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Preface

“Research Methods in Accounting and Finance” module is one component of the
intensive courses to be taught in Accounting and Finance field of study. The module is
designed with the aim of imparting the basic concepts, principles and processes of
research methods. The module is organized in three broad categories: viz, knowing what
research is, planning research and conducting research. The nine units are sequenced in a

way that closely follows the process from inception to conclusion of a research project.

Definition of business research, reasons for studying research methods, language of
research and ethical issues related to research work has been discussed briefly in the first
unit.

The second unit begins with the management-research question hierarchy in the research
process and continues to elaborate about designing the study through reporting the results

i.e., framework of the research process.

The third unit briefly presents what research proposal mean, its components (the structure

of research proposal), and the processes for evaluating the quality of proposals.

A research design is the strategy for study and the plan by which the strategy is to be
carried out. And hence, the fourth unit specifies the methods and procedures for the
collection, measurement and analysis of data (i.e., related to exploratory, descriptive and

causal studies).

Researching secondary sources is complex and challenging. Nevertheless, the fifth unit
depicts the levels and types of information sources and shows the way how to evaluate

these sources. It has given a great coverage about data mining from internal sources too.

After defining qualitative research, the sixth unit clearly shows the controversy and
distinction between qualitative and quantitative research. Even though it places greater
emphasis to qualitative research, at last it describes the strategies for combining

qualitative and quantitative methodologies.



The communication approach involves surveying or interviewing people and recording
their responses for analysis. Hence, personal interviews, telephone interviews, or self-
administered surveys, with each method’s specific strengths and weaknesses; they have

been discussed in the seventh unit.

When field studies are undertaken in a practical life, consideration of time and cost
almost invariably lead to a selection of respondents i.e., selection of only a few items. In
relation to this, discussion has been made about probability and non-probability sampling
techniques in detail with illustrative examples.

The last unit but the crucial one talk about analysis and presentation of data. It has been
presented into three parts: Data preparation and description (editing, coding, and entering
of data); Exploring, displaying and examining data (statistical analysis); and Reporting
research findings (how to write the research report and conduct a successful oral

presentation).

Finally, the module consists of not only different activities in each topic but also review
questions at the end of each unit. Please read the module before you attempt all the

questions.
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Health Policy Institute

Bell J. (1993), Doing Your Research Project. A Guide for First-Time Researchers in
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Research Methods in Accounting and Finance

Unit 1. Introduction to Research in Accounting and Finance

Learning Objectives:
After completion of this unit, you should be able to:

e Identify the stimulating factors for studying research methods;

o Define what business research is;

e Distinguish between good business research and research that fails short of
professional quality;

o Differentiate the terminology used by professional researchers employing
scientific thinking; and

e Discuss what issues are covered in research ethics.

Introduction

Dear Learner! This unit deals with the definition of research and an attempt has been to

introduce the research methods in accounting and finance with the rationales behind
studying it. The languages used in research have been briefly discussed since they play a
crucial role while conducting a research work. More over, the ethical issues related to

business research have been also covered in this unit.

1. Research Defined

People have Tong strived to grips with their environmental and to understand the nature of
the phenomena it presents to their senses. One of the means by which they set out to
achieve these ends is research. Research is an often-misused term; its usage in everyday
language is very different from the strict scientific meaning. In the field of science, it is
important to move away from the looser meaning and use it only in its proper context.

Scientific research adheres to set of strict protocols and long established structures.
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Research Methods in Accounting and Finance

Research is defined as human activity based on intellectual application in the
investigation of matter. In other words, research is the systematic process of collecting
and analyzing information to increase our understanding of the phenomenon under study.
It is the function of the researcher to contribute to the understanding of the phenomenon
and communicate that understanding to others. It may be said that the general aims of

research are to observe and describe, to predict, to determine causes and explain.

2. Why Study Business Research?

You are about to begin your study of business research, both the process and the tools

needed to reduce risk in managerial decision making. Accounting and Finance
research, as we use the term in this module, is a systematic inquiry that provides
information to guide managerial decisions. More, specifically, it is a process of planning,
acquiring, analyzing, and disseminating relevant data, information, and insights to
decision makers in ways that mobilize the organization to take appropriate actions that, in
turn, maximize business performance. A variety of different types of research projects are
grouped under the label “accounting and finance research” and we will explore them all

later in this unit.

As the opening vignette and the early decision scenarios reveal, decision makers can be
found in every type of organization: business, not-for-profit organizations, and public
agencies. Regardless of where these decision makers are found or whether their resources
are abundant or limited, they all rely on information to make more efficient and effective
use of their budgets. Thus, in this module, we will take the broadest perspective of

managing and its resulting application to accounting and finance research.

At no other time in our history has so much attention been placed on measuring and
enhancing return on investment (ROI). At its most simplistic, when we measure ROI
we calculate the financial return for all expenditures. Increasingly organizational
managers want to know what strategies and tactics capture the highest return. In the last
dozen years, as technology has improved our measurement and tracking capabilities,

managers have realized that they need a better understanding of employee, stockholder,
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and customer behavior in order to influence the desired metrics. Accounting and finance

research plays an important role in this new measurement environment. Not only does it

help managers choose better strategies and tactics, but accounting and finance research

expenditures are increasingly scrutinized for their contribution to ROI.

The research methods course recognizes that students preparing to manage any function-

regardless of the setting-need training in a disciplined process for conducting an inquiry

of a management dilemma, the problem or opportunity that requires a management

decision. Several factors should stimulate your interest in studying research methods:

1.

Explosive growth and influence of the internet: the explosive growth of the
company Web sites, e-commerce, and electronic publications brings extensive
amounts of new information-but its quality and its credibility are increasingly
suspect.
Stakeholders demanding greater influence: customers, workers, shareholders, and
the general public demand to be included in company decision making; armed
with extensive information, they are more sensitive to their own self-interests than
ever before and more resistant to an organization’s stimuli.
More vigorous competition: competition, both global and domestic, is growing
and often coming from unexpected sources; many organizations refocus on
primary competencies, while they seek to improve operations by reducing costs
and converting customers to advocates.
More government intervention: government continues to show concern with all
aspects of society, becoming increasingly aggressive in protecting its various
publics by posing restrictions on the use of accounting and finance research tools.
More complex decisions: managers have more variables to consider in every
decision, increasing the manager’s need for more and better information and for
greater insights from that information.
Greater computing power and speed:
e Lower cost of data collection: computer and telecommunications lowered the
costs of data collection, drastically changing knowledge about consumers at
both store and household levels; employees at the position, team, and
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department levels; suppliers and distributors at the transaction, division, and
company levels; and machines at the part, process and production-run levels.

e Better visualization tools: high speed downloads of images allow researchers
to help people visualize complex concepts, which enrich measurement
capabilities.

e Powerful computations: sophisticated techniques of quantitative analysis are
emerging to take advantage of increasingly powerful computing capabilities.

e More integration of data: computer advances permit businesses to create and
manage a data warehouse, an electronic storehouse where vast arrays of
collected, integrated data are ready for mining.

e More and faster access to information: the power and ease of the use of
today’s computers offer us the capability to analyze more data more quickly to
deal with complex managerial problems. Yet the quantity of collected raw
data overwhelms users, necessitating a means to manage it. Early efforts to
provide a flow of information to managers used an accounting information
system (AIS). As time passed, the challenge of database management from an
AIS perspective include removing obstacles like resistance to use, reluctance
of mangers to disclose fully their information needs and decision criteria,
costs of single-user report generation, system design time, slow adaptation to
changing organizational structures, and decision relevance (standard versus
tailored reports).

e Advanced analytical tools for enhanced insights: organizations increasingly
practice data mining, applying mathematical models to extract meaningful
knowledge from volumes of data contained within internal databases.
Enormous quantities of research data are reduced to relatively straight forward
equations with statistical models. Expert systems, an outgrowth of artificial
intelligence, and data mining entered the 21* century as important tools for
research. Advanced analytical tools are available to answer a variety of
research questions. Traditional topics open to modeling-market share, price
elasticity, the cannibalization of one product’s sales by the introduction of

another product, the effects on productivity of changing an employee
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compensation system, to name a few-create decision support models that
reflect the behavior of individuals, households, and industries. Programs that
combine modeling and decision support systems evolve in the later part of the
20" century to provide the most utility to users.

e Customized reporting: while routine AIS reports are useful for well-structured
problems and those amenable to a standardized set of procedures, data must
be more than timely and standardized; reporting must be customized to be
truly meaningful to users.

7. New perspectives on established research methodologies: older tools and
methodologies once limited to exploratory research are gaining wider acceptance

in dealing with a broader range managerial problems.

To do well in such an environment, you will need to understand how to identify quality
information and to recognize the solid, reliable accounting and finance research on which
high-risk decisions as a manager can be based. You also need to know how to conduct
such research. Developing these skills requires understanding the scientific method as it
applies to the decision-making environment. This module addresses your needs as

information collector, processor, evaluator, and user.

3. What 1s Good Research?

(ood research generates dependable data that are derived by professional conducted

practices and that can be used reliably for decision making. In contrast, poor research is
carelessly planned and conducted, resulting in data that a manager can’t use to reduce
his/her decision-making risks. Good research follows the standards of the scientific

method: systematic, empirically based procedures for generating replicable research.

Here are the several defining characteristics of the scientific method with the
management dimensions of each.

1. Purpose clearly defined: the purpose of the business research-the problem

involved or the decision to be made-should be clearly defined and sharply

delineated in terms as unambiguous as possible. Getting this in writing is valuable
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in instances where the same person serves as researcher and decision maker. The
statement of the decision problem should include its scope, its limitations and the
precise meanings of all words and terms significant to the research. Failure of the
researcher to do this adequately may raise legitimate doubts in the minds of
research report readers as to whether the researcher has sufficient understanding
of the problem to make a sound proposal attacking it. This characteristic is
comparable to developing a strategic plan for achieving an objective before
developing a tactical plan or an action map.

2. Research process detailed: the research procedures used should be described in
sufficient detail to permit another researcher to repeat the research. Except when
secrecy is imposed, research reports should reveal with candor the sources of data
and the means by which they were obtained. Omission of significant procedural
details makes it difficult or impossible to estimate the validity and reliability of
the data and justifiably weakens the confidence of the reader in the research itself
as well as any recommendations based on the research. This characteristic is
comparable to developing a tactical plan.

3. Research design thoroughly planned: the procedural design of the research should
be carefully planned to yield results that are as objectives as possible. When a
sampling of the population is involved, the report should include evidence
concerning the degree of representativeness of the sample. A survey of opinions
or recollections ought not to be used when more reliable evidence is available
from documentary sources or by direct observation. Bibliographic searches should
be a thorough and complete as possible. Experiments should have satisfactory
controls. Direct observations should be recorded in writing in as soon as possible
after the event. Efforts should be made to minimize the influence of personal bias
in selecting and recording data. This characteristic is comparable to developing
detailed action plans for each tactic.

4. High ethical standards applied: researchers often work independently and have
significant latitude in designing and executing research projects. A research
design that includes safeguards against causing mental or physical harm to

participants and makes data integrity a first priority should be highly valued.
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Ethical issues in research reflect important moral concerns about the practices of

responsible behavior in society.

Researchers frequently find themselves precariously balancing the rights of their
subjects against the scientific dictates of their chosen method. When this occurs,
they have a responsibility to guard the welfare of the participants in the studies
and also the organizations to which they belong, their clients, their colleagues,
and themselves. Careful consideration must be given to those research situations
in which there is a possibility of physical or psychological harm, exploitation,
invasion of privacy, and/or loss of dignity. The research need must be weighted
against the potential for adverse effects. Typically, you can redesign a study, but
sometimes you can not. The researcher should be prepared for this dilemma.

5. Limitations frankly reveled: the researcher should report, with complete
frankness, flaws in procedural design and estimate their effect on the findings.
There are very few perfect research designs. Some of the imperfections may have
little effect on the validity and reliability of the data; others may invalidate them
entirely. A competent researcher should be sensitive to the effects of imperfect
design. The researcher’s experience in analyzing data should provide a basis for
estimating the influence of design flaws. As a decision maker, you should
question the value of research where no limitations are reported.

6. Adequate analysis for decision maker’s needs: analysis of the data should be
extensive enough to reveal its significance, what managers call “insights.” The
methods of analysis used should be appropriate. The extent to which this criterion
is met is frequently a good measure of the competence of the researcher.
Adequate analysis of the data is the most difficult phase of the research for the
novice. The validity and reliability of data should be checked carefully. The data
should be classified in ways that assist the researcher in reaching pertinent
conclusions and clearly reveal the findings that have led to those conclusions.
When statistical methods are used, the probability of error should be estimated

and the criteria for statistical significance applied.
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7. Findings presented unambiguously: some evidence of the competence and
integrity of the researcher may be found in the report itself. For example,
language that is restrained, clear, and precise; assertions that are carefully drawn
and hedged with appropriate reservations; and an apparent effort to achieve
maximum objectivity tend to leave a favorable impression of the researcher with
the decision maker. Generalizations that outrun the evidence on which they are
based, exaggerations, and unnecessary verbiage tend to be leave an unfavorable
impression. Such reports are not valuable to managers wading through the
minefields of organizational decision making. Presentation of data should be
comprehensive, easily understood by the decision maker, organized so that the
decision maker can readily locate critical findings.

8. Conclusions justified: conclusions should be limited to those for which the data
provide an adequate basis. Researchers are often tempted to broaden the basis of
induction by including personal experiences and their interpretations-data not
subject to the controls under which the research data were gathered. Equally
undesirable is the all-too-frequent practice of drawing conclusions form a study of
a limited population and applying them universally. Researchers also may be
tempted to rely too heavily on data collected in a prior study and use it in the
interpretation of a new study. Such practice sometimes occurs among research
specialists who confine their work to clients in a small industry. These actions
tend to decrease the objectivity of the research and weaken reader’s confidence in
the findings. Good researchers always specify the conditions under which their
conclusions seem to be valid.

9. Researcher’s experience reflected: greater confidence in the research is warranted
if the researcher is experienced, has a good reputation in research, and is a person
of integrity. Were it possible for the reader of a research report to obtain
sufficient information about the researcher, this criterion perhaps would be one of
the best bases for judging the degree of confidence a piece of research warrants
and the value of any decision based upon it. For this reason the research report

should contain information about the qualifications of the researcher.
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Good business research has an inherent value only to the extent that it helps management
make better decisions that help achieve organizational goals. Interesting information
about consumers, employees, competitors, or the environment might be pleasant to have,
but its value is limited if the information cannot be applied to a critical decision. If a
study does not help management select more effective, more efficient, less risky, or more
profitable alternatives than otherwise would be the case, its use should be questioned.
Alternatively, management may have insufficient resources (time, money, or skill) to
conduct an appropriate study or may face a low level of risk associated with the decision
at hand. In these situations, it is valid to avoid business research and its associated costs
in time and money. Business research finds its justification in the contribution it makes to

the decision maker’s task and to the bottom line.

In the units that follow, we discuss scientific research procedures and show their
application to pragmatic problems of the manager. At a minimum, our objective is to
make you a more intelligent consumer of research products prepared by others as well as
to enable you perform quality research for your own decisions and those of others to

whom you report.

Activity 1

Dear learner, based on the above discussions

1. Define business research.

2. Write the characteristics of good business research.

3. Write the reasons why we study business research.

4. Research and the Scientific Method

Good business research is based on sound reasoning. Competent researchers and smart
managers alike practice thinking habits that reflect sound reasoning-finding correct
premises, testing the connections between their facts and assumptions, making claims

based on adequate evidence.
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The scientific method, as practiced in business research, guides our approach to problem

solving. The essential tenets of the scientific method are:

e Direct observation of phenomena.

e Clearly defined variables, methods, and procedures.

e Empirically testable hypotheses.

e The ability to rule out rival hypotheses.

e Statistical rather than linguistic justifications of conclusions.

e The self-correcting process.

The scientific method and scientific inquiry generally, is described as a puzzle-solving

activity. For the researcher, puzzles are solvable problems that may be clarified or

resolved through reasoning processes. The steps that follow represent one approach to

assessing the validity of conclusions about observable events. They are particularly

appropriate for accounting and finance researchers whose conclusions result from

empirical data. The researcher:

1.
2.

Encounters a curiosity, doubt, barrier, suspicion, or obstacle.

Struggles to state the problem-asks questions, contemplates existing knowledge,
gathers facts, and moves from an emotional to an intellectual confrontation with
the problem.

Proposes a hypothesis, a plausible explanation, to explain the facts that are
believed to be logically related to the problem.

Deduces outcomes or consequences of the hypothesis-attempts to discover what
happens if the results are in the opposite direction of that predicted or if the results
support the expectations.

Formulates several rival hypotheses.

Devices and conducts a crucial empirical test with various possible outcomes,
each of which selectively excludes one or more hypotheses.

Draws a conclusion (an inductive inference) based on acceptance or rejection of
the hypotheses.

Feeds information back into the original problem, modifying it according to the

strength of the evidence.
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Clearly, reasoning is pivotal to much of the researcher’s success: gathering facts
consistent with the problem, proposing and eliminating rival hypotheses, deducing

outcomes, developing crucial empirical tests, and deriving the conclusion.

Researchers think of the doing of science as an orderly process that combines induction,
deduction, observation, and hypothesis testing into a set of reflective thinking activities.
Although the scientific method consists of neither sequential nor independent stages, the
problem-solving process that it reveals provides insight into the way research is

conducted.

5. The Language of Research

VWhen we do research, we seek to know what is in order to understand, explain, and

predict phenomena. We might want to answer the question “What will be the
department’s reaction to the new flexible work schedule?” or “Why did the stock market
price surge higher than when all normal indicators suggested it would go down?” When
dealing with such questions, we must agree on definitions. Which member of the
department: clerical or professional? What kind of reaction? What are normal indicators?
These questions require the use of concepts, constructs, definitions, variables,

propositions, theory and model.

5.1. Concepts

To understand and communicate information about objects and events, there must be a
common ground on which to do it. Concepts serve this purpose. A concept is a generally
accepted collection of meanings or characteristics associated with certain events, objects,
conditions, situations and behaviors. Classifying and categorizing objects or events that
have a common characteristic beyond any single observation creates concepts. When you
think of a spreadsheet or a warranty card, what comes to mind is not a single example but
your collected memories of all spreadsheets and warranty cards, from which you abstract

a set of specific and definable characteristics.
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We abstract such meanings from our experiences and use words as labels to designate
them. For example, we see a man passing and identifying that he is running, walking,
skipping, crawling, or hopping. These movements all represent concepts. We also have
abstracted certain visual elements by which we identify that the moving object is an adult
male, rather than an adult female or a truck or a horse. We use numerous concepts daily

in our thinking, conversing, and other activities.

Sources of Concepts

Concepts that are infrequent and general have been developed over time through shared
language usage. We acquire them through personal experience. Ordinary concepts make
up the bulk of communication even in research, but we often run into difficulty trying to
deal with an uncommon concept or a newly advanced idea. One way to handle this
problem is to borrow from other languages (for example, gestalt) or to borrow from other
fields (for example, from art, impressionism). The concept of gravitation is borrowed
from physics and used in marketing in an attempt to explain why people shop where they
do. The concept of distance is used in attitude measurement to describe degree of
variability between the attitudes of two or more persons. Threshold is used effectively to
describe a concept about the way we perceive. Sometimes we need to adopt new
meanings for words (make a word cover different concept) or develop new labels for
concepts. The recent broadening of the meaning of model is an example of the first
instance; the development of concepts such as sibling and status-stress are examples of
the second. When we adopt new meanings or develop new labels, we begin to develop a
specialized jargon or terminology. Jargon no doubt contributes to efficiency of

communication among specialists, but it excludes everyone else.

I'mportance of Concept to Research

In research, special problems grow out of the need for concept precision and
inventiveness. We design hypotheses using concepts. We devise measurement concepts
by which to test these hypothetical statements. We gather data using these measurement
concepts. The success of research hinges on (1) how clearly we conceptualize and (2)

how well others understand the concepts we use. Foe example, when we survey people
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on the question of customer loyalty, the questions we used need to tap faithfully the
attitudes of the participants. Attitudes are abstract, yet we must attempt to measure them

using carefully selected concepts.

The challenge is to develop concepts that others will clearly understand. We might for
example, ask participants for an estimate of their family’s total income. This may seem to
be a simple, unambiguous concept, but we will receive varying and confusing answers
unless we restrict or narrow the concepts by specifying:

e Time period, such as weekly, monthly, or annually.

o Before or after income taxes.

e For head of family only or for all family members.

e For salary and wages only or also for dividends, interest, and capital gains.

e Income in kind, such as free rent, employee discounts, or food stamps.

5.2. Constructs

Concepts have progressive levels of abstraction-that is, the degree to which the concept
does or does not have something objective to refer to. Table is an objective concept. We
can point to a table, and we have images of the characteristics of all tables in our mind.
An abstraction like personality is much more difficult to visualize. Such abstract concepts
are often called constructs. A construct is an image or abstract idea specifically invented
for a given research and/or theory-building purpose. We build constructs by combining
the simpler, more concrete concepts, especially when the idea or image we intend to

convey is not subject to direct observation.

5.3. Definitions

Confusion about the meaning of concepts can destroy a research study’s value without
the researcher or client even knowing it. If words have different meanings to the parties
involved, then the parties are not communicating well. Definitions are one way to reduce

this danger.
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Researchers struggle with two types of definitions: dictionary definitions and operational
definitions. In the more familiar dictionary definition, a concept is defined with a
synonym. For example, a customer is defined as a patron; a patron, in turn, is defined as a
customer or a client of an establishment; a client is defined as one who employs the
services of any professional and, loosely, as a patron of any shop. Circular definitions
may be adequate for general communication but not for research. In research, we

measure concepts and constructs, and this requires more rigorous definitions.

Operational Definitions

An operational definition is a definition stated in terms of specific criteria for testing or
measurement. These terms must refer to empirical standards (that is, we must be able to
count, measure, or in some other way gather the information through our senses).
Whether the object to be defined is physical (e.g., a can of soup) or highly abstract (e.g.,
achievement motivation), the definition must specify the characteristics and how they are
to be observed. The specification and procedures must be so clear that any competent

person using them would classify the object in the same way.

Suppose college undergraduates are classified by class. No one has much trouble
understanding such terms as freshman, sophomore, and so forth. But the task may not be
that much simple if you must determine which students fall in each class. To do this, you
need operational definitions.

Operational definitions may vary, depending on your purpose and the way you choose to
measure them. Here are two different situations requiring different definitions of the
same concepts:

1. You conduct a survey among students and wish to classify their answers by their
class levels. You merely ask them to report their class status, and you record it. In
this case, class is freshman, sophomore, junior, or senior, and you accept the
answer each respondent gives as correct. This is a rather casual definition process
but nonetheless an operational definition. It is probability adequate even though

some of the respondents report inaccurately.
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2.  You make a tabulation of the class level of students from the university registrar’s
annual report. The measurement task here is more critical, so your operational
definition needs to be more precise. You decide to define class levels in terms of
semester hours of credit completed by the end of the spring semester and recorded

in each student’s record in the registrar’s office:

Freshman Fewer than 30 hours’ credit
Sophomore 30 to 59 hours’ credit
Junior 60 to 89 hours’ credit
Senior 90 or more hours’ credit

Those examples deal with relatively concrete concepts, but operational definitions are
even more critical for treating abstract ideas. Suppose one tries to measure a construct
called “consumer socialization.” We may intuitively understand what this means, but to
attempt to measure it among consumers is difficult. We would probability develop
questions on skills, knowledge, and attitudes, or we may use a scale that has already been
developed and validated by someone else. This scale then operationally defines the

construct.

Whether you use a definitional or operational definition, its purpose in research is
basically the same- to provide an understanding and measurement of concepts. We may
need to provide operational definitions for only a few critical concepts, but these will
almost always be the definitions used to develop the relationships found in hypotheses

and theories.

5.4. Variables

In practice, the term variable is used as a synonym to construct or the property being
studied. In this context, a variable is a symbol of an event, act, characteristic, trait or
attribute that can be measured and to which we assign categorical values.

For purposes of data entry and analysis, we assign numerical value to a variable based on
the variable’s properties. For example, some variables, said to be dichotomous, have only

two values, reflecting the presence or absence of a property: employed-unemployed or
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male-female have two values, generally 0 and 1. Variables also take on values
representing added categories, such as the demographic variables of race or religion. All
such variables that produce data that fit into categories are said to be discrete, since only
certain values are possible. An automobile variable, for example, where “Chevrolet” is

assigned a 5 and “Honda” is assigned a 6, provides no option for a 5.5.

Income, temperature, age, or a test score are examples of continuous variables. These
variables may take the values within a given range or, in some case, an infinite set. Your
test score may range from 0 to 100, your age may be 23.5, and your present income could
be Birr 7,000.

Independent and Dependent Variables

Researchers are most interested in relationships among variables. For a example, does a
newspaper coupon (independent variable) influence product purchase (dependent
variable), or can a salesperson’s ethical standards influence her ability to maintain

customer relationships?

Many text books use the term predictor variable as a synonym for independent variable
(IV). This variable is manipulated by the researcher, and the manipulation causes an
effect on the dependent variable. We recognize that there are often several independent
variables and that they are probably at least somewhat “correlated” and therefore not
independent among themselves. Similarly, the term criterion variable is used
synonymously with dependent variable (DV). This variable is measured, predicted, or
otherwise monitored and is expected to be affected by manipulation of an independent

variable.

Moderating Variables
In each relationship, there is at least one independent variable and a dependent variable. It
is normally hypothesized that in some way the IV “causes” the DV to occur. For simple

relationships, all other variables are considered extraneous and are ignored.
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In actual study situations-for example, in a typical sales office- a simple one-on-one
relationship needs to be revised to take over variables into account. Often we use another
type of explanatory variable in here-the moderating variable. A moderating variable
(MV) is a second independent variable that is included because it is believed to have a
significant contributory or contingent effect on the originally stated 1\VV_DV relationship.
For example, one might hypothesize:
The switch to commission from a salary compensation system (IV) will lead to
increased sales productivity (DV) per worker, especially among younger workers
(MV).
In this case, there is differential pattern of relationship between the compensation system
and productivity that is the result of age differences among the workers.
Whether a given variable is treated as an independent or as a moderating variable

depends on the hypothesis.

Extraneous Variables

An almost infinite number of extraneous variables (EVs) exist that might conceivably
affect a given relationship. Some can be treated as independent or moderating variables,
but most must be either assumed or excluded from the study. Fortunately, these variables
have little or no effect on a given situation. Most can be safely ignored. Others may be
important, but their impact occurs in such a random fashion as to have little effect.
However, there may be other extraneous variables to consider as possible confounding
variables to our hypothesized IV-DV relationship. One might think that the type of
customers would have an effect on a compensation system’s impact on sales productivity.
This might lead to our introducing a control variable as follows:

With new customers (EV-control), a switch to commission from a salary

compensation system (IV) will lead to increased sales productivity (DV) per

worker, especially among younger workers (MV).

In our salesperson compensation example, we would attempt to control for type of
customers by studying the effect of the switch in compensation within groups having

different types of customers (new versus established).
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Intervening Variables

The variables mentioned with regard to casual relationships are concrete and clearly
measurable; they can be seen, counted, or observed in some way. Sometimes, however,
one may not be completely satisfied by the explanations they offer. An intervening
variable is a conceptual mechanism through which the 1V and MV might affect the DV.
The intervening variable (IVV) may be defined as “that factor which theoretically affects
the observed phenomenon but cannot be seen, measured, or manipulated; its effect must
be inferred from the effects of the independent and moderate variables on the observed

phenomenon.”

In the case of the compensation hypothesis, one might view the intervening variable to
the job satisfaction, giving a hypothesis such as:
The switch to commission compensation system (V) will lead to higher sales

productivity (DV) by increasing overall compensation (IVV).

5.5. Propositions and Hypotheses

We define a proposition as a statement about observable phenomena (concepts) that may
be judged as true or false. When a proposition is formulated for empirical testing, we call
it a hypothesis. As a declarative statement about the relationship between two or more

variables, a hypothesis is of a tentative and conjectural nature.

Hypotheses have also been described as statements in which we assign variables to cases.
A case is defined in this sense as the entity or thing the hypothesis talks about. The
variable is the characteristic, trait, or attributes that, in the hypothesis, is imputed to the
case.

Brand Manager Ephrem (case) has a higher-than-average achievement motivation

(variable).
If our hypothesis was based on more than one case, it would be a generalization. For
example:

Brand managers in company F (case) have a higher-than-average achievement

motivation (variable).
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Descriptive Hypotheses
Both of the above hypotheses are examples of descriptive hypotheses. They state the
existence, size, form, or distribution of some variable. Researchers often use a research

question rather than a descriptive hypothesis. For example:

Descriptive Hypothesis Format Research Question Format

Ethiopian cities (cases) are experiencing Are Ethiopian cities experiencing budget
budget difficulties (variable). difficulties?

Eight percent of Company F Do stockholders of Company F favor an
stockholders (cases) favor increasing increased cash dividend?

the company’s cash dividend (variable).

Either format is acceptable, but the descriptive hypothesis format has several advantages:
e |t encourages researchers to crystallize their thinking about the likely relationships
to be found.
e |t encourages them to think about the implications of a supported or rejected
finding.

e Itis useful for testing statistical significance.

Relational Hypotheses

The research question format is less frequently used with a situation calling for relational
hypotheses. These are statements that describe a relationship between two variables with
respect to some case. For example, “Foreign (variable) clothes are perceived by Ethiopian
consumers (case) to be a better quality (variable) than domestic clothes.” In this instance,
the nature of the relationship between the two variables (“country of origin” and
“perceived quality”) is not specified. Is there only an implication that the variable occur
in some predictable relationship, or is one variable somehow responsible for the other?
The first interpretation (unspecified relationship) indicates a correlational relationship;

the second (predictable relationship) indicates an explanatory, or casual, relationship.

Correlational hypotheses state that the variables occur together in some specified

manner without implying that one causes the other. Such weak claims are often made
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when we believe that there are more basic casual forces that affect both variables or when
we have not developed enough evidence to claim a stronger linkage. Here are two sample
correlational hypotheses:
Young women (under 35 years of age) purchase fewer units of our product than
women who are 35 years of age or older.
The number of suits sold varies directly with the level of the business cycle.
By labeling these as correlational hypotheses, we make no claim that one variable causes

the other to change or take on different values.

With explanatory (casual) hypotheses, there is an implication that the existence of or a
change in one variable causes or leads to a change inn the other variable. as we noted
previously, the causal variable is typically called the independent variable (IV) and the
other the dependent variable ( DV). Cause means roughly to “help make happen.” So the
IV need not be the reason for the existence of or change in the DV. Here are three
examples of explanatory hypotheses:

An increase in family income (IV) leads to an increase in the percentage of income saved
(DV).

Exposure to the company’s messages concerning industry problems (IV) leads to more
favorable attitudes (DV) by employees toward the company.

Loyalty to a particular grocery store (IV) increases the probability of purchasing the
private brands (DV) sponsored by that store.

In proposing or interpreting causal hypotheses, the researcher must consider the direction
influence. In many cases, the direction is obvious from the nature of the variables. Thus,
one would assume that family income influence savings rate rather than the reverse.
Sometimes our ability to identify the direction influence depends on the research design.
In the worker attitude hypothesis, if the exposure to the message clearly precedes the
attitude management, then the direction of exposure to attitude seems clear. If
information about both exposure and attitude was collected at the same time, the
researcher might be justified in saying that different attitudes led to selective message

perception or non-perception. Store loyalty and purchasing of store brands appear to be
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interdependent. Loyalty to a store may increase the probability of buying the store’s
private brands, but satisfaction with the store’s private brand may also lead to greater

store loyalty.

The Role of the Hypothesis
In research, a hypothesis serves several important functions:

e It guides the direction of the study.

e It identifies facts that are relevant and those that are not.

e |t suggests which form of research design is likely to be most appropriate,

e It provides a frame work for organizing the conclusions that result.
Unless the researcher curbs the urge to include additional elements, a study can be diluted
by trivial concerns that do not answer the basic questions posed by the management
dilemma. The virtue of the hypothesis is that, if taken seriously, it limits what shall be
studied and what shall not. To consider specifically the role of the hypothesis in
determining the direction of the research, suppose we use this:

Husbands and wives agree in their perceptions of their roles in purchase decisions.

The hypothesis specifies who shall be studied (married couples), in what context they
shall be studied (their consumer decision making), and what shall be studied (their

individual perceptions of their roles).

The nature of this hypothesis and the implications of the statement suggest that the best
research design is a communication-based study, probably a survey or interview. We
have at this time no other practical means to ascertain perceptions of people except to ask
about them in one way or another. In addition, we are interested only in the roles that are
assumed in the purchase or consumer decision-making situation. The study should not,
therefore, involve itself in seeking information about other types of roles husbands and
wives might play. Reflection upon this hypothesis might also reveal that husbands and
wives disagree on their perceptions of roles, but the differences may be explained in
terms of additional variables, such as age, social class, background, personality and other

factors not associated with their difference in gender.
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What is a Strong Hypothesis? A strong hypothesis should fulfill three conditions:

e Adequate for its purpose.
e Testable.

e Better than its rivals.

5.6. Theory

Hypotheses play an important role in the development of theory. How theory differs from
hypothesis may cause confusion. We make the general distinction that the difference
between theory and hypothesis is one of degree of complexity and abstraction. In general
theories tend to be complex, be abstract, and involve multiple variables. Hypotheses, on
the other hand, tend to be more simple, limited-variable statements involving concrete

instances.

A person not familiar with research uses the term theory to express the opposite of fact.
In this sense, theory is viewed as being speculative or “ivory tower.” One hears that
mangers need to be less theoretical or that some idea will not work because it is too
theoretical. This is an incorrect picture of the relationship between fact and theory to the
researcher. In truth, fact and theory are each necessary for the other to be of value. Our
ability to make rational decisions, as well as to develop scientific knowledge, is measured
by the degree to which we combine fact and theory. We all operate on the basis of
theories we hold. In one sense, theories are the generalizations we make about variables
and the relationships among them. We use these generalizations to make decisions and
predict outcomes. For example, it is midday and you note that the outside natural light is
dimming, dark clouds are moving rapidly in from the west, the breeze is freshening, and
the air temperature is cooling. Would your understanding of the relationship among these
variables (your weather theory) lead you to predict that something decidedly wet will

probably occur in short time?

A theory is a set of systematically interrelated concepts, definitions, and propositions that
are advanced to explain and predict phenomena (facts). In this sense, we have many

Department of Accounting & Finance, AMU Page 22



Research Methods in Accounting and Finance

theories and use them continually to explain or predict what goes on around us to the
degree that our theories are sound and fit the situation, we successful in our explanations
and predictions.

In marketing, the product life cycle describes the stages that a product category goes
through in the marketplace. The generalized product life cycle has four stages (although
the length and sharp of product life cycle differ): introduction, growth, maturity, and
decline. In each stage, many concepts, constructs, and hypotheses describe the influences
that change revenue and profit. Definitions are also needed for communicating about the

claims of the theory and its consistency in testing to reality.

For example, in the growth stage, companies spend heavily on advertising and promotion
to create product awareness. In the early period of this stage these expenditures may be
made to fuel primary demand (construct), improving product class awareness rather than
brand awareness. Also, high pricing may reflect skimming (concept) to help the company
to help the company recover developmental costs. The product manager may
alternatively use low pricing, or penetration pricing (concept), to build unit volume. In
the growth stage sales increase rapidly because many consumers are trying or actually
using the product; and those who tried, were satisfied, and bought again-repeat
purchasers (concept)-are swelling the ranks. If the company is unable to attract repeat
purchasers, this usually means death for the product (proposition). The maturity stage is a
good time for the company in terms of generating cash (proposition). The costs of
developing the product and establishing its position in the marketplace are paid and it
tends to be profitable. Firms will often try to use extension strategies (constructs). These
are attempts to delay the decline stage, “products will consume a disproportionate share
of management time and financial resources relative to their potential future worth”
(hypothesis). To make this hypothesis fully testable, we would need operational

definitions for disproportionate share, time resources, and future worth.
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The challenge for the researcher in this example is to build more comprehensive theories
to explain and predict how modifying the product and other variables will benefit the

firm.

5.7. Models

The term model is used in accounting and finance research and other fields of business to
represent phenomena through the use of analogy. A model is defined here as a
representation of a system that is constructed to study some aspect of that system or the
system as a whole. Models differ from theories in that a theory’s role is explanation

whereas a model’s role is representation.

Early models (and even those created as recently as the 1990s for mainframe computers)
were enormously expensive and often incomprehensible to all but their developers.
Modeling software, such as Excel, has made modeling more inexpensive and accessible.
Models allow researchers and mangers to characterize present or future conditions: the
effect of advertising on consumer awareness or intention to purchase, a product
distribution channel, brand switching behavior, an employee training program, and many
aspects of business. A model’s purpose is to increase our understanding, prediction, and

control of the complexities of the environment.

Descriptive, predictive, and normative models are found in accounting and finance
research. Descriptive models are used frequently for more complex systems. They allow
visualization of numerous variables and relationships. Predictive models forecast future
events. Normative models are used chiefly for control, informing us about what actions
should be taken. Models may also be static, representing a system at one point in time, or

dynamic, representing the evolution of a system over time.

Models are developed through the use of inductive and deductive reasoning, which we
suggested previously, is integral to accurate conclusions about business decisions. A
model may originate from empirical observations about behavior based on researched

facts and relationships among variables. Inductive reasoning allows the modeler to draw
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conclusions from the facts or evidence in planning the dynamics of the model. The
modeler may also use existing theory, managerial experience, judgment, or facts
deducted from known laws of nature. In this case, deductive reasoning serves to create

particular conclusions derived from general premises.

Models are an important means of advancing theories and aiding decision makers.
Because the inputs are often unknown, imprecise, or temporal estimates of complex
variables, creating and using models in the decision-making process can be a time-

consuming endeavor.

Activity 2
1. Distinguish between
A. Dependent and independent variables.
B. Moderating, extraneous and intervening variables
2. Differentiate descriptive hypotheses from relational hypotheses.

3. What are the three conditions in which a strong hypothesis should fulfill?

6. What are Research Ethics?

AS In other aspects ot business, all parties in research should exnibit ethical behavior.

Ethics are norms or standards of behavior that guide moral choices about our behavior
and our relationships with others. The goal of ethics in research is to ensure that no one is
harmed or suffers adverse consequences from research activities. This objective is usually
achieved. However, unethical activities are pervasive and include violating nondisclosure
agreements, breaking participant confidentiality, misrepresenting results, deceiving

people, invoicing irregularities, avoiding legal liability, and more.

The reorganization of ethics as a problem for economic organizations was revealed in a
survey where 80 percent of the responding organizations reported the adoption of an

ethical code. Surprisingly, the evidence that this effort has improved ethical practices is
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questionable. The same study reports limited success for codes of conduct that attempt to

restrain improper behavior.

There is no single approach to ethics. Advocating strict adherence to a set of laws is
difficult because of the unforeseen constraint put on researchers. Because of Germany’s
war history, for example, the government forbids many types of medical research.
Consequently, the German people do not benefit from many advances in biotechnology
and may have restricted access to genetically altered drugs in the future. Alternatively,
relying on each individual’s personal sense of morality is equally problematic. Consider
the clash between those who believe death is deliverance from a life of suffering and
those who value life to the point of preserving it indefinitely through mechanical means.

Each value system claims superior knowledge of moral correctness.

Clearly, a middle ground between being completely code-governed or relying on ethical
relativism is necessary. The foundation for that middle ground is an emerging consensus
on ethical standards for researchers. Codes and regulations guide researchers and
sponsors. Review boards and peer groups help researchers examine their research
proposals for ethical dilemmas. Many design-based ethical problems can be eliminated
by carefully planning and constant vigilance. In the end, responsible research anticipates
ethical dilemmas and attempts to adjust the design, procedures, and protocols during the
planning process rather than treating them as an afterthought ethical research requires

personal integrity from the researcher, the project manager, and the research sponsor.

As research is designed, several ethical considerations must be balance:
e Protect the rights of the participant or subject.
e Ensure that the sponsor receives ethically conducted and reported research.
o Follow ethical standards when designing research.
e Protect the safety of the researcher and the team.
e Ensure the research team follows the design.
In general, research must be designed so that a participant does not suffer physical harm,

discomfort, pain, embarrassment, or loss of privacy. Begin data collection by explaining
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to participants the benefits expected from the research. Explain that their rights and well-
being will be adequately protected and say how that will be done. Be certain that
interviewers obtain the informed consent of the participant. The use of deception is
questionable; when it is used, debrief any participant who has been deceived.

Many sponsors wish to undertake research without veiling themselves. Sponsors have the
right to demand and receive confidentiality between themselves and researchers. Ethical
researchers provide sponsors with the research design needed to solve the managerial
question. The ethical researcher shows the data objectively, despite the sponsor’s

preferred outcomes.

The research team’s safety is the responsibility of the researcher. Researchers should
require ethical compliance from team members in following the research design, just as

sponsors expect ethical behavior from the researcher.

Many corporations and research firms have adopted codes of ethics. Several professional
associations have detailed research provisions. Of interest are the American Association
of Public Opinion Research, the American Institute of Certified Public Accountants, the
American Marketing Association, the American Political Science Association, and the
American Psychological Association. Federal, state, and local governments have laws,

policies and procedures in place to regulate research on human beings.
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Review Questions

1. What is business research?

2. Why should there be any question about the definition of research?

3. Distinguish among the following sets of items, and suggest the significance of
each in a research context:

a) Concept and Construct

b) Operational definition and dictionary definition
c) Concept and variable

d) Hypothesis and proposition

e) Theory and model

4. Describe the characteristics of the scientific research method.

5. An automobile manufacturer observes the demand for its brand increasing as per
capita income increases. Sales increases also follow low interest rates, which ease
credit conditions. Buyer’s purchasing behavior is seen to be dependent on age and
gender. Other factors influencing sales appear to fluctuate almost randomly
(competitor advertising, competitor dealer discounts, introductions of new
competitive models).

e If sales and per capita income are positively related, classify all variables as
dependent, independent, moderating, extraneous or intervening.
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Unit 2. The Research Process

Learning Objectives:
After completion of this unit, you should be able to:
e Describe research is decision-and dilemma-centered;
e Distinguish that the research question is the result of careful exploration and
analysis;
e Explain all the stages in the research process; and

e Develop a research design.

1. The Research Process: An Introduction

Writers usually treat the research task as a sequential process involving several clearly

defined steps. No one claims that research requires completion of each step before going
to the next. Recycling, circumventing, and skipping occur. Some steps are begun out of
sequence, some are carried out simultaneously, and some may be omitted. Despite these
variations, the idea of a sequence is useful for developing a project and for keeping the

project orderly as it unfolds.

The research process begins much as the vignette suggests. A management dilemma
triggers the need for a decision. In other situations, a controversy arises, a major
commitment of resources is called for, or conditions in the environment signal the need
for a decision. Such events cause mangers to reconsider their purposes or objectives,

define a problem for solution, or develop strategies for solutions they have identified.

In our view of the research process, the management question-its origin, selection,
statement, exploration and refinement-is the critical activity in the sequence. Whether the
researcher is i