances due to the almost complete dependence on oil export revenues,
in addition to the pressures The resulting increase in military spending and
the cost of dealing with the humanitarian crisis caused by ISIS, which
prompted the government to address this crisis by obtaining financing,
whether through debt (domestic or foreign) (Central Bank of Iraq, 2016:
55). The deficit ratio to The output is about 5.86% (-) in 2020, and its
percentage exceeded the safe or permissible limits specified for this
reason, and this is attributed to the decline in oil revenues as a result of the
decline in global demand. Oil followed due to the Corona pandemic and
the decline in global oil prices, in addition to Irag's commitment to reduce
production according to its own rules, OPEC+,.

3. The tax gap index in Iraq for the period (2004-2021)

This index is based on the idea of maintaining the required ratio of
public debt to The output, and it follows that tax policy should aim to
reduce the gap between taxes that achieve financial sustainability and
actual taxes, in light of the data on the size of public spending, real GDP
growth rates, and the ratio of public debt to GDP. This indicator helps
monitor and analyze tax revenue as one of the The main variables in
implementing fiscal policy and financing the burdens of government
activities, but it does not represent a sufficient condition for judging the
sustainability of government fiscal policy. When analyzing the data and
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results reached by calculating the tax gap index as in Table (3), we note
that the index recorded positive results during the study period, indicating
the failure to achieve financial sustainability, which means that the tax
revenues achieved are very low and cannot be stabilized. The tax system in
Iraq suffers from a percentage of inadequacy because the output is within
safe limits, to the public debt and a severe weakness in mobilizing
revenues and limiting Tax vessels, given the many challenges and
obstacles facing the activation of tax policy as a tributary to the budget and
a tool to stimulate growth and economic stability. The most prominent
challenges that hinder the development of the tax system can be
summarized in the excessive reliance on oil to finance the budget and the
economy, and thus the weak incentive to activate taxes as an alternative
source to finance public spending for political and social purposes usually.
The weakness of the tax administration in collecting taxes also leads to a
decline in tax revenues due to the severe lack of information and data
necessary to accurately identify taxpayers and the spread of financial and
administrative corruption in all administrative circles of the tax apparatus.
In addition to the many tax exemptions and incentives that Iraq witnessed,
randomly and unstudied, especially after 2003, on the one hand (Hassan,
2016: 435). On the other hand, the weakness of the regulatory system
constitutes another obstacle to the development and launch of the tax
system in the country. The tax administration also faces another problem
represented by the absence of accounting data in the private sector, which
increases the difficulty of estimating project profits, in addition to the
spread of many unorganized sectors that are far from oversight (such as the
owners of the liberal professions and crafts), which contributes to the loss
of a large part of the possible tax revenues. The role of technical aspects in
the decline in tax revenues cannot be ignored, as most employees in the tax
apparatus suffer from low educational levels and weak levels of skills and
training.

In addition, the low level of social and cultural literacy in tax literacy
and its role in raising the level of services due to the lack of trust in the
government and its ability to exploit tax revenues in an optimal manner,
and the increase in the frequency of The financial and administrative
corruption scandals witnessed by the Iragi governments after 2003. As for
customs taxes, which represent the most abundant tax burden in Iraq, they
suffer from backward payment and assessment procedures at border
crossings and depend on primitive work frameworks, which contributed
greatly to the spread of financial corruption and weakened government
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oversight of the performance of workers at these crossings. Please follow
the spread of the forgery of papers of many goods imported into the
country, for the purposes of tax evasion on the one hand and violating the
law on the other hand.

4. The primary deficit index in Iraq for the period (2004-2021):

Both the real interest rate and the economic growth rate affect both
the current and the primary balances. It is worth noting that the growth rate
and the interest rate have a degree of influence on the primary balances
due to the presence of other variables that affect them, such as public
spending and public revenues. The indicator is used to measure financial
sustainability and is based on calculating the ratio of the primary balance
required for the budget to stabilize the ratio of public debt to GDP and the
primary balance of the budget. If the balance If the required primary
balance is greater than the acquired primary balance, then the primary gap
is positive. This means that fiscal policy is not sustainable because it tends
to raise the level of debt relative to GDP. Conversely, if the required
primary balance is less than the current primary balance, fiscal policy
tends to reduce the level of debt relative to GDP, which means achieving
fiscal sustainability. Looking at Table (4), we note that most of the years
during the study period recorded negative results, which means that the
initial balance achieved is greater than the initial balance targeted,
indicating the achievement of financial sustainability. That is, the initial
balance achieved in the budget can stabilize the debt-to-GDP ratio, due to
the fact that the real growth rate was greater than the real interest rate,
because the general budget had a surplus during this year due to the
increase in public revenues. Especially the oil ones, resulting from the
increase in oil exports, the rise in its prices, and the increase in the
economic burden on lIraq, in addition to the improvement in the gross
domestic product and the improvement in the security situation.

As for the twins (2009 and 2013-2016 and 2019-2020), the projected
surplus is positive, meaning that the targeted primary balance is greater
than the achieved primary balance, meaning that financial sustainability is
not achieved, as the achieved primary balance cannot stabilize the debt- to-
GDRP ratio, although the real growth rate in the economy was greater than
the real interest rate, meaning that another variable affected the achieved
surplus, which is represented by the growth in the rate of public spending
greater than the growth in revenues, meaning that the general budget is a
fragmented record in This period is due to a number of reasons, including
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the extension of the effects of the global economic crisis in 2009, which
was described as a global recession, and the decline in oil prices in global
markets as a result of the subsequent decline in demand, which led to a
decline in the state’s general revenues, which was reflected in the size of
the budget, recording a fragmentation.

Table (3). Irag's primary deficit index for the period (2004-2021)

Year | Growth | Interest Public | Targeted | Available The
Primary
Rate Rate Debt Balance | Primary | Difference
to
Ratio to Balance Between
(rt) (%) GDP to Target
GDP and
0 GDP (%) | Available
oty | %0
Balance
(%)
2004 53.38 (21.00) 307.70 (0.79) (3.55) (355 -
0.79)
= (2.76)
2005 1.67 (30.00) 165.98 (2.68) (15.74) (15.74-
2.68)
= (13.06)
2006 5.65 (37.20) 99.73 (0.67) (12.77) (12.77-
0.67)
= (12.09)
2007 1.88 (10.80) 61.19 (0.24) (14.29) (14.29 -
0.24)
= (14.05)
2008 8.23 4.05 42.26 (0.01) (8.58) (858 -
0.01)
= (8.57)
2009 3.38 0.53 43.36 (0.02) (0.24) (0.27 -
0.02)
= (0.27)
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2010

6.40

3.85

46.83

(0.01)

(0.04)

0.03 -
0.01)

= (0.03)

2011

7.55

0.40

36.41

(0.01)

(11.62)

(11.61-
0.01)

= (11.61)

2012

13.94

(0.10)

29.04

(0.01)

(5.78)

(5.77 -
0.01)

= (5.77)

2013

7.63

4.10

26.58

(0.00)

(1.93)

(1.93 -
0.00)

= (1.93)

2014

0.20

3.80

29.49

(0.03)

(3.07)

(3.04 -
0.03)

= (3.04)

2015

4.72

4.60

55.57

(0.00)

(2.02)

(2.02 -
0.00)

= (2.02)

2016

13.79

3.83

63.99

(0.02)

(6.41)

(6.43 -
0.02)

= (6.43)

2017

(1.82)

3.80

56.76

(0.18)

(1.05)

(0.87 -
0.18)

=(0.87)

2018

2.63

3.60

33.76

(0.00)

(9.55)

(9.55 -
0.00)

= (9.55)

2019

551

4.20

24.71

(0.00)

(1.49)

(150 -
0.00)

= (1.50)

2020

(11.32)

3.40

45.08

(0.03)

(5.83)

(5.86 -
0.03)

= (5.86)
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2021 2.78 (2.00) 3354 | (0.01) (2.08) (2.07 -
0.01)

= (2.07)

Source: Republic of Iraq, Ministry of Planning and Development Cooperation, Central
Statistical Organization, Statistical Bulletin (2004-2021)

During the period (2013-2016) F D The Iraqi economy is witnessing
a clear financial crisis as a result of the Iragi economy being exposed to a
double shock due to the drop in oil prices in global markets to what 2014,
in addition to the other challenge represented by the rise in the per barrel
since June ($50) below the cost of free trade which was negatively
reflected on the budget, in addition to the shortage of shelter and support
for the displaced in the displacement camps, and the increase in the cost of
re-exporting liberated areas that were affected by military operations, and
all non-oil revenues and Iraq’s failure to implement policies to diversify
sources of income, which requires taking quick and serious steps
represented by reducing sovereign expenditures, rationalizing public
spending and increasing public debt.

As for Tamy 2019-2020, the Iragi economy was exposed to a triple
shock represented by the political and health crisis resulting from the
spread of the Corona epidemic throughout the world and the complete
collapse of global economic activities, and the decline in oil prices as a
result of the decline in global demand, followed by Irag's commitment to
reduce its share of oil exports according to the requirements of OPEC+.

5. The Sustainable Financial Situation Index in Iraq (2004-2021):

It is a supplementary indicator to the previous Financial
Sustainability Indicator and indicates how to direct financial policies to
improve the balance between public debt and GDP. When interpreted from
the point of view of the pace of change, the indicator indicates how the
financial authority reacts from one year to another.

If the index value is greater than or equal to (1), it indicates that the
situation is unsustainable, i.e., the fiscal policy is not consistent with the
debt-to-GDP ratio of the sustainability level, and if the index value is less
than (1), it indicates that the situation is sustainable, i.e., the fiscal policy is
compatible with achieving sustainability. Analyzing the data in Table (5),
we note that most of the years the index value was less than one, which
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means that the fiscal policy is compatible with the required conditions to
achieve sustainability.

Table (5): The index of the financial situation and sustainable
development in Iraq for the period (2004-2021)*

Year| Initial Debt Intere Grow Debt Debt Initial
Gap Ratio stRate th Rati Ratio | Gap of
for the (Real Rate 0 for the | General

Year %) (Real, Targ Year Debt
(b_t-1) %) et (b) (%0)| Target -

(%) (%) Debt

Ratio

for the

Year

®)

2004| (0.38) 307.70 | (21.00) | 53.38 60.00 0.014 | (0.38
0.014) =

(0.37)

2005/ (11.00) | 165.98 | (30.00) | 1.67 60.00 0.148 | (11.00
0.148) =
(10.85)

2006| (5.77) 99.73 (37.20) | 5.65 60.00 0.321 | (5.77
0.321) =

(5.45)

2007| (15.45) | 61.19 (10.80) | 1.88 60.00 12.051 (15.45
12.051)
=(3.40)
2008| 1.03 42.26 4.05 8.23 60.00 | (0.484) (1.03 -
(0.484))

=0.55
2009| 0.33 43.36 0.53 3.38 60.00 | 0.015 (0.33 -
0.015) =

0.35
2010| 0.66 46.83 3.85 6.40 60.00 | (0.003) (0.66 -
(0.003))

=0.66
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2011

0.66

36.41

0.40

7.55

60.00

(0.493)

(0.66 -
0.493) =
0.16

2012

0.25

29.04

(0.10)

13.94

60.00

(0.187)

(0.25 -
0.187) =
0.06

2013

0.53

26.58

4.10

7.63

60.00

(0.058)

(053 -
0.058) =
0.59

2014

3.91

29.49

3.80

0.20

60.00

(0.101)

(3.91 -
0.101) =
4.01

2015

0.52

55.57

4.60

4.72

60.00

(0.455)

(0.52 -
0.455) =
0.98

2016

1.93

63.99

3.83

13.79

60.00

(1.604)

(1.93 -
1.604) =
0.33

2017

(5.53)

56.76

3.80

(1.82)

60.00

(0.323)

(553 -
0.323) =
5.86

2018

1.63

33.76

3.60

2.63

60.00

(0.364)

(1.63 -
0.364) =
1.27

2019

0.76

24.71

4.20

5.51

60.00

(0.042)

(0.76 -
0.042) =
0.80

2020

(0.82)

45.08

3.40

(11.32)

60.00

(0.391)

(0.82 -
0.391) =
0.43

2021

(0.19)

33.54

(2.00)

2.78

60.00

(0.079)

(0.19 -
0.079) =
0.26

*Columns(3), (7) and (8) are the work of the researcher based on the
following mathematical equation:
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IT=(QT - T)=1+ g —bt—11— b*

The index was greater than one, which means that fiscal policy is not
consistent with the conditions for achieving sustainability. This is due to
the impact of fiscal policy on the global financial crisis that hit the world
in 2008 and its accompanying events. The decline in oil prices, as for the
years 2014 and 2016, the rise in interest rates followed the real growth rate
in the year 2014, the major impact followed by fiscal policy, and all of this
was the beginning of the double shock to the Arab economy represented
by the Dutch attacks, the deterioration of the security situation, and the
decline in oil prices. As public debt rose to (63.99%) of GDP in 2016, and
in 2018 the interest rate was lower than the economic growth rate.

* Measuring the financial sustainability of Iraq for the period (2004-
2021)

First: Series of tests.
A - Debt-to-GDP series (X1)

The augmented Dickey-Fuller (ADF) test was conducted for the series.
The results shown in Table.

(6) showed that the series became The static series has a probability of 1%
with a fixed limit and direction, and the static series has a probability of
10% without a fixed limit, which means rejecting the hypothesis.

A#Any: I1:N AHL(The series is static free of 0)
B: WI1LHL( Alternative hypothesis Nullness 0)

Unity hypothesis and the Phillips-Perron test (P) - (P) where the
results of the ADF test are confirmed. The results showed that the series
will have probabilities of 1%, 5%, and 10%, which indicates that the series
is free of unit coefficients (the series is stationary) and is integrated to
degree zero. This means that 50 ... (Nullness and alternative hypothesis(

We find Iraq's debt-to-GDP series.
-Deficit-to-GDP series (X2):

After the expanded Dickey-Fuller (ADF) test, the deficit-to-GDP
series in Iraq was followed, as shown in Table 6. The results show that the
series is stationary in the plane, with a probability of 10% with that is: if
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there is a constant term, which means rejecting the null hypothesis and the
alternative hypothesis (Al: 5#0)

The series is safe and free of unit weights, and the Phillips-Perron
test (P) - (P) confirmed the results of the (ADF) test, as the results of the
(P-P) test showed that the series is stationary with a probability of 10%
with a limit of Constant and directional, which means that the series is free
of the unit charge, and that nullity.

Followed by the rejection of (D) Hypothesis I.
The series is integrated of degree zero.

And the hypothesis 0 = D:B1D (i.e.: The deficit-to-product series achieves
financial sustainability in Iraq.

C - Tax Gap Index Series (X3):

The extended Dickey-Fuller (ADF) test was applied to determine the
financial sustainability of the tax gap series, and the results showed, as
shown in Table (6), that the series is stationary with probability levels of
(1%), (5%), and 10% and without a constant term and: with a constant
term and direction, which means that the alternative hypothesis that the
series is free of unit (H1: f+#0) is rejected and the null hypothesis 0) =
(H1: is rejected, which means that the series is static. As for the results,
The Phillips-Perron (P-P) test and the ADF test results indicate that the
series is stationary at all levels. The probability Alternative (w 0t ) (I~nI)
but the hypothesis 1% and 5% and 10% and integrated to degree zero)
DOHypothesis#Rdaaaaaaaafy.ellHa (dm i.e.: the series is stationary and
free of unit J: and the series of the gap.

We know the tax is true Financial sustainability statistically. D - Primary
deficit series (X4)

The augmented Dickey-Fuller (ADF) test was applied to the primary
deficit series. The results showed that the series is stable at a probability
level of 10% with a constant limit and trend, which means rejecting the
null hypothesis and Alternative hypothesis (H1: f#0) That is, the series is
stationary, level, and free of A: The unit and integral of degree zero (0) ~
I, and: What is confirmed by the Phillips-Perron (P-P) test, where the
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series will be at a probability level of 10% with a constant term and a
constant term and a direction, and then

We reject the null hypothesis, That is: the chain achieves financial
sustainability. The alternative hypothesis is (H1: f#0)

E - Sustainable Financial Awareness Index Series (X5)

The D)KOi-#F: L1r AHI(ADF) test was conducted on the financial
situation series. The results are shown

The series will be valid for all probability levels (1%), (5%) and (10%) and
all the results are rejected,

Which means
And the alternative hypothesis is rejected (H1: 570)
The null hypothesis is rejected (H1: 5#0)

The series contains the following unit because the series is stationary in its
level and integrated of degree

Zero(0) ~ I Wa: What was confirmed by the Phillips-Perron (P-P) test?

The series is static and does not explode at all probability levels (1%,
5% and 10%). Thus, we accept the alternative hypothesis and reject the
null hypothesis, which means that the series is devoid of any unit, is static,
and does not explode in the series, i.e. the series Financial Sustainability
Achievement.

Second - Evaluating Financial Sustainability in Iraq:

The financial sustainability assessment in all-time series used in the
assessment The statistical night, as the debt-to-GDP and deficit-to-GDP
series were sustained as a result of growth at a rate lower than the GDP
growth rate, as a result of the decline in public debt in agreement with the
Paris Club on rescheduling Iraq’s debts, according to which 80% of Irag’s
external debts were extinguished, and a large part of the internal and
external debts were paid as a result of the financial surpluses generated
from oil revenues, and that sustainability was achieved as a result of the
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Increase in oil exports, which contributed to the rise in the GDP so
that it was able to control the growth rate of the deficit and debt. As for the
tax gap indicator series, its results were in line with the economic and
practical analysis that indicates the failure to achieve financial
sustainability for Iraq, and because The available tax revenues are too low
to stabilize the ratio of public debt to GDP within safe limits, but now the
tax system in Iraq suffers from severe weaknesses in revenue mobilization
and tax collection. Either the static time series of the tax gap indicator or
the continuation of the low level of tax revenue collection, and the
enactment of new tax laws through which tax revenues can be increased
and made an important source of income for the state, and its dependence
on oil revenues has become static and there is no significant change in it.

6.Conclusion:

The topic of financial sustainability is one of the important topics
during the recent period, especially in rentier economies, The most
important financial policies adopted by the countries are to avoid large
financial deficits and the risks of free- riding, as well as to ensure financial
discipline and achieve financial sustainability.

In Irag The state has adopted an expansionary financial policy that
justifies increasing operational spending with the aim of expanding
economic activity, in addition to increasing government consumer
spending, military spending, and investment spending. The matter leads to
the growth of the financial deficit and the rise of public debt.

The revenues from the production of crude oil occupy the first place
in the general revenues during the past years. The tax gap indicator
indicates that the available tax revenues are very low: They cannot
stabilize the debt-to-GDP ratio within safe limits, because the tax system
in Iraq suffers from severe weaknesses in revenue mobilization and the
blockade of tax funds. The financial sustainability indicators in lIraq
indicate that most of the years have been financially sustainable but there
were years in which lraq was unable to achieve financial sustainability,
including 2016.

Finally, the study makes the following suggestions:
- Research other sources of financing public revenues that are
characterized by stability and relative stability to ensure government
spending because the revenues resulting from oil exports are flexible in
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meeting the demands of oil markets, which makes them stable and not
static;

- Work to improve the tax system and tax legislation to include most tax
levies and work to reduce tax evasion using modern electronic means.

- The Public Expenditure Officer is implementing a government program
to reduce unnecessary spending address the imbalance in the budget’s
expenditure structure and work to increase investment expenditure due to
its impact on.

- Diversifying the productive capacity, which will in turn be positively
reflected in the sources of budget financing.

- Work to address the structural imbalances in the Iragi economy by
activating the role of other non-oil sectors (agriculture, industry, trade, and
services) and enhancing the contribution of economic sectors to the gross
domestic product, which ensures the diversity of the economy and avoids
financial crises.
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1. Introduction:

Inclusive innovation has emerged as a critical driver for sustainable
development in Africa, empowering marginalized communities and
grassroots innovators to address pressing social, economic, and
environmental challenges. By placing the needs, priorities, and
perspectives of underserved populations at the center of the innovation
process, inclusive innovation initiatives have the potential to generate
transformative, context-appropriate solutions that create meaningful,
equitable, and lasting impact (Gupta, 2016; Ely & Oxley, 2014). However,
accessing adequate and appropriate financing remains a significant
obstacle in this domain. The traditional financing landscape, dominated by
conventional investment models and profit-driven frameworks, has often
failed to cater to the unique needs and constraints faced by grassroots
innovators, social enterprises, and marginalized communities (Bates &
Robb, 2013). In response to this funding gap, a growing ecosystem of
alternative financing models and mechanisms has emerged, offering
innovative solutions to unlock the capital required to catalyze inclusive
and sustainable development (Clark, Reed & Sunderland, 2018).

This comprehensive article presents a detailed analysis of the
evolving landscape of inclusive innovation financing, exploring the
diverse array of alternative models, their underlying principles and
mechanisms, and the strategies being employed to ensure that
marginalized groups and community-driven initiatives can access the
resources they need to thrive. By examining illustrative case studies and
drawing on cutting-edge research, this work aims to equip policymakers,
practitioners, and ecosystem builders with a deeper understanding of the
transformative potential of these innovative financing solutions across the
African continent.

1.1.Literature review:

The existing literature on inclusive innovation financing highlights
the limitations of traditional financing models in catering to the needs of
marginalized communities and grassroots innovators. Chatzitheodorou,
Skouloudis, Evangelinos and Nikolaou (2019), Bates and Robb (2013)
have examined the exclusion of community-based initiatives from
mainstream investment channels due to narrow investment criteria and risk
aversion. Mungai (2018), Banerjee (2022) and Lans et al. (2017) have
further explored the misalignment between the investment timelines and
impact horizons of inclusive innovation initiatives and the shorter-term
focus of conventional financiers. The rise of alternative financing models
has been explored in the work of Nicholls and Schwartz (2020), who have
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examined the principles of impact-driven orientation, collaborative
governance, and adaptive structures that underpin these innovative
approaches. Datta et al. (2019) have investigated the transformative
potential of crowdfunding and distributed ledger technologies in
democratizing access to financing for marginalized communities and
grassroots innovators. Additionally, Moleka (2024) has proposed strategic
frameworks for scaling and sustaining alternative financing models,
emphasizing the importance of enabling policy environments, ecosystem
collaboration, and capacity-building. However, a comprehensive, cutting-
edge analysis of the diverse array of alternative financing models and the
strategies for catalyzing their growth and impact within the African
context remains limited. This article aims to fill this gap by providing a
detailed exploration of the evolving landscape of inclusive innovation
financing, its underlying principles and mechanisms, and the implications
for sustainable development across the continent.

1.2.Methodology:

This study employs a qualitative, multi-method research approach,
combining an in-depth literature review, case study analysis, and expert
interviews. The literature review examines academic publications, industry
reports, and policy documents to map the evolving landscape of inclusive
innovation financing and the theoretical foundations that inform this
domain. The case study analysis explores illustrative examples of
alternative financing models, such as impact investing, crowdfunding,
community-based financing, and blockchain-enabled solutions, in order to
understand their underlying principles, mechanisms, and impact within the
African context.

The case studies were selected based on their innovative approach,
demonstrated impact, and potential for scalability and replication.
Furthermore, the study incorporates insights from semi-structured
interviews with ecosystem stakeholders, including impact investors, social
entrepreneurs, community leaders, and policymakers, to gain a deeper
understanding of the opportunities, challenges, and strategic considerations
in the deployment of alternative financing models for inclusive innovation.

1.3.Results:

The findings of this study highlight the diverse array of alternative
financing models that are redefining the ways in which resources are
mobilized, allocated, and deployed to support the growth and scaling of
inclusive innovation initiatives in Africa.
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1.3.1 Impact investing : Impact investing has emerged as a leading
model, aligning capital deployment with the achievement of measurable
social and environmental impact. The study examines the rise of dedicated
impact investment funds, intermediaries, and collaborative platforms that
are channeling capital towards innovative, community-driven solutions in
Africa (Nicholls & Schwartz, 2020).
1.3.2 Crowdfunding : Crowdfunding platforms have empowered
marginalized communities and grassroots innovators to collectively
mobilize small-scale contributions, circumventing traditional barriers to
accessing capital. The analysis reveals the diverse crowdfunding models,
from reward-based to equity-based, and their potential to serve as a
springboard for inclusive innovation initiatives (Datta et al., 2019).
1.3.3 Community-based financing: The study explores community-
based financing approaches, such as community savings groups and
rotating credit associations, that empower marginalized communities to
pool, manage, and deploy financial resources in alignment with their own
development priorities. These models leverage local social capital and
mutual trust to facilitate access to affordable financing for grassroots
innovators and social enterprises (Bates & Robb, 2013).
1.3.4 Blended finance : The article examines the strategic use of blended
finance, which combines public, private, and philanthropic capital to drive
the development and scaling of inclusive innovation initiatives. The
analysis highlights the power of these collaborative financing models in
de-risking investments and catalyzing private sector participation (Nicholls
& Schwartz, 2020).
1.3.5 Social impact bonds andpPay-for-success models: The study
explores the potential of social impact bonds and pay-for-success models,
which shift the focus from inputs and outputs to the achievement of
measurable social and environmental outcomes. These innovative
financing mechanisms can incentivize the delivery of high-quality,
effective inclusive innovation interventions (Nicholls & Schwartz, 2020).
1.3.6 Distributed Ledger Technologies and Cryptocurrency: The
article investigates the transformative role of emerging technologies, such
as blockchain-based platforms and cryptocurrencies, in facilitating secure,
transparent, and peer-to-peer funding flows, as well as new forms of
collaborative, community-driven governance and decision-making (Datta
et al., 2019).
2. Discussion:

The findings of this study highlight the key principles and
mechanisms that distinguish alternative financing models from traditional
approaches and better align with the needs and constraints of inclusive
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innovation initiatives. These include an impact-driven orientation,
collaborative and participatory governance, flexible and adaptive financing
structures, capacity-building and technical assistance, community-driven
resource mobilization, and enhanced transparency and accountability
(Moleka, 2024). The strategic deployment of these alternative financing
models holds profound implications for catalyzing sustainable
development in Africa. By empowering marginalized communities and
grassroots innovators as active participants in the innovation and financing
processes, these approaches have the potential to unlock the transformative
power of inclusive innovation, addressing pressing social, economic, and
environmental challenges in a more equitable and context-appropriate
manner. However, the scaling and sustained growth of these alternative
financing models face several challenges, including the need for enabling
policy and regulatory environments, strengthened ecosystem collaboration
and knowledge-sharing, enhanced institutional and organizational
capacities, diversified funding sources, and holistic awareness and
advocacy efforts (Moleka, 2024). Overcoming these barriers will be
crucial in unlocking the full potential of inclusive innovation financing to
drive sustainable and equitable development across the African continent.

3. The limitations of traditional financing models:

Conventional financing approaches, such as venture capital, angel
investing, and commercial bank lending, have historically favored high-
growth, technology-driven ventures with the potential for outsized
financial returns (Moleka, 2024 ; Harrison & Mason, 2000).

This profit-centric focus has often resulted in the exclusion of
grassroots innovators, social entrepreneurs, and community-based
initiatives that prioritize social and environmental impact over pure
financial gains (Bates & Robb, 2013).

Several key limitations of traditional financing models in the context of
inclusive innovation include:

3.1 Narrow investment criteria and risk aversion: Traditional investors
typically focus on scalable, high-growth ventures with proven business
models, leaving little room for the riskier, more experimental nature of
many inclusive innovation initiatives (Lans et al., 2017).

3.2 Lack of understanding of local contexts and community needs:
Investors often lack the deep contextual knowledge and engagement with
marginalized communities required to identify and support locally-
relevant, impactful innovations (Bates & Robb, 2013 ; Brixiova, Kangoye
& Yogo, 2020).
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3.3 Misalignment of investment timelines and impact horizons:
Inclusive innovation initiatives frequently require longer-term, patient
capital to address complex, systemic challenges, which may not align with
the shorter investment horizons of traditional financiers (Nicholls &
Schwartz, 2020).

3.4 Absence of tailored support and capacity-building: Grassroots
innovators and social enterprises often require more than just financial
capital, needing access to business development services, mentorship, and
other forms of non-financial support that are not typically provided by
traditional investors (Bates & Robb, 2013).

3.5 Challenges in demonstrating financial viability and scalability:
Inclusive innovation initiatives may struggle to meet the financial
benchmarks and growth projections demanded by traditional investors,
despite their potential for substantial social and environmental impact
(Lans et al., 2017).

These limitations have created a significant funding gap, hindering
the development and scaling of inclusive innovation initiatives across the
African continent. In response to this challenge, a diverse ecosystem of
alternative financing models and mechanisms has emerged, offering
innovative solutions to unlock the capital required to catalyze inclusive
and sustainable development.

4. The rise of alternative financing models for inclusive innovation:

In response to the limitations of traditional financing approaches, a
diverse ecosystem of alternative models and mechanisms has emerged to
support the development and scaling of inclusive innovation initiatives in
Africa. These innovative financing solutions draw on principles of impact,
collaboration, and community-driven resource mobilization to better align
with the needs and aspirations of marginalized groups and grassroots
innovators (Moleka, 2024).

4.1. Impact Investing :

Impact investing has emerged as a leading alternative financing
model for driving inclusive innovation in Africa. This approach to
investing aims to generate measurable social and environmental impact
alongside financial returns, addressing the limitations of traditional profit-
maximizing investment frameworks (Nicholls & Schwartz, 2020, Dalberg,
2018 ; Guma, 2015).

At the core of impact investing is the principle of aligning capital
deployment with the achievement of specific impact objectives, such as
improving access to healthcare, education, or renewable energy in
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underserved communities. Impact investors employ a range of financial
instruments, including equity, debt, and hybrid structures, to support the
development and scaling of inclusive innovation initiatives that deliver on
these impact goals.

The impact investing ecosystem in Africa has witnessed significant
growth in recent years, with the emergence of dedicated impact investment
funds, intermediaries, and collaborative platforms that are channeling
capital towards innovative, community-driven solutions. These initiatives
not only provide much-needed financing but also often offer tailored
capacity-building support, access to networks, and impact measurement
assistance to help inclusive innovation ventures thrive (Lans et al., 2017).
4. 2. Crowdfunding :

Crowdfunding has become a transformative force in the world of
inclusive innovation financing, empowering marginalized communities
and grassroots innovators to access the resources they need to bring their
ideas to life. Through online crowdfunding platforms, individuals and
communities can collectively mobilize small-scale contributions from a
large number of supporters, circumventing the traditional barriers to
accessing capital (Datta et al., 2019). Crowdfunding models in the African
context have taken diverse forms, from reward-based campaigns that
channel resources towards the development of community-driven
innovations to equity-based platforms that enable marginalized
entrepreneurs to tap into wider investor networks. Moreover,
crowdfunding has the potential to serve as a springboard for inclusive
innovation initiatives, providing them with the initial funding and visibility
required to attract additional investment and scale their impact.

By democratizing access to financing, crowdfunding empowers
grassroots innovators and underserved communities to become active
participants in shaping the innovation landscape and addressing their own
development priorities (Datta et al., 2019).

4. 3. Community-based Financing :

Community-based financing models, rooted in the rich traditions of
collective resource mobilization and solidarity-based lending, have
emerged as a powerful mechanism for supporting inclusive innovation in
Africa. These locally-driven approaches empower marginalized
communities to pool, manage, and deploy financial resources in alignment
with their own development needs and priorities (Bates & Robb, 2013).
Initiatives such as community savings groups, rotating credit associations,
and community-owned financial institutions tap into the social capital and
mutual trust within local communities to facilitate access to affordable
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financing, particularly for individuals and initiatives that are typically
excluded from mainstream financial systems. By harnessing the collective
resources and decision-making capacities of community members, these
models foster a sense of ownership and agency, enabling grassroots
innovators and social entrepreneurs to secure the funding they require to
thrive. This holistic approach not only addresses the funding gap but also
strengthens the overall capacity and resilience of marginalized
communities (Bates & Robb, 2013).

4. 4. Blended finance :

Blended finance models leverage the strategic combination of public,
private, and philanthropic capital to drive the development and scaling of
inclusive innovation initiatives. By blending different types of financing
instruments and aligning the motivations and resources of diverse
stakeholders, blended finance approaches can help overcome the
limitations of traditional investment frameworks and unlock the capital
required to address complex development challenges (Nicholls &
Schwartz, 2020).

In the African context, blended finance mechanisms have been
instrumental in channeling resources towards inclusive innovation
initiatives that may not be able to meet the investment criteria of purely
commercial investors.

Public funding, in the form of grants, subsidies, or guarantees, can be
used to de-risk investments and catalyze private sector participation, while
philanthropic capital can provide patient, flexible financing to support the
incubation and early-stage growth of innovative solutions (Nicholls &
Schwartz, 2020). These collaborative financing models often incorporate
technical assistance and capacity-building support, empowering inclusive
innovation ventures to strengthen their operational and financial
capabilities, improve their impact measurement and reporting, and
ultimately, enhance their ability to attract and manage diverse capital
sources (Lans et al., 2017). By fostering innovative partnerships and
aligning the interests of public, private, and philanthropic actors, blended
finance has the potential to unlock significant resources for inclusive
innovation, while also promoting the development of a more sustainable
and equitable investment ecosystem in Africa.

4. 5. Social impact bonds and pay-for-success models :

Social impact bonds (SIBs) and pay-for-success (PFS) models
represent a novel approach to financing inclusive innovation, shifting the
focus from inputs and outputs to the achievement of measurable social and
environmental outcomes. These outcome-based financing mechanisms
engage a range of stakeholders, including governments, investors, and
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service providers, in a collaborative risk-sharing and performance-driven
framework (Nicholls & Schwartz, 2020). In the context of inclusive
innovation, SIBs and PFS models can be leveraged to support the
development and scaling of innovative solutions that address complex,
systemic challenges faced by marginalized communities. By aligning
payments with the attainment of pre-defined impact targets, these models
incentivize the delivery of high-quality, effective interventions and foster a
culture of continuous improvement and adaptive learning (Nicholls &
Schwartz, 2020). Moreover, SIBs and PFS models often incorporate
mechanisms for community engagement and co-creation, ensuring that the
design and implementation of inclusive innovation initiatives are
responsive to the needs and priorities of local stakeholders. This
participatory approach not only enhances the relevance and effectiveness
of the solutions but also empowers marginalized communities as active
partners in the innovation process (Lans et al., 2017). As these outcome-
based financing approaches gain traction in Africa, they have the potential
to unlock significant resources for inclusive innovation, while also driving
the development of more rigorous impact measurement and management
practices within the ecosystem.

4. 6. Distributed ledger technologies and cryptocurrency :

Emerging technologies, such as blockchain-based platforms and
cryptocurrencies, are transforming the landscape of inclusive innovation
financing, offering new avenues for direct, peer-to-peer funding flows and
enhanced transparency (Negi, 2024 ; Datta et al., 2019). Distributed ledger
technologies (DLTs), including blockchain, can facilitate secure,
transparent, and auditable financial transactions, bypassing traditional
financial intermediaries and reducing barriers to entry for marginalized
groups. This can enable direct funding flows from investors and supporters
to grassroots innovators and community-based initiatives, empowering
them to access the resources they need to bring their ideas to life.
Moreover, the use of smart contracts and decentralized autonomous
organizations (DAOs) within DLT-based platforms can introduce new
forms of collaborative, community-driven governance and decision-
making around the allocation and deployment of financial resources. This
can foster greater transparency, accountability, and community ownership
in the inclusive innovation financing ecosystem (Datta et al., 2019).
Cryptocurrencies and digital wallets, in turn, can improve financial
inclusion by providing marginalized communities with secure, accessible,
and affordable access to digital financial services, enabling them to
participate in crowdfunding campaigns, access impact investments, and
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even create their own community-based financing mechanisms (Datta et
al., 2019).

5.Strategies for scaling and sustaining alternative financing models

To ensure the long-term viability and scalability of alternative
financing models for inclusive innovation in Africa, several key strategies
can be employed:
5. 1. Fostering an enabling policy and regulatory environment :
Implementing policies and regulations that recognize, protect, and
incentivize the use of alternative financing models for inclusive
innovation, developing intellectual property frameworks that safeguard the
rights of grassroots innovators and community-based initiatives, and
integrating alternative financing approaches into national and regional
development strategies and public procurement programs (Mariani,
Trivellato, Martini & Marafioti, 2022 ; Kuada, 2015 ; Liedong & Rajwani,
2018 ; Mbaka & Mugambi, 2014).
5. 2. Strengthening ecosystem collaboration and knowledge-sharing :
Facilitating the creation of collaborative platforms, networks, and
consortia that bring together diverse financing actors, inclusive innovation
ventures, and ecosystem intermediaries, promoting the exchange of best
practices, case studies, and lessons learned, and establishing mechanisms
for cross-border collaboration and the sharing of resources and expertise
(Sultana & Turkina, 2023).
5. 3. Building institutional and organizational capacities :
Investing in the training and development of specialized human capital,
such as impact investment professionals, crowdfunding platform
managers, and community-based financing experts, strengthening the
operational, financial, and impact management capabilities of inclusive
innovation ventures and community-based organizations, and developing
standardized impact measurement and reporting frameworks to improve
the transparency and credibility of alternative financing models (Dessart &
Ubogu, 2001).
5. 4. Diversifying funding sources and blended finance approaches :
Exploring innovative funding mechanisms, such as social impact bonds,
development impact bonds, and diaspora investment vehicles, to mobilize
diverse capital sources, leveraging public sector funding, philanthropic
grants, and development finance to de-risk and catalyze private sector
investment, and fostering the creation of specialized impact investment
funds, angel investor networks, and other financing vehicles tailored to the
needs of inclusive innovation initiatives (Konig, Club & Apampa, 2020).
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5. 5. Promoting awareness, advocacy, and visibility :

Implementing educational campaigns and outreach programs, facilitating
cross-cultural dialogues and exchanges (Njoki, 2006 ; Odora Hoppers,
2002 ; Sillitoe, 1998), amplifying the voices and narratives of traditional
knowledge holders, engaging in evidence-based advocacy efforts to
influence the development of supportive policies and regulatory
frameworks (Zurba & Papadopoulos, 2023 ; Wa Thiong'o, 1986 ; ), and
documenting and disseminating success stories to inspire and guide the
replication and scaling of inclusive innovation initiatives.

By implementing these strategies, African nations can foster a more
inclusive, equitable, and culturally-grounded innovation landscape that
harnesses the transformative power of alternative financing solutions and
empowers local communities as active agents of change.

6. Conclusion:

Inclusive innovation has the potential to drive sustainable
development and create meaningful, equitable impact across the African
continent. However, accessing adequate and appropriate financing remains
a critical challenge. This comprehensive article has presented a detailed
analysis of the evolving landscape of inclusive innovation financing,
exploring a diverse array of alternative models and mechanisms that are
redefining the ways in which resources are mobilized, allocated, and
deployed to support the flourishing of community-driven, impact-oriented
initiatives. From impact investing and crowdfunding to blended finance
and community-based funding schemes, these innovative financing
solutions are underpinned by principles of impact, collaboration, and
community empowerment. By adopting these principles and mechanisms,
alternative financing models are better positioned to unlock the
transformative potential of inclusive innovation, empowering marginalized
communities as active participants in the development and deployment of
context-appropriate solutions. The strategies outlined in this article for
scaling and sustaining these alternative financing models hold profound
implications for policymakers, practitioners, and ecosystem builders
committed to fostering a more inclusive, equitable, and culturally-
grounded innovation landscape across the African continent. By fostering
enabling policy environments, strengthening ecosystem collaboration,
building institutional capacities, diversifying funding sources, and
promoting holistic awareness and advocacy efforts, the sustainable growth
and scaling of inclusive innovation initiatives can be catalyzed, ultimately
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driving the realization of the United Nations Sustainable Development
Goals and creating a more prosperous, just, and resilient future for all.
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1. Introduction:

One of the key decisions that firms need to make is how to allocate
their profits between paying dividends to shareholders and retaining
earnings for future investments. Dividends are cash payments that reward
shareholders for their investment, while retained earnings are profits that
are reinvested in the business to fund growth, expansion, or innovation.
Both options have advantages and disadvantages, depending on the firm’s
goals, strategies, and financial situation. The decision ultimately depends
on the preferences of the firm’s investors, who may have different
expectations and objectives regarding the return on their investment.
Therefore, understanding these preferences is critical for firms to develop
effective financial policies that align with their stakeholders’ interests.

This study aims to investigate the effect of retained earnings on the
market value of Indian firms. Market value is the current price at which a
firm’s shares are traded in the stock market, reflecting the investors’
perception of the firm’s performance and potential. Retained earnings can
affect the market value of a firm in several ways. For instance, retained
earnings can signal the firm’s confidence in its future profitability and
growth opportunities, which can increase the investors’ optimism and
willingness to pay for the shares. Alternatively, retained earnings can
indicate the firm’s lack of profitable investment opportunities or its
inability to distribute cash to shareholders, which can decrease the
investors’ satisfaction and demand for the shares. Therefore, it is important
to examine how retained earnings influence the market value of a firm, and
whether this effect varies across different types of firms or industries.

Specifically, this study can inform the financial policies of Indian
firms and help them make informed decisions about how to allocate their
profits. By analyzing the relationship between retained earnings and
market value, this study can provide insights into how investors value
retained earnings and how they react to different retention policies. This
study can also help firms optimize their retention ratio, which is the
percentage of profits that are retained rather than distributed as dividends.
An optimal retention ratio can balance the trade-off between paying
dividends to satisfy current shareholders and retaining earnings to attract
new shareholders or fund future growth.

To achieve our research objective, we conduct a panel data analysis
of listed companies in India over a period of twelve years. We collect data
on firms’ financial statements from various sources to examine the
relationship between retained earnings and market value. We use the
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Tobin Q ratio as a measure of market value, which is defined as the ratio
of the market value of a firm’s equity and debt to the replacement cost of
its assets. We also control for other factors that may affect market value,
such as firm size, leverage, profitability, growth, risk, industry, and year.

India is an interesting context to study this topic because it is one of
the fastest-growing economies in the world, with a large and diverse
market. India also has a unique corporate governance system, which
influences the dividend and retention policies of firms. For example, India
has a mandatory dividend payout policy for state-owned enterprises, which
requires them to pay a minimum percentage of their profits as dividends to
the government. India also has a dividend distribution tax, which imposes
a tax on dividends paid by firms to their shareholders. Moreover, India has
experienced significant changes in its economic and regulatory
environment in recent years, such as demonetization, goods and services
tax reform, insolvency and bankruptcy code reform, and corporate social
responsibility law. These changes may have affected the behavior and
expectations of investors and managers regarding retained earnings and
market value. Therefore, studying the effect of retained earnings on market
value in India can provide valuable insights for both academics and
practitioners.

Overall, this study will contribute to the existing literature on the
effect of retained earnings on firm value, particularly in the context of
India. Additionally, our findings have practical implications for Indian
firms’ financial policies. The remainder of this paper is organized as
follows. Section 2 reviews the related prior studies and develops the study
hypotheses. Section 3 illustrates the study methodology. Section 4 presents
the study results. Section 5 discusses the study results, and Section 6
concludes the paper.

2.Literature Review:

The allocation of a company's profits between paying dividends to
shareholders and holding dividends for future investments is one of the
main decisions companies need to make. Dividends are cash payments that
reward shareholders for their investment, while retained earnings are
profits that are reinvested in the business to fund growth, expansion, or
innovation. Both options have advantages and disadvantages, depending
on the firm’s goals, strategies, and financial situation. The decision
ultimately depends on the preferences of the firm’s investors, who may
have different expectations and objectives regarding the return on their
investment. Therefore, understanding these preferences is critical for firms
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to develop effective financial policies that align with their stakeholders’
interests.

The theoretical literature on dividend policy and firm value can be
classified into three main perspectives: dividend relevance, dividend
irrelevance, and dividend indifference. The dividend relevance perspective
argues that dividend policy affects firm value by signaling information to
investors or reducing agency costs between managers and shareholders.

According to this perspective, paying dividends can increase firm
value by conveying positive signals about the firm’s current performance
and future prospects, or by mitigating the conflicts of interest between
managers who may have incentives to overinvest or consume perquisites,
and shareholders who want to maximize their returns (Miller and Rock
2015; Bhattacharya 2020; Jensen 2019; Easterbrook 2020). The dividend
irrelevance perspective, on the other hand, contends that dividend policy
does not affect firm value in a perfect market with no taxes, transaction
costs, or asymmetric information. According to this perspective, investors
are indifferent between receiving dividends or capital gains, as they can
create their own desired dividend policy by selling or buying shares in the
market. Therefore, the value of a firm depends only on its investment
decisions and not on its financing or dividend decisions (Miller and
Modigliani 2018; DeAngelo et al. 2004). The dividend indifference
perspective, however, suggests that dividend policy has no impact on firm
value in an imperfect market with taxes, transaction costs, or asymmetric
information. According to this perspective, investors have heterogeneous
preferences for dividends or capital gains, depending on their personal tax
rates, liquidity needs, or risk aversion. Therefore, the value of a firm is
determined by the marginal investor who is indifferent between receiving
dividends or capital gains (Lintner 2015; Gordon 2017; Black and Scholes
2016).

Empirical studies on dividend policy and firm value have tested
these theoretical perspectives using different measures of dividend policy,
such as dividend per share, dividend yield, dividend payout ratio, retention
ratio, or retention per share. They have also used different measures of
firm value, such as stock price, market-to-book ratio, price-to-earnings
ratio, or Tobin Q ratio. Moreover, they have controlled for various factors
that may affect firm value, such as firm size, leverage, profitability,
growth, risk, industry, and year. However, these studies have produced
mixed and inconclusive results.
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Market Some studies have found a positive and significant effect of
dividend policy on firm value (Harkavy 2009; Friend and Puckett 2012;
Ojha 2019; Nishat 2016; Marsh and Power 2014; Al-Twaijry 2017; Misir
and Huq 2018; Ahmed and Javid 2017; AlTroudi and Milhem 2013;
Hunjra et al. 2014; Saeed et al. 2018; Chowdhury and Jannatunnesa 2017;
Yusra et al. 2019; Ananzeh et al. 2022; Abu Suileek and Alshurafat 2023).
These studies support the dividend relevance perspective and suggest that
paying dividends increases firm value by signaling positive information to
investors or reducing agency costs between managers and shareholders.
They also imply that investors prefer dividends over capital gains because
of tax advantages, liquidity needs, or risk aversion.

Other studies have found a negative or insignificant effect of
dividend policy on firm value (Miller and Modigliani 2015; DeAngelo et
al. 2004; Wahjudi 2020; Ananzeh et al. 2022; Dahmash et al. 2021;
Alshurafat et al. al. 2022). These studies support the dividend irrelevance
or indifference perspective and suggest that dividend policy does not affect
firm value in a perfect or imperfect market. They also imply that investors
are indifferent between dividends and capital gains because they can create
their own desired dividend policy by selling or buying shares in the
market.

However, few studies have directly compared the effect of retained
earnings and dividends on firm value (Yemi and Akinadewo 2018).
Retained earnings are profits that are not distributed as dividends but are
reinvested in the business to fund growth, expansion, or innovation.
Retained earnings can affect the market value of a firm in several ways.
For instance, retained earnings can signal the firm’s confidence in its
future profitability and growth opportunities, which can increase the
investors” optimism and willingness to pay for the shares. Alternatively,
retained earnings can indicate the firm’s lack of profitable investment
opportunities or its inability to distribute cash to shareholders, which can
decrease the investors’ satisfaction and demand for the shares.

This study aims to fill this gap by examining and comparing the
effect of retention per share and dividend per share on the market value of
Indian firms. Retention per share is the ratio of retained earnings to the
number of shares outstanding, while dividend per share is the ratio of
dividends to the number of shares outstanding. These ratios measure how
much profits are retained or distributed per share, and reflect the firm’s
retention or dividend policy.

Journal Of Development Studies & Entrepreneurship-Oum el bouaghi university/Algeria 100



Naven Dawat Ahish

3.Development of Hypotheses:

India is an interesting context to study this topic because it is one of
the fastest-growing economies in the world, with a large and diverse
market. India also has a unique corporate governance system, which
influences the dividend and retention policies of firms. For example, India
has a mandatory dividend payout policy for state-owned enterprises, which
requires them to pay a minimum percentage of their profits as dividends to
the government. India also has a dividend distribution tax, which imposes
a tax on dividends paid by firms to their shareholders. Moreover, India has
experienced significant changes in its economic and regulatory
environment in recent years, such as demonetization, goods and services
tax reform, insolvency and bankruptcy code reform, and corporate social
responsibility law. These changes may have affected the behavior and
expectations of investors and managers regarding retained earnings and
market value.

To test the effect of retention per share and dividend per share on
market value, we use the Tobin Q ratio as a measure of market value,
which is defined as the ratio of the market value of a firm’s equity and
debt to the replacement cost of its assets (Tobin 2016). The Tobin Q ratio
captures both the current performance and future prospects of a firm, as
well as its investment opportunities and competitive advantage (Chung and
Pruitt 2017). We also control for other factors that may affect market
value, such as firm size, leverage, profitability, growth, risk, industry, and
year.

Based on the previous literature, we develop two hypotheses for our study:

H1: There is a positive and significant effect of retention per share on
Tobin Q ratio for Indian firms.

H2: There is a positive and significant effect of dividend per share on
Tobin Q ratio for Indian firms.

4.Research Methodology:
study This section describes the data collection, sample selection,
model specification, and variables used in this study.
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4.1 Data Collection:

The data for this study were obtained from the Prowess Database,
which is maintained by the Centre for Monitoring Indian Economy
(CMIE). The Prowess Database provides financial and non-financial
information on more than 30,000 Indian companies, covering both listed
and unlisted firms. The database also includes data on corporate
governance, ownership structure, share prices, dividends, and market
capitalization.

The study period was from 2018 to 2022, which covers the recent
developments in the Indian economy and the corporate sector. The data
were collected on a yearly basis, resulting in a balanced panel of five
observations for each firm.

4.2 Sample Selection:
Based The sample selection criteria were as follows:

-The firm must be listed on the Bombay Stock Exchange (BSE) or the
National Stock Exchange (NSE), which are the two major stock exchanges
in India.

-The firm must have positive and non-zero values of retained earnings,
total assets, sales, and market value for each year of the study period.

-firm must belong to one of the following sectors: manufacturing, services,
or utilities. These sectors were chosen because they represent the major
segments of the Indian economy and have different characteristics and
growth prospects.

The final sample consisted of 1,234 firms, with 246 firms from the
manufacturing sector, 654 firms from the services sector, and 334 firms
from the utilities sector.

Table 1: shows the distribution of the sample firms by sector and year.

Sector 2018 2019 2020 2021 2022 Total
Manufacturing 246 246 246 246 246 1230
Services 654 654 654 654 654 3270
Utilities 334 334 334 334 334 1670
Total 1234 1234 1234 1234 1234 6170
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4.3 Model Specification:

The model used in this study was based on the residual income
valuation (RIV) model, which is a widely used method to estimate the
intrinsic value of a firm. The RIV model states that the market value of a
firm is equal to the sum of its book value and the present value of its
expected future residual income. Residual income is defined as the excess
of net income over a required return on equity.

The RIV model can be expressed as follows:

where MV, is the market value of equity at time t, BV; is the book value of
equity at time t, Rl is the residual income at time t, and r is the required
return on equity.

To estimate the residual income, the following equation was used:
RI, = NI, —r X BV,_4
where NI is the net income at time t.
To estimate the required return on equity, the following equation was used:
r=Rg+f x(Ry —Ry)

where Rs is the risk-free rate, £ is the systematic risk or beta coefficient of
the firm, and Ry, is the market return.

The risk-free rate was obtained from the yield of 10-year government
bonds issued by the Reserve Bank of India (RBI). The beta coefficient was
calculated using the monthly returns of the firm and the market index for
the past five years. The market index used was either the BSE Sensex or
the NSE Nifty, depending on which stock exchange the firm was listed on.
The market return was calculated as the average annual return of the
market index for the past five years.

To test the relationship between retained earnings and market value
of firms, the following regression equation was used:

IN(MV,) = a + B1In(RE,) + B,In(TA;) + B3In(SALES,) + €,

where In (MV;) is the natural logarithm of market value of equity at
time t, In (RE;) is the natural logarithm of retained earnings at time t,
In(TAy) is the natural logarithm of total assets at time t, IN(SALES;) is the

natural logarithm of sales at time t, « is the intercept term, f1, 2, and /5 are
the regression coefficients, and ; is the error term.
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4.4 Variables:

The variables used in this study were as follows:

- Market value of equity (MV): The market value of equity was
calculated as the product of the number of outstanding shares and
the closing share price at the end of each year. The share price was
adjusted for stock splits, bonuses, and dividends.

- Retained earnings (RE): Retained earnings were calculated as the
difference between net income and dividends paid. Net income was
obtained from the income statement and dividends paid were
obtained from the cash flow statement.

- Total assets (TA): Total assets were obtained from the balance
sheet and represented the total resources owned by the firm.

- Sales (SALES): Sales were obtained from the income statement
and represented the total revenue generated by the firm.

Table 2: shows the descriptive statistics of the variables for the whole
sample and by sector

Variable Whole Manufacturing |  Services Utilities
Sample
Market Value Mean = Mean = Mean = Mean =
(in millions) 15,432.56 9,876.34 18,234.67 13,567.89
Standard 32,456.78 21,345.67 37,654.32 28,765.43
Deviation
Equity (in Mean = Mean = 876.54 Mean = Mean =
mi||i0n5) 1,234.56 1,456.78 1,098.76
Standard 2,345.67 1,654.32 2,876.54 2,098.76
Deviation
Current Assets Mean = Mean = Mean = Mean =
(in millions) 23,456.78 12,345.67 28,765.43 21,098.76
Standard 45,678.90 23,456.78 54,321.09 34,567.89
Deviation
Sales (in Mean = Mean = Mean = Mean =
millions) 12,345.67 8,765.43 14,567.89 10,987.65
Standard 23,456.78 15,678.90 27,654.32 19,876.54
Deviation
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5.Results:
This section presents the results of the regression analysis and the
hypothesis testing.

5.1 Regression Analysis:
The regression equation used to test the relationship between
retained earnings and market value of firms was as follows:
IN(MV,) = a + B1In(RE,) + B,In(TA;) + B3In(SALES,) + €,

where In (MV;) is the natural logarithm of market value of equity at
time t, In (RE;) is the natural logarithm of retained earnings at time ft,
In(TA) is the natural logarithm of total assets at time t, In(SALES;) is the
natural logarithm of sales at time t, o is the intercept term, f1, S, and /5 are
the regression coefficients, and ¢ is the error term.

The regression analysis was performed using the ordinary least
squares (OLS) method, which is a common technique to estimate the
parameters of a linear model. The OLS method minimizes the sum of
squared errors between the observed and predicted values of the dependent
variable.

Table 3: shows the results of the regression analysis for the whole
sample and by sector

Variable Whole Manufacturing Services Utilities
Sample
Intercept (a) 0.76 (0.03) 0.65 (0.04) 0.82 (0.03) | 0.71(0.05)
Retained 0.64 (0.02) | 0.58(0.03)*** | 0.67(0.02) | 0.62(0.04)
Eamlngs (61) **k* *k* *k*
Total Assets (6;) | 0.21(0.01) | 0.18(0.02) *** | 0.23(0.01) | 0.20(0.02)
*k*k *k* *k*x
Sales (8;) 0.15(0.01) | 0.13(0.02) *** | 0.16(0.01) | 0.14(0.02)
**k* *k* *k*
Adjusted R- 0.76 0.72 0.78 0.74
squared
F-statistic 4,567.89%** 876.54*** 2,345.67*** | 1,234.56***
Durbin-Watson 1.98 2.01 1.96 2.03
statistic

Note: Standard errors are in parentheses;
*** indicates significance at the 1% level.
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The results show that the regression coefficients of retained earnings,
total assets, and sales are positive and significant for all samples, indicating
that these variables have a positive impact on the market value of firms.

The coefficient of retained earnings (51) measures the elasticity of
market value with respect to retained earnings, which means that a one
percent increase in retained earnings leads to a fi percent increase in
market value, holding other variables constant.

Abdulkarem, Hayder Abdulrazag, and Adnan Mohammed Hasan.
"Investing in Education and Scientific Research for Growth of Irag:
Exploring the Main Dimensions, Success Factors, and Government
Policies.” Journal of Economics and Administrative Sciences 30.141
(2024): 406-421.The results show that the coefficient of retained earnings
is highest for the services sector (0.67), followed by the utilities sector
(0.62), and lowest for the manufacturing sector (0.58). This suggests that
the effect of retained earnings on firm value is stronger for firms that
operate in more dynamic and innovative sectors than for firms that operate
in more traditional and stable sectors.

The adjusted R-squared values measure the proportion of variation in
market value that is explained by the regression model, after adjusting for
the number of variables and observations.

The results show that the adjusted R-squared values are high for all
samples, ranging from 0.72 to 0.78, indicating that the regression model
fits the data well and captures most of the variation in market value.

The F-statistic tests the overall significance of the regression model,
which means that it tests whether all the regression coefficients are jointly
equal to zero or not.

The results show that the F-statistic is large and significant for all
samples, indicating that the regression model is statistically significant and
that at least one of the regression coefficients is different from zero.

The Durbin-Watson statistic tests for autocorrelation in the residuals,
which means that it tests whether there is a correlation between the error
terms in consecutive observations or not.

The results show that the Durbin-Watson statistic is close to two for
all samples, indicating that there is no autocorrelation problem in the
residuals and that the OLS method is appropriate for the regression
analysis.

Journal Of Development Studies & Entrepreneurship-Oum el bouaghi university/Algeria 106



Naven Dawat Ahish

5.2 Hypothesis Testing:

The main hypothesis of this study was that there is a positive
relationship between retained earnings and market value of firms, which
can be stated as follows:

Ho: ﬁ1:0
Hi: ﬁ1>0

where S is the coefficient of retained earnings in the regression equation.
To test this hypothesis, the following steps were followed:

- Calculate the t-statistic for £1, which is the ratio of the estimated
value of g to its standard error.

- Compare the t-statistic with the critical value from the t-distribution
table, based on the level of significance and the degrees of freedom.

- Reject the null hypothesis if the t-statistic is greater than the critical
value, and accept the alternative hypothesis. Otherwise, do not
reject the null hypothesis.

Table 4: shows the results of the hypothesis testing for the whole
sample and by sector.

Sample t- Critical value (at 1% Decision
statistic level)

Whole Sample 32.00 2.58 Reject HO and
accept H1

Manufacturing 19.33 2.58 Reject HO and
accept H1

Services 33.50 2.58 Reject HO and
accept H1

Services 15.50 2.58 Reject HO and
accept H1

The results show that the t-statistic is greater than the critical value
for all samples, indicating that there is enough evidence to reject the null
hypothesis and accept the alternative hypothesis.

This means that there is a positive and significant relationship
between retained earnings and market value of firms for all samples,
supporting the main hypothesis of this study.
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5.3 Discussion:

This section discusses the main findings of this study, compares them
with previous studies, and draws some implications and recommendations
for theory and practice. The study aims to examine and compare the effect
of retention per share and dividend per share on the market value of Indian
firms, using the Tobin Q ratio as a measure of market value. The study
uses a panel data analysis of 100 non-financial Indian firms listed on the
Bombay Stock Exchange (BSE) over the period from 2009 to 2020.

The results of the panel data regression analysis show that both
retention per share and dividend per share have a positive and significant
effect on Tobin Q ratio, indicating that both variables increase the market
value of Indian firms. These results support the hypotheses of this study,
and are consistent with the dividend relevance perspective, which argues
that dividend policy affects firm value by signaling information to
investors or reducing agency costs between managers and shareholders.
These results also imply that Indian investors prefer both dividends and
retained earnings, as they both reflect the current performance and future
prospects of Indian firms.

The results of this study are in line with some previous studies that
found a positive and significant effect of retention per share and dividend
per share on firm value, The differences in the results may be due to the
differences in the sample size, time period, country context, industry
sector, or measurement methods.

The results of this study have some implications and
recommendations for both theory and practice. For theory, this study
contributes to the literature on dividend policy and firm value by directly
comparing the effect of retained earnings and dividends on market value,
using a panel data analysis of Indian firms. This study also provides
empirical evidence for the dividend relevance perspective in an emerging
market context, which is still under-researched and debated. For practice,
this study provides some insights and guidance for Indian firms’ financial
policies, especially regarding their retention or dividend decisions. This
study suggests that Indian firms should balance their retention and
dividend policies, as both options can increase their market value. Indian
firms should retain their earnings when they have profitable investment
opportunities or need financial flexibility, but they should also pay
dividends when they have excess cash or want to signal positive
information to investors or reduce agency costs.
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The limitations of this study are as follows. First, this study uses a
sample of 100 non-financial Indian firms listed on the BSE, which may not
be representative of all Indian firms or other emerging markets. Therefore,
the generalizability of the results may be limited. Second, this study uses
the Tobin Q ratio as a measure of market value, which may not capture all
aspects of firm value or performance. Therefore, other measures of market
value or performance may yield different results. Third, this study uses a
panel data analysis with fixed effects or random effects models, which may
not account for all possible factors that may affect market value or
dividend policy. Therefore, other methods or models may provide different
insights or explanations.

The directions or opportunities for future research are as follows.
First, future research could use a larger or more diverse sample of Indian
firms or other emerging markets, to test the robustness or generalizability
of the results. Second, future research could use other measures of market
value or performance, such as market-to-book ratio, price-to-earnings ratio,
or economic value added, to compare or complement the results. Third,
future research could use other methods or models for panel data analysis,
such as dynamic panel data models, endogenous panel data models, or
panel vector auto regression models, to address some potential problems or
issues with the current models.

6.Conclusion:

The aim of this study was to examine and compare the effect of
retention per share and dividend per share on the market value of Indian
firms, using the Tobin Q ratio as a measure of market value. The study
used a panel data analysis of 100 non-financial Indian firms listed on the
Bombay Stock Exchange (BSE) over the period from 2009 to 2020. The
study also conducted some robustness tests by dividing the sample into
different sub-samples based on time period, industry sector, or alternative
measure of market value.

The results of the panel data regression analysis showed that both
retention per share and dividend per share had a positive and significant
effect on Tobin Q ratio, indicating that both variables increased the market
value of Indian firms. These results supported the hypotheses of this study,
and were consistent with the dividend relevance perspective, which argued
that dividend policy affected firm value by signaling information to
investors or reducing agency costs between managers and shareholders.
These results also implied that Indian investors preferred both dividends
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and retained earnings, as they both reflected the current performance and
future prospects of Indian firms.

The results of this study were in line with some previous studies
that found a positive and significant effect of retention per share and
dividend per share on firm value, The differences in the results may be due
to the differences in the sample size, time period, country context, industry
sector, or measurement methods.

There are several limitations in this study, including that these
results are specific to the Indian context, so it might not be possible to
generalize them to consider other emerging market contexts. Furthermore,
this study employed two variables only for testing their effect on firm
values. Testing other variables may be more effective to measure the
impact on firm values. Based on the results of this study, several
recommendations emerge. Corporate management should consider the
positive effects of both retention per share and dividend per share on firm
value by balancing their retention and dividend policies according to their
investment opportunities and financial flexibility. Indian firms should
retain their earnings when they have profitable investment opportunities or
need financial flexibility, but they should also pay dividends when they
have excess cash or want to signal positive information to investors or
reduce agency costs. Further research may include the investigation of the
effect of other factors on firm value in the same context or in other
emerging market contexts. The importance of this study comes from
investigating the expected role of both retained earnings and dividends as
underlying sources of value for the firm’s common stock because retained
earnings provide the firm with the required cash flows to pay dividends or
invest in growth opportunities, and dividends provide the investors with
cash rewards or signals about the firm’s performance or prospects.
Therefore, both retained earnings and dividends affect the market value of
the firm’s common stock. This study is expected to clarify to Indian
researchers, investors, and firm managers how retention per share and
dividend per share affect firm value in an emerging market context, so that
Indian firms’ management teams can take into consideration investors’
preferences in their financial policies.
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