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ABSTRACT

The moral credibility of the accounting profession has been left in disarray over the
last two decades due to a rash of accounting scandals over that period. In a bid to
restore the integrity of the profession, universities have been suggested as key
stakeholders to produce morally competent future accountants. The Malaysian
government has subscribed to this notion, as evidenced by its recent policy initiatives
that task Malaysian universities to emphasise the moral development of their students.
It is against this backdrop that this study sought to evaluate the impact of the ethical
climate of Islamic universities in Malaysia on the moral competencies of the country’s
future Muslim accountants. The study had five objectives: 1) to develop a profile of a
morally competent Muslim accountant, 2) to develop an instrument that would
measure the ethical principles that make up the profile of a morally competent Muslim
accountant, 3) to compare between the moral competencies of second-year and fourth-
year Muslim accounting students, 4) to compare between the moral competencies of
fourth-year Muslim accounting students enrolled in Islamic universities and the moral
competencies of the fourth-year Muslim accounting students enrolled in conventional
universities and 5) to identify and assess the strengths and weaknesses in the moral
competencies of Muslim accounting students enrolled in Islamic universities.
Specifically, the International Islamic University Malaysia (IIUM) and Universiti
Sains Islam Malaysia (USIM) were selected as they were the only Islamic universities
that have accounting programmes accredited by the Malaysian Institute of
Accountants. Universiti Utara Malaysia (UUM) and Universiti Teknologi Mara
(UiTM) were selected as control universities. An ethical scenario-based instrument
titled the Muslim Accountant Moral Competency Test (MAMOC) was developed with
the collaboration of five Islamic accounting scholars to measure the moral
competencies of second-year and fourth-year accounting students in the selected
universities. MAMOC was completed by a total of 764 students (IIUM — 125 second-
year and 72 final-year; USIM — 67 second-year and 88 final-year; UUM — 133 second-
year and 101 final-year; UiTM — 83 second-year and 95 final-year). T-tests were used
to compare the moral competencies of second-year Islamic university students and
fourth-year students; there was no significant difference in the moral competencies of
these two groups after controlling for religiosity. T-tests were also used to compare
the moral competencies of fourth-year students from Islamic universities and
conventional universities; the results showed that Islamic-university fourth-year
Muslim accounting students had significantly higher moral competencies than their
conventional university counterparts. Although the results revealed that the ethical
climate of Islamic universities had a greater impact on the moral competencies of
Muslim accounting students as compared to the impact of conventional universities,
an overall assessment of the moral competencies of the students revealed that there is
significant room for improvement, particularly in the area of selecting Islamically-
appropriate jobs and avoiding dealing with interest. There is thus a crucial need for
Islamic universities in Malaysia to review the ethical content of their curricula in order
to address the weaknesses in moral competencies of Muslim accounting students that
were revealed in this study.
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CHAPTER ONE
INTRODUCTION

1.0 BACKGROUND OF THE STUDY

In the earliest part of the twenty-first century, the world was rocked by several
financial scandals: from Enron to WorldCom, Parmalat to Tyco, Arthur Andersen to
Shell, and more recently, the 2015 $1.2 billion Toshiba accounting scandal (Bayou et
al., 2011; Fasan, Mio & Ros, 2016; Uemura, 2016). These scandals focused the
world’s attention on the issue of ethics education, and its role in developing the moral
competencies of future accountants. One of the most widely cited definitions of moral
competence is that postulated by Lawrence Kohlberg in 1964. He described a morally
competent person as “one who has the capacity to make decisions and judgments
which are moral (i.e. based on one’s internal principles) and to act in accordance with
such judgments” (Chaganti 2012: 53). The appropriateness of this definition for this
study is discussed in Chapter Two.

The world’s focus on ethics education, as a potential solution to the moral
decay plaguing the accounting profession, is based on the premise that universities
have an obligation to inculcate moral values into accounting students by introducing
ethics education in the curriculum. Proponents of ethics education claimed that by
doing so, more moral accountants would graduate from universities, thus preventing
such large scale occurrences of fraud and mismanagement from occurring in the future
(Carrol, 2001; Falkenberg & Woiceshyn, 2008; Dellaportas, 2012; Warnell, de Arruda
& Wang, 2016).

The concern about the rampant increase in immoral practices of accountants

and businessmen was not restricted to America and Europe, there was also concern in



Malaysia. Abu Bakar, Ismail and Mamat (2010) explained that as early as the 1980s,
public confidence in the Malaysian accounting profession took a battering due to the
collapse of organizations like Bank Bumiputra and Pan-Electric. In the 1990s, there
was a very noticeable increase in white-collar crimes involving accounting companies,
some of which were sued by their clients such as Johari Abas and Anor, David Low
See Keat and Orsants (Abu Bakar et al., 2010). In recent times, concern has grown in
the society regarding the alarming increase in the unethical and immoral practices
amongst accountants in Malaysia (Abu Bakar et al., 2010; Yunus and Abdul Rashid,
2011; Eid, 2012).

In order to address this worrying increase in unethical and immoral behaviours
among the business community, including the accounting profession, in Malaysia, the
government embarked upon several initiatives. In 2004, it introduced the National
Integrity Plan, which aimed to provide directions and guidance to all citizens as to
how to lead a life of integrity and high morals (Malaysian Institute of Integrity, 2012).
In 2009, the government strengthened the national anti-corruption agency by
establishing the Malaysian Anti-Corruption Commission, which was to operate as an
independent, transparent and professional body to effectively and efficiently manage
the nation’s anti-corruption efforts (Malaysian Anti-Corruption Commission, 2013).

In addition to these two key initiatives, the Malaysian government focused on
the educational sector as a viable mechanism for checking the growing menace of
unethical practices amongst the country’s accountants and businessmen. This is
evidenced by Malaysia’s National Philosophy of Education (NPE), which emphasizes
the development of individuals in a holistic manner. The objective is to produce
students that are balanced intellectually, spiritually, emotionally and physically. To

achieve this, Islamic Studies and Moral Studies have been made compulsory at all



levels of education in Malaysia (Ali, Salleh & Sabdin, 2010). In relation to
accounting, ethics courses have been made compulsory for all undergraduate
accounting degree programmes (Ministry of Higher Education, 2006; Gomes, 2013).
Additionally, the Ministry of Education also instituted the Hala Tuju 2 (2007-2013)
and Hala Tuju 3 (2013-present) with the aim of producing “technically competent,
ethical and well-rounded graduates, including accountancy graduates” (Gomes, 2013:
11).

To further highlight how seriously the Malaysian government is taking this
issue of moral competence amongst students at all levels of education, in 2012, a
blueprint to overhaul the Malaysian educational system within thirteen years was
produced (Malaysia Education Blueprint 2013-2025, 2012). This blueprint had eleven
key objectives, one of which was directly targeted at the issue of moral competence
amongst young Malaysians, and was stated as follows:

Every student leaves school as a global citizen imbued with core,

universal values and a strong Malaysian identity. The values they have

learnt are applied in their day to day lives, leading to more civic

behaviour such as an increase in volunteerism; a willingness to embrace

peoples of other nationalities, religions and ethnicities; and a reduction

in corruption and crime. Every student also leaves school prepared to

act as a leader, whether in their own lives and families, or as part of the

broader community and nation” (Malaysia Education Blueprint 2013-

2025, 2012: 34).

The “universal values” cited in the quote above relates to moral competence as
it includes such priniciples as wisdom, honesty, responsibility and social justice
(Azimi & Naim, 2015; Rasouli, Banimahd & Royaee, 2015; Noh, 2016). The
Malaysian government’s message to all educational institutions in Malaysia regarding

moral competence is clear: Produce students who have excellent moral values and

ethics (Gomes, 2013).



Malaysia has Islam as its official religion, and has a 61.3% Muslim population
(Hassan, 2015; CIA World Fact Book, 2016). This means that the government’s
mandate that universities should produce morally competent professionals means that
for a majority of the population, this means producing Muslim professionals imbued
with Islamic values. Interestingly, about three decades before this mandate, a special
category of university was established that had already embraced this mission of
producing Muslim professionals imbued with Islamic values as part of their
institutional ethos. This category of university refers to Islamic universities, with the
International Islamic University Malaysia (IIUM) being the first Islamic university
established in Malaysia in 1983 (Department of Islamic Development Malaysia,
2016). Since then, there are now over twenty public and private Islamic universities
operating in Malaysia (MOHE, 2016).

These Islamic universities possess an “Islamic ethical identity” (Haniffa and
Hudaib, 2007) as they are based on religious foundations, i.e. the Islamic law
(Shariah) which has as its ultimate goal, the betterment of society as evidenced by
sincere obedience of Allah’s (SWT) laws in all aspects of life (Rahman & Saimi,
2015; Zainuldin, 2016). Additionally, these Islamic universities also possess an
Islamic ethical climate, which is an environment where Islamic principles are
encouraged and modelled. Three characteristics make up this Islamic ethical climate
as identified by the first World Conference on Muslim Education held in Jeddah 1977:
First, the emphasis on religious knowledge and Islamic worldview - The University’s
curriculum must include courses on Qur’an and Hadith, and the students must be
taught to apply the principles enshrined in the Islamic world view in whatever course
they are studying, even if the course seems ‘“conventional” in nature. Second, the

emphasis on Islamic morality - The University must have as its major goal the



development of the students’ personal morality in line with Islamic morality, and
third, emphasis on an “Islamic” educational environment- The educational
environment of an Islamic University would make it conducive for students to live in
accordance with the Islamic way of life, such as instituting regular observance of
prayers, insisting upon an Islamic dress code, and prohibiting un-Islamic conduct such
as alcohol consumption and drug use (Fadzly, 2010). These three characteristics were
also used in order to define “Islamic universities” for this study.

The ethical identity and ethical climate of Islamic universities leads to an
expectation that Muslim accounting students who graduate from these institutions
would be imbued with a higher levels of moral competence from an Islamic
perspective than when they enrolled. Another expectation is that Muslim accounting
graduates from Islamic universities would possess a higher level of moral competence
than their Muslim colleagues who graduate from conventional universities. This
added expectation is because of the Islamic ethical climate present in Islamic
universities, but absent in conventional universities, whose primary focus is on
producing technically proficient accountants imbued with general ethical values
without any religious emphasis. However these expectations have not been

empirically tested, and therefore, this was the ultimate goal of this study.

1.1 MOTIVATION FOR THE STUDY

As mentioned previously, over the last two decades, accounting scandals have become
a yearly occurrence globally. This speaks to a degradation of the moral competency of
the accounting profession and throws a negative light on the integrity of all
accountants and accounting educators around the world. There is thus a crucial need to

evaluate the impact of university ethical climate on the moral competencies of the



next generation of accountants. This evaluation would provide a progress report on
how well accounting programmes were doing in their mission to imbue their students
with moral values, and this served as an important motivation for this study.

Secondly, these scandals include Muslim accountants, and this reality is
particularly problematic for Muslim accounting educators like the researcher
considering that Islam requires Muslim accountants to uphold an extremely high
standard of moral competency. The researcher was thus motivated to conduct this
study by focusing exclusively on Muslim accounting students, regardless of their
ethnicity. The objective was to assess the moral competencies of the latest group of
future Muslim accountants that would graduate from Islamic universities in Malaysia.
The results would provide a referendum of how well Muslim accounting educators
were discharging their sacred duties to produce technically-proficient Muslim
accountants imbued with Islamic values.

Thirdly, from a Malaysian perspective, whilst the researcher is in full support
of the education-based initiatives developed by the Malaysian Ministry of Education
to enhance students’ moral competencies, it is important that the source of ethics of
the groups being targeted by these initiatives be taken into consideration. Yunus and
Abdul Rashid’s (2011) agree with the researcher as evidenced by their
recommendation to the Malaysian government as follows:

Malaysia is a multicultural country with diverse ethnic groups with

Malay, Chinese and Indian as the three major ethnic groups....Each

ethnic group maintains its cultural values due to religious and cultural

freedom policies practiced by the country... Any policy regarding ethics

needs to take into account the differences in moral reasoning among

future Malays, Chinese, and Indian managers [and accountants] in

Malaysia (Yunus and Abdul Rashid 2011: 279).

The advice given by Yunus and Abdul Rashid (2011) is a sound one because

each of the three major groups in Malaysia has a different source of ethics that guides



it as to what is right or wrong. This also affects each group’s motivation to perform
certain acts. For the Malaysians who are Muslims, their source of ethics is found in
the Noble Qur’an and Sunnah of the Noble Prophet Muhammad (Peace be upon him
[PBUH]). The majority of the Chinese community derives its source of ethics from
Confucianism, Buddhism and Taoism, while the majority of the Indian community
derives its source of ethics from Hinduism. There is no doubt that these three groups
share some common ethical principles such as trustworthiness, honesty, responsibility
and accountability. However, there are certain ethical principles that are unique to
each group. For example, for a Hindu who believes that the cow is a sacred animal, it
woud be considered immoral to work as an accountant in a butchery. For the Muslim,
this has no moral overtone. On the other hand, for the Muslim, working as an
accountant for a casino is considered immoral due to Islam’s prohibition of gambling,
but has no moral overtones for the Hindu or the Buddhist.

This important difference in source of ethics amongst these three groups also
leads to another important distinction, the motivation to act ethically. For Muslims, all
actions are done solely to please Allah (SWT). In fact, any action that is done for any
other reason besides seeking the pleasure of Allah is considered unethical from an
Islamic point of view, even if society views that action as a good action. For example,
a person who is motivated to be honest so that people in society will sing his praises
for that virtue would be considered a wrong doer from an Islamic perspective as his
motivation is not for Allah’s pleasure. As for the Chinese and Indians who do not
believe in the same diety as Muslims, their motivation to act ethically is thus different
from that of Muslims.

Fourthly, another motivation for conducting this study is the researcher’s

personal philosophy that as accounting educators, we have a sacred duty not only to



imbue our students with technical proficiency in accounting, but to make them better
human beings by inspiring them to always act in a righteous manner in whatever
situation they find themselves. This study allowed the researcher to further this
mission by identifying the weaknesses in the moral competencies of Malaysia’s future

Muslim accountants, thus enabling accounting educators to address these weaknesses.

1.2 PROBLEM STATEMENT

Accounting programmes situated in Malaysian Islamic universities proclaim as their
mission statement the development of technically-proficient accountants imbued with
Islamic values. This mission statement places a great weight of accountability on the
accounting educators of these programmes, which they have to diligently discharge
towards their students, and most importantly towards their Creator, Allah (SWT).
Additionally, the Malaysian government has invested a lot of time and resources to
develop comprehensive educational policies based on the assumption that these
universities can actually fulfil their mission statements. The crucial problem is that, at
the moment, there is no way of knowing whether or not these accounting programmes
are actually fulfilling their critical mission statements.

Currently, the only measure of a students’ academic progress is the
Cumulative Grade Point Average which only reflects a student’s proficiency in
passing his courses. This does not reflect his or her moral competency. It is thus
critically important that Accounting programmes in Islamic universities develop an
objective measure of students’ moral competencies for three reasons: Firstly, so that a
clear determination can be made as to whether or not they are fulfilling their mission
statement, and secondly, so that they can ensure that they are fulfilling their duties of

accountabilities to their stakeholders, and more importantly to their Lord, Allah



(SWT) as emphasized by the following translated verse of the Noble Qur’an: “Great is
the hatred in the sight of Allah that you say what you do not do” (as-Saff: 3). Thirdly,
it will enable the Malaysian government to determine how well these universities are
doing in meeting the mandate of producing morally competent Muslim accountants.

However, credit must be given to the Ministry of Higher Educator for the
development of the Integrated Cumulative Grade Point Average (iCGPA) which will
provide a more holistic assessment of student performance, and includes measuring
moral competency (Ann, 2015). The iCGPA was introduced in 2015 and is currently
being pilot-tested in selected faculties in five public universities (Ann, 2015). Once it
is mandated for all public universities, it will bring the issue of moral competency on
an equal standing with technical competency. This will hopefully lead to the
development of more morally competent accountants over time.

Through the development of an instrument specifically tailored to measuring
the moral competencies of Muslim accounting students, this study provides a viable
prototype instrument which Islamic universities in Malaysia can adopt to measure the
moral competencies of their accounting students, in line with the requirements of the
iCGPA. Additionally, it also reveals the moral competence levels of Muslim
accounting students at the selected Islamic universities and highlights areas where
these students’ moral competencies can be significantly improved upon. Thirdly, it
compares the moral competencies of Muslim accounting students in Islamic and
conventional universities to determine whether the Islamic universities are more
capable in developing the moral competencies of these students as compared to their
conventional counterparts. Finally, the instrument developed in this study will enable
Muslim accounting educators to gain an insight into reasons that motivate these

students to make certain moral decisions. This is because the instrument requires the





