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Chapter 2

Structural Equation Modeling
Algorithm and Its Application
in Business Analytics

Shahryar Sorooshian
Uiniversii Malaveia Pahang, Malavsia

ABSTRACT

Steocrural Equanion Wedeling (SEM ) iz a staristical-based multivariare modeling methods, Applicanion
af SEM ix similar buit move powerfd shan regression anelveis; and number of scieniisis urving SEM in
thedr research i mpicly increasing. This review article afgorithmivally discassey the SEM metodalogy.
SEM sivatepies, SEM sreps and SEM stages are introduced in this arficle; validity tests are presenved
ay well, Novelry of this arvicle is in modified steps of SEM applicarion in modeling strategies, alvo in its
develpped practical comprehernsive SEM applicarion fowcharl, This aeiicle i o roadmap for basiness
advizars and these scholars feving fo compure SEM for their decizsion making, complex modeling and
dari analvyis progronming,

INTRODUCTION

Structural equation modeling, also known as SEM, 18 referred to as one of the most effective multivanate
statistical tool Toranalysis, The extent o which SEM s techmque is apphed to relationshap analysis simply
ranges from independent and dependent variables to complex analysis of measurement equivalence for
lirst and higher order constructs (Cheong 2008), The framework for developing and analyeing complex
relationships among a number of variables 15 Nexible and also permits researchers (o 1est the theory™s
validity throngh empirical models. Perhaps its prominent strength is in its capacity to manage errors in
measurement, which is among the greatest limitations of most studies, A couple of vears back Gonzalez,
Boeck and Tuerincks (2008 ), Beran and Yiolato (20000 and numerous dillferent researchers classilfied
it as a “most of the time" used technique. “With SEM s strength as a statistical tool to analyze complex
relationships among variables, and even posit and test cavsal relationships with non-cxperimental data,
il allows rescarchers 1o explain the development of phenomena”™ (Beran, e al. 20000, The unlization
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