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Abstract

The Egyptian government pursued a privatisation policy that resulted in an increased
role for the private sector in the national economy. Environment competition and
"unpredictability have affected the organisations and increased the requirement for them
to work more effectively and creatively. Johnson and Kaplan (1987), Johnson (1992),
Bromwich and Bhimani (1989), Ezzamel (1994), Dent (1990) and Séapens (1984) all
recognised the gap between the theory and the practice of cost management practices,
which has led to many of the approaches outlined in accounting literature not been
widely used in practice according to many surveys (e.g. Drury et al., 1993; Ezzamel &
Willmott, 1992). Scapens (1994), Kaplan (1998) and others encouraged: researchers to

focus on organisations’ practices and this provided the motivation for this research.

The research explains the practices of cost management information system (CMIS)
through three hypotheses: linear, non-linear and existence of intervening variables
(managers' education. level, location of authority, kinds of consﬁltants, and size of
organization) for the relationship between the practices of CMIS and managers’
perceptions of competition intensity and unpredictability. Furthermore, the research
considers four moderating variables (business sector, ownership catégory,
transformation characteristic and strategic postures) in this relationship. The theoretical
framework chosen is neo-contingency theory as it deals with the limitation of

contingency theory.

In order to test the hypotheses, inquires based on cross sectional data were carried out.
Data was collected from twenty nine organisations in Egypt using an interview guide,
structured questionnaire and documentary evidence. A variety of statistical tests (using

SPSS) were used to test the hypotheses and to explain the major relationships.

" The thesis contributes to knowledge by providing empirical evidence of cost
management information system, in terms of policies and practices, in twenty nine
Egyptian organisations in different sectors. It also suppdrts the relevance of neo-
contingency theory as a theoretical framework for undertaking such studies. Through
the testing hypotheses, it is one of the few studies to have considered moderating and

intervening variables in the cost management area.
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Chapter One

Introduction

1.1 Background

The Egyptian economy has been shifting since the mid 1970s from a centrally planned
economy to a free market economy, then to a privatisation policy and an increasing role
for the private sector in the national economy (As it will be illustrated in Chapter Five).
The state has opened up the bﬁsiness environment in Egypt to local and international
competition and these trends have affected companies- and increased the need for
working more effectively and creatively. Furthermore, establishing businesses in the
new industrial zones (6 all over the country), which were built in the .desert,' is supported
and encouraged by the government. Demirsar (1998) considers the deilelopment of free
zones as a vital component of Egypt’s effort to strengthen its private sector, attract
) foreign investment, create jobs and ease pressure on the Nile valley. Organisations
which are investing in a free zone receive a lifetime exemption from customs duties,
sales, corporate and other taxes. The implications of this for businesses are that they are
encouraged to perform more effectively and creatively because of the increase in the
intensity and unpredictability of the international and national competition which they
face. These issues form the focus of this thesis, which studies links between
organisations, their environment and the role of Cost Management Information Systems

in achieving their aims.

Moreover, Bromwich and Bhimani (1989) claimed that many organisations have
adopted innovative production systems and advanced manufacturing technology:
Competition between organisations is intensifying with the ability to provide product
diversity, price advantages, Via lower costs, better delivery and service performance
coupled with increased quality and an ability to respond quickly to changes in demand.
Within the last twenty years, cost management practices have been criticised 'fdr not
meeting the challenges of modern technologies and the economic environment (for
example: Johnson & Kaplan, 1987; Johnson, 1992; Bromwich & Bhimani, 1989;
Ezzamel, 1994; Dent, 1990; Scapens, 1984). Competition, deregulation of economies
and changes in manufacturing technology create pressure on organisations to enhance
their competitive positions. These changes have caused a major shift in the cost

structures of many organisations. For example, in the manufacturing sector, direct



labour costs have given way to increased overhead costs. Those researchers have voiced

calls for altering management accounting practices.

Bromwich and Bhimani (1989) considered empirical studies in the UK regarding
organisations’ ~reactions. to rapidly changing product markets and manufacturing
environments, with particular emphasis on the implications for cost management
practitioners. The report found that management accountants need to alter what some
managers perceive as their often self-assumed role as “watchdogs™ rather than as
“suppliers of information” and as parties to decision-making. The overwhelming
influence of financial controls and the emphasis on short-term monetary returns by UK
managers is seen as inhibiting the implementation of advanced manufacturing
technology. Thus, it becomes essential to “manage” costs rather than just “reduce”
them. For this reason, cost management has been a topic of considerable importance in

the literature of accounting.

Furthermore, demanding markets and competitive capability have increased both the
complexity and scope of organisations’ products and services in every sector, with
quality becoming a critical factor in business success. In this process of change, a
feeling is growing among business practitioners that management accounting must be
adapted. Therefore, a great deal of recent cost management literature has centred around
activity-based costing (e.g. ABC: Johnson, 1988; Cooper, 1988; Jeans & Morrow, 1989;
Noreen, 1991; Johnson, 1990; Innes & Mitchell, 1990; Christensen & Demski, 1995;
Bjornenak & Olson, 1999; Bjornenak & Mitchell, 2000; Malmi, 1999; Innes, et al.,
2000). Other modern cost management tools, however, such as target costing (e.g. Tani
et al., 1994; Kato, 1993; Yoshikawa et al., 1993; Bromwich & Bhimani, 1994) and
throughput accounting (Goldratt & Cox, 1984; 1993; Goldratt, 1994; Kaplan, 1994b;
Dugdale & Jones, 1997b) have also been examined.

Thompson (1967) and Al-Hazmi (1995) claimed that cost management has three
purposes, which are efficiency, optimisation and strategy. Some researchers concentrate
on efficiency (Ezzamel, et al., 1994; Horngren, et al., 1999). Others focus on
optimisation (Demski & Kreps, 1982; Gietzmann, 1991) and strategy (Macintosh, 1994;
Guilding, et al., 2000; Simmonds, 1981; 1982; 1985; 1986; Shank and Govindarajan,
1992; Shank, 1989; Cooper and Slagmulder, 1998a; Bromwich, 1990; Simons, 1987;
Dent, 1990).



There have been surveys of management accounting practice (for example, Drury et al.,
1993; Ezzamel & Willmott, 1992) which reported that many of the approaches outlined
in accounting literature are not widely used in practice. Furthermore, Scapens (1994),

Kaplan (1998) and others encouraged research to focus on organisations’ practices.

It was suggested by Ibbotson (1976) (in his study of capital investment as strategic
innbvation) and Al-Hazmi (1995) (a follow on study of éost mariagement) that two
characteristics of the environment that concern managers are Competition Intensity and
Unpredictability. They considered the environment in terms of product market, factor
market and legislation and found some evidence that Cost Management Information
System (CMIS) adaptation does not take place in organisations unless there is some
environmental stimulus. Here the managers’ perceptions of the environment are a
replacement for the particular environmental shock, but perhapé managers gain a wider

understanding of environmental turbulence (shocks) and the need to respond to it.

1.2 Objectives and Research Hypotheses

The main objectives of this research are to understand, describe and explain the
relationships betweén managers’ perceptions of environmental conditions and the role
of cost management information systems to achieve efficiency, optimisation and
strategy in Egyptian organisations. Exploring the actual cost management policies and
practices in a wide range of Egyptian organisations in different groups (chosen
depending on a moderating Variable) is a new research field in both the Middle East and
Egypt. The research takes a wide view of the environment considering three divisions,
Product Market, Factor Market and Legislation, rather one division only, as was the

case in the previous research.

There are three hypotheses related to the relationships between managers’ perceptions
of environmental conditions and the role of cost management information systems to

achieve efficiency, optimisation and strategy in Egyptian organisations;

Hypothesis 1 (H)):

There is a linear relationship between managers’ pérceptions of degree
of competition intensity and unpredictability as  elements of
environmental conditions and practices of CMIS in relation to

achieving efficiency, optimisation, and strategy purposes.

(93]



The second hypothesis relates to both stimulus and constraint effects of managers’
perceptions of environmental conditions where severe environmental conditions
begin to preclude any rational response and, indeed, might lead to a lowering

response; the shape of this hypothesis is non-linear.

Hypothesis 2 (H3): There is a non-linear (curvilinear) relationship between
managers’ perceptions of the degree of competition intensity and
unpredictability as elements of environmental conditions and practices of

CMIS in relation to achieving efficiency, optimisation, and strategy purposes.

“The third hypothesis is that there are some intervening variables, which might explain

these relationships.

Hypothesis 3 (H3): Managers’ education levels, location of aﬁthority, kinds of
consultants and size of organisation are intervening variables which affect the
relationship between managers’ perceptions of the degree of competition
intensity and unpredictability as elements of environmental conditions and the

CMIS practices in relation to efficiency, optimisation, and strategy purposes.

The research addresses weaknesses of Al-Hazmi’s (1995) and other studies in this area

in the following ways:

Theoretically: The theoretical framework adopted recognises and treats some of the
limitations of contingency theory. Furthermore, the research addresses the importance
of the decision-maker who serves as the link between the organisation and its

environment, since; it considers strategic postures as a variable affected.

Empirically: The research chooses a bigger sample of organisations (29 organisations)
adopted depending on the moderating variables (Al-Hazmi conducted 6 case studies and
questionnaires). The reasons for using multiple cases in thié research are: firstly, it
allows replication of comparative logic among individual cases; secondly, it permits the
development of rich description of cost management polices and practices in a wide

range of circumstances, taking into account the differences that exist between cases.

Statistically: The data analyses undertaken employ a variety of tests to achieve the
research aims. Factor Analysis and Reliability Tests are used to test the reliability and
underlying structure of the data and facilitate efficient use of the questionnaire data

efficiently. Cross Tabulation Tests are applied to study the relationships between the



dependent variables (the policies and practices of CMIS). Furthermoré, Multiple
Regression Tests are employed to study the multi effects of th‘e independent variables
on the dependent variables. The use of the Multi Regression tests addresses one of the
limitations of the Contingency theory (as illustrated in Chapter Two). Furthermore,
Cluster Analyses are used to test the existences of the moderating variables. These tests
are used in addition to Means and Standard Deviation as measuring central tendency,
Correlation Tests to study the relationships and Scatterplot Graphs to study the
relatio’nships, which Al-Hazmi (1995) used.

1.3 Motivation of the Research

The motivation to conduct this research arose from the problem of understanding the
contribution of cost management accounting to the complex process of decision-
making. In particular, the research attempts to explore and describe current cost
management information systems with their three purposes: efficiency, optimisation and
strategy when organisations face environmental conditions, in terms of a wide view of

the environment: Factor Market, Product Market and Legislation.

The Egyptian economy is facing a very important period of time, with shifts to
privatisation and open market strategies where competition intensity and
unpredictability will become severe. Egyptian organisations will need to adopt and

adapt their uses of CMIS successfully in order to face these environmental conditions.

1.4 Theoretical Framework

Neo-contingency theory is adopted as a framework for explaining the relationships
between managers’ perceptions of competition intensity and unpredictability for three
divisions of the environment (Product Market,‘Factor Market and Legislation) and
CMIS as policies and practices to achieve Efficiency, Optimisation and Strategy
purposes. Since contingency theory has some limitations, Sorge (1991) and Donaldson
(2001) suggested neo-contingency theory to deal with these limitations. The research
addresses the limitations of contingency theory By adding moderating and intervening

variables to the simple relationships between dependent and independent variables.

The justification for the choice of neo-contingency theory, which assumes a kind of
contingency approach, is fully discussed later, in Chapter Two. The contingency

approach offers better explanations for cost management information systems (Burns
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and Stalker, 1961; Woodward, 1958;; Berry et al., 1991; Berry et al., 1995; Hoque &
Hopper, 1994; Ezzamel & Hart, 1987; Bourgeois, 1984; Otley, 1980; 1991; Donaldson,
~ 2001; 1996; Khandwalla, 1972; Al-Hazmi, 1995; Selto et al., 1995). The theoretical
framework is based on sociological functionalism and takes account of the growing

pluralism of views in the study of organisations, as discussed in Chapter Two.

1.5 Research Method

A survey of organisations using a structured questionnaire, which was administered
during interviews, was used to collect the data. The justification for using interviews
was to discover the interviewees' opinions about the intervening variables chosen from
the literature that might affect the main relationship. Furthermore, administering the
questionnaires during the interviews would increase the rate of responses for
questionnaires (as the number of questionnaires would equal the number of interviews).
The other reason for having the questionnaires filled during the interviews was to offer
an opportunity for the interviews to clarify any difficult questions for respondents. The
research benefited frdm the advantages of using the interviews and questionnaire

methods together, as will discussed in Chapter Four.

This research is based on multiple case studies (29 cases). Eisenhardt (1989), Scapens
(1990) and Yin (1994) claimed that collecting data by this method allows replicating
and extending beyond individual cases, enabling a more thorough theoretical picture to
be painted. Yin (1981) named this approach a “case—sﬁrvey approach”. The main
advantage of an interview method is that it enables rich data to be collected. The
disadvantage is that multiple cases produce exhaustive amounts of qualitative data. An
Interview Guide, therefore, was used, which included a series sef of open-ended
questions to solve this problem. Furthermore, the structured questionnaire included a set
of questions to measure each variable considered. The main aim of the questionnaire
was to collect the data that could be subjected to quantitative analysis, using SPSS, to

achieve the objectives and test the hypotheses.

The data were collected from multiple sources (triangulation) by using interviews and
questionnaires and collecting documents from the organisations (e.g. Financial
Statements and Annual Brochures). Yin (1994) claimed that case studies should not be

viewed as a form of data collection, but instead, as whole studies. Yin (1994) and



Dubois and Gadde (2002) claimed that multiple sources of collected data develop

converging lines of inquiry.

The research method adopted is consistent with the theoretical framework chosen (neo-
contiﬁgency theory) in achieving the objectives. Many authors (for example, Otléy,
1980; Donaldson, 2001) encouraged the use of the case study method when applying the
contingency approach as a theor.etical base. Also, Otley (1980) and Humphrey and
Scapens (1996) claimed that there is a need to collect data from many organisations to
study how each organisation’s circumstances affect CMIS policies and practices. The

data collected by the methods outlined are used for testing the research hypotheses.

1.6 Structure of the Thesis

This thesis has nine chapters. Chapters Two and Three develop the theoretical
framework. The aim of Chapter Two is to outline the views of an organisation as a
system, the contingency approach and the strategic postures, which were suggested by
Miles and Snow (1978). The chapter argues that an organisation is a system that affects
the enviromﬁent in which it operates. It also argues that contingency theory has certain
limitations, so the research recognises and deals with them. Therefore, it suggests that
neo-contingency theory be used. The chapter also discusses the strengths and limitations
of the theoretical basis. It includes the paradigm of structural neo-contingency theory. It

discusses also the other appropriate approaches to the issue.

Chapter Three describes the Cost Management Information System (CMIS) and its
three purposes (efﬁqiency, op_timisation and strategy) in greater depth. It also develops
the three hypotheses: the linéarity and the non-linearity hypothesés and the existence of
intervening variables in the main relationship between managers’ perception of
competition intensity and unpredictability (as environmental conditions) on CMIS as
policies and practices to achieve efficiency, optimisation and strategy purposes. The
chapter clarifies how the structure of CMIS adopted leads back into the contingency

framework.

- Chapter Four discusses the research approach and presents a justification of the research
design. The chosen research design includes interviews with managers, at the end of
which each the interviewee was asked to fill in a questionnaire with closed questions.
The main aim of the interviews was to discover interviewees’ opinions about' the

intervening variables chosen from the literature, through open and open-ended
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Questions, that might have effects on the main relationship. The questionnaire that the
interviewees filled in front of me gave him/her the chance to enquire about unclear
questions so that I could clarify them. The 29 organisations, which were asked to
participate in this study, were chosen depending on the moderating variables. The data
would enable the hypotheses to be tested and investigated via the neo-contingency
model using a comparative methodology. Furthermore, the Chapter focuses on the
measurement of variables and the design of the questionnaire and the interview guide as
instruments for collection of data. It discusses the issues related to the measurement of
variables (e.g. differences between policies and practices, usihg managers’ perceptions
to measure the environment conditions). Consideration is given to reliability and factor
analysis of the data collected and the statistical tests used to achieve the research aims
are outlined. This chapter provides a link between the theoretical and empirical parts of
this thesis, since it starts with the adopted research method, the measurement of the
variables and the design of instruments, which helped to achieve the research aims
identified in the theoretical part, then it reports on the feliability and factor analysis of
the data, which are the basis of the empirical part, and it ends with an account of the

statistical tests used.

Chapters Five, Six and Seven contain an analysis of the data to achieve the aims of the
research. Chapter Five contains information about the Case Studies and the Egyptian
economic issues affecting the participating organisations. Chapter Six includes the
preliminary steps that statisticians advise in order to enable analyses to be carried out
efficiently. It aims to describe the data in terms of the dependent variables, namely
CMIS as policies and practices to achieve efficiency, optimisation and strategic
purposes, and the independent variables, which are managers’ perceptionvs of
competition intensity and unpredictability for the three divisions of the environment:
factor market, product market and legislation, and their relationships to each other.
Chapter Six also tests the existence of effects of moderating variables in the relationship
between managers’ perceptions of environmental conditions and their CMIS practices.

Chapter Seven tests the three hypotheses.

Chapter Eight discusses the research findings, which are covered in Chapters Five, Six
and Seven, within the context of the adopted theoretical framework. Chapter Eight
draws on the relationship that exists between the findings and the literature review, and

provides a critical discussion of the overall research.



The final chapter summarises the results of the research and identifies its contributions
to knowledge. Some contributions relate to cost management information systems,
while others relate to neo-contingency theory and multiple case studies. The chapter
discusses the limitations of this research and offers suggestions for future research. It

concludes with a reflection on the research process and the learning experience.

The structure of the thesis is shown in Figure 1.1 , below:



Figure 1.1 Flowchart for the Structure of thé Thesis
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Chapter Two

Developing the Theoretical Framework; Perspectives of the
Organisations

2.0 Introduction

Chapters Two and Three contain the theoretical framework adopted in this research.
Chapter Two includes the broad theoretical framework, related to perspectives of the
organisation, its environment and the strategic postures that use to address this
environment conditions. Chapter Three discusses the perspectives related to the Cost
Management Information System (CMIS) and its three purposes; efficiency,
optimisation and strategies. By the end of those two chapters, the main arguments and

the three hypotheses will have been developed.

Chapter One identified that the main aims of the research are studying relationships
between using CMIS - as policies and practices - and managers' perceptions of
environmental conditions in organisations. There are three core issues in this
relationship, from which the appropriate perspectives on this relationship are derived.
The first core issue is ‘organisation’, which is the unit of analysis in this research. The
second core issue is the relationship between organisation and environment, and the
way the organisation perceives its environmental conditions. The third issue is
managers' decisions and organisation strategies for responding to these environmental

conditions.

The focus in this research is to study how managers utilise or apply CMIS, as policy and
practices, under varied external environmental conditions of the organisation. It is
intended to investigate the organisation as a system, using contingency approach as a
theoretical framework to test which variables most affect the main relationship between

environmental conditions on CMIS as policies and practices.

Berry et al. (1991) argued that no observation could be free of a theoretical context.
Therefore, it was important to look for the appropriate theoretical perspectives, which
could support investigation and discussion of the empirical results. Furthermore, the use
of multiple theoretical perspectives helps to highlight the limitations of each of the
theoretical perspectives considered, thereby allowing for development and modification

(Marginson, 1999). Therefore, the objectives of this chapter are to develop links

11



between the views about organisation, environment, managers and CMIS, and to justify

the selected views along with the chosen theoretical frameworks.

This chapter reviews the literature related to three theoretical perspectives on
organisation, the relationship between it and its environment and managers' decisions
and organisation strategy: (1) organisation systems, (2) neo-contingency theory, and (3)
managers' decisions and organisation strategy for responding to the environment. Figure

2.1 represents a flowchart for these three perspectives.
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2.1 Concepts of Organisation as a System

The organisation is the unit of analysis of this research. Furthermore,. organisation
design has important implications for the design and use of CMIS. Therefore, there is a
need to study different concepts of organisation to identify the appropriate concept.
Since studying economics has an important role in management accounting research,

this section briefly introduces concepts of organisation in the economic literature.

2.1.1 Organisations as Closed Rational Systems

There were four schools that advocated the rational system perspective in terms of
.classical organisation theory: Taylor's scientific management (1911); attempts by Fayol
(1949) énd others to formulate administrative principles; Weber's theory of bureaucracy
(1947); and Simon's discussion of administrative behaviour (1976). Ezzamel and Hart
(1987) argued that each ‘of these four schools included a set of somewhat varied
historically distinct characteristics. Moreover, there were important differences among
the various schools considered in their approach to the normative structure. This section

reviews important issues related to this research.

Scott (1987) concluded, after reviewing the appropriate literature in classical
organisation theory that two structural features distinguish organisations from other
types of collectives. The first feature is that organisations are collectives oriented to the
pursuit of relatively specific goals. The second feature is that the stmctureé of
collectives that govern behaviour, in the form of organisational positions, are developed

independently of individuals’ personal attributes.

According to these two features, orgahisations - as rational systems - are collectives
oriented to the pursuit of relatively specific goals and exhibiting relatively highly
formalised social structures. Organisations are, therefore, instruments designed to attain
specified goals with maximum efficiency. Otley (.1984) argued that this view is
characterised by being both universal in orientation and systematic in approach. For
example, Taylor (1911) was concerned primarily with devising methods for the
planning of work and working arrangements. Thus, proponents of scientific
management believed that there exists “one best way” of performing every task. It is
held that it is management’s responsibility to provide specific guidelines for
performance, to select best employees suited to the task and to eﬁgage in training them

in the most efficient manner. Fayol (1949) developed a comprehensive list of principles
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of management. Weber (1947) developed a description of the characteristics of the
bureaucratic structure, which is a formal mechanistic way of organising similar to that
of the scientific management school. Like Weber, Simon (1976) was also descriptive in
his approach, examining the effect of structural features on individual decision-makers

within the organisation.

The four types of theories also differ in the level of analysis at which they work. Taylor
(1911) and Simon (1976) op'erate primarily at the social psychological level, focusing
on individual participants as they perform‘ tasks or make decisions; they treat structural
features as contexts affecting these behaviours. By contrast, the administrative theory
group and Weber work at the structural level, attempting to conceptualise and analyse

the characteristics of organisational forms.

Ezzamel and Hart (1987, p: 16) summarised the common features shared by these

schools of thought as follows:

1. “Rationality of behaviour is emphasised; it is assumed that it is desirable for the

organisation to operate with maximum efficiency.

2. The organisation is perceived as a mechanistic system. The formal structure of
the organisation is prescribed through the division of labour by specialisation; a
chain of command; clear delineation of authority and responsibility; limited span
of control and a clear distinction between the roles of line and staff personal.

Efficiency is achieved primarily by structuring activities and directing people.

Human beings are assumed to be motivated primarily by economic rewards.

W

Appropriate incentive schemes are considered sufficient to induce maximal

performance from employees."

In this domain, the issues of decision-making rationality and bounded rationality

emerge. Section 2.3.1 discusses these issues.

2.1.2 Organisations as Closed Natural Systems

The neo-classical theory was developed in response to the need for a theory which dealt
with the human element in organisations. Scott (1987, p: 23) identified that
“Organisations as natural systems are collectives whose participants share a common
interest in the survival of the system and who engage in collective activities, informally

structured, to secure this end.” Organisations are viewed as organic systems. Their
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