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Editorial 
 
 

Eldon Y. Li 1, 2* 
She-I Chang 1 

________________________ 
1 National Chung Cheng University, Chiayi, Taiwan 
2 California Polytechnic State University, San Luis Obispo, CA 
* Corresponding author, eli@calpoly.edu 

 
 

Editorial Objective 
 

JBM is a double-blind refereed journal addressing working or potential business 
and management theories or practices and the emerging issues of interest to academics 
and practitioners.  The primary editorial objective of the JBM is to provide a forum for 
the dissemination of theory and research in all areas of business, management, and 
organizational decisions. We invite research articles, comprehensive reviews, and case 
studies that provide insights into the daily business phenomena.  Authors of JBM are 
always encouraged to offer recommendations to readers exemplifying the 
applicability of their research findings.  

 

Research Topics 
 

In this issue of JBM, we have included four research articles. In the first article, 
Khaled Abdou and Paramita Gupta discuss “Stock Repurchases as a Long-Term 
Investment Strategy.” The study conducts long-term event studies that incorporate 
companies’ actions, from implementing the repurchase program to utilizing acquired 
stock, through three different corporate events, including mergers & acquisitions 
(M&A), seasoned equity offerings (SEO), and fulfillment of stock option grants.  The 
second article is “Strategic, Legal, and Accounting Challenges for Social Enterprises,” 
co-authored by Robert Moussetis and Thomas Cavenagh.  The study develops a 
conceptual model to explain social entrepreneurship’s complexity and dynamics and 
expose social enterprises’ legal and accounting challenges and opportunities.  

 
Next, Cameron Sumlin, Christie Hough, and Ken Green discuss “The Impact of 

Ethics Environment, Organizational Commitment, and Job Satisfaction on 
Organizational Performance.” The study is the first empirical research connecting the 
ethics environment to organizational performance through organizational 
commitment and job satisfaction using 250 participants within numerous 
organizations.  In the last and the fourth study, Wong Hui Shein, Hii Sieng Ching, and 
Rahmat Aidil Bin Djubair present a study on “The Influence of Emotional Intelligence 
and Knowledge Management on Student Attitude toward Implementation of Digital 
Identification System.” It is the first empirical study attempting to identify whether 
emotional intelligence and knowledge management influence the attitude toward 
technological change.  

 
We thank the authors for sharing their knowledge through the research projects 

and the reviewers for taking their precious time to review the articles and offer 
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improvement suggestions to the authors. Special thanks go to National Chung Cheng 
University and National Chengchi University in Taiwan for the administrative 
support and International Consortium for Electronic Business (ICEB) for being a 
partner to publish JBM as the official publication since the issue of Vol. 26, No. 2.  In 
early December 2020, ICEB celebrated its 20th anniversary with the first virtual 
conference, ICEB’20, hosted by the University of Hong Kong.  

 
The publication of this issue marks a special occasion for JBM. We have 

established a new JBM Home Office in the College of Management at National Chung 
Cheng University. We thank the outgoing Executive Editor, Prof. Wei-His (Frank) 
Hung of National Chengchi University, for his editorial services during the past three 
years and welcome the new Executive Editor, Prof. She-I Chang of National Chung 
Cheng University.  Frank will continue to serve as the Associate Editor for Technology 
in the coming years. 

 
The publication of JBM cannot sustain without the institutional partners and the 

contributing scholars. Please note that the views expressed in these articles belong to 
the authors, not the editors, editorial board, JBM, ICEB, National Chung Cheng 
University, and Nation Chengchi University. We hope the articles are interesting to 
read and beneficial to your future research. On behalf of the Editorial Board, I thank 
you very much for your continuous support. Finally, we would like to take this 
opportunity to wish you all to be safe and healthy under the recent coronavirus 
epidemic. We hope the COVID-19 contagion ends soon, and we, the people, can get 
back to our healthy everyday lives. 

  
Reference to this paper should be made as follows: Li, E.Y. & Chang, 
S.I. (2021). Editorial. Journal of Business and Management, 27(1), March, i-
iii. 
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Stock Repurchases as a Long-Term 
Investment Strategy 

 

 
Khaled Abdou 1 

Paramita Gupta 2* 
________________________ 
1 The Pennsylvania State University, USA 
2 California State University Long Beach, USA 
* Corresponding author, Pia.Gupta@csulb.edu 

 

 
Abstract 

 
Purpose – This paper investigates the long-term investment strategy in a company 
following a stock repurchase announcement.    
  
Method – The paper uses a long-term event study to measure Cumulative Abnormal 
Returns (CAR). The empirical analysis combines the buyback announcement and 
execution level with how companies use repurchased shares in the future. The analysis is 
based on three post-repurchase corporate events, including mergers & acquisitions 
(M&A), seasoned equity offerings (SEOs), and fulfillment of stock option grants.     
  
Findings – The long-term event study results indicate that complete implementation of 
the repurchase program followed by the use of the acquired stock to fulfill stock option 
grants has a significant positive impact on stockholders’ wealth over 1-, 2-, and 3-year 
periods, but the impacts are insignificant for SEOs and M&As.    
  
Limitations – Individual shareholder’s risk preference can affect their wealth. Hence, 
risk-taking behavior (risk aversion) may change the individual’s investment strategy. As 
inherent with all long-term studies, the study might not address all the factors that could 
potentially contribute to abnormal returns.  
 
Implications – The result implies that stockholders should monitor and incorporate post-
repurchase corporate actions in their investing decisions.  
   
Originality – The paper focuses on 3-year long-term returns (CAR) after the repurchase 
announcement. Specifically, through three corporate events, the study conducts long-
term event studies that incorporate companies’ actions, from implementing the 
repurchase program to utilizing acquired stock. 

 
Keywords: stock repurchase, event study, stock options, mergers and 
acquisitions, seasoned equity offerings 
 



Abdou & Gupta / Journal of Business and Management, 27(1), March 2021, 1-22. 

 

2 

 

 
Reference to this paper should be as follows: Abdou, K. & Gupta, P. (2021). Stock 
repurchases as a long-term investment strategy. Journal of Business and 
Management, 27(1), March, 1-22. DOI: 10.6347/JBM.202103_27(1).0001. 

 

 
 

Introduction 

In recent years, stock repurchases have increased dramatically in the U.S. and 
other countries like Japan, France, Germany, Canada, Italy, Australia, Korea, and the 
U.K. (Chen ＆Liu, 2021). The proliferation of stock buybacks in the U.S. has drawn mixed 

reactions from stakeholder groups. While proponents of buybacks argue they are an 
effective mechanism to return excess cash to stockholders in the absence of good 
investment opportunities, opponents claim that the money could be better used, such as 
investing in research and development (R&D), worker retraining, and employee wages and 
benefits. The issue gained political traction when Democratic senators Chuck Schumer 
and Bernie Sanders published an opinion piece in the New York Times in February 
2019 calling for legislation that would set minimum investment requirements for 
corporations in workers and the company’s long-term health before implementing a 
share repurchase plan. In addition, the senators opined that buybacks contribute to 
increasing income disparity because larger stockholders constitute only about 10 
percent of American households.  That is, the post-buyback benefit of increased 
valuation is limited to wealthy households. 

While undervaluation is the most common reason for stock repurchase, Fu and 
Huang (2016) note that the recent stock repurchases are conducted for business 
operating reasons such as cash payments for acquisitions and issuing additional stock 
offerings. In this study, we attempt to connect the dots between the senators’ claim that 
stock repurchases enhance shareholders’ wealth who hold on to their stock and Fu and 
Huang’s finding that repurchases are increasingly being used for operating reasons. 
This attempt leads to the question – is there a connection between utilizing repurchased stock 
and stockholder’s wealth in the long term? To answer this question, we narrowed down 
three possible corporate events that companies could undertake with repurchased 
stock, i.e., fulfill stock option grants, fund merger and acquisition (M&A) deals, and 
issue seasoned equity offerings (SEOs). We want to emphasize here that we treat these 
as ex-post decisions made by the company’s executives. In other words, we do not 
claim that the company’s executives are aware of the future utility of the stock at the 
time of a repurchase announcement or that they announce a repurchase specifically to 
use the stock for any of these corporate actions. 

Additionally, the regulation in the U.S. does not require companies to complete a 
stock repurchase within a specific period, or indeed, to complete it at all. It is the perfect 
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setting to examine the impact of corporations’ mode of repurchased stock use on 
shareholder wealth and assess this impact with the degree of actual repurchase. Hence, 
we first divide the sample into two categories: companies that execute the repurchase 
plan and companies that do not. Next, we form two sub-samples of the companies that 
execute that repurchase plan – those that complete the repurchase program and those 
that only partially complete the repurchase program. After that, we further sub-divide 
the samples based on the modes of repurchased stock use, including no action, 
fulfillment of stock options, payment for mergers and acquisitions (M&As), and use of 
Seasoned Equity Offering (SEO). Finally, we conduct overall short-term and long-term 
event studies for the whole sample and take a deeper dive into the issue by conducting 
long-term event studies for each possible combination. 

 

Event Study 

The repurchase transaction incorporates two parties: the company (agent) and 
the shareholders (principal). In this study, the term “shareholders” refers to current, 
past, and potential investors. Both parties retain flexibility throughout the process in 
that the company can choose whether to implement the repurchase program, while 
shareholders reserve the right to sell back shares to the firm. If the firm proceeds with 
the repurchase program, it can then choose to complete the transaction by reselling the 
shares to the market through SEOs, acquiring a company, merging with one through a 
stock swap (or both stock and cash), or fulfilling stock option grants. The firm’s ability 
to control the reselling mechanism allows us to measure its long-term performance 
(and, hence, shareholder wealth), conditional on its activities to use the repurchased 
shares. Thus, we do not treat these corporate actions as independent events but, rather, 
as extensions of the share repurchase program. We establish this by conducting long-
term event studies over 3-year windows, i.e., the contract’s estimated life. 

We analyze 3-day (short-term) to 3-year (long-term) event windows to measure 
abnormal returns around corporate actions. Because existing empirical evidence 
indicates that share repurchase announcements result in positive abnormal returns for 
the firm (Ikenberry et al., 1995; Peyer & Vermaelen, 2009), completing the transaction 
could either enhance or reduce (or even eliminate) such gains, depending on the 
method utilized to do so. The three corporate events by which shares may be resold to 
the market include SEOs, acquisitions, and stock option exercises. Recall that the 
company may choose not to execute the repurchase program completely; i.e., we assume 
the transaction’s completion is independent of the actual repurchase program (partial or 
complete). If the company does complete the transaction, we analyze the impact of the 
corporate action(s) used for completion. A company may choose a single event or some 
combination of the three available options. We analyze a total of 16 sub-samples 
starting from the announcement of the repurchase event up to the resell of the 
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repurchased equity. This study only reports the results for 10 sub-samples as the 
number of observations for some combinations is too few (see Table 2 in the Results 
section). We want to re-emphasize that these are not treated as isolated events. 

 

Mergers and Acquisitions (M&As) 

Corporate restructuring strategies, such as M&As, have become increasingly 
commonplace and are vital to firms’ survival in today’s competitive global business 
environment. One of the critical areas in an acquisition is the composition of the 
acquirer’s payment for the target. Generally, such payment includes cash,  securities  
(e.g., common stock, convertible preferred stock, convertible debt), or some 
combination of both. Donald M. DePamphilis (2019) provides a detailed overview of the 
payment process in his book. 

 Although cash is the simplest payment mode, issues such as tax liabilities for the 
target firm’s shareholders and difficulties in the valuation of the target firm drive the use 
of common equity as a mode of payment. One of the most widely investigated topics 
has been the performance of acquirer and target firms that surround M&A 
announcements. Several studies conducted in the 1970s and 1980s document significant 
positive abnormal returns for acquired firms (Asquith, 1983; Asquith and Kim, 1982; 
Dodd, 1980; Dennis and McConnell, 1986; Langetieg, 1978; Mandelker, 1974). Most of 
these studies also detect insignificant abnormal returns for stocks of acquiring firms. In 
addition, Travlos (1987) detects significant losses for stockholders of acquiring firms 
when the payment is made through an exchange of common stock. The author ascribes 
this finding to the signaling effect of negative information, indicating that a bidding 
firm is overvalued. He finds that part of the negative returns is offset by the positive 
effect of a takeover announcement. Shleifer and Vishny (2003) support Travlos’ (1987) 
finding and postulates in their acquisition model that firms have an incentive to 
overvalue their equity in order to fund acquisitions with stock. 

Malatesta and Thompson (1985) find evidence of a positive announcement effect 
and positive economic impact of acquisition attempts. Andrade et al. (2001) document 
that most of the gains in a merger accrue to the target firm and that these gains are due 
to expectations of improved future cash flows. At the same time, they caution against 
studies that document negative returns for acquiring firms’ stocks due to 
methodological errors in these studies. They argue that if mergers were sorted on the 
true underlying motivation, the results for the acquiring firm would be different. For 
example, motivations such as economies of scale and greater efficiency would lead to 
positive abnormal returns, while acquisitions for building an empire would lead to 
negative abnormal returns. The literature on takeovers involving a stock swap 
(compared to all cash transactions) documents that the acquirer’s stock is overvalued in 
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general (Ang & Cheng; 2006; Dong et al., 2006; Rhodes-Kropf et al., 2005; Shleifer & 
Vishny, 2003). Thus, based on existing evidence, we posit that the market could move in 
either direction in response to a share swap for funding acquisitions or takeovers. The 
result could either add to or reduce/offset stockholder gains resulting from the 
repurchase. 

 

Seasoned Equity Offering (SEO) 

The performance of the stock price of companies that conduct SEOs has 
generated significant interest among finance researchers. Several studies conducted in the 
1990s have found poor stock returns in the years after an SEO (Loughran and Ritter, 
1995; Spiess and Affleck-Graves, 1995). Loughran and Ritter (1997) document poor post-
issue operating performance in a sample of 1,338 SEOs and, along with Hansen and 
Crutchley (1990), show that SEOs may be used to predict poor operating performance. 
Spiess and Affleck-Graves (1995) attribute the long-term underperformance to 
managers’ issuing equity when stock is overvalued. Teoh and Wong (1998) attribute the 
underperformance to pre-issue earnings management and investors’ inability to 
correctly interpret relevant earnings information at the time of an SEO. Rangan (1998) 
documents evidence of earnings management around the time of an SEO and 
consequent stock underperformance. Based on these findings, we hypothesize that 
using repurchased stock to fund SEOs would eliminate or at the very least reduce the 
gains accrued to stockholders due to the share repurchase. 

 

Stock Option Exercises 

Compensation in stock options rewards executives for maximizing the difference 
between the option’s stock price and the exercise price.  Any price increase above the 
exercise price results in gains for these executives. The objective is to align shareholder 
interest with that of executives to reduce the agency problem. The validity of this 
argument has been examined through research on the effect of option grants on stock 
returns. Several studies have connected excess stock returns to long-term compensation 
plans granted to executives. 

Yermack (1997) finds evidence of more than 2% cumulative abnormal returns in 
the 50-day event window following CEO option awards, although the award 
announcement is not made public until several months later. The author discusses the 
possibility of options granted shortly in advance of favorable corporate news. Chauvin 
and Shenoy (2001) find cumulative negative abnormal returns 10 days before option 
grants. They posit that executives could be manipulating the timing of information such 
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that they release bad news before the option grant date while delaying the release of 
good news until after options have been granted. Aboody (1996) shows a negative 
correlation between outstanding executive option value and share price. 

Overall, the literature on stock option grants shows negative abnormal returns 
before option grants and positive abnormal returns later. Heron and Lie (2007) attribute 
this finding to the practice of option backdating that existed prior to the reporting 
requirements mandated by the Sarbanes-Oxley Act of 2002. The authors report evidence 
of continued backdating after 2002, post-Sarbanes-Oxley, albeit to a much smaller 
extent. In addition, Kahle (2002) reports evidence of firms’ announcing stock 
repurchases when large numbers of employee option grants become exercisable. Given 
these findings, we argue that using repurchased stock for managing stock option grant 
exercises may draw mixed reactions from the market. 

 

Data, Hypotheses, and Methodology 

We start with a sample of the stock repurchases between 1992 and 2010 from the 
Securities Data Corporation (SDC). Next, we use this sample to check which firms 
engaged in stock options grants, M&As, or SEOs in the three years following the stock 
repurchase announcement. We collect the data on stock options grants from Execucomp 
and the data on M&As and SEOs from the SDC. Next, we use the CRSP database to obtain 
the stock prices. We match these variables and divide them into subsamples (as 
outlined in the introduction), and analyze the various possibilities by conducting event 
studies for each subsample. Broadly, we analyze short-term event windows and 
several cases for the long-term event study.  

For the short-term event study reported in Table 1, we use the market model to 
compute cumulative abnormal returns over the following event windows using 
daily returns: (-30, -2), (-1, 0), (0, +1), and (0, +30), where 0, the event date, is the date of 
repurchase announcement. The market model adjusts the event date return to remove 
the overall market’s influence (Corrado, 2010). Evidence of positive abnormal returns 
surrounding share repurchase announcements has been documented by Comment and 
Jarrell (1991), Ikenberry et al. (1995, 2000), Mitchell and Stafford (2000), Grullon and 
Michaely (2002, 2004), and Zhang (2005) among others. These findings are consistent 
with the information-signaling hypothesis that a firm’s current and future stock is 
undervalued (Jagannathan & Stephens, 2003) and the free cash flow hypothesis that 
repurchases help in alleviating agency costs by distributing cash to stockholders that 
otherwise could be spent by management on unprofitable ventures (Jensen, 1986).  

For the long-term event study, we use the calendar-time portfolio approach in 
which excess returns of the event portfolio are regressed on the Fama-French 3-factor 
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model. This model includes two other risk factors in addition to beta: size and book-to-
market factors. We compute abnormal returns over three event windows using monthly 
returns: (0, 12), (0, 24), and (0, 36), where the repurchase event is announced in month 0 
and each of the following three post-repurchase events that occur in months 12, 24, and 
36: fulfillment of stock option grants, merger & acquisition deals, and secondary stock 
offerings. Kothari and Warner (2007) discuss in detail the importance of risk adjustment 
and issues associated with long-term event studies. The authors conduct a 
comprehensive survey of event study methodologies and conclude that while problems 
with power and specification issues continue to persist in long-horizon studies, the 
Fama and French (1993) three-factor model along with the Carhart (1997) specification 
incorporating the momentum factor is widely accepted in the event study literature. 
Moreover, they point to forming subsamples with common characteristics related to 
abnormal performance levels as a measure to resolve variance shift issues that lead to 
misspecifications. Thus, this study forms and analyzes ten subsamples for each event 
window to help mitigate the misspecification issues.  

In a recent study, Sorescu et al. (2017) recommend the Fama and French (1993) 
methodology for measuring stock performance over longer-term windows. In addition, 
the authors point to the necessity of more precise risk adjustment in long-horizon event 
studies, making them more sensitive to the asset pricing model used to estimate the 
abnormal returns. Two recent studies implementing this long-term event study 
procedure include Liu (2018) and Yook (2010). Liu (2018) investigates post-earnings 
announcement drift over a 1-3-year period for a sample of U.S. firms and offers 
suggestions for building an implementable portfolio based on the results. Yook (2010) 
examines a sample of repurchase program announcements and finds evidence of long-
term abnormal returns for firms that announce repurchase programs infrequently. 
Other studies that have used this methodology include Mitchell and Stafford (2000), 
Boehme and Sorescu (2002), and Bradford (2008). 

Thus, following existing literature, we use the Fama-French’s (1993) 3-Factor 
Model incorporating beta, size, and book-to-market: 

 

where: 
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R is the return for company j at time t (note this is a calendar month time); 

A is the abnormal return; 

AAR is the average abnormal return; 

CAR is the cumulative average abnormal return. 

 

Results 

Table 1 provides the results of the short-term event study. We consider four event 
windows measured in days: (-30, -2), (-1, 0), (0, +1), and (0, +30), where 0, the event 
date, is the date of the repurchase announcement. Our results for all event windows are 
statistically and economically significant and consistent across both value-weighted and 
equally-weighted indices. For the (-30, -2) event window, we observe negative CARs of 
5.65% and 6.22% for equally-weighted and value-weighted indices, respectively. This 
finding supports the premise that repurchase announcements are generally preceded by 
significant stock undervaluation. We detect positive CARs of 2.83% (2.81%) for the (0, 
+1) window and 4.32% (4.26%) for the (0, +30) window, using the equally- weighted 
(value-weighted) index. These results agree with the literature that positive abnormal 
returns follow repurchase announcements. We also note a significantly positive CAR in 
the (-1, 0) window, i.e., the day before the repurchase announcement. We attribute this 
to possible information leakage in the market. The investing strategy takeaway from this 
is that if a company has an approved repurchase program in place and the stock is 
undervalued, it would behoove investors to buy the stock about a month before the 
repurchase announcement and hold on to the stock for a month following the 
announcement. 

Short-Term Event Study 

Table 1 reports the results of the short-term event study for a window of one 
month before and one month after the announcement event. The table reports the 
equally-weighted and value-weighted cumulative abnormal return (CAR) for that 
period. We divide the time period into smaller windows in days (-30, -2), (-1, 0), (0, +1), 
and (0, +30), where 0 is the announcement date. 

Table 1: Statistics from the Short-Term Event Study 
  

Event Window = (-30, -2) 
 

Event Window = (-1, 0) 

Portfolio Weighting No. Obs. Mean CAR Portfolio 

t-statistic 

No. Obs. Mean CAR Portfolio  

t-statistic 
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Equally Weighted 5180 -5.63% -19.60*** 5177 1.66% 21.98*** 

Value Weighted 5180 -6.20% -20.50*** 5177 1.62% 20.44*** 

 
 

Event Window = (0, +1) 
 

Event Window = (0, +30) 

Portfolio Weighting No. Obs. Mean CAR Portfolio 

t-statistic 

No. Obs. Mean CAR Portfolio 

t-statistic 

Equally Weighted 5177 2.83% 37.55*** 5181 4.32% 14.55*** 

Value Weighted 5177 2.81% 35.41*** 5181 4.26% 13.61*** 

 

 

Long-Term Event Study 

Table 2 presents the results for the long-term event study using Fama-French 

Calendar month returns. We consider three event-windows measured in months: (0, 12), 
(0, 24), and (0, 36). In the following paragraphs, we analyze each case and the relevant 
trading strategy. We note monthly positive abnormal returns of 0.54%, 0.46%, and 
0.34% (at the 5% level of significance) respectively over 1-, 2-, and 3-year horizons 
when the firm completes the repurchase program but before any of the repurchased 
shares are returned to the market. This result shows that shareholders attach a premium 
to stock prices post-repurchase, not just in the short term but over the long term as well. 
Next, we examine the market reaction to a set of consecutive events over the long term: 
The company completes the repurchase program and sells back the shares to the market 
using different mechanisms. The first such mechanism is to fulfill stock option grants. 
Per our prediction, the market reacts positively when the company sells the 
repurchased shares for this purpose. Specifically, we note statistically significant (at the 
0.1% level) positive monthly CARs of 0.66%, 0.57%, and 0.6% over 1-, 2-, and 3-year 
horizons, respectively. Economically, these translate to a 7.92% annual excess return 
over the 1-year horizon, 6.84% annual excess return over the 2-year horizon, and 7.2% 
over the 3-year horizon. These returns are significantly higher (both statistically and 
economically) than would be the case if the company simply implements the repurchase 
program but does not complete the full transaction. Thus, the dilution effect of vesting 
stock options is offset and rewarded when the company uses repurchased shares to 
fulfill the grants. Hence, we argue that shareholders are better off when the company 
completes the entire transaction, i.e., fully implementing the repurchase program and 
reselling the equity to fulfill stock option grants. 

In Table 2, we divide the sample into sub-samples based on Figure 2 outcomes. The 
Exhibit is divided into three parts; 3-year (0, 36), 2-year (0, 24) and 1-year (0, 12) horizons.  

Table 2: Statistics from the Long-Term Event Study 
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Event 

 

No. Obs. 

Abnormal 

Return 

(monthly) Beta Size 

Book-to- 

Market 

Adj. R- 

squared 

 

Horizon = 3 years (0, 36)       

Exercise – Complete - Don’t Sell 

 
645 

0.0034  

(1.84)* 

[1.89]* 

0.8864 

(21.49)*** 

[17.57]*** 

0.6786 

(11.88)*** 

[6.86]*** 

0.4861 
(8.11)*** 
[6.07]*** 

 
75.24% 

 

Exercise – Complete - Sell – Stock 

Options 

 

722 

0.006 

(3.96)*** 

[4.09]*** 

1.0336 

(30.49)*** 

[26.07]*** 

0.4600 

(9.80)*** 

[5.84]*** 

0.4606 

(9.35)*** 

[6.96]*** 

 

83.25% 

 

Exercise – Complete - Sell – M&As 

 

48 

0.0117 

(2.81)** 

[2.71]** 

0.777 

(7.09)*** 

[6.69]*** 

0.4466 

(3.52)*** 

[3.15]*** 

0.4823 

(3.15)*** 

[3.04]** 

 

24.44% 

 

Exercise – Complete - Sell – SEOs 

 

27 

0.0021 

(0.37) 

[0.38] 

0.8935 

(7.33)*** 

[6.94]*** 

0.9781 

(5.85)*** 

[6.55]*** 

0.7104 

(4.04)*** 

[4.04]*** 

 

32.79% 

 

Exercise – Complete - 

Sell – Stock Options, M&As, SEOs 

 

103 

0.0037 

(1.45) 

[1.50] 

1.0713 

(19.06)*** 

[16.76]*** 

0.5078 

(6.58)*** 

[4.72]*** 

0.4101 

(5.06)*** 

[4.51]*** 

 

67.27% 

 

Exercise – Partial - Don’t Sell 

 

1489 

0.0091 

(4.85)*** 

[5.00]*** 

0.9627 

(22.80)*** 

[22.77]*** 

0.7623 

(13.07)*** 

[10.42]*** 

0.2584 

(4.23)*** 

[3.71]*** 

 

78.82% 

 

Exercise – Partial - Sell – Stock 

Options 

 

  1372 

0.0054 

(4.01)*** 

[4.16]*** 

1.0913 

(36.02)*** 

[33.93]*** 

0.5238 

(12.48)*** 

[8.38]*** 

0.3590 

(8.16)*** 

[6.79]*** 

 

87.72% 

 

Exercise – Partial - Sell – M&As 

 

120 

0.0012 

(0.31) 

[0.33] 

1.0322 

(12.56)*** 

[12.99]*** 

0.8304 

(7.33)*** 

[7.67]*** 

0.1917 

(1.61)* 

[1.70]* 

 

54.69% 

 

Exercise – Partial - Sell – SEOs 

 

91 

0.0129 

(2.53)** 

[2.54]** 

0.9998 

(8.85)*** 

[10.85]*** 

0.6921 

(4.46)*** 

[4.89]*** 

0.5060 

(3.11)** 

[3.23]*** 

 

33.99% 

 

Exercise – Partial - 

Sell – Stock Options, M&As, SEOs 

 

278 

0.0067 

(3.55)*** 

[3.50]*** 

1.0901 

(25.79)*** 

[24.41]*** 

0.4636 

(7.96)*** 

[5.88]*** 

0.3043 

(4.98)*** 

[3.89]*** 

 

78.42% 

 

Horizon = 2 years (0, 24) 

      

Exercise – Complete - Don’t Sell 

 
645 

0.0046 (2.29)* 

[2.33]* 

0.8792 

(19.65)*** 

[17.71]*** 

0.6181 
(10.05)*** 
[6.91]*** 

0.4759 

(7.38)*** 

[6.35]*** 

 
71.91% 

 

Exercise – Complete - Sell – Stock 

Options 

 

722 

0.0057 

(3.51)*** 

[3.63]*** 

1.0126 

(27.75)*** 

[25.14]*** 

0.4769 

(9.52)*** 

[6.20]*** 

0.477 

(9.07)*** 

[7.22]*** 

 

81.49% 

 

Exercise – Complete - Sell – M&As 

 

48 

0.0064 

(1.14) 

[1.12] 

0.7245 

(5.03)*** 

[5.35]*** 

0.5535 

(3.40)*** 

[3.77]*** 

0.7611 

(3.77)*** 

[3.96]*** 

 

16.37% 

 

Exercise – Complete - Sell – SEOs 

 

27 

0.0014 

(0.19) 

1.2146 

(7.46)*** 

1.1692 

(5.40)*** 

0.9467 

(4.15)*** 

 

32.73% 
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[0.18] [6.82]*** [5.03]*** [3.49]*** 

 

Exercise – Complete - 

Sell – Stock Options, M&As, SEOs 

 

103 

0.0033 

(1.09) 

[1.10] 

0.9583 

(14.51)*** 

[12.70]*** 

0.5169 

(5.73)*** 

[4.33]*** 

0.3497 

(3.67)*** 

[3.03]** 

 

56.68% 

 

Exercise – Partial - Don’t Sell 

 

1489 

0.0100 

(4.95)*** 

[5.12]*** 

0.9476 

(21.28)*** 

[20.54]*** 

0.7578 

(12.42)*** 

[10.62]*** 

0.2550 

(3.99)*** 

[3.50]*** 

 

77.55% 

 

Exercise – Partial - Sell – Stock 

Options 

 

1372 

0.0055 

(3.85)*** 

[3.98]*** 

1.0675 

(33.60)*** 

[31.33]*** 

0.5319 

(12.18)*** 

[8.55]*** 

0.3537 

(7.72)*** 

[6.42]*** 

 

86.90% 

 

Exercise – Partial - Sell – M&As 

 

120 

0.0042 

(1.01) 

[1.03] 

0.9997 

(10.88)*** 

[10.61]*** 

0.8601 

(6.83)*** 

[7.32]*** 

0.1168 

(0.88) 

[0.96] 

 

50.50% 

 

Exercise – Partial - Sell – SEOs 

 

91 

0.01 (1.77)* 

[1.79]* 

0.9843 

(7.91)*** 

[9.36]*** 

0.7220 

(4.26)*** 

[4.78]*** 

0.5706 

(3.20)*** 

[3.30]*** 

 

30.79% 

 

Exercise – Partial - 

Sell – Stock Options, M&As, SEOs 

 

278 

0.0066 

(3.08)** 

[3.07]** 

1.1183 

(23.54)*** 

[20.60]*** 

0.4652 

(7.16)*** 

[5.70]*** 

0.2971 

(4.35)*** 

[3.69]*** 

 

76.09% 

 

Horizon = 1 years (0, 12) 

      

Exercise – Complete - Don’t Sell 

 

645 

0.0054 

(1.99)* 

[2.03]* 

0.8997 

(15.16)*** 

[16.22]*** 

0.5045 

(6.23)*** 

[5.40]*** 

0.4846 

(5.69)*** 

[5.67]*** 

 

59.30% 

 

Exercise – Complete - Sell – Stock 

Options 

 

722 

0.0066 

(3.44)*** 

[3.53]*** 

1.0085 

(23.83)*** 

[21.17]*** 

0.4443 

(7.70)*** 

[5.49]*** 

0.4679 

(7.70)*** 

[6.44]*** 

 

77.10% 

 

Exercise – Complete - Sell – M&As 

 

48 

0.003 

(0.51) 

[0.49] 

0.6882 

(4.55)*** 

[4.62]*** 

0.5678 

(3.46)*** 

[3.47]*** 

0.8407 

(4.10)*** 

[3.79]*** 

 

16.23% 

 

Exercise – Complete - Sell – SEOs 

 

27 

-0.0051 

(-0.56) 

[-0.55] 

1.3558 

(7.08)*** 

[7.01]*** 

1.3352 

(5.26)*** 

[5.47]*** 

1.0786 

(4.06)*** 

[3.66]*** 

 

38.67% 

 

Exercise – Complete - 

Sell – Stock Options, M&As, SEOs 

 

103 

0.0014 

(0.36) 

[0.36] 

0.9348 

(11.21)*** 

[10.68]*** 

0.3266 

(2.97)** 

[2.34]* 

0.2492 

(2.13)* 

[2.04]* 

 

42.72% 

 

Exercise – Partial - Don’t Sell 

 

1489 

0.0132 

(5.78)*** 

[5.93]*** 

0.9627 

(19.28)*** 

[18.57]*** 

0.7296 

(10.75)*** 

[8.71]*** 

0.306 

(4.29)*** 

[4.09]*** 

 

74.23% 

 

Exercise – Partial - Sell – Stock 

Options 

 

1372 

0.0065 

(4.03)*** 

[4.10]*** 

1.0373 

(29.08)*** 

[27.46]*** 

0.5524 

(11.35)*** 

[9.30]*** 

0.3073 

(6.01)*** 

[4.63]*** 

 

84.42% 

 

Exercise – Partial - Sell – M&As 

 

120 

0.0074 

(1.39) 

[1.44] 

1.1307 

(9.83)*** 

[9.95]*** 

0.7351 

(4.82)*** 

[4.48]*** 

0.0586 

(0.36) 

[0.37] 

 

45.50% 

 

Exercise – Partial - Sell – SEOs 

 

91 

0.0154 

(2.43)** 

[2.41]** 

1.0215 

(7.51)*** 

[8.74]*** 

0.7439 

(4.09)*** 

[4.25]*** 

0.4054 

(2.12)* 

[2.12]* 

 

30.29% 

Exercise – Partial - 278 0.0078 1.0411 0.4214 0.2304 65.41% 
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Sell – Stock Options, M&As, SEOs (2.90)** 

[2.90]** 

(17.64)*** 

[15.63]*** 

(5.26)*** 

[4.45]*** 

(2.73)** 

[2.40]** 

  Note: t-statistics are parenthesized; standard errors are braced; *p≤ 0.10, ** p≤ 0.05, *** p≤ 0.01. 

Next, we turn to the situation where the company chooses M&As to resell 
repurchased stock. In this case, we observe positive but insignificant monthly CARs 
over the 1- and 2-year horizons. However, the 3-year horizon yields statistically and 
economically significant annual positive excess returns of 14.04%. Given the conclusions 
drawn by Andrade et al. (2001), we argue that a 3-year horizon gives the market 
enough time to assess the true motivation of the acquisition. Thus, we conclude that 
completing the transaction for funding M&As adds to shareholder wealth over the 3-
year time horizon. Hence, we suggest shareholders allow at least 3 years to derive the 
benefits of favorable M&A deals. This finding also raises the question: how successful is 
a company in sharing information effectively with its stockholders? We advocate that if 
the company could reduce information asymmetry by disseminating knowledge 
regarding its true motives in a timely and efficient manner, shareholders could benefit 
sooner from good management decisions. 

The third mode of completing the transaction is by selling shares through SEO. 
Masulis and Korwar (1986) and Mikkelson and Partch (1985) have documented that 
SEOs are associated with stock underperformance. However, when investigated as an 
extension of the repurchase program, the market remains neutral to an SEO. We note 
insignificance statistically on both negative excess returns over the 1-year horizon and 
positive excess returns over the 2- and 3-year horizons. Thus, we argue that if a stock 
repurchase precedes an SEO, the market is more forgiving and is willing to price the 
stock at its fair value. 

In the final step, we examine a combination of the three modes: stock options, 
M&As, and SEOs. Here, we observe statistically insignificant CARs over the 1- and 2-
year horizons. However, a positive monthly CAR of 0.37%, significant at the 10% level, 
is noted over the 3-year horizon. Thus, it is evident that shareholders accrue larger gains 
when the company completes the transaction, using a single mechanism of fulfilling 
stock option grants or funding an M&A deal instead of employing a combination of 
events. Nevertheless, one could argue that a completed transaction mitigates any 
negative abnormal returns around corporate events that could otherwise have 
accumulated were these events to have taken place in isolation. 

We continue our analysis by repeating the empirics for a repurchase program 
that is implemented partially. We detect some noticeable differences in the results when 
compared with a completed repurchase program. To start with, when a repurchase 
program is implemented partially without completing the resell transaction, we note 
positive monthly CARs of 1.32%, 1.0%, and 0.91% over the 1-, 2-, and 3-year horizons, 
respectively. These returns are statistically significant at the 0.1% level and 
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economically significant at annual rates of 15.84%, 12%, and 10.92% over 1-, 2-, and 3-
year horizons, respectively. Thus, the highest excess returns accrue over the 1-year 
horizon, followed by declining returns over the 2- and 3-year horizons. Although the 
completion of the resell transaction for fulfilling stock option obligations continues to 
generate significant and positive abnormal returns, we observe that the magnitude of 
the returns is smaller than it would be if the company does not complete the transaction, 
unlike the case of the completed repurchase program. Specifically, the annual returns 
are 7.8% over a 1-year horizon, 6.6% over a 2-year horizon, and 6.48% over a 3-year 
horizon. 

We note that in the case of partial repurchase program implementation, 
shareholders benefit more if the resell transaction is not completed. This observation is 
extended to contract completion via funding of M&As. The significant positive excess 
returns over a 3-year horizon observed in a completed repurchase implementation may 
disappear entirely if the repurchase program implementation is partial. The logic of this 
observation can be derived from Jensen’s (1986) free cash flow hypothesis. In the case of 
a partial repurchase, the market is willing to add a more significant premium to the 
expectation that the company will hold on to the free cash flow to complete the 
repurchase in the future. If the company completes the resell part of the transaction by 
engaging in corporate restructuring, the market may be skeptical of its future motives. 

The story changes when firms select the SEO route for completing the resell 
transaction. Here, we observe positive and significant abnormal annual returns of 
18.48% over a 1-year horizon, 12% over a 2-year horizon, and 15.48% over a 3-year 
horizon. If the market believes that the company cannot complete the repurchase due to 
a cash shortage, an SEO confirms this belief. This result reveals an interesting 
phenomenon; namely, an SEO considered independently would normally decrease stock 
price, but combining it with a partial repurchase may result in positive excess returns. A 
possible reason is that the market now expects the company to complete the repurchase 
with the new cash raised from the SEO. 

Finally, we examine a combination of the three modes of transaction completion: 
stock options, M&As, and SEOs. Unlike the case of a completed repurchase program, we 
find evidence of significant positive abnormal returns over the three different time 
horizons. Specifically, when companies partially fulfill a repurchase program but 
complete the resell transaction, using a mix of the three available strategies, we observe 
monthly CARs of 0.78%, 0.66%, and 0.67% over 1-, 2-, and 3-year event horizons, 
respectively. The CARs are significant at least at the 1% level and translate into 
economically significant annual excess returns of 9.36%, 7.92%, and 8.04% over 1-, 2-, 
and 3-year event horizons, respectively. There are two possible interpretations of these 
results. One is that an incomplete repurchase program solicits an incomplete reaction 
from the market; i.e., the market does not have sufficient information to predict whether 
a company will complete the repurchase in the future and, hence, rewards the stock as 
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long as the resell transaction is completed by methods acceptable to stockholders.  The 
other is that the company is aware that the market is closely monitoring the company to 
predict its future course of action. Hence, the company signals its motives by 
completing the full transaction via activities that may increase shareholder wealth and 
alleviate agency concerns. The results mentioned above may raise the issue of why a 
contract completion for funding M&As exclusively does not result in positive returns, 
whereas a mix of events that includes M&As does. A likely reason is that the mixed 
sample is dominated by the other two corporate activities: SEOs and stock option 
fulfillment. We conducted event studies with sub-samples of two event combinations, 
but the sample sizes were too small to generate reasonable values of R2. 

 

Limitations and Future Research 

We recognize that this study has some limitations.  First, we acknowledge that 
individual shareholder’s risk preference can affect their wealth. Using an experimental 
setup, Garling et al. (2020) find that increasing motivation to compete for performance 
increases risk-taking behavior. However, they also find that risk-taking behavior is not 
as high as expected when the competition is high. They attribute this to the fear of an 
increased probability of loss. Other scholars (Fang et al., 2017; Kirchler et al., 2019) have 
also studied individual risk-taking. Noussair and Tucker (2013), Palan (2013), and 
Powell and Shestakova (2016) recognize individual risk preference to be a significant 
determinant of differences in trading behavior in experimental asset market setups. 
Thus, investors’ individual trading choices could influence the detection of abnormal 
returns (or lack thereof). For future research, various utility functions may be 
incorporated to reflect the differences in individual shareholder’s risk preferences. 

Second, multiple factors could potentially contribute to abnormal returns in 
long-term event studies. However, no methodology can account for every possible 
contributing factor, including for event windows of 30 days. Oler, Harrison, and Allen 
(2007) state that the choice of event window length is 5 days for 67.7% of studies but 
caution against the exclusive use of short-term returns as predictors of long-term 
performance. The authors argue that although long-term event studies are susceptible 
to confounding events, they nevertheless reveal important information in the presence 
of significant and positive/negative abnormal returns and should therefore be included 
alongside short-term event studies to obtain a complete picture.  

Some seminal studies involving long-horizon stock performance following 
corporate events include Fama (1998), Kothari and Warner (1997), Schwert (2001), and 
Kothari (2001). A detailed analysis of issues surrounding such long-term event studies 
is provided by Kothari and Warner (2007). The authors recommend using a 
combination of methodologies such as buy-and-hold and calendar time along with 
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forming subsamples to mitigate shortcomings related to power and specification. A 
more recent study by Dutta et al. (2018) proposes a new method that involves 
standardized returns to test for long-horizon abnormal stock returns and considers 
cross-sectional autocorrelation and heteroskedasticity of stock returns. Although it is 
beyond this research’s scope, future studies can conduct long-horizon studies with the 
methodologies proposed by Kothari and Warner (2007) and Dutta et al. (2018).  

 

Summary and Recommendation 

In this study, we investigate the repurchase event in two phases: (I) 
Announcement of the program; and (II) Degree of implementation. First, we design the 
complete transaction, whereby the company starts with a repurchase announcement in 
Phase I and implements the program in Phase II. Then, we analyze each stage’s process 
to evaluate its impact on long-term shareholder value and the consequent possible 
trading strategies. 

In Phase I, a short-term event study confirms the extant literature’s findings that 
significant positive abnormal returns follow the repurchase program’s announcement. 
In Phase II, we conduct long-term event studies on incorporate companies’ actions, 
from implementing the repurchase program to utilizing the acquired stock. In this 
phase, we divide the sample into several subgroups based on the repurchase program’s 
degree of implementation and the acquired stock’s reselling mechanism. Our results for 
this phase show that a fully implemented repurchase program, followed by using the 
acquired stock to fulfill stock option grants, has the maximum positive impact on 
shareholder wealth in terms of both statistical and economic significance. In the case of 
M&As, shareholder gains are positive and significant for a fully implemented 
repurchase program over a 3-year period only. Further, we find that when SEOs follow 
repurchase programs (complete or partial implementation), the effect on shareholder 
wealth is either insignificant or positive. This result is fascinating because SEOs are 
generally associated with negative returns (Brav et al., 2000; Wang & Zhen, 2003; 
Carlson et al., 2006). 

Thus, although shareholders that keep their stock following a repurchase 
announcement gain over the short-term, future corporate actions can significantly affect 
shareholder wealth in the long-term. Hence, we recommend shareholders continue to 
monitor companies’ actions following a repurchase program implementation. 
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Abstract 
 
Purpose – This study is to trigger an integration of strategic, legal, and accounting issues 
relating to the formation and operation of social enterprises (SEs). It provides a conceptual 
model to facilitate debate, research, and practical approaches to aspiring social 
entrepreneurs. 
 
Design/Methodology/Approach – The study utilizes a secondary research method. It 
reviews literature from classical business and entrepreneurship to law and accounting 
journals and overcomes the complexity of topics to create a holistic approach to social 
entrepreneurs’ challenges and opportunities. 
 
Findings – It provides a vantage point of the distinctive nature of social entrepreneurs and 
entrepreneurial motivations.  It explores the advantages of legal and accounting challenges 
in forming a Low-Profit Limited Liability Company (L3C). In particular, it delineates the 
intricacies between an L3C, a limited liability company (LLC), and not-for-profits. Finally, 
it offers a conceptual model for further research and a set of practical implications. 
 
Research limitations/implications – This study invites further investigation of the 
strategic formation of SEs. Specifically, exploring the external environment in conjunction 
with strategic behavior, capabilities, law, and accounting challenges. In addition, it 
provides a conceptual model for further investigation of the significant dynamics of SEs.   
 
Practical implications – The creation of the conceptual model provides a guiding start for 
research, debate, and practical guidelines for aspiring entrepreneurs by integrating 
strategic, legal, and accounting challenges and opportunities.   
 
Social implications – The proliferation of SEs provides solutions to social challenges while 
entrepreneurs generate profit. It provides a dimension to a socially conscious person to 
engage in enterprises. Finally, it may provide a new paradigm for new capitalism that 
deliberately combines social and financial benefits. 
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Originality/Value – This study develops a conceptual model to explain the complexity 
and dynamics of social entrepreneurship and provide exposure to SEs’ legal and accounting 
challenges and opportunities. 
 
Keywords: social entrepreneurship, strategy, L3C, law, accounting.   
 
Reference to this paper should be made as follows: Moussetis, R. & Cavenagh, T. 
(2021). Strategic, legal, and accounting challenges for social enterprises.  
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Introduction 

 

Since Borstein’s seminal work (Bornstein, 2004) and Yunas’ energetic follow-up 

(Yunas, 2006), social entrepreneurship has entered the mainstream media, captivating by 

its market-based approach to solving social problems. Arguably, Social Entrepreneurship 

provides the perfect convergence of two seemingly competing organizational aims: Profit 

and Societal Benefit. Yet, the definitional landscape of social entrepreneurship remains 

unsettled, with scholars continuously attempting to delineate its boundaries, form, and 

meaning. Are the definitions too exclusive (Light, 2006) or too inclusive? Where do pure-

profit capitalism end and social enterprise (SE) begin (Hlady-Rispal & Servantie, 2018)?  

Understanding of the field remains largely vague until a prevailing paradigm begins to 

emerge. 

 

There have been as many as 37 definitions of Social Entrepreneurship (Dacin et al., 

2010). Generally, those definitions focus on motivations, identifying opportunities 

involved in change, and inspiring leadership (Light, 2009), operating processes and 

resources, social wealth creation (Dacin et al., 2011), or merely an initiative to help people 

(Yunus, 2008). Besides, attempting to define social entrepreneurship inevitably invites 

the question of how it differs from traditional entrepreneurial activities.  Social 

entrepreneurship stems from different missions, drives, and challenges; hence, it requires 



Moussetis & Cavenagh / Journal of Business and Management, 27(1), March 2021, 23-52. 

 

25 

  

a different research approach. Moreover, training and educating social entrepreneurs 

requires a dedication to the management of accountability, the double (or even triple) 

bottom line, and, most importantly, the identity (Sliva and Hoefer, 2016; Yunxia, 2016). 

 

In the past, business entities have attempted to remedy social problems through 

the lenses of social responsibility and ethical behavior. For example, corporate strategy 

expanded to include societal strategy (ethics, corporate social responsibility, and political 

strategy); however, Corporate Social Responsibility (CSR) is designed primarily to 

maximize the corporation’s image. Under the CSR model, investors would continue to 

have a strong interest and influence over the types of corporate activities that would 

ensure optimizing return on investment and higher stock value and performance. Hence, 

we explore socially related projects through the lenses of the increased stock value under 

the CSR paradigm.    

 

In contrast, social entrepreneurship seeks to create social value returning to 

investors with much less compensation, capital growth, or increased salary or wages. 

Surplus economic gains are targeting the beneficiaries of SE (Yunxia, 2016). 

Consequently, one may ask what drives an individual away from rational self-utility 

optimization (Licht, 2010) or profit-seeking behavior to a non-monetary sense of 

accomplishment, which is a characteristic of all entrepreneurs. 

 

Some people have an innate drive to attain considerable cost to support a social 

benefit despite possibly conflicting values that are highly passionate in their decision 

approach. For such individuals, satisfaction derives from their range of values and 

benefits others (Dacin et al., 2011; Licht, 2010). More recently, empathy may facilitate a 

process and willingness to accommodate multiple perspectives, commitment to lessening 

suffering, and emotional connection. Indeed, one might argue that personality 

characteristics and identity drive social entrepreneurship or entrepreneurial intentions 
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(Hockerts, 2017). Considerable research on personality traits drives entrepreneurial 

behavior on openness, conscientiousness, extroversion, agreeableness, and neuroticism. 

However, empathy and agreeableness are personality traits supporting social 

entrepreneurs, while extroversion and conscientiousness have no predictive value.  

 

Social Entrepreneurship is emerging rapidly; however, there are still challenges 

(Dacin, 2011). This paper addresses the SE’s strategic nature and highlights the legal, 

taxation, and financial challenges.  Lastly, it provides a conceptual model to facilitate 

future empirical research. 

  

 

The Strategic Nature of Social Entrepreneurship 

 

A SE’s primary strategic challenge is whether the social entrepreneurs can explore 

the essential fit between shifting societal needs and the behavioral orientation and 

capabilities to match the societal shifts (Farkas, 2016; Emery & Trist, 1965).  

In a rapidly changing world, an organization’s ability to compete effectively 

depends on the ability to anticipate future changes and “create” the future, hence, 

utilizing constantly entrepreneurial approaches. Entrepreneurial approaches are 

strategic since they involve entrepreneurial activities and, at their core, are external 

conditions to venture onto uncharted business territories with novel products and 

services previously untested. Historically, firms used relatively static approaches to 

respond to changes by extrapolating past success into the future or reacting to external 

changes with corresponding strategies (Porter, 1980).   

 

The concept of external turbulence provided a measure to develop appropriate 

response mechanisms. For example, scholars have postulated the dependence upon the 

environment.  Others described it as a dynamic change (Wilden and Gudergan, 2015). 

Furthermore, the research typology has portrayed an environment as stable, uncertain, 



Moussetis & Cavenagh / Journal of Business and Management, 27(1), March 2021, 23-52. 

 

27 

  

complex, static, dynamic, discontinuous, and turbulent (Wilden and Gudergan, 2015; 

Emery & Trist). The variability is known as environmental turbulence. Furthermore, the 

strategy derives from environmental turbulence. 

 

Entrepreneurship implies significant change and departure from experiences 

(Dacin, 2011). The change process involves acute external changes and opportunities and 

a broader set of variables (i.e., behavioral, cultural, among others) that are critical inputs 

to success. Does the entrepreneur have the mindset and capacity to venture into 

uncharted territory? Selected literature suggests a meaningful relationship between 

external conditions (environmental turbulence) and internal conditions (strategic 

orientation and adjusted capabilities) (Farkas, 2016) as they relate to performance. Often, 

we encounter individuals with a passion for a business or a cause but lack the behavioral 

or intellectual skills to navigate the new landscape. 

 

Social entrepreneurship was a natural evolution for people who wanted to provide 

social value effectively and consistently. Peter Drucker indicated that a business exists to 

provide a product or service effectively and efficiently; therefore, it should always be 

cost-effective. Having said this, is Social Entrepreneurship a new capitalism model to 

create shared value creation? In the spirit of Drucker’s approach, is Social 

Entrepreneurship becoming the new norm of business in general where shared value 

becomes the new norm (Dacin, 2011)? The social responsibility movement and the 

professionalization of corporate philanthropy (planned giving) have created conditions 

for a new business model where economic and social values are equally integrated. A 

conception of a broader societal strategy of the business firm has been emerging for some 

time now. Pursuing an economic benefit is congruent with the broader social benefit per 

the cultural and political climate. Hence, social entrepreneurship may be the mechanism 

by which we see a broad transformation of the business institution where profitability, 

greed, and shareholder value, instead of more comprehensive social value, transforms 

into a broader societal institution to provide social benefits (Dacin, 2011). Therefore, social 



Moussetis & Cavenagh / Journal of Business and Management, 27(1), March 2021, 23-52. 

 

28 

  

entrepreneurs are change agents since they provide social value and create a new 

approach to “business.” They must understand critical societal shifts and match them 

with the corresponding behavior and capability. 

 

Discussion of business’s legal environment has been taking place in both higher 

education and industry for decades.  Indeed, the general approach to teaching business 

students and counseling business practitioners has become formulaic in terms of content 

and approach.  However, the landscape is changing as new business law supports new 

business purposes (Lane, 2015). It is no longer a new trend for charitable organizations to 

become involved in commercial activities. Thousands of nonprofit organizations have 

embraced the social entrepreneurial concept. They have created ‘commercial’ type 

ventures as part of their nonprofits, have created spin-off organizations or subsidiary 

organizations, or have moved into the new area of hybrid organizations (Cherry, 2012). 

 

 The relatively new but rapidly expanding field of social entrepreneurship 

challenges that formula because social entrepreneurs’ values and goals are different from 

those in any other business area.  (Renko, 2013) Moreover, social entrepreneurs’ legal 

needs and opportunities are complex, distinctive, and, in many ways, reconfigure social 

entrepreneurship students’ needs and the practical needs of individuals operating social 

entrepreneurship enterprises (Lane, 2015). Beyond noting the potential for social 

entrepreneurship to revolutionize aspects of business education and business practice, it 

is noteworthy that a body of scholarship devoted to social entrepreneurship is emerging. 

 

 The following section explores the legal environment in which social 

entrepreneurship continues to grow.  It first considers the distinct values, goals, legal 

needs, and legal opportunities present in social entrepreneurship.  Second, a detailed 

review of the business entity’s choice illustrates the social entrepreneurship legal 

environment. 
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Characteristics of the Social Entrepreneur 
 

Social entrepreneurs are a different breed of business students and 

businesspersons because they bring profoundly different values to business practice than 

those engaged in for-profit endeavors, whether large or small (Renko, 2013). We hence 

elaborate on the characteristics of the social entrepreneur as follows.  

 

Distinctive Values and Goals of the Social Entrepreneur  

The social entrepreneur is much more likely to be an altruist, more interested in 

social change than operating any particular business.  Indeed, business is likely a means 

to an end for the social entrepreneur, addressing the marginalized needs, not an end in 

itself.  These business practitioners may come from many studies and diverse levels and 

training; they may not seek or have a business degree (Zahra et al., 2009). Accordingly, 

they are likely to know less about business operations and strategy than traditional 

business people are. Moreover, they may care less about business operations and strategy 

than traditional business people may (Zahra et al., 2009).   Social entrepreneurs are also 

very likely to have deeply held, non-business-oriented beliefs that affect their business 

practices and expect their business practices to conform.  For example, the traditional 

businessperson ordinarily sees a business as a source of ongoing revenue and an avenue 

toward acquiring long-term wealth. 

 

Conversely, the social entrepreneur may bring deeply held beliefs about income 

inequality to the workplace. These beliefs may affect the extent to which they see their 

business as a source of wealth generation for themselves instead of others (Zahra et al., 

2009). Finally, social entrepreneurs may be hostile to or frustrated with traditional profit-

driven businesses, believing they cause some of the problems social entrepreneurship 

intended to cure.  
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Social entrepreneurs have different values, and, as a result, social 

entrepreneurship is definitionally different from other areas of business practice in terms 

of business goals and strategies. Social enterprises (SEs) are businesses that ordinarily 

direct all or some of their profits, not to the owner, but to a range of at-risk populations, 

such as low-income urban communities, underserved communities, or foreign businesses 

not capable of selling at prices that can sustain families  (Hlady-Rispal & Servantie, 2018). 

Social entrepreneurs might also strive to offer training and opportunities for self-

improvement to these at-risk populations. They may also have a goal of producing goods 

for these communities to consume at subsidized price levels.  (Hlady-Rispal & Servantie, 

2018).  

 

Distinctive Legal Needs of the Social Entrepreneur  

Social entrepreneurs possess different values and operate their businesses to 

different ends; their legal needs are also exceptional (Galera & Borzaga, 2009). It is true 

in at least four ways:  first, social entrepreneurs often (but certainly not always) lack 

business sophistication, so legal counsel becomes much more critical.  Second, the law of 

business operations in the social entrepreneurship area is relatively new and continually 

evolving, so even social entrepreneurs with some business expertise find a growing, 

changing, and sometimes conflicting set of laws and regulations with which to work 

(Dacin, 2011). Third, social entrepreneurship enterprises often serve their international 

constituencies by invoking international law and American federal trade law (Kaufman, 

2012; Short, Moss & Lumpkin, 2009). For example, fair trade goods purveyors seek to 

purchase and resell goods from at-risk producers, foreign coffee growers.  They do so at 

prices set not by market forces but by the economic needs of the growers.  Buying and 

importing the goods and transferring the revenues generated by the goods may involve 

legal considerations far beyond simple state business operation laws.  Fourth, social 

entrepreneurs are virtually always operating underfunded and understaffed businesses 
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and have no permanent legal staff.  (Certo & Miller, 2008). Therefore, knowing when the 

required legal counsel is needed, from whom to obtain it, and what purpose is crucial 

(Galera & Borzaga, 2009).   

  

Distinctive Opportunities for the Social Entrepreneur  

The good news is that the emerging social entrepreneurship law is prosocial 

entrepreneurship, both here and abroad (Galera & Borzaga, 2009).  New business entities 

allow, among other things, entirely new ways to raise and use start-up and operational 

funding (Kelly, 2009).  Also, they offer significant legal protection to owners while they 

provide meaningful flexibility in operation.  Furthermore, because these entities are 

emerging quickly and broadly, and courts have shown them considerable solicitude, 

more comprehensive funding sources, such as foundations, trusts, and high-wealth 

individual donors, can be sought.  The unique business values and goals drive social 

entrepreneurship’s legal environment and present significant challenges but are rich with 

opportunities for the well-advised and agile social entrepreneur (Galera & Borzaga, 

2009).   

  

Social Entrepreneurship Entity Choice and Taxation Considerations  

A 2007 poll showed that 71% of social entrepreneurs considered the choice of 

entity to be the single greatest challenge for their enterprise. Businesses may “exist” in 

American law as entities separate from their owners.  They are subject to regulation but 

have many protections, speech, or due process, such as what a person possesses.  State 

law governs this legal area in which there are generally some 50 different sets of business 

entity choices from which the practitioner may select.  Moreover, tax dimensions add a 

very significant federal component.  Moreover, while there are many similarities among 

those state offerings, no two are exactly alike, and each distinct entity offers different 
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rights and responsibilities to its owners.  Thus, this is a complex area where legal counsel 

is essential (Galera & Borzaga, 2009). 

 

As a general matter, there are three types of business entities:  sole proprietorships, 

partnerships, and corporations.  The sole proprietorship, an unincorporated form of 

business, ordinarily operates with one owner.  They are transferred simply by a sale of 

the business assets.  The entity offers little legal protection because the business and the 

owner are mostly indivisible.  However, there are minimal creation and operation 

formalities, so they are tempting to entrepreneurs who may wish to avoid the expenses 

of a more formal business entity.  In general, the law does not treat a sole proprietorship 

as distinct from its human owner.  

 

The general partnership is simply an association of two or more individuals 

operating for-profit and ordinarily consistent with a negotiated partnership agreement.  

Such an agreement practically starts the partnership’s operation, and, like a sole 

proprietorship, transferring the assets complete the sale of the business’s selling. Thus, 

the law treats a partnership as distinct from its human owner(s). 

 

The corporation is a distinct legal entity owned by its shareholders and run by its 

officers and directors.  There are substantial creation and operation formalities, but those 

formalities provide a vastly increased liability protection level for owners. With even 

greater clarity, the law treats a corporation as distinct from its human owner(s).  

 

A Limited Liability Company (LLC) is a business entity that merges the 

partnership and the corporation and has been taxed as a partnership under federal tax 

law since 1997 (Reg. §301.7701-2(a)).  The Low-Profit Limited Liability Company (L3C) 

introduction has recently sparked discussion regarding the combination of for-profit and 

not-for-profit entity characteristics.  One primary question relates to the taxation 
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characteristics of an L3C.  The simple answer is that if an L3C has more than one investor, 

it is considered a partnership for tax purposes (IRC §761(a)); thus, it is considered a pass-

through entity.  On the other hand, if the L3C has a single member, it would be considered 

a disregarded entity for tax purposes. Thus, all income would be tax at the individual 

level.  A partnership is not subject to tax at the entity level; instead, all partners are liable 

for the tax associated with income from an L3C (IRC §701).  An L3C, identical to an LLC, 

can elect to be tax as a corporation by filing a Form 8832, Entity Classification Election, with 

the Internal Revenue Service (Reiser, 2010).  

 

Although an L3C is driven by the desire to capitalize on social entrepreneur 

endeavors, it is not necessarily a tax-exempt entity. Therefore, it does not automatically 

qualify for IRC §501(c) (3) tax-exempt status.  It is clear that an L3C, driven by social 

entrepreneurship initiatives, may meet the operation requirements for tax-exempt status. 

However, IRC §501(c) (3) also clearly states that: “no part of the net earnings of which 

insures to the benefit of any private shareholder or individual, no substantial part of the 

activities of which is carrying on propaganda, or otherwise attempting, to influence 

legislation… and which does not participate in, or intervene in (including the publishing 

or distributing of statements), any political campaign on behalf of (or in opposition to) 

any candidate for public office.” As current federal tax law stands, the newly invented 

L3C is a taxable entity, taxed as a partnership, creating taxable income recognition to 

investors.  Although this tax status may be unappealing, several other tax considerations 

concerning an L3C positively impact social entrepreneur endeavors from a tax 

standpoint. 

 

 Program-Related Investment (PRI) Tax Advantages 

An L3C is classified as a for-profit entity, thus subject to income tax, yet the entity 

structure could benefit investor interest and earn capital.  The merge of for-profit and 

not-for-profit characteristics in an L3C may be seen as a form of a program-related 

investment (Minnigh, 2009). A program-related investment (PRI) is classified as an 
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investment that does not jeopardize the carrying out of the exempt purpose of a private 

foundation (Reg. §53.49443(a) (1)).  By definition, a PRI is an investment that possesses 

the following:  

  

1. The investment’s primary purpose is to accomplish one or more of the following: 

religious, charitable, scientific, literacy, or educational purposes, or to foster amateur 

sports competition or prevent cruelty to children or animals.   

2. No significant purpose of the investment is the production of income or the 

appreciation of property; and  

3. No purpose of the investment is to accomplish the influence of legislation, participate 

in any political campaign concerning an individual candidate for public office (Reg. 

§53.4944-3(a) (1)). 

 

Private charitable foundations that qualify for exempt status must make minimum 

annual qualifying distributions of at least 5 percent of their income or be subject to 

additional excise tax (Vitello, 2010).  Additionally, private foundations are limited in their 

investment decisions as they cannot invest in a manner that would be deemed risky or 

potentially jeopardize the foundation from fulfilling its tax-exempt purposes (IRC 

§4944(a) (1)).  A risky investment, according to the IRS, is one that failed to exercise 

ordinary business care and prudence according to the facts and circumstances at the time 

of investing (Reg. §53.4944-1(a) (1) (i)).   Based on these requirements, private foundations 

struggle to balance the need to complete required distributions that do not result in a 

risky investment that would jeopardize the entity’s exempt purpose.  In an attempt to 

walk the line between risky and necessary, the standard investment in Program-Related 

Investments (PRIs) evolved (IRC §4944(c)). The PRIs allow private foundations to mix the 

required five percent distribution with sound business investments.   
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The PRIs are investments that uphold a private foundation’s purpose and are not 

motivated by producing income (IRC §4944(c)).  Tax law identifies that a private 

foundation can avoid additional penalties and tax by distributing at least five percent of 

its income that can be fulfilled through funding a PRI.  Unfortunately, determining 

whether an investment qualifies as a PRI is not as straightforward as an investment “if it 

significantly furthers the accomplishment of the private foundation’s exempt activities 

and if the investment would not have been made but for such relationship between the 

investment and the accomplishment of the foundation’s exempt activities” (Reg. 

§53.4944-3(a)(2)(i)).  Because of these strict measures, the private foundation carries the 

burden to determine if the investment qualifies as a PRI and can be used as a qualifying 

distribution toward their minimum requirements (Flaherty, 2012).   

 

Although an L3C is a taxable entity, paralleling the mission of an L3C with the 

requirements of a PRI can entice private foundations to fund social entrepreneurship 

initiatives through the use of an L3C.  Private entities must analyze their investments on 

a case-by-case basis to determine if any would classify as a PRI.  The L3C is structured to 

parallel the PRI defined in IRC §170(c) (2) (B) and Reg. §53.4944-3(a).  The IRS does not 

explicitly acknowledge the L3C as an example of a PRI, but an L3C may take several steps 

to align it with the PRI definition.  Aligning the L3C operating or partnership agreement 

with a PRI definition would create a minimal argument for the IRS to disallow individual 

L3C’s PRI status (Minnigh, 2009).  In April of 2016, the IRS denied L3C entities to be 

included explicitly as examples of a PRI (TD 9762).  The treasury department’s specific 

exclusion noted that an L3C status would not automatically determine PRI status; 

instead, an L3C status may still qualify as a PRI but not be given an automatic acceptance. 

 

Using the L3C status as an organization can come with certain advantages, one of 

which is financing social entrepreneurship initiatives. L3Cs can give social entrepreneurs 

the chance to carry out their social missions as L3C organizations can attract different 

investors’ forms to assist in funding (Thompson, 2012). The Tranche system of investment 

https://www.law.cornell.edu/definitions/index.php?width=840&height=800&iframe=true&def_id=c0306cb8b1e5523eb9afb5d48162e4d1&term_occur=2&term_src=Title:26:Chapter:I:Subchapter:D:Part:53:Subpart:E:53.4944-3
https://www.law.cornell.edu/definitions/index.php?width=840&height=800&iframe=true&def_id=c0306cb8b1e5523eb9afb5d48162e4d1&term_occur=2&term_src=Title:26:Chapter:I:Subchapter:D:Part:53:Subpart:E:53.4944-3
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can be utilized to create an L3C organization, allowing investors to dictate expected 

contributions and returns. Tranche investments separate investors by different layers of 

ownership and return interests, consisting of three categories: Equity, Mezzanine, and 

Senior Tranche (Vitello, 2010). More specifically, the Equity Tranche offers the lowest 

return rate (e.g., 1%) and is where most PRI investments would be categorized within an 

L3C. The Equity Tranche creates a path for tax-exempt private organizations to invest 

and fulfill their requirement to distribute five percent of their income, fulfilling PRI 

requirements (Reiser, 2010). Social entrepreneurs would utilize the Mezzanine Tranche 

and other corporations as this tranche offer an average amount of risk and return (e.g., 

3%). Lastly, the Senior Tranche offers the highest return rate between the three levels (e.g., 

6%). This tranche is reserved for various market investors or pension funds (Vitello, 2010). 

This Tranche system allows for a wide range of investors, creating several paths for an 

L3C organization to gain capital that may not have been available as an LLC. 

 

Another advantage that L3Cs offer is the brand effect. The brand effect can be used 

as a marketing strategy to drive consumer sales by emphasizing the social impact. The 

brand effect is connected to each product manufactured by the L3C. The sales go to the 

L3C, a non-tax-exempt business driven by nonprofit motives (Thompson, 2012). The 

social impact connected to a product can incentivize consumers to buy, knowing that a 

portion of the sales may benefit society. It offers a sense of achievement to know that part 

of the proceeds will be returned with social impact. Buying products with a connected 

charitable mission does not offer the same tax advantages related to charitable 

contributions to consumers, but their purchase intent may be maintained.  The sense of 

client fulfillment will drive the brand effect, potentially increasing L3C sales and funding.  

Table 1 contrasts the differences between L3C, LLC, and Not-for-Profits companies. 

 

Table 1: Differences between L3C, LLC, and Not-For-Profits companies 

Characteristic  L3C  LLC  Not-for-Profits   
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Tax Exempt under  
§501(c)(3)  

No, unless all the 
members are 
eligible under IRC 
§501(c)(3)  

No, unless all the 
members are 
eligible under IRC 
§501(c)(3)  

Yes  

Operate at a Profit  Yes, but it cannot be 
a significant 
purpose    

Yes  No  

Easily Formed  Moderate  Moderate  No  

Defined Charitable  
Purpose  

Yes  No  Yes  

Limited Liability for  
Owners  

Yes  Yes  Yes  

Contributions are  
Charitable Deductions  

No  No  Yes  

Distributions are T/E  No   No  Distributions are 
not given   

Potential Rate of  
Return on Investment 
(ROI)  

Between 0% and 5%  5% or more  Negative 100% to  
0%  

  

 

Disadvantages of L3C Structure  

The main disadvantage that an L3C status brings to an organization is that under 

IRC §501(c)(3), an L3C does not automatically qualify as a tax-exempt organization. An 

organization pays income taxes based on its profits; thus, L3C organizations do not offer 

any tax advantage at the entity level in their current form. Additionally, the creation of 

L3Cs was to foster a more structured form of PRIs.  Unfortunately, the process of 

qualifying an entity as a PRI  is the same throughout any other type of business entity. 

Therefore, tax laws do not recognize the establishment of the L3C (Flaherty, 2012). 

 

An L3C organization does not create a certainty that allows private foundations to 

regard it as a PRI like other business entities. TD 9762 expressly excludes L3C 

organizations from being listed as an example of an entity that qualifies as a PRI. The 

absence of specific inclusion in the PRI definition allows regulators to decide whether the 
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L3C can be considered an entity for PRI purposes (Hopkins, 2014). The lack of inclusion 

creates uncertainty for private foundations, and the investment may be considered a 

jeopardizing investment, leading to tax penalties (Vitello, 2010). In addition, the lack of 

apparent authority providing that an L3C is automatically considered a PRI has 

generated confusion.  Privation foundations and the general public lack education about 

the L3C structure and automatically assume that an L3C designation classifies it be a PRI 

(Flaherty, 2012). Until there is a change to the tax code or granted preapproval, 

investments in L3Cs may be considered too risky for private foundations, and there is no 

decisive advantage an L3C holds over an LLC (Vitello, 2010).   

 

The three tranche systems previously discussed allows for creativity when 

structuring the capitalization of an L3C. However, it may also be challenging to find 

investors willing to forego a return on investment to foster social returns (Vitello, 2010). 

Outside investments are the primary source of funding for the L3C structure. Until the 

investors are willing to make minimal or no return on their investment, it could be 

cumbersome to gather capital for the organization (Flaherty, 2012).   

 

Taxation Structure Strategies  

An L3C’s flow-through status would allow the members to include their 

proportionate share of the L3C items on their tax return, thus tax-based on their tax-

exempt status. In addition, if an L3C member is considered a tax-exempt entity according 

to IRC §501(c)(3), the flow-through income from the L3C may not be subject to tax. 

Therefore, taxing an L3C as a partnership avoids the burden of paying tax at the entity 

level as L3Cs do not qualify for tax-exempt status. 

 

If the L3C elected to be taxed as a corporation, any potential tax would be based 

on the organization’s total net profits for the tax year at the entity level. Since L3C uses 

the LLC taxation strategy, the organization can become tax-exempt. As previously 
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discussed, a single, sole, or multiple-member LLC can be considered tax-exempt if every 

member qualifies under IRC §501(c) (3). A qualifying member must not intend to be 

created to benefit the shareholders’ private interests, as stated in IRC §501(c) (3), meaning 

the profits cannot benefit the shareholders. The law disqualifies any entity that offers 

dividends or a return on investment based on the profits made throughout the year. 

Individual investors are also disqualified because they are not tax-exempt eligible. This 

theory may be taken to the L3C level allowing L3Cs to be tax-exempt (Reiser, 2010).   

 

Tax strategies that benefit an L3C organization are based on the members. 

Partnership elected taxation can be beneficial if at least one member does not qualify as 

tax-exempt under IRC §501(c) (3), creating a non-tax-exempt L3C. The pass-through 

nature of profits and losses under IRC §701, taxes would not be paid at the entity level, 

benefiting the L3C, while allowing the members to take losses based on their share of the 

partnership (IRC §704). Corporation elected taxation can only benefit the L3C if all 

members qualify under IRC §501(c) (3), creating a tax-exempt L3C. The same strategy can 

be taken at the partnership level to obtain the same results using IRC §701. To avoid 

taxation at the entity level, the L3C should structure the funding to accept only PRIs or 

donations since PRIs are only made by tax-exempt foundations (Reiser, 2010). If PRIs and 

donations are the sole sources of funding, it implies tax-exempt foundations would make 

up the members of the L3C, giving the entity tax-exempt status under IRC §501(c) (3). 

The L3C would not be able to utilize the tranche system of investment in order to 

maintain the tax-exempt status of the entity since tranches imply a return of an 

investment will be made, violating IRC §501(c)(3) (Vitello, 2010). Any contribution made 

to an L3C will be considered a charitable deduction under IRC §170(c) (2) if the 

requirements for IRC §501(c) (3) are fulfilled. Individuals and corporations can make 

uncompensated contributions to an L3C but cannot benefit from it. This issue can help an 

L3C decide whether to become tax-exempt or stay for profit. Taxation does not differ 

between a partnership or corporation if the entity holds tax-exempt status but should be 

taxed at the partnership level if the L3C does not qualify for tax-exempt status.  
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While an entrepreneur’s choice of entity is not immutable, it is expensive, 

cumbersome, and time-consuming to change.  Making the right business entity choice 

depends on thoroughly understanding one’s objectives and priorities (i.e., business 

strategy) and carefully considers several crucial threshold questions:  Who will be the 

owners? How many will there be?  Does the business expect to make and distribute 

profits?  Are early losses expected?  What things of value will the entity own, and are 

they easily divisible?  To what extent is a liability, either legal or economic, avoidance a 

priority for owners?  What level of sophistication is present among the owners?  

 

Social entrepreneurs benefit from some unique and very enticing business entity 

choices.  Perhaps the most common one is the “Low-Profit Limited Liability Company” 

or “L3C,” which is typically created as a for-profit venture subject to state and federal 

income taxes and property taxes, and with no limits on profit  (Lang & Carrott-Minnigh, 

2010; Smiddy, 2010). Vermont was the first state to enact the L3C; a handful of additional 

states have followed.  Ordinarily, L3C laws amend a state’s existing Limited Liability 

Company (LLC) statute to creating a specific type of charitable LLC.  This L3C is designed 

to create a safe business entity for receiving in-state statutes a “Program Related 

Investment” or “PRI” from private foundations. Social Entrepreneurs often have 

difficulty raising capital, given that their bottom line is not purely profit-driven.  In the 

L3C, not only does the social entrepreneur operating the L3C benefit, the foundation 

receives tax benefits and some degree of tax certainty from the gift (Lang & Carrott-

Minnigh, 2010; Smiddy, 2010). 

 

This L3C is an entirely new and innovative way to empower social entrepreneurs, 

and there is considerable excitement about it.  An L3C’s articles of incorporation must 

contain provisions identifying a charitable or educational purpose.  The articles must also 

state that the L3C does not have a significant intent to produce income or a political or 
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legislative purpose.  The benefits of this new form of an entity may be significant and are 

full of potential if Treasury Regulations are adapted to provide absolute clarity in 

determining which investments qualify as PRIs. 

 

Several other states, including California, have authorized the creation of “Flexible 

Purpose Corporations.” The FPC may be either publicly traded or closely held like a 

family business.  Its articles of incorporation must include a statement describing the 

FPC’s purposes, including charitable or social purposes like those nonprofits ordinarily 

carry out or promote activities that benefit their employees, suppliers, customers, 

creditors, the community, wider society, or the environment.  These two broadly defined 

purposes offer an FPC substantial discretion to select its blended value purpose and 

accomplish a genuinely beneficial outcome.  The “Social Purpose Corporation” is a 

moniker used by other states for a very similar business entity  (see, e.g., California Social 

Purpose Corporation Act, Stats. 2014, Ch. 694, Sec. 13 (SB 1301)). 

 

Another crucial development in the SE legal environment is the “Benefit 

Corporation.”  As of March 2013, benefit corporations are authorized in twelve states and 

the District of Columbia.  Like other social entrepreneurship entities, benefit corporations 

aim to accommodate social and financial goals by increasing the board’s discretion to 

consider social and environmental goals when making business decisions. In addition, 

they offer owner protection, government recognition, and a high degree of certainty 

about rights and responsibilities.  

 

Finally, social entrepreneurial enterprises may seek “B Corporation” certification, 

and well over 200 have done so (Cherry, 2012). They do so by submitting a “B Impact 

Assessment” and additional required documents to a private entity called B Labs.  

Following a successful assessment process, B Labs certifies the business as a “B 

Corporation.” This designation comes with B Labs rules for operation, an agreement to 
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permit unannounced, on-site reviews by B Labs, and an annual public interest report 

evaluating the business’s progress toward its charitable or social goals.  The B-Corp status 

is privately granted and regulated, so it does not offer any particular tax treatment.  

However, like a Good Housekeeping seal, significant brand improvement potential is 

available (Lane, 2015). 

  

Financing the Social Enterprise (SE) 

A final area in which social entrepreneurs have a significant opportunity is the 

financing options available for such ventures (Buttice, Columbo & Wright, 2017). While 

it is beyond this paper’s scope to fully consider all of the options for start-up and scaling 

investment available to social entrepreneurs, it is worth mentioning that it is ripe for 

exploration.  In addition to the PRI option described infra, social entrepreneurs are 

uniquely situated to seek crowdfunding options because they present a clear picture to 

investors who might share their mission (Short et al., 2017). Indeed, the social 

entrepreneur can make the pitch in a uniquely attractive way:  they are both endeavoring 

to effect meaningful social change. Moreover, they are doing so in a fashion that (may) 

make a profit (Chan & Parhankangas, 2017; Young, 2017).  The research on this area 

continues to expand, and social entrepreneurs would benefit from strategically 

considering the range of ways they can now develop financing options for their 

enterprises (Vismara, 2016; Buttice, Columbo & Wright, 2017; Chan & Parhankangas, 

2017).  

  

 

Conclusion 

 

Increasingly for-profit and not-for-profit corporations face societal challenges, 

which routinely threaten profitability. Many corporate stakeholders exert social pressure 

on the corporation to address product safety, labor, human rights, excessive profitability, 
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education, and the environment. Subsequently, corporations have expanded the scope of 

strategy to include societal strategy. As illustrated in Figure 1, the societal strategy has 

become an integral part of the corporation in determining profitability. It reflects an effort 

to counter the mounting social pressure to address social issues. Therefore, for-profit 

organizations engage in innovative activities to build social capital; nevertheless, the bulk 

of social entrepreneurship is found among not-for-profits private and public service 

social entrepreneurship. Moreover, social services increasingly become scarce; hence, the 

need for Social Entrepreneurship.  

 

Social Entrepreneurship receives so much current attention because citizens and 

corporations have lost faith in governments to solve social problems. Moreover, 

corporations are more comfortable with market-based solutions to social problems when 

considering that the U.S. extensively utilizes charities and non-for-profit solutions to 

social challenges. The prevailing assumption of a market-based society is that market 

forces will address social needs; however, the emergence of social entrepreneurship 

indicates failing to address social needs with market forces. The market-based system’s 

natural tendency is to gravitate towards services and products that generate optimal 

short-term returns instead of more extended societal benefits. Theoretically, a society 

with minimal social needs offers a more robust consumer market; therefore, it seems that 

the market forces should have a vested interest in societal health as a practical business 

issue. Nevertheless, the market forces cannot close the gap between social needs and their 

own market needs; hence, the emergence of Social Entrepreneurship. 

 



Moussetis & Cavenagh / Journal of Business and Management, 27(1), March 2021, 23-52. 

 

44 

  

 

Figure 1: A conceptual model of a social enterprise (SE) 

  

  

What is Next?   

  

The design of a conceptual model can advance future research and assist those 

wishing to explore the various relationships among the actors and processes. As shown 

in Figure 1, the socio-economic and political setting generates the conditions for 

identifying societal needs, hence, the insertion of Social Entrepreneurs into the conceptual 

map. Moreover, we firmly believe that the social entrepreneur’s mindset is crucial for 

creating an SE successfully. The outcome of this process is the operationalization of the 

SE concept into a strategic decision. In short, we propose research that explores the 

relationship of the external environment as it shapes the design and mindset of a social 

entrepreneur, stakeholders’ influence, the relationship of design and mindset to decision 

and action, and the many unanswered questions on legal and accounting issues.  We hope 

this model can advance the research on this emerging yet very critical field. Specifically, 
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we invite further investigation of the strategic formation of SEs by exploring the external 

environment in conjunction with strategic behavior, capabilities, law, and accounting 

challenges. 

  

 

Practical Implications  

 

In general, social entrepreneurship represents the relationship between social 

activities and economic wealth generation. Increasingly, organizations and businesses 

are interested in inclusive growth, social impact, and the need to create people-based 

reward systems and everyone’s well-being. Therefore, businesses are shifting from pure 

profit-making to social impact performance measures. Considering the array of 

stakeholders, a socially-focused company understands the broader ecosystem operating 

beyond revenue and profitability. Moreover, social businesses have arisen as a 

sustainable and innovative means to resolve social problems. Social businesses become 

models for empowerment, quality of life, and economic growth. There is a movement to 

encourage a new generation of entrepreneurs to consider broader stakeholder interests 

and embrace socially responsible business models. A socially responsible business is 

good for business. 

  

We believe that the paradigm of today’s capitalism is shifting towards societally 

responsive practices. Hence, we attempt to provide a conceptual model for SEs that not 

only serves as a thinking pad but also triggers deliberate actions. The conceptual model 

in Figure 1 is designed to illustrate the range of critical forces of an SE and provide a 

launchpad for additional research and exploration.  Therefore, this work’s practical 

contribution is to recognize the shifting societal needs to a socially responsible profit-

making activity. Moreover, SEs generate excellent brand value. Consumers are eager to 

participate in enterprises that create social and financial benefits. Hence, it is an 

alternative model from the current ways of doing business when considering the 2008-
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2010 global financial crisis that demonstrated the high social cost of capitalism without 

scruples. Research in this area may also provoke a discussion on the social costs of 

business activities. 

Furthermore, this paper explains the SEs’ unique behaviors, characteristics, and 

typologies to advance research for creating broader and public wealth rather than just 

focusing on private profit-driven behaviors. It also adds to Schumpeter’s 

entrepreneurship theory by providing social entrepreneurship theory on mobilizing 

resources to create a broader sustainable social impact. In addition, it demonstrates how 

a SE provides an avenue to a new range of venture capital from funding sources currently 

committed to social change.  Another practical implication is prompt to redraw the 

boundaries of Entrepreneurship that more fully distinguish traditional entrepreneurship 

oriented toward profit-making from SE oriented toward social change. Finally, managers 

are aware of SEs’ legal and accounting intricacies, such as the need to establish the legal 

standing of SEs and the importance of state-level SE laws on, inter alia, formation, 

operation, and liability of those entities. In addition, managers are aware of the need to 

clarify proper accounting approaches for SE’s as well as the importance of federal and 

state law on, among other things, taxation, capital acquisition, and fund-raising for those 

entities. 
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Abstract 
 

Purpose - This research aims to identify the direct and indirect effects on 
organizational performance from the ethics environment, organizational 
commitment, and job satisfaction.  

 
Method - Research findings are based on the analysis of 250 participants within 
numerous organizations using partial-least-squares structural equation modeling 
(PLS/SEM).   

 
Findings – The ethics environment, organizational commitment, and job 
satisfaction are positively linked to organizational performance. In addition, the 
ethics environment positively impacts organizational commitment and job 
satisfaction, which both lead to increased organizational performance.  The 
combined impact of the ethics environment, organizational commitment, and job 
satisfaction on organizational performance is assessed for the first time.  

 
Limitation - This study’s generalizability is limited because the sample consists 
only of full-time workers in the United States. 

 
Implications - This study recommends that managers take the necessary actions to 
improve organizational performance by building the foundation for implementing 
an ethics environment.  The ethics environment can improve employees’ 
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organizational commitment and job satisfaction, which positively affects 
organizational performance. 

 
Originality - This empirical research is the first to connect the ethics environment 
to organizational performance through organizational commitment and job 
satisfaction.   

  
Keywords: ethics environment, organizational commitment, job 
satisfaction, organizational performance 
 

 
Reference to this paper should be made as follows: Sumlin, C., Hough, C., 
& Green., K.W. (2021). The impact of ethics environment, organizational 
commitment, and job satisfaction on organizational performance. Journal of 
Business and Management, 27(1), 53-78. DOI: 10.6347/JBM.202103_27(1).0003. 

 
 
 
 

Introduction 
 

Technological and social advancements are causing managers to look for ways to 
improve their organization’s business strategy (Porter, 2000).  Because ethics 
environment, organizational commitment, and job satisfaction can impact organizational 
performance, managers are revamping their business strategies by implementing these 
constructs.  Many scholars have studied the impact of organizational commitment and 
job satisfaction in the workplace, but few have looked into the antecedents to those 
variables.  The purpose of this paper is to analyze the impact of ethics environment (EE), 
organizational commitment (OC), and job satisfaction (JS) on organizational performance 
(OP).  The work environment affects the quality of work performance in any 
organization. For example, employees with organizational support experience increased 
commitment, linking to employee satisfaction (Claudia, 2018; Colakoglu et al., 2010; Vitell 
& Singhapakdi, 2008). 

 
Through a literature review, we theorize a structural model outlining the exact 

relationship between the presented constructs.  This study bridges the gap between 
previous literature and current literary findings regarding EE and OP.  In particular, this 
research aims to clarify the direct and indirect effects EE, OC, and JS have on OP.  In 
addition, the research seeks to provide sound recommendations for managers to 
encourage the implementation of appropriate changes to their organizations for 
improving their overall performance. This empirical study advances the quality and 
quantity of prior research regarding the effects of EE, OC, and JS on OP.  We found 
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sufficient need for further research surrounding the direct and indirect effects of EE, OC, 
and JS on OP.   

 
 

Literature Review 
 

Theoretical Foundation 
 

The two theoretical foundations that form the basis of this study are social 
cognitive theory (SCT) and organizational behavior modification theory (OBMT).  The 
SCT allows managers to set rules that employees can identify, enhancing the level to 
which an organization can function (Bandura, 1986, 1991; Wood & Bandura 1989a; Wood 
& Bandura, 1989b).  The OBMT supports the belief that employees who receive positive 
reinforcements are more likely to exhibit desired behaviors and be committed to the 
organization.  The two theories are based upon the idea that the employee’s perceptions 
of the organizational environment can dictate the employee’s behaviors within that 
environment.  

 
The OBMT, spearheaded by Skinner (1938, 1953), suggests that employees’ 

character and performance directly correlate with the type of outcome they want to see.  
According to Kini and Hobson (2002), behaviors related to a positive stimulus lead to 
positive outcomes and are more likely to be repeated versus behaviors that lead to 
negative outcomes.  The incentive and stimulus used to promote the intended behavior 
vary depending on the implementer’s choice, but the goal remains the same, to motivate 
employees and increase performance.  For instance, Wei and Yazdanifard (2014) analyzed 
the effects of intrinsic rewards such as praise as a positive reinforcement tool and 
identified a positive relationship between positive feedback/reinforcement and 
performance.  As demonstrated in Stajkovic and Luthans (2001), feedback encourages 
employees to evaluate themselves and their actions, leading them to a certain 
consequence. This self-checking causes them to want to change their actions in order to 
solve the discrepancy.  According to Medlin et al. (2016), by implementing appropriate 
managerial processes and organizational behavior modification, the organization can see 
an increase in commitment, satisfaction, workplace engagement, optimism, and overall 
OP.   

 
After identifying competition as a strong motivating force, Romero and Kleiner 

(2000) conclude that, as employees are motivated, they are less likely to practice risky 
behavior and more likely to show up to work, decreasing absenteeism.  The SCT urges 
for the implementation of a moral code in order to regulate moral conduct.  Establishing 
a strong moral code of conduct within an organization is vital for enforcing an EE.  
According to Valentine and Barnett (2002), the awareness and promotion of an 
organization’s ethical code are positively linked to ethical behavior manifestation.  
Promoting a code of conduct is essential because an employee’s actions could be 
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advantageous personally but detrimental to others (Bandura, 1991).  The SCT supports 
the reasoning that employees who demonstrate morality and commitment can impact JS 
and, in turn, improve their overall OP.  Guan and Frenkel (2019) imply that employees 
whose personal psychological orientation aligns with the social system are more likely to 
be productive.    

 
Vandenberg and Scarpello (1994) measure how an employee’s occupational 

commitment impacts his/her OC. They identify OC as an influencer of employees’ 
perceived congruence with the organization, ultimately proving that turnover intention 
strongly predicts employees’ job attitudes and behavior.  By implementing OBMT, 
organizations can better utilize positive reinforcements that motivate employees to 
demonstrate ethical behaviors.  Both SCT and OBMT are well-established theories that 
provide reasoning for employees’ behavioral changes.  The theoretical model utilized in 
this research is supported by the related literature.  It depicts the proposition that when 
an EE is ready within an organization, the EE implementation can positively impact OC 
and JS and ultimately influence the overall OP.  

 
   

Theoretical Model 

The theoretical model in this research incorporates the constructs of EE, OC, JS, and OP.  
Based on the underlying theories and literature, we propose an EE as a foundational 
antecedent to OP and that OC and JS mediate the EE to OP link.  Additionally, we propose 
that JS mediates the OC to OP link. 
 
 Figure 1 depicts the theoretical model.  It incorporates six hypotheses, all of which 
are hypothesized as positive (+).  The hypotheses include H1: EE → OP, H2: EE → OC, 
H3: EE → JS, H4: OC → JS, H5: OC → OP, and H6: JS → OC.  
 

 

 

 

 

 
Figure 1: Theoretical model with hypothesized links   
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Construct Definitions 
 
 
Ethics Environment  

The EE is defined as an understood social system in which its members are 
encouraged to behave appropriately and go beyond what is required in order to promote 
ethical practices, which contributes to the overall establishment of a standard of practice 
and a safeguard against erroneous behavior within an organization (Ardichvili,  Mitchell 
& Jondle, 2009; Hijal-Moghrabi, Ardichvili & Mitchell, 2017; Jondle, Ardichvili, & 
Mitchell, 2014; Treviño, Butterfield, & McCabe, 1998).  Jondle et al. (2014) describe EE as 
“based on an alignment between formal structures, processes, policies, training and 
development programs, consistent value-based ethical behavior of top leadership, 
informal recognition of heroes, stories, and the use of rituals, metaphors, and language 
that inspire organizational members to behave in a manner consistent with high ethical 
standards” (p.30).  Research demonstrates that while ethical standards are important to 
implement, education through increasing ethical code awareness is a key factor in 
increasing accountability and compliance among organizational members (Fritz, Arnett, 
& Conkel, 1999; Valentine & Barnett, 2003).  When managers comply with ethical 
standards and illustrate what an upright, model member of the organization looks like, 
managers increase the likelihood that lower-level associates will mirror their behaviors, 
thus promoting compliance with ethical standards.  Hough, Green, & Plumlee (2015) 
cited numerous authors who showed the importance of an EE yet found few empirically 
measured outcomes of EE.  This study furthers research into the EE outcomes. 

 
 

Organizational Commitment   

The OC can be defined as “the relative strength of an individual’s identification 
and involvement in a particular organization” (Cullen et al., 2003, p. 128).  According to 
Cesário and Chambel (2017), OC is a multidimensional construct that indicates the 
strength of an individual’s psychological attachment to an organization.  When 
measuring its effects on different organizational outcomes, commitment can be 
categorized into affective commitment, continuance commitment, or normative 
commitment.  Affective commitment has been demonstrated as the typical response by 
individuals who are a part of a positive EE congruent with their personal beliefs (Lau et 
al., 2017).  Continued commitment occurs when employees stay with an organization 
solely because it would be too costly to leave the organization.  Normative commitment, 
also known as the obligation dimension, is the state of psychological attachment to an 
individual’s employer (González & Guillen, 2008).  Employees who feel a strong sense of 



Sumlin, Hough, & Green / Journal of Business and Management, 27(1), March 2021, 53-78. 

 

58 
 

support experience an equivalent degree of commitment that is translated into 
embodiment and fulfillment of organizational goals (Beheshtifar & Herat, 2013).  The 
various facets of OC promote the productivity and longevity of employees (Cohen, 2003).  
Bennett and Hylton (2019) cited Reichers (1985) “stat[ing] that studies have found that 
organizational commitment leads to favorable and appropriate organizational outcomes” 
(p. 345).   

 
 

Job Satisfaction  

Lee et al. (2010) define JS as “a pleasurable emotional state resulting from 
individuals’ job experiences” (p. 132).  Employee satisfaction is a multi-factorial 
construct, including basic and excitement factors (Latif et al., 2013).  Employee attitude is 
composed of three components: extrinsic JS (i.e., recognition, compensation, 
advancements, and company policies), intrinsic JS (i.e., independence, responsibility, and 
security), and general JS (i.e., working conditions) (Gunlu et al., 2010). In addition, JS can 
be associated with promoting a caring climate (Fu & Deshpande, 2014).   

 
 

Organizational Performance  

Jaramillo et al. (2005) described job performance as an assessment tool that allows 
managers to gauge the companies training and performance effectiveness.  Contrary to 
popular belief, OP is not solely based on an organization’s bottom-line; instead, it is a 
multifaceted appraisal of the sum of the whole as it relates to an organization’s efficiency, 
effectiveness, equity, interactions, and behaviors practiced by the organization (Hijal-
Moghrabi et al., 2017). The OP is the ability to cope with all systematic processes relative 
to its goal-seeking behavior and carry out its organization-adapting and organization 
maintaining functions effectively (Damanpour et al., 2009).   

 
 
 

Hypotheses Development 
 

Ethics Environment and Organizational Performance 

An EE has not been empirically linked to OP.  We argue that establishing an 
environment within which ethical behavior is expected and reinforced can improve OP. 
Furthermore, an EE can positively impact individual employee performance (Ahn et al., 
2018; Jin & Drozdenko, 2010; Shapira-Lishchinsky & Rosenblatt, 2009), and individual 
performance has been positively linked to OP (Sutharshini et al., 2019).  These linkages 
imply that an EE should enhance OP. Thus, we posit: 



Sumlin, Hough, & Green / Journal of Business and Management, 27(1), March 2021, 53-78. 

 

59 
 

 
H1:  Ethics environment is positively related to organizational performance. 
 
 

Ethics Environment and Organizational Commitment 

As evidenced by research, the EE sets the tone for what is expected and upheld in 
an organization and contributes to the OC.  According to Herndon et al. (2001), “when 
employees are committed to an organization, they tend to reinforce the existing value 
structure around them” (p. 74).  Establishing an EE is usually fulfilled by using a top-
down approach, i.e., ensuring top management adheres to the organization’s ethical 
standards.  Managers are held in high esteem and are expected to be a “visible message” 
when it comes to modeling ethical behavior (Fritz et al., 2012; Peng & Kim, 2020).  Ethical 
leadership promotes a sense of trust and credibility in the organization, improves ethical 
compliance, restoration, employee retention, and nearly eliminates grievances filed by 
unsatisfied employees (Kar, 2014). 

On the other hand, actions deeply rooted in self-interest, which strictly contradict 
ethical behavioral standards (Ciulla et al., 2018), cause organizational members to become 
less enthusiastic about their job and lose concern for others and interest in the 
organization’s well-being (Neubert et al., 2009).  Overall, this decreases employees’ level 
of commitment toward the organization (Demirtas & Akdogan, 2015). In addition, a 
member’s perceived fairness also impacts the OC (Sharma et al., 2009).  Another factor 
that can deter members from becoming organizationally committed is the absence of 
alignment between what is taught versus what is practiced by top management.  When 
an employee perceives that top administration practices what is expected, employees are 
more likely to be committed to their organization (Fritz, Arnett, & Conkel, 1999; Neubert 
et al., 2009; Weaver et al., 2005).   

 
H2:  Ethics environment is positively related to OC. 
 
 

Ethics Environment and Job Satisfaction 

In addition to company policies, rules, and regulations, an organization’s EE sets 
the tone for the organization.  When examining prospective organizations, individuals 
need to understand themselves and what they expect from a company.  Just as a company 
measures a prospective employee against its organizational structure, the employee 
should ensure the organization fits his/her specifications.  Research demonstrates that 
employees who feel a sense of congruency to their employer are more likely to feel valued 
as individuals, satisfied with their jobs, and display an affective commitment to the 
organization (Amos & Weathington, 2008).  Within an EE, there are always employees 
who disregard ethical standards.  To minimize defiance, organizations emphasize the 
importance of managers showing appreciation for employees who perform ethically.  
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Research indicates that those who are satisfied with their job behave more ethically (Vitell 
& Davis, 1990). 

 
Hypothesis 3:  Ethics environment is positively related to job satisfaction. 
 

Organizational Commitment and Job Satisfaction 

Because of a growing belief that OC affects employees’ satisfaction, managers are 
seeking ideas to improve their employees’ intensity of commitment (Lok & Crawford, 
2001).  Some researchers have labeled JS as an independent variable and perceived it as a 
response to a specific job, whereas OC has been labeled as a dependent variable and is 
viewed as an encompassing response toward the organization (Eslami & Gharakhani, 
2012).  Gunlu et al. (2010) analyze how different hotel managers’ commitment levels are 
tied to their JS.  For example, the level of satisfaction of a multinational organization’s 
manager with his workplace and coworkers could vary significantly from that of a 
manager who independently owns a hotel.  The manager who owns the hotel has more 
freedom and flexibility in conducting daily business operations.  Because the manager is 
not bound by any constraints and compartmentalization, he/she becomes more 
confident and shows accountability by achieving the organization’s goals.  Yousef (2000) 
found that managers who exemplified consultative or participative leadership had 
employees who exhibited high commitment, high satisfaction, and high performance.  
Based on the above discourse, we postulate: 

 
H4:  Organizational commitment is positively related to job satisfaction. 

 
 

Job Satisfaction and Organizational Performance 

Because human capital is the most valuable asset in a successful organization 
(Varma, 2017), factors such as JS and OP and their relationship have long intrigued 
business enthusiasts and industrial psychologists. According to Judge et al. (2001), as 
originally cited in Landy (1989), this area of research is proclaimed as the “Holy Grail.” 
The JS can be impacted by an employee’s concern about their placement on the 
promotional ladder.  Research shows that job insecurity or lack of benefits offered by 
their current employer increases stress and fear and decreases JS.  The fear of job 
insecurity also affects employees’ degree of effort in their assigned jobs (Taufail et al., 
2018).  Latif et al. (2013) reported that senior members of an organization tend to be more 
satisfied than junior staff.  The research indicates that increased productivity, reduced 
absenteeism, and improved quality are attributed to increased JS (Tett & Meyer, 1993; 
Wood et al., 2012).  Determinants of satisfaction such as autonomy and collaboration 
amongst employees can directly impact overall OP (Ouedraogo & Leclerc, 2013).  Prior 
studies such as Koys (2003) conclude that employee JS helps organizations reach their 
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financial goals and relates directly with OP.  When an employee’s satisfaction increases, 
organizational productivity and profitability also increase, demonstrating a significant 
relationship between JS and OP: “a satisfied worker is a productive worker” (Latif et al., 
2013, p. 166).   

 
H5:  Job satisfaction is positively related to organizational performance. 
 
 

Organizational Commitment and Organizational Performance 
 

Individuals motivated to stay in an organization with educational and 
promotional opportunities are strongly committed to their organization because it makes 
increasing their skills a priority (Eslami & Gharakhani, 2012; Lee et al., 2010; Salleh et al., 
2016).  The organization’s members need to believe that they have some control over what 
takes place within the organization.  Individuals who feel as if they have the autonomy, 
control over time, and ability to set their own pace will have a positive level of 
commitment, which will lead to increased productivity (Eaton, 2003).  Also, individuals 
who deeply pride themselves in the work they do for the company are characterized as 
having affective commitment.  This commitment level correlates significantly with 
superior performance, decreased burnout, and decreased turnover (Chen et al., 2006).  
Leaders who exemplify referent power are found to have a greater impact on their 
employee’s level of commitment (Biong et al., 2010).  OC was found to vary depending 
on the nature of commitment.  Studies have shown that as a manager’s affective 
commitment increased, his/her performance assessment ratings also increased (Meyer et 
al., 1989). Hence, we posit: 

 
H6:  Organizational commitment is positively related to organizational performance. 
 
 
 

Methodology 
Sampling Process 

The multi-item survey developed included demographic questions and the 
study’s constructs (i.e., EE, OC, JS, and OP).  Previous studies such as (Green & Inman, 
2005; McDaniel, 1997; Mowday et al., 1979; Smith et al., 1969; Hough et al., 2020) assessed 
the constructs for reliability and validity.  An Institutional Review Board (IRB) committee 
reviewed the survey contents to ensure that the participants would not experience any 
form of harm and approved the study to proceed.  SurveyMonkey, a third-party data 
collection service, was contracted as a third-party data collection service to collect data 
from 250 full-time employees in the United States.  A diverse sample was utilized to 
ensure that the results would have a greater possibility of being generalizable.  This data 
collection process was similar to Green et al. (2019) and Hough et al. (2020), in which a 
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third-party data collection agency contracted to collect data.  Following Hair et al. (2017), 
we recognized that PLS/SEM is a plausible tool for a small sample size of more than 100.  
Based on their responses, the employees demonstrate a vast amount of work experience 
and diversity.     

 
The population sample of 250 consisted of 37.5 percent men and 62.5 percent 

women.  The makeup of compensation type for the individuals studied in this specific 
sample consisted of 51.6 percent hourly, 39.2 percent salaried, and 9.2 percent 
commission.  The specific industry category percent make up consisted of 8 percent being 
agriculture, forestry, and fishing, 0.4 percent mining, 5.6 percent retail trade, 5.2 percent 
construction, 8.4 percent finance, insurance, and retail, 9.6 percent manufacturing, 6.4 
government, 4.4 percent transportation service, 3.2 percent lodging, personal, and 
business, 2.8 percent wholesale trade, 22.0 percent healthcare, 5.6 percent education, 5.6 
percent technology, and 19.6 percent classified as other.  The average years and standard 
deviation for the employees in the current position were 9.39 (8.86).  

 
  

Measurement Scale Assessment 

All measurement scales are taken from previous research.  The EE scale is a 
modified version of the scale developed by McDaniel (1997).  The JS scale is derived from 
Smith et al. (1969), and the OC scale is taken from Mowday et al. (1979).  Finally, the OP 
is taken from Green & Inman (2005). 

 
All measurement scales come from previous research (Green & Inman, 2005; 

McDaniel, 1997; Mowday et al., 1979; Smith et al., 1969) and are assumed to exhibit 
sufficient content validity.  It was necessary to remove items that did not have 
standardized factor loading >= .70 to achieve sufficient convergent (Chiang et al., 2012).  
Table 1 displays the measurement scales’ psychometric properties, including the items 
that exhibit factor loadings greater than or equal to .70.  Wetzels et al. (2009) recommend 
comparing construct correlations with average variance extracted (AVE) values to assess 
discriminant validity.  The AVE values greater than correlations indicate sufficient 
discriminant validity, which is the case in Table 2. Therefore, the measurement scales are 
sufficiently valid.  Multicollinearity was assessed for the model through the variance 
inflation factors (VIFs).  All of the VIFs were below the cutoff of 10, which is a good 
indicator that the model does not exhibit excessive multicollinearity (Hair et al., 2009; 
Green et al., 2015?; Babin & Zikmund, 2015).  Table 1 also contains reliability statistics 
(Cronbach’s alpha, composite reliability, and AVE) for the measurement scales.  
Cronbach’s alpha and composite reliability values greater than or equal to .70 and AVE 
values greater than .50 represent sufficient reliability (Garver & Mentzer, 1999).  All 
reliability statistics exceed the recommended thresholds.  Hence, the measurement scales 
are sufficiently reliable. 
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Table 1: Psychometric properties of first-order constructs 

(CA-Cronbach’s alpha, CR-Composite reliability, AVE-Average variance extracted) 
  

Construct/Measures Loading CA CR AVE 

Ethics Environment     

EENV1 .863 .961 .966 .723 

EENV3 .883    

EENV4 .839    

EENV5 .902    

EENV7 .791    

EENV8 .868    

EENV9 .924    

EENV10 .904    

EENV13 .846    

EENV14 .760    

EENV15 .753    

Organizational Commitment  .965 .969 .723 

OC2 .859    

OC3 .727    

OC4 .833    

OC5 .894    

OC6 .918    

OC7 .888    

OC8 .863    

OC9 .883    

OC10 .868    

OC11 .858    

OC12 .806    

OC13 .791    

Job Satisfaction  .880 .918 .728 

JS1 .752    

JS3 .905    

JS4 .901    

JS5 .869    

Organizational Performance  .979 .982 .888 

OP1 .917    

OP2 .929    

OP3 .918    

OP4 .958    

OP5 .960    

OP6 .958    

OP7 .956    
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Table 2: Correlations among First-Order Latent Constructs  

 Ethics 
Environment 

Organizational 
Commitment 

Job 
Satisfaction 

Organizational 
Performance 

Ethics Environment .750    

Organizational 
Commitment 

.791 .837   

Job Satisfaction .743 .741 .812  

Organizational 
Performance 

.561 .570 .616 .942 

(Square root of AVE in bold on diagonal) 
 
 
Statistical Analysis 

Partial-least-squares structural equation modeling (PLS/SEM) is used to assess 
support for the individual hypotheses embedded in the structural model and maximize 
the percentage of the variation explained in the dependent variables in the structural 
model (Hair et al., 2017; Wetzels et al., 2009).  Specifically, WarpPLS (version 6.0) 
PLS/SEM software is used.        

  
 

Results 
Figure 2 displays the PLS/SEM results.  The model’s global fit measure 

(Tenenhaus et al., 2005) is .631, which exceeds the cutoff value for large effect sizes of .36 
(Wetzels et al., 2009).  EE, OC, and JS together explain 46% of the variation in OP.  EE and 
OC combine to explain 53% of the variation in JS.  EE explains 56% of the variation in OC. 

 
Five of the six study hypotheses are supported by the standardized coefficients.  

The standardized coefficient values are: .23 for H1: EE→OP; .75 for H2: EE→OC; .20 for 
H3: EE→JS; .57 for H4: OC→JS; and .42 for H6: JS→OP.  All of these are supported and 
significant at the .01 level.  Surprisingly, H5: OC→OP is non-significant and not 
supported, with a standardized coefficient value of .10.  The results show that EE directly 
and indirectly (through JS) affects OP.  The standardized coefficients of .20 and .42 along 
the path (EE → JS → OP) are significant at the .01 level. Furthermore, OC indirectly affects 
OP through JS with significant standardized coefficients of .57 and .42 along the indirect 
path (OC → JS → OP).  

 
We then assess the mediation level in the model with an EE as the single 

independent construct and OP as the dependent construct.  The standardized coefficient 
for the EE→OP link is .57 (significant at the .01 level), and the R2 value is .32.  Introducing 
OC into the model reduces the standardized coefficient for the EE→OP link from .57 
(significant at the .01 level) to .23 (significant at the .01 level), signifying that JS is a partial 
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mediator.  To clarify, OC is not a mediator due to the non-significant standardized 
coefficient for the OC→OP link. 
  
 
 

 

 

 

 

 
** significant at the p<.01 level; 
Sympson’s paradox ratio (SPR)=1.000, acceptable if >=0.7, ideally = 1; 
R-squared contribution ratio (RSCR)=1.000, acceptable if >=0.9, ideally = 1. 

 
Figure 2: PLS/SEM Results 

 
 

 

Conclusion 
Discussion of Findings 

We believe that our study provides theoretical and empirical significance to the 
extant literature. While the subject matter has been discussed previously, we aim to 
examine the influence of EE on OP. Recognized as a necessary expansion of the discussion 
by Sutharshini et al. (2019), we focus on factors that lead to OP by analyzing value 
congruence and its impact on employee attitudes and satisfaction. Employees’ attitudes 
towards their employer are related to their sense of autonomy and collaboration within 
the organization (Ouedraogo & Leclerc, 2013), which translated into satisfaction and 
reflected through their degree of commitment to the organization (Lok & Craword, 2001).  
Based on our literature review, we recognize that employees who perceive congruency 
between themselves and their employer share a sense of attachment and ethical match to 
the organization (Amos & Weathington, 2008), which is manifested through satisfactory 
attitudes and the quality and quantity of the employee’s work (Koys, 2003).  In agreement 
with the literature and solidified by our study’s findings, we demonstrate that EE directly 
and indirectly (through JS) affects OP.  OC does not directly affect OP; however, it 

Ethics 

Environment  

Organizational 

Commitment  

Job 

Satisfaction  

Organizational 

Performance  

.23** 

.75** 

.20** 

.10ns 

.57** 

.42** 

 

R2=.56 

R2=.53 

 

R2=.46 
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indirectly affects OP through JS.  Prior research analyzing the significance of ethics in 
relation to performance has demonstrated that organizational core values positively 
relate to their effects on OP (Jin and Drozdenko, 2010).  As indicated by researchers, the 
relationship between managerial ethics and its code enforcement should be studied more 
in-depth.  Our literature review reveals that ethical compliant behavior is more likely to 
be attained through the visibility of moral, ethical managerial behavior (Neubert et al., 
2009) and ethical code awareness.  Previous studies (Shapira-Lishchinsky & Rosenblatt, 
2009) used a somewhat narrow lens to analyze the prominence of ethics in relation to 
indicators of commitment, such as absenteeism in the business sector.  Our research 
broadens the lens to explore ethics and its relationship to commitment and performance.  
In conjunction with our literature review, we highlight the very definite influence of 
ethics and its relationship to overall OP in business segments.  While OC is not found to 
impact OP directly, it indirectly affects OP through JS.  As described in our review of the 
literature, managers should be aware that their ability to demonstrate credibility, 
accountability, and confidence provides their employees with a sense of security (Yousef, 
2000), which produces a high degree of commitment (Chen et al., 2006) and satisfaction 
with their employer (Taufail et al., 2018). It has a domino effect on their level of 
productivity, efficiency, and overall performance (Latif et al., 2013; Wood et al., 2012).  
Implementing an EE helps managers build the necessary infrastructure that supports the 
development of OC and JS.  Therefore, these results support the proposition that 
enhancing an EE leads to improved OP.   

 
Limitations and Future Research 

This study is based on an analysis of data collected from full-time employees 
working in the United States. Therefore, it is important to replicate the study using data 
collected from additional samples from the United States and different countries as well 
as various levels of economic development to support a broad generalization of the 
results.  As with most survey-based research, the data collected reflects the opinions of 
the respondents.  For example, this study asks employees to give their informed opinions 
about the organizations’ overall performance for which they work.  While this is a 
conventional approach, it would be valuable in future research to collect data from 
alternate sources such as financial statements. In addition, this study ties ethics 
environment, organizational commitment, and job satisfaction to organizational 
performance.  Other human-resource outcome constructs such as workplace optimism 
and employee engagement should be incorporated into a more comprehensive model to 
determine if an additional significant portion of organizational performance variation 
can be explained.  Hough et al. (2015) and Medlin et al. (2016) have assessed the impact of 
these additional outcome variables on individual performance but not on organizational 
performance.    
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Implications for Practitioners  

All managers are tasked with improving the overall performance of the 
organizations for which they work.  While other myriad responsibilities consume 
managers’ workdays, the ultimate objective is the improvement in organizational 
performance.  This study extends the studies of Medlin et al. (2016) and Hough et al. 
(2015).  Medlin et al. (2016) empirically support the proposition that implementing the 
management basics (management principles, management process, and organizational 
behavior modification) will enhance human resource outcomes such as employee 
engagement, job satisfaction, workplace optimism, and organizational commitment and 
ultimately lead to improved individual performance.  Hough et al. (2015) empirically 
support the proposition that an ethics environment positively impacts workplace 
optimism and, in turn, positively impacts individual performance.  This study extends 
this previous work to include the positive impact of an ethics environment on both 
organizational commitment and job satisfaction and ultimately on organizational 
performance.  Based on the results of this and previous studies, management 
practitioners who strive to improve both individual employee performance and 
organizational performance should implement the management basics and build a strong 
ethics environment.  Specifically, from the results present in this study, managers could 
become aware of the positive association between ethics and organizational performance.  
In summary, these results support the proposition that ethical behavior on the part of an 
organization yields improved marketing and financial performance.     
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Appendix 

Measurement Scales 
(* items removed during measurement scale assessment process) 
 
Job Satisfaction (Revised based on Smith et al., 1969) 
Please indicate the extent to which you agree or disagree with each statement as it relates to your 
workplace (1= strongly disagree, 7 = strongly agree). 

1. I am satisfied with my work environment. 
2. I am satisfied with the actual work that I perform. 
3. I am satisfied with level and makeup of my compensation package that I receive. 
4. I am satisfied with the level and makeup of the benefits package that I receive.  
5. I am satisfied with my promotional opportunities. 

 
Organizational Commitment (Mowday et al., 1979) 
Please indicate the extent to which you agree or disagree with each statement as it relates to your 
workplace (1= strongly disagree, 7 = strongly agree). 

1. I am willing to put in a great deal of effort beyond that normally expected in order 
to help this organization be successful. 

2. I tell my friends that this organization is a great one to work for. 
3. I would accept almost any type of job assignment in order to keep working for 

this organization. 
4. I find that my values and the organization’s values are very similar. 
5. I am proud to tell others that I am employed by this organization. 
6. This organization inspires the very best in me in the way of job performance. 
7. I am extremely glad that I chose this organization over other job options at the 

time I joined. 
8. I really care about the fate of this organization. 
9. For me, this is the best of all organizations to work for. 
10. My boss inspires the very best in me in terms of performance. 
11. I am proud to tell others who my boss is. 
12. I am prepared to work harder if my boss wants me to. 
13. I am privileged to work for my boss. 

 
Organizational Performance (Green & Inman, 2005) 
Please rate your organization’s performance in each of the following areas as compared to the 
industry average. (1= well below industry average, 5 = well above industry average).  

1. Average return on investment over the past three years. 

2. Average profit over the past three years. 

3. Profit growth over the past three years.   

4. Average return on sales over the past three years.  

5. Average market share growth over the past three years.  
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6. Average sales volume growth over the past three years.  

7. Average sales (in dollars) growth over the past three years.  

 
Ethics Environment (McDaniel, 1997) 
Please indicate the extent to which you agree or disagree with each statement as it relates to your 
workplace (1= strongly disagree, 7 = strongly agree). 

1. The administration of this organization is concerned with ethical practice. 
2. Although I know that costs are a concern, most of the time I think the 

administration of this facility is more concerned with making money than with 
ethical care. 

3. Administrators at all levels of this organization work to build shared ethical 
practices. 

4. Personnel decisions in this organization reflect ethical considerations. 
5. Administration provides their employees with ethics guidance as needed. 
6. Ethics accountability is not rewarded in this organization. 
7. When ethics violations occur, this organization has procedures to identify and to 

deal with them. 
8. The organizational culture of this institution is ethical. 
9. If I were to have an ethical concern, I know it would be supported in this 

organization. 
10. Communication about ethical concerns in this organization is open between 

employees and administration. 
11. Procedures and policies for employees in this organization do not support ethical 

practice. 
12. Sometimes I think this organization has different goals than mine, especially 

regarding ethical practice. 
13. Personnel policies in my work unit are consistent with what I would call ethical. 
14. When I need it, there are opportunities for employees to engage in ethical 

deliberations in my unit. 
15. If I reported one of my fellow unit employees for an ethics violation, my 

immediate supervisor would support me. 
16. In my opinion, employees’ concerns about ethics issues are not “heard” in my 

work. 
17. If I reported a colleague for an ethics violation, there would be retaliation against 

me. 
18. Employees are unsure where we stand on ethics dilemmas that we encounter in 

our work. 
19. There is an ethics committee in this organization available to me if I need it. 
20. I am involved in deliberations addressing ethics concerns at my work. 
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Abstract 
 
Purpose – This study aims to identify the factors influencing the students’ 
readiness to implement DIS in UNIMAS. It investigates the relationship between 
emotional intelligence and knowledge management in influencing attitude toward 
change. 
 
Method – The study collected 396 samples using an online survey method, and 
the data were analyzed with SPSS statistical software. 
 
Findings – The study results reveal that emotional intelligence and knowledge 
management have significant relationships with attitude toward change. 
Knowledge management is the most significant factor influencing UNIMAS 
students’ attitude toward change compared to emotional intelligence.  
 
Limitations – This study was conducted in UNIMAS, Sarawak. The variety and 
quantity of the study sample are not diverse. The respondents of this study are 
limited to the students of UNIMAS, Kuching, Sarawak. 
 
Implications – The information in this study could contribute to the issues of 
attitude to change. The finding of this research provides a base and framework of 
emotional intelligence (EI) and knowledge management (KM) on attitude toward 
change. Besides, this study contributes to educators, lecturers, and other education-
related staff that knowledge management is the key to implementing changes 
around the education premises.  
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Originality – There is limited research involving university students as 
respondents regarding how emotional intelligence and knowledge management 
influence the attitude toward change. This study is the first to fill this gap. 
 
 
Keywords: emotional intelligence, knowledge management, attitude 
toward change, Digital Identification System 
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knowledge management on student attitude toward implementation of 
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Introduction 
 

Organizations always struggle to blend into a new environment abundant with 

organizational changes and transformations (Mosadeghrad & Ansarian, 2014). The 

educational institutions in Malaysia are no exception. Recently, the Digital Identification 

System (DIS) is being implemented widely in public and private universities in Malaysia. 

Digital identity refers to a digital representation of a specific individual or organization 

in terms of information storage, retrieving or accessing company ID, device serial 

number, driver’s license, online browsing records, biometric templates phone numbers, 

identification card, passport, license, and birth certificate. However, the traditional 

identification system is inconvenient in storage and transfer, apart from being lost and 

easily broken. On the other hand, DIS is an effective alternative for physical identity that 

combines every piece of information in one database with ease of access using the Internet 

connection. 

Universiti Malaysia Sarawak (UNIMAS) had been lauded as the first public 

university that introduced DIS. During the Silver Jubilee Conference of October 2017, 

former Higher Education Minister of Malaysia, Datuk Seri Idris Jusoh, claimed that 

UNIMAS was the first public university in the country that has fully implemented a 

campus-wide DIS for its students and staff. Students and staff in UNIMAS are required 

to scan a Quick Response (QR) code on their smartphones to record their attendance 

before being expanded for other purposes (Elankovan, 2017). The DIS in UNIMAS only 

took one month to implement fully and has already been considered a new issue to 
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UNIMAS or even to Malaysians. Although the DIS was launched successfully in a short 

period, the UNIMAS students and staff have to take their time to adapt to this change. 

The DIS is a new system that is very different from the old system used in the past 26 

years. Furthermore, the experience in adapting the DIS is less than two years and its 

success rate is still uncertain.  

Seventy percent of changes resulted in failures during the implementation stage 

(Gigliotti et al., 2018). User’s attitude toward change, either positive or negative, is the key 

to success or failure in the long run (Kareem & Kin, 2018). Furthermore, people’s 

emotional intelligence (EI) and knowledge management (KM) may influence their 

attitude toward change (ATC). The majority of past literature has focused on the effects 

of either EI or KM on ATC. However, the existing research regarding the effects of both 

EI and KM on ATC is relatively sparse. 

Changes commonly happen interpersonally and intrapersonally. It is difficult for 

an individual or organization to avoid external uncertainties incurred by government 

policy changes that affect personal changes or organizational changes indirectly (Kareem 

& Kin, 2018). When individuals feel uncomfortable with a particular change, they rarely 

express their feeling explicitly due to emotion or status quo. Hence, although the change 

is implemented practically and look impressive, failure in a future time because of poor 

performance can still happen due to people’s implicit thought (Oz et al., 2015; 

Adegboyega et al., 2017; Kareem & Kin, 2018; Paul & Guha, 2018). Furthermore, 

individual KM can affect personal attitudes toward certain changes. Changes always 

come suddenly. When people suffer in a change process without notice, they show a 

reluctant attitude as they are unfamiliar with and have no idea or knowledge of such 

change. An individual cannot control the knowledge to deal with uncertainty or change. 

Low KM skills can easily lead to a negative ATC, thus causing failure in the change 

initiative (Elebiary et al., 2018; Naser & Saleem, 2018; Nwankwo et al., 2018). Therefore, 

this study attempts to fill this gap and examine whether EI and KM can significantly 

influence ATC using the DIS change project in Sarawak’s context. 

 

Literature Review 
 

Digital Identification System (DIS) in Malaysia 

 

Technology takes over the daily life of Malaysians. Practically, 80% of its 
population is connected to the Internet, especially via the diverse mobile 
telecommunication services (Internet World Stats, 2018; Record et al., 2018). Due to the 
rapid growth of technology and the Internet in Malaysia, the Minister of 
Communications and Multimedia announced at the e-commerce entrepreneurship 
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summit 2018 that all Malaysians might soon have a national digital identification (ID) 
(Koya & Zainal, 2018). 

Digital Identification System is gradually introduced in Malaysian higher learning 
institutions, especially private and public universities. Malaysia higher learning 
institutions have caught up with the trend and applied the Quick Response (QR) Code 
Based Attendance Management System (AMS) based on digital identification systems in 
the private and public universities. The students from University Technology Petronas 
(UTP) and University Malaysia Sarawak (UNIMAS) have benefitted from such 
technology. During the Silver Jubilee Conference in October 2017, the Minister of Higher 
Education, Datuk Seri Idris Jusoh, claimed that UNIMAS was the first public university 
in the country that fully implemented DIS on campus for personal information storage. 
The DIS processes integrated cumulative grade point average (i-CGPA), students and 
staff digital identifications, and QR Code Based AMS (Elankovan, 2017).  

QR-Code Based AMS has brought about an advantage to the education field, 

especially higher education. The extant literature claimed that traditional attendance 

systems such as logbooks and punch cards are less effective, time-consuming, and even 

lead to incorrect information. Thus, diverse kinds of attendance systems have been 

developed, such as fingerprint systems, QR codes, barcodes, Radio Frequency 

Identification (RFID), and automatic face recognition owing to the rapid growth 

technology nowadays (Rahman, Rahman & Rahman, 2018; Rjeib et al., 2018; Satpute et al., 

2018). These systems may increase the class attendance rate by preventing students from 

helping their absent friends by signing the attendance logbook (Elankovan, 2017). This 

behavior can further bring an impact on student performance. Students who have a good 

attendance rate usually perform better in academic achievement. (Fadelelmoula, 2018). 

Nevertheless, a DIS could lead to either positive or negative attitudes from 

consumers as it can influence people’s daily routine and ways of transaction. The 

awareness of Malaysia Higher Learning Institution towards advanced AMS is still low. 

The sustainability and expansion of the QR Code Based AMS in Malaysia Higher 

Learning Institution for a long time have depended on users’ attitudes towards such 

technology change. However, 50% and 90% of the change initiatives have failed. Seventy 

percent failure rate is a rule of thumb for all change plans in general, which means that 

70% of the strategic changes will lead to low performance or even failure in practical 

implementation (Mosadeghrad & Ansarian, 2014; Candido & Santos, 2015; Gigliotti et al., 

2018). ATC refers to overall positive or negative feedback, responses, choice of action 

from those who suffer the change towards a change initiative, and an indicator to 

determine the success or failure of a change initiative (Kareem & Kin, 2018). The positive 

and negative reactions and feedback from users act as a highway to improve for success. 

In order to prevent the “rule of thumb” in terms of change failure, enhancement of user’s 
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EI and KM is relevant and significant as a source to build an optimistic attitude towards 

such change. Therefore, positive ATC is the key to success for a change initiative.  

 

Attitude Toward Change 

 

According to Kareem and Kin (2018), an attitude is a tendency that promotes an 

individual’s response towards something in a constantly optimistic or pessimistic way. 

Thus, ATC can be defined as individual positive or negative opinion towards certain 

transformation. Lewin (1947) published the earliest theory of change, which involved 

unfreezing (ready for accepting change), changing (take action to change), and refreezing 

(make the change permanent and make improvement). Thus, a broad instrument for ATC 

was developed with 52 items involving tri-dimensional psychological aspects: affective, 

behavioral, and cognitive. The affective aspect of ATC includes neural, feeling, and 

emotion. The behavioral aspect of ATC consists of readiness, response, action, and 

dealing. Meanwhile, the cognitive aspect of ATC introduces mental, belief, evaluation, 

and meaning. Change generally deals explicitly with these tri-dimensional aspects 

(Dunham et al., 1989; Ahmad, Zakaria & Zani, 2014; Kareem & Kin, 2018). 

Through the advent of a knowledge-based economy, the world is now seeing how 

creativity empowers people, societies, and countries with a profound effect on industry, 

politics, and society. As a result, today’s policymakers and business leaders understand 

the need to build an encouraging environment to promote the adoption of technologies 

or improvements, test their potential side effects, and distribute their benefits across all 

sectors. Hence, the importance of innovation readiness, especially at the national level, 

has gained prominence on the public policy agenda, realizing that the right policies, 

inputs, and enabling environment can help countries fulfill their national potential and 

enable their citizens to have a better quality of life. 

Some research suggested that identifying attitudes towards innovation and 

creativity is vital for organizations to encourage innovation across all employees 

(Basadur & Hausdorf, 1996). A study has been conducted to investigate the effects of 

gender and age on innovation adoption. The findings showed that men are more 

optimistic in their attitude to innovation than women and that the attitude to innovation 

becomes more negative and less creative with age (Rogers, 1995). 

Another research studied the relationships of fundamental personal values and 

innovation attitudes among students in Russia, China, and Canada. The hypothesis 

tested from the entire sample showed that the high priority given to openness to change 

values (self-direction, simulation) was related to positive attitudes toward creativity. In 

contrast, the high priority given to conservation values (conformity, security) was 

negatively related (Lebedeva & Schmidt, 2012). 
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 According to Carr (1985), vocational educators in Florida support creativity, 

educational reform, and versatility. Therefore, the study’s findings supported the 

relationship between receptiveness to change and a positive attitude towards innovation. 

In addition, the work confirmed a correlation between demographic characteristics and 

attitude towards innovation, versatility, and innovativeness. 

The acceptance of technology by an individual may be affected by different 

personality traits and attitudes towards innovations. Lo (2014) proposed a parallel model 

in which personality traits predict individuals’ attitudes towards innovation that predicts 

the acceptance of Quick Response (QR) code services. The results found that laggards 

and customers in the late majority have unfavorable views towards innovation and are 

less likely to implement QR code services.  

Another research has been carried out to explore the essence of the relationship 

between business students’ attitudes toward innovation and their plans to start their 

businesses. Multiple regression analysis showed a positive correlation between the US 

business students’ attitude towards the distal and large object of innovation and their 

intentions to participate in the specific actions of starting up a company. Since attitudes 

are open to change, educators and practitioners can influence entrepreneurial intention 

by influencing attitudes toward specific and broad objects, including innovations 

(Wurthmann, 2014). 

 

Emotional Intelligence 

 

Emotional intelligence is defined as a capability to realize self and others’ inner 

feelings and monitor them in decision making (Ebrahimi et al., 2018). In 1990, Salovey and 

Mayer had firstly issued the concept of EI. They defined EI as a combination of thoughts 

and feelings. However, in the early 20th century, intelligence was mainly measured by 

Intelligence Quotient (IQ). Goleman (1998) built a solid foundation for EI. He claimed 

that EI is an ability to know self and others’ feelings, which can influence others. The EI 

theory of Goleman gained more attention from the public and was assumed to be more 

powerful than IQ in predicting success in life (Alhashemi, 2018; Ebrahimi et al., 2018; 

Kareem & Kin, 2018). 

Nowadays, due to the rapid change of environment, intelligence is no longer 

determined by Intelligent Quotient (IQ), but by Emotional Intelligence Quotient (EQ). EI 

plays a vital role in influencing individual decision-making, taking action, thinking, and 

others. Besides, it is believed that the EQ had become one of the factors to success 

(Alhashemi, 2018; Ebrahimi et al., 2018; Kareem & Kin, 2018). In addition, several recent 

studies discussed EI’s influence on other variables, which proved that its trend is rising 

abruptly (Giaever & Smollan, 2015; Heddy et al., 2016; Kareem & Kin, 2018). 
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Knowledge Management 

 

The theory of knowledge started from Epistemology, which was developed by 

philosophers known as Plato and Aristotle. Knowing is a human capital to investigate, 

search, and learn something new. Then, the result of “knowing” is “knowledge.” The 

knowing process refers to an individual’s KM skill to acquire, store, share, and use 

knowledge. KM is all about justifying the truth or true belief based on rationality and 

experience (Bolisani & Bratianu, 2018). Thus, KM can be defined as a process to manage 

the knowing process, which collects and organizes the raw information to make it 

accessible and useable (Wang et al., 2018). 

 There is a difference between individual KM and organization KM. Individual KM 

is a systematic process that fully utilizes self-knowledge for decision-making and 

achieves a valuable goal. Furthermore, at the organization level, KM refers to the control 

or management and creation of value from the knowledgeable individual, namely, the 

employee’s knowledge potential, which means fully utilizing the employee’s idea to 

achieve company goals. Thus, the individual level of KM can influence the personal 

attitude, belief, and behavior to make a further decision (Raudeliuniene et al., 2018). 

 

 

Underlying Theory 

 

 The attitude formation theory (AFT) is a developed theory relevant to this study 

for measuring how individual emotion, behavior, and cognition can impact attitude or ATC. The 

AFT, also known as ABC (affect, behavior, and cognition), was developed by Eagly & Chaiken 

(1993). The AFT explains that individuals’ attitude towards a certain object is influenced 

by affective, behavioral, and cognitive stimuli. Affective stimulus refers to an inner 

feeling and emotion preference toward a certain attitude object. Basically, a positive 

emotion leads to a favorable result and maximum satisfaction, whereas a negative 

emotion can influence the individual’s decision and lead to an unfavorable result. A 

behavioral stimulus is related to an individual’s apparent action on a particular attitude 

object in an activity, in other words, a person’s intention to behave in a certain way. The 

cognitive stimulus involves an individual’s belief in an attitude object based on direct or 

indirect experience and a person’s opinion, information, belief, and knowledge. Finally, 

this theory offers a trendy and famous model used by many scholars to conduct an attitude-

related study. It explains how people’s attitude towards a certain presence of an object is affected 

by stimulus. The model claimed that individuals’ attitudes are formed exclusively in three ways: 

affective, behavioral, and cognitive; or emotion, action, and knowledge (Eagly & Chaiken, 1993; 

Ahmad et al., 2014; Jain, 2014). 
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Figure 1: Model of Attitude Formation Theory  

 

 

Hypotheses Developments 
 

Emotional Intelligence 

According to Kareem and Kin (2018), EI is one of the determination criteria to 

affect ATC in education organizations. ATC can be stimulated by affective, behavioral, 

and cognitive components (Eagly & Chaiken 1993; Kareem & Kin, 2018). EI is one of the 

affective stimuli that engender ATC, through which an individual can manage self-inner 

feelings and respond toward external uncertainty or change in favorable or unfavorable 

results. The higher the level of an individual’s EI, the greater the individual’s ATC. 

Besides, the link between EI and ATC also can occur among two parties with a 

relationship such as superordinate and subordinate, which means the higher the level of 

superordinate’s EI, the greater the subordinate’s ATC (Kareem & Kin, 2018). Therefore, 

we hypothesize: 

H1: Emotional intelligence is significantly related to attitude toward change. 

 

Knowledge Management 

 

Elebiary, Elshenewy, and Abulazm (2018) claimed that KM could enhance the 
individuals’ attitude toward attitude an object, which means the higher the level of 
knowledge or KM, the greater the probability of developing a positive attitude. A change 
initiative fails because people react to the change with negative attitudes such as being 
unaware, untrusty, unknown, or even resisting (Elebiary et al., 2018). People with KM 
skills can gain the source of information and try to understand the learned information. 
Then, they manage and utilize the knowledge they learned to face an object with an 
attitude. The wiser the level of intelligence, the smarter an individual reacts to an object 
with attitude. In other words, people show a positive attitude towards specific changes 
with a complicated KM as they are familiar with the coming change (Wang et al., 2018). 
Hence, we hypothesize: 
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H2: Knowledge management is significantly related to attitude toward change. 
 
 

Methodology 
 

Subjects 

 

The quantitative method was employed to examine the relationships between 

variables. A self-administered survey was used to obtain the primary data. The UNIMAS 

students were the survey population to fill out the questionnaires. UNIMAS was selected 

as the targeted research site due to the impressive number of students examining 

students’ attitudes toward the implementation of the DIS UNIMAS. The questionnaire 

distribution and collection process were carried out for one month and yielded 396 

respondents as representatives of the sample, consistent with Roscoe’s rule of thumb 

(1975). Furthermore, according to Sekaran and Bougie (2016), the number of samples 

between 30 to 500 is sufficient. Finally, the data were analyzed using SPSS statistical 

software. 

 

Questionnaire Design 

 

To test the DIS acceptance model, the current research was conducted through 

online and offline questionnaire surveys to collect data from the students in UNIMAS. 

The questionnaire was written in Malay and English since this is a way to reach out to 

broader respondents to present them with the questionnaires in their preferred language. 

The questions were designed and presented in two parts. Part-1 described the predictors 

affecting ATC. All these predictors were adapted from previous literature. Part-2  was to 

find the descriptive statistics of respondents’ characteristics such as gender, age, 

education degree, year of study, and CGPA.  

The questionnaire regarding information systems and empirical research was sent 

to students in different faculties to enhance its reliability and validity. First, the 

questionnaire was revised based on remarks. Then, a pilot test was conducted. Fifty 

students from UNIMAS Business School were invited to participate in the pretest and 

provide feedback on the validity of the questionnaire’s content and the appropriate 

wording. In the end, ambiguous descriptions were replaced based on feedback from 

participants. Table 1 summarizes the variables with indicators and supporting sources. 

 

Table 1 Measurement items 

 Variable Indicator Source 

I usually accept new ideas. 
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Attitude 

toward 

change 

I like changes. 

Usman et al. 

(2015) 

Change motivates me.  

Most changes at the institution are welcomed.  

I am usually confident to try new ideas.  

Change usually benefits the institution.  

Most of my colleagues benefit from changes.  

I intend to do whatever possible to support changes.  

I usually support new ideas.  

I find most changes to be pleasing.  

Emotional 

Intelligence 

By looking at people’s facial expressions, I recognize 

the emotions they are experiencing.  

Ansari and 

Malik (2017) 

I am aware of the nonverbal messages other people 

send.  

I can tell when a person is lying to me by looking at his 

or her facial expression.  

I can handle stressful situations without getting too 

nervous.  

I can handle upsetting problems.  

I know how to keep calm in difficult or stressful 

situations.  

When someone I know is in a bad mood, I can help the 

person calm down and feel better quickly.  

I know the strategies to make or improve other people’s 

moods.  

I am very good at helping others to feel better when 

they are feeling down or angry.  

I am the type of person to whom others go when they 

need help with a difficult situation. 

Knowledge 

Management 

I knew of reliable sources to get knowledge. Tongsamsi 

and 

Tongsamsi 

(2017) 

I regularly search for information from different 

reliable sources. 

I often consult with specialists or experts when having 

problems or questions about my tasks or jobs.  

I often suggest appropriate knowledge to my 

colleagues. 

I often compile the knowledge from the specialists or 

experts to produce something such as assignments, 

articles, newsletters, or blogs.  
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I always use my experience to produce something such 

as assignments, articles, newsletters, or blogs.  

I always share my experience with the personnel in my 

institute.  

I always share my experience with the personnel in 

other institutes.  

I often share the knowledge gained from training, 

seminars, and conferences with my colleagues.  

I often disseminate (share) information that I created or 

collected within my institute.  

I always use the knowledge shared within the institute 

or gained outside in developing working or task 

performance.  
Note: For all constructs, all survey items were measured using a 7-point Likert scale with endpoints 

labeled ‘strongly disagree’ (value=1) and ‘strongly agree’ (value=7) as dictated by the form in which the 

item was stated.  

 

Findings 
 

Demographic Profile of Respondents 

 

The collected respondents were UNIMAS undergraduate students from Year 1 to 

Year 4, representing the most potential respondents and representees of the sample in 

this study. The university students were required to perceive what is important for them 

and influence them to show their attitudes toward change. A total of 396 UNIMAS 

students completed a self-administered questionnaire. Descriptive analysis was utilized 

to gain the respondents’ demographic background, such as gender, current year of study, 

and current CGPA. Among the 396 respondents, female respondents were 221 (55.8%), 

and male 175 (44.2%). For the current year of study among the respondents, the largest 

population was Year 3 (105; 26.5%), followed by the respondents studying in Year 2 (103; 

26%), Year 4 (95; 24%), and Year 1 (93; 23.5%). As for the current CGPA, the majority 

gained a CGPA between 3.1 and 3.5, which consisted of 134 (33.8%). Besides, there were 

101 (25.5%) respondents having a CGPA between 3.6 and 4.0, 69 (17.4%) having a CGPA 

between 2.6 and 3.0, 60 (15.2%) having a CGPA between 2.0 and 2.5., and 32 (8.1) with a 

CGPA below than 2.0. 

 

Assessment of Measurement Model 

Convergent validity and discriminant validity were checked for evaluating the 

measurement model. Convergent validity was achieved by Composite Reliability (CR) 
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and Average Variance Extracted (AVE). CR is used to measure the extent to which items 

are free of random error and yield consistent results. The composite reliability value can 

vary from 0 to 1 with a cut-off point of 0.70 recommended by Hair, Ringle, and Sarstedt 

(2013). AVE consists of the variance of its variables collected by the construct concerning 

the total sum of variance, including the amount of variance due to measurement error. 

To indicate convergent validity, the AVE value must be at least 0.5. To prove discriminant 

validity, the AVE’s square root for a given construct was compared with the correlations 

between the construct and all other constructs (Voorhees et al., 2016). 

As displayed in Table 2, all CR have met the recommended value (0.7), and 

Cronbach’s alpha values surpassed the threshold value (0.7) as recommended by 

Ramayah et al. (2018). Furthermore, each model construct’s AVE exceeded the acceptable 

level of 0.50, and each construct’s item loading range lies between 0.611 to 0.788, 

exceeding the acceptable value of 0.50, as recommended by Hair, Ringle, and Sarstedt 

(2013). In summary, this study’s model constructs achieved strong convergent validity 

(Bagozzi & Yi, 1988), with evidence of indicators loading on the hypothesized factors 

being much higher than other factors. 

Table 2 Summary results of the Measurement Model 

  Measurement 
Items 

Cronbach’s 
Alpha 

Factor 
Loading 

Composite 
Reliability 

(CR) 

Average 
Variance 
Extracted 

(AVE) 
Attitude 
toward 
change 

ATC1 0.790 0.775 0.915 0.518 

ATC2  0.748   

ATC3  0.729   

ATC4  0.742   

ATC5  0.734   

ATC6  0.737   

ATC7  0.704   

ATC8  0.613   

ATC9  0.736   

ATC10  0.667   

Emotional 
intelligence 

EI1 0.785 0.683 0.910 0.504 

EI2  0.671   

EI3  0.702   

EI4  0.643   

EI5  0.611   

EI6  0.692   

EI7  0.791   

EI8  0.788   
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EI9  0.715   

EI10  0.782   

Knowledge 
Management 

KM1 0.739 0.683 0.926 0.511 

KM2  0.700   

KM3  0.737   

KM4  0.710   

KM5  0.727   

KM6  0.689   

KM7  0.736   

KM8  0.760   

KM9  0.708   

KM10  0.740   
Notes: aAll factor loadings for items that are above the recommended value 0.5. 

bComposite Reliability (CR) = (square of the summation of the factor loadings) / {(square of the 
summation of the factor loadings) + (square of the summation of the error variances)} 

cAverage Variance Extracted (AVE) = (summation of the square of the factor loadings)/ 
{(summation of the square of the factor loadings) + (summation of the error variance)} 

 
Table 3 shows that the diagonal values in bold were the AVE’s square roots for the 

construct, while other values were the correlations between the respective constructs. 

Discriminant validity is achieved when the diagonal value is higher than the values in its 

row and column. Thus, the values in Table 3 show that discriminant validity was 

achieved.  

Table 3 Fornell-Larcker Criterion for Discriminant Validity of Constructs 

  Emotional 
intelligence 

Knowledge 
management 

Attitudes 
toward change 

Emotional intelligence 0.710   

Knowledge management 0.634 0.715  
Attitudes toward change 0.650 0.529 0.720 

Note: Diagonals represent the square root of the average variance extracted while the 
other entries represent the correlations 
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Analysis of the Correlations 
 

Table 4 summarizes the means and standard deviations of EI, KM, and ATC 

derived from 396 respondents. The major variable was the ATC, with the highest mean 

of 4.7760, which means that the respondents agreed with the ATC dimension. However, 

the respondents had slightly different opinions toward the ATC variable with a standard 

deviation of 1.50008. Subsequently, KM has the second-highest mean of 4.7748 with a 

standard deviation of 1.47550. Lastly, most respondents thought that EI would not be the 

primary influence of ATC, with the lowest mean score of 4.6525 and standard deviation 

of 1.46279. 

 

Table 4: A Summary of Means and Standard Deviations 

Variables Mean Standard 
Deviation 

Emotional Intelligence 4.6525 1.46279 
Knowledge Management 4.7748 1.47550 
Attitude toward Change 4.7760 1.50008 

 

 

Analysis of Variance 

 

Table 5 shows the multiple correlation coefficient (R) from multiple linear 

regression analysis. The R-value of 0.922 shows a nearly perfect positive relationship 

between the independent variables (EI and KM) and the dependent variable (ATC). In 

addition, the R-Square in this analysis was 0.85, indicating that EI and KM explained 85% 

of ATC’s variation. The other 15% remained unexplained because other unconsidered 

additional variations can be used to explain the ATC.  

The Durbin Watson test reported a test statistic with a value from 0 to 4, where 2 

represents no autocorrelation, a value less than 2 represents positive autocorrelation 

(common in time series data). In contrast, a value more than 2 represents negative 

autocorrelation (less common in time series data). The Durbin-Watson test showed a 

value of 1.819, which indicated that the respondents were slightly and positively 

autocorrelated toward the sample. 
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Table 5: A Model Summary of Multiple Correlation Coefficient 

Model R R-Square 
Adjusted 
R Square 

Std. Error 
of the 

Estimate 
Durbin-
Watson 

1 .922a .850 .850 .58183 1.819 

 

Analysis of variance (ANOVA) is an instrument to determine the differences 

between two or more means. If the p-value or significant value in the ANOVA test is less 

than 0.01, it means that the potential differences between dependent variables and 

independent variables are low (Field, 2015; McCormick & Salcedo, 2015). 

As shown in Table 6, p = 0.000 <0.01; thus, all independent variables were very 

significant and the model fit was confirmed. Furthermore, the overall regression model 

with the two predictors of EI and KM has explained the ATC variation well. In other 

words, EI and KM are important factors that influence ATC. 

 

Table 6: A summary ANOVA 

Model Sum of 
Squares 

df Mean 
Square 

F Sig. 

Regression 
Residual 

Total 

755.803 2 377.901 1116.323 .000 

133.040 393 .339   

888.842 395    

Note: Dependent Variable: ATC; Predictors: (Constant), KM, EI. 

   

Multiple Linear Regression Analysis was conducted in this study to determine the 

relationship between the independent variables (EI and KM) and dependent variable 

(ATC). In the analysis, the relationship between EI and ATC was influenced by KM. Thus, 

it can be stated that EI influences the relationship between KM and ATC.  

The following linear equation is formed based on the Table 7, 

ATC = 0.224 + 0.417 (EI) + 0.547 (KM) 

where 

ATC = Attitude toward change 
EI = Emotional intelligence 
KM = Knowledge management 
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Table 7: Result of Multiple Regression Analysis 

Model 
 

Unstandardized 
Coefficients 

Standardized 
Coefficients 

t Sig. 

B Std. Error Beta 

(Constant) 
EI 

KM 

.224 .101  2.222 .027 

.417 .047 .407 8.932 .000 

.547 .046 .538 11.810 .000 

Note: Dependent Variable: ATC. 

 

There was a significant relationship between EI, KM, and ATC. Based on the linear 

equation, the regression coefficient of EI was 0.417. Therefore, the ATC level will increase 

by 0.417 units when EI is increased by one unit while others remain. Besides, the 

regression coefficient of KM was 0.547. Therefore, the ATC level will increase by 0.547 

units when KM increases by one unit while others remain.  

The KM variable demonstrated the strongest influence on ATC, where 

unstandardized beta was equal to 0.547 among the two independent variables. Moreover, 

KM was an important predictor of ATC, followed by EI (0.417).  

 

 

Discussion and Implications 
 

Through an extensive literature review, a myriad of factors affecting ATC was 

identified. This study investigated the factors that drive an individual’s ATC. The 

findings discovered that EI and KM have a significant relationship with ATC, supported 

by the previous findings. According to Kareem and Kin (2018), when individuals are first 

exposed to a specific change, they express different feelings and emotions toward the 

change. The inner feeling of those prepared to face the change mainly concerns the 

importance level of the change, the solution to the change issues, the probability of 

success for the change, the advantage of change, and the interaction between change and 

the audience. The different sources of information or inference may trigger negative or 

positive influences on one’s emotions, which in turn may affect the individual’s tendency 

toward change (Kareem & Kin, 2018). One of the elements that motivates an individual 

to perform better is having a positive effect on people (Hejase et al., 2017). EI is a powerful 

instrument to positively affects one’s attitude (Njoroge & Yazdanifard, 2014; Hejase et al., 

2017). The EI can help an individual understand how people feel and react, besides 

making sound judgments and solving problems (Hejase et al., 2017). Thus, individuals 
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with EI will contribute positive thinking toward a specific change and try to accept the 

change. 

Through the findings of this study, there was a significant relationship between 

KM and ATC. The present research aimed to ascertain this relationship. The KM will 

influence personal attitude towards specific changes as it increases the individual’s 

positive ATC. This is because the individual can manage his or her knowledge to struggle 

with uncertainty, unawareness, untrusty, unknown, or even resistance against the 

change, which allows him or her to face the change positively (Elebiary et al., 2018). If a 

person is equipped with the skill to acquire, store, share and use knowledge, the person 

who faces specific change will have more interest and encouragement to deal with the 

change (Nwankwo et al., 2018; Raudeliuniene et al., 2018). 

This research achieved the objectives of testing the influence of EI and KM on ATC. 

It has validated that both EI and KM have direct impacts on ATC. These abilities allow 

individuals to recognize and manage inner feelings and then motivate themselves to 

recognize and manage others’ inner feelings. Hence, these abilities determine the 

personal positive or negative attitudes toward certain uncertainty or change. A person 

decides on a specific change based on the person’s inner emotion, thought, and 

impression toward the change. In addition, an individual’s ability to acquire, store, share, 

and utilize knowledge can also influence one’s ATC. The knowledge and information 

about specific changes can affect the person’s ATC. This study has identified the priority 

of ATC’s determinants. Meanwhile, this study’s research framework enhanced the 

understanding of how EI and KM affect ATC in the UNIMAS context. Furthermore, the 

AFT can help researchers understand better an individual’s attitude driven by stimuli. 

Thus, AFT plays a vital role in this study to explain the effect of EI and KM on ATC.  

In this study, the university students perceive what drives them to show an ATC. 
EI plays an essential role in forming ATC, especially the positive ATC. Change always 
concerns emotion because people enjoy everyday comfort, but change disrupts this 
comfort and creates an environment filled with uncertainty and anxiety. Alongside this, 
an individual will most likely react emotionally due to fear or anxiety of the unknown 
towards the change when change touches on issues close to the hearts of those influenced. 
In addition, when change impacts an individual’s values, beliefs, assumptions, and 
identity, the change can make the change recipients reluctant to accept the proposed 
status (Issah, 2018). Therefore, a positive ATC is the key to the success of a change issue. 
The EI is associated with psychosocial functioning aspects, which involve intrapersonal 
factors, e.g., better optimism, and interpersonal factors, e.g., better social relationships 
(Bhullar & Schutte, 2018). Thus, EI is the driver of ATC.  

In this era of big data and information, there is a great interest in understanding 

the effects of KM on ATC. Everyone is equipped with the skills to collect, store, share and 
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utilize knowledge. However, some people show negative attitudes such as unawareness, 

uncertainty, untrusty, unknown, and resistance toward a change as they are unaware of 

the change. On the other hand, KM is instrumental in increasing the change recipient’s 

experience, information, solution, and detail regarding the change. Hence, everyone will 

show a positive ATC to cope with or even accept the change (Elebiary et al., 2018). 

 
 

Conclusion 
In conclusion, this study presents evidence about the influence of EI and KM on 

ATC. When a person is faced with a change, they will express an attitude, either positive 

or negative. A positive ATC is the key to the success of a change initiative. The inner 

feeling and cognition of a change recipient can contribute to a positive ATC. An EI 

training is needed to increase the EI skill and build an optimistic ATC.  The change 

information should be disclosed to the change recipient in advance to let him/her know 

more about the change. In addition, the influence of EI and KM on ATC has been 

explained by AFT. The interrelationship between independent variables and dependent 

variables has been discussed in this study. The EI and KM have a significant relationship 

with ATC.  

Lastly, this study is beneficial for academics and future researchers to have a 

deeper understanding and consciousness about the effects of EI and KM on ATC. It can 

also help future researchers construct a more inclusive, complete, and broader theoretical 

framework to reinforce the knowledge about EI, KM, and ATC. 

 

 

 

Limitations and Future Research 
There are several limitations throughout the entire procedure in conducting this 

study. First, this study focused on the influence of two independent variables, namely EI 

and KM, on students’ attitudes toward implementing DIS, which excluded other possible 

factors that may affect students’ attitudes. Second, Malaysia has a myriad of higher 

education institutions with many potential DIS users, making this study necessary. 

However, the findings may differ if the model is examined in countries with different 

cultures, languages, and histories. Therefore, it is helpful to test whether or not the 

present results hold in other regions. Third, this study only surveyed UNIMAS students; 

it did not consider other workers in UNIMAS (e.g., faculty and staff members) who might 

give different results.  Future studies could expand the groups of study subjects. 

According to AFT (Eagly & Chaiken, 1993), the individual attitude towards 

attitude object can be affected by affective, behavioral, and cognitive stimuli. The EI refers 
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to the affective aspect, while the KM represents the cognitive aspect. The behavioral 

aspect, which refers to a person’s attitude toward doing something, is needed in the 

future study. The model of analysis can be extended to a wider area with a more detailed 

model for analysis. Hence, this study’s three constructs should be expanded into a 

detailed model for analysis in future studies. Future studies in this field should be 

divided into groups according to different DIS users and be extended to several higher 

learning institutions. Thus, future research is meaningful with different kinds of 

databases. Lastly, empirical studies in other nations are needed for extending the 

application of the results. 
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