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CAN BELIEF IN ONE’S CAPABILITIES, ULTIMATELY, 

PROMOTE CAREER SUCCESS? 
 M. Todd Royle, Valdosta State University 

 
ABSTRACT 

 
This research examines the relationship between self-efficacy, embeddedness in terms of fit with an 
organization’s aims and required skills, linkages to others in the firm, feelings of affinity for the 
community (or the sense of sacrifice that might accompany leaving it) and both objective and subjective 
elements of career success.  This research enhances organizational research by demonstrating the 
mediating effect of embeddedness on the self-efficacy and career success relationship.  This research uses 
data from a convenience sample of 303 working adults to test its hypotheses.  The findings indicated that 
embeddedness differentially mediated the self-efficacy – career success relationship.  This research takes 
the information and discusses its implications for practice and theory, its relevant strengths, weaknesses 
and future research directions. 
 
JEL: M10, M12  
 
KEYWORDS: Self-Efficacy, Embeddedness, Career Success 
 
INTRODUCTION 
 

his research is intended to inform those of us who have blindly clicked on links related to self-help 
advice or casually surfed late-night television programs extolling the virtues of positive thinking.  
Perhaps some readers happened upon infomercials about motivational speakers at a local 

convention center near them soon, who can get them to believe in their abilities and enhance their 
employment potential.  These appeals beg a fundamental question; can belief in oneself (i.e., generalized 
self-efficacy, Bandura, 1977; 1997) enhance career success?  Naturally, when individuals enter situations 
with very low expectations of success (i.e., a self-fulfilling prophecy), it is clear from prior research (e.g., 
Merton, 1948; Darley & Gross, 2000) that they are likely to underachieve (both in an objective and 
subjective sense).  Nevertheless, this paper concentrates on what effect positive beliefs in our capabilities 
might have on career success and what intervening variable might influence this outcome.   This work 
combines three disparate, but not entirely incongruous variables: self-efficacy, embeddedness and both 
objective and subjective career success.  Fundamentally, this work attempts to answer the following 
question: would we enhance our careers, both in terms of our earning potential and value satisfaction, if 
we have confidence in our abilities and integrate ourselves into the fabric of our jobs, firms and 
communities?  This research hypothesizes that these variables are sequentially linked such that beliefs in 
capabilities help establish individuals in organizations and, thus, promote career success.  This research 
proceeds as follows: first, it presents a review the current state of the literature related to this study’s 
variables.  Next, it discusses the data, the methods and the results.  It concludes by discussing the results 
of data analysis, the practical and theoretical implications of the findings, their strengths and limitations 
as well as possible avenues for future research.  
 
 
 
 

T 
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LITERATURE REVIEW 
 
Self-efficacy 
 
Self-efficacy describes individuals’ beliefs that they can draw upon the internal capacities necessary to 
achieve desired goals within specific organizational contexts (Bandura, 1977; 1997).  Self-efficacy, thus, 
influences both what goals individuals choose as well as how they try to achieve them (Bandura, 1977; 
1997).  Bandura (1977; 1997) contended that individuals demonstrate “coping” self-efficacy.  He 
conceptualized of this as a broad set of beliefs about one’s capabilities.  Self-efficacy can be specific to a 
particular task or situation, although that is not the level of analysis used this research.  Generally, those 
with higher levels of coping self-efficacy persist for longer periods of time and across different 
organizational contexts because they believe their prior accomplishments and experiences will help them 
avert future failure.  Furthermore, they believe what future set-backs might occur are temporary in nature 
(Bandura, 1977; 1997).   
 
Although much of human functioning is autonomic (e.g., things, like heartbeats, that we do not 
volitionally direct), Tolman (1951), contended, however, that we pay disproportionate attention to those 
things we think we can control.  Furthermore, we carefully consider our actions and the possible 
outcomes (both positive and negative) (Tolman, 1951).  In essence, individuals calculate what they think 
is in their best interests and do that which enhances the possibility of attaining desired outcomes.  
Concomitantly, as expectancy theory predicts, we avoid things that lead to negative anticipated 
consequences (Tolman, 1951; Vroom, 1964).  Tolman (1951) proposed that highly functioning, cognitive, 
species, (e.g., this study’s respondents) for the most part, understand their situations and engage in 
behaviors that, based on prior experience, they believe will benefit them.  In terms of established 
management theory, findings indicated that employees’ behaving accordingly constitute a potent 
mechanism by which both organizations and employees achieve desired goals, if coupled with desired 
rewards (Vroom, 1964; Luthans & Kreitner, 1985; Dickinson & Poling, 1996). 
 
Bandura (1977; 1997; 2001) contended that efficacy expectations differ across three dimensions: 
magnitude, strength and generality.  Furthermore, each of these dimensions predicts different 
motivational consequences.  Magnitude purports individuals’ efficacy expectations are a result of task 
difficulty.  As such, successes on complex tasks have a stronger bearing on individuals’ levels of self-
efficacy than easy ones (Bandura, 1977; 1997; 2001).  The strength dimension of self-efficacy contends 
that those who believe strongly that they can overcome obstacles, persevere longer than others who do 
not.  The third dimension of self-efficacy describes individuals’ differing notions of generality.  For 
example, coping with very straining experiences (e.g., the professional difficulties of single parenthood, 
the loss of a job, the death of a spouse and divorce) promotes generalized efficacy whereas dealing with 
less complicated situations (e.g., fixing a computer problem) promotes the more limited notion of task-
specific self-efficacy (Bandura, 1977; 1997; 2001). 
 
Contemporary scholars are somewhat at odds about what best promotes self-efficacy.  According to 
Bandura (1977; 1997; 2001), content mastery most directly promotes self-efficacy.  As such, skill 
acquisition is likely to bolster beliefs of future skill acquisition/mastery which could continue indefinitely.  
Theoretically then, assessing self-efficacy must relate to task measurement (Weigand & Stockham, 2000).  
As such, self-efficacy changes based on both environment and task.  However, Weigand and Stockham 
(2000) contended that only a portion of individuals’ efficacy expectations, carry over between specific 
tasks.  Other researchers contended that self-efficacy is a trait-like feature which remains stable and 
predicts individuals’ behaviors for long periods of time and in different contexts (Chen, Gully, Whiteman, 
& Kilcullen, 2000; Chen, Gully, & Eden, 2001).  Because of both the extended time periods and 
multitude of potential contextual engagements common to contemporary careers, this research utilizes the 
general notion “coping” self-efficacy when testing its hypotheses. 
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Social learning theory proposed that observing others and the outcomes of their behaviors can enhance 
self-efficacy (Bandura, 1977; 1997; 2001).  In fact, observing coworkers completing tasks, particularly 
when they are rewarded, promotes individuals’ beliefs that they could perform similarly (Weiss, 1990; 
Blau, 1964).  Another way to affect self-efficacy is to provide feedback.  Whether positive or negative, 
the important sources of feedback at work are usually coworkers or supervisors (Weiss, 1990).  Although 
not uniformly positive, feedback is particularly potent for new or inexperienced employees who use it as a 
point of reflection for many of their initial behaviors.  That has important implications for ensuing levels 
of self-efficacy (Merton, 1968; Darley & Gross, 2000).  In fact, this initial information can form the basis 
of a self-fulfilling prophecy (Merton, 1968). 
 
Recent findings related to social cognitive behavior noted that self-efficacy lies at the root of 
transformational, adaptive, human development and harmful impulse control (Ayub, Kokkalis, & Hasan, 
2017: Wright, 2004).  Furthermore, it promotes leadership potential.  A key element of institutional fit, 
self-efficacy and social cognitive behaviors relate to the development of “self-leadership”.  This is a 
process of self-influence, self-direction and self-motivation needed for optimal functioning within the 
organizational context (Goldsby, Kuratko, Hornsby, Houghton, & Neck, 2007; Neck & Houghton, 2006).  
Self-leadership involves self-talk, intrinsic motivation, gauging one’s beliefs or assumptions and 
imagining successful performance (Furtner, Rauthmann, & Sachse, 2010).  Ayub et al (2017), found that 
self-leadership predicted better employee performance and institutional fit.  Because individuals’ 
ruminations about how to succeed in their workplace is also influenced by what they see others doing, it 
makes sense that self-efficacy and self-leadership affect their expectancies.  Due to the potential of 
enhanced institutional fit, social cognitive theory shapes what people value from their work (i.e., valence), 
what behaviors they engage in because they anticipate a positive outcome (i.e., expectancy) and how 
fitting in promotes future rewards or alleviates uncertainties (i.e., instrumentality) (Ayub et al., 2017; 
Vroom, 1964).   Savicakas (2005) offered another contemporary contribution to the vocational 
development literature, the Career Construction Theory (CCT).  It is primarily concerned with how we 
contextualize (i.e., a view that stresses the meaning of any given statement or question is derived from its 
environmental surroundings) vocational development across organizations and time.   
 
Much of the research using CCT involves the study of how employees draw upon their self-regulatory 
stores in order to cope with perceived current or future vocational demands (Duffy, Douglass, & Autin, 
2015; Savickas & Porfeli, 2012).  It stresses, career adaptability (i.ie., individuals’ coping resources for 
vocational tasks).  Duffy et al. (2015) contended that adaptability is a set of strengths that affects how 
employees navigate their working environments.  Career adaptability is comprised of four distinct factors: 
curiosity, control, confidence, and concern (Savickas, 2005).  Concern relates to how willing employees 
are to prepare for their future careers.  Control describes the amount of responsibility employees believe 
they have for shaping their future careers.  Curiosity involves self-exploration and environmental 
scanning for future potential occupational choices.  Lastly, confidence describes the degree to which 
individuals believe they can overcome vocational barriers (Savickas & Porfeli, 2012).  Theoretically then, 
CCT is also driven by self-efficacy.  If individuals believe they have no control, will not explore, do not 
think they will achieve, or do not care about their working futures, it is unlikely they will try hard and, 
thus, appropriately embed within originations.  Furthermore, lacking that embeddedness, it is doubtful 
that they would experience much career success.   
 
Traditional and Contemporary Definitions of Career Success- Objectivity versus Subjectivity 
 
Traditionally, organizational success was defined by an “individual’s relationship to an employing 
organization” (Sullivan & Baruch, 2009).  This view of success is basically monolithic in that it 
emphasized upward progression in return for high levels of commitment between the employee and the 
employer. This employment relationship might be described as both a relational a psychological contract 
(Herriot & Pemberton, 1966; Rousseau, 1995).  Historically, employees wanted security and 
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predictability and were willing to pledge loyalty, perseverance and commitment to the organization in 
return (Baruch, 2004).  This traditional model supposes a narrow definition of career success that 
prioritizes achievement in terms of steady vertical hierarchical mobility, and the accumulation of personal 
wealth and/or other extrinsic rewards (Zaleska & Menezes, 2007).  These types of rewards can easily be 
quantified and, thus, objectively defined.  This view of career success imbued both the popular ethos and 
academic career literature in the years following the second world war.  Indeed, most organizational 
structures at the time also facilitated it (Sullivan, 1999). This relatively stable model of careers helped 
define and promote objective career success.  Objective success as it typically pervaded the western 
developed economies of North America and Europe, was bounded by the attainment of organizationally 
provided and constrained rewards (e.g., relatively good base pay, job security, incremental increases and 
promotions) (Nicholson, 2000).   
 
By contrast, Hall and Foster (1977) proposed that new career models redefine success and emphasize 
psychological responses to work which involve multiple measures of achievement (e.g., career success).  
That fundamentally shifts the dimensions of success from strictly objective to somewhat subjective. Since 
the early 1980s, globalization, diminishing job security, the decreasing influence of labor unions, 
corporate downsizings and changing definitions of proper career management have combined to alter 
what employees think success is (Sullivan & Baruch, 2009).  A hallmark of this change relates to 
movement away from longer-term oriented contracts (i.e., psychological and relational contracts) to more 
short-term ones (i.e., transactional contracts).  A transactional contract alters the relationship between the 
employee and employer drastically in that instead trading commitment for stability, workers must be 
flexible in order to build their own skills to meet changing organizational needs as well as to remain 
viable in the labor market (Herriot & Pemberton, 1966; Baruch, 2004; Greenhaus, Callanan, & Godshalk, 
2010).  Concomitant changes in these contracting styles forged new perspectives on career management 
and understanding of what constitutes success.  The two most widely recognized of these frameworks are 
the protean and boundaryless career conceptualizations (Greenhaus et al., 2010).   
 
The boundaryless perspective emphasizes that careers take a “range of forms” rather than any single 
(Arthur & Rousseau, 1996).  As such, careers are not bounded by a single standard of excellence and have 
less hierarchical coordination and stability (Arthur & Rousseau, 1996).  Thus, the boundaryless career 
places the ownership of careers primarily in the hands of individuals rather than organizations.  It also 
involves frequent inter-organizational mobility/assignment (Parker & Arthur, 2000).  Parker and Arthur 
(2000) further suggested that de-emphasizing extrinsic and objective measures altered conceptualizations 
of career success.   The protean career is conceptually similar to the boundaryless career (Hall, 1996).  
The protean orientation describes a mindset related to careers where individuals’ values drive their career 
behaviors (Briscoe & Hall, 2006).  By contrast, the boundaryless model involves boundary-crossing 
behaviors.  For example, boundaryless organizations try to eliminate barriers like functional silos (e.g., 
the lack of cross training and communication between operations and marketing) and to reduce the 
distinctions between the firm and its environment (e.g., moving employees between a parent company 
and joint venture or subsidiary) (Ashkenas, Ulrich, Jick, & Kerr, 1995: Baruch, 2004).  The protean career 
requires a self-directed and values-driven approach to career management (Briscoe & Hall, 2006).  In 
other words, protean employees seek jobs that fulfill multiple internal, subjectively important values.  
Ultimately, under these circumstances, individuals must be accountable for managing their own careers. 
Specifically, they evaluate competing options, plan their working engagements and make the subsequent 
decisions as necessary (Hall & Mirvis, 1996).  The protean careerist’s choices and search for self-
fulfillment are the essential drivers of psychological success.  Success in this respect comes from skill 
accumulation and the experiences gained in multiple organizational and occupational contexts that span 
many different jobs (Baruch, 2004). 
 
Arthur and colleagues proposed that three pillars, they called career competencies, predict success in a 
boundaryless organization (DeFillippi & Arthur, 1994; Arthur, Hall, & Lawrence, 1997).  DeFillippi and 
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Aurthur (1994) defined these competencies as marketability of skills (knowing-how), career motivation 
and proper identification of fields and career (knowing-why) and career-related networking (knowing-
whom).  Further, employees in the boundaryless career should maintain a high degree of flexibility in 
managing their careers and should strive to make decisions based on their value system (Arthur, Hall, & 
Lawrence, 1996).  If they can do this, then in multiple organizations, some of their own, they are likely to 
find what they value and, thus, defines their success.   
 
Job Embeddedness 
 
Job embeddedness constitutes a wide range of employee behaviors and situations that both predict 
individuals’ centrality and mobility as well as their proclivity/vulnerability to turnover (Mitchell, Holtom, 
Lee, Sablynski, & Erez, 2001).  Embeddedness contains three distinct components. They are the links 
individuals have to other and their organizations/communities, the degree to which they fit in those firms 
and their jobs and the degree to which they believe they would sacrifice if they moved from their current 
circumstance into another.  These dimensions can relate to both communities or organizations. Links can 
be both formal and informal connections between individuals and others or their organizations (Lee, 
Mitchell, Sablynski Burton, & Holtom, 2004; Mitchell et al., 2001).  Linkages exist between employees, 
family members and community organizations.  Links are somewhat analogous to network associations.  
The greater numbers of links between individuals and others in the network, the more they can exercise 
position power and the higher their level of continuance commitment (Lee et al., 2004; Mitchell et al., 
2001).  Prior research suggested individuals also experienced considerable normative pressure (i.e., 
feelings that individuals should remain committed out of a sense of obligation) to stay at a job.  The 
sources of that pressure are mostly family members, friends and other close confidants at work (March & 
Simon, 1958; Maertz, Stevens, & Campion, 2003).   
 
Indeed, this is a key component of both how organizations and individuals define what it means to be 
socially integrated (O′Reilly, Caldwell, & Barnett, 1989).  Meyer and Allen (1997) and Abelson (1987) 
contended that linkages form the basis of continuance commitment.  In other words, multiple, strong, 
linkages, incline individuals to stay where they are due a sense that they must or they stand to lose out 
because another job/community risks what they already have and value.  Specifically, those who are 
married, older, have more organizational tenure and who have kids are less likely to leave their jobs or 
communities voluntarily (Abelson, 1987; Meyer & Allen, 1997).  Job embeddedness constitutes a notable 
social influence on employee retention and, further, promotes to careers in both an objective and 
subjective sense. To the extent that self-efficacy aids individuals define/complete goals on novel tasks, it 
promotes more linkages because organizations value those contributions and, thus, enhances career 
success (Sparrowe, Liden, Wayne, & Kraimer, 2001).  Objective career success increases by upward 
progression and subjective career success by the accumulation of marketable knowledge, skills and 
abilities.  
 
Hypothesis 1a:  Embeddedness-links mediates the relationship between self-efficacy and objective career 
success. 
 
Hypothesis 2a:  Embeddedness-links mediates the relationship between self-efficacy and subjective 
career success. 
 
Fit describes employees’ similarity to others in the firm (e.g., in terms of values and priorities), 
organizational compatibility and congruence within the environment (Mallol et al., 2007; Lee et al., 
2004).  Furthermore, employees’ terminal career goals (i.e., end state) and intermediate goals (i.e., 
intervening steps) must “fit” the corporate culture to achieve objective career success (Mallol, et al, 2007; 
Greenhaus et al., 2010; Royle, 2015).  Naturally, individuals also consider attributes of the community 
and environment as a whole.  The theory of job embeddedness postulates that the tighter the fit between 



M. T. Royle | IJMMR ♦ Vol. 12 ♦ No. 1 ♦ 2019 
 

6 
 

individuals and their organizations the less voluntary turnover occurs and the more quickly those who do 
not fit resign (O′Reilly, Chatman, & Caldwell, 1991; Schneider, Goldstein, & Smith, 1997).  Other 
authors noted this relationship also exists with involuntary turnover and fit (e.g., Chatman, 1991; Chan, 
1996; Villanova, Bernardin, Johnson, & Dahmus, 1994).  In other words, those who do not fit are the 
most likely to be terminated.  Thus, individuals’ fit with theirs jobs and the organizations constitute a set 
of attachments that promote career advancement, if for no other reason than it is impossible to have a 
career without holding a job first.  
 
Mitchell et al. (2001) contended that fit also applies to the notion of community.  Individuals 
differentially evaluate how well they like the weather or cultural amenities in an area in addition to their 
work and organizations (Mallol, et al., 2007; Mitchell et al., 2001).  Furthermore, local politics, lifestyle 
choices (e.g., a love of outdoor activities), religious affiliations and entertainment vary by location but 
matter to individuals (Mitchell et al., 2001; Callanan, 2003).  The assessment of one’s fit with the 
community, however, can be independent of either person-job or person-environment fit (e.g., I enjoy 
being a professor but I do not enjoy summers in Georgia).  Relocation usually requires employees to 
reassess this dimension of fit, but it is not necessarily a detriment to either community fit (e.g., they might 
be better suited to their new locations) or either subjective or objective career success (Baruch, 2004; 
Greenhaus et al., 2010; Royle, 2015).  As noted above, self-efficacy enhances both person-job fit and 
person-organization fit.  Employees tend to better like and readily accept others who fit (e.g., O’Reilly et 
al., 1991).  That has powerful implications for what kinds of outcomes those who fit should expect vis-à-
vis those who do not.  For example, those who fit likely have better promotion, training and earning 
opportunities (Dulebohn, Wu, & Liao, 2017).  These opportunities directly promote objective career 
success.  Feelings of belonging and involvement might also enhance subjective career success, to the 
extent that individuals value being members of the organization and maintaining social affiliations 
therein. 
 
Hypothesis 1b:  Embeddedness-fit mediates the relationship between self-efficacy and objective career 
success. 
 
Hypothesis 2b:  Embeddedness-fit mediates the relationship between self-efficacy and subjective career 
success. 
 
Sacrifice captures the perceived cost of material or psychological benefits individuals might forfeit by 
leaving their jobs or communities.  For example, leaving an organization likely intones perceived personal 
losses (e.g., giving up colleagues, interesting projects or desirable perquisites).  The more employees give 
up when leaving, the more difficult it is to sever ties with the organization (Shaw, Delery, Jenkins, & 
Gupta, 1998).  Furthermore, losing some non-portable benefits (e.g., stock options or defined benefit 
pension plans) also involve sacrifices.  These latter factors related negatively to turnover, in that 
employees were less likely to seek other employment (Gupta & Jenkins, 1980).  Other potential 
individual sacrifices for vacating one’s position, included reduced opportunities for job stability and 
advancement (Shaw et al., 1998).  Naturally, this notion of sacrifice also strongly correlates with concept 
of continuous commitment (Mitchell et al., 2001).  
 
The relationship between self-efficacy, embeddedness and career success is neither as clear nor 
straightforward in the case of sacrifice.  Self-efficacy, as noted above, encourages behaviors that promote 
both fit and strong linkages.  To the extent that those actions also put individuals in positions within the 
hierarchy where they could experience a loss by leaving, it would promote objective career success 
because employees then avoid being in between jobs.  Periods of joblessness, by definition, inhibit 
upward advancement and higher wages and, as such, hinder objective career success.  On the other hand, 
those same behaviors that led to employees’ relative positions of importance (i.e., higher levels of 
embeddedness) also make them more attractive to the outside job market.  Concomitantly, sacrifice might 
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be desirable by protean employees because they make a risk v. reward comparison and believe that taking 
a chance on turning over might lead to better subjective opportunities for career success elsewhere.   
 
Hypothesis 1c:  Embeddedness-sacrifice mediates the relationship between self-efficacy and objective 
career success. 
 
Hypothesis 2c:  Embeddedness-sacrifice mediates the relationship between self-efficacy and subjective 
career success. 
 
In Figure 1, the author illustrates and summarizes this study’s hypothesized relationships.  
 
Figure 1:  Model of the Mediating Effect of Embeddedness on the Self-efficacy-career Success 
Relationship 
 

 
 
DATA AND METHODOLOGY 
 
The author collected these data in 2016.  This is a convenience sample gathered form individuals with at 
least three years full-time working experience in multiple different organizations.  The potential for 
contaminating effects caused by comparisons across organizational contexts and cultures cannot be 
entirely eliminated in this research (Schwab, 1999).  Nevertheless, the potential tumult in the 
contemporary labor market, even in a time of low unemployment, might make these findings applicable 
to a wide variety of employees (Baruch, 2004; Greenhaus et al., 2010).   
 
Participants and Procedures 
 
These data come from a collection effort conducted by the researcher in the spring and summer of 2016.  
Students enrolled in courses in organizational behavior and human resource management received extra 
credit for participation.  Students who had been working for the equivalent of three years of full time, 
could answer questionnaires.  If students did not meet that criterion, they could solicit help from friends 
or family members to fill out a survey on their behalf. The author used Qualtrics to collect and analyze 
raw data.  The author generated a web address for respondents to access in order to complete the survey.  
Of course, not all eligible students took part in this data collection, probably because they were either not 
interested in this study’s topics or did not need any extra credit.  The author recorded contact information, 
names, telephone numbers, employer information and work history (in order to hedge the risk that 
ineligible students participated).  The author instructed respondents that he reserved the right to contact 
them or their employers to verify eligibility.  When the researcher concluded the survey period, 360 
individuals started the survey.  Of those, 303 (84%) completed it.  There were 180 female respondents 
(59%), the average age was 36 and the average organizational tenure was seven years.  Respondent 
occupations included salespeople, nurses, teachers and managers. 
 
Measures 
 
First, the author conducted confirmatory factor analysis (CFA) to verify the expected dimensionality of 
the variables based on their predicted loadings (Pallant, 2013).  This process ascertains that the number of 

Self-efficacy 

Embeddedness 
• Fit 
• Links 
• Sacrifice/Community 

Career Success 
• Objective 
• Subjective 
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factors and the indicator variables do not deviate from expected parameters based on prior research 
(Pallant, 2013).  CFA can also help address problems of multicollinearity (Tabachnik & Fidell, 2001).  
The author conducted the factor analysis using an oblique rotation and kept factors using the Kaiser 
criterion (i.e. keeping only those components with eigenvalues over 1.0) (Tabachnik & Fidell, 2001; 
Kaiser, 1974).  The author used the oblique or “oblimin” rotation because he believed some of the 
constructs of interest are correlated.  For example, it makes theoretical sense that individuals could be 
simultaneously linked to both their communities and organizations and would experience a sense of 
sacrifice should they leave due to both (e.g., Mitchell et al., 2001; Ferris & Kacmar, 1992).   
 
The correlational analysis included in Table 1 supported the presumed factor structure.  The scales used in 
this research indicated acceptable dimensionality.  The results of analysis of CFA indicated a single factor 
structure for subjective career success (eigenvalue = 3.63, proportion of explained variance = 0.73), 
objective career success (eigenvalue = 1.96, proportion of explained variance = 0.65) and self-efficacy 
(eigenvalue = 2.51, proportion of explained variance = 0.50).  As expected, the factor structure for 
embeddedness broke into three distinct eigenvalues over 1.0 due to the three factored structure of the 
construct.  The first factor relates to fit (eigenvalue = 5.72, proportion of explained variance = 0.36), the 
second links (eigenvalue = 2.33, proportion of explained variance = 0.15) and the third sacrifice 
(eigenvalue = 1.74, proportion of explained variance = 0.11).  Appendix 1 presents this information as 
well as noting these scales’ original authors and coefficient alpha values.  Control variables.  This 
research includes several control variables intended to reduce the potential for spurious effects, thus, 
enhancing the findings.  This research controlled for age, gender, ethnicity and organizational tenure.  The 
author included these due to their long-observed contaminating potential for research in social and 
organizational science (Sheridan & Vredenburgh, 1978; Greenhaus et al., 2010).   
 
RESULTS AND DISCUSSION 
 
In this study, the researcher used Baron and Kenny’s (1986) three-step regression procedure to test for 
mediation.  This analysis requires researchers to conduct three lock step, sequential, regressions.  Thus, 
the researcher must demonstrate a significant relationship before taking the next step.  First, demonstrate 
that the mediating variable significantly relates to the independent variable (i.e., the three different 
dimensions of embeddedness, and control variables regressed on self-efficacy).  Second, show that the 
dependent relates to the independent variable (i.e., controls, subjective and objective career success 
regressed on self-efficacy).  In the last step, the mediating variable must significantly relate to dependent 
variable with the independent variable included in the equation (i.e., career success regressed on both self-
efficacy and embeddedness).  If, sequentially, these conditions hold, at least partial mediation is present 
(Baron & Kenny, 1986).  If, in the final step, the independent variable becomes insignificant as noted by 
the standardized beta weight) but the mediator remains significant, full mediation exists.  If the 
independent variable has a significant but a reduced standardized beta weight (especially if associated 
significance levels drop) in the third step and the mediator remains significant as well, then a case of 
partial mediation exists. 
 
Table 1 contains the means, standard deviations and correlations between the study’s variables.  Not 
surprisingly, the largest single correlation was between age and organizational tenure (r = 0.63, p < 
0.001).  The author does not suspect problems of multicollinearity because no correlation, except the 
relationship noted above, exceeds Cohen, Cohen, West and Aiken’s (2013) problematic 0.60 threshold. 
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Table 1: Means, Standard Deviations and Correlations  
 

Variable M SD 1 2 3 4 5 6 7 8 9 10 
             

1.    Age  36.49 13.42 ---          

2.    Gender     --- --- -0.12 ---         

3.    Ethnicity    ---    --- -0.19 0.03 ---        

4.    Tenure   7.37    8.02 0.63 0.08 -0.20 ---       

5.   Self-Efficacy 3.97 0.69 -0.07 -0.03 0.03 0.49 ---      

6.   Embed (Fit) 3.95 0.91 0.27 -0.03 0.18 0.38 0.19 ---     

7.   Embed 
(Links) 

3.75 1.02 0.17 -0.09 0.18 0.06 0.30 0.3 ---    

8.  Embed (Com) 3.80 1.07 0.26 -0.09 -0.06 0.07 0.19 0.39 0.03 ---   

9.  Sub. Success   3.71 0.82 0.21 -0.06 -0.01 -0.07 0.23 0.51 0.27 0.37 ---  

10. Ob. Success 3.75 1.07 0.16 -0.17 -0.17 -0.03 0.28 0.37 0.12 0.19 0.41 --- 

*Significance levels of all bolded correlations are significant to at least the 0.05 level  N = 303 
 
The researcher performed Baron and Kenny’s (1986) the three-step regression analysis to test for 
mediation.  In all steps, the author added control variables (i.e., age, ethnicity, organizational tenure and 
gender) to the regression equations in order to create a more stringent test of the hypotheses.   Table 2a 
lists the results of the study’s first step.  Self-efficacy was significantly related to the fit dimension of 
embeddedness (b = 0.27, p < 0.001).  Due to that finding, the researcher proceeded to the second step.  
The second panel indicated that self-efficacy is significantly related to the dependent variable (objective 
career success) (b = 0.24, p < 0 .001).  Self-efficacy explained 24% of the variance in objective career 
success. In step three of Baron and Kenny’s (1986) procedure, the mediating variable (i.e., 
embeddedness-fit) must be statistically significantly related to the dependent variable (objective career 
success) when the independent variable (self-efficacy) is added to the equation.  The data indicated that 
embeddedness-fit was still a strong predictor (b = 0.31, p < 0.001) of objective career success, but that the 
influence of self-efficacy weakened but remained significant (b =0.16, p < 0.01).  Baron and Kenny 
(1986) contended that when the standardized beta weight drops and/or fails to be significant, the 
relationship between the variables is partially mediated.  Such is the case in this sample.  Embeddedness-
fit partially mediated the relationship between self-efficacy and objective career success. 
 
The following mediated regression equation measured the relationship between self-efficacy, fit and 
objective career success. 
 
𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂 𝐶𝐶𝐶𝐶𝐶𝐶𝑂𝑂𝑂𝑂𝐶𝐶 𝑆𝑆𝑆𝑆𝑂𝑂𝑂𝑂𝑂𝑂𝑆𝑆 = 𝛽𝛽1𝐶𝐶𝑎𝑎𝑂𝑂 + 𝛽𝛽2 𝑎𝑎𝑂𝑂𝑔𝑔𝑔𝑔𝑂𝑂𝐶𝐶 + 𝛽𝛽3𝑡𝑡𝑂𝑂𝑔𝑔𝑆𝑆𝐶𝐶𝑂𝑂 + 𝛽𝛽4 𝑂𝑂𝑡𝑡ℎ𝑔𝑔𝑂𝑂𝑂𝑂𝑂𝑂𝑡𝑡𝑛𝑛    
            (1) 
+𝛽𝛽5 𝑓𝑓𝑂𝑂𝑡𝑡 + 𝛽𝛽5 𝑜𝑜𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑡𝑡𝑂𝑂𝑂𝑂𝑂𝑂 𝑆𝑆𝑆𝑆𝑂𝑂𝑂𝑂𝑂𝑂𝑆𝑆𝑆𝑆  
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 Table 2a: Mediation Results for Self-efficacy and Embeddedness-fit on Objective Career Success 
 

Step 1: Mediator Variable Regressed on the Independent Variable 

Variable F df Adjusted R2 β (Standard) 

Mediator: Embed-fit 
  Self-efficacy 

6.69*** 5 0.09  
0.27*** 

Step 2: Dependent Variable Regressed on Independent Variable 

Dep. Var.: Ob Career Success 
 Self-efficacy 

7.60*** 5 0.10  
0.24*** 

Step 3: Dependent Variable Regressed on Mediator (Job Satisfaction) with the Independent Variable Included 

Dep. Var.: Ob Career Success 
  Embed-fit 
  Self-efficacy 

7.71*** 6 0.18  
0.31*** 
0.16** 

*p<.05, ** p<.01. *** p<.001 N=303 The panels of this table denote the steps suggested by Baron and Kenny (1986). The results suggest that 
the relationship between the self-efficacy and objective career success weakens substantially in the presence of embeddedness-fit, thus, partial 
mediation occurs. 
 
The first paned in Table 2b displays the results for the study’s hypothesis that embeddedness-links 
mediates the relationship between self-efficacy and objective career success.  Results indicated in the first 
step that embeddedness-links, was significantly related to self-efficacy (b = 0.30, p < 0 .001).  Thus, the 
researcher takes the second step.  The table’s second panel indicated that self-efficacy is significantly 
related to the dependent variable (objective career success) (b = 0.24, p <0 .001).  Self-efficacy, again, 
explained 24% of the variance in objective career success. Baron and Kenny’s (1986) third step of the 
procedure requires the mediating variable (i.e., embeddedness-links) to be related to the dependent 
variable (objective career success) with the independent variables (self-efficacy and the statistical 
controls) included in the equation.  The third step, indicated in the last panel of Table 2b, notes the results.  
Notably, embeddedness-links was a strong predictor (b = 0.52, p < .001) of objective career success, but 
self-efficacy still proved statistically insignificant (b = 0.07, p N/S) when entered in the equation.  Baron 
and Kenny (1986) noted the lack of statistical significance in this step of the independent variable 
indicates a fully mediated condition.  In other words, all of objective career success’ demonstrated 
variance from self-efficacy channels through the links dimension of embeddedness. 
 
𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂 𝐶𝐶𝐶𝐶𝐶𝐶𝑂𝑂𝑂𝑂𝐶𝐶 𝑆𝑆𝑆𝑆𝑂𝑂𝑂𝑂𝑂𝑂𝑆𝑆 = 𝛽𝛽1𝐶𝐶𝑎𝑎𝑂𝑂 + 𝛽𝛽2 𝑎𝑎𝑂𝑂𝑔𝑔𝑔𝑔𝑂𝑂𝐶𝐶 + 𝛽𝛽3 𝑡𝑡𝑂𝑂𝑔𝑔𝑆𝑆𝐶𝐶𝑂𝑂 + 𝛽𝛽4 𝑂𝑂𝑡𝑡ℎ𝑔𝑔𝑂𝑂𝑂𝑂𝑂𝑂𝑡𝑡𝑛𝑛  
            (2) 
+𝛽𝛽5 𝑙𝑙𝑂𝑂𝑔𝑔𝑙𝑙𝑆𝑆 + 𝛽𝛽5 𝑜𝑜𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑡𝑡𝑂𝑂𝑂𝑂𝑂𝑂 𝑆𝑆𝑆𝑆𝑂𝑂𝑂𝑂𝑂𝑂𝑆𝑆𝑆𝑆  
 
Table 2b: Mediation Results for Self-efficacy and Embeddedness-links on Objective Career Success 
 

Step 1: Mediator Variable Regressed on the Independent Variable 
Variable F df Adjusted R2 β (Standard) 
Mediator: Embed-links 
  Self-efficacy 

9.15*** 5 0.13  
0.32*** 

Step 2: Dependent Variable Regressed on Independent Variable 

Dep. Var.: Ob Career Success 
 Self-efficacy 

7.60*** 5 0.10  
0.24*** 

Step 3: Dependent Variable Regressed on Mediator (Job Satisfaction) with the Independent Variable Included 
Dep. Var.: Ob Career Success 
  Embed-links 
  Self-efficacy 

7.71*** 6 0.34  
0.52*** 
0.07 N/S 

*p<.05, ** p<.01. *** p<.001 N=303 The panels of this table denote the steps suggested by Baron and Kenny (1986). The results suggest that 
the relationship between the self-efficacy and objective career success fails to be significant in the presence of embeddedness-links, thus, full 
mediation occurs. 
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Table 2c lists the results of the first step.  Self-efficacy was significantly related to the sacrifice dimension 
of embeddedness (b = 0.22, p < 0.001).  Accordingly, the researcher proceeded to the second step.  The 
second panel indicated that self-efficacy is significantly related to the dependent variable (objective career 
success) (b = 0.24, p < 0 .001).  Again, self-efficacy explained 24% of the variance in objective career 
success. In step three of Baron and Kenny’s (1986) procedure, the mediating variable (i.e., 
embeddedness-community) must be statistically significantly related to the dependent variable (objective 
career success) when the independent variable (self-efficacy) is added to the equation.  The data indicated 
that embeddedness-community sacrifice was still a strong predictor (b = 0.12, p < 0.05) of objective 
career success, but that the influence of self-efficacy weakened but remained significant (b =0.20, p < 
0.01).  As above, when the standardized beta weight drops and/or fails to be significant, the relationship 
between the variables s partially mediated.  Such is the case in this sample.  Embeddedness-
community/sacrifice partially mediated the relationship between self-efficacy and objective career 
success. 
 
𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂 𝐶𝐶𝐶𝐶𝐶𝐶𝑂𝑂𝑂𝑂𝐶𝐶 𝑆𝑆𝑆𝑆𝑂𝑂𝑂𝑂𝑂𝑂𝑆𝑆 = 𝛽𝛽1𝐶𝐶𝑎𝑎𝑂𝑂 + 𝛽𝛽2 𝑎𝑎𝑂𝑂𝑔𝑔𝑔𝑔𝑂𝑂𝐶𝐶 + 𝛽𝛽3 𝑡𝑡𝑂𝑂𝑔𝑔𝑆𝑆𝐶𝐶𝑂𝑂 + 𝛽𝛽4  𝑂𝑂𝑡𝑡ℎ𝑔𝑔𝑂𝑂𝑂𝑂𝑂𝑂𝑡𝑡𝑛𝑛    
            (3) 
+𝛽𝛽5𝑆𝑆𝐶𝐶𝑂𝑂𝐶𝐶𝑂𝑂𝑓𝑓𝑂𝑂𝑂𝑂𝑂𝑂 + 𝛽𝛽5 𝑜𝑜𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑡𝑡𝑂𝑂𝑂𝑂𝑂𝑂 𝑆𝑆𝑆𝑆𝑂𝑂𝑂𝑂𝑂𝑂𝑆𝑆𝑆𝑆  
 
Table 2c: Mediation Results for Self-efficacy and Embeddedness-sacrifice on Objective Career Success 
 

Step 1: Mediator Variable Regressed on the Independent Variable 
Variable F df Adjusted R2 β (Standard) 
Mediator: Embed-com 
  Self-efficacy 

7.32*** 5 0.10  
0.22** 

Step 2: Dependent Variable Regressed on Independent Variable 

Dep. Var.: Ob Career Success 
 Self-efficacy 

7.60*** 5 0.10  
0.24*** 

Step 3: Dependent Variable Regressed on Mediator (Job Satisfaction) with the Independent Variable Included 
Dep. Var.: Ob Career Success 
  Embed-com 
  Self-efficacy 

7.71*** 6 0.11  
0.12* 
0.22** 

*p<.05, ** p<.01. *** p<.001 N=303 The panels of this table denote the steps suggested by Baron and Kenny (1986). The results suggest that 
the relationship between the self-efficacy and objective career success weakens in the presence of embeddedness-com, thus, partial mediation 
occurs. 
 
Table 3a lists the results of the hypothesis that fit mediated the relationship between self-efficacy and 
subjective career success.  Self-efficacy was significantly related to the fit dimension of embeddedness (b 
= 0.27, p < 0.001).  Due to that finding, the researcher proceeded to the second step.  The second panel 
indicated that self-efficacy is significantly related to the dependent variable (subjective career success) (b 
= 0.30, p < 0 .001).  Self-efficacy explained 13% of the variance in subjective career success. In step three 
of Baron and Kenny’s (1986) procedure, the mediating variable (i.e., embeddedness-fit) must be 
statistically significantly related to the dependent variable (subjective career success) when the 
independent variable (self-efficacy) is added to the equation.  The data indicated that embeddedness-fit 
was still a strong predictor (b = 0.30, p < 0.001) of subjective career success, but that the influence of 
self-efficacy weakened yet remained significant (b =0.20 p < 0.01).  As noted above when the 
standardized beta weight drops and/or fails to be significant, the relationship between the variables s 
partially mediated (Baron & Kenny, 1986).  This is the case in these data.  Embeddedness-fit partially 
mediated the relationship between self-efficacy and objective career success. 
 
𝑆𝑆𝑆𝑆𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑡𝑡𝑂𝑂𝑂𝑂𝑂𝑂 𝐶𝐶𝐶𝐶𝐶𝐶𝑂𝑂𝑂𝑂𝐶𝐶 𝑆𝑆𝑆𝑆𝑂𝑂𝑂𝑂𝑂𝑂𝑆𝑆 = 𝛽𝛽1𝐶𝐶𝑎𝑎𝑂𝑂 + 𝛽𝛽2 𝑎𝑎𝑂𝑂𝑔𝑔𝑔𝑔𝑂𝑂𝐶𝐶 + 𝛽𝛽3 𝑡𝑡𝑂𝑂𝑔𝑔𝑆𝑆𝐶𝐶𝑂𝑂 + 𝛽𝛽4  𝑂𝑂𝑡𝑡ℎ𝑔𝑔𝑂𝑂𝑂𝑂𝑂𝑂𝑡𝑡𝑛𝑛   
            (4) 
+𝛽𝛽5 𝑓𝑓𝑂𝑂𝑡𝑡 + 𝛽𝛽5 𝑆𝑆𝑆𝑆𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑡𝑡𝑂𝑂𝑂𝑂𝑂𝑂 𝑆𝑆𝑆𝑆𝑂𝑂𝑂𝑂𝑂𝑂𝑆𝑆𝑆𝑆  
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 Table 3a: Mediation Results for Self-efficacy and Embeddedness-fit on Subjective Career Success 
 

Step 1: Mediator Variable Regressed on the Independent Variable 
Variable F df Adjusted R2 β (Standard) 
Mediator: Embed-fit 
  Self-efficacy 

6.69*** 5 0.09  
0.27** 

Step 2: Dependent Variable Regressed on Independent Variable 

Dep. Var.: Sub Career Success 
 Self-efficacy 

9.30*** 5 0.13  
0.30*** 

Step 3: Dependent Variable Regressed on Mediator (Job Satisfaction) with the Independent Variable Included 
Dep. Var.: Sub Career Success 
  Embed-fit 
  Self-efficacy 

7.71*** 6 0.18  
0.46*** 
0.20** 

*p<.05, ** p<.01. *** p<.001 N=303 The panels of this table denote the steps suggested by Baron and Kenny (1986). The results suggest that 
the relationship between the self-efficacy and subjective career success weakens in the presence of embeddedness-fit, thus, partial mediation 
occurs. 
 
Table 3b displays the results for the study’s hypothesis that embeddedness-links mediates the relationship 
between self-efficacy and subjective career success.  Results indicated in the first step that embeddedness-
links, was significantly related to self-efficacy (b = 0.30, p <0 .001).  Thus, the researcher takes the 
second step.  The table’s second panel indicated that self-efficacy is significantly related to the dependent 
variable (subjective career success) (b = 0.29, p <0 .001).  Self-efficacy explained 13% of the variance in 
subjective career success. Baron and Kenny’s (1986) third step of the procedure requires the mediating 
variable (i.e., embeddedness-links) to be related to the dependent variable (i.e., objective career success) 
with the independent variables (self-efficacy and the statistical controls) included in the equation.  The 
third step, indicated in the last panel of Table 3b, notes the results.  Embeddedness-links predicted b = 
0.37, p < .001) of subjective career success self-efficacy still proved statistically non-significant (b = 0.18, 
p <0.01) when entered in the equation.   Again, in these data, embeddedness-links partially mediated the 
relationship between self-efficacy and objective career success 
 
𝑆𝑆𝑆𝑆𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑡𝑡𝑂𝑂𝑂𝑂𝑂𝑂 𝐶𝐶𝐶𝐶𝐶𝐶𝑂𝑂𝑂𝑂𝐶𝐶 𝑆𝑆𝑆𝑆𝑂𝑂𝑂𝑂𝑂𝑂𝑆𝑆 = 𝛽𝛽1𝐶𝐶𝑎𝑎𝑂𝑂 + 𝛽𝛽2 𝑎𝑎𝑂𝑂𝑔𝑔𝑔𝑔𝑂𝑂𝐶𝐶 + 𝛽𝛽3 𝑡𝑡𝑂𝑂𝑔𝑔𝑆𝑆𝐶𝐶𝑂𝑂 + 𝛽𝛽4 𝑂𝑂𝑡𝑡ℎ𝑔𝑔𝑂𝑂𝑂𝑂𝑂𝑂𝑡𝑡𝑛𝑛  (5) 
+𝛽𝛽5 𝑙𝑙𝑂𝑂𝑔𝑔𝑙𝑙𝑆𝑆 + 𝛽𝛽5 𝑆𝑆𝑆𝑆𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑡𝑡𝑂𝑂𝑂𝑂𝑂𝑂 𝑆𝑆𝑆𝑆𝑂𝑂𝑂𝑂𝑂𝑂𝑆𝑆𝑆𝑆  
 
Table 3b: Mediation Results for Self-efficacy and Embeddedness-links on Subjective Career Success 
 

Step 1: Mediator Variable Regressed on the Independent Variable 
Variable F df Adjusted R2 β (Standard) 
Mediator: Embed-links 
  Self-efficacy 

9.15*** 5 0.13  
0.30*** 

Step 2: Dependent Variable Regressed on Independent Variable 

Dep. Var.: Sub Career Success 
 Self-efficacy 

9.30*** 5 0.13  
0.29*** 

Step 3: Dependent Variable Regressed on Mediator (Job Satisfaction) with the Independent Variable Included 
Dep. Var.: Sub Career Success 
  Embed-links 
  Self-efficacy 

15.80*** 6 0.24  
0.37*** 
0.18** 

*p<.05, ** p<.01. *** p<.001 N=303 The panels of this table denote the steps suggested by Baron and Kenny (1986). The results suggest that 
the relationship between the self-efficacy and subjective career success weakens considerably in the presence of embeddedness-links, thus, 
partial mediation occurs. 
 
Table 3c presents the results of the last hypothesized relationship.  Self-efficacy related significantly to 
the community sacrifice dimension of embeddedness (b = 0.22, p < 0.001).  Again, the researcher 
proceeded to the second step.  The second panel indicated that self-efficacy is significantly related to the 
dependent variable (objective career success) (b = 0.30, p < 0 .001).  Again, self-efficacy explained 13% 
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of the variance in subjective career success. The last step of Baron and Kenny’s (1986) procedure, 
indicated that the mediating variable (i.e., embeddedness-community) was statistically significantly 
related to the dependent variable (subjective career success) when the independent variable (self-efficacy) 
is added to the equation.  The data indicated that embeddedness-community was still a strong predictor (b 
= 0.12, p < 0.001) of subjective career success, and that the influence of self-efficacy weakened but 
remained significant (b =0.24, p < 0.001).  As above, when the standardized beta weight drops and/or 
fails to be significant, the relationship between the variables s partially mediated.  Such is the case in this 
sample.  Embeddedness-community/sacrifice partially mediated the relationship between self-efficacy 
and subjective career success. 
 
𝑆𝑆𝑆𝑆𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑡𝑡𝑂𝑂𝑂𝑂𝑂𝑂 𝐶𝐶𝐶𝐶𝐶𝐶𝑂𝑂𝑂𝑂𝐶𝐶 𝑆𝑆𝑆𝑆𝑂𝑂𝑂𝑂𝑂𝑂𝑆𝑆 = 𝛽𝛽1𝐶𝐶𝑎𝑎𝑂𝑂 + 𝛽𝛽2 𝑎𝑎𝑂𝑂𝑔𝑔𝑔𝑔𝑂𝑂𝐶𝐶 + 𝛽𝛽3𝑡𝑡𝑂𝑂𝑔𝑔𝑆𝑆𝐶𝐶𝑂𝑂 + 𝛽𝛽4  𝑂𝑂𝑡𝑡ℎ𝑔𝑔𝑂𝑂𝑂𝑂𝑂𝑂𝑡𝑡𝑛𝑛   (6) 
+𝛽𝛽5 𝑆𝑆𝐶𝐶𝑂𝑂𝐶𝐶𝑂𝑂𝑓𝑓𝑂𝑂𝑂𝑂𝑂𝑂 + 𝛽𝛽5 𝑆𝑆𝑆𝑆𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑡𝑡𝑂𝑂𝑂𝑂𝑂𝑂 𝑆𝑆𝑆𝑆𝑂𝑂𝑂𝑂𝑂𝑂𝑆𝑆𝑆𝑆  
 
Table 3c: Mediation Results for Self-efficacy and Embeddedness-sacrifice on Subjective Career Success 
 

Step 1: Mediator Variable Regressed on the Independent Variable 
Variable F df Adjusted R2 β (Standard) 
Mediator: Embed-com 
  Self-efficacy 

7.32*** 5 0.10  
0.22*** 

Step 2: Dependent Variable Regressed on Independent Variable 
Dep. Var.: Sub Career Success 
 Self-efficacy 

9.30*** 5 0.13  
0.30 *** 

Step 3: Dependent Variable Regressed on Mediator (Job Satisfaction) with the Independent Variable Included 
Dep. Var.: Sub Career Success 
  Embed-com 
  Self-efficacy 

12.47*** 6 0.20  
0.29*** 
0.24*** 

*p<.05, ** p<.01. *** p<.001 N=303 The panels of this table denote the steps suggested by Baron and Kenny (1986). The results suggest that 
the relationship between the self-efficacy and subjective career success weakens in the presence of embeddedness-sacrifice, thus, partial 
mediation occurs. 
 
Theoretical Implications 
 
This work enhances three different but not incongruent constructs: career success, embeddedness and 
self-efficacy.  Currently little research linked self-efficacy to embeddedness and how its different factors 
(i.e., fit, links and community/sacrifice) interrelate to promote both objective and subjective career 
success.  These data indicated that, indeed, self-efficacy promoted all three dimensions of embeddedness.  
Prior research on self-efficacy (e.g., Royle, 2010) noted its relationship to the self-concept.  This is the 
view that individuals have of themselves as social, physical and spiritual beings.  The self-concept 
consists of two distinct dimensions; self-esteem and self-efficacy (Brockner, 1988).  As such, showing 
embeddedness’s relationship to self-efficacy and its potential to promote career well-being uniquely and 
informatively bolsters the construct of the self-concept and its utility.  
 
This research also bolsters the state of organizational studies related to the global facet of self-efficacy.  
The data suggest that not only did self-efficacy enhance career engagement and, ultimately, success, that 
relationship is also either wholly or partially mediated by embeddedness (Kim, Jang, Jung, Puig, & Lee, 
2012; Royle, 2015).  The influence of these two variables (i.e., self-efficacy and embeddedness) on both 
objective and subjective career success suggested that, individually, they both enhanced career success.  
Specifically, however, self-efficacy alone will not predict objective career success if individuals are not 
structurally linked tightly with others.  This finding reinforces tradition models of career success (Baruch, 
2004; Greenhaus et al., 2010).  In all cases, at least partial mediation occurred in these data which 
indicates that, indeed, belief in one’s capabilities can directly bolster earnings, organizational stores of 
power and the enjoyment gleaned from work (i.e., objective and subjective success).  
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Managerial Implications 
 
These findings are relevant to employees in a variety of occupations.  These data reaffirm the potency of 
self-efficacy as a promoter of proactive work and career-related behaviors (e.g., Bandura, 1997; Weiner, 
2012; Royle, 2015) and further engage individuals in their organizations.  This research further affirms 
choice theory (Glasser, 2010) which posited that assessing employees’ abilities and providing them with 
opportunities to deploy and augment them can be more effective in enhancing employment potential than 
relying pay or promotion.  This helps further validate the utility of contemporary career perspectives (e.g., 
the Protean and boundaryless framework) because individuals usually pursue interests across functional 
boundaries, both within and between, organizations throughout their careers and, thus, promote subjective 
career success (Arthur & Rousseau, 1996, Greenhaus et al., 2010).   
 
Kim et al. (2012), noted that employees with high self-efficacy and significant tenure in a single 
organization, objectively enhanced their careers when offered occupational counseling and career camps.  
To the extent that such information and experiences relate to skill development and deployment, this 
research indicates that they are essential to objective career success.  Indeed, this contention is based on 
the fully mediated regression model described previously.  Put simply, these data suggest that those who 
believe in their abilities (with reason), are given training to enhance their skills, will achieve greater 
objective career success (i.e., better earnings, more position power and loftier levels in the hierarchy). 
 
A practical concern for educators preparing students to go into the working world as well as interviewers, 
relates to these findings and Raccanello’s (2015) work on the relationship between self-efficacy and the 
employment interview.   Her findings indicated that both generalized self‐efficacy and job market 
experience influenced emotional reactions to job interviews (Racanello, 2015).  They were linked to more 
consistent expression of positive emotions and feelings of capability while, simultaneously, suppressing 
displays of hostility or mistrust (Racanello, 2015).  Interviewers should remain aware of the relative 
inexperience of some candidates and select techniques that help bolster self-efficacy.  If the intent of the 
interview is to select and place a person who fits, who might become linked and could feel embedded in 
the organizational community, there might be some better practices in interviewing.  Specifically, use 
unstructured interviews for experienced employees familiar with the work, use situational or semi-
structured interviews for eager novices and match new entrants based on structured interviews (e.g., Rue, 
Ibrahim, & Byars, 2011).  These approaches are likely to enhance self-efficacy, increase the probability 
that new employees will fit, be linked and feel a sense of community.  If practitioners do this, it will likely 
bolster the careers of those employees.     
 
Limitations and Future Research 
 
Steelman, Hammer and Limayem (2014) noted the unrelenting pressure to publish created a glut of 
researchers who compete for limited data collection opportunities.  Obviously, however, an amenable 
student population might be available (Steelman et al., 2014).  As early as Campbell and Stanley’s (1963) 
work, researchers treated student samples with suspicion due a perceived lack of generalizability (i.e., 
“ecological validity”) and because they feared students might differ meaningfully from the population as 
a whole. This data set, admittedly, contains some student respondents.  However, the impact of student 
responses in these data was not likely strong given that there were very few and those who were included 
also worked full-time for a period of at least three years.  The probably dampens most threats to the 
ecological validity of the results.  Nevertheless, these effects cannot be entirely ruled out.  Despite 
ongoing, legitimate, concerns about generalizability Gordon, Slade and Schmitt (1986) noted that a 
preponderance of social psychology research, nearly 75% of publications, used student respondents.  For 
research purposes, Greenberg (1987) subsequently contended that in most cases student respondents did 
not meaningfully differ from the population at large.     One potentially confounding issue with this study 
relates to the level at which self-efficacy it measured.  Bandura (1977, 1997; Weiner, 2012) noted the 
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difference between collective efficacy and personal efficacy.  Personal efficacy relates to individuals’ 
calculations about the likelihood of success for their intended behaviors.  Collective efficacy connotes 
group beliefs about the potency of joint behaviors.  Britner and Pajares (2006) postulated that group 
success occurs mostly in conditions of high collective efficacy.  These data consist of measures of 
personal-self efficacy.  It is likely that individuals work in groups at times, for better or worse, and that 
might impact the degree to which they become embedded, or which of those dimensions is most affected.  
For example, if high personal self-efficacy predicts links and, thus, objective career success (as has been 
demonstrated here), would high levels of collective self-efficacy promote links in a similar fashion?  In 
other words, would collective self-efficacy be necessary to engender linkages to others the enable 
objective career success?  It is likely.  Naturally, more research on employees working collectively, rather 
than individually in insular jobs, would be necessary. 
 
Prior research indicated that that self-efficacy might not work uniformly across cultures (Heine, 
Kitayama, Lehman, Takata, Ide, Leung, & Matsumoto 2001; Hofstede, 2003).  These authors contended 
that individuals in collectivist cultures (i.e., those which prioritize group interests over those of 
individuals) might place a subordinate value on personal self-efficacy (Heine et al., 2001; Hofstede, 
2003).  For example, the study subjects from a collectivist country (i.e., Japan) who initially 
underperformed on assignments, persisted longer than those succeeded when given the same task (Heine 
et al., 2001).  Their findings indicated that underperforming employees in the United States and Canada 
spent less time attempting to catch up to their successful peers than the floundering Japanese employees 
spent pursuing to theirs (Heine et al. 2001).  This suggests that Japanese employees prioritize and adjust 
to performance decrements (as defined by supervisors) more readily.  Ostensibly, they do so in order to fit 
better in their organizations.  Given these differing cultural constraints, future research should attempt to 
further describe how self-efficacy behaves cross-culturally.  It seems clear from Heine et al., (2001) that 
personal v. collective self-efficacy works differently.  As such, it would be interesting to examine if 
personal self-efficacy or collective efficacy better predicts fit or links in organizations in collectivist 
cultures (e.g., China and Japan).  Given the propensity of collectivist cultures to value life-time 
employment and retirement security (Kato, 2001; Baruch, 2004), it would be interesting to see if those 
with higher levels of personal self-efficacy or collective self-efficacy would progress more quickly in 
their careers and whether that would necessarily be objective or subjective success.  
 
Another possible avenue for future investigation involves studying those who do not prioritize being 
embedded in organizations.  Royle and Fox (2016) noted that self-efficacy promoted informally 
answering for others in their firms and that those individuals were more career engaged.  That connotes 
building linkages as well possibly enhancing fit and feelings of community.  In these data embeddedness 
partially mediated self-efficacy’s influence on subjective career success.  However, not all respondents 
could be categorized as “lone wolves”.  These individuals demonstrate less commitment to organizations 
and focus on what they want their own careers to be, rather than what might necessary benefit their firms 
(Griffeth, Gaertner, & Sager, 1999).  It is possible that this type of employee might behave differently 
with respect to self-efficacy and embeddedness.  Prior research examined the relationships between lone-
wolves in sales jobs and task performance, citizenship behaviors, job satisfaction and turnover intentions 
(Mulki, Jaramillo, & Marshall, 2007). Their work indicated that lone wolves engaged in fewer citizenship 
behaviors which, in turn, reduced supervisor ratings of task performance.  That is likely to hinder 
objective career success, but it is not clear that it would negatively affect subjective career success.  For 
example, if lone wolves value their independence or individuality more than social belonging or potential 
income, they might believe that successive similar jobs in different organizations promotes their 
subjective definition of career success.         
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CONCLUDING COMMENTS 
 
This research used a convenience sample of 303 full time employees mostly from Florida, Georgia, South 
Carolina and Tennessee in the southeast United States.  There were 180 female respondents (59%), the 
average age was 36 and the average full-time working experience was seven years.  The sample included 
nurses, sales professionals, financial service employees and service managers.  The data contained some 
student responses but only those that came from individuals currently working with three years of full-
time experience.  Of course, there are limitations to this study’s conclusions.  For example, based on 
cultural context, measuring personal self-efficacy rather than collective self-efficacy could belie important 
differences that predict both subjective and objective career success.  Under these circumstances, self-
efficacy might differentially predict the dimensions of embeddedness (i.e., fit, links or 
sacrifice/community) and that could change the metrics of career success.  Future research should attempt 
to better describe these boundary conditions and explore potential moderators.  For example, perhaps 
career engagement (e.g., Kim et al., 2012) might moderate the relationship between self-efficacy and 
embeddedness.  If so, would that have subsequent implications for career success?   The objective of this 
research was to describe the potentially mediating effects of embeddedness on the self-efficacy and career 
success (both subjective and objective) relationship.  This study proffers some modest but important 
managerial and theoretical contributions.  These data indicated self-efficacy predicted embeddedness 
which, at least partially, enhanced higher self-reported levels of career success.   
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APPENDIX  
 
Scales, Sources, Reliabilities and Factor Analyses  
 

Variable Name Scale Author Coefficient Α  Eigenvalue of the 1st 
Factor 

Variance Explained By 1st 
Factor (and Subsequent) 

Subjective Career Success 
 
 
Objective Career Success 
 
 
Embeddedness 
 
 
Self-efficacy 
 
 

Greenhaus, Parasuraman, 
Wormley, (1990)  
 
Abele & Spurk (2009)   
 
 
Mitchell, Holtom, Sablynski, & 
Erez (2001) 
 
Schwarzer & Jerusalem (1995) 

0.90 
 
 
0.73 
 
 
0.91 
 
 
0.70 

3.63 
 
 
1.96 
 
 
5.72 (2.33) (1.74) 
 
 
2.51 

0.73 
 
 
0.65 
 
 
0.36 (0.15) (0.11) 
 
 
0.50 

The table conveys information related to this study’s variables and the original authors of the scales.  Additionally, it specifies the Cronbach’s 
alpha values for each scale in the sample. Additionally, the Eigenvalue of the first extracted factor and the amount of variance that it accounts 
for. Note- For multidimensional factors (i.e., embeddedness), all major factors (3) are extruded. All scales utilize a five-point Likert response 
format anchored by “strongly disagree” and “strongly agree”. 
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ABSTRACT 
 

The Resource-Advantage Theory of Competition states that a comparative advantage in resources leads to 
a competitive advantage in the marketplace.  This research aims to expand this theory by including the role 
of innovation, particularly environmental innovation, as a moderating variable in the relationship between 
resources and competitive advantages.  Empirical evidence of this moderating effect is obtained through 
factor and regression analyses with survey data collected from 130 small agricultural businesses located 
in Oaxaca, Mexico.  This is a traditional sector in an emerging economy.  Theoretical implications include 
the importance of environmental issues in competition as well as the applicability of this framework to the 
agricultural sector.  Practical implications for small agricultural businesses are related to the effectiveness 
of environmental innovation in the enhancement of competitiveness through both cost reduction and value 
added. 
 
JEL: M21, O00, O13, Q56 
 
KEYWORDS: Environmental Innovation, Small Agricultural Businesses, Competition, Resources 
 
INTRODUCTION 
 

ompetitive advantages are defined as conditions in which competitors cannot replicate or acquire 
benefits that the company obtains through its competitive strategies (Chang, 2011).  This study 
examines resources as antecedents of competitive advantages within the framework of the resource 

advantage theory of competition (R-A theory).  R-A theory proposes that a comparative advantage in 
resources will yield marketplace positions of competitive advantage (Hunt, 1995, 2012; Hunt & Morgan 
1996).  This theory also emphasizes innovation as endogenous to the process of firms’ competing (Hunt, 
2011a).  Innovations enable firms to deliver more value to customers than their competitors and are 
fundamental to business success (Hunt & Duhan, 2002).  Then, innovation can have an intervening effect 
on the relationship between resources and competitive advantages.  Although R-A theory refers to 
innovation in general terms, Hunt (2011b) makes important contributions to the theory from the 
environmental field, noting that positioning a company as environmentally committed produces a more 
valuable market offering to consumers.  Forsman (2013) stated that, like any innovation, environmental 
innovation creates value for customers and superiority over competition.   
 
Environmental innovation allows for a more efficient use of resources by generating benefits such as 
reduced costs for the company.  The environment can be seen as a competitive opportunity (Porter & Van 
der Linde, 1995) and environmental innovation can be a win–win solution for the conflict between 
competitiveness and environmental protection (Chang, 2011). An evolution or extension of the resource 
advantage theory towards a broader consideration of the environmental issue occurs.  In the field of 

C 
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environmental care, previous studies have not specifically analyzed the moderating role of environmental 
innovation in the relationship between resources and competitive advantages.  Therefore, this study 
proposes the relationship between resources and competitive advantages becomes stronger when small 
agricultural businesses implement environmental innovations to a greater degree. 
 
This study was developed in the Mexican context of small agricultural businesses dedicated to the 
production of greenhouse tomatoes.  This context was selected because in Mexico, and in other developing 
countries, the agricultural sector has substantial productive potential and constitutes an important economic 
engine (Instituto Nacional de Estadística y Geografía (INEGI) [National Institute of Statistics and 
Geography] 2007; Macías-Macías, 2013).  Agriculture is closely linked to the use of natural resources, and 
its operations generate significant negative impacts on the environment.  Small agricultural businesses 
operate within a market economy where the demands linked to environmental care have caused them to 
increasingly consider environmental issues in the development of their operations.  This paper contributes 
to the literature in two ways: first, by highlighting the importance of an evolution or extension of R-A 
theory towards a broader consideration of environmental issues, and; second, by providing empirical 
evidence in the context of small agricultural businesses in an emerging economy.  This is important given 
that R-A theory has had a strong theoretical development but empirical research has been scarce.  Additional 
empirical studies are necessary to confirm the fundamental structure of the theory and emphasize the 
importance of the proposed variables in different contexts.  It is particularly important to include less 
traditional contexts such as the agricultural sector, by incorporating environmental issues in its structure 
and foundations. This paper has the following structure.  The next section of the paper provides a literature 
review.  The third section presents the methodology, data collection. The fourth section analyzes the 
research findings. Fifth and final section state the conclusions, suggestions and implications 
 
LITERATURE REVIEW  
 
Competitive advantages are the key to the success of firms in the market.  A company achieves a 
competitive advantage when, through its offering(s), it creates more value for its customers relative to its 
competitors (Kaleka, 2002).  R-A theory proposes that as part of the competitive process, firms constantly 
struggle among themselves for a comparative advantage in the resources at their disposal that will yield a 
competitive advantage and, thereby, superior financial performance (Hunt, 1995, 2011b, 2012; Hunt & 
Morgan, 1996).  A comparative advantage in resources exists when a firm's resources enable it to produce 
a market offering that, relative to extant offerings by competitors, (1) is perceived by some market segments 
to have superior value and/or (2) can be produced at lower costs (Hunt & Morgan, 1995). For R-A theory, 
resources are heterogeneous and imperfectly mobile and are classified as financial, physical, legal, human, 
organizational, informational and relational (Hunt, 1995, 2011a, 2012).  The first two classifications 
constitute the tangible resources of the company, while the rest are considered intangible resources.   R-A 
theory also argues that business success depends crucially on innovations that allow firms to offer customers 
more value than their competitors (Hunt & Duhan, 2002).  Competition is seen as a disequilibrium-
provoking process in which innovation acts as a means to neutralize and/or leapfrog rival firms (Hunt, 
2011a).  In the search to improve competitiveness, firms attempt to innovate by imitating resources, finding 
an equivalent resource, or finding (or creating) a superior resource (Hunt, 2011a, 2011b; Hunt & Morgan, 
1997) to deliver more value to customers than their competitors (Hunt & Duhan, 2002).  Then, product 
innovation and process innovation have an effect on the efficiency and effectiveness of firms and therefore 
on their competitiveness (Hunt & Morgan, 1995). 
 
Although R-A theory refers to innovation, it does not specifically consider environmental issues.  Hunt 
(2011b) makes important contributions to the theory in this field, specifically with respect to sustainable 
marketing.  The author argues that many of the concepts, strategic approaches and discussions, of 
sustainable marketing are consistent with the structure and foundations of R-A theory.  R-A theory 
maintains that competitive processes do not occur throughout the industry but rather by market segments.  
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Therefore, the "green consumer" can be considered as a market segment.  In addition, although it assumes 
the primary objective of the firms is to obtain superior financial performance, achieving it may also allow 
pursuit other goals, such as those emphasized in sustainable marketing (for example, environmental care).  
Furthermore, positioning a firm as environmentally committed produces a market offering more valuable 
to consumers with respect to competitors, not only because it is intrinsically more "green," but also because 
it is produced by a "green" production process (Hunt, 2011b).  From this perspective, environmental product 
innovation and environmental process innovation play important roles in the creation of competitive 
advantages.  Therefore, it is important that R-A theory evolves towards a broader consideration of 
environmental issues and, in this case, the specific topic of environmental innovation.  In this sense, it is 
possible to consider environmental innovation, which, like the innovation proposed by R-A theory, is also 
endogenous and results from the process of competition. 
 
R-A theory has been used to explain the actions of large companies in industrialized countries.  Companies 
that can afford significant investments to acquire resources and/or adopt environmental innovations can 
obtain competitive advantages and remain in the market.  In contrast to large companies, small businesses 
in emerging markets tend to operate in conditions of scarce resources (Sánchez-Medina, Díaz-Pichardo, 
Bautista-Cruz, & Toledo-López, 2015; Viswanathan, Sridharan, & Ritchie, 2010).  Despite their limited 
resources, particularly physical and financial resources, small agricultural businesses in developing 
economies have been able to create competitive advantages that allow them to survive and grow in the 
market.  Small agricultural businesses make use of their resources to create offerings of superior value.  For 
example, some small agricultural businesses have ventured into export processes where it must produce 
offerings at lower costs and/or offer differentiated products such as organic products.  Small agricultural 
businesses also often have changes in their products and processes adopting environmental innovations to 
improve their competitiveness. 
 
Resources and Competitive Advantages 
 
R-A theory defines resources as the tangible and intangible entities available to the firm that enable it to 
produce efficiently and/or effectively provide a market offering that has value for some market segment(s) 
(Hunt, 1995; Hunt & Morgan, 1995).  R-A theory postulates that comparative advantages in resources will 
yield a marketplace position of competitive advantage (Hunt, 1995, 2011a; Hunt & Morgan, 1996). 
Previous literature establishes a direct and positive relationship between resources and competitive 
advantages of a firm.  For example, Omerzel and Gulev (2011) found that knowledge is a source of 
competitive advantage since it is an intangible resource that adds value to the company and cannot be easily 
imitated.  Kaleka (2002) showed that tangible and intangible resources are strategic.  However, the author 
noted that possession of intangible resources was more important when it came to obtaining competitive 
advantages.  Another study identified the importance of developing superior resources based on the 
company's relationship with the natural environment as a source of competitive advantage in costs 
(Christmann, 2000). 
  
In small agricultural businesses, available resources can be a source of competitive advantages.  Small 
agricultural businesses that have more tangible and intangible resources are more likely to generate offers 
of higher value and lower costs than their competitors.  Increasing levels of resources are associated with 
increasing levels of competitive advantages (see Figure 1).  Therefore, based on these arguments, we posit 
the following hypothesis: 

 
Hypothesis 1 (H1): Resources have a positive and significant impact on the competitive advantages 
of small agricultural businesses in emerging economies. 
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Moderating Role of Environmental Innovation 
 
R-A theory considers that competition causes firms to be involved in a constant learning process to achieve 
leadership in market segments. A clear manifestation of this learning process are innovations (Hunt 2012).  
R-A theory views innovation as endogenous to the competition process of firms and is an important factor 
for its growth (Hunt 2011b).  As with innovation, environmental innovation is also an outcome of the 
process of competition. Environmental innovation refers to new and improved processes, equipment, 
products, technology, and management systems for preventing or reducing damage to the environment 
(Forsman, 2013; Kemp, Arundel, & Smith, 2001; Liao, 2016).  Previous empirical studies show that 
environmental innovations are studied from two dimensions: environmental product innovation and 
environmental processes (Chiou, Chan, Lettice, & Chung, 2011; Liao, 2016; Van den Berg, Labuschagne, 
& Van den Berg, 2013).  
 
Environmental innovation influences competitive advantages of low costs by improving the reasonable use 
of raw materials, the reduction of waste and reduction in fines or severe punishments (Liao, 2016).  
Environmental innovation also helps generate value-added products and improve the company’s image 
(Chiou et al., 2011; Liao, 2016).  In this sense, Porter and Van der Linde (1995) stated that environmental 
innovation could increase the productivity of resources even more and make companies more competitive.  
However, previous studies have not specifically analyzed the moderating role of environmental innovation 
in the relationship between resources and competitive advantages in small agricultural businesses.  
 
Small agricultural businesses generate significant negative environmental impacts (e.g., due to the use of 
agrochemicals); however, studies on environmental innovation are scarce.  Due to the demands of 
institutional and market environments and motivated by the need to remain and grow in the market, small 
agricultural businesses are beginning to implement environmental innovations that involve the adoption of 
greener farming techniques.   Environmental innovations affect the reduction of costs (due to the high costs 
of chemical products) and the obtainment of differentiated products (such as organic products), which lead 
to better opportunities to compete in the market. We propose that when the level of adopted environmental 
innovation is high, the relationship between resources and competitive advantages is stronger. When 
environmental innovation is low, this relationship is weaker (see Figure 1).  Therefore, we posit the 
following hypothesis: 
 

Hypothesis 2 (H2): Environmental innovation moderates the relationship between resources and 
the competitive advantages of small agricultural businesses in emerging economies. 

 
Figure 1 shows the model of resources, environmental innovation and competitive advantages in small 
agricultural businesses.  The proposed model contends that resources influence competitive advantages.  
However, the magnitude of competitive advantages is moderated by the degree to which small agricultural 
businesses implement environmental innovations.  Size, age and technological level of the greenhouse are 
included as control variables.   
 
DATA AND METHODOLOGY 
 
Survey Instrument 
 
The survey instrument is composed of several Likert-type scales used to measure variables included in the 
model.  It was developed over a three-step revision process.  In the first step, based on existing scales, a 
semi-structured questionnaire was designed and applied in 10 small agricultural businesses to identify the 
resources, environmental innovations and competitive advantages.  The results served to obtain feedback 
based on experience and sector knowledge to improve the clarity of the items, to use the appropriate 
terminology and avoid the omission of items used to measure the variables.  In the second step, a structured 



INTERNATIONAL JOURNAL OF MANAGEMENT AND MARKETING RESEARCH ♦VOLUME 12 ♦NUMBER 1♦2019 
 

27 
 

questionnaire, was applied to 30 owners and managers of small agricultural businesses to test validity and 
reliability.  In the third and final step, the final survey instrument was designed upon the results of the 
previous step.  The questionnaire asked about the availability of resources, the environmental innovations 
implemented and the competitive advantages achieved by small agricultural business.  
 
Figure 1: Hypothetical Model 
 
 
 
 
 
 
 
 
 
 
 
 
 
The proposed model analyzes the direct relationship between resources and competitive advantages of small agricultural businesses and the 
moderating role of environmental innovation.  It is predicted that a higher level of environmental innovation will reinforce the positive relationship 
between resources and the competitive advantages of these businesses.  Size, age and the technological level of the greenhouse are included as 
control variables.   
 
Sample 
 
Data come from a collection effort conducted between June and December of 2016.  The survey instrument 
was applied, face to face, in Spanish, to owners and/or managers of small agricultural businesses with at 
least one year of experience in the production and commercialization of greenhouse tomatoes in the Valles 
Centrales and Mixteca regions of the State of Oaxaca, México.  Only owners and/or managers were 
surveyed to ensure greater information accuracy.  The sampling method was non-probabilistic due to the 
lack of a formal database that indicates the number and location of existing small agricultural businesses.  
To reduce the implicit bias of this type of sampling, specific routes were established in the two regions so 
that small businesses would have a similar probability of being included in the sample.  When a small 
agricultural business was located on the route, the owner and/or manager was identified.   
 
The objective of the research was explained to the owner and/or manager who were then invited to 
participate by responding to the questionnaire.  The questionnaires were applied to those who agreed to be 
surveyed due to some distrust that owners and/or managers had about the information use.  During the 
routes, 136 small agricultural businesses were located.  However, data from six small agricultural 
businesses could not be obtained because the owners and/or managers were not present in the business.  
Therefore, the sample consisted of 130 small agricultural businesses (96%).  There were 123 male 
respondents (95%).  In terms of literacy, 95 respondents only attended primary school (73%).  The age 
(years of operation) of the 130 surveyed small businesses ranges from 1 to 11 years.  The average age of 
these businesses was 6.3 years, with a standard deviation of 1.5 years.  The size of the small agricultural 
business varies between 400 m2 and 6 hectares, with an average size of 6003 m2 and a standard deviation 
of 1794 m2.   
 
Measures 
 
Resources.  A second-order factor was defined as the degree to which the small agricultural business has 
tangible and intangible assets for the development of environmental care actions and for the generation of 

Resources Competitive  
Advantage 

Environmental   
Innovation 

Control Variables 
 

Size 
Age 

Technological Level 

H2 

H1 
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greater ecological value of its products.  These advantages enable the firm to efficiently and/or effectively 
produce a market offering that has value for some market segment(s) (Hunt, 2011a).  Tangible and 
intangible resources were the two dimensions taken from previous studies (Hunt & Morgan, 1995; Li, 2014; 
Richey, Musgrove, Gillison, & Gabler, 2014).  Respondents were asked about their available resources.  
The items were scaled on a five-point Likert-type scale from one (nothing) to five (substantial).  Table 1 
provides the items used to measure this variable. 
 
Competitive advantage:  A second-order factor was defined as the degree of superiority achieved by the 
small agricultural business over its competitors by offering lower prices for equivalent benefits and/or 
offering unique benefits that justify a higher price (López-Gamero, Molina-Azorín, & Claver-Cortés, 2009).  
The variable was measured based on scales and dimensions of low cost and differentiation competitive 
advantages that were used in previous studies (Chiou et al., 2011; Liao, 2016; López-Gamero et al., 2009; 
López-Gamero, Molina-Azorín, & Claver-Cortés, 2010; Murray, Gao, & Kotabe, 2011) and adapted to the 
context of this research.  Respondents were asked about the degree to which their business obtains benefits 
related to low costs and/or differentiated products compared to their competitors.  The items were scaled 
on a five-point Likert-type scale from one (much lower) to five (much higher).  Table 2 provides the items 
used to measure this variable. 
 
Environmental innovation:  A second-order factor was defined as the degree to which the small agricultural 
business has adopted new ideas in order to preserve the environment (Sánchez-Medina et al., 2015).  The 
variable was measured based on scales and dimensions of environmental product innovation and 
environmental process innovation that were used in previous studies (Chang, 2011; Chen, 2008; Chiou et 
al., 2011; Liao 2016; Van den Berg et al., 2013) and adapted to the context of this research.  Respondents 
were asked about the degree to which small agricultural businesses have made changes in terms of products 
and processes to care for the environment.  The items were scaled on a five-point Likert scale from one 
(strongly disagree) to five (strongly agree).   Table 3 provides the items used to measure this variable. 
 
Control variables:  Three control variables were included: size, age and the technological level of the 
greenhouse.  To measure the agricultural business size, the area in square meters of the greenhouse used 
for production was considered.  To measure the age, the number of years of operational experience was 
used.  To measure the technological level, a scale of 1 to 5 was used considering the five technological 
levels proposed by Rijk (2008), who evaluated the typology, equipment, and technology of greenhouses.  
 
For each variable in the model, the content validity and discriminant validity were tested.  Discriminant 
validity was assessed by checking that (at a confidence interval of 95%) the correlation between each pair 
of items did not contain the value 1. In the confirmatory factor analysis, we observed that each item was 
loaded on one and only one of the factors.  A Kaiser–Meyer–Olkin (KMO) sampling adequacy test that 
detects cross-loadings between items of different factors was included.  The KMO test can demonstrate the 
discriminant validity between different constructs.  To test the reliability of the instrument, a confirmatory 
factor analysis was performed, and Cronbach’s Alpha was calculated.  According to Nunnally (1967), 
constructs Cronbach's alpha values above 0.6 indicate high reliablility (see Tables 1, 2 and 3).  The second-
order structures of the three factors were confirmed. 
 
Table 1 shows the results of the factor analysis of resources.  The first column reports the items that 
measured the variable.  The results in bold in Columns 2 and 3 show the factor loadings greater than 0.5 
for each dimension.  The table also shows the percentage of variance explained for each dimension.  The 
Cronbach’s alpha values suggest that the constructs are highly reliable and the KMO test demonstrates the 
discriminant validity between the constructs. 
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Table 1: Factor Analysis of Resources 
 

To What Extent Did Your Small Agricultural Business Have: 1 2 Communality 
1. Tangible Resources    
Complete and quality protection equipment 0.709 0.256 0.568 
Sufficient water for operations 0.747 0.371 0.696 
Quality farm land 0.670 0.328 0.557 
Quality agricultural inputs 0.757 -0.110 0.585 
Financing of private banks 0.713 0.389 0.660 
Government subsidies 0.767 0.330 0.697 
2. Intangible Resources       
Regular education of employees in aspects of environmental management 0.270 0.836 0.771 
Qualified technical staff 0.223 0.792 0.677 
Information about less polluting production techniques 0.248 0.853 0.789 
Information about the damages that pesticides cause to health and the 
environment 

0.337 0.787 0.733 

Information about the correct disposal of waste 0.378 0.825 0.824 
Information about the production techniques and products of the competition 0.058 0.777 0.607 
Percentage of variance 30.203 37.824   
Cronbach’s alpha  0.859 0.921   
KMO coefficient 0.858   

Rotation method: Varimax with Kaiser Normalization.  The rotation has converged on three iterations.  Extraction method: principal component 
analysis.  This table contains information about the items used to measure the variable (first column).  Coefficients in bold show the factor loadings 
greater than 0.5 for each dimension.  In addition, Cronbach's alpha coefficient is reported, which in both cases is greater than 0.6, indicating that 
the constructs are considered highly reliable.  KMO test demonstrate the discriminant validity between the constructs.  The scale anchors for the 
items were 1, nothing, and 5, substantial. 
 
Table 2 shows results of the factor analysis of competitive advantages.  The first column reports items that 
measured the variable.  The results in bold in Columns 2 and 3 show the factor loadings greater than 0.5 
for each dimension.  The table also shows the percentage of variance explained for each dimension.  The 
values of Cronbach’s alpha suggest that the constructs are highly reliable and KMO test demonstrate the 
discriminant validity between the constructs. 
 
Table 2: Factor Analysis of Competitive Advantages 
 

In Comparison with Its Main Competitor: 1 2 Communality 
1. Competitive Advantage of Low Cost       
Costs of agricultural inputs 0.732 0.280 0.615 
Costs of production per unit (kg) 0.832 0.193 0.729 
Savings in recycling and reuse actions 0.779 0.059 0.610 
Sales price to customers 0.797 0.343 0.753 
Margin of the distribution channel 0.678 0.344 0.577 
2. Competitive Advantage of Differentiation       
Product image 0.256 0.927 0.925 
Knowledge of the product in the market 0.256 0.937 0.943 
Loyalty of current clients and/or the attraction of new ones 0.248 0.944 0.953 
Percentage of variance 39.024 37.285   
Cronbach’s alpha  0.857 0.970   
KMO coefficient 0.868   

Rotation method: Varimax with Kaiser Normalization.  The rotation has converged on three iterations.  Extraction method: principal component 
analysis.  This table contains information about the items used to measure the variable (first column).  Coefficients in bold show the factor loadings 
greater than 0.5 for each dimension.  In addition, Cronbach's alpha coefficient is reported, which in both cases is greater than 0.6, indicating that 
the constructs are considered highly reliable.  KMO test demonstrate the discriminant validity between the constructs.  The scale anchors for the 
items were 1, much lower, and 5, much higher. 
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Table 3 shows the results of the factor analysis of environmental innovation.  The first column reports the 
items that measured the variable.  The results in bold in Columns 2 and 3 show the factor loadings greater 
than 0.5 for each dimension.  The table also show the percentage of variance explained for each dimension.  
The values of Cronbach’s alpha suggest that the constructs are highly reliable and KMO test demonstrate 
the discriminant validity between the constructs. 
 
Table 3: Factor Analysis of Environmental Innovation 
 

The Small Agricultural Business Takes the Following Actions 1 2 Communality 
1. Environmental Product Innovation        
Chooses materials that produce the least amount of contamination or toxicity for the 
planning and production of the product 

0.804 0.390 0.798 

Chooses the least amount of materials that produce the least amount of contamination for 
the planning and production of the product 

0.852 0.258 0.793 

Analyzes if the product is easy to reuse and decompose for the planning and production 
of the product 

0.764 0.372 0.723 

Improves and designs environmentally friendly packaging 0.833 0.342 0.811 
2. Environmental Process Innovation     0.761 
The production process effectively reduces the emissions of hazardous substances and 
wastes 

0.397 0.777 0.799 

The production process reduces the consumption of water, electricity, gasoline, etc. 0.366 0.815 0.804 
The production process reduces the use of raw materials 0.246 0.862 0.681 
Recycles, reuses and remanufactures the materials used in the production process 0.385 0.730 0.716 
Uses cleaner technologies to save and prevent pollution 0.301 0.791 0.431 
Percentage of variance 40.496 36.027   
Cronbach’s alpha  0.905 0.913   
KMO coefficient 0.886   

Rotation method: Varimax with Kaiser Normalization.  The rotation has converged on three iterations.  Extraction method: principal component 
analysis.  Rotation method: Varimax with Kaiser Normalization.  The rotation has converged on three iterations.  Extraction method: principal 
component analysis.  This table contains information about the items used to measure the variable (first column).  Coefficients in bold show the 
factor loadings greater than 0.5 for each dimension.  In addition, Cronbach's alpha coefficient is reported, which in both cases is greater than 0.6, 
indicating that the constructs are considered highly reliable.  KMO test demonstrate the discriminant validity between the constructs.  The scale 
anchors for the items were 1 strongly disagree, and 5, strongly agree. 
 
RESULTS 
 
Table 4 provides the mean, the standard deviations and the partial correlations (controlling for size, age and 
technological level) between the dimensions of the study variables.  The results indicate that dimensions of 
resources are positively correlated with dimensions of competitive advantages of small agricultural 
businesses.  The largest correlation between resources and competitive advantage in this sample is between 
tangible resources and competitive advantage of low costs (r=0.807, p<0.01).  
 
Table 4: Partial Correlations 
 

Variable M SD 1 2 3 4 5 6 
1. Tangible resources 2.535 0.963 ---      
2. Intangibles resources 3.033 0.922  0.458**  ---     
3. Competitive advantage of low costs 2.852 0.869  0.807**  0.604** ---    
4. Competitive advantage of differentiation 2.546 1.515  0.749**  0.373** 0.386** ---   
5. Environmental product innovation 2.956 0.860  0.711**  0.660** 0.733** 0.532** ---  
6. Environmental process innovation 3.057 0.974 0.466**  0.937** 0.578** 0.377** 0.638** --- 

Control variables: size, age and technological level.  ** Correlation is significant at levels equal to or less than 0.01.  N= 130. 
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A regression model (Model 1) was developed to explore and quantify the relationship between resources 
and competitive advantages and test hypothesis 1.  To test Hypothesis 2, hierarchical regression analysis 
was used.  For each analysis, the variables were introduced in three different models.  The first model 
examined the control variables (Model 2), the second included the independent variable and the moderator 
variable (Model 3) and the third examined the interaction terms (Model 4).  Variance-inflation factor (VIF) 
values are below the usual cut-off value of 10 (O´brien, 2007), thus indicating limited effects of 
multicollinearity. The following regression equation was used to estimate the direct effect of resources on 
competitive advantages (Hypothesis 1): 
 
Competitive advantages = β1(Size) + β2(Age) + β3(Technological level) + β4(Resources) 
 
The following hierarchical moderated regression equation was used to estimate competitive advantages 
(Hypothesis 2): 
 
Competitive advantages = β1(Size) + β2(Age) + β3(Technological level) + β4(Environmental innovation) + 
β5(Resources) + β6(Environmental innovation x Resources) 
 
Table 5 describes the simple regressions results.  Model 1 show that resources are positively and 
significantly associated with competitive advantages (b = 0.820, p <0.01).  Resources represent 0.844 of 
the total variance in the model.  This result indicates that resources are a crucial factor in obtaining 
competitive advantages in small agricultural businesses. Therefore, Hypothesis 1 is supported. 
 
Table 5: Result of the Direct Effects on Competitive Advantage and Moderating Analysis 
 

 VIF Direct Effect Moderating Effect 
  Model 1 Model 2 Model 3 Model 4 
Size  2.502 0.225** 0.470 ** 0.205** 0.202** 
Age  2.407 -0.069 0.145 -0.053 -0.064 
Technological level  1.563 -0.003 0.071 -0.026 -0.039 
Resources  7.869 0.820**   1.162** 0.836** 
Environmental innovation  6.963   -0.358** -0.673** 
Resources x Environmental innovation       0.645* 
t value  18.842       
R2  0.844 0.399 0.862 0.868 
ΔR2 (Change in R2)     0.463** 0.006* 
F  168.537 27.921 154.846 134.670 

N = 130.  Significance levels are as follow: * p<0.05, and ** p<0.01 (two-tailed test).  The standardized coefficients are reported.  All results 
include size, age and technological level as control variables.  The second column reports the VIF values that indicate limited effects of 
multicollinearity.  To test hypothesis 1 (model 1) the following regression equation was used: Competitive advantages = β1(Size) + β2(Age) + 
β3(Technological level) + β4(Resources).  To test hypothesis 2 (model 2 to 4) the following hierarchical moderated regression equation was used: 
Competitive advantages = β1(Size) + β2(Age) + β3(Technological level) + β4(Environmental innovation) + β5(Resources) + β6(Environmental 
innovation x Resources). 
 
Table 5 also describes the stepwise regression results (Model 2 to 4).  The results indicated the resources x 
environmental innovation interaction term predicted competitive advantage (b = 0.45, p<.05; ΔR2=0.006).  
Resources x environmental innovation represent 0.868 of the total variance in Model 4.  The moderation 
hypothesis (Hypothesis 2) was also supported. The results suggest that environmental innovation moderates 
the relationship between resources and competitive advantages. Resources exert a greater effect on 
competitive advantages when environmental innovation is high.  When environmental innovation is weak, 
competitive advantages are non-significantly improved, although there is an increase in resources.  Results 
show that effects of resources on competitive advantages can be different depending on the level of 
environmental innovation.  
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Table 6 summarizes the results of the direct effect and the moderating regression analysis by the dimensions 
of the variables studied.  The third column shows that resources are more positively and significantly 
associated with competitive advantages of low cost (b = 0.897, p <0.01).  The results of the last column 
indicated that, individually, interaction terms (resources x environmental product innovation and resources 
x environmental process innovation) did not significantly predict the competitive advantage. 
 
Table 6: Results of the Direct Effect and Moderating Regression Analysis by Variable Dimensions 
 

 Direct Effect Moderating Effect 
 Competitive 

Advantage 
Competitive 
Advantage of 
Low Cost 

Competitive 
Advantage of 
Differentiation 

Independent / 
Moderator 
Variable 

Interaction  
Term 

Resources 0.820** 0.897** 0.629**     
Tangible resources 0.858** 0.859** 0.704**     
Intangible resources 0.490** 0.611** 0.333**     
      
Resources       0.741** 0.536** 
Environmental product innovation       0.090 -0.083 
Resources x Environmental product innovation          0.368 
R2       0.846 0.848 
ΔR2 (Change in R2)       0.447** 0.002 
      
Resources       1.221** 1.040** 
Environmental process innovation       -0.452** -0.609** 
Resources x Environmental process innovation          0.337 
R2       0.894 0.896 
ΔR2       0.495** 0.002 

N = 130.  Significance level ** p<0.01 (two-tailed test).  The standardized coefficients are reported.  All results include size, age and technological 
level as control variables.  To test the moderating effect of the environmental innovation dimensions two hierarchical moderated regression 
equations were used.  1) Competitive advantages = β1(Size) + β2(Age) + β3(Technological level) + β4(Environmental product innovation) + 
β5(Resources) + β6(Environmental product innovation x Resources).  2) Competitive advantages = β1(Size) + β2(Age) + β3(Technological level) + 
β4(Environmental process innovation) + β5(Resources) + β6(Environmental process innovation x Resources). 
 
DISCUSSION AND CONCLUSIONS 
 
The aim of this research was to study the impact of resources on competitive advantages of small 
agricultural businesses and the moderating role of environmental innovation in the relationship.  The 
research was based on the core arguments from R-A theory.  In the literature, R-A theory insufficiently 
considers environmental issues.  Therefore, this paper proposed the need for an extension or evolution of 
the theory towards the consideration of environmental issues.  Environmental innovation was considered 
as a moderator of the relationship between resources and competitive advantages. 
 
The study results demonstrate the structure of factors of R-A theory in the context of the research by finding 
that a comparative advantage in resources yields a marketplace position of competitive advantage, 
according to Hunt and Morgan (1995, 1996).  This implies that, as in conventional companies, small 
agricultural businesses having more tangible and intangible resources have greater competitive advantages 
in the market.  This result is consistent with previous results (Kaleka, 2002; Omerzel & Gulev, 2011). 
However, contrary to these earlier studies, this research found that although both types of resources have 
significant influences, tangible resources are more impactful on the competitive advantages of small 
agricultural businesses.  This context is characterized by limited access to tangible resources (physical and 
financial). So, small agricultural businesses that have more infrastructure, equipment and financing are 
more productive and can generate offers of higher value and  lower costs than their competitors.  Resources 
were found to have a greater influence on competitive advantages of low costs.  This result indicates that 
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although resources influence both types of competitive advantages, given the nature of agricultural 
products, they have a greater influence on reducing costs than on obtaining differentiated products. 
 
Although the R-A theory has had a strong theoretical development, the incorporation of environmental 
issues in its foundations is barely noticeable.  This research offers empirical evidence supporting the 
approach of Hunt (2011b), who argued that many concepts, strategic approaches and discussions of the 
field of environmental management, such as sustainable marketing, are consistent with the structure and 
the fundamentals of R-A theory.  R-A theory refers to innovation as a key factor in the competitive 
processes of firms (Hunt, 2011a; Hunt & Duhan, 2002).   
 
The results provide evidence suggesting that environmental innovation moderates the relationship between 
resources and competitive advantages.  The supported argument states that, like any innovation, 
environmental innovation also creates value for customers and superiority over competitors (Forsman, 
2013). Both types of innovation are an outcome of the process of competition and also an outcome of the 
process of competition.  Further, considered as a general theory of competence, R-A theory encompasses 
diverse knowledge where environmental issues have a place.  This suggests that environmental innovation 
can further increase the productivity of resources and make companies more competitive, as stated by Porter 
and Van der Linde (1995).  The results imply the relationship between resources and competitive 
advantages is enhanced when the implementation of environmental innovations is high.   
 
Small agricultural businesses must strive to obtain greater and better resources and competitive advantages, 
but they must also implement environmental innovations to be more competitive in the market.  The 
findings here reveal the applicability of R-A theory in less traditional contexts such as the case of the 
agricultural sector of a developing economy.  The agricultural sector differs in structure and functionality 
from conventional companies in developed economies.  
 
This study has a number of limitations, which also represent fertile directions for future research.  First, the 
sample was not random due to the lack of a formal database indicating the specific location of the 
greenhouses.  By having access to this information, future research could use it to determine a random 
sample.  Second, because the surveys were specifically applied in the context of small agricultural 
businesses producing greenhouse tomatoes, the generalization of the results may be limited.  Therefore, to 
increase the generalization of results, it may be useful to conduct a comparative study between two or more 
different contexts.  Third, perceptual measures were used to quantify the variables.  Future studies could 
use complementary objective measures.  Finally, the study uses cross-sectional data.  Future studies can 
use multiple cross-sectional analyzes in different time frames to improve the generalizability of the results. 
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INFLUENCE OF POLITICAL ENVIRONMENT ON 

FIRMS’ CORPORATE PERFORMANCE: EVIDENCE 
FROM SELECTED MANUFACTURING FIRMS IN OYO 

STATE, NIGERIA 
 Idowu Emmanuel Olubodun, Obafemi Awolowo University, Ile-Ife, Osun State, Nigeria 

       
ABSTRACT 

 
The array of incidences of corporate failure and poor performance witnessed in the economy recently 
cannot be unconnected to the activities in the political environment surrounding business operations. Thus, 
the study focuses on the influence of the political environment on firms’ corporate performance with 
evidence from selected firms in the manufacturing sector of the Nigerian economy. The study used research 
survey using questionnaire to elicit data from the middle and top managers about their perception of the 
effect of political environment measured by government regulations, legislation, policy and security on 
corporate performance using multiple regression techniques. The individual effect of each of the proxy for 
the independent variable on the dependent variable was mixed. The study reveals that political environment 
has a significant effect at p < 0.05 on corporate performance for the two objectives and hypotheses raised. 
The study concludes that government policy inconsistency should be minimised to aid its predictability and 
regulatory agencies enforcing compliance on regulations of business operations should be collapsed into 
an integrated body to reduce administrative burdens on firms. The study recommends more investment in 
security infrastructure to engender the safety of lives and property as a means to enhance business survival. 
Further studies are suggested to cover other sectors of the economy. 
 
JEL: M100, M190 
 
KEYWORDS: Political Environment, Corporate Performance, Manufacturing Sector 
 
INTRODUCTION 
 

olitical environment uniformly affects and is affecting business because business usually is perceived 
as seeking its unchanging interest of protecting and creating value for itself (Oliver & Holzinge, 
2008). However, Aplin and Hegarty (1980) established that critical challenges confronting 

businesses had their origin in external forces and constraints which result from changes in the external 
environment. Most often organizations consider the market environments such that comprise factors like 
interest rate, foreign exchange rate and so on to be of more importance to their operations than the non-
market environments which capture the political environment (Boddewyn, 2003). Moreover, the activities 
in the political environment of any nation matter so much as to determine whether businesses survive or 
not. The government participates in the nation’s economy via the political environment either through 
legislation, regulations, policies and other more; and these government activities could enhance the 
performance of businesses where management of organizations’ pay attention to them. In any way 
whatsoever, organizations should design strategies to cope, adapt or influence this environment in order to 
experience continuous business operations. The political environment is crucial in any economy yet 
excessive and extensive government interventions can be detrimental to businesses’ growth and prosperity 
thereby making their contributions to overall national economy deterred and difficult (Spencer & Gomez, 
2003). For instance, excessive business regulations and government interventions often limit organizations’ 

P 
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strategic options and success except where enterprises are state-owned. Larger firms’ inability to comply 
with demands of the political environment quickly become an obstacle to their success as the government 
often treat them as public examples because of their visibility, the example of the telecommunication 
industry in Nigeria. 
 
Again, government interventions, political instability and corruption in the political environment of most 
developing economies always result in issues such as additional cost burden to organizations and weaken 
firms’ capacity to enjoy improved performance. Often, firms may experience underutilization of their 
resources, which might escalate unemployment conditions due to poor political environment management 
of nation’s economy. Its resultant effects in most cases are unpleasant activities like kidnappings, armed 
robbery, terrorism, youth restlessness, street crimes, and organized crime resulting to vandalization of 
national infrastructural facilities and disruptions of firms’ operational activities. Insecurity is now a concern 
to businesses because firms desire the safety of personnel and facilities for guaranteed business operations 
and returns to shareholders. The alignment this takes is that organizations should endeavor to get themselves 
involved through their strategic decisions as a means to reduce potential adverse effects on performance. 
The aggregated effect of these issues form bureaucratic hurdles and constitute cost to organizations. This 
cost adds to the overall price charged on goods and services offered to customers. However, organizations 
may have to take some actions to ameliorate the effect on their operations as a means to improve 
performance.  
 
The typical political environmental strategy firms’ management often uses include cost accumulation, 
which does not have any enduring market impact except build relationship in managing the political actions 
of government about business activities of organizations. These political strategies include lobbying, 
advocacy advertising, constituency building, financial contributions/inducement, and coalition formation, 
which firms undertake to manage their political environment (Hillman & Hitt, 1999; Hillman, Keim, & 
Schuler, 2004 and Bonardi, Hillman, & Keim, 2005). The effort in this study, however, is geared towards 
investigating the influence of the political environment on corporate performance of organizations in the 
manufacturing sector. The political environment contributes to the success of businesses when managed 
effectively. However, no political environment can claim absolute predictability, especially in developing 
nations. Organizations engage in political activities either directly or otherwise to stay in business. 
Excessive regulations, government intervention in terms of diverse legislation, policies inconsistency and 
security insensitivity often raise the concern of organizations irrespective of size. The array of these issues 
taken together is what characterizes the political environment of most nations in the developing economies, 
including Nigeria. Levy and Spiller (1994) observe the importance of consistent government policies in the 
energy industry as a significant determinant of the success of organizations. This circumstance aids strategic 
decision of organizations that are in the sector because of no need to base any intending business decisions 
on speculation, which is usually attributable to the inconsistent policy environment. The situation explains 
the level of predictability in such an environment. Again, customer purchasing power suffers in an 
environment dominated by excessive regulations because all costs (e.g. bureaucratic hurdles to demonstrate 
compliance to regulations and policies) incur are passed to final users of products or services of 
organizations (Spencer & Gomez, 2003; Cheng & Wang, 2012).  
 
Stakeholders’ involvement in policy making can smoothen operations for industries depending on how 
critical the industry is to the economy and the level of interactions of players in such industry with 
policymakers. The importance of the manufacturing sectors to the economy counts significantly in this 
regard because of its role in terms of employment generation and gross domestic product (GDP) 
contributions to the overall economy. Recently in Nigeria, non-availability of foreign exchange (FX) to 
purchase raw materials that are not locally available for manufacturing sector compelled the Manufacturer 
Association of Nigeria (MAN) to demand unique FX window as a means to cushion effects of its scarcity 
and for them to continue in business. The circumstantial action display around it is reactive, but it expresses 
a cumulative effect of continued dependency of the nation on mono-product revenue source. Both the 
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government and the industry pay for this situation in economic recession with declining manufacturing 
sector capacity utilization. Organizations may either seek to relate to the government through compliances 
to its political actions only to protect or maintain future or current organizational assets (Oliver & Holzinger, 
2008). However, the level of complexity and rate of changes in the political environment make it 
worthwhile for organizations to develop dynamic capabilities for influencing the environment by their 
strategic actions. Oliver and Holzinger (2008) identify four firm-level strategies which are reactive, 
defensive, proactive and anticipatory strategies for influencing the political environment. These all point to 
the fact that organizations that practice any of these strategies understand the political environmental 
situations. Hence, organizations should consider seeing the need to imbibe ahead of the game action as a 
path to follow. The need to investigate the influence of the political environment on corporate performance 
is necessary to deepen understanding of managers of the level of effects possible in order to craft improved 
policy and strategy for both government and organizations. The study considers survey responses from 
senior officials of the selected firms to know their managerial perceptions of the influence of the political 
environment on their corporate performance in Nigeria. The foregone has the potential of rubbing off on 
the competitive advantage of organizations (Porter, 1980). 
 
The current study focuses on the overall influence that political environment has on corporate performance, 
which provides insight and help managers anticipate the required strategy needed in political environmental 
circumstances ahead of their occurrence. The study provides ground for business owners and investors to 
navigate political conditions prevalent in the nation’s economy to aid business planning and actions. The 
result also exposes managers to the behavior of forces in the political environment and guides them to make 
provision for cushioning measures to salvage adverse effects. 
 
In this study, the following research questions were raised: what is the effect of political environment factors 
on the sales growth of manufacturing firms? And what influence does political environment has on 
manufacturing firms’ business survival? The general objective of the study is to investigate the effect of the 
political environment on firms’ corporate performance of selected manufacturing firms in Oyo State, 
Nigeria. However, the specific objectives of the study are to:  (i) determine the effect of political, 
environmental factors on sales growth of manufacturing firms; and (ii) examine the influence of the political 
environment on manufacturing firms’ business survival. However, the following hypotheses were tested: 
(i) political environment does not have a significant positive effect on sales growth of manufacturing firms; 
(ii) Political environment does not have a significant positive influence on manufacturing firms’ business 
survival. 
  
LITERATURE REVIEW 
 
The political environment is critical for organizations and businesses, whether for the profit-making or not-
for-profit making establishments. In this environment, organizations often push for common interest, 
mainly where an industrial potential is in threat or solicit collectively for an incentive to strengthen and 
enhance overall capacity utilization of the industry. Individual firm’s pursuit usually is costly and 
expensive, yet firms venture into it to gain a competitive advantage over rivals to avoid free riding. Political 
environment’s instability might decrease investment and the economic development speed of any nation, 
particularly where there is uncertainty (Alberto, Sule, Nouriel, & Phillip, 1996). Organizations effort to 
ensure systematic political risk management can improve corporate performance. However, Richard, 
Devinney, George and Johnson (2009) refer to the political environment as the totality of all factors and 
issues resulting from the political actions of the government, which are capable of changing the expected 
outcome and value of a given economic entity by altering the probability of achieving business objectives. 
Besides, inactions of government in some instances can make organizations to initiate strategies as means 
of addressing the possible effects of government inactions or else their operations or existence might be 
threatened hence the need to investigate the effects through this research work.  
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Oliver and Holzinger (2008) explain political compliance strategies as firm-level actions undertaken to 
conform with political requirements and expectations for purposes of value creation and maintenance by 
anticipating or adapting to public policy. In this regard, government actions that come in the forms of 
policies, regulations, legislation and the creation of secured atmosphere (which is the general outlook of 
the political environment) affect firms’ actions and performance. Organizations are to monitor these 
variables to know and understand their dynamics. The influence of these factors can have a combined effect 
on the performance of any organizations, no matter the size. Meanwhile, well-rounded information on each 
of these items in the environment can assist managers in making informed decisions that can improve 
corporate performance.  The variables of interest in this study are subsequently explained. 
 
Government policies play essential role in the industrial success of every sector of any nation, whether in 
the developed or developing economies because some decisions taken within specific industries are based 
on the policy conditions of the political environment. Managers often want to avoid uncertainty; however, 
they always make preferences for strategies that can help them cope in these types of situations; otherwise, 
firms’ likelihood for long term thinking may suffer (Pindyck & Solimano, 1993). Organizations’ 
understanding of the political environment matters in deciding the strategic decisions to carry out though 
this varies from one sector to another. In this regard, firms place prominence on the level of interactions 
they have with the government where the regular update in policies peculiar to their industry is feasible. 
Organizations tend to move into action where an understanding of the policy environment relating to their 
operations and industry is accessible in terms of interactions with policymakers, access to information 
before policy release, and a notice of enforcement (Spencer, & Gomez, 2003). Policies that address import 
restrictions and substitution, export promotions, foreign exchange restrictions and high taxes in national 
fiscal policy tend to affect firms’ performance within the manufacturing industry. Murtha (1993) confirms 
that government policy inconsistencies often have a highly significant adverse effect on firms’ strategic 
decisions in developing nations than developed countries which is due to overall confidence in the political 
environment and policies of the advanced nations. 
 
Predictability and consistency of government regulations could be the source of encouragement to industry 
growth and development, but this phenomenon is only realistic in developed economies (Spencer & Gomez, 
2003). Dess and Brown (1995) affirm that new firm entry into industries is deterred in tight environmental 
regulatory condition.  Regulations suggest the extent of economic freedom available to firms in any 
economy. Regulation is defined, therefore as the use of legal instruments to enforce compliance and 
adherence to the social and economic framework set up by the government to implement social-economic 
policy objectives (Hertog, 1999). It is a set of constraints compelling individual firms to abide by 
government actions on industries activities to ensure the safety of consumers. However, Christainsen and 
Haveman (1982) posit that government regulations stiffen capital investment, which often slows down 
productivity. For instance, the cost of federal regulations annually in the United States account for an 
amount well over $1.75 trillion in 2008. In addition, every U.S. household would have paid an equal amount 
of $15,586 if the federal regulatory cost burden was shared among them (Crain & Crain, 2010). It is 
imperative to consider this phenomenon empirically as its implications on firm’s performance abound. 
Reich (2009) affirms that there is a tendency for regulations signaling behavior to run the risk of blocking 
innovation or shifting it into its shadows and aiding complacency. 
 
Legislation establishes the legitimacy of firms operations and existence. However, these laws enacted 
facilitate a framework for setting limits in the production, distribution and marketing of products of 
companies in the consumer goods industry. However, the multiple agency systems in Nigeria with 
responsibility for food control, safety and public health protection cut across federal, state and local 
governments. These legislative conditions impose numerous sectorial challenges such as duplication of 
functions, increased cost of doing business, several measures of effectiveness in enforcing control demands 
set by laws along the value chain (Omojokun, 2013). All these have some levels of impact on the 
performance of firms in the manufacturing sector. The efficiency and effectiveness of the sector might be 



INTERNATIONAL JOURNAL OF MANAGEMENT AND MARKETING RESEARCH ♦VOLUME 12 ♦NUMBER 1♦2019 
 

41 
 

better enhanced if the single agency system model is adopted (Omojokun, 2013). However, the integrated 
system could engender above board confidence in stakeholders, particularly consumers if it is embraced, 
and this is possible with a vibrant political environment. However, information-based strategies such as an 
expert witness, technical report and providing a specific argument (Aplin and Hegarty, 1980) at influencing 
legislation can produce enhanced benefit for the economy more than using advocacy advertising, 
constituency building, financial contributions/inducement (Hillman & Hitt, 1999; Bonardi, et al, 2005). 
 
Several insecurity incidences in the country raise concerns and worries to all and sundry which at a point 
called the competencies of security apparatus to questions because lives and properties are no longer 
guaranteed adequate safety. The anti-terrorism Act passed by the government in 2011 attested to effort to 
criminalized terrorism, yet the persisted high-level breach of security in the country does not portray the 
nation’s business environment as conducive for business activities. This condition places Nigeria at a low 
rank in the Global Peace Index (GPI, 2012).Of recent, the country ranked 148th among the 163 nations 
surveyed. Ifeoma, Purity, and Anagbogu (2015) observed further that most business establishments in the 
Northeast, Nigeria had closed operations due to the prevalence and pervasiveness of insecurity. This 
concern creates fears and anxieties in investors’ minds at both the local and foreign levels within the 
nation’s business environment. People living in the area along with existing companies operating in that 
region relocated to neighboring states in Nigeria or to other African counties like Ghana because the 
tendency to lose lives and properties was high. Others reduced operational capacity to stay in business 
(Nwagboso, 2012). Hence, it is argued that in such conditions, when investments and economic activities 
suffer they might further deepen unemployment, poverty and level of uncertainty in the political 
environment (Nestle, 2010).  Security further shows its relevance to economic growth and prosperity of a 
nation. Level of ammunition investment also determines the rate of conflicts in any country. This stance 
affects investment and expansion drive of business in such an economy, especially if the decision bothers 
on merger and acquisition (Ciobanu & Bahna, 2015).  Reduction in street crime, organized crime and other 
types of business disruptive activities are essential issues for the government to focus on in order for 
businesses to operate competitively in the environment (Schiffer & Weder, 2002).  
 
Corporate performance is anchored as the output of business enterprises premise on a combination of 
income-generating assets of any organization and usually made up of all the resources including man, 
material, money and methods in order to achieve dream and aspiration of an organization (Barney, 2002; 
Carton & Hofer, 2006). Mark and Nwaiwu (2015) posit that growth strategies may be driven after adequate 
steps have been taken to identify, measure and manage the risk that can easily facilitate entering of 
promising markets thereby improve performance of existing businesses. Performance of unlisted companies 
is not available publicly, and subjective estimates of managers can be reliable (Dess & Robinson, 1984; 
Robinson & Pearse, 1988 and Venkatraman & Ramanujam, 1987). The sales growth data were a self-
reported assessment of the managers since the firms are privately held, so sales revenue data are not 
available publicly. The managers’ observation of their firms’ revenue stream over time and experiences 
also help their ability of what can account for such performance in any period. In this study, the proxy for 
corporate performance is sales growth defined as the change in sales over a particular period, expressed as 
the difference between sales last period and those of this period as a percentage of the sales last period 
(Richard et al., 2009). Business survival is measured with questions raised in the questionnaire. The 
questions of whether business survival is hampered or not by the activities in the political environment are 
observed in the literature because the environment is a source of large exogenous shocks leading to the 
closure of firms (Sokolov & Solanko, 2016). In this regard, the higher the value derived from analysis, the 
more political environment’s threat is to business survival. Decreasing crude oil price, falling foreign 
exchange reserves, foreign exchange fluctuations and spate increase in insecurity dominated the 
investigated period. 
 
Economy theory as proposed by Stigler (1971) is the theory base of this study and it states that organizations 
engage in political activities to capture or acquire industry benefits in terms of subsidies, entry barrier, price 
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fixation advantage over rivals, even control the rules in the industry. However, this tends to be direct 
involvement by giving inducements to influence political actions of policymakers all in an attempt to 
benefit. However, firms’ strategic actions also can drive this anticipatorily and use it to lure government 
policy as a platform to gaining a competitive advantage over rivals and achieve growth either in sales or 
profit and so on. Stigler’s central positions, in theory, are built on two primary premises: one, the 
fundamental asset controlled by the state is the power to coerce and any group that can control how this 
power is used can benefit from it. Second, since we are self-interested actors, we will seek to get the state's 
coercive power to support our interests. Efforts to do so, however, are costly. Organizations willfully are 
supposed to take conscious firm level-specific actions to their advantage in order to improve performance 
by leveraging on the understanding and better interpretation of the political environment. The deliberate 
action of organizations which is expressed in their decisions becomes the only way to get the state power 
to their benefit. However, these decisions can be in response to the situations in the political environment 
or foresighted ahead of time due to the understanding gained in the course of constant monitoring of the 
environment. The emphasis of the political environment points to the need to investigate the conditions 
surrounding business operations and activities to determine its influences. 
 
Ogini and Adesanya (2013) affirm in their study that poor electricity infrastructural architecture, 
government policies and corruption as business environmental factors accounted principally for significant 
negative impact on the survival and growth of firms in the manufacturing sector in Nigeria. These 
circumstances in the political environment culminated to the exit of many of such firms from the shore of 
the nation to neighboring economies.  Kigera (2016) asserts in the study of the influence of political 
environment on the performance of International Hotel Chains in Nairobi, Kenya that there is a positive 
influence of political environment on the performance of firms in Kenya. The findings support that in 
Kenya, factors in the political environment are stimulants that ease operations for firms which aid better 
business performance in the hospitality value chains businesses. Spencer and Gomez (2003) study how the 
political environment affected the performance of firms operating in the Latin America countries in which 
companies of focus experienced decreased sales growth due to obstacles posed by regulatory, government 
excessive intervention and extensive corruption in those countries. The study asserts that factors in the 
political environment have significant effects on the level of sales growth achieved by firms in those 
economies. Spencer, Murtha and Lenway (2005) explained that institutional structural framework is 
fundamental to firms’ innovation matters because such framework either stimulates or mars business 
growth where it is compromised. This innovation often appears in managerial decisions, which manifests 
in dynamic organizational capabilities. The finding shows the effect of government policies on firms’ 
innovation strategies, which can be displayed in political environment management through firm-level 
strategies in response to policy direction, thereby affecting performance. 
 
Ciobanu and Bahna (2015) posit that the social, cultural and political factors affect the level of mergers and 
acquisitions in any economy as these factors influence the investors' perception towards investment. The 
findings show that social factors like public spending on health, literacy rate or people skills and abilities, 
cultural factors like the perception on the bureaucracy and new businesses and political factors like tax rates 
and democratic development are critical determinants of merger and acquisition decision. The effort in the 
study focuses on nations, but the current study’s focus is corporate organization, and this establishes some 
level of specificity, which can help relate the political environment in Nigeria context. Mark and Nwaiwu 
(2015) affirm in the study of the impact of political environment on business performance of multinational 
companies in Nigeria where the findings show that there are significant negative impacts of frequent 
changes in government policies and political instability on the profitability of multinational companies in 
Nigeria. The study concentrated only on multinational companies with activities of the period boundary of 
1999-2013 and only on quoted companies in the Nigerian Stock Exchange. However, the current study 
examines the influence of the political environment on corporate performance of selected manufacturing 
firms (See appendix 1 for conceptual framework). 
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DATA AND METHODOLOGY 
  
Survey research design was employed in which manufacturing firms in Ibadan city, Oyo state were 
investigated to determine the influence of the political environment on their corporate performance. The 
questionnaire was designed to elicit data from the managerial and middle-level staff of the selected 
manufacturing organizations. The manufacturing companies (consumer goods category) in Ibadan, Oyo 
State constitute the population of this study. Oyo State and Ibadan, in particular, is the third city with a 
reasonable concentration of manufacturing companies being the regional hub of southwestern, Nigeria. The 
total number of fast-moving consumer goods (FMCG) companies in Ibadan, Oyo State is thirty-three (33) 
Manufacturer Association of Nigeria (MAN, 2018). Consumer goods companies offer products that torch 
basic human necessities (BHN) of our daily life. Hence, it is vital to know the influence of the political 
environment on their operations and performance. These firms selected have stood the test of time as they 
have existed and weathered different political environments in Nigeria. The respondents for the study are 
staff at the managerial and middle cadres of these organizations. 
 
The sampling technique adopted for the study was random sampling, and the sample size was determined 
using Yamane’s formula (1967) however, the prior interest of the companies were sorted by personal visit, 
email and phone calls in which only nine (9) indicated participating interest in the study. Also, personal 
visit and physical contact were the means employed to distribute the questionnaire to the respondents. The 
administration of instrument was done between September and December, 2018 in which analysis of data 
followed after data coding. The total number of managerial and middle-level staff in the nine firms were 
545 (Research Field, 2018). The sample size was 231 respondents from the same staff and organizations 
selected to whom the designed questionnaire was administered and this represented 100 percent collection 
rate of the instrument. The sample size satisfied the condition that the smaller the population, the higher the 
percentage of the sample size (Paler-Calmorin & Calmorin, 2006). The selected firms resulted from the 
companies’ interest to participate in the study to whom the questionnaire was distributed proportionally, 
and constant monitoring paid off as all the questionnaire distributed was successfully retrieved. 
 
A questionnaire was used to collect data from the managers both at the top and middle management 
positions who understand the information around the organizations’ performance. Questions relating to 
several regulatory cost that forms part of production cost which could later hit consumer purchasing power, 
duplicated laws at different government levels that could cause bureaucratic burden and cost, interrupted 
business operations due to security lapses in the some parts of the country among others were asked. 
Specifically, the staff of the Sales and Marketing department of each company also participated in the study 
because they provide data necessary for determining sales revenue estimate due to activities of the political 
environment. A five-point Likert scale questionnaire was designed to elicit data from the respondents. The 
responses range from the scale of (1) for strongly disagree to (5) for strongly agree. Empirically, Dess and 
Robinson (1984); Venkatraman and Ramanujam (1987) and Robinson and Pearce (1988) posit that 
estimating performance in percentage is reliable for companies’ that are not available publicly. Literature 
also suggests that estimates of performance measures of interest can also be accessed using the perspective 
of organizational members (Duncan, 1972). In this regard, sales revenue growth is estimated in percentage 
using Likert format for the past five years in which questions raised on survival follows Likert pattern. 
There are two null hypotheses formulated for the study and the model specifications are hereby shown 
below: Political environment does not have a significant positive effect on sales growth of manufacturing 
firms.  
 
SG = f (Pol Env) 
 
Which turns out to become  
 
SG = β0 + β1GovtReg + β2GovtLeg + β3GovtPol + β1Secr + Ce      (1)  
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Where:  
 
SG = Sales Growth;  
β0 = Slope of the equation;  
β1 – β4 = Intercept, which accounts for a change in the beta coefficient that explains the 
increase/decrease in the value of the dependent variable.  
GovtPol = Government Policy;  
GovtReg = Government Regulations;  
GovtLeg = Government Legislation;  
Secr = Security;  
Ce = Statistical Error Term.  
 
The second hypothesis is thus, Political environment does not have a significant positive influence on 
manufacturing firms’ Business survival. BSV = f (Pol Env) Which turns out to become  
 
BSV = β0 + β1GovtReg + β2GovtLeg + β3GovtPol + β4Secr + Ce     (2) 
 
Where:  
 
BSV= Business Survival;  
β0 = Slope of the equation;  
β1 – β4 = Intercept, which accounts for a change in the beta coefficient that explains the increase/decrease 
in the value of the dependent variable. 
GovtReg, GovtLeg, GovtPol, and Security (as earlier stated); Ce = Statistical Error Term 

 
RESULTS  
 
Hypothesis One 
 
Ho1: Political environment does not have a significant positive effect on sales growth of selected 
manufacturing  firms in Oyo State. 

 
Model 1  
 
Which turns out to become 
 
SG= 3.723 -0.251GovtReg -0.033GovtLeg + 0.220GovtPol + 0.097Secr     (3) 
 
Table 1 below indicates that model 1 shows the multiple regression coefficients of each of the proxy for the 
political environment with mixed effects on the dependent variable proxy by sales growth. Government 
regulations with a β = -0.251, t = -2.567 at p <0.05 shows that for a unit increase in the value of government 
regulation, the sales growth decreases by -0.251. In this wise, government regulations have a significant 
negative effect on the sales growth of firms in the manufacturing sector. Also, government legislation with 
a β = -0.033, t = -3.77 at p >0.05 demonstrates that for a unit increase in the value of government legislation, 
the sales growth reduces by 3.3%. Indicating that government legislation has a negative effect but not 
significant marginal influence on the sales growth of firms in the manufacturing sector. Government policy 
with a β = 0.220, t = 2.358 at p <0.05 also reveals that for a unit increase in the value of government policy, 
the sales growth increases by 22%. In this wise, government policy has a significant positive effect on the 
corporate performance of firms in the manufacturing sector. Security with a β = 0.097, t = 1.125 at p >0.05, 
meaning that for a unit increase in the value of the security, the sales growth increases by 9.7%. In this 
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wise, security has an insignificant positive effect on the corporate performance of firms in the 
manufacturing sector. 
 
Table 1: Regression Estimates of Sales Growth  
 

Model Variable Coefficient t-stat p-value R2 Adjusted R2 F-stat p-value 

1 (Constant) 3.723 10.294 0.000 0.484 0.467 3.219 0.014** 
 

GovtReg -0.251 -2.567 0.011** 
    

 
GovtLeg -0.033 -0.377 0.706* 

    

 
GovtPol 0.220 2.358 0.019** 

    

 
Secr 0.097 1.215 0.225* 

    

The table shows the coefficients proxy of political environment, the t-statistics and the p-value that signifies the significance levels for each   
Coefficient: ***p <0.01, **p <0.05, *p <0.1; n = 231. Adjusted r2 showed the variation accounted for in the dependent variable, and F-statistics 
demonstrated that the predicting model is fit for this study at significance level of **p <0.05. 

 
The multiple regression estimates shown in Table 1 above indicate that adjusted R square showed that 46.7 
per cent variations in corporate performance proxy by sales growth are accounted for by the factors in the 
political environment while the 53.3% remaining variations are due to factors not covered in the model. All 
the proxies for the political environment had p <0.05 that is statistically significant, making it the best 
predictor of firms’ corporate performance proxy by sales growth. However, the F-statistics (3.219) at p-
value less than 5% shows that the simultaneous combination of the political environment proxies have a 
significant influence on the corporate performance of firms in the manufacturing sector in Nigeria and this 
is consistent with the findings of Spencer and Gomez (2003). Therefore, the null hypothesis was rejected 
while the alternative was accepted. 
 
The implications however abound, government regulations stance on the activities of the sector is harsh, 
and these need to be minimized through efforts to collapse the multiple regulatory standards of the various 
government agencies in the country into the integrated standard. All of these agencies’ demands tend to 
increase the cost of production of firms in the industry, which cause higher prices for the products offered 
in the sector, thereby making the sector not to be competitive. Government policy initiative paid off in 
recent time hence the result obtained from this study. However, the government need to consolidate her 
policy position to improve the productive capacity of the sector. For instance, the recent foreign exchange 
restriction to some items boost drive for local sourcing of raw materials that are once imported. Government 
improves upon her investment in security to create a more conducive business environment safe for business 
operations and human lives. Government at different levels also should harness their legislative apparatus 
in such a way that functions at a lower level of government is not duplicated at the next higher levels by 
that control measures become more productive. 
 
Hypothesis Two 
 
Ho2: Political environment does not have significant positive influence on manufacturing firms’ Business 
survival 
 
Model 2 
 
Which Turns Out to Become 
 
BSV = 0.980 -0.158GovtReg+0.208GovtLeg-0.249GovtPol-0.140Secr……...Equation 4 Table 2 below 
indicates that multiple regression coefficients shown in equation 4 account for several changes in the level 
of survival of the business operations in the manufacturing sector of the economy; this undoubtedly 
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confirms the relevance of political environment factors to the business survival rate. However, government 
regulations (with a value β = -0.158, t = -1.994 at p <0.05) show that for a unit increase in the level of 
government regulatory activities, business survival chances significantly decrease by -0.158. Again, 
government legislation has a significant positive effect on business survival in the manufacturing sector 
with β = 0.208, t = 2.949 at p <0.05 because a unit increase in the level of government legislation translates 
to increasing significantly business survival rate. By implication, the government legislative initiatives 
reflected in the ease of doing business laws reduce administrative burdens that make business registration 
smooth and easier among others. Also, government policy (with a value β = -0.249, t = -3.284 at p <0.05) 
reveals that for a unit increase in the level of government policy, the survival of business operations in the 
manufacturing sector diminishes significantly. The implication is that harsh policy stance on the 
importation of some important raw materials causes shutting down of factories in recent time (Oladeinde, 
2018). Lastly, the political environment measured by security challenges poses a threat to business survival 
as corporate activities are slow down. In the study, security thus exerts significant effect (with a value β = 
-0.140, t = -2.164 at p <0.05) on corporate performance measured by business survival of firms in the 
manufacturing sector with its attendant negative influence. In this regard, for a unit increase in the incidence 
level of insecurity, there is a proportionate decrease in business survival rate by -0.140. This confirms that 
148th rank position of the country among 163 nations surveyed by the Global Peace Index (GPI, 2012). 
Again, the continuous activities of the insurgency in the northeastern part of the country also attest to this 
finding 
 
Table 2: Regression Estimates of Business Survival 
 

Model Variable Coefficient   t-stat P-value R2 Adjusted R2 F-stat P-value 

2 (Constant) 0.980 3.711 0.000 0.378 0.367 34.398 .000** 

GovtReg 
 

-0.158 -1.994 0.047** 
    

GovtLeg 
 

0.208 2.949 0.004** 
    

GovtPol 
 

-0.249 -3.284 0.001** 
    

Security 
 

-0.140 -2.164 0.032** 
    

The table shows the coefficients proxy of political environment, the t-statistics and the p-value that signifies the significance levels for each   
Coefficient: ***p <0.01, **p <0.05, *p <0.1; n = 231. Adjusted r2 showed the variation accounted for in the dependent variable, and F-statistics 
demonstrated that the predicting model is fit for this study at significance level of ***p <0.00. 
 
The multiple regression estimates shown in Table 2 above indicate that adjusted R square showed that 36.7 
per cent variations in corporate performance proxy by business survival are accounted for by the factors in 
the political environment while the 63.3% remaining variations are due to factors not covered in the model. 
All proxies for the political environment had p <0.05 that is statistically significant, making it the best 
predictor of firms’ corporate performance proxy by business survival. However, the F-statistics value of 
34.398 at p-value less than 5% shows that the simultaneous combination of the political environment 
proxies have a significant influence on the corporate performance of firms in the manufacturing sector in 
Nigeria and this is consistent with the findings of Ogini and Adesanya (2013). Therefore, the null 
hypothesis was rejected while the alternative was accepted.  
 
The implication of these results shows that the political environment measured by government regulations, 
government legislation, government policies and security had a significant effect on corporate performance 
measured by business survival.  Recently, there were worrisome accounts of factories and businesses that 
closed operations due to activities in the political environment. In another case, many people lost their jobs 
due to the inability of these companies to access some critical input materials that are not locally available. 
Government’s belt-tightening of a loose end in policy, regulations and legislative weakness without a local 
alternative to ease up the operations in this sector aggravated this circumstance. Capacity utilization of 
firms in the sector could not be optimized because of policy somersault and high insecurity events in some 
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part of the country.  This condition further stiffens innovation, mainly when the political environment is 
unpredictable and full of inconsistency. 
  
CONCLUSION 
 
The study examines the influence of political environment on corporate performance of manufacturing 
firms in Nigeria. Primary data were collected from both the top and middle managers of the sampled firms. 
However, the propositions were tested using multiple regression models. The findings show that political 
environment has significant effect on corporate performance of firms in the Nigerian Manufacturing sector. 
The study reveals that the government needs to minimize her policies inconsistencies that often create a 
higher level of unpredictability around policy drive of the government.  These efforts tend to reduce 
business failure rate and challenges that firm owners and managers face while reflecting on activity in the 
political environment. The study also concludes that the political environment measured by government 
regulations, legislation, policy and security has a significant effect on corporate performance measured by 
sales growth and business survival of firms in the manufacturing sector in Nigeria. The influence of political 
environment is mixed, as shown in the findings. However, there is room for constant monitoring by 
managers of these factors in order to minimize their effects on corporate performance of firms in the 
manufacturing sector. The government should carry out her regulatory activities using integrated standard 
rather than multiple agencies by which the cost of corporate compliance to regulatory demands can scale 
down astronomically. Policy formulation should be consistent with reality well ahead of time to encourage 
innovation and facilitate business growth. Investment in security infrastructure should be enhanced, thereby 
there will be improvement within corporate performance because age-long customers’ retention is sustained 
more in an environment where safety is guaranteed for lives and properties at all times. Invariably, higher 
business survival becomes possible. The study only focused on manufacturing sector in Oyo State, Nigeria. 
However, consideration of southwest region to give more states chance to participate would have made the 
result more generalized than the present study area.   Further studies in other sectors of the economy using 
the same proxies for the political environment is suggested, such as matching firm’s political capability to 
factors in the political environment.    
 
Appendix 1: Conceptual Framework 
 

 
Source: Author’s Conceptualization, 2019    
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ABSTRACT 

  
The investigation measures the competencies and abilities of intrapreneurism with a population sample of 
235 students.  The students attend a master's program in the Accounting and Administration Faculty (FCA) 
of the Autonomous University of Chihuahua (UACH). A survey was conducted in which the following 
constructs were evaluated: Opportunities Promoter, Proactivity, Flexibility, Business Driver and Risk 
Assumption. The methodological approach was of a mixed nature including an applied, field test with 
bibliographic support. The design was non-experimental, transactional and descriptive. Principal 
components analysis was used. Competencies and intra-entrepreneurial skills were classified into 5 levels. 
Results show that 7.55% of the students surveyed had a very low level of competencies and intrapreneurial 
skills, 11.21% had a low level, 18.40% had a medium level, 22.59% had a high level and 40.25% had a 
very high level. This research is relevant since identifying intrapreneurial skills and competencies in 
workers generates new projects in organizations. 
 
JEL: D24, J24, M54, O31 
 
KEYWORDS: Intrapreneurship, Skills, Competencies 
 
INTRODUCTION 
 

his research measures the capabilities and intrapreneurial skills of employees in organizations. The 
current literature indicates that an employee with intrapreneurial skills and abilities has the capacity 
to create, identify and exploit new opportunities, that create value, for the company.  Moriano, Topa, 

Valero, Levy, (2009), found the level of individual autonomy, delegation of authority and responsibility, 
increases job satisfaction and performance of employees (Kuratko et al., 2005), and increases the 
competitiveness and effectiveness of organizations through innovation (Lumpkin, 2007).   
 
Sung, Sebastián, Duarte, (2015) explore theories related to the profile of the entrepreneur and the research 
done on it in Latin America. The analysis indicates that entrepreneur primary qualities include "being 
innovative, creative people, who see opportunities where others only perceive routine, tolerance to failure, 
perseverance, need for achievement, motivation, optimism, hard work, concentration and enjoy being an 
entrepreneur." It also describes the importance of generating more research on entrepreneurs, with regard 
to external environment, the culture of each country and their different circumstances. 
 
This study measures the skills and abilities of intrapreneurship in students who attend any of seven master’s 
programs offered in the graduate school of business of the Faculty of Accounting and Administration (FCA) 
of the Autonomous University of Chihuahua (UACH).  These programs are: Business Administration, 
Marketing, Human Resources Management, Public Administration, Taxes, Financial Management and 

T 
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Auditing. We wish to identify the level of skills and intra-entrepreneurial competencies among students 
enrolled in any of the master’s degrees.  
 
This study begins with a literature review focused on the five constructs used in the survey instrument. The 
second section describes the methodological design used.  The results section identifies the number of 
students with varying level of competencies and skills. 
   
LITERATURE REVIEW 
 
The term Intrapreneur refers to workers who combine ideas and use existing resources in the organization 
to promote new lines of business Pinchot III (1985).  They seek sustainable economic benefits and help the 
organization renew from within, thereby improving their competitiveness in the market. The entrepreneurial 
concept has been examined by different fields of knowledge. Entrepreneurs are identified from their 
personal characteristics and various external factors that drive entrepreneurial activity. Schumpeter 1991 
cited by Jaramillo et al. (2012), defined the entrepreneur as an "innovative person, who proposes and takes 
advantage of changes, basically in three areas; the introduction of new or better products and production 
methods; the opening of new markets; and the reorganization of the administrative process."  
 
Intrapreneurship represents an entrepreneurial activity carried out within organizations (Trujillo and 
Guzmán, 2008, Antoncic and Hsrich, 2003), which generates the creation of new organizational projects, 
different from existing ones and new exchanges with other companies (Varela and Irizar, 2009). The 
intraentrepreneurial culture offers employees the chance to find new opportunities in innovation, as well as 
making them feel part of the company when creating internal projects (Garzón, 2004). In addition, 
innovation is stimulated by factors such as empowerment, teamwork and the freedom to express creative 
ideas (McLean, 2005). Innovation is the main component in entrepreneurship. It represents the origin of 
competitiveness and economic growth (Martínez and Rodríguez, 2013). The measurement instrument used 
in this research, works with five constructs to evaluate the skills and abilities of intrapreneurship in 
collaborators that are part of the organizations. 
 
Opportunities Promoter: Are behaviors to identify, use, demonstrate to others, and reflect diligence about 
opportunities for new initiatives in the company. High intrapreneurs quickly explore the environment, to 
discover the early signs of new opportunities and threats.  They seek those openings and try to convert 
threats into opportunities.  These opportunities include change and often occur when information is scarce 
(Lombriser, 1994, p.207). 
 
Proactivity: Behavior that induces one to act, which generate efforts to obtain new initiatives. According 
the Intrapreneurial Culture and Innovation research, Gálvez (2011) the intrapreneurship factor with the 
greatest effect on the innovation of companies, "is teamwork which reaffirms the importance of stimulating 
the synergy produced by combining the creative capacity of the collaborators of different levels or 
departments".  
 
Flexibility :  All behaviors aimed at being tolerant and involve a lack of attachment to rigid schemes and 
procedures. Freedom at work gives the collaborator autonomy and control over decisions. It is important to 
take workers into account, delegate authority and responsibility, and tolerate mistakes (Zahra et al., 1999). 
Productivity-based stimuli increase significant achievement and motivate employees to face new challenges 
(Kuratko, Hornsby, and Bishop, 2005). 
 
Business Driver:  This construct includes behaviors that reflect the individual’s ability to integrate into the 
progress and support new initiatives.  This can include, taking actions to convince other people. Strategy 
and organizational objectives are the foundation to manage innovation and change (Tushman and O'Reilly 
III, 1997) thereby establishing the context and requirements for innovation (Stewart and Fenn, 2006) 
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Risk Assumption: Accepting risks involves determining the priority of situations that may contain favorable 
rewards in case of success, but also severe results if the individual fails (Brockhaus, 1980). The 
intraentrepreneur ventures into unknown areas of the organization, without knowing the results that might 
occur (Covin and Slevin, 1991). Intrapreneurial capacities relate to different personal characteristics, such 
as achievement orientation, risk taking capacity, autonomy or personal initiative (Krauss et al, 2005, Sayeed 
and Gazdar, 2003).  
 
"It is not enough to have the qualities of a successful entrepreneur; a minimally favorable context is also 
necessary for the development of these" (Bilbao and Pachano 2002). Ming (2013, p.442) states that 
"entrepreneurship today has become the most important process in strategic management, in particular, the 
ability of companies to increase profitability over time." On the other hand, Khakbaz, Kazemi & Zarei 
(2011) in their study on the municipality of Tehran in Iran, mention that companies recognize  the need for 
entrepreneurship and business ideas have penetrated administrative structures. Dynamism and growth of 
modern organizations depend on the implementation of organizational entrepreneurship. 
 
METHODOLOGY  
 
The current research is mixed, applied, and field researched with bibliographic support. The design was 
non-experimental, transectional, descriptive.  We applied the same instrument as the Technological Institute 
of Costa Rica, Dr. Tomás Vargas Halabí, Dr. Ronald Mora Esquivel, and Dr. Berman Siles Ortega (Vargas, 
Mora and Siles 2017).  This approach is the result of the Intrapreneurial article on competencies 
development and validation of a measurement scale, published in the European Journal of Management and 
Business Economics, 2017.  This approach reflects the traits of intrapreneurial competencies within the 
company; specifically, knowledge, skills and competencies that manifest behaviors associated with the 
disposition of the collaborator that contribute to the generation, development and creation of new business 
for the company.  
 
The questionnaire is composed of 20 items, which are classified into five dimensions.  Data were coded as 
follows using the SAS statistical package; D1 = Promoter of opportunities, D2 = Proactivity, D3 = 
Flexibility, D4 = Impeller/business driver and finally D5 = Assumption to risk. Henceforth, the instrument 
is composed with different elements. In general each dimension is represented in the following way: D1 = 
6 Ítems, D2 = 3 Ítems, D3 = 4 Ítems, D4 = 4 Ítems, D5 = 3 Ítems.  
 
The number of individuals to be surveyed was determined by a simple random sampling.  We obtaining 
data for 235 students of the postgraduate face-to-face classes in the Accounting and Administration Faculty 
(FCA) of the Autonomous University of Chihuahua (UACH).  The students belonged to seven different 
master’s programs in the economic-administrative area. Specifically, the programs were: Business 
Administration, Marketing, Human Resources Management, Public Administration, Taxes, Financial 
Management and Auditing.   
 
Students were surveyed prior to the class start with some of their subjects in the classroom.  We obtained a 
response rate of 100%. Prior to delivery of the measuring instrument, they emphasized the objective and 
the importance of the investigation. After obtaining the results of each student surveyed, an arithmetic 
average was obtained for each of dimension studied.  We then generated a data matrix of 235 x 5, with the 
purpose of running an analysis of main components, thereby obtaining a new variable capable of 
summarizing the total variability of the twenty items used in the survey. We evaluate survey reliability 
through the calculation of Cronbach's Alpha for each of the five constructs. Data were calculated with the 
statistical package Minitab 17. The results are shown in Table 1. 
 
Table 1 shows the values of Cronbach's Alpha for each of the five constructs of the survey. The values can 
oscillate between 0 and 1. Values higher than 0.7 indicate a good consistency in the different constructs or 
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dimensions that make up a questionnaire, thus granting a good level of reliability to the instrument used to 
Survey and collect information. The table shows the highest value was 0.8129, corresponding to the 
Opportunities Promoter construct. The lowest value was 0.7011, corresponding to the risk-taking construct. 
Measuring the 5 constructs in total produces a value of 0.9033. We conclude that, individually, as well as 
in a general way, the survey presents a high level of reliability. 
 
 Table 1: Cronbach's Alpha 
 

Construct Items   Cronbach's Alpha  

Opportunities Promoter 6 0.8129 

Proactivity  3 0.7976 

Flexibility  4 0.7655 

Business Driver 4 0.7522 

Risk Assumption   3 0.7011 

The total 5 constructs  20 0.9033 

This table shows the values of Cronbach's Alpha for each of the five constructs of the survey. The values can oscillate between 0 and 1. Values 
higher than 0.7 indicate a good consistency in the different constructs or dimensions that make up a questionnaire, thus granting a good level of 
reliability to the instrument used to Survey and collect information. The table shows the highest value was 0.8129, corresponding to the 
Opportunities Promoter construct. The lowest value was 0.7011, corresponding to the risk-taking construct. Measuring the 5 constructs in total 
produces a value of 0.9033. We conclude that, individually, as well as in a general way, the survey presents a high level of reliability. 
 
Table 2 shows the Eigenvalues obtained after running the SAS PRINCOMP procedure. A higher 
Eigenvalue indicates the main component to which it belongs and can summarize a greater proportion of 
the total variability explained by the set of all variables analyzed. The second column shows a high value 
for the first main component having an Eigenvalue 3.0353, which provides the basis for the value shown 
in Column 5 and summarizes the total variability of the study to be 72.21%. When representing such a high 
percentage of total variability, it is pertinent to consider the main component 1 as an index that allows us 
to build a scale of measurement of levels of intrapreneurship. 
 
Table 2: Eigenvalues 
 

Main Component   Eigenvalue Difference Proportion Accumulated 

1 3.0353 2.1707 0.7221 0.7221 

2 0.8646 0.2661 0.1256 0.8477 

3 0.5984 0.2760 0.1089 0.9566 

4 0.3223 0.1233 0.0377 0.9943 

5 0.1990 -- 0.0057 1 

This table shows the Eigenvalues obtained after running the SAS PRINCOMP procedure. A higher Eigenvalue indicates the main component to 
which it belongs and can summarize a greater proportion of the total variability explained by the set of all variables analyzed. The second column 
shows a high value for the first main component having an Eigenvalue 3.0353, which provides the basis for the value shown in Column 5 and 
summarizes the total variability of the study to be 72.21%. When representing such a high percentage of total variability, it is pertinent to consider 
the main component 1 as an index that allows us to build a scale of measurement of levels of intrapreneurship. 
 
Figure 1 shows the high value of the first Eigenvalue obtained for the main component 1, which was 3.0353, 
representing 72.22% of the total variability.  The other 4 Eigenvalues have lower values, representing the 
27.78% remaining variability. This graphic allows visual appreciation of the magnitude and difference that 
exist between the various Eigenvalues belonging to the different main components.  It allows us to 
corroborate that it is appropriated to use the data as an index that allows us to build some scale of 
measurement of the study phenomenon. 
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 Figure 1: Eigenvalues Graph   
 

 
This figure shows the high value of the first Eigenvalue obtained for the main component 1, which was 3.0353, representing 72.22% of the total 
variability.  The other 4 Eigenvalues have lower values, representing the 27.78% remaining variability. This graphic allows visual appreciation of 
the magnitude and difference that exist between the various Eigenvalues belonging to the different main components.  It allows us to corroborate 
that it is appropriated to use the data as an index that allows us to build some scale of measurement of the study phenomenon. 
 
 
Table 3 shows values obtained for main component 1 in the students surveyed. Because the sample studied 
included 235 students, the information is summarized showing only the ten lowest values obtained on the 
left side of the table. On the right side of the table, the ten highest values obtained are presented. By 
obtaining each of these values, it is possible to determine which students have the lowest levels of 
intrapreneurship and which students present the highest.  
 
Main component 1 that summarizes and orders all the information obtained based on the 20 items that make 
up the five constructs of the applied questionnaire. With these values, it is possible to appreciate that student 
33 obtained the lowest value. Therefore, this student presents the lowest level of competencies and 
intrapreneurial skills. Student 177 presents the higher value, indicating the highest level of intra-mobile 
skills. 
 
Table 4 shows a scale of measurement to classify different levels of intrapreneurship. To determine the 
level of intrapreneurship for each student surveyed, we createed an index divided into five scales depending 
on the value obtained for main component 1.  Specifically we classify as follows: Very low (values less 
than or equal to -5 ), Low (values greater than -5 to values less than or equal to -2), Medium (values greater 
than -2 to values less than or equal to 1), High (values greater than 1 to values less than or equal to 4) and 
Very high (values greater than 4). The creation of this type of index allows classifications and segmentations 
that can facilitate the analysis of all the collected data. 
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Table 3: Values for the Main Component 1 
  

 Surveyed Prin1 Surveyed Prin1 

Student 33 -6.4907 Student 92 0.7739 

Student 123 -5.8338 Student 12 0.8466 

Student 233 -4.1289 Student 188 1.4856 

Student 39 -3.6017 Student 123 2.0355 

Student 75 -2.7259 Student 134 2.9186 

Student 101 -2.3803 Student 205 2.9541 

Student 99 -1.9288 Student 166 5.2146 

 Student 208 -1.8170 Student 73 5.4009 

 Student 189 -1.7145 Student 55 5.5116 

 Student 42 -1.7138 Student 177 5.7909 

This table shows values obtained for main component 1 in the students surveyed. Because the sample studied included 235 students, the information 
is summarized showing only the ten lowest values obtained on the left side of the table. On the right side of the table, the ten highest values obtained 
are presented. By obtaining each of these values, it is possible to determine which students have the lowest levels of intrapreneurship and which 
students present the highest. Main component 1 that summarizes and orders all the information obtained based on the 20 items that make up the 
five constructs of the applied questionnaire. With these values, it is possible to appreciate that student 33 obtained the lowest value. Therefore, this 
student presents the lowest level of competencies and intrapreneurial skills. Student 177 presents the higher value, indicating the highest level of 
intra-mobile skills. 
 
Table 4: Levels of Intrapreneurship 
 

  Values Obtained in Main Component 1 Levels of Intrapreneurship  

 Less than or equal to -5  Very Low 

 Greater than -5 to values less than or equal to -2   Low 

 Greater than -2 up to values less than or equal to 1  Moderate 

 Greater than 1 up to values less than or equal to 4  High 

 Greater than 4  Very High 

In Table 4, shows a scale of measurement to classify different levels of intrapreneurship. To determine the level of intrapreneurship for each student 
surveyed, we createed an index divided into five scales depending on the value obtained for main component 1.  Specifically we classify as follows: 
Very low (values less than or equal to -5 ), Low (values greater than -5 to values less than or equal to -2), Medium (values greater than -2 to values 
less than or equal to 1), High (values greater than 1 to values less than or equal to 4) and Very high (values greater than 4). The creation of this 
type of index allows classifications and segmentations that can facilitate the analysis of all the collected data. 
  
Table 5 shows Pearson´s correlation coefficients between the five variable constructs of the study and the 
main component 1. Pearson correlation values oscillate between 0 and 1, Values obtained, closer to -1.0, 
indicates a high level of negative relationship between 2 variables.   
 
Table 5: Pearson´s Correlation of the Main Component 1 with the 5 Dimensions of Intrapreneurship 
  

Variable Prin 1 
D1 0.744** 
D2 0.717** 

D3 0.897** 
D4 0.868** 
D5 0.721** 

Table 5 shows Pearson´s correlation coefficients between the five variable constructs of the study and the main component 1. Pearson correlation 
values oscillate between 0 and 1, Values obtained, closer to -1.0, indicates a high level of negative relationship between 2 variables.  Values closer  
to 1.0, indicate a higher level of positive relationship between two variables. Results shows a strong positive correlation.  On average correlations 
surpass a value of 0.7 with a p-value that indicates significance with a value lower than 0.05 (marked with **),  
  



INTERNATIONAL JOURNAL OF MANAGEMENT AND MARKETING RESEARCH ♦VOLUME 12 ♦NUMBER 1♦2019 
 

57 
 

Values closer to 1.0, indicate a higher level of positive relationship between two variables. Results shows 
a strong positive correlation.  On average correlations surpass a value of 0.7 with a p-value that indicates 
significance with a value lower than 0.05 (marked with **), Such a high level of positive association 
increases the reliability for the use of the main component 1 as an index that allows comparison of the 
different levels of intrapreneurship. 
 
CONCLUSIONS 
 
The objective of this research was to measure the skills and abilities of intrapreneurship in students who 
attend to one of the seven face-to-face master programs: Business Administration, Marketing, Human 
Resources Management, Public Administration, Taxes, Financial Management and Auditing offered by the 
Faculty of Accounting and Administration (FCA) of the Autonomous University of Chihuahua (UACH).  
We achieved this objective by applying the survey called "entrepreneurship Competencies " by Vargas, 
Mora & Siles (2017), together with the statistical analysis of the main components. We applied the analysis 
of the main components to the data collected from the 235 students surveyed. A high value was obtained 
for Eigenvalue 1, allowing us to summarize the total variability of the twenty items that make up the five 
constructs of the questionnaire.  We achieved a result of 72.22%. Therefore, it was possible to create an 
index that measured, in a general way, the level of intrapreneurship for each student surveyed. Based on 
the value assigned in main component 1 it was possible to classify them into five ability levels (very low, 
low, medium, high, very high level of skills and intrapreneur skills). When applying Cronbach's Alpha to 
the survey, it was possible to validate the internal consistency of the items used in each construct.  We were 
also able to do so for the full instrument, which presented a high value of 0.9033, The foregoing shows that 
the instrument is capable of measuring the capacities and abilities of intrapreneurship in an individual.  
 
The results of levels of intrapreneurism measurement were distributed as follows: 7.55% of the students 
surveyed presented a very low level of competencies and skills of intra-occupational tourism, 11.21% 
presented a low level, 18.40% presented a level medium, 22.59% presented a high level and 40.25% 
presented a very high level of these competences and skills evaluated. These results can measure efficiency 
of the different programs aimed at promoting and encouraging skills and intra-entrepreneurial competencies 
of students.  It can also identify students who present a higher level of intrapreneurship with the purpose of 
potentiating their development in this area.  It can also identify students who presented lower levels.  These 
results reveal areas of opportunity that arise in the programs, as well as other areas of opportunity for this 
type of students. 
 
This research was limited to postgraduate students, which come from different academic backgrounds, 
different types of professional activity and different labor sector, limiting the ability to generalize to a 
specific type of organization.  To identify people who have the skills and competencies of intrapreneurship 
within an organization, this analysis proves to be a very powerful tool.   
 
The results are valuable for many uses including the generation of new projects or improvement processes, 
identifying employees who already work within the company with the skills and competencies to participate 
in this type of activity, and may even represent an informational advantage in the development of the human 
capital of an organization.  It can be of great impact to identify those skills and competencies that can 
potentiate strengths within the organization. Future research might apply this analysis in conjunction with 
the principal component’s analysis technique. Likewise, future research might replicate this analysis in 
public companies, since these organizations can benefit in a way similar to the private sector. 
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A MANAGEMENT FOCUSED TOOL FOR 
DEVELOPING PRO-FORMA FINANCIAL 

STATEMENTS 
Terrance Jalbert, University of Hawaii Hilo 

 
ABSTRACT 

 
Developing pro-forma financial statements and associated financial analysis is an important undertaking 
for new and existing business alike.  This paper reports user experiences with a spreadsheet-based method 
for developing pro-forma financial statements as developed in Jalbert (2017).  The paper also presents 
improvements and enhancements to the template. The forecasting approach reported on here requires users 
to simply enter their firm-specific figures.  As such it is particularly useful for individuals without extensive 
training in finance.  The tool does not require programming or the use of plug figures and does not result 
in circular references which are all common to other tools.  The template provides a powerful tool for 
entrepreneurs and for teaching management, accounting and finance courses.  The tool is suitable for both 
novice and advanced users.   
 
JEL: A2, G31, M13, M41 
 
KEYWORDS:  Financial Statements; Pro-Forma Financial Statements, Forecasting, Entrepreneurship,  

              Small Business Finance, Accounting for Small Businesses 
 
INTRODUCTION  
 

reating pro-forma financial statements and comprehensive financial analysis constitutes an 
important step in business planning.  Users can become overwhelmed by complexity of the work.  
They may also have trouble linking elements of the financial analysis together in consistent and 

meaningful ways to produce quality analysis.  Frustrated users might give up or resort to hiring costly 
professional help to complete the analysis.  These expenditures utilize scarce resources needed otherwise 
to start or grow a business.   
 
Jalbert (2017), develops a financial statement forecasting tool.  The template includes forecasted financial 
statements, a capital budget, calculations of firm value and ratio analysis.  The template is highly automated 
requiring users to enter managerial variables only. The template utilizes a high degree of automation 
assuring calculation accuracy.  This high degree of accuracy can inspire confidence from skeptical bankers.  
The approach does not require plug-figures.  Rather, the calculation of each variable is supported.  Further, 
the spreadsheet does not create circular references, a problem that has been noted in other approaches.   
 
The template addresses considerations commonly associated with start-up firms. Owners of startup firms 
sometimes do not take a wage.  The template incorporates these non-expenses labor amounts into the 
analysis to more accurately evaluate projects.  It also supports the use of Section 179 expense election tax 
treatment and other immediate expensing options on purchased assets.  These special depreciation tools are 
commonly used by small and intermediate sized firms.   
 

C 
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The template provides a useful resource for entrepreneurs, managers, financial planners and other business 
professionals.  The template also holds promise as a teaching tool for business and finance courses.  The 
tool combines accounting and finance considerations and allows users to see and understand the impact that 
changes in one variable have on the remaining financial analysis.  The template can accommodate 
professors wishing to reduce automation and require students to complete additional calculations.  It can 
also accommodate those that wish to introduce additional complexity to the tool. 
 
The research presented here improves upon and enhances the work of Jalbert (2017). The improvements 
here make the template easier to use, reduces the need for external data sources and utilizes a more 
conservative approach to capital budgeting.  The remainder of the paper is organized as follows.  The next 
section discusses the relevant literature.  The following section discusses improvements to the template 
developed here.  The paper continues by presenting the revised spreadsheets and providing accompanying 
discussion of the template.  The paper closes with some concluding comments. 
 
LITERATURE REVIEW 
 
Some financial research addresses financial statement forecasting, however; the extant body of literature is 
not extensive.  One stream of research describes methods for forecasting financial statements based on 
historical data.    Kerry (2010) forecasts financial statements based on historical financial statements of a 
firm along with those of other firms.  His model requires the user to input macroeconomic data and some 
user forecasts of selected account items.  With these inputs his approach produces forecasted financial 
statements.   
 
Vélez-Pareja, I. and J. Tham (2008) and Vélez-Pareja (2011) also develop a system for forecasting financial 
statements based on historical data.  They note that their system, unlike many available options, does not 
require plug figures to balance the financial statements.  Arnold (2011) also develops pro-forma financial 
statements and demonstrates links between common stock and long-term debt, which are commonly entered 
as plug figures in financial statement forecasting. 
 
Jalbert, Briley and Jalbert (2012) utilize Risk Management Associates (RMA), Annual Statement Studies 
data to forecast financial statements.  RMA data provides summary historical, and current, data.  RMA data 
averages financial values for groupings of firms within an industry.  Their method provides an alternative 
to the percentage of sales method that might appeal more to loan officers. 
 
Drougas and Johnson (2004) develop a system to facilitate financial statement understanding by 
undergraduate students.  They create simulated financial statements with a focus on the role of uncertainty 
in forecasts.  Desanctis and Jarvenpaa (1989) examine how three information presentation methods affect 
forecast accuracy.  They consider numerical formats, graphical formats, and a combination of numeric and 
graphical formats.   They find that graphical formats result in better forecast accuracy.   Others that develop 
financial statement forecasting techniques include Cheremushkin (2010), who focuses on retained earnings 
use by the firm and Vélez-Pareja (2010) who focuses on the role of tax shields and debt in developing 
forecasted financial statements.  
  
A common difficulty associated with creating financial statements lies in estimating sales and sales growth.  
To address this difficulty Vorkink, K. and K. Workman (2016) suggest a four-step process for estimating 
sales as follows: 1.)  calculate historical averages, 2.) use macroeconomic considerations to adjust the 
historical averages, 3.) incorporate adjustments for industry effects and 4.) incorporate adjustments for 
company-specific effects. 
 
In addition to the academic literature, several patents related to financial analysis and financial statement 
forecasting exist. Erwin, Fortheringham and McGuinness (1998), U.S. Patent US6249770, utilize historical 
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account data for the firm to forecast financial statements.    Their method incorporates inflation adjustments 
and exchange rates in their forecasts.  Other patents, and patent applications, exist that involve forecasting 
financial statements and related issues (Chopra, Masih, Chugh, Bidkar and Navani, 2015). 
 
TEMPLATE ENHANCEMENTS 
 
The author of this paper utilized the Jalbert (2017) template as a starting point.  After using a beta version 
of the tool and the final tool developed by Jalbert (2017) several observations were noted.  First, the template 
does not provide instruction on how to properly use the tool.  Some instructions were presented in Jalbert 
(2017).  However, users may not have access to the entire research paper when preparing their financial 
statements.  Moreover, users may not be willing to invest the time to work through an academic paper to 
fully understand the instructions.  The new template presented here incorporates a list of instructions to 
guide users through completing the template. 
 
The second observation relates to errors in capital budgeting analysis.  When completing the capital budget, 
users must enter the sales prices of items sold upon closing the business.  Users may make errors when 
entering these terminal cash flows.  Specifically, they may report sales prices for equipment that had not 
been previously purchased.  The solution, incorporated into the template here, involves error messages 
calling users attention to problematic entries.  The spreadsheet does this by comparing items being sold to 
items that were purchased earlier.  If a user reports a sales prices for an item that was not previously 
purchased, an error message appears. 
 
A third observation relates to long term assets.  The template of Jalbert (2017) requires depreciating or 
immediately expensing all long-term assets purchased at the outset of the project.   While this is a common 
occurrence, a few situations occur whereby long-term assets should not be depreciated, such as the case of 
land purchases.  To accommodate these situations, the new template presented here includes a separate 
category for non-depreciable long-term assets. 
 
The fourth observation relates to tax computations on the income statement.  Jalbert (2017) uses the 
corporate tax rate to compute net income.  This template is modified to utilize the personal ordinary income 
tax rate.  Most users of the template are likely small businesses inclined to select an organizational form 
that subjects it to pass-through taxation.  Thus, the change incorporated here results in a template more 
directly applicable to its primary users.  Advanced users wishing to use the corporate tax rate may do so 
through a simple template modification that does not otherwise affect spreadsheet calculation techniques. 
 
A fifth observation relates to sales estimates.  The Jalbert (2017) template allows for a single sales input, 
all of which are subject to a Cost of Goods Sold (COGS).  If sales are services, the user simply set the 
COGS percentage in the input variable section equal to zero to reflect this reality.  However, the template 
does not easily accommodate revenue mixes that include both products and services.  To simplify these 
computations, the template here includes rows for both product sales and other sales.  COGS calculations 
apply to only the product sales.    
 
Further, users may not realize that a positive entry for common stock is required.  The template here 
incorporates a new error message that reminds users that accounting conventions require a positive entry 
for this field. 
 
No known research addresses the appropriate method for handling accumulated cash from operations in the 
capital budget.  The Jalbert (2017) template uses an aggressive form of capital budgeting.  The method uses 
total cash accumulated in the business upon closing as a terminal cash flow. This approach commonly 
results in a large terminal cash flow.  The aggressiveness occurs because profits reported earlier consider 
these cash flows.  Thus, this approach creates cash flow estimates, net present value and internal rate of 
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return calculations that are arguably aggressive.  The revised template presented here uses a more 
conservative capital budgeting approach.  The new template considers only the beginning cash invested in 
the firm as a terminal cash flow.  Other cash accumulated through operations, and where there exists an 
associated operating cash flow, are excluded from the terminal cash flow calculations.  The template here 
is also modified to use the cost of equity for Net Present Value calculations rather than the weighted average 
cost of capital (WACC).  This approach generally introduces more conservatism to the result. 
 
Finally, for the Jalbert (2017) template users needed to access external data sources to determine values for 
required input variables. These variables include the cost of equity, average interest rates on loans, and the 
relevant tax rates.  The template here includes two new worksheets to help users address this issue.  The 
‘Tax’ worksheet includes information to assist users with determining the appropriate tax rates to input for 
the corporate tax, ordinary income and capital gains.  The tool does not automatically compute the tax rates 
because of tax-code complexity.  However, users can use the provided information to approximate their 
relevant tax rates.    The worksheet titled ‘Cost of Cap’ provides information to help users determine the 
appropriate costs of funds.  Separate information is included to estimate the cost of equity and cost of debt.  
These tax rates and costs of funds data should be updated annually, prior to distributing the tool to potential 
users. 
 
REVISED TEMPLATES 
 
This section presents the revised template that incorporate improvements and enhancements to the template 
presented by Jalbert (2017).  As with most financial models, the template here requires simplifying 
assumptions.  This section begins by outlining these assumptions.  Like the predecessor template, the 
template here allows capital equipment purchased, expensed using standard depreciation tools, at the outset 
of the project only.  Users may choose between four depreciation methods, 1.) 3-year MACRS, 2.) 5-Year 
Straight Line, 3.) 5-year MACRS, and 4.) 39-Year Straight Line.  Items purchased after initiation of the 
business must be immediately expensed using Section 179 expense election or other immediate expensing 
options.  The analysis further assumes the direct cost of producing product sales (COGS), remains constant 
as a percentage of sales.  Advanced users can override the annual COGS automatic calculations to produce 
a time variant COGS. Overriding this figure does not require other changes in the spreadsheet.   
 
The financial analysis utilizes a five-year framework.  The capital budget is estimated such that all assets 
are sold, and the business is terminated, upon completion of the fifth year of operations.   Further, the 
template assumes all liabilities are paid in full at the end of the fifth year.  The approach here discounts total 
cash flows at the cost of equity, KE.  Advanced users might elect to change the discount rate to the Weighted 
Average Cost of Capital (WACC) or modify the relevant cash flows considered in the capital budget. 
 
Revised Financial Analysis Template    
 
This section presents the revised financial analysis template.   An Excel spreadsheet contains the template’s 
six worksheets.  Worksheet ‘S1’ is the primary worksheet.  In includes the input variables, income 
statement, statement of retained earnings, statement of cash flows, balance sheet, capital budget analysis, 
computation of firm value, and ratio analysis.  Users enter their information in the ‘S1’ worksheet.  The 
worksheet ‘Steps’ contains directions for users to follow in incorporating their firm data in the spreadsheet.  
The worksheet ‘DP’ contains depreciation computations.  The worksheet ‘Cost of Cap’ provides 
information to assist users in estimating the cost of equity and cost of obtaining loans.  The worksheet ‘Tax’ 
provides information to assist users in estimating tax rate entries required in the input section of ‘S1’.  
Finally, the worksheet ‘EM’ includes error message that populate in various locations within the 
spreadsheet when an entry does not conform to basic financial analysis rules. 
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Table 1:  Steps to Complete the Template 
 

 
This table shows the steps necessary to complete the template. 
 
The tool requires some user inputs.  Other inputs are automatically calculated by the template.  Users input 
items appear in plain text.  The template automatically calculates items in bold text.   The spreadsheet does 
not protect template-calculated variables allowing advanced users to make complex template adjustments 
to accommodate specific needs.  The author encourages users to back up their data prior to changing bolded 
items in the event of unexpected results.  The presentation includes both numeric and formula presentations 
when appropriate.  Tables 1-10 show the template in numeric format.  Tables 2F-7F show the relevant 
underlying formulae.  The presentation does not accommodate some large formulae.  In these instances, the 
indicator * along with a number indicates formulae presentation in the table note. 
 

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44

A B C D E F G H I J K
Step 1: DO NOT MODIFY ANY BOLDED ITEMS.  THESE FIGURES ARE AUTOMATICALLY CALCULATED

Step 2:  ENTER DATA FOR YOUR INITIAL (TIME 0) BALANCE SHEET
CELLS: A78-A115:  Modify the unbolded row headings to reflect your accounts.
CELLS: B78-B115:  Enter the beginning balance sheet data in unbolded cells
CELL A116: Check Error Message: Confirm the Year 0  asset amount equals the liabilities and equity amount. 
CELLS B111-G111: Confirm you have included a potitive entry for common stock in each year.

Step 3: INPUT DATA FOR YOUR INCOME STATEMENT FOR YEARS 1-5
CELLS A20-A25:  Modify the unbolded row headings to reflect your expense categories.
CELL B8:  Input your estimates for COGS as a Percentage of Sales.
CELL B9: Input the General Excise Tax Rate you must pay on your sales.
CELLS: C14-C36, D14-D36, E14-E36, F14-F36, G14-G36: Enter sales and expense estimates in unbolded cells.

Step 4: REPORT SECTION 179 PURCHASES
CELLS:  ROW 26:  Report any capital purchases made after the firm was started.

Step 5: REPORT UNEXPENSED LABOR
CELLS: ROW 145:  Report the value of owner labor not expensed on the income statement.

Step 6: ADDRESS CAPITAL STRUCTURE CHANGES
CELLS: C79-C111, D79-D111, E79-E111, F79-F111, G79-G111: Modify the year 1-5 balance sheets to
reflect changes in accounts.  Changes might include increasing or reducing loan balances,
increasing common stock contributions, and changes in assets utilized by the firm.

Step 7: ESTIMATE THE COSTS OF FUNDS
CELLS:  B3 AND B4: Use information in the Cost of Cap worksheet to estimate Average
Interest Rate Rate on Loans and Cost of Equity.

Step 8: ESTIMATE INCOME TAX RATES
CELLS:  B6, B7 AND B8:  Examine the Earnings Before Tax (EBT) data in the income statement.  
Utilize EBT data to estimate your tax rates.  Information to do this is provided in the
worksheet labeled TAX.

Step 9: REVIEW THE DIVIDEND POLICY
CELLS:  ROW 41:  Indicate your planned dividend payments
CELLS:  ROW 42: Confirm the dividend payments do not result in negative Retained earnings.
CELLS: ROW 78: Confirm the dividend payments do not result in negative cash balances.

Step 10: ESTIMATE SALES PRICES FOR ASSETS
CELLS G165-G176: Indicate the revovery amounts of assets utilized by the business.

Step 11: REPORT RMA RATIO DATA
CELLS:  H216-H222:  Report relevant ratio values from RMA Annual Statement Studies.
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Table 1 adds a new worksheet to the Jalbert (2017) template. This table, contained in the worksheet ‘Steps’, 
provides users instructions on how to utilize the template.  The instructions walk the user through eleven 
sequential steps to successfully enter the data for their firm in the template.  Each step points users to 
specific cells within the tables that must be addressed by the user.  By following these steps sequentially, 
users produce results in a logical framework. 
 
The analysis begins with the entry of required input fields.  Table 2 (Table 2F) indicates the necessary input 
variables and provides the income statement.  Required inputs include the average interest rate on loans and 
cost of equity.  The template provides guidance to determine these variables in the worksheet labeled ‘Cost 
of Cap’ discussed later in this document. The user must also enter the general excise tax rate (GET), capital 
gains tax rate (TPS), ordinary income tax rate (TPB) and corporate tax rate (TC).  Worksheet ‘Tax’, also 
discussed latter in this document, provides support for estimating these values.   
 
Table 2:  Input Variables and Income Statement 
 

 
This table shows the input variables and Income Statement.   
 
 
 

1
2

3

4

5

6

7

8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36

A B C D E F G
INPUT VARIABLES

Average Interest Rate on Loans 7.250%

Cost of Equity 12.000%

Tax Rate on Capital Gains (TPS) 10.000%

Tax Rate on Ordinary Income (TPB) 12.000%

Corporate Tax Rate (TC) 21.000%

Cost of Goods Sold as a % of Sales 40.000%
General Excise Tax Rate 4.439%

INCOME STATEMENT Yr 0 Yr 1 Yr 2 Yr 3 Yr 4 Yr 5

Product Sales with COGS 300,000 325,000 295,000 300,000 600,000
Other Sales without COGS 50,000 50,000 50,000 50,000 50,000
Total Sales 350,000 375,000 345,000 350,000 650,000
  General Excise Tax 15,535 16,645 15,313 15,535 28,851
  Cost of Goods Sold 120,000 130,000 118,000 120,000 240,000
  Bank and Merchant Fees 15,000 15,000 15,000 15,000 15,000
  Labor 30,000 30,000 30,000 30,000 60,000
  Employee Benefits 5,000 5,000 5,000 5,000 10,000
  Advertising 10,000 10,000 8,000 10,000 10,000
  Rent 40,000 40,000 40,000 40,000 40,000
  Utilities 5,000 2,000 5,000 5,000 5,000
  Expense 5 0 0 0 0 0
  Current Year Section 179 Purchases 20,000 0 20,000 0 0
  Depreciation MACRS 3YR 9,900 13,500 4,500 2,100 0
  Depreciation SL 5YR 8,000 8,000 8,000 8,000 8,000
  Depreciation MACRS 5YR 12,000 19,200 11,400 7,200 6,600
  Depreciation SL 39 Year Real Estate 2,564 2,564 2,564 2,564 2,564
Total Expenses 292,999 291,909 282,777 260,399 426,015
EBIT 57,001 83,091 62,223 89,601 223,985
  Interest 8,700 11,963 9,063 11,238 6,525
EBT 48,301 71,129 53,160 78,363 217,460
  Tax 5,796 8,535 6,379 9,404 26,095
Net Income 42,505 62,593 46,781 68,960 191,365
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Table 2F:  Input Variables and Income Statement (Formulae Display) 
 

 
This table shows the formulae display for input variables and the income statement.  Worksheet ‘S1’ contains all calculations with the exception of 
depreciation.  Worksheet ‘DP’ presents supporting depreciation calculations.  *1 =(C100+C101+C108)*$B$3,  
*2 =(D100+D101+D108)*$B$3, *3 =(E100+E101+E108)*$B$3, *4 =(F100+F101+F108)*$B$3, *4 =(G100+G101+G108)*$B$3.  The 
spreadsheet automatically computes bolded items.  Users enter data for their company in plain text cells. 
 
The row titled General Excise Tax Rate represents the Hawaii General Excise Tax (GET).  This tax is 
assessed on businesses in Hawaii based on sales.  Businesses may elect to add this tax onto sales prices in 
a manner common to sales taxes.  However, the business is responsible for the tax liability without regard 
to tax collections from customers.  The Hawaii GET tax rate varies by island.  The tax rate incorporated 
here equals 4.4386 percent, an amount relevant for the island of Hawaii.  Users can adjust the percentage 
to reflect tax rates of their locality.  Users not facing this tax may simply set the rate equal to zero percent. 
 
In addition, users must enter the cost of goods sold (COGS) as a percentage of sales.  As noted earlier, the 
spreadsheet holds COGS as a percentage of sales constant throughout the five-year analysis period. 
Advanced users may over-ride this calculation by directly entering the cost of goods sold dollar amount.  
While a bolded element, overriding the COGS figures in the income statement does not affect the remaining 
calculations.  Users modify unbolded column headings, in Cells A20-A25, to reflect the expense categories 

1
2

3

4

5

6

7

8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36

A B C D E F G
INPUT VARIABLES

Avg. Interest Rate on Loans 0.0725

Cost of Equity 0.12

Tax Rate on Cap.Gains (TPS) 0.1

Tax Rate on Ord. Inc. (TPB) 0.12

Corporate Tax Rate (TC) 0.21

COGS as a % of Sales 0.4
General Excise Tax Rate 0.044386

INCOME STATEMENT Yr 0 Yr 1 Yr 2 Yr 3 Yr 4 Yr 5

Product Sales with COGS 300000 325000 295000 300000 600000
Other Sales without COGS 50000 50000 50000 50000 50000
Total Sales =SUM(C14:C15) =SUM(D14:D15) =SUM(E14:E15) =SUM(F14:F15) =SUM(G14:G15)
  General Excise Tax =C16*$B$9 =D16*$B$9 =E16*$B$9 =F16*$B$9 =G16*$B$9
  Cost of Goods Sold =C14*$B$8 =D14*$B$8 =E14*$B$8 =F14*$B$8 =G14*$B$8
  Bank and Merchant Fees 15000 15000 15000 15000 15000
  Labor 30000 30000 30000 30000 60000
  Employee Benefits 5000 5000 5000 5000 10000
  Advertising 10000 10000 8000 10000 10000
  Rent 40000 40000 40000 40000 40000
  Utilities 5000 2000 5000 5000 5000
  Expense 5 0 0 0 0 0
  Current Year Sec. 179 20000 0 20000 0 0
  Depreciation MACRS 3YR =DP!D7 =DP!D8 =DP!D9 =DP!D10 =DP!D11
  Depreciation SL 5YR =DP!I7 =DP!I8 =DP!I9 =DP!I10 =DP!I11
  Depreciation MACRS 5YR =DP!N7 =DP!N8 =DP!N9 =DP!N10 =DP!N11
  Dep. SL 39 Year Real Estate =DP!S7 =DP!S8 =DP!S9 =DP!S10 =DP!S11
Total Expenses =SUM(C17:C30) =SUM(D17:D30) =SUM(E17:E30) =SUM(F17:F30) =SUM(G17:G30)
EBIT =C16-C31 =D16-D31 =E16-E31 =F16-F31 =G16-G31
  Interest *1 *2 *3 *4 *5
EBT =C32-C33 =D32-D33 =E32-E33 =F32-F33 =G32-G33
  Tax =C34*$B$6 =D34*$B$6 =E34*$B$6 =F34*$B$6 =G34*$B$6
Net Income =C34-C35 =D34-D35 =E34-E35 =F34-F35 =G34-G35
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for their firm.  Users then enter the relevant income statement figures in unbolded cells from A14-G25.  
Users may vary these amounts by year as determined appropriate. 
 
The primary enhancement of Table 2 over previous versions of the template comes in the estimate of sales.  
As noted earlier, the previous iteration of this template computed COGS based on total sales.  However, 
some sales, such as revenues for services provided, do not generally have accompanying COGS.  The 
modification here allows product sales, for which COGS is calculated, and service sales without COGS.   
 
Table 3 shows retained earnings and cash flow statements.  These statements were not materially modified 
from their original version.  Moreover, the only user entry required is the dividend amount in Row 41.  
Thus, we do not further discuss these tables here. 
 
Table 3:  Retained Earnings Statement and Cash Flow Statement 
 

 
This table presents the statements of retained earnings and cash flows.  The template requires no user input for the statement of cash flows.  Users 
must enter dividends paid in row 41 of the statement of retained earnings. 
 
 
 
 

38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74

A B C D E F G
STATEMENT OF RET. EARNINGS Yr 0 Yr 1 Yr 2 Yr 3 Yr 4 Yr 5
Old Retained Earnings 0 42,505 55,098 51,879 45,839
Net Income 42,505 62,593 46,781 68,960 191,365
Dividends 0 50,000 50,000 75,000 100,000
New Retained Earnings 42,505 55,098 51,879 45,839 137,203

STATEMENT OF CASH FLOWS Yr 0 Yr 1 Yr 2 Yr 3 Yr 4 Yr 5
Net Income 42,505 62,593 46,781 68,960 191,365
Depreciation 32,464 43,264 26,464 19,864 17,164
Increases in Liabilities
Short Term Bank Loans -5,000 -5,000 35,000 -25,000 0
Credit Card Loans 25,000 -25,000 0 -30,000 0
Current Liabilities 3 0 0 0 0 0
Current Liabilities 4 0 0 0 0 0
Current Liabilities 5 0 0 0 0 0
Current Liabilities 6 0 0 0 0 0
Current Liabilities 7 0 0 0 0 0
Long Term Loans 1 25,000 -10,000 -5,000 -10,000 -5,000
Long Term Loans 2 0 -10,000 -10,000 -10,000 -10,000
Total Sources of Cash 119,969 55,857 93,245 13,824 193,529
Increases in Assets
Inventory 0 0 0 0 0
Deposits -10,000 20,000 20,000 -50,000 20,000
Asset 4 0 0 0 0 0
Asset 5 0 0 0 0 0
Asset 6 0 0 0 0 0
Asset 7 0 0 0 0 0
Non Depreciable LT Assets (Land) 0 0 0 0 0
Total Uses of Cash in Operations -10,000 20,000 20,000 -50,000 20,000
Cash Paid to and Received from Stockholders
Increase in Common Stock 7,000 0 0 0 0
Dividends 0 50,000 50,000 75,000 100,000
= Change in Cash Position 136,969 -14,143 23,245 -11,176 73,529

Old Cash 20,000 156,969 142,826 166,071 154,895
Plus Change in Cash Position 136,969 -14,143 23,245 -11,176 73,529
New Cash Balance 156,969 142,826 166,071 154,895 228,424
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Table 3F:  Statement of Retained Earnings and Statement of Cash Flows (Formulae Display) 
 

 
This table shows the formulae display for variables in the Retained Earnings and Cash Flow Statements.  Worksheet ‘S1’ contains all computations 
except depreciation.  Worksheet ‘DP’ presents supporting depreciation calculations.  *6 =sum(C57-C66+C68-C69), *7 =sum(D57-D66+D68-
D69), *8 =sum(E57-E66+E68-E69), *9 =sum(F57-F66+F68-F69), *10 =sum(G57-G66+G68-G69).  The spreadsheet automatically computes 
bolded items.  Users enter data for their company in plain text cells. 
 
The discussion moves forward to the balance sheet presented in Table 4 (Table 4F), where users are directed 
to enter specific business information.  Users begin by modifying the unbolded row headings to reflect the 
assets and liabilities accounts utilized by the business (Cells A79-A84).  Next, users enter data for the initial 
balance sheet in column Yr. 0 (Cells B78-B114).  Users can select from four depreciation choices by 
entering their initial balance sheet data in the corresponding row.  As with all balance sheets, the process 
involves answering two fundamental questions:  1.) Which assets will the firm require?, and 2.)  How will 
the firm finance the purchase of these items.  Once the initial balance sheet meets the accounting standard 
Assets = Liabilities + Equity, users may modify unbolded items in subsequent balance sheets to reflect 
time-changing variations in the accounts. All necessary follow through changes, are automatically 
completed.  Users can select from four depreciation methods by entering their data in the relevant row. 
 
Two primary modifications were made to the balance sheet.  First, an additional error message is 
incorporated.  The message appears in cells B116 through G116 and identifies non-positive common stock 
amounts.  Specifically, the error message indicates “ERROR!  The common stock value is not valid.  
Common stock must be entered as a positive number.”  The second balance sheet modification creates an 
entry for non-depreciable long term assets such as land. These amounts are incorporated in cells B86-G86.  

38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74

A B C D E F G
STMT OF RET EARN Yr 0 Yr 1 Yr 2 Yr 3 Yr 4 Yr 5
Old Retained Earnings =B112 =C112 =D112 =E112 =F112
Net Income =C36 =D36 =E36 =F36 =G36
Dividends 0 50000 50000 75000 100000
New Retained Earnings =C39+C40-C41 =D39+D40-D41 =E39+E40-E41 =F39+F40-F41 =G39+G40-G41

STMT.  OF CASH FLOWS Yr 0 Yr 1 Yr 2 Yr 3 Yr 4 Yr 5
Net Income =C36 =D36 =E36 =F36 =G36
Depreciation =SUM(C27:C30) =SUM(D27:D30) =SUM(E27:E30) =SUM(F27:F30) =SUM(G27:G30)
Increases in Liabilities
=A100 =C100-B100 =D100-C100 =E100-D100 =F100-E100 =G100-F100
=A101 =C101-B101 =D101-C101 =E101-D101 =F101-E101 =G101-F101
=A102 =C102-B102 =D102-C102 =E102-D102 =F102-E102 =G102-F102
=A103 =C103-B103 =D103-C103 =E103-D103 =F103-E103 =G103-F103
=A104 =C104-B104 =D104-C104 =E104-D104 =F104-E104 =G104-F104
=A105 =C105-B105 =D105-C105 =E105-D105 =F105-E105 =G105-F105
=A106 =C106-B106 =D106-C106 =E106-D106 =F106-E106 =G106-F106
=A108 =C108-B108 =D108-C108 =E108-D108 =F108-E108 =G108-F108
=A109 =C109-B109 =D109-C109 =E109-D109 =F109-E109 =G109-F109
Total Sources of Cash =SUM(C45:C56) =SUM(D45:D56) =SUM(E45:E56) =SUM(F45:F56) =SUM(G45:G56)
Increases in Assets
=A79 =C79-B79 =D79-C79 =E79-D79 =F79-E79 =G79-F79
=A80 =C80-B80 =D80-C80 =E80-D80 =F80-E80 =G80-F80
=A81 =C81-B81 =D81-C81 =E81-D81 =F81-E81 =G81-F81
=A82 =C82-B82 =D82-C82 =E82-D82 =F82-E82 =G82-F82
=A83 =C83-B83 =D83-C83 =E83-D83 =F83-E83 =G83-F83
=A84 =C84-B84 =D84-C84 =E84-D84 =F84-E84 =G84-F84
=A86 =C86-B86 =D86-C86 =E86-D86 =F86-E86 =G86-F86
Total Uses of Cash in Oper. =SUM(C59:C65) =SUM(D59:D65) =SUM(E59:E65) =SUM(F59:F65) =SUM(G59:G65)
Cash  to and from Stckhldrs
Increase in Common Stock =C111-B111 =D111-C111 =E111-D111 =F111-E111 =G111-F111
Dividends =C41 =D41 =E41 =F41 =G41
= Change in Cash Position *6 *7 *8 *9 *10

Old Cash =B78 =C78 =D78 =E78 =F78
Plus Chg. in Cash Position =C70 =D70 =E70 =F70 =G70
New Cash Balance =SUM(C72+C73) =SUM(D72+D73) =SUM(E72+E73) =SUM(F72+F73) =SUM(G72+G73)
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In the previous template iteration, depreciation applied to all long term assets.  Incorporating non-
depreciable long term assets improves the accuracy of estimates made with the template.  Other elements 
of the balance sheet remain consistent with those presented in Jalbert (2017).  The curious reader is referred 
to the earlier work for additional balance sheet discussion. 
 
Table 4:  Balance Sheet 
 

 
This table shows the balance sheet template. 
 
 
 
 
 
 
 
 

76
77
78
79
80
81
82
83
84
85
86
87
88
89
90
91
92
93
94
95
96
97
98
99

100
101
102
103
104
105
106
107
108
109
110
111
112
113
114
115
116

A B C D E F G
BALANCE SHEET Yr 0 Yr 1 Yr 2 Yr 3 Yr 4 Yr 5
Assets
Cash 20,000 156,969 142,826 166,071 154,895 228,424
Inventory 10,000 10,000 10,000 10,000 10,000 10,000
Deposits 53,000 43,000 63,000 83,000 33,000 53,000
Asset 4 0 0 0 0 0 0
Asset 5 0 0 0 0 0 0
Asset 6 0 0 0 0 0 0
Asset 7 0 0 0 0 0 0
Total Current Assets 83,000 209,969 215,826 259,071 197,895 291,424
Non Depreciable LT Assets (Land) 100,000 100,000 100,000 100,000 100,000 100,000
Long Term Asset MACRS 3YR 30,000 30,000 30,000 30,000 30,000 30,000
Accumulated Depreciation 3YR 9,900 23,400 27,900 30,000 30,000
Long Term Asset SL 5YR 40,000 40,000 40,000 40,000 40,000 40,000
Accumulated Depreciation SL 5YR 8,000 16,000 24,000 32,000 40,000
Long Term Asset MACRS 5YR 60,000 60,000 60,000 60,000 60,000 60,000
Accumulated Depreciation MACRS 5 YR 12,000 31,200 42,600 49,800 56,400
Real Estate 39 Years 100,000 100,000 100,000 100,000 100,000 100,000
Accumulated Depreciation RE 39 YR SL 2,564 5,128 7,692 10,256 12,821
Total Depreciable Fixed Assets 230,000 230,000 230,000 230,000 230,000 230,000
Total Accumulated Depreciation 0 32,464 75,728 102,192 122,056 139,221
Total Assets 413,000 507,505 470,098 486,879 405,839 482,203

Liabilities and Equity
Short Term Bank Loans 25,000 20,000 15,000 50,000 25,000 25,000
Credit Card Loans 50,000 75,000 50,000 50,000 20,000 20,000
Current Liabilities 3 0 0 0 0 0 0
Current Liabilities 4 0 0 0 0 0 0
Current Liabilities 5 0 0 0 0 0 0
Current Liabilities 6 0 0 0 0 0 0
Current Liabilities 7 0 0 0 0 0 0
Total Current Liabilities 75,000 95,000 65,000 100,000 45,000 45,000
Long Term Loans 1 45,000 70,000 60,000 55,000 45,000 40,000
Long Term Loans 2 100,000 100,000 90,000 80,000 70,000 60,000
Total Liabilities 220,000 265,000 215,000 235,000 160,000 145,000
Common Stock 193,000 200,000 200,000 200,000 200,000 200,000
Retained Earnings 0 42,505 55,098 51,879 45,839 137,203
Total Equity 193,000 242,505 255,098 251,879 245,839 337,203
Total Liabilities and Equity 413,000 507,505 470,098 486,879 405,839 482,203
Cumulative Section 179 Purchases 20,000 20,000 40,000 40,000 40,000
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Table 4F:  Balance Sheet (Formulae Display) 
 

 
This table shows formulae for the balance sheet.  Worksheet ‘S1’ contains all computations except depreciation and error messages.  Worksheet 
‘DP’ contains depreciation computations.  Worksheet ‘EM’, contains error messages.  *11 = (B87+B89+B91+B93), *12 = 
(C87+C89+C91+C93), *13 = (D87+D89+D91+D93), *14 = (E87+E89+E91+E93), *15 = (F87+F89+F91+F93), *16 = 
(G87+G89+G91+G93), *17 =(B88+B90+B92+B94), *18 =(C88+C90+C92+C94), *19 =(D88+D90+D92+D94), *20 =(E88+E90+E92+E94), 
*21 =(F88+F90+F92+F94), *22 =(G88+G90+G92+G94), *23 =sum(B85+B86+B87-B88+B89-B90+B91-B92+B93-B94), *24 
=sum(C85+C86+C87-C88+C89-C90+C91-C92+C93-C94), *25 =sum(D85+D86+D87-D88+D89-D90+D91-D92+D93-D94), *26 
=sum(E85+E86+E87-E88+E89-E90+E91-E92+E93-E94), *27 =sum(F85+F86+F87-F88+F89-F90+F91-F92+F93-F94), *28 
=sum(G85+G86+G87-G88+G89-G90+G91-G92+G93-B94), *29 =sum(B107+B108+B109), *30 =sum(C107+C108+C109), *31 
=sum(D107+D108+D109), *32 =sum(E107+E108+E109), *33 =sum(F107+F108+F109), *34 =sum(G107+G108+G109), *35 = 
if(B97=B114,””, EM!A1), *36 =if(B111>0,””,EM!$A$5), *37 =if(C111>0,””,EM!$A$5), *38 =if(D111>0,””,EM!$A$5), *39 
=if(E111>0,””,EM!$A$5), *40 =if(F111>0,””,EM!$A$5), *41 =if(G111>0,””,EM!$A$5).  Users enter data for their firm in items not bolded.  
The spreadsheet computes bolded items.   
 
Table 5 (Table 5F) shows the capital budget analysis. Much of the data for this table automatically transfers 
from information entered in previous statements.  Users must only input terminal cash flows occurring at 
the close of year 5.  The spreadsheet automatically computes the terminal cash amount as noted earlier.  
Users enter sale prices for the remaining current asset recovered and all recovered capital asset. Formulae 
assume sale of current assets for an amount equaling the purchase price.  The careful reader will notice 
these items are not bolded.  Thus, users may override these computations without corrupting the template.  

76
77
78
79
80
81
82
83
84
85
86
87
88
89
90
91
92
93
94
95
96
97
98
99

100
101
102
103
104
105
106
107
108
109
110
111
112
113
114
115
116

A B C D E F G
BALANCE SHT Yr 0 Yr 1 Yr 2 Yr 3 Yr 4 Yr 5
Assets
Cash 20000 =C74 =D74 =E74 =F74 =G74
Inventory 10000 10000 10000 10000 10000 10000
Deposits 53000 43000 63000 83000 33000 53000
Asset 4 0 0 0 0 0 0
Asset 5 0 0 0 0 0 0
Asset 6 0 0 0 0 0 0
Asset 7 0 0 0 0 0 0
Total C.A. =SUM(B78:B84) =SUM(C78:C84) =SUM(D78:D84) =SUM(E78:E84) =SUM(F78:F84) =SUM(G78:G84)
Non Dep. LT A. 100000 =B86 =C86 =D86 =E86 =F86
L. T, mACRS 3 30000 =B87 =C87 =D87 =E87 =F87
A.D. 3 =B88+C27 =C88+D27 =D88+E27 =E88+F27 =F88+G27
L.T. SL 5 40000 =B89 =C89 =D89 =E89 =F89
A.D. SL 5 =B90+C28 =C90+D28 =D90+E28 =E90+F28 =F90+G28
L.T. MACRS 5 60000 =B91 =C91 =D91 =E91 =F91
A.D. MACRS 5 =C29+B92 =D29+C92 =E29+D92 =F29+E92 =G29+F92
R.E.39 Yr. 100000 =B93 =C93 =D93 =E93 =F93
A.D. RE 39 YR =B94+C30 =C94+D30 =D94+E30 =E94+F30 =F94+G30
Total Dep. F.A. *11 *12 *13 *14 *15 *16
Total Acc Dep. *17 *18 *19 *20 *21 *22
Total Assets *23 *24 *25 *26 *27 *28

Liab. and Eq.
S.T. B. Loans 25000 20000 15000 50000 25000 25000
C. Card Loans 50000 75000 50000 50000 20000 20000
C.L. 3 0 0 0 0 0 0
C.L. 4 0 0 0 0 0 0
C.L. 5 0 0 0 0 0 0
C.L. 6 0 0 0 0 0 0
C.L. 7 0 0 0 0 0 0
Total C. Liab =SUM(B100:B106) =SUM(C100:C106) =SUM(D100:D106) =SUM(E100:E106) =SUM(F100:F106) =SUM(G100:G106)
L.T. Loans 1 45000 70000 60000 55000 45000 40000
L.T. Loans 2 100000 100000 90000 80000 70000 60000
Total Liab *29 *30 *31 *32 *33 *34
Comm Stock 193000 200000 200000 200000 200000 200000
Ret. Earn. 0 =C42 =D42 =E42 =F42 =G42
Total Equity =SUM(B111:B112) =SUM(C111:C112) =SUM(D111:D112) =SUM(E111:E112) =SUM(F111:F112) =SUM(G111:G112)
Total L. and E. =SUM(B110+B113) =SUM(C110+C113) =SUM(D110+D113) =SUM(E110+E113) =SUM(F110+F113) =SUM(G110+G113)
Cum Sec 179 =C26 =C115+D26 =D115+E26 =E115+F26 =F115+G26
*35 *36 *37 *38 *39 *40 *41
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The spreadsheet automatically calculates taxes due on the disposal of assets.  The spreadsheet incorporates 
formulas that assume full payment of all liabilities.  Users indicate the value of owner donated labor to the 
firm on row 145.   The amount entered reflects opportunity cost effects of uncompensated work. The 
spreadsheet provides Net Present Value (NPV) and Internal Rate of Return (IRR) solutions.  NPV 
calculations utilize the Cost of Equity that was input in Table 2, under most circumstances a more 
conservative approach than the WACC method used in Jalbert (2017). 
 
The capital budget incorporates one important change over the previous template version.  Jalbert (2017) 
utilized the total cash accumulated in Year 5 as the relevant terminal cash flow.   The template here uses a 
different approach.  The template here uses the cash amount on the Year 0 balance sheet as the terminal 
cash flow.  This new approach is more conservative any time cash balances increase over the life of the 
business.  This new approach generally produces lower cash flows and thus more conservative NPV and 
IRR values. 
  
Table 5:  Capital Budget Analysis 
 

 
 
 
 
 
 
 
 
 

117
118
119
120
121
122
123
124
125
126
127
128
129
130
131
132
133
134
135
136
137
138
139
140
141
142
143
144
145
146
147

A B C D E F G H
CAPITAL BUDGET ANALYSIS Yr 0 Yr 1 Yr 2 Yr 3 Yr 4 Yr 5

Product Sales with COGS 300,000 325,000 295,000 300,000 600,000
Other Sales without COGS 50,000 50,000 50,000 50,000 50,000
Total Sales 350,000 375,000 345,000 350,000 650,000
  General Excise Tax 15,535 16,645 15,313 15,535 28,851
  Cost of Goods Sold 120,000 130,000 118,000 120,000 240,000
  Bank and Merchant Fees 15,000 15,000 15,000 15,000 15,000
  Labor 30,000 30,000 30,000 30,000 60,000
  Employee Benefits 5,000 5,000 5,000 5,000 10,000
  Advertising 10,000 10,000 8,000 10,000 10,000
  Rent 40,000 40,000 40,000 40,000 40,000
  Utilities 5,000 2,000 5,000 5,000 5,000
  Expense 5 0 0 0 0 0
  Current Year Section 179 Purchases 20,000 0 20,000 0 0
  Depreciation MACRS 3YR 9,900 13,500 4,500 2,100 0
  Depreciation SL 5YR 8,000 8,000 8,000 8,000 8,000
  Depreciation MACRS 5YR 12,000 19,200 11,400 7,200 6,600
  Depreciation SL 39 Year Real Estate 2,564 2,564 2,564 2,564 2,564
EBIT 57,001 83,091 62,223 89,601 223,985
  Interest 8,700 11,963 9,063 11,238 6,525
EBT 48,301 71,129 53,160 78,363 217,460
  Tax 5,796 8,535 6,379 9,404 26,095
Net Income 42,505 62,593 46,781 68,960 191,365
  Depreciation MACRS 3YR 9,900 13,500 4,500 2,100 0
  Depreciation SL 5YR 8,000 8,000 8,000 8,000 8,000
  Depreciation MACRS 5YR 12,000 19,200 11,400 7,200 6,600
  Depreciation SL 39 Year Real Estate 2,564 2,564 2,564 2,564 2,564
Non Expensed Owner Labor 20,000 20,000 20,000 20,000 20,000
Total Operating Cash Flows 54,969 85,857 53,245 68,824 188,529



INTERNATIONAL JOURNAL OF MANAGEMENT AND MARKETING RESEARCH ♦VOLUME 12 ♦NUMBER 1♦2019 
 

73 
 

Table 5:  Capital Budget Analysis (Continued) 
 

 
This table shows the capital budget. 
 
 
 
 
 
 
 
 
 
 
 
 
 

148
149
150
151
152
153
154
155
156
157
158
159
160
161
162
163
164
165
166
167
168
169
170
171
172
173
174
175
176
177
178
179
180
181
182
183
184
185
186
187
188

A B C D E F G
CAPITAL BUDGET (CONTINUED) Yr 0 Yr 1 Yr 2 Yr 3 Yr 4 Yr 5
Cash -20,000
Inventory -10,000
Deposits -53,000
Asset 4 0
Asset 5 0
Asset 6 0
Asset 7 0
Total Current Assets -83,000
Non Depreciable LT Assets (Land) 100,000
Long Term Asset MACRS 3YR -30,000
Long Term Asset SL 5YR -40,000
Long Term Asset MACRS 5YR -60,000
Real Estate 39 Years -100,000
Cash Flow -413,000

Cash 20,000
Inventory 10,000
Deposits 53,000
Asset 4 0
Asset 5 0
Asset 6 0
Asset 7 0
Sale of 179 Expense Election Assets 20,000
Non Depreciable LT Assets (Land) 150,000
Long Term Asset MACRS 3YR 30,000
Long Term Asset SL 5YR 25,000
Long Term Asset MACRS 5YR 50,000
Real Estate 39 Years 90,000
Tax on Gain on Sale of Current Assets 0
Tax on Sale of 179 Expense Election Assets 2,000
Tx on Sale of Non Depreciable LT Assets (Land) 5,000
Tax on Long Term Asset MACRS 3YR 3,000
Tax on Long Term Asset SL 5YR 2,500
Tax on Long Term Asset MACRS 5 YR 4,640
Tax on Real Estate Sale 282
Total Terminal Cash Flows 430,578
Total Cash Flow -413,000 54,969 85,857 53,245 68,824 619,107

NPV 137,460
IRR 0.2039
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Table 5F:  Capital Budget Analysis (Formulae Display) 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

117
118
119
120
121
122
123
124
125
126
127
128
129
130
131
132
133
134
135
136
137
138
139
140
141
142
143
144
145
146

A B C D E F G
CAP. BUDGET Yr 0 Yr 1 Yr 2 Yr 3 Yr 4 Yr 5

=A14 =C14 =D14 =E14 =F14 =G14
=A15 =C15 =D15 =E15 =F15 =G15
=A16 =C16 =D16 =E16 =F16 =G16
=A17 =C17 =D17 =E17 =F17 =G17
=A18 =C18 =D18 =E18 =F18 =G18
=A19 =C19 =D19 =E19 =F19 =G19
=A20 =C20 =D20 =E20 =F20 =G20
=A21 =C21 =D21 =E21 =F21 =G21
=A22 =C22 =D22 =E22 =F22 =G22
=A23 =C23 =D23 =E23 =F23 =G23
=A24 =C24 =D24 =E24 =F24 =G24
=A25 =C25 =D25 =E25 =F25 =G25
=A26 =C26 =D26 =E26 =F26 =G26
=A27 =C27 =D27 =E27 =F27 =G27
=A28 =C28 =D28 =E28 =F28 =G28
=A29 =C29 =D29 =E29 =F29 =G29
=A30 =C30 =D30 =E30 =F30 =G30
=A32 =C32 =D32 =E32 =F32 =G32
=A33 =C33 =D33 =E33 =F33 =G33
=A34 =C34 =D34 =E34 =F34 =G34
=A35 =C35 =D35 =E35 =F35 =G35
=A36 =C36 =D36 =E36 =F36 =G36
=A132 =C132 =D132 =E132 =F132 =G132
=A133 =C133 =D133 =E133 =F133 =G133
=A134 =C134 =D134 =E134 =F134 =G134
=A135 =C135 =D135 =E135 =F135 =G135
N. E. Labor 20000 20000 20000 20000 20000
Total Op. C.F. *42 *43 *44 *45 *46
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Table 5F:  Capital Budget Analysis (Continued) (Formulae Display) 
 

 
This table shows formulae for the Capital Budget.  Worksheet ‘S1’ contains all computations except depreciation and messages.  Worksheet ‘DP’ 
contains depreciation computations.  *42 =sum(C140:C144)-C145, *43 =sum(D140:D144)-D145, *44 =sum(E140:E144)-E145, *45 
=sum(F140:F144)-F145, *46 =sum(G140:G144)-G145, *47 =(sum(G165:G170)+Sum(B150:B155)*$B$5, *48 =(G172-G86)*$B$5, *49 
=SUM(G164:G176)-SUM(G177:B183), *50 =IF(AND(G171>0,G115=0,EM!A$,””), *51 =IF(AND(G172>0,G86=0,EM!A3,””), *52 
=IF(AND(G173>0,B158=0,EM!A3,””), *53 =IF(AND(G174>0,B159=0,EM!A3,””), *54 =IF(AND(G175>0,B160=0,EM!A3,””), *55 
=IF(AND(G176>0,B161=0,EM!A3,””), *56 =NPV(B4,C185:G185)+B185 *57 =IRR(B185:G185).  Users enter data for their firm in non-bolded 
cells.  The spreadsheet computes bolded items.   
 
Table 6 (Table 6F) shows calculated variables, firm values and provides calculations necessary to complete 
ratio analysis.  The calculations follow exactly the work of Jalbert (2017).  However, due to the complexity 
of the issue a discussion of the calculations is provided here for convenience.  The calculated variables 
culminate in an estimate of the Weighted Average Cost of Capital (WACC).  The computation utilizes the 
average cost of funds and cost of equity entered in the Input Variables in Table 2.  The WACC formula 
combines these figures with the proportions of funds obtained from equity debt in the initial balance sheet.  
Net Present Value (NPV) computations use the cost of equity to estimate excess present value.   
 

148
149
150
151
152
153
154
155
156
157
158
159
160
161
162
163
164
165
166
167
168
169
170
171
172
173
174
175
176
177
178
179
180
181
182
183
184
185
186
187
188

A B C D E F G H
CAP BUD (CONT) Yr 0 Yr 1 Yr 2 Yr 3 Yr 4 Yr 5
=A78 =-B78
=A79 =-B79
=A80 =-B80
=A81 =-B81
=A82 =-B82
=A83 =-B83
=A84 =-B84
=A85 =-B85
=A86 =B86
=A87 =-B87
=A89 =-B89
=A91 =-B91
=A93 =-B93
Cash Flow =-B97

=A78 =-B149
=A79 =-B150
=A80 =-B151
=A81 =-B152
=A82 =-B153
=A83 =-B154
=A84 =-B155
Sale of 179 20000 *50
=A157 150000 *51
=A158 30000 *52
=A159 25000 *53
=A160 50000 *54
=A161 90000 *55
Tax on Gain C.A. *47
Tax on Sale of 179 =G171*B5
Tx on Sale of N.D *48
Tax on MACRS 3 =DP!D31
Tax SL 5YR =DP!I31
Tax on MACRS 5 =DP!N31
Tax on R.E. Sale =DP!S31
Total Term C.F. *49
Total C.F. =B162 =C146 =D146 =E146 =F146 =SUM(G146+G184)

NPV *56
IRR *57
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Table 6:  Calculated Variables, Firm Value and Ratio Analysis 
 

 
This table shows calculations of firm value and financial ratios.  Valuation calculations are completed based on the work of Miller (1977) and 
Jalbert (2002) and Jalbert (2017). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

190
191
192
193
194
195
196
197
198
199
200
201
202
203
204
205
206
207
208
209
210
211
212
213
214
215
216
217
218
219
220
221
222

A B C D E F G H
CALCULATED VARIABLES

Proportion of Funds From Equity 0.4673
Proportion of Funds from Debt 0.5327
Cost of Capital (WACC) 0.0901

COMPUTATION OF FIRM VALUE Yr 0 Yr 1 Yr 2 Yr 3 Yr 4 Yr 5

EBIT 57,001 83,091 62,223 89,601 223,985
Unexpensed Value of Owners Time 20,000 20,000 20,000 20,000 20,000
EBIT for Valuation 37,001 63,091 42,223 69,601 203,985

Firm Value: Pass-Through Taxation (Jalbert Method)

Value of Unlevered Firm 277,506 473,184 316,670 522,006 1,529,888
Value of Levered Firm 275,106 469,884 314,170 518,906 1,528,088
Gain from Leverage -2,400 -3,300 -2,500 -3,100 -1,800

Firm Value: Double Taxation (Miller Method)

Value of Unlevered Firm 242,505 373,815 251,879 412,385 1,208,611
Value of Levered Firm 262,785 401,700 273,004 438,580 1,223,821
Gain from Leverage 20,280 27,885 21,125 26,195 15,210

COMPUTATION OF FINANCIAL RATIOS
Yr 0 Yr 1 Yr 2 Yr 3 Yr 4 Yr 5 RMA

Total Asset Turnover 0.690 0.798 0.709 0.862 1.348 x
Return on Assets 0.084 0.133 0.096 0.170 0.397 x
Return on Equity 0.175 0.245 0.186 0.281 0.568 x
Debt to Equity 1.140 1.093 0.843 0.933 0.651 0.430 x
Debt to Assets 0.533 0.522 0.457 0.483 0.394 0.301 x
Current Ratio 1.107 2.210 3.320 2.591 4.398 6.476 x
Dividend Payout Ratio 0.000 0.799 1.069 1.088 0.523 x



INTERNATIONAL JOURNAL OF MANAGEMENT AND MARKETING RESEARCH ♦VOLUME 12 ♦NUMBER 1♦2019 
 

77 
 

Table 6:  Calculated Variables, Firm Value and Ratio Analysis (Formulae Display) 
 

 
This table shows formulae for calculated variables, firm value and financial ratios.  Worksheet ‘S1’ contains all calculations except depreciation.  
Worksheet ‘DP’ contains depreciation computations. *58 =SUM((B192*B4)+((B193*B3)*(1-B6))), *59 =MAX(SUM(C200*(1-
$B$5)/$B$4),C113), *60 =MAX(SUM(D200*(1-$B$5)/$B$4),D113), *61 =MAX(SUM(E200*(1-$B$5)/$B$4),E113), *62 =MAX(SUM(F200*(1-
$B$5)/$B$4),F113), *63 =MAX(SUM(G200*(1-$B$5)/$B$4),G113), *64 =MAX(C204+(C33*((1-$B$6)-(1-$B$5)))/$B$3,C113), *65 
=MAX(D204+(D33*((1-$B$6)-(1-$B$5)))/$B$3,D113), *66 =MAX(E204+(E33*((1-$B$6)-(1-$B$5)))/$B$3,E113), *67 =MAX(F204+(F33*((1-
$B$6)-(1-$B$5)))/$B$3,F113), *68 =MAX(G204+(G33*((1-$B$6)-(1-$B$5)))/$B$3,G113), *69 =MAX(C200*(1-$B$7)*(1-$B$5))/$B$4),C113), 
*70 =MAX(D200*(1-$B$7)*(1-$B$5))/$B$4),D113), *71 =MAX(E200*(1-$B$7)*(1-$B$5))/$B$4),E113), *72 =MAX(F200*(1-$B$7)*(1-
$B$5))/$B$4),F113), *73 =MAX(G200*(1-$B$7)*(1-$B$5))/$B$4),G113), *74 =MAX(C210+(C33*((1-$B$6)-(1-$B$7)*(1-$B$5))/$B$3),C113), 
*75 =MAX(D210+(D33*((1-$B$6)-(1-$B$7)*(1-$B$5))/$B$3),D113), *76 =MAX(E210+(E33*((1-$B$6)-(1-$B$7)*(1-$B$5))/$B$3),E113), *77 
=MAX(F210+(F33*((1-$B$6)-(1-$B$7)*(1-$B$5))/$B$3),F113), *78 =MAX(G210+(G33*((1-$B$6)-(1-$B$7)*(1-$B$5))/$B$3),G113).  Users 
enter data for their firm in cells not bolded.  The spreadsheet calculates bolded items.   
 
Table 6 (Table 6F) also provides an estimate of firm value.  The calculations correspond directly to those 
in Jalbert (2017).  The calculations utilize previous inputs to complete the computations, requiring no 
additional user intervention.  The analysis here utilizes the Jalbert (2017) approach, a modification to the 
earnings valuation methods of Jalbert (2002) and Miller (1977).  Methods developed by Jalbert (2002) 
estimate values of firms subject to the pass-through taxation system.  The work of Miller (1977) computes 
the value of firms subject to the double taxation system. Users should focus their attention on the approach 
relevant for their tax status.  The template reduces EBIT by an amount equal to non-expensed owner labor 
provided to the firm to determine valuation. 
 
Firm value calculations consider both the going concern and liquidation value of the firm.  Firm value is 
calculated as the maximum of the earnings-based valuation or liquidation value of the firm.  Liquidation 

190
191
192
193
194
195
196
197
198
199
200
201
202
203
204
205
206
207
208
209
210
211
212
213
214
215
216
217
218
219
220
221
222

A B C D E F G H
CALC VARIABLES

Prop of Funds Equity =B113/B114
Prop of Funds Debt =SUM(B110/B114)
Cost of Capital *58

COMP OF FIRM VAL Yr 0 Yr 1 Yr 2 Yr 3 Yr 4 Yr 5

EBIT =C32 =D32 =E32 =F32 =G32
Unexp Value of Labor =C145 =D145 =E145 =F145 =G145
EBIT for Valuation =C198-C199 =D198-D199 =E198-E199 =F198-F199 =G198-G199

Firm Value: P.T.

Value of Unlev. Firm *59 *60 *61 *62 *63
Value of Levered Firm *64 *65 *66 *67 *68
Gain from Leverage =C205-C204 =D205-D204 =E205-E204 =F205-F204 =G205-G204

Firm Value: D.T.

Value of Unlev. Firm *69 *70 *71 *72 *73
Value of Levered Firm *74 *75 *76 *77 *78
Gain from Leverage =C211-C210 =D211-D210 =E211-E210 =F211-F210 =G211-G210

COMP OF RATIOS
Yr 0 Yr 1 Yr 2 Yr 3 Yr 4 Yr 5 RMA

Total Asset Turnover =C16/C97 =D16/D97 =E16/E97 =F16/F97 =G16/G97 x
Return on Assets =C36/C97 =D36/D97 =E36/E97 =F36/F97 =G36/G97 x
Return on Equity =C36/C113 =D36/D113 =E36/E113 =F36/F113 =G36/G113 x
Debt to Equity =B110/B113 =C110/C113 =D110/D113 =E110/E113 =F110/F113 =G110/G113 x
Debt to Assets =B110/B97 =C110/C97 =D110/D97 =E110/E97 =F110/F97 =G110/G97 x
Current Ratio =B85/B107 =C85/C107 =D85/D107 =E85/E107 =F85/F107 =G85/G107 x
Dividend Payout =C69/C36 =D69/D36 =E69/E36 =F69/F36 =G69/G36 x
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value is proxied by common equity on the balance sheet.  Equations 1 and 2 calculate the value of firms 
subject to the pass-through taxation system.  Equation 1 provide values for the unlevered firm VU, a firm 
that doesn’t borrow money.  Equation 2 specifies the value of a levered firm, VL, a firm that borrows money.  
E(EBIT) equals expected earnings before interest and taxes, I equals the total interest expense, TPS equals 
the capital gains tax rate, KE equals the owners required rate of return on invested equity, KD equals the cost 
of borrowing money and CE equals the common equity from the balance sheet.   
 

𝑉𝑉𝑈𝑈 =  𝑀𝑀𝑀𝑀𝑀𝑀(
𝐸𝐸(𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸)(1 − 𝐸𝐸𝑃𝑃𝑃𝑃)

𝐾𝐾𝐸𝐸
,𝐶𝐶𝐸𝐸) 

 

(1) 

𝑉𝑉𝐿𝐿 =  𝑀𝑀𝑀𝑀𝑀𝑀(
𝐸𝐸(𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸)(1 − 𝐸𝐸𝑃𝑃𝑃𝑃)

𝐾𝐾𝐸𝐸
+  
𝐸𝐸[(1 − 𝐸𝐸𝑃𝑃𝑃𝑃) ∗ (1 − 𝐸𝐸𝑃𝑃𝑃𝑃)]

𝐾𝐾𝐷𝐷
,𝐶𝐶𝐸𝐸) 

(2) 

 
Similarly, Equations 3 and 4 provide calculations of value for firms subject to double taxation.  This 
valuation requires introduction of a corporate tax rate, TC.   Equations 2 and 3 show equations for valuing 
the unlevered firm, VU, and a levered firm, VL respectively: 
 

𝑉𝑉𝑈𝑈 =  𝑀𝑀𝑀𝑀𝑀𝑀(
𝐸𝐸(𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸)(1 − 𝐸𝐸𝑃𝑃𝑃𝑃)(1 − 𝐸𝐸𝐶𝐶)

𝐾𝐾𝐸𝐸
,𝐶𝐶𝐸𝐸) 

 

(3) 

𝑉𝑉𝐿𝐿 =  𝑀𝑀𝑀𝑀𝑀𝑀(
𝐸𝐸(𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸)(1 − 𝐸𝐸𝑃𝑃𝑃𝑃)(1 − 𝐸𝐸𝐶𝐶)

𝐾𝐾𝐸𝐸
+  
𝐸𝐸[(1 − 𝐸𝐸𝑃𝑃𝑃𝑃)(1 − 𝐸𝐸𝑃𝑃𝑃𝑃)(1 − 𝐸𝐸𝐶𝐶)]

𝐾𝐾𝐷𝐷
,𝐶𝐶𝐸𝐸) 

(4) 

The gain from borrowing money equals the difference in value between a firm that borrows money and a 
firm that does not borrow money.  This amount is often referred to as the gain from leverage, GL.  Jalbert 
(2002) and Miller (1977) show that most tax regimes result in positive gains for double taxation firms and 
negative gains for pass through taxation firms.  Equation 5 shows the gain from borrowing money and 
applies to both pass-through and double-taxation firms: 
  
𝐺𝐺𝐿𝐿 =  𝑉𝑉𝐿𝐿 − 𝑉𝑉𝑈𝑈 (5) 

 
Table 6 (Table 6F) also calculates several financial ratios.  Three new ratios were added to the analysis 
relative to the original template.  This version includes new calculations for return on equity (ROE), debt 
to assets and dividend payout ratio.  These new ratios provide useful information for users to evaluate 
important elements of their firm. 
 
In addition to the calculated ratios, the worksheet provides space for industry average ratios.  Users should 
refer to Risk Management Associates (RMA) Annual Statement Studies, or a similar data source, to obtain 
industry ratio levels.  Users enter these values in Cells H216-H222.  Comparing calculated figures to 
industry averages allows users to pinpoint important differences.  The presence of large differences suggests 
the user may have mis-estimated some inputs, or the firm will operate using an approach different from 
most firms in the industry. 
 
Table 7 (Table 7F) shows depreciation calculations.  The table comes from the worksheet labeled ‘DP’.  
Users select from four depreciation methods when completing their analysis by entering data in the 
corresponding row in the Year 0 balance sheet on Worksheet ‘S1’.  Worksheet ‘DP’ calculates the annual 
depreciation amounts and provides supporting data for tax calculations related to sales of equipment.  The 
spreadsheet requires no user input and functions exactly as the Jalbert (2017) template.   Table 8, comes 
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from the worksheet labeled ‘EM’ and includes error messages.  Other worksheets call these error messages 
when users enter problematic data into the spreadsheet. 
 
Table 7:  Depreciation Computations 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31

A B C D E F G H I
MACRS 3 Year SL 5 Year

Depreciation Taken Depreciation Taken

Year Percentage Cost Depreciation Year PercentageCost Depreciation
0 0
1 0.33 30,000 9,900 1 0.2 40,000 8,000
2 0.45 30,000 13,500 2 0.2 40,000 8,000
3 0.15 30,000 4,500 3 0.2 40,000 8,000
4 0.07 30,000 2,100 4 0.2 40,000 8,000
5 0 30,000 0 5 0.2 40,000 8,000

Total Depreciation Taken 30,000 Total Depreciation Taken 40,000

Book Value Book Value

Cost of Machine 30,000 Cost of Machine 40,000
Less Depreciation Taken 30,000 Less Depreciation Taken 40,000
= Book Value 0 = Book Value 0

Gain on Sale Gain on Sale

Sales Price 30,000 Sales Price 25,000
Less Book Value 0 Less Book Value 0
= Gain on Sale 30,000 = Gain on Sale 25,000

Tax on Gain Tax on Gain

Gain on Sale 30,000 Gain on Sale 25,000
Tax Rate 0.10 Tax Rate 0.10
Tax Due 3,000 Tax Due 2,500
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Table 7:  Depreciation Computations (Continued) 
 

 
This table shows depreciation computations. Users make no entries in this spreadsheet. The spreadsheet calculates all items in the table. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31

K L M N O P Q R S
MACRS 5 Year 39 Year Real Estate

Depreciation Taken Depreciation Taken

Year Percentage Cost Depreciation Year PercentageCost Depreciation
0 0
1 0.2 60,000 12,000 1 0.025641 100,000 2,564
2 0.32 60,000 19,200 2 0.025641 100,000 2,564
3 0.19 60,000 11,400 3 0.025641 100,000 2,564
4 0.12 60,000 7,200 4 0.025641 100,000 2,564
5 0.11 60,000 6,600 5 0.025641 100,000 2,564

Total Depreciation Taken 56,400 Total Depreciation Taken 12,821

Book Value Book Value

Cost of Machine 60,000 Cost of Machine 100,000
Less Depreciation Taken 56,400 Less Depreciation Taken 12,821
= Book Value 3,600 = Book Value 87,180

Gain on Sale Gain on Sale

Sales Price 50,000 Sales Price 90,000
Less Book Value 3,600 Less Book Value 87,180
= Gain on Sale 46,400 = Gain on Sale 2,821

Tax on Gain Tax on Gain

Gain on Sale 46,400 Gain on Sale 2,821
Tax Rate 0.10 Tax Rate 0.10
Tax Due 4,640 Tax Due 282
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Table 7F:  Depreciation Computations (Formulae Display) 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31

A B C D E F G H I
MACRS 3 Year SL 5 Year

Dep. Taken Dep. Taken

Year Percent Cost Depreciation Year Percent Cost Depreciation
0 0
1 0.33 ='S1'!$B$87 =B7*C7 1 0.2 ='S1'!$B$89 =G7*H7
2 0.45 ='S1'!$B$87 =B8*C8 2 0.2 ='S1'!$B$89 =G8*H8
3 0.15 ='S1'!$B$87 =B9*C9 3 0.2 ='S1'!$B$89 =G9*H9
4 0.07 ='S1'!$B$87 =B10*C10 4 0.2 ='S1'!$B$89 =G10*H10
5 0 ='S1'!$B$87 =B11*C11 5 0.2 ='S1'!$B$89 =G11*H11

T. Dep. Taken =SUM(D7:D11) T. Dep. Taken =SUM(I7:I11)

Book Value Book Value

Cost of Machine =C7 Cost of Machine =H7
Less Dep. Taken =D13 Less Dep. Taken =I13
= Book Value =D17-D18 = Book Value =I17-I18

Gain on Sale Gain on Sale

Sales Price ='S1'!G173 Sales Price ='S1'!G174
Less Book Value =D19 Less Book Value =I19
= Gain on Sale =D23-D24 = Gain on Sale =I23-I24

Tax on Gain Tax on Gain

Gain on Sale =D25 Gain on Sale =I25
Tax Rate ='S1'!$B$5 Tax Rate ='S1'!$B$5
Tax Due =D29*D30 Tax Due =I29*I30
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Table 7F:  Depreciation Computations (Formulae Display) (Continued) 
 

 
This table shows formulae for calculated variables, firm value and financial ratios.  Worksheet ‘S1’ contains all calculations except depreciation.  
Worksheet ‘DP’ contains depreciation computations.  The spreadsheet calculates all items without user intervention. 
 
Table 8:  Error Messages 
 

 
This table shows worksheet ‘EM’.  The worksheet stores error messages which are referenced and displayed by other areas of the spreadsheet. 
 
 
 
 
 
 
 
 
 

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31

K L M N O P Q R S
MACRS 5 Year 39 Year R.E.

Dep. Taken Dep. Taken

Year Percent Cost Depreciation Year Percent Cost Depreciation
0 0
1 0.2 ='S1'!$B$91 =L7*M7 1 0.025641 ='S1'!$B$93 =Q7*R7
2 0.32 ='S1'!$B$91 =L8*M8 2 0.025641 ='S1'!$B$93 =Q8*R8
3 0.19 ='S1'!$B$91 =L9*M9 3 0.025641 ='S1'!$B$93 =Q9*R9
4 0.12 ='S1'!$B$91 =L10*M10 4 0.025641 ='S1'!$B$93 =Q10*R10
5 0.11 ='S1'!$B$91 =L11*M11 5 0.025641 ='S1'!$B$93 =Q11*R11

T. Dep. Taken =SUM(N7:N11) T. Dep. Taken =SUM(S7:S11)

Book Value Book Value

Cost of Machine =M7 Cost of Machi =R7
Less Dep. Taken =N13 Less Dep. Tak =S13
= Book Value =N17-N18 = Book Value =S17-S18

Gain on Sale Gain on Sale

Sales Price ='S1'!G175 Sales Price ='S1'!G176
Less Book Value =N19 Less Book Va =S19
= Gain on Sale =N23-N24 = Gain on Sal =S23-S24

Tax on Gain Tax on Gain

Gain on Sale =N25 Gain on Sale =S25
Tax Rate ='S1'!$B$5 Tax Rate ='S1'!$B$5
Tax Due =N29*N30 Tax Due =S29*S30

1
2

3

4
5

A

ERROR! Your beginning balance sheet entries do not conform to the basic accounting relationship Assets = Liabilities + Equity.  Please 
adjust your entries to comply with this requirement. 

ERROR! This entry is not valid.  A non zero entry in this cell indicates you are selling something that you did not purchase.  Either 
record the  purchase of this item on the Year 0 balance sheet or remove the entry from this cell.

ERROR! This entry is not valid.  A non zero entry in this cell indicates you are selling something that you did not purchase.  Either 
record the purchase of this item statement as a section 179 purchase on your income statement or remove the entry from this cell.
ERROR! The common stock value is not valid.  Common stock must be entered as a positive value.
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Table 9 provides information to help users determine the cost of equity and average cost of loans.  The table 
represents an enhancement to the previous template version.  Historical data from Ibbotson and Sinquefield 
(2019) indicate long-term historical returns on stocks and bonds as well as inflation rates.   Data used to 
calculate these averages runs from 1926-2015.  Next, the table provides information to assist users with 
calculating loan rates.  The table includes information on the current prime rate of interest, Government 
bond rates, Small Business Administration loan rates and other potentially useful interest rates.   
 
Table 9:  Information to Determine Loan Rates and Cost of Equity 
 

 
This table shows the ‘Cost of Cap’ worksheet.  The worksheet provides users information to assist in estimating loan rates and cost of capital rates. 
 
Table 10 provides data to assist users in estimating tax rates.  This table represents a new addition to the 
template.  Providing the data directly in the spreadsheet simplifies the users work.  Standard deduction rates 
provide users an approximation of the amount of money that can be earned tax-free.   Tax tables are 
provided for capital gains tax rates as well as ordinary income tax rates.  The table contains ordinary tax 
rates for four filing status’.  The table shows the current corporate tax rate of 21 percent and the Qualified 
Business Income (QBI) deduction rate of 20 percent. 
 

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39

A B C D E F G H
INFORMATION TO DETERMINE AVERAGE INTEREST RATE ON LOANS AND COST OF EQUIT

Cost of Equity Information

Average Return on financial instruments from 1926-2015

Small Stocks 12.00%
Large Stocks 10.00%
Government Bonds 5.60%
Treasury Bills 3.40%
Inflation 2.90%
Source Ibbotson and Sinquefield: Stocks, Bonds, Bills and Inflation, (SBBI) Yearbook

Loan Cost Information

Interest Rate Data (December 2, 2019)

Prime rate of interest 4.75%
Source FedPrimeRate.com

December 2, 2019, 1-year Treasury Bill Rate 1.56%
December 2, 2019 Current 10-year Treasury Bond 2.15%
Source:  U.S. Department of the Trasury Resource Senter

Small Business Administration Loans (December 2, 2019)

For Loans exceeding $50,000 and repayment in less than 7 years. 7.25%
For Loans exceeding $50,000 and repayment in more than 7 years. 7.75%

Other rates (December 2, 2019)

Typical Credit Card Rates 15.00%
Typical 15-year Mortgate Rates 3.25%
Typical 30-year Mortgage Rates 3.50%
Typical Personal Loans Rate 7.00%
Source:  Bankrate.com

Typical Automobile Loan Rates 3.50%
Source:  BankofAmerica.com
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Table 10:  Tax Rate Information 
 

 
This table provides information to assist users in estimating the relevant tax rates. 

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65

A B C D E F
TAX RATES FOR 2020 TAX YEAR

USE THIS INFORMATION TO ESTIMATE YOUR TAX RATES

Standard Deduction Amounts

Single $12,400
Married Filing Jointly and Surviving Spouses $24,800
Maried Filing Separately $12,400
Head of Household $18,650

Maximum Capital Gains Rates Max At Max at Excess
0% Rate 15 % Rate Rate

Single $40,000 $441,450 20%
Married Filing Jointly and Surviving Spouses $80,000 $496,600 20%
Maried Filing Separately $40,000 $248,300 20%
Head of Household $53,600 $469,050 20%

Qualified Business Income Deduction Rate 20%

Corporate Tax Rates

21% on all corporate income

Ordinary Income Tax Rates

Single
Base of Range Top of Range Base Tax Tax Rate on Income over Base
$0.00 $9,875.00 $0.00 10%
$9,876.00 $40,125.00 $987.50 12%
$40,126.00 $85,525.00 $4,617.50 22%
$85,526.00 $163,300.00 $14,605.50 24%
$163,301.00 $207,350.00 $33,271.50 32%
$207,351.00 $518,400.00 $47,367.50 35%
$518,401.00 $156,235.00 37%

Mariied Filing Joint Returns and Surviving Spouse
Base of Range Top of Range Base Tax Tax Rate on Income over Base
$0.00 $19,750.00 $0.00 10%
$19,751.00 $80,250.00 $1,975.00 12%
$80,251.00 $171,050.00 $9,235.00 22%
$171,051.00 $326,600.00 $29,211.00 24%
$326,601.00 $414,700.00 $66,543.00 32%
$414,701.00 $622,050.00 $94,735.00 35%
$622,051.00 $167,307.50 37%

Married Filing Separately
Base of Range Top of Range Base Tax Tax Rate on Income over Base
$0.00 $9,875.00 $0.00 10%
$9,876.00 $40,125.00 $987.50 12%
$40,126.00 $85,525.00 $4,617.50 22%
$85,526.00 $163,300.00 $14,605.50 24%
$163,301.00 $207,350.00 $33,271.50 32%
$207,351.00 $311,025.00 $47,367.50 35%
$311,026.00 $83,653.75 37%

Head of Household
Base of Range Top of Range Base Tax Tax Rate on Income over Base
$0.00 $14,100.00 $0.00 10%
$14,101.00 $53,700.00 $1,975.00 12%
$53,701.00 $85,500.00 $9,235.00 22%
$85,501.00 $163,300.00 $29,211.00 24%
$163,301.00 $207,350.00 $66,543.00 32%
$207,351.00 $518,400.00 $94,735.00 35%
$518,401.00 $167,307.50 37%
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CONCLUDING COMMENTS 
 
This paper presents a template for producing pro-forma financial statements.  The template provides users 
assured accuracy regarding calculations.  Thus, they can defend their calculations to skeptical bankers.  
Users simply enter relevant information for managerial determined variables.  The template automatically 
completes all other computations.  When the user adjusts a value in the spreadsheet, the remaining accounts 
automatically reflect the change.  The template does not utilize plug figures and results are free of circular 
references.  Users begin by entering figures into the initial balance sheet.  Error messages point out 
imbalances to the user.  Once the initial balance sheet meets the condition that Assets = Liabilities + Equity, 
regardless of user inputs, the remaining financial statements will be computationally correct. 
 
While the template here constitutes a substantial improvement over the Jalbert (2017) template, there 
remains room for further improvement.  Future refinements might include automatically estimating tax 
rates, cost of equity and loan rates rather than requiring users to interpret the data and make their own 
estimates.  The spreadsheet has some depreciation limitations.  Currently users purchase depreciable assets 
at the outset of the project.  Purchases that occur later must be immediately expensed.  Future refinements 
might allow users to purchase and sell depreciable assets throughout the company life cycle.  Finally, the 
template is limited to annual analysis.  Some users may require monthly analysis.  Future development 
might provide a template capable of monthly analysis.  Interested users may contact the author to obtain an 
electronic copy of the template. 
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