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Abstract
Characterizing mechanical properties play a major role in several fields such as
biomedical and manufacturing sectors. In this study, a stochastic inverse model is
combined with a finite element (FE) approach to infer full-field mechanical properties
from scarce experimental data. This is achieved by means of non-linear combinations
of material property realizations, with a certain spatial structure, for constraining
stochastic simulations to data within a non-multiGaussian framework. This approach
can be applied to the design of highly heterogenous materials, the uncertainty
assessment of unknown mechanical properties or to provide accurate medical
diagnosis of hard and soft tissues. The developed methodology has been successfully
applied to a complex case study.
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1. Introduction.
Recently, there has been increased interest in highly heterogeneous materials and
composite materials due to its wide engineering applications. Nevertheless, heterogenous
materials show a large spatial and temporal variability, which lead to significant uncertainties in
the estimation of the full-field material properties (Wu and Zhu, 2017).
For instance, composite material encompasses three components: discontinuous
multiphases, the matrix as the continuous phase and the fine interface area. Examples of such
materials can be found in bioengineering such as musculoskeletal tissue and bone or implants in
orthopedics, porous ceramics, and metal-composite joints in automotive and aerospace
applications (Ni et al., 2007). As a result, there are composite materials with mechanical properties
changes within the vicinity with up to five orders of magnitude (Wu and Zhu, 2017). A
comprehensive review on the uncertainty representation of material properties can be found in
Charmpis et al., 2007; Sriramula and Chryssanthopoulos 2009. There are also attempts in the
literature for modelling the effects of the heterogeneity on the mechanical response (e.g., Zottis
et al., 2018; Zhang et al., 2018).
The material property characterization is hampered by the problem of obtaining reliable
experimental data either by the financial cost or by technical impediments. Experimental tests for
determining material properties cover a wide range of techniques, including non-destructive
methods with the ability to access internal variables such as strains (e.g., Mortazavi et al., 2014).
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Examples of experimental techniques that can be used in conjunction with this
methodology comprise extensometers, photoelasticity, X-ray techniques, thermography, Digital
Image Correlation (DIC) and Digital Volume Correlation (DVC) (Li et al., 2014).
This paper makes use of the experimental information obtained with these approaches
within an inverse model framework to provide accurate predictions of the effects of
heterogeneous material properties. The reliability in numerical models strongly depends on the
properties of the underlying material, with justifies the use of inverse models to reduce the
uncertainty of highly heterogeneous materials. The methodology has been successfully applied to
a complex case study, while providing an uncertainty assessment of the results.

2. Material and methods.
Inverse problems are often ill-posed although there are new computational schemes to
properly overcome this drawback. Inverse methods are intended to determine the input and the
characteristics of a system from some of the output from the same system.
The methodology encompasses a finite element (FE) approach embedded into a stochastic
inverse framework for calculating effective material properties for heterogeneous materials.
The stochastic correlation structure of the material properties relies on an indicator
conditional simulation technique (Gómez-Hernández and Srivastava, 1990). As a first step, this
technique generates a set of material property realizations, named as seed fields, that honours
the material property measurements within a non-multiGaussian framework. Then seed
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parameter fields are conditional to measurements, and also to secondary data, for example, from
expert judgement.
The a priori stochastic structure of seed parameter fields is defined through the conditional
probability distribution function (cpdf) and the indicator variograms, which allow to estimate
variables at any unsampled location using indicator kriging algorithms (e.g., Goovaerts, 1997). This
enables to adopt any Random Function (RF) model and to reproduce the coalescence and
connectivity among phases and existing crack patterns, which are of vital importance to provide
reliable safety factors and fatigue life predictions.
The second step entails a numerical approximation of the mechanical stress (𝜎) and
displacement (u) field by means of the Finite Element Method (FEM). The ANSYS software is used
for that purpose (www.ansys.com).
In the third step, the method carries out an iterative optimization procedure based on
successive non-linear combinations of two seed realizations and the previous optimized
parameter fields (the elastic modulus (E) and Poisson’s ratio (ν)). The procedure is based on an
iterative minimization of a penalty function which expresses the discrepancy between the
experimentally measured and the numerically computed response of the underlying physical
system. In this sense, the optimization technique is based on data assimilation to identify
stochastic structures of uncertain mechanical parameters. This way of proceeding has been widely
used in the literature in many research fields (Llopis-Albert et al., 2015; 2018; 2018a; Llopis-Albert
and Pulido-Velazquez, 2015; Rubio et al., 2015; 2016; 2019). Further information about the inverse
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method used in this paper can be found in Llopis-Albert and Capilla, 2009; 2010; 2010a; LlopisAlbert et al., 2014; 2016.

3. Case study.
The methodology is used for the simulation of uncertain material properties (elastic elastic
modulus and Poisson’s ratio) conditional to measurements of those parameters and also to stress
and strain data. The case study deals with the bending of a composite beam. The beam has a
length of 4 m, and a height and width of 0.4 m. It has been discretized using blocks of 0.1 m, thus
leading to 640 blocks. Several boundary conditions are applied. The boundary conditions applied
is that the beam is fixed at one end in all degrees of freedom and the blocks belonging to the freeend are subjected to a bending moment as a result of a pressure of 1 MPa at the top face.
A set of 76 data are used as conditioning data for each variable. They are uniformly distributed
along the domain.

4. Results and discussion.
The gradual deformation process for constraining simulations to measurements leads to
significant differences between unconditional and conditional fields, i.e., important changes in the
seed parameter fields are induced. In this sense, results show a good agreement between the
estimated effective Young’s modulus and Poisson’ ratio in the conditional simulations regarding
their corresponding values in the reference field.
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After the iterative optimization procedure, Fig. 1 represents for a given conditional
realization the material property fields of the elastic modulus and Poisson’s ratio, together with
its corresponding displacement and stress fields. It depicts how the heterogeneity in the material
properties is also present in the displacement and stress fields. The conditional fields also show
the presence of non-Gaussian features. The perturbation field is able to partially change the
stochastic structure of seed fields to come close to data, thus reducing the uncertainty in the
results. To better analyse the results a performance measure is defined as the square root of a
weighted mean of the square departures of computed values from the measured values after a
certain iteration. The conditional field presents, after fifty iterations of the inverse model, a
performance measurement of 1.34E-09 m for the displacement field (u), and 16.47 MPa for the
von Mises stress field (𝜎). This entails a reduction in the performance measurement, regarding the
unconditional field, of around 63% for the (u) field and 44% for the (𝜎) field.
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Figure 1. Material property fields for a given conditional realization: elastic modulus (a), Poisson’s
ratio (b); and its corresponding displacement (c) and stress fields (d).

5. Conclusions.
A stochastic inverse model combined with a finite element (FE) approach is presented to
characterize heterogeneous mechanical properties within a non-multiGaussian framework. The
FE method allows solving the problem in hand and obtaining the mechanical stress and
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displacement fields. The iterative optimization process allows constraining simulations to available
data by minimizing an objective function that penalizes the difference between measured and
computed data. The methodology allows characterizing the structural parameter fields of the
effective modulus of elasticity and the Poisson’s ratio and their corresponding mechanical
response. Finally, it has been successfully applied to a complex case study.
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Abstract
This investigation started with an inquiry: did the Great Depression impact Latin America
similarly? Does the case of Ecuador represent a point of dissimilarity? Ecuador does
represent an atypical case in the region. The data presented in this study shows that the
impact of the Great Depression in Latin America was uneven: while the region declined
sharply from 1929 to 1932, and since 1933 it registers signs of accelerated growth, Ecuador
remained stagnant throughout the decade studied.
However, the development of some macroeconomic data are similar in the entire region
because of the close commercial links with the United States of America. The evolution of
foreign trade and public finances were similar: a profound reduction until 1932-1933, and
then a quick recovery. Finally, the Great Depression represents a break point in Latin
American: the growth of the region passes from depending on the external trade to a
development that focused on the ingrowth.

Keywords: Ecuador, Great Depression, political economy, gold standard
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1. Introduction
This article presents a review of the impact of the Great Depression in Ecuador, making
use of new economic statistics, as well as placing the case of Ecuador in the context of the
Latin American region. This article has two main objectives: first, to construct a
comprehensive regional context of the impact of the international crisis through the use of
historical macroeconomic variables so that the study of the Ecuadorian case is not
isolated; second, to present new economic statistics of the Ecuadorian case that had not
been used in previous studies, these statistics will help to understand the real situation of
the Ecuadorian economy from 1927 to 1937.
In addition, two hypotheses are proposed to understand the impact of the Great Depression
in Ecuador. First, the composition of the Ecuadorian population became a support cushion
that did not allow the international crisis to provoke signs of a decline in the Ecuadorian
economy while the Latin American region deteriorated deeply until 1932; however, this
same population composition became an extra burden that immobilized Ecuador's
economic acceleration when recovery was a trend throughout the region. Second, the
evolution of economic indices related to foreign trade is similar throughout the region,
probably because the main commercial partner was the United States of North America,
where the Great Depression originated.

2. Population
The first population census was conducted in 1950, thereafter; population data are officially
published by the government of Ecuador. Before 1950, population projections are based on
rear projections made by several authors. The population data of Ecuador have been
estimated by Linda Rodríguez (1992), the Central Bank of Ecuador (2012) and MOxLAD
Data Base (2015) 1.
1

The Central Banck of Ecuador (2012) and MOxLAD (2017) explain that their estimates are
overhead projections made based on information available in the Latin American Demographic
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Because of the existence of different sources, one must understand the numerical
differences in the projections made by the different authors: for example, the estimates
made by Central Bank of Ecuador (2012) for 1927 and by Rodríguez (1992) for 1926. Table
1 shows that the population for 1927 is 2.2 million people (Central Bank of Ecuador 2012),
while in table 2, for 1926, a population of 2.9 million people is estimated (Rodríguez 1992).
This difference must be understood not as a demographic problem occurred in these years,
but as projections made by different authors.
For Ecuador, during the period studied, it was estimated that the total population was
between 1.5 and 2.6 million inhabitants. As can be seen in Table 1, Ecuador's population
grew at a rate of 2.6% per year, half a percentage point below the average in South
America. The region grew at a rate of 3.05%. The country with the highest population
growth is Argentina, with an annual average of 4.1%, while the country with the lowest
population growth is Bolivia, with an annual average of 1.6%. If one takes into account the
population of 1926 (table 2) for the regions of the coast and the mountains, and the
approximate length of 60.039 km 2 for the coast, and 59.810 km 2 for the mountains, the
population density is 18.57 For the coast, and 30.3 for the mountains. These data show that
the population density in the sierra was 1.6 times that of the coast.

Center. MOxLAD, on it platform, adds that "the lack of census data also inhibited the realization
of estimates before 1950 in the cases of Haiti and Ecuador" (2017). For Rodriguez (1992), data
come from: Hamerly (1973); Paz y Miño (1926); and Directorate General of Vital Statistics and
Census (1934). The latter source does not explain the methodology and sources of the published
data.
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Table 1. Population of Ecuador and South America, 1927-1930
Population,
Growth rate,
Population,
Growth rate, South
Ecuador
Ecuador
South America
America
2.257.357
100.0
70.246.000
100.0
1927
2.297.561
101.7
71.659.000
102.0
1928
2.338.481
103.5
73.141.000
104.1
1929
2.380.129
105.4
74.591.000
106.1
1930
Source: author´s creation. Data from Ecuador come from: Central Bank of Ecuador, 2012:
212; For South America: MOxLAD, 2015. Data for South America include: Argentina, Brazil,
Bolivia, Chile, Colombia, Uruguay, Venezuela, Peru, Paraguay and Ecuador
Año

As can be seen in table 2, on the coast, where the main coastal port is located, Guayaquil,
Rodríguez (1992) estimated a population of 445,000 people; in the region of the Andes,
where the capital of the Republic is located, Quito, with an estimated 1,445,000
people; and, in the Amazon, 100,000 people. The indigenous population was the largest
class in the country, although the ruling class had Spanish ancestry. Most of the population
lived in rural areas, with less than a quarter living in cities. The most populated city was
Guayaquil, with about 96 thousand inhabitants; and, Quito with an approximate population
of 50 thousand inhabitants. In addition, approximately one third of the population in
Ecuador were indigenous; a quarter of the population had some European ancestry; a little
less than half of the population, were mestizos, with predominantly indigenous ties; and
the remainder, a small percentage of the population were black, of whom the majority lived
in coastal cities (Stevens, 1940).

Table 2.

Population Densities of Ecuador, 1926

Provinces
Coast
Esmeraldas
Manabí
Los Ríos
Guayas
El Oro
Mountain range

Population
1.115.264
54.593
347.847
161.800
483.508
67.516
1.814.050

Porcentages
38.07
1.86
11.87
5.52
16.51
2.30
61.93
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Carchi
Imbabura
Pichincha
Cotopaxi
Tungurahua
Chimborazo
Bolívar
Cañar
Azuay
Loja
East

78.125
161.223
304.794
193.017
227.181
288.713
88.657
94.743
201.911
175.686
-

2.67
5.50
10.40
6.59
7.76
9.86
3.03
3.23
6.89
6.00
-

Galapagos
Islands

-

-

Total
2´929.314
Source: Rodríguez 1992, appendix h.

100

Despite the fact that there were no population censuses in the 1920s and 1930s, the report
of the General Directorate of Statistics of the Civil Registry and Census (1934), which does
not explain the type of methodology was used, nor the origin of the data, estimated that the
highest birth rate corresponded to the coastal province of Manabí, with a record of 56.37
per thousand inhabitants, while the highest mortality was in the province of Imbabura, with
31.94 per thousand inhabitants. The diseases that caused the most deaths were bronchitis,
whooping cough, diarrhea and enteritis, measles and malaria. The highest mortality was
between the ages of 0 to 4 years, the group most vulnerable to the consequences of the
diseases mentioned were infants. Infant mortality accounted for 16.2 percent of total births.

Tabla 3. Birth, Mortality, and Marriage Rates, Ecuador, 1933
Provinces

Registered
births

Carchi
Imbabura
Pichincha
León

2.667
5.306
10.720
6.129

Natality per
thousand
inhabitants
41,13
40,85
40,93
34,66

Deaths in
the year
1.428
4.148
8.003
4.141

Mortality per
thousand
inhabitants
22,02
31,94
30,56
23,42

Registered
Married
Couples
445
1.044
1.720
1.129

Nuptiality per
thousand
inhabitants
6,86
8,04
6,57
6,38
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6.596
Tungurahua
9.041
Chimborazo
3.538
Bolívar
3.476
Cañar
7.392
Azuay
6.974
Loja
2.799
El Oro
17.735
Guayas
5.430
Los Ríos
13.251
Manabí
2.145
Esmeraldas
103.199
Total
Source: Peñaherrera, 1934: 7.
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35,70
40,37
42,88
32,28
33,19
44,46
43,08
50,46
51,94
56,37
48,88
42,77

5.048
5.019
1.437
1.593
3.759
2.453
1.107
10.751
3.112
5.466
629
58.094

27,32
22,41
17,41
14,99
16,88
15,64
17,04
30,59
28,77
23,25
14,33
24,08

1.142
1.566
643
615
1.384
1.147
326
1.472
173
1.322
121
14.249

6,18
6,99
7,79
5,71
6,21
7,31
5,02
4,19
1,65
5,62
2,76
5,90

Economically active population
It is estimated that approximately 32% were part of the economically active population,
that is, about 832,000 people. The first data on the economically active population for 1962
came from the population and housing censuses conducted in 1962. Research by the
National Planning and Economic Coordination Board (1979) reveals that 32% of the total
population can be considered as part of the economically active population.
As there is no official data for the 1930s, this figure has been taken to estimate the economic
active population for the 1930s. For this reason, this data should be considered as a
conjecture based on the first national censuses. By 1930, approximately 14% of the
population lived in urban areas 2 (Bethell 1998, 31). If we take this percentage and
extrapolate it to the economically active population, we obtain that around 116,480 people
worked in the urban sector, and around 715,520 in the rural sector.
De la Torre (1993) estimated that, by 1936, 55% of the population of Quito was marginally
employed: day laborers (10.4%), self-employed workers (23.5%) and domestic workers
(21, 1%). The second most important category of labor was public sector workers: 16.6%
in 1936 and 21.1% in the early 1940s.

2

Leslie Bethell (1998) explains that this percentage applies to cities with over 20,000 inhabitants.
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Table 4. Occupational structure in Quito, 1936
Occupation

Number

Percentage

Public employees
Private Employees
Industrial workers
Workshop workers
Day laborers
Freelance workers
Workshop owners
Servants
Unemployed

5.893
3.025
1.651
3.555
3.678
8.133
1.085
7.464
795

16,6
8,5
4,6
10,0
10,4
23,5
3,1
21,1
2,2

Total

34.276

100,0

Source: De la Torre 1993, 67

3. Economic policies during the Great Depression
The global crisis particularly affected the countries of Latin America given the close trade
relationship it had with the United States of America. In the case of Ecuador, the economic
crisis affected the foreign trade sector in particular because the United States supplied 45%
of total imports and 47% of total exports (Feiker 1931, 1). The global crisis created
commercial, financial, monetary and exchange shocks in Ecuador, which forced the
government to make controversial decisions, decisions that were considered as possible
solutions to the onslaughts of the Great Depression. These anti-crisis policies were
implemented in a decade of strong political instability, as reflected by the fact that in nine
years from 1929 to 1938 twelve different people were in charge of the governments 3. This
3

From 1929 to 1938, among presidents and managers of power, there are twelve people in charge
of the executive branch (Salvador Lara, 2002). Most overthrows were led by the Ecuadorian army.
People in charge of the executive branch were: Isidro Ayora Cueva (April 17, 1929- August 24,
1931); Crnl. Luis Larrea Alba (24 August 1931 October 15, 1931); Alfredo Baquerizo (October 15,
1931 August 20, 1932); Neptalí Bonifaz (August 20, 1932- August 28, 1932); Carlos Larrea Freire
(August 28, 1932- September 2, 1932); Alberto Guerrero Martínez (02 September 1932- December
5, 1932); Juan de Dios Martínez (05 December, 1932- October 17, 1933); Abelardo Montalvo (20
October 1933- September 1, 1933); José María Velasco Ibarra (01 September 1934- 20 August
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instability affected government decisions, as there was no way to establish long-term public
policies. The decade of the 1930s was a turbulent decade, which was reflected in the
extraordinary number of presidents, civilian and military dictators, "as the economy
deteriorated, more and more Ecuadorians turned to the government for immediate solutions
to economic problems and social aspects of the nation" (Rodríguez 1992, 198).
Anti-crisis policies had a time of slow decision-making because just a few months before
the world crisis began, the American economist Edwin Kemmerer, along with most of his
collaborators, had left the country after advising the government of Ecuador for the creation
of the Central Bank, the only legal institute that had the power to issue currency, and for
the establishment of the gold standard as a monetary system. On February 11th 1927, along
with other economic norms, the Kemmerer Mission presents to the Government of Ecuador
the draft of the Organic Law of the Central Bank of Ecuador; On March 4th, President Isidro
Ayora signs the law; and on August 10th the Central Bank began its operations.
Edwin Kemmerer was considered an international authority on economic issues. From
1919 to 1930, the Kemmerer Mission advised the governments of Guatemala (1919),
Colombia (1923), Chile (1925), Ecuador (1926), Bolivia (1928), and Peru (1930). The
relationship between the government of Ecuador tightened sharply, so that "the absolute
dependence that has since been created with the expert for the application of measures"
(Almeida, 1994: 54) remained until 1932.
After the years in which the Kemmerer mission offered their advice, the Ecuadorian
government began to make relatively independent decisions. The Ecuadorian government
set aside the “Kemmerian" policies and began to make decisions based on its own expertise,
including the abolition of the gold standard, the increase in the money supply, seizure and
disinvestment of currency. Policies during the Great Depression were partly given by the
Kemmerer's advice, partly by the expertise of national politicians, partly by the public

1935);Antonio Pons Campusano (August 21, 1935- September 25, 1935); Federico Páez
(September 25, 1935- October 23, 1937); Gral. Alberto Enriquez Gallo (23 October 1937December 2, 1938)
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pressure that was tired of the government prostrating itself before the "monetary doctor"
(Drake, 1995), and partly by the political instability that led the country to have 12 people
in charge of the executive in less than a decade. Thus, anti-crisis policies went through two
distinct stages from 1927 4 to 1938 that the first has been named as the stage of "influence
of Kemmerer Mission, 1927-1932", and the second stage is known as the stage of
"inconvertibility and instability, 1932-1938".
4. Influence of the Kemmerer mission, 1927-1932 5
Between 1927, the year in which the Kemmerer Mission ends its work in Ecuador, and
February 1932, when the formal step for the abandonment of the gold standard was taken,
it was the stage of the influence of the policies established by Kemmerer, which involved
restructuring of the national financial system with its main axis located in the founding of
the Central Bank of Ecuador. When the Great Depression was felt in Ecuador the anti-crisis
economic policies did not differ from the policies structured in 1927: anti-crisis policies
were the same before and during the international crisis. The Ecuadorian government had
the solid concept that the tools left by the new financial system were sufficient to control
the onslaught of the international crisis.
The economic policies influenced by the Kemmerer Mission had a central idea,
maintaining the fiscal balance. When the international crisis began, this idea did not
change, maintaining fiscal balance remained the main concern. This balance was
synonymous with maintaining the gold system as a system that could be self-regulated
through the increase or decrease of money circulation that could be controlled through the
printing of money, through interest rates and through purchase and sale of currency abroad.
These tools were the axes of a policy that was centralized in the money supply. This was a

4

Although the international crisis began in 1929, we have decided to choose the year 1927 so that
it can provide a clearer context for the policies that were implemented in this year and were
maintained during the first two years of the Great Depression.
5
1932 is chosen as the end of the influence of the economic policies of Edwin Kemmerer and as
the beginning of a decade of instability and inconvertibility.
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policy that sought to control the imbalances caused in the trade balance by controlling the
money supply.

Economic policies during Kemmerer's influence period
The advice and policies of the Kemmerer mission had similar patterns in each country they
visited. The common elements in all the countries visited by the Kemmerer mission were:
the creation of central banks, superintendence of banks, and general comptrollers; and,
proposals of laws by which the gold standard was stablished the main as monetary
policy. These structural changes occurred from 1919 to 1930, Gozzi & Tappatá (2010)
present these changes chronologically:

Guatemala (1919)
Institutions founded:
•

Central Bank of Guatemala.

Established Laws:
•

Monetary law of the Republic of Guatemala.

Colombia (1923)
Institutions founded:
•

Republic of Colombia Bank.

•

Comptroller General of the Republic of Colombia.

Established Laws:
•

Bank Law of the Republic.

•

Banking Establishments Law.

•

Timbre Law (reorganized the operation of customs and

established the Collection of National Revenues).
•

Income tax law.

•

Comptroller Law (transform the former Court of Auditors on

the Comptroller General of the Republic).
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Act restraining force of the budget (limited the powers of

Parliament to order spending public and leave the initiative
in the hands of the executive branch).
•

Law on number of ministries.

•

Negotiable titles deeds law.

Chile (1925)
Institutions founded:
•

Chile Central Bank.

•

Superintendency of Banks.

•

General Comptroller of the Republic of Chile.

Established Laws:
•

Chile Central Bank Law.

•

General Law of Banks.

•

Monetary Law.

•

Orgnic Budget Law.

•

Comptroller General of the Dominican Republic Law.

Ecuador (1926)
Institutions founded:
•

Ecuador Central Bank.

•

Superintendency of Banks of Ecuador.

•

Comptroller General of the Republic of Ecuador.

Established Laws:
•

Organic Law of the Central Bank of Ecuador.

•

Organic Law of Banks.

•

Organic Law of the Mortgage Bank (Banco Nacional de

Fomento).
•

Internal Taxes Law.

•

Coins Law.
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•

Contracts Act on Agricultural garments.

•

Customs Law.

Bolivia (1928)
Institutions founded:
•

Bolivia Central Bank.

•

Superintendency of Banks.

•

Comptroller General of the Republic of Bolivia.

Established Laws:
•

Reorganization law of the National Bolivian Bank.

•

General Law of Banks.

•

Monetary Law

Peru (1930)
Institutions founded:
•

Central Reserve Bank of Peru.

•

Superintendent of Banking Peru.

Established Laws:
•

Law of the Central Reserve Bank of Peru.

•

Banking Law of Peru.

•

Monetary Law

The first central banks of Latin America were designed to fulfill three objectives: to
maintain monetary stability; to preserve the stability of banks; and government funding on
a limited basis (Jácome 2015). These objectives would be achieved through a currency
issue associated with the gold standard which would lead to a stable exchange rate and a
low inflation.
In the case of Ecuador, the Kemmerer mission carried out the economic policy stage from
1927 to 1932. The economist Edwin Kemmerer, along with his working group, had an
undeniable participation in the founding of a new financial system in Ecuador. His advice
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did not fail to influence the decisions on monetary policies that Ecuadorian politicians took
even several years after his official visit.
Before the beginning of the international crisis, the gold standard was already established
in Ecuadorian territory. The money supply was related to gold reserves. The existing
circulation had to be backed by 50% of gold reserves. The money supply was in the hands
of private banks until the founding of the Central Bank, which opened its doors on August
10th 1927. The foundation of the Central Bank was the central axis of the Kemmerer
mission.
Immediately, the Central Bank organized policies around the money supply. With this
purpose, printing money was the tool the government possessed for the regulation of the
circulation of money.
On the other hand, the Central Bank balanced the money market also by regulating the
discount and interest rate, raising it when there was an excess of cash and lowering it when
the money was low (Morillo 1996). The use of this tool had a logical justification, by
raising interest rates, the monetary circulation would be reduced, and as interest rates
lowered, the monetary circulation would increase.
In addition to these instruments in hand, the Central Bank had the Law of Coins 6 in their
favor, which provided the government with power, on the one hand to control the exchange
rate, and on the other to buy and sell money abroad. The Central Bank of Ecuador could,
by using the Coins Act, make automatic adjustments: if there was an excess of circulation,
the government could sell unlimited currency in New York and London (Carbo 1927).
These instruments began to be questioned when the crisis began because there was the
general impression that it was a straitjacket that did not allow to create other types of
policies. For this reason, the Ecuadorian government contacted Edwin Kemmerer to ask
his opinion on the subject. In 1930, Kemmerer responded to the Ecuadorian government's
request for the validity of established policies, in which Kemmerer asserted that the

6

The Law of Coins was published in the Official Gazette N. 289, on March 1, 1927.
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automatic readjustment of the money supply, managed by the Central Bank, ensured the
proper circulation of the currency, "and should not be altered despite protests. He denied
that Ecuador was going through a deflationary process or that it had a monetary deficit. He
urged his hosts to maintain the gold standard and high discount rates" (Drake 1995, 269).
Kemmerer had denied the fact that there was a pronounced deflation that was caused by a
reduction in the money supply. According to the same source (Drake 1995), Kemmerer
encouraged Ecuadorian politicians to continue payments on the foreign debt.
These policies were maintained in spite of a diversity of proposals that began to
appear. Among the most important proposals, Morillo (1996) refers to three of them: first,
the Central Bank was encouraged to buy mortgage bonds; second, that the resources
destined to the service of the external debt should be invested in diverse projects in
Ecuador; and, third, a policy of rediscounts. None of these proposals were accepted, the
government was going to be facing the crisis with the financial instruments that came along
with the gold standard.
With Kemmerer's response, the Ecuadorian government felt the necessary justification for
maintaining the gold standard despite the fact that reserves were declining and despite the
fact that the deflationary process was undeniable. The financial policies of the Ecuadorian
government were maintained until 1932. It was hoped that the monetary policy instruments,
to say the printing of money, the regulation of the type of discount and interest and the
purchase and sale of currency, were sufficient to control the impact of the Great Depression.
Taking into account that the international crisis was felt in Ecuador from the unevenness in
the trade balance, much of the effort to build an anti-crisis policy focused around the
attempt to control the trade balance. Of all the instruments that the Ecuadorian government
had at hand, the most used was the interest rate: when the trade balance was negative, the
reserves decreased, and for that reason the Central Bank, and by repetition the rest of
private banks, put in the market a greater amount of short-term loans, but with high and
progressive interests.
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With respect to interest rates, in 1927, when the Central Bank was founded, it opened a line
of credit for the associated banks with an interest of 10%, while for the general public the
line of interest was 11%. Banks charged the public 12% and sometimes charged higher
rates. In 1928, the interest rate fell to 8% for the associated banks and 9% to the public.
The reduction in discount rates was a result of the reduction in exports of the main
agricultural product, cocoa. By the early 1930s, the Central Bank had set an interest rate of
10% for the general public and 9% for the associated banks, which charged their clients a
12% interest. In 1930, the Central Bank decided to establish differentiated interest rates as
follows: 7% for associated banks, up to 30 days; 8% for associated banks, up to 90 days,
for industrial purposes; and 9% for the public, up to 180 days, with agrarian pledges
(Morillo 1996). These rates were maintained until the first months of 1932.
In September of 1931, Great Britain decided to leave aside the gold standard, which caused
serious repercussions in Ecuador, since an accelerated gold output began, the Central Bank
lost about one million sucres during the same year. Following Britain's decision to abandon
the pattern, gold, and after seeing an accelerated fall in reserves from the Central Bank of
Ecuador, "most banks in Guayaquil had opted to make their loans dollar-based" (Morillo
1996, 74). This problem prompted the Ecuadorian government to modify the required
percentage of 50% in reserves, to maintain the gold standard, to 25% of reserves in deposits
and 50% of reserves for currency convertibility.
In this way, it can be clearly seen that the stage from 1927 to 1932 was characterized by a
central idea: to maintain fiscal balance. This fiscal balance was synonymous with
maintaining the gold system as a system that could be self-regulated through printing of
money, interest rates, and the purchase and sale of currency.

Consequences of policies influenced by Kemmerer, 1927-1932
The consequences of the Kemmerer Mission's influence are established around the goal of
maintaining fiscal stability that overcomes the instability of the international market. From
the visit of the Kemmerer mission in October 1926, the gold standard was maintained as a
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system of immovable conversion. The gold standard was designed to maintain the stability
of the money supply and also maintain the value of the Ecuadorian currency, the value of
the sucre. The consequences of this period are divided into five contexts: monetary
circulation; variation of the gold reserves in the Central Bank of Ecuador; exchange rates;
inflationary fluctuations; and, the evolution of the Gross Domestic Product.

With regard to monetary circulation
The monetary circulation, as shown in table 5, during the period of influence of the
Kemmerer Mission, declined since 1927, year in which a circulation of 79 million sucres
was registered. In 1929, the year of the beginning of the international crisis, the monetary
circulation was 67 million sucres. These data clearly show that the money supply declined
steadily before the international crisis began, opening the door for the founding of the
Central Bank and its monetary policy: printing of new currency; and the regulation on
discount and interest rates; exchange rates; and overseas transactions.
From 1927 to 1929, the reduction of the monetary circulation happened at the rate of -8.2%
annual average; and, from 1929 to 1931, the reduction was at the rate of -17.9% per year. In
1932, the monetary circulation increased by 15 million sucres, registering 58 million
sucres. The policies of financial rigidity caused a rapid fall of monetary circulation. In two
years, from 1929 to 1931, the money supply was reduced by one third, which, in turn,
produced a sharp devaluation.
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Table 5. Monetary circulation in sucres, 1927-1932
Año

Total

1927

79.290.000

1928

74.333.000

1929

67.812.000

1930

54.212.000

1931

43.870.000

1932

58.029.000

Source: Central Bank of Ecuador 1940, 150-151. The figures of the total money supply recorded
in December each year.

Figure 1. Monetary circulation, millions of sucres, 1927-1932

Source: table 5.

With regard to gold reserves
Gold reserves shows a similar development to money supply developments: the gold
standard needed reserved valued at 50% of total money circulation, then it is logical to see
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that the evolution of money supply and gold reserves are directly related. From 1927 to
1929 the gold reserves decreased at a rate of 10.2% on average, while from 1929 to 1931,
reserves reduced at a rate of 28.5% annually. Reserves moves from 44 million sucres in
1927 to 15 million in 1931. The steady decline in gold stocks gave way to abandon the gold
standard in February 1932 7. Table 6 shows the gold reserves in relation to monetary
circulation. The percentage varies from 1927, when it was located at 51%, thereafter the
percentage of gold with respect to the monetary circulation gradually lowered. This steady
decline happened until 1932, year when the ratio was of 22%. Anti-crisis policies that
remained until 1932 were not effective to keep gold reserves: reserves decreased inevitably
in half in less than three years. Table 6 shows clearly the variation of the gold reserves, and
also shows the percentage of total circulation. The logical consequence of the decline in
gold reserves was the abandonment of the gold standard in 1932.

Table 6. Gold reserves in the Central Bank of Ecuador, in sucres, 1927-1932
Value gold reserves

Golden percentage

(sucres)

relative to the total

84.912.879

44.085.490

51,9

1928

79.195.465

38.029.255

48,0

1929

73.146.997

35.063.646

47,9

1930

60.816.151

28.639.062

47,1

1931

47.860.775

15.492.532

32,4

1932

75.984.779

17.408.986

22,9

Year

Total

1927

Source: author´s creation. Data are from: Central Bank of Ecuador 1940, 150-151; Drake 1984,
270. The total involves deposits in the Central Bank and sucres in circulation.

7

The abandonment of the gold standard became official through Decree No. 32 of February 8,
1932. In November of the same year, Congress noted that the suspension of the gold standard was
temporarily until a stable economic balance. Since November, the gold reserves of the Central Bank
could not be less than 25% of monetary circulation (Morillo, 1996).
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Figure 2. Gold reserves in millions of sucres, 1927-1932

Source: table 6.

With regard to exchange rates
The value of the gram of gold was directly related to the price of the sucre: the price of
gold gram and the price of the sucre, did not fluctuate freely, but was established by the
Central Bank of Ecuador. When the international crisis erupts, and gold reserves decreased,
the value of gram of gold and the price of the sucre could be maintained only until 1932.
The value per gram of gold remained at 3.32 sucres, from 1927 until 1931, while in the
same period, the dollar was valued at 5 sucres. The value of the gram of gold and exchange
rate begins to change in 1932 as a result of the abandonment of the gold standard.
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While nations 8 that left the gold standard early opened a space for the devaluation of the
currency, Ecuador kept the price in unalterable values. Gold systems guaranteed a fixed
exchange rate. From 1927 to 1932, the share price was maintained at 5 sucres per US
dollar. This rigidity produced that export sectors started seeking for currency devaluation
to restore competitiveness, while the state "was initially determined to not devalue the
currency for fear of a social backlash" (Cueva 1991, 66). This devaluation did not occur
until 1932.

Table 7. Exchange rate, 1927-1932
Year

Gram of gold valued in sucres

Sucres to the dollars

Gold reserves in dollars

1927
3,32
5,00
8.817.098,00
1928
3,32
5,00
7.605.851,00
1929
3,32
5,04
6.957.072,62
1930
3,32
5,05
5.671.101,39
1931
3,32
5,06
3.061.765,22
1932
3,42
5,93
2.935.748,06
Source: author´s creation. Data come from: Rodriguez, 1992: Appendix K; Drake, 1984:
270; Central Bank of Ecuador, 1940: 150-151.

As displayed in table 7, while the value of gram of gold and the exchange rate did not
change until 1931, gold reserves decreased steadily. This scenario could not last in
time. Policies based on fiscal stability collapsed in 1932, it became impossible to maintain
the exchange rate as gold reserves had fallen dramatically in a few years; it was clear that
the decline in gold reserves would cause a sharp devaluation.

8

Argentina, Uruguay and Brazil in 1929; Venezuela in 1930; Mexico, Chile, Bolivia in
1931; Colombia, Nicaragua, Costa Rica, Peru and Ecuador in 1932 (Ossa, 1993).
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With regard to inflation or deflation
The global crisis directly affected the fluctuation of prices because gold reserves decreased
and therefore the money supply also decreased, resulting, ultimately, in deflating prices. In
1929, inflation stood at 4.24 percent over the previous year. Thereafter, there is a marked
deflation.
Although the international crisis marks pronounced deflation until 1932, Ecuador presents
vertiginous fluctuations before the Great Depression: in 1928, -11.4%; in 1929, an inflation
of 4.24%. From 1929, there was a prolonged deflation process until 1932, reaching the
lowest peak in 1931, with deflation -24.55 percent.
In 1932, a -10.96% deflation is recorded. This percentage could have been much higher,
however, because of the abandonment of the gold standard in February of the same year,
the money supply grew and deflation was not as high as in 1931. If the gold standard
remained in 1932, deflation could have been at similar levels to 1931.
In the case of Latin America, taking into account the price indices of Argentina, Chile, Peru
and Venezuela, deflationary trends appeared from 1928 to 1931, with an annual average of
-8.21. The year of highest deflation was recorded in 1928, with a record of -18.92. The
trend presented Latin America is similar to the trend in Ecuador; however, in the case of
Ecuador, deflation presents a more dramatic evolution. This phenomenon can be
understood by considering that the gold standard was in effect in Ecuador until 1932, while
in most of Latin America, the gold standard was abolished in 1931.
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Tabla 8. Inflation rate in Ecuador and Latin America, 1928-1932
Year

Ecuador

Latin America

1928

-11,49

-18,92

1929
4,24
-3,06
1930
-2,62
-6,53
1931
-24,55
-4,33
1932
-10,96
3,00
Source: author´s creation. Data come from: Morillo 1996, 640; Mitchell 1999, 693. The inflation
rate for Latin America has been calculated based on the price indices from Mitchell (1999, 693)
for Argentina, Chile, Peru and Venezuela.

Figure 3. Inflation in Ecuador and Latin America, 1928-1932
10
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Source: table 8

As displayed in figure 3, the Latin American region recorded deflationary rated until 1932.
The restriction of the money supply had a logical consequence, a deflationary
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phenomenon. However, the case of Ecuador is unique because the trend is more
pronounced than in Latin America. In the case of Ecuador, this deflation caused a steady
growth.

With regard to Gross Domestic Product
In table 9 can be noted that the nominal GDP 1927-1932 presents high and low peaks: peak
low in 1931, with a decrease of -26.34%, and the highest peak is recorded in 1929, an
increase of 13, 52%. On the other hand, the change in real GDP, systematically reduced
until 1932. Each year recorded an average decline of 2%.
The change in GDP at constant prices presents a clearer picture of the evolution of the
Ecuadorian economy as inflation picture does not influence measurement. Data from 1927
to 1932 show that there was a progressive increase in GDP until 1929. Thereafter, GDP
grows at a rate of 0.65 points in 1931 and 1932. This variation shows that the anti-crisis
policies produced a deflationary phenomenon that caused no negative growth of the real
GDP until 1932.
To strengthen our data, it is important to mention the research made by Twomey (1983),
who analyzed the evolution of the domestic production of six countries in Latin America,
namely Argentina, Brazil, Chile, Colombia, Honduras and Mexico, concluding that after
1929 "the decline in production was greater in Chile, except in Colombia, while Honduras
did not experience a typical cycle during the early part of the decade" (1983, 221). In
Honduras, the Gross Domestic Product increased from 1929 to 1931 by about 4%, while
Colombia registered a stagnation in 1929 and 1930, and from 1931 its GDP grows steadily
(1983, 222). The evolution of Ecuador's GDP is also an outlier because no recorded
percentages of decline was registered during the decade of the thirties, but rather, it has an
average minimum growth.
As it is visible in figure 4, the evolution of real GDP of Ecuador and Latin America has
similar trends from 1930. However, Latin America has a much more pronounced trend than
that of Ecuador: in 1931, Latin America presents a variation of -14.4%, while Ecuador
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recorded a variation of 0.61%. These data confirm the hypothesis that the impact of the
Great Depression in Ecuador was minimum compared to the impact on the rest of the
region.

Table 9. Evolution of Gross Domestic Product, Ecuador and Latin America, 1927-1932

Years
1927
1928
1929
1930
1931
1932

GDP
Current prices
(thousands of
sucres)

GDP
Current
prices (%)

GDP
Constant prices
April 78- may 79= 100
(Thousands of sucres)

GDP
Constant
prices
(%)

Variation
Real
GDP
Latin America

440
8.406
402
-8,71
8.810
4,81
7,02
456
13,52
9.367
6,33
2,64
457
0,18
9.726
3,82
5,42
336
-26,34
9.785
0,61
-14,40
305
-9,4
9.848
0,65
-5,48
Source: author´s creation. Data for Ecuador come from: Morillo, 1996: 687. Data for 1970 are
based in Latin America and sourced Base MOxLAD, 2015; it includes: Argentina, Brazil, Chile,
Colombia, Uruguay, Venezuela and Peru.

Figure 4. Variation Real GDP, Ecuador and Latin America 1928-1932

Source: Table 9.
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Policies from the Kemmerer mission were similar in the countries where he had influence,
however, this influence was limited by the governments of each country, which eventually
decided to leave the gold standard, some early, some late: Argentina, Uruguay and Brazil
in 1929; Venezuela in 1930; Mexico, Chile, Bolivia in 1931; Colombia, Nicaragua, Costa
Rica, Peru and Ecuador in 1932 (Ossa 1993). The decision to leave the gold standard
opened up the possibility for governments in Latin America to increase the money supply
as an anti-cyclical policy, while countries that did not leave the gold standard quick,
deflationary processes appears, which minimized the decline of the GDP. Therefore, it
cannot be said definitively which policy was the the most appropriate for the region. In the
case of Ecuador, keeping the policy around the gold standard until 1932 produced that real
GDP did not display negative growth.

5. Inconvertibility and instability, 1932-1938
The second period of the anti-crisis policy is known as the stage of "inconvertibility and
instability," which stretches from 1932 to 1938, years in which the expertise of Ecuadorian
politicians determined monetary policies. The two periods of the anti-crisis policies,
namely, the period of the kemmerian influence and the period of inconvertibility and
instability, make clear differences in decision-making: the first stablished an extremely
rigid system, where economic tools focused on monetary policy and instruments that were
adaptable enough to cope with the crisis; the second period is characterized by an extremely
unstable system, which moves from the abolition of the gold standard, the management of
interest rates and increased credit for an aggressive public debt, the seizure of foreign
exchange, export and import control: these policies intended to stable the trade balance,
while trying to control inflation.
The main measures taken during the period of inconvertibility and instability to face the
international crisis were four:
1.

The abandonment of the gold standard, that is to say, the bank reserve that was

needed for the printing of currency was halved.
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The Ecuadorian government forced, through a series of decrees and laws, the

Central Bank of Ecuador to make large loans that allowed to solve the fiscal gaps and
allowed to increase the monetary circulation.
3.

Government control of exports and imports from the second half of the decade

4.

Control of the foreign exchange market from 1933.

Abolition of the gold standard
The money supply was linked to gold reserves; the existing circulation had to be backed
by 50% of gold reserves. This policy continued until 1932, when the gold standard was
disable because the social pressure against the Kemmerian policies measures was growing
rapidly. The expansion of money supply and credit was required, "even the superintendent
of banks thought that Kemmerer did not understand the devastating contraction of the
money supply and prices, and that the Central Bank should ignore its recommendation that
further limited the currency and the credit" (Drake 1995, 269).
To understand why this system worked for three years after the international crisis erupted,
it is to be considered the fact that the Kemmerer mission had a consolidated international
fame as it had structured the financial system of some countries in Latin America as
Guatemala, Colombia and Chile. In all these countries, including Ecuador, the gold
standard had the approval of Edwin Kemmerer. When the international crisis began, many
voices rose against the financial advices structured by Edwin Kemmerer during his visit to
Ecuador in 1926.
An emergency law that stablished a reserve of 50% was approved in December 1931. Until
then, the gold reserves were to represent 50% of total deposits and currency in circulation.
Finally, in February 1932, the Ecuadorian government changed the required percentage of
50% to 25%. This decision was influenced by the decision of Britain to leave the monetary
system based on gold reserves in 1931. Britain's decision influenced Latin America, which
leave systematically their monetary systems based on gold reserves. In Ecuador, the
decision to leave the gold standard also came from public pressure seeking ways to increase
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the money supply, with the purpose to increase the money supply that would control
deflation.
In 1937, the government raised the gold lace 30% of the monetary circulation. In addition,
it was decided to calculate limits of the necessary money supply through a system based
on population estimates computing "to compute this limit is taken into account enforceable
demand obligations in national currency to the Central Bank and is considered the census
statistics whose population at the time was estimated at two and a half million people. It
was concluded that the figure of 40 sucres per entailed a volume of 100 million sucres of
this kind of current, enough to meet the most reasonable payment needs" (Morillo 1996,
112). These limits allowed inject the Ecuadorian economy about 150 million sucres.

Public debt
Decree No. 33 of February 1932 ordered as a measure to stop deflation, monetary
inconvertibility. In the same decree, the government ruled one of the first loans that would
come in a few years: the government ordered the Central Bank to grant a loan of 12 million
sucres, which would serve in part to create the Agrarian Fund, an institution in charge of
granting loans for agriculture (Stancey 1990, 55). The loan was delivered in twelve
installments at the rate of one million per month. This loan was intended to increase the
circulation of money focusing on some areas: five million were allocated for roads and
infrastructure, five million for agricultural investment, one million for international debt,
and one million for commercial and industrial investments, which was meant to seek help
for the export industry (Morales, León Camacho & Oleas Montalvo 1997).
From February 1932, anti-crisis policies focused on government intervention in the
resources of the Central Bank, which had the intention of injecting more funds to the
Ecuadorian economy, but it also had the intention to cover recurring tax holes. Ecuadorian
government debt at the end of 1932 was of 40 million sucres. Since then, government debt
grew significantly due to the use of resources from the Central Bank. Thus, this period was
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inaugurated with the repeated government intervention in the Central Bank requiring high
loans.
Eight loans from the Central Bank was given to the Ecuadorian government from 1932 to
1937, with a total of 44.8 million. These loans were made according to the following
schedule: February 8th 1932, 12 million sucres; on December 29th 1932, through an
Emergency Law, 13 million went to the Mortgage Bank of Ecuador, bank administered by
the government 9; on December 30th 1933, there was a new loan of 6.4 million sucres, at
two per cent of interest; in February 1934, 2.5 million sucres were lent for fiscal debts; on
May 13th 1937, 1.7 million was loaned; on June 24th 1937, 3 million sucres; and on August
21st 1937, 6.2 million. On August 19th 1937, the "Government debt balance is consolidated
at 268,000,000 with a 3 percent annual interest, and with a fixed payment, from 1938, of
750,000" (Stancey 1990, 62). Recurring debts to the Central Bank of Ecuador made it
possible to have a bigger money supply, however, on the other hand, these debts were just
trying to momentarily cover fiscal gaps.

Seizure of foreign currency, import and export control
Ecuadorian government policies during this period were not focused solely on the loans for
the Central Bank loans to cover its fiscal gap and to inject resources into the economy, but
it was also related to the seizure of foreign currency. On the 30th April 1932 the government,
seeing that the price of foreign currency climbed rapidly, it published the Decree No. 90,
by which the centralization of 80% of foreign currencies available in private banks and
exporters was ordered. This 80% were immediately transferred to the Central Bank, which
was the only institution responsible for buying and selling currencies. The seizure took
turns with a value of 5.95 sucres for purchase and 6.00 sucres for sale (Carbo 1978). That

9

By 1936 the Mortgage Bank of Ecuador had canceled half the debt, the other half to the Central
Bank was forced to accept shares in the bank as payment.
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is, the Central Bank took over the foreign exchange market, in addition to generate an
effective devaluation of 20% since 1927.
On November 22th 1933, the Ecuadorian Congress approved the Partial Disincentive Law,
with which the economy turned to the open currency market, but still the seizure of 25%
of the total value of exports of certain products were ordered. This policy was trying to
boost exports, especially agricultural exports (Central Bank of Ecuador 1935).
In August 1936, the centralization of all the exchange market was decreed. The government
established that the Central Bank would be in charge of the exchange market, plus the
control of all exports and imports. Through Decree 596, signed by Federico Páez, head of
the executive function of the Ecuadorian government, mandated that "from this date, only
the Central Bank of Ecuador can buy and sell freely foreign currencies" (Wither 1936, Art.
1).
The 596 decree was intended to improve the trade balance by limiting imports. In June
1937, the Central Bank decided to "implement a prior deposit before granting official
permits for the importation of goods (50% of the total value)" (Morillo 1996, 107). On July
31st, it was decided to annul the seizure on the market of currencies, but control over
international trade was maintained through the establishment of requirements and permits
for imports and exports.

Consequences of policies at the stage of inconvertibility, 1932-1938
In March 1932, the Ecuadorian government received a large loan from the Central
Bank. The loan was 12 million sucres, delivered in twelve parts, one million per month
(Morales, León Camacho & Oleas Montalvo 1997). This loan exemplifies the economic
objective of this period: increase the money supply. These policies produced the increase
in money supply and gold reserves; which in turned caused the sucre devaluation;
the detonation of inflation; and an insignificant growth of gross domestic product.
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Regarding the monetary circulation
At the time of inconvertibility and instability, the money supply had a direct connection
with the decision of the abolition of the gold standard. From 1932, the money supply rose
steadily. In 1932, 58 million sucres, thereafter, it increased annually by 12 million sucres.
The largest increases in circulating was recorded in 1934 and 1936, an increment of 24 and
26 million sucres respectively.
In table 10, the figures reveal that money supply rose continuously from 1932. From 1932
to 1938 the circulation increased 100 million sucres, which means an increase of 150
percent of the value recorded in 1932. These figures reveal that the decision to leave the
gold standard, plus the aggressive public debt, made possible the increase of the money
supply.

Table 10. Monetary circulation, Ecuador, 1932-1938
Año

Total

1932
58.029.000
1933
85.324.000
1934
109.886.000
1935
106.179.000
1936
132.827.000
1937
149.827.000
1938
154.229.000
Source: Central Bank of Ecuador, 1940: 150-151. The figures of the total money
supply recorded in December each year.
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Figure 5. Monetary circulation, Ecuador, in millions of sucres, 1932-1938

Source: Table 10

The increase in the money supply directly affected the annual inflation. After leaving the
previous monetary system, money supply increased prices at high averages when it is
compared with the rest of the region. The increase in the money supply was a direct result
of aggressive public debt.

With regard to gold reserves
Since 1932, gold reserves are constantly increasing. This year, the gold reserves amounted
17 million sucres. From 1932 to 1936, gold reserves increased by an annual average of 6
million sucres. In 1937 and 1938 reserves decline 3 million sucres, recording, for two years,
a total of 39 million sucres. From 1932 to 1938, reserves increased by 22 million sucres.
In 1927, gold reserves accounted 44 million sucres (table 6), and in 1937 accounted 39
million sucres (table 11). These figures show that, ten years later, the reserves decreased
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by 5 million sucres: the reserves of 1937 and 1938 amounted less than the reserves in the
decade of the twenties.
The relationship between gold reserves and total capital (money supply more
deposits in the Central Bank) fluctuated constantly. The lowest peak is in 1933, recording
a ratio of 16%. The highest peak is 1935, with a ratio of 28%.

Table 11. Gold reserves in the Central Bank, 1932-1938
Year

Monetary
circulation

Central Bank
deposits

Total

Value gold reserves
(sucres)

Golden
percentage of
total

19.984.779
78.013.779
17.408.986
22,32
1932 58.029.000
26.165.454
111.489.454
18.340.216
16,45
1933 85.324.000
27.647.751
137.533.751
27.156.303
19,75
1934 109.886.000
30.267.780
136.446.780
38.830.834
28,46
1935 106.179.000
34.363.210
167.190.210
42.526.686
25,44
1936 132.827.000
39.563.215
189.390.215
39.890.498
21,06
1937 149.827.000
34.465.799
188.694.799
39.798.376
21,09
1938 154.229.000
Source: author´s creation. Data are from: Central Bank of Ecuador, 1940: 150-151. Deposits at the Central
Bank consist of three sources: according to the Central Baco (Central Bank of Ecuador, Feb., 1940), total
deposits come from the sum of: first, government entities and special accounts; Second, deposits of
private banks; third, other transactions. The total value is the sum of the sucres in circulation plus deposits
at the Central Bank. The percentage of gold comes from the amount in circulation plus deposits.

Although gold reserves steadily increased, the percentage of gold, relative to the monetary
circulation, with variations, does not exceed 28%. This upper limit implies that it would
had been impossible to increase the money supply with the previous monetary system: 50%
of the monetary offer had to be supported in gold reserves.

Regarding the exchange rate of the sucre with the dollar
After the decision of the Ecuadorian government to abandon the gold standard, the price of
the sucre to the dollar ranged significantly in the first two years. In 1932 and 1933, the
sucre was traded at about six per one US dollar. This represented an increase of 20% over
the price recorded in 1931.
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In 1934 the biggest devaluation of the thirties happened. This year, the price of the sucre
was of 10.80 per dollar. Since then, the price of the sucre remained relatively stable. In
1938 the second most pronounced devaluation of the decade was recorded. This year, the
exchange rate was of 14.13 sucres per US dollar, a devaluation of 27% over the previous
year. During the decade of the thirties, it can be seen clearly that there were two major
picks in the devaluation of the sucre. The first major devaluation was recorded in 1934
when it passes from 6 to 10.80 sucres, and the second was in 1938 when the sucre was
devalued from 11.39 to 14.13. To understand the devaluations of the sucre, we need to take
into account that the government decided to control the currency market in 1932. This
measure was repealed the following year, letting the market react to partial freedom of
demand and supply of foreign exchange, yet the government still controlled 25% of the
transactions. Given that the foreign exchange market was partially self-regulated in 1933,
the depreciation of the sucre came the following year. Thus, the first major devaluation of
the decade was over 40%. Reacting to the devaluation in 1934, as a measure to prevent
another one, the government decided, for the second time, to control de transactions of
currency and the total control of exports and imports. The centralization of foreign
exchange market allowed the Central Bank to manage partially the devaluations of the
following years (Stancey 1990).

Table 12. Exchange rate, 1932-1938
Year

Gram value of gold in sucres

Sucre to the dollar

Gold reserves in
dollars

1932
3,42
5,93
2.935.748,06
1933
3,44
6,00
3.056.702,67
1934
4,65
10,80
2.514.472,50
1935
10,05
10,55
3.680.647.77
1936
11,67
10,48
4.057.889.88
1937
11,78
11,39
3.502.238.63
1938
12,37
14,13
2.816.587.12
Source: author´s creation. Data come from: Rodriguez 1992, 206; Central Bank of Ecuador 1940,
150-151.
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With regard to inflation or deflation
With regard to inflation or deflation in 1932 was the last time in the decade that deflation
occurred. In this year, the deflation recorded was of -10.96, an alarming figure which forced
the Ecuadorian government to give up its economic policies. Thereafter, inflation rates have
fluctuated unstably, with some years in which inflations were very high, and other years
whose inflation levels were reasonable.
As displayed in table 13, in the years 1933, 1934 and 1936 were the years where inflation
was very high, in the first years and inflation of 34 percent was recorded, while in 1936, an
inflation percentage of 19.20 was recorded. From 1932 to 1938, the economy lived years
of significant inflationary fluctuations. The inflationary rated were a direct consequence
which arose from the anti-crisis policies taken since the abolition of the gold standard.

Table 13. Price Index and inflation, Ecuador and Latin America, 1932-1938
Year

Price index in Ecuador

Inflation in Ecuador

Inflation in Latin America

1932

2,12

-10,96

3,00

1933
2,84
34,03
4,86
1934
3,82
34,63
2,51
1935
4,13
9,11
-1,99
1936
4,92
19,20
4,86
1937
5,33
8,46
11,06
1938
5,33
0,21
-4,00
Source: author´s creation. Data come from: Morillo 1996, 640; Mitchell 1999, 693.

Latin America, on the other hand, presents fluctuating inflationary signs: years of deflation
followed by years of inflation. Thus, from 1932 to 1934, Latin America recorded an
average annual inflation of 3.45, the following year a deflation of -1.99, and in 1936 and
1937, the region recorded an inflation of 4 and 11 points. As seen in figure 6, the trend of
inflation in Ecuador, with respect to Latin America, is similar, although the trend of
inflation in Ecuador is much more pronounced than that recorded in the region.
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Figure 6. Inflation, Ecuador and Latin America, 1932-1938

Source: table 13

The inflationary trend in the region was the product of increasing the money supply, and
this came as a result of the abandonment of the monetary system based on gold
reserves. Inflation in Ecuador eliminated the economic growth registered at current prices;
therefore, as we shall see in the next section, recovery of the Ecuadorian economy was very
slow, a stationary growth for the decade.

Relative to the growth of gross domestic product
In table 14, it can be noted that the nominal GDP, 1932-1937, has an average growth of
18%. Although it seems an annual extraordinary growth, this scenario changes when it is
taken into account GDP at constant prices. Real GDP, based on prices in April 1978-May,
growth has an average of two points.
The change in GDP at constant prices presents a clearer picture of the evolution of the
economy: data from 1932 to 1937 show that there was a progressive increase in GDP until
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1936, in 1937 there is a decrease in real GDP due to currency seizure policies. The change
in real GDP from 1932 to 1937 shows that the anticrisis flexibility and increased money
supply policies helped little to the recovery and growth of the Ecuadorian economy.
As seen in figure 7, the real GDP of Latin America recovered faster than the one recorded
for Ecuador: from 1933 to 1937, while Latin America average annual growth was of 5%,
Ecuador grew at 1.7%. This scenario shows that although Ecuador did not record negative
growth rates until 1932, his recovery was much slower than in Latin America.

Table 14. Evolution of Gross Domestic Product, Ecuador and Latin America, 19321937

Years
1932
1933
1934
1935
1936
1937

GDP
Current prices
(thousands of
sucres)

GDP
variation
Current
prices (%)

305
-9,40
437
43,33
600
37,26
649
8,30
801
23,29
851
6,27
Source: Morillo 1996, 687

GDP
Constant prices
April 78- May 79= 100
(Thousands of sucres)

GDP variation
Contant prices
(%)

GDP
variation
Latin
America

9.848
10.064
10.284
10.548
10.910
10.708

0,65
2,19
2,19
2,56
3,43
-1,85

-5.49
-4.45
15.75
5.75
4.91
3.04
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Figure 7. Variation of Real GDP, Ecuador and Latin America, 1932-1937

Source: table 14

Monetary policy was the main tool that Latin America had to face the Great Depression. As
prices of raw materials, international reserves and tax revenues fell, the anti-cyclical
policies implemented induced "to suspend and subsequently abandon the gold standard,
and enter capital controls and a ban on the export of gold" (Jacome 2015, 13).
Economic policies in Latin America, from 1932, represent a breach of the principles of free
market and non-intervention. Economic policies during the first years of the international
crisis, following the pattern set by the free market: "stimulate demand and thereby boost
production by a deflationary policy. With this policy a decline in prices by reducing the
money supply and tighten credit, state expenditures are reduced and the budget balance is
desired" (Ponce, 2015: 13). After the collapse of the gold system, reactivation policies
focused on a substantial increase of money lending from the central banking, in the case of
Colombia, private credit policy also became very active. With this purpose, by 1932, in
Colombia, three entities were created: Agrarian Fund, Central Bank Mortgage, and
Colombian Corporation Credit (Ocampo 1996).
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In the case of Ecuador, the economic policies from 1932 had important similarities with
the policies of the Latin American region: leave the gold standard with one main objective,
to increase the money supply. For this, the central government played an important role
through an aggressive borrowing from the Central Bank of Ecuador. This stage brought
heavy inflation rates, which kept real GDP growth at rates below the region.
The Great Depression marked the beginning of the end of the easy growth based on exports
of primary goods (Veliz 1980, 157). The reconstruction of the economies of Latin America,
after the impact of the Great Depression are characterized by the tendency towards internal
development, through protectionism and industrialization development strategies that
would depend on the lead of government, leaving aside the principles of free market that
contextualized the principles of growth in the region until 1929.

6. Conclusions
At the beginning of this research, we wondered whether Ecuador suffered with the impact
of the Great Depression or whether, on the contrary, it is an atypical case of the region. To
answer these initial concerns, it is necessary to remember the composition of the
population. If the majority of the population lived in rural areas, and a large part of these
people lived in a system of exchange of products that they cultivated for family use, it is
undeniable that their subsistence did not change before or during the international crisis.
This population cushions sustained the economic growth (real GDP) of the nation without
registering negative data.
However, the same population composition, which served as a cushion to sustain the
economic growth of the nation, became a heavy weight to carry that did not allow the nation
to recover at levels similar to those recorded in the rest of the region. This recovery
depended primarily on the external sector, taking into account that the main trading partner
was the United States of America.
Ecuador does represent an atypical case in the region, however, it is not the only one,
Colombia and Honduras also do not show signs of economic decrease. These data show
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that the impact of the Great Depression on the Latin American region was uneven: Ecuador,
Colombia and Honduras are countries that show a lower impact.
On the other hand, the symptoms of the international crisis were similar throughout the
region. The evolution of foreign trade data and public finances were similar: a sharp decline
until 1932-1933, and then a rapid recovery. There is, however, a small dissimilar behavior;
the region leaves the gold standard in different years, thus changing the rhythms of
economic growth.
The Great Depression represents a break in the Latin American region in its way of
conceiving development. During the 1920s the growth of the region focused on trade
relations with the Nordic countries, those countries where prosperity seemed inexhaustible.
However, when the crisis erupts, the region begins to wander through changes that will
lead to try to reduce dependence from the hegemonic countries. The Great Depression
would represent the beginning of another period, focusing growth on the inward, and
fostering industrialization as the most important tool of this new approach.
This study on the impact of the Great Depression in Ecuador shows several economic
statistics, which have recreated the historical development of the nation for a decade, and
has created a logical context through which economic policies can be understood and
linked with the results. However, certain issues remain unclear due to lack of sources, thus,
it has not been possible to recreate statistics for unemployment, poverty, inequality, etc.
Certainly, these topics will be grounds for future research of our own or other authors.
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Can we improve academic performance and student satisfaction without
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Abstract
Purpose: The main goal of this paper is to determine if the use of a blended methodology
can improve performance and satisfaction of the students, with no additional time cost
for teachers. As a second objective, the article attempts to explain observed differences
across students in the effect of the methodology on study time based on the theory of
optimal decision making. Finally, we sketch a simple cost benefit analysis for the digital
learning platform (DLP) used.
Design: The teachers combined the traditional classes methodology with the adoption of
a DLP in two courses of Microeconomics at an undergraduate level at ESIC Business &
Marketing School. Subsequently it is analyzed the impact of this methodology on student
satisfaction and performance, as well as on student’s study time using different analytical
tools.
Findings: students’ grades, at the final exam, increased in a significative way as they spent
more time with the DLP and/or when they do more digital assignments at home. Their
satisfaction with the blended methodology, and the use of the DLP was quite high for most
of students. Their feedback on working time relative to traditional methods showed two
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extremes, either studying much more or much less. We provide a theoretical explanation
for this observation, based on Microeconomic theory. A cost-benefit analysis of the DLP
tool at an institutional level suggests that its economic costs are more than justified by
the economic benefits of the tool in terms of student’s satisfaction, brand reputation and
teachers time saving.

Contribution: This document provides a methodology to measure the benefits of an
innovative learning methodology using relevant indicators and employing advanced
statistical techniques as regression analysis. It also helps us to understand student’s
behavior in the face of an educational innovation based on technology. The findings are
in line with economic theory.

Keywords: Blended Learning, Technology-Enhanced Learning, virtual labs, educational
innovation, computer software on education.
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1. BACKGROUND
Despite the importance of innovation in the pre-university stage (Sangrá, 2016) (Rodríguez
Miranda, 2009) (Tornero & Pi, 2013) and in certain university areas such as engineering,
mathematics or biology (Beard, 2017) (Bravo, Guerrero and López, 2011), in Economics
there are not many contributions of innovation in the university environment. Table 1 lists
elements that may affect blended education in Economics.

As shown in Table 1, there are new elements to consider in Economics education, that can
be used to improve results from a blended perspective. Among them we can consider: (1)
various types of instruments, (2) simulations, (3) transversal applications (4) use of
different places.

Table 1: New elements to consider in Economics teaching and the learning outcomes of
ESIC students
INSTRUMENTS that can be used for Economics
training in Spanish Universities and specifically in
ESIC.

New teaching and learning tools and new
technologies.
Physical means of support for learning adaptation
of the classrooms.
Use of multimedia tools, social networks, blogs
and virtual platforms.
New
teaching
methodologies
such
as
gamification, metacognition, flipped classroom.

SIMULATIONS in the learning of
various disciplines of Economics

Learning
supported
scenography’s.

by

professional

Experiences of professional praxis Exercises based
in the resolution of problems
Business games simulators
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TRANSVERSALITIES to improve the learning
outcome of Economics

Teaching synergies with other areas of knowledge
such as sociology, geography, business,
demography, law, etc.
Teacher synergies with other public and private
institutions.
Teacher synergies with professors or students
from other Spanish and foreign Universities.

PLACES of learning about the economy.

Classrooms, libraries, homes and any other place
with internet access.

Source: (Torres, Gonzalez & Bordonado, 2018)

As shown in Table 1, there are new elements to consider in Economics education, that can
be used to improve results from a blended perspective. Among them we can consider: (1)
various types of instruments, (2) simulations, (3) transversal applications (4) use of
different places.

New tools and learning technologies should be considered among the new instruments
to be used. Multimedia tools, social networks, virtual platforms, as well as methodologies
such as gamification, metacognition or flipped classroom stand out in this first category.
In simulations in the learning, it can be included learning systems based on professional
scenography, professional practice experiences, problem-based learning or business
games simulators.

Cross-cutting techniques should also be considered to improve

learning outcomes in economics. For this, can be used synergies with other areas of
knowledge - such as sociology, geography, business administration, demography,
advocacy, etc. -, with other institutions -publics or privates- or with professors or students
from other Spanish or foreign universities. Finally, different places can be used to learn
about economics – classrooms, libraries, homes, and any other place with internet access.

Erdmann and Torres-Marín (2019)
http://polipapers.upv.es/index.php/MUSE/ Mult. J. Edu. Soc & Tec. Sci. Vol. 6 Nº 2 (2019):

54-91 |

57

Multidisciplinary Journal for Education,
Social and Technological Sciences

https://doi.org/10.4995/muse.2019.11869
ISSN: 2341-2593

In many occasions some subjects in Economics are not the most preferred ones for
students, they find them difficult and consequently they are not very much motivated to
study (Becker & Greene, 2001). Sometimes these courses are criticized for being overly
theoretical, uncreative, non-innovative and far from the real world (Liu & Xie, 2019). When
this happen students simply get lost and fail. They do not acquire the knowledge and skills
they should. In other cases, the courses become too mechanic, like receipts that people
apply without understanding what they are really doing. To improve the previous
situation, it is very helpful the use of innovative methodologies and techniques, that help
students to improve their learning results and scoring through a learning by doing
methodology using digital interactive tools (Lisitsyna, Efimchik, & Izgareva, 2017). The use
of new technologies allows students to better understand concepts that are difficult to
explain, such as the level of confidence of the impact of an advertising campaign on sales,
the sensibility of the return of one stock to the changes in the market returns or the impact
of education over salaries (Hattinger, Engeström, & Sannino, 2018).

Blended Learning is a method commonly used by students from all over the world, either
because the professor proposes it in class or autonomously as a support to the teacher's
explanations (Medina, Medina, & Rojas, 2016). In any case, the use of digital platforms,
which contain specific material by areas or blocks, has spread globally, with the use of
information and communication technology (ICT) as a key element for learning (Pérez,
Urbano, & Onías, 2017). The easy access to the different digital platforms, the volume of
contents they provide, the immediacy of the information, as well as the guided learning
and the support and control of the teacher, make the mixed methodology very effective
for an achievement of the objectives of learning established in any course (Aguirre,
Quintana, & Miranda, 2015).
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Currently only in Moodle (Moodle.org, 2018) there are 130,037,486 registered users, of
which 8,197 are registered in Spain, and in Miriadax (the largest online platform of Spanish
language courses worldwide) there are 4,071,438 registered students worldwide
(Miríadax_, 2018). Nowadays we also observe the implementation of other learning
management systems in Spain, like for instance Canvas, implemented in the current
academic year by a Business School (Cunef). On the other hand, publishers have gradually
adapted to the new reality by incorporating digital materials into their catalogue, although
in many cases, this adaptation usually includes the digitalization of the manual following
a traditional structure, enriched with self-evaluating activities and additional resources
(Castro -Rodríguez, De Castro Calvo, & Hernández Rivero, 2017). The editorial Pearson for
instance uses different learning management systems. While the English platform MyLab
– which we use in this teaching experiment – has been developed 100% by Pearson, the
Spanish version of MyLab (iMI) is based on Sakai (Source: Pearson office).
Another characteristic of this type of training is the degree of involvement required by the
students. They can organize and plan their work, identify and solve problems, decide their
work time, as well as evaluate their own progress (Fernández, 2005). This is significant
considering that the labor market in Spain calls for university education, not only a more
practical training aimed at the company, but a proactive and decisive attitude towards
work, with notable disinterest and the tendency to mechanize the tasks assigned to young
graduates (Alonso, Fernández Rodríguez, & Nyssen, 2009).

The DLP is a teaching innovation initiative that apply the technological advances to
interactive teaching based on the learning by doing methodology (Efimchik, Ivaniushin,
Kopylov, & Lyamin, 2017).
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For all the previous reasons, it is not surprising that the use of this type of methodologies
is increasingly implemented in the university sphere (Brown, 2016). In this research we
focus on a practical case of enabling and enhancing blends methodologies (Bonk &
Graham, 2012) carried out at ESIC.

The theory of optimal decision making and the impact of new educational technologies
on study time
As we will see in the findings of this research, there are strong evidences about two
extreme behaviors of students with respect to their working time. Some of them suggest
that they have work much more, meanwhile some others have work less than under
traditional methods. How can we explain this pattern?

In this section, we will base on the theory of optimal decision making to explain how the
impact of new methodologies on study time may differ that much across individuals
Study effort is in general difficult to measure. One possibility to think of working effort is
in terms of the time spend on the studying for a subject. An alternative way of quantifying
working effort is the amount of work, in terms of exercises, that have been realized, to
which we will come back later. For the moment let us focus on the study time.

In the following paragraphs we will give a short overview on the existing theory and
empirical evidence on working time and performance, and later we will formulate our
hypothesis about the effect of the DLP based on the theory of optimal decision making.
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First, let us consider evidence based on standard teaching methodology and the
corresponding theory.

In general, the literature on the effect of study time on grades find only a week
relationship that sustains the common perception that studying more translates into a
higher grade (Gortner Lahmers & Zulauf, 2000). For a detailed overview of these studies
see Plant et al. (2015), who analyze the effect of the choice on study time of university
students at Florida State University on the official university records. The authors identify
study-time as a significant predictor of the grade, when controlling for other variables like
attendance, study environment or planning which are supposed to determine deliberate
practice.

In general, the relationship between practice and performance is sketched by Ericcson
(2002) as a process of practice that takes time to yield effects in performance. Figure 1
illustrates the expected performance of professionals, e.g. musicians, increasing with
practice quite fast but once a certain experience has been acquired additional practice
increases performance at a lower rate until a certain limit and may even turn down once
physical maturity has been reached.

While the representation by Ericsson refers to the career path over the working age, a
similar relationship holds when considering the performance within the university career
or at an even smaller scale at the course level.
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Figure 1. Relationship between performance and practice

Source: Ericcson (2002), Figure 2.2, p. 25

Figure 2 represents an adaptation of the relationship between performance and practice
to the academic performance within a university course, in line with the model of optimal
study time by The Core Team (2017) and applied to our research question. The figure
sketches the expected relationship between the exam score and the time studied under
standard teaching methodologies. If students dedicate some time to study, the learning
effect is large and is expected to be reflected in the exam score. However, as students
dedicate more time to study, the effect of studying an additional hour on the exam score
becomes smaller as dedicated hours increase, which is a standard learning effect.

This outlined relationship between exam score and study time or number of assignments
realized can be conceptually interpreted as a “score-production function”, that is, the
production of exam score as a function of the study time or an alternative measure of
study effort.
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Figure 2. Adaptation to academic performance based on study time

Source: self-made

Note that there are limits of improving performance. For instance, studying a few hours
in a row without break, you will notice how your concentration decline and reach a point
where you cannot assimilate more content. Likewise, the innate capability of each
students for a particular task determines the limit where studying additional time will not
be reflected in the performance.

Second, based on the existing empirical and theoretical evidence on the trade-off
between study-time and exam grade as well as the self-reported information by the
students, we set up our hypothesis about the effect of the introduction of MyLab as
complementary learning tool. In the next section we will test the hypothesis with
objective data.
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Figure 3. Adaptation to academic performance based on study time:
Expected Effect of DLP method

Source: self-made

Consider working with a DLP tool, such as MyLab, which provides direct feedback and
offers walk-through options such that a certain performance can be reached with in less
time. Analogue individual tutorial hours. Figure 3 illustrates this argument through a shift
of the score-production function upwards, which is represented as a dashed line.

In this context, the expected effect of working with the DLP tool MyLab is interpreted as
a technology improvement in learning techniques which allows to improve performance.
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This hypothesis is in line with the recent literature on deliberate practice. For instance,
Ericsson (2002), who analyzes the effect of the amount of high-quality practice
accumulated during individuals’ careers on the performance, with reference to fields like
practice of musicians, sportys, mathematicians etc.

Third, given the relationship between work effort and exam score, let us consider the
decision a student face. We all have a time constraint of 24 hours a day and we have to
make a choice how to employ our time to achieve our personal objectives. Given that time
is scarce, this implies for students that spending more time on a subject in order to
increase performance – as outlined before – students have to scarify time for other
activities, for instance studying for another course or simply enjoying free time. This tradeoff between study time for a subject and free time (or alternative activities) is a key
concept in economics in optimal decision making. An intuitive and narrative introduction
of this trade-off as a first model of optimal decision making can be found in the opensource economic book by The Core Team (2017).

The optimal decision about effort of studying - which translates according to the “scoreproduction function” into a higher exam score - is an individual cost-benefit analysis by
the students. While the potential benefits (e.g. improved understanding, complementary
contents, better performance in exams) are easy to identify, there have been no monetary
costs for students to use the platform. However, given the time constraint of students,
they incur implicit costs known as opportunity cost, the best alternative activity they give
up when dedicating time on studying with MyLab.

This implies that the implementation of the platform has two effects on students:
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1. “Time-WIN Effect”. The efficiency of learning liberates time. This additional free
time can be employed to study more and climb up the learning curve and improve
performance.

2. “Substitution effect”. The increased efficiency of studying with the platform
implies an increase of the opportunity costs of study time. The substitution effect
leads to less study time achieving the same performance as under traditional
methods (“least-effort”).

Which of the two effect dominates is an empirical question, that we analyze in the findings
section of this article.

2. PURPOSE
The main goal of this paper is to determine if the use of a blended methodology can
improve performance and satisfaction of the students, with no additional time cost for
teachers. As a second objective, the article attempts to explain observed differences
across students in the effect of the methodology on study time based on the theory of
optimal decision making. Finally, we sketch a simple cost benefit analysis for the digital
learning platform (DLP) used.
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3. METHODOLOGY
We adopted the Digital Learning Platform MyLab from Pearson for two groups of the
course of Microeconomics in the degree of Business Administration at ESIC Business and
Marketing School. This tool helps to create hybrid courses which require online homework
as well as digital content delivery (Ahmed, Ohkubo, Limaye, & Ballard, 2017). It provides
students with a larger number of practical exercises, with simultaneous guidance and in
time feedback during the learning process. Simultaneously, it generates other benefits as
dedicate more time in class to some other activities with more added value for students
– as discussions of current topics, real-world application videos, simulations, experiments,
critical thinking, work group and group discussions and questions - and to free more time
for professor to dedicate to other professional activities.

The tools offered by the platform are very flexible, and could be personalized by the
professor so that:

a) Students may dedicate a personalized number of hours to work and solve
exercises, according to their needs.
b) You can offer them different level of help, modify the deadline, or the scoring of
the different problems.
c) You may use them for practice, to consolidate some ideas (without scoring the
students) or for testing and scoring them.
d) You may do it at home, or in class,
e) You have complete control: you may know individual results, and group result for
individual questions, sections or topics.
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f) You can implement different help programs directed to individuals that do not
understand something (they had poor results in some questions) or to solve
general doubts when an important proportion of the class is having a poor
performance in some specific questions or topics. Students have immediate
feedback in case they need help. (“walk through options, “help”)

As a final consequence of all the above-mentioned advantages, we expect students to be
better oriented and learn more in quantity and/ or in quality, and this way improve their
results, their learning experience and satisfaction and all this without increasing the time
dedicated by the professor.
Respective the time dedicated by students, we were not sure about the effect of MyLab
on the time dedication of students. On the one hand, different features - like the
instantaneous feedback, the walk-through options and the help option - allow students to
solve problems and avoid being stuck, such that they may engage with this feature and
use the additional free time to study more and improve performance – that could be
denominated “time effect”-. On the other hand, a more efficient learning increases the
opportunity costs of the time dedicated to learning and the substitution effect leads to
less effort achieving the same result as under traditional methods. Which of the two
effects dominate depends on student individual preferences.

We adopted MyLab in 2 different groups, in total 50 second year students, during the first
semester of 2018-2019, taught by different professors. In group 2 the professor assigned
6 compulsory homework’s in MyLab and two partial exams were realized in the platform
under observation in computer rooms, such that 95% of the evaluation of the course was
realized through MyLab. In group 1 the professor assigned only 4 compulsory
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homework’s, but students were motivated to realize additional training using the
individual study plan offered by the platform before doing the assignments. In the latter
group the exams were realized on paper.

Implementation
The software is used by students working at home (and in class occasionally) on a personal
computer on the cloud. Students use My Lab for understanding content, applying
principles to the real world, homework assignments, and testing. Our goals by assigning
tasks through My Lab are to complement the teaching of new concepts in the classroom
by providing homework and practice opportunities, help students assess their own
understanding of the course material, offer the possibility to deepen knowledge in topics
they are especially interested in, and track their progress, and finally identify students who
are at high risk of failing (Hinerasky, Fahr, & Sliwka, 2017). As course instructors our role is
to assign content, homework and assessment in My Lab and provide support and remote
monitoring to students using the program at home while the feedback and walk-through
explanation of concrete exercises is directly and instantaneously provided by MyLab.
While Students are often working remotely, the course is not self-paced as defined due
date are firm.

We encouraged students to be responsible for their own learning experience. After
finishing each topic students were supposed to do some study planning (practice and quiz
with no scoring), and subsequently the assignments that were scored. To encourage
students to do assignments, their evaluation represents 10% of the final course scoring.
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4. FINDINGS
To analyze the results two kinds of dataset have been used: (1) A first group of data has
been directly extracted from MyLab and (2) a second group proceed from an individual
student survey at the end of the semester.

4.1 THE STUDENTS EXPERIENCE
This section presents the qualitative results from the individual student survey passed to
all the students at the end of the semester.

Responses from a voluntary survey of students indicate (see table 1) that most students
recognize the value of My Labs - which reinforces the hypothesis established in this
paper about the satisfaction of the students with the methodology and the tool.
Specifically, we want to highlight the following overall results from that survey respective
the DLP:
a) 78% of students would recommend the use of the platform to other students of
microeconomics.
b) 80% of students strongly agree or agree that they liked the direct and instantaneous
feedback for the digital assignments.
c) 76% of students strongly agree or agree that the additional resources of the platform
have helped them to learn more than in a traditional course.
d) 80% of students agree or strongly agree that their understanding of the teacher
presentation has increased because of using the digital platform.
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The detailed results of the survey are provided in Table 2.
Table 2: Students opinion about the use of the digital platform in Microeconomics
Questions
1.- My digital understanding of the teacher
presentations has increased because of using the
digital platform
2.- Because of working with the digital platform I
have worked more
3.- Using the digital platform provided additional
resources to learn more than I would have from a
traditional course
4.- I found it easy to get used to MyLab (e.g. web
navigation, drawing tools for assignments)
5.- I liked the direct and instantaneous feedback for
the digital assignments
6.- Because of working with the digital platform I
have liked the subject more
7.- The use of Pearson digital platform has impacted
positively my exam score
8.- I would recommend using Pearson digital
platform to other students taking this course

Strongly
disagree

Disagree

Agree

Strongly
Agree

12,2%

7,3%

61,0%

19,5%

14,6%

17,1%

24,4%

43,9%

7,3%

17,1%

39,0%

36,6%

12,2%

22,0%

29.3%

36,6%

2,4%

17,1%

29,3%

51,2%

22,0%

31,7%

26,8%

17,1%

22,0%

14,6%

24,4%

39,0%

9,8%

12,2%

34,1%

43,9%

Source: self-made

In general, the results from the survey suggest that students are satisfied with the DLP
tool, which should not be confused with the fact whether they like the subject, which in
turn doesn’t seem to be altered by the use of the digital tool.

Especially the direct and instantaneous feedback by the platform seems to be valued by
the student, which is reinforced by the student comments on the additional question what
they liked most about using the digital platform. In the following we provide some of the
representative student statements:
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“I like that when some question is wrong, it is clearly explained with instant
feedback”

•

“Explanations when exercises are not done in the correct manner”

•

“I could work whenever I wanted and that if I had a question it could be answered
whenever I had the question”

•

“Available to give us the correct answer and explain it in the moment. Easier and
more handful”

All these observations are in line with Pérez et al. (2017), who state that some of the
advantages of digital platforms is the immediacy of information and guided learning. Our
survey highlights these two aspects when using MyLab in terms of direct and
instantaneous feedback for assignments and emphasize the “walk-through” help function.

Respective the usage of the DLP in terms of working time, the results from the survey
suggest differences across groups. At the overall level, 43,9% of all students strongly agree
that they have worked more using the platform and 14,6% of all students strongly
disagree. Considering the results at the group level, it calls attention that especially in
group 1 the answers are polarized, which is represented in Graph 1. While 42% of the
students disagreed or strongly disagreed on having worked more, 58% agreed or strongly
agreed to have worked more.
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Graph 1. Answer to question: Because of working with the digital platform I have worked
more. Group 1.
I strongly agree
I agree
I disagree
I strongly disagree
0,00

0,10

0,20

0,30

0,40

0,50

Source: self-made

Additional to the scale-questions in Table 2, we asked for the student’s willingness to pay
for the use of the platform (which is analyzed in detail in section 4) and about the usage
of book references.

Respective the literature used in the course, the answers reveal that 66% of the students
accessed the online book provided in MyLab often (at least 5 times during the term)
while only 10% of the students had a look at the printed version of the book.

All the previous results strongly suggest that our hypothesis about the positive effect of
new educational technologies (DLP) on student performance may be confirmed.
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4.2. THE STUDENT PERFORMANCE
As said before, one of the main goals of this paper is to determine if the use of a blended
methodology can improve performance of the students. More specifically we claim as a
relevant hypothesis that the average score of exams depends on the training time spend
in the study plan or the number of assignments realized.

In order to test our hypothesis about the score-production function and to identify the
opportunity cost, we make use of the data extracted from MyLab, in particular, we analyze
the number of assignments that the students did during the semester – as a means of
quantity worked – and the time spent in the study plan – as a means of the time dedicated
to study.

Table 3 provides some summary statistics. Given that there are many potential differences
between the two groups, the analysis is realized at a group level. The analysis with two
groups can be understood as sensitivity analysis and is expected to reinforce the results
based on small groups. Note that the average exam grade in both groups is similar, as well
as the average Pearson score (score obtained in the MyLab assignments). However, this is
not the case for the way students made use of the platform. In group 1, 25 out of the 28
students that composed it made active use of the study plan and realized on average 2,96
out of 4 compulsory assignments. In group 1, only 3 of the 22 students made use of the
study plan but students were assigned more compulsory exercise sets and they realized
on average 4,73 out of 6 assignments in total (including a first practice assignment) and
3,90 compulsory assignments out 5.
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Table 3. Summary Statistics MyLab.
Variable

Group 1

Group 2

Number of enrolled students

28

22

Average time spend in the study
plan

7,96 hours

na

Average number of compulsory
assignments realized

2,96

3,90

(1,45)

(1,26)

Average Pearson score (over 10)

5,69

6,30

(2,54)

(2,29)

7,10

7,36

(1,34)

(1,14)

Average Exam score (over 10)
*

(12,21)

Standard deviations in brackets.
Source: self-made

The graph 2 shows the observations of time spent in the study plan and the corresponding
exam grade (and Pearson grade respectively) and the adjusted score-production function
as a fractional polynomial prediction plot for group 1. The data suggest a positive
relationship between the time spent in the study plan by every student and the score in
the final exam, with a steep initial increase of performance as study time increases but
only a small performance effect if the time spend in the study plan is larger than 14 hours.
Note that these observations are in line with the theoretical framework from the previous
section suggesting a decreasing marginal effect of study time on the exam grade.
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Graph 2. Relation between score and time dedicated previously to do exercises in the
study plan. Group 1

Source: self-made

Given the small class size of 25 students, the results have to be interpreted with caution
but can be understood as a first experimental result.

In order to quantify the impact of the time spent in the study plan (for students of the
group 1) on the student performance - or which is the same, the opportunity costs of
study time using MyLab -, we provide a simple OLS analysis, which main results we explain
in the following lines.

The model that was estimated respond to a simple regression as reflected in the next
equation:

𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸 𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠 = 𝛽𝛽0 + 𝛽𝛽1 (𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇 𝑖𝑖𝑖𝑖 𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀 𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠 𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝) + ԑ

Equation 1.1
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The Results obtained are (with standard errors in brackets):

𝐸𝐸[𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸 𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠] = 6,74 + 0,04(𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇 𝑖𝑖𝑖𝑖 𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀 𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠 𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝) (Equation 1.2)
(0,31)

(0,02)

The coefficients of the model show us that the time spent in the study plan significantly
increases the exam grade. Spending one additional hour in the study plan increases the
score in the exam by 0,04 points. The determination coefficient of the model (R2) is 15,1%,
which may be interpreted as follow: the time dedicated to the study plan explains 15.1%
of the variations in the final grade of the students with respect to the average.

In none of the groups we find a significant effect of the score in the assignments on the
exam score, which suggests that it is really the training that matters – in terms of the
number of problems solved or the time spend in the study plan – rather than a matter of
general analytical ability.

Complementary, to verify the sensitivity of our results, we consider the relationship
between the number of assignments realized during the course and the performance in
the exams. As indicated previously, due to differences in the implementation of the DLP
approach by the different professors, in group 2 almost no student used the study plan,
but students were assigned more homework’s such that they practiced directly with the
scored online assignments. Hence, for this group we measure work effort in terms of the
number of assignments realized before the exam. We expect a positive relationship
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between the number of exercise sets realized and the exam score. To test this hypothesis,
likewise we use a simple OLS regression as follows:

𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸 𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠 = 𝛽𝛽0 + 𝛽𝛽1 𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴 + ԑ

(Equation 2.1)

The previous equation helps us to quantify the impact of number of assignments done by
students of group 2 during the semester on their performance

The model that was estimated respond to a simple regression as reflected in the equation
below. The figures between brackets represent the standard deviation
.
𝐸𝐸[𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸 𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠] = 5,46 + 0,46𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴 (Equation 2.2)
(0,84) (0,19)

We found that the exam score (average of the two partial exams in MyLab) significantly
improves with the number of assignments realized, which confirms our motivation of the
implementation of MyLab. The coefficients of the model show us that on average, the
realization of an additional compulsory assignment improves the exam score in 0,46
points (out of 10). The determination coefficient of the model (R2) is 29,5%, which may be
interpreted as follow: the number of assignments done explains 29,5% of the variations
in the final grade of the students with respect to the average.
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The comparison between the determination coefficients of equation 1.2 and 2.2, (15,1%
versus 29,5%) seems to suggest that the explanatory power of the number of assignments
performed exceeds the correspondent to time dedicated to carrying out study plans),
although we cannot discard some differences due to the diverse methodological
approach followed by each one of the teachers.

4.3 THE EFFECT OF THE DIGITAL LEARNING PLATFORM MYLAB ON STUDY TIME
This section presents the effect of the Digital Learning Platform MyLab on study time,
helping us to verify the hypothesis about the different impact of the new educational
technologies on study time across individuals.

The descriptive data of the student survey, represented in Graph 1, suggest that, as
mentioned between our hypothesis, there is heterogeneity between students, that is,
preferences about study time and scoring differ across students. Moreover, given the
differences between groups we believe that the instructors can influence the dominance
of one effect or other through the implementation of the features offered in one way or
another, which remains to be investigated further.
The answers to the survey made to students – already mentioned in epigraph 4.1 - suggest
two extremes of reported working time: (1) Strongly agree with having worked more or
(2) Strongly disagree with having work more (which means working the same or less) than
under traditional methods, which is especially pronounced for group 1 (see graph 1).

Around one fourth of the students in the group 1 indicated that they strongly disagree
with the statement that said that they have work more using the new technological
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solution - and additional 15% more disagree-. These results can be explained over the
bases of the optimal decision-making theory.

In case the Time-Win Effect is dominating to the Substitution Effect, students will dedicate
a part of their additional free time to study more and climb up the learning curve to
improve their performance. However, if the Substitution Effect is the dominant, the
increased efficiency of studying with the platform will lead to less study time achieving
the same performance as under additional methods.

Which of the two effect dominates is an empirical question?

It is also convenient to mention that there is a small group of students that dedicate less
time to study, simply because they are averse to the use of new technological educational
platforms and they simply get discourage using it. In these circumstances they do the
minimum effort to pass the course.

4.4. COST BENEFIT ANALYSIS FROM THE UNIVERSITY PERSPECTIVE
Virtual platforms may either be directly adopted by the institutions, used as external
services for application or integrated in existing platforms. In general, the implementation
or transition of such platforms implies a high fixed cost for the institutions. Hence, in some
respects, it may be profitable to rely on third party providers for student applications
which merely imply variable costs in terms of student licenses.

Erdmann and Torres-Marín (2019)
http://polipapers.upv.es/index.php/MUSE/ Mult. J. Edu. Soc & Tec. Sci. Vol. 6 Nº 2 (2019):

54-91 |

80

Multidisciplinary Journal for Education,
Social and Technological Sciences

https://doi.org/10.4995/muse.2019.11869
ISSN: 2341-2593

It could be interesting for any university to conduct a Cost-Benefit Analysis (CBA) of a the
third-party provided virtual platform, and for that reason in this section it is sketched one
CBA of MyLab for ESIC.
In this article we defined the Net Benefit or Economic Rent of the use of MyLab as the sum of the
net benefits for students, which is interpreted as student satisfaction, the net benefits for
professors and the institutional costs.

Net Benefit = (BenefitsStudent – CostStudent) *Students + Net Benefits Prof – Monetary Costs
ESIC

1.- Students. The survey results evaluate several potential benefits and costs of the
complementary use of the digital platform. Between the direct benefits we are considering the
following: (1) The students are Increasing their understanding of the subject and learning how to
better apply it; (2), They are learning more and contextualizing better; (3) The learning impact
positively on their performance, generating better scores.

To these benefits we should add the implicit ones, as for example, the need of working less time
to pass the course, as one of the possibilities already mentioned in the epigraph 4.

We cannot forget the implicit cost (or opportunity cost for the students). They will need some time
to get used to it, which reduce their time for other activities (either study or leisure), and, they
may have more working time (in this case normally to increase their scoring).
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Based on these features and others, students make their judgement to calculate their economic
rent (or net benefit), which implies the willingness to pay for the MyLab access.

The survey data suggest that the most accepted price is 10 € (see graph 3), following a value-based
pricing approach. It does not imply that a license should be priced at 10€. The institution needs to
be considered as well.

Graph 3.- Willingness to pay for MyLab use in Microeconomics
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2.- ESIC. We consider that the main implicit benefits for the institution and the professors
are the time saving, that can be used for the creation of class material, check of evaluation,
grading, for other subjects or in general for other activities of high added value such as
research, or congresses attendance. Other benefits for the institution may be better brand
reputation, or image because of the use of new technologies in class, that can generate

Erdmann and Torres-Marín (2019)
http://polipapers.upv.es/index.php/MUSE/ Mult. J. Edu. Soc & Tec. Sci. Vol. 6 Nº 2 (2019):

54-91 |

82

Multidisciplinary Journal for Education,
Social and Technological Sciences

https://doi.org/10.4995/muse.2019.11869
ISSN: 2341-2593

new student want to come ESIC in the future. However, we are not including it in this
simplified CBA, given the complexity to estimate those values.

The costs included in this analysis are the direct monetary costs of the licenses and the
implicit costs of other activities (e.g. visiting professors or practioneers).

Respective the monetary cost, the cost of licenses is calculated in 24,5€ (before VAT) per
student, amounting a total 1.227,4€ for 50 licenses.

Hence the net benefit, or economic rent, from an institutional point of view can be
formulated as follows:

Economic rent = 10€ * 50 + Net benefit prof * 2 – 1227,40€
To be profitable, the net benefit of each professors (without considering ESIC brand
reputation or image) has to be at least 363,75€. Considering only the time saving in
grading of the assignments and exams, we feel that this amount is justified.
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5. LIMITATIONS
We need to consider, as the main limitation, that this project was conceived as a pilot with
a total number of 50 students which implies that the results need to be interpreted with
caution and give rise to further research in this area.

6. CONCLUSIONS
The main purpose of this article is to provide an analysis to determine if the
implementation of a blended methodology could improve performance and satisfaction
of the students, with no additional time cost for teachers. As a second objective, the
article attempted to explain observed differences across students in the effect of the
methodology on study time, based on the theory of optimal decision making. Third, a
simple cost benefit analysis for the digital learning platform (DLP), is used to analyze the
implementation from a perspective of profitability for institutions.

To address these questions, teachers at ESIC Business & Marketing School combined the
traditional classes methodology with the adoption of DLP in two courses of
Microeconomics at an undergraduate level. To analyze the results two kinds of dataset
were used: (1) A first group of data extracted from MyLab and (2) a second group
proceeding from an individual student survey at the end of the semester.

The followings are the most remarkable conclusions obtained from this research.
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We find evidence that student`s grades at the final exam increase in a significative way as
they spent more time with the DLP and/or when they do more digital assignments at
home. Spending one additional hour in the study plan increases the score in the exam by
0,04 points and the realization of an additional compulsory assignment improves the
exam score in 0,46 points (out of 10). This suggests that it is really the training that matters
rather than a matter of general analytical ability.

There is no additional cost for the teacher to offer additional guided learning time, since
the use of the study plan of the DLP and the “walk through option” substitutes individual
tutorial hours. Standard tutorial hours with the professors were offered but almost not
used at all.

Likewise, the correction DLP method allows to increase the number of assignments
implying for the teacher only a marginal cost in selecting a set of exercises and keeping
track on performance, since the feedback and grading is automatized by the platform.

Hence, we conclude that the use of the DLP provides students with opportunities to
increase their academic performance without additional time cost for teachers.

However, we find that students make use of this opportunities in different ways. The
student feedback on working time in contrast with traditional methods showed two
extremes, either studying much more or much less. A theoretical explanation for this
observation, based on Microeconomic theory is provided. We argue that those students
who work more than under standard methods take advantage of the more efficient
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learning with the DLP to climb up the learning curve, while those students who work less
take advantage of the more efficient learning time to reduce working time on the subject
and liberate time for other activities. Which effect predominates depend on individual
preferences. Given our experience with two groups, taught by different professors, our
conjecture is that instructors can influence the dominance of one effect or other through
the implementation of the features offered in one way or another, which remains to be
investigated further

I any case, we find that most students show a high level of satisfaction with the blended
methodology and the use of the DLP. Responses from a voluntary survey of students
indicate that most of them recognize the value of My Labs. Students recognize that the
DLP help them to improve their understanding of the teacher presentation, and that the
additional resources of the platform have helped them to learn more than in a traditional
course. As a consequence, they liked more the subject, and it has impacted positively in
their exam score. For all these reasons, most of them would recommend the platform to
other students of microeconomics. All the previous results strongly suggest that our
hypothesis about the positive effect of new educational technologies (DLP) on student
satisfaction may be confirmed.

A sketch of a cost-benefit analysis of the DLP tool at an institutional level suggests that its
economic costs are more than justified by the economic benefits of the tool in terms of
student’s satisfaction, brand reputation and teachers time saving, that can be dedicated
to other activities with higher added value.
As a summary, this article contributes with the provision of a methodology to measure
the goodness of an innovative learning tool, using relevant indicators and employing
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advanced statistical techniques as regression analysis. It also helps us to understand the
key factors for the success of this blended methodology and why students may behave
differently in the face of an educational innovation based on technology. The findings are
in line with economic theory.
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Abstract
The reasons for buying online have occupied the literature of consumer
behavior on the Internet for quite some time. Different theories seek to
understand the relationships between different variables of purchasing behavior
using this channel. However, the literature has not been sufficiently focused on
making comparative analyses between countries, especially between emerging
and Latin American countries. For this reason, it is relevant to carry out a
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comparative study that seeks to understand the differences among the reasons
to purchase online. In 2017, a survey with 552 students, professors, and
administrative staff in two universities was conducted: one in Bogotá,
Colombia, and the other one in Puebla, México, using a convenience sampling.
We designed a semi-structured questionnaire with seven items, mostly
categorical. Using nonparametric association tests, the results indicate that in
five of the six questions that are asked, there are significant statistical
differences in the two countries such as why customers buy on Internet, the
payment methods, shipment preferences, and the reasons why they would not
buy on the Internet. The implications for marketing for those companies that
are interested in penetrating or improving their participation in these markets,
is that they should be aware of their differences and use, depending on the
country, adapted strategies.

Keywords: Online Shopping Behavior, E-Commerce, comparative study,
digital marketing, nonparametric tests

1.

Introduction

Emerging countries in Latin America have shown enormous dynamism. According to
International Data Corporation (IDC, 2019), during the last six years the E-Commerce
market has tripled in the region, going from USD $ 30,000 million in 2011 to USD $
106,000 million in 2017. Within this panorama, it is striking that the two countries with the
highest growth in electronic commerce were Colombia (growing 27.1% in 2017) and
Mexico (growing 27.3% during the same year). Both countries share similar positions in
the competitiveness index in the World Economic Forum and in the Doing Business Report

Rentería-García et al. (2019)
http://polipapers.upv.es/index.php/MUSE/ Mult. J. Edu. Soc & Tec. Sci. Vol. 6 Nº 2 (2019):

92-133 |

93

Multidisciplinary Journal for Education,
Social and Technological Sciences

https://doi.org/10.4995/muse.2019.11048
ISSN: 2341-2593

of the World Bank (Schwab, 2017), as well as similarities in terms of their culture
according to the dimensions of Hofstede (Hofstede, n.d.).
There is a long tradition in the analysis of the online purchase process and the different
variables that motivate it. Theories such as the planned behavior of purchase and the theory
of adoption of technology are part of an extensive theoretical framework that combines
various variables in the analysis. However, there are not so many studies that have analyzed
differences in online purchases, especially in countries with similar characteristics, in
emerging economies. At the same time, it has been found that there is even less literature
for countries in Latin America. The marketing areas of companies operating in this region
could use comparative studies that seek to analyze these variables in order to design tailored
marketing strategies by country.
This study develops part of the quantitative analysis of online shopping habits between
Colombia and Mexico that was performed jointly by researchers from Universidad Popular
Autónoma del Estado de México in Puebla, Mexico, and Universidad EAN in Bogotá,
Colombia. The fieldwork is part of a survey that was applied in both countries in 2017,
where almost all the variables were categorical (nominal), reason why the chi-square and
intensity of association tests were used (using the ϕ2 statistic proposed by Agresti & Liu
[1999]), in order to be able to answer the question of whether there are differences by
country in six categorical variables chosen from the survey. As will be shown, in most of
the questions that were analyzed, there are significant differences between both countries.
This document is structured as follows: after a first introductory part, a summary of the
different conceptual approaches is developed in order to explain the purchasing behavior
on the Internet; therefore, it is a description of the methodology, including the types of
questions, the sample, and the statistical procedures that are proposed for the analysis. In a
later part, the results are presented and discussed, with some conclusions and
recommendations from the marketing perspective.
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Literature Review

This study focuses on understanding the relationships between two countries in terms of
online shopping behavior. For this reason, the main contributions of the marketing theory
in terms of purchasing behavior are presented below, previously making some basic
definitions.
2.1

E - Commerce

According to Laudon (2017), electronic commerce (E-Commerce) can be defined as the
use of the Internet, the web, and software applications to do business. It includes digital
business transactions that occur between organizations (B2B), individuals (C2C), as well
as between organizations and individuals (B2C). It also includes commerce using social
networks (s-commerce) and mobile devices (M-Commerce). For Strauss and Frost (2014)
there is a difference between E-Commerce and E-Business, the latter being the use of
information technologies within the company’s business model, not necessarily and
specifically for online transactions.
2.2

Online Consumer Behavior

According to Solomon, Bamossy, & Hogg (2009), consumer behavior encompasses the
study of the processes in which individuals or groups select, buy, use, or discard products,
services, ideas, and experiences to meet their needs and desires. This behavior is usually
studied online and offline. Purchasing behavior, one of the branches of study of consumer
behavior, influences multiple aspects, and the amount of information online is relevant to
consumer decision-making in its steps of identifying and evaluating alternatives. Likewise,
these authors mention the success of Internet sites based on their own design (navigability,
information provision, order processing, appropriate customization, and selection of
appropriate product), reliability (appropriate description of the product, delivery of the
appropriate product in the promised time), security and privacy (security for card payments
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and handling of consumer information), and customer service (response times to customer
requests).
On the other hand, there is information that users produce, such as product ratings and
reviews that influence buying decisions and build trust. Previously, when consumers
needed information, they turned to marketer-generated sources, looked at third-party
certifications, or sought advice from friends and/or relatives in conversations “over the
backyard fence” (King, Racherla, & Bush, 2014).
2.3

Planned Internet Behavior, Attitudes, and Trust

Ajzen (1991) proposed the theory of planned behavior. According to this theory, intentions
to perform different types of behaviors can be predicted with great precision from the
attitudes regarding the behaviors, some subjective norms and also the perceived control of
the behavior. Under this approach, the consumer becomes a rational actor, and intentions
capture the motivational factors that influence behavior, so the stronger the motivation to
perform a certain behavior, the more likely it is that such behavior manifests itself.
More recently, Pavlou & Fygenson (2006) proposed that this approach, where intentions
predict behavior, could be used accurately for online purchase. He tests the initial model
proposed by Ajzen for two buying behaviors, getting information and buying from online
retailers. The results show the importance of trust and the adoption variables of the
technology (perceived utility and perceived ease of use) as the most important beliefs to
predict the adoption of E-Commerce. Likewise, additional features of the website related
to delays in downloading, site navigability, and protection of user information, consumer
skills, time and money disposition, as well as the value of the product, also resulted
predictive for adopting E-Commerce in the study that was conducted in the United States.
Regarding trust and online shopping, the study by Kim and Peterson (2017), makes a
detailed review of 150 empirical studies that analyze this variable in the E-Commerce in

Rentería-García et al. (2019)
http://polipapers.upv.es/index.php/MUSE/ Mult. J. Edu. Soc & Tec. Sci. Vol. 6 Nº 2 (2019):

92-133 |

96

Multidisciplinary Journal for Education,
Social and Technological Sciences

https://doi.org/10.4995/muse.2019.11048
ISSN: 2341-2593

B2C clients ("Business to Consumer", business that serve the final consumer directly),
finding that trust in online transactions has an important relationship with the background
of the website (perceived privacy, perceived quality of service) and its consequences
(loyalty, repeated purchase intention).
In the same direction, the study by Oliveira et al. (2017), found a strong relationship
between high confidence and high intention to buy online, modeling trust in its three
dimensions: competence (ability of the company to fulfill promises they made to
customers), integrity (which suggests that the company acts in a consistent, reliable, and
honest way), and benevolence (which is the ability of a company to have the client's interest
above its own interest). The risk in the reasons to buy online can be mediated by culture.
Hofstede's model on the six different dimensions of culture, which may be different
between countries, highlights one of its dimensions: risk aversion, which is defined as the
degree to which members of a culture feel threatened by the uncertainty (Hofstede,
Hofstede, & Minkov, 1991). Based on the above, the study by Yu, Hudders, and Cauberghe
(2018) reveals a negative relationship between the level of risk aversion in a country and
the level of advantage in making transactions online.
2.4

Unified Theory of Acceptance and Use of Technology

A more recent and general approach regarding the use of Internet for purchases is derived
from the planned behavior model made with the unified theory of acceptance and use of
technology (Venkatesh et al, 2003), which analyzes the theory of rational action, the theory
of technology acceptance, the motivational model, and the theory of planned behavior.
After testing the four models and their variables, he proposes a model that improves the
statistical effectiveness of the previous ones, and that is based on the expectations of the
technology's performance (degree in which individuals believe that using technology or the
system will improve the performance of their work), the expectations of effort of using that
technology (perceived degree of effort in the use of the system), the social influence (the
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degree to which the individual believes that other persons, who are important to him, think
that he should use the technology), and the facilitating conditions for the use of that
technology (beliefs of the person about the existence of a support infrastructure). Although
these four are determinants of the technology use behavior, they are mediated by variables
such as gender, age, experience, and the voluntary nature of the use of technology (the
person's belief on whether the use of technology will be voluntary).
In line with this study, Singh and Matsui (2018) have used this model to see the effect of
Long Tail and the confidence in buying online, validating the usage of the model given the
fact that purchasing online is a type of activity of technology adoption. The study states,
for the purchase of books and airline categories in urban areas in Japan, that trust, again, is
an important factor in the intention to purchase on Internet, and Long Tail is important for
the purchase of physical products, but not for virtual products.
2.5

Beliefs, Attitudes, and Intentions

The study by Izogo & Jayawardhena (2018), establishes a model of determinants of the
online shopping process, which is composed of three parts: beliefs, attitudes, and
intentions. In the case of beliefs, there are some determinants related to the product or
service, such as the seller's prices on the Internet, the beliefs about the handling of
complaints, and the quality of the product. There are other determinants related to the
website, which are related with convenience, functionality, relational experience, and the
enjoyment of the shopping experience on the company's website. These determinants form
the dimension of buying attitudes and shape the online shopping experience. Finally, the
dimension of intention, which is related to the beliefs that generate attitudes towards the
website, is determined by the variables trust, E-Word of Mouth, or eWOM 1 (including
advice from the client and/or the seller, inquiry, recommendation, and dissuasion), the
1

The authors refer to Word of Mouth when they talk of voice-to-voice power, or any comment made by a
client about a brand, that is available through the internet for other consumers or companies.
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regrets or withdrawals on the products, the internal response to failures in the service, all
in turn determining the external response of the client to failures in the service.
2.6

Other Motivators that Lead to Choose E-Commerce

Salazar, Mondaca, and Cea (2018) set out a model in which the sociodemographic factors
(gender, age, ethnicity, educational level, marital status), economic factors (level of
income, access to a credit card), familiarity factors (frequency of internet use and Internet
use skills), and trust and familiarity with electronic commerce (frequency of purchase,
experience with use and personal data, and experience of payment by credit card), are the
factors that influence the purchase online. In the case of Chile, this study suggests that the
variables that determine the purchase through Internet are gender, age, educational level,
access to credit card, frequency of use, ability of using data and not having a previous
negative experience delivering personal data over the Internet.
Although section five of the survey goes in the same direction of this model, it does not
concentrate on all demographic variables; it only gives importance to the country, and in
turn includes some other variables that are not contemplated by Salazar et al. (2018), such
as advantages, delivery conditions and problems, and bad experiences in previous
purchases.
The study by Fernández-Poyatos and Papí-Gálvez (2017), presents the behavior of buying
tourism products online, where the level of income and educational level explain or predict
the online purchase behavior for Europe, while other variables such as gender and age are
not significant. Even in the case of purchase between consumers or C2C, one of the few
studies on this type of transaction is the study by Mariani et al. (2017), which shows that
social influence and trust are key predictors of the intention to purchase online in this
modality.
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Sobia Tufail et al. (2018), come up with a strong and positive relationship between the
lifestyle and personality of consumers and the intention to buy online, mediated by the
attitudes they have towards brands.
2.7

Other Valued Aspects and Preferred Forms of Payment on the Internet

Dixit (2018) points out that price and quality are the most important factors that influence
the purchase behavior of buyers, whether they buy online or not. Proper advertising,
variety, effective communication about discounts, and proper post-sale service were also
important for customers to decide to buy online.
Devi (2017) shows that for consumers in India, the preferred means of payment are mainly
credit card (36.67%) and payment on delivery (27.3%). This same author finds that the
attractive prices (34.0%) and the consistency of the channel (23.0%) were the most
important reasons to buy in such population.
The literature that was reviewed has few options for comparison with other studies on
aspects that are related to online shopping, since most of them refer only to a single market,
with few exceptions (Fernández-Poyatos & Papí-Gálvez, 2017; Kim & Peterson, 2017).
Likewise, although there are studies on emerging markets (Devi, 2017; Dixit, 2018; Izogo
& Jayawardhena, 2018) and there are some from Latin America (Salazar et al., 2018), there
is a necessity for more comparative studies from emerging countries that examine variables
related to online shopping reasons. The study below seeks to fill part of that gap.
Rather than defining what kind of theoretical orientation this article should follow, the state
of the art leads us to the need to understand the different variables that are commonly used
to study online shopping behavior. Some of these variables were condensed in the
instruments that were elaborated (such as those related to trust, perceived risk, prices,
custom or previous purchases, customer service, and means of payment), as well as others
that are not so frequently reviewed in the literature but were included to have some other
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sources of information (delivery or return conditions, online shopping problems, online
shopping convenience). Finally, some other state of the art variables related to some
attitudes and beliefs about online purchases were not included in this research, because
they were not considered as relevant for the present analysis (effort, social influence, and
eWOM, for example).
2.8

Similarities between Mexico and Colombia

2.8.1

Macroeconomic and Competitiveness Data

According to Schwab (2017), Mexico and Colombia have similar positions in the ranking
of medium competitiveness in Internet users and broadband subscriptions. The Mexican
economy showed little more macroeconomic performance than the Colombian one, but
both belong to the group of middle-income countries, located as countries that are guided
by efficiency according to the pillars of the index of competitiveness (Table 1).
Table 1 – Main Macroeconomic and Competitiveness Internet Related Data
Variable

Colombia

México

48,7

122,3

Gross Domestic Product – GDP (Millions of US$)

282,4

1.046

GDP per Capita (US$)

5.792

8.554

Position in the competitiveness ranking

66

51

Internet users as a proportion of the population (position in the

72

68

32

82

Population (millions)

ranking)
Bandwidth measured as Kbps per user (position in the ranking)
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Subscriptions of mobile broadband width (position in the

92

70

ranking)
Source: Schwab (2017).
2.8.2

Internet Sales

The growth of sales on Internet doubled in 2017 and it is expected to remain so in 2018 in
both countries. According to International Data Corporation (IDC, 2019), sales on Internet
in Colombia grew by 27.1% in 2017 and it is expected to grow 24.5% in 2018. In Mexico,
sales on Internet grew by 27.3% in 2017 and it is expected to grow by 28.4% in 2018.
2.8.3

Hofstede Culture Dimensions

In terms of the dimensions of culture measured by the six-dimensional model of Geert
Hofstede (first presented in Hofstede, 1984), the two countries present some similarities
that are worth highlighting (Table 2).
Table 2 – Culture Dimensions in the Hofstede Model – Comparison between
Colombia and Mexico
Variable
Colombia
México
Distance of Power (degree to which the less powerful members
of a society accept that power is unequally distributed)
Individualism (preference for close ties, in order to take care
of oneself and one’s family)
Masculinity

(preference

for

achievement,

heroism,

assertiveness, and material achievement)
Risk aversion (degree of discomfort in situations of risk)

67

81

13

30

64

69

80

82
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Long Term Orientation (low scores mean more traditional
societies, higher scores more pragmatic societies that believe

13

24

83

97

in education as a way to prepare for the future)
Indulgence (degree of importance to variables of life
enjoyment and fun)
Source: Hofstede, (n.d.).

Both countries have quite similar variables, despite the fact that Mexico scores higher than
Colombia in all of them. They are traditionalist countries, oriented to achievement, with
high aversion to risk, and with a high orientation to indulgence and fun.
3.
3.1

Methodology
Design of the Survey and Components

In order to collect primary data, we designed a structured survey, with open-ended closedended, Likert scale, as well as multichotomous questions. The questionnaire included 31
questions divided into six sections. The following is a description of the type of questions
that are included in each of the sections (Annex 1):
● I Online purchase process: section 1 contains questions of purchase habits in
nominal scale to define frequency of online and offline purchase by category,
preferred days, and preferred hours; there is also a question in an ordinal scale on
purchase frequency by category, and one in the Likert-type scale on purchase
preference per hour.
● II Influence factors: includes a Likert question on the grade of influence of family
and friends in the purchase decision.
● III Use and abandonment of web pages: this section includes a question in the
Likert scale that seeks to measure agreement or disagreement on reasons to abandon
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a purchase or not to buy online again; another question in the same scale that
measures the importance of the characteristics of the purchase process, and two
others in the same scale on the degree of ease of the purchase for the first time and
on repeated purchases.
● IV Online purchase and advertising: this section has two questions in a nominal
scale on Internet access habits and advertising recall, a Likert-scale question on
how to access a web page in terms of frequency, and another three in the same scale
that measure the degree of perceived utility and preference over different types of
advertising media. There is also a question in the same scale that collects some
insights from the qualitative research in relation to advertising, in order to measure
agreement or disagreement towards them.
● V Reasons to buy online: this section covers two questions of nominal scale
related to the advantages and disadvantages that are perceived when buying online,
as well as valuations on the payment process, a question in ordinal scale to measure
the type of preferred payment method, questions in an ordinal scale to assess the
degree of importance of the conditions of delivery and/or return of the product, and
three questions in a nominal scale to measure difficulties when buying online,
problems experienced with past purchases, and reasons for not buying on Internet.
● VI Demographic data: it consists of information in nominal scales and proportion
scales on marital status, age, gender, education, occupation, and income.
Given that this document will concentrate only on the last two sections, these two are the
only ones included in the annex (Annex One). For the general design of the survey, a
preliminary review of the construction of each of the questions was made by the researchers
involved in the entire project, as well as a pilot test among the researchers to review
inconsistencies and confusions. The construction of the scales was based on Hair, Bush,
and Ortinau (2010), for a foundation from the quantitative research. However, aspects such
as the purchase process steps, the characteristics that constitute a purchasing process, and
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the advertising methods were based on Chaffey and Ellis-Chadwick (2016) and Laudon,
K. & Traver, C. (2017). Specifically, for section five, we used questions that are included
in the report on Online Purchase in Colombia, made for the Colombian Chamber of
Electronic Commerce by The Cocktail Analysis (2013).
3.2

Sampling plan

The data that is analyzed in this document correspond to a fieldwork that was carried out
in Colombia, in the city of Bogotá, during the months of June and July of 2017, and in
September and October of 2017 in the city of Puebla, Mexico. A total of 552 surveys were
collected, 257 in Colombia and 295 in Mexico. The surveys were administered face-toface, using a convenience sample to students and teachers of Universidad Popular
Autónoma de Puebla (UPAEP) in Puebla, Mexico, and of the Universidad EAN in Bogotá.
3.3

Description of the Variables and Characterization of the Data

The collected data are part of a comparative study on consumer behavior and attitudes
towards online shopping, among other aspects. Related with online shopping, the survey
included seven questions, and other nine related to demographic data. The 16 resulting
variables respond to the following typology (Table 3).
Table 3 – Type of Variables that were Used
Type of Answer /
Group

Type

Number of different
choices to choose from

Consumer Behavior Advantages

of Categorical

Regarding Reasons buying online
to

Buy

(Section V)

Online

nominal

Valued aspects at Categorical
the time of payment

Multiple / 8 options

Multiple / 4 options

nominal
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Preferred forms of Categorical
payment

nominal

Delivery conditions

Categorical

Multiple / 7 options

Multiple / 6 options

nominal
Frequency in bad Categorical
experiences

ordinal

Type of negative Categorical
experience
Reasons

Unique option / 4 options

Multiple / 8 options

nominal
for

not Categorical

buying online

Multiple / 11 options

nominal

Demographic Data Gender

Categorical

(Section VI)

nominal

Unique option / 3 options

Age (years)

Quantitative

Does not apply

Marital Status

Categorical

Unique option / 5 options

nominal
Categorical

Unique option / 2 options

nominal

(dichotomus)

Number of children

Quantitative

Does not apply

Education Level

Categorical

Unique option / 8 options

Children

nominal
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Current Occupation

Categorical

Unique option / 4 options

nominal
Currently Studying

Categorical

Unique option / 2 options

nominal

(dichotomus)

Amount of monthly Categorical

Unique option / 6 options

internet purchases

(ranks)

Ordinal

Source: prepared by the authors based on the information in the survey, Section VI.
3.4

Statistical Model Applied

A statistical test can be defined as a random variable that is calculated with sample data
and used in hypothesis testing. These statistical tests are used to determine if a null
hypothesis can be rejected (Hair et al., 2010) and have, first of all, a theoretical distribution.
In this order of ideas, the test must be compared with the theoretical distribution value,
verifying that the test value does not exceed the theoretical value. In case that the value of
the statistic exceeds the theoretical value, then it can be affirmed that there is statistical
evidence that allows rejecting the null hypothesis or main hypothesis and accepts the
alternative hypothesis (Rodríguez, 2012).
The above requires determining a level of significance that allows us to control an eventual
"type one error", that is, rejecting the main hypothesis when it should have been accepted.
In this case, the level of significance will be set at 5% (α = 0.05); therefore, the confidence
level will be 95% (1-α).
For this investigation, the hypotheses to be statistically proven were:
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The probabilities distribution between the samples from Mexico and
Colombia is the same.
The probabilities distribution between the samples from Mexico and
Colombia is different.

Where H0 is going to be referred to as the main hypothesis and H1 as an alternative
hypothesis.
In the case of the variables that are presented in this study, sections 5 and 6 have categorical
variables, which do not allow the calculation of a statistical test using proportion data.
Agresti and Liu (1999) propose a special test for a case like this, where data is obtained for
a categorical variable with multiple selection possibilities and it is necessary to know if
there is an association or not between the set of sub-variables that are derived from each
response option and the groups or segments, in this case the countries Colombia and
Mexico.
From the marketing perspective, being able to test if this type of association is absolutely
important, for example, to determine if a certain communication campaign can be applied
without great variations in one segment or another when high association is proven, or for
understanding that it is necessary to use a completely different approach in terms of the
marketing mix when the degree of association is minimal.
The procedure described in Rodríguez (2012) based on Agresti and Liu (1999) consists of:
first, obtaining the observed and expected values for choosing and not choosing each of the
response options in the different segments, in our case, the countries; and second, obtaining
a statistical test according to the following formula:
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Where 𝑂𝑂ℎ𝑗𝑗1 represents the observed value and 𝐸𝐸ℎ𝑗𝑗1 represents the expected value in group

h who has chosen category j. Similarly, 𝑂𝑂ℎ𝑗𝑗0 represents the observed value and 𝐸𝐸ℎ𝑗𝑗0 the
expected value for group h, which did not choose category j. φ2 has a Chi square theoretical

2
distribution 𝑋𝑋𝑐𝑐(𝑟𝑟−1)
with c(r-1) degrees of freedom. In this equation, c represents the

number of categories, while r represents the number of groups (Rodríguez, 2012).

The third step is to compare the value that was obtained for φ2 with the value of its
theoretical chi-square distribution (X2) with c(r-1) degrees of freedom, where c is the
number of response options and r the number of segments. In this way, if the statistical test
φ2 is greater than X2, then H1 is rejected and H0 is accepted (alternate hypothesis), which
means that preferences from one segment to another are significantly different (Rodríguez,
2012).
To test the previous procedure, the SPSS© version 25 was used to define multiple response
sets for each of the survey questions with this characteristic. Then, contingency tables that
contained both the observed and the expected values were drawn up. These contingency
tables were exported to Excel. In the information analysis section, the detailed calculation
of φ2 is shown for the categorical variable that describes the reasons of preference when
buying on the Internet. On the other hand, the critical value of X2 was obtained using the
tables of critical values for the chi-square distribution.
4.
4.1

Information Analysis
Demographic of the Respondents

In terms of gender, the percentages of respondents are similar, with more men in Colombia
and more women in Mexico (Table 4).
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Table 4 – Distribution of Respondents by Gender
Colombia
Mexico

Total

Frequenc

Percentag

Frequenc

Percentag

Frequenc

Percentag

y

e

y

e

y

e

Male

135

45,76%

136

52,9 %

271

49,09%

Female

154

52,20%

117

45,53%

271

49,09%

6

2,03%

4

1,56%

10

1,81%

295

100%

257

100%

552

100,00%

Not
Respondin
g
TOTAL

Source: prepared by the authors based on the information from the Survey, section VI.

In terms of marital status, 88% in both cases is single, while between 5% and 7% are
married, the divorced respondents represent less than 1%, and those in consensual union
represent between 2% and about 3% (Table 5).

Marital
Status

Table 5 - Distribution of Respondents by Marital Status
Colombia
Mexico
Total
Frequenc

Percentag

Frequenc

Percentag

Frequenc

Percentag

y

e

y

e

y

e

260

88,14%

227

88,33%

487

88,22%

Married

16

5,42%

18

7,00%

34

6,16%

Divorced

2

0,68%

1

0,39%

3

0,54%

Single
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10

3,39%

6

2,33%

16

2,90%

7

2,37%

5

1,95%

12

2,17%

295

100%

257

100%

552

100%

Not
Responding
TOTAL

Source: prepared by the authors based on the information from the Survey, section VI.

When asked if they have children, 89% of the respondents in the two countries said they
did not have, while 5% on average responded having them (Table 6).

Option

Table 6 - Distribution of Respondents by Having or Not Children
Colombia
Mexico
Total
Frequenc

Percentag

Frequenc

Frequenc

Percentag

Percentag

y

e

y

y

e

e

Yes

17

5,76%

14

5,45%

31

5,62%

No

265

89,83%

229

89,11%

494

89,49%

13

4,41%

14

5,45%

27

4,89%

295

100,00%

257

100,00%

552

100,00%

Not
Responding
TOTAL

Source: prepared by the authors based on the information from the Survey, section VI.
In terms of educational level, less than 2% in the two countries said they had an elementary
or basic secondary education, the majority said they had a full high school education (50
to 57%), university education (between 29 and 39%), while graduate education (diploma
and master degree) only approximately 7% in both cases (Table 7).
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Table 7 - Distribution of Respondents by Education Level (frequencies /
percentages)
Education
Colombia
Mexico
Total
Level

Frequenc

Percentag

Frequenc

Frequenc

Percentag

Frequenc

y

e

y

y

e

y

School

2

0,68%

1

0,39%

3

0,55%

Junior High

5

1,69%

1

0,39%

6

1,09%

High School

170

57,63%

128

50,20%

298

54,18%

University

88

29,83%

100

39,22%

188

34,18%

Diploma

22

7,46%

9

3,53%

31

5,64%

2

0,68%

8

3,14%

10

1,82%

6

2,03%

8

3,14%

14

2,55%

295

100%

255

100%

550

100%

Elementary

Master Degree
Not
Responding
TOTAL

Source: prepared by the authors based on the information from the Survey, section VI.
As it can be seen, the two samples in the demographic variables of the two countries have
similar structures in terms of the participation of each of the variables, which helps support
the use of the φ2 statistic, presented by Agresti and Liu (1999).
4.2

Responses Related with Payment

Entering into the different parts of section V of the survey, it can be observed that the option
of receiving a credit card is highly valued (close to or greater than 80%), while security is
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in the second place. In the case of accepting the payment against delivery, the positive
valuation is higher in the case of the Colombian clients compared to the Mexican clients
(Table 8).
Table 8 - Regarding payment, what do you value when buying a product or service
online? Select the ones that apply - Relative Frequencies (percentages)
What I value
What I do not value
Colombi

Mexic

a

o

Colombia

Mexico

To receive a credit card

80%

79%

20%

21%

It is a secure website

68%

72%

32%

28%

delivery

62%

41%

38%

59%

Other

2%

4%

98%

96%

To accept payment against

Source: prepared by the authors based on the information from the Survey, section V.
When asked about what means of payment they prefer, Colombian consumers replied that
their first option was payment against delivery, followed by credit card and debit card,
while Mexican consumers prefer credit card in the first place, secondly the debit card, and
in the third place payment in the physical store, even above payment against delivery,
which is in the fourth place. Payment with bank deposit 2 is also different in the two
countries; in the case of Colombia, it is 29% in the first option while for Mexico it is 13%
(Table 9).

2

In Latin American countries, the payment option through bank deposit is very common. In this means of
payment, the costumer receives a bill that must be printed, and then he/she needs to go to a bank, do the
payment and send a scanned copy of the payment receipt with the seal of the bank to the retailer's e-mail.
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Table 9 - What means of payment do you prefer when paying for your purchases
online? Indicate which of the following are your first and second options - Relative
Frequencies in Percentage
Second
Don’t Know
First Option
Option

/ Not
Responding

COL

MEX

COL

MEX

COL

MEX

Credit card

44%

53%

38%

27%

18%

20%

Payment against delivery

55%

26%

26%

33%

19%

41%

Debit card

43%

45%

35%

31%

22%

24%

brand

29%

28%

36%

32%

34%

39%

Payment in third-party intermediaries

28%

18%

40%

34%

32%

48%

Bank deposit

29%

13%

43%

35%

28%

52%

Other

3%

4%

1%

4%

96%

92%

Payment in the physical store of the

Source: prepared by the authors based on the information from the Survey, section V.
4.3

Responses Related to the Conditions of Delivery and Return, Disadvantages and
Reasons for Not Buying

Regarding the conditions of delivery and/or return, the most important aspects for the
respondents were to choose the day and time of delivery (39% in first and second place for
Colombia, 38% for Mexico) and a promise of clear delivery (38% and 29% respectively),
followed by free shipping (27% and 29% respectively), as seen in Table 10. There is a
higher proportion of Colombian customers who value less the pick up of the product in the
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store (45%) than surveyed Mexican clients. As it can be seen, there are differences between
the numbers among the countries, although it is not yet evident that these are statistically
significant.
Table 10 - Regarding the conditions of delivery and/or return, what is the most
important when buying a product online? Order the following options, number one
(1) being the most important - Relative Frequencies in Percentage
1 (Most

2

3

4

6 (Less

5

Important)

Important)

Option
COL

Easy store
Pick Up

MEX

CO

ME

CO

ME

CO

ME

CO

ME

L

X

L

X

L

X

L

X

COL

MEX

5%

11%

6%

4%

2%

10%

9%

7%

17%

12%

45%

35%

25%

19%

14%

18%

16%

11%

12%

12%

15%

15%

3%

5%

10%

11%

21%

19%

21%

15%

16%

14%

12%

16%

6%

5%

19%

13%

19%

16%

18%

16%

15%

18%

11%

9%

4%

7%

19%

7%

13%

11%

14%

18%

18%

17%

15%

17%

5%

7%

18%

20%

9%

9%

14%

10%

12%

11%

13%

10%

18%

18%

Choose day
and time of
delivery
Know the
status of the
order
Clear
delivery
promise
Ease to make
changes or
refunds
Free shipping

Source: prepared by the authors based on the information from the Survey, section VI.
When asked if they have experienced any problems with online purchases, the highest
positive responses are delays in delivery (44% for Colombia and 39% for Mexico, where

Rentería-García et al. (2019)
http://polipapers.upv.es/index.php/MUSE/ Mult. J. Edu. Soc & Tec. Sci. Vol. 6 Nº 2 (2019):

92-133 |

115

Multidisciplinary Journal for Education,
Social and Technological Sciences

https://doi.org/10.4995/muse.2019.11048
ISSN: 2341-2593

the percentages differ the most) and that they received a different product (33 % and 25%
respectively), with similar yes and no proportions in almost all the answers (Table 11).
Table 11 - Have you ever experienced any problem or difficulty with purchases
online? Check only one option.
Yes
No
Colombia México Colombia México
I did not receive the product and the price was
14%
22%
86%
78%
charged
The store charged a price that is higher than
14%
16%
86%
84%
the one that is advertised
I received a defective product
29%
25%
71%
75%
Problems with the online service
21%
20%
79%
80%
Complications for returning the product
18%
16%
82%
84%
I received a different product
33%
25%
67%
75%
Delay in delivery
44%
39%
56%
61%
Product did not meet expectations
25%
25%
75%
75%
Source: prepared by the authors based on the information from the Survey, section VI.
Most respondents answered that they do not buy online because they prefer to see the
physical product (21% in Colombia and 25% in Mexico), and for lack of habit (25% and
23% respectively) as seen in Table 12. The percentages in which they differ the most are
in previous bad experience (13% in Colombia, 18% in Mexico), I want the product
immediately (6% in Colombia, 15% in Mexico), I do not trust the means of payment (13%
in Colombia and 22% in Mexico), and I am concerned about sharing personal information
(13% in Colombia and 25% in Mexico).
Table 12 - Why don’t you buy online? You can choose several options.
Yes
No
Colombia México Colombia México
Previous bad experience
13%
18%
87%
82%
I want the product immediately
6%
15%
94%
85%
I prefer the advice of stores
9%
15%
91%
85%
Lack of habit
25%
23%
75%
77%
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I haven’t had the necessity to buy online
I do not trust the means of payment
I prefer to see the physical product

13%
13%
21%

17%
22%
25%

87%
87%
79%

83%
78%
75%

I am concerned about sharing personal info

13%

25%

87%

75%

I do not see advantages when buying online

2%

8%

98%

92%

I do not know how to buy on the Internet

1%

5%

99%

95%

Others
2%
4%
98%
96%
Source: prepared by the authors based on the information from the Survey, section VI.
4.4

Advantages of Online Purchasing

For respondents in both countries, the main advantage of buying through the Internet is the
"convenience of buying from their home or office", and they also agree on the second and
third main advantages when doing an analysis ordering the percentages from highest to
lowest. On the other hand, they disagree on the advantages from the fourth position to the
seventh, being the option "possibility of reviewing comments from third parties" the one
with the most disagreement, which was considered an advantage for 58% of the
respondents in Colombia and 44% of respondents in Mexico (Table 13).
Table 13 - What are the main advantages for you of buying online? Select the ones
that apply. Relative Frequencies in Percentage by Country
Is not an
Its and advantage
advantage
Colombi Méxic
Méxic
a
o
Colombia
o
Convenience of buying from home or
office
91%
86%
9%
14%
Convenience of buying at any time
82%
71%
18%
29%
Possibility of finding better prices
55%
53%
45%
47%
Possibility of accessing brands that are not
available locally
71%
70%
29%
30%
Possibility of comparing
55%
44%
45%
56%
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Possibility of reviewing comments from
third parties
58%
44%
42%
56%
Possibility of buying before the product is
available in stores
26%
33%
74%
67%
Other
3%
4%
97%
96%
Source: prepared by the authors based on the information from the Survey, section VI.
The frequency tables in sections (b) to (d) allow us to visualize, from the marketing point
of view, preferences in the means of payment, conditions of delivery, reasons for buying
or not buying through the Internet, as well as the motivators that lead a person to choose
the online shopping channel, his order of preference, and if there are important differences
in that order between the respondents in both countries. However, the frequency tables do
not help to determine if the country has any influence on the motivations for choosing the
online sales channel, or the motivators to choose this channel and its differences by country.
If the objective of the research is that one, then, statistical tests of association for categorical
variables are required, which is exposed in the next section.
4.5

Statistical Significance for the Advantages of Internet Purchasing discriminated
by Country

The test statistic φ2 was calculated for each of the questions that were analyzed in parts b
to d of this section, taking into account that the criterion of differentiation of the two
samples was the countries. For each question, the observed value and the expected value
by answer option were calculated, and then, the results of each response option by country
were added (Annex 2).
As it is derived from the previous procedure, the statistical test φ2 is greater than the critical
value of X2 with 8 degrees of freedom, which rejects the main hypothesis in favor of the
alternative hypothesis, that is, the distribution of probabilities between Mexico and
Colombia is different, or that the different variables related to reasons to buy or not to buy,
conditions to pay, preferred means of payment, and terms of delivery and/or refund, are
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significantly different between Colombia and Mexico. The only variable that did not obtain
significant differences by country is the variable problems with purchases over the Internet,
where the value of the test was lower than that of X2. What can be seen in the results of
Table 14 is the demonstration of statistically significant differences, but which had already
been presented in the previous sections of results (Table 14).
Table 14 - Result of the Statistical Tests for all the categorical variables with
multiple responses
Set
of
D. of
φ2

Variables
Reasons

for

buying

on

33,6248

Internet

Conditions for
payment

Χ2
15,507
3

F.

H1 is accepted; there are significant
8 differences between the groups that
were analyzed.
H1 is accepted; there are significant

25,3660

9,4880

4 differences between the groups that
were analyzed.

Preferred means
of payment for
purchases

Conclusion

on

H1 is accepted; there are significant
123,678

14,067

5

0

7

differences between the groups that
were analyzed.

Internet
Terms

for

delivery and/or
return

85,9924

12,592
0

H1 is accepted; there are significant
6 differences between the groups that
were analyzed.
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15,507
3

19,675
0

Ho

is

accepted;

there

are

no

8 significant differences between the
groups that were analyzed.
H1 is accepted; there are significant
11 differences between the groups that
were analyzed.

Source: prepared by the authors based on the information from the Survey, section VI.
5.

Conclusions and Implications for Marketing

In terms of purchasing behavior on the Internet, for the majority of the categorical variables
that were analyzed (5 out of 6), the differences between the two countries are significant,
with only one variable: "Problems with Internet purchases". In this case, the answers in
proportions show very similar percentages, being the delay in delivery, followed by
"received a different product" the main problem in both countries.
Regarding the conditions for payment, the main difference is the greater relative valuation
of the Colombian consumers that were surveyed to the payment against delivery. This is
reinforced by the payment preference, in which the main means of payment preferred by
Colombians who were surveyed is payment against delivery, while in the case of Mexicans
it is a credit card.
In terms of delivery and/or return conditions, the most important for Colombian customers
is to choose the day and time, while for Mexicans is free shipping. The least important for
Colombians is easy to pick up at the store, as well as for Mexicans, but with a difference
in the proportion of responses.
About the reasons to buy or not to buy, which also had significant differences, the main
ones are in the response to the phrase “I am concerned about sharing personal information”,
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being the most important for Mexico, and "I do not trust the forms of payment", very
important for Mexico as well.
In terms of the advantages and disadvantages of buying online, the most important
variables examined for both countries are convenience buying from home or work,
convenience buying at any time, and accessing to brands that are not found locally.
However, the proportion of Colombian consumers who consider that these are advantages
in relation to Mexican consumers is significantly higher.
The previous differences are very important from the marketing perspective since, although
Colombia and Mexico are relatively similar in terms of their culture (Hofstede, n.d.), the
behavior of the consumer when buying on the Internet differs between both, at least in the
tests made with the φ2 statistic for the samples that were examined. Therefore, those
companies that are interested in penetrating or improving their participation in these
markets and that have operations in both countries must be aware of their differences and
adapt their strategies accordingly.
It is also important to say that E-commerce eliminates trade barriers between markets;
however, its implementation at multinational scales cannot be taken lightly because,
although two countries share similar cultural and economic characteristics, consumer
expectations and behaviors may not be so similar.
Further studies could examine the differences in online purchasing behavior of countries
with similar cultures, specifically in Latin America, with the usefulness of being able to
serve multinational companies that serve a Latin American market (so called
“multilatinas”), or online platforms with regional reach that can define and adjust the
marketing strategy, depending on what each consumer in each country considers most
relevant. On the other hand, the limitation of this study is that it was done with a non-
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probabilistic sample for convenience, in only two cities and urban areas, which prevents
the generalization of the results to the population under study.
6.
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Annex 1 – Survey on Habits / On-Line Purchase Process, and Effects of Advertising
on said Medium - Sections Five and Six
Section V- Reasons for online purchase: In this section you will find questions related to the reasons for
preferring or discarding the Internet as a means to purchase products and services.
3.

In your opinion, what are the main advantages of buying online? Select the ones that apply

Option
a) Convenience of purchasing from my home or place of work.
b) Convenience of purchasing at any time.
c) Possibility of accessing better prices than in physical stores.
d) Access to brands, stores, products, or services that are not available near my
place of residence or work.
e) Being able to compare different suppliers, web stores, prices, products ...
f) Being able to review the comments of others who have already purchased
products or services that are similar to the one I am looking for.
g) Being able to buy something before it goes out to the market in physical stores
h) Other. Which one?____________________
4.

Regarding PAYMENT, what do you value the most when buying a product or service online? Select
the ones that apply.

Option
a) That they receive credit or debit card, or the payment means of my preference.
b) That the website seems safe (padlock icon, address with https: //, etc.)
c) That the provider accepts payment against delivery.
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d) Other. Which one?_________________
5.

Which means of payment do you prefer when paying for your purchases online? Indicate which of
the following are your first and your second option.

First

Second

Option

Option

a) Credit card
b) Payment against delivery
c) Debit card or direct transfer to the provider's account
d) Payment at the physical store of the brand or seller
e) Online purchase with payment in physical points (drugstores,
stores)
f) Bank deposit
g) Other. Which one? ____________________
6.

Regarding the conditions of delivery and/or return, what is the most important when buying a
product online? Organize the following options with one (1) being the most important.

Order
a) That I can collect the product in a physical store
b) That I can choose the day and time of delivery
c) That I can track down my order at any time in order to know what state it
is in.
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d) That the website is clear on its promise of delivery
e) That the website offers facilities to request a change or a refund
f) That the shipment is free
7.

Have you ever experienced any problems or difficulties with purchases made online? Check only
one option:

Option
a) Yes, many times
b) Yes, more than once
c) Only once
d) I have never had problems
8.

If you had a problem in the past, what was the problem? Check the corresponding option (s).

Option
a) I never received the product, and they still charged me for it.
b) They charged me more than the price that was specified on the web
page.
c) The product was defective when it arrived.
d) Problems with the service online.
e) The return process was very complicated.
f) The product was not exactly what I bought: different
characteristics, sizes, colors ...
g) Delays in the delivery of the order.
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h) The product was not what I expected.
9.

What has been the main reason for you not to buy on the Internet? Choose only one option.

Option
a) I had a bad experience.
b) When I want something, I want it at that moment.
c) I prefer the advice of salespeople at the store.
d) Lack of habit.
e) I haven’t had the necessity to buy online.
f) I’m not convinced or I don’t trust the payment methods.
g) I prefer to see/touch the products before buying them.
h) I’m concerned about sharing personal information.
i) I don’t find any advantage on buying online.
j) I don’t know how to buy online.
k) Other. Which one? _____________________
10. Any other reason or reasons? Choose more than one option without repeating the main reason
chosen in the previous question.

Option
a) I had a bad experience.
b) When I want something, I want it at that moment.
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c) I prefer the advice of salespeople at the store.
d) Lack of habit.
e) I haven’t had the necessity to buy online.
f) I’m not convinced or I don’t trust the payment methods.
g) I prefer to see/touch the products before buying them.
h) I’m concerned about sharing personal information.
i) I don’t find any advantage on buying online.
j) I don’t know how to buy online.
k) Other. Which one? _____________________

Section VI - Demographic Data: Finally, please answer some information related to demographic data.
11. Gender
Male______________ Female________________ Other ___________________
12. Age (in years): _____________________
13. Marital status:
Option
a)
b)
c)
d)
e)

Single
Married
Cohabiting
Divorced
Widowed

14. Do you have children? Yes ________ No ________ How many? ___________
15. What is the last level of education you completed?
Option
a)
b)
c)
d)

Preschool
Primary
Junior High
High school
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University
Postgraduate Certificate Program (not master)
Master’s Degree
Doctorate

16. Tell us about your occupation:
Option
a)
b)
c)
d)

Employee
Self-employed / Business Owner
Unemployed
Work from home

17. Do you study at the University?
Yes ____ No _____
18. From the following range, please indicate the average amount spent on monthly online purchases:
Option
Less than USD $ 30
USD $ 30 to USD $ 90
USD $ 90 to USD $ 160
USD $ 160 to USD $ 330
USD $ 330 to USD $ 660
More than US$ 660
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Annex 2 – Table 13 – Estimation Test Value (φ2) for Answers 1 to 8 and Final Sum

Rentería-García et al. (2019)
http://polipapers.upv.es/index.php/MUSE/ Mult. J. Edu. Soc & Tec. Sci. Vol. 6 Nº 2 (2019):

92-133 |

132

Multidisciplinary Journal for Education,
Social and Technological Sciences

https://doi.org/10.4995/muse.2019.11048
ISSN: 2341-2593

Source: prepared by the authors.
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Abstract
In the past leadership roles at workplaces looked only into bringing profits to
organizations, compete with each other and create a brand image come what may.
The emergence of incorporating moral and ethical codes developed when both
employees and leaders of organizations big and small got involved in unethical
practices which lead to a tremendous loss in business and involved legal cases. Not
only the reputation of such companies got tarnished but gradually they started losing
their authenticity in the business world. Surprisingly, moral codes and ethical
standards always existed in the organizations’ policies but their relevance was
recognized only in the twenty-first century when business organizations began to
merge and expand worldwide because of globalization and the system changed
forever. Organizations today simply cannot compromise with unethical practices and
values. Today, organizations believe that good leadership is not merely competing,
bringing profits and creating an image but also transforming workplaces and bringing
changes in the lives of people through ethics. Studies reveal that the integration of
ethics within leadership roles can bring significant benefits at workplaces. Morally
upright leaders foster good business, encourage excellent task performance, make
powerful decisions and nurture corporate vision. This paper studies the relevance of
blending leadership with ethics with a purpose to fetch substantial impact at
workplaces.
Keywords
Ethics, Morals, Leadership, Ethical dilemmas, Workplaces
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1. Introduction
The word ‘Leadership’ suggests different connotations in different domains. Some
understand leadership is managing a team either at schools or colleges or in any sports
team. Others mean leadership as voluntarily initiating with some work and the perceptions
are many that diverge differently in different contexts. At workplaces, however, leadership
defines a position or a role to carry out some goals associated with the betterment of the
organization. A typical model categorizes leadership as not what leaders do rather what
they are like. To understand it better let us consider an example. John is the team leader
leading a group of employees in his company. He does his regular duties, he is technically
sound, intelligent, trains his employees well. But he lacks compassion, avoids problematic
conversations, does not know how to deal with complaints, cannot accept challenges
readily, and is not enthusiastic in solving problems. Comparing what John as a leader does
and what he is characterized with as a person, one can easily conclude that simply fulfilling
job roles of leadership does not make anyone a leader. Rather there is so much more to it.
Leadership both as a role and a trait is one of the most essential tools at workplaces to
deliver performances that generate effectiveness and accomplish organisational goals. The
process begins by setting vision combined with values and moving ahead with pleasure
inspiring as many people in the path of success. It is however important to also understand
that being a leader is not a designation instead it is a role and it can be at any level at a
given workplace. But are values that important? Today innumerable companies around the
world believe in values, morals, and ethics as an important means of workplaces of any
kind. Working with ethics makes a leader an ethical leader. Collins in his book Essentials
of Business Ethics: Creating an Organisation of High Integrity and Superior Performance
describes “ethics is the set of principles a person uses to determine whether an action is
good or bad. Ethics permeates every stakeholder interaction involving owners, customers,
employees’ lenders, suppliers, and government officials” (Collins, 2009, p.4).
Today leaders at workplaces have to do tremendous activities everyday without fail. But
sometimes leaders get deviated from their track and mismanage situations at workplace.
Therefore, leaders are supposed to be conscious while performing duties. Self-aware is a
must. Chamberlain in his book Conscious Leadership: A Guide to Making a Difference
One Person at a Time discusses
“Individuals within organizations have to navigate corporate culture and often take
their cues from the individuals around them. Effective leaders have to lead and set the tone
for that culture and that team. Both have to take charge and determine how to do this. It is
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an individual responsibility. Each of us needs to see where we are living up to our values
and where we are sabotaging our achievement to reach our goals” (Chamberlain, 2016, p.
6-7).
Ethical leaders must realise on what grounds the values of leadership get
incapacitated in the process of achieving goals. The business world is hypnotizing and
studies reveal that people in higher roles often get carried away by practices that devalue
morals and ethics. Hence, it becomes easy to fall prey to the dishonourable and disreputable
preparations in exchange for some temporary yielding. Leadership is, therefore, knowing
the inner self first and finding out the ways that drive towards such practices and then
knowing the people around.
Leaders who view the existence of ethics in their characteristics traits and job roles
as crucial often come across situations that put them into dilemma. Thoughts like serving
clients, customers and members of the organizations uniquely without any
misrepresentation, achieving desired results without being dishonest, delivering work
performance without harming the position, providing satisfaction to customers without
discomforting staff and finance soundness, leading through uprightness without being
misguided and many more. However, doing so is not a cakewalk. Langlois in the book The
Anatomy of Ethical Leadership: To lead our Organizations in a Conscientious and
Authentic Manner peers being courageous in such situations. Langlois writes “in such a
context, making an ethical decision can become a perilous obstacle course though amaze
of reflection and organizational rules. The path is fraught with pitfalls and may require a
certain moral fortitude” (Langlois, 2011, p. 35). Everyday leaders face a number of
challenges related to professional and personal structures and come across complex
circumstances when trapped between their morals and professional demands in order to
resolve problems that bypass their state of affairs.
Workplaces embody a large mass of people both internally and externally including
staff members, managers, executives, customers, clients, policyholders, stakeholders,
government officials and many more. An effective leader is in charge of maintaining codes
of conduct with each of these parties through a set of codes of conduct. The codes of
conduct that the efficient leaders create, shape the future of the organization. An efficient
leader is looked upon by others. Employees tend to follow under the principles of leaders.
Hence, if the leaders wish to induce honesty among the people they meet and do business
with, they will have to venture values like honesty, truthfulness with everyone they deal.
Creating an ethical organisation first begins from self. Raichur in his book Timeless
Principles for the Workplace writes “honesty, integrity and other core values come top
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down. If the leader is honest, personally demonstrates honesty, emphasizes it, empowers
people to be honest and celebrates honesty, the rest of the people within the organization
will follow” (Raichur, 2015, p. 174).
Leaders are responsible for a number of operations at the workplace from taking the right
decisions to choosing the right method to solve a problem from appropriate behaviour with
others to act as per the circumstances. However, responsibility and accountability are two
different sides of the same coin. Responsibility embodies sharing of actions, workloads,
decisions and the like, while accountability means being solely answerable to decisions,
actions, and behaviour. Effective leadership does not believe in simply winding up
responsibilities but also being accountable or answerable to the consequences of the
responsibilities covered. If things go upside down ethical leaders do not blame others rather
find and fix answers to their problems. Bustin describes accountability as
“a contract, a commitment, a personal promise. Practised effectively, accountability
is way of thinking and acting all the time and ultimately trumps any financial, intellectual,
structural, or technological ability. The reason is simple: Accountability is not based on
circumstances but rather on an attitude of accomplishing a task or achieving an objective
despite circumstance” (Bustin, 2014, p. xiv).
One of the most powerful yet difficult attribute to practice today at workplaces is patience.
Today many leaders believe in deciding fast and not bearing time to wait for the results
which at times can be devastating. However, the relevance of patience in leadership is hard
to describe but it produces results far beyond pleasant. “By demonstrating patience, leaders
reinforce the importance of focusing on the long-term outcomes. Patience does not mean
ignoring the interim milestones or short-term deliverable. It does mean keeping them in
context” (Kolodinsky, et al., 2012). Patience in itself takes time to practice but is considered
to be one of the most essential tools for leaders at workplaces.
In leadership, fairness is a desirable quality. Studies reveal that the decisions made by
ethical leaders are based on justice and fairness. Effective leaders are known for their fair
evaluation of situations after studying and comprehending precise and complete
information. Beugre in his book Managing Fairness in Organizations mentions about
“Meindl who studied the leadership style of several managers in relations to perceived
fairness in 1989. Results showed that high task oriented leaders preferred equity-based
allocation rules. They were likely to distribute rewards on the basis of individual
performance” (Beugre, 1998, p.70).
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This paper studies the importance of ethical leadership at workplaces at the outset and then
discusses the ethical dilemmas that sometimes leaders face and the best and convenient
options to tackle such dilemmas. Further, the paper goes to study some of the most
important ethics that leaders of today ought to incorporate in their roles namely, honesty,
accountability, fairness, courage, and patience with an aim to deliver performance and
achieve success.
2. The Significance of Ethical Leadership

Leadership is an art that is either inherited or that can be acquired through formal education,
training, and coaching. In most of the education curricula in the recent past leadership has
been an important part of students’ lives but today as we move rapidly towards personal
development to meet the needs and demands of everyday life, education curricula in most
parts of the world has incorporated ethics in their subjected and knowledge regarding
ethical leadership has been imparted to teach the students of today to develop strategies to
administer effective leadership qualities in parallel with ethics that will guide and shape
their career and also provide them ways to handle ethical dilemma. Leadership is a complex
task and at workplace, today leaders find themselves in a position where the consequences
of their actions can either amplify or reduce their power to make strong decisions and
influence others. In many such situations, their intentions are not considered to be the
driving factor instead their actions are judged over.
Leigh in his book Ethical Leadership: Creating and Sustaining an Ethical Business Culture
discusses
“to be an ethical leader is indeed to be different. This kind of leader acknowledges
the complexity of running a responsible business, yet tries to do it anyway. Ethical leaders
embody the purpose, vision and values of the organisation and of the constituents, within
an understanding of ethical ideals. They connect the goals of the organisation with that of
the internal employees and external stakeholders” (Leigh, 2013, p. 6).
It is because of ethical leadership that the entire business organization functions on
a daily basis while at the same time empowering and setting the organisation’s vision.
Ethical leaders set values and standards at the workplace in building and generating an
ethical organization. For example, setting workplace values like equality and fairness
ensures each one of the staff members to understand how business transactions are handled
and so on. Also, they realize what expectations the employees are going to fulfil towards
organization, liking dealing with customer, behaving righteously and so on. The purpose is
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simply to define an ethical message with clarity to implement ethical means while taking
any step towards organizational benefit.
Ethical leadership fosters a higher level of veracity that further leads towards a deeper sense
of fidelity and provides confidence to other staff members to recognize, believe and follow
the same. When individuals join at the workplace, with them comes the deep- rooted
personal values which get blended with the ethics and values of organization. This
combination becomes a strong establishment for other strong personality traits that
generate guidelines to think, act and decide at the workplace. Doohan asserts “two attitudes
are critical to leadership, personal integrity in relation to one’s vision of life, and integrity
in relation to the organization’s primary values, issues and loyalties” (Doohan, 2007, p.65).
Leaders have a crucial responsibility to convey their feelings, speech, and personality to
their followers. But at first, the leaders must hold true to themselves in what they need to
convey regarding the integrity or setting a vision or any other value as the followers want
to keep their confidence and faith in their leaders as they believe that if leaders are honest
they would live their vision.
An interesting feature of leadership is to always stay beside people they and their
organization is associated with. Hence, leaders are mostly people-oriented and the
decisions they make, or the power they use to dole out the goodness for the people
concerned and provide interests both to employees and organizations.
“This modelling serves as a guide and motivator for others to put the needs and
interests of the group ahead of their own. Such engagement creates an intellectual and
emotional commitment between leaders and their followers that make both parties equally
responsible in the pursuit of common goals” (Parsons, 2017).
3. Ethical Dilemma and Leadership

Every day leaders come across a number of ethical situations and difficulties that are not
sufficiently expert of providing a win-win solution or in other words a situation that
involves an option between equally insufficient substitutes. This complex situation is an
ethical dilemma where at a given situation, leaders have not only to choose between right
and wrong or good or bad instead between right and right and good and good. Apparently,
leaders end up in mental conflicts between moral alternatives and which are equally
important and where choosing one would result in bypassing another. However, at
workplaces, ethical dilemma can have a massive impact on the nature of work. Fernando
describes “A business dilemma exists when an organizational decision maker faces a choice
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between two or more options that will have various impacts on the organization’s
profitability and competitiveness and its stakeholders” (Fernando, 2010, p. 9-1). Let us
understand ethical dilemma in leadership roles at workplaces and how ethical leaders find
a way to find solutions through one of the real business life example.
Binta Niambi Brown who is the CEO and Co-Founder of Fermata Entertainment Ltd and
who by profession is also a Lawyer. In a certain situation, Brown was about to close her
three billion dollar asset when she found that some information could have deliberately
destroyed the deal. She could not reach her business partner and had two choices: “either
tell her client and risk losing the deal or keep quiet until the papers were signed” (Giang,
2015). Finally she took up the decision to tell the client. In her own words “even if the deal
had been blown up for good, honest reasons rooted in decent integrity and morality, there’s
always the fear that you are going to become the associate whose deal blew up, and now
everybody’s talking about how the senior person wasn’t around and you are being Goody
Two-shoes and you ruined the deal” (Giang, 2015).
The inability to make proper decisions at the proper time is often the result of fears that are
associated with our thoughts and the consequences are perilous. However, at times when
we simply give up our fears and take a decision, we find ourselves in celebrated moments.
The next section studies in details some of the most important ethical tools required in
performing leadership roles. However, it must also be understood that most of the leaders
perform roles giving prior importance to ethics in performing their tasks because ethics as
a virtue have been embedded within them since childhood. Also, there are leaders who
believe that doing their tasks without ethics is simply doing injustice to their job roles.
Hence, such leaders have successfully learned the basics of ethics and their importance in
workplaces through training, education and coaching. In both the cases, the incorporation
of the principles of ethics and their relevance remain unparalleled and the results are
outstanding and satisfying.
3.1 Honesty

Honesty is considered to be one of the most positive aspects of leadership. Leadership roles
without honesty can put leaders into trouble if not instantly though but a while later. Let’s
understand the case of Bernard Madoff who is infamous for the largest investment scandal
ever and another good number of criminal offenses like securities scam and falsehood. This
caused him to be sentenced to prison for a period of 150 years. The investment scandal
robbed the life’s savings of many people causing enormous downfall to many charities and
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foundations and destruction to pension funds. The leadership traits in Madoff like being
positive and confident attracted uncountable investors; however, he was not detected with
the ethical principles like honesty to do his business. Hence, leadership traits and abilities
without leadership ethics are although purposeless yet devastating. Daft claims “one aspect
of being an ethical leader is being honest with followers, customers, shareholders, and the
public, and maintaining one’s integrity. Honesty refers to truthfulness and non- deception.
It implies an openness that followers welcome” (Daft, 2014, p. 40).
The need to implement honesty as an ethical value in leadership is to build trust among the
followers. The outrage of corruption, fraud, scandals, and greed among the top level
executives in the past is gradually devaluing admiration and respect towards leaders.
Hence, the need of the hour at the work places today around the globe demands trust or
rebuilding it to promote better work atmosphere and workplace relationships. Trust is a
difficult and vulnerable phenomenon to be achieved. Lymn and Adler describe trust as “a
bond that is created between and among people. Trust is an emotional and a cerebral
connection, characterised by an ability to rely on someone to act in ways that will be of
benefit to one’s own health and wellbeing” (Lymn and Adler, 2011, p. 10). Followers often
tend to start trusting their leaders during bad times or during times that cause stress or
during situations that have negative outcomes. Ethical leaders during each of the situations
stand by their followers, provide solutions, bring strength and provide comfort thereby
building trust and security.
3.2 Fairness

At the workplaces the discernment of fairness comes to employees when they find their
leaders doing justice in making the right decisions. Fairness in judgments and decisions is
calculated when a leader does not count culture, caste, creed, sex, and age while evaluating
a work performance instead only focuses on the quality of work as delivered by the
employees. Ethical leaders by being fair during decisions and judgments are unbiased and
make their people feel satisfied and calm. On this note Burchell and Robin suggest leaders
to “make tough calls while considering multiple variables, and in some cases those
variables cannot be made known. Even when the variables can be made known the
decisions often need to be made quickly and cannot be explained thoroughly beforehand”
(Burchell and Robin, 2011, p. 98). Hence, whatever may be the requirement or
methodologies or values, the insight regarding their leader being fair to make decisions and
judgments remain convinced.
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Fairness is one of the tough ethics to be mastered and it requires quite an open mind to
accept and evaluate situations before jumping up to any decision or judgment. Employees
are workplaces are needed to be highly empowered and encouraged by their leaders. This
is required so as to achieve goals faster and also employees remain motivated to welcome
more tasks. While being fair with the employees, the leaders tend to leverage confidence
among the employees and boost their self-esteem at the same time. Employees feel
respected and start working towards organizational goals. However, on the other hand when
leaders do not play fair and implement one-man-ships or get biased, employees lose respect
and trust towards their leaders which directly affects the reputation of the leader and also
the organization.
3.3 Accountability

People have a notion in their mind that being a leader means simply to give instructions
commands and make people work under them. However, only a few people understand that
leadership is a big challenge and in addition to that leadership with accountability is yet
another big challenge that only a few leaders willingly accept. Leadership and
accountability is a very rare combination. However, this rare combination has unique traits
that have the potentiality to uplift the standard of any given workplace. Alston describes
some of the important qualities of an accountable leader. He writes “Accountable leaders
hold themselves accountable for their actions and decisions and are able to hold others
accountable for the same” (Alston, 2017, p. 23). Ethical leaders with accountability do not
blame others for the consequences of their choices or actions. Accountable leaders take
steps to be responsible not only of their choices and actions but also of their team’s. They
carry out all their responsibilities and also take the conscientiousness to answer, explain or
take any blame when things go wrong. They are real solvers and fixers of any problem.
The importance of being an accountable leader is vital for any organization. Dive asserts
“accountability is vital to organisations for many reasons. Lack of true accountability
causes excessive cost, both economic and psychological, de-motivation in those who work
for the organisation, dissatisfaction in those served by it, and sub-optimal performance in
general” (Dive, 2008, p. 12). In other words, accountability provides freedom to leaders to
take up an action or come to a decision. If the leaders have the liability to answer to a
particular consequence of the decision they have made or action they have undertaken, that
clearly suggests that the decision or the action must be overall beneficial for the
organization.
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A typical accountable leader generally uses terms of ‘I’, ‘me’, ‘my’ rather putting it to
someone else like “What would be my responsibility?”, “Please let me know if I can help
you with anything”, “It was I who suggested on the project” and so on. Accountable leaders
take ownership of their duties and do it whole- heartedly to fulfil both their responsibilities
and of the organization.
3.4 Courage

Ethical leaders have to perform various roles and take severe decisions at times that require
speculations and considerations. Most of the decisions are based on ethical dilemmas where
the leaders have to choose between right and right. In such situations leaders to select one
alternative keeping in mind what consequences not selecting the other alternatives can
bring. For this leaders need the courage to choose and take decisions without fear sticking
to principles and ready to face the challenges and difficulties. Cottrell and Harvey suggest
“to become a courageous leader, you must have an undeniable, indisputable and
unwavering commitment to be the best you can be. The true measure of your leadership is
the ability to look in the mirror and know that you had the courage to do what you felt was
the right thing to do” (Cottrell and Harvey, 2004, p. 9).
However, there is still a difference between doing the right things and doing things
rightly that requires thorough research and a deep evaluation and insight of both the
alternatives keeping in mind the consequences and further evaluating the consequences
before arriving into a decision.
Often leaders get de-motivated from exhibiting courage in many situations as they have
their preconceived thoughts regarding the consequences or desired results. In other words,
leaders likely underestimate the significance of courage and the outcomes attached to it.
Aristotle, however, studied that courage is the first virtue and everything else is attached to
it and is secondary. In the words of Foster, Nollette, and Frank “For Aristotle, courage
resides in the realm of confidence and fear. The excess of confidence is rashness, or
foolhardiness and its deficiency is cowardice; courage, therefore is the median point
between these two extremes” (Foster, Nollette and Frank, 2012, p. 106). Courage is thus
the calibre to comprehend one’s strengths and constraints in a given situation.
There are two ways courage can be perceived by others in a workplace; courage as a virtue
and courage as a vice. Leaders while choosing to be a courageous need to understand the
fine line of difference between both. While courage applied as a virtue brings long-term
success and meets the demands of time, as a vice it can become along with a false ego that
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paves ways for devastation. Today workplaces demand courage as a virtue to unlock both
the unseen opportunities and challenges keeping intact the values. Comer and Vega rightly
write “Leaders must consistently and proactively model exemplary behaviour by applying
the personal governance practices as they build a climate that supports moral strength”
(Comer and Vega, 2015, p.137).
3.4 Patience

Ethical leadership is embodying various morals and principles and patience is one of them.
Patience is all about self-control in adverse situations. Patience as a personality trait has
been unrecognized and if at all recognized undervalued. The business world is travelling at
a faster rate and in such a rapid pace implementing patience often goes overlooked.
Patience is required at every step especially while dealing with situations that are likely to
cause a negative outcome to organization. For example, the workplace may demand extra
working hours due to insistent issues or at times situations may cause impulsive reactions.
Also, at times dealing with unmanageable people can cause losing temper. However, in all
the situations leaders are expected to practice patience and develop tolerance. Practising
patience can provide unwavering support towards the development of self and also achieve
organizational excellence. Leaders have to work in different fields at workplaces having
different goals and yet different resources. However, a few strategies would assist in
working with patience successful. Leaders can start with understanding the organizational
culture at first and then each one of the employees. The next strategy involves listening to
viewpoints of others first and presenting self-view points after that. Ethical leaders need
perseverance and not giving up. Ethical leaders must understand that innovative ideas
always take a little more time to be nourished. Not only this communicating about the same
to people of different opinions and personalities and at different time periods also require
lots of time. Once, the ideas are imparted and in safe hands, convincing is the next strategy.
Although the process is an elongated one yet it breeds results.
4. Conclusions
Leaders are the futures of any given organization. Practicing ethics along with their duties
will not only encourage employees to follow them but also provide satisfaction to the heads
of the organization that their company is in safe hands. This paper studied the structure of
leadership and the significance of ethical leadership at workplaces. Ethical leadership does
not merely recognize and appreciates the positive skills or personality traits but also
demands the integration of ethics into roles, responsibilities, and duties for mutual benefits
both of self and workplaces. Ethics play wonderful roles in motivating employees and
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leaders at workplaces to build strategies and principles to go by it. Ethical leaders must be
encouraged, supported, and polished to achieve the maximum of abilities that generate the
maximum of accomplishments. This paper also studied some of the basic yet requisite
ethics that leadership roles must implement in their daily activities at the workplaces in
order to receive excellent outcomes. It can thus be concluded that ethics such as honesty,
courage, fairness, accountability, and patience are few among many workplace ethics
which require practicing and exercising.
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Abstract

The information disclosed by the companies in their annual reports reveals much about
company’s performance and prospects. Investors take the information as base for decision
for investment. Under such circumstance, companies choose to disclose beyond what is
mandatorily required. Theories like agency theory, capital need theory and signaling theory
support the need of voluntary disclosure. This study is about investigating the extent of
Voluntary disclosure in pharmaceutical sector of India which is 3rd in World in terms of
Volume of Trade.
Objective: To investigate the extent of voluntary disclosure practices prevailing in pharma
sector of India, for the year 2010-11 to 2017-18.
Significance of the study: This study aims to explore the corporate aspect of
pharmaceutical sector. Any growing avenue is a potential opportunity for investors looking
for parking their money to get adequate returns. Thus, Indian Pharma sector has come up
in flying colors as an avenue for investors to place their money owing to its 100% FDI.
Investors have been looking for more and more information from this sector to ensure the
safety of funds. Thus, the extent of disclosures is worth studying to place a suggestion for
the policymakers to introduce the changes in the present set of disclosure practices in
pharmaceutical sector.

Khanna and Singh-Chahal (2019)
http://polipapers.upv.es/index.php/MUSE/ Mult. J. Edu. Soc & Tec. Sci. Vol. 6 Nº 2 (2019): 147-174 |

147

Multidisciplinary Journal for Education,
Social and Technological Sciences

https://doi.org/10.4995/muse.2019.11531
ISSN: 2341-2593

Research Methodology: To understand the extent of voluntary disclosure, a disclosure
checklist is constructed and descriptive statistics are carved out to reach the results. The
checklist consists of 55 items which are not mandatory by law. The checklist is based on
dichotomous scale of ‘1’ and ‘0’ representing presence and absence of the checklist item
respectively. The cross-sectional analysis is carried out to investigate the year wise and
company wise disclosure for eight years.
Findings: Though the study observes an increasing trend in the disclosure scores, but the
findings are alarming to state that the highest score attained by any company throughout
the period of 8 years was 37 (out of 55) not even meeting 80% of the total checklist score.
This shows that pharmaceutical sector is not so friendly at disclosures. The probable
reasons for such startling results are discussed in the study.

1. Introduction
Indian pharmaceutical industry has not only shown remarkable performance in the country
but also established its foothold in overseas market. It is playing a vital role in promoting
and sustaining development in the field of medicines and boasts of quality products in
which are also approved by regulatory authorities of UK and USA. According to FICCI
Report (2013) the pharmaceutical products have been catering to more than 95%
pharmaceutical needs of the country with a population of 130crore. It has progressed
significantly by shifting from traditional business practices to exploring and adapting new
business strategies. Indian pharma companies have come up with desired competencies not
only in their manufacturing abilities but in the processing of marketing and getting huge
product acceptance abroad too. International brands associated with Indian pharma
industries have been a significant platform for pharma companies to channelize their
capabilities and convert them into opportunities to expand themselves to mark a presence
on the global map.
Indian pharmaceutical sector has been making a spectacular growth especially since last
decade. In terms of volume of business, it is placed on 3rd place and in terms of value it is
at 13th position worldwide, making it one of the prominent sectors of manufacturing in the
country. India owes such remarkable growth of pharmaceuticals to foreign direct
investment which is 100% in green field and 75% in brown field. A highly organized sector
of Indian economy, pharmaceutical industry is growing at 8-9% annually. Ranging from
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simple headache pills to complex Heart compounds, almost every type of medicine in made
in India now.
There has been a paradigm shift in the policies and regulations governing Indian
pharmaceutical industry that made, from being almost non-existent in 1970s transformed
to a 6-Billion USD market in World. Drug Control Authority has done away with Industrial
licensing for most of the drugs. Innovative scientific manpower, affordable research and
development costs and equipped laboratories have given a new face to Indian
Pharmaceutical industry which is self-reliant and technologically strong. Also, the role of
Intellect Property protection rights is adding to the strength of pharma industry. Any
company or individual can patent the formula which gives relief from imitation and
malpractices of trade.
Indian pharmaceutical industry could be among pioneers to bring biogeneric i.e. generic
versions of biological product in the organized form to the market. Today it is world’s
largest source of generic drugs, supplying almost 40 percent of total drug requirement of
the US and a quarter of generic medicine demand of the UK (source: www.pharmaceuticaltechnology.com).
The industry is highly fragmented with more than 20,000 registered units which are
fragmented all over the country. The industry is connected to length and breadth of the
country connecting Kolkata in east to Mumbai and Pune in West extending to Bengluru in
South and Himachal Pradesh (Baddi is emerging as pharmaceutical capital of India) in
North. Country’s large and diverse characteristic makes it a prime location for clinical
trials. The industry is gradually discovering its niche of pharmaceutical formulations. Apart
from that, bulk drugs and drug intermediaries are gaining momentum in the industry too.

Over the last 35 years of its existence and growth, Indian pharmaceutical market has shown
its strong longevity. The significance of pharma industry can be gauged from the various
parameters of its development and contributions that it makes to the country (as discussed
in section 2.2 of the thesis)
Fierce policy reforms, over the last few decades, have pulled out the industry from the
shackles of import burdens and made it self-reliant. The Foreign direct investment (FDI)
in pharma sector is allowed upto 100% for Greenfield projects (through automatic route)
and up to 74% allowed in brownfield project (through govt.approval). The FDI reforms, to
welcome the foreign investment with open arms, have brought far reaching ramifications
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and have leveraged domestic markets. The sector is expected to grow at a double digit
growth rate (15% per annum approximately) between year 2015-2020. This growth rate is
going to outperform the rate of global pharma industry growth which is expected to grow
at the rate of 5 per cent per annum during the same period.
Until 1970, the recognition of product patent was not in force by law and one could only
patent the process of making. This promoted the interest of researchers in pharmaceutical
formulations as a result of which, India grabbed a major share in formulations and
gradually became the largest producer, later exporter, of it. After the enactment of amended
Patent Laws, the product patents came in as tool of securing and safeguarding the
innovative minds. This, in fact, proved to be a boon to pharma industry. It is reflected from
the fact that 20 brands of Indian companies are still prevailing in market for more than 10
years from now.
The resurgence of the Indian Pharmaceutical industry is looming large. The contribution of
the pharma sector in country’s GDP is immense. Being the third largest (in terms of
volume) and 13th largest (in terms of value) in the World, the industry continues to be the
leader of generic exports worldwide. The advantage of cost, low cost of labor, cost of
inventory is much lower in the country. The multinational companies, investing in research
and development in India, save up to 40% to 50% of their expenses
(source:business.mapsofindia.com). It is analyzed that cost of hiring a research chemist in
the US is five times higher than that of India and cost of conducting clinical trials in India
is one-tenth the cost in US.
India presently enjoys position in global pharma market. The country has large pool of
scientists, chemists, engineers and lab technicians who have the potential to drive the
industry to reach new heights. It is significant to mention that more than 80 percent of the
drugs to fight AIDS are supplied by Indian pharma companies to the World. Six companies
of India have the UN-backed Patent pool, enabling them to supply medicines to 112
countries of the World.
Government of India has long recognized the strategic importance of pharmaceutical sector
of India. India’s policies have shown immense excellence in uplifting the industry to
transform it into a global leader for manufacturing pharmaceutical and innovations in
medical research. A strong correlation exists between the government’s initiative of ‘Make
in India’ and domestic pharmaceutical market. Another move of government by enacting
GST has proved a boon to the industry by safeguarding it from multiple states tax. The
industry is reducing its dependence upon other states now and thus strengthening its supply
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chain. Department of pharmaceuticals of central government, in its report ‘Pharma Vision
2020’, aims to make India a major hub of new drug and development by the year 2020
The disclosure framework in India is governed by the principal act Indian Companies Act
1956 (Now 2013). The act lays down the provisions and regulations of disclosures in
financial statements. It focuses on maintenance of books and presentation of annual reports.
The act also lays mechanisms for issuing of standards. Despite the detailed requirements
of maintenance of books, the thrust of companies act is on ‘True and Fair view’ of company
accounts. Another body that has a major role in influencing the disclosure framework is
Securities and Exchange Board of India (SEBI) which governs the disclosure requirements
of companies listed on stock exchanges. The reporting requirements imposed by SEBI
through its guidelines are in addition to those laid by the Companies Act which is to be
followed by the companies listed on Stock Exchange. Together, the requirements of SEBI
and Companies Act provide a legal framework for corporate reporting in India.
Reinforcement to the regulations of these statutory bodies, are the regulating provisions of
Institute of Chartered Accountants of India (ICAI) which formulates Accounting
Standards. The ICAI derives its power from the Chartered Accountants Act, 1949
(Banerjee, 2002). The ICAI established the Accounting Standards Board (ASB) on April
21, 1977 in order to harmonize diverse accounting policies and practices of India. The main
task of the ASB is to formulate accounting standards, so that the council of the ICAI can
make these standards mandatory. The ASB considers the laws, customs and business
environment of India while formulating its standard. ICAI plays pivotal role in the
improvement of disclosure practices of Indian companies. Accounting Standards are
pronounced by the ICAI that applies to 'general purpose financial statements.'
Beyond these mandatory limits of disclosure requirements, there exists a set of non
mandatory disclosures which are completely discretionary on the part of companies to what
extent the companies want to disclose beyond what is mandatorily required. Worth
mentioning here that the discretionary disclosures are highlighted in a separate report called
as Corporate Governance Report.
1.2. Regulatory Framework of governing Corporate Disclosures in India
1.2.1 Almost every firm in India takes a legal form as a limited liability company. Financial
reporting of limited liability companies is mainly regulated by Companies Act 2013 (The
then Companies Act 1956). The provisions of Act relating to Accounting and Audit are
built around the concept of ‘True and Fair’ disclosure which characterizes the reporting in
the UK, among other countries. The act provides the financial statements in its schedules
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and also lays down the penalty to be imposed both on the company and its managers
responsible, for the non compliance with the provisions of the Act.
1.2.2 Corporate Disclosures for the listed limited liability companies are also governed by
the listing agreement with the stock exchange provided by the regulatory body Securities
and Exchange Board of India.
Clause 32 of the listing agreement with any stock exchange in India, requires a listed
company to publish cash flow statements
Clause 41 of the listing agreement with any stock exchange in India, a listed company is
required to publish unaudited half yearly results.
Clause 43 of the listing agreement with the stock exchange, companies are required to
publish a comparison of projected Gross profit, Net Profit and Earnings per share as shown
in the offer document in a public offer of shares with the actual performance, in the report
of the directors in the Annual Report.
The Non-Compliance with the provisions of the listing agreement results in delisting of the
company’s securities from the trading on the exchange.
1.2.3 The third element of the regulatory framework that governs disclosures in India is the
standards and guidance Notes issued by Accounting Standard Board (ASB) of the Institute
of Chartered Accountants of India (ICAI). Currently there are 32 Accounting standards
which have been issued by ASB out of which 29 are mandatory and 3 are recommendatory.
The noncompliance of the requirements of these standards will attract a qualification in the
Auditor’s report. In addition to the standards, ICAI also issues guidance notes and
statements. Guidance Notes are persuasive in character. They are issued as a precursor to
an Accounting standard.
The first and foremost Standard i.e.AS-1 is the harbinger of the Disclosure trends. AS-1
talks about Disclosure of Accounting policies which make it mandatory for the firms to
disclose the fundamental accounting assumptions, Nature of Accounting Policies and
consideration in selecting policies.
The disclosure requirements specified in the Accounting standards are in addition to and
not in substitution of the disclosure requirements under Companies Act, 2013.
The corporate Reporting Regulations aim at providing investors with the minimum amount
of information to facilitate the investment decision making (Griffin & William, 1960 ) but
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voluntary information is aimed at providing a clear view to stakeholders about the business’
long term sustainability (Healey and Palepu, 2001). However, argued that, voluntary
disclosure will still remain a matter of biased information selected by managers (Core,
2001).
1.3 Incentives of Voluntary Disclosures
As discussed above in the agency theory, the asymmetric may potentially bring out a
breakdown in the functioning of the stock market; voluntary disclosures play a significant
role to solve those information gaps. There are many factors affecting manager’s
disclosures decisions. The most important factor that makes managers decide for voluntary
disclosure is due to its benefits on diminishing the cost of capital. According to Capital
Market transaction Hypothesis, it is not easy for existing shareholders to make public
equity when a firm has high information asymmetry level. Thus, managers have incentives
to disclose voluntarily in order to minimize the information asymmetry, and as a result,
they can lower the firm’s cost of external borrowing when they enter into capital market
transactions.
However, firm may reduce voluntary disclosure due to proprietary cost associated. The
studies of Verrechchia (1983) and Gigler (1994) show that voluntary disclosures can
damage a firm’s competitive position when there does competition exist, and firms are
facing a threat of entry. Higher disclosure will allow an easy entry of the competitor to the
industry whereas low level of disclosure will keep it protected.
Another factor which works as an incentive for voluntary disclosure is the litigation cost.
It has two side impacts. First, firm may choose to disclose more in order to avoid litigation
cost (Skinner 1994). There is always a trend in the stock market that investors keep a watch
on the news whether there are delays in announcement of any unfavorable news and if there
is any, it is evidence that firms have not disclosed voluntarily earlier in a timely manner.
They may face serious litigations due to this. So, to avoid the threat of litigation, the firm
may choose to disclose more information of poor performance. On the other hand, litigation
can also reduce firm’s motivation to disclose because it may increase litigation risk. The
penalty imposed by the legal system may be much worse as the market players forecast the
information in good faith. Healy and Palepu (2001) suggest that firm with high level of
positive information on future earnings are followed by high level risk of litigation. Thus,
litigation may de-motivate firms to disclose forward looking information.
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Thus, Overall solution to reduce agency cost and information asymmetry is to make full
disclosure of specific firm characteristics. In fact, it is to say that higher level of disclosure
will have an impact on agents who indulge in withholding private information and hence
increase transparency in the stock market.

Literature Review
In Indian Context, SEBI has laid down statutory provisions for listed companies to ensure
compliance of transparent disclosure practices. Irrespective of sector, each company has to
comply with those provisions. India at this time is an attractive destination of foreign
investment. The investment environment in India has undergone a tremendous change. In
the process of such change, knowledge of the extent of compliance is indispensable for
domestic as well as foreign investors. Indian Pharmaceutical sector, which is 3rd largest
growing sector in the world, under the aegis of Companies Act, 2013, ICAI pronouncement
and SEBI regulations, is not left behind in the disclosure context. Literature has taken a
thrust upon discussing the disclosure practices in the pharmaceutical industry in India.
These studies have covered different aspects of disclosures, be it mandatory or voluntary.
Kamath.G (2008) talks about the disclosure of intellectual capital in reports of
pharmaceutical companies of India while Rajashekhar (2018) discussed corporate
governance disclosure practices. Dasgupta.M (2003) associates company characteristics of
Indian pharmaceutical industry with its financial performance whereas Sachdeva et al.
(2015) does an inter-sector comparison of the disclosure practices of Indian listed
companies including pharmaceutical sector. Sharma’s (2016) brings the discussion about
the practices of disclosure of valuation of intangible assets prevailing in Indian
pharmaceutical industry. Sinha et al. (2012) investigate whether the corporate disclosure
practices of Indian pharmaceutical companies approach to harmonize with IFRS. In fact,
after the enactment of Companies (Amendment) Act, 2013, pharmaceutical sector has even
witnessed research on Corporate Social responsibility disclosures in the financial reports.
The disclosure framework in Pharmaceutical sector has taken a shape after year 2011
(Mehta & Chandani; 2015). The study of Mehta and Chandani (2015) takes top five Pharma
companies listed on BSE for the year 2009-10 to 2014-15 and establishes relation between
their CSR disclosures and financial performance. They assert that disclosure of CSR and
its importance on company’s strategy has significantly improved 2011 onwards.
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Sachdeva, Batra & Walia (2015) investigated growth in corporate disclosure practices in
selected Indian companies listed on BSE during the year 2005-2012 from Pharmaceutical,
FMCG, Automobile, Financial, telecom and IT Sector. The study shows that among all
sectors, pharmaceutical sector shows the least (7%) growth in disclosure scores over the
seven years as compared to FMCG sector where average increase is 26% since 2005.
Halder & Mishra (2017) studied the factors affecting timeliness of information in Indian
Pharmaceutical sector on a sample of top 50 pharma companies listed on BSE. The authors
studied the lag in number of days that companies take to disclose during the year 2010-11
to 2012-13. They found that there is an average maximum lag of 211 days in reporting
information in annual reports. They asserted that Age of the company, Foreign shareholding
and Revenue from abroad have significant impact on timeliness of disclosure.
The other investigation on disclosure of Corporate Governance Practices by Kalashree &
Rajshekhar (2018) on 53 listed Indian Pharmaceutical companies (mid cap and large cap)
for the year 2013-14 found that among the ten disclosure segments that authors divided for
disclosure score, the listed companies are liberal towards disclosing information about
remuneration, and compliance and management aspects but disclose least about subsidiary
companies.
While studying various aspects of mandatory and voluntary disclosure in pharmaceutical
sector in India, most of the previous studies ignored attributes like profitability, liquidity,
volatility, market price of shares being affected by the nature and extent of disclosures. If
such an association between the disclosures with the other variables is brought out,
supported by the conclusive statistical results, the disclosure environment will set itself into
a new pace. This study aims to contribute to the uprising pharmaceutical industry by
motivating the industry for maximum extent of disclosures. As it is rightly said that, health
sector, by its mere honest disclosure practices, can contribute to the healthy living of the
masses.
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Objective of the study

To ascertain the extent of voluntary information disclosures in Indian Pharmaceutical
Companies listed on Bombay Stock Exchange (BSE)

Research Methodology
-Sample Unit: Companies listed on Bombay Stock Exchange (BSE)
-Sample Size: Companies listed companies from BSE (large cap having capital of more
than Rs. 10,000crores)
-Sector under study: Pharmaceutical sector
-Period under study: 8 years from 2010-11 to 2017-18

-Basis for selection of companies under study:
The company is listed on the Bombay stock exchange for more than three years.
The basis for selection is their Market capitalization
The company’s ticker symbol does not suffer a halt for more than three months on stock
market.
The company’s Voluntary data should coincide at least 50% of the check list set in by the
researcher for the purpose of study.
The data about the company should be available.

There are 170 Pharma companies listed on BSE. Out of these first twenty companies are
large cap companies having a market capitalization of more than Rs.10, 000 crore. Out of
the total market capitalization of Rs.7, 71,998crores, the market capitalization of these
twenty sums up to Rs.6, 54, 792crores, which represent 84.82% of total visible pharma
market on BSE. Rest are mid cap companies having the market capitalization between
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Rs.2crores to Rs.10,000crores and only one small cap company having a market
capitalization of less than 2crore. Thus, taking into consideration the magnificent impact
of big cap firms in shaping the face of pharma market, this study takes into account only
large cap firms as sample under study.
Hence the sample is chosen among the twenty big cap companies listed on BSE satisfying
the criteria mentioned under ‘basis of selection of company’. The companies, whose data
are unavailable for any year during the period under study (Financial year 2010-11 to 201718), are wiped out. Filtering such companies, the final sample size is 13 companies chosen
among those total 20 big cap companies.

Measurement of Corporate Voluntary Disclosure (VDCL)
Prior to year 1985, Many studies had calculated disclosure quality but the concrete
explanation about calculating the extent of voluntary disclosure was formulated by Firer
and Meth, 1986; Wallace, 1988; Meek, Roberts and Gray, 1995. Wallace et al. described
disclosure as an abstract construct that does not possess its own inherent characteristics.
They developed a checklist method to score the voluntary disclosure items on a
dichotomous scale of assigning 1 if disclosure is there and 0 is no disclosure found and
thus; calculating the total score. Chau and Gray (2002) have also used this checklist with
some minor changes to calculate the voluntary disclosure of Hong Kong Firms.
Following the same checklist method, the Corporate Voluntary Disclosure as denoted by
VDCL is arrived at, by splitting total 55 items into six categories of different items of same
nature placed under one category. These 55 items are extracted from a list of 71 variables,
eliminating the mandatory ones. The sub categories are
VDCL1= General Corporate Information
VDCL2= External Audit Committee
VDCL3= Financial Information
VDCL4=Forward Looking Information
VDCL5= Employee Information, Social Responsibility and Environmental policy
VDCL6= Board Structure Disclosure
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Taking into consideration the mandatory disclosure framework laid under the regulations
of SEBI, ICAI and Accounting standards, the author has come up with the disclosure items
that are not mandatory. The author is able to identify total 55 items of different nature
placed under six different categories. The author goes through the annual reports of each
company for each year from 2010-11 to 2017-18 and identifies the disclosures matching
with the list of disclosure items under study.
2. Analysis and Interpretations
In the present study, in order to understand the voluntary corporate disclosure practices
followed by the pharmaceuticals companies selected for the purpose of study a voluntary
disclosure index has been designed based on which the calculation is done. The index
designed for understanding the voluntary disclosure index considers the 55 statements
related to the voluntary disclosure broadly classified into six dimensions. The response
about the particular statement was considered to be binomial in nature having a zero score
for a non-response item while one was assigned to a positive response item. The
results of companies on a disclosure index are shown as follows:
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Table 1: Classification of Information Items for Voluntary Disclosure
Sl.
No

Classification Item

Items Percentage

1

I. General Corporate Information

12

21.82

2

II. External Audit Committee

7

12.73

3

III. Financial Information

5

9.09

4

IV. Forward-looking Information

9

16.36

5

V. Employee Information, Social Responsibility and
Environmental Policy

14

25.45

6

VI. Board Structure Disclosure

8

14.55

55

100.00

Total

Table 1 shows that all the statements related to voluntary disclosure in the annual reports
of the pharmaceutical companies are classified into broad 6 dimensions and consist of 55
items related to the 6 dimensions under the study period (2010-11 to 2017-18). All the
annual reports were considered for the study and the disclosure made in the annual
reports are considered.

Table 2: Item wise Voluntary Disclosure Score
Classification of Items

2018

2017

2016

2015

2014

2013

2012

2011

100.00

92.31

100.00

92.31

92.31

I. General Corporate Information
1. General information about the
economy
2. Corporate mission statements
3. Brief history of the corporation (the
establishment and development)
4.
Description of major
goods/products
5.
Analysis of enterprises’ market
share
6.
Business environment
(economics, political…)

92.31

100.00

100.00

76.92

69.23

69.23

69.23

46.15

38.46

38.46

69.23
30.77

23.08

15.38

15.38

7.69

23.08

23.08

30.77

38.46

15.38

30.77

23.08

23.08

38.46

15.38

15.38

69.23

76.92

76.92

69.23

61.54

61.54

53.85

46.15

23.08

15.38

15.38

15.38

23.08

15.38

15.38

15.38
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7. Statement disclosures relating to
competitive position in the industry
8.
Description of marketing
networks for finished goods/products
9. Information of member companies

23.08

15.38

15.38

15.38

15.38

23.08

15.38

15.38

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

61.54

46.15

46.15

38.46

46.15

46.15

38.46

38.46

10. Methods of quality control

23.08

15.38

38.46

23.08

15.38

23.08

15.38

23.08

11. Company’s achieved awards

61.54

69.23

76.92

61.54

53.85

61.54

46.15

30.77

12. Corporate contributions to the
national economy

30.77

30.77

30.77

46.15

23.08

7.69

7.69

7.69

II. External Audit Committee
1. The role and function of the audit
committee
2.
Names and qualifications of the
members of audit committee
3.
Number of members on audit
committee
4.
Number of committee meetings

92.31

92.31

92.31

92.31

84.62

76.92

76.92

76.92

76.92

76.92

76.92

76.92

69.23

76.92

76.92

76.92

84.62

92.31

92.31

84.62

84.62

76.92

76.92

76.92

84.62

92.31

92.31

84.62

84.62

84.62

84.62

84.62

5. Attendance at committee meetings

53.85

53.85

53.85

53.85

53.85

46.15

46.15

46.15

6.

Statement of independence

92.31

92.31

92.31

84.62

84.62

84.62

84.62

84.62

7.

Report on completed work

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

1. Summary of financial data for the
last 3 years or over
2. Share price information

84.62

III. Financial Information
76.92
69.23
61.54

61.54

69.23

61.54

69.23

92.31

92.31

100.00

92.31

84.62

92.31

92.31

84.62

3.

84.62

84.62

84.62

84.62

76.92

76.92

76.92

76.92

4. Bank loan, mortgage and their use

76.92

76.92

76.92

69.23

61.54

46.15

38.46

38.46

5.
Advertising and publicity
expenditure

15.38

15.38

23.08

15.38

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

61.54

61.54

61.54

53.85

46.15

38.46

46.15

38.46

3. Marketing plan, distribution system
expanding plan
4. Effect of business strategy on
future performance
5. Research and development
expenditure
6. Projection of cash flows

15.38

30.77

15.38

23.08

0.00

7.69

0.00

0.00

15.38

0.00

0.00

0.00

0.00

0.00

0.00

0.00

53.85

69.23

69.23

53.85

46.15

53.85

53.85

61.54

7.69

7.69

7.69

0.00

0.00

0.00

0.00

0.00

7. Earnings per share forecast

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

8. Planned capital expenditure

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

Retained profit

IV. Forward-looking Information
1. Factors that may affect future
performance
2. New product/service development
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0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

V. Employee Information, Social Responsibility and Environmental Policy
1. Total number of employees for the
last or more years
2. Category of employees by gender

84.62

84.62

76.92

76.92

61.54

61.54

46.15

46.15

53.85

53.85

38.46

23.08

23.08

23.08

7.69

7.69

3. Amount of employee remuneration,
remuneration policies and bonus
4. Policy on employee training

69.23

61.54

69.23

61.54

46.15

38.46

23.08

30.77

38.46

38.46

30.77

15.38

7.69

7.69

0.00

7.69

5. Expenses for employee training

0.00

0.00

0.00

7.69

7.69

7.69

0.00

0.00

6. Reasons for change in employee
number
7. Qualification of the accountants

7.69

0.00

0.00

0.00

0.00

0.00

7.69

7.69

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

8. Data on workplace accidents

0.00

0.00

0.00

0.00

0.00

0.00

0.00

7.69

9. Disclosure of welfare policy

15.38

15.38

7.69

0.00

0.00

0.00

0.00

0.00

10. Recruitment policy

30.77

23.08

15.38

7.69

0.00

0.00

0.00

0.00

11. Factors of corporate culture

15.38

7.69

0.00

7.69

0.00

0.00

0.00

0.00

12. Information about safety policy

84.62

84.62

46.15

38.46

23.08

23.08

7.69

30.77

13. Cost of safety measures

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

14. Environment protection programs

100.00

100.00

76.92

69.23

53.85

53.85

38.46

53.85

VI. Board Structure Disclosure
1. Education and professional
qualification of directors
2. Directors’ interests in competing
businesses
3. Directors’shareholding in the
company and other related interests
4. Number of meetings per year

61.54

53.85

53.85

53.85

53.85

61.54

61.54

61.54

30.77

30.77

38.46

23.08

23.08

30.77

23.08

23.08

84.62

84.62

76.92

76.92

46.15

38.46

46.15

46.15

92.31

92.31

92.31

92.31

84.62

84.62

84.62

92.31

5. Director’s analysis of the fee and
other benefits disclosure
6. Role and function of the
remuneration committee
7. Directors’ current accounts/loans to
officers
8. Directors’interests in significant
contracts

76.92

69.23

69.23

69.23

61.54

61.54

53.85

53.85

84.62

76.92

84.62

76.92

69.23

61.54

61.54

61.54

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

Table 2 shows that for calculating item wise voluntary disclosure score each of the items
were considered and the number of companies disclosing that particular item was divided
by the total number of companies considered for the purpose of study. In this present study
the total number of companies selected was 13, and hence, the maximum attainable score
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is 13. The maximum score which can be achieved in a particular year for any item will be
100 if all the companies disclose item for all the years. The results are disappointing to see
that only cent percent score is achieved in the first item of section I i.e. General information
of the company. In rest all of the items the disclosure score is not so satisfactory. Startling
to see that in items like data on workplace accidents, employee trainings or director loans,
the score is as low as zero in consecutive years, depicting that none of the company in those
particular years have revealed any information about these items. No doubt, the good news
is that the trend of disclosure is escalating year by year.

Table 3: Company wise Disclosure Scores
Company/Year

2018

2017

2016

2015

2014

2013

2012

2011

Average
Score
(201018)

Average
%
(201018)

CADILA

25

25

18

18

19

17

17

22

20.13

36.59

BIOCON

26

27

28

27

24

25

22

22

25.13

45.68

CIPLA

28

27

28

24

13

13

13

13

19.88

36.14

PIRAMAL

37

31

30

25

20

17

18

17

24.38

44.32

DREDDY

26

28

26

23

24

26

12

12

22.13

40.23

LUPIN

27

24

24

25

24

24

22

21

23.88

43.41

TORRENT

15

14

14

10

8

7

7

7

10.25

18.64

PFIZER

32

30

28

26

12

16

10

14

21.00

38.18

GLAXO

15

16

15

17

15

16

15

15

15.50

28.18

DIVIS LAB

17

20

20

13

15

18

18

16

17.13

31.14

AURO

32

28

30

29

28

28

25

26

28.25

51.36

AJANTA

16

17

17

17

18

15

14

15

16.13

29.32

SUNPHARMA

22

22

21

20

18

16

14

15

18.50

33.64
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Table 3 is about the voluntary disclosure scores obtained by the companies from the year
2010-11 to 2017-18 is calculated for the companies selected for the purpose of the study.
The range of voluntary disclosure score ranges from 10.25 to 28.25 (in absolute terms) with
the score range ranging from 18.64 % to 51.36 %. Most of the companies could not score
high in the voluntary disclosure scores. This is a disheartening picture of the disclosure
practices prevailing the pharmaceutical sector. The highest score obtained is 37 (out of 55)
by Piramal. The highest score figure is not even equivalent to 8 percent of total score
expected. Where companies like Auro, Piramal and Pfizer are among the list of companies
showing good amount of disclosure, the companies like Torrent, Glaxo and Ajanta are
revealing poor disclosure scores throughout eight years of study.

Table 4: Descriptive Statistics of Voluntary Disclosure Score
2018

2017

2016

2015

2014

2013

2012

2011

Mean

24.46

23.77

23.00

21.08

18.31

18.31

15.92

16.54

Standard
Error

1.97

1.54

1.61

1.60

1.58

1.63

1.42

1.40

Median

26.00

25.00

24.00

23.00

18.00

17.00

15.00

15.00

Mode

26.00

27.00

28.00

25.00

24.00

16.00

22.00

15.00

Standard
Deviation

7.11

5.54

5.79

5.75

5.71

5.89

5.11

5.06

Sample
Variance

50.60

30.69

33.50

33.08

32.56

34.73

26.08

25.60

Kurtosis

-0.93

-0.98

-1.54

-0.62

-0.56

-0.19

-0.39

0.09

Skewness

0.05

-0.54

-0.27

-0.56

-0.05

0.09

0.15

0.17

The above table 4 depicts that mean score of the companies for voluntary disclosure
ranges from 16.54 to 24.46 starting from the year 2011 to 2018. The mean voluntary
disclosure score exhibits a steady increasing trend over the years; however during
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the year 2012 the mean score marginally dipped to 15.92 from 16.54 during the
year 2011. The year 2013 and 2014 showed the same mean score of 18.31 for the
voluntary disclosure score. The year 2015 to 2018 showed an increasing trend
starting from 21.08 (2015) to 24.46 (2018). The median of the voluntary disclosure
score exhibits a steady increasing trend over the years starting from 15.00 (2011)
to 26.00 (2018). The modal value of the voluntary disclosure score exhibits
increasing trend over the years starting from 15.00 (2011) to 26.00 (2018), with
fluctuations during the intermediate years with the score being 22.00(2012);
28.00(2016), thereby exhibiting fluctuations in the intermediate years. The sample
variance of the voluntary disclosure score exhibits a steady increasing trend over
the years starting from 25.60 (2011) to 50.60 (2018) thereby exhibiting higher
variability in the companies reporting the Voluntary Disclosure Scores. The sample
skewness and kurtosis of the voluntary disclosure score exhibits normality of the
data set over the years.

Graph 1: Year wise Mean score of Voluntary Disclosure

Year Wise Average Voultary Corporate
Governance Disclosure scores
MEAN SCORE

16,54

15,92

2010-11

2011-12

18,31

18,31

2012-13

2013-14

21,08

2014-15

23,00

23,77

24,46

2015-16

2016-17

2017-18
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The above graph shows mean score of the companies for voluntary disclosure ranges from
16.54 to 24.46 starting from the year 2011 to 2018. The mean voluntary disclosure score
exhibits a steady increasing trend over the years; however during the year 2012 the mean
score marginally dipped to 15.92 from 16.54 during the year 2011. The year 2013 and 2014
showed the same mean score of 18.31 for the voluntary disclosure score. The year 2015 to
2018 showed an increasing trend starting from 21.08 (2015) to 24.46 (2018).
Table 5: Top Five Companies on the basis of Voluntary Disclosure Score
Rank

Company

Average Disclosure Score

1

AURO

28.25

2

BIOCON

25.13

3

PIRAMAL

24.38

4

LUPIN

23.88

5

DREDDY

22.13

The table 5 reveals the overall average Voluntary Corporate Governance Disclosure Scores
of the top five companies for all eight years. The chart is topped by AURO with a score
of 28.25, followed by BIOCON (25.13), PIRAMAL (24.38), LUPIN (23.88) and
DREDDY (22.13).
3. Conclusion
In the present study, in order to understand the voluntary corporate disclosure practices
followed by the pharmaceutical’s companies selected for the purpose of study a voluntary
disclosure index has been designed based on which the calculation is done. The index
designed for understanding the voluntary disclosure index considers the 55 statements
related to the voluntary disclosure broadly classified into six dimensions. The response
about the particular statement was considered to be binomial in nature having a zero score
for a non-response item while one was assigned to a positive response item. The disclosure
scores when summed up, it was found that a maximum value that a company could attain
any year was 37 (Piramal) out of total 55 (refer table 1). That means not even a single
company discloses at least 80% of the proposed voluntary disclosure items considered
under study. The companies are not disclosure friendly. Though there have been strict
regulations laid by the regulators of the company especially after the enactment of
companies Act 2013 that focus on strict disclosures, still the companies show a reluctance
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in disclosing the information. No doubt there seem to be increasing trend in the extent of
disclosures from 2010-11 to 2017-18, yet companies like Torrent pharmaceuticals are
existing with a disclosure score as low as 17 out of 55 in a year. Overall the increasing
trends in last 8 years can be good news if the trend continues in same direction. Thus,
fulfilling its one objective i.e. to know that extent of disclosure, the overall score is not so
satisfactory.
There may be reasons inferred from the disappointing scores of the pharmaceutical sector
which may be hidden in the theories explaining the need for voluntary disclosure. The
Theories like signaling theory state the deliberate supply of information beyond need can
prove to be a reason of conflict between incentives and deterrent forces. Whereas there is
another theory based on agency problem stating that disclosure of information also
uncovers superior information of the top management which is not supposed to be in the
heads of shareholders just because they are not active players of the management. But this
demand and supply in equilibrium creates information asymmetry which may lead to
several other consequences. Literatures have been supporting the lack of information
supply as a cause to fluctuation of stock prices and diminishing market values of the
companies. Another aspect of information availability is linked with entering the market
sources for money borrowing. The interested parties may not lend to the companies having
extra disclosures, as their idea of understanding the information, which is complex to
decode, may bring them into the dilemma of lending decisions (which should not happen
actually). Where, as per theory of cost of capital, more disclosures lead to decrease in cost
of capital, the theory has proven to be contradicting itself in the studies where the disclosure
surpassed beyond a minimal core.
To conclude, the present disclosure system in India fails to distinguish between the very different
needs of the users of the financial reports. While some users may be happy to have lengthy
disclosures that may bring a positive impact on fluctuate of stocks in the market, others may be sent
information that is far longer and complex to understand to make use of. The set of information
useful for most users could be sort, precise and beyond a minimal core, no doubt, it has to be
decided by the company to reflect its own circumstances, but the role of policy makers cannot be
isolated in converging the global disclosure standards towards Indian pharmaceutical sector

which is the third largest income generating sector in the world.
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Annexure
Following are the contents under each category: -

I.

General Corporate Information

1.

General information about the economy

2.

Corporate mission statements

3.

Brief history of the corporation (the establishment and development)

4.

Description of major goods/products

5. Analysis of enterprises’ market share
6. Business environment (economics, political…)
7.

Statement disclosures relating to competitive position in the industry

8.

Description of marketing networks for finished goods/products

9.

Information of member companies

10. Methods of quality control
11. Company’s achieved awards
12. Corporate contributions to the national economy

II.

External Audit Committee

13. The role and function of the audit committee
14. Names and qualifications of the members of audit committee
15. Number of members on audit committee
16. Number of committee meetings
17. Attendance at committee meetings
18. Statement of independence
19. Report on completed work

III.

Financial Information

20. Summary of financial data for the last 3 years or over
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21. Share price information
22. Retained profit
23. Bank loan, mortgage and their use
24. Advertising and publicity expenditure

IV.

Forward-looking Information

25. Factors that may affect future performance
26. New product/service development
27. Marketing plan, distribution system expanding plan
28. Effect of business strategy on future performance
29. Projection of research and development expenditure
30. Project of cash flows
31. Earnings per share forecast
32. Planned capital expenditure
33. Future profit forecast

V.

Employee
Information,
Environmental Policy

Social

Responsibility

and

34. Total amount of employees for the last year or more years
35. Category of employees by sex
36. Amount of employee remuneration, remuneration policies and bonus
37. Policy on employee training
38. Expenses for employee training
39. Reasons for change in employee number
40. Qualification of the accountants
41. Data on workplace accidents
42. Disclosure of welfare policy
43. Recruitment policy
44. Factors of corporate culture
45. Information about safety policy
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46. Cost of safety measures
47. Environment protection programs

VI.

Board Structure Disclosure

48. Education and professional qualification of directors
49. Directors’ interests in competing businesses
50. Directors’shareholding in the company and other related interests
(e.g. stock options)
51. Number of meetings per year
52. Director’s analysis of the fee and other benefits disclosure
53. Role and function of the remuneration committee
54. Directors’ current accounts/loans to officers
55. Directors’ interests in significant contracts
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