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PREDICTING CHANGE IN MANAGEMENT
ACCOUNTING SYSTEMS: THE EFFECTS OF
COMPETITIVE STRATEGY
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ABSTRACT

This study reports on a survey that investigated changes in management accounting and control systems
in 31 Canadian manufacturing companies. Six variables that may influence changes in management
accounting and control systems are identified from contingency theory literature. The findings indicate
considerable changes in the organizations’ management accounting systems during the three year period.
Changes in management accounting were best predicted by organizational capacity to learn. Such
changes mostly occur in systems that support planning and control. Organizations that placed a high
emphasis on differentiation strategies reported significant changes in their management accounting and
control systems. Moreover the intensity of competition was found to affect management accounting
change through the organizational structure.

JEL: M40

INTRODUCTION

appears to have changed with advances in information technology, economic swings, new

management strategies and a new focus on quality and customer services (Innes and Mitchell,
1995; Libby and Waterhouse, 1996; Kaplan and Norton, 1996; Burns and Vaivio, 2001; Waweru et al,
2004). Baines and Lang field-Smith (2003) argue that managers need specific forms of management
accounting information to support their decision needs within increasingly uncertain environments and to
assist them monitor progress against strategies. Research in management accounting also suggests that
changes in an organization’s external environment should lead to change in an organization’s
management accounting systems (Waweru et al, 2004; Haldma and Laats, 2002; Atkinson et al, 1997).

During the last few decades, the environment in which management accounting is practiced

In a bid to support such changes in the operating environment, academics, accountants in business and
consultants alike have developed new and advanced management accounting techniques and systems such
as activity based costing, activity based management, target costing, product life cycle costing and the
balanced scorecard approach to performance measures (Innes and Mitchell, 1990; Burns and Vaivio,
2001; Haldma and Laats, 2002; Hoque, 2003; Waweru et al, 2004). Yet little empirical evidence exists on
the actual rate of adoption of changes in management accounting systems and/or the forces that motivate
or act to impede changes in management accounting systems (Libby and Waterhouse, 1996; Williams and
Seaman, 2001; Baines and Langfield-Smith, 2003; Waweru and Uliana, 2005).

This study contributes to literature on management accounting change (MAC) by examining the extent to
which management accounting and control systems have changed in 31 Canadian manufacturing firms
during the last three years (2004-2006). More specifically the study investigated the volume and location
of MAC and the effect of certain economic and organization level variables on MAC. The study enhances
existing knowledge by introducing a new variable, competitive strategy (Porter, 1980; 1985) to the known
predictors of MAC and demonstrates how intensity of competition affects MAC in organizations.
Previous studies (Libby and Waterhouse, 1996; Seaman and Williams, 2001 and Waweru and Uliana
2005) have concluded that there is no relationship between MAC and the intensity of competition.
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Further, the study also reports on the perceived benefits and problems encountered during the process of
MAC.

The remainder of this paper is organized as follows: Section 2 presents the study theoretical framework
and previous literature. The research method and the definition of the study variables are explained in
section 3. Section 4 presents results followed by the discussion and conclusions in the final section.

THEORETICAL FRAMEWORK AND LITERATURE REVIEW

Contingency theory (Burns and Stalker, 1961; Lawrence and Lorsch, 1967) provides an explanation of
why management accounting systems vary between firms operating in different settings (Otley, 1980;
Innes and Mitchell, 1990; Fisher, 1995; Chapman, 1997; Drury, 2000; Chenhall, 2003). The contingency
theory of management accounting is based on the premise that there is no universally appropriate
accounting system applicable to all organizations in all circumstances (Emmanuel et al, 1990:57). Rather
the contingency theory attempts to identify specific aspects of an accounting system that are associated
with certain defined circumstances and to demonstrate an appropriate matching.

Management accounting systems are adopted to provide information that will assist managers in
achieving the organizational objectives (Mia and Chenhall, 1994; Haldma and Laats, 2002). A
management accounting system will therefore be useful to a manager if it can enhance the nature and
quality of the information required. The need for an appropriate fit between the environment and
organizational systems is an underlying assumption of much of the empirical contingency style
management accounting research, as is the need for management accounting systems to change to support
manager’s new information requirements (Baines and Langfield-Smith, 2003:675). How effective the
design of an accounting system is depends on its ability to adapt to changes in the external circumstances
and internal factors (Haldma and Laats, 2002:383).

Organizations are open systems that receive resource inputs from the external environment and return the
output back to the environment (Otley and Berry, 1980). To succeed, organizations have to maintain a
consistent relationship with the environment (Otley, 1980). Consequently changes in the environment
cause changes in organizations, which in turn cause changes in management accounting practices Shields
(1997). While Scapens (1999) notes that the environment in which management accounting is practiced
appears to have changed we have little understanding of why organizations tend to change their
management accounting systems (e.g. Pettigrew and Whipp, 1991; Pettigrew et al., 1992; Atkinson et al.,
1997).

Innes and Mitchell (1990) and Fisher (1995) suggest that the specific circumstances influencing
management accounting comprise a set of contingent variables which may include but are not limited to
(1) the external environment, (2) the technology, (3) the organization structure, and (4) the firm’s
competitive strategy. These contingencies are regarded as important determinants of the design of a
management accounting system. An understanding of practice therefore lies in the identification of the
set of influential structural characteristics within which management accounting is designed and used.
The external environment contains certain factors, which may affect the organization, but over which the
organization has little or no control. These factors, including economic, political/legal, and social/cultural
factors, influence an organization and may shape its structure and processes, including its information
systems (Ming-te and Farrel, 1990).

The main focus of this study is on MAC at the level of the organization rather than the MAC within

organizations. The study identified the following factors as the main predictors of MAC: size;
organizational capacity to learn; intensity of competition; decentralization (organization structure);

26



GLOBAL JOURNAL OF BUSINESS RESEARCH ¢ Volume 2 ¢« Number 1 ¢+ 2008

changes in technology and competitive strategies. These factors are shown on the theoretical framework
Figure 1 and discussed later in section 3.

Figure 1: Theoretical Framework
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Figure 1 shows the contingency based theoretical framework of this study. The contingencies are divided
into two groups: external factors and internal factors. The external factors indicate the features in the
external environment that affect the operations of the organization; including the management accounting
and control system. However Innes and Mitchell (1990) point out that it is not clear whether the
contingent variables affect management accounting directly or through their impact on the organizational
structure. Therefore organization structure is introduced in the study framework as a mediating variable.
Following previous studies (Chia, 1995; Chenhall and Moris, 1986) this study measured organizational
structure in terms of decentralization of authority.

Internal contingencies are determined as size, organizational capacity to learn, technology and
competitive strategy (see Libby and Waterhouse, 1996; Hyvonen, 2007). Haldma and Laats (2002) argue
that intensive competition influences the choice of strategy, organization structure and also the application
of appropriate cost management and control. Furthermore, successful implementation of competitive
strategies (Porter, 1980; 1985) involves different resources and skills, supportive organizational
arrangements and control systems. As argued by Haldma and Laats (2002) and Seal (2001) the list of
contingencies and relations in a theoretical framework cannot be considered exhaustive, since it is not
possible to identify and include all the factors and impact. Moreover, the main focus of this study is the
volume and location of MAC at the level of the organization and not within firms.

Libby and Waterhouse (1996) examined the extent and correlates of changes in management accounting
and control systems in a sample of 24 Canadian manufacturing firms. They reported that on average, 31
percent of the management accounting systems in the organizations had changed during the period 1991-
1993. Further, the components of management accounting that support decision making and control
changed more frequently than components that support planning or directing. Organizational capacity to
learn was the best predictor of MAC. However the study found no significant relationship between MAC
and decentralization.

In a related study, Williams and Seaman (2001) investigated whether Libby and Waterhouse (1996)
results were transferable to firms operating in Singapore. They confirmed the findings that organizational
capacity to learn is a strong determinant of change. However, contrary to Libby and Waterhouse (1996)
who reported a moderate support for the relationship between a more intensively competitive
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environment and MAC, Williams and Seaman found that the relationship between the two variables was
significantly negative. Unlike the Libby and Waterhouse (1996) study, Williams and Seaman also found a
strong positive relationship between decentralization and MAC. Further, they found that size had no
effect on MAC, unlike Libby and Waterhouse who reported a significant positive relationship between
size and MAC. The inconsistencies in the results of these two studies clearly support the need for further
research.

Baines and Langfield-Smith (2003) examined the relationship between the changing competitive
environment and a range of organizational variables as antecedents to MAC. They found that the
increasingly competitive environment had resulted in increased focus on differentiation strategies which
had in turn influenced changes in organizational design and advanced management accounting practices.
Hyvonen (2007) investigated the relationships between organizational performance and customer focused
strategies, performance measures and information technology. He found a significant negative
relationship between customer performance and the three way interaction involving strategy,
contemporary management accounting systems and information technology. The study concluded that
formal strategic control systems could actually hinder performance in some circumstances.

Sulaiman and Mitchell (2005) explored the forms which MAC has taken in a sample of 92 Malaysian
manufacturing companies during the period 1997-2001. In particular they investigated the volume of
MAC and its location in terms of the subsystems in which it occurred. They reported that 89 of the 92
responding companies had changed their management accounting systems during the five-year period.
The planning and controlling sub-systems accounted for the greatest number of total changes (27.5% and
25.3% respectively), while the decision making sub-system ranked third (21.8%). Their findings are
inconsistent with those of Libby and Waterhouse (1996) and Williams and Seaman (2001) who had
reported that the most frequent systems to change were decision making systems (32% and 27%
respectively). While looking at the location of change, this study attempted to shed more light on these
inconsistencies is prior research.

Based on the above theoretically defined pattern and the inconsistent findings in previous research, this
study seeks to answer the following research questions:

1) Have management accounting and control systems in the organizations in question changed
significantly during the last three years?

2) What factors facilitate and/or hinder management accounting and control systems change in the
subject organizations?

3) What are the perceived benefits and/or what problems have been encountered as a result of the
changes that have occurred in management accounting and control systems?

RESEARCH METHOD AND VARIABLE DEFINITION

A questionnaire, cover letter and a self addressed stamped envelope were sent to a sample 120 controllers
of manufacturing companies in South Western Ontario. The mail contact was followed by a telephone
call. The questionnaire was pre-tested using a group of academicians and practitioners. The sample was
randomly selected from a list of companies that was compiled using the Hoovers data base. The criteria
used were as follows: a) manufacturers (SIC code 20-39), b) number of employees (between 100 and
6000) and c) area telephone codes (416, 905, 519, and 647). This yielded a total of 1,628 manufacturers.

28



GLOBAL JOURNAL OF BUSINESS RESEARCH ¢ Volume 2 ¢« Number 1 ¢+ 2008

The companies were divided into five groups based on the number of employees. The stratified sampling
approach was then used by selecting firms proportional to the number of companies in each group.

The names of the contact persons (controllers) were obtained from the Dunn & Bradstreet directory
listing of key personnel. The study was conducted in 2007 between April and August. Only six responses
were obtained from the first mail out. A reminder letter was sent to the non responding companies three
weeks after the first mail out. This was followed by a telephone call where the controllers were
encouraged to complete the questionnaires.

A total of 33 responses (27.5%) were received. However two of these responses were unusable due to
missing data on management accounting systems and change. A total of 31 usable responses (25.8%)
were therefore received. Most of the completed questionnaires were collected by the researchers directly
from the responding managers. This enabled the researchers to clarify any issues that were not clear to the
respondents. Characteristics of early respondents were compared to those of late respondents but no
significant differences were identified. Follow-up calls to the non responding companies revealed that the
reasons for non response were mainly lack of time. Tests also revealed no significant differences between
the characteristics of the respondents and those of non respondents. We therefore ruled out non response
bias in this study.

A list of 28 different management accounting and control systems divided into five main types (Appendix
1): planning, controlling, costing, directing and decision-making were provided to the respondents. The
respondents were asked to indicate whether the systems existed in their organization and whether any
changes had been made during the last three years. Although the interviewees were invited to add any
other system that existed in their organization, none did.

Within the firm (taking a contingency theory perspective of management accounting research) the
following variables are identified as predictors of MAC: (1) competition, (2) decentralization, (3) size,
and (4) capacity to learn (Libby and Waterhouse, 1996; Williams and Seaman, 2001). To this list we add
technology (Waweru and Uliana, 2005) and competitive strategy. These measures, that are dealt with in
section 4 (table 1), were determined as follows:

The perceived intensity of competition faced by the responding organizations was measured using a
competitive pressure scale developed by Khandwalla (1977). This scale initially consisted of six questions
rating the intensity of competition for raw materials, technical personnel, selling and distribution, quality,
variety of products, price and customer service on a scale from 1 (negligible) to 5 (extremely intense).
Each question related to the intensity of competition had a corresponding scale for the importance of that
type of competition to long term profitability and growth ranging from 1 (not important) to 5 (extremely
important). To compute the competitive pressure, the ratings for each type of competition were multiplied
by their respective ratings on importance by intensity. The square root of the product was then obtained to
arrive at the competitive pressure score (present the results more closely to a normal distribution). The
competitive scores of the variables were then aggregated to arrive at the competitive pressure facing the
firm.

Management accounting literature finds support for decentralization as a predictor of MAC (Damanpour,
1991). To measure the degree of decentralization in the responding firms, this study relied on a method
used by Libby and Waterhouse (1996). Respondents were asked to indicate the level of authority required
to make certain operating decisions, starting with the production worker (scored as 5) to a person outside
the department (scored as 1). A list of six operating decisions was included in the interview questionnaire.
The scores assigned to all operating policies in the organization were then aggregated to arrive at the
decentralization score. Organizations that obtained high scores were considered to be more decentralized
than those with low scores, since this was an indication that more decision making authority was placed
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further down in the organization hierarchy. We used decentralization as the proxy for organizational
structure.

For the purpose of this study size is defined as the number of employees working for an organization
(Libby and Waterhouse, 1996; Williams and Seaman, 2001). Although it may be argued that large
systems are difficult to change, this study conceptualized that larger organizations are more likely to
change their management accounting practices as the operating environment changes since they have
more resources. Williams and Seaman (2001), Libby and Waterhouse (1996) and Damanpour (1991)
measured organizational size as the natural logarithm of the number of employees in the organization.
Size was measured in this manner since it will result in the values being more normally distributed. The
minimum number of employees in the responding organizations was 100 while the highest was 5800
(mean 2180, SD 1550).

Management accounting literature supports technological changes as predictors of MAC. To measure
technological change, respondents were asked to rate on a scale of 1 (irrelevant) to 5 (extremely
important) how several technological changes had affected MAC. The sum of the scores assigned to each
technological change was aggregated to arrive at the firm’s technological change score.

Organizations that have invested in a large number of management accounting systems and personnel
may respond to changes in or challenges arising from their environments by changing their management
accounting systems. A high degree of organizational capacity to learn may facilitate change in
management accounting systems because the expertise and personnel to educate managers about the
benefits of change will be available. This study conceptualizes that organizations with higher
organizational capacity to learn will experience higher rates of MAC. The number of management
accounting systems present in the organization at a particular point in time was used to measure
organizational capacity to learn.

In this study we use the generic taxonomy for strategy suggested by Porter (1980, 1985) who argues that
for a firm to compete effectively, it must derive its competitive advantage either from differentiation or
cost leadership. Hyvonen (2007) argues that the successful implementation of strategy involves different
resources and skills, supportive organizational arrangements and control systems. We argue that changes
in the company strategy will call for changes in the company’s management accounting and control
systems. To measure the competitive strategy score, this study relied on the items designed by Miller et al
(1992) and used by Hyvonen (2007). Respondents were asked to indicate the emphasis placed by their
organization on certain strategic priorities over the last three years on a scale of 1(no emphasis) to 5 (great
emphasis). The sums of the scores assigned to each strategic priority item were aggregated to arrive at the
firm’s competitive strategy score (low cost or differentiation). To summarize, change in management
accounting change in organizations is expected to be positively and significantly associated with:

Greater organizational capacity to learn
Larger size

decentralized organizational structure
more intensely competitive environment
higher reliance on technology

high emphases on differentiation strategies
high emphases on low cost strategies

The data was analyzed using Stata. Internal consistency of the multi item scales was analyzed using
Cronbach’s alpha. In this study all the alpha values obtained were above 0.6 and therefore considered
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acceptable. Confirmatory factor analysis was used to test the reliability of the individual items in the multi
item scales, while the t-test was used to test for significant differences between the mean scores. Path
analysis was used to test the indirect relationship between MAC (the dependent variable) and the above
independent variables.

RESULTS

Table 1 shows a summary of the descriptive statistics computed on the factors facilitating management
accounting change (MAC) in the responding companies.

Table 1: A Summary of Descriptive Statistics of the Determinates of MAC (N=31)

Variable Mean Standard Deviation Theoretical Range Actual Range
Number of changes 11.8 4.4 0-28 3-20
Capacity to learn 18.2 3.8 0-28 13-25
Competition 22.8 1.9 6-30 17.6-27.0
Decentralization 16.6 23 6-30 12-20
(Organ. Structure)

Technology 15.5 1.9 4-20 12-18
Competitive Strategy Low Cost 6.37 43 2-10 4-8
Competitive Strategy 14.96 0.7 4-20 7-18
Differentiation

Size (In) 7.2 1.0 - 4.6-8.7

Frequency and Location of Change

All the 31 responding companies reported changes in their management accounting systems during the
three year period of the study. The results are shown in Table 2.

Table 2: Volume of Management Accounting Change

Total number of changes 366
Number of companies 31
Average changes per company 11.8
Actual range 3-20
Period of study 3 years
Average annual rate of change per company 3.9

According to the results the average number of changes in each company during the period was 11.8
which translate into a 3.9 average annual rate of change per company. The minimum number of changes
reported was three while the maximum number was 20. The study further investigated the location of
change across the five components of the MA system (appendix 1). The results are shown in Table 3.

Table 3: Location Management Accounting Change

MA Sub system Number of  Proportion Rank Average Number of Average Annual Rate of Change
Changes Changes Per Company Per Company

Planning 106 29% 1 34 1.1

Controlling 83 22.6% 2 2.7 0.9

Decision making 80 21.9% 3 2.6 0.87

Costing 64 17.4% 4 2.0 0.67

Directing 33 9.1% 5 1.1 0.36

Total 366 100% 11.8 3.9
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According to the results the planning sub-system account for the greatest number of changes (29%)
followed by controlling (22.6%), decision making (21.9%), and costing (17.4%). Directing experienced
the lowest number of changes (9.1%). The high rate of planning systems may be attributed to the high
levels of environmental uncertainty which has resulted from the intensive global and local competition.

Overall, the study indicated that, on average, the responding organizations had implemented 11 changes
in their management accounting and control systems during the period 2004-2006 periods. When this is
interpreted as the number of changes given the number of systems existing in the organization in 2006, on
average 61% of the systems in a given organization changed. We may therefore conclude that the
management accounting and control systems in the subject organizations had changed significantly during
the last three years.

Motivators of Changes in Management Accounting Systems

This study used path analysis (Gerdin and Greeve, 2004; Baron and Kenny, 1986) to test the indirect
relationship between the dependent variable (management accounting change) and internal/external
factors acting through organizational structure (decentralization). The results are shown in Figure 2.

Although multi-co-linearity was evident (for example the correlation between Size and Organizational
capacity to learn, is significant at 0.001 level), this is not considered a serious problem in the model since
r* is very high. Kaplan (1982) also points out that multi-co-linearity should not be considered a serious
problem where the main aim is to measure the effect of all the independent variables on the dependent
variable. In this case the issue is how variations in MAC can be explained by the independent variables
rather than the accuracy of the individual coefficients.

According to the results, organizational capacity to learn, size, technology and differentiation strategy are
directly and significantly related to MAC. There is a strong positive relationship between organizational
capacity to learn and MAC. We may therefore conclude that organizations with greater numbers of
management accounting systems are more likely to change their management accounting practices. These
findings are consistent with theory, which states that more changes are expected where an organization
has the expertise and personnel to educate managers on the benefits of change (Argyris and Kaplan,
1994). However the relationship between MAC and technology is negative suggesting that high reliance
on technology may hinder MAC (Hyvonen, 2007). Consistent with previous studies, we find no direct
relationship between competition and management accounting change. There is also no direct significant
relationship between the use of low cost strategy and management accounting change, suggesting that
companies adopting this strategy seldom change their management accounting systems.

There is also a strong significant positive relationship between organizational structure and MAC. There
study found a strong positive relationship between intensity of competition and organization structure. We
may therefore conclude that competition does not affect management accounting change directly but
through the effect on organization structure. However no significant relationship was found between the
use of the low cost strategy and decentralization. All the other factors had a significant relationship with
organization structure
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Figure 2: Path Analysis

A 4

A 4

A 4

A 4

Organizational 1.624%%%
Capacity
@ 0.658**
@ 0.820%
@ -2.739*
Differentiation 0.971%*
Low Cost 1.243

A 4

'

¥k P<0.001, **P<0.01, *P<0.05 for a two tail test

Factors Influencing/Hindering MAC

A 4

Organization Structure

Decentralization

1.847%*
——>

Management accounting systems
change

This section reports on the findings of how certain organizational changes affected MAC and the factors
that the respondents considered as hindrances of MAC. The first factor loading reported indicates how the
variables are weighted foe each facto and the correlation between the variables and the factor.
Respondents were asked to rank in order of importance how certain organizational changes had
influenced MAC on a scale of 1 (irrelevant) to 5 (extremely important). The results are shown in Table 4.

Table 4: Effect of Organizational Factors on MAC

Organizational Change Level of Importance Rank First Factor Loading
(mean score)
Retrenchment 3.2 3 0.66
New auditors 2.2 5 0.44
New software 3.0 4 0.46
New products 3.7 2 0.54
Poor financial performance 44 1 0.72
Cronbach alpha 0.70
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According to the results poor financial performance was ranked first (mean 4.4) followed by new
products (mean 3.7) while retrenchment was ranked third (mean 3.2). The results suggest that companies
experiencing financial difficulties are more likely to change their management accounting and control
systems than those that are performing well, which could be interpreted as that management accounting
practices are perceived as value adding tools by the respondents.

Respondents were asked to rate the importance of certain factors in relation to the hindrance of
management accounting change on a scale of 1 (irrelevant) to 5 extremely important). The results are

shown in Table 5.

Table 5: Hindrances of MAC

Factor Level of Importance (Mean) Rank First Factor Loading
Accounting staff shortage 3.7 1 0.82
Lack of adequate computing resources 3.5 3 0.85
Management inertia 3.6 2 0.92
Poor communication with line management 2.5 5 0.37
Lack of authority of accountant 2.1 6 0.24
Need to meet statutory requirements 2.8 4 0.73
Lack of autonomy from parent company 1.2 7 0.31
Cronbach alpha 0.85

The findings indicate that shortage of accounting staff was considered the main factor hindering changes
in management accounting and control system (mean 3.7). Indeed most of the non responding companies
cited lack of time as the reason why they could not complete the survey. Management inertia was ranked
second (mean 3.6) while lack of computing resources was ranked third (mean 3.5). Lack of authority of
accountant was ranked a distant sixth. This is not surprising, considering the fact that almost all the
respondents were controllers in their organization.

Benefits and Problems of MAC

When the respondents were asked to indicate some of the benefits that resulted from the changes that had
made to their management accounting and control systems, quality of information and quicker reporting
were the most frequently mentioned. Other benefits that were mentioned (in order of frequency) include;
more control over expenses, cost savings, ability to identify non performing customers and products and
ability to understand the business better. Several respondents also mentioned accurate product costing and
better financial forecasting, which had significantly reduced end of period variance analysis and
explanation.

When respondents were asked to indicate the problems that had been encountered as a result of the
changes, resistance by organization staff and lack of resources to educate staff on the changes made were
the most frequently mentioned. For example several respondents indicated that it took a lot of time and
effort for them to convince senior management that the changes were necessary. Other problems
mentioned include; not being able to match the changes with the existing accounting software (hence the
need to change the software and this was considered expensive) and obtaining details from the new
reports. In the first year following the changes, problems were encountered when comparing the actual
results with the budgeted results.
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DISCUSSION AND CONCLUSIONS

This study examined the volume and location of MAC, the predictors of changes in management
accounting and control systems and the benefits and problems resulting from the adoption of changes in
management accounting. The results show a surprisingly high rate of change in management accounting
systems which is notably higher than that found in recent comparable studies (see Sulaiman and Mitchell,
2005:433) and that the different components of MACS change at different rates. Sulaiman and Mitchell
(2005) reported that the average number of changes in each of the Malaysian companies studied was 9.5
(over a span of five years). This compares favorably with the results of this study (average of 11.8).

The results indicate that systems that support planning and control changed more frequently than those
that support costing and decision making. The findings are consistent with those of Sulaiman and
Mitchell (2005). The need to increase shareholder value, improve the quality of products and increase
customer response time may require frequent changes in the firm’s profit and production planning
systems.

The results show a direct significant positive relationship between MAC and organizational capacity to
learn, size and differentiation strategy. We therefore conclude that organizations with greater numbers of
management accounting systems are more likely to change their management accounting practices. These
findings are consistent with theory, which states that more changes are expected where an organization
has the expertise and personnel to educate managers on the benefits of change (Argyris and Kaplan,
1994). Furthermore organizations place high emphases on differentiation strategies are more likely to
change their management accounting systems probably to cater for the ever increasing and changing the
demands of the customers.

The analysis supports an indirect positive significant relationship between MAC and the intensity of
competition. Competition does not appear to affect management accounting directly but through its
influence on organizational structure. The findings are consistent with the theoretical expectations, since
managers faced with high levels of competition are expected to require more and different types of
information from their systems before making crucial decisions (Libby and Waterhouse, 1996). Waweru
and Uliana (2005) and Libby and Waterhouse (1996) reported no significant relationship between
intensity of competition and MAC. However, Innes and Mitchell (1990) pointed out that it is not clear
whether the contingent variables affect management accounting directly or through the impact on the
organizational structure.

Consistent with the findings of Waweru and Uliana (2005), the respondents reported that poor financial
performance was the most important organizational factor influencing changes in management accounting
and control systems. The results suggest that organizations with financial difficulties are more likely to
change their management accounting systems, probably to try and improve performance (Ittner and
Larcker, 1997).

Shortage of accounting staff and management inertia were the two main factors that hindered changes in
management accounting and control systems. The findings are consistent with those of Waweru et al
(2004) who reported lack of resources to fund change and fear of change as the dominant factors that
hindered management accounting in South Africa.

As is the case with any mailed survey, limitations affecting the generalization of this study are related to
the perception of the respondents and a potential of self selection bias. Furthermore, the study respondents
were accountants who worked as controllers. They may be familiar with change in this area than in
organizational structure or the competitive market. Generalization of the results of this study should be
done with these limitations in mind.

35



N. Waweru | Global Journal of Business Research +\/ol. 2 ¢+ No. 1 ¢ 2008

REFERENCES

Argyris, C and Kaplan, R.S. (1994) “Implementing new knowledge: The case of activity based costing”,
Accounting Horizons, Vol. 8 (3), p. 83-105.

Atkinson, A.A., Balakrishan, R., Booth, P., Cote, J.M., Groot, T., Malmi, T., Roberts, H., Uliana, E and
Wu, T. (1997) “New directions in management accounting research”, Journal of Management Accounting
Research, Vol. 9, p. 79-101

Baines, A and Langfield-Smith, K. (2003) “Antecedents to management accounting change: a structural
equation approach”, Accounting, Organizations and Society, Vol. 28 (7-8), p. 675-698.

Baron, R.M and Kenny, D.A. (1986) “The moderator mediator variable distinction in social psychological
research: conceptual, strategic and statistical considerations”, Journal of Personality and Social
Psychology, Vol. 51 (6), p. 1173-1182

Burns, J and Vaivio, J. (2001) “Management accounting change” Management Accounting Research,
Vol. 12 (4), p. 379-402

Burns,T and Stalker, G.M. 1961. The management of innovation, Tavistock, London

Chapman, C.S. (1997) “Reflections on a contingent view of accounting”, Accounting, Organizations and
Society Vol. 22 (2), p. 189-205

Chenhall, R. (2003) “Management control systems design within its organizational context: findings from
contingency based research and directions for the future”, Accounting, Organizations and Society, Vol. 28

(2-3), p. 127-168

Chenhall, R.H and Morris, D. (1986) “The impact of structure, environment and interdependence on the
perceived usefulness of management accounting systems”, Accounting Review, Vol. 61 (1), p. 16-35

Chia, Y. (1995) “Decentralization, management accounting (MCS) information characteristics and their
interaction effects on managerial performance: a Singapore study”, Journal of Business Finance and
Accounting Vol. 22 (6), p. 811-830

Cummings, T. G. and Worley, C. G. (1993) “Organizational Development & Change”, 6" edition, Ohio:
South-Western College Publishing

Damanpour, F. (1991) “Organizational innovation: A meta-analysis of effects of determinants and
moderators”, Academy of Management Journal, Vol. 34 (3), p. 555-590.

Dawson, P. (1994) “Organizational change: A processual approach”, London, P.C.P
Drury, C. (2000) “Management and cost accounting”’, London: International Thomson Business Press.

Emmanuel, C., Otley, D and Merchant, K. (1990), “Accounting for management control”, 2" ed. London,
Chapman & Hall

Fisher, J. (1995) “Contingency based research on management accounting control systems:
Categorisation by level of complexity” Journal of Accounting Literature, Vol. 14, p. 24-53.

36



GLOBAL JOURNAL OF BUSINESS RESEARCH ¢ Volume 2 ¢« Number 1 ¢+ 2008

Gerdin, J and Greve, J. (2004), “Forms of contingency fit in management accounting research-a critical
review”, Accounting Organizations and Society, Vol. 29 (3-4), p. 303-326

Haldma, T and Laats, K. (2002) “Contingencies influencing the management accounting practices of
Estonian manufacturing companies”, Management accounting Research, Vol. 13 (4), p. 379-400
Hopwood, A. G. (1990) “Accounting and Organizations Change”, Accounting, Auditing & Accountability
Journal, Vol. 3 (1), p. 7-17

Hoque, Z. (2003) “Strategic Management Accounting: Concepts, processes and Issues”, 2" ed., Spiro
Press, London.

Hyvonen, J. (2007) “Strategy, performance measurement techniques and information technology of the
firm and their link to organizational performance”, Management Accounting Research, Vol. 18 (3), p.

343-366

Innes, J and Mitchell, F. (1990) “The process of change in management accounting. Some field study
evidence”, Management Accounting Research, Vol. 1(1), p. 3-19

Innes, J and Mitchell. F. (1995) “A survey of activity based costing in the UK’s large companies”,
Management Accounting Research, Vol. 6 (2), p. 137-153

Ittner, C.D and Larcker, D.F. (1997) “Quality strategy, strategic control systems, organizational
performance”, Accounting Organizations and Society Vol. 22 (2-3), p. 293-314

Kaplan, R.S and Norton, D. (1996) “The Balanced Scorecard: Translating Strategy into Action”, Harvard
Business Press, Boston, MA.

Khandwalla, J.R. (1977) “The design of organizations”’, Harcourt Brace Jovanivich, New York

Libby, T and Waterhouse, J.H. (1996), “Predicting change in management accounting systems”, Journal
of Management Accounting Research, Vol. 8, p. 137-154

Lawrence, P.R and Lorsch, J. (1967) “Organization and environment”, Harvard Business School,
Division of Research, Boston, MA

Malmi, T. (1997) “Towards explaining Activity-based costing failure: Accounting and control in a
decentralized organization”, Management Accounting Research, Vol. 8, p. 459-480

Mia, L and Chenhall, R.H. (1994) “The usefulness of management accounting systems, functional
differentiation and managerial effectiveness”, Accounting, Organizations and Society, Vol. 19 (1), p. 1-13

Ming-Te, L and Farrel, C. (1990) “Information systems development in developing countries: An
evaluation and recommendations”, International Journal of Information Management, Vol. 10, p. 288-
296.

Otley, D. (1980) “The contingency theory of management accounting research: Achievement and
Prognosis” Accounting, Organizations and Society, Vol. 5 (4), p. 413-428.

Otley, D.T and Berry, A.J. (1980) “Control, organization and accounting”, Accounting, Organizations
and Society, Vol. 5 (2), p. 231-244.

37



N. Waweru | Global Journal of Business Research +Vol. 2 ¢« No. 1 « 2008

Peasnell, K. V. (1993) “Guest editorial: accounting in developing countries — the search for appropriate
technologies”, Research in Third World Accounting, Vol. 2, p. 1-16.

Pettigrew, A. and Whipp, R. (1991) “Managing Change for Competitive Success” Oxford: Basil
Blackwell.

Pettigrew, A., Ferlie, E., and McKee, L. (1992), “Shaping Strategic Change”, London: Sage

Porter, MLE. (1985) “Competitive advantage”, Free Press, New York

Porter, M.E. (1980), “Competitive Strategy”, Free Press, New York

Scapens, R.W. (1999) “Broadening the scope of management accounting. From a micro-economic to a
broader business perspective”, Working paper, Manchester: University of Manchester, (September).

Schein, E. H. (1988) “Coming to a new awareness of organizational culture” Sloan Management Review,
Vol. 25 (1), p. 94

Seal, W. (2001) “Management accounting and the challenge of strategic focus”, Management Accounting
Research, Vol. 12 (4), p. 487-506

Senior, B. (1997) “Organizational Change”, London: Pitman Publishing.

Shields, M.D. (1997) “Research in management accounting by North Americas in the 1990°s”, Journal of
Management Accounting Research, Vol. 9, p. 3-61

Sulaiman, S and Mitchell, F. (2005) “Utilizing a typology of management accounting change: an
empirical analysis”, Management Accounting Research, Vol. 16 (4), p. 422-437

Waweru, M.N., Hoque, Z and Uliana, E. (2004) “Management accounting change in South Africa: Case
studies from retail companies”, Accounting, Auditing and Accountability Journal, Vol. 17 (5), p. 675-704

Waweru, M.N and Uliana, E. (2005) “Predictors of management accounting change in South Africa:
evidence from five retail firms”, S4 Journal of Accounting Research, Vol. 19 (1), p. 37-71.

Williams, J.J and Seaman, A.E. (2001) “Predicting change in management accounting systems: national
culture and industrial effects”, Accounting, organizations and Society, Vol. 26 (4), p. 443-460

38



GLOBAL JOURNAL OF BUSINESS RESEARCH ¢ Volume 2 ¢« Number 1 ¢+ 2008

APPENDIX

Appendix 1: Management Accounting Change

Which of the following management accounting systems are present in your organization? Please also tick the

systems that have changed during the last three years

Planning systems

Exist in your
organization

Have changed in the last
three years

1 Budgeting

2 Profit Planning

3 Production Planning

4 Capital Budgeting

5 Strategic Planning

6 Other Planning Systems

Control Systems

7 Individual Performance Measurements

8 Team based performance measurements

9 Organization Performance Measurements

10 Measurement of performance in terms of quality

11 Measurement of performance in terms of customer satisfaction
12 Measurement of performance in terms of delivery innovations
13 Other performance measures

Costing Systems

14 Direct allocation of manufacturing overheads
15 Direct allocation of marketing costs

16 Direct allocations of other overheads

17 Internal (dept. or divisional) transfers

18 Other costing systems

Directing Systems

19 Reward systems- bonuses

20 Reward systems- pay for performance plans
21 Reward Systems- Stock Options

22 Other reward systems

Decision Making

23 Information reported more frequently

24 Use for more non-financial measures

25 Information reported more broadly

26 Use of existing systems but interpreting the results differently
27 Other changes to reporting systems

28 other changes to systems that do not appear in the list.
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INTENSITY OF COMPETITION

Please indicate the perceived intensity of competition faced by your organization in respect to the following

variables.
Competition

Raw materials
Technical personnel
Selling and distribution
Quality

Variety of products
Price

Other please specify

Negligible

1 2 3 4

e N Y e Ve Ve Wany
N N N N N N N
NN AN AN AN AN S
N N N N N N N
NN AN AN AN AN S
e N Ve N Ve Ve Wy
— N

Rank in order of importance the types of competition to long term profitability and growth

Competition

Raw materials
Technical personnel
Selling and distribution
Quality

Variety of products
Price

Other please specify

DECENTRALISATION

Not
important
1 2 3 4

NN AN AN AN AN N
O e N
NN AN AN AN AN N
O O O e N
NN AN AN AN AN N
NN AN AN AN AN SN

Extremely
Intense
5

NN AN AN AN AN AN
— N N

Extremely
important
5

e N N N N W N
N N N N N N N

As regards decentralization, which level of authority is required to make the following operating decisions?

Product design
Process redesign
How much to produce
Inventory levels
Leave schedule
Training

Other please specify

TECHNOLOGY

Officer
Outside dept
1 2

NN NN SN SN
— N N N N N
NN AN AN AN S AN
— N
NN AN AN AN AN AN
— N N
NN AN AN AN AN AN
N N N N N N N

Rank in order of importance how the following technological changes have affected

change.
Technology

Automation

Short production cycle
Increase in overheads
Quality requirements
Other please specify
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Not
important
1 2 3 4

NN AN AN AN
~—
NN AN AN AN
~— N
NN AN AN AN
— N
NN AN AN AN
— N

Production
worker
5

NN AN AN AN AN AN
— N N N N N

management accounting

Extremely
important
5

NN AN AN AN
—
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COMPETITIVE STATEGY
Please indicate the emphasis placed by your organization on the following Product/Market strategic priorities over
the last 3 years.

Strategic priorities No Great
emphasis empbhasis
1 2 3 4 5
Provide high quality products () () () () ()
Low production costs () () () () ()
Provide unique product features () () () () ()
Lower prices than competitors () () () () ()
Customized products (flexible) () () () () ()
Serve only a given mkt segment () () () () ()

FACTORS INFLUENCING M.A CHANGE
Rank in order of importance how the following organizational changes may have influenced changes in management
accounting. (Based on your experience)

Irrelevant Extremely
important
1 2 3 4 5

Retrenchment

New auditors

New software

New products

Poor financial performance
Other: please specify

(NN NN
NN AN AN AN AN
(NN NN
NN AN AN AN AN
O O N N
NN AN AN AN AN
NN N ——
NN AN AN AN AN
— N

Rank in order of importance the influence of the following factors in relation to hindrance of management
accounting change. (Based on your experience)

Irrelevant Extremely
important
1 2 3 4 5

Accounting staff shortage

Lack of adequate computing resources
Management inertia

Poor communication with line mgt
Lack of authority of accountant

Need to meet statutory requirements
Lack of autonomy from parent Co.
Other please specify

NN AN AN AN AN AN AN
O N N
NN AN AN AN AN AN AN
— O N N N
NN AN AN AN AN AN AN
— N N N N N
NN AN AN AN AN AN AN
— N N N
NN AN AN AN AN AN AN
— N N N
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