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Abstract

Recently, contemporary management accounting studies have focused on management
accounting techniques or procedures initiated in the industrialized countries, and whether they
can be effectively adopted in developing countries. They have explored the factors (both
impetus and impediment) that would affect the application of management accounting practices
in developing countries? Several studies in different parts of the world have investigated the
status of their national management accounting practices, such as the study of Chenhall and
Smith (1998a) in Australia, Wijewardena and Zoysa (1999) in Japan, and Drury et al (1993) in
the U.K. However, this area of research remains inconclusive and incomplete in relation to the
literature of some developing countries such as Egypt. This research attempted to investigate
two main questions, firstly; the in-firm internal contingent factors to the adoption of recent
management accounting practices, secondly, the effect of adopting recent management

accounting practices on the firms' performance, with an application solely on the Egyptian

pharmaceutical firms.

The main motivation for undertaking this research is to fill the gap in literature and provide
some information that might benefit both academics and practitioners in this field. In addition,
investors and future investors might get a clearer picture on the effect of the Egyptian
economy’s specific characteristics on the development of management accounting practices in
manufacturing firms. A thorough review of the literature suggested a contingency perspective as
an appropriate theoretical framework for this type of research (Fisher and Govindarajan, 1993;
Fisher, 1995a; 1998; Donaldson, 1996; Ittner and Larcker, 2001). Data were collected in this

rescarch by using interviews. Interviews were conducted in the 20 largest manufacturing

pharmaceutical firms. The data were analyzed both statistically and qualitatively in order to

explore the research questions.

The research findings have revealed that some in-firm factors do in fact affect the adoption of
recent management accounting practices. Those factors are employee headcount, personne:
competency, computerization level, ownership type, expected contribution to firm success,
adoption cost justification, implementation time and financial resources required. Moreover, the
research findings show that the adoption of recent management accounting practices may
improve firms™ performance by improving employees® productivity. This study enriches our

understanding on how recent management accounting practices can be adopted more effectively

and efficiently in developing countries and contributes to bridging the gap in management
accounting practices literature.,
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Chapter One
Introduction

1.1 Introduction

In the era of globalization, increasing levels of competition intensified the challenge for

managers; the management of a company in order to be consciously competitive on the

market needs to have objective information about the company's performance.
Accordingly, experts have warned that if management accounting needs to maintain 1ts
relevance, it should adapt to meet the changing needs of managers. In response to these
concerns, a range of new management accounting practices has emerged. The past two
decades have witnessed considerable change in managerial accounting practice. From
its traditional emphasis on financially oriented decision analysis and budgetary control,
managerial accounting has evolved to encompass a more strategic approach that
emphasizes the identification, measurement, and management of the key financial and
operational drivers of shareholder value. In other words, contemporary management

accounting techniques combine both financial and non-financial information and take

explicit strategic focus. This can be seen, for example, in the design of activity based

costing, contemporary performance measurement systems, and benchmarking

techniques (Chenhall and Langtield-Smith, 1998a).

One of the main topics in contemporary management accounting studies is whether the
management accounting techniques or procedures initiated in the industrialized
countries can be effectively adopted in developing countries, or what are the factors
(both 1mpetus and impediment) that would affect the application of management
accounting practices in developing countries? Different views exist in the literature
regarding this argument; Some researchers contended that the dissemination of Western
management experience to developing countries might encounter resistance due to the
variances stemming from the social, legal, cultural, and educational systems in the
developed and less developed countries (Weinshall, 1977; Child and Bate, 1987;
Abrahamson, 1991; Aris and Guillen, 1991; Lin and Yu, 2002). The Han Dan Iron and
Steel Company experience on the other hand, demonstrates that management

accounting can play a very important part in business management in China or other



developing countries; under the original centralized business administration system, the
Company's production and sales, like other state-owned enterprises (SOEs), had long
been subject to the compulsory production plans imposed by government authorities.
Due to a lack of production initiatives and poor management the company had long
suffered from low productivity and poor operating results and had to rely mainly upon

governmental subsidies to survive. However, market demands changed dramatically

after the Chinese government implemented an austerity program in the late part of 1989
to curb the overhead economy and run-away inflation. With sharp changes in the
economic and business conditions, Han Dan Company encountered great difficulties in
operation. To resolve its problems, the senior management recognized that it is
necessary and imperative for the Company to adopt innovative procedures to overcome
the operating difficulties in order to survive and grow under increasing market
uncertainty and pressures. The responsibility cost control system at Han Dan Company

is a successful experiment of management accounting in China where reforms towards a

market-oriented Company are underway. The new cost control system was introduced
by the Company as an effort to adopt innovative management and accounting practices
to overcome its operating difficulties and meet the new challenges of the emerging
markets (Lin and Yu, 2002). However, empirical evidence for successful adoption of
management accounting in developing countries is still rare at present (Lin and Yu,

2002). Several studies in different parts of the world have also investigated the status of

their national management accounting practices, such as the study of Chenhall and
Smith (1998a) in Australia, Wijewardena and Zoysa (1999) in Japan, and Drury et al
(1993) in the U.K. These studies have researched the adoption rate, benefits derived and
future direction for traditional and advanced management accounting practices.
However, this area of research remains unsatisfactory and rare in relation to the
literature of some developing countries such as Egypt. (See for example, Wallace, 1990;

Anderson and Lanen, 1999; and Luther and Longden, 2001). According to Wallace

(1990) research in this area is still a "recent field of study".

Lin and Yu (2002), suggests that this could be due to the relatively underdeveloped

status of economic research in developing countries. However, the demands for
management-oriented accounting information are increasing following the economic

growth in such countries. Nonetheless, certain differences in the application procedures



and techniques for management accounting practices between the industrialized world

and developing countries must exist due to the economic, institutional, and cultural

differences.

Waweru et al, (2004) also claimed that the period between 1990-2000 was

characterized by the opening up of most developing economies, many organizations
have been privatized, as most of the protective barriers have been removed,

substantially altering the competitive environment in these economies.

Moreover, researches provide evidence that organizations operating in the developing
countries which are undergoing transition at the present require quality and timely

information, thus they have to change their management accounting systems and
practices. Hoque et al., (2001) argue that managers who face high levels of competition

require a variety of financial and non-financial information for making organizational

decisions.

In Egypt, however, there i1s no evidence of the adoption of traditional and contemporary
management accounting practices in manufacturing organizations, pharmaceutical
industry in particular along with the benefits derived from such adoption. Farouk (2005)
provided some insights on the diffusion of management accounting practices, specially
the recently developed ones, in the Egyptian manufacturing sector of which the
pharmaceutical industry, but no studies investigated the benefits derived from the
adoption of recent management accounting practices in a mature and successful industry
iIn Egypt like the pharmaceutical industry (see Farouk 2005) or the effect of adopting
different management accounting practices, either recent or traditional, on the overall
firms' performance. Beside, it is not clear what are the firms' factors and characteristics
that enhance the adoption of recent practices in order to cope with the new
environmental changes, and global competition. In addition, using the contingency

theory as the theoretical framework is a challenge to this study'.

—_'_—'__——_'—_——-—-—__-—_—___

| o : : : .
Find more about the use of contingency theory in the management accounting studies in chapter 3.



The second challenge to be faced is measuring the effect of adopting recent

management accounting practices on the Egyptian pharmaceutical firms' performance,

if any.

Furthermore, the study examines the implications of the Egyptian environment and
culture on the functioning of the pharmaceutical firms in general, and the state of
management accounting practices in these firms in particular. Those two 1ssues are
rarely presented in the literature of developing countries and not at all tackled in Egypt.
Therefore, they are considered the third challenge for this study. The next section

presents a background on management accounting in developing countries going

through transitional periods such as Egypt.

1.2 Background on Management Accounting

Practices in Transitional Economy

The growth of privatization, deregulation, international business, global competition and
new information and production technology has changed the world of management

accounting. These changes have special implications for transitional and newly

industrialized or emerging economics (Jaruga and Ho, 2002).

Few studies, during the last decades have been dedicated to the development of

management accounting practices in developing economies (Vamosi, 2003). For
example, in Eastern Europe, the study of Vamosi (2000) in Hungary, and Haldma and
Laats (2002) in Estonia; few researches are in Asia such as the study of Ghosh and Chan
(1997) in Singapore, Anderson and Lanen (1999) and Joshi (2001) in India, Lin and Yu
(2002) in China, Sulaiman, Ahmad and Alwi (2004) in four Asian countries, Sulaiman,
Ahmad and Alwi (2005) in Malaysia, and Wu, Boateng and Drury (2007) in China, 1n
addition to a study conducted in South Africa by Luther and Longden (2001).

These studies focus on the adoption and development of management accounting
practices in respective countries, as well as the expected future emphasis of western
management accounting practices in such emerging market economies. The authors also
argue that management accounting in transition countries is still in its initial stages of

development into a research area. In addition, the above researches endorse some prior



findings related to contingent influencing factors such as the intensity of competition
due to globalization, and introduce possible new factors such as changing stakeholder
pressures and shortages of qualified accountants. In the same vein, Luther and Longden
(2001) promote that management accounting cannot be understood without reference to
political, cultural and economic factors, and Wijewardena and De Zoysa (1999)

recommend that further researches are needed to examine management accounting

practices in several transitional economies.

The use of contingency framework for the analysis of management accounting systems
started in the early to mid 1970's. However, since then it has come to dominate the
published work on the behavioral and organizational aspects of management
accounting. Otley (1980: p. 413) stated, ' The contingency approach to management
accounting is based on the premise that there is no universally appropriate accounting
system which applies equally to all organizations in all circumstances. Rather, it 1s
suggested that particular features of an appropriate accounting system will depend upon
the specific circumstances in which an organization finds itself. Thus, a contingency
theory must identify specific aspects of an accounting system which are associated with
certain defined circumstances and demonstrate an appropriate matching'. Also, Otley
(1980) argued that the justification for adopting a contingency theory of management
accounting is that it emerged as a necessary means of interpreting the results of
empirical research. He concluded that the relevance of organization theory to
management accounting is being increasingly recognized and contingency formulations

have been prominent in organization theory. There thus appears to be a prima facie case

for the development of a contingency framework for management accounting.

The previous studies are considered contribution to the knowledge of management
accounting practices in transitional countries, as well as comparative studies that
highlight the similarities and differences in management accounting practices between
those economies and western economies, and the ways that justify reasons for
differences. Nonetheless, they have not explored the in-firm contingent factors to the
adoption of recent practices in those economies. None of these studies have investigated

the effect of political, economical and social environment on management accounting

practices. Although there is an expanded research of this issue in Anglo-American



countries, and there has been a growing interest in management accounting systems and
practices in the developed countries, developing countries lag far behind and the gap in

management accounting systems literature in developing countries still exists. This was

the main motive for this research.

1.3 Problems of the research

New management accounting practices have emerged in response to changes in
manufacturing practices or the competitive position of business in the recent years as
mentioned before. These practices such as ABC, throughput accounting, JIT accounting
and the emphasis on non-financial performance measures were featured in a range of

accounting and management journals (Tayles and Walley, 1997). There is however, less
guidance on when to adopt such new techniques, and when to adopt the traditional
ones? Under what environmental and internal conditions are such practices appropriate?
Is the adoption of these techniques effective to improve or increase performance? And,
finally, should these techniques be varied across industry types or the same for all
industry types? Moreover, what are the factors that affect the adoption of these
practices? Many accounting researchers argue that these questions could be further

areas of research investigation (Ittner and Larcker, 2001; Otley, 2001; Shields, 1998;
and Tayles and Walley, 1997).

The problems of the research is introduced through the investigation of the state of

management accounting practices in pharmaceutical firms in Egypt as it is one of the

developing countries which undergo a transitional phase of economy.

Egypt 1s an important and influencing country among African and Arab states. It has its
uniqueness because of its strategic location bordering Africa, Europe, and Asia; which
help it to gain a leading role among Middle-Eastern nations. During the 1980s and the
thresholds of 1990s, the Egyptian government embarked on an ambitious economic
reform program, the main aim of which has been to create a decentralized, market-
oriented economy designed to encourage private sector activity in all sectors and reduce
the size of public sector through privatization (Road, 1997). These environmental

changes affected the operations of organizations in Egypt both directly and indirectly

through associated market volatility (Evans et al., 1994).



Many studies explore accounting in Egypt; (Shawky, 1996, Tawfic, 1991, Mahmoud,
1995 and Abd-El bar, 1997). A review of Egyptian accounting literature reveals that
there are two main concerns for Egyptian scholars. The first is to show the deficiencies
in the Uniform Accounting System to provide useful financial information for the
economic reform program (see Shawky, 1996 and Tawfic, 1991), while the second 1S to

propose changes in the system to be more able to meet the needs of economic

development efficiently (Abd-El bar, 1997 and Mahmoud, 1995). Yet, all these previous

studies are focused and concerned only with financial accounting rather than

management accounting.

Mahmoud (1995) argues that accounting in Egypt is a procedural step to be followed

and that it should respond to change in order to achieve economic objectives. He adds
that the increase in competition urges the need for change and reform in accounting

practices to provide better types of information in order to take more accurate

investment decisions.

It can be then concluded that there is a need and demand for studies and research on

management accounting practices in Egypt, being a country in a transitional period, its
current status of adopted management accounting practices within organization and the

benefits derived from their applications are not sufficiently examined.

In addition, Egypt's pharmaceutical industry is considered relatively mature with
moderate growth rates, as argued by Farouk (2005), that the pharmaceutical sector in
Egypt is very successful and promising; she also proved that this sector is an advanced
industry sector in Egypt. This conclusion encourages the researcher to consider the
Egyptian pharmaceutical industry an appealing industry for this study which 1s
interested in the adoption of recently developed management accounting practices In
Egyptian manufacturing organizations. A study, that needs to be applied on an advanced

industry sector in order to reach some meaningful results, in a developing country in 1ts

transitional phase of economy, like Egypt.

In sum, problems of the research are as follows:



e There is lack of knowledge concerning the current state of management
accounting, and their practices in Egypt. It is argued that being a
developing country, Egyptian pharmaceutical organizations are slow in
adopting recent management accounting practices, and that they rely
significantly on traditional ones.

e There is lack of knowledge concerning the contingent factors to the
adoption of recent management accounting practices in the context of
pharmaceutical firms' in Egypt.

e There is lack of knowledge concerning the effect of adopting recent
management accounting practices in Egyptian pharmaceutical firms on
the overall firms' performance.

o There is lack of knowledge concerning the implications of the Egyptian
environment (political, social, and economic) on the success of

pharmaceutical industry and the advancement of pharmaceutical firms'

accounting systems.

1.4 Aim of the research

In view of the problems discussed above and the challenges faced, it becomes clear that

the aim of the research 1s to:

'Test the relationship between certain characteristics of manufacturing
Jirms and the adoption of recent management accounting practices, with
an application on the pharmaceutical industry. Then test the relationship
between the adoption of those recent practices and the firms'
performance. Finally the implications of the Egyptian economy on the

pharmaceutical industry and the adoption of management accounting

innovations are explored’.

1.5 Methodology

This research is based on a relativistic ontology, which holds that reality 1s a subjective

construction of the mind. So what is subjectively experienced as an objective reality



exists only in the observer's mind. Using the semi-structured-in-depth interviews as the
main method of collecting the data, reveal some doubt about the realism ontology. Since
the response of the interviewees would vary dramatically according to their experiences,
beliefs and positions. Consequently, the research is based on a phenomenological
epistemology that shows that the social world is essentially relative and can only be
understood from the point of view of individuals who are directly involved in the
activities under study. In other word the phenomenology is concerned with

understanding human behavior form participants own frame of reference.

The research paradigm that is used by the researcher to conduct this study is the

Interpretivist paradigm, where the world is viewed as it is but explained according to the

researcher consciousness. And this paradigm best matches with the relativistic ontology

and phenomenological epistemology. This view is consistent with the researcher’s
belief that the choice of methodologies should be guided by the problem at hand and the

resources that can be brought and the data collection method used to best solve the

problem.

1.6 Research Importance

By reviewing the literature of international accounting in developing countries, it

becomes obvious that little is known about accounting systems in these countries.

Wallace (1990) in his article Accounting Systems in Developing Countries stated:

"Although the literature now has breadth, it has little depth. There is an
urgent need for a deeper understanding of accounting systems in
developing countries. This need can only be fulfilled by intensive

research of those issues peculiar to developing countries." (44)

Based on the previous argument, the importance of this study emerges, as it investigates
issues relating to management accounting practices adopted in pharmaceutical firms in
Egypt and the benefits derived from such adoption. Moreover, as mentioned before
most of the previous studies in developing countries have been directed to financial

accounting and just few have been concerned with management accounting, so the area



is still primitive and there is a need for researches to fill the gap that exists 1n

management accounting literature in developing country, and Egypt in particular.

The current research uses a contingency framework to analyze the effect of some in-
firm factors on the adoption of recent practices and how the recent practices would in
turn affect the firms' performance. It therefore, provides further evidence supporting the

use of contingency theory in management accounting researches; the study extends the

empirical literature on the contingent relationship between in-firm factors and

management accounting practices.

This research provides a tested framework to this contingent relationship between some

in-firm factors and recent management accounting practices adoption that can be

applied in Egyptian pharmaceutical firms. In addition, a suggested framework, that

needs further testing, is presented for further research area.

To sum up, this research has both significant theoretical and practical importance. From
a theoretical perspective, this research provides insights into the development of
contingency approach to analyze the state of management accounting practices In

manufacturing organizations in developing countries. From the practical perspective,
the findings of the study should increase the understanding of the factors that might

enhance and encourage (or hinder) the adoption of recent management accounting

practices in Egyptian pharmaceutical firms to improve (decline) their performance.

1.7 Organization of the Research

This thesis is organized into ten chapters. Following this introduction, chapter two
provides an overview of the literature related to the evolution that has occurred in
management accounting practices. It also provides a brief review of accounting In
developing countries, the diffusion of management accounting practices and the eftect
of globalization on management accounting in developing countries. This presentation
helped the researcher identify why, how, and where management accounting research

should take place and change in accounting practices could occur.

10



Chapter three provides an overview of the literature related to performance
measurement systems. The main aim of this chapter is to give a historical feedback
about the evolution of performance measurement systems. Moreover, it presents a
criticism to the financial measures and a need for non-financial measures. Finally a
review of performance evaluation practices in different areas of the world 1s

accomplished, to reach the best measures that can be used to evaluate the firms

performance in this study.

Chapter four reviews the contingency theory as the theoretical framework of this study.
[t starts with the evolution of this perspective to enhance our understanding with the
reasons that supported the emergence of this approach. The chapter assesses the
strengths and limitations of the contingency approach and presents different

contingency approach framework. It provided the base for the researcher to develop the

suitable framework that 1s able to serve the objective of this study.

Chapter five discusses Egypt as the context of this study. It gives a detailed review of
the geographical, demographical, cultural, political, economic and accounting aspects of
Egypt. It also shed the light on the pharmaceutical industry in Egypt. The main aim of

this chapter is to provide evidence of why Egypt and pharmaceutical industry in

particular, were chosen to be the context of this study.

Chapter six introduces the methodology and methods adopted in this research. It

provides evidence that supports the chosen methods and justifies the research design.

The chapter describes the steps of developing the data collection instruments and how
the sample size was determined besides discussing the administration and the
conclusions derived from the pilot study conducted. Moreover, hypotheses development
process is discussed along with the research variables. Finally a brief of the interview
process 1s presented and the statistical analysis methods followed in analyzing the data

are discussed. The main aim of this chapter is to provide a link between the theoretical

and the empirical stances of this study.

Chapter seven explains sample characteristics and the statistical analysis of the data. It
clarifies how different codes were developed and given to the data to allow for

statistical tests. Then a description of different tests used for the analysis such as

11



descriptive statistics, correlation coefficient and other non-parametric data analysis tests
available in the SPSS package. In addition it summarizes the hypotheses testing findings
and the limitations of the hypotheses testing study. The main aim of this chapter 1s to
answer the two main research questions concerning the in-firm contingent factors to the
adoption of recent management accounting practices in the Egyptian pharmaceutical

firms and the effect such adoption would have on the overall firms' performance.

Chapter eight is concerned with the qualitative analysis of the data collected, which is
classified for the purpose of this chapter into three general themes; the Egyptian
Environment Implications theme, the Accounting Practices theme, and the Performance
and Quality Issues theme. Each theme is analyzed through its break down into three
sub-sections: points of focus of each theme, comparative tabulation of the respondents
views regarding each theme's point of focus, and finally a set of concluded findings.
The aim of this chapter is to enhance and complement the findings of the statistical
analysis conducted in chapter seven, and provide more in depth examination of the
research questions, in addition to shedding the light on the implications of the Egyptian

environment on the pharmaceutical industry success and advancement.

Chapter nine discusses the research (quantitative & qualitative) findings and results. It

compares the findings of this research with other previous studies and draws on the

relationship that exists between the current research findings and the literature review.

Finally it provides a revised framework for this study, in view of both quantitative and

qualitative analysis findings.

Chapter ten provides a conclusion of the study. It first, summarizes the current research
findings and contributions, which lead to empirical recommendations on both
organizational and national level. Then, it determines current research limitations, and

provides suggestions for areas of future research drawn with a link to the current

research limitations.

12



Chapter Two
Management Accounting Practices

2.1 Introduction

In the conditions of market economy, new changes in business environment like,
advanced technology and intensified competition took place, the management of a
company, in order to be consciously competitive on the market, needs to have objective
information about the formation and shape of the company's performance, which is
documented in financial statements. As a result, an evolution has occurred in managerial
accounting research. Empirical studies of budgeting and financial control practices are
giving way to research on a variety of new techniques such as activity-based costing,
the balanced scorecard, strategic accounting and control systems, and economic value
performance measures (Ittner and Larcker, 2001). In order to fill the gap between
research and practice, a need arise to develop organizations' accounting systems,
especially, cost and management accounting systems (MAS), which could provide
adequate information about the main impacts on cost characteristics and companies'
performance, especially in developing countries and to investigate the state of
management accounting practices in those countries organizations. The past two

decades have witnessed considerable change in managerial accounting practice. From
its traditional emphasis on financially oriented decision analysis and budgetary control,
managerial accounting has evolved to encompass a more strategic approach that
emphasizes the identification, measurement, and management of the key financial and

operational drivers of shareholder value (see for example, McNair, 1997; Kaplan and
Norton, 2000; Al Bhimani, 2002).

Since transition economy is a changing process from the command to market economy
and as the Egyptian economy is considered in a transitional phase?, this chapter will
have the main aim of shedding the light on accounting in developing (third world)
countries. The United Nations (2001, p. 3) divide countries into two groups: developed

and developing countries. Countries in North America, Europe and the former USSR,

* More details about the Egyptian economy are provided in chapter five.
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Japan, Australia and New Zealand, are all categorized as developed countries, whereas

all others are regarded as developing countries.

Those countries are not a homogenous group and mostly found in Africa, Asia, Latin
America, Eastern Europe, and the Middle East. They are different in terms of Gross
National Product (GNP), population, culture, geographical size, access to natural

resources and economic and political systems. But they still share common features, as

Compared with developed countries; developing countries have, in general, a lower
human development index (which measures a country’s performance in three areas:

education, health and society purchasing power), a lower level of industrialization, a

lower level of average income per inhabitant, and a higher level of population growth

(United Nations, 2001; Putu et al., 2007)

The chapter will also emphasize the changing role of management accounting in new
business environment, and, consequently, the evolution that has taken place In
management accounting practices from the 1950s till now, besides a review of the

diffusion of management accounting innovations allover the world, especially,

developing countries, with an emphasis on the effect of globalization and changes in the

global business environment on such economies.

2.2 Accounting in Developing Countries

According to Al-Faisal (1992), the accounting profession in the United Kingdom has
influenced the Egyptian accounting profession, which in turn has influenced the
accounting profession in Saudi Arabia. This is due to the fact that most of college
students in the field of business administration, either studied in Egypt or in colleges of

business in Saudi Arabia which positions were filled by Egyptians.

Many researches have been conducted to compare between accounting systems and
accounting profession in developing and developed countries. For example, El-Dieb
(1993) compared between accounting system and profession in Egypt, United States,

and United Kingdom and proposed a framework for improving accounting in Egypt.
Although such comparison is useful in identifying similarities and differences, it should

be taken into consideration that those countries are different in social, political and
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economic environment, and therefore, Egypt is to be noted against these mentioned

countries.

Accounting researchers are well aware and agree upon the role which accounting can
play in the economic growth and development in developing countries (Enthoven, 1980,
1981, 1983; Briston, 1990; Larson 1993; Belkaoui, 1994). Business management and

accounting practices are relatively weak in most developing countries in contrast to
those 1n the industrialized world (Lin and Yu, 2002). The debate is whether to use
International Accounting Standards as it is in developed countries or to develop

accounting standards that are more suitable to the circumstances of developing

countries.

One belief is that different national accounting standards should be harmonized in order
to facilitate international business transactions and the growth of the world’s capital
market (Arpan and Radebaugh, 1995; Muller et al., 1991). The adoption of advanced
management accounting practices from the developed countries with necessary
adaptation in terms of specific local business conditions will contribute to improving
business management significantly and raise the operating efficiency and profitability
substantially (Lin and Yu, 2002). There are, nonetheless, certain differences in the
application procedures or techniques of management accounting in practice in the

industrialized world and the developing countries owing to the varied economic,

institutional and cultural settings concerned.

The other belief among accounting researchers is that each country should develop
standards that suit its circumstances. They oppose the adoption of International
Accounting Standards at their transfer from developed countries to developing countries
(Briston, 1978; Perera, 1989, a, b). The argument is that each country has its socio-
economic and political system; also there are cultural differences between countries.
These differences should lead to differences in the objectives of their accounting

systems (Rivera, 1989). Samuels (1990) argues that it is better for developing countries

to have their own approach to accounting system design instead of copying accounting
systems from developed countries. In the same vein, some researchers contended that
the dissemination of Western management experience to developing countries might

encounter resistance due to the variances stemmed from the social, legal, cultural, and
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educational systems in the developed and developing countries (Weinshall, 1977; Child

and Bate, 1987; Abrahamson, 1991; Aris and Guillen, 1991).

Following the view of Lin and Yu (2002), the researcher believes that it is hard for
developing countries to develop their own standards and designs of accounting systems,
instead, each developing country should adjust the accounting systems developed by

more developed countries, to match its economy's special socio-cultural characteristics

and specific local business conditions.

Therefore, due to the variances stemmed from the social, legal, cultural, and educational

systems in the developed and developing countries (Weinshall, 1977; Child and Bate,
1987; Abrahamson, 1991; Aris and Guillen, 1991), it is expected that management

accounting practices adopted in developed countries would differ from those adopted 1n
developing countries even though functioning in the era of globalization and competing
in the same global market. In addition, factors affecting changes in management
accounting systems would also differ among developed and developing countries. These
expected differences increases the need for more researches exploring the state of
accounting in different countries, especially developing countries, and investigating the
effect of external and internal factors relevant to each economy, which affects the

development of its accounting systems in general, and its management accounting

systems in particular.

In this direction, Briston (1978, 1990) criticizes the evolution of accounting in Nigeria
and Indonesia. He pointed to the impact of colonialism. Those countries adopted
accounting principles and systems that meet the needs of the United States and the

United Kingdom. In the same vein, Hove (1986) argues for the impact of colonialism on

Zimbabwe. The accounting system is imported and it is not appropriate for the country’s

problems.

Muller et al., (1987) identify some variables that shape accounting development.
Examples of those variables are political ties with other countries, legal system,
inflation level, the size of complexity of business enterprises, in addition to the

education level. He accordingly, identified three accounting clusters; The British-
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American model, the Continental model and the South American model. Egypt 1s

considered a part from the continental model together with Japan, Italy and Switzerland.

Perera (1989b) provides another classification for accounting systems based on the
impact of culture on accounting. In his opinion Accounting systems are classified to
Anglo-American, Continental European and developing countries. According to his
view, developing countries are characterized by low degree of professionalism in the
accounting sub-culture and as a result there will be little accuracy and adequacy in

published accounting information, and a high degree of centralization. This all leads to

high government intervention.

2.3 The diffusion of Management

Accounting Practices

There has been always a need for systematic comparative studies (see for example;

Clarke et al, 1999; Guilding, Lamminmaki and Drury, 1998; Brewer, 1998;
Wijewardena and De Zoysa, 1999; Joshi, 2001; Lamminmaki and Drury, 2001; and
Luther and Longden, 2001) covering various aspects of management accounting

practices in different countries, in order to be able to highlight the effect of different

cultural contexts on the state of management accounting systems in practice.

Walley et al (1994) conducted a study on a sample of 20 manufacturing firms to
discover what practices have been adopted and why changes have or have not taken
place. The cases raised a number of issues about the potential for the adoption of new

accounting systems. Factors such as the ownership of firms and the managerial

resistance to change appear to be strong influences. The cases also revealed that most
changes have resulted from some form of external pressure, but most reasons for non-

adoption appear to come from internal or organizational sources.

Ghosh and Chan (1997) conducted a longitudinal study with a basic objective to find
out the state-of-art of management accounting in Singapore context. The study hoped to
provide a more in-depth understanding on the following aspects: the development of
management accounting and financial control practices in Singapore companies; the

relative extent of these practices in multinational companies (MNCs) as opposed to
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locally owned companies; and the differences, if any, between companies in various
industries with regard to these practices. The study concluded that management
accounting practices of the Singapore companies have generally improved as compared
to the results of the similar study conducted by Ghosh (1984), and also confirmed that

MNCs still enjoy an edge over local/regional companies in their use of management

accounting practices.

Other research was conducted in Bangladesh by Alam (1997) who described the overall
socio-economic situation in Bangladesh as characterized by uncertainty, resource

scarcity, political instability and some tendency towards disorder. The research was

conducted in two commercially oriented state-owned enterprises. The findings of the

research suggested that in conditions of high uncertainty, budgeting is more oriented

towards the management of external relationships with significant institutional actors

than with the management of the organization itself.

Chenhall and Langfield-Smith (1998) surveyed the extent to which Australian
manufacturing firms have adopted certain traditional and recently developed
management accounting practices and emphasized the benefits received from those
practices. Newer techniques were more widely adopted than found in prior surveys. But,
overall, the rates of adoption of traditional management accounting practices were
higher than recently developed techniques. Also they suggested future research to gain a
better understanding of the factors that influence differences in the levels of adoption of

recently developed management accounting techniques between countries.

Guilding, Lamminmaki and Drury (1998) conducted a comparison between budgeting
and standard costing practices used in New Zealand and the United Kingdom. The UK
1s chosen to be the country against which to benchmark for the similarity in professional
academic accounting training and the existence of the established survey and database
about UK management accounting practices. The comparison revealed a high degree of

consistency. It has been also found that standard costing systems continue to be popular

and that the majority of accountants do not envisage abandonment of standard costing
and variance analysis. In the case of the few differences that have been observed, it

appears that there is greater lag behind prescribed practice amongst New Zealand

manufacturers. But still the authors believe that the 90s has seen New Zealand
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management accounting practices catching up with those used in large industrialized

economies as the UK,

A study is conducted by Brewer (1998) to examine the relationship between national
culture and activity-based costing (ABC) systems. The research uses Geert Hofstede's
taxonomy of work-related cultural values, and the study is applied to the case of Harris
Semiconductor (HS), which has implemented an ABC system at plants located in
Malaysia and the United States. The findings indicate that HS's top-down
implementation approach coupled with ABCs inherent emphasis on cross-functional

team-based work arrangements may have contributed to a higher level of ABC success

at HS's plant in Malaysia relative to its U.S. plants.

In the same vein, Wijewardena and De Zoysa (1999) conducted a comparative study on
management accounting practices in large manufacturing firms in Australia, as a

Western-type economy on one hand, and Japan, influenced by its unique cultural

attributes, on the other hand. The results of the study provide some important insights

into the differences in management accounting practices of Australian and Japanese

manufacturing firms.

Anderson and Lanen (1999) studied the case of India after the liberalization of the

Indian economy 1991 using a contingency theory framework. The study provided

evidence of changes in management accounting practices associated with shifts in the

external environment.

Another study conducted by Clarke et al., (1999) in Ireland reported that the rate of
adoption of activity-based costing (ABC) is lower in Ireland than in Anglo-American

countries. This is a puzzling finding, putting into consideration that the study was

comparing two developed nations that share a common language.

Joshi (2001) conducted the same study as that of Guilding, Lamminmaki and Drury
(1998), on Indian manufacturing companies and the results were compared to that of
Australia, Most of the practices adopted relate to traditional budgeting and performance

evaluation systems. The future emphasis in India is on traditional practices and less on

the new techniques, because higher benefits were derived from such techniques. Apart
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from some similarities in practices between Indian and Australian firms, statistically
significant differences were found in respect to adoption rates, benefits derived, and the

focus for future emphasis, both for traditional and newly developed practices. Josh

stated that most of the differences could be attributed to the differences in cultural

values.

Another study was conducted by Lamminmaki and Drury (2001) to compare product-
costing practices employed by manufacturing companies in the same pair of countries,
New Zealand and the United Kingdom. The study overcame the shortcomings that
undermined earlier cross-country comparative commentaries on management
accounting practices by using the same survey instrument in both countries and
controlling for firm-size differences. The study provides further support to the growing

evidence of a continuing lag between management accounting theory and practice.

In 2001, Luther and Longden conducted a research into management accounting
techniques in South Africa and changes in those techniques, with the results are
compared to the case of UK; perceived benefits derived from management accounting
techniques in South Africa differ from the U.K. equivalents. The study also shows that

some of the factors causing management accounting change in South Africa are

different from those at work in the U.K.

Lin and Yu (2002) cast light on effective diffusion of management accounting practices
under different social and economic systems by studying the case of Han Dan Iron and
Steel Company in the People’s Republic of China. The company has adopted a series of
management accounting techniques in its cost control system including target costing,
responsibility accounting, standard costing, flexible budgeting, internal transfer pricing,
behavior motivation, performance evaluation, and variance analysis, to substantially

reduce production costs and raise profitability. The Han Dan experience demonstrates

that management accounting can play a very important part in business management in

China or other developing countries.

A study conducted by Sulaiman, Ahmad and Alwi (2004) examined the extent to which
traditional and contemporary management accounting tools are being used in four Asian

countries: Singapore, Malaysia, China and India. The evidence reviewed suggests that
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the use of contemporary accounting tools is lacing in the four countries. On the other

hand, the use of traditional accounting techniques remains strong.

Another study conducted by Sulaiman, Ahmad and Alwi (2005) to provide empirical
evidence on the extent to which companies in Malaysia use standard costing, suggested
that standard costing is still being used by a large majority of firms. Thus companies 1n

Malaysia, both Japanese and local, perceive that the basic principles of standard costing

remain sound.

In the same vein, Ax and Bjernenak (2005) studied the diffusion of management

accounting innovations in Sweden, with a focus namely on the balanced scorecard

(BSC). The findings provide evidence of an extremely rapid and effective spread of a

management accounting innovation; BSC.

Another study was conducted by Abdel-Kader and Luther (2006) to investigate the
management accounting practices in the British food and drinks industry. The survey
provides a unique detailed examination of actual management accounting practices. The

study provides evidence of a gap between current textbooks and actual practices.
Moreover, traditional management accounting is alive and well; however there are
indications of likely increased use of information concerning the cost of quality and

non-financial measures relating to employees although performance measurement 1s

still very much dominated by financial figures, and analyses of competitors’ strengths

and weaknesses.

Moreover, a study was conducted by Wu, Boateng and Drury (2007) to consider the

adoption, perceived benefits, and expected future emphasis of western management
accounting practices in the Chinese emerging market economy. The survey
questionnaire was modeled on the questionnaire of the study undertaken by Chenhall

and Langfield-Smith (1998) in Australia. The importance of this study stems from the
fact that it represents one of the first attempts to examine the adoption, perceived
benefits and expected future direction of management accounting practices of state-

owned enterprises and Joint Ventures in the Chinese emerging market economy.
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Finally, a study was conducted by Kattan, Pike and Tayles (2007), in Palestine. The
objectives of this research is to understand the changes in management accounting and
control systems (MACS) employed over a period of time and identify changes in these
systems as a result of political changes in the surrounding environment. This research is
conducted through the use of a case study involving Stone Co. Management accounting
practices in Stones co. proved to have changed over the last ten years period. It was
apparent that these changes were not much influenced by external environmental
uncertainty, on the contrary, affected by internal factors such as; growth in sales and
profits, the level of education of both the manager and employees of the accounting
department, the ISO certification acquisition, the expansion of operations and the
availability of computers. This research extends the contingency theory framework to

management accounting practices in less-developed economies.

It can be concluded from the preceding discussion, that a lag still exists between
management accounting theory and practice. In addition, it also reminds us the gap In
management accounting studies in developing economies, which cannot be understood
without reference to the wider political, cultural and economic factors of the countries
concerned and in less developed economies this embraces cultures, capital markets,

bureaucracies and regulation. Companies operating in those markets are influenced by

and need to react to such changes.

[n addition the discussion provides a proof on differences in the adoption patterns of
recent management accounting practices between nations, which call for more

researches covering more countries to examine factors affecting the adoption of
innovations, especially, management accounting innovations in developing countries.

This way comparative studies between companies in one nation, or across nations can
be conducted, in an attempt to fill the gap in the body of knowledge regarding the effect
of cultural, political, and socio-economic differences on the adoption of management
accounting practices, in addition to gain a better understanding regarding the factors
influencing the implementation of advanced management accounting practices and how

these are related to organization’s characteristics which are in turn affected by the

organizations' external environment.
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The researcher was, then, interested to investigate the relationship that exists between
the implementation of advanced management accounting practices and the
organizations’ characteristics as well as the effect such practices has on organizations’
performance in the context of Egypt, which is an Arab country with different cultural
aspects then that of other developing countries studied earlier, and also different than

that of Palestine (Kattan et al., 2007) due to the special nature of Palestine,

characterized with severe political instability. Therefore, not only enriching the
literature with valuable information relating to another part of the world not sufficiently

tackled in the literature, but enhancing those Egyptian firms' performance and

competitive ability in the globalization era as well.

2.4 The Changing Role of Management

Accounting

Based on the researcher knowledge that the present can only be understood in the light
of the past, along with his awareness to the relevance of historical understanding to
relevant issues, this section will be devoted to present main schools of thought in the

area of management accounting history, with the aim of getting an understanding of

how the evolution of management accounting took place.

Loft, (1991) in Ashton et al: Issues in Management Accounting; explained that the
breakthrough in cost accounting, according to the traditional view, came in Britain In
the latter part of the nineteenth century. The emergence of cost accounting at this time
was closely connected with a major Depression (1873-96), as it suddenly became
crucial to the survival of a business to be able to calculate what its products cost to

make. According to traditional historians of management accounting, early cost systems
tended to be rather unsystematic, and rarely was any attempt made to coordinate them
with the financial or commercial books. This early lead which the British had in
developing cost accounting was quickly taken over by the United States after 1900. By
the second decade of the twentieth century the issue of how to account for waste and

scrap was being energetically tackled, and in the 1920s methods of standard costing

were perfected.
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This traditional line of thinking then evolved to another approach that considers
accounting a continuous process of evolution and improvement in order to get better
and respond to economic opportunities that is the 'neoclassical' approach to cost

accounting history (Parker, 1999; Stewart, 1992). Nevertheless 1t argues that cost
accounts were used as a direct aid to management much earlier than the late nineteenth
century. It is then argued that cost accounting practices and techniques comparable to
those of the modern period, including cost control and overhead allocation, had been

developed much earlier than previously thought. Neoclassicists have based their

conclusions on research in business archives as opposed to traditional historians that

used as their main source published materials.

On the other hand, they both share the same passive view of cost and management
accounting as a set of techniques serving the goals of the organization and adapting as
necessary to serve changing business needs. In various ways, the following approaches

break down these assumptions by bringing the wider economic and social context into

their explanations of how cost and management accounting might have played an active

role in shaping organizations themselves.

Chandler (1962, 1977) concluded that modern cost accounting arose in the united states
during the mid-nineteenth century because of a coupling of the growing size of
organizations and the complexity of production processes, with oligopolistic markets

consisting of a few large producers which urged the need of these producers for cost

information in order to assess how the different parts of the business were performing

and generally try to outwit their rivals. In sum, he believed that the environment caused

large companies to follow certain strategies to survive.

Johnson and Kaplan (1987) embraced the same thought of Chandler with a focus on the
internal control and efficiency functions of accounting systems. The most important
point in their argument is namely that the development of management accounting was
important in actually facilitating the growth of large enterprises but it did not develop as
a by-product of the growth in size of enterprises. They ascertain that management
accounting had a golden age from the late nineteenth century to the early twentieth, but
then 1t has lost its relevance, it must change if American corporations are to survive in

competitive world markets. Johnson and Kaplan argue that it was the search for
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efficiency which had lead to the development of cost and management accounting

practices.

Another historical approach is the labor process approach, it states, as mentioned by
Hopper and Armstrong (1991), that the evolution of accounting systems is analyzed as
an aspect of overall changes in the pattern of control of the labor process. According to
this approach, Hopper and Armstrong reinterprets the events described by Johnson and
Kaplan; rather than being due to a continual search for economic efficiency, as being

fundamentally associated with the struggle to control labor processes in the factory.

Thus, involves considering accountants as well as accounting.

In summary, the previous literature on management accounting approaches can help 1n
understanding how waves of change advance through the economy or other external
factors and thus how management accounting takes the form of what we observe at any
given point in time, including the present. In addition, studying approaches of
management accounting change would provide a better understanding of the modemn

studies analyzing the changing role of management accounting from different authors'

point of views, as presented in the part that follows.

According to Hiromoto (1988), the primary objective of management accounting 1s to
provide decision makers with timely, accurate, and relevant information, reflecting the
financial performance of an organization. Traditionally, the main objective of

management accounting has been to help organizations plan their future and then to

monitor their performance. The emphasis has been on the internal processes, to analyze,

Investigate, and predict information to assist managerial activities (Al Bhimani, 2002).

According to Neely et al. (1995) the management accounting system has been set and 1s
still functioning based on assumptions that were made more than sixty years ago.
Therefore, currently issued financial reports, which are based on Generally Accepted

Accounting Principles (GAAP), need to be changed to provide valuable information for

those who use these reports.

Management accounting in organizations today has wider and diverse role; from

focusing on internal processes towards becoming externally oriented (Al Bhimani,
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2002). According to McNair, Lynch, and Cross (1990), new management accountants
should benefit from the information revolution. They have to measure the non-financial
metrics, provide operation managers with quantified non-financial information as well

as control cost and produce current reports about cost behavior for top management.

McNair (1997) also points out that the role of management accounting in the new
millennium 1s oriented towards analysis and value added activities. Management
accounting should be a participant and leader in decision-making. In addition, it should
be strategically oriented and focused on performance improvement. Kaplan and Norton

(2000) also argue that management accounting should be part of the formulation and

implementation of strategy.

A survey done by Freedman (1996) studied the importance of the management

accounting role as an information and support system. This survey revealed that most

respondents believe that management accounting must provide an information resource

that contributes to overall strategy implementation

Abdel-Kader and Luther (2006) categorized different management accounting
techniques according to the role they can play. And provided five roles management

accounting can play: costing, budgeting, performance evaluation, information for

decision-making and strategic analysis.

2.5 The Evolution in Management

Accounting Practices

Prior to 1950, the primary focus of management accounting practice was cost

determination and financial control, through the use of budgeting and cost accounting
systems. By the mid-1960s, this focus shifted to the provision of information for
management planning and control with the aim of ensuring that resources are obtained
and used efficiently and effectively to achieve the organization’s objectives. This limits
the scope of management accounting responsibilities and focusing primary attention on

accounting information (langfield-Smith, 1997; Otley, 1999; Ittner and Larker, 2001).
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Contingency theories expanded the management planning and control framework by
articulating some of the contextual or contingent factors influencing the entire
organizational control package of accounting and non-accounting information systems,
organizational design, and other control mechanisms (Otley, 1980; Brickley et al., 1995;
Reid and Smith, 2000; Collins et al., 1997; Haldma and Laats, 2002; and Waweru et al.,
2004). These theories contend that there is no universally applicable system of
management accounting and control. The choice of appropriate accounting and control
techniques depends upon the circumstances surrounding an organization. Among the
prominent contingent factors in this literature are the external environment, technology,

competitive strategy and mission, business unit and industry characteristics (Fisher,

1995a; Itner and Larcker, 2001). Contingency theorists posit that the competitive
environment is a determinant of the form the firms’ management accounting practices

take and the intensity with which they are used (Anderson and Lanen, 1999).

Beginning in the mid-1980s, management accounting began shifting away from a strict
focus on planning and control to emphasize the reduction of waste in business
processes. This shift was prompted by the growing adoption of quality management
programs, as well as the introduction of accounting techniques such as cost of quality
management, activity-based costing, process value analysis, and strategic cost

management (Cooper and Kaplan, 1991; Shank and Govindarajan, 1994; Itner and
Larcker, 2001).

By the mid-1990s, management accounting entered its fourth stage, with the focus on
planning and control and waste reduction, expanding to encompass a more strategic
emphasis on the creation of firm value through the identification, measurement, and
management of the drivers of customer value, organizational innovation, and
shareholder returns. A hallmark of this era is the introduction of a diverse set of new
management accounting techniques focused on promoting value creation (Itner and

Larcker, 2001). These techniques include the development of balanced scorecards
(Kaplan and Norton, 1996), economic value measures (Stewart, 1991), and strategic

management accounting systems that provide information concerning the current and

expected states of strategic uncertainties (Bromwich, 1990).
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To sum up, the rapidly changing and dynamic environment calls for changes in the way
organizations operate. Therefore, continuous monitoring of management accounting
systems in use is a must to enable organizations to adopt the latest and most appropriate
ones. Specifically, a need for changes in management accounting practices allows
organizations to implement their new strategies in order to achieve their new objectives
in this competitive environment. This was found to greatly contribute to the firm’s
competitiveness which is becoming of an increasing importance especially to

developing countries, due to the elevated competition and to the additional effect

globalization brought, which is presented in the next section of this chapter.

2.6 Globalization and Management

Accounting in Developing Countries

A common theme in normative management accounting research is that changes in an
organization’s external environment may lead to changes in an organization’s
management accounting system (Atkinson et al.,, 1997, Nanni, Dixon, & Vollman,
1992). Throughout the 1990s, the growing level of global competition intensified the
challenges for managers who need to consider more effective ways of achieving
competitive advantage and improving organizational performance. One mean of
achieving this is through the adoption of clearly articulated strategies, flexible
organizational structures and innovative accounting systems (Baines and Langfield-
Smith, 2003). Baines and Langfield-Smith (2003) examined the relationship between
the changing competitive environment, and a range of organizational variables as
antecedents to management accounting change. The results indicate that an increasingly
competitive environment has resulted in an increased focus on differentiation strategies.
This, in turn, has influenced changes in organizational design, advanced manufacturing
technology and advanced management accounting practices. These three changes have

led to a greater reliance on non-financial accounting information which has led to

improved organizational performance.

There is evidence from the strategic management literature that firms from developed

countries respond differently to the demands of going global than firms from developing
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countries. For example, Ataay (2006) found that information technology impacted labor

productivity differently in developing countries than it had in developed countries.

Elmawazini et al. (2005) noted that foreign direct investment impacted productivity

growth among businesses to a greater degree in developed countries than it did in
developing countries. In a 36 country study, Espiritu (2003) found that the digital divide
accounted for a significant difference in economic growth when comparing developed

nations and developing nations. Merchant (2005) discovered that international joint

venture performance varied among groups that contained partners from developing

countries and those that contained partners from developed nations.

A number of major changes have occurred in the late 1980s and the early 1990s, which

have major impact on industrial development objectives set by developing countries.

Among these major changes are (Goonatilake, Jayawardene and Munasinghe, 1998):

The Uruguay round of GATT talks and the creation of the World Trade
Organization (WTQO) have resulted in a global move towards free trade.
As a result, local industries face the competition from imports and
established export markets became more competitive.

Under the World Bank Led Structural Adjustment programs, most
developing countries have embarked on a program of divesting the
former State Owned Enterprises (SOEs). The rapid privatization have
affected the industrial sector in developing countries, and in the absence
of a vibrant local private sector, many of the former SOEs have been
acquired by multinationals.

The formation of strong economic groupings, such as the European
Economic Community (EEC) and the North Atlantic Free Trade
Association (NAFTA), has had a major impact on world trade. New
norms for trading with these economic groupings are being formulated.

The European Community initiated the ISO 9000 and ISO 14000 series

of quality and environment norms. The access to these strong economic

blocks would depend on the policies and trade norms set up by the

economic groupings.
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o The liberalization of Central Planning in former command-driven
economies in Central and Eastern Europe (CEE), the Former Soviet
Union (FSU), as well as in countries such as China and Vietnam, will
have a major impact on global trade of industrial goods. The
commercialization of large state-owned enterprises (SOEs) in these
countries, coupled with their technological capability and relatively low-
cost labor, indicates they would make major inroads to markets now

enjoyed by some developing country exports.

A study performed by Goonatilake, Jayawardene and Munasinghe (1998) reports on the
key observations and recommendations arising from a pilot project executed by the
United Nations Industrial Development organization in Sri Lanka, as an example of
developing country with a high literacy rate. The project aimed at providing
restructuring assistance to ten manufacturing enterprises. The results recommend the
utilization of appropriate computer application to enhance industrial competitiveness of
enterprises. Also Hyvonen, Jarvinen and Pellinen (2006) indicated that standardized
cost accounting software packages may be usefully and successfully used in

implementing the changes needed in the management accounting systems of large

organizations.

Business management and accounting practices are relatively weak in most developing
countries in contrast to those in the industrialized world (Lin and Yu, 2002). Although
firms from developing countries are accounting for increasingly larger portions of the
global economy in the new millennium, they have not been studied as frequently as
their counterparts in developed countries. It is helpful to analyze the factors associated

with going global for these new world competitors (sledge, 2007).

As a result, a need emerged to conduct this research, which applies on a developing
country, namely Egypt, which is executing an economic reform program, and is facing

global competition after the GAAT agreement’. And particularly the pharmaceutical

W

” See more details about Egypt's economy and development in chapter five.
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industry in an attempt to bridge the gap in developing countries literature concerning

. . . . 4
management accounting practices and factors that relates to changes in those practices .

2.7 Conclusion

According to the abovementioned, the growing level of global competition intensified
the challenges facing managers who need to consider more effective ways of achieving
competitive advantage and improving organizational performance. Therefore achieving

this would require a change in management accounting practices from traditional

practices to innovative practices.

The state of accounting in developing countries, of which "Egypt", has been presented
in this chapter with a brief presentation of different management accounting innovations

diffusion all over the world, especially in developing, in transition countries.

Management accounting change has become a topic of much debate in recent years;
whether management accounting has not changed, has changed, or should change. Any
change in an organization system to be approved and put in fact, needs to prove a direct
positive effect on organization's performance. Consequently, chapter ‘4’ will present a
thorough review of the evolution of performance measurement systems, which is also
part of management accounting, to guide the choice of measures to be used in this

research, financial or non-financial, that can be find suitable to evaluate the performance

of firms under study.

On the other hand, the next chapter is devoted to review the contingence theory

literature, being the theoretical base for the framework developed in this study to be
tested.

__-__“__

* The choice of the pharmaceutical industry is explained and justified in chapter six.
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Chapter Three
Contingency Theory

3.1 Introduction

This chapter reviews the literature related to contingency theory, and explores its
suitability for explaining the phenomena and variables related to the development of

management accounting practices with a stress on its suitability in developing countries

by presenting some contingency-based management accounting studies in developing

countries. Strengths and weaknesses of contingency theory are surveyed, and then an
tHlustration of different contingency theory framework is provided, along with a

rationalization of the framework adapted for this study and the contingent variables

chosen to be tested”.

3.2 The Evolution of Contingency Theory

The development of contingency theory may be viewed in terms of its historical
evolution. The earliest versions of contingency theory had broad aims for explaining the
form of the organization. The earliest work on the subject by Burns and Stalker (1961)

emphasized the influence of environmental conditions, such as technological

uncertainty on organizational form. They discussed that the structures and practices of

an organizational system depend on the way in which the environment becomes relevant

to the system. They argued that the utility of the notions of ‘mechanistic’ and ‘organic’
management structures resides largely in their being related as dependent variables to

the rate of environmental change. Therefore, firms that operated within a rapidly
changing environment, according to Burns and Stalker, shared common attribute
“organicness”. In sharp contrast, firms within a stable, predictable environment were
described as mechanistic. In the mechanistic structures, the problems and tasks facing
the organization as a whole are broken down into individual tasks. Each individual
pursues his task as something distinct from the real tasks of the organization as a whole.

On the other hand, organic structures adapted to unstable conditions, so problems and

Hypotheses development is provided in chapter 6, statistical tests results are provided in chapter 7.
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requirements for action cannot be broken down and distributed among individual tasks
within clearly defined hierarchy. Therefore, individuals have to perform their special

tasks 1n the light of their knowledge of the tasks of the whole firm.

Around the same time, Woodward (1965) emphasized the technology employed by the

firm as a key contingent variable. She explored the link between technical complexity

and a company’s organizational strategies. She believed that there was a kind of
relationship between the predictability or processes resulting from the technology

adopted by the organization and the organization’s structure. Woodward argued that in

the future, organic styles of management would be forced upon organizations by

technological changes.

In the literature that followed, the list of contingencies was extended to market
environment by Lawrence and Lorsch (1967). Their study indicated that the formality of
the effective organization’s structure was related to the degree of certainty and stability
of its market and technological environments. Successful firms operating in relatively

dynamic environments tended to be decentralized, while those facing more stable
environments were relatively centralized. Lawrence and Lorsch proposed a

‘contingency theory’ of organization. This theory regards the optimum organization

form as contingent on the demands of the organization’s environment. In other words,

they argued that an organization must establish a fit between its internal structural

arrangements and its external environmental demands.

A study conducted by Negandhi and Reimann (1972) aimed at testing the contingency
theory of organizations in the context of a developing country; namely India. The results
provided further evidence in support of a contingency theory of organizations, but with
slight modification. That is, instead of saying that organization effectiveness requires
decentralization under dynamic or competitive market conditions and centralization
under stable, noncompetitive conditions. They found it more suitable with the industrial
climate prevailing in India to suggest that dynamic, competitive market conditions make
decentralization more important to organizational effectiveness than do stable non
competitive conditions. They explained the difference between their results and that of
Burns and Stalker (1961) and Lawrence and Lorsch (1969) by the considerable

difference in cultural and industrial environments encountered in their study. Besides
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the fact that they considered only the variations in the competitiveness of the
organizations’ market environment, while the above-mentioned researchers examined

differences in both market and technological environments.

Then Luthans and Stewart (1977) formulated ‘A General Contingency Theory of
Management’. In their opinion, the optimum organization structure is a dependent
variable which is functionally determined by the interaction of independent situational,
management and performance criteria variable. They defined situational variables as
outcomes of the interaction of environmental variables (e.g., human resources, attitudes,
group dynamics, raw materials, capital, etc.). Management variables include process,
quantitative, and behavioral concepts (e.g., planning, organizing, motivational
techniques, leadership styles, decision-making models, etc.). Performance criteria

variables result from the interaction of environmental and management variables.

This view was criticized by Longenecker and Pringle (1978). They believe that theory
construction requires careful- not chaotic- selection of variables, in which the selection
process is based upon well defined, clearly spe<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>