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 A B S T R A C T  

This study examined the correlation between intention on tax compliance and tax 
compliance behavior with the moderating variable of religiosity orientation both 
intrinsic religiosity and extrinsic religiosity. The religiosity orientation in this 
study used religiosity orientation commitment, which better illustrates the com-
mitment on religiosity orientation in everyday life rather than to the presence of 
individuals in a place of worship as in previous studies. The population in this 
study is individual taxpayer in Central Java; the sample is taken using multi-stage 
sampling technique. By using PLS, this study showed that there was an influence of 
the intention to comply on tax compliance. External religiosity orientation was 
proved to strengthen the influence of the intention to comply on tax compliance 
while intrinsic religiosity orientation was not. Tax authorities can utilize the find-
ing by conducting a collaboration with religious leaders to provide insight for tax-
payers that religious considerations should affect business considerations that reli-
gious teaching is the most important thing in the daily lives and there should be a 
balance between religious teaching and physical life. 

 A B S T R A K  

Penelitian ini menguji pengaruh antara niat untuk patuh terhadap kepatuhan pajak 
dengan variabel moderasi orientasi religiusitas baik religiusitas intrinsik dan 
religiusitas ekstrinsik. Orientasi religiusitas dalam penelitian ini menggunakan 
orientasi orientasi religiusitas yang lebih menggambarkan komitmen orientasi 
religiusitas dalam kehidupan sehari-hari daripada kehadiran individu di tempat ibadah 
seperti pada penelitian sebelumnya. Populasi dalam penelitian ini adalah wajib pajak 
individu di Jawa Tengah, sampel diambil dengan teknik multi stage sampling. 
Dengan menggunakan alat analisis PLS, penelitian ini menunjukkan bahwa ada 
pengaruh antara niat untuk patuh terhadap kepatuhan pajak. Orientasi religiusitas 
eksternal terbukti memperkuat pengaruh niat terhadap kepatuhan pajak sedangkan 
orientasi religiusitas intrinsik tidak. Temuan ini dapat dimanfaatkan oleh otoritas 
pajak dengan melakukan kolaborasi dengan para pemuka agama untuk memberikan 
wawasan bagi pembayar pajak bahwa pertimbangan keagamaan harus mempengaruhi 
pertimbangan bisnis, bahwa pengajaran agama adalah hal yang paling penting dalam 
kehidupan sehari-hari dan harus ada keseimbangan antara pengajaran agama dan 
kehidupan fisik 

 

1. INTRODUCTION 
The self-assessment system used in the taxation 
system in Indonesia claims greater responsibility 
for the taxpayer compared to the tax officers (James 
and Alley, 2002). It is on the contrary to the official 
assessment system that it provides authority for the 
tax officer to calculate the tax while the taxpayer is 
only obliged to pay tax from the calculation of the 
tax officer (Supramono and Damayanti, 2009). Self-

assessment system has been running for three dec-
ades in Indonesia, but in fact, the taxpayer compli-
ance has not shown encouraging results. Low tax 
compliance was also shown on the Indonesian tax 
ratio which had a lower rate compared to neighbor-
ing countries (WorldBank, 2014). The low tax ratio 
reflects the low tax compliance and demonstrates 
low effort in levying tax. Carolina, Meythi and 
Martau (2012) even mention the existing tax non-
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compliance of Indonesia as an overview of the In-
donesian Tax Culture. 

In the Theory of Planned Behavior it is stated 
that behavior is determined by one's intention to 
behave (Ajzen, 1991). In the context of taxation, 
Theory of planned behavior indicates that tax com-
pliance behavior will be influenced by the intention 
to comply. However, Achmat (2013) criticized that 
this theory had a high gap between intention and 
the behavior. Ajzen (2005) as the originator of the 
theory of planned behavior also revealed that the 
intention would be consistent with behavior when 
the environment provided motivation and oppor-
tunity. Therefore, it takes a contributing factor to 
explain the link between behavioral intention and 
behavior. Kouthouris and Spontis (2005) suggest 
the existence of interrupter factors that explain the 
link between intention and behavior. 

As a citizen, a person has vertical and horizon-
tal obligations. Horizontal obligation refers to one's 
duties towards each other and the State, which is 
realized by paying taxes. Meanwhile, vertical obli-
gation refers to one's duties to God who is often 
referred to as religiosity. Conceptually, according 
to Tittle and Welch (1983) there is a correlation be-
tween the vertical and horizontal obligations. For 
that reason, the correlation is also expected be-
tween the horizontal obligation, which is realized 
by paying taxes and vertical obligation or some-
one‟s religiosity. Barro and McCleary (2003) argue 
that the orientation of religiosity serves to encour-
age certain behaviors. Religiosity according to Pope 
and Mohdali (2010) is a condition of a person's be-
lief on a power that can control human behavior. 
TitleThornton and Donald (1989) see religion as a 
predictor of behavior, but not as dependent and 
independent variables, but as behavior creator. For 
that reason,  the elements of religiosity orientation 
are expected to strengthen the link between inten-
tions and behavior in explaining the behavior of tax 
compliance. 

In the context of tax compliance, religiosity 
orientation will control a person to comply the tax 
in accordance with the values in his religious be-
liefs. Therefore, a person's level of religiosity orien-
tation will strengthen the compliance intention 
towards the rules of taxation and is performed in 
behavior, i.e. the compliance itself. Grasmick, 
Bursik and Cochran (1991) proved empirically that 
strong religious beliefs were expected to prevent 
the illegal behavior, especially in cases of tax eva-
sion. Stack and Kposowa (2006) also proved empir-
ically that that someone who had no religious affil-
iation was more likely to commit tax fraud. In the 

study conducted by Lau, Choe, and Tan (2013) 
which used the participants of students in Malay-
sia, it was empirically proven that the religiosity 
orientation was a good moderator to explain the 
behavior of tax evasion. In Indonesia, there is still 
limited research that examines the influence of re-
ligiosity on tax compliance so that this study aims 
to examine how the influence of religiosity on tax 
compliance.  

A person who has a high religiosity will obey 
his or her religious norms well including the doc-
trine to pay taxes. The previous studies used indi-
vidual attendance to the place of worship as an 
indicator of religiosity orientation variable 
(Grasmick, Bursik and Cochran, 1991;  Tittle and 
Welch, 1983). The presence of individuals to the 
place of worship is a part of an religiosity affilia-
tion. Religiosity affiliation refers to a particular 
religious groups which are adhered to by individu-
als such as Islam, Christian, Catholic, Buddha, and 
Hinduism (Pope and Mohdali, 2010). However, 
Bergan and McConatha (2001) showed that was not 
enough to rely on the presence of religion as a 
measure of religiosity because it caused an inaccu-
rate assessment. An individual might go to a 
mosque or a church for other reasons, like to please 
others or to avoid social isolation (Pope and 
Mohdali, 2010). Thus, the use of presence to the 
place of worship as an indicator of religiosity orien-
tation will lead to inaccurate measurements (Lau, 
Choe and Tan, 2013). Therefore, this study used the 
religiosity orientation commitment, which better 
illustrated the commitment on the religiosity orien-
tation in everyday life. Based on limitation of Theo-
ry Planned Behavior and  the importance of religi-
osity in fostering tax compliance, this study exam-
ined the correlation between intention on tax com-
pliance and tax compliance behavior with moderat-
ing variable of orientation religiosity both intrinsic 
religiosity and extrinsic religiosity. 

 
2. THEORETICAL FRAMEWORK AND HY-
POTHESES 

Ajzen (1991)  describes the intention as the extent to 
which an individual is willing to strive to do the 
behavior, or a planned effort to mobilize action to 
implement behavior. This means, in general, people 
act in accordance with the intention or tendency 
and in accordance with the abilities, they believe. 
Individual intention on a behavior will affect the 
behavior displayed. 

Trivedi and Shehata (2005) in his research that 
used the participants of taxpayers in Canada 
proved empirically that the intention to comply 
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had a positive influence on tax compliance. 
Langham, Paulsen and Härtel (2012) in his study of 
the taxpayers in Australia also proved empirically a 
positive influence of the intention to comply to-
wards tax compliance behavior. Additionally, 
Blanthorne and Cynthia (2000) and Hanno and 
Violette (1996) proved empirically that the inten-
tion had a positive influence on tax noncompliance. 
In Indonesia, the studies on tax compliance have 
also proved empirically that the intention to com-
ply would affect the behavior of compliance or oth-
erwise intention to disobey would affect the behav-
ior of tax noncompliance (Mustikasari, 2007). Based 
on the above presentation, the research hypothesis 
is formulated as follows: 

H1: Intention to comply had a positive influence on 
tax compliance behavior. 

Until today, the study on tax compliance or tax 
evasion related to religiosity is still very limited. 
Pope and Mohdali (2010) identified that the results 
of TitleThornton and Donald (1989) is the earliest 
study on tax compliance and religiosity. 
TitleThornton and Donald (1989) explored the in-
dividual's perception of the relationship between 
religiosity and deviant actions, and one of which 
was tax evasion. The study results by Tittle and 
Welch (1983) showed that individual religiosity 
affected the deviant behavior in the future. Fur-
thermore, TitleThornton and Donald (1989) stated 
that many people relied on religious values as a 
source of morality to shape their attitudes and be-
havior. 

Welch, Tittle and Petee (1991) who used data 
collected from Catholics showed that that tax eva-
sion was negatively related to an individual's per-
sonal religiosity. Strong religious beliefs were ex-
pected to prevent the illegal behavior. Torgler 
(2003) conducted extensive research on the role of 
religiosity and revealed that the spirit of the tax 
was positively depended on religiosity. In 2006, 
Togler developed a study by using more than 30 
countries and confirmed similar findings (Torgler, 
2006). His study found a strong influence of religi-
osity on tax morale in Germany, the European 
countries, except Spain, United States and Turkey. 

Stack and Kposowa (2006) found that a person 
who had no religious affiliation was more likely to 
commit tax fraud. The same thing has been proven 
by Grasmick, Bursik, and Cochran (1991), who 
proved empirically that strong religious beliefs 
could prevent the illegal behavior, especially in 
cases of tax evasion. By using a larger sample size 
that was 47 countries, Richardson (2008) confirmed 
the negative relationship between the individual 

religiosity level and tax evasion. 
Glover (1997) divided religiosity orientation 

commitment into two, intrinsic religiosity and ex-
trinsic religiosity. Intrinsic religiosity is a strong 
internal assurance with religion as a part of one's 
daily life while extrinsic religiosity is the exterior 
role of religion to support social relationships or 
even individual satisfaction. In other words, intrin-
sic religiosity is an indication that someone has 
religious commitment and connection to the reli-
gion teachings and for spiritual purposes, namely 
to use faith to find ways to serve others. Thornton 
and Donald (1989) considered that religiosity orien-
tation was a predictor of behavior. Therefore, it was 
not appropriate to be placed as a dependent or in-
dependent variable but as a thing that could 
strengthen or weaken the behavior. Lau, Choe, and 
Tan (2013) proved empirically that religiosity orien-
tation was a moderating variable in the influence 
on tax evasion. Additionally, Palil, Akir and Ah-
mad (2013) proved empirically that religiosity was 
a good moderator on tax compliance. Based on the 
above explanation, the research hypothesis is for-
mulated as follows: 

H2: Intrinsic religiosity orientation strengthens the 
influence of intention to comply towards tax compliance 
behavior. 

Extrinsic religiosity extrinsic is more related to 
the support on self-business interests and find 
ways that religion can function for the individual 
benefit. Salsman, Brown, Brechting, and Carlson 
(2005) revealed that intrinsic religiosity had a high-
er influence on the religiosity commitment than 
extrinsic religiosity. 

Empirical testing of the behavior and tax com-
pliance was also conducted by Lau, Choe, and Tan 
(2013) and Johnson and Morris (2008). In his re-
search, Lau, Choe, and Tan (2013) and Johnson and 
Morris (2008) showed that the religiosity was a 
moderating variable that could strengthen the ef-
fect. Palil, Akir, and Ahmad (2013) also proved 
empirically that religiosity was a good moderator 
on tax compliance. Based on the above explanation, 
the research hypothesis is formulated as follows: 

H3: Extrinsic religiosity orientation strengthens the 
influence of intention to comply towards tax compliance 
behavior. 

 
3. RESEARCH METHOD 
The research design was a survey with an individ-
ual taxpayer in Central Java as population. The 
sampling technique in this study used a multi-stage 
sampling that was stratified random sampling and 
convenience sampling. Stratified random sampling 
was used to determine the city or district in which 
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the Tax Office was selected as the basis for sam-
pling. Strata division basis used a basic tax ratio of 
each city or district in Central Java. Based on the 
tax ratio, the city or district where the tax office was 
presented was divided into three, namely the city 
or district that had a high tax ratio, city or district 
that had a moderate tax ratio, and city or district 
that had a low tax ratio. Based on the stratification, 
Rembang Regency, Wonosobo Regency, Semarang 
City, Pekalongan City, Temanggung Regency, De-
mak Regency, Sragen Regency, Boyolali Regency, 
Surakarta City, Klaten Regency and Salatiga City 
were selected as research sites. The total cities or 
districts used as research sites are 11 cities or dis-
tricts. Based on the 11 selected cities or districts 
above, an individual taxpayer is determined as a 
sample of the study. Due to the limitations of non-
possession of Individual Taxpayer data, the sample 
selection uses convenience sampling. Convenience 
sampling is done by visiting the trading area in 
each research location and distributing question-
naires to the individual taxpayers who can be 
found. 

This study used a questionnaire, which was 
largely adopted and developed from instruments 
that have been used in previous studies. The varia-
bles in this study are intention to comply, tax com-
pliance, internal religiosity and external religiosity 
The construct of intention to comply used the indi-
cators of (1) The tendency to adhere to the tax pro-
visions (2) The decision to comply with tax regula-
tions, and (3) desire for the consistency of tax com-
pliance.  

The construct of tax compliance was measured 
by using four indicators in the Statement of Stand-
ards for Tax Services (SSTS), which includes com-
pliance on the burden that can be deducted in the 
calculation of income tax, tax estimation, tax error, 
tax treatment but by modifying tax regulations in 
Indonesia. Tax regulations in Indonesia applies a 
tax rate of 1% of turnover which entered into force 
in July 2013, therefore, the criteria first of SSTR, that 
is the compliance on the burden that can be de-
ducted in the calculation of income tax is not used 
in this study. In addition, this study added the cri-
teria of tax compliance as required according to 
KMK 235/KMK.03/2003. The criteria of taxpayer 
compliance in Decision of the Minister of Finance 
(KMK) Number 235/KMK.03/2003 consists of the 
compliance for period SPT (Annual Tax Return)  

submission, the compliance for annual SPT (Annu-
al Tax Return)  submission and payment compli-
ance. 

The construct of religiosity orientation was 
measured by modifying the religiosity orientation 
indicators developed by Allport and Ross (1967), 
which later was developed by Khodadady and 
Bagheri (2012). Allport and Ross (1967) divide relig-
iosity orientation into two, namely intrinsic religi-
osity and extrinsic religiosity. The indicators of 
religiosity intrinsic are (1) Religion and other deal-
ings in life (2) Thought on religious and meditation 
(3) Religion and life approach (4) Religion and the 
meaning of life while religiosity extrinsic consists of 
(1) Religion and my everyday life (2) Adjustment of 
the religious belief (3) Priority of life and (4) reli-
gion and life balance. 

The hypothesis testing in this study used Par-
tial Least Square (PLS). PLS was used in this study 
because the main purpose of this study is to devel-
op a model on tax compliance. Research aims to 
develop a theory should use a prediction model. 
Meanwhile, the focus of PLS is to predict not to 
estimate (Hair et al., 2010). 

There are two stages of data analysis done by 
using PLS. First, develop the specification model, 
namely the line analysis model of all latent varia-
bles consisting of three sets of inner model relation-
ship that specifies the relationship between the 
latent variables (structural model). The outer model 
that specifies the relationship between the latent 
variables and the manifest variables (measurement 
model), and weight estimation in which the case 
value of the latent variables can be estimated. Se-
cond, evaluate the measurement model and the 
structural model. Limitation to reject and accept the 
significance of the parameters to be estimated is 
above 1.645 for p <0.05. 

 
4. DATA ANALYSIS AND DISCUSSION 

Respondents in this study were personal taxpayers 
in Central Java. Characteristics of the 220 respond-
ents are shown in Table.1 Most of the samples had 
high school education as many as 116 respondents 
(52.73%), while the rest were educated under Sen-
ior High School, as many as 44 respondents (20%), 
respondents with bachelor education were as many 
as 50 (22.73%) and master education were as many 
as 10 (4, 55%). 
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Table 1 
Respondent Profile 

Description N % 

Education 

Under Senior High School 44 20,00% 

High School 116 52,73% 

Bachelor 50 22,73% 

Master 10 4,55% 

Doctoral 0 0,00% 

Income 
Under Rp 2.000.000 50 22,73% 

Rp 2.000.000- Rp 400.000.000 170 77,27% 

Above Rp 400.000.000 0 0,00% 

Tax Calculation 
Tax Payer 165 75,00% 

Tax Consultant 28 12,73% 

Tax officer 27 12,27% 

 

In this study, all respondents for tax purposes used 
Government Regulation No. 46 Year 2013 for all the 
respondents had incomes under 4.8 billion rupiah 
or below 400 million rupiah per month. The com-
position of the respondent's income was that 50 
respondents (22.73%) had income under Rp. 
2.000.000,- per month, 170 respondents (77.27%) 
had income between Rp. 2.000.000,- until Rp. 
400.000.000,- per month and none of them had in-
come above Rp. 400.000.000,- per month. 

The average respondent made their own tax 
calculation, as many as 165 respondents (75%), 
while 28 respondents (12.73%) presented the tax 

calculation to tax consultants and 27 respondents 
(12.27%) presented the tax calculation to the tax 
authorities. Thus, most of the respondents carried 
out tax obligations by themselves. 

Descriptive statistics provide a description of 
the data that observed from a minimum value. The 
construct of intention to comply demonstrated the 
minimum score value of 3 and maximum score 
value of 7. The average value for the perceived in-
tention to comply was 6.012 with a standard devia-
tion of 0.703. The statistic results illustrate that the 
respondents had a high tendency or a decision to 
perform tax compliance behavior.  

 
Table 2 

Descriptive Statistics 

Construct N Min Max Average Std. Dev. 

Intention To Comply 220 3 7 6,012 0,703 
Tax Compliance 220 2 7 5,931 0,892 

Religiosity 220 2 7 5,830 0,904 
    Intrinsic Religiosity 220 2 7 5.752 0.901 
    Extrinsic Religiosity 220 2 7 5.890 0.902 

 

The construct of tax compliance showed a min-
imum score value of 2 and maximum score value of 
7. The average value for the construct of tax com-
pliance was 5.931 with a standard deviation of 
0.892. The statistic results illustrate that the re-
spondents had a high adherence to fulfill their 
functions, i.e. calculate, pay, and report. The similar 
results were shown from the construct of religiosity 

orientation. The construct of religiosity orientation 
showed a minimum score value of 2 and maximum 
score value of 7. The average value for the con-
struct of religiosity orientation was 5.830 with a 
standard deviation of 0.904. The statistic results 
illustrate that the respondents had a high level of 
religiosity orientation. 
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The construct of tax compliance showed a min-
imum score value of 2 and maximum score value of 
7. The average value for the construct of tax com-
pliance was 5.931 with a standard deviation of 
0.892. The statistic results illustrate that the re-
spondents had a high adherence to fulfill their 
functions, i.e. calculate, pay, and report. The similar 
results were shown from the construct of religiosity 
orientation. The construct of religiosity orientation 
showed a minimum score value of 2 and maximum 
score value of 7. The average value for the con-
struct of religiosity orientation was 5.830 with a 
standard deviation of 0.904. The statistic results 
illustrate that the respondents had a high level of 
religiosity orientation. 

Evaluation Model 

Measurement model testing was used for valida-
tion of the research model built in this study. Two 
main parameters built here were construct validity 
test (convergent validity and discriminant validity) 
and construct reliability test. Here is the table of 
algorithm iterations output. 

The construct validity consists of convergent 
validity and discriminant validity. First, convergent 
validity relates to the principle that the measure of 
a construct is highly correlated. Convergent validi-
ty occurs when the scores obtained from two dif-
ferent instruments that measure the same construct 
have a high correlation. If the loading value is 
between 0.50 and 0.70, the researcher should not 
delete the indicator with that loading score as long 
as the Average Variance Extracted (AVE) value and 
Communality indicator were >0.50 (Hartono, 2009). 
Convergent validity test results is the value of outer 
loading factor of the entire constructs used of >0.70 
(Appendix 7), AVE of the entire constructs used 
was > 0.5 (Table 5.5) and Communality of the entire 
constructs used was> 0.5 (Table 4). 

Second, discriminant validity relates to the 
principle that the measures for different constructs 
should not highly correlated. Discriminant validity 
occurs when two different instruments that meas-
ure the two constructs are predicted not correlated 
to produce values that are not correlated. Discrimi-

nant validity test result based on the value of cross 
loading showed that each construct indicator had a 
higher value or gathered in a predetermined con-
struct. Thus, we can conclude that the instrument 
used in this study was valid. 

Reliability indicates the accuracy, consistency, 
and exactness of a measuring instrument in provid-
ing measurement. Reliability test results (Table 5.5) 
showed that the value of Cronbach's alpha was > 
0.60 and reliability composite value was > 0.70 for 
all constructs used here. Thus, we can conclude 
that the instrument used in this research was relia-
ble. 

Goodness of fit is a measure that indicates the 
overall model predictions or measure that shows 
how much the overall model is able to explain the 
variance in the data. R-square of tax compliance 
behavior (Y2) was amounted to 0.608764. 

 
Hypothesis Testing 

Hypothesis 1 (H1) stated that the intention to com-
ply had a positive influence on tax compliance be-
havior. The test results in Table 4 showed the t sta-
tistic value of 3.037868 (>1.645), so that it can be 
concluded that H1 was supported. The coefficient 
value of .169236 showed that the intention to com-
ply had a positive influence on tax compliance be-
havior.  

Hypothesis 2 (H2) stated that intrinsic religiosi-
ty orientation strengthened the influence of the 
intention to comply towards tax compliance behav-
ior. The test results in Table 4 showed the t statisti-
cal value of 0.521 (<1.645), it can be concluded that 
H2 was not supported. Hypothesis 3 (H3) stated 
that extrinsic religiosity orientation strengthened 
the influence of the intention to comply towards tax 
compliance behavior. The test results in Table 4 
showed the t statistic value of 1.803 (>1.645), it can 
be concluded that H3 was supported. The coeffi-
cient value of 0.125 indicated that the extrinsic re-
ligiosity strengthened the influence of the intention 
to comply towards tax compliance behavior. Sum-
mary results of hypothesis testing can be seen in 
Table 4. 

 
 

Table 3 
Algorithm Iterations 

Construct AVE Composite 
Reliability 

R 
Square 

Cronbach’s 
Alpha 

Communality Redundancy 

Tax Compliance 0,696931 0,940641 0,608764 0,923792 0,696931 0,047054 
Intention To Comply 0,885977 0,958857  0,935534 0,885977  

Religiosity 0,526307 0,891620   0,882772 0,526307   
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Table 4.   
Hypothesis Testing 

 Coefficient T-value 

Intention to Comply  -> Tax compliance 1,138377 3,037868 

Intention to Comply  *Religiosity -> Tax Compli-
ance 

1,511159 2,205669 

Intention to Comply  *Intrinsic Religiosity -> Tax 
Compliance 

0,038493 0,521193 

Intention to Comply  * Extrinsic Religiosity -> Tax 
Compliance 

0,129429 1,803013 

Discussion of Hypotheses Test Results 

The test results obtained empirical evidence that 
H1 was supported by a positive coefficient. This 
means that the higher the intention to comply, the 
greater the behavior of tax compliance. The results 
are consistent with the results of the study con-
ducted by Trivedi, Shehata and Mastelman (2005) 
who used the participants of taxpayers in Canada. 
In this research Trivedi, Shehata and Mastelman 
(2005) proved empirically that the intention to 
comply had positive influence on tax compliance. 
In addition, this result is also consistent with the 
results of the study conducted by Langham, 
Paulsen and Härtel (2012) in Australia who proved 
empirically a positive influence of the intention to 
comply towards tax compliance behavior. Addi-
tionally, Blanthorne and Cynthia (2000) and Hanno 
and Violette (1996), has proved empirically that the 
intention had positive influence on tax noncompli-
ance. 

In addition, the study result is also consistent 
with the results of a study conducted by Mustika-
sari (2007), who conducted a study in Indonesia 
and empirically demonstrated that the intention to 
comply affected the behavior of compliance or oth-
erwise the intention to disobey would affect the 
behavior of tax noncompliance. Thus, the Theory of 
Planned Behavior can be applied in the field of tax-
ation, especially for personal taxpayers in Central 
Java. 

This empirical evidence implies that taxpayers 
who have higher intention to comply will have a 
greater tax compliance behavior too. Ajzen (1991) 
describes the intention as the extent to which an 
individual is willing to strive to do the behavior, or 
a planned effort to mobilize action to implement 
behavior. For that reason, it can be concluded that 
the intention to comply is a determinant factor of 
tax compliance behavior. 

The test results also provided empirical evi-
dence that external religiosity orientation could 
strengthen the influence of the intention to comply 
towards tax compliance but not so with intrinsic 
religiosity orientation.  Intrinsic religiosity is a 

strong internal assurance with religion as a part of 
one's daily life while extrinsic religiosity is the exte-
rior role of religion to support social relationships 
or even individual satisfaction. Or in other words, 
intrinsic religiosity is an indication that someone 
has religious commitment and connection to the 
religion teachings and for spiritual purposes, name-
ly to use faith to find ways to serve others while 
religiosity extrinsic is more related to the support 
on self-business interests and find ways that reli-
gion can function for the individual benefit. 

This is presumably due to differences between 
the one's views of vertical and horizontal obliga-
tions. Tax obligation is considered as horizontal 
obligation reflected in extrinsic religiosity. This is 
consistent with the statement expressed by Barbour 
(2002) that there is a separation between religion 
and human knowledge. Both are running in each 
rail, but in some cases, there is a unification be-
tween them. 

This phenomenon is consistent with what 
happened in Indonesia. Ancok and Suroso (2001) 
suggest that basically self-merging into religious 
group is due to intrinsic religiosity. However, affil-
iation into a religious group is not due to intrinsic 
religiosity, but even more to the extrinsic religiosi-
ty. This empirical evidence implied that taxpayers 
with greater extrinsic religiosity would further 
strengthen the influence of the intention to obey 
and tax compliance behavior. Therefore, in order to 
improve tax compliance, tax authorities need to 
conduct collaboration with religious leaders to pro-
vide insight for taxpayers that religious considera-
tions should affect business considerations, which 
the religion teaching is the most important thing in 
the daily lives and there should be a balance be-
tween religious teaching and physical life. 

 
5. CONCLUSION, IMPLICATION, SUGGES-
TION, AND LIMITATIONS 

Empirical evidence showed that taxpayers who had 
the higher intention to comply would have a great-
er tax compliance behavior too. Taxpayers with 
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high level of extrinsic religiosity orientation could 
strengthen their intention and behavior related to 
tax compliance. But, this study shows that the in-
trinsic religiosity not able to strengthen the influ-
ence of intention to comply with tax compliance 

The finding shows that the religiosity orienta-
tion especially extrinsic religiosity became a mod-
erating variable for influence of the intention to 
comply towards tax compliance behavior. Tax au-
thorities can utilize this by conducting a collabora-
tion with religious leaders to provide insight for 
taxpayers that religious considerations should af-
fect business considerations. This religious teaching 
is the most important thing in the daily lives and 
there should be a balance between religious teach-
ing and physical life. This insight should be more 
emphasized than how taxpayers carry out religious 
rituals that are indicators of intrinsic religiosity in 
order to provide an understanding of the im-
portance of tax compliance 

Limitation and Recommendation for Future 
Study  

The samples selection in this study was not 
randomized, due to the unavailability of personal 
taxpayer data in Central Java. To minimize the lim-
itation of the inability to use a random method to 
select samples, researchers used a random method 
to determine the location of the study. Inability to 
use random sampling method caused poor general-
ization power in the study compared to a random 
method. In order to enhance the generalization of 
study in the field of tax compliance, it is expected 
that further study can continuously replicate a re-
search on tax compliance. Thus research in the field 
of tax compliance will be wider and has a higher 
generalization power. 
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 A B S T R A C T  

Service quality in heritage hotel in the Malang city and brand loyalty have an im-
portant role to affect the guests to stay at the hotel, by considering competition in 
modern time currently. The purpose of this research is to analyze the effect of service 
quality on brand loyalty, brand image, perceived value, brand image affect brand 
loyalty, perceived value influence on brand loyalty, and the effect of service quality 
on brand loyalty which is mediated by brand image and perceived value at Pelangi 
Hotel Malang. This study uses questionnaires with a total sample of 160 respond-
ents. To get the sample, it uses a purposive sampling. Data were analyzed  using 
SPSS (Statistical Package for the Social Science) version 18.0 and Smart Modeling 
PLS version 2.0. The results of this study indicate that there is a significant-direct 
effect of service quality on brand loyalty, brand image and perceived value. In addi-
tion, brand image also significantly affects brand loyalty. The results also show the 
effect of perceived value on brand loyalty, and service quality on brand loyalty 
through brand image and brand loyalty through perceived value. 
 

 A B S T R A K  

Service quality di Hotel Heritage di Malang berperan penting dalam mempengaruhi 
brand loyalty tamu untuk menginap kembali di hotel tersebut dengan melihat ban-
yaknya persaingan hotel modern pada saat ini. Penelitian ini bertujuan 
menganalisis pengaruh service quality terhadap brand loyalty, brand image, per-
ceived value, pengaruh brand image terhadap brand loyalty, pengaruh perceived 
value terhadap brand loyalty, serta pengaruh service quality terhadap brand loyalty 
yang dimediasi brand image maupun perceived value di Hotel Pelangi Kota Ma-
lang. Penelitian ini menggunakan instrumen penelitian berupa kuesioner dengan 
jumlah sampel sebanyak 160 responden. Teknik sampling pada penelitian ini ialah 
purposive sampling. Data dianalisis dengan SPSS (Statistical Package for the Social 
Science) versi 18.0 dan Smart Modelling PLS versi 2.0. Hasil penelitian ini menun-
jukkan bahwa terdapat pengaruh secara langsung yang signifikan antara service 
quality terhadap brand loyalty, brand image, dan perceived value. Selain itu, brand 
image juga berpengaruh signifikan terhadap brand loyalty. Hasil penelitian juga 
menunjukkan adanya pengaruh perceived value terhadap brand loyalty, serta ser-
vice quality terhadap brand loyalty melalui brand image dan brand loyalty melalui 
perceived value. 

 
1. INTRODUCTION 
Today, hospitality business, particularly hotel, 
grows rapidly in Indonesia as the effect of tourism 
sites multiplication in many areas. Earlier, hotels 
were only known as the place to stay for those who 
were in business trip or having vacation, yet they 
did not bring any benefit for the locals. As time 
passes by, instead, hotels are often selected as the 
venue of wedding parties, meeting hall, product 
launching of a certain company and even as the 

place to spend the weekend for the riches. In hotel 
business, there are many things offered to the 
guests, and all of them are called as hotel product. 
There are many types of hotel products; those are 
hotel room, food and beverages services, and 
restaurant.  

The competition of hotel businesses in East Ja-
va, especially Malang, grows significantly from 
year to year. It is proven from the elevating occu-
pancy each year. It is supported by the statement of 
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the General Manager of Ibis Styles Hotel Malang, 
“Based on our calculation the rate of occupancy in 
Malang is about 50 to 60 percent, while in our place 

is relatively high with the rate of 70 to 72 percent.” 
as he said in Malang Times (Times Indonesia Net-
work), Friday (2/10/2015). 

  
Table 1 

Rate of Occupancy of Star Hotel in Malang City (2015-2016) 

Star Hotel 

Available Booked Rate of Occupancy (%) 

84.716 707.716 83,55 

Unstrrated Hotel 

Available Booked Rate of Occupancy  (%) 

296.38 118.347 3,93 

Source: Monthly Hotel Survey (VHTS), BPS Malang City 
 

Table 2 
Average of Total Daily Guests of Star Hotel in Malang (2015-2016) 

Total Coming Guests Total Staying Night of the Guests 

Foreign Domestic Foreign Domestic 

21.033 577.374 101.469 1.554.009 

Average of the Total Staying Night of the Guest Average of the Total Staying Night of the Guest 

Foreign Domestic Foreign/Domestic 

4,83 2,69 2,77 

Source: Monthly Hotel Survey (VHTS), BPS Malang City 
 

Table 3 
Average of Total Daily Guests of Unstarred Hotel in Malang (2015-2016) 

Total Coming Guests Total Staying Night of the Guests 

Foreign Domestic Foreign Domestic 

127 129.343 3.256 232.074 

Average of the Total Staying Night of the Guest Average of the Total Staying Night of the Guest 

Foreign Domestic Foreign/Domestic 

25,64 1,79 1,82 

Source: Monthly Hotel Survey (VHTS), BPS Malang City 
 
Based on Table 2 and Table3, it is presented that 
thetotal amount of visitors, both domestic and 
foreign, in the 2015-2016 period in Malang is 
increased. (Source: Monthly Hotel Survey (VHTS), 
BPS Malang City). The amount of the guest to stay 
in the hotel is also increased. 

In response to the increasing amount of visitors in 
Malang, many new hotels founded and more 
variation of lodgings, either star or unstarred, are 
competing to provide the best service in Malang 
City. This is supported by the evidence presented 
on Table 4. 

 
Table 4 

The Number of Accommodation in every Sub-District in Malang City (2015-2016) 

Sub-District Hotel Room 

Kedungkandang 1 20 

Sukun 5 53 

Klojen 71 2.536 

Blimbing 12 685 

Lowokwaru 15 1.030 

Malang City 104 4.324 

Source: Department of Culture and Tourism Malang City 



Journal of Economics, Business, and Accountancy Ventura Vol. 21, No. 1, April – July 2018, pages 51 – 59 

53 

Table 5 
The Number of Foreign and Domestic Visitors in Malang City (2015-2016) 

Tourists 
Total Amount 

Foreign Domestic 

8.754 3.376.722 3.385.476 

Source: Department of Culture and Tourism Malang City 
 
The hotel business is getting more and more 
competitive, as the number of the hotel is 
increasing. There are also some heritage hotels or 
Netherlands-based designed hotels which also 
compete among the occurrence of modern hotels by 
renovating their facility without changing the 
construction of the building. Heritage hotel is a 
hotel with the design of building, such as the 
design of ancient Netherlands building or those 
with colonial design. Those hotels were built before 
the 1950‟s, and surely they have unique 
construction and architecture. The physical 
characteristic shall be preserved and maintained. 
Renovations are allowed as long as it is not more 
than 50% of the building. These building are 
intended to be preserved by the government or the 
owner in order to preserve the originality of their 
physical characteristic and the structure of the 
building. It is expected that such hotels are able to 
compete with other modern ones.  
Heritage Hotels tend to merely rely on the „ancient‟ 
aspect of the building. Meanwhile, what hotel 
business offers is the service. Therefore, in order to 
win the competition, they need a good service 
quality as it directly and indirectly influence the 
loyalty of customers (Zeithaml et.al., 1996) as well 
as affect the satisfaction of customers (Caruana, 
2002). The quality of a service incites the 
commitment of customers towards the company‟s 
product or service that the market share of the 
related product will increase. According to Kotler 
(2012:83) service is defined as every action or 
activity, which does not have any form and does 
not result in any ownership. It can be offered by 
someone to other persons, which may include a 
physical product or not. 
The research of Ryu, et al (20100 and Alexandris, et 
al (2008) identified that a good service quality 
provided by a hotel would significantly affect the 
number of costumer‟s loyalty. Not only increasing 

the loyalty, the ability to provide good service 
quality would also result to positive brand image 
for the hotel. Aaker (2009) stated that the better the 
service quality perceived by the customer, the more 
positive the brand image is. Furthermore, other 
related literature found out that good service 
quality also positively influence the customer‟s 
perceived value. The success of a hotel in providing 
good quality service will increase the perceived 
value of customers. 
Beside service quality, brand image also plays a 
huge role in hotel industry. Accirding to Kotler, 
Armstrong (2012) “Brand image is a trust towards 
certain brand” (pg.225). Thus, brand image is the 
customer‟s way of thinking about a certain brand in 
an abstract manner, even though at the moment 
when they do not directly face the product. Brand 
image is the description about the association and 
the trust of a consumer about a certain brand. 
(Tjiptono, 2005:49). In order to build a positive 
brand image, a company could do a strong 
marketing for the product and show its unique and 
prominent characteristics as the differentiation 
from other products. The good combination of 
supportive elements (as mentioned before) will 
create a strong brand image for the consumer 
(Keller, 2003). Image or association presents the 
perception that can reflect either objective reality or 
not objective one.  The created image from the 
association is what determines the decision and 
even the loyalty of the consumers. 
Perceived value is process of evaluating a product 
by comparing the benefit to the sacrifice that will be 
resulted in order to obtain a product or service. The 
overall evaluation of the product are based on what 
the product offers and what it cost. Zeithaml (1988. 
P.14) stated that perceived value is the variable that 
has big influence towards the increasing customer‟s 
loyalty. It was found that the higher the perceived 
value is, the higher the loyalty of the customers. 
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THEORETICAL FRAMEWORK AND HYPOTHESES 

Figure 1 
Conceptual Framework of Research Model 

 
1) Alexandris, et al (2008), Pollack, B.L. (2009), 

Prentice, C. (2012), Presbury, et al (2005), 
Alexandris, et al (2008), Ou, et al (2011), Kaura, 
et al (2014) 

2) Ryu, et al (2010), Chan Wu (2011), Wu, et al 
(2010) 

3) Ladhari dan Morales (2007), Fu Chen (2008), Fu 
Chen and Shian Chen (2010), Malik (2012), 
Peterson (2000), Seth, et al (2004) 

4) Martenson (2007), Skogland and Siguaw (2004), 
Kandampully and Hui Hu (2007), 
Kandampully and Suhartanto (2003), Sondoh 
Jr., et al (2007) 

5) Pura (2005), Kandampully and Suhartanto 
(2003), Lien Li and Green (2010) 

 
Hypothesis 

Research hypothesis is a temporary answer of the 
research problem used as the starting point of a 
study which has to be proved through data 
collecting process (Simamora, 2004). 
H1 : Service quality significantly affects brand 
loyalty 
The competition of service quality among hotels is 
being more and more competitive. Consequently,  
many hotel owners are competing to give their 
utmostservice for providing the best service in 
order to build a good image and gain the 
customer‟s loyalty. This statement is supported by 
Alexandris, et al. (2008), Pollack, B.L. (2009), 
Prentice, C. (2012), Presbury, et al (2005). 
H2 : Service quality significantly affects brand 
image 
Service quality is one of the aspects that influence 
the brand image. Good service quality in inevitably 
important for hotel. A good service quality that is 
offered by a hotek will indirectly improve the 
image of the hotel in the near future Ryu, et al, 
2010); Chan Wu, 2011; Wu, et al, 2010). 
H3 : Service quality significantly affects perceived 

value.   
A previous study was conducted by Ladhari dan 
Morales (2007), Fu Chen (2008), Fu Chen and Shian 
Chen (2010), Malik (2012), Peterson (2000), Seth, et 
al (2004) focusing on identifying the relationship 
between the perception of service quality and the 
perceived value that is felt and recommended 
within the society regarding with library 
management. The findings presented that library as 
the place which should prioritize service quality 
and information control could significantly portray 
the perceived value felt by the society. Thus, there 
is a strong relationship between the value of the 
service and the recommendation felt by the society. 
H4 : Brand image significantly affects brand 
loyalty. 
H5 : Perceived value significantly affects brand 
loyalty. 
H6 : Service quality significantly affects brand 
loyalty through the brand image. 
H7 : Service quality significantly affects brand 
loyalty through perceived value. 
 
RESEARCH METHOD 
Research Model 
The method implemented in this research is 
quantitative research. The type of research used is 
the explanatory research. 
Location of Research 
This research was done in one of the city of East 
Java, that is Malang, specifically in Pelangi Hotel. 
Population and Research Sample 
 Population and Sample of this research is 
described as follows: 
Research Population 

Population in this research is guest which more 
than twice stay at Hotel Pelangi Malang. 
Research Sample 
According to Hair et. al. (1998) it is stated that the 
size of the sample depends on the amount of 
indicator that used on the entire latent variables, so 
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that the number of the samples can be calculated by 
multiplying it by 5 to 10 of the number of 
indicators. The number of samples in this research 
is as much as 160 (16 indicator x 10=160 
respondents). 

The technique to get the sample is the non-
probability sampling by using the method of 
purposive sampling. The criteria were given in this 
research in order to choose the respondent that 
become the sample of the research is as follows: 
a. The respondents are the society with the 

minimum age of 21 years old. 
b. The respondents or the guests staying in the 

hotel is on their willingness and funding. 
c. Respondents staying or ever stayed in the 

Pelangi Hotel of Malang more than twice. 
Method of Data Collection and Measurement 
The method used in this research to collect data in 
this research is by using the questionnaires that 
given to the consumers or the guests staying at the 
Pelangi Hotel of Malang. The data measuring 
methods used in this research is by using the Likert 
scale. 

For this research, the researcher gave five 
alternatives of answers to the respondents by using 
the scale of 1 to 5 presented as follows: 

 
Table 6 

Choice and score of the Answers of the Respondents 

Choice of Answer Score 

Very agree 5 

Agree 4 

Hesitant 3 

Disagree 2 

Very disagree 1 

Source: Sugiyono (2010) 
 
Method of the data analysis 

The statistical analysis in this research was assisted 
by the linearity program of SPSS (Statistical 
Package for the Social Science) for Windows, 
version 18.0 and Smart Modelling PLS, version 2.0. 
Descriptive Analysis 

Descriptive statistical analysis was used to describe 
the variables of the research without drawing any 
generalization or the description about the 
characteristics of the respondents as well as 
arranging the frequency distribution by using the 

data from the questionnaires that distributed to the 
respondents. 
Inferential Analysis 
In this research, the inferential analysis used by the 
using the approach of Partial Least Square (PLS). 
Partial Least Square (PLS) 
Outer Model of Measurement 
The outer model can be classified as the measuring 
model to test the reliability and the validity of an 
instrument. The parameter in the model of 
measuring of PLS will be presented in Table 7. 

 
Table 7. 

Parameter of Validity Test and Reliability in the Measuring Model of PLS 

Test Parameter Rule of Thumb 

Validity test of 
Convergent 

Outer loading Higher than 0.6 

Average variance 
extended 

Higher than 0.5 

Community Higher than 0.5 

Validity test of 
discriminant 

Cross loading 

C It is expected that every block of indicator has the 
higher loading for every latent variable measured 
compared with the indicators for the other variables. 

Reliability test Croncbach Alpha Higher than 0.6 

 Composite reliability Higher than 0.6 

 
 
DATA ANALYSIS AND DISCUSSION 
Data Analysis 

The statistical analysis in this research was assisted 
by the linearity program of SPSS (Statistical 

Package for the Social Science) for Windows, 
version 18.0 and Smart Modelling PLS, version 2.0. 
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Descriptive Analysis 
Descriptive statistical analysis was used to describe 
the variables of the research without drawing any 
generalization or the description about the 
characteristics of the respondents as well as 
arranging the frequency distribution by using the 
data from the questionnaires that distributed to the 
respondents. 
 

Inferential Analysis 
In this research, the inferential analysis was used 
by using the approach of Partial Least Square 
(PLS). 
 
Discussion 
Testing the Direct Influence 

Based on the result of the testing of hypothesis 
statistically, it shows as on Table 8 

 
Table 8 

Result of Testing the Hypothesis of Direct Influence 

Hypothesis Correlation Original Sample T-Statistics Note 

H1 Service Quality Brand Loyalty 0,162 2,447 Significant 
H2 Service Quality Brand Image 0,673 22,341 Significant 
H3 Service Quality  Perceived Value 0,661 20,448 Significant 
H4 Brand Image Brand Loyalty 0,450 5,583 Significant 

H5 Perceived Value Brand Loyalty 0,290 3,151 Significant 

Source: Processed Primary Data (2016)  
 
Based on the result of the testing of hypothesis 
statistically that shown on the table above, then it 
can be described as follows: 
a. There is a significant correlation between the 

service quality and the brand loyalty. This 
result is shown by the score t- calculated> 1.96 
with the positive coefficient path so that it can 
be interpreted that the more service quality 
score, the higher the brand loyalty. 

b. There is a significant correlation between the 
service quality and the brand image. This result 
is shown by the score of the t-calculated > 1.96 
with the positive coefficient path so that can be 
interpreted that the higher the service quality 
score, the higher the brand score. 

c. There is a significant correlation between the 
service quality and the perceived value. This 

result is shown by the score t-calculated> 1.96 
with the positive coefficient path so that it can 
be interpreted that the more service quality 
score, the higher the perceived value. 

d. There is a significant correlation between the 
brand image and the brand loyalty. This result 
is shown by the score t-calculated> 1.96 with 
the positive coefficient path so that it can be 
interpreted that the more service brand image, 
the higher the brand loyalty. 

e. There is a significant correlation between the 
perceived value and the brand loyalty. This 
result is shown by the score t-calculated> 1.96 
with the positive coefficient path so that it can 
be interpreted that the more perceived value 
score, the higher the brand loyalty. 
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The Testing of the Indirect Correlation 
Table 9 

Result of Hypothesis of Indirect Effect Test 

Hypothesis Correlation 
Direct 

influence 
Indirect 

influence 
T-Statistics Note Mediation 

Step 1 
Service Quality
Brand Image 

0,673  22,341 Significant  

Step 2 
Brand Image Brand 
Loyalty 

0,450  5,538 Significant  

H6 

Service Quality
Brand Image Brand 
Loyalty 

 0,303 5,392 Significant Par-tial 

Step 1 
Service Quality
Perceived Value 

0,661  20,448 Significant  

Step 2 
Perceived Value
Brand Loyalty 

0,290  3,151 Significant  

H7 

Service Quality
Perceived Value
Brand Loyalty 

 0,192 3,116 Significant Par-tial 

Source: Processed Primary Data (2016) 
 
Based on the table above, it is seen that the 
increasing of service quality will as well increase 
the brand loyalty through the brand image. This 
means that the better the brand image is, the better 
the correlation between service quality and the 
brand loyalty. Besides, there is also indirect 
correlation between service quality and brand 
loyalty through the perceived value. With the 
positive coefficient path that means the increase in 
service quality will increase the brand loyalty 
through perceived value. Service quality has the 
significant correlation upon the perceived value, 
and also the perceived value upon the brand 
loyalty has the significant correlation so that the 
perceived value can mediate the indirect 
correlation between service quality and the brand 
loyalty. 
 
5. CONCLUSION, IMPLICATION, 
SUGGESTION, AND LIMITATIONS 
Theoretical Implication 

The important and interesting findings in this 
research is that the empirical evidences indicated 
that in one conceptual frame of research, that a 
service quality has the contribution upon the 
perceived value and brand image so that it creates 
brand loyalty. 

Perceived value and brand image has a direct 
correlation with the brand loyalty. Then perceived 
value and brand image are also able to mediate the 
indirect effect between the service quality and the 
brand loyalty. This is also supported by the 
research done by Ryu, et al (2010), Kandampully 

and Hui Hu (2007), Wu (2014) Chen McCain, et al 
(2005), Kandampully and Hui Hu (2007), Kayaman 
and Arasli (2007), Peterson (2000), Fu Chen and 
Shian Chen (2010), Akbaba (2006), Fu Chen (2008), 
in the previous time. 
 
Practical Implication  
The result of test indicated that the service quality 
has the effect upon the brand loyalty. Besides, this 
research also indicated that the question items that 
covers the overall part, be it the product variation, 
price, room quality, service and hotel atmosphere. 
The respondents has positive response upon the 
Pelangi Hotel of Malang with a high average score 
so that this signifies that Pelangi Hotel of Malang 
must maintain, evaluate, innovate and improve the 
quality of service so that the service remain good in 
order to achieve loyalty of customers. 

Perceived value and brand image has the 
significant correlation upon the brand loyalty. 
Perceived value and brand image also able to 
mediate the indirect relationship between the 
service quality and the brand loyalty. 

The result of this research is also seemed to be 
very useful for the development of management in 
the Pelangi Hotel of Malang, especially on the 
importance of service quality applied on the hotel. 
Service quality applied in the Pelangi Hotel of 
Malang is actually similar to other hotels, yet it has 
a certain characteristics of application that is 
distinct from the other heritage hotel. 
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LIMITATION OF RESEARCH 
This research has done using the steps of a good 
scientific research, yet still there re some limitation 
that needs to be improved in the future. One of it is 
that object covered in this research is only one hotel 
in Malang City. 
 
Conclusion 
Based on the result of discussion, several points can 
be drawn as the conclusion. 
1) Service Quality is a direct determinant for the 

brand loyalty. It means that the better the 
service quality given by the Pelangi Hotel of 
Malang, in term of room facilities, price, image 
of the hotel and the hospitality of the hotel 
staff, the more guests loyalty and it definitely 
make them intend to stay in the hotel again 
when visiting Malang City for the next time. 

2) Brand image of the Pelangi Hotel can give 
implication upon the loyalty of guests. This 
means if the image of the hotel gives good 
impression, the look and the facility that can be 
accessed by the guests are good then it may 
give a good impression for the loyalty of 
guests. Customers will be loyal if the hotel has 
a good image, and in the other hand if the 
image is bad then the less loyal to the 
customers will be. 

3) A good perceived value would increase the 
loyalty of the consumers. This means the good 
judgment from the guests will indirectly 
increase the loyalty of the guests to the hotel. 
Hence, the hotel must always provide the best 
service, facility, and attention to the guests so 
that the judgment of the guests will always be 
good for the hotel. 

4) The improvement of service quality will 
increase the brand loyalty through brand 
image. This means that the stronger the brand 
image influencing, the better the correlation 
between the service quality and the brand 
loyalty. So the hotel must keep on maintaining 
the quality of service as well the image so that 
guests can be more loyal to the hotel. 

5) Service quality will increase the brand loyalty 
through the perceived value. This means that 
the better the perceived value or the judgment 
of the consumers, the better the correlation 
between the service quality and the brand 
loyalty. Maintaining the guests judgment upon 
the quality of service given by the hotel is very 
important for it can increase the guest loyalty 
to the brand for the future. 

 

Suggestion 
Based on the result of this research, there are some 
important point the needs to be highlight for the 
practitioners as well as the researchers in the future 
listed as follow. 
1) Based on the result of the research of the effect 

of the service quality upon the brand loyalty 
through the brand image has a significant 
result. This means the mediation effect of the 
brand image can be seen to be significantly 
influential upon the loyalty of the customers 
later. Also, on the service quality upon the 
brand loyalty through the perceived value too 
has a significant result. This means that the 
mediation done also has a significant impact to 
the loyalty of guest to the hotel. Hence, here the 
hotel must see their image from the perspective 
of the guests and the judgment from them so 
that they can maintain their quality. 

2) The next research is ought to not researching 
the Pelangi Hotel of Malang only, but also done 
the research in several heritage hotels in 
Malang City that still in business, since the 
other heritage hotels have different service 
quality and strategy to increase their standard 
of service quality for the guests. 
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 A B S T R A C T  
The purpose of this research is to examine how auditors’ moral character influences 
their ethical decision making when faced with an ethical dilemma situation. Organiza-
tional ethical climate and the intensity of competition in a public accounting firm are 
used as a moderating variable. The results of this study have implications as ethical 
decision quality can be obtained and carried through increased moral character. By 
identifying the potential drivers for improving auditors’ moral character, this research 
can inform the discussions and strategies of professional bodies, regulators and gov-
ernment on improving the audit quality of financial reports. The intensity of competi-
tion in a public accounting firm may have an impact on improving the quality of 
auditing services, but on the other hand, also have an impact on ethical issues. This 
research lays the foundation for competition among public accounting firms being 
recognized as a major issue in industrial policy in auditing services. 
 

 A B S T R A K  
Tujuan penelitian ini adalah untuk menguji bagaimana karakter moral auditor ber-
pengaruh pada pengambilan keputusan etis mereka ketika menghadapi situasi dilema 
etika. Iklim etika organisasional dan intensitas persaingan dalam perusahaan akuntan 
publik digunakan sebagai variabel moderasi. Hasil penelitian ini memiliki implikasi 
sebagai kualitas keputusan etis dapat diperoleh dan dilakukan melalui peningkatan 
karakter moral. Dengan mengidentifikasi potential driver dalam  meningkatkan karak-
ter moral auditor, penelitian ini dapat memberikan bahasan  dan strategi badan-badan 
profesional, regulator, dan pemerintah untuk meningkatkan kualitas audit laporan 
keuangan. Intensitas persaingan di kantor akuntan publik mungkin berdampak pada 
peningkatan kualitas layanan audit, tetapi di sisi lain, juga berdampak pada masalah 
etika. Penelitian ini meletakkan dasar untuk persaingan di antara perusahaan akuntan 
publik yang diakui sebagai masalah utama dalam kebijakan industri di bidang jasa 
audit. 
 

 
1. INTRODUCTION 

Independence and ethics in the accounting profes-
sion have always been a concern of society. Public 
attention towards the accounting profession is very 
large due to the discovery of corporate financial 
scandals involving accountants. This shows the 
empirical fact that independence and ethics in the 
accounting profession are an important concern. 
Auditors are often faced with a dilemma that they 
cannot be independent in their work (Finn, Chonko 
and Hunt, 1988; Bazerman, Morgan and 
Loewenstein, 1997; Kaplan, 2004). Clement et al. 
(2012) state that an auditor inherently has a conflict 
of interest when interacting with clients. 

Auditors are required to work in a professional 
manner and must be independent of the client, but 
at the same time their survival depends upon the 
client through contract and fees received from the 
client. The auditor-client relationship situation of-
ten leads auditors to a dilemma situation. This di-
lemma situation will continue to cause conflict if 
the audit findings, and the work of the auditor, are 
not in accordance with what is expected by the 
client (Knapp, 1985; Tsui, 1996; Tsui and Gul, 1996). 
Kaplan (2004) refers to the relationship between the 
auditor and the client as the main causes of con-
flicts of interest in the accounting profession. 

In audit conflict, the auditor faces moral di-



Sasongko, Budi: Moral Character: Challenges for auditors for serving public interest 

62 

lemmas. Auditors have an ethical dilemma because 
they are in a situation that requires them to decide 
between the choices and the ethical impact charged 
to various parties. This ethical dilemma situation 
occurs because many parties are involved in the 
activities of auditors, and each side has a wide 
range of different interests. Each party is, either 
directly or indirectly, affected by the decision made 
by the auditor. Furthermore, as a consequence of 
wanting to keep their interest, they also will seek to 
influence the decisions made by the auditor. 
Dolgoff & Skolnik (1996) stated that the situation of 
the ethical dilemma is a situation where one is deal-
ing with two or more relevant choices, but the 
choices are mutually contradictory, and when any 
alternative option is taken, this may have an ad-
verse effect on one or more other persons. 

Research on the topic of decision making has 
included a lot of disciplines of accounting, particu-
larly auditing (Solomon and Shields, 1995; Solomon 
and Trotman, 2003). This study examines the ethi-
cal decision-making process of auditors in ethical 
dilemma situations. Research on ethical decision 
making in auditing is important to explain and 
predict when the auditor makes decisions in situa-
tions of ethical dilemmas. Ethical decision making 
in the area of auditing needs to be investigated be-
cause it will provide an explanation of a) the behav-
ior of auditors in the process of making decisions, 
and b) how to improve decision-making for the 
best audit quality. 

This research is based on a model of ethical de-
cision making by Trevino (1986), which states that 
an ethical decision is an interaction between indi-
vidual and situational variables. When a person is 
faced with an ethical dilemma situation, the indi-
vidual variables will interact with situational fac-
tors beyond the individual‟s control. Trevino (1986) 
model postulates that ethical decision-making 
within an organization is based on the interaction 
of individual and situational moderators, Trevino‟s 
model uses Kohlberg‟s stages of moral develop-
ment in the cognition stage in providing a basis 
from which to examine the individual ethical deci-
sion making. The environmental aspects in this 
research is the ethical climate of the organization 
and the intensity of competition among public ac-
counting firms. 

Several studies have revealed a wide range of 
variables that influence ethical decision making 
(Ford and Richardson, 1994; Loe, Ferrell and 
Mansfield, 2000; Paolillo and Vitell, 2002; O‟Fallon 
and Butterfield, 2005). The review summarizes the 
results of research on a large range of ethical deci-

sion making in a variety of disciplines and a broad 
variety of situations. An important finding in the 
study is the main variable in ethical decision-
making variables that are uniquely associated with 
individual decision-makers and variables that are 
the result of the process of socialization environ-
mental factors. The characteristic unique variables 
are variables that are inborn traits such as gender, 
age, and nationality; whereas an environment vari-
able is, such an organization, work environment 
and professional environment. 

Fritzsche & Oz (2007) state that an individual 
factor that is often referred to as being very influen-
tial in ethical decision making is moral character. 
Libby & Thorne (2007) and Vitell & Ho (1997) stat-
ed that although there have been studies that exam-
ine personal values in ethical decision making, 
more research is needed on what is meant by moral 
character and the important moral character ethical 
decision-making process. As a continuation of these 
studies, this research empirically examines the ef-
fect of individual variables on the moral character 
of the auditor's ethical decision making. 
 
2. LITERATURE REVIEW AND HYPHOTHESIS 
DEVELOPMENT 
This study explores the ethical decision-making 
process of public accountants in ethical dilemma 
situations. The approach used in this study is a 
quantitative positivist approach using the survey 
method as a means of data collection. The use of 
this approach has been on the phenomenon of ethi-
cal dilemmas faced by public accountants as real 
and concrete and can be observed as a variable that 
can be measured (Swan and Martin, 1994). The 
purpose of this study was to test the theory that 
there is a causality test through empirical data, so 
the research was conducted to test the hypothesis 
by testing the effect of the studied variables. 
 
Moral Character in Ethical Decision Making  
Character comes from the Greek, character, which 
literally means „impression‟ or 'characteristic' as 
seen on coin currency. In the development of the 
modern era, the term 'character' of human person-
ality is also often referred to as the upper one. Mor-
al characters are two interrelated words, 'character' 
and 'moral'. Moral is the spirit of the character, 
without morals character is weak. Bebeau et al. 
(1999) state that the morality of a person is made 
up of four components, namely 1) moral sensitivity 
2) moral decisions 3) moral motivation and 4) mor-
al character. Bebeau et al. (1999) further explained 
that the first three components are important, but 
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without the last component, moral character, then 
one will fail to behave ethically. An important 
component of moral character is contained in the 
moral character of glory, which is a strength of 
character that allows individuals to develop with 
complete moral integrity. The glory of the individ-
ual will be to apply practical wisdom. Practical 
wisdom is the ability to know when and how best 
to implement the behavior with a more moral per-
spective. 

Francis (1990) states that the auditor's moral 
character is essential to protect the public, because 
the auditor is a moral agent who carries the man-
date of the public trust. Moral character is needed 
because the main role of the auditor is to protect 
the interests of the community (Libby and Thorne, 
2007). The quality of the auditor's moral character 
is a prominent factor to make professional and eth-
ical decisions in accordance with the expectation of 
public confidence in the auditor. Moral character 
also becomes influential when auditors are faced 
with the pressures of work activities (Windsor and 
Ashkanasy, 1995; Lord and Dezoort, 2001) 

Moral character is complex, and a multidimen-
sional variable (Peterson and Park, 2006; Wright 
and Goodstein, 2007). A one-dimensional character 
is spirituality (Gavanagh, Bandsuch and Cavanagh, 
2002; Maxwell, 2003). Lapsley & Lasky (2001) state 
explicitly that the dimension of moral character is 
idealism. Walker & Pitts (1998) called it a principle-
idealistic that has integrity and trustworthiness. 
Kidder (2005) states that the dimension of moral 
courage is one important dimension of moral char-
acter. Other dimensions are perspective-taking, the 
altruistic nature by virtue of seeing the interests of 
others rather than self-interest (Underwood and 
Moore, 1982). The following is an explanation of 
each dimension of moral character: 
 
Spirituality  
Burkhardt (2010) states that modern culture has 
long been dominated by the materialistic life and 
the process of secularization has turned into the 
important dimensions of spirituality in life. Re-
search conducted by Freshman (1999) and  
(Wagner-Marsh and Conley, 1999) on spirituality 
suggests that values honesty and spirituality can 
improve a person's self-confidence. Furthermore, 
research conducted by Saroglou & Munoz-Garcia 
(2008) also states that a person's level of spirituality 
will determine one's ethical stance. Furthermore, 
research by Giacalone & Jurkiewicz (2003) also 
state that a person's spirituality affects their percep-
tions of unethical actions when conducting busi-

ness. Robinson (2008) states that spirituality, in its 
broadest sense, is a reflection of the central and 
ethical response. As an element of moral character, 
spirituality can be used as a frame of mind in re-
sponding to ethical issues. 
 
Idealism  

Forsyth (1980) states that individuals have an ethi-
cal orientation difference. Ethical orientation is an 
individual's ability to evaluate and consider the 
ethical values in an event. One's ethical orientation 
shows the view adopted by individuals when faced 
with situations that require problem-solving and 
ethical settlement in an ethical dilemma. Idealism is 
forming the moral character of the auditor's ethical 
decision-making process. 
 
Moral courage  

Moral courage is courage in a moral hazard. Moral 
courage is not only the courage to face physical 
challenges, but there is a moral and mental load. 
Kidder (2005) states there are five (5) major compo-
nents of moral courage, namely: honesty, respect, 
responsibility, fairness and compassion which is an 
important component of moral character. 
Christensen et al. (2007) stated that in the process of 
ethical decision making, it is moral courage to not 
carry out a decision. For auditors, in the process of 
auditing activities, moral courage becomes an im-
portant factor at this time when many pressures are 
faced on the job. Moral courage in the face of pres-
sure will help prevent behaving unethically (Gibbs 
et al., 1986; Christensen, Barnes and Rees, 2007). 
Moral courage is a virtuous action in the face of 
moral challenges (Sekerka, Bagozzi and Charnigo, 
2009). 
 
Perspective-taking  

Hogan (1973) states that one of the characters is 
forming moral empathy or a 'moral point of view'. 
Perspective-taking is an essential part of one's em-
pathy (Davis, 1980). Empathy is one of the indis-
pensable individual abilities when interacting with 
others. Perspective-taking is an individual's ability 
to analyze the situation from the point of view of 
others, as well as a person's ability to perform a 
sophisticated cognitive process of seeing things 
from another person's perspective (Epley and 
Caruso, 2009). Ferrell & Gresham (1985) stated that 
the ability of a person who saw the orientation of 
the 'perspective of others' can categorize moral 
character as a unique variable in the process of eth-
ical decision-making models. Someone with a de-
gree of perspective-taking that is high, would see 
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himself, often from the point of view of others and 
see others from the standpoint of himself, so that 
the individual will have an advantage in coordinat-
ing actions when interacting with others or when 
making decisions in the face of a complex situation. 
 
H1: The auditor‟s moral character influence the 
ethical decision making  
 
Environment on Ethical Decision Making  
Individuals in performing an act do not stand alone 
and apart from the social environment, but always 
in the context of the surrounding public influence. 
As a result of an individual's social interaction with 
the social environment, the ethical or unethical be-
havior in a particular situation is also the result of 
the interaction between the characteristics inherent 
to the circumstances surrounding the individual 
(Trevino, 1986). Fritzsche (1991) also stated that the 
combination of social environmental influences on 
ethical decision-making result in significantly dif-
ferent impacts than just the personal factors of the 
individual alone. There are two environment vari-
ables of concern in this study related to the auditors 
when faced with an ethical dilemma, namely the 
organizational ethical climate of public accounting 
firms and the intensity of competition among pub-
lic accounting firms. 
 
Organizational Ethical Climate  
The ethical climate of an organization is a system of 
ethical values that exist within an organization. 
This value system resulting from the process of 
acculturation of the various values exists both from 
within and from outside the organization. The ethi-
cal climate of the organization, or the ethical envi-
ronment within an organization, is composed of a 
variety of practices that are run by management 
and members of the organization, and the values 
attached to them (Victor and Cullen, 1988).  

Ethical climate as a major component of an or-
ganization's culture is a direct reference member 
within an organization in the face of the internal 
and external environment. The climate is formed 
from individual ethical values and both formal and 
informal management when faced with ethical is-
sues within the organization (Hunt, Wood and 
Chonko, 1989). It can be used to specify everything 
that is done in the organization as 'good' or 'ethical', 
or otherwise, 'not good' or 'unethical'. 

Some of the findings of the study explained 
that the ethical asset value of the organization is 
directly or indirectly an important factor determin-
ing ethical behavior organizational members 

(Deshpande, 1996; Adam and Rachman-Moore, 
2004; Stevens, 2008; Deshpande and Joseph, 2009). 
Although there are research findings stating that 
the ethical climate is in touch with one's moral con-
sciousness, in general, the ethical climate of the 
organization affects the ethical behavior of mem-
bers of the organization (Elm and Nichols, 1993). 
This study also empirically examined the moderat-
ing variables of the influence of organizational eth-
ical climate and the moral character of the auditor's 
ethical decision-making process. 
 
H2: The ethical climate of the organization is mod-
erating variables influence to the moral character of 
the auditor's ethical decision making.  
 
The intensity of competition among public ac-
counting firms  

Maher et al. (1992) stated that the audit services 
industry, like other industries, is filled with compe-
tition and does not escape the increasing competi-
tion between providers of audit services, namely 
between public accounting firms. Some studies also 
have shown empirical evidence of the existence of a 
competitive market in the audit services industry 
(Simunic, 1980; Francis, 1984; Tonge and Wootton, 
1991; Pearson and Trompeter, 1994; Morello, 1997; 
Choi and Zeghal, 1999; Kostant, 1999; Wolk, 
Michelson and Wootton, 2001). 

Shleifer (2004) states that unethical behavior is 
often a result of the market being full of competi-
tion. If in the market there are high levels of compe-
tition it raises the propensity of unethical behavior 
among market participants (Hegarty and Sims, 
1978). According to (Dubinsky and Ingram, 1984), 
the high intensity of competition will be the reason 
and impact pressures are very strong against the 
organization in an effort to maintain its survival. 
The intensity of competitive market influences the 
ethical behavior of elements that deal with the or-
ganization. A market with intense competition can 
be an incentive or otherwise an impediment to the 
organization. Intensity of competition in a tight 
market means several parties may be violating the 
rules or standards for self-gain (Kreuze, Luqmani 
and Luqmani, 2001). This study empirically tested 
the variable intensity of competition among public 
accounting firms and their influence on the moral 
character of the auditor in ethical decision making. 
H3: The intensity of competition among public ac-
counting firms is moderating variables influence to 
the moral character of the auditor's ethical decision 
making. 

The focus of this research is the influence of the 
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moral character on the auditor's ethical decision 
making when faced with an ethical dilemma situa-
tion. Organizational ethical climate and the intensi-
ty of public accounting firm competition are used. 
 
3. RESEARCH METHODS 
The questionnaire was distributed to public ac-
countants in the Indonesian Institute of Certified 
Public Accountants (IICPA). This study used a non-
probability sampling by distributing questionnaires 
directly during the meeting of accountants in Sura-
baya and Jakarta. This method brings advantages 
with rapid response time and can be directly ob-
served by researcher. This method was also select-
ed because the questionnaire return rate higher 
than using a mail survey.  

Questionnaires were returned from a number 
of meetings, IICPA 48 in Surabaya and 81 obtained 
from IICPA meeting in Jakarta, making a total of 
129 respondents who were processed and analyzed 
in this study. The demographic description of re-
spondents indicate that the accounting profession 
in Indonesia is dominated by males with an aver-
age age of 55 years. This can be a clue as to how 
public accountant is not an option for graduates 
majoring in accounting, especially for women. 

Questionnaires are used to measure the indi-
vidual variables of the public accountant and the 
moral character and ethical decision-making varia-
bles (see Exhibit 1). Moral character variable is a 
multidimensional variable measured through di-
mensions: spirituality, idealism, moral courage and 
level-dimensional perspective-taking. Furthermore, 
the organization is also studied for environmental 
variables to get an explanation of the influence on 
individual decision making in the context of the 
organizational environment. There are two envi-
ronment variables investigated, namely the ethical 
climate of the organization and intensity of compe-
tition among public accounting firms. This envi-
ronment variable will be tested as a moderating 
influence on the moral character of ethical decision 
making. 
 
Measurement  

The instrument in this study of using a question-
naire was adapted from several previous studies on 
the grounds that the measuring instrument in the 
form of statements in the questionnaire truly re-
flects the concept and content validity as well as the 
dimensionality and internal validity. Before being 
disseminated, a questionnaire has been tested to 

some accountants to obtain face validity and con-
tent validity, as well as an understanding of the 
words that are understood by accountants. 

This study uses 48 indicators to measure 4 var-
iables in the study. Variable moral character con-
sists of 4 dimensions: spirituality, idealism, and 
moral courage, perspective-taking. There are two 
environmental variables studied, namely the or-
ganizational ethical climate variable and the varia-
ble intensity of competition. Measurement of ethi-
cal decision-making used 5 pieces of ethical scenar-
ios. Furthermore, each of the indicators was meas-
ured by a 5-point Likert scale for degree of agree-
ment.  
 
Moral Character.  

Character is defined as an individual's ability to 
behave consistently in a variety of forms of situa-
tions (Pervin, 1994). Moral character is consistent 
individual behavior to be noble (virtue) to the bene-
fit of our fellow human beings with full moral ide-
alism and courage, reflecting the shape of the ideal 
and desired by the community (MacIntyre, 2007). 
Variable moral character is complex, and a multi-
dimensional construct (Peterson and Park, 2006; 
Wright and Goodstein, 2007). Second order con-
firmatory used to measure the moral character var-
iable. The dimensions in moral character in this 
research are spirituality (Maxwell, 2003), idealism 
(Walker and Pitts, 1998; Lapsley and Lasky, 2001), 
moral courage (Kidder, 2005) and the dimensions 
of perspective-taking (Underwood and Moore, 
1982).  
 
Spirituality.  
In this study, the level of spirituality is defined as a 
person's perceived level of closeness in relation to 
God and the level of self-perception of the existence 
or whereabouts of the purpose of life in this world. 
This operational definition refers to the definition 
of spirituality by (Paloutzian and Ellison, 2009) that 
spirituality has two dimensions, namely religiosity 
and existence of man. Dimensions of religiosity 
describe the attitude of personal religiosity in rela-
tion to God. The existence dimension is the attitude 
of individuals in understanding the meaning of the 
purpose of human life in this world. The spirituali-
ty measurement levels of CPAs were adapted from 
an instrument developed by Paloutzian & Ellison 
(2009). These indicators are often used to measure 
the level of spirituality because it has a high degree 
of validity (Hill and Maltby, 2009).  
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Figure 1 
Research Model 

 
 

Table 1 
Respondent’s Demographic Description 

 

No Variables Description 

1 Sex 92.2% Male 7,85% Female 
2 Age Average 56,16 years old  

(with deviation standard 5,488 years) 
3 Education Undergraduate = 80,6%, Master = 18,6%, Doctor 

= 0,80% 
4 Accountant License 96,9% Licensed 

3,1% Non-Licensed 
5 Years of Experience Average 14,31 years 

(with deviation standard 4,8 years) 
6 Affiliation with  Interna-

tional Accounting Firm 
45,7% Affiliated   
54,3%  Non Affiliated 

   
   

Idealism.  

Idealism is defined as an individual's perceived 
level of best actions realized by the fact that the 
slightest action should not harm others and have 
positive consequences. Idealism shows the confi-
dence that the desired effects of a decision can be 
obtained without breaking the noble values of mo-
rality (Forsyth, 1980). Individuals with high ideals 
believe that ethical actions should have positive 
consequences and will not adversely impact the 
other person no matter how small. The idealism 
variable in this study was adapted from the in-
strument developed by (Forsyth, 1980) in the Ethics 
Position Questionnaire (EPQ).  

Moral Courage.  

Moral courage is a challenge in virtuous action. 
Virtuous courage is not only the courage to face 
physical challenges, but there is also an ethical 
component and mental courage (Kidder, 2005). In 
this study, the level of virtuous courage is defined 
as the perception of public accounting consistency 
level of one's courage in the face of moral challeng-
es. The moral courage dimensional measurement in 
this study was adapted from Gibbs et al. (1986).  
 
Perspective-Taking.  

Perspective-taking is an essential part of one's em-
pathy (Davis, 1980). Individuals whose perspective-
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taking ability is high will evaluate the conscious 
process in view of any action to be performed from 
the perspective of another person. In this study, the 
level of perspective-taking is defined as the percep-
tion of the level of the individual's ability to ana-
lyze the situation from the point of view of other 
people, as well as the ability to conduct evaluations 
and be aware of processes in view of the action 
from the viewpoint of others. Dimensional perspec-
tive-taking in this study was adapted from the in-
strument developed by (Davis, 1980). This dimen-
sion measures the individual viewpoints of a situa-
tion or condition. The higher a person's level of 
perspective-taking, the more diverse the viewpoint 
and not just from the perspective of himself alone. 
 
Organizational Ethical Climate  
Organizational ethical climate is defined as a sys-
tem of ethical values that exist in the organization 
and the values and practices that are run by man-
agement and members of an organization when 
facing ethical issues within the organization (Hunt, 
Wood and Chonko, 1989). The ethical climate of an 
organization is often referred to as the ethical envi-
ronment within an organization or ethical work 
climate. The climate is composed of habits and 
practices that are run by members of the organiza-
tion and its management and ethical values that 
exist in the present and future.  

The ethical climate as a major component of an 
organization's culture is a direct reference to the 
ethical behavior of members of the organization in 
the face of the internal and external environment. 
The Organizational ethical climate variables are 
measured by adapting the item's indicators of Cor-
porate Ethical Value (Hunt, Wood and Chonko, 
1989). This measure describes the level of percep-
tion of ethical climate of an organization, and how 
organizational members perceive and pay attention 
to the ethical issues within the organization itself.  
 
The Competition among Public Accounting Firms  
The intensity of competition in an industry can be 
reflected as a form of perception of the concept of 
the industry competition structure proposed by 
(Porter, 1980). The use of perception measuring the 
intensity of this competition helps individuals or 
practitioners in the assessment and understanding 
of the structure of competition in an industry. In 
this study, the levels of intensity of competition 
among public accounting firms are defined as the 
perception of auditors‟ views of the intensity of 
competition in the industry. 
The intensity of competition in a public accounting 

firm is measured by adapting item measurements 
compiled by Pecotich et al. (1999) and (O‟Cass and 
Ngo, 2007). This variable describes the individual's 
perception of the existing competitive environment. 
These include the individual's perception that there 
is competition in the industry (competition among 
public accounting firms), the influx of newcomers 
(the emergence of a new public accounting firm) to 
the industrial and bargaining power of buy-
ers/clients.  
 
Ethical Decision Making Scenario 
Hunt & Vitell (1986) define an ethical decision as 
the most ethical choice among alternatives or the 
most ethical alternative. Hunt and Vitell (1986) 
stated that in order to test a model of ethical deci-
sion making, it was very important that there 
should be a situation or scenario that can be per-
ceived as containing ethical charges in the situation.  
Ethical decision-making variable in this study was 
measured by compiling an ethical dilemma scenar-
io approaching the actual job situation of an ac-
countant. Usage scenarios for research ethics in 
order to describe the situation have actually been 
done by many researchers (Claypool, Fetyko and 
Pearson, 1990; Cohen, Pant and Sharp, 1996; Sims 
and Keon, 2000; Mumford et al., 2006). Scenarios 
will help to standardize the social stimulus of re-
spondents and at the same time a larger picture in 
the cognitive process of ethical decision-making. 

This study uses a 5-case scenario situation eth-
ical dilemma faced by accountants. In the early 
stages of their responses the respondents were 
asked whether they agreed in every scenario. Fur-
thermore, respondents were asked to state their 
level of agreement on the possibility of action in the 
scenario which is a reflection of ethical decision 
making. Stages in this measurement were in ac-
cordance with the first two stages in the process of 
ethical decision making by Rest (1986). The first 
stage is the presence or absence of an understand-
ing of the ethics charge and the second stage is the 
ethical decision-making itself. Testing the validity 
of the respondents to a situation in the scenario, the 
third question is whether there is the possibility a 
third party (co-partner) will also take a similar ethi-
cal decision. These measurements in research ethics 
are often called social desirability response bias, the 
bias that occurs because they want to show they are 
ethical and moral for their colleagues (Paulhus, 
1991). 
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Results 
Validity and reliability of moral character  

WarpPLS 3.0 software used to test the research 
model as well as for the validation of the measure-
ment model and the structural model is the use of 
structural equation modeling techniques with Par-
tial Least Square (PLS). The initial phase of the 
analysis was to test the validity of the indicators 
forming moral character, the dimension of spiritu-
ality, idealism, moral courage and taking perspec-
tive. There are 27 indicators testing validity.  

Furthermore, to assess the reliability, the value 
of Composite Reliability (CR), Cronbach's Alpha 
(Alpha) and Average Variance Extracted (AVE) are 
used. Testing the reliability of each variable, Com-
posite Reliability coefficient values greater than 
0.70, namely 0.916 (for spirituality), 0.897 (ideal-
ism), 0891 (moral courage), and 0.879 (perspective-
taking) were achieved. While the values of 
Cronbach's alpha coefficient were 0.898 (for spiritu-
ality), 0.861 (idealism), 0.846 (moral courage), 0.834 
(perspective-taking). Furthermore, the values of 
AVE (Average variances extracted) of each variable 
were 0.524 (spirituality), 0.593 (idealism), 0.623 
(moral courage), 0.547 (perspective-taking). It can 
be concluded that the indicators can measure the 
dimensions of moral character. 
 
Validity and reliability of research variables  

Further analysis was to test the validity of the 
study variable indicators. In this study, there are 
four variables, namely moral character, ethical cli-
mate of the organization, the intensity of competi-
tion and the public accounting firm of ethical deci-
sion making. Moral character variables were used 
for confirmatory factor analysis of the two levels 
(second order confirmatory factor analysis), which 
consists of four dimensions: spirituality, idealism, 
moral courage and perspective-taking. Testing 
moral character was through two levels, the first 
analysis of the dimension's latent constructs to the 
indicators of each dimension, the second stage, the 
latent constructs, namely moral character variables 
to construct dimensions. After the two-level con-
firmatory factor analysis, the variables are formed 
for moral character.  
 
4. DISCUSSION  
Moral Character in Ethical Decision Making  

Public accountant relationship with the client 
should be that the responsibility to the public is not 
limited to the relationship between public account-
ants and their clients only, but goes beyond it. The 
public accountants provide assessment reports on 

the financial statements of the company. Many 
people are interested in the work of public ac-
countants. Many parties interested in the report 
include not only the client or the company, but also 
investors, potential investors, government, credi-
tors and interested parties. Either directly or indi-
rectly, the public is very concerned over the work 
of the public accountant to support economic pro-
gress. Public accountants have a function of not 
only serving the interests of creditors and share-
holders, but also as "a public watchdog."  

Parties interested in the results of the work of 
public accountants want to always affect the out-
come of the work to keep their interests in various 
ways. The amount of interest in the work of public 
accounting audit is often a conflict. When dealing 
with conflict, the auditor often faces ethical dilem-
mas because auditors are in a situation that re-
quires them to decide on the choices and the impact 
charged to various parties. Auditors are often in a 
situation of ethical dilemma because various kinds 
of parties, and a wide range of interests are affected 
by decisions made by the auditor. Bebeau et al. 
(1999) stated that without moral character, one will 
easily fail to behave ethically. An important com-
ponent of moral character is the strength of charac-
ter that allows individuals to develop with com-
plete moral integrity. Public accountants have to 
work professionally and still maintain independ-
ence. Ability to work professionally and inde-
pendently not only requires technical expertise, but 
a moral character and the mental strength to face 
various pressures.  

This study describes the moral character con-
sisting of four dimensions, namely spirituality, ide-
alism, moral courage and perspective-taking. This 
is in contrast to Murphy (1999) who states that 
there are 5 elements of moral character, integrity, 
fairness, trust, respect and empathy. Some of it is 
actually the same implicit moral character in this 
study. The concept of idealism is the concept of 
integrity, fairness, and trust, respect and empathy; 
while implicitly embodied in the concept of per-
spective-taking public accountants who have high 
perspective-taking, will see the point of view of 
others and see others from their standpoint, so it 
would give an edge when coordinating actions 
when dealing and interacting with others. Public 
accountants who have high perspective-taking also 
make decisions easier when faced with complex 
situations and circumstances.  

Emphasis on the importance of perspective-
taking for a public accountant is on the grounds 
that it would reduce public accountant egocentric 
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behavior that puts their interests first. Additionally, 
this study proposed two other important concepts 
forming moral character and moral courage that is 
spirituality. Spirituality, in its broadest sense, is a 
reflection of the attitude and response of the central 
ethics. Spirituality as a moral character element can 
be used as a frame of mind in responding to ethical 
issues by public accountants when faced with the 
pressures of a wide range of interests. In the pro-
cess of ethical decision making, ethical decision 
itself is important but not enough, moral courage is 
needed to carry it out. Moral courage becomes an 
important factor at this time with many pressures 
being faced by auditors in their work. Moral cour-
age in the face of pressure will help prevent unethi-
cal behavior.  

This study also proves that idealism is a key 
element of moral character, besides spiritualism, 
moral courage and perspective-taking. Idealism in 
performing their duties is a virtue that allows one 
to be a noble individual (virtuous agent) when 
challenged with ethical issues and facing the temp-
tation to do wrong. A public accountant with high 
ideals will be predictable and reliable in acting con-
sistently with moral values as the full charge ac-
countant duties require individuals who have 
strong moralities, are honest, trustworthy and hon-
orable.  

This study analyzed a few things about the 
practice of public accounting daily, which is about 
the noble task of public accountants recognizing 
and addressing ethical dilemmas in their profes-
sional practice. CPAs often find it difficult to make 
decisions when in a tricky ethical situation in prac-
tice. This study shows that personal factors are very 
important in ethical decision making. This study 
empirically proves the importance of moral charac-
ter in ethical decision making. Public accountants 
who have the moral character to hold an ethical 
principle are not subject to duties and obligations 
of the deontological, ethical principles.  

Public accountants whose moral character also 
do not depend on how to behave normative and 
ethically. Teleology always considers the conse-
quences of decisions taken. Accountant with moral 
character act on by considering self-development as 
for being a noble man or virtuous agent. Violation 
of professional standards, lack of independence 
and omission of audit procedures found in the 
practice are the challenge to strengthening the mor-
al character of public accounting. An accountant 
who has the knowledge and technical skills of good 
accounting, but does not have the quality of good 
moral character, will have pressure in the face of 

ethical issues. Moral character becomes very im-
portant when making decisions in stressful ethical 
dilemmas and conflicts. 
 
Organizational Ethical Climate and Ethical Deci-
sion Making  
Environmental organizations are all elements with-
in the organization that may affect part or all mem-
bers of the organization. The findings of this study 
stated that the organizational climates that uphold 
ethical values are the driving force for individuals 
to take a more ethical decision. In daily practice in 
the organization, upholding ethical values can be 
run in many ways. These ways, among others, are 
through training or code of ethics, leadership mod-
els that support positive ethics, or through 
strengthening and other ethical approaches. These 
methods greatly contribute to the company's ethical 
climate in the engagement of ethical issues.  

Practicing organizations that run these meth-
ods ultimately enhance the ability of individual 
members of the organization to properly identify, 
evaluate, and act in a more ethical way. The results 
of this study also support research by Craft (2012), 
Loe et al. (2000) and O‟Fallon & Butterfield (2005) 
which states that the context of the organizational 
ethical climate influences the auditor's ethical deci-
sion making.  

The ethical climate of an organization is a set of 
basic assumptions and beliefs held by members of 
the organization, then developed and passed on to 
address ethical issues in the internal organization.  

The results of this study along with the idea 
that the context of organizational ethical climate 
may influence the ethical decision-making process 
has been studied extensively and put in research 
conceptual models. A strong organizational ethical 
climate can improve organizational performance 
when faced with ethical issues. These results also 
support the several studies that claim and state that 
the organization's ethical stance is also supported, 
and facilitated by the organizational climate (Hunt 
and Vitell, 1986; Trevino, 1986; Dubinsky and 
Loken, 1989; Ferrell, Gresham and Fraedrich, 1989).  

In view of the model of individual interaction 
with the surrounding circumstances, Trevino (1986) 
argued that ethical decision-making in the cogni-
tive stage of ethical reasoning is determined by a 
variety of individual and situational factors, includ-
ing organizational ethical climate. Each individual 
develops a unique set of experiences and relation-
ships with others in an organization. This experi-
ence will further impact on ethical decision making 
depending on the climate and the atmosphere in 



Sasongko, Budi: Moral Character: Challenges for auditors for serving public interest 

70 

the surrounding organization. Ethical decision-
making ultimately become an ethical behavior 
learned through social interaction, especially in a 
set of roles or groups within the organization. Indi-
viduals who are in the same company will develop 
an understanding of each other affected by the 
condition and situation of the organizational ethical 
climate in which they are located.  

The ethical climate of an organization is a sys-
tem that directs the behavior of individuals in an-
swering ethical problems that occur. In the public 
accounting firm, the determinant of an organiza-
tion's ethical climate is the head office. In terms of 
determining the ethical climate of the organization, 
management must be able to change themselves 
first. Leadership of the organization must be will-
ing to accept responsibility in order to change the 
culture. Climate change is impossible in an instant 
of time but is gradual and takes time. The leading 
figure in the public accounting firm should not 
make a mistake in the phase of the program's ethi-
cal culture in the workplace, because when it hap-
pens, it can be a bad example for the organization 
and undermine morale and undermine confidence 
in subordinates.  

The existence of several public accounting 
firms with ethics violation cases shows that the 
attitude and behavior of members of the organiza-
tion reflect the ethical climate and atmosphere of an 
organization when facing problems (Kish-Gephart, 
Harrison and Trevino, 2010). The ethical climate of 
an organization is also the difference between an 
organization's ethical climates compared to other 
organizations. When the individuals in the organi-
zation acting to face ethical issues, they reflect the 
ethical climate of the organization where it is locat-
ed. This study has been able to prove empirically 
that this affects the organizational ethical climate in 
the ethical decision making of public accountants. 
 
Intensity of Competition between Public Ac-
counting Firm and Ethical Decision Making  
In the context of public accounting firm competi-
tion, to reduce the influence of management when 
selecting a public accountant, the role of the audit 
committee should be strengthened. Steps to 
strengthen the accountability of an external public 
accountant include giving more power to the audit 
committee to select the external public accountant. 
This includes the provision that only the audit 
committee can negotiate and approve the audit fees 
and scope of audit work, start the auction process, 
make recommendations for the appointment of a 
public accountant and to authorize a public ac-

counting firm to conduct audit services. Making the 
tender offer rules of audit services more frequent 
would force incumbent public accountants to com-
pete and keep up.  

Banker et al. (2003) showed that the high level 
of competition in the audit industry impacts on the 
earnings in the public accounting firm. The compe-
tition among the firm also impacts some public 
accounting firms to merge to keep the revenue. 
Mergers give better economies of scale in the face 
of competition among accounting firms. Many 
small accounting firm have not been able to com-
pete with large ones, due to limited resources and 
competence. An alternative proposal is to merge 
several small accounting firm. This merger, in addi-
tion to building a broader network in order to in-
crease the amount of revenue, is also to face compe-
tition among public accounting firms.  

The finding of this study is that the level of 
competition among the public accounting firms, 
influences public accountant's ethical decisions. 
The influence of the intensity of this competition is 
to weaken the influence of the moral character of 
the decision-making. However, if the variable level 
of competition among public accounting firms is 
viewed simultaneously with the ethical climate of 
the organization, it becomes insignificant. This 
means that the level of competition among public 
accounting and organizational ethical climate vari-
ables is mutually exclusive (counter-effect). This 
means there is a power struggle between the influ-
ence of organizational ethical climate and the level 
of competition among public accounting firms. If 
the levels of competition among public accountants 
are very tight and high and organizational ethical 
climate is weak, then the variable level of competi-
tion is a more dominating influence on the moral 
character of ethical decision making and vice versa. 
This study has been able to prove empirically the 
influence of environmental variables on ethical 
decision making. 
 
Research Implications  

Outside the field of accounting science, research on 
ethical decision making has been widely studied 
(Ford and Richardson, 1994; Loe, Ferrell and 
Mansfield, 2000; Paolillo and Vitell, 2002; O‟Fallon 
and Butterfield, 2005). This study describes the pro-
cess of ethical decision making by public account-
ants when faced with an ethical dilemma. This 
study states that ethical decision making is the re-
sult of the interaction of personal and environmen-
tal factors. This study empirically proves the theory 
that ethical decision making is influenced by indi-
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vidual factors and environmental factors.  
The results provide an explanation that the 

personal variable that influences ethical decision 
making is moral character. There are two situation-
al factors examined in this study, namely the ethi-
cal climate of the organization and the intensity of 
competition of public accounting firms. Research 
shows that the situational variables are ethical or-
ganizational climate and intensity of competitive-
ness in public accounting firms. The empirical evi-
dence of this study is that the ethical climate of the 
organization will support the individual to produce 
a more ethical decision. The intensity of the tight 
competition will affect the individuals to take un-
ethical decisions. These results also support previ-
ous studies on the factors that influence ethical de-
cision making. 

Accountants are often faced with many differ-
ent interests in an ethical dilemma situation. The 
public accountant working in ways and beliefs in 
the process of auditing activities when dealing with 
ethical issues, should be more sensitive and in-
crease ethical awareness by strengthening the mor-
al character values as a form of professional re-
sponsibility. In the practice of public accounting, 
this study implies that increased professionalism is 
not just limited to improving the quality of tech-
nical competence, but also the quality of ethical 
decision making. The results of this study have 
implications for ethical decision quality obtained 
and carried through increased moral character.  

In terms of organization of public accountants, 
this study provides direction on the importance of 
the organizational ethical climate. In order to im-
prove the ethical climate of the organization of 
public accounting firms, this study provides feed-
back that the public accounting firm as an organi-
zation, should be required to have ethical guide-
lines and maintain an ethical culture well. This is 
important to guide the members of the organiza-
tion in public accounting firms when practicing in 
the field. Work climate in a public accounting firm 
can pursue an ethical climate that can be institu-
tionalized in the organizational culture of firms. 
Organizational ethical climate is very important 
because the issue of ethics is not a matter only for 
the individual and personal responsibility, but also 
the responsibility of the organization.  

The results of this study can be a guide in deci-
sion-making in the service industry audit and ac-
counting profession and auditing practices in Indo-
nesia. An implication of this research is to prioritize 
the importance of enforcement of codes of profes-
sional conduct by the Indonesian Institute of Ac-

countants and the Institute of Certified Public Ac-
countants of Enforcement of ethics should be a ma-
jor issue in the accounting profession in Indonesia. 
The pressures of various kinds of interests faced by 
the public accounting decisions often require a full 
ethical charge. In the face of such an ethical dilem-
ma accountants need integrity. Individuals of in-
tegrity have a high moral character.  

In the future, the requirements regarding mor-
al character, credibility and integrity in maintaining 
ethical principles should also be an important com-
ponent as a requirement to practice becoming a 
professional accountant. Some states in the United 
States have set the requirements to become a public 
accountant with professional ethics required to 
pass the exam with a passing grade of at least 90%. 
In the future, in addition to the main technical 
competence in the field of accounting and auditing, 
the concern about the competence of CPAs when 
facing ethical situations will be an important condi-
tion for the public accountant.  

The intensity of competition in a public ac-
counting firm may have an impact on improving 
the quality of auditing services, but on the other 
hand, also an impact on ethical issues. This re-
search showed that competition among public ac-
counting firms should be a major issue in industrial 
policy in audit services. For that, regulation needs 
to be designed with consideration of ethical issues 
that govern the industry audit services by the par-
ties concerned within the accounting profession.  

History has recorded evidence of a wide range 
of financial scandals involving public accountants. 
When working, the focus of public accounting is 
not only on the technical aspects of accounting. 
Public accountants are often criticized for not being 
sensitive to technical accounting as well as ignoring 
the ethical aspects of the job. Today, it is a necessity 
of a public accountant to use ethical considerations 
in any decision-making job. Public accountants 
must use ethical principles that serve as a guide in 
making decisions. Ethical consideration by a public 
accountant is very important because of the many 
parties interested in the results of the work. Every 
decision made by a public accountant must be ac-
counted for from the beginning of the ethical con-
duct of the audit engagement with the client. Ethi-
cal accountability is not only because the decision 
was important for clients only, but also by the real-
ization that the decision will have an impact on 
many other parties involved.  

A decision taken based on economic considera-
tions or considerations of law does not mean it does 
not involve ethical considerations. A public ac-
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countant must be aware that all sorts of decision-
making, better legal decisions, business or econom-
ic and ethical decision-making is a decision which 
is not separate. Being sensitive to ethical issues is 
an important characteristic that needs to be impart-
ed to every public accountant who is ethically re-
sponsible. Furthermore, as a public accountant, it is 
often a very easy thing to focus only on taking con-
sideration of economic or financial aspects of the 
formal legal procedures alone. 

In the process of ethical decision making, this 
research also developed empirical Ethical Decision 
Making theory, especially in the disciplines of au-
diting, in the form of empirical evidence about the 
influence of personal variables, namely the moral 
character of the ethical decision making of public 
accountants, and environmental variables of the 
ethical climate of the organization and the variable 
intensity of competition in ethical dilemma situa-
tions.  

In order to improve the ethical climate of the 
organization of public accounting firms, this study 
provides feedback on the public accounting firm as 
an organization, which should be required to have 
ethical guidelines and maintain an ethical culture 
well. Ethical climate of the organization serves as 
guidelines to the members of the organization 
when practicing in the field: from the working cli-
mate in a public accounting firm into an ethical 
climate that can be institutionalized in the organi-
zational culture of public accounting firms. This is 
very important because the issue of ethics is not 
just a matter of individual and personal responsi-
bility, but also the responsibility of the organiza-
tion. 
 
CONLCUSION, LIMITATION, IMPLICATION, 
AND SUGGESTION 
Conclusion 
Moral character idealistically consists of integrity, 
fairness, and trust, respect and empathy; while im-
plicitly it is embodied in the concept of perspective-
taking public accountants who have high perspec-
tive-taking. It deals with how they see the point of 
view of others and see others from their standpoint. 
From this, they can provide a right decision when 
coordinating actions and dealing and interacting 
with others. Public accountants who have high per-
spective-taking also make decisions easier when 
faced with complex situations and circumstances.  
In the context of organizational ethical climate, this 
can also affect the ethical decision-making process 
as it has been studied extensively and conceptually. 
Yet, on the level of competition among the public 

accounting firms, the level of competition also af-
fects public accountant's ethical decisions. The ef-
fect of the competition intensity, anyhow, can 
weaken the effect of the moral character of the deci-
sion-making. However, if the level of competition 
among public accounting firms is viewed simulta-
neously with the ethical climate of the organization, 
it is not so significant.  
 
Implication 
The results provide an explanation that the person-
al variable that influences ethical decision making 
is moral character. There are two situational factors 
examined in this study, namely the ethical climate 
of the organization and the intensity of competition 
of public accounting firms. Research shows that the 
situational variables are ethical organizational cli-
mate and intensity of competitiveness in public 
accounting firms. The empirical evidence of this 
study is that the ethical climate of the organization 
will support the individual to produce a more ethi-
cal decision. 

Work climate in a public accounting firm can 
pursue an ethical climate that can be institutional-
ized in the organizational culture of firms. Organi-
zational ethical climate is very important because 
the issue of ethics is not a matter only for the indi-
vidual and personal responsibility, but also the 
responsibility of the organization. The results of 
this study can be a guide in decision-making in the 
service industry audit and accounting profession 
and auditing practices in Indonesia 

In the process of ethical decision making, this 
research also developed empirical Ethical Decision 
Making theory, especially in the disciplines of au-
diting, in the form of empirical evidence about the 
influence of personal variables, namely the moral 
character of the ethical decision making of public 
accountants, and environmental variables of the 
ethical climate of the organization and the variable 
intensity of competition in ethical dilemma situa-
tions. 
 
Suggestion 
For further research, it is important for the re-
searchers to get more respondents with more pub-
lic accountant offices. For the demographic charac-
teristics, the more varied respondent characteris-
tics, especially in relation to education level, it 
would be much better when including some other 
level of education such as master degree and those 
with the undergraduates. Managerially, it is advis-
able for the accountants to have more experience 
not only in the offices but also by leveling proceed-
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ing their higher education levels. The company 
should improve the working climate because this 
factors affect the decision making.   
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Exhibit 1: Sample of Questionnaire 
 
Spirituality 

I don't find much satisfaction in private prayer with God (N). 
I don't know who I am, where I came from, or where I'm going (N). 
I believe that God loves me and cares about me.  
I feel that life is a positive experience.  

 
N = Negative item questionnaire 
 
Idealism 

A person should make certain that their actions never intentionally harm another even to a small 
degree. 
Risks to another should never be tolerated, irrespective of how small the risks might be. 
The existence of potential harm to others is always wrong, irrespective of the benefit to be gained. 
One should never psychologically or physically harm another person. 

 
Moral Courage 

I always defend the truth even if it is not going to be liked by others. 
I will defend the people who are treated unfairly although not know him. 
I am a person who always consistently hold my principles. 
I only agree on things that are generally well supported by others (N). 

 
Perspective Taking 

I always tried to see both sides of viewpoints in every problem I faced. 
I am hard to see things from another person's viewpoint (N). 
In assessing someone, I try to feel what if I were in his position. 
I see a problem that is not black or white, it often is in between. 

 
Organizational Ethical Climate 

The people in my office are very sensitive to ethical issues in business. 
In my office, it is unclear whether a behavior in the company classified ethical or unethical (N). 
It is common if an employee did not act ethically for the benefit of the company (N). 
Everyone in my office is always holding the principles of good business ethics. 

 
Accounting Firm Competition 

Competition between Public Accounting Firm are very strict in order to maintain market share. 
Clients of the Public Accounting Firm very limited. 
In the audit industry, the role of client is a very powerful and determines. 
The new Public Accounting Firm is very difficult to get clients. 

 
Ethical Decision Making Scenario 

An auditor examines the financial statements of a company that is experiencing financial difficulties. The 
company is trying to obtain credit assistance in Bank X. The X‟s bank credit manager knows well and have 
a personal relationship with the auditor. 
Action: The auditor informs the company's financial condition to the Bank X‟s credit manager. 
 
Ethical approval:  

All procedures performed in studies involving human participants were in accordance with the ethical 
standards of the institutional and/or national research committee and with the 1964 Helsinki declaration 
and its later amendments or comparable ethical standards. 
For this type of study formal consent is not required. 
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 A B S T R A C T  

This study aims to examine the effect and prove that (1) the higher of the infor-
mation asymmetry, the higher of the cost of equity capital, (2) the higher of the earn-
ing management caused the higher of the cost of equity capital, (3) the higher of the 
voluntary disclosure caused the lower of the cost of equity capital and (4) the higher 
of the market value of equity caused the lower of the cost of equity capital. This 
research was conducted in the manufacturing companies sector listed on Indonesian 
Stock Exchange (IDX) in 2012-2014. This study used a purposive sampling method 
for getting sample. The data were analyzed using Multiple Linear Regression Anal-
ysis with one-tailed test with SPSS 22.0 program. The results show that market 
value of equity were statistically supported or hypothesis accepted. While the infor-
mation asymmetry, earning management and voluntary disclosure were not statis-
tically supported, although the information asymmetry had a significant effect but 
the hypothesized results were different so the hypothesis remains rejected. 
 

 A B S T R A K  

Penelitian ini bertujuan untuk menguji dan membuktikan arah hipotesis variabel 
asimetri informasi, manajemen laba, pengungkapan sukarela dan nilai pasar ekuitas 
terhadap cost of equity capital. Hipotesis yang diajukan antara lain (1) asimetri 
informasi berpengaruh positif terhadap cost of equity capital, (2) manajemen laba 
berpengaruh positif terhadap cost of equity capital, (3) pengungkapan sukarela 
berpengaruh negatif terhadap cost of equity capital dan (4) nilai pasar ekuitas ber-
pengaruh negatif terhadap cost of equity capital. Penelitian ini dilakukan pada  
perusahaan sektor manufaktur yang terdaftar di Bursa Efek Indonesia (BEI) padae 
tahun 2012-2014. Pemilihan sampel menggunakan Purposive Sampling. Metode 
analisis yang digunakan adalah pengujian Asumsi Klasik dan Analisis Regresi 
Linear Berganda menggunakan pengujian 1 arah (α = 0,05) dengan program SPSS 
22.0. Hasil penelitian menunjukkan bahwa nilai pasar ekuitas didukung secara 
statistik atau hipotesis diterima. Sedangkan asimetri informasi, manajemen laba dan 
pengungkapan sukarela tidak didukung secara statistik, meskipun variabel asimetri 
informasi berpengaruh signifikan tetapi hasil arah yang dihipotesiskan berbeda 
sehingga hipotesis tetap ditolak. 
 

 
1. INTRODUCTION 
Business competition becomes the motivation for 
the company's management to show the company’s 
best performance. Therefore, companies need addi-
tional funds from external parties such as investors. 
In getting the external fund, there are some costs 
incurred by the company such as audit fees and 
dividend costs. Costs incurred for external benefits 

at the cost of equity capital.  
According to the theory of Botosan (1997), the 

cost of capital or cost of equity capital is the rate of 
return (return) desired by the investor or as the 
level used by investors in predicting future cash as 
measured by earnings per share. 

Murwaningsari (2012) stated that there are 
several factors that affect the cost of equity capital. 

* Corresponding author, email address: 1 rizkiistia@gmail.com, 2 dian_jurnal@yahoo.co.id 
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The existence of supporting theories and the phe-
nomenon of the issues that occur to make research-
ers interested in re-examining the theory. In addi-
tion, information asymmetry arises when managers 
are more aware of the internal information and the 
company's prospects in the future compared to 
shareholders (Jensen and Meckling 1976). The 
higher of information asymmetry can add to the 
uncertainty of the results obtained by investors 
because of the higher risk resulting in increased 
cost of equity capital (Perwira 2015). 

Information asymmetry between the manage-
ment (agent) and the owner (principal) can provide 
an opportunity for managers to make earnings 
management. Earnings management is an action 
taken by management to maximize profit or mini-
mize profit. The higher, the earnings management 
the higher the uncertainty of the results obtained 
by investors because of the higher risk resulting in 
increased cost of equity capital (Chancera 2011). 

One of the factors affecting cost of equity capi-
tal is voluntary disclosure. Voluntary disclosure is 
one way to improve the credibility of financial 
statements. The higher of voluntary disclosure can 
reduce the uncertainty of the results obtained by 
investors because of the lower risk resulting in de-
creased cost of equity capital. Another factor that 
affect cost of equity capital is the market value of 
equity. The market value of equity is one of the 
variables that describes the size of a company. The 
higher the value of the equity market signifies the 
larger the size of the firm because more information 
is disclosed meaning its risk is smaller resulting in 
decreasing cost of equity capital (Murni 2004) 

 
2. THEORETICAL FRAMEWORK AND HY-
POTHESES 
Signal theory explains how a company should have 
the impetus to provide a signal in the form of fi-
nancial statement information to external parties. 
According to Wolk, et al. (2001) signal theory pro-
vides signals to users of financial statements in the 
form of information that has been done by man-
agement to realize the desire of the owner. The sig-
naling is intended to reduce the information 
asymmetry so that there is no information is hid-
den. One type of information issued by the compa-
ny that can be a signal for parties outside the com-
pany, especially for the investor is the annual fi-
nancial statements.  

Jensen and Meckling (1976) describe the agen-
cy relationship as a contract in which one or more 
people principally instructs another agent to per-
form a service on behalf of the principal and au-

thorizes the agent to make the best decision for the 
principal. Oktavia (2016) explains that agency theo-
ry emphasizes different interests between manag-
ers and shareholders because managers have more 
information about the company than the share-
holders can lead to an imbalance of information. 

Modigliani and Miller (1958) explain that the 
cost of capital is the cost incurred to finance the 
source of expenditure so that it is the required rate 
of return on various types of funding and one of 
them is the cost of equity capital. According to 
Botosan (1997) the cost of equity capital can be re-
garded as the rate of return desired by investors or 
as the rate used by investors in predicting future 
cash flows as measured by earnings per share. Ac-
cording to James C. Van Horne & John M. 
Wachowicz (2004: 127), Cost of equity capital is 
included in the component of the cost of capital. 
Capital costs are calculated on the basis of the long-
term sources of funds available to companies such 
as the Cost of Debt, Preferred Stock Cost, the Cost 
of Equity Capital and the Retained Earnings. Ac-
cording to Botosan (1997), the cost of equity capital 
measurement uses Ohlson's model to estimate the 
value of the firm by basing on the book value of 
equity plus the cash value of the abnormal profit 
calculated based on the discount rate and used by 
investors to estimate future cash flow. 

Information asymmetry is a situation that oc-
curs when one of the transacting parties knows 
more information about the company than the oth-
er party, thus increasing the uncertainty of the re-
sults that will be received by one of the investors in 
the future. The higher the information asymmetry 
between market participants will result in greater 
transaction costs and lower liquidity. Low market 
liquidity leads to a decline in stock prices. To cover 
the losses the stock owner will raise the selling 
price resulting in an increase in the spread. This is 
reinforced by the disclosure of Botosan (1997) that 
the increase in bid-ask spread of stock is a reflection 
of the desired increase in return. The higher bid-ask 
spread causes the investor to raise the expected rate 
of return in his investment so that the cost of equity 
capital increases. 

Earnings management is one of the actions 
undertaken by management that can reduce the 
level of credibility of financial statements by max-
imizing profits or minimizing earnings. According 
to Scoot (2009:403) Earning management is defined 
as anopportunistic act in the sense that a manager 
has the opportunity to choose one of the accounting 
policies or actions that affect the earnings to 
achieve certain gols in reporting the earnings. 
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Dechow et.al (1995) examines the causes of the con-
sequences of the action of earnings management 
which one of them is to know the extent of the im-
pact of earnings management on cost of equity cap-
ital. The results showed that the higher the accrual 
rate, the higher the level of risk and the uncertainty 
of payments to be received by investors so that the 
consequences investors will raise the expected rate 
of return in investment. This causes the higher the 
level of earnings management, and also the higher 
the cost of equity capital. Detection of the possibil-
ity of earnings management in the financial state-
ments is generally examined through the use of 
accruals. Accruals are the main components of 
profit-making and accruals that are made on the 
basis of certain estimates. According to Dechow 
et.al (1995) The Modified Jones Model is the best 
model in detecting earnings management since this 
model is time series and statistically best compared 
to other models. 

Voluntary disclosure is a one of the way to dis-
closure by a company outside what is required by 
the accounting standards or regulatory body regu-
lation established by the competent authority 
Bapepam LK (now the Financial Services Authori-
ty). Policies on mandatory disclosure have been 
regulated through KEP-431 / BL / 2012 regula-
tions. However, the regulation has been revoked 
and declared invalid from 1 January 2017 and re-
placed by the latest regulation of OJK number 29 / 
POJK.04 / 2016. As for the voluntary disclosure 
there is no regulatory policy so that the items dis-
closed refers to the standard criteria in the Annual 
Report Award assessment annually organized by 
the Financial Services Authority. Healy and Palepu 
(1993) explain that voluntary disclosure as a way to 
increase the credibility of the company's financial 
statements and to assist investors in understanding 
the company's business strategy. This is also rein-
forced by the theory of Diamond and Verrechia 
(1991) in Botosan (1997) which explains that the 
higher disclosure made by firms as a signal given 
to investors will the lower transaction costs in this 
case bid-ask spreads and risks established by the 
investor to the company that will eventually lower 
the cost of equity capital. 

The market value of equity is one of the meas-
uring tools that can calculate the present value of 
all future cash flows to be obtained by shareholders 
to describe the size of a company. Hussey (1999) 
stated that the market value of equity is measured 
using market capitalization value in one month 
before the announcement of the company's annual 
report. By knowing the value of the equity market, 

we can compare the market capitalization value of 
each company analyzed. In general, beginner inves-
tors are advised to buy stocks of companies with 
relatively large market capitalization value because 
in investing investors tend to rate companies based 
on their size. The higher the stock price of a com-
pany in the market and the more number of shares 
circulating in the market will make the market 
capitalization value bigger.  
 
Relationship between Information Asymmetry 
and Cost of Equity Capital 
Asymmetry of information will result in high level 
of risk that will be faced by investors because of the 
amount of information that is hidden so that to 
increase the uncertainty of results that will be re-
ceived by investors in the future. This is reinforced 
by the agency theory of Jensen and Meckling (1976) 
which is that information asymmetry arises when 
managers know more about the interstitial infor-
mation and future prospects of the company than 
shareholders and other stakeholders (principal). 
This is reinforced by the disclosure of Botosan 
(1997) that the increase of stock bid-ask-spread is a 
reflection of the desired increase in return. Research 
of Botosan (1997) and Purwanto (2012) are able to 
prove that information asymmetry has a positive 
and significant impact on cost of equity capital. The 
higher the information asymmetry can increase the 
uncertainty of yield obtained by investors resulting 
in increasing cost of equity capital. Based on the 
above description, it can be formulated hypothesis 
as follows: 
H1: the higher information asymmetry leads to the 

higher cost of equity capital or information 
asymmetry has positive effect on cost of equity 
capital 
 

Relationship between Earning Management and 
Cost of Equity Capital 

Earnings management is a management effort to 
maximize or minimize profit whis is that manager 
select accounting policies in order to certain goals 
in reporting earning (Scott, 2009 : 403). This is rein-
forced by Dechow et.al (1995) research that exam-
ines the causes of the consequences of profit ma-
nipulation action, one of which is to know the ex-
tent of profit manipulation impact on cost of equity 
capital. The higher the accrual rate, the higher the 
level of risk and the uncertainty of payments that 
will be received by the investor so that the conse-
quences investors will raise the expected rate of 
return on investment. This causes the higher the 
level of earnings management, then the higher the 
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cost of equity capital. With the management of 
earnings, investors react by increasing the required 
rate of return which results in increased cost of 
equity capital. Based on the above description, it 
can be formulated hypothesis as follows: 
H2: the higher earning management leads to the 

higher cost of equity capital or earning man-
agement has positive effect on cost of equity 
capital 

 
Relationship between Voluntary Disclosure and 
Cost of Equity Capital 
Differences of interests between managers, share-
holders and creditors result in managers tend to 
hide or not disclose information they know. This is 
reinforced by the theory of Diamond and Verrechia 
(1991) in Botosan (1997) which explains that the 
increasing disclosure made by firms as a signal 
given to investors will lower transaction costs in 
this case bid-ask spreads and risks set by investors 
to the company that will eventually lower the cost 
of equity capital (cost of equity capital). Based on 
research Khomsiyah (2003) also can be concluded 
that the disclosure (disclosure) negatively affect the 
cost of equity capital. This is because the high level 
of disclosure in a company can reduce investor 
uncertainty over the risk of information so that the 
cost of equity capital will be smaller. Based on the 
above description, it can be formulated hypothesis 
as follows: 
H3: the higher voluntary disclosure leads to the 

lower cost of equity capital or voluntary dis-
closure has negative effect on cost of equity 
capital 
 

Relationship between Market Value of Equity 
and Cost of Equity Capital 

According to Jimanto (2009) companies with large 
market value of equity have the ability to generate 
greater profits due to the breadth of opportunities 
to obtain funds from internal and external parties. 
This is reinforced by the theory described by Hus-
sey (1999) that the higher the stock price of a firm in 
the market and the greater number of shares circu-
lating in the market will make the larger the market 
value of the equity. The higher the market value of 
equity signifies the larger the size of the company 
because more information is disclosed means the 
risks to be faced by the smaller investors resulting 
in the decline in cost of equity capital.  

Murni (2004) and Jimanto (2009) prove the 
negative effect between market value of equity and 
cost of equity capital that the greater the market 
value of a company's equity, the cost of equity capi-

tal of the company will also be lower because along 
with the decreasing of estimation rate the risk to 
the firm will cause the cost of equity capital de-
manded by the investor also to be lower. Based on 
the above description, it can be formulated hypoth-
esis as follows: 
H4: the higher market value of equity leads to the 

lower cost of equity capital or market value of 
equity has negative effect on cost of equity 
capital 
 

3.  RESEARCH METHOD 
The type of data used in this study is secondary da-
ta. Secondary data sources in this study are annual 
financial statements in manufacturing companies 
during the period 2012 to 2014 with a total period of 
3 years. However, the annual financial statement 
data for the period of 2015 is only used to measure 
the cost of equity capital for the period of 2014 as 
well as the annual financial statements of the 2011 
period to measure earnings management, particular-
ly the total assets, income and receivables procured 
by discretionary accrual using The Modified Jones 
Model for the period of 2012. 

The sample in this research is taken using pur-
posive sampling technique. Criteria for sample selec-
tion are as follows (result of sample selection is pre-
sented in Table 1): 
1. Classified as manufacturing companies listed on 

The Indonesia Stock Exchange year 2012-1014 
2. Published annual report with audited financial 

statement year 2012 – 2014 
3. Financial statement presented in Rupiah  
4. Companies always report earnings 

 
Operational Definition Variables 
Variable of Cost of Equity Capital (Y) 
The calculation of the cost of equity capital of each 
sample company by using the residual income mod-
el better known as Edward Bell Ohlson valuation 
developed by Edwards and Bell (1961), Ohlson 
(1995), Feltham and Ohlson (1995), and Botosan 
(1997): 

 

 
Notes: 

r : Cost of equity capital 
Bt : The book value per share at the date of publica-

tion of annual report 
Xt+1 : Earnings per share period t + 1 
Pt : closing stock price at the date of publication of 

annual report. 
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The book value per share is calculated by the formu-
la of total shareholder equity data divided by the 
number of shares outstanding that can be obtained 
on the statement of financial position of the compa-

ny. Profit-per-share data can be obtained in the 
company's comprehensive income statement while 
closing stock price data can be obtained in the annu-
al stock price overview or through the Nexus 

 
Table 1 

Sample Selection 

Research Sample Criteria Amount 

Manufacturing companies listed on the Stock Exchange in 2012 as many as 131 companies, in 

2013 as many as 137 companies and in 2014 as many as 139 companies. 
407 

Manufacturing Companies that are not listed on the Indonesia Stock Exchange continuously 

during the period of 2012-2014. 
(263) 

Manufacturing Companies that do not publish financial statements continuously in the period 

2012-2014 
(13) 

Manufacturing Companies that lose during the period 2012-2014 (37) 

Manufacturing Companies that do not use Rupiahs in the financial statements for the period 

2012-2014 
(18) 

Manufacturing Companies that do not publish complete financial statements as research data 

in the period 2012-2014 
(18) 

Number of companies studied 30 

Total Sample (30 x 3 years) 90 

 
Chart application. 
 
Variable of Information Asymmetry (X1) 
Information Asymmetry is an information imbal-
ance between managers and shareholders. Infor-
mation asymmetry is measured by a bid-ask spread 
model with a ratio scale. In calculating the amount 
of bid-ask spread in this study using the model used 
Botosan and Plumlee (2001) are: 

 
Notes: 
Aski,t : highest ask price of stock of company i that 
happened on  t-day (on publication date of the an-
nual report) 
Bidi,t  : the lowest bid price of the company stock i 
that occurred on t-day (on publication date of the 
annual report) 

Ask price is the price of interest by the seller to 
conduct stock transactions and the bid price is the 
price of interest by the buyer to conduct a stock 
transaction. Highest ask price data and lowest bid 
stock price can be obtained through www.ticmi.co.id 
website or through Nexus Chart application. 

 
Variable of Earning Management (X2) 

Based on Dechow et al. (1995), the Modified Jones 

Model discretionary accruals model provides 
stronger results for earnings management measure-
ment. There are 4 stages in calculating earnings 
management with the following steps: 

1. Calculating the total accrual 

 
2. Calculating the total accrual 

 
 
3. Determining Non-discretionary accrual  

 
4. Determining Discretionary Accrual 

 
Notes: 
TA it : Total Accrual of company i in year t 
NI it : Net income of cash from the operating 

activities of company I in the period of t 
CFO it  : Cash Flow from operating activities of 

company I in the period of t 
A t-1 : Total Assets of company i at the end of 

period t-1  
ΔREV : changes in the earning of company I in 

the year t   
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PPE it : property, plant and equipment (gross) year t 
α1, α2, α3 : regression coefficients 
NDA it : Non- Discretionary Accrual in year t 
ΔREC : changes in the net receivable of company 

I in the year t   
DA it : Discretionary Accrual in year t 

 
Variable of Voluntary Disclosure (X3) 
The number of disclosure items used by previous 
researchers initially amounted to 33 items of disclo-
sure. However, of the 33 items of disclosure, only 26 
items of disclosure can be used because some other 
items have included the required disclosure items. 
The voluntary disclosure index represents the extent 
of disclosure of information in a company's financial 
statements in accordance with the following provi-
sions:  
a. Scoring for each item of voluntary disclosure is 

done dichotomously, where the item disclosed is 
assigned a value of one (1), while if the item is 
not disclosed it is rated zero (0).  

b. Scores earned by each company are added to get 
a total score.  

The measurement of the company's voluntary dis-
closure index is done by dividing the total score of 
each company by the expected total score. 

 

 
 
Variable of Market Value of Equity (X4) 

The market value of the company's equity is 
measured using the market capitalization value in 
one month before the announcement of the compa-
ny's annual report. In calculating the market value of 
equity in this study using the model used Hussey 
(1999), Ibrahim et. Al (2004) and Sabrina (2008): 

 

 
 
Analysis Method 
The analysis was done using a classical assumption 
test that is the normality test, multicollinearity test, 
heterocedasticity test, and autocorrelation test. Data 
analysis technique used in this research is multiple 
linear regression analysis with using the feasibility 
test of the model (F-test).  

 
Hypothesis Testing Techniques 
The hypothesis in this study is tested using an indi-
vidual parameter test (t-test) to determine the influ-
ence between variables. The direction of the hypoth-
esis is known to use one-tailed-test hypothesis. Ac-

cording to Suyono (2015) One-tailed or 1-tailed is 
used for hypotheses that have a clear positive or 
negative direction so that the purpose of this study is 
not only to determine whether or not the relation-
ship between variables X with variable Y, but further 
than that is to prove whether the relationship be-
tween variable X with Y is positive or negative. 

 
T Statistic Test 

According to Suyono (2015), the formulation of the 
hypothesis for one-tailed-test resulted in the follow-
ing description: 
a. To test the negative effect or if known negative β 

value, then the hypothesis formula is: 
H0 : β ≥ 0 (β is greater or equal to zero), meaning 
that partially there is no effect, or there is posi-
tive effect between variable X to variable Y  
Ha : β < 0 (β is smaller than zero), meaning that 
partially there is negative effect between varia-
ble X to variable Y 

b. To test the positive effect or if the positive β val-
ue is known then the hypothesis formula is: 
H0 : β ≤ 0 (β is smaller or equal to zero), it means 
that partially there is no effect, or there is nega-
tive effect between variable X to variable Y 
Ha : β > 0 (β is greater than zero), meaning that 
partially there is positive effect between variable 
X to variable Y 
A significant level of using 5% (0.05) means the 
error rate is only tolerated at 5%. In one-tailed-
test the significance level of α is not divided into 
two (tα = t0,05). 
 

4. DATA ANALYSIS AND DISCUSSION 

Table 2 shows that the testing model has been free 
from the problem of normality, multicollinearity, 
heterocedasticity and autocorrelation.  

Normality test 

Based on the P-Plot chart, the SPSS program, it 
shows that the pattern is normally distributed, thus 
fulfilling the assumption of normality. However, in 
the residual normality test with graphics, it can be 
misleading if not careful because it visually looks 
normal. For more convincing,  the test graph is nec-
essary to do statistical test by using statistical test 
non parametric Kolmogorov-Smirnov (K-S). Based 
on the results of the data (table 1) with the SPSS pro-
gram, the value of Asymp. Sig (2-tailed)> probability 
number or 0.332> 0.005 means the regression model 
is normally distributed. 

Multicollinearity Test 

The results as shown in Table 1, it indicates that all 
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independent variables have VIF values less than 10 
and tolerance of more than 0.10. It can be concluded 
that there is no multicollinearity between independ-
ent variables in the regression model. 

Heterocedasticity Test 

Based on the scatterplot graphic display from the 
SPSS program results it can be seen that the spots 
spread from above and below the number 0 on the Y 
axis and did not form a certain pattern so it can be 
concluded that in this regression model did not oc-
cur heterocedasticity. From the graph, heterocedas-
ticity test was done by statistical test that is one of 
them with Spearman's Rho correlation coefficient 
test. As shown in Table 2,  that the correlation value 
of the four independent variables with Unstandard-
ized Residual has a significance value of more than 
0.05. Since of the significance is higher than 0.05, it 
can be concluded that there is no problem of hetero-
cedasticity on the regression model. 

Autocorrelation test 

Based on the results on table 2 if the data with SPSS 
program then obtained Durbin-Watson value of 
2.097. Furthermore, through Durbin-Watson table 
test dL and dU with 5% significance (0,05) obtained 
value as follows: 
1. The value of DW table for dU (G; k ; n) = (0,05 ; 4 

; 90 ) = 1,751 
2. The value of DW table for dL (G; k ; n) = (0,05 ; 4 

; 90 ) = 1,566 
Since the Durbin Watson test value dU < DW < 4-dU 
is 1.751 < 2.097 < 2.249, it can be concluded there is 
no autocorrelation. 

Result of Multiple Linier Regression Analysis  
The result of multiple linear regression analysis are 
shown in table 3.  Based on the results of data pro-
cessing with SPSS program, the regression equation 
used in this study is as follows: 
Y = 5,336 – 0,017 IA + 0,017 ML - 0,222 PS – 0,0188 
NPE 

Correlation Coefficient Test (R) 
Based on Table 2, if the program SPSS obtained R 
value of 0.720 which means a strong relationship 
between independent variables of information 
asymmetry, earnings management, voluntary dis-
closure and market value of equity to the dependent 
variable is cost of equity capital. 

Determination Coefficient Test (R²) 
The Adjusted R Square is 0.495. It shows that the 
variable of cost of equity capital which can be ex-
plained by four independent variables: information 
asymmetry, earnings management, voluntary dis-
closure, and market value of equity equal to 49,5% 
while the rest 50,5% were by other factors outside 
model . 

Analysis Variance (Uji F) 
Based on testing criteria from the results of data pro-
cessing with SPSS program can be seen that Fcount ≥ 
Ftable or 22,839 > 2,479 (H0 rejected). So it can be 
said that the variable of information asymmetry, 
earnings management, voluntary disclosure and 
market value of equity as together have a significant 
effect on cost of equity capital. 

 

Table 2 
Result of Classical Assumption Test 

Model Normality Heterocedasticity (Sig) Multicollinearity Auto-correlation 

   
Tolerance VIF 

 
IA .332 .443 .916 1.091 2.097 
ML 

 
.411 .988 1.012 

 
PS 

 
.887 .984 1.016 

 
NPE 

 
.087 .917 1.091 

 
Source: Processed data, 2017 

 
 

Significance Analysis (t test) 

Information Asymmetry (X1) 
Based on table 3 , it can be seen that - tcount <- ttable 
or -2,220 <-1,663 and significance value (sig .0,029 
<0,05) so H0 is rejected meaning information asym-
metry has significant negative effect to cost of equity 
capital. To determine the direction of the hypothesis, 
beta shows the number -0,175 means the direction of 

the information asymmetry variable has negative 
direction (Ha accepted) it means that this variable  is 
unidirectional with direction variable of the hypoth-
esis so that the hypothesis is rejected (H1 reject-
ed).This study supports previous research from In-
dayani and Mutia (2013) and Putri (2013) which 
shows information asymmetry has a negative effect 
on cost of equity capital, which means any decrease 
in information asymmetry will increase cost of equi-
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ty capital. However, this is contrary to previous re-
search from Purwanto (2012) and Perwira (2015) 

which states that information asymmetry has a posi-
tive effect on cost of equity capital. 

Table 3 
Result of Multiple Linier Regression Analysis 

Model 

Unstandardized 
Coefficients 

Standardized 
Coefficients 

t Sig. 

Colonearity Statistics 

B 
Std. 

Error 
Beta Tolerance VIF 

1 

(Constant) 5.336 0.721 
 

7.399 0 
  

IA -0.017 0.008 -0.175 -2.22 0.029 0.916 1.091 

ML 0.017 0.653 0.002 0.026 0.979 0.988 1.012 

PS -0.222 0.534 -0.032 -0.416 0.679 0.984 1.016 

NPE -0.188 0.02 -0.751 -9.543 0 0.917 1.091 

R /Adj R2  = 0.720 /0.495 F = 22.839 

df  = n-k = 90-5 = 85   Sig. = 0.000 

Source: Processed data, 2017 
 
Earning Management (X2) 
Based on table 3, it can be seen that t-count  ≤  t-table 
or 0,026 ≤ 1,663 and significance value (sig 0,979> 
0,05) so that H0 accepted and Ha rejected. It means 
that earnings management have no significant effect 
to cost of equity capital. Hence the hypothesis is 
rejected (H2 is rejected). This study is consistent with 
previous studies by Ifonie (2012) and Perwira (2015) 
they stated that there is no significant relationship 
between earnings management behavior and cost of 
equity capital. However, the results of this study 
different from those of Utami (2005), Tarjo (2010) 
and Chancera (2011) who found a positive effect and 
Oktavia (2016) found a negative effect between earn-
ings management and cost of equity capital. 
 
Voluntary Disclosure (X3) 
Based on table 3, it can be seen that - ttable ≤ - tcount 
or -1,663 ≤ -0,416 and significance value (sig 0,679> 
0,05) so that H0 accepted and Ha rejected meaning 
voluntary disclosure does not have significant effect 
to cost of equity capital. Hence the hypothesis is 
rejected (H3 is rejected). The results of this study 
support the results of research Botosan (1997) and 
Murni (2004) which did not find the effect of volun-
tary disclosure rate to cost of equity capital. Howev-
er, the results of this study contradict the Khomsiyah 
(2003) and Putri (2013) which found that there is a 
significant relationship between voluntary disclo-
sure and the cost of equity capital. 

Market Value of Equity (X3) 
Based on table 3, it can be seen that – t-count <- t-
table or -9,543 <-1,663 and significance value (sig. 
0,000 <0,05) so that H0 is rejected. It means that mar-
ket value of equity has significant negative effect to 
cost of equity capital. To determine the direction of 
the hypothesis, beta shows the number -0.751 means 
the direction of the market value of equity variable 
has negative direction (Ha accepted) it means that 
this variable  is directional with direction variable of 
the hypothesis so that the hypothesis is accepted (H4 
accepted).This is in line with Hussey's (1999) theory 
and is consistent with previous research from Murni 
(2004) which concludes that the greater the market 
value of equity, the cost of equity capital of the com-
pany will also be smaller as it decreases the risk es-
timation rate of the firm will cause the rate of return 
demanded by the investor also becomes lower. The 
results of this study support the results of  Murni’s 
research (2004) which found that the market value of 
equity has negative effect to the cost of equity capi-
tal. However, the results of this study contradict 
with Meythi et al (2012) and Silalahi (2015) which 
found no relationship between the market value of 
equity and the cost of equity capital. 

 

5. CONCLUSION, IMPLICATION, SUGGES-
TION, AND LIMITATIONS 

First, the results showed that information asym-
metry has a significant negative effect on cost of 
equity capital. That means the decline in infor-
mation asymmetry leads to an increase in cost of 

equity capital. The lower the information asym-
metry will result in the smaller bid-ask spread of a 
stock. The lower bid-ask spread value means the 
more liquid the stock means the difference in the 
highest selling price and the lowest purchase price 
is not too high so many investors are interested to 
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transact of a stock. The decrease in bid-ask spread 
is a reflection of the expected return of investors. 
The increasing demand for stocks, the more liquidi-
ty of stock increases because the number of shares 
has a low price. The higher interest of investors to 
invest will increase the liquidity of shares and re-
sult in a change in trading activity. Increased trad-
ing activity will raise the stock price, resulting in an 
expected return on investment (cost of equity capi-
tal). 

Second, the results show that earnings man-
agement does not significantly affect the cost of 
equity capital. It means that the size of the behavior 
of earnings management does not determine the 
increase or decrease in cost of equity capital be-
cause investors have anticipated the existence of 
earnings management by the company, so investors 
not only see the results of reports Finance or trust 
profit figure alone but look at other factors both 
financial and non-financial in making decisions to 
invest funds in the company. Company manage-
ment does not have to manipulate earnings to get 
external financing because the proxy describes that 
cost of equity capital is also not related to the be-
havior of managers to make earnings management 
against the company. 

Third, the results show that voluntary disclo-
sure does not significantly affect the cost of equity 
capital. It means that the lower disclosure made by 
the company does not result in an increase or de-
crease in cost of equity capital because investors 
tend not to be able to respond to information care-
fully with additional information beyond mandato-
ry disclosure. Another reason is that corporate dis-
closure is still largely inadequate when viewed 
from the level of detail, timeliness and clarity and 
there is no regulation of the Financial Services Au-
thority related to voluntary disclosure. Another 
reason is that investors assume that manufacturing 
companies have better business prospects in the 
future assuming that investors will get more return 
on their investment, so that the available infor-
mation is less getting the attention of investors.  

Forth, the results show that the market value of 
equity has a significant negative effect on cost of 
equity capital. This shows that the greater the mar-
ket value of equity shows that the greater the size 
of the company in the eyes of market participants 
so that investors assess the risks it faces will be 
smaller because of the large number of information 
about the company than the small scale companies. 

Investors have a high confidence in the com-
pany for their investment and assess the risks they 
will incur less, thereby reducing the uncertainty of 

future results and resulting in a decrease in cost of 
equity capital. 

Suggestion 
For Users of Financial Statements 

For users of financial statements is expected not 
only focus on the company's earnings information, 
but also see the financial condition and non-
financial companies in making investment deci-
sions. In this case the cost of equity capital because 
it can show the rate of return of funds invested. 

For Further Research 
a. This study only included four variables affect-

ing cost of equity capital that is information 
asymmetry, earnings management, voluntary 
disclosure and market value of equity. It is 
hoped that further research can use several var-
iables other than these four variables such as 
Intellectual Capital,  Beta Stock, Company Size 
etc. 

b. It is expected that subsequent research may 
develop voluntary disclosure items used as 
there is still considerable variation in disclosure 
by sample companies not covered by voluntary 
disclosure items in this study. 

c. It is hoped for further research to increase the 
period or extend the observation period of the 
research to reveal different results. 

d. It is hoped that further research will not only 
focus on one sector, ie in manufacturing com-
panies only. 
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 A B S T R A C T  

This study aims to investigate the relationship of national cculture and taxpayer's 
ethical perception of tax evasion. National culture dimensions include powner din-
stance, uncertainty avoidance, individualism/ccollectivism, masculinity/femininity, 
lOng/shurt tarm orientation, and indulgence/rrestraint. This study employes sur-
vey method, using online questionnaires for taxpayers who haveself employment in 
Bali Province.Three hundred and seventy seven taxpayers fillend out online ques-
tionnaires. This model is processed using multiple linear regression analysis 
method. The results indicate that power distance, uncertainty avoidance, 
individualism/collectivism, and femininity/masculinity are associated with 
perceived ethics of tax evasion, but do not associated between short term/long term 
orientation and indulgence/restrain with perceived ethics of tax evasion. This study 
is expected to improve knowledge about tax evasion especially related to national 
culture. Practically, the results are expected to provide input for tax regulators to 
consider the role of national culture in identifying the causes of tax evasion. 
 

 A B S T R A K  

Tujuan dari penelitian ini adalah untuk menganalisis hubungan budaya nasional 
dan persepsi etis wajib pajak tentang penggelapan pajak. Dimensi budaya nasional 
meliputi jarak kekuasaan, penghindaran ketidakpastian, individualitik/kolektivistik, 
maskulin/feminin, orientasi jangka panjang/pendek, dan kesenangan/pengekangan. 
Penelitian ini menggunakan metode survei, yaitu kuesioner online untuk wajib 
pajak yang memiliki pekerjaan bebas di Provinsi Bali. Tiga ratus tujuh puluh tujuh 
wajib pajak mengisi kuesioner online. Model penelitian ini diolah menggunakan 
metode analisis regresi linear berganda. Hasil penelitian menunjukkan bahwa jarak 
kekuasaan, penghindaran ketidakpastian, individualitik/collectivistik, 
maskulin/feminin berkaitan dengan persepsi etis atas penggelapan pajak, namun 
orientasi jangka panjang/pendek, dan kesenangan/pengekangan tidak berkaitan 
dengan persepsi etis atas penggelapan pajak. Penelitian ini diharapkan dapat 
meningkatkan pengetahuan tentang penggelapan pajak terutama berkaitan dengan 
budaya nasional. Secara praktis, diharapkan bisa memberi masukan bagi regulator 
pajak untuk mempertimbangkan peran budaya nasional dalam mengidentifikasi 
penyebab penggelapan pajak.  
 

 
1. INTRODUCTION 

Tax evasion is a crucial issue for every country, 
especially the developing countries. Tax is one of 
the major sources of state revenue used to provide 
social services and infrastructure development 
(Bame-Aldred, Cullen, Martin, & Parboteeah, 2013). 
The low tax compliance resulted in reduced public 

revenues (Picur & Riahi-Belkaoui, 2006). 
Tax evasion is interesting to discuss  globally, 

especially after Panama Paper case. This document 
presents a list of rich people who shy away from 
tax obligations. This reality reflects the occurrence 
of global crimes against the world of taxation in 
various countries. A surprising fact when Panama 
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Exposed the data data that also involves 
individuals from Indonesia for financial 
transactions over the past forty years. This case 
proves that Indonesia is in an emergency mafia tax 
(CnnIndonesia. com, 2016). This document 
becomes important information for Indonesian 
authorities to combat tax crimes that have been 
rampant. 

In academic world, tax evasion is an important 
issue that still needs to be studied more 
comprehensive. In addition to the limited empirical 
evidences on the determinants of tax evasion, there 
is the fact that the rate of tax evasion is difficult to 
estimate and observe. It is a daunting task for 
researchers to identify the determinants of such 
behavior given the lack of high-quality data (Khlif 
& Achek, 2015). 

Some empirical research presents factors 
causing tax evasion. Jackson & Milliron (1986) 
determine 14 keys that are categorized as 
demographic, economic, and behavioral factors. 
Khlif & Achek (2015) categorize four elements: 
demographics, culture and behavior, legal and 
institutional, and economic. Riahi-Belkaoui (2004) 
reveals the factors of complexity, education, 
income, reasonableness, and tax morale that 
influence tax evasion. Other researchers add 
variables of economic size (Cummings, Martinez-
Vazquez, McKee, & Torgler, 2009; Richardson, 
2006), intrinsic motivation (Torgler, 2006), and 
taxpayer behavior (Buehn & Schneider, 2012).  

Research on tax evasion across the country 
considers institutional factors (legislation, and tax 
rates), demography (firm size, ownership, and pos-
sible audit), and attitudes (tax fairness and burden 
perceptions) (Richardson, 2006). Aspects of cultural 
values (Bame-Aldred et al., 2013; Richardson, 2006) 
and the national culture Hofstede (1980) also be-
came antecedents affecting tax evasion 
(Richardson, 2006; Tsakumis, Curatola, & Porcano, 
2007). Culture becomes one of interesting topics to 
ask researchers as one external factor that affects 
one's behavior. Person‟s perspective, attitude, and 
behavior will be influenced by the culture 
(Sihombing & Pongtuluran, 2013). 

Cultural contexts which shape a person‟s in-
terpretation of events may assist in influencing his 
or her attitude toward tax evasion. Culture is re-
flected to varying degrees in general values and 
specific behavioral norms, are constantly expressed 
and reinterpreted during a person‟s everyday social 
contact, which can either increase or decrease tax 
evasion. The national culture may encourage or 
inhibit tax avoidance behavior, regardless of the 

individual characteristics of the taxpayer or other 
institutional component (Bame-Aldred et al., 2013). 
However, there are limited research about national 
culture and tax evasion (Alm & Torgler, 2006; 
Andreoni, Erard, & Feinstein, 1998; Richardson, 
2008; Richardson & Smith, 2007) in developing 
countries, especially Indonesia. This is an oppor-
tunity and a challenge for researchers to provide an 
advanced conceptual framework that explains rela-
tionship between these elements. 

Tsakumis et al. (2007) study explores the four 
dimensions of Hofstede culture (uncertainty avoid-
ance, individualism, masculinity, and power dis-
tance) in relation to level of tax evasion in 50 coun-
tries. They show that the higher power distance 
and uncertainty avoidance, and the lower individ-
ualism and masculinity related to higher of tax eva-
sion across countries. Richardson (2008) extends 
Tsakumis et al. (2007) study also shows that 
individualism and uncertainty avoidance are 
consistently the most significant determinants of 
tax evasion across countries. 

This research extends the research of Tsakumis 
et al. (2007) and Richardson (2008) employing six 
dimensions of Hofstede national culture: Power 
Distance, Uncertainty Avoidance, Individual-
ism/Collectivism, Masculinity/Femininity, 
Long/Short Term Orientation, and Indul-
gence/Restraint to analyze empirically the relation-
ship cultural dimensions and tax evasion in Indo-
nesia, using taxpayer's ethical perception of tax 
evasion in Bali Province. 

 
2. THEORETICAL FRAMEWORK AND HY-
POTHESES 
Tax Evasion 

Tax evasion is an illegal practice to escape payment 
obligations. Taxpayers will try to conceal taxable or 
profit income by deliberately exaggerating 
deduction, exemption or credit (Alm & Martinez-
Vazquez, 2003). Tax evasion is an intentional illegal 
behavior that causes a violation of the tax law 
directly to avoid tax payments (Gabor, 2012), or 
hide the true value of contracts or legal transactions 
to avoid or reduce fiscal liabilities (Tsakumis et al., 
2007). 

The literature study reveals three main views 
of tax evasion ethics. The first, confirms that tax 
evasion is unethical because tax payments are 
obligations to be paid to God or obligations to 
society. Second, view states that there is never or 
almost no obligation to pay taxes because the 
government always takes over the wealth of the 
people, and there is no obligation to give anything 
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to government that is corrupt. Third, view reveals 
that there are some ethical obligations to support 
the government in neighborhood we live in, but 
that obligation is not absolute (McGee, Ho, & Li, 
2008). 

Ethical perception is defined as the process by 
which a person selects, organizes, and interprets 
existing information and experience, then 
interprets the meaning contained in accordance 
with the applicable principles of truth and morals 
(Maryati & Tarmizi). The taxpayer's ethical 
perceptions are how they perceive tax evasion 
measures based on cultural values held 
individually or adapted to cultures that acculturate 
in the environment. 

A number of studies on tax evasion in some 
countries give different results. The results of 
taxpayer perceptions of tax evasion in Russia 
(Vaguine, 1998), Bulgaria (Smatrakalev, 1998), and 
Greece (Ballas & Tsoukas, 1998) indicate that 
taxpayers do not feel the existence of ethical 
problems with tax evasion behavior. This is 
because government is corrupt so taxpayers feel 
they have no ethical obligation to pay taxes to the 
corrupt government. Similar results are expressed 
by Morales (1998) on taxpayer perceptions in 
Armenia and Mexico that find that a worker's 
obligation to his family is more important than his 
obligations to the state (McGee et al., 2008). 

Another study conducted Ibadin & Eiya (2013) 
states that tax evasion is an ethical behavior 
according to employees in Nigeria. In contrast to 
this results, (Filho, 2014), and (Prebble & Prebble, 
2012) indicate that taxpayers consider tax evasion 
unethical, unfair, immoral, and unlawful. 

National Culture 
In this case, Hofstede (2011) defines culture as the 
thoughts, feelings, and actions of human beings so 
that it is analogous to the software of the human 
psyche or as the 'software of the mind' or the mover 
of man. This study emphasizes the national culture 
that grows and develops in the society of a region, 
referring to the national cultural dimension of 
Hofstede (1980). This cultural dimension is consid-
ered to be the most comprehensive, i.e. the concep-
tual side to the measurement using research indica-
tors so as to gain extraordinary recognition from 
researchers and practitioners (Drogendijk & 
Slangen, 2006; Kirkman, Lowe, & Gibson, 2006; 
Parboteeah, Bronson, & Cullen, 2005). Numerous 
accounting studies in auditing (Chan, Lin, & Mo, 
2003) and management accounting (Harrison & 
McKinnon, 1999) show that Hofstede‟s  dimensions 
appear to capture the essence of national culture in 

a way that is useful in academic research. The di-
mensions provide explicit constructs that also can 
be used in considering the impact of culture on 
countries‟ tax evasion levels (Alm & Torgler, 2006; 
Richardson, 2008; Tsakumis et al., 2007). 

The national culture proposed by Hofstede 
(1980) initially describes the five dimensions in-
clude power distance, uncertainty avoidance, indi-
vidualism/collectivism, masculinity/femininity, 
and long/short orientation. In the 2000s, research 
by Bulgarian scholar Michael Minkov using data 
from the World Values Survey allowed a new cal-
culation of the fifth (Minkov, 2009), and the addi-
tion of a sixth dimension which is indul-
gence/restrain (Hofstede & Minkov, 2010). 

The first, power distance recognizes the exist-
ence of inequality in society, whether physically, 
mentally, or intellectually. High power distance 
characterized by centralized organizational struc-
tures, obedience to authority, formal rules, and 
hierarchy of decision making. Second, uncertainty 
avoidance is the condition when individuals feel 
threatened by unstructured, unclear, and unpre-
dictable environments. Third, individual-
ism/collectivism refers to individual or group iden-
tification. Individuals with high individualism tend 
to think of themselves as "I" and classify themselves 
according to their individual characteristics. In-
stead individuals with high collective culture focus 
on group needs, solidarity, and have good relation-
ships with family, friends, and colleagues 
(Hofstede, 2011).  

The fourth dimension is masculini-
ty/femininity. Individuals in masculinity culture 
like material ownership, firmness, achievement, 
rewards, recognition of performance, and challeng-
es in work. The femininity culture is characterized 
by equality, solidarity, social relations, agreement, 
and security in work and life (Hofstede, 2011). A 
high level of masculinity affects unethical behavior 
and tends to corrupt (Parboteeah et al., 2005; 
Sanyal, 2005). The fifth dimension of short/long-
term orientation illustrates that people in long-term 
orientation prioritize the future, while short-term 
orientations emphasize the present and the past 
(Hofstede, 2011). The sixth dimension is indul-
gence/restrain. That simply refers to „happiness 
values‟. Indulgence for a society allows relatively 
free gratification of basic and natural human de-
sires related to enjoying life and having fun. Re-
straint refers to a society that controls gratification 
of needs and regulates it by means of strict social 
norms (Ismail & Lu, 2014).  

Research on the national tax and cultural rela-
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tions was conducted by Tsakumis et al. (2007) ex-
ploring the relationship between national culture 
(uncertainty avoidance, individualism, masculinity, 
and power distance) and tax evasion. Richardson 
(2008) extends the empirical studies of Tsakumis et 
al. (2007) with some tax evasion factors such as law, 
politics and religious variables. In contrast to 
Tsakumis et al. (2007), Richardson (2008) study 
states that power distance and masculinity are in-
significant with tax evasion. 
 
Hypothesis Development 
Power distance & perceived ethics of tax evasion 

Power distance emphasizes the level of equality (or 
inequality) of an acceptable individual within an 
institution, organization, or country (Hofstede, 
1980). The main concern is how communities deal 
with these inequalities. In a country with high 
power distance, Hofstede (2011) proposed a con-
sensus that accompanied a certain level of conces-
sions on the rules of civil morality. For example the 
recognition that the ruling individual has the privi-
lege of increasing wealth. If the ruling individual 
experiences a scandal then it will be covered. The 
difference in wages in countries with high power 
distance is also quite large so there is an income 
gap between upper and lower classes (Hofstede, 
2011). This high income difference is increasing due 
to the tax system which has the potential to in-
crease tax evasion behavior.  

Conversely, individuals with low power dis-
tance will see inequality as undesirable and believe 
that strength and wealth need not be synchronized. 
People with low power distance tend to be intoler-
ant of political scandals so that the scandal can end 
a political career. Low power distance countries 
show lower income differentials.  

Husted (1999) supports this argument by re-
vealing that increased power distance in a country 
is associated with higher levels of corruption. The 
tax systems in such countries are likely to be ineq-
uitable and protect the wealthy so that the large 
income differentials in such countries are further 
increased by tax systems (Hofstede, 1980). In this 
environment, people tend to perceive tax systems 
as being unfair, and seek to evade income taxes 
(Richardson, 2008). Countries with high power 
distance more often tolerate tax evasion behavior 
than countries with low power distance. Converse-
ly, in low power distance countries, equality and 
opportunity for all people is stressed. Tax systems 
are likely to be equitable, aim at redistributing 
wealth and ensure that any minor income differen-
tials that exist are reduced further by tax systems 

(Hofstede, 1980). Hence people tend to perceive tax 
systems as being fair, and comply with tax laws. 
Tsakumis et al. (2007) found that higher power 
distance is related to higher tax evasion levels. This 
discussion leads to following hypothesis: 
H1:  Power distance is related to perceived ethics of tax 

evasion. 
 
Uncertainty avoidance & perceived ethics of tax 
evasion 
Uncertainty avoidance focuses on the level of toler-
ance for uncertainty and ambiguity within a coun-
try (Richardson, 2008). Hofstede (2011) defines the 
avoidance of uncertainty as a condition in which 
community members feel threatened by uncertain-
ty, unknown, shocking, and different situations. 
Individuals who are in high uncertainty avoidance 
culture tend to avoid uncertain and ambiguous 
situations, which can lead to higher anxiety. Uncer-
tainty avoidance is not the same as risk aversion. 
This relates to the public's tolerance of ambiguity, 
ie the extent to which community members feel 
comfortable or uncomfortable in an unstructured 
situation (Hofstede, 2011). In an unstructured situa-
tion, society will set many strict written rules, disa-
greements over perverse opinions, and belief in 
absolute truth (Hofstede, 2011) aimed at reducing 
the amount of uncertainty and ambiguity. There-
fore, the tax system in the country tends to be com-
plex because there are many written tax rules to 
reduce uncertainty and ambiguity. In this situation, 
people tend to think of the tax system as complex, 
and avoid income taxes (Richardson, 2008). Con-
versely, countries that have low uncertainty avoid-
ance rates, the tax system in the country tend to be 
simple because it does not have much need for 
written tax rules. People tend to recognize the tax 
system simply, and obey the tax laws. 

Hofstede (2011) suggests that individuals in 
low uncertainty avoidance countries trust govern-
ment institutions, while individuals in high uncer-
tainty avoidance countries tend to feel alienated 
from the government system. This is because indi-
viduals feel that legal system is contrary to their 
purpose. A lack of trust in institutions encourages 
tax compliance as an effort to minimize the possi-
bility that countries and politicians are misusing 
the funds. Relevant to this view, countries with 
high uncertainty avoidance have lower economic 
freedom, or higher taxes.  

In contrast, individuals in communities with 
low uncertainty avoidance tend not to see that tax 
non-compliance is the right choice. Tax disobedi-
ence will increase anxiety for fear of being caught. 
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This increase in anxiety must be balanced with the 
belief that other individuals will do the same. 
Countries with high uncertainty avoidance (low) 
will be more (less) tolerant of corrupt activities 
(Husted, 1999; Vitell, Nwachukwu, & Barnes, 2013). 
Tsakumis et al. (2007) and Richardson (2008) found 
that higher uncertainty avoidance is related to tax 
evasion levels.This discussion leads to following 
hypothesis: 
H2: Uncertainty avoidance is related to perceived ethics 

of tax evasion. 
 
Individualism/collectivism & perceived ethics of 
tax evasion 
The cultural dimension of individualism relates to 
one's self-concept of "I" or "We." The thing that dis-
tinguishes both is the level of community depend-
ence. A society with a high perspective of individu-
alism will perceive the individual as a unique, in-
tact, or self-contained identity that is independent 
of group affiliation. On the individualist side, the 
bond between individuals is more lax because eve-
ryone cares only for their immediate family and 
family (Hofstede, 2011). Hofstede (1980) describes a 
low individualism culture as an associate of the 
organization and a calculative involvement with it.  

In the culture of collectivism, everyone is inte-
grated into powerful and cohesive groups (fami-
lies) that continue to protect with unquestioned 
allegiance. The problem discussed by this dimen-
sion is very basic, concerning all the peoples of the 
world (Hofstede, 2011). Collectivist societies do not 
see the norm of law as a universal rule so as to as-
sume that laws and rights must differ by group. 
While individualist societies argue that laws and 
rights should be the same for all people in a coun-
try. Therefore, countries with higher levels of indi-
vidualism tend to have stronger economies (Hof-
stede 2011), and countries with stronger economic 
systems will have better regulatory systems 
(Tsakumis et al., 2007).  

With regards to tax system, tax revenues in 
this highly individualized country will be higher. 
Individuals will not deduct the tax due to having a 
transparent tax law and means of payment (Braun, 
Putnam, & Bagchi, 2006). Individuals who are in 
high (low) individualism culture will usually be 
less (more) tolerant of tax evasion. The results of 
the research conducted by Tsakumis et al. (2007) 
Richardson (2008) found that lower individualism 
is related to higher tax evasion levels across coun-
tries. This discussion leads to following hypothesis: 

H3: Individualism/collectivismis related to 
perceived ethics of tax evasion. 

Femininity/masculinity & perceived ethics of tax 
evasion 

Femininity and masculinity refers to gender 
roles.In high masculinity countries, people strive 
for achievement in terms of ego boosting, wealth, 
and recognition (Hofstede, 1980), orthey focus on 
the pursuit of material success in an “unjust world” 
(Hofstede, 2011). Conversely, in low masculinity 
countries, people strive for achievement in terms of 
quality of contacts, life, and the environment 
(Hofstede, 1980), they focus on caring for others 
and normally view the world as a “just” place that 
should offer a minimum quality of life for every-
body (Hofstede, 2011). It is mean that a high mas-
culinity culture as having a “money and things 
orientation”, and a low masculinity culture as hav-
ing a “people orientation” (Hofstede, 2011). 

The greater the culture of masculinity in socie-
ty the higher the level of corruption (bribery and 
extortion) in the country. A similar relationship is 
also expected between tax evasion and masculine 
culture. The pressures experienced by countries 
with high masculine cultures contribute to larger 
tax evasion than countries with lower masculine 
cultures. Masculine culture has a higher desire to 
demonstrate performance, material success, and 
real achievement (Husted, 1999). Nevertheless, 
Tsakumis et al. (2007) found that masculinity is 
moderately significant and negatively related with 
tax evasion levels across countries. This discussion 
leads to following hypothesis: 
H4:  Femininity/masculinityis related to perceived ethics 

of tax evasion. 
 
Short/long-term orientation & perceived ethics of 
tax evasion 
Long term orientation refers to future-oriented val-
ues such as persistence and thrift where people in 
this society emphasize stable income (Ismail & Lu, 
2014). This dimension was based on a study among 
students in 23 countries around the world, using a 
questionnaire designed by Chinese scholars 
(Hofstede, 2011). Values associated with long-term 
orientation are thrift and perseverance; values as-
sociated with short-term orientation are respect for 
tradition, fulfilling social obligations, and protect-
ing one‟s “face.” This dimension illustrates that 
people in long-term orientation prioritize the fu-
ture, the values of frugality, determination, and 
transition. Instead the short-term orientation em-
phasizes on how to appreciate the present and the 
past. Long-term oriented individuals will think 
carefully before acting so as to avoid deviant be-
havior such as tax evasion, otherwise short-term 
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oriented individuals want quick profits that tend to 
deviate (Hofstede, 2011). This discussion leads to 
following hypothesis: 
H5:  Short/long-term orientationis related to 

perceived ethics of tax evasion. 
 
Indulgence & perceived ethics of tax Evasion 

The sixth dimension is a new dimension (Hofstede, 
2011) originally discovered by Minkov (2009). In-
dulgence is a condition that allows people to fulfill 
basic and human desires relatively free such as 
desire to enjoy life and have fun. Meanwhile, re-
strain is a society condition that controls the satis-
faction of needs and regulates it by using strict so-
cial norms (Hofstede, 2011). Indulgence refers to a 
society which allows relatively free gratification of 
some desires and feelings, especially those that 
have to do with leisure. People in indulgence socie-
ty prefer happiness and tend to create a perception 
of freedom, health, and control over life. Its oppo-
site pole, restraint culture refers to a society which 
controls the gratification of the above mentioned 
desires and feelings. They depress happiness and 
the perception that life events can be controlled and 
make people feel relatively unhealthy (Ismail & Lu, 
2014). Indulgence tends to prevail in South and 
North America, in Western Europe and Sub-Sahara 
Africa. Restraint prevails in Eastern Europe, in Asia 
and Muslim word (Hofstede, 2011; Hofstede & 
Minkov, 2010). This discussion leads to hypothesis: 
H6:  Indulgence/restrain is related to perceived 

ethics of tax evasion. 
 
3. RESEARCH METHOD 
Research Model 
In order to test hypotheses, this research develop a 
regression model expressing the six dimension 
national culture‟s impact upon perceived ethics of 
tax evasion. This model using multiple linear 
regression analysis method on cross sectional data 
of three hundred and seventy seven taxpayers. 
Model specification to test hypotheses H1, H2, H3, 
H4, H5, and H6 is as follows: 
PETE = β0 + β1PD + β2UNA +β3IND/COL + 

β4FEM/MAS +β5SHORT/LONG + 
β6INDUL/REST + β7Gen + β8Edu + 
β9Inc + ε 

where: 
PETE = Perceived Ethics of Tax 

Evasion (Likert Scale) 
β0 = Intercept 
β1-9 =  Regression coefficients  
PD =  Power Distance (total score) 

UNA =  Uncertainty Avoidance (total 
score) 

IND/COL =  Individualism/Collectivism 
(total score) 

FEM/MAS =  Femininity/Masculinity (total 
score) 

SHORT/LONG =  Short/Long-Term Orientation 
(total score) 

INDUL/REST =  Indulgence/Restrain (total 
score) 

Gen = Gender (dummy: 0 and 1) 
Edu = Education (rank: 1 to 5) 
Inc = Income (rank: 1 to 6) 

Questionnaires was tested for validity and re-
liability before distributed to respondents. Validity 
testing is to test whether the data obtained can to 
measure and reveal the data of variables selected 
appropriately. High and low validity indicates the 
extent to which the data collected does not deviate 
from the description of variables in question. Relia-
bility is a way to test the extent to which the results 
of a measurement can be trusted. Measuring in-
strument has a high reliability if the number of 
times execution of measurements of the same sub-
ject group obtained relatively similar results, as 
long as the aspect that is measured in subject have 
not changed. 
 
Variables Operational Definition 

Dependen variable is Perceived Ethics of Tax Eva-
sion (PETE) as taxpayers perceptions on tax eva-
sion issue. This variable have 15 questions (level 
agreeableness, 1 = strongly agree, 5 = strongly 
disagree) adopted from McGee et al. (2008). 
Independent variables are six dimensions of 
national culture and the questionnaire was adopted 
from Hofstede (2011). Each cultural dimension 
consists of 10 statements. The total score for each 
dimension is calculated using dichotomy approach, 
which is given a value of 1 or 0 on items of the 
statement selected by respondent. For example, 
respondent will get a value of 0 when selecting 
items that are entered on small power distance 
category and get a value of 1 on items that entered 
on large power distance, or vice versa. Similarly, 
the calculation of total scores on other cultural 
dimensions. The value of each item will be 
summed so as to obtain the total score for each 
respondent. The demographic dimensions of 
national culture in this study are shown in Table 3. 
This study also used three control variables being 
suspected of having links with the study. The 
control variables include gender, education, and 
income of taxpayer. 
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4. DATA ANALYSIS AND DISCUSSION 
Sample of the Research 

This study employed survey method, using ques-
tionnaires to test the research framework and hy-
potheses developed. The sample of this study was 
drawn from taxpayers who have self employment 
such as enterpreneur, lawyer, architect, doctor, 
notary public, accountant or auditor, tax 
consultant, pharmacist, and other (artist) in Bali. 
This occupation is used as a respondent because 
this occupation will calculate, pay, and self-report 

the amount of tax that should be due. The list of 
taxpayer names is obtained by visiting each associ-
ation to obtain the email address and telephone 
number of the associate member. The question-
naires were distributed by email and what app on 
period 1 June until 31 August 2017. Three hundred 
and seventy seven taxpayers fill out online ques-
tionnaires. Table 1 presents the respondents charac-
teristics. 

 
Table 1 

Demographic Summary of Survey Respondents 

Demographic Variables Percent (%) 
Occupation: 

Businessman 
     Lawyer 
     Architect 
     Doctor 
     Notary public 
     Accountant/Auditor 
     Tax Consultant 
     Pharmacist 

Others 
Gender: 
     Male 
     Female 
Age: 

≤ 30 year 
     31-40 year 

41-50 year 
>50 year 
Highest Level of Education: 

Senior High School 
     Diploma (D1/D2/D3) 

Bachelor Degree 
     Master Degree 
     Doctor Degree 
Work Experience: 

<1 years 
1-5 year 

     6-10 years 
     11-15 year 

> 15 years 
Income: 

Less than Rp. 5.000.000 
     More than Rp.   5.000.000 until Rp. 10.000.000 
     More than Rp. 10.000.000 until Rp. 15.000.000 
     More than Rp. 15.000.000 until Rp. 20.000.000 
     More than Rp. 20.000.000 until Rp. 25.000.000 
     More than Rp. 25.000.000  

 
14.32% 
14.32% 

4.77% 
6.37% 

13.79% 
16.45% 
16.18% 

6.10% 
7.69% 

 
58.62% 
41.38% 

 
41.64% 
43.50% 
10.61% 

4.24% 
 

11.67% 
6.10% 

57.03% 
24.4% 
0.80% 

 
20.69% 
44.83% 
21.22% 

3.98% 
 
 

47.21% 
30.50% 
18.04% 

2.92% 
0.27% 
1.06% 

Source: processed data 
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Based on Table 1, most of respondents have 
occupation as businessman (14.32%) and lawyer 
(14.32%). The respondents are almost equally dis-
tributed between males (58.62%) and females 
(41.38%). Age of respondents about ≤ 30 year 
(41.64%), 31-40 year (43.50%), 41-50 year (10.61%), 
and > 50 year (4.24%). Majority of them possess 
bachelor degree (57.03%), follows by master degree 
(24.4%), senior high school (11.67%), diploma 
(D1/D2/D3) (6.10%), and doctor degree (0.8%). 
Most of the respondents have work experience be-

tween 1to10 years (44.83%). Fourty seven point 
twenty one per cent of them have income less than 
Rp. 5.000.000. 

 
Survey Findings 

Table 2 summarizes the responses for each of the 15 
statements from tax payer perceived ethics of tax 
evasion. Based on these data, it is found that 
generally taxpayers do not believe that tax evasion 
is ethical (the mean scores of each individual item 
are all above 3.0), with overall mean of 3.38. 

 
Table 2 

Rangking of the Perceived Ethics of Tax Evasion 

Number Statement Mean Score 

1 Tax evasion is ethical even if it means that if I pay less, others will have to pay 
more. 

3.59 
 

2 Tax evasion is ethical even if a large portion of the money collected is spent on 
projects that do benefit me. 

3.58 

3 Tax evasion is ethical even if most of the money collected is spent wisely. 3.58 
4 Tax evasion is ethical even if a large portion of the money collected is spent on 

worthy projects. 
3.57 

5 Tax evasion is ethical if everyone is doing it. 3.55 
6 Tax evasion is ethical if a large portion of the money collected is spent on 

projects that do not benefit me. 
3.54 

7 Tax evasion is ethical even if tax rates are not too high because the government 
is not entitled to take as much as it is taking from me. 

3.45 

8 Tax evasion is ethical if tax rates are too high. 3.43 
9 Tax evasion is ethical if the probability of getting caught is low. 3.37 

10 Tax evasion is ethical if I cannot afford to pay. 3.34 
11 Tax evasion is ethical if a large portion of the money collected is spent on 

projects that I morally disapprove of. 
3.32 

12 Tax evasion is ethical if some of the proceeds go to support a war that I 
consider to be unjust. 

3.25 

13 Tax evasion is ethical if a significant portion of themoney collected winds up in 
the pockets of corrupt politicians or their families and friends. 

3.19 

14 Tax evasion is ethical if a large portion of the money collected is wasted. 3.10 
15 

 
Tax evasion is ethical if the tax system is unfair. 
Mean 

2.90 
3,38 

* (1 = strongly agree; 7 = strongly disagree) 
 
Source: processed data 
 

Table 3 summarizes taxpayers responses 
for six dimension of national culture include power 
distance, uncertainty avoidance, 

individualism/collectivism, femininity/ 
masculinity, short/long term orientation, and 
indulgence/restrain. 
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Table 3 
National Culture Demographic 

No National Culture Dimension Per cent 

1 Power distance  

      Small power distance 23.87 

      Large power distance 76.13 

2 Uncertainty Avoidance  

      Weak uncertainty avoidance 40.77 

      Strong uncertainty avoidance 59.23 

3 Individualism/collectivism  

 Individualism 34.22 

 Collectivism 65.78 

4 Femininity/ masculinity  

      Femininity 53.82 

      Masculinity 46.18 

5 Short/long term orientation  

      Short term orientation 29.44 

      Long term orientation 70.56 

6 Indulgence/restrain  

      Indulgence 28.38   
      Restrain 71.62 

Source: processed data 
 
Table 3 shows that most taxpayers consider a 

large power distance (76.13%), in accordance with 
Hofstede's results that power distance dimension in 
Indonesia has high value (Hofstede, 1983). 
Assessment results for strong uncertainty 
avoidance has moderate value (59.23%), not 
different from Hofstede (1983) result that 
dimension of uncertainty avoidance has a moderate 
value. Most taxpayers have collectivistm properties 
(65.78%). Hofstede (1983) result showed that 
Indonesia has low individualism (high 
collectivism). The national cultural value for the 
femininity/masculinity dimension in this study has 
a value that is not much different from Hofstede 
(1983), has a moderate value for masculinity 
(46.18%). With regard to term orientation, most 
taxpayers have long term orientation (70.56%). In 
addition, the taxpayer considers that the conditions 
of society in Indonesia are regulated using strict 
social norms (71.62%). 
 
Regression Linear Results 
The result of normality test using Kolmogorov 
Smirnov shows Asymp value Significant of 0.063 
which means the data used has been normal distri-
bution. The multicollinearity test result shows tol-
erance value of ≥ 0.10 and Variance Inflation Factor 
(VIF) ≤ 10 so that there is no symptom of multicol-

linearity in this research. Heterocedasticity test 
using Glejser test showed significance value for all 
variables above 0.05 so it said no heterocedasticity. 

The results of goodness of fit indices are as 
presented in Table 4. The test results show the 
value of Adjusted R2 of 0.240, which means that for 
24.0% the taxpayer's ethical perception of tax 
evasion influenced by cultural variables such as 
power distance, uncertainty avoidance, 
individualism/collectivism, long term/short term 
orientation, femininity/masculinity, 
indulgence/restraint, while the rest of 76.0% is 
explained by other variables not included in this 
research model. The F test result shows a 
significance value of 0.000, which means that the 
variables of occupation, sex, age, education, 
experience, and income influence simultaneously 
on the taxpayer's ethical perception of tax evasion. 
 
Hypothesis Testing Results 
Hypothesis testing aims to prove the influence of 
power distance, uncertainty avoidance, 
individualism/collectivism, long term/short term 
orientation, femininity/ masculinity, 
indulgence/restraint on ethical perception of 
taxpayer for tax evasion using two-tailed t-test. The 
results of hypothesis testing can be seen in Table 4. 
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Table 4 
Hypothesis Testing Results 

Variable B t Sig Hypothesis Conclusion 

(Constant) 
Power distance 
Uncertainty avoidance 
Individualism/collectivism 
Femininity/masculinity  
Short term/long term orientation 
Indulgence/restraint 
Gender 
Education 
Income 
 

3.243 
-.273 
-.354 
-.020 
.383 

-.034 
-.059 
.074 

-.091 
.062 

 

6.813 
-3.065 
-3.690 
-.208 
4.289 
-.369 
-.634 
1.889 

-1.540 
1.890 

 

.000 

.002 

.000 

.036 

.000 

.713 

.527 

.060 

.024 

.040 

 
H1 

H2 

H3 

H4 

H5 

H6 

 

 
Accepted 
Accepted 
Accepted 
Accepted 
Rejected 
Rejected 

 

R 
R Square 
Adjusted R2 

.508 

.258 

.240 

    

Source: processed data 
 

First, hypothesis 1 predicted that power 
distance is related to perceived ethics of tax 
evasion. The regression coefficient for power 
distance is negative and significant. Thus, we 
conclude that higher power distance is related to 
lower perceived ethics of tax evasion, supporting 
hypothesis 1. This study supports the research 
conducted by Tsakumis et al. (2007) result that 
higher power distance is related to higher tax 
evasion levels across countries. Communities with 
high power distance assumes that elite enjoy more 
discretionary power and challenged (Sanyal, 2005; 
Seleim & Bontis, 2009). Abuse of discretionary 
power and low accountability will be promote 
corruption, on of which is tax evasion. This is 
evident from the phenomenon of tax evasion by the 
wealty person, the political elite, as well as the big 
companies. Weaver (2001) and (Park, 2003) 
research showed that people with high power 
distance tend to be more corrupt than low power 
distance. 

Hypothesis 2 predicted that uncertainty 
avoidance is related to perceived ethics of tax 
evasion. This result sugest that uncertainty 
avoidance has negative effect on the perceived 
ethics of tax evasion, providing support for 
hypothesis 2. It is obvious that this study supports 
the research conducted by Tsakumis et al. (2007) 
who concluded that higher uncertainty avoidance 
isrelated to higher tax evasion levels across 
countries. This result support from Richardson 
(2008) study that high uncertainty avoidance 
associated with higher levels of tax evasion. In 
situations of high uncertainty, the public will have 
many strict written rules. The tax system in the 

country is also usually complex and complex so 
individuals tend to avoid paying taxes (Richardson, 
2008). Countries with high uncertainty avoidance 
will be more tolerant of corruption (Husted, 1999; 
Vitell et al., 2013). 

Hypothesis 3 predicted that 
individualism/collectivismis related to perceived 
ethics of tax evasion. In this model, regresion result 
show that individualism/collectivism has negative 
effecton the perceived ethics of tax evasion. 
Hypothesis 3 is accepted. Majority of tax payers in 
this research has high collectivism (low 
individualism). Collectivism culture tends to focus 
on needs of the group, prioritizing solidarity, and 
has a good relationship with family, friends, and 
colleagues (Husted, 2000), emphasizes 
interpersonal relationships rather than formal 
structures (Weaver, 2001). The implication is that 
this condition increases the chances of favoritism, 
nepotism, and finally corruption including in tax 
evasion. This result support research conducted by 
Tsakumis et al. (2007) and Richardson (2008) who 
was found thatlower (higher) individualism is 
related to higher (lower) tax evasion. 

Fourthly, femininity/masculinity has positive 
effect on the perceived ethics of tax evasion, thus 
hypothesis 4 is accepted.In contrast to previous 
studies that emphasize the culture of masculinity, 
taxpayers in this study is dominated by femininity 
culture. Femininity culture is marked by equality, 
solidarity, social relationships, agreements, as well 
as safety in work and life (Hofstede, 2011). These 
results indicate that the greater the femininity 
culture the higher perceived ethics of tax evasion. 
Meanwhile, researchers in previous research stated 
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that high masculinity influences on unethical 
behavior in business and tendency for corruption 
(Parboteeah et al., 2005; Sanyal, 2005). Therefore, 
high femininity (low masculinity) is related to 
higher perceived ethics of tax evasion in Indonesia. 
This result difference from research conducted by 
Tsakumis et al. (2007) was found moderately 
significant and negatively related with tax evasion 
levels. Richardson (2008) found that masculinity 
cultural dimensions are insignificant with tax 
evasion. 

Fifthly, short/long-term orientation do not 
have effect on the perceived ethics of tax evasion, 
thus hypothesis 5 is rejected. People in long-term 
orientation tend to be more future oriented, 
accepting delayed gratification of material and 
social needs. Such cultures are characterized by 
strong persistence and thrift, whereas cultures that 
are short-term oriented value respect for tradition 
and social obligations more (Beugelsdijk, 
Maseland, & Van Hoorn, 2015). This dimension 
does not effect with perceived ethics of tax evasion 
because the taxpayer does not pay attention to 
long-term or short-term orientation. The taxpayer 
has not thought that the tax payment is a form of 
investment that citizens make to the state, both in 
short and long term. Tax revenue is not only used 
to finance government administration, state debt 
payments, but also for development expenditures 
and public services that can benefit in the future. 
Therefore, short/long-term orientation do not have 
effect on the perceived ethics of tax evasion. 

Sixthly, indulgence/restrain and perceived 
ethics of tax evasion do not have associated, thus 
hypothesis 6 is rejected. On the one hand taxpayers 
have a desire to enjoy life and have fun, but on the 
one hand taxpayers also have limitations such as 
attachment to social norms, as well as the pressures 
and uncertainty of life high. The rigidity of the 
rules in society, accompanied by high control over 
life precisely causes taxpayers tend to ignore the 
existing provisions, one of which does not comply 
with existing tax rules. As a result, indul-
gence/restrain do not have effect on the perceived 
ethics of tax evasion. 

 
5. CONCLUSION, IMPLICATION, SUGGES-
TION, AND LIMITATIONS 
This study investigated the influence of six Hof-
stede‟s cultural dimensions on perceived ethics of 
tax evasion. The results of model show that four of 
Hofstede‟s cultural are related to perceived ethics 
of tax evasion in the expected directions. Specifical-
ly, the results indicate that power distance, uncer-

tainty avoidance, individualism/collectivism, and 
femininity/masculinity are associated with 
perceived ethics of tax evasion, as hypothesized. 
This result is consistent with previous research 
from Tsakumis et al. (2007) who examining the 
relationship between Hofstede‟s framework and 
tax evasion. Nevertheless, we do not find associat-
ed between short term/long term orientation and 
indulgence/restrain with perceived ethics of tax 
evasion. 

This study has both theoretical and practical 
implications. Theoretically, the results of this study 
are expected to enrich the scientific treasury of tax 
evasion behavior, especially related to national 
culture in the environment of the taxpayer. This 
research is also intended to add a little literature on 
tax evasion studies from a philosophical or ethical 
point of view. Practically, the results of this study 
are expected to provide input for tax regulators to 
consider the role of national culture in identifying 
the causes of tax evasion. Understanding of nation-
al culture is an input for policy makers to reform so 
it is expected to reduce the negative impact of the 
tax evasion phenomenon. 

Some limitations of the current study also 
should be addressed. First, Hofstede's cultural di-
mensions have been widely used by social science 
researchers. Although this cultural dimension con-
tributes to understand and measure culture, it 
measures culture by using the culture of the coun-
try or region, eg using aspects of Indonesian or 
Balinese local culture. Second, the current study 
focuses on national cultural dimensions on 
perceived ethics of tax evasion on Indonesian 
taxpayers, especially in Bali. This study‟s may be 
needed to ensure that the results are generalizable 
to other province. In addition, future research 
should examine the role of national culture in miti-
gating the efficacy of tax evasion penalties within 
and across province. 
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Appendix 
Table 1.1 

Ten Differences between Small and Large Power Distance Societies 

Small Power Distance  Large Power Distance 

Use of power should be legitimate and is 
subject to criteria of good and evil 

Power is a basic fact of society antedating good 
orevil: its legitimacy is irrelevant 

Parents treat children as equals Parents teach children obedience 

Older people are neither respected nor feared Older people are both respected and feared 

Student-centered education Teacher-centered education 

Hierarchy means inequality of roles,established for 
convenience 

Hierarchy means existential inequality 

Subordinates expect to be consulted Subordinates expect to be told what to do 

Pluralist governments based on majority voteand 
changed peacefully 

Autocratic governments based on co-optation 
andchanged by revolution 

Corruption rare; scandals end political careers Corruption frequent; scandals are covered up 

Income distribution in society rather even Income distribution in society very uneven 

Religions stressing equality of believers Religions with a hierarchy of priests 

 
 

Table 1.2 
Ten Differences between Weak and Strong Uncertainty Avoidance Societies 

Weak Uncertainty Avoidance  Strong Uncertainty Avoidance 

The uncertainty inherent in life is accepted and 
each day is taken as it comes 

The uncertainty inherent in life is felt as a 
continuous threat that must be fought 

Ease, lower stress, self-control, low anxiety Higher stress, emotionality, anxiety, neuroticism 

Higher scores on subjective health and wellbeing Lower scores on subjective health and well-being 

Tolerance of deviant persons and ideas: what is 
different is curious 

Intolerance of deviant persons and ideas: what 
isdifferent is dangerous 

Comfortable with ambiguity and chaos Need for clarity and structure 

Teachers may say „I don‟t know‟ Teachers supposed to have all the answers 

Changing jobs no problem Staying in jobs even if disliked 

Dislike of rules - written or unwritten Emotional need for rules – even if not obeyed 

In politics, citizens feel and are seen as 
competent towards authorities 

In politics, citizens feel and are seen as 
incompetent towards authorities 

In religion, philosophy and science: relativismand 
empiricism 

In religion, philosophy and science: belief in 
ultimate truths and grand theories 
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Table 1.3 
Ten Differences between Individualist and Collectivist Societies 

Individualist Collectivism 

Everyone is supposed to take care of him- or 
herself and his or her immediate family only 

People are born into extended families or 
clanswhich protect them in exchange for loyalty 

"I" – consciousness "We" –consciousness 

Right of privacy Stress on belonging 

Speaking one's mind is healthy Harmony should always be maintained 

Others classified as individuals Others classified as in-group or out-group 

Personal opinion expected: one person one vote Opinions and votes predetermined by in-group 

Transgression of norms leads to guilt feelings Transgression of norms leads to shame feelings 

Languages in which the word "I" is indispensable Languages in which the word "I" is avoided 

Purpose of education is learning how to learn Purpose of education is learning how to do 

Task prevails over relationship Relationship prevails over task 

 
Table 1.4 

Ten Differences between Femininity and Masculinity 

Femininity  Masculinity 

Minimum emotional and social role 
differentiationbetween the genders 

Maximum emotional and social role 
differentiationbetween the genders 

Men and women should be modest and caring Men should be and women may be assertive 
andambitious 

Balance between family and work Work prevails over family 

Sympathy for the weak Admiration for the strong 

Both fathers and mothers deal with facts and 
feelings 

Fathers deal with facts, mothers with feelings 

Both boys and girls may cry but neither should 
fight 

Girls cry, boys don‟t; boys should fight back, 
girlsshouldn‟t fight 

Mothers decide on number of children Fathers decide on family size 

Many women in elected political positions Few women in elected political positions 

Religion focuses on fellow human beings Religion focuses on God or gods 

Matter-of-fact attitudes about sexuality; sex is a 
way of relating 

Moralistic attitudes about sexuality; sex is a wayof 
performing 
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Table 1.5 
Ten Differences between Short and Long-Term-Oriented Societies 

Short-Term Orientation  Long-Term Orientation 

Most important events in life occurred in the past 
ortake place now 

Most important events in life will occur in the 
future 

Personal steadiness and stability: a good person 
isalways the same 

 

A good person adapts to the circumstances 

There are universal guidelines about what is 
goodand evil 

What is good and evil depends upon the 
circumstances 

Traditions are sacrosanct Traditions are adaptable to changed 
circumstances 

Family life guided by imperatives Family life guided by shared tasks 

Supposed to be proud of one‟s country Trying to learn from other countries 

Service to others is an important goal Thrift and perseverance are important goals 

Social spending and consumption Large savings quote, funds available 
forinvestment 

Students attribute success and failure to luck Students attribute success to effort and failureto 
lack of effort 

Slow or no economic growth of poor countries Fast economic growth of countries up till a 
level of prosperity 

 
Table 1.6 

Ten Differences Between Indulgent and Restrained Societies 

Short-Term Orientation  Long-Term Orientation 

Higher percentage of people declaring 
themselves very happy 

Fewer very happy people 

A perception of personal life control 

 

A perception of helplessness: what happens to 
meis not my own doing 

Freedom of speech seen as important Freedom of speech is not a primary concern 

Higher importance of leisure Lower importance of leisure 

More likely to remember positive emotions Less likely to remember positive emotions 

In countries with educated populations, higher 
birthrates 

In countries with educated populations, 
lowerbirthrates 

More people actively involved in sports Fewer people actively involved in sports 

In countries with enough food, higher 
percentages of obese people 

In countries with enough food, fewer obese 
people 

In wealthy countries, lenient sexual norms In wealthy countries, stricter sexual norms 

Maintaining order in the nation is not given a 
high priority 

Higher number of police officers per 100,000 
population 
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 A B S T R A C T  

In the context of regional economic development, the development of the local econ-
omy according to its potential is a very important factor. The owners of the batik 
industry face problems in marketing. In an effort to influence consumer decisions to 
buy, they must try one of them is to attract consumers. Therefore, they must pay 
attention to the image and attitude factors of the industrial owners so that consum-
ers also have a positive attitude towards the image of their products. The purpose of 
this study was to determine the effect of brand image and consumer attitudes on 
purchasing decisions directly and indirectly mediated by intent to purchase. The 
population in this study were consumers of Batik Jetis Sidoarjo with a sample of 100 
people taken using judgment sampling method. Data collection method uses a ques-
tionnaire. Then, the data were analyzed using path analysis with the IBM SPSS 21 
program. The results showed that brand image has a positive and significant direct 
effect on purchasing decisions; (2) consumer attitudes also has a significant direct 
effect on purchasing decisions; (3) Brand image and consumer attitudes have a 
positive and significant indirect effect on purchasing decisions through intent to 
purchase. It is advisable for Batik Jetis Sidoarjo innovate their batik products, both 
from the combination of motivesand colors. They also have to improve the kiosk 
spatial sector and adequate facilities, and organize batik events and festivals. In-
creased promotion and marketing see objects classified as new, strategies for batik 
events to sell and demand and have their own image by visitors. 
 

 A B S T R A K  

Dalam rangka pengembangan ekonomi daerah,  pengembangan ekonomi lokal sesuai 
potensinya merupakan faktor yang sangat penting. Para pemilik industri batik 
menghadapi masalah dalam pemasarannya. Dalam upaya mempengaruhi keputusan 
konsumen untuk membeli, mereka harus berusaha salah satunya adalah untuk 
menarik minat konsumen. Oleh karena itu, mereka harus memperhatikan faktor 
citra dan sikap  para pemilik industri agar konsumen juga  memiliki sikap positif 
terhadap citra dari produk mereka. Tujuan dari penelitian ini adalah untuk menge-
tahui pengaruh brand image dan sikap konsumen terhadap keputusan pembelian 
secara langsung dan secara tidak langsung yang dimediasi minat beli. Populasi 
dalam penelitian ini adalah konsumen Batik Jetis Sidoarjo dengan sampel penelitian 
sejumlah 100 orang yang diambil dengan menggunakan metode judgement sam-
pling. Metode pengumpulan datanya menggunakan kuesioner. Kemudian, data 
dianalisis dengan menggunakan analisis jalur dengan progam IBM SPSS 21. 
Hasilnya menunjukkan bahwa : (1) brand image berpengaruh positif dan signifikan 
secara langsung terhadap keputusan pembelian ; (2) sikap konsumen berpengaruh 
signifikan secara langsung terhadap keputusan pembelian ; (3) Brand image dan 
sikap konsumen berpengaruh positif dan signifikan secara tidak langsung terhadap 
keputusan pembelian melalui minat beli. Saran dari penelitian ini yaitu bagi para 
pengusaha batik di Jetis Sidoarjo, hendaknya selalu berinovasi akan produk ba-
tiknya, baik dari kombinasi motif dan warnanya. Perbaikan pada sektor tata ruang 
kios dan fasilitas yang memadai, menyelenggarakan event dan festival batik. Pen-
ingkatan promosi dan pemasaran melihat objek tergolong masih baru, strategi agar 
event batik lebih menjual dan diminati serta memiliki citra sendiri oleh para 
pengunjung. 
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1. INTRODUCTION 
Today, the era of free trade and globalization are 
indicated by the wider range of products and 
services, and this causes a business competition the 
companies are facing becoming more stringent. 
With the existence of a free market, the increasingly 
wide-open marketing and competition in the 
business world is getting in higher degree. This can 
be seen from the volume of imported products into 
the Indonesian market as the impact of Indonesia's 
agreement and signatoryto the ASEAN-China Free 
Trade Area (ACFTA). With this agreement, 
imported products are free to enter the Indonesian 
market. Therefore, marketers are required to be 
more careful in addressing in determining 
competitive strategies and taking advantage of 
opportunities. Besides that, they are also required 
to be creative and innovative in order to attract the 
attention of consumers and bring interest from 
consumers to buy products offered. 

The companies should uses various media in 
marketing their products, one of which is as an 
effort to provide a good image for consumers. 
Brand image is an interpretation of the 
accumulation of various information received by 
consumers (Simamora & Lim, 2002) in Arista (2011: 
5). The company’s good image cannot be separated 
from the consumer's view of what the company 
provides and what consumers feel. According to 
Kotler (2005) it is the consumers who interpret and 
what they interpret is the information they get. 
Therefore, image information can be seen from 
logos or symbols used by companies to represent 
their products, where these symbols and logos not 
only differentiate from similar competitors but can 
also reflect the quality and vision and mission of 
the company. This image is used by companies in 
attracting consumer interest by trying to provide 
information that will be interpreted later, 
consumers who are positive about the product tend 
to have a strong desire to choose and buy the 
preferred product (Syriac, 2008: 160). 

Consumers' attitude is formed by their 
tendency to do something to the object that is the 
consumer's actions to assess an object of interest to 
be owned. Attitude as a comprehensive evaluation 
and allows someone to respond in a way that is 
beneficial or not to the object being assessed. 
Consumers who have a positive attitude towards a 
product or brand will generate interest in buying 
the product or brand. Bhaduri (2011: 11) argues 
that interest plays an important role in determining 

how people behave. The term intent to purchase 
has the purpose of purpose and is generally used to 
understand the purpose of consumers in making a 
purchase decision. The better the image of the 
product or brand, will increase the decision of 
consumers to make a purchase of a product or 
brand. 

An intent to purchase as encouragement is a 
strong internal stimuli that motivates an action, 
where this impulse is influenced by stimulus and 
positive feelings about the product (Kotler 2006: 
165; Mahendrayasa, 2014: 2). Therefore, if the 
stimulation is strong and positive, it will encourage 
consumers and increase their intent to purchase. 
Conversely, if the stimulus or impulse is weak and 
it does not affect consumers' feelings, their intent to 
purchase is weak. If the stimulus or impulse that is 
given exceeds expectations, the consumer will be 
able to accept positive or pleasant feelings so that 
they have a stronger intent to purchase and the 
impact comes a decision to buy compared to if a 
weak intent to purchase consumers will choose 
another alternative before making a purchase 
decision. 

Purchasing decisions can be defined as a process in 

which consumers assess various alternative choices and 

choose one or more alternatives that are needed based on 

certain considerations. Purchasing decisions made by 

consumers describe how far the level of influence of 

marketing efforts carried out on a product so that 

marketers must know consumer behavior in terms of 

determining their purchasing decisions. This study tries 

to see the effect of brand image and consumer attitudes 

on purchasing decisions mediated by intent to purchase-

Batik Jetis Sidoarjo. 
 

2. THEORETICAL REVIEW AND HYPOTHESIS 
DEVELOPMENT 
1. Brand Image 
As stated by Setiadi (2003: 180), brand image refers 
to the memory scheme of a brand, which contains 
the customer's interpretation of the attributes, ad-
vantages, usage, situation, users, and characteristics 
of the manufacturer or the characteristics of the 
manufacturer’s the product or brand. In addition, 
brand image is what consumers think and feel 
when they hear or see the name of a brand. Kotler 
(2005) said that consumers who interpret and what 
they interpret is the information. In this case, image 
information can be seen from logos or symbols 
used by companies to represent their products, 
where these symbols and logos do not only differ-
entiate from similar competitors but can also reflect 

* Corresponding author, email address: 1 rizkiistia@gmail.com, 2 dian_jurnal@yahoo.co.id 
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the quality and vision and mission of the company. 
Based on the description above, it can be in-

ferred that brand image is a series of descriptions of 
associations and consumer confidence in certain 
brands. A brand image of a positive product will 
encourage consumers to purchase the product ra-
ther than buying the same product with another 
brand. Besides that, logos and advertisements also 
play an important role in creating a brand image. 
The brand image that is built can be an identity and 
a reflection of the vision, excellence, standards of 
quality, service and commitment of business peo-
ple or their owners. Therefore, it is important for 
companies to pay attention to their buying behav-
ior to determine the future steps that will be taken 
to anticipate it.  
 
Measurement for brand image 

According to Shimp (2003) as in Rizan (2012: 5), 
there are three parts contained in the measurement 
of brand image. The first part is the attribute. At-
tributes are characteristics or various aspects of the 
brand advertised. Attributes are also divided into 
two parts: things that are not related to the product 
(example: price, packaging, user, and usage image), 
and things related to the product (for example: col-
or, size, design). The second about measuring the 
brand image, according to Shimp, it is the benefit. 
Benefits are divided into three parts, namely: 
1) Functional, it is the benefit that seeks to pro-

vide solutions to consumption problems or po-
tential problems that can be experienced by 
consumers. 

2) Symbolic, it is directed at the desires of con-
sumers in an effort to improve themselves, val-
ued as members of a group, affiliation, and 
sense of belonging. 

3) Experience, namely consumers that are a repre-
sentation of their desire for products that can 
provide a sense of pleasure, diversity, and cog-
nitive stimulation. 

 
Brand image building  

According to Durianto in Amanah (2011: 226), im-
age formation is called positioning. A successful 
brand is a brand that has a strong position. In order 
to position a strong brand, the brand must be 
known first. Brand recognition is the basis for the 
formation of brand associations. Various associated 
brand associations will lead to a series called brand 
image. Brand image is related to the attitudes relat-
ed to beliefs and perceptions of a brand. The more 
interconnected associations, the stronger the image 
that the brand has. Associations related to a brand 

refer to various things, namely: 
1. Product attributes 
2. Intangible attributes 
3. Benefits for consumers 
4. Relative prices 
5. Use 
6. Consumers 

 
2. Consumers Behavior 

Kotler and Keller (2008) define consumer behavior 
as the study of how individuals, groups, and or-
ganizations choose, buy, use, and place goods, ser-
vices, ideas or experiences to satisfy their wants 
and needs. In addition, Schiffman and Kanuk 
(2010) define consumer behavior as the behavior 
shown by consumers in finding, buying, using, 
evaluating, and spending products and services 
that they hope will satisfy their needs. In relation to 
it, consumer behavior is an action that is directly 
involved in obtaining, consuming, and spending 
products and services, including decisions that 
precede and follow these actions (Engel, Blackwell 
and Miniard (1995) in Sumarwan (2011: 4). Sumar-
wan (2011) states that consumer behavior is all the 
activities, actions and psychological processes that 
encourage such actions before buying, when buy-
ing, using, spending products and services after 
doing the above or evaluating activities. 

Based on the above description about consum-
ers behavior, it can be stated that consumer behav-
ior is all the activities, actions, and psychological 
processes that encourage these actions before and 
after using, the behavior shown by consumers in 
investigating, buying, using, evaluating and deter-
mining products and services and idea, where 
eventually they will get satisfaction or dissatisfac-
tion after using products or services to their needs. 
 
3. Consumers Attitudes 
Attitudes are evaluations, emotional feelings, and 
tendencies of beneficial or unfavorable and long-
lasting actions of a person against an object or idea 
(Kotler and Keller 2008). Moreover, Schiffman and 
Kanuk in Sumarwan (2011: 166) describe that in the 
context of consumer behavior, " Attitude is a ten-
dency that is learned in behaving in a way that is 
pleasing or unpleasant to a particular object ". For 
that reason, consumers’ behavior is the attitude as a 
mental mechanism that evaluates, shapes the 
views, and emotions learned determines the behav-
ior or individual towards a particular object. 
 
Function of the Consumers Behavior 
Daniel Kazt in Sumarwan (2011: 168) classifies four 
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attitudinal functions namely 
1) The Utilitarian Function 

Someone expresses his attitude towards an ob-
ject or product because he wants to benefit 
from the product or avoid the risk of the prod-
uct (punishment). 

2) The Ego-Defensive Function 
Attitude serves to protect a person (self images) 
from doubts that arise from within himself or 
from external factors that might be a threat to 
him. 

3) The Value-Expressive Function 
Attitude serves to express the values, lifestyle 
and social identity of a person. Attitudes will 
describe the interests, hobbies, activities and 
opinions of a consumer. 

4) The Knowledge Function 
Curiosity is one of the important consumer 
characters. He always wants to know many 
things, is the needs of consumers. Often con-
sumers need to know the product before they 
like it and then buy the product. 
 

Factors Influencing Attitude Forming 
Attitudes are shaped up through learning done by 
the individuals. Therefore, the attitude formation 
cannot be separated from the environment in which 
consumers do learning. According to Suryani (2008: 
175) the factors that play an important role in the 
formation of attitudes, namely: 
1) Direct experience 
2) Family influence 
3) Peers 
4) Direct marketing 
5) Mass media impressions 

 
4. Intent to Purchase 
Intent to purchase is obtained by a learning process 
and thinking processes that form a perception. This 
intent to purchase can motivate the consumers and 
recorded in their mind and becomes a very strong 
desire for them to fulfill their needs and actualize 
what is in their mind. According to Keller (1998), 
consumer interest is how likely consumers are to 
buy a brand or how likely consumers are to move 
from one brand to another. Schiffman and Kanuk 
(2010: 201) in Febiana (2014: 3) state that interest is 
wrong one psychological aspect that has a consider-
able influence on behavioral attitudes. Consumer's 
assessment of the product depends on his 
knowledge of information about the actual function 
of the product, thus consumers who are interested in 
purchasing a product are affected by the information 
received. 

Based on the description above, it can be con-
cluded that intent to purchase arises because of the 
learning process that creates a motivation for con-
sumers to fulfill their needs and is a psychological 
aspect that influences consumers' attitudes and be-
havior to buy a product that is influenced by the 
information they receive.. 
 
Factors forming intent to purchase 

Some factors that shape consumers' intent to 
purchase (Kotler, 2005): 
1) The attitude of others, the extent to which other 

people's attitudes reduce alternatives favored by 
someone will depend on two things, namely, the 
intensity of the negative nature of others to-
wards alternatives that consumers like and the 
motivation of consumers to obey the wishes of 
others. 

2) Unanticipated situation factors, this factor will 
later be able to change the customer's position  
to purchase. This depends on the customer's 
own thinking, whether he is confident in decid-
ing whether to buy an item or not. 
Swastha and Irawan (2005: 349) in Febiana 

(2014: 3) suggested that factors that influence intent 
to purchase are related to emotional feelings, if 
someone feels happy and satisfied in buying goods 
or services then it will strengthen intent to purchase, 
failure usually eliminates interest. There are no pur-
chases that occur if consumers are never aware of 
their needs and desires. Problem recognition occurs 
when consumers see a significant difference between 
what they have and what they need. 
Lucas and Britt (2003) in Mardiastika (2012: 15) say 
that aspects of intent to purchase include: 
1) Attention, there is a great attention from con-

sumers to a product (goods or services). 
2) Interest, after the attention will arise a sense of 

interest in consumers. 
3) Desire, continue with the feeling of wanting or 

having a product. 
4) Confidence, then the confidence in the individu-

al of the product arises so that it gives rise to a 
decision (the final process) to obtain it with an 
action called buying. 

5) Decision, concluded that aspects of intent to 
purchase are interests, desires and beliefs. 
Factors that influence intent to purchase are re-

lated to feelings and emotions, if someone feels hap-
py and satisfied in buying goods or services then it 
will strengthen intent to purchase, dissatisfaction 
usually eliminates interest. Super and Crites (1998) 
in Mardiastika (2012: 17) explain that there are sev-
eral factors that influence interest, namely: 
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1) Difference in work 
2) Socio-economic differences 
3) Differences in hobbies or hobbies 
4) Sex differences 
5) Age difference  

 
5. Purchase Satisfaction 

In general, decision is a selection of two or more 
alternative choices. These choices can be about the 
choice of brand, time, distribution, etc. (Schiffman 
and Kanuk, 2010: 485). In this case, Kotler and 
Armstrong (2008: 129) translate purchasing 
decisions as a process where consumers recognize 
the problem, find information about a particular 
product or brand and evaluate how well each of 
these alternatives can solve the problem which then 
leads to a purchase decision. According to Kotler 
and Armstrong (2008: 181), consumer purchasing 
decisions are buying the most preferred brand from 
various alternatives, but two factors can be between 
purchase intention and purchase decision. The first 
factor is the attitude of others and the second factor 
is situational factors. Therefore, purchase 
preferences and intentions do not always produce 
actual purchases. 

Decision making is an individual activity that 
is directly involved in obtaining and using the 
goods offered. According to Setiadi (2003: 341), 
defining a decision (decision) involves choosing 
between two or more alternative actions or 
behaviors. Decisions always require choices 
between several different behaviors. 

Based on the description above it can be 
concluded that the purchase decision is an action 
taken by consumers in purchasing a product or 
problem solving action by individuals in the 
selection of alternatives from several alternative 
solutions to problems based on the knowledge 
possessed by consumers. 
 
Factors determining consumers’ decision 

Setiadi (2003: 425-231) argues that the factors that 
influence purchasing decisions include: 
1) Consumer Purpose 
2) Consumer Purpose Hierarchy 
3) Consumer Engagement and Knowledge 
4) Environment 

 
Degree of consumers’ decision making 

Not all situations of consumer decision-making 
need the same level of information seeking. If all 
purchase decisions require a lot of effort, the 
customer's decision-making effort will be tiring 
and time-consuming. Conversely, if all purchases 

are routine, they will tend to be boring and give 
little pleasure. In a series of businesses that range 
from the highest to the lowest, the level of 
consumer decision making can be distinguished as 
follows (Schiffman and Kanuk, 2010: 487): 
1) Broad Problem Solving 
2) Limited Problem Solving 
3) Regular behavior as a response 

 
6. Hypothesis Development 
Brand image toward intent to purchase 

Shah (2012: 5) who studied the effect of brand 
image on intent to purchase explains that brand 
image has a positive effect on consumers' intent to 
purchase. He stated that the more positive the 
brand image the higher the intent to purchase and 
concludes that consumers in this study smokers 
pay attention to brand image to attract their intent 
to purchase. 

Arista (2011: 6) who examined the influence of 
brand image on the intent to purchase of Telkom 
Speedy products concluded that brand image does 
not have a significant effect on intent to purchase. 
Consumers do not choose the brand image as a 
variable that supports intent to purchase because 
consumers trust other consumers more about the 
superiority and reliability that have used Telkom 
Speedy so that consumers decide more about using 
Telkom Speedy based on the experience of other 
consumers who have used Telkom Speedy first 
Based on the two studies above, the research 
hypothesis can be made, namely: 
H1: Brand image has a positive effect on intent to 
purchase 
 
Consumers attitude toward intent to purchase 

Cheng (2011: 4) who examines the effect of 
consumer attitudes on intent to purchase and 
concludes that intent to purchase is influenced by 
consumer attitudes, the more positive the 
consumer's attitude is the higher the consumer's 
intent to purchase. 

Based on the research above, the research 
hypothesis can be made, namely: 
H2: consumer attitudes have a positive effect on 
intent to purchase. 
 
Brand image towards Decision to purchase 
Mendrofa (2010: 4) studied the effect of brand 
image on purchasing decisions and explained that 
brand image has a positive and significant effect on 
consumers' desire to buy HP brand laptops, 
concluding that brand image has a positive effect 
on purchasing decisions. A positive influence can 
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be interpreted that the more positive the brand 
image the higher the intensity of consumer 
purchases on purchasesHP brand laptops. 

Saeed et al (2013: 5) also examined factors that 
effect purchasing decisions in the clothing industry 
in Sahiwal, Pakistan but found that brand image 
did not have a significant effect on consumer 
purchasing decisions. It was concluded that 
consumers in Sahiwal did not pay attention to 
brand image in buying clothing the products. 

Based on the two studies above, the research 
hypothesis can be made, namely: 
H3: brand image has a positive effect on 
purchasing decision 
 
Consumers behavior towards purchasing 
decision 
Lendo (2013: 5) who examined the effect of 
consumer attitudes on purchasing decisions on 
online shop concludes that consumer attitudes 
have a positive effect on purchasing decisions. This 
means that the more positive consumer attitudes, 
the higher the consumer purchases at the online 
shop. It is also stated by Utami (2010: 7), that 
consumer attitudes did not affect purchasing 
decisions and concluded that the decision to 
purchase formula milk was not influenced by 
consumer attitudes. 

Based on the two studies above, the research 
hypothesis can be made, namely: 
H4: consumer attitudes have a positive effect on 
purchasing decisions 
 
Intent to purchase toward purchasing decision 

Mahendrayasa (2014: 4) who examined the effect of 
intent to purchase on the GSM card purchase 
decision concluded that intent to purchase has a 
positive and significant effect on purchasing 
decisions. This means that the more positive intent 
to purchase, the higher the decision to purchase a 
GSM card. 
Yet, Montjai's Research (2014: 9) suggests that 
consumer intent to purchase does not have a 
significant effect on motorcycle purchasing 
decisions. It was concluded that consumers in 
Manado do not pay attention to intent to purchase 
in buying a motorcycle. 
Based on the two studies above, the research 
hypothesis can be made, namely: 
H5: intent to purchase has a positive effect on 
purchasing decisions 

Based on the theoretical foundation 
presented, the following is presented in the 
theoretical framework outlined in the research 
model as shown in Figure 1. 

3. RESEARCH METHODOLOGY 
1. Population and Sample 
The population are the elements, which are usually 
of people, objects or events where we are interested 
in learning them for research (Kuncoro, 2009: 103). 
The population in this study were consumers who 
had bought Jetis Batik during August and 
September 2016. 
The sampling technique used in this research is 
nonprobability sample which means sample design 
where the sample is collected by a process where 
individuals in the population are not given the 
same opportunity to be chosen as a sample. The 
researcher used nonprobability sample technique 

because the researcher did not know the 
population of consumers who shop online to be 
used as the sample. The nonprobability sample 
technique used is judgment sampling. Judgment 
sampling is a sample chosen based on the 
researchers' assessment that 100 consumers have 
purchased Batik Jetis at a minimum of 200,000 
rupiah. 
 
Operational definition of the variables 
Brand image: A series of descriptions of consumer 
associations and beliefs about a particular brand. 
The indicators are: Quality, Awareness, Personality 
and Self Image (Iwan 2013) 
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Consumer Attitude:  
The mental mechanism that evaluates, shapes the 
views and emotions learned determines the behav-
ior or individual of a particular object. The indicators 
used are: cognitive, affective and conative (Sumar-
wan, 2011). 
 
Intent to purchase:  
Intent to purchase is obtained from a learning 
process and thought processes that form a 
perception. This intent to purchase creates a 
motivation that continues to be recorded in his 
mind and becomes a very strong desire which in 
the end when a consumer must fulfill his needs will 
actualize what is in his mind. The indicators used 
are transactional interests, preferential interests and 
explorative interests (Ferdinand, 2011). 
 
Purchase Decision:  
A decision (decision) involves choosing between 
two or more alternative actions or behaviors. 
Decisions always require choices between several 
different behaviors. Indicators used are: product 
choice, dealer choice, time choice and brand choice 
(Kotler Keller, 2006). 

 
3. Technic of Analysis 
Validity test 

Validity test is done to measure the data obtained 
after the research is valid data with a measuring 
instrument (questionnaire). The method used is 
comparing the mean or calculated from the research 
variable with the value of r table. Testing the validity 

in this study uses the help of SPSS (Statistical and 
Social Sciences) software version 21.0 for windows 
(Ghozali, 2013). 

If the value r counts> r table then the statement 
is valid. If the value of r count <r table then the 
statement will not apply. 
 
Reliability Test 
Reliability testis used to see whether the measuring 
instrument used shows consistency in measuring the 
same symptoms. Reliability testing in this study uses 
the help of SPSS (Statistical Package and Social Sci-
ence) software version 21.0 for windows. Questions 
that have been declared valid in the validity test, the 
reliability will be determined with the following 
criteria: (Ghozali, 2013). 
1) If the value of Cronbach's Alpha> 0.60 is a relia-

ble statement. 
2) If the value of Cronbach's Alpha is <0.60, the 

statement is not reliable 
 
Path analysis 
Path analysis aims to identify the pathway that 
causes a particular variable to other variables affect-
ed (Sarwono, 2012: 18). In the model of the relation-
ship between these variables, there is an independ-
ent variable which in this case is called the exoge-
nous variable and the dependent variable is called 
the endogenous variable. Exogenous variables are 
consumer attitudes and brand image. Endogenous 
variables of intent to purchase and purchasing deci-
sions. 

Figure 2 
Model of Path Analysis 

 

Path equation based on Figure 2is as follows: 
Y1 = py1x1 X1 + py1x2 X2 + ey1 
Y2 = py2x1 X1 + py2x2 X2 + py2y1 Y2 + ey2 
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4. RESULTS OF ANALYSIS 
1. Validity and Reliability Test 

Test results brand image validity (12 items) can be 
seen in table 1. 
 

Based on Table 1, it can be seen that all the ques-
tions used to measure the brand image variable 
have r counted> 0.361. This shows the twelve items 
of questions to measure a valid brand image. 

 
Table 1 

Validity Test Of Brand Image 

No rxy r table Criteria 

1 0,787 0,361 Valid 

2 0,573 0,361 Valid 

3 0,480 0,361 Valid 

4 0,529 0,361 Valid 

5 0,655 0,361 Valid 

6 0,487 0,361 Valid 

7 0,676 0,361 Valid 

8 0,510 0,361 Valid 

9 0,561 0,361 Valid 

10 0,541 0,361 Valid 

11 0,676 0,361 Valid 

12 0,625 0,361 Valid 

 
Test results Validity of consumer attitudes (9 items) can be seen in Table 2.  

Table 2 
Validity test of Consumers Attitudes 

No rxy r table Criteria 

1 0,490 0,361 Valid 
2 0,695 0,361 Valid 
3 0,764 0,361 Valid 
4 0,697 0,361 Valid 
5 0,689 0,361 Valid 
6 0,362 0,361 Valid 
7 0,653 0,361 Valid 
8 0,441 0,361 Valid 
9 0,544 0,361 Valid 

 

Based on Table 2, it can be seen that all the ques-
tions used to measure consumer attitude variables 
have r count> 0.361. This shows nine items of ques-

tions to measure valid consumer attitudes. 
Test results Validity of intent to purchase (12 items) 
can be seen in Table 3. 

 
Table 3 

Validity Test of Consumers Attitudes 

No rxy r table Criteria 

1 0,402 0,361 Valid 
2 0,510 0,361 Valid 
3 0,512 0,361 Valid 
4 0,659 0,361 Valid 
5 0,439 0,361 Valid 
6 0,524 0,361 Valid 
7 0,460 0,361 Valid 
8 0,374 0,361 Valid 
9 0,395 0,361 Valid 

10 0,534 0,361 Valid 
11 0,681 0,361 Valid 
12 0,422 0,361 Valid 
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Based on Table 3, it can be seen that all the ques-
tions used to measure consumer attitude variables 
have r count> 0.361. This shows twelve items of 

questions to measure valid consumer attitudes. 
Test results Validity of intent to purchase (10 items) 
can be seen in Table 4. 

 
Table 4 

Validity Test of Intent to Purchase 

No rxy r table Criteria 

1 0,573 0,361 Valid 
2 0,442 0,361 Valid 
3 0,469 0,361 Valid 
4 0,621 0,361 Valid 
5 0,795 0,361 Valid 
6 0,419 0,361 Valid 
7 0,533 0,361 Valid 
8 0,394 0,361 Valid 
9 0,455 0,361 Valid 

10 0,493 0,361 Valid 

 
Based on Table 5, it can be seen that all the questions 
used to measure intent to purchase variables have r 

count> 0.361. This shows ten question items to 
measure valid intent to purchase. 

 

Table 5 

Instrument Reliability Test 

No. Variables Cronbach’s  

Alpha 

Cronbach’s 

Alpha required 

Criteria 

1 Brand Image 0,729 0,70 Reliable 

2 Consumers attitudes 0,761 0,70 Reliable 

3 Intent to purchase 0,715 0,70 Reliable 

4 Purchase decision 0,736 0,70 Reliable 

 

Table 5 shows that the value of Cronbach's Alpha in 
instrument for all research variables has Cronbach's 
Alpha> 0.70, so that it can be said that the instru-

ments in this study are reliable and suitable for col-
lection and research. 

 
Figure 3 

Results of Path Analysis 

 
2. Results of Path Analysis 

Based on figure 3, it can be obtained the path equation as follows; 
a. Y1 = 0,413X1 + 0,371 X2 
b. Y2 = 0,432 X1 + 0,385 X2 + 0,633  
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Table 6 
Analysis of the Coefficient for the Direct and Indirect Effect Path 

Results of Path Analysis Path Coefficient Prob Description Hypothesis 

Brand imageintent to purchase 0,413 0,000 significant H1 accepted 

Sikap konsumenintent to purchase 0,371 0,000 significant 
H2  accept-

ed 
Brand imagepurchasing decision 0,432 0,000 significant H3 accepted 
Consumers attitudespurchase decision 0,385 0,000 significant H4 accepted 
Intent to purchasepurchasing decision 0,633 0,000 significant H5 accepted 

 

Based on Table 6, it can be described that the test of 
hypotheses is as follows: 
1. The first hypothesis (H1) states that brand im-

age affects intent to purchase. The error proba-
bility value of the brand image value has an ef-
fect on intent to purchase of 0.000 <significance 

i-
cate that the first hypothesis (H1) which states 
that brand image influences intent to purchase 
is accepted. Path coefficient value of 0.413 indi-
cates that the influence of brand image on in-
tent to purchase is 0.413. 

2. The first hypothesis (H2) states that consumer 
attitudes affect intent to purchase. The proba-
bility value of the error path value of the con-
sumer attitude affects the intent to purchase of 

lts of 
this analysis indicate that the second hypothe-
sis (H2) which states the attitude of consumer’s 
influences intent to purchase is accepted. The 
path coefficient value of 0.371 shows that the 
effect of the consume attitude on intent to pur-
chase is 0.371. 

3. The third hypothesis (H3) states that brand 
image influences purchasing decisions. The 
probability value of the brand image path error 
affects the purchasing decision of 0.000 <signif-

ysis 
indicates that the second hypothesis (H2) 
which states the attitude of consumers influ-
ences intent to purchase is accepted. Path coef-
ficient value of 0.432 indicates that the effect of 
the consume attitude on the purchase decision 
is 0.432. 

4. The fourth hypothesis (H4) states that the atti-
tude of consumption influences purchasing de-
cisions. The probability value of the brand im-
age path error affects the purchasing decision 
of 0.000 <signific .05. The results 
of this analysis indicate that the fourth hypoth-
esis (H4) which states consumer attitudes in-
fluence the purchase decision is accepted. The 
path coefficient value of 0.385 indicates that the 
effect of the consume attitude on the purchase 

decision is 0.385. 
5. The fifth hypothesis (H5) states that intent to 

purchase influences purchasing decisions. The 
value of the probability of error in the path of 
intent to purchase affects the purchase decision 
of 0,000 <significance level (.) 0,05. The results 
of this analysis indicate that the fifth hypothe-
sis (H5) which states intent to purchase influ-
ences the purchase decision received. Path coef-
ficient value of 0.633 indicates that the effect of 
intent to purchase on purchasing decisions is 
0.633. 

  
5. CONCLUSION, LIMITATION, SUGGESS-

TION, AND IMPLICATION  

First of all, it has been proved that brand image has a 
positive and significant effect on intent to purchase. 
This means that the better the brand image of a batik 
product, the higher the consumer's intent to pur-
chase for the Jetis Batik Sidoarjo. Likewise, if the 
brand image is lower, the intent to purchase will also 
decrease. Secondly, consumer attitudes have a posi-
tive and significant effect on intent to purchase. This 
means that the better the attitude of consumers of a 
batik product, the higher the consumer's intent to 
purchase in Jetis Batik, Sidoarjo. Likewise, if the atti-
tude of consumers is lower, then intent to purchase 
will also decrease. 

Thirdly, brand Image has a positive and signifi-
cant effect on purchasing decision. This means that 
the better the brand image of a batik product, the 
easier it will be for consumers to make decisions in 
purchasing the batik in Sidoarjo. Likewise, the lower 
brand image will make consumers reluctant to buy 
the batik. Consumer attitudes have a significant ef-
fect on purchasing decisions. This means that the 
better the attitude of consumers, affecting the con-
sumers in buying batik products in Sidoarjo. The 
positive attitude towards batik in Sidoarjo does not 
affect consumers to decide to buy. 

Fourth, intent to purchase has a positive and 
significant effect on purchasing decisions. This 
means that the higher consumer’s intent to purchase 
for batik products in Sidoarjo, the more consumer 
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decision making will be in buying the batik in Si-
doarjo. The opposite is true if low intent to purchas-
es will make consumers reluctant to buy the batik. 

The fifth is that brand image has a positive and 
significant effect on purchasing decisions mediated 
by intent to purchase. This means that if the brand 
image gets better, the intent to purchase and con-
sumer purchasing decisions also increase. Likewise, 
if the brand image is lower thanintent to purchase 
and purchasing decision making will also decrease. 
The total indirect effect of brand image on purchas-
ing decisions through intent to purchase is greater 
than the direct effect of brand image on purchasing 
decisions< For that reason, the intent to purchase  
can be  said as a mediating variable. 

 The sixth is that consumer attitudes have a pos-
itive and effect on purchasing decisions mediated by 
intent to purchase. This means that if consumer atti-
tudes are better, purchase and consumer purchasing 
decisions also increase. Likewise vice versa if con-
sumer attitudes are lower thanintent to purchase 
and purchasing decision making will also decrease. 
The total indirect effect of consumer attitudes on 
purchasing decisions through intent to purchase is 
greater than the direct influence of consumer atti-
tudes on purchasing decisions, so intent to purchase 
can be a mediating variable. 

It can be implied that brand image of batik 
product is important and therefore the producers 
should pay attention to this factor. They have to cre-
ate and provide more information so that the con-
sumers can have awareness of batik products in Jetis 
Sidoarjo. 

In this study, the researcher also suggests those 
who have want to do a study on the same research 
as follows: 

1. For batik jetis in sidoarjo, in connection with 
the image of batik jetis in sidoarjo, they also should 
develop product innovation, so that the image of 
batik in sidoarjo is positive. The better the image or 
the greater the awareness of consumers is. It will be 
the brand (awareness) that can encourage potential 
consumers to buy batik products because consum-
ers have more familiar with the brand of their batik 
products. 

In connection with the choice of distributor or 
place, they should improve especially the spatial 
sector for kiosks, a neat and clean canteen envi-
ronment that can more accurately reflect that this 
object is orderly and beautiful. Then make ade-
quate and adequate facilities so that visitors are 
comfortable when shopping. 

Finally, in connection with the lack of infor-
mation about batik, they should hold batik events 

or batik festivals in sidoarjo so that consumers 
know and like batik products and purchase these 
batik. 
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 A B S T R A C T  

The purpose of this research is to provide a description of the implementation of ethics 
business in creative industry in Indonesia. This study focuses on understanding the 
Business Ethics Index (BEI) in Indonesia, especially for the creative industry in 
millennial generation perception. This study uses survey method with 136 
respondents who are millennial generation. In addition, this research also uses 3 
subsectors, namely culinary industry, art industry, and showbiz industry. Sampling 
is done by accidental sampling. The measurement of BEI is done using 4 dimensions, 
namely "personal - vicarious" and "past - future". The result of the study shows that 
millennial generation in Indonesia is open with global culture. From BEI calculation, 
it is found that BEI value for creative industry both general and specific in Indonesia 
get the result above 100 equal to developed country. The result of the research shows 
that there is no significant difference of BEI between subsector of creative industry in 
Indonesia and BEI each subsector with BEI categorized industry in Indonesia. This 
can be interpreted that Y / millennial generation in Indonesia is an open generation, 
they are not sensitive to ethical behavior in the creative industry 
 

 A B S T R A K  

Tujuan dari riset ini adalah memberikan deskripsi mengenai implementasi bisnis 
ethics pada industry kreatif di Indonesia, Studi ini focus untuk memahami Business 
Ethics Index (BEI) di Indonesia, khususnya untuk industri kreatif dalam persepsi 
generasi milenial. Studi ini  menggunakan metode survey dengan 136 responden 
yang merupakan generasi milenial. Di samping itu, penelitian ini juga 
menggunakan  3 subsektor, yaitu  kuliner industri, art industry, dan showbiz 
industry.  Pengambilan sample dilakukan dengan menggunakan accidental 
sampling. Pengukuran BEI dilakukan dengan menggunakan 4 dimensi yaitu 
“personal – vicarious” dan “ past-future”. Hasil studi menunjukkan bahwa 
generasi milenial di Indonesia terbuka dengan global culture,  Dari perhitungan 
BEI, didapatkan hasil bahwa nilai BEI untuk industri kreatif baik secara umum 
maupun khusus di Indonesia mendapatkan hasil di atas 100 menyamai negara 
maju. Hasil penelitian menunjukkan bahwa tidak ada perbedaan signifikan BEI 
antara sub sector industry kreatif di Indonesia dan BEI masing masing subsector 
dengan BEI industry kratif di Indonesia. Hal ini dapat diartikan bahwa generasi 
Y/milenial di Indonesia merupakan generasi terbuka, mereka tidak sensitive pada 
perilaku etis pada industry kreatif 

  

1. INTRODUCTION 
The application of business ethics has a significant 
value in business. Today, more and more 
companies are concerned with ethical issues, as it is 
due to the condition such as the wider the welfare 
of society. In addition, companies that run their 
business ethically tend to survive in the higher 
competition and turbulence, In this era of 
globalization, even business ethics, corporate social 
responsibility, good corporate governance become 

a key issue in business activity. This is due to the 
fact that business enterprises have to survive in the 
competition. They requires two main things, 
namely maximizing profit and increasing 
satisfaction of all stakeholders. Unethical actions 
will get a negative response from the society in 
general, which can impact on the welfare of the 
company. 

The application of business ethics is also 
generally performed firstly on established and 
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multinational companies. In general, it has been 
done in a country that has advanced, and has a 
high GDP. The results of measurements by Tsalikis 
& Seaton (2007), Tsalikis & Lassar (2009), Talikis, 
Seaton & Sheperd (2014), and Tsalikis (2015) 
confirm that business ethics index (BEI) in some 
developed countries (America, Spain, Latin and 
European) is higher than in some developing 
countries (Egypt and Turkey). However, the 
difference occurs especially when the Internet has 
not been too rapidly developed. The development 
of the internet especially very rapidly in the last 
two years. Nowadays in the midst of high and fast 
flow of information to all parts of the world. It is 
necessary to reevaluate whether high BEI only 
occurs in developed countries, or is it the same in 
developing countries, related to the rapid 
communication online. 

 Millennial generation or Y generation today 
has gained a lot of information related to the 
business ethics of profit companies in various 
countries. These generations can now be said to be 
part of a global culture. The Internet makes the 
cultures of different countries move in the same 
direction. This makes the trigger of this research, 
namely whether the assessment of IDX in 
developing countries has equaled the developed 
countries. 

Assessment of business ethics is mainly done 
in the creative industries. Currently, the creative 
industry is growing rapidly especially in Indonesia. 
The creative industry in Indonesia is a significant 
contributor to Gross Domestic Product (GDP). In 
2016, the creative industry in Indonesia contributes 
Rp 642 trillion or 7.05% of the total GDP 
(www.bisnis.tempo.co). According to the Ministry 
of Trade, there are 15 sectors in the creative 
industry consisting of performing arts, visual arts, 
television and radio, gaming applications, 
architecture, interior design, visual communication 
design, advertising, music, publishing, 
photography, product design, fashion. , animation 
and video movies, handicrafts and culinary. The 
highest contribution came from several sub sectors 
namely fashion (32.3%), culinary (31.5%) and craft 
/ Art (25.8%) (www.bisnis.tempo.co). 

In connection with the growth of the fashion 
industry, there are many local clothing brands in 
Indonesia. For example Dagadu from Yogyakarta, 
Cak-Cuk from Surabaya, Joger from Bali is a 
famous local clothing brand in Indonesia. The 
increasing number of local clothing brands is 
causing higher competition. To differentiate with 
competitors, local clothing brands try to adapt to 

local wisdom in every area. For example Cak-Cuk 
in Surabaya, its own brand "Cak-Cuk" comes from 
Java, especially the language of Surabaya. The term 
Cak means the brother and the term Cuk comes 
from Jancuk which has imprecise meaning like 
sarcasm. A similar phenomenon occurs in the 
culinary industry. For example, meatballs are 
served not in the bowl but in the cupboard, ice 
cream served at a closet-shaped place then in the 
craft industry, in Bali. We often see sculptures with 
improper designs such as nudity. This 
phenomenon is a dilemma, some people tend to 
agree that creativity should not be limited but some 
people tend to have different points of view. 

In general, creative industries tend to have 
dilemmatic ethical issues. Companies tend to focus 
on creating and producing creative products and 
they tend to ignore ethical issues. The main focus of 
this research is on the implementation of BEI and 
consumer perceptions of business ethical behavior 
in the creative industries. Since Indonesia is an 
eastern country that respects civility and suitability, 
the researchers try to test the customers' 
perceptions of ethical issues in the creative 
industries. The photo from the Business Ethics 
Index (BEI) by Tsalikis and Lassar (2009), we try to 
measure consumer perceptions about business 
ethical behavior in Indonesia where Muslim is 
dominant. 

   
 
2. THEORETICAL FRAME WORK 
Consumers and Business Ethics  
Shaw and Shiu, 2003 found that there was an effect 
of ethical criteria on consumer behavior. In this 
case, the consumer's ethical perceptions may 
depend on their individual product criteria and 
value system. Some findings suggest that the 
ethical behavior of firms that lie behind the 
importance of image, fashion, and price (Carrigan 
and Attalla, 2001). It is said that ethical behavior 
may be secondary when companies make 
purchasing decisions. As a justification, Carrigan 
and Attalla (2001) state that consumers often lack 
information to assess whether the company's 
actions are ethical or not. 

Shaw et al (2003) also argue that consumer 
identity is an important concept in ethical studies. 
In addition, Shaw et al (2003) argues that ethical 
consumers can make ethical choices because ethical 
issues are an important part of their self-identity. 
According to this theory, consumers' perceptions of 
ethics may vary depending on their identity. 
Someone may use or buy a product that reflects his 
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or her identity. Regarding the phenomenon in 
Indonesia, one can buy clothes with certain words 
because according to its value. Conversely, a 
person may tend to boycott or unwilling to 
recommend unethical products such as clothing 
with sarcastic words or with the contents of nudity. 

In Indonesia, customer rights are protected by 
consumer protection laws, ie Law No. 8 of 1999. In 
paragraph 2, stated that consumer protection is 
based on benefits, balance, balance, security and 
consumer safety and legal certainty. The 
consumer's right, under paragraph 4, is as follows: 
Right to comfort, safety and safety in consuming 
and / or services; The right to choose goods and / 
or services and to obtain goods and / or services in 
accordance with the exchange rate and conditions 
and promised warranties; Right to true, clear and 
honest information about conditions and guarantee 
of goods and / or services; The right to be heard or 
complained about goods and services paid; Rights 
to appropriate advocacy, protection and custodial 
protection measures. Right to get coaching and 
consumer education; Right to be treated or served 
properly and honestly and non-discriminatory 
Right to get compensation. 

  
Business Ethics 

The word ethics came from the Greek word of 
ethos which means 'character'. Ethics deals with the 
individual characters and moral rules that govern 
and limit our behavior (Shaw, 2010). Ethics is 
systematizing, defending, and recomending 
concepts of right and wrong conduct and it is 
stated that ethics is concerned with understanding 
the difference between thinking and acting good 
and bad, using decision making to act that does not 
hurt other phak (Weiss, 2014). By using the 
definition, ethics can be likened to morality, since 
morality is the standard that individuals or groups 
use to establish good and bad, right and wrong 
(Velasques, 2014). But furthermore, ethics is also a 
branch of philosophy that deals with behavior 
problems that are considered good and bad. In this 
case, Ethics questions whether or not the standard 
is grounded. 

The most important one is about defining 
Ethics that was also done by Fountain (2012), who 
considers ethics an acronym E (everyone is 
responsible) T (Tone at the top is essential H 
(Honesty is still the best policy) I (Integrity can be a 
measure of Ethics) C (Corporate responsibility & 
communication must be prevalent) S (Silence is not 
Acceptable) 

More specifically, Business Ethics is a science 
that discusses what is right and wrong, good and 
bad in the business context (Shaw, 2010). And the 
scope of business ethics can involve relating to 
business issues within an enterprise (between 
employees, employees with superiors, employees 
with companies), inter-firm business issues (such as 
business competition); companies with 
stakeholders (such as companies with 
communities, companies with government etc). 
Business ethics can have macro systemic issues, 
corporate-level issues as well as individual issues 
(Velasques, 2014) 
 
BEI ( Business Ethics Index )  
The Business Ethics Index (BEI) is a measuring tool 
developed by Tsalakis with a series of research 
(Tsalikis & Seaton, 2007; Tsalikis & Lassar, 2009; 
Talikis, Seaton & Sheperd, 2014; and Tsalikis, 2015). 
BEI is measured using 4 dimensions, namely 
consumer perceptions of the company's ethical 
behavior seen from 1. The general condition based 
on past personal experience 2. General condition 
based on experience for future projections 3. 
General conditions based on news observations on 
past experiences 4. General conditions based on 
observations news on future projections. For that 
reason,  BEI provides a measure of the general 
condition of an industry both in the past and 
future. It is also based based on its own experience 
and  observations from media news.  

BEI measurement was carried out by Tsalakis 
(2007) by comparing BEI to developed countries, 
namely UK, Germany, Spain and US. From the 
analysis of the 4 countries, it is known that 
Germany has a BEI below 100 both for past 
vicarious BEI, personal BEI Future and BEI 
Vicarious future. This can be interpreted by 
consumers in Germany to be more sensitive to the 
issue of ethica than UK, Spain and US. This is 
possible because German consumers have a 
stronger culture seen from politeness than other 
European countries.  
 
Environmental Change and Global Culture 

The development of business ethics is different 
between developed and developing countries 
(Tsalikis & Lassar, 2009), but current developments 
can change this condition. The development of 
internet and gadgets has changed various things 
(Weiss 2014). Changes occur both in the micro and 
macro environment, individuals and institutions. 

Cultural change in the era of disruptive 
innovation is increasing rapidly, especially for 
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millennial generations. Millennials that exist in this 
enjoy existing changes, will produce a generation 
that is more technologically literate. This makes the 
culture adopted will be more in line with a culture 
that is more open to other cultures, even making 
the new generation more accepting of global 
culture than its local culture. For example, Weiss 
(2014) states "These environments are increasingly 
merging into a global system of dynamically 
interrelated interactions among business and 
economies. We must think globally before acting 
locally ". With all the changes that exist, the 
problem of differences in business ethics in 
developing countries and developed countries can 
be said to be less relevant anymore. 
 
3. RESEARCH METHOD  
In this research, the main requirements as 
respondents are those from generations Y (+ 17-37 
years). This generation was chosen because this 
group has been exposed to the development of 
technology and the internet. They are 136 high 
school students and students in Surabaya (aged 17-
34 years). They were given questionnaires directly 
about the BEI both for the creative industry in 
general and for each of the culinary industries, 
shows and fine arts. This study uses the three 
largest creative industry sub-sectors in Indonesia, 
namely the industrial culinary subsector, the 
subsector show biz / entertaint industry, and the 
industrial art subsector 

 Sampling was used purposive sampling, 
namely the determination of samples with certain 
considerations. For example, individual consumers 
of millennial generation who have consumed 
creative industry products / services in Indonesia 

BEI measurement is carried out using 4 
dimensions, namely personal-vicarious and past-
future. The formula used for measuring BEI is 
using the following formula: 
1) For the Personal/Past and Vicarious/Past 

questions : 
(% Very Ethical - % Very Unethical) + (% 
Somewhat Ethical - % Somewhat Unethical) 
+ 100 

2) For the Personal/Future and Vicarious/Future 
questions : 
(% More Ethically - % More Unethically) + 100 

 
4. DATA ANALYSIS AND DISCUSSION  
BEI measurement results for the creative industry 
in Indonesia have had surprising results. All BEI 
values are above the value of 100. The value over 
100 indicates that the consumer sentiments while 
BEI is under 100 indicates negative consumer 
sentiments (Tsalakis & Lassar, 2009). Therefore, BEI 
in Indonesia in general for the creative industry is 
as high as the BEI from developed countries such 
as Tsalakis research, even for some items higher 
than developed countries (Tsalikis & Seaton, 2007, 
Tsalikis & Lassar 2009, Talikis, Seaton & Sheperd 
2014, and Tsalikis, 2015).  

 
Table 1. BEI in General Creative Industry 2017 

BEI Component 

BEI_Personal/Past 100.36 
BEI_Vicarious/Past 100.07 

BEI_Personal/Future 100.13 

BEI_Vicarious/Future 100.12 

 
From Table 1. it appears that there is no significant 
difference between the current state of ethics of 
creative business people and future circumstances, 

in the perceptions of respondents from millennial 
generations. 

 
Table 2 BEI in Some Creative Industry 

Types of BEI BEI in Culinary industry BEI in Show-Biz industry BEI in Art Industry 

BEI_Personal/Past 100.17 100.04 100.15 
BEI_Vicarious/Past 100.13 100.01 100.18 

BEI_Personal/Future 100.44 100.43 100.39 
BEI_Vicarious/Future 100.48 100.49 100.46 

 
Furthermore, researchers try to explore the 

condition more by looking at the BEI from several 
types of creative industries. From the different tests 
conducted, there were no significant differences 

between industry groups with each other. Or in 
other words, respondents gave positive sentiments 
to the creative industry today and in the future. 
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Based on the BEI, in general or specifically in 
the three largest creative industries in Indonesia, it 
was found that similar indices in the three 
industries both in the past and in the future were 
less than 100. This shows that businesses in 
Indonesia already know business ethics. Moreover, 
there are interesting issues revealed in this study. 
First, most respondents are 15-30 years old, which 
means they are Gen Y and Millennials. They are 
also called digital generation, a generation that is 
familiar with the use of information and 
technology.  

The development of information and 
technology at this time makes the world limit 
diminish, one can access information about a 
country from various countries, and regardless of 
the content of information that gives positive or 
negative benefits to them. In other words, gen Y 
and Milenials are open-minded generations, 

especially for new things than previous 
generations. On the other hand, the problem of 
business ethics can be universally shared in a 
multinational manner (Weiss, 2014) 

When viewed on each of the dimensions of the 
BEI measurement, the results are different for each 
industry, especially in the dimensions of the BEI 
Personnel and BEI-Vicarious-Future. In the 
Personal-Past measurement dimension there is no 
difference in the significance of the creative 
industry BEI in general with the BEI in each of the 
culinary industry subsectors, the ShoqBiz subsector 
and the Art Subsector. Likewise, there were also no 
significant differences in BEI in each of the 
subsectors studied, namely the culinary BEI 
subsector, the BEI subsector Show-Biz and the BEI 
of the art subsector. 

This can be seen in Table 3, that all significance 
levels are above 0.05 

  
Table 3 BEI Personal- Past at 

General BEI and  Subsector of Culinary, Showbiz, and Art Industries 

Paired Samples Test 

  

Paired Differences 

t df 
Sig. (2-
tailed) 

Mean 
Std. 

Deviation 

Std. 
Error 
Mean 

95% 
Confidence 

Interval of the 
Difference 

Lower 
Uppe

r    

Pair 1 BEI_UMUM_PP - KUL_PP 0.00000 1.24722 0.10695 -0.21151 0.21151 0.000 135 1.000 

Pair 2 BEI_UMUM_PP - PER_PP 0.12500 1.19528 0.10249 -0.07770 0.32770 1.220 135 0.225 

Pair 3 BEI_UMUM_PP - KRI_PP -0.00735 1.05757 0.09069 -0.18670 0.17200 -0.081 135 0.935 

Pair 4 KUL_PP - PER_PP 0.12500 1.18282 0.10143 -0.07559 0.32559 1.232 135 0.220 

Pair 5 KUL_PP - KRI_PP -0.00735 1.05055 0.09008 -0.18551 0.17080 -0.082 135 0.935 

Pair 6 PER_PP - KRI_PP -0.13235 1.08736 0.09324 -0.31675 0.05205 -1.419 135 0.158 

 

Based on Table 4, it is known that for the 
Vicarious - Past BEI, which is based on 
observations of various media in the past, there 
was no significant difference between the general 
creative industry BEI in general and the BEI in each 
of the creative industry subsectors studied. Also 
can be seen in Table 4 which shows a significance 
value greater than 0.05. Likewise, there is no 
significant difference in the culinary BEI subsector 
and with the Showbiz subsector, even though the 
BEI subsector is Culinary Art with the BEI 
subsector Art. 

However, there are different results, namely 
there are significant differences in the measurement 
of BEI Vicarious-Past especially between the Show-
Biz subsector and the Art Subsector (0.017). This 
can be interpreted as having a different ethical 
perspective, based on respondents' past media 
observations in assessing business ethics in the 
show-Biz sub-sector creative industry with the Art 
subsector. This is possible because the mass media 
in the past reported with different frequencies 
regarding the creative industry of the Show-Biz 
subsector with the Art subsector 
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Table 4 BEI Vicarious- Past 
An  General BEI and Subsectors Culinary, Showbiz, and Art Industries 

Paired Samples Test 

  

Paired Differences    

Mean 
Std. 

Deviation 

Std. 
Error 
Mean 

95% Confidence 
Interval of the 

Difference 
t df 

Sig. (2-
tailed) 

Lower Upper 
   

Pair 1 BEI_UMUM_VP - KUL_VP -0.06618 1.24842 0.10705 -0.27789 0.14554 -0.618 135 0.538 

Pair 2 BEI_UMUM_VP - PER_VP 0.07353 1.13941 0.09770 -0.11970 0.26676 0.753 135 0.453 

Pair 3 BEI_UMUM_VP - KRI_VP -0.13971 1.15581 0.09911 -0.33571 0.05630 -1.410 135 0.161 

Pair 4 KUL_VP - PER_VP 0.13971 1.16856 0.10020 -0.05846 0.33788 1.394 135 0.166 

Pair 5 KUL_VP - KRI_VP -0.07353 1.22100 0.10470 -0.28059 0.13354 -0.702 135 0.484 

Pair 6 PER_VP - KRI_VP -0.21324 1.02854 0.08820 -0.38766 -0.03881 -2.418 135 0.017 

 
Table 5 shows that based on the Personal-
Future dimension there is a significant 
difference between the IDX of the creative 
industry in general and the IDX in each of the 
creative industry subsectors studied, which 
can be seen as a significance level of 0,000. This 
indicates that based on one's own experience 
by looking at the future. Respondents gave 
different responses to the creative industry 
subsector in general compared to the 
responses in each industry sub-sector studied. 
This can happen because there are many 
creative industry subsectors (16 sub-sectors). 

That information can be seen in only 3 
sub-sectors, besides the personal experience of 

respondents will shape their perceptions of 
business ethics in the future to be more open 
to the creative industry in general, but there 
are still obstacles for certain subsectors, 
especially the culinary creative industry 
subsector, subsector Show -biz and Art 
subsector. However, when viewed from the 
differences in the BEI of each of the creative 
industry subsectors studied, there is no 
significant difference, this can be seen at the 
significance level above 0.05 (culinary with 
Show-Biz of 0.641; Culinary with Art of 0.213 
and Show-Biz with Art of 0.329) 

 
Table 5 BEI Personal- Future 

At General BEI General and Subsectors of Culinary, Showbiz and Art Industries 

Paired Samples Test 

 

Paired Differences 
   

Mean 
Std. 

Deviation 

Std. 
Error 
Mean 

95% Confidence 
Interval of the 

Difference 

t df 
Sig. (2-
tailed) Lower Upper 

Pair 1 BEI_UMUM_PF - KUL_PF -0.33824 0.76226 0.06536 -0.46750 -0.20897 -5.175 135 0.000 

Pair 2 BEI_UMUM_PF - PER_PF -0.31618 0.76693 0.06576 -0.44624 -0.18612 -4.808 135 0.000 

Pair 3 BEI_UMUM_PF - KRI_PF -0.26471 0.80033 0.06863 -0.40043 -0.12898 -3.857 135 0.000 

Pair 4 KUL_PF - PER_PF 0.02206 0.55065 0.04722 -0.07132 0.11544 0.467 135 0.641 

Pair 5 KUL_PF - KRI_PF 0.07353 0.68456 0.05870 -0.04256 0.18962 1.253 135 0.213 

Pair 6 PER_PF - KRI_PF 0.05147 0.61246 0.05252 -0.05239 0.15534 0.980 135 0.329 
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Table 6 BEI Vicarious - Future 
At General BEI and Subsectors of Culinary, Showbiz, Art Industries 

Paired Samples Test 

 

Paired Differences    

Mean 
Std. 

Deviatio
n 

Std. 
Error 
Mean 

95% Confidence 
Interval of the 

Difference 

t df 
Sig. (2-
tailed) Lower Upper 

Pair 1 BEI_UMUM_VF - KUL_VF -0.36029 0.90818 0.07788 -0.51431 
-

0.20628 
-4.627 135 0.000 

Pair 2 BEI_UMUM_VF - PER_VF -0.50000 0.85201 0.07306 -0.64449 
-

0.35551 
-6.844 135 0.000 

Pair 3 BEI_UMUM_VF - KRI_VF -0.34559 0.88090 0.07554 -0.49498 
-

0.19620 
-4.575 135 0.000 

Pair 4 KUL_VF - PER_VF -0.13971 0.75201 0.06448 -0.26724 
-

0.01218 
-2.167 135 0.032 

Pair 5 KUL_VF - KRI_VF 0.01471 0.79801 0.06843 -0.12063 0.15004 0.215 135 0.830 

Pair 6 PER_VF - KRI_VF 0.15441 0.72907 0.06252 0.03077 0.27805 2.470 135 0.015 

 
Table 6 shows that the BEI in the Vicarious-Future 
Dimension is relatively the same as the BEI 
Personal-Future dimension. Here, there are 
significant differences between the creative 
industries of BEI in general and the BEI in each of 
the creative industry Subsectors studied. Can be 
seen a significance level of 0,000. This indicates, it is 
based on media observations by projecting in the 
future. Respondents gave different responses to the 
creative industry subsector in general compared to 
the responses in each industry sub-sector studied. 
This can happen because there are many creative 
industry subsectors (16 sub-sectors). In this study, 
only 3 sub-sectors were seen. In addition, exposure 
to intense media will result in more open 
perception of respondents' perceptions about the 
business ethics of the creative industry in general. 
The results also showed that there was no 
significant difference between the BEI of   Culinary 
and Art industry subsectors. This can be seen at a 
significance level of 0.830 
 
5. CONCLUSION, IMPLICATIONS AND 

LIMITATION  
This research focuses on certain generations who 
are 15-30 years old or called Generation Y / 
millennial generations. Millennial generation is the 
generation that faces information disclosure. This 
generation also has different characteristics with 
the older generation (Generation X). This study 
found that the creative industry BEI above 100, 
both in the creative industry BEI in general and in 
the BEI in each subsector, were studied in the 
culinary subsector, the showbiz subsector, and the 
Art subsector. This is no different from BEI in 

developed countries such as the results of BEI 
measurements that have been carried out by 
Tsalakis in Spain, Germany, UK and USA.  

Millennial generation in Indonesia has an open 
nature to culture from outside countries. 
Millennials are less sensitive to ethical views, given 
that Indonesia is famous for its polite eastern 
customs. This is possible because information 
exposure is so easy with the presence of the 
internet. Besides that. Millennial generation is faced 
with strong information disclosure, with the 
presence of many social media such as YouTube, 
Twitter, Facebook etc. The number of social media 
makes their relationship not restricted to the 
region. They easily communicate with individuals 
from other countries, so they easily accept the 
culture of other countries. This condition affects the 
milleneal generation in the assessment of ethical 
values or not towards a certain behavior.  

In this study, 4 BEI measurements were used, 
namely Personal -Past; Vicarious -Past; Personal-
Future, and Vicarious -Future. In the dimension of 
measurement of Personal-Past and Vicarious-Past, 
there was no significant difference in the creative 
industry BEI in general with BEI in each subsector 
of the culinary industry, the Show-Biz subsector, 
and the Art Subsector. Likewise, there were no 
significant differences in BEI in each of the 
subsectors studied, namely the culinary subsector, 
the BEI subsector, Show-Biz and the BEI subsector 
Art. Relatively different results when the BEI on the 
Personal-Futures and Vicarious Future, namely 
there were significant differences in the 
measurement of the general BEI and BEI in each 
subsector. This is possible because personal 
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knowledge and media coverage will shape the 
perception of business ethics in the future that is 
different for each industry sub-sector, highly 
dependent on the incessant reporting of media in 
certain subsectors compared to other subsectors. 

This study has many limitations, among 
others: One, this study only examined three sub-
sectors, namely the Culinary, Show-Biz and Art 
subsector, in the next research needs to be done in 
other creative industry subsectors, or in other 
industrial sectors compared to the creative industry 
sector. Second,, this study only focuses on 
millennial generations, in subsequent studies and 
therefore,  it is recommended to use different 
generations such as generation X and generation Z, 
and differentiate how BEI according to different 
generations. Three research results show that the 
BEI in each subsector has a significant difference 
especially in the personal-Future BEI and 
Vicarious-Flexure, so that in the future it is 
necessary to examine antecedent variables that 
influence the ethical views / concepts of the 
consumer. 
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Appendix 
Exhibit 1 

BEI as General, Please choose and mark the best one ! 

Questions 
Very  

unethically 
Somewhat  
unethically 

Neither 
nor 

Somewhat  
ethically 

Very  
ethically 

Based  on your own experiences  as a 
consumer in the  past year,  businesses  
you  dealt with  generally  behaved 

VU SU N SE VE 

Based  on what  you  heard  from  others  
or the  media  in the past year,  businesses  
behaved 

VU SU N SE VE 

Questions 
More 

unethically 
About  the  same 

More  
ethically 

Based on your own experiences as a 
consumer last year, do you expect 
businesses in the coming year  to behave? 

ME ATS ME 

Based on what you heard from others or 
the media last year, do you expect 
businesses in the coming year to behave? 

ME ATS ME 

 
BEI Measurement for Businessmen of Culinary Subsector 

Questions 
Very  

unethically 
Somewhat  
unethically 

Neither 
nor 

Somewhat  
ethically 

Very  
ethically 

Based on your own experiences  as a 
consumer in the  past year,  how is the 
behavior of businessmen culinary 
industry? 

VU SU N SE VE 

Based on what  you  heard  from  others  or 
the  media  in the past year, how is the 
behavior of businessmen culinary 
industry? 

VU SU N SE VE 

Questions 
More 

unethically 
About  the  same 

More  
ethically 

Based  on your own experiences  as a 
consumer last year,  How do you expect 
the behavior of culinary industry 
businessmen in the coming year? 

ME ATS ME 

Based on what  you  heard  from  others or 
the media  last year,  How do you expect 
the behavior of culinary industry 
businessmen in the coming year? 

ME ATS ME 
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BEI Measurement for Businessmen of Performing Arts Subsector 

Questions 
Very  

unethically 
Somewhat  
unethically 

Neither 
nor 

Somewhat  
ethically 

Very  
ethically 

Based  on your own experiences  as a 
consumer in the  past year,  how is the 
behavior of Businessmen Performing Arts ? 

VU SU N SE VE 

Based  on what  you  heard  from  others  
or the  media  in the past year, how is the 
behavior of Businessmen Performing Arts ? 

VU SU N SE VE 

Questions 
More 

unethically 
About  the  same 

More  
ethically 

Based  on your own experiences  as a 
consumer last year,  How do you expect 
the behavior of Performing Arts industry 
businessmen in the coming year? 

ME ATS ME 

Based on what  you  heard  from  others or 
the media  last year,  How do you expect 
the behavior of Performing Arts industry 
businessmen in the coming year? 

ME ATS ME 

 
BEI Measurement for Businessmen of Kriya Subsector 

Questions 
Very  

unethically 
Somewhat  
unethically 

Neither 
nor 

Somewhat  
ethically 

Very  
ethically 

Based  on your own experiences  as a 
consumer in the  past year,  how is the 
behavior of Businessmen in the Kriya 
Subsector? 

VU SU N SE VE 

Based on what  you  heard  from  others  or 
the  media  in the past year, how is the 
behavior of Businessmen in the Kriya 
Subsector? 

VU SU N SE VE 

Questions 
More 

unethically 
About  the  same 

More  
ethically 

Based  on your own experiences  as a 
consumer last year,  How do you expect 
the behavior of Kriya Subsector 
businessmen in the coming year? 

ME ATS ME 

Based on what  you  heard  from  others or 
the media  last year,  How do you expect 
the behavior of Kriya Subsector 
businessmen in the coming year? 

ME ATS ME 
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 A B S T R A C T  

This study focuses on the micro-scale enterprises. The motivation of this 
study is to assist the parties in direct contact in order to know how the pat-
tern of accounting records that had been done by the practitioners of SMEs is 
and what barriers they had experienced related to the production of financial 
statements simple. This study included in the exploratory study, collected 
data through interview, observation and documentation. The results of the 
study at 38 micro business unit showed 58% had evidence of financial trans-
actions, but only 28% who take records of these transactions either into the 
cash book and the sales book. Some of the obstacles faced by entrepreneurs 
include difficulty separating personal wealth and their business interests, 
evidence of transactions forget to be stored, for trade and manufacturing 
businesses having problems calculating inventory and cost of sales. 

 
 A B S T R A K  

Penelitian ini berfokus pada usaha mikro. Motivasi penelitian ini adalah 
membantu pihak-pihak yang berhubungan langsung dengan UMKM, untuk 
mengetahui bagaimana pola pencatatan akuntansi yang telah dilakukan oleh 
pelaku UKM dan hambatan yang mereka hadapi terkait dengan pembuatan 
laporan keuangan mulai dari yang sederhana. Penelitian ini termasuk dalam 
penelitian eksplorasi, pengumpulan data melalui wawancara, observasi dan 
dokumentasi. Hasil penelitian pada 38 unit usaha mikro menunjukkan 58% 
memiliki bukti transaksi keuangan, namun hanya 28% yang mencatat 
transaksi ini baik ke dalam buku kas maupun buku penjualan. Beberapa 
kendala yang dihadapi pengusaha termasuk kesulitan memisahkan kekayaan 
pribadi dan kepentingan bisnis mereka, bukti transaksi lupa disimpan, bisnis 
dengan karakteristik dagang dan manufaktur memiliki kendala khususnya 
dalam menghitung persediaan dan harga pokok penjualan. 
 

 
1. INTRODUCTION 

Now, there has been an increasingly rapid 
development of the world economy, but very 
vulnerable to the crisis. Business people work to 
maintain its business in all circumstances, whether 
favorable or that discourage the scope of the 
industry. Moreover, by now begun implementation 
of the ASEAN Economic Community, or what is 
now known in Indonesia by the term MEA 
(Masyarakat Ekonomi ASEAN), various types of 
industry must be able to compete with foreign 
products. The era of free trade not only in terms of 
products, but also services such as investment 

banking, to the influx of foreign labor-power to 
Indonesia.  

The growing industry as a whole today is the 
Micro, Small and Medium Enterprises (SMEs). In 
the countries of South Africa, the development of 
small-scale enterprise business has a very 
important role in creating jobs with a large number 
of workers absorbed. However, there are several 
factors that also need to be considered good or bad 
financial performance of small businesses are 
especially a lower scale again that micro businesses 
(Rankhumise and Rugimbana, 2010).  

SMEs in Indonesia is also experiencing 

* Corresponding author, email address: 1 putri@perbanas.ac.id 
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substantial growth, regardless of the economic 
crisis. It is the only sector that has proved resilient 
during the economic crisis of 1998, because they 
can survive the destruction of the economy at that 
time, while other larger sectors have collapsed by 
the crisis (Luciana et al., 2013). However, it does 
not mean in this era of AFTA, the small and 
medium businesses do not prepare. SMEs should 
also be able to adapt to the development of the 
economic climate at home and abroad. As 
presented by Aunur Rofiq,  a politician as well as 
business practitioners, companies in the ASEAN 96 
percent are small and medium industries. The data 
revealed that SMEs that use domestic labor 50 
percent to 95 percent; contributes 30 per cent to 53 
per cent of the Gross Domestic Product (GDP); and 
contribute 19 percent to 31 percent of exports. 
While the Indonesian SMEs accounted for 99.98 
percent of its Indonesian unit, accounted for 57 
percent of national GDP and more than 97 percent 
of domestic employment (Aunur Rofiq, 2015).  

Unconsciously, SMEs actually quite an 
important role in the economy, especially in 
Indonesia. But the government, banking, and 
policy makers are less able to optimize the 

empowerment of SMEs for competitiveness in a 
globalized world. I Wayan Dipta, Deputy UMKMK 
Resource Assessment, Ministry of Cooperatives 
and SMEs RI revealed the weakness of government 
support, as shown by the lack of synchronization of 
the programs and policies of central and local 
government, weak infrastructure, and there is still 
hampered by bureaucratic processes are inefficient.  

The banking sector has proven to provide 
support for SMEs who want to expand their 
business, by providing an injection of funds. Data 
from Bank Indonesia on the development of SME 
loans starting in 2011 to the 3rd quarter of 2015 for 
the outstanding SME loans and net credit 
expansion indicates an increasing trend. Such 
improvements into line with the increasing Non 
Performing Loan (NPL) for SMEs, which means 
that the credit risk for the Bank is also higher. The 
increasing lending, it turns out most SMEs do not 
take advantage of it. Ease of loans banks and 
microfinance institutions, has not been thoroughly 
socialized mainly related to the procedures and 
requirements are determined primarily related to 
the financial reporting requirements. 
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Figure 1 

Development of SME Credit Graph 

 
Policy-makers lack the power to force SMEs to 
report its financial condition. Until now the 
Ministry of Cooperatives and SMEs do not have 
regulations as requirements. Unlike Bank Indonesia 
enforceable to require banks in Indonesia to 
periodically report its financial condition or that 
Bapepam has the power to govern the financial 
reporting system for companies that go public. 
Ministry of Cooperatives and SMEs is also 

constrained by a factor of human resource 
conditions that are owned by small industries. 
Research Elisabeth et al (2012) showed that the 
barriers to SMEs in the application of accounting 
that is the educational background, has never 
participated in accountancy training, and there is 
no need for the application of accounting.  
In addition to the Ministry of Cooperatives and 
SMEs, policy makers related to accounting 

http://www.bi.go.id/
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standards also contributes to the ability of SMEs in 
the financial reporting system. SAK ETAP issued 
since May 2009 has been reserved for entities 
without public accountability, beyond the standard 
three others, namely the Financial Accounting 
Standards IFRS-based, Islamic Accounting 
Standards (SAS), and the Government Accounting 
Standards (SAP). Classification of businesses 
including SMEs in ETAP is expected to be able to 
apply these accounting standards. However, after 
so many years running SMEs still find these 
accounting standards is difficult for them to follow, 
so that businesses require external parties to help 
prepare financial statements. This was revealed in 
the research Hermon and Elisabeth (2012).  

SAK ETAP has not been fully executed by 
SMEs. However, businesses still must have good 
administration. Administration managed properly 
will be a bank of data and information for 
planning, decision making and control. Especially 
the financial administration is a vital resource not 
only for the sake of the implementation of 
operational activities, but also for the financial 
planning long-term investments (Sri Hartati, 2013). 
Efforts to curb the financial administration, which 
first must be understood is a business entity 
concept. The concept shows that a business or 
businesses should be separated by a personal 
interest owners. While on SMEs, the concept is very 
difficult to implement. The majority of SMEs 
ranging from individual capital, together with the 
location of the business is still private homes, 
vehicles used can’t be separated from family 
purposes. So it's also thought to be a factor that 
causes difficulty in administering the MSMEs 
finance business that has been mixed with personal 
interests or purposes of their families.  

Party Indonesian Institute of Accountants (IAI) 
is working to develop financial accounting 
standards simpler than SAK ETAP. However, as a 
standard setter, IAI also need to identify and 
understand the patterns and barriers that had 
occurred in the SME accounting standards so that 
later made really able to be applied by them. The 
study on the accountability of SMEs through the 
financial statements conducted by Rodhiyah (2013) 
showed that SMEs need to be grown habit to create 
a simple financial records in accordance with 
accounting systems, so it can be used for 
accountability to all parties (stakeholders).  

Dyt and Halabi (2014) states that micro 
businesses rely more on manual methods in the 
accounting records, has not been able to use a 
computerized system. In terms of the accounting 

reporting, as many as 65% of micro-businesses that 
create income / loss and almost no one was able to 
make statements of financial position or balance 
sheet. Berge, Bjorvatn, and Tungodden (2013) in his 
research that talks about the importance of financial 
capital and human resources shows that the long-
term financial investment is a major obstacle for 
microentrepreneurs. In the study Luciana et al. 
(2013) one of the instruments of research on the 
administrative and financial management. 
According to interviews with the business owners 
associated with the obstacles faced by SMEs is 54% 
expressed a lack of capital, 43% higher interest 
charges, 28% of production costs continue to rise, 
and 26% weak or absence of financial records.  

The interview with one of the owners of micro 
enterprises, Mr Tommy from UD. Mulya said the 
importance of accounting records. Especially when 
viewed in terms of its benefits. With good financial 
administration, a business will be able to determine 
its financial condition and its business plan, 
especially in relation to the loan application to the 
bank. Although the recording of financial 
transactions on his own only in the form of receipts 
of purchase and sale, as a business owner he 
wanted to know how much actual profit earned. 
Obstacles encountered are often forget to keep 
evidence of transactions was also difficult to 
separate personal or family finances with business 
finances.  

Based on the above  descriptions, this study 
focuses on micro-scale enterprises especially those 
requiring assistance in managing administrative 
accounts. So with this research, micro business 
owners and begin an orderly helped gather 
evidence to start doing the transaction accounting 
records produce financial statements that simple. 
The study also had the motivation to assist the 
parties in direct contact with industrial SMEs to 
know how the pattern of accounting records that 
had been done by the perpetrators of SMEs as well 
as what they experienced barriers associated with 
creating a simple financial statement that should 
they able to put them together. So the formulation 
of research problems are: (1) What is the pattern of 
its accounting records on the type of micro-scale 
enterprises? (2) What are the barriers faced by 
micro businesses related to policing administration 
and prepare financial statements? 

 
2. THEORETICAL FRAMEWORK 
Research Legacy 
It describes the previously related studies as the primary 
sources. The study Nedsal, Titi, and Tolerance 
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(2014), entitled "Implementation of SAK ETAP in 
the Process of Accounting and Financial Statements 
at SMEs" using a qualitative approach to the object 
of study of SMEs in the area of Depok and 
surrounding areas. The results of research related 
to the perception of SMEs regarding the urgency of 
the existence of the financial statements indicate 
that SMEs do not require accounting information 
and stated that it is difficult to perform the 
accounting records with any limitations. Moreover, 
the need in the organization of accounting records 
is considered a waste of time and cost. 

All respondents never received training simple 
bookkeeping and preparation of financial 
statements. Respondents recognized the 
importance of the accounting process and the 
preparation of financial statements in support of 
the sustainability of the company, but have not 
applied in accordance with SAK ETAP due to 
various constraints, among others: the limitations 
of SME managers regarding accounting 
knowledge, the number of managers of SMEs is 
still limited, the amount of capital and assets are 
still limited. SMEs in the area of Depok has not 
held the appropriate accounting standards and has 
not been used optimally accounting information in 
the management of its business.  

The study Elisabeth, Easter, and Chandra 
(2012), entitled "Application of Accounting at the 
Micro, Small and Medium Enterprises" took 51 
SMEs in Salatiga with convenience sampling 
method. The results showed that the majority of 
SMEs in Salatiga already keep records of sales, 
purchasing, inventory, payroll costs and other 
expenses. While reporting statements made include 
sales, purchasing, inventory and payroll. Obstacles 
that hamper SMEs in the application of accounting 
include the educational background, has never 
participated in accounting training and there is no 
need for the application of accounting.  

The study Kwaning and Ebo (2011), entitled 
"Accounting and Control Systems Practiced by 
Small and Micro Enterprise Owners within the 
Cape Coast Metropolitan Area of Ghana" surveyed 
207 business owners in Ghana. Research findings 
that 52% of business in resolving the accounting 
records do not basically makes itself but request 
outside help more qualified. Their beliefs to those 
more expert, leads to lack of control over their 
accounting system. So that it becomes a significant 
factor as the cause of bankruptcy, loss of assets, as 
well as the business reported losses. 4. Rennie and 
Senkow (2009) The study, titled "Financial 
Reporting for Private Companies: The Canadian 

Experience" reveals that small companies and / or 
private companies need for simpler accounting 
standards in its financial reporting. Small 
companies / private to prepare financial statements 
in accordance with accounting standards with 
generally accepted accounting principles (GAAP) 
in trouble, because these standards are relatively 
complex and resource factors are inadequate for 
their efforts. Moreover, the research also showed 
that the differences between the financial 
statements produced by companies without public 
accountability with Canadian GAAP.  
 
Business Entity Concept  

The importance of the principles of generally 
accepted accounting principles (Generally 
Accepted Accounting Principles-GAAP) in 
preparing the financial statements so that the 
stakeholders or parties interested in a business 
enterprise can compare conditions with one 
another. GAAP impact on how companies create 
reports and what they report. GAAP are now used 
in Indonesia, no longer based on US GAAP 
compiled by the Financial Accounting Standards 
Board (FASB), but more to the International 
Financial Reporting Standard (IFRS) developed by 
the International Accounting Standards Board 
(IASB). Dwi Martani et al (2012: 15) revealed today 
two accounting standards that are widely used as a 
reference or adopted in the world and is now a 
process of adjustment between IFRS and US-GAAP 
so that less difference between the two. While the 
accounting standards in Indonesia consists of four 
pillars, namely SAK, SAK ETAP, SAK Sharia, and 
SAP.  

Each standard has different characteristics and 
uses both sides of the entity, the accounting 
treatment, and how to use them. Each accounting 
standards refers to the principles and concepts that 
underlie the preparation of financial statements. 
One of the most fundamental accounting concepts 
is the concept of a business entity (business entity 
concept). In the concept of a stand-alone business 
unit is considered as an entity. Business entity must 
be identified so that an administrator or accountant 
can determine which economic data that must be 
analyzed, recorded, and summarized in the report 
(Warren et al, 2008). Economic data in question 
ranging from cash, vehicles used for operations, 
stores or buildings used to run a business, debt, 
trade receivables up to the capital which has been 
agreed as the beginning when establishing a 
business. Thus, business owners need to separate 
business interests with his personal interests.  
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Financial Accounting Cycle  
Accounting accounting cycle or cycles are things 
you should know by the business before preparing 
the financial statements. In the entire accounting 
cycle process undertaken by the entity to process 
financial data up into useful information for users 
to make decisions. As described below, the 
accounting cycle starting from the transaction that 
is the event or events in the company which has the 
effect of monetary or financial consequences (Dwi 
Martani et al., 2012: 64). So that not all events or 
events are recorded in a journal, only affecting the 
financial condition of the course.   
 
Micro Scale Business  
In accordance with Law Number 20 Year 2008 on 
Micro, Small and Medium Enterprises (SMEs):  
Definition of SMEs  

Micro is a productive enterprise belonging to 
individuals and / or entities that meet the criteria 
of individual businesses Micro as stipulated in this 
Law.  

Small Business is an economic enterprise 
productive stand-alone, conducted by an 
individual or business entity that is not a 
subsidiary or branch of the company is not owned, 
controlled, or be a part either directly or indirectly 
from medium or large businesses that meet Small 
Business criteria referred to in this Act.  
Medium Enterprises is a productive economic 
activities that stand alone, carried out by an 
individual or business entity that is not subsidiaries 
or branches of companies owned, controlled, or be 
a part either directly or indirectly by the Small 
Business or large enterprise with the amount of 
wealth or annual net sales revenue as stipulated in 
this Law.  
Criteria for SMEs  

Criteria based on the property that is owned 
(assets) and the amount / number of sales 
(turnover) in one year, SMEs are classified as 
follows: 

 
Table 1 

Criteria for SMEs 

No. Business Scale 
Criteria 

Asset Volume 

1. Micro Max 50bilion Max 300bilion 

2. Small >50 – 500bilion >300bilion – 2,5milion 

3. Medium >500bilion – 10milion >2,5 – 50milion 

Source: Republic Indonesia. UU no. 20 year 2008 about Usaha SME. 

Accounting Micro  

The problem faced by SMEs are also very diverse 
including the poor management of businesses, 
including financial management and accounting as 
well as lack of knowledge of production 
technology, quality control, marketing and the low 
quality of human resources. Thompson study, Sian, 
and Roberts (2006) mentions that the micro 
business owners have limited knowledge about 
finances. Even if there is a report, the majority of 
cash-based transactions or turnover of money they 
receive / remove.  
 
Users and Benefits of Reporting  
In the conceptual framework of accounting, the 
financial statements in general that investors, 
creditors, suppliers, customers, employees, and 

policy makers (government). However, not all the 
stakeholders concerned with small companies, 
especially micro-enterprises. Thompson, Sian, and 
Roberts (2006) in his article as identifying the main 
users of the financial statements of micro 
businesses is the bank, the director (manager and 
owner and / or manager outside of the owner), and 
the tax authorities (DG taxes and levies local taxes). 
The bank aims to determine the capacity of 
payment of the loan, assess the advantages, as well 
as the liquidity of the business. Business owners 
take advantage of the financial statements to make 
a business plan and determine the profit or loss of 
business being operated. Tax authorities are used 
for taxes imposed on the owner's income, VAT, and 
PPH body. 

 



Putri Wulanditya: Pattern of micro enterprises… 

132 

Research Framework 

 

 

 

 

 

 
 
 

Figure 2 
Research Framework 

 
3. RESEARCH METHOD 

Considering the purpose, this study can be said to 
be the study exploratory (exploratory study) that 
dig deeper into the problems occurred through 
interview techniques orally or in writing, 
observation and documentation (have now, 2006: 
156). Meanwhile, according to its kind, this study 
classified the qualitative research. Moleong (2014: 
6) define qualitative research as research bermasud 
to understand the phenomenon of what is 
experienced by the subjects of the study such as 
behavioral perceptions, motivations, actions, 
holistically, and by way of description in the form 
of words and language, in a particular context 
natural and by utilizing a variety of natural 
methods. Source of data used is primary data, ie 
data obtained directly from micro business owners 
who are in Surabaya and surrounding areas 
(Sidoarjo, Gresik). The sampling technique used in 
this study is a random sampling.  

The instrument of this research is the 
structured interview following: a). The history of 
the company b). General overview of the business 
carried c). Identification of transactions that occur 
in the company d). Documents owned companies 
e). Notes owned companies f). The procedure of 
recording transactions g). The financial statements 
(if any)  
Stages of this research data analysis techniques 
described as follows:  

Catch the qualitative information obtained 
from history and general description of micro-
enterprises, in order to take the essence of the old 

business, ownership factors, initial capital, and so 
on.  

Identify the process of accounting records 
(accounting cycle), start from the understanding on 
financial transactions, journal entries, general 
ledger posting, as well as making financial reports. 
So it can find and infer the pattern of recording 
made by micro-enterprises.  

Digging information is then analyzed barriers 
/ constraints faced any micro enterprises in the 
discipline nor the administration bookkeeping to 
prepare financial statements.  

Make overall conclusion based on the 
information obtained.  

 
4. DATA ANALYSIS AND DISCUSSION 
4.1 Overview Research Subjects  

The study sample as many as 38 units of micro-
enterprises located in Surabaya and surrounding 
areas. Based on data obtained contained 5 attempts 
from areas Sidoarjo, 2 enterprises of Gresik, and 31 
businesses based in Surabaya. Acquisition of data 
using interview techniques to the owners and 
employees, which is about the ownership of the 
business, the business started up, the type of 
business you run, the experience of business 
owners, start-up capital, the use of initial capital, 
and the number of employees who help the 
business. Then the data obtained by observation or 
direct observation, such as whether there is 
evidence of the transaction, the accounting cycle 
and financial records that have been performed by 
the business units. Of the two methods, may also be 

Interest of accounting administration to 
micro scale business 

Financial Accounting Cycle 

Barrier of accounting 
administration/financial 

report 

Accounting 
record pattern 

Role SMEs in business world 



Journal of Economics, Business, and Accountancy Ventura Vol. 21, No. 1, April – July 2018, pages 127 – 135 

133 

taken of information on any obstacles or difficulties 
experienced by owners as well as employees.  

Some things you encountered when collecting 
data related to qualitative information on the 
micro-scale enterprises, among others, as shown in 
Figure 4 will be explained as follows:  
The business location is divided into two 
categories, namely housed in their own home or 
special place of business that is separate from the 
owner's residence. The results showed 20 micro 
businesses (53%), which uses part of the building of 
his house to run a business.  

Old business that has been run, the average 
age was 11 years. The effort has been running for 

less than 5 years old to 13, effort which has gone up 
to 10 years there is 8, and the remaining 17 
businesses that are able to operate more than 10 
years.  

Judging from the type of business, 50% is a 
trading company, 29% services and 21% of 
businesses manufacturing or processing raw 
materials into finished goods. Businesses that 
include trade, the majority sell products of various 
staples / daily, for which engaged in the services of 
some of them is a laundry business, whereas the 
manufacturing industry is food vendors and some 
are running a printing business books or screen 
printing. 

Source: Observation results. 

Figure 3 
Characteristics of Study Sample 

 
Accounting Record  

Business owners very minimal understanding of 
the accounting cycle. On average they simply 
assume that crucial business open with marked 
persistence of the money coming in and money out, 
with the principal term "money keeps spinning". 
They also do not realize the importance of keeping 
the transaction receipt. There are still 42% of micro 
units that do not save the evidence, when making 
purchases, sales, payments, and receipt of money. 
For the remaining 58% own awareness of the 
importance of proof of the transaction, but is stored 
only in the form of a bill, invoice, or receipt.  

Twenty-two (22) units of micro-businesses that 
already keep proof of transactions, only 7 of them 
are continuing to do the recording of transactions 
into a book deal (mixture), cash book, book sales, or 
book expenses. While 15 other business units, they 

have proof of the transaction but did not proceed to 
do the recording into a book deal. Some even do 
not have proof of the transaction, but it can do the 
accounting records as many as 13% (5 business 
units) of the 16 who did not keep proof of financial 
transactions.  

The total sample of 38 units of micro-
enterprises, only one who has done a complete 
accounting cycle, namely business services engaged 
in the repair of industrial equipment. The company 
was incorporated in the form of a Limited Liability 
Company (PT) with the name of PT. Duta Light 
Universe. The business financial transaction 
records also been computerized. However, not all 
books have proof of registration or transaction.  

The results are consistent with research 
Nedsal, Titi, and Tolerance (2014) that SMEs are 
still hard to do the accounting records with any 
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limitations. However, different in this research that 
business owners are starting to realize the 
importance of proof of deposit transactions and 
know the financial condition of their businesses. In 
addition, samples of this study demonstrate that 
their working capital sufficient to cover operational 
costs as well as businesses purchase raw materials 
or merchandise, supplies, and equipment required.  
Barriers Experienced  

Constraints faced by entrepreneurs in the micro 
units run their business can be divided into two, 
namely, the constraints of financial and non-
financial. Non-financial constraints usually in the 
form of technical constraints such operations, the 
barriers that come from competitors who are 
engaged in the same business, resulting in orders 
for goods to be reduced. Then, the problem of the 
purchase price, sale price, difficult to find raw 
materials, until supplies run out. But others got 
overbooked, but limited to the lack of human 
resources.  
Some of the barriers that are financially based on 
the sequence of the most common are:  
a) Haven’t a record on financial transactions 

related to its business.  
b) Business assets can not be separated from the 

interests of the owner and his family.  
c) Proof of the transaction are not stored or 

several missing.  
d) Not able to calculate the cost of goods sold for 

commercial companies or the cost of 
production for which engaged in 
manufacturing.  

e) Haven’t a business plan and do not make 
financial reports, making it difficult to conduct 
business expansion through the submission of 
credit to Micro Finance Institutions as well as 
to the Bank.  

Some of the difficulties faced by microenterprises 
into the sample, due to the majority of employers 
(66%) has no experience in running a business or 
have recently set up a new business rather than the 
business carried previously. In addition, the 
majority of businesses that do not have the books, 
because it has no employees or committed alone or 
with his wife / husband. As disclosed in the 
research and Senkow Rennie (2009) reveals that 
small companies and / or private companies need 
for simpler accounting standards in its financial 
reporting. Small companies / private to prepare 
financial statements in trouble, because these 
standards are relatively complex and resource 
factors are inadequate for their efforts. 
  

5. CONCLUSION, IMPLICATION, SUGGES-
TION, AND LIMITATIONS 

The sample consists of  38 micro business units 
located in Surabaya and surrounding areas 
received evidence that 58% had evidence of 
financial transactions, but only 28% who take 
records of these transactions either into the cash 
book and the book sales. The average micro-
businesses that collect evidence of the transaction is 
in the form of a memorandum of sale, because 
usually memorandum or a receipt is requested by 
the customer. So that employers must meet the 
customer's wishes and they also have a copy of a 
note.  

The pattern of micro business accounting, 
namely, ranging from transaction evidence directly 
to the recapitulation of a transaction or a sort of 
ledger notebook, both specific to the recording out 
of money or mixtures containing books on a wide 
variety of transactions. They continue to calculate 
the profit or loss, but without the expensive items 
that no entry and exit of money as the cost of 
depreciation. Of the 38 business units, only one 
who has the accounting records and they have used 
computers to record their financial transactions. In 
addition, these studies show that businesses have a 
somewhat irregular transaction evidence is kind of 
a laundry business. Because the business cycle 
clearly and easily identifiable financial transactions.  

Some of the obstacles faced by entrepreneurs 
include difficulty separating personal wealth and 
their business interests, evidence of transactions 
forget to be stored, for trade and manufacturing 
businesses having problems calculating inventory 
and cost of sales. This may be because the majority 
(66%) the entrepreneur has no experience in 
running a business or have recently set up a new 
business rather than the business carried 
previously. In addition, the majority of businesses 
that do not have the books, because it has no 
employees or committed alone or with his wife / 
husband. 
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A R T I C L E  I N F O  A B S T R A C T  

The importance of strange accounting theory positions is  used to explain accounting facts 
accurately and must have logical consistency. Theorists widely use accounting theory in 
an attempt to explain current phenomena by using robust accounting theories. Accounting 
theory relies heavily on the agreement on the notion of accounting as a discipline of 
knowledge. Accounting will be viewed as a science and as a technology. On the basis of the 
goals to be achieved, accounting theory can be divided into positive and normative theory. 
By the target of semiotics in communication theory, accounting theory is divided into false, 
semantic, and pragmatic methods. Accounting theory also derives explanation or 
justification through deductive and inductive reasoning. Various aspects of accounting 
theory must be verified or validly tested by logical argument, empirical evidence, predictive 
power, and agreed value standards. 

 

A B S T R A K  
Pentingnya posisi teori akuntansi yang kuat yang digunakan untuk menjelaskan fakta-
fakta akuntansi secara akurat dan harus memiliki konsistensi logic. Teori akuntansi banyak 
sekali digunakan oleh ahli-ahli teori dalam upaya menjelaskan fenomena-fenomena yang 
sedang berlaku dengan menggunakan teori-teori akuntansi yang kuat.Teori akuntansi 
sangat bergantung pada kesepakatan tentang pengertian akuntansi sebagai sebagai suatu 
disiplin pengetahuan. Akuntansi dapat dipandang sebagai sains dan sebagai teknologi.  
Atas dasar sasaran yang ingin dicapai, teori akuntansi dapat dibedakan menjadi teori 
positif dan normatif. Atas dasar sasaran semiotika dalam teori komunikasi, teori akuntansi 
dibedakan menjadi teori sintatik, semantik, dan pragmatik.Teori akuntansi juga 
menurunkan penjelasan atau justifikasi melalui penalaran deduktif dan induktif. Berbagai 
aspek teori akuntansi harus diverifikasi atau diuji validitasnya secara tepatatas dasar 
penalaran logis, bukti empiris, daya prediksi,dan standar nilai yang telah disepakati. 
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1. INTRODUCTION 

The importance of high accounting theory positions 
can be used to explain accounting facts accurately 
and it must have logical consistency. Theorists 
widely use accounting theory in an attempt to ex-
plain current phenomena by using robust account-
ing theories. In the field of accounting is often 
found a gap between practice and theory. The 
words "this is just a theory and which may be im-
plemented in the real world" are some of the state-
ments we hear often discussed or discussed by ac-
tors of accounting. The debates of why should be 

"FIFO" or "LIFO," or the question of why "Debit" or 
"Credit" or "this is fair value theory" or "accounting 
theory" theory and so on. Theorists focus on postu-
lates, basic concepts, and assumptions that usually 
underlie practice. A highly developed accounting 
theory ultimately leads to very diverse opinions 
about the arguments themselves. This diversity 
ultimately leads to disagreements that have an im-
pact on the process of formulating accounting theo-
ry into a place of place even tends to be confusing. 
This confusion is caused by everyone looking at the 
same thing but with a different point of view. The 
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result of this difference of viewpoint ultimately 
results in collections. But that does not mean there 
is not a single theory that was successfully formu-
lated. But on the contrary, that many theories that 
have been successfully formulated, but only able to 
explain the accounting of parts by a particular part 
with a different point of view. Chamber (1965) op-
timistically states that "The history of accounting 
thought is not a history of development, but a se-
ries of disconnected episodes."(Carnegie & Napier, 
2012) 

In the end, the question arises what accounting 
theory is? Paton and Littleton (1940: ix) define ac-
counting theory, "... is a coherent, coordinated, con-
sistent body of doctrines which may be compact-
ed." (Paton, 1980).  While the purpose of accounting 
theory development according to Baridwan (1991) 
is used to explain and forecast accounting practices. 
Regarding decision-making, accounting theory is 
critical in the process of making the regulation. 
Therefore, both practitioners and regulators are 
required to have the complete defense of account-
ing theory. This understanding of accounting theo-
ry will contribute to the creation of comprehensive 
and adaptive guidelines that can accommodate 
effective accounting practices because basically 
accounting practices always face conflicting issues 
between practical and professional (Narsa, 2007). 
Although practical experiences can solve practical 
issues, this is not enough, to complete a compre-
hensive solution must be based on a strong ability 
in understanding accounting theory. Kam (1986) 
says Behind every practice is a rationale. A good 
practice is based on good theory whether we are 
aware of the theory or not. If we can formulate 
"good" theory, then we will have "good" practices if 
the theory is followed(Demski, 1988; Magee, 2002; 
Watts & Zimmerman, 1990) 

 
2. LITERATURE REVIEW 
Accounting Theory 
Accounting theory is closely related to financial 
accounting, even accounting theory found 
especially in the context of commercial accounting. 
The notion of accounting theory depends heavily 
on understanding or defining accounting as a field 
of knowledge. That is, the position of accounting in 
the order of experience will also determine the 
understanding and scope of accounting 
theory(Watts & Zimmerman, 1990). 

In the previous development, accounting can be 
regarded as the craft (art) because people who will 
acquire knowledge and accounting skills must go 
directly in the world of practice and do the 

apprenticeship (apprenticeship) on practitioners. In 
subsequent developments, accounting knowledge 
and skills can be identified to form a whole set of 
knowledge that can be taught through educational 
institutions. Those who master such a set of 
knowledge can even call themselves professional. 
With such arguments and accounting 
developments today, it is not appropriate if 
accounting is included as a crafted field especially 
if interpreted with aesthetic problems. The mention 
of accounting as an art is meant to show that in 
practice accounting involves a lot of value-
judgment that requires expertise and experience to 
choose the best treatment. So, if accounting is said 
to be art then what is meant is how to apply it not 
its nature as a set of knowledge. As a set of 
knowledge, accounting is more than just art. 

When accounting is viewed by science, 
accounting will deal a lot with accounting 
phenomena such as why firms choose specific 
accounting methods, what factors drive 
management to manipulate earnings, and whether 
participation in budgeting affects the performance 
of division managers. Accounting no longer 
addresses how reporting objectives are achieved 
and how to treat (measure, acknowledge, present, 
and disclose) a good and sufficient transaction 
object. Accounting also no longer discusses how to 
create new techniques, methods, principles, or new 
accounting treatments. 

Accounting theory is often intended as a stand-
alone science that is the source or parent of 
accounting knowledge and practice. Accounting 
theory will be a set of descriptive hypotheses as for 
the result of research by using specific scientific 
methods. Therefore, accounting theory contains the 
entire analysis and its components (assumptions, 
definitions, and hypotheses) which are the source 
of reference for explaining and predicting 
accounting phenomena or events(Demski, 1988; 
Macintosh & Baker, 2002; Watts & Zimmerman, 
1990). 

 
The Perspective of Accounting Theory 
Aspects of target theory 

The targeting element of this theory underlies the 
differentiation of accounting theory into positive 
and normative accounting theory. This 
classification is a logical consequence of defining 
accounting as a science or technology. The view of 
science will result in a positive accounting theory, 
and a view of technology will produce normative 
accounting theory. This classification occurs 
because of different targets to be achieved or 
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generated by accounting theory.  
 

Table 1 
Aspects of Target Theory 

The Distinguishing Elements Problem Facts Value Issues 

exposure target Positive Normative 

Source of Statement Is Ought/should 

Source of stability Facts Values 

Based of Conclusion Objective/empirical Subjective/reasoning 

Nada pernyataa Descriptive Prescriptive 

Methode of Result validity  Science Art 

Source of Teory  True/false Good/bad 

Source : (hery, 2014) 
 

 

Based on the different aspects above, the goal 
of positive accounting theory is to produce an 
explanation of what exactly happens objectively 
without being based on the value judgment. 
Differences of positive and normative accounting 
theory arise due to differences in technical 
objectives and problem areas that concern each 
method. When it is associated with a science-
technology dichotomy, positive accounting theory 
is more closely related to accounting as a 
technology. 

 
Aspects of the semiotics level. 

Accounting is also concerned with the provision 

and delivery of information as a business 
communication advice so that accounting can even 
say language business (the language of business). 
Communicative effects are subjected to the birth of 
ideas or information from the sender to the 
recipient of the data. Signs or symbols of language 
(pictures and words) and grammar form the 
expression of the style into the medium of 
communication. in linguistics is studied in three 
fields of study namely semiotics, linguistics, and 
logic. Semiotics is a field of study that speaks 
general theory of signs and symbols in the field of 
linguistics. 

 
Table 2 

Semiotics Stance In Communication Theory 

Dedicated 
 

Target audience Communication emphasis Message content 

Synthetic Aspects of formal sign 
language (vocabulary, 
grammar).  

Operational, tagging Synthetic information 
 

Semantics Aspects of language sign 
content (meaning) 

Interpretation, mining Semantic information 
 

Pragmatics Effectiveness of language 
sign (communicative effect)  

Functional, pragmatic Information hearing 
 

Source: (Eco, 1977; Moriarty, 2005) 
 

Well-known financial accounting is currently 
developed or engineered on the premise that 
investors and creditors are the intended audiences 
of information. The information we convey to them 
is input in the decision of investors and creditors. 
Accounting engineers theorize on the threshold of 
semantics, syntax, and pragmatics to produce a 
financial reporting stricture within a particular 
country. 
Semantic accounting theory emphasizes discussion 
on the problem of real-world or reality 
symbolization into the signs of accounting 

language so that people can imagine the company's 
activities without having to watch the event 
directly. The theory of false accounting is the 
theory of orientation to discuss issues of how 
corporate operations that have been semantically 
symbolized in the financial elements can be 
realized in the form of financial statements. This 
theory includes the relationship between the 
features that make up the financial reporting 
structure or accounting structure within a country, 
ie, management, reporting entity (reporting), user 
information, accounting system, and report 
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preparation guidelines. The pragmatic theory 
focuses on the effect of information on changes in 
financial user behavior. In other words, this 
method discusses the reaction of the party directed 
by accounting information. 
 
Aspects of the Reasoning Approach 

Reasoning has an important role to accept or reject 
the truth (validity) of a theory. The inference 
process that generates a statement or explanation as 
a theory can be both deductive and 
inductive(Angluin & Smith, 1983). 

Deductive reasoning is a process of inference 
that begins with an agreed general statement 
(premise) to a specific statement as a conclusion 
(conclusion). Deductive reasoning in accounting is 
used to provide explanations and support to 
celebrate an accounting statement. 

Inductive reasoning is the opposite of 
deductive engagement. This reasoning originates 
from a specific statement or circumstance and ends 
with a general statement which is a generalization 
(robbery) of that particular circumstance. In 
inductive reasoning, the truth of the premise does 
not necessarily assure the truth of the conclusion of 
being constricted or generalized. The truth of 
conclusions can only be guaranteed with certain 
confidence levels, for example, 95% or 99%. 

In practice, inductive reasoning in accounting 
cannot be carried out separately with deductive 
reasoning or otherwise. The two reasoning are 
interrelated. The premise of inductive reasoning, 
for example, can be the result of an inductive 
reasoning. Likewise, the accounting propositions 
proposed in the research are usually derived by 
deductive reasoning(Bader, 2002; Besnard & 
Hunter, 2001; Dudovskiy, 2016; “What is a 
Deductive Theory?,” 1966). 

When associated with other theoretical 
perspectives, normative accounting theory is 
usually based on deductive reasoning whereas 
positive accounting theory is usually based on 
inductive reasoning. In general, it can be said that 
accounting theory as logical reasoning is 
normative, syntactic, semantic, and deductive 
while accounting theory as a science is positive, 
pragmatic, and inductive(Demski, 1988; Watts & 
Zimmerman, 1990). 

 
3. CONCLUSION. LIMITATION, SUGGES-

TION, AND IMPLICATION 
Accounting practices within a country must always 
evolve to meet the demands of the development of 
the business world. Moreover, accounting practices 

should also be developed deliberately to achieve 
certain social goals. The accounting theory 
addresses the various conceptual and ideal issues 
that lie behind accounting practice. Accounting 
theory has an important role in the development of 
sound accounting. According to Wright (1984) 
theory, without the practice of testing it, to verify 
his theory, corrects it, is futile speculation, but 
practice, without the theory to animate it, is a mere 
mechanism. In every art and business, a theory is 
the soul and practice is the body. 

Accounting theory relies heavily on the 
agreement on the notion of accounting as a 
discipline of knowledge. Accounting can be viewed 
as a science and as a technology. By the goals to be 
achieved, accounting theory can be divided into 
positive and normative theory. By the target of 
semiotics in communication theory, accounting 
theory is divided into synthetic, semantic, and 
pragmatic theories. 

Accounting theory also derives explanation or 
justification through deductive and inductive 
reasoning. Various aspects of accounting theory 
must be verified or validly tested by logical 
reasoning, empirical evidence, predictive power, 
and agreed value standards. 
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 A B S T R A C T  

This study aims to investigate the issue of the role of information in strategic 
planning and decision making in Omani economic organizations. It also attempts to 
understand the process and the importance of information in decision-making. A 
qualitative method was applied to achieve the study objectives. Thirty participants 
from eleven organizations were selected for in-depth interviews, nineteen of them 
are general directors, seven are directors, while the rest are advisors at their 
organizations. All interviews were analyzed by using thematic analysis. The results 
show that Omani government economic organizations usually take two types of 
decisions: technical routine decisions that are regularly made by decision makers; 
and strategic decisions that reflect the future aspirations of the organization. 
Participants form different economic organizations believe that there should be a 
clear strategy for making and evaluating decisions, starting from gathering and 
analyzing relevant data and following through to implementation of the final 
decision. They were convinced that quality of information has a major impact on the 
decision made. Thus results’ implication of the study will be achieved by following 
rules of utilizing reliable information at all levels in strategic planning and decision 
making. 
 

 A B S T R A K  

Penelitian ini bertujuan untuk mengivestigasi peran informasi dalam perencanaan 
strategis dan pengambilan keputusan dalam organisasi ekonomi di Oman. Di samping 
itu, penelitian ini untuk memahami proses dan pentingnya informasi dalam 
pengambilan keputusan. Metode kualitatif diterapkan untuk mencapai tujuan 
penelitian. Tiga puluh partisipan dari sebelas organisasi yang dipilih untuk 
wawancara mendalam, sembilan belas dari mereka adalah direktur umum, tujuh 
direktur, sementara sisanya adalah penasihat di organisasi mereka. Semua wawancara 
dianalisis dengan menggunakan analisis tematik. Hasilnya menunjukkan bahwa 
organisasi ekonomi pemerintah Oman biasanya mengambil dua jenis keputusan: 
keputusan rutin teknis yang dibuat secara teratur oleh para pengambil keputusan; dan 
keputusan strategis yang mencerminkan aspirasi masa depan organisasi. Partisipan 
membentuk organisasi ekonomi yang berbeda percaya bahwa harus ada strategi yang 
jelas untuk membuat dan mengevaluasi keputusan, mulai dari mengumpulkan dan 
menganalisis data yang relevan dan mengikuti hingga pelaksanaan keputusan akhir. 
Mereka percaya bahwa kualitas informasi memiliki dampak besar pada keputusan 
yang dibuat.  Dengan demikian, implikasi hasil dari penelitian akan dicapai dengan 
mengikuti aturan-aturan penggunaan informasi yang dapat dipercaya di semua level 
dalam perencanaan strategis dan pengambilan keputusan 
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1. INTRODUCTION 

The success of organizations of different types and 
sizes depends on their leaders implementing sound 
strategies and decisions according to a clear vision 
of the future, and good understanding of the 
surrounding environment. This cannot be achieved 
without the leadership having sufficient and 
efficient information about the organization and its 
activities. Therefore, managers and decision 
makers‟ abilityto make reliable decisions and 
articulate efficient strategies depend on their 
awareness of methods of collecting and analyzing 
the necessary information. 

This study aims to explore the role of 
information in decision making in several Omani 
economic organizations. According to MuhyiAldin 
(2004), this kind of organization uses information 
as an economic and financial resource by exploiting 
the information at their disposal to enhance their 
activities and improve their business. Moreover, he 
argues that there is an increasing emphasis on the 
use of information to enhance countries‟ entire 
economies.   

This study, therefore, attempts to examine how 
Omani economic organizations use information in 
strategic planning and decision making. This 
includes an examination of the steps and processes 
involved in decision makingin these organizations, 
and how information is gathered and utilized for 
each step. 

 
1. Rationale of the study 

Studies indicate that lack of information may lead 
to wrong or insufficient decisions, which 
consequently have an adverse impact on the 
formulation and implementation of strategies. 
Nowduri (2011) indicated that the existence of high 
quality, reliable information is essential for 
effective development, and helping organizations 
to achieve their objectives. In a speech on 
measurement of human development, Bill Gates 
stressed that the data revolution affects the 
achievement of developmental priorities 
throughout the world, and by enhancing the 
quality of their data countries can progress more 
rapidly toward achieving their developmental 
goals.    

The Sultanate of Oman, as a developing 
country, needs sufficient information to guide all 
aspects of its social andeconomic plans and 
strategies. Although research studies conducted 
during recent years have provided decision makers 

in the country with valuable facts and figures about 
various aspects of life, there are still many aspects 
that have not been touched by researchers. For 
example, in 2014 the cost of change orders for 
government projects amounted to OR 240millions. 
An obvious explanation for this high cost is lack or 
inadequacy of information analysis during the 
decision making process, and failure to followup 
and evaluate projects during the implementation 
stage (Oman, 2014).  

This study, therefore, seeks to find answers on 
the role of information in strategic planning and 
decision making in Omani governmental economic 
organizations.  

 
2.  Researchobjective and questions 

This study aims to identify the role of information 
in the process of strategic planning and decision 
making in Omani governmental economic 
organizations. To achieve this objective the study 
seeks to answer the following two questions: 
1) What is the mechanism of decision making in 

public economic institutions in Oman? 
2) 2-What is the role of information in strategic 

planning and decision making in public 
economic institutions in Oman? 

 
2.  LITERATURE REVIEW 
Examination of the management literature reveals 
that studies on the role of information in the 
decision making process are very limited. 
According to Citroen (2011), this is because many 
studies on company performance regard 
management information as a production factor 
that is usually available and taken into 
consideration. He states that "although input of 
information is often mentioned in order to be able 
to consider parameters such as the business 
environment, internal and external issues and 
changing conditions during the decision-making 
process, information is seldom seen as a 
determining factor" (Citroen, 2011: 494). 

However, a good proportion of the literature 
visited for this study stresses the importance of 
information in strategic management and decision 
making. Uçaktürk& Villard (2013) consider 
information a strategic resource, and therefore 
good management is only possible when good 
information is provided. They claim that the 
survival of today's organizations is likely to be 
dependent on these organizations taking correct 
decisions based on obtaining the right information 
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and transforming that information into knowledge. 
Goodman (1993) argues that a critical factor for 
successful management is the effective use of 
information. Ineffective use of information occurs 
when directors make incorrect assumptions or rely 
on insufficient knowledge. While relevant and 
timely information allows managers to make 
accurate decisions, irrelevant information may lead 
to unsuitable decisions that could adversely affect 
the performance of the organization. Thus, it is 
very important that managers are aware of 
methods of identifying and using sufficient 
information for planning and decision-making 
(Choo, 1996).  

Many studies indicate that the information 
utilized by organizations in the process of making 
strategic decisions relates to issues that are 
classified under internal and external 
organizational factors such as opportunities, threats 
and risks in the market place and the business 
environment (Brenner, 2005, Citroen &Hooghoff, 
2003, Li et al., 2003, and Oppenheim et al., 2003).Ku 
& Gil-Garcia (2015), in their exploration of 
government information management policies and 
environments, and the conditions and mechanisms 
which lead to evidence-informed decision making 
in local government, found that administrative data 
collected as a result of government organizations‟ 
day-to-day operations play a critical role in 
achieving evidence-informed administration and 
better decisions at program and policylevel. This 
highlights the importance of drawing empirical 
data from diverse sources as evidence for decision-
making. 

In their study "Strategic alliance structures: an 
organization design perspective", Albers et al. 
(2016) discussed how partner organizations can 
achieve differential levels of connectivity and 
steering for their collaborative ventures. Some of 
their findings indicate that a broad interface can 
cause partners to struggle more to impose control 
over what information is shared and how decisions 
are made. Moreover, they argue that horizontal and 
vertical centralization make coherence and 
consistency in decision making easier, by limiting 
the number of actors involved in decision making, 
and by limiting the number of channels within 
which conflicts can occur. 

This brief review of the literature confirms the 
importance to different kinds of organizations of 
having adequate and sufficient information to 
guide the process of making decisions and forming 
strategies. In Oman, where very few scientific 
studies have been conducted on this issue, more 

research and investigation may help to enhance the 
quality of organizations‟ decisions and planning by 
providing them with methods of acquiring good 
information for developing good plans andmaking 
good decisions. This study therefore hopes to make 
a useful contribution to the country‟s management 
literature by providing researchers and 
practitioners with valuable knowledge and 
discussion on the role of information in strategic 
planning and decision-making.  

 
3.  RESEARCH METHODOLOGY 
This is an exploratory study that utilized 
qualitative research method as the most 
appropriate approach to data collection and 
analysis forthis kind of study. Qualitative research 
methods examine an event within its own reality, 
by asking “how?” rather than “what?” questions 
(Silverman, 2004). A qualitative approach, 
therefore, considers what participants think about a 
specific issue in real life (Marvasti, 2004; Yin, 2010).  

This study is mainly directed toward exploring 
how information may affect the process of decision 
making in Omani public economic institutions, and 
sought opinions and thoughts from principals and 
leaders of these institutions,because they were 
considered to be at the heart of the decision making 
process. This is congruent with the argument of 
Maxwell (2005) that the most important factor in 
determining the participants in a qualitative study 
is to select people who will give satisfying answers. 
Thirty participants from eleven organizations were 
selected for in-depth interviews. Nineteen of the 
participants are general directors; seven are 
directors, while the rest (4 participants) are 
advisors at their organizations.  

All interviews started with explanationof the 
aims and objectives of the research. Ethical 
considerations were also explained to assure 
respondents that their participation was entirely 
voluntary, and all data would remain anonymous. 
All interviews took place at participants‟ offices, 
most of them lastingbetween 40-45 minutes on 
average, and all were recorded. 

All interviews were analyzed according to the 
following steps as suggested by Braun & Clarke 
(2006):  
1. Transcribing the verbal interviews into text 

data.  
2. Searching for themes by re-focusing the 

analysis at thisbroader level. In this stage two 
main themes were generated: the process of 
decision making and the importance of 
information in decision making 

http://www.informationr.net/ir/7-1/paper114.html#cho96
http://www.sciencedirect.com/science/article/pii/S0268401211000235#bib0030
http://www.sciencedirect.com/science/article/pii/S0268401211000235#bib0050
http://www.sciencedirect.com/science/article/pii/S0268401211000235#bib0050
http://www.sciencedirect.com/science/article/pii/S0268401211000235#bib0140
http://www.sciencedirect.com/science/article/pii/S0268401211000235#bib0190
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3. Reviewing the themes by refinement and 
determining whether there is sufficient data to 
support these themes.  

4. Providing a clear definition and name for each 
theme. In this stage, the researcherstold the 
story of each theme and its relation with the 
story of the research.  

5. Writing up the report, considering the relation 
between themes and objectives of the study. In 
this stage the themes were discussed in relation 
to prior studies. 

In order to increase the validity of intervention 
process, the researchers listed the most public 
economic institutions in Oman and understood 
their role in making the strategic plan of Omani 
economy. Then, a purposive sample was used and 
in-depth semi-structured interviews were 
conducted with decision makers such as director 
generals, experts and directors. They were the most 
people concerned with different issues related to 
the research problem. All questions of interviews 
were open-ended and participants were given 
plenty time to answer the questions. The first two 
interviews were analyzed to test the questions and 
ensure the interconnection between the different 
themes, the rest of interviews were then conducted.  
 
4. FINDINGS AND DISCUSSION  
This part of the research aims to interpret and 
discuss the results according to facts and theories of 
related literature, and through comparison with 
results of many relative studies. 
 
The Process of Decision-Making 
Results of the study indicate that Omani 
government economic organizations usually 
engage in two types of decision-making: first, 
technical routine decisions that are made on a 
regularbasis; and second, strategic decisions 
directed towardachieving the future aspirations of 
the organization. The first kind of decisions do not 
require any in-depth analysis and are usually taken 
within a short time by one or two people from 
different administrative levels within the 
organization. This is consistent with the assertion 
by Smith (1999) that routine decisions are taken in 
an expeditious manner, as the alternatives are very 
limited and the best option can easily be chosen. A 
general director interviewed for the present study 
argued that the experience of the decision maker 
determines the speed of the process; if he has 
extensive experience, he may consider many 
decisions are routine, while a person with short or 
limited experience takes more time to weigh up the 

alternatives and select the best one. The literature 
also shows differentiation in the terminologyused 
for this kind of decision. Beresford &Sloper (2008) 
called them programmed decisions which, in their 
opinion, deal with solving routine and almost daily 
and repeated problems, whilst Luce (2005) referred 
to them as mechanical decisions for the reason that 
there is no need to look for alternatives or trade-
offs between them. 

The second type of decisions identified by 
participants of this study are strategic decisions 
that are aimed at improving the competitive 
situation of the organization. These decisions 
usually involve selecting from various alternatives, 
a process thatconsequently requires various 
methods of in-depth data analysis (Kluyver& 
Pearce, 2003). 

In the process of taking decisions at their 
organizations, the participants indicated that they 
adopt different methods for analyzing information, 
depending on their level of seniority, and the types 
of decision required. Considering this finding in 
relation to the literature, some studies have 
identified similar issues. Hendel, Fish &Galon 
(2005) as well as Connor &Becker (2003) indicated 
that the most important variables in terms of 
decision-makingare the type of management, 
characteristics of managers, and leadership styles. 

Milkman, Chugh & Bazerman (2008) argue 
that the leadership method used in making 
decisionsis influenced bythe type of issue under 
analysis, as well as the quality of social relations 
within the organization. When social relations are 
good, communication between employees is 
stronger, which in turn increases participation in 
decision making.  Thisargument is supported by 
Sharif‟ (2003) who indicated that organizational 
factors such as manpower, administrative position, 
communication, authorization, and administrative 
decentralization greatly affect the decision making 
mechanism. 

A general director stated that in order to avoid 
centralization of decision making, heuses intensive 
brainstorming sessions to involve a largenumber of 
employees from various management levels within 
the organization in the process ofselecting the most 
suitable option fromthe available alternatives. In 
his opinion, this process enables different ideas and 
opinions tobe aired, and the decision taken will 
therefore be based on in-depth analysis of 
alternatives that the employees themselves have 
raised, which in turn increases the commitment to 
thatdecision.  In this regard, Moran (2013) pointed 
out that difference creates diversity, which in turn 
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creates power and enriches thinking, and this 
consequently increases the capability of the 
organization to make good decisions that are based 
on various points of view.  

Moreover, the involvement of senior 
management staff at various functional levels of 
thedecision makingprocess creates a good 
organizational and cultural environment within the 
organization, and increases the level of 
communication and professional discussions, 
which positively contributes to the development of 
the organization. Furthermore, this involvement 
provides the organization with a second line of 
decision makers who will be ready to take the place 
oftop decision makers or management members 
when they move on to other jobs.    

Alderson (2009), in his study “Exploring the 
complexities of family business decision making: 
How the second generation makes decisions”, 
found that centralization of decision-making is the 
main reason for failure ofthese companies. Seventy 
five percent of the study sample indicated that 
decisions at their companiesare made by one or 
two people from the first generation, which 
prevents the second generation from taking on this 
responsibility when necessary, which may in turn 
lead to the failure of the company. 

Meanwhile, Darcy (2010) found that 66% of his 
respondents attributed the poor organizational 
culture within their organizations to the 
concentration of decision making within a group of 
top management individuals, which reduces 
communication between staff and management 
and creates gaps between various levels of 
employees within the organization. In this regard, 
Goyder (2010), executive director of Tomorrow‟s 
Company, confirms that one of the main factors of 
companies‟ success is involving employees in 
analysis of alternatives in decision making.  

Furthermore, according to Marcy, Gentry 
&Mckinnon (2008)and Parnell & Crandall 
(2003),the most successful decisions,and those that 
willresult in effective strategies, derive from 
decision makers having the willingness to involve 
employees in the making of decisions.Participants 
in this study also confirmed the importance of 
involving staff in selecting the best option among 
the available alternatives. Three participants said 
that they involve members of the community in 
discussion of decisions that relate specifically to 
that community, and they consider their comments.   

This is consistent with the new trend in 
community developmentpromoted by the World 
Bank, which indicated that big gaps between 

planners and beneficiaries in societies are created 
when local people are excluded from committees 
and the process of planning for their societies, and 
therefore it recommended involving people in 
making decisions that relate to their communities 
(World Bank, 2008). 

One of the most important results emerging 
from the present study is that despite the absence 
of systematic decision makingstrategy in Omani 
organizations, many respondents indicated that 
they adhere to thefollowing six steps of decision 
making strategy: identify the problem, analyze the 
problem and search for information, identify 
alternatives in terms of resolving the problem, 
select the best alternatives, implement the decision, 
followup and evaluate the decision‟s 
implementation.These steps are confirmed by the 
literature, which discusses them from varying 
aspects. Shams al-Din (2005) argues that while 
different authors may agree on the stages of the 
decision making process, on thepractical side their 
views differ according to the nature of the problem 
under discussion. This means that success in 
decision-making depends on the decision-making 
strategies used by the manager (Yates, 2003).  

Moreover, Burnett (2002) pointed to the 
importance of decision-makingstrategies in 
reducing mistakes. He indicated that the 
complexity of new organizational structures may 
lead to mistakes in taking decisions, and following 
clear strategies will reduce the prevalence of these 
mistakes.  

Some of the literature highlighted the 
importance ofhaving decision strategiesin place to 
avoid crises, as the wrong decision may lead to 
more problems. Most organizations, even in the 
most developed countries, do not have a 
department for crisis management, and this 
responsibility therefore falls to top management 
members of the organization (Spillan, 2003). The 
organization can only survive and prosper when 
good decisions are taken to deal with crises that it 
may face (Sayegh, Anthony &Perrewe, 2004).  

 
The Importance of Information in Decision-
Making 
Findings of the present study indicate that 95% of 
respondents consider that information and data are 
essential pillars of the decision making process. 
Insufficient information may lead to insufficient 
decisions that in turn may prevent the organization 
from achieving its objectives.  

The literature also shows consistency with this 
point of view.  Sharif (2003) and Allen (2011) both 
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argue that information is an essential factor in 
making decisions, and therefore decision makers 
must have access to and rely on information and 
data that will enable them to make suitable 
decisions on forming and executing strategies. 
AlAwqati (2012) argues that the more information 
available, the more opportunity there is to make 
right and sophisticated decisions, while lack of 
information forces the decision-maker to rely on his 
personal experience which may be subject to 
emotional bias. In this regard, Boauazza (2003) 
revealed that 54.6% of decision makers‟ in Gulf 
industrial organizations make all their routine and 
strategic decisions according to available 
information. 

In the present study, differentiation between 
information and data was one of the issues raised 
by participants. Eleven of the respondents regarded 
information as output of analyzed data that could 
be used in the process of making decisions. Many 
studies have discussed this issue. Ali (2012) argues 
that information is different from data because the 
formerrepresentsfacts and indicators that emerge 
from processing of the latter. In this meaning 
information could be reflected in facts and 
processed data that are needed for making 
decisions. Tashkandi (2007) believes that 
information is the formulation of data in a 
meaningful way to work as signals and messages 
that motivate decision-makers to deal with a 
certain situation.  

Developed countries have paid much attention 
to information as a source of power and 
domination, and have made huge investments in 
the knowledge economy thathas consequently 
become human capital in the development of the 
economy and the progress of society (Powell 
&Snelman, 2004). 

A general director highlighted the use of 
information in decision makingby commenting that 
information should be collected from all units of 
the organization and processed according to its 
objectives. For example, all economic, social, and 
legislative information should be processed in a 
holistic manner to ensure that the decision taken is 
correct, clear, and does not interdict another similar 
decision. 

 
5. CONCLUSION, LIMITATION, SUGGESTION, 

AND IMPLICATION 

This study aimed to identify the role of information 
in the process of strategic planning and decision 
making in Omani governmental economic 
organizations. To achieve this goal, qualitative 

research method was selected as the most 
appropriate approach for data collection and 
analysis.  

Results of the study indicate that Omani 
government economic organizations usually take 
two types of decisions: technical routine decisions 
that are regularly made by managers and other 
decision makers and strategic decisions directed 
toward achieving the future aspirations of the 
organization. These decisions are found to be 
affected by many factors including: type of 
decision, level of management, and time of making 
the decision. To take account of these factors, all 
participants agreed that there should be a clear 
strategy for making and evaluating decisions, 
starting from gathering and analyzing relevant 
data and following through to implementation of 
the final decision. They were convinced that quality 
of information has a major impact on the decision 
made. High quality relevant information leads to 
right and consistent decisions. However, this study 
and the conclusion can be applicably for the object 
where this study was conducted, that is, in Oman 
for the Omani government economic organizations.   

Moving forward from this research, the 
authors recommend the following topics for further 
studies: first, studies should be conducted to 
measure and evaluate the decision making process 
in non-economic organizations in Oman, especially 
those involved in the education and health sectors. 
Second, a theoretical study on methods and models 
of making decisions could be informative for 
leadership practitioners and researchers; and 
finally, future studies in this field could usefully 
explore the flow of information through decision-
making channels. 
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