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The main goal of Management Accounting is to provide routine and non-routine 

useful information to internal users within the organization (namely managers) for 

decision making purposes. 

The beginning of the twentieth century saw the rise of management accounting as a 

crucial tool needed for better business management. A period of stagnation followed 

this revolution, which led some writers to question the validity and usefulness of 

management accounting as a management too]. Towards the end of the century, 

management accounting regained its reputation as an essential business instrument 

through the introduction of a myriad of techniques that better served the increasingly 

complicated needs of businesses. 

These techniques originated in modern / more advanced economies like the United 

States, United Kingdom, and Japan for example. That was a logical outcome of the 

huge industrial development that went on in these countries, in addition to the 

increasing levels of competition. 

It was the later that led to the introduction of Target Costing as a market-oriented 

technique designed to improve a business's ability to better compete. 

The fact that the technique originated in Japan, then was adopted in the United States, 

necessitated that some alterations (fine tuning) be done to it to better fit the new 

environment within which it was going to operate (keeping in mind the similarities 

between the two developed countfies). 

Egypt was chosen because of its increasingly important role in the Middle East, and 

the stability of its regime. This in turn encouraged foreign enterprises to move into 

Egypt and establish branches there. These enterprises will "Import" their own 

techniques which in turn will be affected by Egyptian institutions. 
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This research aims to take this issue further and investigate the application of Target 

Costing in Egypt -as a developing country- from an institutional point of view. The 

goal is to unveil the institutional factors that could affect the application of modem 

management accounting techniques in Egypt. 
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Chapter I 

Introduction 



1. Introduction & background 

"The accounting system is the principal quantitative information system in almost every 

organization and should provide information for three main purposes: 

(1) Internal routine reporting to managers, 

(") Internal non-routine, or special reporting, 

(3) External reporting through financial statements. Horngren & Foster (1991) 

(Horngren, 1975, Horngren et al., 1993, Drury, 1992) stated that traditionally, management 

accounting is interested in the first two purposes, the provision of routine and non-routine 

information to people within the organization, while Financial accounting, on the other hand, 

is concerned with the third purpose, providing information to parties outside the organization. 

(Garrison, 1982) added that management accounting emphasizes relevance and flexibility of 

data, whereas financial accounting has been more oriented towards the historical aspects of 

reporting, governed by generally accepted accounting principles GAAP, with more stressing 

precision and putting less weight on non- monetary data. 

According to (Horngren et al., 1993), financial accounting is often looked upon as being a 

cold, objective discipline, whereas management accounting embodies strong behavioural 

ramifications. 

(Horngren, 1989) stated that research in management accounting in the late 1950's focused 

on advocating better practices like responsibility accounting and relevant costs for special 

Ap 
decisions. Then, in the late 1980's, it (management accounting research) shifted to 

concentrate more on the foundations like information processing in laboratory settings. He, 

then, went on to ascertain that the recent emergence of production and operations 

management led to new links and expansions in peoples' perception and comprehension of 

field management accounting. Because of this emergence, essential questions were raised: 
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"How can we choose a management accounting system without understanding the product 

markets, the production technology, and the structure and culture of the organization? " 

Influenced by Japanese organizations, (Kaplan, 1983b) pointed to non-financial measures 

like product leadership, manufacturing flexibility, and delivery performance as important 

measures of manufacturing performance. He highlighted the need to de-emphasize the focus 

on simple aggregate short-term financial measures, and instead, to emphasize long-term 

competitiveness and profitability. The Kaplan (1983), and Johnson and Kaplan (1987) 

chaRenges to private sector management accounting practices can be seen as a response to 

the need to compete successfully in global product markets. 

According to Hopper & Armstrong (1991), Traditional management accounting history has 1-1) 

been fixated on a search for origins, on the questions of who did what first, and when? 

Preoccupied with invention, rather than with diff-usion and application, writings in this genre 

have been rich in narrative terms but they have neglected to explore the important linkages 

between phases of accounting development and their socio-economic context. Given the 

belief that this perceived deficiency needs to be addressed, the recent marriage between 

accounting antiquarianism and the doctrines of liberal economics constitutes a definite 

theoretical advance. Premised on the notion that changes in the forms of business 

organisation and control systems are driven by searches for efficiency in competitive 

environments, accounting development is seen as an integral part of this evolutionary 

process. 

2. Research motivation 

With the intensification of Globalization and Internationalization, it became increasingly 

important to understand how developing countries or transition economies dealt or should 

deal with this rapid change. According to Youssef (2007), "Egypt as one cf the emerging 
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economies underwent several economic phases in its recent history. Especially cifter 1990, 

Egi t Iws passed a series (, f legislations that promote and encourage potential investors to KIP 

consider Egypt" (p. 235). The main reason behind that was to introduce and familiarize the 

economy with the new systems of open market and globalization. To even start to consider 

competing with the new types of players in the market dictates the use of up-to-date methods 

and techniques. Most of these methods will be imported from developed business 

environments i. e. United States, Japan, United Kingdom, etc... 

Modem management accounting techniques can not be applied 'as is' directly into the 

Egyptian business environment. They will have to undergo the process of institutionalization, 

or in other words, they will have to be fine tuned to better fit in the environment they will be 

applied within. 

If we could identify the institutional factors affecting this transition, it would make it a lot 

easier to adopt these techniques, and consequently rise to challenge posed by the 

globalization pressures. Target costing, as a modem management accounting technique, is 

studied as a sample of these methods- 

Furthermore, Most of the studies that the researcher reviewed investigated target costing -as a 

modern management accounting technique- from an application/non application point of 

view. They measured the level of utilization of the technique with no regard to the 

institutional elements that could affect this application. They broke down target costing to its 

main components and determined to which extent each component was applied and how 

successful the application was. 
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3. Research focus 

'Mis research aims to answer the following main question: 

-What are the institutional factors that could affect the applicability of target costing as a 

contemporary management accounting concept in the current Egyptian business 

environment? " 

While investigating this issue, several hypotheses will also be investigated. These are: Cý 

- "In Egypt, organizations either are not familiar with or would not apply Target 

Costing as an example of new management accounting techniques. 

- The organization's external stakeholders will influence the application of target 

costing (as a new management accounting technique) within the organization. 

- The current management accounting techniques will affect the application of target 

costing (as a new management accounting technique) within the organization. 

- Management accounting tasks and perception of management accounting change will 

have an effect on the application of target costing (as a new management accounting 

technique) within the organization. 

- Coordination & teamwork will influence the application of target costing (as a new 

management accounting technique) within the organization. 

- 1EXternal factors surrounding the organization will affect the application of target 

costing (as a new management accounting technique) within the organization. 

- Training levels will influence the application of target costing (as a new management 

accounting technique) within the organization. 

- Personal skills are important in determining the success of the application of target 

costing (as a new management accounting technique) within the organization. 
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Informal/personal factors will affect the application of target costing (as a new 

management accounting technique) within the organization. 

- The decision making processes will affect the application of target costing (as a new 

management accounting technique) within the organization. 

- Environmental surroundings will have an effect on the application of target costing 

(as a new management accounting technique) within the organization. 

- The organizational culture will influence the application of target costing (as a new 

management accounting technique) within the organization. 

- Current pricing methods will have an effect on the application of target costing (as a 

new management accountmg technique) within the organization. 

4. Thesis structure 

This thesis will be divided into ten chapters including this introduction. 

Following this chapter, chapter two will provide an overview of management accounting as a 

discipline. It wifl start by providing a brief comparison between financial accounting, and 

management accounting. It will then address the management accounting relevance lost 

argument. The main reason is to point out the significance of modem management 

accounting techniques and their importance as continuous improvement business tools. This 

chapter wiff then attempt to discuss the scopes of both management and cost accounting 

distinguishing between accounting for management decisions and accounting for 

management control. Finally, it will discuss management/cost accounting techniques and cost 

assignment methods introducing Activity Based Costing as a viable solution to overcome the 

drawbacks of traditional costing. 

In chapter three, the researcher will attempt to discuss the history and drivers of change in 

management accounting. The chapter will start by elaborating on the history of management 
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accounting practices. Then it will go on to discuss the change that occurred on these practices 

and its drivers, causes, and consequences. The relationship between culture and management 

accounting practices will be discussed with examples from many countries especially south 

East Asia. The next step is to discuss the consequence of national culture and clarify the type 

of relationship between culture, management accounting, and change. Finally, the chapter 

will discuss the application of management accounting practices in developing countries and 

transition economies in order to make the situation in Egypt (as a developing country) as 

clear as possible. 

Chapter four will mainly introduce and discuss Target Costing as a modern management 

accounting technique. The chapter will elaborate on the Target Costing principles, goals, 

processes, strategy, implementation, focus, and advantages- Finally, this chapter will discuss 

some of the concerns related to Target Costing as technique used for strategic 

management/cost planning technique. 

The theoretical framework adopted by this research is discussed in chapter five. In this 

chapter, the researcher will introduce Old Institutional Economics and New Institutional 

Sociology as a hybrid framework encompassing the research. The ultimate goal of this 

chapter is to provide the closest and clearest picture of the process of adoption (or the 

resistance to adoption) of newer/innovative systems and practices in specific organizational 

settings, and/or changes in the role of management accounting in a specific environment. 

Egypt as a context of the research is discussed in chapter six. It provides a detailed review of 

the history, strategy, politics, industry, and economic development that occurred and is 

occurring in Egypt. The regulatory framework of the financial system in Egypt will be 

discussed, and then Egypt as a developing country will be connected with the conceptual 

framework (Institutional Economics). The following part will discuss Egypt's principal 
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industrial competitive strengths and market access programs. The research setting (Borg Al 

Arab city) will then be introduced and described. 

Chapter seven introduces the methodology and methods adopted in this research. The chosen 

methods and research design are introduced. The ontological and epistemological points of 

view are discussed. Inductive and deductive researches are touched upon, and then the link 

between the methodological foundations and institutional economics are introduced. Data 

collection techniques varied between questionnaires (quantitative) and interviews 

(qualitative). This triangulation intends to overcome the drawbacks of using a single 

technique or method, and complement both techniques used. The process of preparing the 

research instruments and the articulation of the central argument of the research are then 

discussed. The main research question and supporting hypothesis are clearly stated. The 

research design section follows with a brief explanation of the linkage between the research 

theoretical framework and the design chosen. The next section discusses Borg Al Arab city 

from the geographic and demographic point of view. Sampling techniques are discussed 

before the research method and strategy is introduced- This chapter wi-H then discuss the 

reasons behind the triangulation technique utilized along with the questionnaire design. 

Chapter eight illustrates the steps followed in analyzing the data gathered during the 

empirical phase of the research. It explains the data/construct sources, and then it measures 

the reliability of the data. The statistical Package for social sciences (SPSS) is used to 

analyze the collected data and the specific tests undertaken are discussed along with the 

results reached. 

Triangulation is an approach to data analysis that synthesizes data from multiple sources. 

Triangulation seeks to quickly examine existing data to strengthen interpretations and 

Improve policy and programs based on the available evidence. By examining information 

collected by different methods, by different groups and in different populations, findings can 
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be corroborated across data sets, reducing the impact of potential biases that can exist in a 

single study. Triangulation combines information from quantitative and qualitative studies, 

incorporates prevention and care program data, and makes use of expert judgment. 

Triangulation can answer questions on risk groups, program effectiveness, policy and budget 

planning, and the state of the epidemic in a changing environment. Triangulation 

methodology provides a powerful tool when a rapid response is needed, or when good data 

do not exist to answer a specific question. Triangulation can be used when the collection of 

new data is not feasible or cost-effective (California, 2008). 

To complement the findings of the statistical analysis, interviews will be utilized. Chapter 

nine discusses the process the interviews went through, and the analysis of the interviews' 

outcome. 

Finally, chapter ten combines the resufts of the two previoas chapters. It attempts to compare 

both quantitative and qualitative results in order to find the similarities (if they existed) and 

the differences between the two t3rpes of findings. The main goal of this chapter is to reach 

the results of the research and produce the proper recommendations along with any ideas for 

further research. 
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Chapter 2 

Management Accounting 

& 

Strategic Management Accounting 



1. Introduction: 

This chapter aims to provide an overview of management accounting. It starts by presenting a 

brief comparison between Financial and Management Accounting. Then, the chapter 

discusses the history of management accounting and its relevance. It attempts to show the 

importance of current management accounting techniques and their tight connection to 

continuous improvement and renovation. 

Then, it attempts to compare and contrast Management and Cost accounting, and show that - 

generally- the scope of management accounting is wider than that of Cost accounting. The 

distinction between accounting for management decisions, and accounting for management 

control is then attempted showing the goal of management control. 

Subsequently, accounting and cost management are discussed, followed by another 

discussion of management/cost accounting techniques, and cost assignment methods. 

Activity based costing is then introduced as a viable solution to overcome the drawbacks of 

traditional costing. 

2. CostImanagement accounting: an overview 

The American Accounting Association defined Accounting as 

"The process f-f identfying, measuring and communicating economic iriformation to permit 

ir, formedjudgments and decisions by users cf the information" (Everaert, 1999) (p. 67) 

(Horngren and Foster, 199 1) stated that: 

The accounting system is the principal quantitative information system in almost every 

organization and should provide information for three main purposes: 

iýý ! qanaggrs with the purpose of providing information and tin _Lo in (1) Lnternal routine re orting 

influencing behaviour regarding cost management and the planning and controlling of 

operationS. 
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(2) Internal non-routine, or sppcial repqrtigg with the purpose of aiding managers to take 

strategic and tactical decisions on matters such as pricing products and/or services, choosing 

which products to emphasize or drop, investing in equipment, and formulating overall 

policies and long-range plans. 

(3) External repprting through financial statements to investors, government authorities, and 

other outside parties" 

(Horngren, 1975, Horngren et al., 1993, Drury, 1992) stated that traditionally, management 

accounting is interested in the first two purposes, the provision of routine and non-routine 

information to people within the organization, while Financial accounting, on the other hand, 

is concerned with the third purpose, providing information to parties outside the organization. 

(Garrison, 1982) added that management accounting emphasizes relevance and flexibility of 

. ta, whereas financial accounting has been more oriented towards the historIcal aspects of 

reporting, governed by generally accepted accounting principles GAAP, with more stressing 

precision and putting less weight on non- monetary data. 

According to (Horngren et al., 1993), financial accounting is often looked upon as being a 

cold, objective discipline, whereas management accounting embodies strong behavioural 

ramifications. 

(Horngren, 1989) stated that research in management accounting in the late 1950"s focused 

on advocating better practices like responsibility accounting and relevant costs for special 

decisions. Then, in the late 1980's, it (management accounting research) shifted to 

concentrate more on the foundations like information processing in labouratory settings. He, 

then, went on to ascertain that the recent emergence of production and operations 

management led to new links and expansions in peoples' perception and comprehension of 

field management accounting. Because of this emergence, essential questions were raised: 

"How can we choose an accounting system without understanding the product markets, the 
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production technology, and the structure and culture of the organization? " Table 2.1 

illustrates a comparison between the two eras- 

1 950s-1960s 1970s-1980s 
Relevance (1) What costs are relevant for Motivation (1) Given multi-person contexts, 

an individual manager what are the fundamental 
making single-person purposes of accounting 

TO decisions? TO information? Why is 
accounting demanded? 

Given (1), what are the Given the foundations in (1), 
Motivation (2) implications for decisions Relevance (2) what types of accounting data 

in a multi-person context? should be gathered? 
Single person Multi-person 
Single period Multi-period 
Zero cost of information Costly information 
Easy access to information 
Certainty Asymmetric information across individuals 
Profit maximization Uncertainty 
Tools: for what problems can we use them? Utility maximization 

Problems: what tools should we use? 
Did the manager use the right decision Did the manager take actions that maximize the 
model? probability of attaining the top management's or 

owners' goals? 
Table 2.1 Adapted from: (Horngren, 1989) 

Z1 Management accounting relevance 
(Hiromoto, 1991) stated that current management accounting systems are designed to support 

continuous innovation, which is a new common theme of management accounting systems 

design. The elements of that new theme are: a behaviour influencing focus, market-driven 

management, and a dynamic/team-oriented approach. Management accounting must build a 

constant awareness of strategic messages in every part of the organization, assuring that 

employees will be involved in unified innovative activities and thus facilitating the enactment 

of corporate strategies. 

The relevance of accounting information for decisions or choosing among alternative courses 

of action is declining. Decisions always require a variety of input data -of which accounting 

numbers are only one part- Inputs other than accounting data are becoming increasingly 

important. Hiromoto asked his readers to think of the firm as an interface between a 
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technology and its markets; and to leave out other elements that have effects on corporate 

activity such as culture, social practices, legal institutions, and education systems. In doing 

so, companies could get a better perspective on their markets and be in a better position to 

compete in the current -increasingly difficult- business environment. To implement market 

driven management accounting across the organization, top management should emphasize - 

to employees- the importance of keeping a close relationship to customers. Also, structural 

changes have to be made to accomplish the required market driven management. Figure 2.1 

illustrates the difference between market-driven and technology-driven cost management 

systems. 

Resources Activities; ......................... ................... iiiii Products '00" 

Technokxjy Goal of perfbmamce, Market 

:: )S: 

-darldoo, 

cost 

Market-driven system 

Resources Activities Products 

Technology Goal of performance Market 

Target oý-- 
allow8ble 

cost 

Figure 2.1: Market-driven vs. technology-driven cost management systems 

Adapted from (Hiromoto, 199 1) 

Z2 The challenge to management accounting 
Influenced by Japanese organizations, (Kaplan, 1983b) pointed to non-financial measures like 

product leadership, manufacturing flexibility, and delivery performance as important 

measures of manufacturing performance. He highlighted the need to de-emphasize the focus 

on simple aggregate short-term financial measures, and instead, to emphasize long-term 
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Competitiveness and profitability. The Kaplan (1983), and Johnson and Kaplan (1987) 

challenges to private sector management accounting practices can be seen as a response to the 

need to compete successfully in global product markets. 

2.3 Cost vs. Management Accounting 

There is some confusion in terminology between Cost Accounting and Management 

Accounting. Some authors define cost accounting in the same way as management 

accounting. (Horngren and Foster, 1991), and (Drury, 1992, Drury, 2004) asserted that cost 

accounting is only a part of management accounting. Cost accountants' main duty is to 

collect cost information for stock valuation and to determine the cost of goods sold, to meet 

the requirements of external reporting. With the increasing use of cost information in 

decision-making in all functional areas of a business, the role of the cost accountants has 

expanded to that of management accountants. 

(Montgomery, 1979) stated that management accountants provide cost data for many more 

activities than financial accountants. Often, cost information is provided to engineers to assist 

in product design decisions, to marketing for use in pricing and marketing strategy decisions, 

to personnel to provide the foundation for wage, salary structures and wage negotiations with 

unions, to operations management for use in the planning and control of current operations, 

and to top management for use in long-range planning. 

Consequently, management accounting involves routine and non-routine reporting to 

managers. The American Institute of Management Accountants defines management 

accounting as -the process cf identification, measurement, accumulation, analysis, 

inteipretation, and communication j financial jrformation ved by u, preparation, 

management to plan, evaluate, and control within an organization and to assure appropriate 

use cf and accountability for its resources" (Atkinson et al., 1995). (Kaplan and Atkinson, 

1989) were more specific about the two purposes of management accounting. They stated 
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that "management accounting is a system that collects, classifies, summarizes, analyses and 

reports iriformation that will assist managers in their decision-making and in their control 

activities". 

Similarly, (Drury, 1992) considered the goal of a management accounting system as to 

provide information for management activities such as decision-making, planning, and 

control. Management accounting for the first purpose (decision-making) is substituted with 

accounting for management decisions, whereas management accounting for the second 

purpose (planning and control activities) is substituted with accounting for management 

control. Traditionally, accounting for management decisions deals with topics such as 

product costing, process costing, job order costing, marginal costing, cost-volume-profit 

analysis, profitability analysis, product-mix analysis, standard Costing, variance analysis and 

capital investment justification. Although some topics have many common characteristics, 

accounting for management control is more likely to involve topics such as responsibility 

structure, budgeting, performance measurement, rewarding managerial performance and 

transfer pricing. 

Z4 Accounting and Management Control 
As previously mentioned accounting for management control involves the provision of 

accounting information that assists managers in their planning and control activities. 

(Emmanuel et aL, 1990) (Chapter 1) defined planning as "the process cf setting o1jectives 

and the means cf their attainment", and control as "the process cf ensuring that plans are 

achieved", and so, planning activities provide answers to the questions: 'What is desired? " 

and "When and how is it going to be accomplished? ", whereas control activities ensure the 

implementation of those plans. Both planning and control activities are necessary to achieve 

management control in an organization. (Anthony and Govindarajan, 1995) (Chapter 1) 

defined management control as "the process by which managers irfluence other memberscf 
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the organization to implement the organization's strategies". (Emmanuel et al., 1990) 

defined management control as "the process by which managers attempt to ensure that the 

organization adapts succesýfully to its changing environment, making organization survival 

the overall o1jective". (Lowe, 1971) (p. 3) provided a similar definition. He stated that 

"Management control is a system cf organizational information seeking and gathering, 

accountability and feedback designed to ensure that the enterprise adapts to changes in its 

substantive environment and that the work behaviour cf its employees is measured by 

r(ference to a set cf operational sub-goals (which corform with overall ofjectives), so that 

the discrepancy between the two can be reconciled and corrected". To (Ansari and BELL, 

1997) the major activities in management control am: (1) guiding behaviours through goals, 

objectives, missions and/or standards; (2) facilitating behaviours by sharing and 

communicating information that members need about each other's behaviours; (3) evaluating 

behaviours as they occur to ensure they are consistent with desired behaviours; and (4) 

motivating behaviours, by providing the necessary inducements for members to stay within 

the collective structure. (Emmanuel et al., 1990) remarked that people may fail to act in an 

organization's best interest -and therefore the need for management control- for any of three 

basic reasons. The first is lack cf direction, because people do not always understand what is 

expected of them. The second is lack cf motivation. Some people know what is expected of 

them, but are not interested in behaving accordingly because their individual incentives are 

not adequate to motivate them. The third reason is lack cf ability, either general or personal. 

For instance, lack of ability exists when job contents are not properly designed, or involve 

complex or demanding activities that no ordinary employee would be expected to perform. 

Consequently, management control is necessary to guard against undesirable performance 

and to encourage desirable actions leading to the implementation of the strategies and the 

survival of the firm. A management accounting system of setting objectives, measuring 
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performance and evaluating performance reduces the chances of lack of direction. For 

instance, by using budgets (profit, revenue or cost) for each sub-unit of the organization or by 

usmg operational performance measures such as waste reduction, machine-efficiency, etc. the 

overall organization goal is quantified and broken down, so that employees know exactly 

what is expected of them. The ideal situation is a situation of perfect goal congruence, as 

mentioned by (Anthony and Govindarajan, 1995). This means that employees seeking 

personal goals would also be helping to attain the organization's goals. The development of 

optunum compensation plans and other incentive schemes are important considerations in 

promoting goal congruence. (Horngren, 1975) wondered about the benefits of a management 

accounting system (used for control) as to whether it encourages managers, when working in 

their own best interests, to act at the same time in harmony with the overaH objectives of the 

firm. Figure 2.21 presents a framework to realize management control. 

Implementation mechanisms 

Management 
Accounting System 

Strategy ammmppý Organization 
Structure 

Culture 

Human Resources OnONO- Performance 
Management 

Figure 2.2: Framework to realize manageme= control. Adapted from Anthony & Govindarajan (1995) 

In conclusion, a good management accounting system has a central role to play in 

establishing effective management control. As (Emmanuel et al., 1990) asserted, it is often 

the only source of quantitative data that combines the results of all activities of different parts 

of the enterprise. Nevertheless, an effective management accounting system is just one of the 

tools managers use to realize management control -as shown in figure 2.2. Following 
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(Anthony and Govindarajan, 1995), strategies also are implemented through adequate 

organizational structure, effective human resources management and, appropriate 

organizational culture. An adequate organization structure guides the actions of the members 

by specifying the structure, roles, reporting relationships, and responsibilities among them, 

whereas an effective human resources management system affects their actions through 

selection, training, evaluation, promotion, etc... . Culture, as described by Hofstede, refers to 

the set of common beliefs, attitudes, and norms that guide, explicitly or implicitly, the 

behaviour of people in performing their tasks. Hence, the provision of management 

icient condition for effective management accounting information is a necessary, but not suffi 

control. It is believed, as (Emmanuel et al., 1990) stated, that the absence of such 

information. or perhaps worse, the provision of inadequate or misleading information, is a 

powerful disadvantage to effective organizational functioning. 

25 Accounting and Cost Management 

Dp 
Recently, the task of assisting managers in their control activities emerged as a new role for 

management accounting systems. This new role involves the provision of accounting 

information to influence organization members to realize cost management, i. e. to pursue 

every possible cost reduction opportunity. Cost management is understood in different ways 

in literature- To (Mclihattan, 1992) cost management is "the skiful handling or directing cf 

costs". (Horngren et al., 1997) defined cost management as "the set cf actions that managers 

take to sati6fy customers while continuously reducing and controlling costs". Similarly, 

(Cooper, 1995) (p. 5) defined cost management as "the creation cf pressure to reduce and 

control costs". In this perspective, (Howell and Sakurai, 1992) spoke of a cost down ideology 

as a synonym for cost management. (Kato, 1993) added that in the current ever changing 

11- 
enviromnent, pursuing every possible cost reduction opportunity is surely a good strategy. He 

then went on to warn that it is essential to avoid reducing costs without regard for the quality, 
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functions and characteristics of the product, from the customers' point of view. Hence, cost 

management requires that managers actively look for cost reduction opportunities, while 

enhancing or keeping the value of the product perceived by the customers at the same level. 

Furthermore, (Cooper, 1995) argued that cost management needs to include all aspects of 

producing and delivering the product; i. e. from the supply of purchased parts, and through the 

A- 
design and manufacturing of these products. So, cost management should be intrinsic in each 

stage of a product's life cycle, Le- during the development, manufactunng, distribution of a 

new product, and during the service lifetime of a product- (Susman, 1989) argued that 

reducing costs at each stage individually does not necessarily lead to cost reduction for the 

product as a whole. For instance, reducing costs on testing a new product might cause much 

higher costs during the manufacturing stage, due to manufacturing problems. That"s why 

(Shields and Young, 1991) preferred to use the term "Product Life-Cycle Cost Management"', 

thus stressing the product life cycle content of cost management. Hence, cost management 

should focus on reducing the total costs of a product, throughout its entire life cycle. 

Furthermore, to (Shields and Young, 1991), cost management should not be limited to the 

discretion of the producer alone, since customers are becoming more sensitive to after-sale 

costs in addition to the price. According to the same researchers, modem cost management 

should -not only- focus on reducing the costs the producer incurs for the product (i. e. what 

Shields & Young call the life-cycle costs), but should also focus on reducing the costs that 

consumers incur after sale, such as the costs of installation, operation, maintenance, and 

disposal. They call this total of costs incurred by the producer as well as the consumer, the 

"Product Whole Life Cost"- Consequently, they argued that the whole life costs should be the 

primary focus of cost management. 
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3. Examples of old management accounting techniques 

According to (Taylor, 2000), cost accounting has come under serious attack during the past 

decade. This attack was founded on the grounds that traditional cost allocating approaches are 

loaded with a considerable amount of uncertainty and contained substantial effors. These 

errors can lead to misguided decisions dealing with issues like pricing, outsourcing, capacity 

planning, and profitability analysis for various product lines and other segments of business 

activity. 

Taylor goes on to state that such distortions stem from the fact that cost structures in many 

companies have undergone intense change- Rising overhead and other indirect or sz4pport 

costs -complemented by a major reduction in direct labour costs as a proportion of total 

product cost- were the outcome of the increasing degree of skilled labour, automation, and 

computerization in manufacturing and other areas of business activity. Workers, currently 

called "knowledge workers, " are busy overseeing computerized machines and dealing with 

the production process through computer terminals located all over their plants. At the same 

time, other support activities outside the boundaries of the factory, such as quality control, 

supply chain management, information technology, customer service, engineering, and new 

product development, have also risen significantly and become more complex, leading to a 

further increase in the level of indirect costs. This, in turn, led to fewer variable direct costs 

and increasing pools of fixed indirect costs. This shift necessitates a far greater level of 

indirect-cost assignment and raises the potential for significant distortion in cost assignment 

under traditional cost accounting techniques which -most likely- will fail to reflect these 

changes in cost structure. 

The problem is worsened by the increase in cost objects (which refers to anything that 

decision makers would like to cost. E. g. products, departments, activities, clients, regions, 

etc... ). Recent manufacturing technologies enable companies to produce customized products 
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more readily, resulting in an increasing wealth of products and services with rapidly 

shrinking life cycles. In 1999 Michelin (the Tire manufacturer) started selling colour-streaked 

tires and, commencing in the following May, shoppers could log onto the company's website 

and order custom-colour tires. This capability has expanded both volume and product 

diversity across a wide range of products and services. Product costs differ materially 

depending on volume or lot sizes, and upon the degree of complexity associated with the 

production of different products. Also products and services are being delivered through 

multiple and, often, technologically new channels of distribution, like the internet, to different 

market and customer segments. To achieve competitive advantage, companies presently place 

greater emphasis on determining not only product profitability but also profits relating to 

different channels, sales regions, and clients, which in turn amplifies the impact of cost 

allocation methods. The growing concern over cost assignment is related to the new era of 

global markets' expansion and the unusual advances in information technology. With 

competition among business enterprises increasing and becoming more intense, customers 

steadily raising their expectations, businesses devoting careful attention to the quality of 

products and services they provide and to developing strategies for competitive advantage, 

and ever thinning profit margins, costing accuracy becomes very critical. Mises (1949) 

apparently viewed the discretionary assignment of overhead as more or less harmless, but the 

drastic change in cost structures and the array of cost objects paint quite a different picture 

today. 

The attack on the traditional approach to cost assignment is based on the valid argument that 

in two critical respects it is totally out of touch with reality in many businesses today. First, 

direct labour is typically an insignificant factor in the total cost of a product, often less than 

10 percent of the total cost. Second, direct labour is not a causal cost driver for most, if not 

all, manufacturing overhead (Taylor, 2000). An example of the discrepancy is that machine 
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setups and product inspections are not correlated with direct labour hours. With the steadily 

increasing cost of overhead, generated largely from increasing automation, indirect fixed 

labour, and computerization, in addition to the insignificant level of direct labour cost, the 

traditional method creates unreasonable overhead rates, like 1,000 % of direct labour cost. As 

a result, managers are motivated to focus on reducing direct labour cost where small savings 

can have a huge impact on cost allocations and product costs rather than focusing on cutting 

the rapidly increasing overhead costs. 

(Johnson and Kaplan, 1987) speculated that during the period between 1925 and the 1980's, 

more accurate and strategically oriented costing failed to emerge due to several factors 

coming together: (a) the prohibitive cost of tracing costs more accurately in the early years; 

(b) the fact that -early on- direct labour was a substantial part of total product manufacturing 

cost and assigning overhead costs based on direct labour provided acceptable accuracy in 

product costing meanwhile overhead costs were less prominent before the rise in automation 

and computerization over the past two decades; (c) from the early 1900S the dominance of 

financial accounting and the public auditing profession in reporting to outsiders -virtually 

equating cost accounting to determining the cost of inventory and cost of goods sold for 

disclosure in balance sheets and income statements; and (d) the academic agreement in 

defining the purpose of cost accounting "in terms of valuing cost of goods sold and 

inventories for financial reports, not for managerial decisions and control". This acquiescence 

has been manifested in both simplistic textbooks and other published wntings--despite 

insightful works still applicable today by a few academics, such as J. M. Clark in 1920s, 

Ronald Coase in the 1930s, and William Vatter in the 1940s, which unfortunately did not get 

the proper attention at the time. And so the question is raised: "What have management 

accounting practitioners been doing for the past sixty years? " Johnson and Kaplan regrettably 
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answer their own question: between 1925 and 1980, "virtually no new ideas have affected the 

design and use of cost management systems" (p. 176). 

From a different point of view, Kaplan and Johnson's view of a profession stagnating in the 

face of global competition, increasingly complex production processes, and dynamic 

innovative change in business management has been criticized by (Bromwich, 1990). In spite 

of acknowledging that there is a need to improve the flow of non-financial information, 

Bromwich argued that the behaviour of management accountants might change, in response 

to these circumstances even if the techniques that they employ do not. In his view, 

management accountants need to think and act strategically, to evaluate products from the 

customers' point of view and to estimate product costs in relation to those of competitors. 

3.1 Budgeting 
"The traditional process cf planning and budgeting has long been accepted by the business 

world as a necessary evil, a laborious yet obligatory element cf maintaining the corporate 

structure". McKenna (2003) (p. 53) 

"A fixture cf cotporate lfe since the 1-9'h century, the traditional budget is, cf course, that 

periodic exercise by which organizations determine their upcoming operating expenses and 

forecast income"- Heynes & Sutcliffe (2002) (p. 63) 

For many years the traditional budgeting - as a top down approach initiated by the corporate 

head office who issues budget packs to the operational units for completion, usually on an 

annual basis- process has been viewed as a convenient and effective tool for senior 

management to prevent improper spending and abuse of resource within any organization. 
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3.2 Activity Based Costing 
In an effort to overcome the drawbacks of traditional costing, Activity Based Costing (ABC) 

was developed. 

Activity-based costing defines the relationship between costs and the objects to which costs 

should be assigned. Unlike traditional cost accounting, which sees cost objects like products 

and departments as the direct cause of the resources" consumption, ABC holds that costs, 

except for materials costs (direct), are caused by the activities that constitute the business 

operations. Cost objects necessitate the performance of certain activities. It is the activities 

that consume the resources. By determining the costs of different activities as a first stage in 

the costing process, objects can ultimately be assigned costs according to their demands on 

activities. Separate pre-determined activity rates are thus used rather than the vague overhead 

rates of traditional cost allocation. 

ABC is fundamentally different from traditional costing because it insists on an explicit 

cause-and-effect connection between the various activities and costs (or consumption of 

resources) as a first step. The second step is assigning costs to objects through the use of cost 

drivers to link objects to activities. An activity cost driver is "a quantitative measure cf the 

output f-f an activity' (Kaplan and Cooper, 1998). To illustrate, consider the activity of 

setting up a machine to process different batches of materials. The activity cost driver would 

be setups or setup hours. Assume that total setup cost is E44,800 for a specific period of 

production, and that the projected total number of setups is E70, then an activity rate of E640 

(44,800nO) per setup would be used to cost different products depending on the number of 

setups required. Obviously, products manufactured in smaller lot sizes will be assigned 

excessively more of the setup cost than those produced in large runs. 
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3.2.1 Advantages of ABC 
In real life research within businesses, the following findings were established: 

(Swenson, 1998) stated that ABC not only improved cost accuracy, but it also revealed 

opportunities for cost reduction. 

(Kaplan et al., 1997) stated that ABC can be used in transfer pricing where real market price 

data are not available and other traditional methods are considered unacceptable. 

(Coburn et al., 1997), found that ABC models devised for special occasions are useful tools 

in capital budgeting. 

(Kaplan and Cooper, 1998) ascertained that, using ABC, companies can determine more 

accurately the costs of serving different customers who make varying demands on the 

companies' products. 

3.2.2 ABC & Target Costing (TC) 
As will be discussed more in a later part, another new approach, "target costing, " which 

originated in Japan in the 1960s, has -since the mid 1990's- received increasing attention 

from American companies in reaching decisions regarding new products. 

Target costing is an important strategic cost management topic. The competitive business 

environment requires firms to produce products with the quality and functionality demanded 

by customers while at the same time selling them for prices largely determined by the market. 

Conventional cost management and cost plus pricing strategies are not very effective in this 

new environment (Castellano and Young, 2003a). 

According to (Taylor, 2000), Target costing is integrated into the ABC paradigm as a 

proactive means of effective cost management. Unlike the traditional approach to pricing, 

target costing approaches the costing function in a fundamentally different way. Rather than 

moving from cost to price, target costing starts with the expected market price and works 

backwards to determine the allowable cost. Thus, for a new product under consideration, the 
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target cost equals the anticipated selling price, derived from market research and analysis of 

competitors' products, less the desired profit per unit. 

According to (Ansari and BELL, 1997) there are two critical reasons for the development of 

target costing. First, from the viewpoint of many companies, the anticipated market price is 

taken as given due to intense competition and the amount that customers are expected to be 

willing to pay for the new product. The company cannot simply calculate the costs, add in a 

profit margin, and then expect to sell the product at that desired price. Second, is a critical 

point regarding the nature of costs today: a large proportion of the ultimate total cost of a 

product is committed or "locked in" at the design stage: "Target costing focuses on product 

design because most costs, nearly 70-80 percent, are committed at the design stage, while 

only 10-20 percent of the costs are incurred at this stage". In other words, the opportunity to 

control costs is far greater before undertaking the manufacturing of the product than once 

production is underway and all components and processes have been set. 

(Swenson, 1998) declared that Activity-based costing (ABC) is a key tool of target costing. 

Its underlying activity analysis applied across the entire value chain and beyond to suppliers, 

can detect those activities that add no value to the product or service and consequently they 

can be eliminated. Cost estimation is facilitated through cost tracing using the cause-and- 

effect linkage of activity costs to the product. 

4 Strategic cost management 

4.1 Strategy 

Whenever Strategy is used in modem management/organizational literature, it seems to be 

hard to define. As (Mintzberg, 1988) illustrates it, he feels that it difies a single difinition. 

When attempting to define strategy, he used different words stemming from many 

backgrounds. He used plan, pattern, position, and perspective. In his own words, he said that 
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"plan introduces the notion cf intention, pattern focuses on action, position introduces 

context, and peripective reminds us that strategy is nothing more than a concept". (Chapter 

3) 

Clarke & Tagoe (2002) said that strategic thinking is simply the ability to adapt the 

organization so that it can prosper in its future environment. Thus strategy is about being 

d, jferent; it means peiforming djjferent activities from competitors, or peiforming similar 

activities to rivals in dijferent ways. 

Another way of looking at strategy is to differentiate between strategies and tactics (Anthony, 

1988, Pearce and Robinson, 1991, StaW and Grigsby, 1991). Strategies relate to the larger 

picture or the important things as per (Mintzberg, 1988), while tactics are concerned with the 

means to achieving the strategies. Moreover, tactics tend to be more concerned with matters 

pertaining to efficiency, while strategies tend to relate to effectiveness matters. 

(Rumelt, 1979, Teffeberry, 1968) mentioned that "One manager's strategies can be another's 

tactics" depending on one's perspective. 

When time is introduced as a dimension, it casts the light on yet another angle of the 

strategy/tactic comparison. A tactical decision taken today could be a source of strategic 

advantage in the future, and therefore the uncertainty associated with classifying a managerial 

decision as strategic vs. tactical becomes evident. 

(Chandler, 1962) (Chapter 2) describes strategy as "the determination cf the basic long-term 

goals and o1jectives cf an enterprise, the adoption cf courses cf action, and the allocation cf 

resources necessary for carrying out these goaW'. In this definition we can notice the long- 

term and future-oriented aspects of strategy. 

(Zabriskie and Huellmantel, 199 1) have a similar point of view. They see strategy as 

46 concerned with the selection of future markets that can provide growth, while operational 

activities are concerned with managing resources already invested in today's markets". 
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When competition is introduced as a dimension, strategy would be viewed a little differently. 

(Porter, 1980), 1985) sees competitive strategy as concerned with "creating and maintaining 

a competitive advantage in each and every area cf business". 

Similarly. (Ohmae, 1982) (Chapter 4) comments: "Business strategy is all about competitive 

advantage. Without competitors there would be no needfor strategy, for the sole putpose cf 

strategic management is to enable the conipany to gain, as tjfectively as possible, a 

sustainable edge over its competitors". 

Stahl & Grigsby (1991) also see strategy as: "The set cf managerial decisions that relates the 

organization to its environment, guides internal activities, and determines the long-term 

peiformance cf the organization". 

Price is yet another dimension that has to be taken into consideration. As (Simmonds, 1982) 

P. sften have traceabletifects beyond their immediate impact on ( "10) stated, "Price changes t 

the prcfits cf the firm taking the action. The ultinzate tjfect cf any change will not always be 

easy to predict with accuracy. It would be short-sighted cf managements contemplating price 

action not to consider the outcome cf at least one stage cf competitor reaction". (Fisher, 

1998) - As referenced by Simmonds- stated that 

"... No business man assumes either that his rival's output or price will remain constant any 

more than a chess player assumes that his opponent will not inteifere with his ejfort to 

capture a knight. On the contrary. his whole thought is to forecast what move the rival will 

make in response to his own". 

Simmonds goes on to assert that costs provide the point of departure for strategic pricing 

decisions because more detailed information is available concerning them than for such 

factors as demand conditions, competitors' costs, and competitive sales and price tactics. 

Using this information, and once a price is suggested, then, the next logical step is to revise 
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the estimate in light of the expected sales volume, quality and sales programs of competitors, 

and similar demand considerations. 

4.2 Strategic Cost Analysis 

As Pearson (1997) (p. 26) stated, "'Strategic Cost Analysis is a phrase to describe an 

alignment cf ideas from marketing, strategy, and accounting. This alignment recognizes the 

inherent interdependence cf a firm's strategy, accounting methods, and technology". 

According to him, management accountants can provide vital information in the 

configuration and application of corporate strategy in two main ways... a) By linking 

qualitative or perceptual product characteristics to their underlying costs (e. g. quality), and b) 

By quantifying the cost advantages that companies have, relative to existing or potential 

competitors. These cost advantages, if persistent, can result in sustainable high returns to the 

company. 

Pearson goes on to say that strategic cost analysis can help companies identify the implicit 

strategies they are carrying out among four common types of missions for their businesses 

and product lines. 

These missions are a) A build mission, which implies a goal of an increased market share 

without regard for short-term profit, b) A hold mission, which is a strategy to maintain 

market share by selectively managing prices to hold consumers, c) A harvest mission, which 

suggests going after short-run profits and cash flow with little regard for market share, and d) 

A divest mission, which implies positioning the company, company products or segments to 

be sold. 

5 Strategic Management Accounting (SMA) 
Defining strategy is -as discussed before- problematic. Strategic management accounting is 

no different. When one attempts to represent the Strategic Management Accounting process, 
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one has to distinguish between the Normative and the Descriptive models. Normative models 

of strategic management typically refer to a process involving: a statement of mission 

((Pearce, 1982), the identification of strengths, weaknesses, opportunities, and threats; 

strategic design and implementation; and strategic feedback and control (Hamermesh, 1986, 

Hax and Majluf, 1984)- 

Descriptive models of strategic management, on the other hand, suggest that such normative 

models are, however, an overly simplified state of reality. As (Guilding et al., 2000), put it, 

14- descriptive models tend to represent strategic management not as a deliberate process, but as 

an emergent and highly fragmented process characterized by uncertainty. 

As strategy has a wide spectrum of definitions, strategic management accounting too has the 

same characteristic. For example, Coad (1996) noted that "Strategic management accounting 

is an emerging field whose boundaries are loose and, as yet, there is no unified view cf what 

it is or how it might develop. The existing literature in the field is both disparate and 

disjointed". 

(Simmonds, 198 1) (p. 26), the notable SMA thinker, defined it as "The provision and 

analysis cf management accounting data about a business and its competitors for use in 

developing and monitoring the business strategy". 

Looking at strategic management accounting from a different point of view, (Govindarajan 

and Shank, 1992), divided strategic management accounting into four stages. They said that 

cost information plays a role in these four stages, which are: strategy formulation, strategy 

communication, strategy implementation, and strategic control. Furthermore, they apply three 

schemes to the SMA stages; value chain analysis, strategic positioning analysis, and cost 

driver analysis in order to build a framework concerned with the strategy/management 

accounting relationship. 

31 



Shank calls this framework 'Strategic Cost Management' which -according to him - could be 

defined as "the managerial use cf cost irformation e-xplicitly directed at one or more cf the 

four stages c-f the strategic ntanagement cycle" (Shank, 1989) (p. 48). 

0- Focusing on the final goods' markets, (Bromwich, 1990) (p. 29) defines SMA as "the 

provision and analysis cf financial iriformation on the firm's product markets and 

competitor's costs and cost structures, and the monitoring cf the enteiprise's strategies and 

those cf its competitors in these markets over a number cfperiods". 

In their study of American/United Kingdom/New Zealand companies published in 2000, 

Guilding, Cravens, and Tayles identified twelve strategic management accounting practices. 

This should not, by any mean, be considered a summation of SMA practices, but should 

rather be treated merely as a 'sample' of these practices. The identified practices were: 

attribute costing, brand value budgeting and monitoring, competitor cost assessment, Cý 

competitive position monitoring, competitor appraisal based on published financial 

statements, life cycle costing, quality costing, strategic costing, strategic pricing, target 

costing, and value chain costing. 

These activities were acknowledged to be strategic management accounting practices based 

on their encompassing a strategic orientation, and not just because of their proximity to the 

accounting practices needed by those managers charged with 'managing corporate strategy. 

Strategic Management pertains to long term planning of the organization's future 

performance. The business world is developing at a much faster rate. It is irrefutable that 

management accounting should be among the most important tools in the development of 

sound management strategies. In Clarke and Tagoe (2002) words, "Compared to a decade 

ago, the operating environment cf mostfirms is dynamic and hyper-cornpetitive. It seems that 

the only comvtant is change itseif'. 
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Information and Knowledge are the basis for a strong management accounting platform 

useful for planning purposes. The variables affecting any organization's Operations are 

substantial. These can be categorized as internal, competitive, financial, legal, and 

institutional among other variables. The long-term success of the organization depends on the 

ability of Strategic Management Accounting (SMA) to incorporate all the relevant factors 

into its analysis to provide strategy/decision makers with relevant, timely, and sufficient 

information suitable for decision making. 

Empirical research acknowledged that the information which SMA would provide on 

competitors' costs, cost structure, product profitability, and sales volume would be interesting 

but not critical to their survival. This type of information would act as an indicator along with 

other information. 

Even if the company had the resources to undertake the policy of competitors' analysis as 

Part of its SMA practice, this policy would not provide objective data and therefore no 

alteration to the company's strategic combination would occur. It is argued that it would be 

expensive and cost ineffective to maintain a thorough and in-depth SMA system as the 

information demands placed on a company by SMA outweigh the benefits it provides in 

sustaining a competitive advantage. 

It can further be argued that the information necessary can be achieved without implementing 

a formal SMA process, which will decrease the cost of acquiring and processing data. 

The principle of SMA is one of the principles that shaped the basis of new strategy models in 

the recent years. These models' goals are to identify strategies that create a competitive 

advantage, and clarify the strategic intent cf a company. 

The strategic decision making process can influence the procedures of management 

accounting. Additionally, the design of management control systems aiming to aid control 

strategy can have a positive impact on the performance of management accounting. 
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The concept of SMA requires management accounting to focus on performance measurement 

C5 using ýý rather than tactical indicators. Strategies need to be formulated in accounting 

language and supported by the authority of accounting techniques, indicators, and reports if 

they are to be quantified, developed, and monitored. 

Knowledge about competitors' cost structure, pricing, throughput strategy, volumes, and 

market share is needed if the company is going to succeed in discove-ring its competitor's 

strategic intent. 

A strategic management accounting system could complement the financial reporting 

function to provide accurate internal and extemal reports. (Simmonds, 1981) (p. 27) defined 

SMA as "the provision and anakySis cf management accounting data about a business and its 

competition for the use in developing and monitoring the business Strategy, particularly 

relating levels and trends in real costs and prices, volume, market share, cash flow, and the 

proportion demanded cf a firm's total resources". 

Well-managed companies collect the type of information needed for SMA. This information 

will help in determining the costs of strategies employed by the company and its competition 

and make them visible to management. As Dixon (1998) (p. 274) ascertains, "... it is the 

strategic intent cf a competitor that is the vital piece cf kjormation that is needed to give 

relevance and value to all the other iriformation gathered in the process cf SMA. if the 

strategic intent cf the competitor is not lawwn, then all the cost irIfOrmation, pricing and 

volume irformation remains su1jective and questionable ". 

Furthermore, the use of "'hard" figures in presenting information on competitors can be 

misleading in that theY would be estimates and not actual figures, and ... With such a range of 

error inherent in these figures, comparability between the firm's figures and those of the 

competitors' should be questioned, and the costs of collecting and collating detailed 

competitor information may exceed any benefits. 
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5- 1 COMPetitive advantage 

While one of the goals of SMA is to create "sustainable competitive advantage", it is 

becoming increasingly difficult to maintain a competitive advantage in a market place where 

lean (flexible) enterprises operate. Rather, companies will be striving to create a "temporary 

advantage" over competitors. 

(Dent, 1991) as referenced by Dixon (1998), describes the phenomenon as building a "Multi- 

layered competitive advantage ". SMA can make a significant contribution to gaining 

competitive advantage in a global environment if it succeeds to: 

(a) 1, egitimize and balance functional area and product perspectives, (b)Co-ordinate 

interaction across business units using formal systems, (c) Pay greater attention to emerging 

threats in proximate markets, (d) Focus on investment in competencies (activities that the 

company performs better than its rivals), (e) Develop a more integrated approach to resource 

allocation, and (f) Develop a clear strategic intent. 

As soon as a company reaches a new accredited industry standard, it will enjoy the standard 

for a certain period of time as it will become an industry pre-requisite to trade. In other 

words, the standard will become institutionalized. 

Hence, companies should continuously be searching for differentiation through developing 

new standards over shorter periods of time. It is better to produce according to customer 

specification and order, rather than producing for stock (basic principle of the Theory of 

Constraints production application). In addition to that, failure to monitor performance 

against external standards and, in particular these set by major competitors, is likely to lead - 

in the long term- to failure to compete effectively and loss of market share. 

Moreover, over-reliance on financial monitoring leads to failure to manage core value added 

processes (e. g.: procurement and distribution) over the longer period- Therefore, getting the 
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balance right between financial and non-financial monitoring can radically improve the 

bottom line. 

Financial factors are extremely important in the development and evaluation of strategic 

objectives, but over-emphasis on measuring strategic objectives against financial criteria 

could result in the organization losing sight of other very important performance indicators. 

Furthermore, the strategies will be too closely related to short term profit maximization at the 

expense of long-term improvements necessary to compete effectively. 

Slow responsiveness to the changing outside world, and failure to review and update 

strategies and objectives as external circumstances demand means that the company's 

response to the changing environment would be impaired, and competitive advantage would 

be lost. 

Strategic cost analysis allows a greater level of understanding of the direct and indirect costs' 

behaviour. Short term cost analysis might not be sufficient for an in-depth investigation, and 

might provide misleading information that can weaken strategy/decision making. 

An organization must develop an accounting information system for strategic purposes and 

seek to build a database of strategic information tools. It must then be satisfied that it has 

sufficient data to draw comparisons against its competitors' costs, bearing in mind that 

knowing the competitors' costs does not reveal their strategic intent. 

Grundy (1996) stated that strategic cost management is about managing costs for both 

financial and competitive advantage, longer-term as well as short-term. In order to achieve 

these goals, effective cost management needs to contribute to, rather than subtract from, the 

business strategy. Grundy went on to say that although cost is ""rarely mentioned by strategic 

thinkers as being a key issue", some exceptions existed. These exceptions, when put together, 

will assist to build a framework for strategic cost management developed from: the 
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experience curve, cost leadership strategies. differentiation strategies, competitor analysis, the 

value chain, capability building, and environmental shifts and scenarios. 

From a different angle, Kaplan (1987) argues that traditional management accounting 

systems produce misleading management information and that over time; costs were 

allocated in relation to the physical use of production assets -both capital and labour. But as 

the value chain of most businesses became more and more dependent on the service input, the 

traditional bases of cost allocation became increasingly irrelevant. There are often more 

important activities which support the value added within the production process than those 

associated with physical operations. Kaplan proposed that managers adopt 'Activity Based 

Costing' or 'ABC' which involves the following steps: 

Firstly, managers need to have a profound understanding of how costs are generated and how 

they behaved (directly and indirectly) within the organization -and consequently identifying 

the key cost drivers. 

Secondly, they need to examine whether processes can be simplified or changed in order to 

reduce costs or add more value (thus leading on into an ever developing form of business 

process reengineering and development, "the Kaizen philosophy") 

Thirdly, having re-designed business processes they need to devise a method of tracking costs 

through monitoring the performance of a number of key performance indicators designed to 

measure the impact of key cost and value drivers. 

6 Critique of traditional management accounting 
Traditional management accounting history has been fixated on a search for origins, on the 

questions of who did what first, and when. Preoccupied with invention, rather than with 

diffusion and application, writings in this field have been rich in narrative terms but have 

neglected to explore the important linkages between phases of accounting development and 

their socio-economic context (Hopper and Armestrong, 199 1). 
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Conclusion 

In this chapter. the researcher provided a general idea about management accounting. A 

comparison of financial cost, and management accounting was presented. Cost/management 

accounting techniques are then discussed with an emphasis on activity based costing (ABC). 

A DC 
v" is regarded as a workable solution to the shortcomings of traditional costing. 

Strategic management accounting is then discussed. 

In the next chapter, the researcher will discuss the history and drivers of management 

accounting change. 
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Chapter 3 

Management Accounting Change 

64 C% 
-- Stability and change are not necessarily contradictory or opposingforces, but can be intertwined 

in an evolutionary process cf change " Siti-Nabiha & Scapens (2005) (p. 58) 



1 Introduction 
In the previous chapter, management accounting was discussed. In this chapter, the history and 

drivers of change will be mentioned. The chapter starts by elaborating on the history of management 

accounting practices during the last period, and then will go on by discussing the change that 

occurred to these practices and its drivers, causes, and consequences. 

The chapter will then discuss the relationship between culture and management accounting practices 

giving examples from many countries especially south East Asia. The reason for this concentration 

is that this part of the world has recently seen tremendous development in the 

manufacturing/production field which in turn mandated an equally large transition in the techniques 

suitable to manage such development. 

Culture, culture's effect on management accounting, and the consequence of national cultures are 

then mentioned. The goal of this part is to clarify the relationship between culture, management 

accounting, and change. 

The next step for this chapter is to discuss the application of management accounting practices in 

developing countries, and in transition economies in a trial to make clear what the situation is like in 

Egypt as a developing country with an economy undergoing major transitions. 

2 Management Accounting History and Change 
(Johnson and Kaplan, 1991) stated that at the turn of the century, and because of the intense 

comPetition and wave of mergers in the United States, a new form of organizations emerged. They 

called it "The vertically integrated, Multi-activity firm". This evolution demanded a major 

development in the field of management accounting in order to be better equipped to manage such 

firms. 
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Budgets were devised to co-ordinate internal resource flows from raw material, to final product, and 

the Return on Investment (ROI) measure was developed to compare performance in the various parts 

of the organization. (Ahmad & Scapens, 2000) 

(Johnson and Kaplan, 1991) argued that from 1901 until 1925, all the management accounting 

principles, measures, and rules used until now were devised. The period from 1925 to the 1980s saw 

no improvement in the field due to the rigidity of financial reporting rules and the implied 

endorsement accounting educators gave to financial accounting after W. W. 11. 

Since the 1980s, the search for 'Efficiency" became more intense. The introduction of methods like 

Total Quality Management TQM, Just in Time JIT, Activity Based Costing ABC, and The Theory of 

Constraints TC -to name a few- were steps taken by organizations in their strive to achieve 

maximum efficiency. 

According to Hopper & Armstrong (1991), Traditional management accounting history has been 

fixated on a search for origins, on the questions of who did what first, and when. Preoccupied with 

invention, rather than with diffusion and application, writings in this genre have been rich in 

narrative terms but they have neglected to explore the important linkages between phases of 

accounting development and their socio-economic context. Given the belief that this perceived 

deficiency needs to be addressed, then the recent marriage between accounting antiquarianism and 

the doctrines of liberal economics constitutes a definite theoretical advance. Premised on the notion 

that changes in the forms of business organisation and control systems are driven by searches for 

efficiency in competitive environments, accounting development is seen as an integral part of this 

evolutionary process. 

They go on to state that Johnson & Kaplan's Relevance Lost (1987) is the most thorough-going 

exemplar to date of this new tradition. Given the impact of this work in academic, consultant and 
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practitioner circles, there are good reasons for subjecting its historical and theoretical adequacy to 

the closest scrutiny, not least because these issues may bear importantly on the prescriptive message 

which Johnson and Kaplan draw from their version of accounting history. In conformity with their 

evolutionary model, Johnson and Kaplan portray the initial phases of cost accounting development 

as a steady accretion of knowledge and technique achieved by practicing engineers and managers in 

their searches for efficiency. As a result of this process, they argue, virtually all of the contemporary 

techniques of management accounting were in operational use by about 1920 Having reached this 

point, Johnson and Kaplan then depart from their basic evolutionary model to argue that many of the 

achievements of this "peak era" have subsequently been stifled by the influences of financial 

reporting and academic teaching. This theoretical twist enabled the authors to initiate a powerful 

attack, from the historical ground of the 1920s, on the inefficiencies resulting from the contemporary 

teaching and practice of management accounting. Accounting information systems of questionable 

relevance are said to be used in a mechanical fashion by a generation of American executives 

brought up to manage "by the numbers". This, in turn, is held responsible for a decline in the 

international competitiveness of American businesses, especially in relation to the Japanese. This 

message evidently meets the approval of many practicing managers, perhaps because the inroads 

made by Japanese manufacturers are indisputable, perhaps because there is some truth in the thesis 

of accounting stagnation, but also, perhaps, because of the implicit daemonisation of academics and 

financial accountants. 

Despite the respect in which Johnson and Kaplan's work must be looked at, writers like Clawson 

(1980), Gordon et all (1982), Littler (1982), Montgomery (1987) and Nelson (1974) argued that 

their theory is flawed. They argue that history and prescription used in the relevance lost theory 

neglected the socio-econornic conditions on which the achievements of the 1920s depended. In 
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contrast to the social harmony and Self-equilibrating behaviour of individuals, firms and markets 

assumed in the transaction cost framework employed by Johnson and Kaplan, many of the historical 

events used to argue the thesis of Relevance Lost are better understood through a "tabour process" 

approach to economic and industrial history. These writers Recognized the need for a broader, more 

critical, institutional analysis of capitalistic development, the core presupposition of this perspective 

is that social and economic conflicts arising from the modes of control which characterize particular 

phases of capitalistic development stimulate the creation of new forms of control intended to 

eliminate or accommodate resistance and to solve the associated problems of profitability. These 

new forms of control, in turn, diminish, partly because their competitive advantage disappears as a 

consequence of their generalization and partly because they give rise to new contradictions and 

forms of resistance. Thus a labour process approach, in contrast to one utilizing transaction cost 

theory, stresses crisis rather than continuity; conflict rather than internal consistency; social and 

political conflict rather than harmony; the monopoly power of corporations rather than self- 

equilibrating competitive markets, patterns of class formation in specific economies rather than a 

separate and limited view of the individual; and human agency in its cultural and institutional setting 

rather than economic reductionism. 

According to (Roslender, 1996), Four lines of criticism are evident in the relevance lost literature. 

First, the limited evidence of technical developments within management accounting practice in 

response to the major changes in manufacturing technology in the previous period. These changes 

resulted in greatly increased productivity, flexibility and higher quality, together with reduced lead 

times and inventory levels, neither of which management accounting seemed interested in, nor able 

to report. Lecond, the argument that management accounting was the captive of financial reporting 

This resulted in a damaging short-termism in business outlook, coupled with problematic cost 

43 



allocation techniques underpinning stock valuation, and an over-reliance on historical information 

for process control. An obsession with a single cost system was argued to provide information too 

distorted, too aggregated and too late to be of value to management. A third set of criticisms was 

directed at academic management accountants. Too much recent research output had been in the 

form of simplistic, economics-based models of the outside world, e. g. agency theory, rather than 

studies of "best practice". The research literature, and in turn the textbook tradition, became 

unfruitful, divorced from the wider audience of management accounting practitioners. Addressing 

the relevance issue would necessitate closing the theory gap that occurred in the previous three 

decades. The final criticism was the most general and the most contentious, being concerned with 

the history of management accounting. Instead of viewing management accounting as a recent 

development, it was necessary to recognize its origins in the first half of the nineteenth century. A 

mature management accounting tradition was well-established in the 1920s, providing the basis for 

effective cost management, management control, and performance measurement. Management 

accounting's lost relevance is a recent phenomenon, which has resulted in its Progress being slowed 

down, although not yet beyond the point at which its promise has completely been wiped off. 

From a centralized/decentralized point of view, and according to (Granlund and Lukka, 1998), 

management accounting is getting rid of its centralized characteristic, and becoming more and more 

decentralized. Moreover, it is consistently being integrated into the core parts of business. This, in 

turn, shifts management accounting from the management accountants' domain per se, and into the 

managers' field. Management accounting should be viewed as a support function, and not as score 

keeping job. Its role should be the support of decision makers. 
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A recent publication by the international federation of accountants (EFAC, 2001) based in the United 

States of America, focused heavily on "a need cf its members to put Management back into 

Accounting ". 

The demand placed upon management accounting and its role in organizations is increasing. 

Management accountants are facing both opportunities and threats. According to (Bums and 

Yazdifar, 2001), routine accounting tasks will continue to demand a small number of specialist 

accountants who can rely on the technology to do the bulk of the work. This number is declining as 

technology progresses. The opportunity is that management accountants should act as internal 

business consultants to decision makers on all levels. [See also (Bums and Baldvinsdottir, 2001)]. 

(Mouritsen, 1996) on the other hand, sees many threats facing management accountants. Managers 

(i. e. IT and production managers) are more likely to compete with accountants in performing such 

consulting roles, especially if they possess sound financial knowledge (acquired, for example, from 

an MBA program). 

3 Perspectives of Management Accounting change 
(Bums and J. Vaivio, 2001) distinguished between three perspectives of management accounting 

change. 

- The epistemological nature of change. 

- The logic of change 

- The management of change 

They first start by stating that "Change is an exciting but problematic concept, defying definition and 

structured analysis". 
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"Is management accounting change a disruptive revolutionary phenomenon that has shattering 

impacts within organizations, or should it be conceived as a more incremental evolutionary chain cf 

development? " (Bums and Scapens, 2000, Scapens, 1994) 

Change in management accounting is normally viewed as good, positive, or progressive. However, it 

can also be associated with negative development. Management accounting change can also 

introduce substantial problems instead of the anticipated improvement. 

Furthermore, the new management accounting activities could be a mere re-expression of the old 

(sort of old wine in new bottles). The question that has to be asked is what magnitude of change 

actuaUy counts as genuine change? 

Another element of the epistemology of change is the classic dichotomy distinction between change 

and stability as co-existing elements of reality. 

Researchers prefer to make large sample statistical comparison of the current situation, and analyse 

factors of stability instead of the deep inspection of the dynamic factors of change in management 

accounting. In addition to that, there is a lot of doubt around the capability of researchers to study 

change as a separate process that has a distinct start and end points in time, as opposed to change as 

a con inuous process. 

When we consider the logic of change in management accounting, several thoughts have to be 

considered. 

Change can be considered either a managed and formal organizational event/process' or 'an 

wimanaged phenomenon that contains informal elements. Advocates of the first opinion argue that 

change is a pre-planned action that was initiated by very highly motivated actors that take 

responsibility for the transformation in the management accounting profession. The opposing party 

argues that management accounting change is not a consciously planned and rationally executed part 
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of reality. Both external and internal influences affect organizations and compel them to change 

randomly according to the magnitude of different pulling forces. 

The logic of management accounting change can also be categorized as 'linear or non-linear' 

(Dent, 1991; Burns & Scapens 2000), speculate that change is a systematic process that moves 

toward explicit and well-defined goals using agreed procedures, and following ordered stages. 

Change can also be looked at as unsystematic. Goals are ambiguous, procedures are unclear, and 

planning is non-existent. 

A third view of the logic behind management accounting change can be verbahzed in the following 

question. Does it (management accounting change) follow some iype cffunctional logic, or is it to be 

regarded as an inherently political activity? 

The way management accounting change is managed is yet another point of view worthy of 

inspection while investigating change. 

Change can be exhibited as a 'centrally' driven effort, and can also be regarded as a fundamentaUy 

'local' concern. This difference of opinion is based on the argument that top management plays a 

key role in the planning, organisation, and the application of change. Other players -organizational 

agents- play a secondary role in this area. Challengers of the previous opinion argue that top 

management is unable to identify the specific work conditions, factors, and institutions practically in 

play. Local questioning is the real initiator of change, and therefore it can/should not be a central 

activity. 

Management accounting change can -also- be viewed as a passive -more adaptive- role within the 

organization's culture. Conversely, change can be considered an active part in the processes that 

fundamentaRy transform an organization Is core institutions (Dent, 1991); (Partanen, 1997). 
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The type of environment within which organizations operate, institutions, competition intensity, type 

of business, company size, new technologies, management orientation, and type of employees are 

some of the factors governing when, why, how, and to what extent will change in management 

accounting practices be necessary and progressive in the lives of organizations. 

Furthermore, management accounting is no longer considered discrete concepts mastered by a 

handful of elite specialists within the organization, but rather is becoming a widely recognized body 

of knowledge, understood and applied by a growing number of people in all levels within the 

organization. 

From a somewhat different point of view, (Hiromoto, 1991) stated that in the age of continuous 

innovation, manufacturers can no longer produce and market large volumes of standard products 

with a relatively stable market and technological environment. There has been a shift from a 

manufacturing environment where markets and technologies were stable to one where markets and 

technologies are unstable and change quickly. Management accounting has to consider those when 

designing management accounting systems in order to create systems that are compatible with the 

environment they are implemented withim 

4 Example of management accounting change 

According to (Chongruksut, 2002) (Chapter 3), management accounting systems in most Asian 

countries are based to a large extent on US practices. Seeing that the majority of local firms in 

Thailand and other Asian countries are small- or medium-sized family-owned enterprises that have 

not realized the importance of management accounting information to effective management, the 

management accounting practices have mainly been used within large-sized and international firms. 

Generally, management accounting practices in international companies tend to be more advanced 
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than those in local companies because these companies use the management systems of their parent 

companies in western countries (Baydoun et al., 1997). 

Management accounting practices in Asian countries are largely not separated from financial 

accounting as a distinct discipline. The team of accounting staff usually performs within both the 

financial and management accounting areas. Countries in the Asia-Pacific region, with the exception 

of Japan, still use the traditional management accounting techniques, such as standard costing or 

budgetary control. Japan is the only country in this region that has an exceptional style of 

management -differing from North American management style- emphasizing teamwork, a long- 

time view and 'feed-forward', which focuses on foreseeing and preventing problems before they 

occur. Therefore, target costing, concentrating on co-operation between managers and workers to 

solve problems affecting the production cycle, is a current management accounting technique that 

reflects the distinctive characteristics of Japanese management (Baydoun et al., 1997). 

In a rapidly changing environment, management control systems, including management accounting 

systems, have an important role in the organization's response to transformation (Kloot, 1997). In 

particular, management accounting information will assist an organization to identify the 

requirements for alteration and the way to respond to a changed environment (Atkinson et al., 1997). 

Meanwhile, management accounting infon-nation should be updated in accordance with a changed 

environment (Warwick et al., 1997). Moreover, (Shields, 1997) claims that changes in the 

environment, such as deregulation, globalization and increasing customer demands, will induce 

changes in management accounting practices. Similarly, (Yakhou and Dorweiler, 1995), who 

studied the fink between competition and changes in management and control systems by comparing 

British, French and U. S. organizations, found that competitive threats have influenced the adoption 

of innovative management accounting methods. 
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In an era of globalization, countries cannot avoid the influence from the growing internationalization 

of business and management practices. Information, including accounting information, is essential 

for an organization to create a competitive advantage in a period in time where borders between 

countries have no meaning (Suwongwarn, 1998). Hence, the importance and the development of 

management accounting systems in these countries increase. For example, management accounting 

systems in Thailand have recently received extensive attention and importance from Thai managers 

because of the recent growth in the number and size of Thai owned firms, the growing frequency of 

joint ventures, and the establishment of large multinational enterprises (similar to the current 

situation in Egypt). That created the demand for better accounting information and for more 

advanced / better management accounting techniques. In addition to that, the raising of capital 

through the Thai stock exchange and the government sector's performance measurement in a more 

tangible way, such as the profit-orientated way, has resulted in improvements in management 

accounting infon-nation and techniques (Hossain and Adams, 1997). In recent years, management 

accounting systems have had a high rate of change and the characteristics of the new management 

accounting systems focus on the resource-based approach to strategy formulation, non-financial 

measures, process-based measures (Atkinson et al., 1997), cross-functional information and the 

future-orientated infonnation (Kloot, 1994). These characteristics correspond with several attributes 

of ABC. Consequently, few innovations have engendered as much interest as ABC in the last few 

years (Swenson, 1995). (Adler et al., 2000b) study shows that the majority of surveyed firms in New 

Zealand (80% of respondents) had made a momentous transformation to their cost management 

systems during the past five years and most of them (62% of respondents) planned substantial 

revisions to their advanced accounting systems, including ABC, over the following three years. 
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(Foster and Young, 1997a) study also shows that ABC is the management issue to which managers 

in the U. S. A. and Australia paid the most attention to in the early twenty first century. 

4.1 Example of resistance 
As an example of resistance to management accounting change, Siti-Nabiha & Scapens (2005) 

found that when a Value Based management (VBM) system was imposed on a subsidiary by its 

parent company in a far east country, (VBM) was actually implemented but the key performance 

indicators (KPIs) became decoupled from the day-to-day activities of the business, thereby creating 

a level of stability which ultimately contributed to accounting change. However, although the new 

system of KPIs was implemented, it was done in accordance with the existing norms (institutions), 

values and practices within the subsidiary, and as a result there has been no effective implementation 

of a value maximizing, strategic orientation. As such, the implementation of VBM has been largely 

ceremonial and has not had an impact on decision-making and/or performance in the company. 

Ibus, at another level, their findings illustrate resistance, and could be considered as an example of 

institutions affecting the application of a management accounting initiative / accounting change that 

was unsuccessful. 

According to other studies of resistance to accounting change Bums (2000); Scapens and Roberts 

(1993); Vamosi (2000), the new accounting systems and/or techniques were -ultimately- not 

implemented and therefore the intended accounting change was "unsuccessful". However, with Siti- 

Nabiha & Scapens (2005), the new performance measurement system (PMS) using Key 

Performance Indicators (KPIs) was implemented, but did not have the intended effects on the ways 

in which managers within the company thought about/looked at their operations. Nevertheless, it did 

pave the way for a new PMS system in which KPIs were used for individual performance 
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evaluation. It is worth noting that the KPIs used for this newer system are not the same as the KPIs 

required for VBM. In other words, institutions still affected the targeted change. 

4.2 National vs. Organizational cultures 
"'Organizations have prevalent value systems which are part cf their organizational cultures. These 

value systems show a national component according to the nationalily cf the organization's 

founder(s) and dominant elite. " (Hcfstede, 1985) (p. 3) 

After conducting rigorous research, Hofstede concluded that within the components of national 

cultures are embedded "value systems" (Institutions) that parents transfer to their children within a 

certain culture. 

He defined Values as "The broad prtference for one state cf cAjfairs over others". Values shape our 

opinions on how things should be, and they indirectly also affect our behaviour, and perceptions of 

how things are. 

In their study of an east-Asian organization, Siti-Nabiha & Scapens (2005) said "the insights to be 

gainedfrom using this institutionalf-ramework have some similarities with those obtainedf-rom other 

processual research into organizational change - e. g. Molinsky (1999). But whereas Molinsky, for 

example, used the notion cf dominant paradigms, other researchers studying processes cf 

organizational trawformation have used the concept cf culture (Schein, 1992; Hassard and Shanfi, 

1989; Buchanan and Badhaff4 1999; Nicholson, 1993; Bhinwni, 2003)". The notion of culture in 

this work is like to the notion of institutions in OIDE. Schein, a renowned writer in culture research, 

defines culture as: "A pattern cf shared basic assumptions that the group learned as it solved its 

problems cf external adaptation and internal integration, that has worked well enough to be 

considered valid, and thert-fore, to be taught to new members as the correct way to perceive, think, 

and feel in relation to those problems". Having a very wide range of meanings, culture -used in 
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research- can get complicated. Institutions, on the other hand and as defined above, can be 

associated with the notion of management accounting practices as organizational routines. 

Furthermore, the institutional framework enables the researcher to explore the notion of ceremonial 

change and to study the path-dependent nature of accounting change. In addition, it allows better 

focus on the relation between stability and change. 

5. Drivers of management accounting practices change 
Pettigrew (1995) as referenced in Siti-Nabiha & Scapens, (2005) mentioned that to better understand 

the process of change, a researcher must emphasize "first, the importance of embeddedness and 

studying change in the setting of inter-connected levels of analysis; second, tracking down the 

history of change in the past, present and future time; third, the need to explore the environment of 

action, and how it(the enviromment) is a product of action and vice-versa; and finaRy, 

acknowledging that Causality is neither linear nor singular. 

Scapens (1994); Bums and Scapens, (2000) argue that management accounting practices can be 

viewed as organizational routines and, as they are enacted and reproduced through time, they 

become institutionalized. The process of institutionalization involves a separation of behavioural 

patterns from their specific historical circumstances when they originated, so that routines take on a 

normative and factual characteristic. This characteristic in turn obscures their -the routines- 

relationship with particular interests. Institutions are implicitly accepted as "the way things are 

done" in the organization and, as such, are the unconscious assumptions which underpin the 

organizational behaviour. Even so, these institutions, more than likely, could have originated from 

explicit choices taken previously to solve particular problems. When choices or solutions to 

problems continue to be replicated and work over time, they develop into unofficial rules, and 

subsequently become a routine activity (Schein, 1992; Scapens, 1994). Eventually, this routinized 
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behaviour could become instinctively taken-for-granted or in other words, institutionalized. From an 

OEE perspective, accounting routines can be institutionalized in a ceremonial or instrumental way. 

CeremoniaBy. ) institutionalized accounting routines are organizational rituals used to preserve the 

status quo and the power or interests of specific groups or individuals, rather than to aid decision- 

making. In contrast, instrumentafly, institutionalized accounting routines are the basis utilized to 

make informed decisions. The wider institutional setting within the organization decides whether 

accounting is institutionalized ceremonially or instrumentally. Like any other routine widely 

established within any organization, accounting routines both shape and are shaped by other 

institutions. For this reason, how management accounting is practiced, how accounting information 

is used, and the accountants' role, all depend on the ruling institutions within the organisation (Tool, 

1993; Bush, 1987; and Dugger, 1990), Bums and Scapens (2000), Siti-Nabiha & Scapens (2005). 

From an external point of view, Carruthers (1995) mentioned that accounting studies utilizing an 

NIS perspective tend to view decoupling as an organizational response to external pressures to 

implement new accounting techniques. It is argued that the organisation (or the organization's main 

decision makers) attempts to secure legitimacy/acceptance/approval from the external community or 

sociallbusiness environment by implementing the new management accounting routines, but 

simultaneously decouples them from day-to-day operations in order to preserve the organization's 

technical efficiency. Meyer and Rowan (1977) argued that organizations would be more inclined to 

avoid the disruption that could be created by imposing new institutional systems that are designed to 

secure external legitimacy, by decoupling them from internal technical systems, hence the idea of 

"window dressing". 
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Adversely, the notion of decoupling was criticized on many bases (even though it still guides many 

researches in accounting). Scott & Myer, (1991) questioned the simple dichotomy between 

institutional and technical systems. Powell, (1991) wondered whether the technical can effectively 

be decoupled from the institutional. Perrow, (1985) had reservations over the overly simplistic 

treatment of power and politics. 

According to Chow et al., (Dent, 199 1), factors influencing and shaping change in management 

accounting practices, especially at the macro level, include: 

- Production and information technology. 

- Competition. 

- Legislation & Regulation. 

- Strategy and organizational processes. 

- Administrative and social controls. 

- Financial markets. 

- Organization structure. 

- Inter-organizational relationships. 

- Education. 

- National & organizational culture. 

Figure (3.1) represents a framework of relevant factors and includes an argument of general 

tendencies for convergence across nations and firms. It is based on a review of earlier studies 

suggesting economic and institutional drivers in the design and process of management 

accounting/control practices. 

It is safe to say that in the analysis of modern organizations, both economic and institutional 

pressures have important roles to play. Even though they are conceptually separate categories, they 

complement each other, and are simultaneously in effect, therefore being easily tangled in practice. 

Institutional isomorphism is based on two core ideas: 

Environments are collective and interconnected 
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Organizations must be responsive to external demands and expectations in order to survive, 

These demands or pressures include such institutions as the state, professions, capital markets, and 

public opinion. Organizations' strategic responses to environmental pressures largely correspond to 

what (Oliver, 1990) describes as being of an Acquiescing nature, meaning that the cause of 

converging responses emerge from the research for legitimacy (social fitness), and efficiency 

(economic fitness) 

In practice, economic and institutional Pressures (or their effects) may get confused due to their 

interconnected relationship. For example, ABC may appeal to the idea of efficiency improvement 

(that under certain circumstances it will result in increased efficiency leading to better profitability). 

For consultants, it is relatively easy to market such a product, which promises an improvement in 

corporate performance. Companies purchasing "cheap standard" ABC solutions can be viewed as 

providing an institutionalized routine answer to pressures of change (the need to appear legitimate). 

Also, a company might want to apply ABC just because a/the leading company within its 

organizational field has adopted it, or because ABC is thought to give a modem image to its 

adopters, thus providing help for coping with legitimatized pressures emerging from this company's 

organizational field of operation (DiMaggio and Powell, 1983). 

Schein (1992), asserted that institutions, can act as a barrier to change. They shape the perceptions 

and thought of the organization's members. Thus, institutions can shape processes of change, and 

lead organizations to be locked into certain institutional patterns (David, 1994). Change which is not 

in line with the current institutions will -more than likely- be resisted and/or transformed into 

practices that are consistent with those institutions. By any mean, this should not convey the idea 

that institutions are definite obstacles in the way of change. Institutions do change, although the 
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process of institutional change is usually evolutionary and path dependent i. e. shaped by existing 

institutions Siti-Nabiha & Scapens (2005). 
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5.1 Economic pressures 
Due to increasingly global economic reasons, management accounting practices are 

adaptive to changes in their environments, though with varying degrees of 

responsiveness. The particularities of the business, corporate size, and technology -to 

name a few factors- may determine the range of possible change and adaptation processes 

to these impacts. The role of advanced production and information technologies in 

driving convergence in corporate practices, also, has important consequences for 

management accounting systems (Johnson and Kaplan, 1987). 

The ever-growing group of firms applying standardized software packages increases the 

macro-level homogenization of management accounting practices within companies. 

Further, in multi national companies, such system packages are likely to help the creation 

of global information systems. Intensified globalization of markets and competition is 

driving global management accounting homogenization (Trabold, 1997). 

The increasing magnitude and importance of global value chains, foreign direct 

investments, international joint ventures and networks have important implications for 

the convergence of macro-level management accounting practices (Firth, 1996). 

(Porter, 1996) suggested that firms develop unique competitive strategies in response to 

changes in competition. Some studies have shown that there is considerable variation in 
c 

firm's strategic responses to similar institutional environments, which stimulate 

differentiation in organizational fields (Zucker, 199 1). 

However, some studies have suggested that at least within certain organizational fields, 

different companies have similar responses to changes in competition, (Martin et al., 

1983, DiMaggio and Powell, 1983). 
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At times when there are large competitive pressures endangering the existence of 

companies, and firms are busy with creating competitive strategies in their business 

operations, standard management system solutions (such as ABC) that are available at the 

market may look easy to implement and convenient to use and, therefore, appealing. 

Management accounting systems typically are regarded only as back-ups for the "more 

important things", but do not, themselves, produce unique competitive strength 

(Granlund, 1996, Porter, 1996). 

5.2 Coercive pressures 
Coercive pressures reflect the enforcing aspects of certain institutions. There are clear 

pressures on firms to change their management accounting practices to be consistent with 

the mandates of trans-national institutions. 

On a global level, the most important distributor of trading rules is the world trade 

organization WTO. These institutions act as underlying forces that may not always have a C;, 

direct effect on firm's management accounting systems, but instead set a frame for other 

forces that lie closer to corporate practices. One essential institutional pressure emanates 

from the international harmonization of financial accounting legislation. 

While there are observable routes for management accounting homogenization 

originating from trans-national harmonization of legislation and regulation, there also are 

other important sources of isomorphism. These often relate to corporate (inter-) 

dependencies (Oliver, 1990). 

(DiMaggio and Powell, 1983) stated that prominent sources of coercive pressures on 

management accounting practices result from other companies upon which the particular 

company is dependent. E. g. some companies might require certain operationallaccounting 
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procedures from their suppliers. However, this dependence based coercive pressure 

perhaps most prominently emerges within companies, between their internal units. 

In complex organizations, with several divisions or subsidiaries, formal and informal 

initiatives for homogenization are prevalent. The headquarters or parent company may 

launch reform procedures in the division or subsidiary. It is also common -in trans- 

national enterprises- to force their foreign divisions/subsidiaries to adopt similar reporting 

systems or performance measurements frameworks to those used in the 

headquarters/parent company (Hedberg, 1998). 

AX'X%clcording to (Bartlet and Ghoshal, 1989) global model, it seems evident, especially for 

the global companies trying to establish global homogenization and coordination, that 

global management accounting (reporting) systems offer important tools facilitating this 

difficult task of coordinating between subsidiaries. 

While national legislation and institutions have their part to play in guiding corporate 

practices -especially toward divergence- their role seems to be gradually weakening. 

Some argue that national institutions have preserved their role as important players in the 

organizational and societal fields in different countries (Mayer and Whittington, 1996). 

Yet, it seems apparent that their importance is decreasing rapidly along with global trends 

of development in information and production technology, capital markets, international 

harmonization of legislation and the creation of powerful trans-national trade agreements 

(Lillrank, 1995). The current role of national institutions seems to be in setting limits to 

nik absolute convergence. 
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5.3 Normative pressures 
Normative pressures concern social obligations and appropriate social conduct in human 

behaviour. They are mediated by values, norms, and roles, which people adopt in their 

various domains of social conduct. The major difference between normative and coercive 

pressures lies in the fact that the former are formally less compelling by nature than the 

latter (Scott, 1995a). 

Normative pressures are significant as far as the homogenization of management 

accounting practices is concerned. The recent trends of professionalization of 

management accountants have included the promotion of the ideas of cost management 

and non-financial measures. 

"Prcfessions are suLject to the same coercive and mimetic pressures as are 

organizations. Moreover, while various kinds cf professionals within an organization 

may dijferf-rom one another, they exhibit much similarity to their counterparts in other 

organizations " DiMaggio & Powell 1983(p. 149) 

(DiMaggio and PoweU, 1983) suggested two aspects of professionalization that are 

prominent sources of isomorphism: University education, and professional networks. 

In spite of the particularities that would definitely prevail in the teaching programs of 

management accounting in different countries, there are significant factors driving 

convergence in this regard (e. g. textbooks written by internationally acclaimed authors 

like Horngren, and teaching case materials like Harvard case series). 

Professional networks mould perceptions about professional behaviour. Such 

mechanisms create a range of professionals -with similar orientation and disposition- that 

are almost interchangeable in most positions they occupy. 
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)While we also may identify economic pressures driving this trend of management 

accountants' increasing business orientation, the institutional pressures of professional 

networking and -graduaUy- university education, are evident. 

National professional associations are driving convergence both at national and 

international levels. Professional expertise is becoming similar in the business world. 

Professional institutions influence this development at the national level. National 

institutions like WA in the United States, and CIMA in England tend to follow current 

international trends and legislation and mediate that knowledge to their members. Their 

role in driving local Divergence now seems quite limited. These institutions may be seen 

as channels through which global movements may spread into practices at the national 

level. 

National and corporate cultures have traditionally been seen as perhaps the most 

important drivers of divergence regarding management accounting practices. At the 

micro level of management accounting practices, the influence of national cultures has 

been and still is in the direction of driving divergence. At the macro level of management 

accounting -on the other hand- the impact of national cultures on management 

accounting practices seems to be diminishing. In the long run, companies can not afford 

to let cultural particularities have macro level influences on corporate practices (Ralston, 

1997). 

The global tendency seems to be that the unique features of the cultures of "small" 

countries (i. e. Egypt) are diminishing the more people interact across national boundaries. 

Goddard 1997 concludes -in his international comparative study- that the influence of 
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corporate cultures on management accounting appears to be stronger than that of national 

cultures. 

It is clear that companies today function under similar global pressures. At the macro 

level, firms tend to adopt similar or corresponding managerial ideas (i. e. TQM, JIT ), 

as weU as management accounting ideas (i. e. ABC, Target Costing ... ) no matter what 

their corporate cultures are (most likely different). On the other hand, it appears plausible 

to argue that if corporate cultures drive divergence in management accounting practices, 

similarly as national cultures, they do it predominantly at the micro level only (Granlund 

and Lukka, 1998). 

6 Management Accounting and Culture 
"It seems -whenever research is conducted in the field of comparative management 

accounting, or internationaVinter-cultural management accounting- that the researchers 

look for factors of difference, or divergence, rather than -at least-considering the factors 

of similarity, or convergence. 

The few accounting studies that have investigated the effects of national cultures on 

management accounting practices stress the particularities of German, American, 

Japanese ... management accounting practices. A closer look at the findings of these 

studies reveals pattems of similarities". (Granhind and Lukka, 1998) (JMAR VoL 10) 

Management Accounting is widely concerned about the comparison between practice and 

some "ideals". Rather, management accountants should focus more on Management 

Accounting per se (Scapens, 1994). 
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Normally, studies show factors of similarity and differences, but it seems that differences 

are typically emphasized. A notable observation was that seemingly similar managerial 

ideas or system designs e. g.: Total quality management TQM, Just in time JIT, 

Benchmarking, Activity based costing ABC and Activity based management ABM, Life 

cycle costing LCC, Target costing TC, Balanced scorecard BSC, or Business oriented 

management accountants seem to be increasingly popular all over the industrialized/post 

industrialized world. 

(Porter, 1996), Labels these ideas or system designs as being the Promoters of 

Operational effectiveness rather than being sources of Sustainable Strategic competitive 

advantage. 

We should not ignore the fact that there -more than likely- are differences in management 

accounting practices at the micro level from one country to another due to cultural 

differences, or goverment regulation, but on the other hand, there is reason to believe 

that convergence plays an increasingly important role today. 

According to (Kato, 1993), Toyota is a pioneer and a world leader in the application of 

Target costing. (Ewing, 1995) stated that Asea Brown Boveri is doing extensive control 

system development work based on the balanced scorecard. (Jarvenpaa, 1997) stated that 

Nokia has formed an organization of product development controllers who extensively 

apply Life cycle costing in their work to support product development personnel with 

financial information. 

It is possible to examine practices at the micro or macro levels. By macro level we mean 

concepts (ABC context, activity or cost driver), ideas (ABC improved allocation of 

overheads to cost objects in today's operating environment), techniques (ABC as a two 
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multi-step cost allocation technique), system designs (how and with what kind of 

software is ABC technically implemented), and partly the purpose of using certain 

pieces of management accounting information (advanced process cost control, or 

reduction of overheads through ABC implementation). Micro level refers to the 

behavioural patterns and styles of information use (budgetary-related behaviour). 

Micro level deals with the practical doing of management accounting in the everyday life 

of organizational actors (management accountants, and managers using management 

accounting information) 

According to (Kaplan, 1983a), there existed obvious problems with U. S. manufacturing. 

"Some believe that cultural and environmental djjferences are responsible for the 

supefior manz4facturing peiformance cf Japanese firms and that these djjferences limit 

the relevance and trawferability cf Japanese management practices to the U. S. " 

Robert Kaplan, 1983(p. 690) 

In comparing two countries' experiences, a researcher will notice many differences, and 

would be tempted to rely on these differences in concluding that the adoption of various 

management practices from country A (e. g. Japan) would not create value in country R 

(e. g. United States). 

In contrast, (Hayes, 1981); (Schonberger, 1982), proved that many of the successful 

practices in Japan require only a management commitment to improve manufacturing 

performance through procedures and investments that would seem to have easy 

transferability to the United States' firms. 

Some examples are: 

"Matsushita" took over a Motorola television plant in the U. S. and over an eight year 

period, using essentially the same workforce, was able to increase production volume by 
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40 percent while reducing defects from 150 / 100 sets to 3/ 100 sets produced. In the 

Japanese parent company, the factory measured defect rate was 0.5 / 100 sets. 

"Sony" and "Honda" in U. S. Manufacturing facilities have achieved the lowest defect 

rates in their respective industries. Both companies have enjoyed expanded market shares 

and are increasing their investment in US manufacturing facilities. 

One good lesson that managers can learn from Japanese managers is not to openly accept 

manufacturing conditions "as is" and try to implement optimization techniques to deal 

with these conditions, but rather they must actively intervene with the applied techniques 

and check for suitability and appropriateness to the new business environment. As stated 

by (Kaplan, 1983a), organizations generally - and management accountants especially - 

should not restrict themselves to the currently applied criterion (criterion that basically 

take into consideration existing/mature products), but rather these organizations should 

get out of this shell and look at production differently. This different look should focus on 

more important criterion that were not as important (or even did not exist before). An 

example of these criterion is Quality (definition, and management), inventory 

(importance, and management), and productivity (definition, and administration). 

lie then goes on to assert that non-quantifiable measures should be introduced and 

ap lied. There is a danger from relying solely on the easily quantifiable savings in input 
X' p 

factors (e. g. labour, energy, and materials) when assessing the organization's new capital 

investments. The new measures should be embedded into the analysis. An example of 

these measures is improved product quality, increased manufacturing flexibility, and 

reduced inventory levels. 
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6.1 The Consequences of national culture 
According to Schein (1997) and Gagliardi (1986), among others, all artefact-level issues 

in organizations, such as tools, approaches, and man-made physical items are responded 

to by groups of people based on their social, shared values. 

What feels "good" and consistent with those values is promoted or liked, what feels to be 

against the values is refused or resisted. These values are based on common shared 

assumptions that have been formed by the history of events the group has experienced 

together; therefore, these shared assumptions are the basis and essence of any culture of a 

group. 

Tropenaars (1994) uses a division originally developed by Talcott Parsons, which takes 

into account two dimensions: Affective-neuti-al and Diffuse-specific (figure 3.2) 

Specificity: means factual, definitive approaches, even bluntness in decisions and orders, 

and consistency of approacb- Diffuseness: means indirect and even ambiguous 

management styles, tactfulness, and a highly situational approach. 

In diffuse relationships "there is a real and personal contact, instead of the specific 

relationship prescribed by a contract" (Tropenaars 1994) 

Neutrality: Strives to consensus, to diminish and control the differences between 

opinions. Affectiveness: means an emotional approach that accepts and broadly supports 

different points of view. 
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Affective 

Diffuse 

Latin, Arab, 
South America 
South/Western Europe 
(E. g. Italy, UK, France) 
India 

S/E Asia 
(E. g. Thailand, Japan) 
East AfTica (E-g. Egypt) 
Brazil 
Former West Germany 

USA (West) 
Canada 
Spain 

USA (East) 
Scandinavia 
East Europe 
(E. g. Poland, former East 
Germany) 

Specific 

Neutral I 

Figure 3.2: Cultural dimensions- Source: Adapted firom Tron4xnaars (1994, pp. 96,97) 

(Hofstede, 200I)claims that organizational cultures are not engraved in the employees' 

values, rather in the practices they have to undertake. Consequently, organizational 

cultures are more manageable and can be reasonably uniform even though they could be 

drenched in distinctive national cultures. 

(Shields, 1998) argues that there will be an increasing divergence in management 

accounting practices/applications across industry lines in spite of the narrowing down 

trend in national differences in management accounting. The drivers of this 

variation/industry divergence will be forces like customer demands and preferences, 

competition, regulations, uncertainty, technology, competitive strategies, and 
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organizational designs. Amazingly, this list of forces driving towards industry divergence 

is almost the same for the forces of national convergence (Abdel-Al 2006). 

Shields (1998) goes on to ascertain that these differences will affect the demand for and 

the design and use of Full vs. variable costing, activity based costing, target costing, 

product life cycle accounting, budgeting systems, value chain accounting, performance 

measures and other traditional and advanced management accounting practices. 

7 Management accounting in developing countries 
According to (Zearban, 2002), Developing countries are not uniform. These will be found 

mostly in Africa, Asia, Latin America, and the Middle East. Even though some of these 

countries enjoy a very high Gross National Product (GNP) (i. e. Kuwait & Saudi Arabia), 

they still are considered developing countries. 

These countries differ in tenns of population, culture, access to natural resources, 

economic and political systems. On the other hand, they share some mutual 

characteristics like the unbalanced distribution of income and wealth, exports 

concentration on agricultural/mineral products, several weaknesses in their industries, 

and the-bigger imports than exports- volume. 

(Wallace, 1990) asserted that although -during the past two decades- there existed studies 

on accounting in these countries, research in this area is still a "recent field of study". (Lin 

and Yu, 2002) argued that the application of management accounting and accounting 

Practices in developing countries is still unsatisfactory and that studies in that area are 

stitl infrequent in the titerature. 

In his examination of the transfer channels of accounting practices, (Hove, 1986) argues 

that existing accounting practices in almost all developing countries were imposed by 
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colonialism. Further more, Briston (1990) criticized the evolution of accounting in both 

Nigeria and Indonesia and pointed out the legal impact of colonialism. He goes on to 

state that these countries adopt accounting principles and practices that evolved to satisfy 

the UK & the US needs. He says "Instead cf seeking to irjjluence other countries to adopt 

the USIUK systems, it would be better, first, to consider the accounting needs cf each 

individual country, and, second, to question whether the USIUK system is an appropriate 

model even. for developed countries". He goes on to say "The accounting practices and 

principles cf one country have not been 'sold' to another country on the basis cf 

convincing arguments in support cf those principles and practices, rather, principles 

move from one country to another when two conditions have existed: that the second 

country had no organized body cf accounting, and that large amountscf capitalftom the 

first country were invested in business in the second country, with the consequent ability 

on the part cf those investors to impose their own accounting requirements". (p. 190) 

Trans-national corporations represent the second accounting practices' transfer channel 

into developing countries. This transfer is made to serve the interests of the international 

business without much regard to what could benefit the developing country/s or to what 

is suitable into their local systems (Seidler, 1985). International businesses justify this 

mandate as needed to facilitate international trade (i. e. capital flow and foreign 

investment decision making)(Zearban, 2002). 

(Perera, 1989) added that as colonialism expanded and the number of companies doing 

business overseas, the need to establish professional accountancy institutes and bodies 

(i. e. Institute Of Chartered Accountants, and The Chartered Institute Of Management 
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Accounting) in developing countries emerged. These institutes constituted the third 

channel of accounting practices transfer from developed to developing countries. 

A fourth channel of transfer is through economic aicl. International Development 

Organizations such as the World Bank, the International Monetary Fund, and United 

States Aid impose certain accounting practices on third world countries (Hove, 1986). As 

mentioned before, these practices do not have to be suitable for the developing countries' 

conditions as much as to comply with the donating countries (developed countries) rules 

and regulations. 

In their study of management accounting practices, Lin & Yu (2002) proved that 

management accounting could play an important role in improving business management 

and profitability in China or other developing countries while taking into consideration 

the national (local) business environment. They used the Institutional Isomorphism 

theory which has as a principle that "business firms shall be motivated to adopt 

management accounting innovative practices when they face significant changes in their 

respective social and business environment or when they need to overcome a 

9 petformance gap', taking into consideration that the adoption cf such innovative 

practices must be feasible and desirable for developing countries' conditions, culture, 

and business environment"(Abdel-AIL, 2006). 

In spite of the opinions of MuHer (1992), and Most (1994) that viewed the harmonization 

of accounting practices as a necessary condition to facilitate international business 

transactions, help capital markets' growth, and improve resource allocation, this 

particular study [Lin & Yu (2002) 1 ascertains Hove (1986) claim that it is important for 
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developing countries to have a voice and influence over which accounting systems and 

practices they will apply instead of copying them -as is- from developing countries. 

8 Management accounting in transition economies 
(Jaruga, 2002) stated that the growth of privatization, deregulation, international business, 

global competition, and new information and production technologies have changed the 

world of management accounting. These changes have special implications for 

transitional and newly industrialized or emerging economies (Abdel-AL, 2006). 

Many transition economies i. e. China, Russia, Eastern Europe countries, India, and Egypt 

have seen unprecedented accounting policies' experiments. These experiments aimed to 

install social, political, and economic reforms in developing market economies to ensure 

that efficient (suitable) management accounting practices are injected into these 

economic systems (Ho, 2002). 

rl__ rTom a different point view, transitional / developing economies witnessed some 

unfavourable phenomena such as high inflation rates, market loss, and increasing interest 

rates during their periods of reform. Therefore, the development of management 

accounting systems and practices was hard to sustain leading to the need to use more 

sophisticated policies in order to improve economic performance. Consequently, national 

policies had to be loosened up to allow the experimentation of western management 

accounting practices(AbduRah, 1992, Jaruga, 2002). 

(Ittner and Larker, 2001, Vamosi, 2003) mentioned that most firms in 

transitional/emerging economies are still strongly conservative in terms of using 

advanced/innovative management accounting techniques (i. e. Activity Based Costing, the 

balanced scorecard, and economic value Performance measures). A main key to success 
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under these conditions of transition is the ability to implement management accounting 

systems and practices that are adjusted to fit the type of reform in progress. The goal is to 

provide relevant, timely, and accurate internal management accounting information to 

decision makers. 

In his study of a Hungarian organization, as an example of a business within an economy 

under transition, Vamosi (2000) (p. 57) said "The point cf departure is to understand 

what management accounting is and what role it plays in a transition company, then to 

e. xplore how institutional changes c4jfect agents' ways cf thinking (rationales), especially 

how meaning is ascribed to the new rationales, if any, in management accounting". In 

light of the previous argument, Vamosi's institutional and sociological approach 

abandoned the idea of absolute rationality aiming towards understanding why rationales 

look the way they do, how they result in organizational logic and why it may be a 

problem to abandon, substitute, alter or substitute one logic and rationality with another 

when a set of logics is socially, organizationally and individually institutionalized and 

consequently dealing with issues concerning the relationship between the introduction of 

managerial practices and cultural settings (Smith, 1998) . In other words, researchers 

should strive to investigate how a micro-social system -management accounting in a 

transition company-is constructed, institutionalized, changed and interpreted in the midst 

of dramatic macro-institutional and social changes in the company's environment. 

9 Conclusion 
Change is part of everyday life. Be it organizational, departmental, social, entities have to 

cope with it. In our situation, we are interested in management accounting change. 

Management accounting is considered a major part of the modem organizational decision 
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making systems. This part interacts with other internal and external pressures. These 

pressures constantly try to influence the management accounting system applied and 

ultimately, the decision making process. The way the system deals with forces of change 

depends on the prevailing institutions dominating the environment within the 

organization. Some researchers argue that the new modified techniques would be adopted 

as a window dress with no real application, or in other words decoupled. from reality. 

Others would argue that the newer techniques will engrave themselves into the current 

system and ultimately become part of the norm, or in other words they are 

institutionalizedL Either process does not have a definite path to go through, rather the 

outcome will depend on how robust the current institutions are and how compelling the 

outside pressures can be. The ideas of equilibrium and rationality can not be applied in 

this context; hence the NEO-OIE (Scapens 2006) combined Old Institutional Economics 

and New Institutional Sociology ideologies. 

In the next chapter, the researcher wifi discuss Target Costing as a current management 

accounting technique. 
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Chapter 4 

Target Costing 



1. Introduction 
Previously, the researcher discussed management accounting as a concept, and 

differentiated between it and cost / financial accounting. Chapter three was concerned 

with Management Accounting change. 

This chapter is concerned with the introduction and discussion of Target Costing, its 

principles, goals, process, strategy, implementation, focus, advantages, and concerns. 

2. Target Costing (Genka kikakul 
(As a strategic management accounting/cost planning technique) 

Target Costing is best described as "a systematic process cf cost management and prcfit 

planning" (Swenson et al. 2003). It could also be defined as "a costing technique that 

uses the following formula to calculate an allowable cost to be achieved during the 

product development process ": 

Maximum allowable cost price = Attainable selling price - Required profit margin 

Cooper defines target costing as "a disciplined process for detennining and realizing a 

total cost at which a proposed product with specifies fiinctionality must be produced to 

generate the desired prtfitabilfty at its anticipated selling price in the future" (p. 23) 

A different definition is provided by Cooper et al. (1997). They defined target costing as 

("afeedforward cost management technique as opposed to the more traditional feedback 

techniques used to manage costs duting the manpJactuting stage"'. 

As it focuses on long-term cost management efforts, target costing is considered to be a 

strategic management accounting system. (Ewert & Ernst, 1999; Guilding et al., 2000). 

Furthermore, Dekker (2003) stated that target costing could be part of a broader product 

cost management process cafted Target Cost Management (T CM. ) 
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Ewert & Ernst (1999) characterize the essence of target costing by three elements: 

Market orientation [selling price is the starting point for determining the target cost], 

Coordination function [target cost coordinates the activities of product designers], and 

Strategic learning [it influences the long-terrn cost structure (among other interacting 

factors)] 

Even though Target Costing is a Japanese devised technique, one could expect that the 

drivers for using target costing are not specific to the Japanese environment. These 

(mvers could be used in a non-Japanese situation even though the actual application of 

such practices may deviate from the way Japanese firms use them. 

Kato (1993) asserted that target costing is an important technique for managing product 

costs during the design stage. The above equation is concerned with setting an achievable 

target cost in the product development process, such that a sufficient profit margin is 

realized when the product is introduced into the market. The main idea in managing costs 

during product design is that after the product development stage, most costs would be 

designed into the product, and during the production stage, they cannot be significantly 

influenced anymore. 

Cooper and Slagmulder (1997) discussed that central to the target costing concept is 

"reverse costing" in which an estimation of the attainable selling price and the required 

profit margin are used to determine the allowable cost for a new product. This 

mechanism is referred to as "market driven costing" in the accounting literature. 

n In the product-le-ve-It-a-M91-C-0-sti 9, cost pressures are transmitted to the product designers 

to discipfine and focus their creativity to the cost side of the product. 
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Once this process is accomplished, and the target costs for designers are set, then 

component level target costing is used to discipline and focus suppliers' creativity to 

devise methods to design and manufacture components that meet the target costs and 

required quality and functionality, while still realizing an adequate profit margin. The 

following table summarizes the process of target costing from Cooper and Slagmulder 

perspective. 
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They went on to assert that there were three product-related characteristics called "The 

Survival Triplet" that play a critical role in determining the success of the firm. These 

are shown in figure 

Mnimum allowable ftmctiona 

Maximum. feasible functionali 

Functionality 

Figure 4.2: Adopted from Cooper & Slagmulder, 1997. 

nium allowable price 

mum feasible price 

mum allowable quality 

mum feasible quality 

Quality 

The product survival zone is enclosed within Minima and maxima of the three elements. 

V- 
For example, the minimum allowable functionality is the level of functionality under 

which the customer wil-I not accept the product. On the other hand, the maximum feasible 

functionality is the level of functionality over which it would be costly to operate if the 

organization wishes to maintain customers by charging prices they are prepared to pay. 

There is no perfect balance between the three elements for all firms, and even for similar 

products as conditions differ between companies, environments, customers, and products- 

The factors mentioned in the previous table can influence the target costing process in 

many ways. Some may alter the width of the survival zones (intensity of competition, 

customers' sophistication). As survival zones narrow, it becomes more difficult for the 

firm to launch successful products. Moreover, some factors may alter the rate of change 
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and ease of prediction of the location of survival zones (rate of change of customer 

requirements, and customers' understanding of their future requirements). The quicker 

the survival zones move and the lower the ability to predict their future location, the less 

likely the firm will be able to launch successful products. 

Copper et at. (1997) asserted that there is evidence that the benefits of target costing 

increase in such environments where there is greater coordination between marketing and 

product design. This coordination increases the likelihood that the product will satisfy 

customers' needs. 

Other factors help determine the product development budget (number of products, rate 

of re-design, and the magnitude of up-front investments). In the same study, Cooper 

asserted that the value of target costing processes increases as budgets increase because 

more capital is at risk. Factors like the degree of innovation, the firm's experience with 

technologies, the complexity of the product, and the degree of horizontal integration 

greatly influence the ease to predictfuture costs which in turn affects the effectiveness of 

the whole target costing process. 

ZI Principles 
According to (Swenson et al., 2(03), the six key principles of Target Costing are: (1) 

Ptice led costing where market pnces are used to determine the allowable costs; (2) 

Focus on customers where customer requirements for quality, cost, and time are 

simultaneously incorporated in product and process decisions and guide cost analysis. 

The value -perceived by customers- of any features and functionality built into the 

product must be greater than the cost of providing those features and functionality; (3) 

11: 7- 

Fvcus on design where cost control is emphasized at the product and process design 

stage. Therefore, engineering changes must occur before production begins, resulting in 

lower costs and reduced "time to market" products; (4) Cross functional involvement 
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where cross-functional product and process teams are responsible for the entire product 

from initial concept through final production; (5) Value chain involvement where all 

members of the value chain -i. e. suppliers, distributors, service providers, and customers- 

are included in the target costing process; and (6) A life-cycle orientation where Total 

life-cycle costs are minimized for both the producer and the customer. These include 

purchase price, operating costs, maintenance, and distribution costs. 

2.2 Goals 
According to AICPA (20M), the core objective of target costing is to enable management 

to use proactive cost planning, cost management, and cost reduction practices through 

which costs would be planned and managed out of a product and business early in the 

design and development cycle, rather than during the later stages of product development 

and production. 

According to the study led by Swenson et at., Companies use target costing to establish 

concrete and highly visible cost targets for their new products. 

In another study led by Dekker, and Schmidt, the authors stated that the product 

development process is characterized by multiple, and possibly conflicting goals such as 

realizing low cost, high quality, customer satisfaction, and timely product introduction. 

Target costing as a disciplinary mechanism contributes to realizing these different goals 

by having product designers make explicit tradeoffs between them. The overall main 

goals of target costing are to secure that no unprofitable products are introduced to the 

market, and to realize an optimal trade-off between cost, functionality, and quality 

(Cooper, 1995). 

Z3 The process 
Tbe target costing process begins when top management estabfishes a target cost for a 

new product i. e. a car, a computer. 
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A cost estimating group will then decompose the target cost for the product as a whole 

into cost targets for sub-assemblies and individual component parts -engine, seats, 

processor, modem. 

Frequently, a gap would exist between the target cost and cost projections for the new 

product based on current designs and manufacturing capabilities. Central to the target 

costing process is closing this gap through cost manage ment/reduction. 

For this gap to be closed efficiently, cross functional target costing teams analyze the 

product's design, raw material requirement, and manufacturing processes to search for 

cost savings opportunities. 

2.3.1 Departmental functions/roles 
As stated in the previous section, a cross functional team is responsible for the entire 

product from initial concept through final production. This team will include research and 

development, design, engineering, production, supply management, and frequently 

suppliers' representatives. 

For example, U. S. operations for Daimler Chrysler have five platform teams that cover 

large cars, small cars, mini-vans, trucks, and jeeps. Each team is cross functional and 

includes members from design engineering, manufacturing engineering, purchasing, 

production, and finance. The target costing system determines cost objectives and 

performance goals for each platform team, and meeting these goals is an important 

component of team members' annual performance reviews. 

23.1.1 From a Marketing point of view 
(Friedman and Lewis, 1999) stated that when asked for advice on pricing products (step 

one in the target costing process); accountants tend to focus on costs when trying to 

advise management on appropriate pricing strategies. Economists might focus on rules 

for maximizing short-run profits (i. e. marginal revenue = marginal cost). Marketing 
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executives, on the other hand, are more likely to focus on the different consumer 

segments since they are more in sync with the idea of market segmentation. In the 

process of deciding the attainable selling price, marketing segmentation arises as an 

Integral part. It involves dividing the market into distinct groups of customers, each with 

their own needs, and considering each as a possible target market. The organization, then, 

decides which segment/s to target, and researches the "would be" most acceptable price 

that customers will be willing to pay. 

Different factors exist that would allow the firm to demand different prices for its product 

which are faster delivery, higher quality levels, variation (software versions), warranty to 

name a few. 

2.3.1.2 From and R&D / Product development & design point of view 
The research & development, and the design departments use value engineering, and 

value analysis techniques to increase the product's value to customers through improved 

design. A critical point that has to be closely monitored is that, more than likely, 

changing the design of a certain product will require new tooling, and therefore the re- 

design course of action could become expensive which defies the spirit of target costing. 

Therefore, the firm has to make sure that the customers' perceived value of the re-design 

should exceed the increment in cost caused by the new tooling. 

Kaizen is the term used to promote the concept of continuous improvement. This 

process of continuous improvement is most effective after a new part is designed, and 

before the manufacturing process begins. Through this stage of the product's life cycle, 

setups, assembly, and process flows should be simulated and optimized before expenses 

are incurred. 
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2.3-1.3 From a production / manufacturing point of view 
The production and/or manufacturing departments' role comes after the proper price is 

set, and the design is agreed upon and deemed feasible. The leaner and more flexible the 

department is, the more the benefits the firm can reap. The firm's supply chain should be 

closely incorporated in this process. 

Among the benefits that the firm can enjoy are improved material flow, the elimination of 

unnecessary inventory movement, reduced setup times, and optimization of the 

workforce. 

(Gagne and Discenza, 1995), argue that today's business environment is rapidly 

changing. Product innovation is one of the keys to a company's survival and 

competitiveness. Manufacturers can no longer produce and market large volumes of 

standard products with a relatively stable market and technological climate, but rather 

there has been a shift towards unstable, rapidly changing markets and technologies. 

Measurement and cost control systems must be designed to motivate the desired and 

irreplaceable customer oriented behaviour in order to implement market-driven 

management across the organization. Management accountants also need to modify cost 

methods to promote the successful introduction of new products. 

Several researchers (Ansari and BELL, 1997, Fisher, 1995)); Schmelze et al, (1996) 

noted that changes in the current economic and competitive conditions created a need for 

a market oriented cost management system. Moreover, the increase in the number of 

competitors, the high standards of competitors, the globalization of the current economy, 

the aggressive price competition, shorter product life cycles, and the high rate of 

technology diffusion and innovation mandated the adoption of effective, efficient, and 

optimized processes in order to deliver the highest possible quality products at the lowest 

possible costs. Additionally, information Systems are evolving from a tfaditional view of 

cost accounting -internally focused on cost centres, and pre-set accounting periods- to a 
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market driven system that focuses on production processes, and that has a forward- 

looking, life cycle orientation. 

Target Costing should not be looked at as a costing system like activity based costing, or 

absorption costing, for example, but rather it is a program aiming to reduce life-cycle 

costs of new products, while securing customer requirements of quality and reliability 

(Kato, 1993). 

(Everaert, 1999) warned that target costing is not a costing system like full costing, direct 

costing or activity-based costing- (Brausch, 1994) clarifies that the target costing system 

does not have an impact on how costs of products are calculated, but rather affects the 

way in which costing information, already available, is used- In the early publications, 

other names were used for target costing systems such as "cost planning" and "cost 

projection systems"- 

In her definition, (Everaert, 1999) sums up the features of target costing as "a 

management accounting process that aims for downstream cost management cf fiaure 

products". It encompasses the process of determining the target cost as weH as the 

process of supporting the attainment of that target cost during new product development 

(NPD). Target costing information is provided to motivate design engineers to implement 

cost reduction ideas (without injuring the quality of the future product or the projected 

time-to-market) in order to secure the profitability of the future product when it is 

launched to market- The most important target costing piece of information is the target 

cost, which is based on market data and the company's profit requirements. 

The consortium for advanced manufacturing defines the target costing concept as a 

representation of a set of management tools and methods designed to direct design and 

planning activities for new products, provide a basis for controlling subsequent 
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operational phases, and ensure that products achieve given profitability targets 

throughout their life cycle. 

From a different point of view, (Bayou and Reinstein, 1998) stated that target costing is 

neither a specific tool, nor a concrete technique, but a general approach or philosophy 

that, to reach predetermined goals, can follow three routes: Cost improvement, cost 

cutting, and cost shifting. They go on to confirm that traditional standard costing 

motivates managers to operate at static, standard cost levels. Target costing (TC) and 

Kaizen costing (KC), on the other hand, consider standards only as interim objectives, 

and stress continuous, dynamic cost improvement. (Makido, 1989) argues, "The essence 

c, f cost reduction is to cut the present cost standards themselves". 

Z4 Target Costing and strategy. 
Adopting any management accounting system in any organization can be closely linked 

to the organization's strategy. Target costing being one of these systems is no different. 

(Hibbets et al., 2003) stated that researchers investigating target costing (TC) frequently 

have identified a link to firrn strategy as a defining factor of this cost management tool. 

(Ansari and BELL, 1997, Cooper and Slagmulder, 1997) stated that target costing is 

intimately linked to an organization's competitive strategy- (Thompson and Strickland, 

1996) stated that the competitive strategy that a corporation might choose to follow 

identifies the manner with which management intends to compete successfuRy in its 

markets and provide the best value to their customers. When mentioning strategy, we 

refer to (Porter, 1985) analysis of the basic strategies of "Cost Leadership" and "Product 

Differentiation", and (Cooper, 1995) "Confrontational Strategy", 

(Castellano and Young, 2003b) indicated that the basic premise of a confrontation 

strategy is that it is not possible in today's global economy for any firm to sustain a long- 

term competitive advantage. They went on to say that in order to compete successfully, 
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an organization must confront its competition in the three key areas of quality, 

functionality, and price. 

2.4.1 The competitive environment 
The organization's choice of a certain strategy is influenced by the competitive pressures 

in its industry. in spite of the fact that these pressures are not the same for different 

industries, (Porter, 1979) showed that there are some -similar enough- features of 

pressure to develop a common analytical framework for competitive analysis. The five 

competitive pressures contained in this model are... the intensity of rivalry among 

competitive sellers, the threat of potential new entrants, the threat of substitutes, the 

power of key suppliers, and the power of key buyers. Thompson and Strickland (1996) 

ruled that the stronger the competitive forces, the lower the collective profitability of 

participant firms. 

Ansari and BeH (1997), affirmed that the main reason a firm's competitive strategy is 

closely linked to its use of target costing is the capability of the later to provide the 

method for achieving the firm's goals of fulfilling the market demand while 

accomplishing an acceptable profitability level. They went on to say that a target costing 

system helps organizations manage their future profits by combining several strategic 

factors in order to satisfy customers, gain market share, generate profit, and plan and 

control costs. 

In their investigation of the link between target costing and firm strategy, (Ilibbets et aL, 

2003) concluded that there were Preliminary evidence, through interviews conducted 

with managers of twelve U. S. and German based target cost adopting companies, 

showing product differentiators to be more likely to implement target costing than firms 

pursuing other cofnpetitive strategies (i. e. cost leadership or confrontational strategies). 

Also, overall competitive forces tend to be stronger. 
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Of the competitive analysis factors affecting the environment, they concluded that rivalry 

among competing sellers appears to be the driving force behind the strong competitive 

environment faced by these firms, followed by supplier power to impose pricing 

conditions. 

Since target costing is applied to new product planning, which frequently requires the 

investment in tools, equipment, and other assets that influence costs, then it can be said 

that price drives both costs and investment. 

(Ewert and Ernst, 1999) featured target costing as a strategic management accounting 

tool because it Changes focus from costs determined within the firm towards costs 

allowed by the market (Market orientation), and it is a tool to co-ordinate efforts within 

the firm to reach the allowable costs. (Ljfort co-ordination). Moreover, it focuses on long 

term cost management rather than the short-term focus adopted by more traditional cost 

accounting systems. 

2.4.1.1 Value engineering & value analysis 
The company's total costs consist of upstream and downstream costs. Upstream costs 

are incurred at the product development stage (including design, research & 

Ap 
development, and product planning). Downstream costs consist of expenditures on 

manufacturing and operating activities (Kato, 1993). 

Target costing is "The system to support the cost reduction process in the development 

and designing phase cf an entirely new model, a full model change, or a minor model 

change". Kaizen costing is "The system to support the cost reduction process in the 

manLfacturing phase cf the existing model cf product and is also relevant to other 

downstream (i. e.: non-manbfacturing) costs" (Monden and Hamada, 1991). 
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Employed along with these techniques are the concepts of value engineering (VE), and 

value analysis (VA). While VE can be performed before, during and after the design 

phases, 50% of VE activity hours are spent in the design phase (Tanaka, 1989). 

VE refers to cost improvements through basic functional changes in the new product 

development stage, while VA refers to cost improvements requiring design changes 

(Monden and Sakurai, 1989). 

2.4.1.2 Cost improvement, cutting, shifting. 
A target Costing project entails a process of directing changes in the physical (i. e.: a 

product and its components) and monetary dimensions of costs, towards a preset point or 

range of points. The relation of Cost reduction to Cost improvement is not one of 

interaction but rather is one of dependence (Bayou and Reinstein, 1998). Cost reduction 

often results from a cost improvement program, however, cost improvement does not 

always lead to Cost reduction. On the contrary, Cost improvement may increase costs. 

(Example: in the design stage, a cost improvement plan may suggest an upgrading in one 

of the product features when its relative cost is significantly less than its relative value 

perceived by the customer). Cost improvement refers to cost development through 

employing a structure that connects costing, pricing, market share, normal profit margin, 

and long term investment into a unified entity. Bayou and Reinstein used the term cost 

reduction only when it resulted from cost improvement; otherwise, they called it cost 

cutting or cost shifting. Cost cutting entails slashing costs without going through total 

cost management. Thus the decision to reduce last year's actual total cost -by 20% for 

example- is a cost cutting judgement, which may stiH be caUed target costing. 

Cost shifting differs from cost improvement in that the former is not implemented on the 

basis of TCM. It differs from cost cutting in that cost cutting is a movement down the 

same cost curve. Cost shifting is a leap from one cost curve to another. NormaUy cost 
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improvement, cost cutting, and cost shifting are relative concepts locating on a continuum 

rather than forming discrete and exclusive ones. Furthermore, these three cost concepts 

have general tendencies: Cost improvement is suggestive, Cost cutting is assertive, and 

Cost shifting is evasive. Suggestive: because it incorporates many recommendations 

made to top management by many people in R&D, marketing, manufacturing, accounting 

and economics. Assertive: because cost cutting decisions are imposed from top down in 

order to reduce losses or increase profits. Decisions usually move in one direction 

without sufficient justification or employee participation. Evasive: because of the 

switching from the current cost curve to a completely different curve without going 

through a program of strategic improvement. 

Z5 Implementation of Target Costing 
Most researchers who have discussed target costing agreed that it is an outside-in type of 

process. Figure 4.2 displays a general summary of the target costing process. 
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Figure 4.3: Target costing process. (Adapted from Gagne & Discenza 1995) 

In the past, companies depended on the introduction of new products and on customer 

loyalty to recover their R&D and other costs- Now, because of the rapid introduction of 

imitated "me too" products by "lean competitors", leading companies have no choice but 

to manage costs from the design phase onwards and to launch products at prices that will 

ensure sales to broad segments of customers. This in turn will generate more income that 

will enable the fast recovery of costs in addition to building customer loyalty and 

increasing market share (Cooper and chew 1996). 

(Tani, 1995) stated that Target Cost Management is concerned with simultaneously 

achieving a target cost alongside the planning, development and detailed design of new 

products by using methods such as Value Engineering (VE). 
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(Kato, 1993); (Cooper and Slagmulder, 1997) stated that Cost Management is an 

important element for the survival of organizations in the present highly competitive 

environment. 

A fierce competition dictates that costs be trimmed down and strictly controlled. 

(Everaert and Bruggeman, 2002) ascertain that the active pursuit of opportunities to 

lower total costs has traditionally focused on e7dsting products, then went on to say that 

the Target Costing approach has recently been described in Management Accounting 

literature as a way to reduce costs of future products, i. e. reduce costs while the new 

product is still in the new product development process (NPD). 

2.5.1 Conditions / characteristics of target costing 
According to Everaert 2000, there are seven typical characteristics for target costing. 

These conditions are discussed below. 

2.5.1.1 The target sales price is set in a market-oriented way during 
product planWng. 

Being a market oriented philosophy, determining the target sales price is the target 

costing process starting point. This implies that the target sales price is decided during 

product planning, when the characteristics of the future product are being determined. 

(Cooper and Slagmulder, 1997) found that the target sales price is set realistically in 

companies using target costing, and that the process of setting the target price is 

undertaken very thoroughly. (Kato, 1993) explains that the sales price of existing 

products and/or the competitor's price level generally constitute the fundamental starting 

point for firms adopting target costing. A higher requested price is only justified if the 

perceived value by the customer is higher than the value perceived from existing products 

or competitor's offerings (Differentiation). 
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Apart from product specifications, (Ansan and BELL, 1997) found that Japanese 

companies use four key determining factors in setting the product's price in a target 

costing environment. (a) The consumer needs/wants/tastes concerning the product 

characteristics such as performance, features, conformance, durability. (b) The 

customer's wiltingness to pay for these characteristics. (c) The estimated prices of 

competitor's rival products and (d) the required market share for future product/s. 

2.5.1.2 The target profit margin is determined during product 
planning, based on the strategic profit plan 

The second characteristic of a target costing system is the early establishment of the 

targeted profit margin during the product planning phase. Kato (1993); (Monden and 

Hamada, 1991) stated that the target profit margin for a particular future product should 

be derived from the corporate strategic profit plan- They explained that the total target 

profit for future products should be derived from the organization's medium-term profit 

plans, reflecting management and business strategies over a period of three to five years. 

This "overall" target profit should then be broken down into target profits for each 

product spread over its expected life cycle. Coupled with estimations of future sales 

volumes, the target profit for each future product can then be converted to a target profit 

margin. Kato (1993) admitted that it would be a difficult task to visualize an accurate 

future product situation in the current competitive and uncertain environment, but added 

that without doing so, it would be impossible to decompose the total target profit into 

targets for each product. Furthermore, Kato (1993) warns that the procedures to come up 

with target profits should be scientific, rational and agreed upon, in order to secure all 

participants' adherence to the plan to achieve the target profit. (Kato et al., 1995) found 

that in companies applying target costing, the profit allocation to the various products is a 
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strenuous mission that consumes many hours of management discussion before top 

management declares the final allocations. 

(Horvath, 1993, Makido, 1989) described another method to determine the target profit 

margin. They argued that because the target price is obtained from the market, the 

application of a certain return on sales calculation should -logically- be a suitable way to 

specify the target profit. According to Horvath (1993), return on sales is set by 

management, based on long-term profit planning and depending on factors like corporate 

strategy, business sector and competitive situation. To Makido (1989), return on sales 

(the target profitability index) tends to be based on that of similar existing products. 

2.5.1.3 The target cost is set before the new product development 
process (NPD) starts. 

The fundamental and most well established characteristic of the target costing process is 

that it is set early in the new Product development process, before design and developing 

actually starts. The decision on the appropriate level of the target cost for the new product 

involves a number of calculations. First, the ongoing cost is calculated and then the as-if 

cost is estimated. Third, the allowable cost is determined and finally the target cost is set 

between the allowable cost and the as-if cost. 
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The "ongoing cost" is calculated for a future product. (Kato et al., 1995) define the 

ongoing cost as "the best estimate cf the fiiture product's cost". When the new product 

design process starts, this best estimate is based on the actual cost of the current product. 

Ansari & Bell (1997) explain that this ongoing cost is also called the "drifting cost", 

because it "drifts toward the target cost through successive design trials during the design 

phase". Second, the as-if cost is calculated Kato (1993) explained that various ideas for 

cost reduction might have emerged during the design phase of product development, or 

during the manufacturing of current products and not yet be applied. Therefore, the as-if 

cost could also be defined as "the cost cf making the future product if the company had 

implemented all available cost-reduction activities". Figures (3&4) show a simple 

mathematical example of the cost concepts in the target cost identification process, and 

an illustration of drifting costs respectively. 

Third, the "allowable cost" is calculated as the difference between the target sales price 

and the target profit margin. As mentioned before, the target sales price is set based on 

market information, and top management strategically determines the target profit 

margin. The allowable cost represents the cost at which the product must be 

manufactured in order to gain the target profit margin, it/when sold at the target sales 

price. However, Sakurai (1989) clarifies that this allowable cost might not be achievable 

on the short run and forms -in fact- the long-term most important cost objective. Also, 

Cooper & Slagmulder (1997) argued that the allowable cost does not represent the 

capabilities of the firm and the suppliers; therefore the allowable cost is often 

unachievable in the short term. For them, once the allowable cost for a future product is 

set, the first step in the target costing process is accomplished, or, using their own term, 
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cc market-driven costing" is accomplished. In their next step, called the "product-level 

target costing", the target cost for the future product is set, while their last step considers 

dividing the target cost into target costs for components, or the "component-level target 

costing"' part. 

iu_ 
Fourth, the target cost is set somewhere between the as-if cost and the allowable cost. 

Different authors endorse various methods to set the final target cost. According to the 

deductive method, the target cost is set at the level of the allowable cost, i. e. at the 

difference between the target sales price and the target profit margin. This method is the 

most commonly described in existing studies and is also called the subtraction or top- 

down method, since the target costs are more or less imposed on the new product 

development team. The target cost can also be determined by what the literature calls the 

adding-up or bottom-up method. Here, setting the target cost starts within the new 

product development department itself. Kato (1993) explains that for each subassembly 

or component, the cost is estimated based on the actual cost of current parts. A cost 

reduction on each part of the new product is taken into account to get the target for each 

component of the new product. The total target cost is then obtained by adding up all 

target costs of the individual parts or subassemblies. For Kato (1993) the deductive 

method is more preferred than the adding-up method. He argues that though the adding- 

up method is based on the feasibility test of the proposed value engineering 

improvements, it would be difficult to provide a logical connection with the profit and 

business Plans. Furthermore, in his opinion, innovative ideas for cost reduction seldom 

emerge with this method. Sakurai (1989) on the other hand, argued that a combination of 

the top-down and bottom-up methods would lead to the best results. His rationale is that 
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top management should guard target profits, but at the same time the cooperation of 

employees is needed to make the target costing process work. 

2.5.1.4 The target cost is subdivided into target costs for components, 
functions, cost items or designers. 

U- 
For target costing to be efficiently applied, the target cost for the future product needs to 

be decomposed in order to have specific targets for designers internally and 

subcontractors externafly. Dividing the target cost into target costs for subassemblies is a 

difficult issue, since it indirectly determines the necessary cost reduction objectives for 

the different design teams. According to (Tanaka, 1993), simply deciding to reduce the 

estimated cost for each design team by the same percentage is not a recommended 

practice. On the same note, (Cooper and Chew, 1996) argue that it makes no sense to 

apply cost reduction requirements uniformly across all the components. The functioti- 

oriented allocation and the component allocation are the best-known methods for cost 

reduction. 

The Activity Based Costing approach: 

Activity-based costing (ABC) is another approach to product costing ((Cooper and 

Kaplan, 1988, Cooper and Kaplan, 1992). It is based on the following two principles, 

formulated by Cooper & Kaplan (1991) (a) products create demands for activities and (b) 

activities -not products- cause costs. Consequently, in an ABC system the activities 

necessary to produce products are identified, costs are traced to these activities and 

various cost drivers are used to trace the cost of activities to products. ABC systems are 

mostly set up to remove much of the distortion in product costing and to gain a better 

insight into the overhead costs and activities. 
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(Turney, 1991) explains that the information on activities and cost drivers also facilitate 

cost reduction, more specifically in four different ways, i. e. by activity reduction, activity 

elimination, activity selection and activity sharing. He defined activity reduction as 

reducing the time or effort required to perform the activity, activity elimination as 

eliminating the activity entirely, activity selection as selecting the low-cost alternative 

from a set of design alternatives and activity sharing as making changes that permit the 

Ok sharing of activities with other products to yield economies of scale. Similarly, Cooper & 

Kaplan (1991) discovered that some firms use ABC information to influence the design 

engineers' behaviour encouraging them to design new products with lower downstream 

costs. For ýnstance, Cooper & Turney (1988) described how the ABC system provided 

engineers with a list of all parts and of all the material-related overhead cost associated 

with each part. This infonnation was helpful in the evaluation of designing a new part 

versus using an existing common part. The ABC information was an incentive to reduce 

the number of part numbers, but also to increase the proportion of common parts used in 

the instruments. Cooper & Turney (1989) described how and why a new ABC system 

was developed to support cost management of future products. The goal of the new 

system was to attain the required functionality of a new product with the least expensive 

design option. This was achieved by choosing drivers that were meaningful to product 

designers such as the number of insertions; test hours, parts. Etc... so that design 

altematives could be compared. 

Cooper and Turney (1990) found that the purpose of the introduced ABC system was to 

induce the engineers to keep cost in the picture, and not to go for what they called 

46 elegance"') every time. 
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Research on the use of ABC information to influence design engineers to induce cost 

management of future products is not extensive. Only a few case descriptions can be 

found in existing literature. in these cases, ABC information is mainly used to design new 

products that are less costly in terms of indirect manufacturing costs (overhead costs), 

since the purpose of an ABC system is to control the indirect costs. Monden & Hamada 

(1991) argue that the management of direct cost has become extremely important. They 

stated that the ratio of variable costs to total manufacturing costs has recently increased 

up to 90, and that the ratio of direct material costs to total variable costs is about 85 % 

respectively in the car industry. 

Cost reduction through cost-effective material selection for instance, will never be 

induced from ABC information, since the focus of an ABC system is not on the direct 

costs. Therefore, (Blanchard, 1978) objection on focusing on just one section during the 

product life cycle (indirect costs) also applies to the ABC tool. Furthennore, (Spicer, 

1992) pointed out that ABC cost driver information focused only on internal decision 

making about product and process design. A market perspective on how far to go with 

cost management of future products is not included in the information provided to design 

engineers. 

The function oriented method/approach 

In the function-oriented method, the target cost is first allocated to different functions of 

the future product and then to components. (Yoshikawa et al., 1993) explained that the 

value of a specific function -as perceived by the customer- is the main criterion for the 

aflocation of the target cost to that specific function. They went on to say that setting 

target costs for functions based solelY on the customers, viewpoint may overlook certain 
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factors such as technical considerations, meeting safety and other regulations. They argue 

that although the customers' evaluation should remain as the prevailing deciding factor, it 

is often modified to take into account the manufacturer's evaluation before finalizing the 

target cost for each functional area. According to Cooper & Slagmulder (1997) it is up to 

the "major function design" teams to decompose the target cost of the majorfunction to 

the component level. 

The comiDonent method/aDDroach 

The second most known allocation method is the component method. In this method, the 

target cost is allocated to subassemblies, components and parts. (Yoshikawa et al., 1993) 

stated that for the subdivision to component blocks, the proportion of the current cost of 

that part in similar existing products is frequently taken into account. Cooper and 

Slagmulder (1997) pointed out that target costs for components could be set only when 

the product design reaches the stage at which specific components can be clearly 

identified. Tanaka (1989) clarifies that the component method is usually applied to new 

products that are similar in design to previously manufactured products, since the 

component method is based on historical cost information. For complex, innovative, and 

large scale products, the functional allocation method is more suitable, since it allows 

, I- designers as much freedom as possible to be creative in designing new or revised 

products within the target cost boundaries. Furthermore, (Kato et al., 1995) argue that 

allocating target costs to product characteristics directly satisfies customer requirements. 

Contrary to that, and based on surveys conducted by Tanaka (1989), Yoshikawa et al. 

(1993), and Tani et al. (1994), they found that large Japanese companies using target 
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costing, tend to assign target costs frequently according to the degree of importance of 

the functional areas, regardless of the historical cost of the components. 

Other cost assip-nment methods/approaches 

Other cost assignment methods include the assignment to cost items (materials, labour ) 

and the assignment to designers (Yoshikawa et al. 1993). Monden & Hamada (1991) 

describe the assigm-nent to cost items such as engine, transmission system, chassis, etc. 

and then into cost items such as material cost, purchased part cost and direct labour cost. 

Under assignment to designers, a target cost is first assigned to a large group of designers 

working on the same subassembly of the product, then subdivided into a smaller group of 

components and finally required from individual designers. 

Ansari & Bell (1997) mentioned that, in most organizations, departments are responsible 

for the costs of subassemblies, teams are responsible for the costs of components and 

designers are responsible for the costs of individual parts. However, Yoshikawa et al. 

(1993) warned that the more the target cost is subdivided, the greater the restrictions 

placed on the designers and the less likely new ideas will emerge. 

2.5.1.5 Detailed cost information is provided during New Product 
Development to support cost reduction. 

(Kato, 1993) argues that information systems such as the target costing support system 

must provide cost information anytime the designers require them, and not only at the so- 

called milestones in the new product design process. Ansari & Bell (1997) argue that 

there exist three types of cost data that need to be coUected in order to support cost 

reduction namely Feature-cost data, attribute-cost data and fiinction cost data. The 

feature-cost data is the customer-focused view of costs providing cost information to 
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features of a product. Attribute-cost data provide an engineering view, which relates cost 

to the major physical attribute of a product. For example, in the automobile industry, 

information about how costs respond to weight, volume, area, size, density and speed are 

commonly provided by the target costing system. Function-cost data also have an 

engineering focused view, providing cost information on the major subassemblies of a 

product. 

2.5.1.6 During product development, the cost level of the future 
product is constantly compared to its target cost. 

This characteristic of target costing involves the comparison of the estimated cost level of 

the future product with its target cost at different points during product development. 

(Kato et al., 1995) found that continuous updating of projected production costs for the 

products under development was stressed. Each business followed a formal sequential 

process through which costs were estimated at certain critical phases in the process. Also 

Fisher (1995) found that the target cost calculation sheet with the estimated cost and the 

target cost for each component was formally completed at least at three different points 

during product development at Matsushita, Japan. These indicators were set during the 

product planning phase and before ordering the molds and right prior to full-scale 

production. Similarly, Kato, B6er et al. (1995) found companies using a standard format 

for summarizing cost data on a product moving through development. Team members 

could refer to this document at any time to see the latest estimates of the cost level. 

Similarly, Cooper & Slagmulder (1997) found that top management continuously 

monitored the progress the design engineers are making toward achieving the cost 

reduction objective. This monitoring ensures that corrective actions are taken as early as 
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possible in order to achieve the target cost. Finall , Fisher (1995) remarks that setting the 
.r-y 

target cost and calculating the cost is undertaken by separate departments in the 

organization. For example, at Matsushita, the divisional manager is responsible for 

setting the target cost, while the chief engineer estimates the cost level. 

2.5.1.7 The target cost must never be exceeded. 
The general rule that target costs can never be increased requires a strong commitment 

from managers and design engineers to attain the target cost. Kato (1993) stated that the 

western idea of a target cost does not necessarily encourage commitment. Inflation and 

labour costs increases -due to union negotiations- are automaticaUy added to the target 

cost in the western sense. However, in Japanese companies applying target costing, 

agreed target costs are final and they are not expected to change. Also, Kato, Boer et al. 

(1995) argue that Japanese managers make big efforts to hit the target profit, regardless 

of how difficult the task may be. 

According to Cooper and Slagmulder (1997), the general rule that the target cost can 

never be increased has three consequences. First, whenever costs increase somewhere 

during the development phase, they have to be reduced elsewhere by an equivalent 

amount. Second, launching a product with a cost above the target is not allowed; only 

profitable products are launched. Third, the transition to manufacturing is managed 

carefully to ensure that the target cost is indeed achieved. 

2.6 Focus of Target Costing. 
The focal costs of the target costing process are basically things such as material and 

purchased parts, labour and identifiable overhead expenses (conversion costs), tooling 

costs, and development expenses and depreciation. It would also be recommended that all 
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costs and assets that could -and probably would- be affected by early planning decisions 

be taken into consideration. An example of these costs is indirect overhead expenses 

through the production stage and beyond (i. e. service costs and inventory that is treated 

like assets). 

2.6.1 Participants power During the Target Costing process 

Target costing is a collective effort process. Market analysts, design engineers, 

production engineers, management accountants, purchasing personnel, and sales 

representatives have to collaborate to come up with an overall achievable plan that the 

firm should abide to. Subsequent to exploring the interaction between all human factors 

integrated in the target costing process, Tani (1995), concluded that the more frequent the 

development of new products and new technologies in the market was, the more 

influential the product planning and product managers were in the product planning 

stage. Also, the influential power of sales managers in the product planning stage 

increased with the increase in technological innovation frequency. Moreover, sales, 

product planning, and product managers had more power during the product planning 

stage when the timely introduction of new products was crucial to competing. 

2.6.2 Target Costing an time pressure. 

Kato (1993); Cooper (1995); Cooper and Slagmulder (1997), found that assigning a cost 

target to designers and design engineers during NPD would increase the chance that 

future products would have lower product costs than if the product engineers had no 

specific cost targets. 
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When taking time pressure into consideration, Kato pointed that -since a big part of the 

NPD process and activities is human dependent- reduced development times create time 

pressures for design engineers. He carried on to say that design engineers might then zD 

sacrifice quality in order to attain the cost targets within the specified time frame. 

Furthermore, Kato speculated that because of the human factor associated with the 

creativity involved in developing new products, that excess pressure for reducing 

development time under target costing creates tension and results in poor perfon-nance 

and management fatigue. 

In a controlled labouratory experiment, Everaert and Bruggeman (2002) measured the 

impact of three conflicting target costing objectives on the NPD process. Design quality, 

Cost, and development time were tested. They concluded that providing a cost target to 

design engineers during NPD has no detrimental impact on design quality (this 

conclusion only applies to this study because design quality was communicated as the 

most important factor in the experiment and therefore was not overlooked as it could be 

in the real world), and that providing a cost target leads to lower-cost new products 

provided that design engineers face low time ressure, and that providing a cost target p G7- - 

does not lead to lower-cost new products when design engineers face high time pressure 

while increasing development time. 

Their recommendation was that Target costing, as a way to survive in a competitive 

environment, should be used with caution. Their results showed that target costing will 

have a positive impact on new product development when design engineers work under 

relaxed conditions. These results have to be considered cautiously as their generalization 

carry a lot of the weaknesses embedded in labouratory based experiments. 
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Z7 Advantages of Target Costing. 

(Castellano and Young, 2003b) pointed out that in order to compete efficiently in the 

current environment, an organization must become more flexible and responsive in 

meeting customer needs, and since price is determined by market conditions, a new 

system of profit planning and cost management is needed. Target costing with its 

customer, design, and process focus is ideally suited to help meet this need. 

Also, (Ewert and Ernst, 1999) said that target costing is often (implicitly) seen as a 

capital budgeting tool for investment decisions. 

According to Cooper and Chew (1996), target costing prevents senior management from 

launching low margin products that do not generate the appropriate rate of return. It also 

has the ability to bring the challenge of the market place back through the chain of 

production to product designers. Furthermore, it is a discipline that harmonises the 

developers of a certain product (designers, engineers, market researchers, and suppliers). 

According to the American Institute of Certified Public Accountants (AICPA) (2000), 

target costing forces an increased understanding of markets, competition and customer 

needs in terms of products, quality, timeliness and price. Also, this system is intended to 

get managers thinking forward and comprehensively that the cost and other implications 

of target costing is a significant business philosophy as it is a process to plan, manage, 

and reduce costs. Target Costing stresses the understanding of markets and competition, 

and focuses on customer requirements in terms of quality, functions, delivery, and --of 

course- price. It recognizes the necessity to balance the trade offs across the organization 

and builds teams early in the development cycle to address these trade offs. The 
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underlying objective of Target costing is to make money, and to re-invest, grow, and 

increase the organization's value. 

2.8 Concerns about target costing 
Research and development expenditures in most manufacturing organizations consume a 

large portion of the companies' resources. In order to be profitable, companies have to 

ensure that the new products cover their R&D expenses and provide the required return. 

Ewert, and Ernst (1999) contemplated that the target costing subtraction method [price - 

margin = allowed (target) cost] can only be justified on the grounds that today's cost- 

reducing design efforts, themselves are not costless. This implies a trade off between 

expenditures on costly efforts today in order to reap future benefits from lower unit costs 

in the manafactaring stage. 

Another concern posed was about how can manufacturing engineers be motivated to 

exert the cost reducing efforts necessary to bring standard costs in line with allowable 

costs? It must be assumed that the design engineers will not supply cost-reducing efforts 

for free, and therefore, there exists a potentially important link between the firm's 

internal incentive system, and the market-determined allowable costs. 

AdditionaUy Cost-reducing efforts during the design stage are by no means the only 

factor affecting long-term product cost. Learning has an effect during the actual 

manufacturing stage. It lowers production costs as output level increases. 

Bayou and Reinstein (1998) mentioned that an atmosphere of scepticism usually 

accompanies the cost cutting programs. As the decision to cut costs moves down the 

management hierarchy, some managers may doubt the real intentions behind them, 

especially when these decisions are made in an effort to deal with a deteriorating 
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competitive situation. To overcome this scepticism and gain concurrence, higher 

management may provide incentives or choose to levy a penalty or punishment scheme. 

However, if the problems facing the firm are severe, these cost cutting schemes only tend 

to postpone the confrontation with the real issues. 

In addition to that, beyond a certain point, comprehensiveness begins correlating 

F positively with complexity, and negatively with measurement precision. The long-term %J 

continuity of the cost reduction techniques suffers from the usual difficulties of 

predictability beyond one year, and waiting for more reliable predictions can cause 

problems like slow responsiveness to market demands. 

Connecting target costing and kaizen costing to normal profits is logical as long as the 

company operates profitably near normal levels, however, when operating below normal 

profits, especially under a consistent loss situation, basing target costing and Kaizen 

costing on normal profit as a target can lead to unrealistic goals. 

Finally, in a comprehensive, integrated, and dynamic system concerned with long-term 

cost reduction targets, secrecy becomes an essential constraint. Competition will dictate 

that the highest degree of secrecy be secured. Information about the competitor's targeted 

cost for the next 3 or 4 years would be extremely valuable. Also, secrecy can hinder the 

controller's ability to participate in the development of the target costing system design. 

Cooper and Slagmulder (1997) argue that if the target cost is set consistently too low (too 

difficult to attain), the work force will be subjected to excessive cost reduction objectives, 

risking burnout. The discipline of target costing might then be threatened, as target costs 

will frequently be exceeded. From the opposite point of view, if the target cost is set at a 
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level that is too easy to attain, the firm will risk the loss of its competitive advantage 

because new products will have an excessively high cost. 

Yoshikawa et al. (1993) argue that some general management factors must be taken into 

consideration when setting target costs for new products. These are the scope, the cost 

elements included, and the calculation basis for the target cost. 

In terms of target cost scope, different parts of the future product life cycle can be taken 

into account. As mentioned before the target cost can be set for the costs the producer 

incurs, i. e. R&D, manufacturing, distribution and service costs. On the other hand, the 

target cost can also be set for these costs the consumer will incur including installation, 

operating, maintenance and disposal costs. Most of the research conducted in Japan 

shows that firms concentrate on the revenue-producing fife and more specifically on its 

manufacturing part. 

In Cooper (1994a), he found that most of the companies that he studied identified target 

costs for the manufacturing activities only. Costs for New product design, logistics or 

services were not included. Also, Fisher (1995) found in his case studies that the focus 

was on target production costs. According to Tanaka (1989), who surveyed 209 Japanese 

companies using target costing, 100% of the companies set a target cost for the 

manufacturing activity. Around 41 % of the companies set a target cost for the design 

activity, 37% for the distribution activity and 13% for the user activity of the new 

product. Similarly, the results of the survey conducted by Tani et al. (1994) of 180 

Japanese firms showed that 59% of the respondents include target costs for the 

development stage, 61 % for the trial production stage and 69% include logistic activities. 
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Second, few studies talk about the cost elements (i. e. direct and overhead costs) that take 

part of the target cost. According to Sakurai (1995), target costing is an effective tool for 

reducing direct costs such as materials and parts, as well as for reducing indirect costs 

such as overhead costs. Cooper & Slagmulder (1997), found a general concentration on 

direct costs, in addition to some companies using some, so-called, rules of thumb to 

manage the indirect costs, such as reduction of the number of different materials used in a 

product, reduction of the number of parts across the product line. The survey of Tani et 

al. (1994) on the adoption of target costing in Japan shows that 99% of the respondents 

include direct material and labour costs in the target cost. 81 % and 83% of the responding 

companies applying target costing included manufacturing overhead costs and 

depreciation of new equipment in their target cost calculation respectively. 

Conclusion 
Target Costing is a fairly new management accounting technique. It is concerned with 

and driven by the notion of increasing the organization's competitiveness. Ultimately, the 

technique uses all the organization's resources, brings together all departments in 

addition to suppliers and distributors in a collective effort to satisfy customers with 

quality affordable products. 

The starting point in the target costing process is market analysis and determination of the 

suitable price. This price, in turn, is broken into two parts, required profit and allowable 

cost (price -required profit). The allowable cost is taken back into the research & 

development / design department and divided over the product's components in a trial to 

assign each component with its allowable share of the cost. Deliberations between the 
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production, procurement, purchasing, sales, distribution departments, and suppliers are 

conducted in order to lock down the assigned costs and start the production process. 

Although target costing proved to be a very successful technique in Japan and the United 

States, it is far from flawless. Further research is needed to avoid the technique's 

shortcomings. 

In the next chapter, the researcher will introduce the theoretical framework underpinning 

this research. Reasons why the respective fi-amework/s was/were chosen and the 

prospective benefit expected are also discussed. 
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Chapter 5 

Institutional Economics as a Theoretical 

Framework 

OIE & NIS 

A Hybrid Framework 
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1. Introduction 
This chapter aims to introduce Old Institutional Economics (OIE) and New Institutional 

Sociology (NIS) -among other institutional theories that could be have been used in 

researching the problem at hand- and give reason for the usage of both frameworks to 

underpin this research, clarify their ideologies, and discuss institutional carriers. In doing 

so, the researcher will also critically evaluate both approaches to rationalize their 

combination. 

UltimatelY, the main input this chapter looks to produce resembles the goals of Ribeiro 

and Scapens (2006) which aimed at providing, analysing and explaining the processes 

leading to the adoption of (or resistance to) innovative systems and practices in specific 

organizational settings, and/or changes in the role of management accounting in a 

specific environment. 

2. Overview 
The environment in which management accounting is practised has certainly changed. 

With advances in information technology, more competitive markets, different 

organizational structures, and new management practices. Although some might claim 

that the fundamental nature of management accounting systems and practices has not 

changed, there is evidence that the use of accounting within the management process has 

changed (Abdul-Khalid, 2000, Scapens, 1990, Bums and Yazdifar, 2001, Evans et al., 

1996, Scapens et al., 2003) 

According to (Martinez and Dacin, 1999), the eighties and nineties saw researchers 

paying great attention to the study of organizational action from several angles. These 

angles can be summarized in The Contingency Theory (Child, 1972; Miller & Friesen, 
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1984; Mintzberg, 1979,1981), The population Ecology (Hannan & Freeman, 1977, 

1984), Resource Dependence (Pfeffer & Salancik, 1978), Transaction Cost Economics 

(Williamson, 1975,1981,1985), The New Institutional Sociology (DiMaggio & Powell 

1983; Meyer & Rowan, 1977; Scott, 1995; Zucker, 1987), and finally, Old Institutional 

Economics (Veblen, 1898,1909,1919; Hodgson, 1993) 

From a somewhat different point of view, (Yazdifar and Tsamenyi, 2005) mentioned that 

the 1990's witnessed a wave of books and articles aimed at developing the "so-called" 

'Advanced Management Accounting Techniques' like Activity Based Costing, Target 

Costing, Kaizen Costing, Balanced Scorecard4 and Throughput Costing. They declared 

that, "Despite the commercial promotion given to such new management accounting 

techniques, and the enthusiasm cf their key advocates, several studies have found low 

adoption rates among organizations". (Hilton et al., 2000) (p. 677) stated, "In 1998, a 

survey cf medium sized US manpJacturers revealed that standard costing systems remain 

in widespread use. Although companies are increasingly implementing such cost 

management practices as ABC, ABM, and Target Costing, these contemporary 

opproaches are being used along side cf standard costing systems". 

(Bromwich and Bhimani, 1989, Bums et al., 1999) argued that some organizations stiR 

prefer to use simple/traditional management accounting systems and use the output of 

these systems in a myriad of applications to the adoption of "newer" management 

accounting techniques. (Bums et al., 1999, Staubus, 1990) mentioned that a possible 

reason for this non-adoption is that the level of uncertainty and complexity in the current 

environment is relatively high. In order to deal with this level of uncertainty/complexity, 
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organizations supplement their - rather simple - management accounting approaches with 

other sources of information especially non-financial information. 

(Bums and Yazdifar, 2001, Evans et al., 1996, Scapens et al., 2003) also suggested that 

another reason could be that there is a shift in the concentration of management 

accounting from the traditional "control-type" to "business analysis and organizational 

consultancy" - which the new techniques promote. 

Currently, managers appear to be using their accounting systems and routine financial 

reports more flexibly, and in conjunction with a range of other performance measures, 

both financial and non-financial (Nfiller & O'Leary 1993). 

Little research attention has been given to understanding the process through which these 

new management accounting systems and practices have emerged (or failed to emerge) 

through time. 

There is a significant difference between Management Accounting change as an outcome 

and as a process. It seems that the majority of the static theoretical approach type of 

research focus mainly on management accounting as an outcome, rather than 

investigating why and how an organization's management accounting becomes what it is 

-or is not- over time, basicaUy, the process. 

3. Institutional Economics 
According to Ribeiro & Scapens (2006), Moll et al., (2006), in recent years, institutional 

theories have been widely used in extending the study of management accounting, and 

management accounting change, to include the social and institutional dimensions of 

orgam ations and their environments. More specifically, from an institutional 

perspective, management accounting systems are seen as inextricably linked to the 
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prevailing rules and norms that structure social and organizational life (Covaleski and 

Dirsmith, 1986,1988; Bums and Scapens, 2000). 

Most people recognize the terms "Institutional Economics", "American Institutional 

U- 9.1 

Economics or `Ud Institutional Economics" as applying to the tradition of economics 

associated with Veblen, Commons, Mitchell, and Ayres (Rutherford, 2001). 

Walton Hamilton (1919) first brought the term "Institutional Economics" to the general 

attention of the economics profession in an American Economic Association conference 

paper. 

The core ideas of institutionalism concern institutions, habits, rules, and their evolution, 

however, institutionalists do not attempt to build a single general model based on those 

ideas. Instead, these ideas facilitate a strong motivation toward specific and historicaUy 

located approaches to analysis (Hodgson, 1998). Hodgson also goes on to say that the 

institutionalist approach moves from general ideas concerning human agency, 

institutions, and the evolutionary nature of economic processes, towards specific ideas 

and theories related to specific economic institutions or types of economy. 

Moreover, generally, institutional economists approach the analysis of macroeconomic 

systems by examining patterns and regularities of human behaviour, expecting to find a 

great deal of imitation, inertia, lock-in, and cw-nulative causation. (Chiaromonte and 

Dosi, 1993) stated that regularities or stability at the systemic level might arise because of 

variations at the micro level. In complex systems, macro stability may depend on micro 

disorder. The general idea is that it is necessary to build microeconomics on "sound 

micro-foundations" (it is a different task to derive macro regularities from micro 

stabilities), but institutional economics perceives reguhnities at the systemic level as 
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being reinforced through positive feedbacks that act -partially- upon the microeconomic 

elements, and therefore the later are not taken as given. 

(Hodgson, 1998) made several useful comments about institutions, institutionalization, 

and micro/macro economics. First, he stated that the institutionalizing function of 

institutions means that macroeconomic order/relative stability is reinforced alongside 

variety and diversity at the microeconomic level. He went on to say that individual habits 

both reinforce, and are reinforced by, institutions. Tbrough this circle of mutual 

engagement, institutions can be said to have a stable quality. Further, institutions play an 

essential role in providing a cognitive framework for interpreting sense data, and in 

providing intellectual habits or routines for transforming information into useful 

knowledge. Lastly, he said that the fact that institutions typically portray a degree of 

invariance over long periods, and that they may outlast individuals, provides a reason for 

choosing institutions rather than individuals as a basic unit of analysis. 

(Giddens, 1984) referred to the social structures that are both imposed on and upheld by 

the actors (e. g. individuals, organizations, etc ... ) as "the dualfty in social structure". One 

cognitively oriented view is that a given institution is encoded into an actor through a 

socialization process. When internalized, it transfon-ns to a script (patterned behaviour). 

When (or if) the actor behaves according to the script, the institution is enacted. In this 

manner, institutions are continuously (re-)produced. The enactment of an institution 

externalizes or objectifies it - other actors can see that the institution is in play, and a new 

round of socialization starts. 

(Scapens, 1994) stated that from an institutional perspective, accounting practices are not 

merely viewed as technical management tools to provide factual representations of 
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economic realities for rational and optimal decision-making. He asserted that because 

reality cannot be understood solely from observation and/or data gathering, then 

accounting could partially provide an interpretation of economic realities. 

(Miller, 1994) (Chapter 2) said, "Accounting has come to be regarded as a social and 

institutional practice. One that is intrinsic to, and constitutive cf, social relations, rather 

than derivative or secondary 

Accounting can now be seen as a set Cfpractices that c4jfects the iype cf world we live in, 

the qpe cf social realily we inhabit, the way in which we understand the choices open to 

business undertakings and individuals, the way in which we manage and organize 

activities and processes cf diverse types, and the way in which we administer the livescf 

others and ourselves " 

Institutional theory is not really a coherent system of rules. It is rather a collection of 

ideas that together form a -somewhat consistent- perspective of the mechanisms 

supporting and restricting social behaviour (Bjorck, 2004). 

(Scott, 2001) argues that the institutional theory can also be viewed as an extension of the 

open systems theory and the revolution it created in the study of organizations. 

(Scott, 1995b) (p. 46) asserted, "Institutions are social structures that have attained a 

high degree cf resilience and flexibility. [They] are composed cf cultural-cognitive, 

normative, and regulative elements that, together with associated activities and 

resources, provide stabiliiy and meaning to social life. Institutions transmit through 

various types cf carriers, including symbolic systems, relational systems, routines, and 

arufacts. Institutions operate at dijferent levels cfjurisdiction, ftom the world system to 

localized inteipersonal relationships. Institutions by difinition connote stability but are 
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subject to change processes, both incremental and discontinuous". In summary 

"institutions are structures based on more or less taken for granted, formal or irlJormal 

rules that restrict and control (or support) social behaviour" (Johansson, 2002) (translated 

version). 

Institutional theorists propose that an organization's survival requires it as much to 

confon-n to societal norms of acceptable practice as to achieve high levels of production 

efficiency and effectiveness. Thus, many aspects of an organization's formal structure, 

policies and procedures serve to demonstrate conformity with the institutionalized rules 

and expectations expressed by external constituents (Meyer and Rowan, 1977, DiMaggio 

and Powell, 1983). 

Sometimes, organizations tend to display conformity with overall institutions dominating 

their environment, but in reality, this display does not represent how these organizations 

actuaRy carry out their assigned tasks. (Meyer and Rowan, 1977, Meyer, 1983) reasoned 

that organizations tend to avoid massive dysfunction by decoupling their external image 

systems from their internal operating processes. More specifically, they observed that "to 

maintain conformity, organizations that reflect institutional rules tend to buffer their 

formal structures from the uncertainties of technical activities by becoming loosely 

coupled, building gaps between their formal structures and actual work activities". 

3.1 Institutional Carriers 
EmpiricaRy, institutions do not exist. We have to look for instances where they 

materialize in order to illustrate what they are. Institutions are transmitted by being 

embedded in carners (Jeppeson, 1991). (Scott, 2001) identified four types of institutional 

carriers: 

Symbolic systems: Rules, Laws, Values, Expectations, Categories, Typification, Schema 
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Relational systems: Governance systems, Regimes, Authority systems, Structural 

isomorphism, Identities. Routines: Protocols, Standard operating procedures, Jobs, Roles, 

n1k 

-kedience to duty, Scripts. Arttfacts: Objects complying with mandated specifications, 

Objects meeting conventions, Standards, Objects possessing symbolic value. These four 

types list institutional carriers with characteristics ranging from regulative, via normative, 

to cognitive-cultural aspects. 

3.2 Levels of Analyst's 
Institutions and their effects can be studied at different levels of analysis. An institution 

found at one level of analysis often affects behaviour on the level below (table 5.1). As an 

example, a particular organization (level) might be a subject to institutional forces at the 

organizational field (level). An organizational subsystem (i. e. department in an 

organization) might enact institutions emanating from the societal level. So, not only A. W 

individuals, but also organizations and groups of organizations can be subjected to 

institutional forces. 

Level Example 

World System 

Societal The country 

Organizational field The finance sector 

Organizational population Corporate banks 

Organization Specific bank 

Organizational subsystem Corporate finance department 

Table 5.1: Levels of Institutional Analysis. Adopted from Scott (2001) 
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4. Institutional theories 
Institutional theories have been widely utilized in social sciences lately. To date, three 

such theories have been used in the accounting literature. They are: 

Old Institutional Economics (Scapens, 1994) 

New Institutional Sociology (Carruthers, 1995) 

New Institutional Economics (Transaction Economics) (Walker 1998) 

All three theories offer insights, which are helpful for conceptualizing management 

change, however, Old Institutional Economics (011E) was chosen as a framework for this 

research. 

4.1 An Institutional Framework 
The starting point for our institutional framework is the recognition that management 

accounting practices can both shape and be shaped by the institutions that govern 

organizational activities. 

(Hamilton, 1932) used the term "Insfiftitions " to portray "A way cf thought or action cf 

some prevalence and permanence, which is embedded in the habits cf a group or the 

customs cf a people". As such, institutions can be regarded as imposing form and social 

coherence upon human activity, through the production and reproduction of settled habits 

of thought and action. 

Institutions themselves evolve through a process of routinization of human activity. 

Therefore, there is a duality between action (human activity) and the institutions 

structuring that activity. 

A Habit is "More or less seif-actualizing dispositions or tendencies to engage in 

previously adopted or acquiredforms cf action" (Hodgson 1993b). 
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A Routine is "The patterns cf thought and action which are habitually adopted by 

groups cf individuals". Organizational routines play an important role in the relationship 

between actions and institutions. 

Rules are "Theformally recognized way in which 'things should be done" 

Scapens argues that rules are necessary to co-ordinate and give coherence to the actions 

of groups of individuals. 

Routines are "The way in which 'things are actually done" 

In the process of routinization, previously formulated, rules may become modified as the 

group locates mutually acceptable ways of implementing them. In various types of 

organizational activity, routines -that either have deviated from the original rules, or were 

never explicitly set out in the form of rules- may emerge. In such cases, it may be decided 

to formalize the established routines in a set of rules, e. g. in a manual of procedures. This 

may be done to avoid the knowledge being lost when key staff leave, to facilitate the 

training of new staff, or to exercise control over further modifications. 

Rules are the formalized statement cfprocedures, whereas routines are the procedures 

actually in use. 

Rules are normally changed only at discrete intervals, but routines have the potential to 

be in a cumulative process of change as they continue to be reproduced. 

In the management accounting context, rules comprise the formal management 

accounting systems/techniques, as they are set out in the procedure manuals, whereas 

routines are the accounting practices actually in use. 
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4.2 Actions and institutions 
The relationship between actions and institutions is essentially the agency-structure 

relationship discussed in the social sciences. 

Giddens' (1984) Structuration theory is concerned with the relationship between the 

actions of knowledgeable human actors and the structuring of social systems. 

Giddens distinguished between Systems, which comprise discernibly similar social 

Practices, which are reproduced across time and space through human actions, and 

structures, which bind those social practices into systems. 

An hLstitution is "The shared taken-for-granted assumptions which identify categories 

, cf human actors and their appropriate activities and relationships" 

[Barley& Tolbert 1997] (p. 100) 

Institutions are the structural properties, which define the relations between, and the 

activities of, the members of particular social groups or communities, and, in the same 

way, institutions are the outcome of the behaviours of the social group or community. 

An important feature of institutions is their seemingly normative and objective character. 

They define the behavioural patterns that are expected in the particular social group. 

Institutions that are relatively short-lived and/or that have not gained widespread 

acceptance are more vulnerable to challenge and less likely to influence action (Barley 

and Tolbert, 1997). 
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Figure 5: The Process of Institutionalization; Adapted from (Bums and Scapens, 2000) 

Time 

Barley & Tolbert (1997) (p. 97) defined scripts as "Observable, recurrent activities and 

pattems, cf interaction characteristics f-f a particular setting " 

It should be emphasized that the purpose of that framework is to describe and explain 

analytical concepts that can be used for interpretive case studies of management change. 

Burns & Scapens (. 2000) apply such theoretical concepts as "Institutions", "Habits", and 

"Routines" to indicate how accounting practices can become routinised, and in time 

begin to constitute part of the taken for granted assumptions and beliefs in an 

organiza ion. 

This is why Old Institutional Economics insight is useful for conceptualising the 

continuity of accounting over time, though continuity can change. 

'Accounting practices and emerging routines can be said to be institutionalised when 

they become widely accepted in the organization such that they become the 

unquestionable form cf management control I's John Burns, 1999 (p. 28) 
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4.2.1 Elements considered for an institutional framework 
According to (Scapens, 1994), there are some main elements that have to be considered if 

an Institutional framework was to be devised for the study of Management Accounting 

practices. 

First, we have to reject the atomistic approach of mainstream economics that grounds 

economic analysis in the behaviour of individual rational economic actors. 

Second, we also have to reject the methodological proposition that economic theory 

should be judged by the correctness of its predictions, rather than the validity of its 

assumptions. 

Institutional economics considers the holistic analysis rather the atomistic individualism 

as a fundamental principle. (Gruchy, 1947; Myrdal, 1978; OHara, 1993). 

Institutional Economists look at any economic system not as the sum of its parts, but 

rather as a whole system, and use holism and pattern modelling to generate economic 

theories. They (Institutionahsts) view economic activities as a social phenomenon, and 

are interested in their relationship with social institutions. They also view the economic 

system as a sub-system of the larger societal or cultural system, and human beings are 

considered cultural products, affected by, and functioning within, an emerging cultural 

process. 

In addition to that, knowledge is looked at as a subjective rather than an objective 

observable fact Hayek (1952) argued that facts are bounded by concepts, and theories, 

and therefore, agents create the reality in which they act. Based on that, institutional 

economists argue that it is institutions which shape the cognitive processes of individual 

actors. 
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Simon (1957), links bounded rationality with sathificing, rather than optimizing 

behaviour, which is a parallel view to old institutional economists who argue that 

satisficing can be seen in rule-based behaviour. (This does not deny that agents/actors 

have reasons -not always rational- for acting the way they do). Boland (1982) 

distinguishes between decisions that are reasonable and those that are rational. The 

former only implies a willingness to provide reasons for one's actions, while the latter 

implies a necessary logical mean-end relationship. 

Similarly, Giddens (1984), argues that even though individual actors may not consistently 

pursue rational choices, and that their actions may be guided by their intentions, but they 

can also have unanticipated consequences. The rules that have to be followed - in 

themselves - might be an outcome of earlier actions. In other words, whilst rules and 

routines may give structure and coherence to individual actions, those rules themselves 

(most probably) could have emerged through actions. 'Me formation of rules might be the 

result of evolution, rather than rational choice. Institutions do more than "inform" current 

actions, they create the concepts and cognitive frames through which certain behaviours 

become taken-for-granted. (N. B: this should not imply that there is a one-way causality 

between institutions and actions). In other words, one is neither the determinant nor the 

creator of the other. 

Simon (1957) and Vanberg (1988), argue that in a complex and uncertain world, it is 

impossible for an individual to undertake the choices that are assumed in rational 

I economic models. 

In her article titled "'Management Accounting change", Anita Allott said: 
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"2000 and beyond will see 'hybfid accountants' combining their financial knowledge 

with increased commercial awareness" (p. 55) 

4.3 Old Institutional Economics (OIE) 
(Bums, 2001, Yazdifar, 2003) said that old institutional economics emerged as an 

opposing movement to the 'static' 'rational' economic theories that prevailed during the 

beginnings of the twentieth century. It rejects the assumption that individuals will behave 

rationafly all the time. 

OUE -generally- intends to answer the fbHowing question: Why and how economic 

phenomena become what they are (or are not) through time? (Bums, 2000 (b)). Bums 

went on to say that OIIE strives to Clarify economic phenomena in terms of their 

processes or, in other words, in the making. 

(Abdul-Khatid, 2000, Hodgson, 1998) asserted that individual and organizational actions 

are greatly influenced (almost determined) by the socially learned and acceptable pattern 

of behaviour. This should not convey that individuals are a passive player in the process, 

but rather, that both societal customs and individual actions are mutually re-enforcing. 

Customs and routines will evolve from this close relationship, and consequently 

institutions wilI be established. (Neale, 1987, NeaL 1987)) described institutions as being 

used to "convey the idea that peoples' actions are shaped by and rqlect culturally 

inherited but socially evolving social rules andlor relationships" 

According to Burns & Scapens (2000), Scapens (2006), Ribeiro & Scapens (2006), 

institutions (wel-l-established ways of thinking and performance in a social system) are 

central to the OIIE approach to the analysis of processes of change. It is a concern of OIIE 

researchers, not only to analyze the role of prevailing institutions in change processes, but 
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also to study the reproduction or change in institutions over time. Habits and routines are 

important components of institutions. Both refer to ways of thinking and doing that 

become ordinary/ customary/ common over time. The difference between habits and 

routines is that habits are features of the individual, routines -more generally- include the 

regular ways of thinking and doing at the level of both the individual and the group. The 

fý-- 
hequent reproduction of habits and routines over time can lead to institutionalization, 

which is a gradual and in some sense "natural" process through which specific patterns of 

thought and action become widespread and taken-for-granted as the way things are 

From a different point of view, (DiMaggio, 1988, Oliver, 1991, Strang and Sine, 2002) 

acknowledged that cultural constraints do not completely determine human action. 

Institutions merely set limits on rationality by harnessing the opportunities and 

alternatives people perceive, and -as a result- increase the probability that particular 

behaviour will take place. 

4.3.1 01E criticism 
The main drawback of the Old Institutional Economics theory is that it pays 

unsatisfactory attention to environmental pressure (the macro level). (Bums, 2000 (a), 

Bums, 2000 (b), Bums, 2001) said that OIIE would be more suitable -as a theoretical 

framework- for studies of the processes of change and resistance to change within 

organizations. 

Further more, Ribeiro & Scapens (2006) identified two more ideas that constrain the 

generalizability of the Old Institutional Economics train of thought. In their own words, 

they said, '. We identified two further aspects in OIE where development seemed 

necessary. First, it is not clear in most OJE studies when and how fundamental 
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institutional change takes place. Second, our observations in the case organization led us 

to take issue with the notion that rules and routines are undetpinned by institutions in the 

form (f unquestioned assumptions, which are located at a (sub-) cognitive level - i. e. 

below the suiface cf everyday discourse and dissociated from their historical origins. 

Indeed, in the organization we studied, deeply sedimented rules were held in place, not 
L_. 

by taken -for-granted assumptions, but by very solid relations cfpower. " (p. 106) 

Rutherford (1994) noted, "OIE does not represent a single well-d6fined or unified body cf 

thought, methodology, or program cf research". Therefore, it is not easy to pinpoint a 

core or mainstream theoretical framework in 011E, as we is the case of NIS Ribeiro & 

Scapens (2006) 

4.3.2 Why Institutional theories 
"rhe word theory is derived from theorin (GK), to look at, and has the derivative theoria 

(GK), a seeing or a speculation. Thus theorising can be thought of as a particular way of 

working with images and a theory as a particular way of seeing" (Scapens, 1994). 

Using these definitions, a theoretical framework could be looked at as a way of seeing a 

certain phenomena or behaviour. 

Assuming that there are formal and/or regulated management accounting techniques and 

methods applied in the business world in Egypt, the doubt still remains as whether the 

professionals that apply them have a strong awareness about their meaning, usefulness, 

and up to date-ness, or were these "techniques" just the conventional way that they -the 

professionals- found in place when they first took theirjobs 
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'The Institutional framework brings into focus the routine and institutionalized character 

of accounting practices. It encourages us to take seriously the study of accounting as a 

practice, rather than comparing accounting practice with some ideals" (Scapens, 1994). 

(Scott, 1995b) asserted, "Institutionalists remind us that no organization can be properly 

understood apart firom its wider social and cultural context. These environments create 

the itifrastructures -regulative, nonnative, and cognitive- that constrain and support the 

, operation cf individual organizations. Theformal structures cf organizations are seen, at 

least in part, to represent theories cf action that embody the prevailing cultural logics. 

Rationalities are contextualized'. 

According to MoU et al. (2006); Covaleski and Dirsmith (1986,1988); Burns and 

Scapens (2000), recently, institutional theories have been prominent in extending the 

study of management accounting, and management accounting change, to include the 

social and institutional dimensions of organizations and their environments. More 

specifically, from an institutional perspective, management accounting systems are seen 

as closely coupled to the prevailing rules and norms that social and organizational lives 

are shaped by. 

Moreover, Ribeiro & Scapens (2006) (p. 99) ascertained that "The simplistic and static 

character cf both conventional "textbook" perspectives on management accounting 

(Cooper and Kaplan, 1999; Dniry, 2003; Horngren et aL, 2000), and descriptive 

opproaches based on organizational theory (see Chenhall, 2003, for a review cf 

di contingency studies"), have led management accounting researchers who are 

concerned with intra-organizational change to seek alternative methodological and 

theoretical approaches. In-depth case studies cf management accounting change have 
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been used to collect holistic data on the processes cf change; and theories exploring the 

rich social context in which such change utifolds have been adopted (Burns and Scapens, 

2000; Bums and Baldvinsdottir, 2005; Perren and Grant, 2000; Ribeiro and Scapens, 

2004) " 

Old Institutional Economics is particularly useful in the present context as it provides a 

focus on organizational routines and their institutionalization and, as stated above, in 

studying management accounting change. 

In addition, this focus on institution provides us with a basis for exploring the interaction 

between management accounting and other social institutions. 

Moreover, Old Institutional Economics concentrate on "Institutions" as the unit of 

analysis, rather than the rational maximising behaviour of individual decision makers. 

The discipline also focuses on economic change instead of economic equilibrium, which 

-certainly- makes it very useful for comprehending the development and reproduction of 

accounting practices. 

Lf we looked at accounting practices as institutionalized routines, this will better enable 

researchers to understand activities according to certain sets of accounting rules and 

procedures that enable decisions to be made and activities to be undertaken. 

We are primarily concerned with management accounting change within individual 

organizations, i. e. the intra-organizational processes of change. For this purpose, 

management accounting is conceived as a routine -and potentially institutionalized- 

organizational practice. By institutionalized we mean that management accounting can, 

over time, come to underpin the 'taken for granted' ways of thinking and doing in a 

particular organization. 
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4.4 Neoclassical Economics (NIE) vs. Old Institutional 
Economics (OIE) 

, (, TL4. odgson, 1998) defines neoclassical economics as an approach that: (1) assumes 

rational, maxi"sing behaviour by agents with given and stable preference functions, (2) 

IU_ 
-rocuses on attained, or movements toward, equilibrium states, and (3) excludes chronic 

information problems. 

He goes on to say that, in contrast to the institutionalist approach, neoclassical economics 

moves from a universal theoretical framework concerning rational choice and behaviour, 

directly to theories of price, economic welfare, etc.... On the other hand, institutional 

economics does not presume that its habit-based conception of human agency itself 

provides enough to move toward operational theory or analysis. Additional elements are 

required. In particular, an institutionalist would stress the need to show how specific 

groups of common habits are embedded in, and reinforced by, specific social institutions, 

and therefore, institutionalism moves from the abstract to the concrete. Instead of 

standard theoretical models of given, rational individuals, institutionalism builds upon 

psychological, anthropological, sociological, and other research into how people behave. 

Indeed, if institutionalism had a general theory, it would be a theory ilIustrating how to 

develop specific and varied analyses of specific phenomena. 

Conventional wisdom portrays management accounting as providing information for 

management planning and control and, as argued by many, such a portrayal is grounded 

in the Neo-Classical theory of the firm (Yazdifar 1999). The neo-classical economic 

theory faces difficulties in analysing the process of change as it is based on the core 

economic assumptions of rationality and equilibrium. 
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The Neo-Classical economic theory is also more concerned with predicting the rational or 

fioptimal' outcomes, rather than explaining the unfolding processes in moving from one 

equilibrium state to another. 

(Nelson and Winter, 1982, Bums, 1997, Scapens, 1994) stated that because the 

neoclassical economic theory relies upon key assumptions of equilibrium and rationality, 

such theory fails to deal with the dynamics of change over time. 

(Bums and Scapens, 2000, Bums, 1999) as referenced in Yazdifar (1999) stated that 

conventional accounting theory -grounded in neoclassical economic theory- has 

difficulty in dealing with the complexity of micro-level processes of accounting change 

and the processes of moving firom one equilibrium to another. 

Orthodox economists would -most probably- disregard or reject any work about social 

dimensions out of the concept of economic rationality, and dismiss such work to 

Sociology departments. 

Hodgson & Screpanti (1991) reject such methodological approach, and take into 

consideration this social dimension in their definition of Economics: "The study cf the 

processes and social relations governing production, distribution, and exchatige 6f 

wealth and income". Boland (1979) argues that whereas in the approaches grounded in 

neoclassical econonucs, institutions are unspoken-of and treated as static constraints, 

which ultimately define the economic equilibrium, they -institutions- can also be 

explicitly analysed as dynamic and active instruments that can facilitate or prevent 

change. 
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4.5 Economic Sociology & Institutional Economics 
Due to a number of developments in both Economics and Sociology, the relationship 

between the two disciplines has become an important issue in contemporary social 

sciences. (CF. Baron & Hannan (1994); Ingham (1996). 

Economists have studied a growing number of subjects that traditionally belonged to the 

discipline of Sociology in the last few decades under the heading of "Econornic 

Imperialism" Hirschleifer (1985). 

Talcott Parsons argues that Sociology -The analysis of the institutions of economic life- 

should be a complement to -rather than- a substitute for mainstream economics. 

'He further argues that Sociology should study the ultimate ends, or the value factor of 

social action, whereas economics should study the means. That makes Parsons a 

challenger of institutional economics, which studies institutions as the embodiment of 

values. 

Similarities between Economics and Sociology are abundant, to the limit that led Parsons 

to request a clear division of labour between them to safeguard the theoretical 

independence of both disciplines (Parsons 1935b). 

Robbins' (1932) definition of Economics as "The Science that studies human behaviour 

as a relationship between ends and scarce means which have alternative uses" also led 

Parsons to his famous "Analytical Factor View" which said, among other things, that "if 

economics was to study the allocation cf means in the means-ends chain that constitutes 

human behaviour, then sociology would concentrate on the value factor" i. e. the ultimate 

common ends and the attitudes associated with and underlying them, considered in their 

various modes of expression in human social life 
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The Robbins/Parsons division of labour implied that the institutions of economic life 

were the legitimate subject, even the central element, of sociology, not economics. Since 

Parsons defined institutions as the embodiment of the ultimate values of a society, and 

that sociology was to study the value factor in human action, it followed "that economic 

institutions are -in the causal sense- a specifically non-economic factoe'Parsons (1934). 

Old Institutional Economics (01E) is not to be confused with New Institutional Sociology 

(NIS) (DiMaggio and Powell, 1991(a), Scott, 1995b). Although there are substantial 

similarities between OIE and NIS, the later tends to assume "given" institutions while the 

former deals more directly with the emergence, continuity, and change of institutions 

through time. Another difference is that NIS tends to focus more on "macro" institutions 

while OlIE focuses additionally on "micro" institutions within organizations (Scapens, 

1994) (Bums, 1997). 

4.6 New Institutional Sociology (NIS) 
Meyer and Scott (1992) noted that the foundations of NIS were laid in by Meyer and 

Rowan's (1977) seminal paper, which came after a series of puzzling observations made 

in the 1970s by a group of researchers studying the educational sector in the USA. 

Specifically, they had identified inconsistencies, and observed the loose coupling of 

formal structures/procedures and actual work practices that were inexplicable by the 

current organizational theories at the time. 

NIS is concerned with institutions at the more "macro" level, and is a powerful theory 

when it comes to clarifying the adoption of innovative systems and/or procedures by "the 

already institutionalized" organizations (Meyer and Rowan, 1977; DiMaggio and Powell, 

1983). 
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According to (DiMaggio and Powell, 1991(a)), the new institutional sociology theory 

emphasizes the relationship between an organization and its environment, and stresses the 

importance of culture in shaping organization reality. 

(DiMaggio and Powell, 1991(b)) asserted that if organizations operate within similar 

environments, they are said to be subjected to comparable demands over what is 

generally perceived as acceptable or normal behaviour, and therefore, will have similar 

structures and processes. 

According to Ribeiro, & Scapens (2006), the key contention of NIS is that some 

organizations operate within highly institutionalized environments. In this sense, IL; 

6A environ-mentl'9 is not merely conceptualized as a source of task constraints or a relational 

network (of customers, suppliers and other near constituencies) that poses demands for 

operational coordination and control on an organization. Rather, it -the environment- 

incorporates cultural rules and social norms that are reflected in the organizations' 

specific formal structures and procedures. That is, institutionalized organizations tend to 

adopt structures and procedures that are valued in their social and cultural environment in 

order to achieve legitimacy and to secure the resources that are essential for their 

survival. 

(Carpenter and Feroz, 2001) mentioned that any organization conforming to societal rules 

acquires "external legitimacy and increases its chance of survival. This conformance is 

not rationally linked -per se- to whether the new rules would render the organization 

more efficient. 
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(Carruthers, 1995) stated, "People live in a socially constructed world that is filled with 

taken for granted meanings and rules. Much cf their actions are neither intentional nor 

conscious, for they are undertaken unconsciously as a matter cf routine. " (p. 320) 

To define institutions according to the new institutional sociology theory, (Scott, 1995b) 

(chapter 1) stated, "'Institutions consist cf cognitive, normative, and regulative structures 

and activities that provide stability and meaning to social behaviour. Institutions are 

transported by various carriers (i. e. cultures, structures, and routines), and they operate 

at multiple levels cf juiisdiction. In this conceptualization, institutions are multifaceted 

systems incotporating symbolic systems-cognitive constructions and normative rules- and 

regulative processes carried out through, and shaping social behaviour. Meaning 

systems, monitoring processes, and actions are interwoven. Although constructed and 

maintained by individual actors, institutions assume the guise cf an impersonal and 

objective reality. Institutions ride on various conveyances, and operate at multiple levels 

-from the world system to subunits cf organizations" 

Scott went on to state that "All organizations are institutionalized organizations. This is 

true both -in the narrower sense- that all organizations are sulject to important 

regulative processes and operate under the control cf both local and more general 

governance structures, as well as -in the broader sense- that all organizations are 

socially constituted and are the subject cf institutional processes that define what forms 

they can assume and how they may operate legitimately 19 

Institutions, from a NIS point of view, are conventions that assume rule-like status 

within, and between, organizations (DiMaggio and PoweH, 199 1 (a)). 
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(Meyer and Rowan, 1977) asserted that according to NIS theory, an organizational formal 

structure dramatically reflects the myths of their institutional environments instead of the 

demands of their work activities. Such myths are highly institutionalized, rationalized, 

and impersonal prescriptions that specify -in a rule resembling manner- ways of pursuing 

social goals that can then be rationally identified as technical goals. 

(Bums, 1997) said that the NIS theory highlights the importance of cultural factors such 

as symbols, cognitive systems, and normative beliefs, in the functioning of organizations. 

Therefore, managerial action is considered to be embedded in specific cultural and 

historical frameworks that shape the organization and its behaviour. 

(Granovetter, 1985) argues: "Much cf the utilitarian tradition, including classical and 

neoclassical economics, assumes rational, seif interested behaviour c4jfected minimally by 

social relations, thus invoking an idealized state not far firom that cf these through 

e. xperiments. At the other extreme lies what I call the argument cf "Embeddedness": the 

argument that the behaviour and institutions to be analyzed are so constrained by 

ongoing social relations that to construe them as independent is a grievous 

misunderstanding"' (p. 490) 

Social influences are powerful driving forces that cannot and should not be ignored. They 

are mechanisms through which society members (actors) acquire customs, habits, or 

norms that they automatically follow without giving much thought, and irrelevant to 

rational choice. 

fn addition to cultural factors, (Granlund and Lukka, 1998) emphasized that different 

sources of power within a society exert pressure on processes of management accounting 

change. 
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4.6.1 Isomorphism 
New Institutional Sociology revolves around the central assumption that organizations 

are pressured to be 'isomorphic' with, or in conformance with a series of institutionalized 

beliefs ((Abemethy and Chua, 1996). (DiMaggio and Powell, 1991(a)) defined 

Isomorphism as "the concept that best captures the process cf homogenization". There 

exist two types of Isomorphism. (1) Competitive Isomorphism, which defines how 

competitive forces drive firms towards adopting the least-cost, efficient structures and 

practices, and (2) Institutional Isomorphism which portrays the infiltration from 

environment to firm as a primarily cultural and political process (Bums, 2001). 

In the management accounting change part of this research, we discussed the mechanisms 

through which institutional isomorphic change occurs namely: Coercive isomorphism, 

Nfimetic isomorphism, and Normative isomorphism. Figure (5.2) below illustrates the 

relation between the mechanisms, the enviroment, and the organization. 
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Figure 5.2 The proces of institutionalization. (Adapted from Yazdifar 2003) 

Finally, it is worth noting that some researchers have colliding thoughts about New 

Institutional Economics. Oliver (1991), Edelman (1992) argued that organizations tend to 

follow a strategic approach in their response to the institutional pressures imposed on 

them. In other words, organizations may deliberately comply with regulations or adopt 

specific formal structures and procedures in a manipulative fashion, in an attempt to gain 

legitimacy and consequently secure resources, grants, etc... on which they depend. 

On the other hand, Tolbert and Zucker (1996) contested that idea of "window-dressing"- 

Specifical-ly, the thought that institutionalized structures are decoupled from actual 
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practices. Berger and Uckman (1966) defined institutions as: "a reciprocal iypification cf 

habitualized action by types cf actors". 

Building on that definition, an institution, once sedimented, constitutes a set of deeply 

ingrained and taken-for-granted rules and values that have supremacy in a certain social 

setting, and that underlie organizational behaviours or individual thoughts and actions 

thus conforming to Old Institutional Economics' studies in management accounting. 

4.6.2 NIS criticisms 
Ribeiro & Scapens (2006) noted some limitations of the NIS framework. Namely its 

rather static character, reflected in its concept ualization of the operation of institutional 

-pressures; and in the way it deals with intra-organizational issues. 

(Major and Hopper, 2002, Perrow, 1991) mentioned three issues that withheld New 

Institutional Sociology from being a more solid theory used in interpreting organizational 

behaviour. 

4.6.2.1 Neglect of power issues and actors' interest-based 
behaviour 

(Carruthers, 1995) (p. 317) said that, "New Institutional Sociology is too concerned with 

culture and taken-for-granted meanings to be able to discern the corflicts that abound in 

organizational life and that to focus on myth and ceremony is to overlook power and 

contror'. 

(Coflier, 2001, Zucker, 1991) among others further criticized NIS. Among their 

criticisms, is the notion that NIS has a deterministic nature, and that it neglects the role of 

active agencies and issues of power and interest at intra-organizational (micro) level. 

Another criticism is that NIS portrays organizations too passively and depicts 

environments as overly constraining. 
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Finally, Zuker mentioned that NIS researchers that have no concrete base on the micro- 

level, risk dealing with institutionalization as if it were a black box on the organizational 

level. 

4.6.2.2 Incapacity to explain processes of organizational change 
NIS can be criticized because it does not -as a theory- research the causes that make 

organizations challenge and/or reject institutionalized procedures. NIS focuses on the 

study of persistence instead of trying to understand organizational change. 

In addition, NIS does not fully encompass the internal drivers of organizational change, 

and therefore the theory cannot explain the reason(s) why some organizations adopt 

fundamental change while others do not in spite of them both being exposed to similar 

institutional pressures. 

Finafly, NIS is criticized because it does not provide a method using which organizations' 

management should deal with competing interests within the organization (Buchko, 1994, 

Cartnona et al., 1998, Collier, 2001, Genschel, 1997, Oliver, 1992). 

4.6.2.3 Lack of consideration of internal generation of institutional 
forms 

Some of the critiques that NIS received were concerning its lack of consideration of how 

organizational institutional structures were generated internally. (Abernethy and Chua, 

1996) asserted that NIS does not consider the path that change takes on the organizational 

realm or the micro level; instead, it concentrates on change at the macro or extra- 

organizational level. 

(Scott, 1991) (chapter 4) said that NIS focuses on "examining the c-jjects cf institutional 

environments on organizational structures rather than with examining the internal 

generation cf institutionalizedforms within organizations". 
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(Abernethy and Chua, 1996, DiMaggio, 1988) stated that the NIS theory offers a narrow 

insight into institutionalization in the making (as opposed to institutionalization as an 

achieved state) and de-institutionalization processes. In other words, it does not answer 

the question "How do new values and beliefs take root and replace earlier norms? ") 

satisfactorily (Yazdifar, 2003). 

5. A hybrid framework "Neo-OIE" 
In their research aiming to identify the institutional factors influencing the adoption (non- 

adoption) of modem management accounting techniques, Ribeiro & Scapens (2006) said, 

"A particular aspect cf our conceptual ftamework, based on OIE, which seemed in need 

cf fiirther development, was the explanation cf what causes innovations to enter an 

organization in the first place. Although an OJE-based conceptual ftamework should be 

capable cf shedding light on the processes Cf management accounting change, following 

the introduction cf an innovation into an organization, it is rather vague about the 

reasons and processes that led to the introduction cf such innovations. This prompted our 

interest in another stream cf institutional theorizing: "new institutional sociology" NIS ". 

107) 

Yazdifar (2003), Ribeiro, & Scapens (2006) proposed a hybrid theoretical framework in 

order to overcome the drawbacks of -both- old institutional economics and new 

institutional sociology. Yazdifar said, "NIS and OIE theories provide complementary 

insights. Both share the premise that action is largely organized by institutions, widely 

held difinitions cf the behaviour, and relationships appropriate for a set rf actors". 

They go on to state that in comparison to previous theories studying organizations, New 

Institutional Sociology provides an enriched conceptualization of the environment and 
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how this may impinge on organizations. However, it -NIS- conceptualizes organizations 

as actors that respond in a relatively uniform manner to environmental stimuli or to 

pressures from the networks within which they operate. Issues of internal conflict and 

distributions of power, and the indeterminacy and contingency of the events and actions 

that may lead to those responses, are not considered. It is in this sense that the studies, 

which draw on OIIE to provide explanations of resistance to organizational and 

management accounting change differ from, and potentially complement, NIS studies. 

The OlIE-inspired studies seek to open up the black box of processes of organizational 

change and resistance to change. 

(Bums, 2000 (b)) pointed out that the multi institutional framework illustrates how 

foRowing the formation of new systems and practices -forced by factors outside the 

organization (on the macro level) and embraced by companies through the process cf 

isomotphism- wiR in time become taken for granted activities. The re-enactment of these 

systems and practices will be performed without conscious reference to the initial rules. 

The new practices and emerging routines are said to be institutionalized at firm level 

(the micro level) when they become widely accepted in a firm to the extent that they are 

an indisputable form of the organization's system. Only in that case, they (the systems 

and practices) will have become an inherent feature of the organizational systems and 

processes, and will represent the expected/ normal pattern of behaviour. In addition, 

they will define the relations between a firm's groups and/or individuals on one level, and 

extra organizational factors/institutions on another level. 

The hybrid institutional fi-amework emphasizes that the causal flow between environment 

and firms is two way. It exposes the mechanisms or systems through which the society 
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level rules and myths infiltrate the intra-organizational activities. It tries to explain how 

the organizations' systems and practices -whose origins lie outside the organization's 

boundaries- may become embedded within the company and create reafity(Bums, 2000 

(b), Scott, 1987). 

To summarize, Ribeiro & Scapens (2006) said "Specifically, we analyzed and noted the 

potential complementarities between two institutional theories with rather dijferent 
11 

origins and levels cf analysis, but which - at least in their essence - share similar 

conceptual ground., NIS and OIE. Whilst on the one hand NIS provides macro-level 

e, xplanations cf the adoption cf specific structures and procedures in organizations that 

operate within institutionalized environments, OIE adopts a more intra-organizational 

stance that seeks to shed light on processes cf resistance, or on the decompling cf the 

formal arrangements and the actual day-to-day practices in organizations. Recent 

research seems to point to an increasing integration r-f NIS and OIE. Such research is 

characterized by attempts to provide deeper analyses cf the events, which urifold as 

institutional pressures are exerted on organizations. This implies an extension to NIS, 

incotporating the intra-organizational and processual type cf analysis that is more 

typical cf OIE. The converse is also true. OIE can be usoýýIly extended by considering 

the impact cf institutional pressures and the processes through which such pressures can 

trigger changes that may in time overthrow prevailing institutional arrangements' 

6. Conclusion 
According to Mi-Uer (1994), "The tenn rationales can be used to designate ... accounting 

as a social and institutional practice. For accounting practices are more than the 

numerical computations cf costs, prcfits, losses, and retums. Accounting practices 
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include particular discursive representations and vocabularies. These are assembled at 

various collective levels, articulated in diverse locales, and in relation to disparate 

concemsipi (p. 89) 

Miller goes on to say that "By transforming the physical flows of organizations into 

financial flows, accounting creates a particular realm of economic calculation of which 

judgements can be made, actions taken or justified, policies devised, and disputes 

generated and adjudicated. This calculative expertise changes over time. In emphasizing 

the constitutive and changing nature of these calculations, attention is drawn to the 

reciprocal relations between the technical practices of accounting and the social relations 

they form and seek to manage. It is historically specific assemblages, the fragile relations 

formed between a multiplicity of practices, and the tensions that traverse such complexes 

that enable accounting to achieve such heightened significance at particular moments. 

The technical practice of accounting is intrinsically and irredeemably social"'. 

Therefore, management accounting should not be viewed -simply- as a technical 

objective and i=itutional system, but as a system that has embedded logical attributes 

and rationalities that produce essential technical social practices from which an observer 

can expect accountability either implicitly or explicitly. This production can be clarified 

through the economic language. This language makes it possible to evaluate, relate, 

influence, and change activities of a firm, and subsequently information is created and 

operationalized- 

Kamoe (1995) argued that the value set, nonns and attitudes of social groups 

automatically influence the performance of various technologies in practice, as they 

unavoidably belong together with, or are explanations of, social practices. 
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To summarize, we quote Ribeiro & Scapens (2006) (p. 98) "The social and institutional 

setting within and around organizations is characterized by a level cf complexity which is 

ývpical cf all social systems. Numerous institutional factors interact and (cften) interact 

with each other. The big challenge is to understand the relations between djjferent issues 

and factors that are gradually being identified and analyzed in institutional studies. 

Indeed, we welcome the other extensions rf institutional theories which are being 

e. xplored in the literature, such as the research on "sources cf change " by Burns and 

Baldvinsdottir (2005), the insights cf the "negotiated order" perspective explored by 

Modell (2006), and the use cf the concept cf "trust" in Abu Kasim (2004) and Busco et 

A (2006). Given this proliferation cf directions in which the institutional theories are 

moving, we feel the building cf bridges between these various extensions is a promising 

and increasingly necessary areaforfurther research". 

In the next section, the researcher will provide a general overview of the Egyptian 

environment where the study will be conducted. 
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Chapter 6 

Egypt 
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1. Introduction 
The modem history of Egypt can be divided into two phases, pre and post 1952. In 1952, 

a revolution occurred that took the country from being a monarchy to being a republic. 

The pre 1952 era saw the private enterprises being the overwhelming form of business. 

There were no separation between ownership and management, as the elite wealthy 

sector of the population owned and managed most businesses. 

The revolution took a more national approach. Businesses were nationalized, and the 

state owned most of these organizations. A unified accounting system was devised and 

applied, along with a central decision making policy and control body (The Central 

commission of Accounting). 

In the late seventies, the state switched to a more individual/private sector allowing 

businessmen to build and run their own businesses. New forms of firms i. e.: corporations 

were introduced. In the late nineties publicly owned organizations were offered for sale 

to the private sector after they proved to be an outdated burden on the Egyptian 

government. Along with that change, and the increase in competition, the need for cost 

control, better efficiencies, better quality, and improved production methods escalated. 

Parallel to, and because of these changes/requirements the need for more advanced 

management accounting methods grew in order to aid these businesses to compete in the 

fierce markets they became part of. 

Techniques like activity based costing, activity based management, total quality 

management, process re-engineering, and just in time, to mention a few, were introduced. 

It is notable that not all the techniques were successfully accepted and employed but 

rather, the ones that were deemed beneficial, faced difficulties until they were 
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institutionalized (if ever) and became embedded in the systems they were working 

within. 

According to Youssef (2007), most management accounting/performance measurement 

studies were conducted either in developed countries such as the USA, Japan, and the EU 

or in other words, in the newly industrialized countries (NICs). However, studies that 

addressed the developing countries practices were inadequate and insufficient. This study 

attempts to fill the gap relating to the scarcity of the empirical studies concerning 

management accounting techniques and the lack of related studies in less developed 

countries such as Egypt. It also aims to provide useful information which may permit 

managers and investors to get a better understanding of what to expect when attempting 

to implement a modem management accounting system. 

Finally, as many researchers noted, the last period of the twentieth century saw an 

abundant number of changes in the manufacturing business environment. These changes 

dictated the development of new, modern, and more suitable management accounting 

techniques to allow businesses to compete in this "new and complicated business world". 

2. General overview of Egypt as a transitional economy 
-4. ypt, a countrv in transition from a socialist to a free market economy st.. ), fers. froin 

iinderdeveloped institutions, inept bureaucracy, limited and uncertain resources and 

inadequate organizational capabilities. Business organizations /mve deveIrped a number 

cf strategies to deal with this situation. Some companies have clung to the past, sought 

government protection, fiocused on the local market and e. yloited oTportunities resulting 

from the institutional void. These tiPes (f strategies are classfied as either d6fender or 

reactive. Some other companies have capitalized on cheap local resources, sold locally 
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and abroad, established links with multinational companies developed their internal 

capabilities and still bemfited from govemment incentives and market impetfiections. 

ITI. 
I I hese strategies are classified as analyzer or analizeildt-fiender. A common pattern in 

most is to dominate the market through acquisition or related diversification or to follow 

unrelated diversification strategy. Coinpanies which operated outside the domain cf the 

government, while benf. /itingfirom its incentives, appear to be more viable", Youssef 

(. 2003) (Egypt chapter). 
rl_ -1 Prime, Love & Shaffer (1999) mentioned that uncertainty M transition economies JE) is 

higher than in developed countries. This is due to the larger number of elements and more 

complications in perception. In TEs. institutional changes means changes in the ganie 

rules. and the underlying rational of relationships. The institutional context exei-ts 

normative pressure on organizations to changge. The market context. on the other hand, 

exerts mostly efficiency-based pressures on organizations, Newman ('61000). Lacking the 

new logic, managers rely on their old logic, such as personalized exchanges, Peng & 

Heath (1996). 

Golden, Johnson & Smith (1995); Gerloff, Muir, & Bodensteiner, (1991) ascertained that 

factors causing business perception difficulties are more clearly represented in TEs. The 

business conununity suffers from a lack of modern business situation analysis. 

Unavailability and inaccuracy of information in addition to weak internal organizational 

capabilities do not make this perception easy. Difficulties in establishing cause and effect 

relationships between events as well as in predicting consequences of responses to events 

are also expected. 
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The system of management in Egypt can be characterized as authoritarian-paternalistic, 

where the top manager exercises considerable power, particularly in financial and human 

resource issues. Technical managers with an increasing level of sophistication and 

knowledge are available in all functions. Many companies are applying information 

technology, at least to replace existing manual systems, but not necessarily as a decision 

making tool. While these advancements are noticed on the functional level, they are still 

inadequate in inter-depart mental matters. The situation is much better in branches of 

multinational companies and private companies oriented toward export, notwithstanding 

the indispensable role of the top manager in an environment still constrained by 

bottlenecks and a huge bureaucracy. Matrix structure and other dynamic structures are I 
found in companies operating in the communication, information, consulting and 

technical fields. However, capitalizing the full benefits of these modern structures is 

constrained by cultural and environmental forces. 

Z1 Types of business strategies in Egypt 

Accordin to Youssef (22003), given the institutional environment described above, a 9 

number of strategies that were adopted by private businessmen can be identified. Miles 

H 978) introduced a typology of strategies where four types are identified: the prospector. I- 

the analyzer, the dtfender and the reactor. The Prospector is the most outgoing and 

opportunistic type and displays a genuine interest in new product and market 

opportunities. The Defender tends to be efficient in the market that he/she is tryine, to 
ltý 

defend. Ihe Analyzer maintains a balance between a stable market, new products, and 

market opportunities. The Reactor senses the environment but does not appear to develop 

suitable responses and as a result exists in a state of continuous instability. The pure w 
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prospector strategy is difficult to find in a country like Egypt due to institutional 

shortcomitigs, the scarcity of entrepreneurs and lin-tited original sources of innovation. 

The other three strategies are more. likely to be found as explained below. 

Elements of strategy discussed in this section are based on a model developed by 

Hambrick and Fredrickson (2001). Some of the elements that are relevant to a transition 

economy include the areas of operation or the type of business the organization is in. This 

includes product categories, market segments, geographic areas, technologies and stages 

of value-creation. The second element is the vehicles of growth or the 'how to get thereT 

question such as internal development, joint ventures, licensing and acquisition. The third 

element is the differentiators the company possesses such as image, price, service, and 

product quality. These three elements are the core elements of a certain strategy. The 

fourth element is the staging of these different moves; i. e., the sequencing of initiatives. 

The fifth element is how profits will be generated; e. g., through using scale and/or scope 

economies to achieve low cost or through charging higher prices due to unique services 

or exclusive product features. This model serves to categorize companies in the Egyptian 

business environment. These elements of strategy can be applied whether the company is 

following a prospector, analyzer, defender or a reactor strategy using the classification 

developed by Miles. 

3. Industry in Egypt 
According to HSBC (2003), industry and mining accounted for 19.6% of GDP (Gross 

Domestic Product) in 2001-02, unchanged from the previous year's level. The sector 

accounted for nearly 14% of total employment in 2001-02 and industrial activity is 

heavily concentrated in Cairo and the Nile delta. 
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Egypt produces a wide range of goods, including textiles, processed foods and beverages, 

building materials, fertilizers, chemicals, vehicles, electrical products, and engineering 

goods. Food processing and textiles fonn the bulk of production, but several sectors have 

gained in importance including furniture, ceramics, pharmaceuticals, metallurgical 

products, computer software, and engineering industries. Efforts to enhance the role of 

the private sector in the economy have paid off, with its contribution to GDP rising to 

76.4% in 2000-01 compared to 73.8% the previous year. As a result, the private sector 

grew by 8.5% in 2000-01 as against 7.1% in 1999-00. The private sector increased its 

share of activities in manufacturing and mining by 88%. Notably, the activities of the 

electricity and energy industries were transferred to the business. 

4. Recent Development in the Egyptian Economy 
During the last decade, Egypt has been preparing and planning a strategy for continued 

and steady economic growth. Starting 1991, the Egyptian government has instituted an 

Economic Reform Program that has transformed Egypt into a vital and prosperous 

emerging market. This was due to a set of economic policies, which insured that nzarket 

forces are given maximum potential to drive growth and employment. The legacy of 

centralization and public sector domination of the economy is over. Today, there is 

universal recognition that Egypt has become one of the most stable emerging markets. 

Over the last year, Egypt's economy witnessed a noticeable turnaround. Consecutive 

financial crises that hit many emerging economies started in 1997 and lately the 

September I I'h events have negatively impacted the Egyptian economy. However, the 

Egyptian government promptly embraced the necessary policy measures that put the 

economy back on track. 
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4.1 The macro economi 
Macroeconomic discipline has been maintained and restructuring and reforms are 

ongoing process. The annual growth rate, although below its projected rates, is still 

growing at more than acceptable rates. The upcoming fiscal reforms include a renewed 

commitment to fiscal stability and efficient debt management. 

4.2 The capital markee 
Egypt's robust economic profile is also reflected in the growth of its capital market, 

which is a result of ongoing privatization and legislative developments aimed at 

reforming current practices to adhere to international standards. Market capitalization 

rose from $4 billion to $43 billion over the last five years, with over 1056 companies 

listed on the stock market. Traded volume for the first half of 2000 surpassed $9 billion, 

compared with $5 billion for the same period in 1999 (for example). The average daily 

traded volume increased by 50% over the last Year. Egypt's Capital Market is currently 

equipped with one of the most advanced trading floor and a highly sophisticated 

interactive web-site, with E- Business solutions, that has no parallel in the Middle East. 

Morgan Stanley Capital International (MSCI), encouraged by Egypt's conunitment to 

privatization, decided to include Egypt in its Emerging Market Free index (EMF) starting 

May 2001. 

4.3 Regulatory framework for the Financial System 
Egypt's reform efforts also include strengthening the financial system, and ensuring that 

it ranks at par with international practices. Substantial progress in improving banking and 

1 Link for more details on macro-economic indicators wtth: www. economy. gov. eg 

2 Link fcT more details on capital market www. egyptse. com 
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supervisory standards, and drafting new rules and regulations will help strengthen and 

diversify the financial system. 

The central depository law (drafted with assistance from one of the top US firms) was 

ratified by parliament in the spring and should help enhance the efficiency of settlement 

of transactions at the Stock Exchange. 

A number of other laws have been ratified by the Cabinet and are expected to be passed 

by The Parliament in its coming legislative round. These include the Mortgage Law, and 

a new Capital Markets Law that is being drafted with assistance from leading US firm. 

D- 
Recently a code of conduct for brokers and dealers was issued, and a decree organizing 

the activities of bond dealers represents a new development in the fixed income markets 

for Egypt. 

A prime ministerial decree granting exclusive marketing rights to pharmaceutical 

products under patent-in line with Egypt's obligations in the World Trade Organization 

(WTO) (Trade-Related Intellectual Property Rights Agreement - TRIPS) was issued in 

March 2000, and will soon be followed by a data exclusivity decree. These two 

developments do not withstand a new Intellectual property rights (UPR) law that will soon 

be discussed by Parliament, providing the foreign investor with the necessary safeguards. 

In the meantime, Egypt has no outstanding obligations under the TRUPS agreement. Other 

laws in the pipeline are securitization/leasing law, the economic zones law and anti-trust 

and competition law. In addition, the investment law was recently amended to facilitate 

business expansion. 

A new book entry registry for goverrument, securities is being finalized and represents an 

important step towards strengthening the domestic debt market in order to foster 
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stabilization efforts and enhance private investment. Together with the recently issued 

Central Depository and Settlement Law this should help increase liquidity in the market, 

simplify transfer of ownership, ensure safety of transactions, reduce time and expenses 

transfer of ownership of securities, and help encourage portfolio investment through 

establishing international best practices. 

Other financial sector reforms include the enacting of insurance legislation in 1998, 

which permits private sector entry into the capital of Egypt's three state-owned insurance 

companies. The new law also removed all restrictions on minority foreign ownership of 

insurance firms and abolished the ban on service by foreign nationals as corporate 

officers. Private sector participation in the insurance sector should help increase domestic 

savings to finance investments and increase economic growth rates. 

4.4 Trade retorm 
In addition to the ongoing modernization and restoration of the economy, free trade and 

liberalization, essential forces to growth are re-emerging as a new focus of the 

goverment. Egypt has concluded negotiations with the EU, and an association 

agreement was signed. And over the past few years, Egypt has concluded free trade 

agreements with a number of Arab countries, as well as an agreement with the Common 

Market of East and South Africa (CONIESA). We have also signed a Trade and 

Investment Framework Agreement (TIFA) with the US with an ultimate objective of 

reaching a Free Trade Agreement. The government is also taking other important steps 

towards opening the economy to international trade. In 1998, Egypt reduced -one- 

sidedly- the maximum tariff rate on most products from 50 percent to 40 percent and 

consolidated rates of 35 to 45 percent to 30 percent. Egypt's average trade-weighted tariff 
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was 15 percent in 1998. The government lifted its import ban on most textiles on January 

1", 1998 in compliance with its obligation under the WTO Agreement on Textiles and 

Clothing. The remaining import ban on apparel was eliminated in 2001. 

4.5 Reduced role of the Government in the production of 
goods and servicesý 

In addition to the privatization program of more than 130 public companies, the 

government is taking important steps towards reducing its role in the production of goods 

and services. It plans to sell 20 percent of Egypt Telecom through IPO. In 1998 the 

Government amended a 1964 law establishing the General Egyptian Maritime 

Organization to permit the private sector t0carry out most maritime transport services. 

This measure ended the Government's long-standing monopoly in this sector. Egypt also 

passed a law permitting private firms to build and operate new airports. Also, as part of 
. 17-- 

national strategy to increase tourism, international airlines will now be allowed to operate 

international flights to airports in resort areas. These developments should help 

strengthen the capacity to deal with external vulnerabilities, and provide a structured and 

friendly environment for business, foreign direct investment and portfolios inflows. 

4.6 Egypt-'s Sovereign Credit Rating 
According to Al-Sayyid (2003), the positive development of the economic reform 

program helped Egypt receive an investment grade in credit rating by international rating 

agencies since 1997. Fitch fbca, in its report of 2000, maintained the same rating of 

August 1997 at (foreign currency BBB-, local currency A-). Standards & Poor issued a 

report confirming the same rating. 

3 Link for more details on privatization: www. nipe-egypt. com 
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Moody's in 1999 upgraded Egypt's sovereign rating from speculative to investment 

grade at the level Baa-l. Thomson Financial Bank watch has also maintained sovereign 

risk rating at BB+ for Egypt. 

These agencies pointed out in their reports that Egypt's strong growth performance, 

inflation record, and external payment flexibility compare favourably with its peer group. 

They also noted that the stresses of 1997-1999 of falling oil prices, the decline in tourism, 

and the Asian and Russian crises demonstr-ated the strength of Egypt's macroeconomic 

and external position. They added that the business environment has improved and the 

government's commitment to liberalization and private sector growth is clear. 

5. Egypt (as a developing economy) & Institutional EconomiCS4 
In this section we concentrate on three main issues: The importance of institutions in 

developing healthy market economies; the sequence of institutional building and reform; 

and finally the institutional economics approach in explaining how institutions are 

formed. 

* The Importance cf Institutions in developing healthy market economies: 

There is an overaH consensus that institutions are needed to support markets function 

properly. According to the World Bank Development Report, "Institutions support 

markets by helping to manage risks firom market exchange, increasing ýjficiency and 

raising returns hence reducing the transaction costs arising from inadequate 

Aformation, incomplete definition and erforcement cf properly rights" World Bank, 

(2001). Also, there is an overall accord that there is no 'generally accepted' kind of 

institutions and hence institutions that fit the developed economies are different from 

This section benefited from the work of Assistant Professor Ahmed Farouk Ghoneim of Cairo University. 
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those that are suitable or applicable within the economic environments of developing 

countries. World Bank (2001); Hoekman (1997); World Bank and OECD (1998); 
tj- 
riuekman and Hohnes (1999). Consecutively, it can be safely argued that developing 

countries experiencing transition to market economies (i. e. Egypt) are definitely in need 

of new forms of institutions that are not necessarily those adopted by industrialized 

countries and that are needed to ensure the weR functioning of their growing market 

economies. This leads us to ask a question of what sequence of institutional building 

should be adopted? 

9 The Sequence cf Institutional Building and REform: 

The ultimate goal of institutional reform in developing countries is fairly clear. That goal 

can be described as creating a market-friendly business environment, with supportive 

t:, - government services that will ensure a smooth performance. The mere agreement on this 

ultimate goal does not resolve the crucial issue of how to get there. One way to tackle this 

question is through sequencing. 

According to Ghoneim (2002), it is generally agreed that there are clear steps that should 

be followed in order to reach the correct sequence. The first step is to recognize 

inadequate institutions that need to be tackled. In other words, asking which institution is 

missing or not working properly. The next question to be asked is what functions are 

needed from the new institutions to perform. In general, institutions that support market 

transitions perform three functions: smoothing information asymmetries (that is ensuring 

that all market participants have access to reliable information), defining and enforcing 

property rights and contracts, and regulating competition (Islam, 2002). Finally, we 

should concentrate on the relevant institutional design or structure that fits with the 
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overall institutional environment prevailing in the economy. The diversity of the content 

of those three steps across different countries led institutional economics' theorists to 

conclude that there is no blue print for institutional development across all countries. In 

other words, there is no agreed upon sequence of institutional development (Islam, 2002; 

Clague, 1997) and that each country should follow the steps identified above following 

its own priorities and taking into consideration the differences in constitutional orders, 

cultural endowments, and inherited institutional arrangements - the facts implying that 

institutional reforms are certainly path dependant. However, there has been a shared 

observation by a number of experts that strengthening the government administration 

and/or civil society is a cornerstone for the success of any institutional reform and should 

be implemented at the early stages of economic development (Clague, 1997). 

The institutional economics approach underlines the need for incentives to undertake 

reform. This is contrasted with the "incentive free" social engineering approach, Clague 

(1997). Institutional economics emphasize that the requirements are reform strategies 

based on a careful understanding of the incentives facing actors in the current situation 

and on a thorough examination of different alternatives for changing the institutional 

equilibrium (Clague, 1997). 

0 An Institutional Economics Model cf Building Institutions: 

After agreeing on the steps to put institutions together, and taking in consideration the 

differences between different countries in identifying their own priorities for institutional 

reform, a simple model that describes the evolution of institutions will be discussed. 

Once it is decided what type of institution is required, we need to reach the right decision 

and build consensus for reform. This requires investigating both the demand and the 
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supply sides. For some institutional reform programs, the demand is already there; for 

others, various groups might need to be convinced; and still for others, there is neither 

opposition nor support. The demand for institutional change is normally made either by 

agents who expect that new arrangements will provide them with better opportunities of 

capturing gains that are lost under existing arrangements (greater efficiency), or by actors Z: P ZZ) 

dissatisfied by the current distribution of income or wealth. Important factors motivating 

the demand for institutional change are "relative product and factor prices, the law 

making process, level of technology, and the size of the market". Zaki (1999) 

On the supply side, institutions are created by principals (political rulers, or the owners of 

resources) to govern their relationship with other principals and with their agents 

(citizens, bureaucrats, employees, etc. ) and that these principals are motivated to create 

institutions that maximize their individual utility. Policymakers need to be aware of the 

incentives the new institutions will create- that is, the rewards and penalties for not 

complying with new rules and regulations- which will be heavily influenced by the 

kinds of institutions that exist already. See Islam (2002). The factors that influence the 

calculus of the political decision makers will include their vision and knowledge, and the 

expected costs of designing and implementing the new institutional arrangements- 

which in turn depend on "'getting the factor prices right". These include the costs of the 

required physical and human infrastructure) required for the design and implementation 

of the new institutional reforms. It is worth mentioning here the complexity of this issue 

since institutional change never occurs in vacuum. It alters the impact of existing laws, so 

identifying the groups or individuals the new institutions will affect is crucial. Hence, 

"getting the prices right" is not confined here to the monetary value, but to the cost of the 
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terms of alternative choices (of institutional arrangements) available in the social, 

political and economic domains. Zaki (1999) 

Integrating the demand and supply sides together imply that the pressure of a competitive 

market as suggested by North (1991), is the most viable mechanism for selecting the 

most efficient economic institutions, forcing out these that fail to perform in a 'utility 

maximizing way'. The market's competitive pressure will select socially beneficial forms 

of economic organization, regardless of the intentions of the actors. If, instead, the 

creation of institutions is left in the hand of any dominant actor- such as the state, or a 

cohesive self dominant class- the product will be institutional rules that will give that 

actor a strategic advantage vis a vis other actors, regardless of how socially sub optimal 

the outcome of these institutions may be. In sum while demand pressures are important, 

taken alone they are insufficient to explain the path of institutional change. Consideration 

of the political economy is essential, and the political and economic costs and benefits to 

the ruling elites are the key to explaining the nature and scope of change. Zaki (1999). 

5.1 Egypt's Principal Industrial Competitive Strengths 
According to a report submitted by The Ministry of Trade & Industry (2006), Egypt's 

development program possesses a clear competitive advantage in many aspects when 

compared to other development programs in the region and beyond. Among Egypt's 

strengths that match or exceed those of competing zones are: 

, Unique location bridging Europe and the Far East. 

* Market access. 

9 Abundant trainable labour competitively priced. 

* Lowest utility tariffs (Electricity, water, telecommunication) in the MENA Region. 
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* Lowest land price and construction cost in the MENA region. 

-, Sea ports servicing the main shipping lines of the Mediterranean and Indian Ocean. 

o Suez Canal. 

-a International airports servicing all destinations of the world. 

9 Macroeconomic and Political Stability. 

*Guarantees against nationalization and expropriation of projects. 

* Output of the project is not subject to price control. 

0 
". 

- 
. 

Projects are allowed to repatriate their capital and profits. 

Foreign experts salaries are exempt from income tax if their stay in Egypt is for a 

period less than one year. 

- Imported capital assets and construction materials required to establish an approved 

project are subject to a unified import duty rate of 5%. 

* The choice between buying and leasing (50 years renewable) of land for industrial 

parks. 

The table below presents a comparison of key manufacturing costs between Egypt and 

selected countries: 

Cost/Item Egypt Jordan Turkey India Italy 
Labour Hourly Wage . 40 . 90 2.8 . 50 15 

Electricity/KW . 03 . 05 . 077 1 
. 086 . 09 

Water/M3 . 21 1.8 . 46 -70 . 28 

Natural Gas/M3 . 025 N/A . 26 . 24 . 21 

Construction/M2 120 200 180 140 480 

Table (6.1): Adapted from (Industry, 2004) (all numbers in $ US) 
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6. Market Access Programs 
Some of the most attractive market access programs to the World's largest markets are 

available through Egypt. Market access conditions combined with Egypt's manufacturing 

capacity make the country an ideal export platform and a key factor in attracting Foreign 

Direct Investment. Signed market access agreements include: 

* Membership of the World Trade Organization (WTO). 

9 An Association Agreement with the European Union (EU) which provides Egyptian 

exports duty-free access to the EU markets. 

* Membership to the Arab Free Trade Agreement (AFI7A). 

* Membership of the Common Market for East and Southern Africa, (COMESA) 

comprised of 20 countries and an aggregate population of about 380 million. 

*A Qualified Industrial Zone (Q1Z) agreement, which provides duty-free and quota free 

treatment for products exported to the USA market. 

In the following section the researcher will discuss briefly the objectives of some market 

programs. 

6.1 Main Objective of COMESA 
* Establish the Common Market for East and South Africa (COMESA). It is considered 

to be a new step closer to the African Economic Community. 

6.2 Main Objectives of the common market 
-, To attain sustainable growth and development of member States by promoting a more 

balanced production and marketing structure. 
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* To promote joint development in all fields of economic activity, in addition to jointly 

adopting macroeconomic policies and its programs to improve the welfare of the citizens 

and encourage close relations between member States. 

e To co-operate in the creation of suitable environment for domestic, foreign, and cross 

border investment. 

9 collaborate in strengthening the relations between the common market and the rest of 

the world. 

* To cooperate in driving peace and security process between member States so as to 

strengthen the economic development ties in the region. 

6.3 Main Objectives of Egypt - EU Partnership Agreement 
0 

1PL- 

. tabhshmg an adequate framework for a political dialogue to develop close political 

ties between the parties. 

* Gradual liberalization of trade in industrial goods and agricultural products as well as, 

services and capital movement. 

-1 Developing balanced economic and social relations through mutual cooperation. 

1, Contributing to the process of economic and social development in Egypt. 

- Encouraging regional cooperation to promote peaceful coexistence and economic and 

political stability. 

* Promoting cooperation in other fields of mutual interest. 

6.3.1 Main Benefits from the Egypt - EU Partnership Agreement 

Both parties shall benefit from trade liberalization of tariff and non tariff barriers 

within the Agreement. 
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Egyptian exports of manufactured goods to the EU shall be exempted from tariffs or 

any other duties and fees having similar effects from the date the Agreement entered 

into force. 

e Manufactured goods exported from EU to Egypt are to be exempted from aH tariff 

and non tariff barriers having the same effect according to the following time frame: 

o (GOODS IN ANNEX 25) Tariffs are to be gradually eliminated over 3 years. A 

reduction of 25% has been applied on first of January 2004,2005,2006and 2007. 

o (GOODS IN ANNEX 3) Tariffs will be reduced gradually in the following manner: 

10% after 3 years from the date the Agreement enters into force to be Wowed by an 

annual tariff reduction of 15% over 6 years until tariffs are fully eliminated. 

o( GOODS IN ANNEX 4) Tariffs will be reduced gradually in the following manner: 

5% after 5 years from the date the Agreement enters into force to be followed by a 

10% reduction on the following year, followed by a reduction of 15% annually for 5 

years and 10% reduction in the final year. 

* (GOODS IN ANNEX 5) Tariffs wiU be graduaUy reduced by 10 % annuafly after the 

elapse of 6 years from the date the Agreement enters into force, until tariffs are fully 

eliminated. 

6.4 Main Objective of Pan Arab Free Agreement (PAFTA) 
e The agreement on Facilitation and development of Trade among Arab States to 

establish the Pan Arab Free Trade Area within 10 years. 

5 Annex is a list of specific goods grouped according to a certain criteria. 
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6.5 Main Objective behind the Establishment of the Free 
Trade Area (FTA) 

* Elimination of Customs duties and others fees and duties having similar effects was 

implemented as foRows: 

* 10 % annual reduction on first of January of each year from 1998 to 2003 and by 20 

% got the years 2004 and 2005. 

e Elimination of Non Tariff Baniers (NTB's) 

Member States should eliminate all non tariff barriers, including Administrative, 

Monetary, Financial and Technical barriers. 

6.6 The Quiz [What is a Qualifying Industrial Zone (Qp? j 
A Q1Z is any area that has been specified as such by the United States Government 

and that has been designated by Egyptian authorities as an enclave or a closed area 

where merchandise that are the requirements of qualifying QIZ products may enter 

US markets without payment of duty or excise taxes and without the requirement of 

any reciprocal benefits. 

e Only merchandise produced according to QEZ requirement are allowed. No other 

stipulations such as home grown raw materials are required as is the case of NAFrA 

and aH FI'A agreements with the U. S. 

9 The QEZ represents an unprecedented opportunity to gain duty-free and quota free 

access to the U. S. Market. Thus, eligible products will be more price competitive. 

a Designation of a QIZ makes the products produced in these zones eligible for duty- 

free entry into the U. S. provided they meet certain criteria. In many cases this will 

mean that products produced in these zones can enter the U. S, at cheaper costs than 

would 'more competitive products' from other countries (i. e. China). 
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e Besides increasing Egypt's exports to the U. S. market, these QIZ areas will provide 

significant incentives for foreign investment in Egypt, especially from the U. S. and 

Europe as weH as from Arab and East Asian Countries. 

6.6.1 Main advantages of being located in a QIZ 
Assured duty and tariff-free access to the U. S. market. 

* No quotas to U. S. markets manufactured in the QIZ zones. 

- No restriction of project ownership. 

* No time limits or renewal requirements. 

* Imported materials are not subject to customs duties. 

Examples of offered site for Industrial Zones 
* Total new industrial zones: 30,000,000 m2 

-, No. of Sites offered: 10 Sites 

9 Location: 4 Cities 

* Borg El Arab City: 11,000,000 m2 

e 10th of Ramadan City: 5,000,000 m2 

9 EI Sadat City: 5,000,000 m2 

0 6th of October City: 9,000,000 m2 

9 Note that Borg El Arab industrial city is the largest of the four available 

industrial zones in Egypt. 

0 Also note that Egypt is moving rapidly from being a controlled centrally 

managed economy to being an open economy competing freely with 

international market forces. 
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7. The Research setting (City Of Borg El Arab) 
According to (Industry, 2004), New Burg El Arab City lies 60 kilometres to the 

southwest of Alexandria, some seven kilometres from the Mediterranean coast. The 

location is on high ground and the area enjoys a particularly healthy climate all year 

round. New Burg El Arab City is seen as the natural extension of Alexandria. 

7.1 City General Plane 
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Source: Nfinistry of State for Environmental Affairs, Effpt 

The city has a total surface area of 200 square kilometres, of which the built area 

occupies 102 square kilometres. It is comprised of 10 residential districts and five 

industrial districts, each residential district containing eight to nine neighbOurhoods. The 

central hub of the city, in which the main services are concentrated, is situated in the 

middle. The city will take 570,000 inhabitants at its fullest extent and provide 
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approximately 160,000 employment opportunities, with 122,000 housing units. The 

following table sets out the land use plan for the city. 

7.2 Residential Area 
Equipment of the First Residential District with utilities is complete, as is phase one of 

the Third Residential District. Equipment of the Second Residential District, the rest of 

the Third, and the Fourth Residential District are underway. 

The construction of 560 middle-income housing units in the Third Residential District is 

underway. 

8,241 model housing units (above-average, low-cost, and economic) have been 

completed and most have been handed over to their owners. The hand-over of units 

proceeds according to phases and a defined timetable. Spending on housing projects to 

date amounts to some 164 million Egyptian Pounds. 

7.3 The Industrial Zone 
The industrial zone of the city has been located to its east and south so that it will have no 

environmental impact on the city. The zone consists of 22 square kilometres currently 

distributed among four districts. Two further districts (extensions of the Fourth and Fifth 

industrial districts) are planned in addition to areas set aside for workshops and small 

industries. 

There is also an Industrial Zone Services Centre, which includes a training centre. 

Factories in production provide job opportunities for approximately 2 1,000 workers. 

Z4 City Development 
New Burg El Arab City has made significant progress over the past four years in 

increasing its growth average. With the increase in services offered, the average of 
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human occupation there has increased and the gap between the volume of completed 

infrastructure and housing (on the one hand) and the number of permanent residents (on 

the other) has decreased. 

The number of residents has increased from around 7,000 in 1996 to around 50,000 in 

2002. This is a clear positive indicator of a high average increase of settlement in New 

Burg El Arab City over the four past years. The city has become an area attractive not 

only to those who work there, but also to young people looking for a better life style far 

from the overcrowding of Alexandria. 

In addition to the permanent residents, there are also around 25,000 workers in the 

factories and other establishments of the city who come to New Burg El Arab City on a 

daily basis and make use of a great many of the services available there. 

The number of working factories in New Burg El Arab's industrial zones has increased 

from 279 to 394 over the past your years. 

The City Development Agency and the Board of Trustees of New Burg El Arab are 

exerting the greatest possible efforts to improve the existing services and add new 

services to absorb the current and expected increase in residents over the coming years. 

It is worth noting that the services offered in the areas of education, health, and 

commercial activities do not embrace merely the residents of the city but extend to those 

of nearby local units such as Bahig, Abu Sir, and El Gharbaniyyat, who are looking for 

better services in these fields. Thus, New Burg El Arab City is in process of becoming a 

development hub. 
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By contacting the City Development Agency and filling in the form prepared for this 

purpose. The City Development Agency advertises the sale of land for industrial projects 

and residential land. 

Investors wishing to reserve plots of land for industrial projects present a request to the 

Agency's Realty Affairs Administration with a request for the completion of the relevant 

reservation form, for a small charge. Subsequently, they present an endorsed check made 

out to the New Burg El Arab City Agency to the value of 25 percent of the cost of the 

land as an advance payment for reservation with the remainder to be paid in three 

instalments over three years from the date of receiving the land. 

The investor is granted a period of three years to prove his seriousness and complete the 

set up of the project for the agreed purpose. Failing this, the allocation is cancelled. 

Payment for residential lands is made as follows: 

- 25 % advance payment on receipt of the land. 

15 % without interest one year after receipt of the land. 

15 % two years after receipt of the land. 

15 % three years after receipt of the land. 

15 % four years after receipt of the land. 

15 % five years after receipt of the land. 

Investors enjoy A custom and tax exemptions permitted under Uw 91 of 1983 

relating to customs exemptions. Owners of industrial projects enjoy priority in 

reserving housing units and in reserving plots allocated for housing in the city. 
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8. Conclusion 
Eg pt is the most populous country in the Arab world, and the second most populous in by 

Africa behind Nigeria. A middle-income nation of more than 70 million people, with a 

diversified economy that has historically performed below its potential, Egypt has been 

implementing extensive structural economic reforms starting the 1990s. Strengthening 

macroeconomic indicators in recent years provide ground for optimism that the reform 

process has paved the way for a period of more rapid modernization and solid economic 

growth. The rate at which the country's population is increasing remains quite high, at 

around 1.7 percent annually, although it is slowly decelerating. Providing sufficient 

employment for large groups of young people entering the workforce each year remains a 

great chaflenge. 

With all the treaties signed, the ever growing potential amount of business (especially 

international business) starting in Egypt, and the firm requirements of international 

management running these business, the need for more modem, up-to-date, competition- 

sensitive and flexible management accounting techniques is rapidly growing. We can 

predict that target costing -being an example of these techniques- is going to be in highly 

demand. 

On the other hand, being an 'imported' technique, it will need to be adjusted or fine- 

tuned to better fit in the Egyptian envirorument. In the f6flowing chapters, the researcher 

will try to unveil some of the most important institutional factors that have to be taken 

into consideration when introducing and implementing this technique. 

Other reasons for choosing Egypt as a research field are: 

9 The lack of management accounting studies in the developing countries -Egypt 

being one of them. 
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e Access to data will be easier as the researcher is familiar with the environment, 

social structure, accounting practices, and economic and political statuses 

prevalent in the country 
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Chapter 7 

Research methodology 



1. Introduction 
According to Cooper & Schindler (1998) "Research can be &Jined as an organized, 

systematic, data- based, critical, objective, scientific inquiry or investigation into a specific 

problern, undertaken with the purpose cf finding answers or solutions to it. In essence, 

research provides the needed irformation that guides people to make irformed decisions to 

succes, ijulýy, deal with problems. The iriformation provided could be the result cf a careful 

analysis cf data gatheredfirsthand or cf data that are already available (in company, industry, 

archives, etc. ). Data can be quantitative (as generally gathered through structured questions) 

or qualitative (as generatedfrom the broad answers to specific questions in interviews, orfrom 

responses to open-ended questions in a questionnaire, or through observation, orfrom already 

available Mformation gatheredfrom various sources)". (p. 24) 

According to (Foster and Young, 1997b), in order to define management accounting research 

it is necessary to define management accounting. 

While there are many definitions of management accounting, they followed the Institute of 

Management Accountant's (1997) dr-aft definition, "Management accounting is a value adding, 

continuous improvement process cf planning, designing, measuring, and operating non- 

financial and financial iriformation systems that guides management action, motivates 

behaviour, and supports and creates the cultural values necessary to achieve an organization's 

strategic, tactical and operating o1jectives. " Management accounting research, then, is "the 

process cf using rigorous methods to explain andlor predict: (1) how changes to an existing 

management accounting system will ojfect management actions, motivation and organizational 

functioning, and (2) how internal and external organizational forces will &jject management 

accounting system design and change". 
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(Atkinson and Shaffir, 1998) said that "'Management accounting provides iriformation intended 

to itifluence the behaviour cf individuals. Thert-fore, field research in management accounting 

invariabýy fiocuses on how people, either acting individually or in groups, react either to 

management accounting iriformation, such as cost or productivity data, or management 

accounting systems, such as control or planning systems". (Vol. 10) 

In addition to reacting to management accounting information, and to management accounting 

systems, people individually or in groups, also abide to the institutions governing the 

internal/external environment within which their organizations operate. 

This chapter aims to clarify the methodological foundations of the research. In other words, 

explain the link between the chosen theoretical framework -Institutional Economics/Sociology- 

and the research methods utilized. 

(Burrell and Morgan, 1979) stated that methodology refers to the methods and steps used to 

conduct research. (Youssef, 2007) mentioned that "any methodological position consists cf 

three elements; namely, Ontology, Epistemology, and research paradigin". This chapter will 

briefly discuss these elements with respect to the chosen framework. 

At the end, this chapter will include details of the questionnaire preparation, design, and 

administration, in addition to the overafl environment within which the administration took 

place. 

2. Research Ontology 
(Goles and Hirschheim, 2000) stated that ontology refers to the nature of the world around us; 

in particular, that slice of reality which the scientist chooses to address. According to them, 

there exist two extreme positions: "Realism which postulates that the universe is comprised cf 

objectively given, immutable objects and structures. These exist as empirical entities, on their 
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own independent cf the observer's oppreciation cf them. Relativism or instrumentali at the 

other end holds that realiky is a su1jective construction cf the mind. Socially transmitted 

concepts and names direct how reality is perceived and structured, reality, thertfore, varies 

with dijferent languages and cultures. What is subjectively experienced as an o1jective realily 

exists onh, in the observer's mind" 

Youssef (2007) stated that "questions cf social ontology are concerned with the nature cf 

social entities which are the essence cf the phenomenon under investigation. The central point 

f, f orientation is the question cf whether the social entities can analor should be considered 

ohjective with a realiq external to social actors as opposed to being social constructions built 

up from the perceptions and actions cf social actors" (p. 245) 

As far as this research is concerned, management accounting techniques proved to be 

numerous and versatile. Organizations use traditional management accounting techniques (like 

budgeting) and modem ones (like target costing). Youssef (2007) and others argue that the 

phenomenon along with using questionnaire surveys as the main method of data collection 

expose some doubt around this realism ontology. According to them, respondents to different 

questions in the survey would vary dramatically according to their experiences, beliefs, 

nnsitions, etc. which is a supporting position of the relativism ontology. F%j 

Based on this line of analysis, this research moves towards relativism according to the 

methodology employed. 

3. Research Epistemology 
According to (Burrell and Morgan, 1979), Epistemology can be defined through two streams of 

knowledge; Positivistic and Anti-positivistic. The first approach seeks to explain and predict 

the occurrences in the social world by searching for regularities and causal relationships 
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between the elements constituting that social world. Anti-Positivistic, on the other hand, 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 being studied. 

Goles & Hirschheim (2000) as mferenced in Youssef (2007) stated that "Through the 

centuries, positivism has enjoyed great success. It has had an especially happy relationship 

with the physical sciences where a tremendous growth in knowledge has been experienced. 

Throughout history, individuals have sought to apply positivism to the human realm, bolstering 

or modifying its conception as necessary". 

The validity of positivism as a train of thought in social sciences was criticized [Berger & 

Luckmann (1967), Fay (1975), Lincoln & Guba (1985), and Tashakkori & Teddlie (1998)]. 

Positivism looks at reality as being objective, concrete, and single. The main focus is on what 

is general, average, and representative in order to make possible generalization and prediction. 

Positivism (which is more inclined towards quantitative research) differs from other paradigms 

like interpretivism (better dealt with through qualitative methods) as the first persists on the 

domination of the positivist paradigm in many areas of social research. 

Interpretivists, on the other hand, claim for multiple and socially constructed realities. Their 

focus is on what is specific and unique in order to understand and generate interpreted 

meanings, but, yet, fail to explain and justify how and why their qualitative approaches are 

feasible, Youssef (2007). 

4. Research Paradigms 
Burrell & Morgan (1979) as referenced in Youssef (2007) introduced a paradigms' typology 

for the analysis of social and organizational theories. Table (7.1) shows the matrix they 

derived. 
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Radical Change 

Radical Human 
Subjective 

Inteipretivist 

"-dical Structurali ixa 

Funcionalist 

Regulation 

Table 7.1: Burrell & Morgan four paradigms Adapted from Youssef (2007) 

Objective 

Silverman (1970); BurreH & Morgan (1979); Ali (2000); and Goles & Hirschheim, (2000) 

agreed that Functionalists will be involved with providing explanations for the present 

situation or overall agreed-upon status. The main idea is that the researcher is totally 

independent from the environment under study. The main goal is to reach an explanation of 

how separate elements of a system (i. e. social) mesh together to create an integrated whole. 

"Interpretivists look for clarification within individual subjective inputs. In other words, they 

look forward to give meaning to events under research through analysing how people perceive 

their realities. Thus, this paradigm describes the world through the researcher' consciousness. 

The radical structualists have a view of society and organizations, which emphasizes the need 

to overthrow or transcend the limitations placed on existing social and organizational 

affangements. It simply assumes that contemporary society is characterized by conflicts and 

contradictions which generate some radical change through political and economic crises and 

revolutions. Finally, the radical humanists seek radical change. They stress the role that 

different social and organizational forces play in understanding the process of change" Youssef 

(2007). 

According to Gioia & Pitre (1990), the identification of paradigms as separate and mutuaUy 

exclusive may be exaggerated. They added that there are no clear boundaries between one 
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paradigm and the other. They said "it is very dijficult, if not impossible to establish exactly 

where one paradigm leaves c)f and another begins". 

To overcome this problem, they introduced the notion of 'transition zones'. They argue that 

pluralism could bridge between these zones, Youssef (2007). (Figure 7.1) 

Radical Change 

Subjective 

Regulation 

Figure 7.1: Burrell & Morgan four paradigms with transition zones Adapted from Gioia & Pitre (1990) 

Rie limitations existent in the different research approaches encourage, or even dictate, the 

adoption of a pluralistic method. Jackson (1999) mentioned that researchers ought to use a 

6 meta-methodology' in order for the advantages of different methodologies to help overcome 

complicated problems. In other words, the nature of the problem under investigation should 

Muence the method/paradigm employed, not the other way around (the boundaries of the 

paradigm/approach should not restrain the method used). The use of institutional economics 

and new institutional sociology as frameworks will enable the researcher to adopt a pluralistic 

research approach (internal and external), thus wiU provide strength to the findings. 
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5. Inductive vs. Deductive research 
According to Landman (2000), two main research approaches exist which are the inductive 

approach and the deductive approach. Induction refers to "the processes by which 

conclusions are drawn from direct observation cf empirical evidence". (Figure 7.2) These 

conc usions are then fed into the development of theory. Such research is not hypotheses- 

driven; instead, theory is generated and built through the analysis of, and interaction with, the 

empirical data. The researcher looks for patterns in the data and, in particular, relationships 

between variables. Generalizations in this type of research are sought from specific to other, 

wider context, as opposed to deductive research strategies. This type of research and theory is 

usually, but not exclusively, associated with the interpretivist research tradition and qualitative 

research strategies. 

Theory 

Tentative Hypothesis 

Palem 

Observations 

Figure 7.2: The steps of inductive research- Adapted from Bryman (2001) 

Deductive theory and research, on the other hand, is a type of strategy in which theory informs 

research at the outset and hypotheses dictate what evidence the researcher looks for. Data are 

then collected to confirm or falsify the hypotheses. Deductive theories, in contrast to inductive 

theories, " arrive at their conclusions by applying reasons to a given set of premises". Landman 

(2000) 
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Theo y 
I 

Research questions / Hypothesis 

Data c0l, tion 
I 

Findings 

Answering the questions / testing the hypothesis 
I 

Revision of theory 

Figure 7.3: The steps of deductive research. Adapted from Bryman (200 1). 

(Grix, 2004); Sekaran (2003) mentioned that Deduction is the process by which we arrive at a 

reasoned conclusion by logical generalization of a known fact. Induction, on the other hand, is 

a process where we observe certain phenomena and on this basis arrive at conclusion. In other 

words, in induction we logicafly establish a general proposition based on observed facts. 

According to Youssef (2007) "these two methods cf reasoning are two opposite extremes laid 

on a continuum. Inductive reasoning is more open-ended and exploratory, especially at the 

beginning. Deductive reasoning is narrower in nature and is concerned with testing or 

corifirming hypothesis (es). Even though a particular study may look like it is purely deductive 

or purely inductive, most social research involves a combination cf both inductive and 

deductive reasoning processes". 
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Machina (1985); Bara & Bucciarelli (2000) argue that the ways of placing all arguments into 

two separate inductive and deductive categories will not be successful as the two paradigms 

share a similar set of procedures. 

Based on this, this research will follow a more pluralistic (universal) approach. 

Literature about management accounting, management accounting change, and target costing 

will be consulted, and Egypt (as a research setting) will be introduced. Institutional Economics 

and new institutional sociology will serve as hybrid theoretical frameworks within which this 

study will be conducted. These frameworks drew the boundaries within which the line of 

thought governing this study went through. Consecutively, research questions and hypotheses 

are drawn and tested. 

6. Methodological f oundations and Institutional 
Economics 

"Methodological choice involves selection among methods, which embody a variety cf 

assumptions about the nature and construction cf knowledge" (Mohamed, 2004). According to 

Bryman (2004); Tantawi (2008) there exists two streams of the argument about quantitative vs. 

qualitative research. The epistemological point of view emphasizes the incompatibility 

between their respective epistemological and ontological principles. The technical Point of 

view, on the other hand, concentrates on the strengths of data collection and analysis 

techniques associated with both techniques. Furthennore, the later view looks at both research 

strategies as compatible, desirable, and feasible. 

Several steps underpin the methodological foundations of research and aim to decide the most 

suitable research methodology. 
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7. Data sources 
According to Cooper & Schindler (1998); Sekaran (2003), there exist two sources of data 

namely Primary Data and Secondary Daia. 

Primary data refers to information obtained firsthand by the researcher on the variables of 

interest for the specific purpose of the study. Secondary data refer to information gathered 

from sources already existing. 

7.1 Primary data resources 

7.1.1 Interviews 
Stmaured interviews: it is the most rigorous and the least flexible in the way it is set uP. 

Interviewees are asked predetermined questions in a specific order and the responses are 

logged (either by recording electronically or by note-taking). The same process is repeated 

with a number of other interviewees, and the results or findings can be compared with one 

another, categorized according to specific questions, and aggregated statisticafly. UsuaUy, 

interviews are carried out by the researcher, face-to-face. However, the structured technique 

can be also carried out via e-mail or by telephone Kumar (1999). 

The main advantages of structured interviews are to achieve a high degree of standardization or 

uniformity and ease of comparability. In addition, the researcher needs fewer interviewing 

skitls than are necessary for the unstructured interviews. The major disadvantage of this type is 

missing of the opportunity of discovering important information due to the inflexible nature of 

this type of interviews. 

Semi-structy W and unstructured interviews. are one step down from the structured 

interviews. According to Sekaran (2003), the main purpose of the unstructured interview is to 

explore and probe into the several factors in the situation that might be central to the broad 

problem area. More clearly, the interviewer might have a number of questions in mind. 
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Questions that do not foHow any specific or predetermined order that he/she wishes to ask the 

interviewees. This interview type allows a certain degree of flexibility and allows for the 

pursuit of unexpected lines of enquiry. This technique can be helpful at the very beginning of a 

research, as unstructured sessions can open up avenues of investigation, including informal 

discussions, previously unthought-of However, the answers and data gathered from such 

sessions are not comparable, as the content of each interview is likely to be very different Grix 

(2004). 

7.1.2 Focus Groups 

A focus group consists typically of 8 to 10 members with a moderator leading the discussions 

on a particular topic, concept, or product. Members are generally chosen on the basis of their 

expertise in the topic on which information is sought. 

Some examples of sources of primary data are individuals, focus groups, and panels of 

respondents specially set up by the researcher. The respondents' opinions may be sought on 

specific issues from time to time, or on some unobtrusive sources. The internet could also serve 

as a prima-ry data source when questionnaires are administrated over it. 

The focus sessions are aimed at obtaining respondents' impressions, interpretations, and 

opinions, as the member talk about the event, concept, product or service. 

f-co %, %, rding to (Cooper and Schindler, 1998), Focus groups (having originated in Sociology) 

became widely used in market research in the 1980s and are used for more diverse research 

applications today. They go on to say that the output of a focus group session would be a list of 

ideas and behavioural observations with recommendations from the moderator. These, in turn, 
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are often used for later quantitative testing. Furthermore, in exploratory research, the 

qualitative data that focus groups produce may be used for enriching all levels of research 

questions and hypotheses and comparing the effectiveness of design options. 

In order to assess the institutional factors that could affect the application of target costing -as 

a newer management accounting technique- in the Egyptian enviromment, the researcher 

conducted three separate focus groups within the period of one month. The goal of these 

groups was to come to a conclusion as to which factors were the most important ones. Each 

group consisted of ten professionals. The level within the respective organizations ranged from 

first level, to senior management. Age ranged from 28 to 53 years. 22 of the attendees were 

male and 8 were female. Sessions ranged from one to two hours. 

The aim of the meeting was clearly explained in the beginning of the session and notes were 

taken by the researcher/moderator. Questions revolved around the main elements of 

management accounting techniques in general and target costing specifically. These focus 

groups led to the conclusion that the factors that would influence the application of 

management accounting methods/procedures/systems in the Egyptian environment could be 

gathered under the foRowing groups 6: 

External stakeholders, Current management accounting, Management accounting tasks and 

perception of management accounting change, Coordination & teamwork, External factors, 

Training levels, Personal skills, The organizational culture, Informal/personal factors, The 

decision making processes, Environmental surroundings, and Current pricing methods. 

Another outcome of the focus groups' discussions was the verbalization of the supporting 

research hypotheses. As soon as the main constructs were agreed upon, and towards the end of 

6 Many more factors or elements were discussed, but never used. This is because theY were individual opinions that did 

not gain group consensus. An example of these factors is the cost associated with consultant services, and the number 
of accountants suitable for the application of 'newer' modern management accounting techniques. 
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each session, a group of phrases was introduced to attendees. These phrases expressed the 

possible wording of the research supporting hypotheses. The agreed upon phrasing was then 

cross referenced between the three sessions held and the final outcome was utilised in the 
7 

research . 

7.1.3 Panels 
Panels, like focus groups, are another source of primary information for research purpose. 

Whereas focus groups meet for a one time session, panels (of members) meet more than once. 

In cases where the effects of certain interventions or changes are to be studied over a period of 

time, panel studies are very useful. 

In this study, the researcher did not have to go over any concepts or questions again. If a 

clarification was needed, a simple telephone call was made to obtain the respondent's input. 

This action happened only twice while the researcher was going over the outcome of the 

original meetings. In one instance, the attendee promised to elaborate on a certain point after 

checking with his/her management, and the other was when the researcher needed to clarify a 

certain attendee stand point being positive or negative. 

Z2 Secondary data sources 
According to Sekaran (2003); Grix (2004), secondary data are indispensable for most 

organizational researches. Secondary data refer to information gathered by someone other than 

the researcher conducting the study or research. Such data can be internal or external to the 

organization and accessed through the internet or perusal of recorded or published information. 

U- 
r-Or example, secondary data can be used, among other things, for forecasting sales by 

constructing models based on past sales. 

7 Phrases like "do you think that in Egypt, organizations would/would not adopt and apply newer management 
accounting techniques", and "Would the current management accounting techniques affect/not affect the application of 
target costing" were used - 
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There are several sources of secondary data including books, government publications of 

economic indicators, census data, statistical abstracts, databases and annual reports. 

The advantage of seeking secondary data sources is saving in time and costs of acquiring 

information. However, secondary data as the sole source of information has the drawback of 

becoming obsolete, and not meeting the specific needs of the particular situation or setting. 

Moreover, according to Schindler (1998), secondary sources can usually be found more 

quickly and cheaply than primary data. In this study, the main secondary sources of data were 

academic databases, books, academic periodicals, published PhD theses, the internet, and 

questionnaires previously administered by researchers. The previous questionnaires were used 

as a guide in building the survey used in this research8. 

8 Articulation of the central argument of the research 
Most of the studies that the researcher reviewed investigated target costing -as a modem 

management accounting technique- from an application/non application point of view. They 

measured the level of utilization of the technique with no regard to the institutional elements 

that could affect this application. They broke down target costing to its main components and 

determined to which extent each component was applied and how successful the application 

was. 

This study aims to answer the fbHowing main question: 

"What are the institutional factors that could Cjfect the opplicabiliiy rf target costing as a 

conternporary management accounting concept in the current Egyptian business 

environment? " 

8 Thanks are due to Professor Shahid Ansari among other scholars that took the time to dig out their questionnaires and 
send them to the researcher. 
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As discussed in the theoretical framework chapter, institutions play a major role in shaping 

how organizations act and/or perform within their respective environments. Recent 

applications/methods/techniques have to go through "institutional scrutiny" in order to gain 

acceptance and be applied. Also, as discussed in the management accounting change section, 

change - management accounting change included - can be perceived as disruptive, hard, 

impossible, costly, impractical, and unfavourable. Opposition to change in Egypt is expected to 

be high and powerful. This issue has to be addressed in the toots used to test the applicability 

of the latest management accounting techniques. 

B. 1 Supporting research hypotheses 
Also, through the focus group process and their results, respondents had an accord that the 

following hypotheses were most suitable to support the main research question, and that they 

were also suitable to be used as the basis for testing the relationships between constructs. The 

wording of the hypotheses was a collective effort amongst the focus groups attendees over the 

three meetings... these hypotheses are as foHows: 

HI: "In Egypt, organizations either are not familiar with or would not apply Target Costing as 

an example of new management accounting techniques. 

H2: The organization's external stakeholders will influence the application of target costing (as 

a new management accounting technique) within the organization. 

H3: The current management accounting techniques will affect the application of target costing 

(as a new management accounting technique) within the organization. 
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H4: Management accounting tasks and perception of management accounting change will have 

an effect on the application of target costing (as a new management accounting technique) 

within the organization. 

H5: Coordination & teamwork will influence the application of target costing (as a new 

management accounting technique) within the organization. 

11ý: External factors surrounding the organization will affect the application of target costing 

(as a new management accounting technique) within the organization. 

H7: Training levels will influence the application of target costing (as a new management 

accounting technique) within the organization. 

H8: Personal skills are important in determining the success of the application of target costing 

(as a new management accounting technique) within the organization. 

Hq: Informal/personal factors will affect the application of target costing (as a new 

management accounting technique) within the organization. 

HIO: The decision making processes wifl affect the application of target costing (as a new 

management accounting technique) within the organization. 

H, I: Environmental surroundings will have an effect on the application of target costing (as a 

new management accounting technique) within the organization. 

H12: The organizational culture will influence the application of target costing (as a new 

management accounting technique) within the organization. 
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H13: Current pricing methods will have an effect on the application of target costing (as a new 

management accounting technique) within the organization. 

9 Research design 
The research theoretical framework is discussed in length in a separate chapter. The main 

theme is based on a hybrid theory combining "Old Institutional Economics" (01E), and "New 

Institutional Sociology" (NIS) ideas and concepts. 

The main train of thought underpinning the old institutional economics framework is the 

recognition that management accounting practices can both shape and be shaped by the 

institutions which govern organizational activitY. 

(Hamilton, 1932) used the term "Institutions" to portray "A way cf thought or action cf some 

prevalence and permanence, which is embedded in the habits cf a group or the customs cf a 

people". As such, institutions can be regarded as imposing form and social coherence upon 

human activity, through the production and reproduction of settled habits of thought and 

action. 

In other words, the institutional economics train of thought discusses why groups of people act 

the way they do, how these habits are fonned, and how easy/rigid these habits are susceptible 

to change. 

An organization functions in a dual society -internal and external. It abides to the institutions 

governing both these environments and is affected by whatever prevailing rules and routines. 

Hodgson (1993b) 

With its high level of human intervention, the applicability of management accounting ideas, 

methods, and techniques is affected by the institutions reigning over the societies they are 

applied within. To be able to switch between these techniques, presumably improving 
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performance, cutting costs, and bettering quality, an organization would face a great deal of 

resistance to change (Johnson and Kaplan, 1991, Dent, 1991, Hiromoto, 1991, Scapens, 1994, 

Partanen, 1997, Bums and Scapens, 2000, Bums and J. Vaivio, 2001, Bums and Yazdifar, 

2001). 

From a stightly different point of view, Management accounting techniques tend to be shaped 

in more developed industrial environments - i. e. The United States of America, Japan, and The 

United Kingdom. When these techniques gain wide acceptance and prove to be beneficial, they 

are transmitted to other, developing industrial environments i. e. Egypt, China. This transition is 

carried away by the growing number of multinational organizations doing business in these 

environments. Also, the ever increasing number of trade treaties and the market globalization 

tend to act as a catalyst to the spreading of these techniques9. For this transition to take place 

smoothly and with little friction, and in order for these techniques to achieve the required 

results, organizations have to take into consideration the institutions already in place in the 

destination environments, and the possible amendments to the new techniques that might be 

necessary in order for the introduction to be successful. (DiA4aggio and PoweU, 1983, Yakhou 

and Dorweiler, 1995, Swenson, 1995, Baydoun et al., 1997, Kloot, 1997, Atkinson et al., 1997, 

Warwick et al., 1997, Shields, 1997, Suwongwam, 1998, Adler et al., 2000a, Scapens, 2006). 

9,110se are thorouoly discussed in the chapter about Egypt 
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Figure 7.4: illustrates the methodological foundations of the research: 

SteR 1: Identify the central proposal of the research- "In-stitutional factors influencing the application 
of target costing -as a management accounting technique- in the Egyptian business 
envirunmenf' 

Sle-p-2: Developing research hypotheses 
H, -- "In Egypt, organizations either are not familiar with or would not apply Target Costing as an example of new management accounting 

techniques. 
H The orgatuzation! s external stakeholders will influence the application of target costing (as a new management accounting technique) 

within dic organization. 

V 
H,,: Cunent piking methods willhave an effect an the application of target costing (as a new management accounting technique) within 

the organization 

Step 3: The theoretical fiamework Old histititfional Economics/New Institutional Sociology. To 

recoginze the pressures (internal and external) controlling the application of target costing 

-as an example of the latest management accounting techniques, in EgypL 

SIM 4: Determine the research method. 
Based on semi-stnicaued intervicws and questionnaires addressed to different 
managerial levels within the organizations. 

Step 5: Observing features, institutional factors, and management accounting themes widely 
accepted in Egypt through discussions with professionals, and interviews with key 
personnel in many manufacturnig organizations. 

Format adapted from: Mohamed 2004 

9.1 The population 
Population refers to the entire group of people, events or things of interest that the researcher 

wishes to investigate. Sekaran (2003) 
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New Burg El Arab City is one of the new cities whose establishment is mandated in the 

national plan of the Arab Republic of Egypt for the establishment of new urban communities, 

with the aim of absorbing the current and future rise in population in the city of Alexandria and 

of putting an end to the use of agricultural land for building. The city is surrounded on all sides 

by a green belt with a surface area of 18,000 feddans'O. As a residential-industrial city with a 

full range of utilities and services, New Burg El Arab is regarded as a major urban centre. The 

president performed the formal inauguration of the city in November 1988.11 

The city has a total surface area of 200 square kilometres, of which the built area occupies 102 

square kilometres. It is comprised of 10 residential districts and five industrial districts, each 

residential district containing eight to nine neighbourhoods. The central hub of the city, in 

2 
which the main services are concentrated, is situated in the middle' . 

Residential Area: Equipment of the First Residential District with utilities is complete, as is 

the first stage of the Third Residential District. Equipment of the Second Residential District, 

the rest of the Third, and the Fourth Residential District are underway. The construction of 560 

middle-income housing units in the Third Residential District is underway. 8,241 model 

housing units (above-average, low-cost, and economic) have been completed and most have 

been handed over to their owners. The units' hand-over proceeds according to phases and a 

defined timetable. Spending on housing projects to date amounted to some 164 million 

Egyptian Pounds. 

10 An area of land slightly larger than an acre 
11 httv: J/www. aI i! ov. ee/bor2. htnd 
12 http: //www. alextp. 90v-eg/bOrgPlane-htnil 
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Industri The industrial zone of the city has been located to its east and south so that it 

will have no environmental impact on the city. The zone consists of 22 square kilometers 

currently distributed among four districts. Two further districts (extensions of the Fourth and 

Fifth industrial districts) are planned in addition to areas set aside for workshops and small 

industries. There is also an Industrial Zone Services Centre, which includes a training centre. 

Factories in production provide job opportunities for approximately 2 1,000 workers 

Public services :, New urban communities authority invested 86 million Egyptian pounds in 

establishment of 48 service buildings in addition to 27 nongovernmental service buildings The 

most popular projects at Borg el Arab are Mubarak academy for scientific research, I&banon 

University, Borg el Arab air port and The free zone. The Service activities occupy 13,400 

13 feddans in several fields like education, health, religion and culture . 

Table 7.2: shows in more detail the public services at Borg el Arab 14 

Education I education district administration 
7 kindergartens 
2 basic schools 
I experimental school (languages) 
I general secondary school 
I vocational training center 
2 Azhar elementary, preparatory, and secondary schools and institutes 
I Mubarak City for Scientific Research 

Religion: 4 mosques and a religious endowments administration 
Security and Police I district police station 

I utilities police 
I State Security Investigations department 
2 main fire stations 
I conscription office 
I Border Guards office 
6 fire trucks 
15,000 cubic meter civil defence water reservoir 

Health I health district administration 
I 150-bed general hospital 

13 (http: //www. urban-commgov. ea/borp. service. asp 

14 SoUrCe: (bttp: Y/www. alextp. gov. egtborgpub. htnil) 
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I medical centre belonging to the NEnistry of Health 
7 private pharmacies 
I full-service health insurance clinic 
I private medical centre 
I private medical analysis labouratory 
I public hospital under construction (New Burg El Arab City Hospital) 
I X-ray centre 
The equipment of a teaching hospital belonging to the University of Alexandria furni 
with analysis labouratories and X-ray departments, etc. is underway. 

Culture I integrated cultural centre with cinema 
I model sports-social-cultural youth centre 

Provisioning I rationing office 
3 automated bakeries 
I Buta-gaz depot 
I consumers' cooperative 
10 butchers* shops 
I main commercial centre (under construction) 
6 meat, fish, and poultry outlets 
I neighbourbood. markets 
20 vegetable and fruit shops 
I market for itinerant hawkers 
851 shops in all fields have been constructed 

Communications 30,000-line telephone exchange 
Goods and passenger services 
I bus sub-station 
Collective taxi stations 

Nfinistry of Justice I public notary and registration office 
I survey office 

Social Affairs I social affairs office 
I insurance and pensions office 

Bank II banks providing a full range of banking services 
Miscellaneous: I commercial registry 

I industrial and trades safety office 
I youth hostel 
3 insurance company offices 
2 small-scale industries complexes (I under construction) 
I administrative building in the First District belonging to the city government 
I semi-automated butchery under construction 
Numerous general service offices 
Traffic unit 
Cemetery area 

New Burg El Arab is regarded as a major industrial city in Egypt. Industrial activities occupy 

5,500 acres. There are 444 factories with invested capital 3.2 Billion Egyptian pounds 

providing approximately 32,900 job opportunities, in addition to 154 factories under 

construction with invested capital of 0.34 billion Egyptian pounds providing approximately 
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6,100 job opportunities. These factories operate in several fields of industry. The following 

table includes the number of companies in the most popular activities15 

Industrial activity Number of companies 
Agriculture activities 5 
Chemical industries 79 
Consultancy and services 2 
Contracting and realty 9 
Engineering equipment 34 
Food and bevera( g r , es 59 
Wood and furniture 19 
Investment and insurance 2 
Metallurgical industries 32 
Mining and building materials II 
Paper and publishing 25 
Pharmaceutical industries 3 
Textiles and garments 44 
Trade and distribution 30 
Transport and communication network I 

Table 7.3: companies / industrial activities. Source: Dalil Al Ahram 2004 

The City Development Agency advertises the sale of land for industrial and residential 

projects. Investors wishing to reserve plots of land for industrial projects present a request to 

the Agency's Realty Affairs Administration. The successful investor is granted a period of 

three years to complete the set up of the project for the agreed purpose. Failing to do so, the 

allocation is cancelled. Investors enjoy all custom and tax exemptions permitted under Iaw 

91/1983 relating to customs exemptions. Owners of industrial projects enjoy priority in 

reserving housing units and in reserving plots allocated for housing in the city 16. 

15 (http: //www. urban-comnLgov. eg/borg-econo. asp) 
16 http--Hwww. ale gov. egjborginv. htinl 
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9.2 Samwing 
According to Sekaran (2003), a sample is a subset of the population. It comprises some 

members selected from it. By studying the sample, the researcher should be able to draw 

conclusions that would be generalizable to the population of interest. 

The reasons for using a sample, rather than collecting data from the entire population, are self- 

evident. In research investigations involving several hundreds and even thousands of elements, 

it would be practically impossible to collect data from, test, or examine every element. Even if 

it were possible, it would be prohibitive in terms of time, cost, and other human resources. 

Study of a sample rather than the entire population is also sometimes likely to produce more 

reliable results. 

9.2.1 Sampling techniques 
Two major types of sampling designs exist according to (Cooper and Schindler, 1998, Sekaran, 

2003), probabilRy and non-probabilRy sampling. In probability sampling, the elements in the 

population have some known chance or probability of being selected as sample subjects. In 

non-probability sampling, the elements do not have a known or predetermined chance of being 

selected as subjects. ProbabilitY sampling designs are used when the representativeness of the 

sample is of importance in the interests of wider generalizability. When time or other factors, 

rather than generalizability, become critical, non-probability sampling is generally used. 

Probability sampling: 
Simple random sampling: in this type every element in the population has a known and equal 

chance of being selected as a subject. This sampling design has the least bias and offers the 

most generalizability. However, this sampling process could become weighty and expensive; in 

addition an entirely updated listing of the population may not always be available. 
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COMPk2ýýýýýý as an alternative to the simple random sampling design, several 

complex probability sampling (restricted probability) designs can be used. These probability 

sampling procedures offer a viable, and sometimes more efficient alternative to the unrestricted 

design. Efficiency is improved in that more information can be obtained for a given sample 

size using some of the complex probability sampling procedures than the simple random 

sampling design. The five most common complex r; - probability sampling designs are: Systematic 

sampling, Stratified random sampling, Cluster sampling, Area sampling, and Double sampling. 

The systematic samPling, design involves drawing every nth element in the population starting 

with a randomly chosen element between I and n. 

While sampling helps to estimate population parameters, there may be identifiable subgroups 

of elements within the population that may be expected to have different parameters on a 

variable of interest to the researcher. Stratified random sampling, as its name implies, involves 

a process of stratification of segregation, followed by random selection of subjects from each 

stratum. The population is first divided into mutually exclusive groups that are relevant, 

appropriate and meaningful in the context of the research. Then, a simple random sample is 

selected from each stratum. 

Group or chunks of elements that, ideally, would have heterogeneity among the members 

within each group are chosen for study in cluster sampling. This is in contrast to choosing 

some elements from the population as in simple random sampling, or stratifying and then 

choosing members from the strata as in stratified random sampling, or choosing every e 

element in the population as in systematic sampling. When several groups with intra group 

heterogeneity and intergroup homogeneity are found, then a random sampling of the clusters or 
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groups can ideally be administered, and information would be gathered from each of the 

members in the randomly chosen clusters. 

The unit costs of cluster sampling are much lower than those of other probability sampling 

designs of simple or stratified random sampling or systematic sampling. However, cluster 

sampling exposes itself to greater biases and is the least generalizable of all probability 

sampling designs because the conditions of intra-cluster heterogeneity and inter-cluster 

homogeneity are often not met. 

The area sampling design constitutes geographical clusters. That is, when the research pertains 

to populations within identifiable geographical areas (such as countries, cities, blocks, or 

particular boundaries within a locality). Thus, area sampling is a form of cluster sampling 

within an area. 

Area sampling is less expensive than most other probability sampling designs, and it is not 

dependent on a population frame. A city map showing the blocks of the city would be adequate 

information to allow a researcher to take a sample of the blocks and obtain data from the 

residents therein. 

A sampling design where initially a sample is used in a study to collect some preliminary 

information of interest, and later a sub-sample of this primary sample is used to examine the 

matter in more details, is called double sampling. 

9.2.1.2 Non-probability sampling 
According to Sekaran (2003), there exists two main types of non-probability sampling, namely, 

Convenience sampling and Putposive sampling. Convenience sampling refers to the collection 

of information from members of the population who are conveniently available to provide it. 
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Purposive/Judgment sampling involves the choice of subjects who are most advantageously 

placed or in the best position to provide the information required. It is the only viable sampling 

method for obtaining the type of information that is required from very specific pockets of 

people who alone possess the needed facts and can give the information sought. 

10 Research method / Strategy 
(Soliman, 2003, Yin, 1994) said that the "Research strategy should be chosen as a function cf 

the research situation. Although each strategy has its own characteristics, there exists 

overlapping areas that bring complexity to the process cf strategy selection. In order to avoid 

gross mi6fits between the desired outcome and the chosen strategy, the type cf question posed, 

control over actual behavioural elements; and the degree cf focus on historical or 

contemporary events, are the conditions that shouldprovide the groundsfor strategy choice. " 

Table 7A illustrates the association between the research strategies that are most common and 

the three conditions mentioned above. 

Strategy Form of research question 
Requires control 
behavioural events 

Focus on contempc 
events 

&periment How, Why Yes Yes 

Survey Who, What, Where, How rr 
How much 

No Yes 

Archival analysis How, Why No Yes / No 

History How, Why No No 

Case study How, Why No Yes 

Adapted from: Yin (1994) 

According to (Amaratunga et al., 2002), the researcher using quantitative methods looks for 

causal assertion, prediction, and generalization of findings. (Soliman, 2003) mentioned that 
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"quantitative research uses methods adopted ftom the physical sciences that are designed to 

ensure o1jectivity, generalizabiliiy, and most importantly, reliabiliiy ". 

(Weerd-Nederhof, 2001) stated that quantitative techniques cover the unbiased and random 

choice of participants from among the population under study, the standard questionnaire they 

receive, and, the statistical methods used to investigate the hypotheses involving the 

relationship between variables being tested. Weerd-Nederhoh goes on to state that in 

quantitative research, the researcher is considered external to the actual research and results are 

believed to be replicable no matter who conducts the research. (Hyde, 2000) said that the 

strengths of the quantitative concept are apparent as its methods yield quantifiable and reliable 

data that is usually generalizable to larger populations. Another advantage of questionnaires (as 

a quantitative method) is that a greater number of questions can be distributed to a larger 

number of respondents. This vastness in range can not be achieved economicaUy and 

practicaUy by an alternate method. Moreover, questionnaires allow respondents enough time to 
. E- 

answer the questions. Lastly, (Selltiz et al., 1965) argued that the questionnaire is useful for a 

researcher who seeks information about what he/she knows, believes, and/or expects. 

Based on the different arguments mentioned above, this research used a questionnaire in order 

to guarantee the researcher's unbiased administration, the ability to test the relationship 

between variables, and the ability to generalise the findings to different industrial zones in 

Egypt. 

From a different point of view, (Lofland and Lofland, 1984) referred to qualitative research as 

"The data collection techniques cf participant observation andlor intensive interviewing and 

data analysis techniques that are non-quantitative. " In the most basic sense qualitative 
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research is about observing events in their natural setting and reporting them in a systematic 

way. 

According to (Atkinson and Shaffir, 1998), "Qualitative research, rooted in phenomenological 

principles, is most naturally situated within the theoretical framework cf symbolic interaction, 

which is associated with phenomenology's pfinciples"'. A basic position of this orientation is 

that social meanings, which guide human behaviour, do not inhere in activities, but are 

conferred on social events by interacting individuals who interpret what is happening -from the 

social context in which these events occur. According to (Blumer, 1969), symbolic interaction 

rests upon three major premises: 

1. People act toward things based on their perception of these things; 

2. The meanings/perceptions are social products that are derived from, and arise out of, social 

interaction; and 

3. Social actors attach meanings to situations, to others, and to themselves through a process of 

interpretation. 

A combined quantitative/qualitative research method is the base upon which the research was 

built. The main objective of the research is to illustrate the main institutional factors that could 

either promote or hinder the application of modern management accounting 

techniques/methods in the Egyptian business environment. 

10,1 Multiple methods1strategies 
There have been an increasing number of scholars advocating the use of multiple methods, 

theories, and philosophical approaches to social research, Gioia & Pitre (1990), Mingers & 

Brocklesby (1997), Tashakkori & Teddtie (1998), and Youssef (2007). They claim that a single 
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research perspective restricts, deforms, or even makes it difficult to see the relationship 

between information systems, people, organizations, and societies. 

According to Tantawi (2008), "mLwd methods investigations involve integrating quantitative 

and qualitative data collection and analysis in a single study or program cf inquiry. This form 

cf research is more than simply collecting both quantitative and qualitative data; it indicates 

that data will be integrated, related, or mixed at some stage cf the research process. The 

underlying logic cf mL-ring is that neither quantitative nor qualitative methods are si4jficient in 

themselves to capture the trends and details cf the situation. When used in combination, both 

quantitative and qualitative data yield a more complete analysis, and complement each othet" 

Hammersley (1996), as referenced in Tantawi (2008), offered three approaches to the 'multi- 

strategy' (using more than one method) research. Triangulation is the use of quantitative 

research to support qualitative research results and vice versa. In the literature on social science 

'theoretical triangulation' is a term that describes the use of multiple paradigms in the study of 

the same phenomena (Jick, 1979, CampbeR and Fiske, 1959). FaciWtion, when one research 

strategy is used to assist other research using the other research strategy. Compkmentarity, is 

applied when the two research strategies are employed with the goal to 'fit together' different 

aspects of an enquiry. 

Stringfield & Teddlie (1990); Greene & Caracelli (1997); MilUen (2001); Bryman (2004); 

and Tantawi (2008), stressed that the mixture of different types of measures can strengthen a 

study and produce better value. The qualitative research does extremely well in illustrating the 

"tale', explaining complex social phenomena, and assisting researchers develop themes or 

constructs using participants' points of view. Based on the quantitative approach, researchers 

will have better capabilities in dealing with larger quantities of data, and in reaching 
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generalizations of the results. Furthermore, Jick (1970) argued that there were limitations 

associated with all methods of enquiry, and therefore, the use of multiple methods can offset 

the effect of these limitations. 

Multi-theoretical perspectives to research permit a wider and richer understanding of 

organizational phenomena than a singular theoretical perspective. This claim, by many 

researchers, advocates the use of multiple theories or theoretical triangulation to take advantage 

of their complementariness and build a more holistic analysis. 

Furthermore, the complexity of accounting practices cannot be fully explained by one single 

theory. (Feyerabend, 1990, Feyerabend, 1978, Lakatos, 1976) suggested that there is some 

virtue in each individual theory and therefore no theories can have a monopoly on explanation. 

Collectively, they add to an understanding that accounting is indeed a paradoxical phenomenon 

(Morgan, 1988, Ardill, 20W). It can be safely argued that the use of theoretical triangulation 

means that the weaknesses in each single theory will be complemented by the counter- 

balancing strengths of another. 

(Atkinson et al., 1997) (p. 89) said that "An important observation that emerged from our 

deliberations is the value cf using multiple research methods to address the same research 

question. This is good news (especially for doctoral students) because one need not go far to 

find inspiration forfuture research. Accounting research questions pursued using one research 

method can and should provide stimulus for research using another method For instance, a 

controlled eAperiment can be used to distinguish between competing economics based and 

psychology-based explanations for observed behaviour. In addition, cross-disciplinary 

research prcjects can e. %pand the knowledge base in management accounting. For example, 

the psychology cf group decision making may be applicable to research inquiries in areas such 
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as target costing. Thus, opportunities to expand our understanding cf management accounting 

phenomena are created when researchers use the synergy that exists among research methods 

and across disciplines to study complementary issues". 

In light of the previous arguments, to complement the findings of the questionnaire, and to add 

more depth to the research, semi structured interviews, as a qualitative method, were 

conducted. This way, the researcher ensured that any 'unexpressed' answers, feelings, or 

opinions in the questionnaire were covered, and that any ambiguity was clarified. 

The duality in the research method is justified because of the need to evade the shortcomings 

and/or defects embedded in exclusively using surveys or using interviews. 

The views of different managerial levels in many organizations were gathered. These views 

mainly were collected through semi-structured interviews followed by questionnaires directed 

to these levels. 

10.2 Reasons for choosing questionnaires and interviews 
One of the advantages of questionnaires (as a quantitative method) is that a greater number of 

questions can be distributed to a larger number of respondents. This vastness in range can not 

be achieved economically and practically by an alternate method. Moreover, questionnaires 

allow respondents enough time to answer the questions. Lastly, (Selltiz et al., 1965) argued that 

the questionnaire is useful for a researcher who seeks information about what he/she knows, 

believes, and/or expects. 
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11 Questionnaire design 
As is the case with research related to human behaviour, and the factors affecting it, there is no 

one universal scale that can be used to measure what institutional factors could affect the use or 

refusal to use a certain management accounting technique. 

The survey used evolved from previous surveys investigating management accounting change, 

newer management accounting applications, target costing, readings in professional literature 

along with informal inter-views with professionals. 

The questionnaire was designed to collect data about the following major themes derived from 

the literature about target costing, institutional economics, and new institutional sociology. 

The environment surrounding organizations, state of competition, teamwork and internal 

coordination, management accounting techniques/methods (what are they, perception of 

usefulness, application, factors influencing application), drivers of management accounting 

change, How management accountants are regarded, coordination with other parts of the value 

f-I'l . ain, and values, habits and routines. 

The first section of the questionnaire was designed to coUect demographic data about the 

respondents. The aim of that part is to construct a picture or a profile about the respondents. 

The second section is concerned about the business as a whole Le. industry group, production 

methods. 

The final -and major- part of the survey, attempts to measure the main constructs under 

investigation. 

The research method was based on the f6flowing steps: 

a- Pre-administered questionnaires 

Questionnaires previously administered were inspected keeping in mind the environment and 

the settings theY were administered within. 
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Many researchers that investigated target costing -under different contexts- were contacted and 

asked to provide the researcher with the questionnaires they used in their studies. These 

surveys were then combined and thoroughly inspected to define the parts relevant to the issue 

at hand. Using pre administered questionnaires (as a basis for the survey used) provided some 

confidence in their reliability and validity (keeping in mind that reliability and validity of the 

new survey had to be measured). 

b- Focus groups 

As discussed in a previous part of this chapter, focus groups were held in preparation to come 

up with the final version of the questionnaire. The outcome of these groups was very beneficial 

in determining the suitable length of the questionnaire. 

Once the questionnaire was almost ready, it was translated to Arabic. This was done by the 

researcher. The Arabic version was then re-translated to English by two professional language 

experts in order to ascertain that the two versions (Arabic & English) were leading the same 

way, and that there were no language differences leading to flaws in how respondents will 

understand the survey. A note worth making here is that the experts being English experts 

needed the researcher's aid in translating terminology such as activity based costing, target 

costing, and just in time. That was the only intervention the researcher had with the re- 

translation process. 

]Following this step, both versions of the questionnaire were piloted. The goal of this Process 

was to have a feel for length, wording, and clarity. Colleagues and business acquaintances 

generously took the time to fill the questionnaire and critically evaluate it. Finally, slightly 

adjusted, the final version of the questionnaire was developed and distributed to the sample 

members. 
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A critical characteristic must be mentioned at this point to clarify the questionnaire distribution 

process that the researcher f6flowed. 

The mechanics of the Egyptian environment -business environment especially- are different 

than its counterpart in western societies. Personal relations, next of kinship, and informal 

connections play a great role in how things get accomplished in the Egyptian environment. 

The researcher used his wide base of professional acquaintances in private/public businesses 

and banks, previous students, in addition to his coHeagues at his academic institution. Each 

member of these diverse groups was handed a group of questionnaires that he/she was 

responsible of getting back to the researcher. Also, the questionnaire was sent via electronic 

mail -which is currently acquiring wide acceptance as a method of communication within the 

business world in Egypt- to several contacts that in turn forwarded it -be it the Arabic or the 

English version- to prospective respondents. After receiving the responses, contacts then 

returned the filled questionnaire booklets to the researcher. 

Another issue concerns questions 15 and 16 of the survey. After the pilot part was 

administered, most respondents expressed their concem that there was a duplicate question. 

They specificaRy pointed out, that questions 15 and 16 were the same. Question 15 addressed 

the business unit, while question 16 addressed the corporation or the organization. That was 

intended to measure two different levels of cultural influence on several issues. While 

distributing the main survey, the researcher made sure that his contacts explained the 

difference between these questions, and that there was no duplication. Furthermore, in the 

email text body, for electronic respondents, the researcher emphasized this issue. The response 

to the main study showed a higher understanding of the questions, and a lower percentage of 

omission. 
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)Mhich questions address wy q_t__K_Khjgý Several factors/issues were identified as critical or important both in the literature and the 

theoretical parts of the research. 

In this section, the researcher will briefly illustrate these issues and point out which parts of the 

questionnaire addressed which of these factors. 

Team work 

IAVS, previously mentioned in the literature review section, target costing will only work if efforts 

from the marketing, design, manufacturing, purchasing/suppliers, sales, and finance will work 

together to actlieve the targeted cost. 

The questions that addressed the issue of teamwork were 3 (a, b, c, d, h, i, j, k, 1, m, n), 15 (d, 

g), 16 (d, g), and 18 (a, b, c, e, f). 

Competition, customer service & market data gathering and analysis 

The current research in business suggests that competition levels are increasing. The current 

status of the business world, and the cut-throat rivah-y between competing organizations 

dictated that new market-sensitive methods be devised. Target costing is a technique dictating 

that an organization has to make certain the project/product is feasible, and the market 

penetration would be successful. 

Also, as the customer is the main focus of the method, and customer satisfaction and loyalty 

are the goals, several questions tested customer-related issues. 

The questions that addressed competition and customer issues were 5,6,7,11,13,17 (a, b, c, 

d, e, f, g, h, 1, j, k, 1), and 20. 
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Product development 

The faster the product development period (lead time), the faster the product introduction into 

the market will be, and the higher the market share (Goldratt, 1997, Goldratt, 1986, Porter, 

1980). 

This matter is obvious in the electronics and computing business. The rate of innovation and 

introduction of new products is becoming increasingly shorter, and customer demands are 

increasing. 

The questions that addressed product development are 2,8,9,13 (c, d, e, f), 15 (e), 16 (e), and 

17 (m). 

Coordination with value chain members (suppliers and distributors) 

As previously discussed in the teamwork section, and in the target costing section, it is 

imperative to have healthy communication channels between the organization and the other 

members of its value chain (Schmetze et al., 1996, Soliman, 2004, Swenson et al., 2003). 

The questions that addressed Value Chain coordination were 18 (d), and 19. 

Habits, routines & rules 

The Rules, habits, and routines governing organizations, play a deciding role in determining 

the acceptance and applicability of newer techniques or methods (Bums and Scapens, 2000, 

Hamilton, 1932, Jeppeson, 1991, Johansson, 2002, Scapens, 2006, Scott, 2001). 

The questions that addressed Institutions were 3 (e, f, g, o), 15 (a, b, c, f), 16 (a, b, c, f), and 17 

(n). 

Management accounting apphcations 

The methods used -within the organizations- to deal with management accounting issues were 

tested for statistical reasons. 
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These were addressed in questions 10, Egl-, 14, and 21. 

Demogaphics 

Many demographical questions were also asked for statistical reasons. The researcher hopped 

that the analysis of this data would lead to further research especially in the Egyptian business 

environment. 

12 Conclusion 
In this chapter, the researcher discussed the various stages this research went through. Research 

in general was discussed, and then the method used to arrive at the research constructs and 

hypotheses. 

The use of multi methodologies was introduced and justified. Following that, the construction 

of the research instrument was explained. 

At the end, limitations of the research were briefly mentioned. 

The next chapter is concerned with the statistical part of the research. It will discuss the 

statistical process that the research went through. 
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Chapter 8 

The Statistical Analysis 



1 Introduction 
The goal of this chapter is to illustrate the statistical steps followed in analYzing the data 

gathered during the empirical part of the research. 

This chapter starts by briefly explaining the sources of the variables/constructs used in 

the data collection phase of this research. It goes on to measure the reliability of the data 

collected in order to determine the stability and consistency of the measures. 

The researcher had to differentiate between two types of data -normal/not normal- in 

order to elect the suitable statistical tests to be applied. 

The statistical tests will, then, be administered, and results extracted- Each section will be 

followed by a brief summary illustrating the findings. 

2 Quantitative analysis (the questionnaire) 
Z1 Research constructs/factors 
As mentioned before in the methodology chapter, most of the studies that the researcher 

reviewed investigated target costing from an application/non application point of view. 

They measured the level of utilization of the technique with little regard -if any- to the 

institutional elements that could affect this application. They broke down target costing to 

its main components and determined to which extent each component was applied and 

how successful the application was. 

In order to assess the institutional factors that could affect the application of target 

costing -as a newer management accounting technique- in the Egyptian environment, the 

researcher conducted three separate focus groups within the period of one month. The 

goal of these groups was to come to a decision as to which factors were the most 

important ones. Each group consisted of ten professionals. The level within the respective 
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organizations ranged from first level, to senior management. Age ranged from 28 to 53 

years. 22 of the attendees were male and 8 were female. Sessions ranged from one hour 

to ninety minutes. 

The aim of the meeting was clearly explained in the beginning of the session and notes 

were taken by the researcher. Questions revolved around the main elements of target 

costing and management accounting techniques in general. These focus groups led to the 

conclusion that the variables mentioned in this section had the most influence on the 

application of management accounting rnethods/procedures/systems in the Egyptian T, 

environment. 

In addition to the focus groups' outcome, the researcher identified 

factors/variables/constructs -from the management accounting, management accounting 

change, and institutional economics literature- that could influence the application of 

Target Costing -as a newer management accounting technique- in the Egyptian 

environment (as an example of a developing economy). 

The combined results of both the focus groups and literature led to the following 

variables/factors/constructs: 

External stakeholders Current management accounting 

Management accounting tasks and perception of management accounting change 

Coordination & teamwork 

Training levels 

InformaWNrsonal factors 

Environmental surroundings 

The organizational culture 

External factors 

Personal skills 

The decision making processes 

Current pricing methods 

Non-usage of target costing (reasons). 
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Z2 The sample 
752 questionnaires were distributed to various manufacturing businesses in the city. The 

target respondents were owners, board members, management accountants, and managers 

of industrial/production companies. 

Respondents were given a choice between Arabic and Engtish versions of the 

questionnaire. Also, the first page contained the researcher's phone number in case they 

needed any clarifications in addition to the glossary attached at the end. 

The questionnaire was distributed both by hand and electronicafly as discussed in the 

previous chapter. Responses were coUected, and handed in to the researcher where they 

were inspected, and entered into SPSS. 

276 questionnaires [36.7%] were returned or collected, of which 160 [21.2%] were 

usable. 116 respondents did not fully complete the questionnaire. The returned 

questionnaires were entered in a log to keep track of the respondents. Reasons for non 

completion revolved mainly around lack of time. 

Control for non-response 

According to Cooper & Shindler (1998), non-response error occurs when the researcher 

can not locate the person whom he/she is supposed to study, or when he/she is not 

successful in encouraging the person to participate. In this research, unusable 

questionnaires were considered as if they were not reached, and therefore, were contacted 

again following the response log. 

Furthermore, to check and control for non-response bias, Non-respondents were 

approached again, and 77 more questionnaires were collected. During this process, 
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questions about the reason/s why questionnaires were not initially filled were asked. 

Reasons for non response varied between "no available time", I forgot", "did not see any 

benefit coming from filling the survey", and "was afraid that my answers might be 

reported to higher management" (even though respondents were guaranteed a very high 

level of confidentiality before the survey was distributed). 

This additional sample was analyzed independently, in order to see if results were 

similar/comparable with the initial sample's results. When the additional sample was 

tested, overall results of the Cronbach Alpha test showed a . 700 level of reliability. 

To guarantee the independence of observations, whenever more than one resPOndent was 

apPrOached to fifl the questionnaire in the same organization, the research team made 

sure that the questionnaires were filled independently. It is observed that not more than 

three respondents filled the survey in any one organization. 

2.2.1 Reliability Analysis 
(Babbie and Halley, 1995) referred to reliability as the ability to trust the answers that 

people give us - even when their misstatements are honest. 

(Sekaran, 2003) defined the reliability of a measure as "an indicator of the extent to 

which it is without bias (error free) and hence ensures consistent measurement across 

time and across the various items in the instrument". In other words, the reliability of a 

measure is an indication of the stability and consistency with which the instrument 

measures the concept and helps to assess "the goodness" of a measure. 

According to Schindler (1998), "Reliability refers to the property of a measurement 

instrument that causes it to give similar results for similar inputs. For example, consider 

the produce scales at grocery stores. At a given store, each of these scales was probably 
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manufactured at the same factory. You would hope that the factory is reliable - that every 

scale produced at that factory would register the same weight (within a small margin of 

error) for the same head of lettuce. 

It is important to note that reliability is not just a property of an individual produce scale. 

When buying groceries, you would expect the particular scale you use to be reliable and 

to record approximately the same weight when the same item is weighed a second time. 

However, the reliability of that particular scale is only of immediate importance to the 

customers using it, while the grocery store is concerned about all of the scales in the 

store, and the manufacturer is concerned about every scale produced at the factory. The 

deeper issue here is the reliability of the underlying process of scale manufacturing. If 

that process is reliable, then the manufacturer can be confident that the product is reliable. 

(Of course, chance error in the manufacturing process will cause a few individual scales 

to malfunction)". 

There is a wide range of reliability tests offered by SPSS. Of these we mention Alpha, 

Split-Half, Guttman, Parallel, and Strict Parallel. The researcher chose to use Alpha as a 

widely employed test of reliability in social sciences. Cronbach's Alpha is a reliability 

coefficient that indicates how well the iterns in a set are positively correlated to one 

another. Cronbach's Alpha is computed in terms of the average inter-correlations among 

the items measuring the concept. The closer Cronbach's Alpha is to (1), the higher the 

reliability of the instrument. Generaffy, reliability values of .6 and higher are considered 

acceptable (Sekaran, 2003). 

When the questionnaire was tested, overall results of the Cronbach's Alpha showed a 

. 783 level of reliability- Individual constructs' reliability is illustrated in table (8.1) 
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Variable Questions ReliabLlity 

Not familiar with and/or would 197 
not apply new Target Costing 

External stakeholders 

Current Management Accounting 
techniques 
Management Accounting tasks 
change 
Coordination & Teamwork 

External factors 
Training 

12,130-135,137,138,139,140,141,142, 
144 
21,22,24-29,31-51,53,54 

55- 85,145,150,178,188,190 

5-1,136,146,157,158,161,163,174,176, 
187 
8-11,13-20,117-129,153-155,181-184 
30,176 

Personal skills 
Infornial personal factors 

Table 8.1: Individual constructs' reliability 

One questiom Not 
feasible to calculate 
reliability. 

. 701 

. 524 

. 759 

. 664 

. 
613 
Very few question-s, 
not feasible to 
calculate reliability. 

. 620 

. 636 

As shown in the table, individual reliabilities are all above . 60 except current 

management accounting techniques (. 524). 

2.2.2 Sample demographics 
Demographic facts about the sample are presented in this section. 

Respondents' age: Ages varied from 25 to 60 years old. As shown in table (8.2), 51.5% 

of respondents were between the ages of 36 - 45. The average age for a college graduate 

in Egypt is 22 years and the retirement age is 60 years. 
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Respondent Age 

Frequency Percent Valid Percent 
Cumulative 

Percent 
Valid Less than 25 17 7.2 7.2 7.2 

25-35 54 2-2.8 22.8 30.0 
36-45 122 51.5 51.5 81.4 
46-55 40 16.9 16.9 98.3 
56-60 4 1.7 1.7 100.0 
Total 237 100.0 100.0 

Respondents' gender: Table 8.3 shows that 86.1 % of respondents were males, and 13.9% 
were females. 

Respondent Gender 

Cumulative 
Frequency Percent Valid Percent Percent 

Valid Male 204 86.1 86.1 86.1 
Female 33 13.9 13.9 100.0 
Total 237 100.0 

Respondents' educational level: Table 8.4 shows that the majority of respondents 

(83.5%) have a bachelor degree. The second largest group have a master degree (9.7%). 

The researcher noted that an increasing number of professionals in Egypt tend to acquire 

higher degrees (i. e. MBA) -in order to differentiate themselves- as the requirements for 

job advancement are on a rise and competition to acquire higher positions is intensifying. 

Respondent Educational Level 

Frequency Percent Valid Percent 
Cumulative 

Percent 
Valid Technical Qualification 12 5.1 5.1 5.1 

B. Sc. Degree 198 83.5 83.5 88.6 
Master Degree 23 9.7 9.7 98.3 
Doctorate Degree 4 1.7 1.7 100.0 
Total 237 100.0 100.0 
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Formal type of organization: Table 8.5 shows that corporate companies dominated the 

sample 47.3%, and then came private organizations in second place with 36.7%. 

Multinationals, sole ownership, and previously public owned all have less than 10% each. 

Formal Type of Organization 

Frequency Percent Valid Percent 
Cumulative 

Percent 
Valid Private 87 36.7 36.7 36.7 

Multi-National 12 5.1 5.1 41.8 
Previously Public Owned 5 2.1 2.1 43.9 
Corporate 112 47.3 47.3 91.1 
Sole Ownership 21 8.9 8.9 100.0 
Total 237 100.0 1 100.0 

Respondents' positions: Table 8.6 shows that 68.8% of respondents were occupiers of 

middle management positions, while 31.2% occupied higher management positions. 

Respondent Posit! WLevel Within The Organization 

Cumulative 
Frequency Percent Valid Percent Percent 

Valid Middle Management 163 68.8 68.8 68.8 
Higher Management 74 31.2 31.2 100.0 
Total 237 100.0 

1 
100.0--1 

Years since hire: Table 8.7 shows that 47.7% of respondents spent 6-10 years with their 

respective organizations. 30.4% spent 11-15 years, and 17.3% spent 1-5 years with their 

organizations. 

Period with the organization 

Frequency Percent Valid Percent 
Cumulative 

Percent 
Valid Less than a year 4 1.7 1.7 1.7 

1-5 years 41 17.3 17.3 19.0 
6-10 years 113 47.7 47.7 66.7 
11-15 years 72 30.4 30.4 97.0 
16-20 years 3 1.3 1.3 98.3 
Over 20 years 4 1.7 1.7 100.0 
Total 237 100.0 100.0 
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Table 8.8 illustrates the different respondent percentages and their 

respective fields of production. Pharmaceutical, machinery, textile, food & catering, and 

furniture each were more than 10% of the sample. 

Industry Group for Prinuiry Product 

Frequency Percent Valid Percent 
Cumulative 

Percent 
Valid Transportation 

Equipment 3 1.3 1.3 1.3 

Electrical/EJectronics 16 6.8 6.8 8.0 
Precision Eqipment 11 4.6 4.6 12.7 
Aerospace & Defence 6 2.5 2.5 15.2 
Pharmaceuticals 29 12.2 12.2 27.4 
Wood & BLAIding 
Materials 18 7.6 7.6 35.0 

Machinery 33 13.9 13.9 48.9 
Textile 35 14.8 14.8 63.7 
Food & Catering 31 13.1 13.1 76.8 
Chemicals 16 6.8 6.8 83.5 
Steel 5 2.1 2.1 85.7 
Construction 2 .8 .8 86.5 
Oil / Rubber / Glass 6 2.5 2.5 89.0 
Pulp & Paper 1 .4 .4 89.5 
Furniture 24 10.1 10.1 99.6 
Other 1 .4 .4 100.0 
Total 237 100.0 1 100.0 

Z3 Normalfty Test 
The test for normality is required to come to a decision as to which statistical tests 

(parametric or non-parametric) are the most suitable to be performed. 

(Castillo and Cochran, 1985) asserted that to formally test the candidate distribution, a 

goodness of fit test must be performed. The widely used tests under these circumstances 

are the Chi-squared and the Kolmogorove-Smirnove (KS) tests. These tests are often not 

powerful for small to moderate sample size (n). On the other hand, if (n) is very large, 

these tests will always reject the null Hypothesis (H. ). Since K, is never exactly true, 

even a negligible small deviation from the hypothesized distribution will be detected for 
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large samples, and hence H. will be rejected while it is approximately true. Therefore, in 

this case it is preferable to use infonnal tests (graph) such as the P-P plot. 

According to (Ragheb, 2005), distribution fitting or goodness of fit can be conducted 

using the Chi-squared goodness of fit or the Kolmogorove-Smimove test (KS-test). These 

two tests can be used to test the hypothesis that a data has a certain distribution (Poisson, 

exponential, normal... etc ... ). Some other tests are available to test the normality of the 

data such as Lin-Mudholkar. He suggested some useful guidelines to assist the researcher 

in selecting the proper goodness of fit test as follows: (1) if the sample size is large (n > 

150) use the Chi-squared test; (II) If the sample size is less that 150, use KS-test; (111) 

When testing for nonnality, use the Lon-Mudholkar test, unless the distribution appears 

long tailed and Symmetrical, then use KS-test; (IV) If testing for Poisson, use Chi- 

squared test, unless the sample size is too small, then use the KS-test; (V) When using the 

Chi-squared test, attempt to achieve the largest number of classes possible while 

maintaining five observations per class and not exceeding forty classes; (VI) When 

applying the KS-test, if possible try for ungrouped data; (VII) If time permits it, utilize all 

tests and compare results. 

The P-P Plot test for normality is administered to differentiate between Normal and not 

normal constructs. This differentiation is -in turn- going to be used as a basis to decide 

the usage of Parametric/Non-Parametric tests of hypotheses. 

An example of normally distributed and not-normally distributed data is illustrated in the 

following two plots. (Figure 8.1) 
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The tighter the disPersion of data to the diagonal line the closer it is to a normal 

distribution (i. e. MA tasks and change). The more dispersed the plots, the more not- 

normal the data is (i. e. environmental surroundings). 
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The following table (8.9) shows the classification of constructs into normal and not- 

normal according to their respective P-P Plot diagrams. In performing normality tests, we 

investigate the following hypotheses: 

HO: Data is normaRy distributed. 

HI: Data is not normaUy distributed. 

Normal Not-Normal 

MA tasks & change - External stakeholders 

Coordination & teamwork - Current MA techniques 

External factors - Informal / personal factors 

Training - Decision making 

Personal skills - Environmental surroundings 

Organizational factors - Pricing methods 

To further confinn and support the results of the P-P plot test, the Kotmogorov-Nmimov 

(K-S) test of normality is administered 

The results of the K-S test confirmed that constructs M. A. tasks & change, and personal 

skills, as an example, are normally distributed with significance levels . 541, and . 079 

respectively. 
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Z4 Hypothesis testing 
2.4.1 Hypothesis testing for normal factors 

A one sample T-test is administered to measure whether the mean of a single variable 

differs from a specified constant. The t-Value is then compared to a value extracted from 

a statistics table (tabulated value) at the specified level of confidence (95%). 

In our case, the tabulated value corresponding to the sample size larger than 150 (n--237), 

at the level of confidence (95 %) is equal to [- 1.6451 for the left-tailed test. 

The following table (8.10) illustrates the calculated t-value of the normal constructs. 

Construct T. Value 
MA tasks & change 5.895 
Coordination & tearnwork -3.491 
External factors -11.093 
Training -42.217 
Personal skills 9.299 
Organizational culture -11.070 

Sig. level 
0.000 
0.001 
0.000 
0.000 
0.000 
0.000 

By comparing the tabulated value -1.645 to the t-value pertaining to each construct, we 

can decide whether to reject/not reject the research hypothesis under evaluation. 

1. 
INU 

tasks and perception of change: 

Ho: Management accounting tasks and perception of management accounting change do 

not have an effect on the application of target costing (as a new management accounting 

technique) within the organization- 

Hi: Management accounting tasks and perception of management accounting change 

IL - nave an tjfect on the application of target costing (as a new management accounting 

technique) within the organization. 
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Construct t-value Sig, 
MA tasks & change 5.895 0.00 

By comparing the t-value to the tabulated value, we find 5.895 > -1.645; therefore, we do 

not reject Ho. In other words, we can state that management accounting tasks and 

perception of management accounting change do not have an tjfiect on the application of 

target costing within the organization with a 95% confidence level. 

H. Coordination & teamwork: 

Ho: Coordination & teamwork do not irifluence the appfication of target costing (as a new 

management accounting technique) within the organization. 

HI: Coordination & teamwork do irfluence the application of target costing (as a new 

management accounting technique) within the organization. 

Construct t-value sig- 
Coordination & teamwork -3.491 0.001 

By comparing the t-value to the tabulated value, we find -3.491 < -1.645; therefore, we 

reject IH6 In other words, we can state that coordination & teamwork do irifluence the 

application of target costing within the organization at a 95% level of confidence. 

IR. External factors: 

Ho: External factors surrounding the organization do not iijfect the application of target 

costing (as a new management accounting technique wi organization. 

HI: External factors surrounding the organization do c4jfect the application of target 

costing (as a new management accounting technique) within the organization. 

233 



Construct t-value Si 
--Z-- External factors -11.093 0.00 

By comparing the t-value to the tabulated value, we find - 11.093 <-1.645; therefore, we 

reject Ho. In other words, we can state that external factors surrounding the organization 

do ejfect the application of target costing within the organization at a 95% level of 

confidence. 

IV. Level of training: 

Ho: Training levels do not irfluence the application of target costing (as a new 

management accounting technique) within the organization. 

HI: Training levels do irfluence the application of target costing (as a new management 

accounting technique) within the organization. 

Construct t-value sig- 
Training 42.217 0.00 

By comparing the t-value to the tabulated value, we find -42.217 < -1.645; therefore, we 

reject Fý. In other words, we can state that the level of training does irfluence the 

application of target costing (as a new management accounting technique) within the 

organization at a 95% level of confidence. 

V. Personal skills: 

Fý: Personal skills are not important in determining the success of the application of 

target costing (as a new management accounting technique) within the organization. 
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HI: Personal skills are important in determining the success of the application of target 

costing (as a new management accounting technique) within the organization. 

Construct t-value Sim-- 
Personal skills 9.299 0.00 

By comparing the t-value to the tabulated value, we find 9.299 > -1.645; therefore, we do 

not reject Ho. In other words, we can state that Personal skills are not important in 

deterniining the success of the application of target costing within the organization at a 

95% level of confidence. 

VI. Organizational culture: 

HO: The organizational culture does not irifluence the application of target costing (as a 

new management accounting technique) within the organization. 

HI: The organizational culture does influence the application of target costing (as a new 

management accounting technique) within the organization. 

Construct t-value sig, 
Organizational culture -11.070 0.00 

By comparing the t-value to the tabulated value, we find -11.070 < -1.645; therefore, we 

reject HO. In other words, we can state that the organizational culture does influence the 

apPlication of target costing (as a new management accounting technique) within the 

organization at a 95% level of confidence. 
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To summayize: 

Construct 
MA tasks and perception of change 
Coordination & teamwork 
External factors 
Level of training 
Personal skills 

Organizational culture 

Decision 
Do not affect the application of Target Costing 
Do affect the application of Target Costing 
Do affect the application of Target Costing 
Does affect the application of Target Costing 
Are not important in determining the success of the 
application of Target Costing 
Does influence the application of Target Costing 

2.4.2 Hypothesis testing for non-normal factors 
In the case of factors that are not normal, the Sign test -as a non-parametric test- is 

administered. Unfortunately, this test is not available in SPSS, therefore, the following 

equation is used to obtain the Z value for each construct. (Lind et al., 2001) 

0.5)- 0.5n 
0.5-ý-n 

Where: 

test-statistic. 

n= number of observations (sample size). 

x= number of (+) or (-) signs. 

If the number of (+) signs > 11/2 [237/21, then the equation used is: 

(x -0.5)-0.5n 
0.5-ý-n 

Otherwise (number of (+) signs < n/2) then the equation applied would be: 

(x 0.5)- 0.5n 

0.5-ýn 
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By comparing the corresponding Z values to the tabulated t-value used in the previous 

test, the researcher is able to decide whether to reject/not reject the research hypotheses. 

Construct 
External Stakeholders 
Current MA techniques 
Informal / personal factors 
Decision making 
Environmental surroundings 
Pricing methods 

Z value Tabulated value 
13.90 
13.50 
14-02 

-1.645 12-07 
5.06 
3.24 

1. External Stakeholders 

HO: The organization's external stakeholders do not irifluence the application of target 

costing within the organization. 

Hi: The organization's external stakeholders do irfluence the application of target 

costing (as a new management accounting technique) within the organization. 

Construct Z value 
Exiemal stakeholders 13.90 

By comparing the Z value to the tabulated value, we find 13.90 > -1.645; therefore, we do 

not reject Ho. In other words, we can state that the organization's external stakeholders do 

not influence the application of target costing within the organization at a 95% level of 

confidence. 

IL Current MA techniques 

HO: The current management accounting techniques do not rjfect the application of target 

costing (as a new management accounting technique) within the organization. 
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HI: The current management accounting techniques do cijfect the application of target 

costing (as a new management accounting technique) within the organization. 

Construct Z value 
Current MA techniques 13.50 

By comparing the Z value to the tabulated value, we find 13.50 > -1.645; therefore, we do 

not reject HO. In other words, we can state that the current management accounting 

techniques do not cjfect the application of target costing (as a new management 

accounting technique) within the organization at a 95% level of confidence. 

III. Informal / personal factors 

HO: Informal/Personal Factors are not important in determining the success of the 

ap lication of target costing (as a new management accounting technique) within the lp 

organization. 

Hi: Infomal/Personal Factors are important in detennining the success of the application 

of target costing (as a new management accounting technique) within the organization. 

Construct Z value 
Informal / personal factors 14.02 

By comparing the Z value to the tabulated value, we find 14.02 > -1.645; therefore, we do 

not reject Ho. In other words, we can state that the hdonnal/Personal Factors are not 

important in determining the success of the application of target costing (as a new 

management accounting technique) within the organization at a 95% level of confidence. 
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IV. Decision making 

Ho: The decision making processes do not r4jfect the application of target costing (as a 

new management accounting technique) within the organization. 

HI: The decision making processes do (, jfect the application of target costing (as a new 

management accounting technique) within the organization. 

Construct Z value 
Decision making 12.07 

By comparing the Z value to the tabulated value, we find 12.07 > -1-645; therefore, we do 

not reject Ho. In other words, we can state that the decision making processes do not 

ofect the application of target costing (as a new management accounting technique) 

within the organization at a 95% level of confidence. 

V. Envirommental surroundings 

11o: Envirorumental surroundings do not have an tjject on the application of target 

costing (as a new management accounting technique) within the organization. 

HI: Envirommental surroundings have an tjfect on the application of target costing (as a 

new management accounting technique) within the organization 

Construct Z value 
Environmental surroundings 5.06 

By comparing the Z value to the tabulated value, we find 5.06 > -1.645; therefore, we do 

not reject Ho. In other words, we can state that the environmental surroundings do not 
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have an iffect on the application of target costing (as a new management accounting 

technique) within the organization at a 95% level of confidence. 

VI. Pricing methods 

Ho: Current pricing methods does not have an tjfect on the apptication of target costing 

(as a new management accounting technique) within the organization. 

HI: Current pricing methods have an tjfect on the application of target costing (as a new 

management accounting technique) within the organization. 

Construct Z value 
Pficing methods 3.24 

By comparing the Z value to the tabulated value, we find 3.24 > -1.645; therefore, we do 

not reject Ho. In other words, we can state that the current pricing methods do not have 

an effect on the application of target costing (as a new management accounting 

technique) within the organization at a 95% level of confidence. 

To summarize: 

Construct Decision 
External Stakeholders Do not influence the application of Target Costing 
Current MA techniques Do not influence the application of Target Costing 
Informal / personal factors Are not important in determining the success of the application of 

Target Costing 
Decision making Does not influence the application of Target Costing 

Environmental surroundings Do not have an effect on the application of Target Costing 

Pricing methods Do not have an effect on the application of Target Costing 
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2.4.3 Familiarity with Target Costing 

Response Frequency % 
Valid I am not sure 6 2.5 

Never seriously considered implementing TC 32 13.5 
Considered/attempted TC, but did not implement 90 38.0 
Considered TC, but have not made a decision 72 30.4 
Attempted TC, but abandoned it 30 12.7 
Planning to implement TC in the future 7 3.0 

Total 237 100.0% 

In analyzing the first research hypothesis stating that "In Egypt, organizations either are 

notfamiliar with or would not apply new Target Costing as an example r-,, f management 

accounting techniques", the following results were gathered- 

As the previous frequency table shows, 68.4% (38% + 30.4%) of respondents considered 

implementing TC but either did not implement, or have not made a decision yet. 26.2% 

either never seriously considered implementing TC, or attempted TC but abandoned it. 

The remaining 5.4% were either not sure if they implemented TC, or are planning to 

implement it in the future. The two remaining available responses were never selected in 

any of the returned questionnaires. 

In order to get a clearer picture, the Chi-Square test is implemented. The Chi-Square Test 

procedure tabulates a variable into categories and tests the hypothesis that the observed 

-C-- - Ixequencies do not differ from their expected values. 

HO: IE I : -- 7E2 =:: 7E3 = 7E4 ---- 

HI: At least two are not equal. Where: 

7E, = Percentage of respondents that ticked "I am not sure"' 
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lt-ý = Percentage of respondents that ticked "Never seriously considered implementing 

TC" [and so on] 

The following table (8.11) shows the Chi-Square results using these hypotheses 

Usage of Taro 
Costing 

Chi-Square 15 0.1 ý5- 
df 5 

__Asymp. 
Sig 

. 000 

By comparing the sig- value (. 000) to the Alpha value (. 05), we find that sig. < Alpha; 

therefore, we reject Ho at a 95% level of confidence. In other words, the percentages of 

respondents are not equal between the different available responses at a 95% level of 

confidence. 

More than one trial with several different values was administered. By assigning 

(forcing) specific weights (percentages) to the different available responses, and running 

the Chi-Square test again, the researcher was able to determine the approximate real 

weight for each available response. 

The following table (8.12) illustrates the different weights assigned to each available 

response: 

am not sure 5% 
We never seriously considered implementing TC 10% 
We considered/attempted TC, but did not implement 40% 
We considered TC, but have not made a decision 30% 
We attempted TC but abandoned it 10% 

to implement TC in the future We are planning 5% 
. We recen have not fully implemented it 0% 

Target Costing is weH established in our business unit 0% 
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The following table (8.13) shows the Chi-Square results using the new weighted 

hypothesis 

Usa2e of Target 
Costing 

Chi-Square 9.709 

df 5 

Asymp. Sig 
. 
084 

By comparing the sig. value (. 084) to the Alpha value (. 05), we find that sig. > Alpha; 

therefore, we do not reject Ho at a 95% level of confidence. In other words, the majority 

of respondents (70%) considered implementing TC but either did not implement, or have 

not made a decision yet. (20%) either never seriously considered implementing TC, or 

attempted TC but abandoned it. The remaining (10%) were either not sure if they 

implemented TC, or are planning to implement it in the future. The two remaining 

available responses were never selected in any of the returned questionnaires and; 

therefore, were not assigned any weight. 

Z5 Effects of demographics 

The following simple diagram (Figure 8.2) illustrates the different statistical tests applied 

in this section of the analysis. 
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2.5.1 Effect of demographics for normal (Parametric) tests 

Factors of two categories (Independent sample West) 

The purpose of this section is to test the effect of gender on the normally distributed 

constructs. 

Gender: 

As a normally distributed 2-category variable, the independent sample t-test is used. 

What the test aims to measure is whether there is a significant difference between the 

means of male and female opinions in responding to the questionnaire. 

Ho: III -"": 

HI: PI t 
JU2 

Where P, = Mean of male responses & JU2= Mean of female responses. 
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MA tasks and verceDtion of chanze 

By extracting the significance of the Levene's test for equality of variances 

corresponding to management accounting tasks and perception of change (. 349) and 

comparing it to (. 05), we find . 349 > 
. 05 meaning that variances are equal; therefore, we 

should use the Sig. 2-tailed value of the Hest corresponding to 'equal variance assumed' 

(. 396). Subsequently, by comparing (. 396) to (. 05), we find . 396 > 
. 05 therefore, we do 

not reject Ho. In other words, we can state that there is no significant dijference between 

the opinions of male and female respondents at a 95% level of confidence when 

evaluating MA tasks and perreption of change. 

Coordination & teamwork 

By extracting the significance of the Levene's test for equality of variances 

corresponding to Coordination & teamwork (. 000) and comparing it to (. 05), we find . 00 

. 05; therefore, we should use the Sig. 2-tailed value of the t-test corresponding to 

4 equal variance not assumed' (. 001). Subsequently, by comparing (. 001) to (. 05), we find 

. 001 < 
. 05; therefore, we reject Ho. In other words, we can state that there is a 

significant djference between the opinions of male and female respondents at a 95% 

level of confidence when evaluating coordination & teamwork. 

rw 
, xternal factors 
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By extracting the significance of the Levene's test for equality of variances 

corresponding to the external factors (. 108) and comparing it to (. 05), we find . 108 > 
. 05; 

therefore we should use the Sig. 2-tailed value of the t-test corresponding to 'equal 

variance assumed' (. 465). Subsequently, by comparing (. 465) to (. 05), we find . 465 

05; therefore, we do not reject Ho. In other words, we can state that there is no 

sigmficant difference between the opinions of male and female respondents at a 95% 

level of confidence when evaluating the external factors. 

Level of traininR 

By extracting the significance of the Levene's test for equality of variances 

corresponding to the level of training (-407) and comparing it to (. 05), we find . 407 

. 05; therefore we should use the Sig. 2-tailed value of the t-test corresponding to 'equal 

variance assumed' (. 460). Subsequently, by comparing (. 460) to (. 05), we find . 460 

. 05; therefore, we do not reject Ho. In other words, we can state that there is no 

sigmficant dijference between the opinions of male and female respondents at a 95% 
j 

level of confidence when evaluating the level of training. 

n- jr ersonal skiHs 

By extracting the significance level corresponding to the personal skills (. 631) and 

comparing it to (. 05), we find . 631 >. 05; therefore we should use the Sig. 2-tailed value 

of the t-test corresponding to 'equal. variance assumed' (. 187). Subsequently, by 
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comparing (. 187) to (. 05), we find . 187 > 
. 05; therefore, we do not reject Ho. In other 

words, we can state that there is no significant dijjer-ence between the opinions of male 

and female respondents at a 95% level of confidence when evaluating personal skills. 

Oreanizational culture 

By extracting the significance of Levene's test for equality of variances corresponding to 

the organizational culture (. 028) and comparing it to (. 05), we find . 028 < 
. 05; therefore 

we should use the Sig. 2-tailed value of the Mest corresponding to 'equal variance not 

assumed' (. 085). Subsequently, by comparing (. 085) to (. 05), we find . 085 > 
. 05; 

therefoTe, we do not Teject HO. In otheT woTds, we can state that there is no significant 

diference between the opinions of male and female respondents at a 95% level of 

confidence when evaluating the organizational culture. 

To summatize: 

Construct Decision 
MA tasks and perception of change No significant difference between gender opinions. 
Coordination & teamwork There is a significant difference between gender opinions. 
External factors No significant difference between gender opinions. 
Level of training No significant difference between gender opinions. 
Personal skills No significant difference between gender opinions. 
Organizational culture There is a significant difference between gender opinions. 

The following table shows the independent samples statistical output, 
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Factors of more than two categories (ANOVA) 

The purpose of this section is to test the effect of the remaining demographic factors on :0 

the nonnaRy distributed constructs. 

As normally distributed, more-than-2-category variables, the ANOVA test is applied. The 

One-Way ANOVA procedure can be used to test the hypothesis that the means of two or 

more groups are/are not significantly different. An important first step in the analysis of 

variance is establishing the validity of assumptions. One assumption of ANOVA is that 

the variances of the groups are equivalent. The result of the SPSS analysis shows that 

variances are homogeneous. In this section, we test the following hypothesis: 

HO: jU2 = P3 = ............ 

HI: At least two means are not equal 

The following table (8.15) illustrates the different constructs and their corresponding sig. 

values. 
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MA tasks and perception of change . 032 . 000 . 720 . 594 . 090 . 000 

Coordination & teamwork . 148 . 496 . 021 . 158 . 000 . 000 

External factors . 000 . 494 . 000 . 001 . 009 . 000 

t, evel of training . 255 . 053 . 169 . 992 . 119 . 013 

Personal skills . 000 . 000 . 420 . 000 . 000 . 000 

Organizational culture . 000 . 015 . 002 . 
031 . 

034 . 003 



By comparing the Sig. values to . 05, the decision whether to reject HO or not can be made 

as follows. 

Ate 

By reviewing the age sig. values, we can conclude that MA tasks and perception of 

change, external factors, personal skills, and organizational culture all have values less 

than . 05; consequently, we reject Ho at a 95% confidence level. In other words, the 

opinions tf aU age gmups that contributed to the survey are significantly d-jferent. 

To further investigate which specific age groups have the significant difference, we 

consult the Bonferroni table in the statistics appendix. 

As for coordination and teamwork, and level of training, sig. values were greater than 

. 05; therefore, we do not reject H. 0 at a 95% confidence level. In other words, the 

opinions tf two or more age groups that contributed to the surivey are not significantly 

i ferent. 

Educational level 

By reviewing the educational level sig. values, we can conclude that MA tasks and 

perception of change, personal skills, and organizational culture all have values less than 

. 05; consequently, we reject Ho at a 95% confidence level. In other words, the opinions 

tf two or more educational level groups that contributed to the survey are significantly 

iferent. 

To further investigate which specific educational level groups have the significant 

difference, we consult the Bonferroni table in the statistics appendix. 
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As for coordination and teamwork, external factors, and level of training, sig. values were 

greater than . 05; therefore, we do not reject Ho at a 95% confidence level. In other words, 

the opinions Gf all educational level groups that contributed to the survey are not 

significantly djferent. 

Formal type of organization 

By reviewing the formal type of organization sig- values, we can conclude that 

coordination and teamwork, external factors, and organizational culture all have values 

less than . 05; consequently, we reject Ho at a 95% confidence level. In other words, the 

opinins tf two or more formal type tf organization groups that contributed to the 

survey are significantly d-jferent. 

As for MA tasks and perception of change, level of training, and personal skills, sig. 

values are greater than . 05; therefore, we do not reject HO at a 95% confidence level. In 

other words, the apinions cf alljormal lype (, f organization groups that contributed to 

the survey are not significantly dijferent. 

To further investigate which specific formal types of organization groups have the 

significant difference, we consult the Bonferonni table in the statistics appendix. 

Position with the orizanization 

By reviewing the position with the organization sig. values, we can conclude that external 

factors, personal skills, and organizational culture all have values less than . 05; 

consequently, we reject Ho at a 95% confidence level. In other words, the opinions cf 

two or more position with the organization groups that contributed to the surpey are 

significantly dijferent. 
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To further investigate which specific position with the organization groups have the 

significant difference, we consult the Bonferroni table in the statistics appendix. 

Ass for MA tasks and perception of change, coordination and teamwork, and level of 

training, sig. values are greater than . 05; therefore, we do not reject Ho at a 95% 

confidence level. In other words, the opinions (, f aU position with the organization 

groups that contributed to the survey are not signijicantly d-jferent. 

Penod with the orp-anization 

By reviewing the Period with the organization sig. values, we can conclude that 

coordination and tearnwork, external factors, personal skills, and organizational culture 

all have values less than . 05; consequently, we reject Ho at a 95% confidence level. In 

other words, the apinions tf two or more Period with the organization groups that 

contributed to the survey are significantly d-jferent. 

To further investigate which specific Period with the organization groups have the 

significant difference, we consult the Bonferroni table in the statistics appendix. 

As for MA tasks and perception of change, and level of training, sig. values were greater 

than . 05; therefore, we do not reject HO at a 95% confidence level. In other words, the 

opinions Gf aH Period with the organization groups that contributed to the survey are 

not significantly &-jferent. 

Formal "e of business 

By reviewing the formal tYPe of business sig. values, we find that all the constructs have 

values less than . 05; consequently, we reject Ho at a 95% confidence level. In other 
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words, the opinions cf two or more formal lype cf business groups that contributed to 

the survey are signijkantly different. 

To further investigate which specific formal type of business groups have the significant 

difference, we consult the Bonferroni table in the statistics appendix. 
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2.5.2 Effect of demographics for not-normal (non-para metric) tests 
Factors of two categories (Independent samples test) 

The advantage of the two-independent samples / non-parametric test over the independent- 

samples t-test is that it does not assume normality and can be used to test ordinal variables 

What the two-independent samples test aims to measure is whether there is a significant 

difference between the means of males' and females' opinions in responding to the 

questionnaire. 

Therefore, the test hypotheses can be illustrated as follows: 

K,: MI = M2 

HI: Ml t M2 

Where MI 
= Median of male responses & M2= Median of female responses. 

Extemal 
stakeholders 

current MA 
techniques 

informal 
factors 

decision 
making 

environmental 
surroundings 

pricing 
methods 

Mann-Whitney U 3217.500 2987.000 2680.000 3003.000 2515.500 2748.000 
Wilcoxon W 3778.500 23897.000 23386.000 3564.000 23425.500 23658.000 
z -. 694 -2.259 -2.168 -1.229 -2.761 -1.947 

L 
Asymp. Sig. (2-tailed) 

. 488 . 024, . 030) . 219, . 006, . 052, 

In (table 8.16), and by comparing the Sig. values to . 05, the researcher is able to decide 

whether to reject/not reject the nuU hypotheses. 

For constructs Current NM techniques, informal factors, and environmental surroundings, we 

find that their respective S19- values are . 024,030, and . 006 



All the sig. values are less than . 05; therefore, we reject HO at a 95% confidence level. In 

other words, we can state that there is a significant d4jference between the opinions of male 

and female respondents at a 95% level of confidence when evaluating current MA 

techniques, informal factors, and environmental surroundings. 

On the other hand, we find that constructs external stakeholders, decision making, and 

pricing methods have the following sig. levels . 488,219, and . 052 respectively. 

All the sig. values are greater than . 05; therefore, we do not reject Ho at a 95% confidence t.. ) 

level. In other words, we can state that there is no significant d-jference between the 

opinions of male and female respondents at a 95% level of confidence when evaluating the 

external stakeholders, decision making, and pricing methods constructs. 

Factors of more than two cateaories (K-independent samples test) 

By comparing the alpha value (05) to the respective construct sig. value, the researcher is 

able to reject/not reject the research hypotheses. (Table 8.17) 

0 

0 0 

. CO, 
Cr 
-i5 0 

0 

-5 
t-4 X., Eý (1) 1-4 0 

-4 t. - 
Ct rZ 

1.0 
C40 

age . 579 . 228 . 308 . 056 . 000 . 319 
Educational level . 896 . 758 . 001 . 445 . 010 . 537 

Formal type of organization . 444 . 000 -000 . 000 -140 . 618 
Position with the organization . 000 . 099 . 638 . 303 . 000 . 171 

Period with the organization . 005 . 001 . 011 . 069 . 001 . 296 

Industry group . 312 . 000 . 000 . 017 . 000 . 364 
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1) External stakeholders 

Ho: The influence of the external stakeholders on the application of target costing (as a new 

management accounting technique) is notcjfected by the different levels of the demographic 

variables. 

HI: The influence of the external stakeholders on the application of target costing (as a new 

management accounting technique) is &jfected by the different levels of the demographic 

variables. 

age 
Educational level 
Formal type of organization 
Position with the organization 
Period with the organization 

Extemal stakeholders 

. 579 

. 896 

. 444 

. 000 

. 005 
Industry group . 312 

After inspecting the above table, we find that Position with the organization, and period with 

the organization have sig. levels of . 000, and . 005 respectively. These values are less than the 

alpha value of . 05; therefore, we reject HO. In other words, we can state that for the position 

and period with the organization constructs, the organization's external stakeholders 

diferently irfluence the application of target costing (as a new management accounting 

technique) within the organization at a 95% confidence level. 

On the other hand, after inspecting the above table, we find that age, educational level, 

formal type of organization, and industry group, have sig. levels of . 579,. 896,. 444, and . 312 

respectively. These values are greater than the alpha value of . 05; therefore, we do not reject 

Ho. In other words, we can state that for the education level, formal type of organization, and 

industry group constructs, the organization's external stakeholders do not dijferently 
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irfluence the application of target costing (as a new management accounting technique) 

within the organization at a 95% confidence level. 

M Current MA techniques 

HO: The influence of the Current MA techniques on the application of target costing (as a 

new management accounting technique) is not ciffected by the different levels of the 

demographic variables. 

HI: The influence of the current MA techniques on the application of target costing (as a new 

management accounting technique) is zjfected by the different levels of the demographic 

variables. 

age 
Educational level 
Formal type of organization 
Position with the organization 
Period with the organization 
Industry group 

Current NM techniques 

. 228 

. 758 

. 000 

. 099 

. 001 

. 000 

After inspecting the above table, we find that formal type of organization, period with the 

organization, and industry group have sig- levels of . 000, . 001, and . 000 respectively. These 

values are less than the alpha value of . 05; therefore, we reject Ho. In other words, we can 

state that for the formal type of organization, period with the organization, and industry 

group constructs, the current MA techniques do differently irifluence the apptication of 

target costing (as a new management accounting technique) within the organization at a 95% 

confidence level. 

On the other hand, after inspecting the above table, we find that age, educational level, and 

position within the organization, have sig. levels of . 228, . 75 8, and . 099 respectively. These 
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values are greater than the alpha value of . 05; therefore, we do not reject Ho. In other words, 

we can state that for the age, education level, and position within the organization constructs, 

the current MA techniques do not djferently bifluence the application of target costing (as a 

new management accounting technique) within the organization at a 95% confidence level. 

IM Wormal factors 

HO: The influence of the informal factors on the application of target costing (as a new 

management accounting technique) is notcjfected by the different levels of the demographic 

variables. 

HI: The influence of the informal factors on the application of target costing (as a new 

management accounting technique) is zjfected by the different levels of the demographic 

variables. 

Informal factors 

age . 308 

Educational level . 001 
Formal type of organization . 000 

Position with the organization . 638 

Period with the organization . 011 

Industry group . 000 
After inspecting the above table, we find that educational level, formal type of organization, 

period with the organization, and industry group have sig. levels of . 00 1, . 000, . 011, and . 000 

respectively. These values are less than the alpha value of . 05; therefore, we reject Ho. In 

other words, we can state that for the educational level, formal type of organization, period 

with the organization, and industry group constructs, informal factors do djferently 

irifluence the application of target costing (as a new management accounting technique) 

within the organization at a 95% confidence level. 
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On the other hand, after inspecting the above table, we find that age, and position within the 

organization, have sig. levels of . 308, . 758, and . 638 respectively. These values are greater 

than the alpha value of . 05; therefore, we do not reject Ho. In other words, we can state that 

for the age and position within the organization constructs, informal factors do not 

d-j. ferently irfluence the application of target costing (as a new management accounting 

technique) within the organization at a 95% confidence level. 

IV) Current pricing methods 

Ho: The influence of the current pricing methods on the application of target costing (as a 

new management accounting technique) is not &jfected by the different levels of the 

demographic variables. 

HI: The influence of the current pricing methods on the application of target costing (as a 

new management accounting technique) is qfected by the different levels of the 

demographic variables. 

PricinR methods 

age . 319 
Educational level . 537 
Formal type of organization . 618 
Position with the organization . 171 
Period with the organization . 296 
Industry group . 364 

After inspecting the above table, we find that all the variables (age, educational level, formal 

type of organization, Position within the organization, period with the organization, and 

industry group) have sig. levels of . 319, . 537, . 618, . 171, . 296, and . 364 respectively. These 

values are greater than the alpha value of . 05; therefore, we do not reject HO. In other words, 

we can state that for the age, educational level, fOnnal type of organization, position within 
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the organization, period with the organization, and industry group constructs, the 

organization's current pricing methods do not djferently Afluence the application of target 

costing as a new management accounting technique) within the organization at a 95% 

confidence level. 

V) Environmental surroundings 

HO: The influence of the environmental surroundings on the application of target costing (as 

a new management accounting technique) is not 4jfected by the different levels of the 

demographic variables. 

HI: The influence of the environmental surroundings on the application of target costing (as a 

new management accounting technique) is zjfected by the different levels of the 

demographic variables. 

Environmental surroundings 

age 
Educational level 

. 000 

. 010 
U- Formal type of organization . 140 
Position with the organization . 000 
Period with the organization . 001 
Industry group . 000 

After inspecting the above table, we find that age, educational level, position with the 

organization, period with the organization, and industry group have sig. levels of . 000, . 010, 

. 000, . 001, and . 000 respectively. These values are less than the alpha value of . 05; therefore, 

we reject Ho. In other words, we can state that for the age, educational level, position with 

the organization, period with the organization, and industry group constructs, environmental 

surroundings djferently irifluence the application of target costing (as a new management 

accounting technique) within the organization at a 95% confidence level. 
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On the other hand, after inspecting the above table, we find that formal type of organization 

has sig. levels of . 140. This value is greater than the alpha value of . 05; therefore, we do not 

reject Ho. In other words, we can state that for the formal type of organization is concerned, 

environmental surroundings do not dijferently irifluence the application of target costing (as 

a new management accounting technique) within the organization at a 95% confidence level. 

VI) Decision making 

Ho: The influence of decision making on the application of target costing (as a new 

management accounting technique) is notcjfected by the different levels of the demographic 

variables. 

HI: The influence of decision making on the application of target costing (as a new 

management accounting technique) is 4jfected by the different levels of the demographic 

variables. 

Decision makin 

age . 056 
Educational level . 445 
Formal type of organization . 000 
Position with the organization . 303 
Period with the organization . 069 
Industry group . 017 

After inspecting the above table, we find that formal type of organization, and industry group 

have sig. levels of . 000, and . 017 respectively. These values are less than the alpha value of 

. 05; therefore, we reject Ho. In other words, we can state that for the formal type of 

organization, and industry group constructs, decision making djferently irifluences the 

application of target costing (as a new management accounting technique) within the 

organization at a 95% confidence level. 
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On the other hand, after inspecting the above table, we find that age, educational level, 

position, and period with the organization have sig. levels of . 056, . 445, . 303, . 069 

respectively. These values are greater than the alpha value of . 05; therefore, we do not reject 

Ho. In other words, we can state that for the age, educational level, position, and period with 

the organization constructs, decision making does not dijferently irifluence the application of 

target costing (as a new management accounting technique) within the organization at a 95% 

confidence level. 

To summarize: 

- When evaluating current MA techniques, informal factors, and environmental surroundings, 

we find that there is a significant dijference between the opinions of male and female 

respondents. 

When evaluating the external stakeholders, decision making, and pricing methods constructs, 

we find that there is no significant djjerence between the opinions of male and female 

respondents. 

- We can state that for the position and period with the organization constructs, the 

orgam ations external stakeholders diferently irfluence the application of target costing (as 

a new management accounting technique) within the organization. 

Furthermore, we can state that for the education level, formal type of organization, and 

industry group constructs, the Organization's external stakeholders do not dijferently 

irifluence the application of target costing (as a new management accounting technique) 

within the organization. 
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- We can state that for the formal type of organization, period with the organization, and 

industry group constructs, the current MA techniques dijferently irifluence the application of 

target costing (as a new management accounting technique) within the organization. 

Furthermore, we can state that for the age, education level, and position within the 

organization constructs, the current MA techniques do not dijferently irifluence the 

application of target costing (as a new management accounting technique) within the 

organization. 

- We can state that for the educational level, formal type of organization, period with the 

organization, and industry group constructs, informal factors do dijferently irfluence the 

application of target costing (as a new management accounting technique) within the 
.v 

organization. C. ý 

Furthennore, we can state that for the age and position within the organization constructs, 

informal factors do not dijferently irfluence the application of target costing (as a new 

management accounting technique) within the organization- 

- We can state that for the age, educational level, formal type of organization, position within 

the organization, period with the organization, and industry group constructs, the 

organization's current pricing methods do not djferently irfluence the application of target 

costing (as a new management accounting technique) within the organization. 

- we can state that for the age, educational level, position with the organization, period with 

the organization, and industry group constructs, environmental surroundings d-jferently 

trifluence the application of target costing (as a new management accounting technique) 

within the organization. 
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Furthermore, we can state that for the formal type of organization is concemed, 

environmental surroundings do not dijferently influence the application of target costing (as 

a new management accounting technique) within the organization. 

- we can state that for the formal type of organization, and industry group constructs, 

decision making djferently irfluences the application of target costing (as a new 

management accounting technique) within the organization. I- 

Furthermore, we can state that for the age, educational level, position, and period with the 

orizanization constructs, decision making does not d-jferently irifluence the application of C-1 

target costing (as a new management accounting technique) within the organization. 

2.6 The interaction effect between independent variables (factors) 

In this section the researcher is trying to inspect whether there is an interaction effect 

between the independent variables as a whole (one unit/group) and their effect on the 

dependent variables. 

These dependent variables are: 

1- Usage of target costing 

2- Lack of famffiarity 

3- Target costing is a passing fad 

4- Faced with more pressing business problems 

5- No top management support 

6- Target costing not relevant to our type of business 

7- Good understanding of our costs (cost structure) 

8- Cross-functional cooperation is difficult to accomplish 

9- People unwilling to change 
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10- Did not get any benefits from its use 

II- Lack of knowledge / training about target costing 

12- No reason to change our pricing methods 

13- Missing targets is viewed negatively 

14- Lack of systematic methods of incorporating customer input 

15- The AIS does not support target costing 

16- No rewards for achieving targets 

17- More important initiatives 

18- No resources for implementation 

Ile general hypothesis under evaluation is 

Fý: There is no inter"tion qfect between different combinations of factor levels 

(independent variables) on a specific dependent variable. 

HI: There is an interaction tjfect between different combinations of factor levels 

(independent variables) on a specific dependent variable. 

In the MANOVA table Sig. values are compared to 0.05 

In case Sig. > 0.05, then we do not reject Ho. In case Sig. < 0.05, then we reject HO. 

1. Usage of target costing 

By inspecting the MANOVA tables, the researcher found that all constructs have sig. levels 

above 0.05 (sig. > 0.05); Therefore, we do not reject Ho. In other words, there is no 

inter"tion tjfect between different combinations of factor levels (independent variables) on 

the usage rf target costing dependent variable at a confidence level of 95%. 
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11. Lack of familiarity 

By inspecting the MANOVA tables, the researcher foand that the external stakeholders and 

current management accounting techniques constructs together have a (. 047) sig. level < 

0.05; Therefore, we reject Ho. In other words, there is an interaction tjfect between the 

combination of external stakeholders and current management accounting techniques on the 

lack cffamiliarity dependent variable at a confidence level of 95%. This means combinations 

of different levels of external stakeholders and current management accounting techniques 

have different effect on the lack of familiarity. 

All other constructs have sig. levels above 0.05 (sig. > 0.05); Therefore, there is no 

inter"tion tjfiect between different combinations of factor levels (independent variables) on 

the lack cffamiliaMy dependent variable at a confidence level of 95%. 

Ill. Target costing is a passing fad 

By inspecting the MANOVA tables, the researcher found that the informal factors and 

environmental surroundings constructs together have a (. 004) sig. level < 0.05; Therefore, we 

reject Ho. In other words, there is an interaction qfect between the combination of the 

informal factors and envirom-nental surroundings on the target costing is a passing fad 

dependent variable at a confidence level of 95%. This means combinations of different levels 

of the informal factors and environmental surroundings have different effect on the target 

costing is a passing fad. 

All other construct mixtures have sig. levels above 0.05 (sig. > 0.05); Therefore, there is no 

inter"tion tjfect between different combinations of factor levels (independent variables) on 

the target costing is a passingfad dependent variable at a confidence level of 95%. 
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IV. Faced with more pressing business problems 

By inspecting the MANOVA tables, the researcher found that all constructs have sig. levels 

above 0.05 (sig. > 0.05); Therefore, we do not reject Ho. In other words, there is no 

inter"tion tjfiect between different combinations of factor levels (independent variables) on 

the more pressing business problems dependent variable at a confidence level of 95%. 

V. No top management support 

By inspecting the MANOVA tables, the researcher found that the following construct 

combinations have sig. level < 0.05. 

Source Sig. 
Personal skills & Informal factors 

. 042 
Informal factors & Decision making . 004 
Personal skills & Environmental surroundings . 008 
Personal skills, Informal factors & Environmental surroundings . 018 
Decision making & Environmental surroundings . 022 
Personal skills & Organizational culture . 009 
Personal skills, Informal factors & Organizational culture . 007 

In other words, there is an interaction tjfect between the combination of these constructs 

and the no top management support dependent variable at a confidence level of 95%. This 

means combinations of different levels of these factors have different effect on the dependent 

variable "no top management support". 

All other construct mixtures have sig. levels above 0.05 (sig. > 0.05); Therefore, there is no 

inter"tion tjfect between different combinations of factor levels (independent variables) on 

the no top management suppor-t dependent variable at a confidence level of 95%. 
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A Target costing not relevant to our type of business 

13Y inspecting the MANOVA tables, the researcher found that the pricing methods and target 

costing non-usage constructs together have a (. 029) sig. level < 0.05; Tberefore, we reject 

HO. In other words, there is an interaction tjfect between the combination of the pricing 

methods and target costing non-usage on the target costing relevancy dependent variable at a 

confidence level of 95%. This means combinations of different levels of pricing methods and 

target costing non-usage have different effect on the dependent variable "target costing not 

relevant to our type of business". 

All other construct mixtures have sig. levels above 0.05 (sig. > 0.05); Therefore, there is no 

inter"tion iffect between different combinations of factor levels (independent variables) on 

the target costing relevancy dependent variable at a confidence level of 95%. 

VII. Good understanding of our costs (cost structure) 

By inspecting the MANOVA tables, the researcher found that the pricing methods and target 

costing non-usage constructs together have a (. 000) sig. level < 0.05; Therefore, we reject 

Ho. In other words, there is an interaction tjfect between the combination of the pricing 

methods and target costing non-usage on the good understanding cf cost structure dependent 

variable at a confidence level of 95%. This means combinations of different levels of pricing 

methods and target costing non-usage have different effect on the dependent variable "good 

understanding of cost structure". 

AJI other construct mixtures have sig. levels above 0.05 (sig. > 0.05); Therefore, there is no 

inter"tion jjfect between different combinations of factor levels (independent variables) on 

the good understanding cf cost structure dependent variable at a confidence level of 95%. 
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Vill. Cross-functional cooperation is difficult to accomplish 

By inspecting the MANOVA tables, the researcber found that the following construct 

combinations have sig. level < 0.05. 

Source Sig. 
Pricing methods & Target costing non-usage . 041 
Personal skills & organizational culture . 037 

In other words, there is an interaction tjfect between the combination of these constructs 

and the dijficulty cf cross-functional cooperation dependent variable at a confidence level of 

95%. This means combinations of different levels of pricing methods and target costing non- 

usage as well as personal skills and organizational culture have different effects on the 

dependent variable "cross-functional cooperation is difficult to accomplish". 

All other construct mixtures have sig. levels above 0.05 (sig. > 0.05); Therefore, there is no 

interaction tjfect between different combinations of factor levels (independent variables) on 

the djjficult cross-fiinctional cooperation dependent variable at a confidence level of 95%. 

IX. People unwilling to change 

By inspecting the MANOVA tables, the researcher found that the pricing methods and target 

costing non-usage constructs together have a (. 025) sig. level < 0.05; Therefore, we reject 

Ho. In other words, there is an interaction tjfect between the combination of the pricing 

methods and target costing non-usage on the people unwilling to change dependent variable 

at a confidence level of 95%. This means combinations of different levels of pricing methods 

and target costing non-usage have different effect on the dependent variable "people 

unwilling to change". 
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All other construct mixtures have sig. levels above 0.05 (sig. > 0.05); Therefore, there is no 

interaction tjfect between different combinations of factor levels (independent variables) on 

the people unwilling to change dependent variable at a confidence level of 95 

X. Did not get any benefits from its use 

By inspecting the MANOVA tables, the researcher found that the Informal factors, 

Environmental surroundings, and the organizational culture constructs together have a (. 037) 

sig. level < 0.05; Therefore, we reject Ho. In other words, there is an interaction qfect 

between the combination of the Informal factors, Environmental surroundings, and the 

tffganizational culture on the no benifitsfrom use dependent variable at a confidence level of 

95%. This means combinations of different levels of informal factors, environmental 

surroundings, and the organizational cultures have different effect on the dependent variable 

"no benefits from use". 

All other construct mixtures have sig. levels above 0.05 (sig. > 0.05); Therefore, there is no 

inter"hon tjfiect between different combinations of factor levels (independent variables) on 

the no bemfitsftom use dependent variable at a confidence level of 95%. 

X1. Lack of knowledge / training about target costing 

By inspecting the MANOVA tables, the researcher found that the following construct 

combinations have sig. level < 0.05. 

Source Sig. 
Pricing methods & Target costing non-usage 
External stakeholders & Current management accounting techniques 

. 008 

. 050 
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In other words, there is an interaction iffect between the combination of these constructs 

and the lack cj knowledgeltraining dependent variable at a confidence level of 95%. This 

means combinations of different levels of pricing methods and target costing non-usage have 

different effect on the dependent variable "lack of knowledge/training about target costing". 

As well as combinations of different levels of external stakeholders and current management 

accounting techniques on the dependent variable "lack of knowledge/training about target 

costing". 

All other construct mixtures have sig. levels above 0.05 (sig. > 0.05); Therefore, there is no 

inter"tion iffect between different combinations of factor levels (independent variables) on 

the lack cf knowledgeltraining dependent variable at a confidence level of 95%. 

X11. No reason to change our pricing methods 

By inspecting the MANOVA tables, the researcher found that the following construct 

combinations have sig. level < 0.05. 

Source Sig. 
Pricing methods & Target costing non-usage 
External stakeholders & management accounting tasks and change 

. 022 

. 016 

In other words, there is an interaction tjfect between the combination of these constructs 

and the No reason to change the pricing methods dependent variable at a confidence level of 

95%. This means combinations of different levels of pricing methods and target costing non- 

usage have different effect on the dependent variable "no reason to change our pricing 

methods". As well as combinations of different levels of external stakeholders and 
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management accounting tasks and change on the dependent variable "no reason to change 

our pricing methods". 

All other construct mixtures have sig. levels above 0.05 (sig. > 0.05); Therefore, there is no 

inter"tion tj_fect between different combinations of factor levels (independent variables) on 

the No reason to change the pricing methods dependent variable at a confidence level of 

95%. 

X111. Missing targets is viewed negatively 

By inspecting the MANOVA tables, the researcher found that the Pricing methods and the 

target costing non-usage constructs together have a (. 000) sig. level < 0.05; Therefore, we 

reject HO. In other words, there is an interaction qfect between the combination of the 

pricing methods and the target costing non-usage on the missing targets viewed negatively 

dependent variable at a confidence level of 95%. This means combinations of different levels 

of pricing methods and target costing non-usage have different effect on the dependent 

variable "missing targets is viewed negatively". 

All other construct mixtures have sig. levels above 0.05 (sig. > 0.05); Therefore, there is no 

interaction tjfect between different combinations of factor levels (independent variables) on 

the missing targets viewed negatively dependent variable at a confidence level of 95%. 

XIV. Lack of systematic methods of incorporating customer input 

By inspecting the MANOVA tabtes, the researcher found that the Pricing methods and the 

target costing non-usage constructs together have a (. 040) sig. level < 0.05; Therefore, we 

reject HO. In other words, there is an interaction qJect between the combination of the 

1xicing methods and the target costing non-usage on the lack cf systematic methods cf 
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incotporating customer input dependent variable at a confidence level of 95%. This means 

combinations of different levels of pricing methods and target costing non-usage have 

different effect on the dependent variable "lack of systematic methods of incorporating 

customer input". 

All other construct mixtures have sig. levels above 0.05 (sig. > 0.05); Therefore, there is no 

inter"tion tjfect between different combinations of factor levels (independent variables) on 

the lack cf systematic methods cf incotporating customer input dependent variable at a 

confidence level of 95%. 

XV. The AIS does not support target costing 

By inspecting the MANOVA tables, the researcher found that all constructs have sig. levels 

above 0.05 (sig. > 0.05); Therefore, we do not reject Ho. In other words, there is no 

inter"tion iffiect between different combinations of factor levels (independent variables) on 

the AIS does not support target costing dependent variable at a confidence level of 95%. 

XVI. No rewards for ac iieving targets 

By inspecting the MANOVA tables, the researcher found that the following construct 

combinations have sig- level < 0.05. 

Source Sig. 
Pricing methods & Target costing non-usage . 046 
Management accounting tasks and change & Bdernal stakeholders . 013 
Management accounting tasks and change & E)dernal factors . 040 
Management accounting tasks and change & Training 

. 008 
Decision making & Informal factors . 042 

In other words, there is an interaction tjfect between the combination of these constructs 

and the no rewards for achieving targets dependent variable at a confidence level of 95%. 
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This means combinations of different levels of: pricing methods and target costing non- 

usage; management accounting tasks and changes and external stakeholders; management 

accounting tasks and changes and external factors; management accounting tasks and 

changes and training; decision making and informal factors have different effect on the 

dependent variable "no rewardsfor achieving targeis". 

All other construct mixtures have sig. levels above 0.05 (sig. > 0.05); Therefore, there is no 

inter"tion tjfect between different combinations of factor levels (independent variables) on 

the no rewardsfor achieving targets dependent variable at a confidence level of 95%. 

XVIL More important initiatives 

By inspecting the MANOVA tables, the researeber found that all constructs bave sig. levels 

above 0.05 (sig. > 0.05); Therefore, we do not reject Ho. In other words, there is no 

inter"tion tjfect between different combinations of factor levels (independent variables) on 

the nwre important initiatives dependent variable at a confidence level of 95%. 

XVIII. No resources for implementation 

By inspecting the MANOVA tables, the researcher found that the following construct 

combinations have sig. level < 0.05. 

Source Sig. 
Pricing methods & Target costing non-usage 
Informal factors, Environmental surroundings & Organizational culture 

. 000 

. 017 

In other words, there is an interaMon tjfect between the combination of these constructs 

and the no resources for implementation dependent variable at a confidence level of 95 

This means that combinations of different levels of: pricing methods; target costing non- 
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usage; informal factors; environmental surroundings, and organizational culture have 

different effects on the dependent variable "no resourcesfor implementation". 

All other construct mixtures have sig. levels above 0.05 (sig. > 0.05); Therefore, there is no 

inter"tion tjfect between different combinations of factor levels (independent variables) on 

the no resources. /or implementation dependent variable at a confidence level of 95%. 

To summarize: 

a) No interaction effect 

- There is no interaction tjfect between different combinations of factor levels (independent 

variables) on the usage cf target costing dependent variable 

- There is no inter"tion tjfect between different combinations of factor levels (independent 

variables) on the more pressing business problems dependent variable 

- There is no inter"tion tjfect between different combinations of factor levels (independent 

variables) on the AIS does not supj2ort target costing dependent variable 

- There is no interaction tjfect between different combinations of factor levels (independent 

variables) on the more imporiant initiatives dependent variable 

b) Existing interaction effect 

- There is an interaction iffect between the combination of external stakeholders and current 

management accounting techniques on the lack cf Lamiliariiy dependent variable 

- There is an interaction iffiect between the combination of the informal factors and 

environmental surroundings on the tafget costing is a passing fa dependent variable 

- There is an interaction tjfect between the combination of (Personal skills & Informal 

factors 1, [ Informal factors & Decision making 1,1 Personal skills & Environmental 

surroundings), I Personal skills, Informal factors & Environmental surroundings), J Decision 
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making & Environmental surroundings), ( Personal skills & Organizational culture 1,1 

Personal skills, Informal factors & Organizational culture) and the no top management 

support dependent variable. 

- There is an interaction tjfect between the combination of the pricing methods and target 

costing non-usage on the laEget costing relevancy dependent variable. 

- There is an interaction tjfect between the combination of the pricing methods and target 

costing non-usage on the good understanding c f cost stmaure dependent variable 

- There is an interaction tjfect between the combination of [Pricing methods & Target 

costing non-usage), [Personal skills & organizational culture) and the 4ficufty cf cross- 

fynctional cooperation dependent variable. 

- There is an interaction tjfect between the combination of the pricing methods and target 

costing non-usage on the people unwilling to change dependent variable 

- There is an interaction tjfect between the combination of the Informal factors, 

Envirommental. surroundings, and the Organizational culture on the no bemfits from use 

dependent variable 

- There is an interaction qject between the combinations of (Pricing methods & Target 

costing non-usage), (External stakeholders & Current management accounting techniques) 

and the lack c-f knowledgeltraining dependent variable 

- There is an interaction tjfect between the combination of [Pricing methods & Target 

costing non-usage), [External stakeholders & management accounting tasks and change) 

and the No reason to change the pficing methods dependent variable 

- There is an interaction tifect between the combination of the pricing methods and the 

target costing non-usage on the missing tamets viewed negatively dependent variable 
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- There is an interaction tjject between the combination of the pricing methods and the 

target costing non-usage on the lack cf systematic methods tf incotporating customer inpu 

dependent variable 

- There is an interaction tjfect between the combination of (Pricing methods & Target 

costing non-usage), [Management accounting tasks and change & External stakeholders), 

tManagement accounting tasks and change & External factorsl, (Management accounting 

tasks and change & Training), (Decision making & Informal factors I and the no rewards for 

achieving taEgets dependent variable. 

- There is an interaction qject between the combinations of [Pricing methods & Target 

costing non-usagel, [informal factors, Environmental surroundings & Organizational 

culture I and the no resources for implementation dependent variable. 

Conclusion 
The purpose of the study is to point out the institutional factors that affect the application of 

target costing as an example of modem management accounting techniques. 

In this chapter, the researcher describes in detail the main stages of data analysis. The 

"Statistical Package for Social Sciences -SPSS" is used to analyse the data collected. The 

purpose of this analysis is to understand the relationship between the variables/factors under 

investigation. 

The source of data is a survey that was distributed in the city of Borg El Arab, Alexandria 

Governorate. The questionnaire consisted of many statements that were then condensed into 

the following main themes: External stakeholders, current management accounting 

techniques, management accounting tasks and perception of management accounting change, 

coordination & teamwork, external factors, training levels, personal skills, informal/personal 
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factors, the decision making processes, environmental surroundings, Current pricing 

methods, the organizational culture, and non-usage of target costing (reasons). 

This data is divided into normally/not normally distributed, and then the appropriate 

statistical test is administered. Each section is followed by a condensed brief summary of the 

tindings. 

In order to complement the findings of the statistical analysis, the output of ten interviews is 

incorporated in the analysis. The next chapter will discuss the interview process and the 

opinions expressed. 
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Chapter 9 

The Qualitative Analysis 



1 Introduction 
In the previous chapter, the researcher explained the steps taken to construct the research 

variables, gather data, decide which statistical analyses to apply, and the production of 

statistical results. 

Triangulation is an approach to data analysis that synthesizes data from multiple sources. 

Triangulation seeks to quickly examine existing data to strengthen interpretations and improve policy 

and programs based on the available evidence. By examining information collected by different 

methods, by different groups and in different populations, findings can be corroborated across data 

sets, reducing the impact of potential biases that can exist in a single study. Triangulation combines 

information from quantitative and qualitative studies, incorporates prevention and care program data, 

and makes use of expert judgment. Thangulation can answer questions on risk groups, program 

effectiveness, policy and budget planning, and the state of the epidemic in a changing environment. 

Triangulation methodology provides a powerful tool when a rapid response is needed, or when good 

data do not exist to answer a specific question. Triangulation can be used when the collection of new 

data is not feasible or cost-effective(Califomia, 2008) 

In this chapter, and to complement the findings of the statistical analysis, the interviews 

conducted are introduced. To guarantee the consistency and uniformity of the responses, 

an interview guide is used. 

2 The interview 
Although always subject to the interfering effects of interviewer bias, both during the 

interview and the analysis phases, the semi structured interview method used in this 

research has great potential. 

Given that bias can significantly affect the credibility of qualitative data-originated theory 

building, many preventive steps were undertaken to ensure the control of bias. 
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Z1 Steps 
Pilot inten, iews 

The researcher conducted test inter-views with professionals that had similar 

responsibilities to those of the intended sample. Those respondents were recruited 

through the MBA program classes held at the researcher's institute. 

That helped shape up the researcher's understanding of the respondents' potential 

reactions to specific questions' wording, length, depth, objectivity, and suitability. 

Interview guide 

The researcher prepared an elaborate interview guide -with preset neutral questions and 

queries- to minimize his intrusion, and to guarantee the complete and consistent coverage 

of the main themes under investigation. The questions stemmed from the institutional 

theoretical framework along with the output of the mock interviews. 

Free response time 

At the end of each interview, the respondents were offered -if time permitted- the chance 

to express their views freelY, and elaborate on their experiences while the tape recorder 

was off, and notes were not taken down. Some very interesting findings were discovered 

and will be included in the discussion with the proper notification alongside. 

Interview audit process 

After each interview was conducted, the responses were measured against a list that the 

researcher had prepared (Miles and Huberman, 1994). 

The goal of this process was to ensure that all the themes were covered, and that follow- 

on actions -if needed- were scheduledL 
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Only in three occasions was a follow-on telephone call needed, and in one occasion a 

follow-on interview scheduled. 

2.2 The population 
There are three main industrial areas in Egypt. Borg El Arab (Alexandria governorate), 

6 th of October city (greater Cairo), and the 10 th of Ramadan city (east of Cairo) 

1AVCcording to the latest statistical information published by Egyptian authorities, over 

85% of the industrial force in Egypt is distributed between the three industrial zones. 

2.2.1 The interview sample 
The researcher secured fifteen interviews with professionals in a wide range of 

organizations representing the major production categories in the Egyptian business 

world. This was possible through the questionnaire distribution process, professional 

referrals, and personal contacts. 

A telephone call paved the way to each interview. During this call, the researcher 

explained briefly the purpose of the visit, and the required period to be devoted to the 

interview. 

2.2.2 The Interview meeting 
The fonnat of the data coHected through the interview process, f6flowed a semi- 

structured Layout Therefore, the researcher decided not to use any software to analyze 

the data, and rather decided to build a matrix-like table. 

This approach will enable the reader to see the responses derived from the interviewees, 

along with the researcher's interpretation of these responses, and compare these 

responses to each other. 
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Also, this approach will enable the researcher to break down the feedback into the pre- 

determined themes and therefore, enable the analysis of each theme individually. 

3 The themes 

3.1 Theme (1), General data 
In this theme, the researcher asked general questions about the respondents and their 

respective organizations. Firstly, a question about the management level is asked. The 

researcher aimed to interview middle management personnel and higher. The reason was 

that these respondents will have the appropriate level of experience of the organizations' 

business and environment (both internal and external). This question was foHowed with 

another asking about the years of experience with the respective organization. The goal of 

this question is to make sure that the years of experience were spent with the organization 

and therefore enough to gain genuine knowledge and experience about it and its 

environment. The third question inquired about the level of education each respondent 

had. It is not strange in Egypt to see management personnel with little education 

depending solely on experience. The researcher needed to make sure that when 

definitions like Activity Based Costing, Activity Based Management, Just in Time, and 

Target Costing are introduced and explained that the respondents will have the proper 

educational background that would make it easy for them to grasp the concept. Finally, 

questions about the legal type of the organization and the business that it was in are asked 

in order to complement the questions that were going to be asked in other themes. 
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Comments: 

Within this theme, the researcher asked general questions about the interviewees and the 

organizations they worked within. 

Respondents ranged between higher management (2), middle management (9), owner/founder (3), 

and consultant (1). Years with the organization ranged from 5 to 25 years in the founders/owners' 

case. Nhnimum qualification was a bachelor's degree escalating up to a PhD in one instance. 

Closed partnerships dominated the sample with (9) instances, sole proprietorship (2), limited 

liability (1), and international subsidiaries (2). The consultant mentioned that he worked with 

many types of companies even though his main office was in that one organization. All 

respondents were males between the ages of 30 and 55 years old. M7ie reason for this can be that 

Borg Al Arab is an out of town area that is some 65 kilometres away from Alexandria. Being that 

far prevents a lot of female employees from accepting jobs in this area. Also, it was noticed that 

there is still a tendency to employ and promote males to higher positions. The reason (as more than 

one respondent stated) is that males are more dependable time-wise, and take fewer vacations than 

females. 

When asked about the criterion used for job advancement and promotions, the general consensus 

was that it was based on years of experience with the organization. It takes between three to six 

years for an employee to get promoted from entry to the middle management level. During the 

after interview chats, more than one interviewee expressed their opinion that personal relations 

played a great role with either appointment, or promotion to higher positions. 

Eighty percent of the respondents with a bachelor degree expressed their intention to acquire, or 

their enrolment in a Master of Business Administration (MBA) program. It was frequently 
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mentioned that this qualification is becoming increasingly in demand -even a pre-requisite- for job 

advancement. 

If the respondent was either, the owner, or the founder of the company, their experience exceeded 

20 years each. When asked if they thought of seHing their businesses, or change their production 

activities/output/products to move to a more profitable venture, they all expressed their "comfort" 

with the status quo because (or, even, in spite of) the dire circumstances the Egyptian economy is 

currently going through. They also expressed their opinion that all their business acquaintances 

would act in the same manner. That portrays the close relationship between ownership and 

management in the Egyptian business environment and, perhaps, the unwillingness to pursue 

alternate business tracks. This should not, in any way, be construed as unwillingness to diversify. 

This is merely an expression of intention that the "core" business (as one owner articulated it) 

should be kept intact. 

3.2 Theme (2) Applied methods 
In this theme the researcher intended to inquire about the management accounting methods applied 

within the organizations under study. The main goal of this section is to discover whether there 

was updated management accounting techniques adopted recently. 

The first question asks directly about this issue. The manner employed to adopt and apply the 

newer techniques is queried about in questions two, three, and four. These questions also inquire 

about the ease with which the new techniques (if any) were introduced, applied, and 

institutionalized. The following three questions inquire about how 'improvement' is viewed, how 

easy will it be taken in, what obstacles can be expected, and whether there was a plan for it 

(improvement) within the organization? 
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A single question asking about production planning is made. Production planning is a comer stone 

in the target costing process and therefore, it has to be checked by itself. Finally, the researcher 

introduced, defined, and explained the concept of target costing. Then a follow up question was 

asked about whether the respondent thought target costing would be beneficial to his/her 

organization (that is if target costing was not already applied). 
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Comments: 

Half the respondents stated that Activity Based Costing was the latest management accounting 

technique they applied. The majority of the remaining respondents stated that their methods are 

"fairly new and up to date" or that they basically apply what everybody else is applying. 

The researcher explained -through numerical examples and prolonged conversations- that activity 

based costing is an "after the fact" type of management accounting technique and that it helps 

allocate the costs and not control thern. 

Sources of knowledge and newer techniques are trade associations, international business 

associates, consultants, MIBA programs, and competitors. "Sometimes -as one manager revealed- 

we change our methods be it production or management just to be in sink or be like our 

competitors or members cf our trade associations ". For this change to get in full speed, the period 

needed ranges between four months to year. This long adoption and implementation period 

sometimes causes a lot of discrepancies that require remedial efforts extremely tedious and costly. 

This in turn could cause the new program to be dropped and the old traditional methods to be re- 

used. 

When asked about production plans, the periods varied from bi-weekly to half-annually. The most 

important factors influencing the scheduling process were the type of organization, nature of the 

product, type of clientele, availability of raw materials, financing, and season. 

The researcher introduced the concept of Target Costing and explained its components and 

requirements. Then, the question whether it was applied in any form or under any name at the 

respondents' respective organizations was asked. In spite of the elaborate example and the 

quantitative method used, most respondents rephed that they applied budgeting (long and short 

term). Every respondent, no matter what level he or she were at, expressed their comfort and wide 
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acceptance of budgeting and mentioned that it would be extremely difficult for their firms to 

switch away from this management accounting process. To the researcher's surprise, only one 

respondent actually suggested a hybrid system that combines Target Costing with budgeting. He 

promised to follow on this idea and communicate it to the researcher, but time constraints and high 

work loads prevented him from satisfyingly seeing this project through. 

3.3 Theme (3) Institutions& Internal synergy 
This theme had two parts. The first part took the form of an oral questionnaire. The main reason 

behind this format was that the researcher needed to observe the respondents' facial expressions 

and note their hesitations or haste in answering the questions. This part asked about how things 

were done within the organization. It started by asking about data transparency, then the expected 

manager's behaviour, then about the R&D department, then the treatment of innovative ideas and 

imtiatives, then about personal/departmental relations. It went on to ask about the spending 

behaviour and its drivers, then two questions about the 'perception of , the 'resistance', and 

'employees' contribution' to change. Finally, it asked about the status of the cost/management 

accounting department in the organization. The second part consisted of six questions. The first 

two were about the design department and process. The foUowing two inquired about the 

communication channels and the formality of these channels. The fifth question asked about 

whether the organization used an intranet as a mean to communication. The final question inquired 

about the channels through which rules, regulations, and bylaws are communicated between 

headquarters and international subsidiaries or branches (in case of multinational companies). 
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Comments: 

Intra-communications between organizational levels are not solid. Most respondents mentioned 

that employees are neither consulted nor properly informed of the major changes in organizations' 

policies, bylaws, and/or plans. This weakness in communication channels is a major obstacle on 

the road towards applying management accounting methods that require synergy and internal 

harmony (i. e. Target Costing) 

Managers are looked at as the generators of new ideas. They are expected to come up with 

improved methods and techniques to better the operation within their departments, then conveying 

these methods to their subordinates and assistants. In some cases creativity was encouraged, but 

then met with improper appreciation which led to lower motivation and self esteem. 

Research & development (sometimes labelled design) departments (if existent) hold a medium 

importance amongst other departments. For Target Costing purposes, this constitutes a problem as 

design is the building block in the whole target costing process. 

Employee feedback, suggestions, and innovation are not met with the expected (proper) gratitude. 

Employees feel that whatever they come up with will be met with indifference/ignorance, and that 

the status quo will prevail at the end. 

There is a general feeling that spending has to be controlled to the greatest limit. Design, research 

& development activities' budgets are not different than other budgets that have to be cut. 

In order to adopt and implement a new technique -be it a production technique or a management 

accounting technique- tremendous efforts have to exert. Introduction, orientation, and training 

efforts have to be exercised. Resistance to change is high and everybody seems to be happy with 

the status quo. More than one respondent mentioned that their hope rests on new blood that joins 

their organizations. These fresh and young newcomers are expected to be prone to accept change 
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thus giving the whole organization the flexibility and leniency it needs to compete in the current 

business environment. 

Engineering, production, and -sometimes- R&D departments coUabourate in coming up with new 

product ideas. It is noticed that market needs start mostly within the marketing/sales department, 

then communicated to the before mentioned ones. Standard costing is applied even though that in 

many cases, when asked, managers did not know that the method they were applying was called 

standard costing. The researcher had to define standard costing and then ask again whether it was 

the method applied within the organization. 

Communication channels were mostly formal and smooth. More than one manager mentioned that 

a piece of paper property signed is the best way to communicate within the company. The 

researcher pointed out that with this bureaucratic feature of the internal communication system 

communications become sluggish and the whole work process slows down tremendously. The 

reply to this comment was that the security and responsibility definition is the most important 

feature of the communication system. "We need to be able to pinpoint the responsible party in 

case cf misconduct, mistakes, or corjjlict " said more than one respondent. 

ZARs everybody agreed upon, the solution to this problem is the installation of an internal 

coMPuterized communication system (intranet), but again, resistance to change and cost are the 

fnain obstacles that this project faces in most organizations. 

3.4 Theme (4) Competition 
In this theme, the researcher asked four questions. The goal of this theme is to assess the existence, 

and intensity of competition within the Egyptian market. The first question inquires about the trend 

of competition in the organization's line of business. The second inquires about the ease with 

which a new producer / rival could enter the market. The third question asks about whether there 
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was free competition in the organization's line of business. The fourth and last question inquired 

about the costs (if existent) associated with establishing new ventures in the organization's field of 

business. 
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Comments: 

With the exception of three managers that affirmed the stability of competition levels, all 

respondents confirmed, to different levels of severity, that competition is becoming fierce with 

time. This competition is not always local, but most are facing increasing international competition 

too. Egypt entered the free trade treaty in the early 2000's, and therefore does not have the ability 

to levy prohibiting customs on imported goods as it used to be able to. 

Merchants go to China and import cheap (not always up to quality specs. ) products. This trend 

hinders local/national industries. The imported products -even though having to incur taxes and 

customs- are still cheaper than the local/national counterparts. Traders go after the fast and easy 

profit with no regard to the overal-I benefit. The Egyptian market is very price sensitive. Quality 

comes after price in the customers' criterion in a lot of cases. 

If they have the proper connections with the right people, businessmen will have less obstacles in 

establishing their new businesses. In one instance, a pharmaceutical company manager mentioned 

that pressures from international pharmaceutical companies on the government caused the later to 

issue preventive regulations in order to stop the local production of a certain drug to prevent the 

decrease in its imports. 

ID I. egardless of the governinent interference in regulations (legallenvironmental ... Etc ... ), most 

respondents agreed that there exists free competition in their respective fields of production. The 

interesting responses were those stating that the market was saturated and/or full. This conveyed 

the respondents' ignorance of the risks associated with competition finding markets niches and 

using them to win market share. 

Borg Al Arab area is a new industrial zone where new organizations enjoy preferred tax treatment 

for a certain period of time. This treatment/exemption was instituted by the government to 
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encourage businessmen to establish their businesses in this geographical area. In spite of the 

previous fact, not all respondents were ready to disclose the "hidden" costs associated with the 

establishment/running of their respective types of business. After turning off the tape recorder, the 

great majority of the managers interviewed asserted that in order to get your business established, 

especiaRy with the governmental bodies (power authorities, customs. Etc ... ), certain "un-official" 

fees had to be incurred. Their problem with these fees was how to present them on the books as 

tax-deductible expenses. These costs were un-avoidable, and yet very hard to record. 

3.5 Theme (5) the surrounding environment & the market 
The market and the external environment surrounding the organization were inspected through the 

nine questions that this theme consisted of The questions start by asking about importance of 

gathering market data, then, about the frequency at which the organization gathers market data and 

availability and dependability of such data. Whether market data is gathered formally is inquired 

about in the next question. The foHowing two questions inquire about who demands market data, 

why, and, how is it processed The final two questions tackled the outside forces, and the 

government regulation influencing the organization. 
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Comments: 

Production/engineering departments surpassed other departments in resource allocation, and 

dictated which data is needed and how it is used (as opposed to receiving this data from the 

marketing/sales department). 

The majority of respondents mentioned that market data was moderately to highly important for 

the production scheduling, logistics, material & parts procurement, and inventory functions within 

their respective organizations. 

Most respondents did not gather formal market data. The reason being that it was expensive, and 

that data was available through informal, less-expensive methods. Trade associations' meetings are 

the main source of data used for scheduling and production purposes. The Egyptian Central 

Agency for Public Mobilization and Statistics supplies an abundant amount of data, but the 

usefulness of this data for marketing and production purposes is questionable. The government 

does not gather market data systematically, and even if it did, the output lacks specific bits and 

pieces that wifl require more data gathering. In short, data gathered by the government can not be 

depended upon for serious business purposes. 

Independent market research entities are increasing both in number and in capabilities. Cost is a 

minor drawback here. Organizations still do not have full faith in the usefulness and real value of 

market data, and consequently are reluctant to allocate funds to market data gathering. It was 

noticed through the interviews that managers' "perceived personal knowledge/experience" of the 

Egyptian market dominated other ways to coRect market data. 

The main departments that demanded market data were Engineering, production, marketing, and in 

one instance each, research and development, and the design department. 
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The outcome of market data analysis (that is - provided that market data was gathered 

systematically, formally and professionally), is mostly discussed during department meetings, or 

board of directors' meetings in preparation for new production scheduling or main upgrades in the 

line of products. 

One respondent in particular had a very interesting reply when asked about the Egyptian 

customers. He said that "Egyptian customers now take more educated decisions, and better 

informed (though not well informed)". When asked to clarify, he said that the market has gone a 

long way from being restrained, controlled, and limited under the administration of President 

Nasser (communism era), to its present position. This evolution -so to speak- started during the 

administration of President Sadat, and intensified during Mubarak's period. The implications on 

the customers/clients were huge. Instead of being told that this was the price, and that, that was the 

quality available, currently, they have a much wider variety and better buying power (even though 

a lot of people would argue against that). Over all, the Egyptian market still has a way to go before 

it matures. 

Nevertheless, price is still the dominant factor in the decision making process. Other factors ranged 

between quality, services, and availability. 

When it comes to the environment surrounding the organization and as far as the government is 

concerned, respondents expressed their unease with the way the government managed the private 

investment in Egypt. A lot of restricting regulations, a lot of conflicting rules and bylaws, and un- 

thoroughly researched decisions were the main fears in the minds of businessmen. 

Jokingly, one manager said "customers in Egypt take the saying 'the customer is always right' 

literally". There will be a binding contract, and clearly stated terms, rights, and responsibilities, 
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but that will not restrict clients from making last minute changes in quantities, dates, and/or 

quality. Again, personal relations allow for such behaviour. 

A major problem that is abundant in the Egyptian market is that there is an unexplained shortage in 

liquidity. "Everybody owes everybody money", "nobody pays what they owe" as one manager 

articulated. This huge deficit between businesses leads to an increasing level of debt, which in turn 

threatens the continuity of many small to mid-size businesses. The government is one of the major 

debtors and mostly finances its debt through treasury bonds. 

3.6 Theme (6) the value chain 
Only three questions were asked under this theme. The main goal was to assess the strength of the 

relationship between the organization and the members of its value chain. Firstly, a question about 

whether the organization discussed its production plans with its suppliers. Then, about whether it 

discussed them with its agents and distributors (the other end of the value chain). Finally, 

respondents were asked to rate the degree of trust between their organizations and the members of 

their respective value chain. 

316 



vi 

190 CD r. Z 0 

w 

0 
0 

'U 0 

4- 

0 

Q 

4--, 
0 

C- 
0E 

C- -= .= .ý1.0 j= CIS 

CU 
ý: La cz -Z 

a 

73 ; >N ýr 0v cts cz6= >lb J-. 
,A *-A (A 

, Z3 10 -- 
-. i r- & 

> 
64 

J- 

0 44 

to CA 
'0 >., , lo. ý 

cr rA as 
04 0v0- I" . 

Cl 

14 >ý0 ; Oý. 
v2V . 6.. - 

0 cn On ý 
r- 

r. z a, -= r- .0 >ý. b "o =3 r- -T,: ) (W >-. =V. 2 w0 
r 

C'n - cz -0 czv > V 
.- 

I-- cu *ý 

coý 4.., 
a V, ' , 

Cl 0-7: 1 0-4 u >-, 0mu 
06 

On 72 

4.4 u cl 

CA 
ca 

i3 E 
cr U cz uu= ý: -= . tý . 
cn S. - ýc ýZ V 

:3 -C v cz cs . =. ýý 0 
CDA 

>-, M 
*ý 

.muU. 
ýýa: ý10 ca o :3V 

0 -! 4 1.3 C31\ 

u2 ». Z: - -al u 

>=0 121 u 'Z iz 
- -10 Gn ý: CJ Gn r_ >b .. 1--) 0 

c> 
Z Z 

121> 

=- oo 
4ý 

u 00 cý GO2 M cm 
1. > 

4. a 
-- 0, 

r, Zc8 c> ,, u r- 
S4 C> Gn > 
. b. 0 40 

Gn 
E g= *-0 1 

52 - -0 �Z, > A Ew 4- 1. ) z9 -5 >0 ý> 
.= 

CD "Fa« 113 Z0 t) ý-w (U Ln cs iz Gn u00- :10:, r, 
u c14 

=u as 1- s- 0 
C, M ow 

(A 
2-0>Z CD 0 

. 6.0 04 ZO uU -0 Z*-, U 
:j.. " >, :JU 

CD., 
l> li Z ýý- e. r- k4 

ci -d 
MK 

«S E- -. b 

g. 40 ý 14- 4- iý 

:30 12 0 

-2 
0 ri 0ä 79 =2= 

: 
b. 

0U"2 -- = 
:. 

r- - ýg r- 

vi ý> *5 LEv24= -u -c-- 2ý - Gn vs u. v2 4n 

Gn JD E ZruZ ;u- .-xu 1-, 0 

-h 
'13 uu0 

-E 2 
:ir-uE0 

GO :i r- :i Gn 
0 C) 

00 :ae 
. 
'- ch 00 :1 t* u0 



a) ý11 
" - 

7) m .. 0 

1) U 

U -0 C43 

0 

as 

Cý, >, -0 r- 
= s. - r --', d 

LOC ýu C5 

-1ý 

N 

1) 
m 

'5 

CD Z 

Eb 

10 

E M 
, er 

,A 
:J -0 

ý 
ý- 
ce 

u 
C. 

u c4. CD 
.- I-w CJ v - Z- - -4 

Q 1 u U 
.- U c2., 

«o 0 
m 

cl, N.. 
-0 

ý: r- 
u E 

0 0 
C> 

Im 10 c2. u --b u m 

CD C-D ýt -0 ýi ,-E -C3 2 u2 .- --, 
CJ , -i Z. - 

mo 0 
rZ 

Ll .- . - -0 . 1= 
cc 

IL) 1) = cn 1) =3 = 

-0 = .ý > v to -0 - >-, 

vi a. -rj a CS = 
a 

C) cl 
tu 

"0 CL - 

f14 

m 

vm 

OB (D 

0 

0 

=V = loý ob 
co 

ý> *'k; :3o .- 4) C) I- = U- .-v a. = 
4u 0 

-Z 
a C; 

(r. 
wS= 

- 
. 
C3 0: 1 

- bo 
0 

v00 
0. ý >1 

U Z- 1- 0 
CL 

.- -& C3 ý: 
-c-. -ý 

r. C) "0 :ý Cýg ,2r E 

-0 0 

- -0 M - J - m Z.. 

-0 >, r u r: g 
m ý- 

1: d 
m cri 

Z. - M m c2, 
**"j' c2, ri Cl U :j 

a) 
-8 8 , m r- 

cn 
-0 u 4c. 

> 

m l , , = 

00 

CD 0 
.ý JO r, ý u ýd CZS U 'V CD li Gn ý> 

CD 
. -4 . 

u 

C> 

r= CY 
-0 v5 * rs 

4. -4 VD 

D "0 :, d Z, ce (D 

p 

CD, Eý .-= 

cu 
:, oi = c- 

u -0 r- -u ce r. - 

Ma-m-- 
es c) 0 -0 

u =s ý 

cc 



Comments: 

There was a unanimous agreement from respondents that they would not discuss their plans 

with their suppliers. The lack of trust, privacy, and security was the main reason why 

respondents would not consult or discuss their plans with their suppliers. One automotive 

manager said "Egyptians tend to talk a lot. The concept cf pilvacy andlor securily is not 

respected " Therfjore, we would be risking that our competitors will know our plans if we 

discuss them with outsiders -including suppliers". 

Another reason for not including suppliers in the process is that they are ready to 

accommodate organizations' needs as quick as possible. In other words, if design engineers 

come up with a newer design, suppliers would be able to willing to change their productions 

plans swiftly in order to win the business. 

Agents and distributors -on the other hand- are the main source of market data. Marketing 

research is a booming field currently in Egypt, but previously, it was the sales department's 

duty to gather, organize, and analyze market data and subsequently, submitting reports and 

making sales plans. 

AC 
,. far as production plans are concerned, agents' contribution is W-nited to furnishing data 

about the market. It is, then, the duty of the 'internal' production and marketing (if not caUed 

sales) departments to set production schedules including types and quantities. 

Value chain members (Suppliers, agents, customers) have their distinctive characteristics. 

117- 
Por example, customers are price sensitive, agents alwaYs demand discounts, and suppliers 

always push for larger quantitieslorders. Organizations can always count on these features to 

be true. One respondent differentiated between trust and dependability. The researcher used 

this differentiation in succeeding interviews. When brought up, most respondents mentioned 



that suppliers and agents are dependable, especially that most of the businesses control this 

end of the value chain. As far as trust is concerned, the first comment stands. The researcher 

was met with scepticism, let alone, sarcasm, when he introduced the idea of formally 

incorporating value-chain members into internal planning. "We can give them (suppliers and 

agents) finalized schedules, as close as possible to production dates, but this is as far as we ý6 

are willing to go with this issue ". 

4 Conclusion 
In this chapter the researcher discussed the different themes used in the qualitative section of 

the research. The six themes over which the interviews were structured/partitioned were 

exhibited. After each theme, a 'comments' section verbalised the contents of the tables. 

In the following chapter, the researcher will attempt to combine the results of both the 

statistical and the qualitative parts of the research, draw the conclusion, and reach the 

research recommendations. 

320 



Chapter 10 

Discussion 
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1 Introduction 
The application of newer managerial accounting techniques in any organization can be 

considered as a response to pressures for economic efficiency, strengthened 

competitiveness, and social change. In many countries, the increasing level of 

competition (both locally and internationally) dictates the application of more up-to-date 

methods that will enable organizations to increase their competitive capabilities. This 

application can not occur in isolation of the social and/or institutional environment 

prevailing in the specific society within which the methods are to be applied. 

In other words, organizations are entities constrained by institutional/social obligations 

that have to be taken into consideration Wwhen a new rule is injected into their systern. 

In the previous two chapters, the researcher compiled data -both quantitative and 

qualitative- to use as a basis for deciphering the institutional factors that could affect the 

application of Target Costing -as an example of modem management accounting 

techniques- in Egypt. 

Yin (1994) said, "By combining multiple observers, theories, methods, and empirical 

materials, researchers can hope to overcome the weakness or intrinsic biases and the 

problems that come from single method, single-observer, and single-theory studies". 

During the process of analysing and relating both types of data (quantitative and 

qualitative), the researcher had to go back and informally contact some of the interview 

respondents to clarify some ambiguous points. This way, the researcher insured the 

application of a satisfactory level of triangulation between the research methods. 
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2 The analysis 
2.1 Factors that influence the application of target costing 

Some of the institutional factors that were found to statistically affect the application of 

Target Costing are; coordination and teamwork, external factors, level of training, and 

organizational culture. 

2.1.1 Coordination& teamwork: 
According to the literature visited, target costing is a team-dependent technique. Target 

costing will not bear the fruits expected from its application if the organization lacks the 

proper coordination between its departments and if it (the organization) does not enjoy a 

solid teamwork attitude. 

According to (Swenson et al., 2003), one of the key principles for the proper application 

of target costing is 'cross functional involvement' where cross-functional product and 

process teams are responsible for the entire product from initial concept through final 

production. 

During the interviews, many respondents expressed their concern that their organizations 

do not enjoy a good teamwork spirit. They anticipated also that not only them suffered 

from this weakness, but also most of the organizations working in Egypt. The only 

exception to this problem was the multinational organizations doing business in Egypt. 

These organizations come with a different mindset and only employ or hire candidates 

that share this same valae with them. Good examples of these organizations given by 

more than one interviewee were Mc. Donald's, Unilever, and Orascom. Some of these 

organizations are not manufacturing companies, but it is the spirit of teamwork that drew 

attention to them. 
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2.1.2 External factors: 
External factors statistically proved to be significant in affecting the application of target 

costing as an example of modem management accounting techniques. External factors 

include suppliers, agents, infrastructure, clients, buyers ... Etc 

As previously mentioned in the target costing literature chapter, this technique integrates 

all members of the value chain into it (the technique). According to Swenson, Ansari et 

al. (2003), value chain involvement where all members of the value chain -i. e. suppliers, 

distributors, service providers and customers- is crucial to the target costing process. 

'Me interviewees spent a lot of time during the free response time elaborating (even 

attacking) this notion. Most of them were sceptical (to say the least) of the suitability of 

the external factors -prevalent in Egypt- for the application of target costing. None of the 

respondents had any trust in the suppliers' delivery time either due to their inefficiency, 

or due to the lack of proper finance/management. Furthermore, almost all of the 

interviewees depending on local/national suppliers expressed their refusal to trust them 

with their production plan. The concept of privacy and private information is not valued 

in the business environment in Egypt. AR respondents were certain that their supphers 

will either willingly or unwillingly disclose their plans to rivals, competitors, or even 

other suppliers. The secretive nature of people/businesses discussed in Youssef (2007) 

was extremely vivid when this point was discussed. 

While most respondents agreed that there were major improvement in the infrastructure 

in the Egypt, they concluded that there is still a long way to go before this infrastructure 

can be trusted and depended on. 
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2.1.3 Level of training: 
The level of training also proved to be statistically influential on the application of target 

costing. Most managers expressed their distrust or scepticism about the value that fresh 

graduates receive or acquire from colleges. They expressed their need for an entry level 

candidate that is more in tune with the business world. On a parallel note, the researcher 

noticed that business schools in Egyptian colleges are starting to promote new courses 

emphasising 'market' orientation, and 'practical' concentration. 

Nfiddle managers are more inclined towards hiring personnel with two or three years of 

experience, preferably with an MIBA degree. These employees are trusted to have applied 

experience as opposed to academic knowledge. The unemployment rate is currently high 

in Egypt. 'niere is abundance of potential candidates available for work depending on 

college reputation, academic achievement, and experience. 

Budgets and validity are among the main factors influencing training in Egypt. 

Businesses are going through tough times and cuts have to be made. Also, the validity 

and value of training are distrusted except (again) in multi national organization who, on 

the other hand, have regular training and advancement programs. 

2.1.4 Organizational culture: 
The researcher was not surprised to see that the organizational culture did indeed have a 

statistical influence on the application of target costing in Egypt. 

The status quo in running a business is the prevalent ideology in managing that business. 

That was apparent in the work of Youssef (2003) who mentioned that Egyptian 

businesses were -and still are- run with the mentality that was common during the 

socialist era (1952-1970). During this period (the Nasser period), the state governed and 

imposed a certain management philosophy over the business world in Egypt. A unified 
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financial accounting, performance measurement, and management systems were not to be 

disregarded or not applied. 

Interviewees attested that this mentality is still in power, and dominates the mindsets of 

managers in Egypt. They all ascertained that if this philosophy does not change, that the 

application of newer techniques (be it management, accounting, cost, production) will be 

unsuccessful. 

This mentality is not applied in multi national companies in Egypt. These organizations 

enjoy fresh and up-to-date business mentalities that are new to the Egyptian state of 

mind. Some managers were conservative as to the applicability and acceptability of these 

'fresh' methods in the Egyptian environment. Others were optimistic, and mentioned that 

the process of change has to overcome hurdles and obstacles. Change is perceived to be 

the language that all business ventures have to speak now. 

Z2 Factors that do not influence the application of target 
costing 

Some of the institutional factors that were not found to statisticallY affect the application 

of Target Costing are; management accounting tasks and perception of change, personal 

skills, external stakeholders, current management accounting techniques, 

informal/personal factors, the decision making process, the environmental surroundings, 

and pricing methods. 

Surprisingly, the perception cf change did not prove to statistically influence the 

application of target costing as a newer management accounting technique. During the 

interviews, the researcher was under the impression that applying new methods was 

going to be faced with a great deal of resistance. Interviewees (especially from lower 

management levels) expressed their concern that the application of any new technique - 
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no matter in which field-, would cause a lot of problems and would take a lot of time 

until it 'settles' or in other words until it is institutionalised. More than one respondent 

expressed their concern that the introduction of newer 'modem' methods was not going 

to be easily accepted by employees. This is in line with what was discussed earlier about 

the prevalence of the status quo. Furthermore, respondents mentioned that there was a 

deficiency in the intra-communication channels between organizational levels. 

Employees are not consulted before the new method is introduced. They are also not 

properly informed of the benefits that a new system would help them achieve. 

The remaining variables proved to have no effect on the application of target costing. 

Personal skills are of no statistical effect on the application of target costing. The 

technique definitely needs training, and a considerable period of time until it is properly 

understood, applied, and become fruitful. Most respondents mentioned that Egyptians 

enjoy a tremendous ability to adapt, but the main problem will be to get them to accept 

the new method to start with. 

External stakeholders, have no say in what techniques are applied within the company. It 

is not until the organization tries to apply the technique on those external parties that 

problems start to appear. The success of integration between the organization and the 

members of its value chain is extremely doubted- As the interviews showed, 100% of the 

respondents mentioned that they would not share their production plans with their 

suppliers. From a legitimacy point of view, external stakeholders should not have an 

effect on the application of newer techniques. Most modern techniques become 

widespread through meetings, professional gatherings, business relations... etc... this 

should not be perceived as applying any pressure on any one organization to adopt the 

327 



technique. The only exception to this rule is multinational organizations. These 

organizations -as mentioned before- come to Egypt with a wider mind and acceptance of 

change and development. Even though the change they accept comes mainly from 

overseas (where their headquarters are located), it should still be looked at as change 

imposed on the organization by external stakeholders. 

Current management accounting techniques do not have a statistical effect on the 

application of target costing as a newer management accounting technique. Standard 
K 

costing and budgeting prevail over other techniques. Activity based costing is gaining 

widespread acceptance. The researcher noticed that most respondents confused budgeting 

with target costing. He had to explain the differences between the two techniques once in 

the beginning of the interview and more than once during the sessions. 

Informal/personal. factors did not prove to have a statistical influence on the application 

of target costing. The only explanation the researcher could deduce from the responses he 

received was the general feeling among employees that management does not 'care' what 

they thought. People were reluctant to propose any new ideas. Their explanation was that 

they will either not get the recognition they deserve, or that their ideas will be filed with 

no actual action taken towards applying them. Two respondents expressed their fear that 

their managers/superiors wifl get credit for their ideas because they (the managers) have 

the right connections. This picture was a little different within multi-national companies. 

These organizations enjoy an appreciative, teamwork environment that encourages 

personnel to be creative (a trait essential for the application of target costing). 

The decision making process also did not statistically affect the application of target 

costing. Decisions in Egyptian organizations follow a top down systematic pattern. The 
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board of directors and top management impose their decisions on the lower levels of 

management and the workers. In the questionnaire, a question was asked about whether 

the manager was supposed to follow up of the execution of plans and come up with new 

ideas. Interview respondents confirmed that that was the mentality within Egyptian 

organizations. "No one takes the initiative or comesforward with ideas or suggestions to 

better peiformance or even improve work conditions" one top manager said. Some 

respondents were Surprised (even agitated) when the researcher told them that in a Toyota 

factory for example, any one worker can stop the production line if he/she noticed 

something wrong, or thought of a better way to perform the simplest of tasks. The 

management environment/ideology is not as welcoming -if at all- as it should be to 

creativity and initiative. 

Statistically, environmental surroundings do not affect the application of target costing a 

newer management accounting technique. Interviewees mentioned that as long as target 

costing is an internal process that starts at the design stage and follows on the product 

initiation and actual production stages that it was only logical for it not to be influenced 

by the external envirommental surroundings. 

Final-ly, pricing methods do not affect the application of target costing. As mentioned 

before, standard costing prevails in the Egyptian business world. The researcher noticed 

that because of the increase in competition, and the introduction of low cost products 

especiaRy imported from China, the trend is turning towards a more market-oriented 

pricing frame of mind. Currently, and while pricing their Products, managers take into 

consideration the price they think the market will perceive as acceptable. This in itself is 

the building block or the starting point at which target costing sets off. 
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Z3 Interaction effects: 
While testing for any interaction effect between the independent variables as a unit and 

the dependent variables, the researcher found the following: 

There is an interaction effect between the combination of 'external stakeholders' and 

"current management accounting techniques' on the "lack cf familiafily" dependent 

variable. This is in line with the previous discussion that mentioned that most businesses 

in Egypt are happy with the status quo. The ease business functions are carried on with 

and the 'comfort' (as one interviewee expressed) with the already applied methods leads 

to people's reluctance to explore new venues and therefore leads to the lack of familiarity 

of newer techniques. 

Also, there is an interaction effect between the combination of 'informal factors' and 

& environmental surroundings' on the perception that 'target costing is a passing fad'. The 

only explanation the researcher could find after cooperating with interviewees was that 

target costing is confused with budgeting (as a planning / control management accounting 

technique). Budgeting has been used as a planning method for a much extended period of 

time. It is considered to be the normal technique used by management/cost accountants. 

Furthermore, it was also found that there were an interaction effect between the 

individual combinations of 'Personal skills & Informal factors', 'Informal factors & 

n- .I 'Personal skills & Environmental surroundings', 'Personal skills, Decision making'9 

infon-nal factors & Environmental surroundings, 'Decision making & 'environmental 

surroundings', 'Personal skills' & 'Organizational culture', 'Personal skills, informal 

factors & organizational culture' and the dependent variable 'no top management 

support'. Except for multi-national organizations working in Egypt 
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24 Demographics: 
86% of the questionnaire respondents were male and 14% were female. Interviewees 

were all male. It was interesting to investigate whether there would be a difference 

between male/female opinions as far as the constructs are concerned. 

Statistically, there was a significant difference of opinion between males and females in 

the following constructs; coordination and teamwork, organizational culture, cuffent MA 

techniques, informal factors, and environmental surroundings. 

In other words, males and females did not share the same opinions as to whether 

coordination and teamwork, organizational culture, current MA techniques, informal 

factors, and environmental surroundings would have an effect on the application of target 

costing as a newer management accounting technique in Egypt. 

On the other hand, males and females had no significant difference in opinion concerning 

the foRowing constructs; Management accounting tasks and perception of change, the 

external factors, the level of training, and personal skills. 

Z5 Competitive regulations 
According to Ghoneim. (2002), given the limited resources available to the Egyptian 

economy, the government of Egypt should opt for a first best approach by eliminating the 

barriers that negatively affect competition in various goods and services markets. 

Hence, it should embark on a serious trade liberalization policy regarding tradable goods 

and should work on removing existing barriers to FDI in services and other non tradable 

sectors. Finally, it should continue creating sectoral regulations that fit the nature of each 

sector if some sort of competition rules need to be clear for the players in that particular 

field especially in the area of services and non-tradable where absence of a competition 

law is a major deficiency. This view is challenged by some experts who fear from the 
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substitution of a comprehensive law by sectoral regulations that are likely, from their 

point of view to create more uncertainty and inconsistency in the application of laws (see 

for example, Fels, 2001, p. 16). 

If Egypt should go for the second best approach of the necessity of having a competition 

law for example as a result of the external pressures that pushes Egypt to adopt a 

competition law Among the most important pressures are its regional agreements with 

other partners (e. g. EU Mediterranean Partnership Agreement and the COMESA) which 

cadl for harmonization of national competition laws. 

, then the design of such law should follow certain principles: 

2.5.1 Simplicity: 
As asserted by some institutional economists, the developing countries in general have a 

different institutional setup from that of a developed nation- For example, there is a 

higher cost of public funds due to an inefficient tax system, a higher cost of auditing and 

control due to a lack of human and financial resources, lower transaction costs of side 

contracting due to less control, greater family ties or traditions, weak technical 

knowledge, and greater asymmetries of information (Laffonat, 2000; Islam, 2002). This 

leads to the necessity of adopting some sort of competition law that fits in general with 

tile overall institutional environment prevailing in Egypt and does not necessarily follow 

the competition law of the major trading partner as has been asserted in a general context 

by some economists. The law should concentrate on few issues that are likely to face a 

transitional economy like Egypt like horizontal integration. With respect to most other 

practices that may be of concern (e. g. vertical restraints, actions by dominant firms, and 

mergers), apparent restrictions on competition may be justified on efficiency grounds. 
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(see Hoekman, 1997). Most laws therefore allow competition agencies to make 

judgments in such cases following a so called "rule of reason" approach. Hence, in the 

Egyptian case, the law should concentrate on horizontal restraints to competition. 

In addition and in light of the human resources constraints the competition authority may 

want to focus its efforts on issues as cartels and exclusive supply or distributional 

contracts. Other issues such as price discrimination, predatory pricing or complex vertical 

restraint cases are more complicated and less critical. (For a similar argument in a general 

context of developing countries see World Bank, 2001, p. 141-142) 

Z5.2 Proaressivitv 
The communication from Trinidad and Tobago contributed to the Working Group on the 

Interaction between Trade and Competition Policy in 2001 has identified a clever feature 

for introducing competition laws in developing economies, mainly progressivity. 

Progressivity refers to the approach or methodology in developing and implementing a 

competition regime. It allows for gradual and selective introduction of instruments to 

control anti-competitive behaviour. This allows the authority, other government 

departments and stakeholders the time to accommodate and adjust to the changes that are 

required. Further, as the economy develops, the regime matures; the instruments could be 

deepened in this approach. Progressivity is particularly important as it allows a country 

time to build a firm foundation for the competition regime by fully assimilating one 

aspect of competition rules before progressing to the next. 

2.5.3 Independence of the Competition Authority and its role in 
Policv A dvocacv 

To ensure effectiveness of the competition law, the competition authority must enjoy 

independency and shielding from political and other vested interests' influence (for a 
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similar argument see World Bank, 2001). In the case of Egypt, the case is not clear as the 

law has asserted the independency of the competition authority where the head is 

an inted by the Prime Minister. However, the authority is likely to foHow the Minister r PO 

of Trade and Supply which contradicts with its independency as a separate body. Despite 

the fact that other countries foUow in many cases the same procedures (see WTO, 1999), 

where they emphasize the independency of their competition authorities and in the same 

time they follow different ministries, the case of Egypt asserts that this is not likely to be 

the case as the law has given the concerned Minister certain responsibilities to undertake. 

This means in practice that the authority is not independent and is not shielded from 

political influence. A major factor that is likely to affect the transparency and 

predictability of this authority. 

Most of the competition agencies in countries with competition legislation are engaged in 

competition advocacy. A case that has been mentioned with no emphasis in the Egyptian 

draft law (even there is no complete article that is devoted to this issue). The absence of 

emphasizing this role complemented by the expected weak independency of the 

competition authority is not likely to yield positive results. Hence strengthening those 

provisions are crucia. f, I or enhancing the role of competition authority. A proactive stance 

should be adopted by the Competition Authority to promote competition by attacking not 

only infringements of the law but also institutional arrangements and public policies that 

interfere with the appropriate functioning of markets (for a similar argument see World 

Bank and OECD, 1998, p. 8; OECD, 1994, p. 40). Moreover, through competition 

advocacy the competition authority can influence goverm-nent policies by proposing 

alternatives that would be less determinable to economic efficiency and consumer 
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welfare. It can serve as a buttress against lobbying and economic rent seeking behaviour 

by various interest groups. And it can foster greater accountability and transparency in 

government economic decision-making and promote sound economic management and 

business Principles in both the public and private sectors (World Bank and OECD, 1998, 

p. 93). 

2.5.4 Building the required information database: 
The importance of strengthening capacity to collect and analyze information cannot be 

over emphasized. A common mistake made by governments involved in regulatory 

reform is to reduce the ability of agencies to compile the information needed to monitor 

the impact of reforms (Hoekman and Messerlin, 1999). It should be noted that the 

absence of infort-nation in many sectors that are affected by competition may be more a 

consequence of old regulations (secrecy, non transparency, etc) and market closure than 

an intrinsic feature of the economies of developing countries, including among which 

Egypt. Hence, the competition authority needs some sort of statutory authority to force 

. f. -- -- - firms to supply necessary information. 

2.5.5 Building the right support and public awareness: 
The government needs to set the objectives of the law both in terms of substance and 

process. On substance, a system that can both regulate, and ensure effective competition 

is needed to allow fair and sustainable development. On process, the system should 

ensure interconnections between governments, markets and civil society (Lamy, 2001). 

Experiences of other countries have shown that the issue of public awareness is of crucial 

importance for the success of the law to be implemented. Without informed stakeholders, 

particularly the business sector and consumer organizations, the law lacks meaning. 
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3 Limitations of the research 
As is the case with the survey type of research, individual opinions and beliefs can distort 

one's attempt to be objective (Mohamed, 2004) 

The number of businesses erected in Egypt is counter parted by the number of 

organizations going out of business (because of the current dire state of the economy . ). 

This unique situation dictated an overall sampling method to be able to generalize the 

tindings of the research. A more industry, size, or type of ownership, specific research 

would shed more light on the applicability and factors controlling newer management 

accounting techniques. 

Also, the research was limited to one of the three main industrial zones in Egypt namely, 

Borg El Arab, Alexandria governorate. The other two main zones are: The Sixth of 

October, and the Tenth of Ramadan cities. These three areas are situated in the northern 

part of Egypt and contain the major bulk of Egypt's industrial forces. Further research is 

recommended to investigate the applicability of newer management accounting 

techniques in other areas of the country i. e. upper Egypt. 

4 Further research 
Tbe institutional factors tested in this study were derived from focus groups and 

interviews with professionals in the greater Alexandria area. These factors should not be 

looked at as all-inclusive. There is a good possibility that more factors exist that were not 

tested or included in the scope of this research. These additional factors can be location 

related, industry related or capital related. For example, industries are clustered by type in 

the three main industrial areas. This in turn can suggest some type of bias against the 

industries not well (if at all) represented in the Alexandria zone. Also, capital investment 
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tends to intensify near greater Cairo being the capital. As this research was conducted in 

the Greater Alexandria area, more work is recommended to be undergone to uncover 

further factors (if any) and evaluate their influence on management accounting 

applications. 

The researcher recommends if any further research is conducted, that a similar approach - 

focus groups, panels, questionnaire, and interviews- be administered in order to gain the 

advantages of multiple methods and neutralize their drawbacks. 
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Durham 

To whom it may concem 

Adr. Mohnined El Bank&e is a vegiý PhD suWwt in Nfimagement Accowning at The 

UniVerSity of Durharm, England- 

He wil] be urvaitigatift the wistmatioml fiders affec6ng the applicaMity of vvestem 

management accounting concepts -namely Target Costing- in Egypt, 

In order to cuiry otit his reseav* he has coinpiled a questimmueý and it woWd be 

greatly appreciated if you could assisl by completing and rewming it to him at your 

Should you need any clarification, please do not hesitate to COTTULCt the researcher at 

A 010-: 5627415, orviacemilat m. o. mA-bar u ban 

Thank you in advance for your coopen6on. 

Remarch supervisor 

Pýýfessor Robert Dixon 

University of Durham 

Business School 
I 

Durham Business School, Univt-rsity of Durbam, Mill Hill Lane, Durham City. DH I 3LB, United Kingdom 
Telz 4- 44 (0) 191 334 5200 Fax: + 44 (0) t 91 3 34 510 1 
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Dear respondent 

Please allow me to start by thanking you for taking the time to complete this 
questionnaire. 

you must be aware, management decisions are based on many variables, and with the 
increasing level of competition, it is becoming a harder task for managers to take sound 
decisions timely. 

In addition, management accounting research and innovation in the east (Japan), and the 

west (USA) -for example- is faster than its rival in developing countries like Egypt. 

Many scholars tried to assess the transferability of management accounting methods 
between nations, and the factors affecting that transfer. In a trial to further their work, I 

will try to answer the following main question -in addition to some sub-questions as wen: 
"What are the institutional factors that affect the applicability of modem 
(EastemAVestem) management accounting concepts in the current Egyptian business 

environment? " 

Your answers will help me define the most important institutional factors that influence 

the applicability of modem management accounting techniques in Egypt; therefore, I 

would really appreciate your diligence and objectivity. 
The more accurate the findings derived from this study, the better you will be able to 

apply these possibly beneficial management accounting concepts, and hopefully the more 

competitive your businesses can become. 

It is needless to state that anonymity and confidentiality will be highly respected. 

Thank you in advance for your time and cooperation. 

Best regards 

The researcher 

Mohamed El Baradie 
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Personal data 
Age: 

Less than 25 25-35 36-45 46-55 56-60 Over 60 

Gender: 
Male Female 

F- 
Education level: 

High school Technical B. Sc. degree Master degree Doctorate degree Post doctorate 
qualification 

III F_ 
Type of organization: (check all that apply) 

Private Multi-National Previously Corporate Sole ownership 

Position: 

Lower management Middle management 

Period with the organization: 
lxss than a vear 1-5 vears 6-10 11-15 16-20 

Other 

Over 20 
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The omanization and the environment 
I- What is the industry group for the primary products for your business unit? 
Transportation equipment Machinery Non-ferrous/metal 
Electrical/electronics Textiles Oil, rubber, glass 
Precision equipment Food & catering Pulp and paper 
Aerospace & defence Chemicals Furniture 
Pharmaceuticals 

HSteel HOther 

Wood and building material " Construction 

2- How many competitors do you think your business unit/company has? 

None One or two More than two but More than ten but 
less than ten less than twenty 

3- How does your company perceive the intensity of competition? 
None Verv low Moderate Somewhat intense 

4- How predictable 
positioned? 
Unpredictable 

More than 

intense 

is the environment in which your company/business unit is 

Low Moderate High Extremely 
ictahilitv nredietabilitv Predictable oredictabl( 

5- What is the relative importance that your business unit places on each of the 
fhlInwincr nrtinn-, in rnef-fincr mrnnetitive threaN? 

U,., treme]Y ALd. & Hjgldy Moderate Low Un- 
important important - importance important 

Beating competitors to the market 
place with new products _ Providing superior service/support to 
customers 
Guaranteeing speedy delivery of 
products _ Providing more and better features 
dw others 
Providing more reliable, longer-lasting 
products _ Being cost leaders and providing the 
lowest priced products 
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ap. ement a chniau 
6- What is the importance of the following factors in positioning your product in the 
market? 

Extremely 
important 

ffighly 
important Moderate "W 

importance 
Un- 

important 
Sales price 
Required profit margim 
Market sbare 
Volume 

7- Please state whether -vou aarce or disaErrec with the following stntememt%- 
Totally Agree Neutral Disagree Totally 
agree disagree 

Adhering to the budget is the most 
important task 
Variance from budgeted figures is severely 
penalized 
Budgets are set by department heads after 
consulting their staff 
Budgets are a true representation of the 
forecasted status of the organization 
The budgeting technique is fairly new in 
our organization 
We inherited the budgeting (as a 
management accounting technique) from 
the after revolution public sector system 
Budgeting is the most suitable technique 
for our type of business 
Standard costing is simple and easy to 
apply 
Standard costing is costless 
All new graduates are familiar with 
standard costing and therefore need no 
further training 
Cost variance analysis gives us the chance 
to pinpoint the hot spots that need our 
attention 
At an point in time, we can gather cost y 
information quickly, effortlessly, and 
cheaply 
Cost data bases are well maintained and 
available 
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8- How does your organization perceive the following tools/techniques? (Please see 
glossary at the end for some term definitions) 

Extremely 
important 

Highly 
important Moderate Low 

Jimportance 
Un- 

important 
Cost variance analysis 
Budget variance analysis 
Rolling forecast. 
Strategic management 
accounting 
Target Costing 
Total quality 
management systems 
Value added accounting 
Balanced scorecard 
Activity based 
costing/management 
Benchmarking 
Just in time 
Continuous improvement 
activities (Kaizen) 
Design to cost 
Design for 
manufacturability 
Value engineering 
Tear down 
analysis/reverse 
engmeering 
Competitor cost analysis 
Cost/driver analysis 
tables 
Cross functional teams 
for problem solving 
Multi-year product and 
profit planning 
Quality function 
deployment 
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9- Please rate the importance of the following management accounting tasks within the 
organization. 

Extremely 
important 

Highly 
important Moderate . 

Low 
unportance 

Un- 
important 

Business performance evaluation 
Cost/financial co ol 
Planning/managing budgets 
Interpreting/presenting the 
management accounts 
Interpreting operational information 
Implementing business strategy 
Profit improvement 
Cost cutting 
Implementing/designing new 
information systems 
Capital expenditures 
evaluation/control 
Strategic planning/decision making 
Generation/creation of value 
Working capital and short-term 
finance management 
Operational 
planning/projects/decision making 
Productivity improvement 
Managing IT systems 
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10- How important do you perceive the following items as drivers of change in 
management accounting 

Extremely 
important 

Highly 
important Moderate Low 

importance 
Un- 

important 
Information technology 
Organizational re- 
structuring 
Customer-oriented 
initiatives 
E-Commefce/elemonic 
business 
New accounting 
Software 
External reporting 
requirements 
Auditors' opinion 
New management styles 
Core competency goals 
Globalization 
Quality-oriented 
initiatives 
New management 
accounting techniques 
Take-over/mergers 
External consultants' 
advice 
Production technologies 

11- Management accountants in your organization have to reinforce the following skills 
tn N-enme. mnre "mhlf- nf denling with current issues 

Extremely 
important 

Highly 
important Moderate Low 

importance 
un- 

important 

Analytical/interpretive 
IT/Systems knowledge 
Integrating financial and 
non-financial 
information 
Broad business 
knowledge 
Strategic thinking 
Commercial 
Team-work 
Change management 
Presentational 
Leadership 
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12- Management accountant-,, - are creni-rnllu rA-cva-rAA-rl lie 

TotaHy agree 

---j --C 

Agree 

D -- - 

Neutral Disagree TOWHY disagree 

Bean counters 
Business ad cates 
Business analysts 
Business partners 
Corporate police 
Financial analysts 
Scorekeepers 

13 - To what extent does the current orkranizational culture subscribe to the following 
values? 

Very high Medium low Very 
high low 

Wiffingness to experiment with new ideas 
Maintaining traditional ways of things 
Doing things according to established rules 
Being a good team player 
Encouraging continuous improvement 
Selecting safe rather than risky options 
Soliciting and implementing employee 
suggestions 

14 - To what extent does the current environment surrounding the organization 
subscribe to the following values? 

Very high Medium low Very 
high low 

Willingness to experiment with new ideas 
Maintaining traditional ways of things 
Doing things according to established rules 
Being a good team player 
Encouraging continuous improvement 
Selecting safe rather than risky options 
Soliciting and implementing employee 
suggestions 
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15 -What is the effect of the general environment surrounding your organization on the 
following items (use the most impQrtant prcducts as a benchmark) 

Very High Average Low Very 
high low 

Competitive pressure on profit margins or funding 
budgets 
Rate of growth of sales of your unit in the last five 
years 
Market share of your business unit 
Customer loyalty 
Barriers that competitors must overcome to enter 
your product markets 
Rate of change of customer tastes 
Customers' ability to detect differences in product 
quality and functionality 
Ease with which customers can switch to other 
products 
Customers' ability to understand and articulate 
their future Product requirements 
(features/functions) 
Number of suppliers dealt with for purchasing 
parts and components 
Production technology rate of change 
Reliance upon highly skilled and trained 
manpower for production 
We are used to the eidsting machinery. New 
machinery will only confuse workers moire than 
increase productivity. 

16 - Please indicate the extent to which the following statements capture your business 

unit's relations with its major suppliers 
Totally Totally 
agree agree Neutral Disagree disagree 

We wordinate product and process 
design with suppliers 
We routinely involve major suppliers in 
product design 
We use suppliers to make our products 
more customer focused 
Our major suppliers depend heavily on us 
for business L 
We train and support our most important 
suppliers 
When actions of suppliers reduce our 
cost, we share the savings with them 
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17 - Please indicate the extent to which the following statements capture your business 
unit's relations with other members of its value chain. 

Totally Totally 
ap-ree aQree Neutral Disa-aree disaQree 

The various functions in our business unit 
(e. g. production, engineering, marketing, 
finance, etc. ) work together closely and 
effectively 
We routinely seek input from our dealers 
and resellers about customer requirements 
and product/process design 
We train and support our most important 
dealers/resellers. 

18 - Please indicate the extent to which the following statements capture your business unit's 
relations with its customers 

Totally Totally 
agree agree Neutral Disagree disagree 

We seek customer input during the 
product design phase 
We collect data from customers about 
our products using formal methods (e. g. 
surveys, focus groups, clinics, etc. ) 
We routinely analyse customer needs and 
make this information available widely 
throughout the organization 
We collect, process, and distribute 
customer feedback after they have used 
our products 

19 - Please indicate the extent to which you agree with the following statements (within the 

0W 
00 

W CA 0 EA 

Personal ýoverýof ýMionýýd Telatio 
We can trust outsiders (suppliers, customers) with our future 

plans 
Change is an accepted and encouraged concept in our 
business environment 
The relationship between managers and subordinates goes 
through formal, clear, and re-set 2acths 
The boss knows best 
We always look up to older personnel and follow their lead 

Change is perceived as a progressive issue, and is 
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voreign methods are better than these already applied Trust is the base of relationships between people 
Management always strives to make employees' work easier 
and more epjoyable 
The government works in an organized and professional 
manner 
Government planning is dependable 
Government planning and society needs go in parallel paths 
Goal setting is a comer stone in any project being 
professional or personal 
Department goals are well set and clear to all 
Different departments work together in harmony 
There is a general feeling among employees that their work is 
appreciated and valued 
When a decision is in order, the employee does his/her best to act 
without bothering their manager 
The environment in my business unit encourages teamwork. 
The workers' union is a major contributor to the decision making 
process in my business unit. 
Quality circles (took for definition in gtossary) are an applied and 
respected factor in product development. 
Decisions in my business unit are central and non-negotiable 
The business unit manager is expected to acquire, develop, and 
direct resources. 
I, evel of education is the top deciding factor of who becomes a 
manager. 
Seniority is the top deciding factor of who becomes a manager. 
Age is the top deciding factor of who becomes a manager. 
Training and experience are the top deciding factors of who 
becomes a manager. 
Social status and level determine who takes decisions in my 
business unit. 

00 

Subordinates expect to be told what to do 
Subordinates are encouraged to be creative and come up with new 
ideas either to lower costs, or better quality 
New ideas are taken seriously 
Communicating with other personnel is preferred to be written 
Training is regarded as a waste of time, money, and effort 
The relationship between managers and subordinates goes through 
formal, clear, and pre-set paths 
We always look up to older personnel and follow their lead 
Chan, gýe is perceived as a progressive issue, and is encouraged 
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It is always safe to follow what everybody else is doing 
ff religion and work assignments interfere, the assignment prevails 
The transportation infrastructure is dependable 
Data about the market can easily be acquired 
Data about the market is dependable 
Data about the market is highly dependent on informal 
means (i. e.: roomers) 
Rules are iýade to be broken 
If the rule is not flexible, we tend to find alternate ways to get 
things done 
Formal networks prevail over informal ones 
if a new system is introduced, management consults/trains 
employees before full application 

_Authority 
is equal to responsibility 

_Imported 
methods are not always suitable for our environment 

20 - To what extent do you price your most important products based on the foUowing 
methods? 

*0 V M io: 'A 
PC 

Estimated cost plus a profit margin 
jo meet competitor's price 
jo beat competitor's price 

_What 
the market wiH bear 

_Market 
price that wiR give us our target market share 

_Ad 
just last year's price for inflation 

Other (please describe): .................................................................................. 
.................................................................................. 
.................................................................................. 
............................... ...... ........................................ 
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21 - Are you currently using Target Costing (TC) at your business unit? (In answering this question, please consider the following definition of Target Costing) 
"The Target costing process is a system cfprcfit planning and cost management that has the following keyfeatures. It is price led costing in which market prices determine allowable costs. Cost reduction is guided by a systematic analysis offeatures andfunctions most important to 
customers. Cost management takes place mostly at the product design stage. Cross-fimctional 
tearns that include both internal and external value chain members carry out the process. Target 
Costing initiates cost management at the earliest stages cfproduct development and applies it 
throughout the product Lfe cycle 
I am not sure 
We never seriously considered implementing TC 
We considered/attempted T`C, but did not implement 
We considered TC, but have not made a decision 
We attempted TC but abandoned it 
We are planning to implement TC in the future 
We recently adopted TC, but have not fully implemented it 
Target Costing is well established in our business unit 
We use TC or many of its methods under a different name Which is: 
14 V) .......................... 
22 
22 - If you have not adopted TC, to what extent did the Wowing factors influence your 
decision not to ' lement TC? If you have adopted TC, to what extent are the fbUowing 
factors considered barriers to improving TC at your business unit? 

:a 
-& Q ei 00 

0-0 os ji 
Q 
2 

:, 

7& 
Q 

2 
9.4 w 0 cm u Z u 

Co 
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03 

lu 

Lack of familiarity with Target Costing 
Perception that TC is a passing fad 
Faced with more pressing business problems 
Did not get top management sponsorship/support 
TC is not relevant for our kind of business 
We have a good understanding of our costs 
Cross-functional cooperation is difficult to get 
People unwilling to change 
Did not get any results or benefits from its use 
lack of education/training about TC 
No reason to change our pricing methods 
Missing targets is viewed ncgatively 
We lack systematic methods for incorporating customer 
Mput 
The accountinglinformation system. does not sqTqýTC 
No rewards for achieving targets 
Other initiatives are more important 
Do not have resources to implement 
other (please describe): I 

.................................................................................. 
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Glossary. 
Total QualitY Management (TQM) 
An approach that focuses all organizational resources on achieving quality throughout the 
value chain. Emphasis is on quality from the customers' point of view. Cost should be 
reduced as product failures and follow-on customer service requirements are reduced- 
Benchmarking 
The process of investigating and identifying "best practices" and using them as a standard 
to improve one's own processes and activities. 

Continuous improvement program 
A program to continuously and incrementally improve yields, eliminate waste, reduce 
response time, simplify design of both products and processes, and improve quality on a 
continuous incremental basis. 

Design to cost (DTQ 
A method to ensure that product designs meet a stated cost objective. Cost is addressed 
on a continuing basis as part of product or process design. The technique embodies early 
establishment of realistic but difficult cost objectives, goals, and thresholds and then 
manages the design until it converges on these objectives. 

gn for manufacture and assembly (DFNU) 
A simultaneous engineering process that optimizes the relationship between materials, 
manufacturing technology, assembly process, functionality, and economics. It seeks to 
ease manufacture and assembly of parts or eliminate parts. 

Value engineering 
A systematic method of evaluating the functions of a product to determine whether they 
can be provided at a lower cost without sacrificing the features, performance, reliability, 
usability, and recyclability of the product. Generally used at the design stage of a product 
to improve customer value and reduce costs before production has begun. 

Activity based costhig (ABC) 
A method of costing in which activities are the primary cost objects. ABC measure cost 
and performance of activities and assigns the costs of those activities to other cost 
objects, such as products or customers, based on their use of the activities. 

Activity Based Management (ABM) 
The use of activity cost data to manage activities. The purpose of ABM is to analyse 
whether activities are of (add) value to customers, and how they can be performed to 
maximize customer value. 
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Cost tables 
Databases of detailed cost information based on various manufacturing variables. Cost 
tables represent an easily accessible source of information about the effect on product 
costs of using different productive resources, manufacturing methods, functions, product 
designs, and materials. 

Quality Function deployment (QDF) 
A structures matrix approach to documenting and understanding customer requirements 
and translating them into technical design characteristics for each stage of product 
development and production 

Quality Circles 
Groups of workers that gather informally to discuss quality issues (i. e. problems, 
suggested improvements) 
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Theme 1: General Data 

What is your management level in the organization? 
How long have you been with the organization? (in years) 
What qualifications do you have? (educational and/or professional) 
What is the legal type of your organization? 
What business is your organization in? 

Theme 2: ApiDlied Methods 
How many "updated" cost/management accounting methods have you applied in the last five 

years? What were they? 

If you applied a new method (s), how did you know about it/them? 

How long did it take for the new method(s) to get accepted I established in your organization? 

How did you go about applying the new method(s)? Did you follow any steps or system to apply? 

How successful do you rate the application of the new method(s) on a scale of 1-5? 

How easy was it/would it be to change/improve the management/cost accounting techniques 

within the organization? 

What types of obstacles/resistance should management expect to face when undertaking the task 

of MA techniques improvement? 

Is there a clear plan for improvement in the, organimfion? 

How far further in time do you plan your production (and subsequently plan costs? ) 

[After introducing the concept of Target Costing) Do you apply it in any way? 

If not, how successfut/beneficial would the application of such technique be? 

Theme 3: Imfitutions & internal syneray 
The organization has a comprehensive and transparent data basetnewsletter that guides and 

informs employees of initiatives and futm-c plans of the organization. 

It is always the manager's responsibility to suggest improvements (methods, techniques, material 

.. Jac... ) 

The department of Research & development is one of the biggest and respected departments in our 

organization. 

- Suggestions for improvement are valued, commended, evaluated, applied, and rewarded. 

- Collaboration between personnel/departments helps improve the working environment within the 

organization 
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Times are tight. Spending should be at its lowest even on R&D. 
Uttle effort has to be exerted to have a new technique accepted and applied. 
Resistance to change or innovation is at its minimum in our organization. 
Employees' opinions are always solicited before, during, and after the introduction of a new 
technique (especially management accounting techniques) 

The Cost/Management Accounting department is well respected within our organization- 
Do you have a product design department 

If not, who designs your products? How? 

How are the communication channels between the major departments in your organization? 
How formal/informal are these communication channels? 

Do you have an intranet? 

If you are a multinational organization, how are instructions, rules, bylaws communicated between 

your organization's pans/branches? 

Theme 4: Competition 
How do you see the trend of competition in your line of business? (i. e. number of competitors) 

How easy is it for a new producer/rival to get in the market? 

Is there free competition in your line of business/production facility area? 

What are the costs (known /hidden) associated with establishing new ventum in your field of 

business? 

Theme 5: The surroundfim environment & the market 
How important is it in your organization to gather market data (very, moderate, low)? 

How available/dependable are the results of market research studies in relation to your business? 

Do you gather market data regularly? 

Do you gather market data formaUy? 

How is this data processed? By whom? 

- Which department demands market data in the organization? 

- How would you describe customers in Egypt now? (Smarter, easily influenced ... etc... ) 

- If asked, what reservations/doubts would you have about the environment (business/social) and its 

influence on your organization's performance? 

- Government regulations are clear and help stabilize your business 
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Theme 6: The value ch 'n 
Do you discuss your production plans with your suppliers? 

Do you discuss your production plans with your agents/distributors? 

Please rate the degree of trust (out of 10 for example) that you have in the members of your value 

chain. In other words, how reliablettrustworthy are the organization's external links in the value 

chain? (Suppliers, agents, customers)? 
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