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Abstract

Innovation in management accounting has been significant over the last 15 years. Since
the publication of Johnson and Kaplan’s (1987) Relevance Lost: The Rise and Fall of
Management Accounting, innovations such as activity-based costing/management, the
balanced scorecard, value-chain analysis and economic value-added systems have been
introduced by organizations to improve the quality of information and management
within those organizations. At the same time there has been a growing interest in the
concept of organizational learning. While the literature in this area is dispersed across a
range of disciplines, there has been a growing interest in the concept in the business and
management literature, and, to a lesser extent, the accounting-related literature.

The purpose of this study is to explore the potential links between these two broad
concepts, namely, management accounting innovation and organizational learning. It is
believed that the thesis will contribute to the further development of theory in the areas of
management accounting innovation and organizational learning

The investigation was conducted using the case-study method of research. A single-
organizational site with embedded units of analysis was ‘used to facilitate the
investigation. Multiple forms of data were collected, though the predominant form of
data collection was through semi-structured interviews with senior managers.

Some support for the broad research questions posed was found. That 1s, there appears to
be some support for links between organizational learning and management accounting
innovation. Both the form of organizational learning, measured by the learning
orientations, and the extent of organizational learning, measured by the facilitating
factors, increase the level of management accounting innovation. In turn, the level of
management accounting innovation seems to influence the organizational learning
environment. The issues of organizational memory and absorptive capacity emerge as
two important variables worthy of further consideration in future investigations of
management accounting innovation.
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Chapter 1: Introduction I

Chapter 1: Introduction

1.1 Introduction
Innovation in management accounting has been significant over the last 15 years. Since

the publication of Johnson and Kaplan’s (1987) Relevance Lost: The Rise and Fall of
Management Accounting, innovations such as activity-based costing/management
(ABC/ABM), the balanced scorecard, value-chain analysis and economic value-added
(EVA)systems have been introduced by organizations to improve the quality of
information and management within those organizations. The concept of organizational
learning has emerged as an area of interest across a range of disciplines. While the
literature in this area is dispersed there has been a growing interest in the concept in the
business and management literature, and, to a lesser extent, the accounting-related

literature.

The purpose of this study is to explore the potential links between these two broad
concepts, namely, management accounting innovation and organizational learning. The
investigation is conducted using the case-study method of research. A single-

organizational site with embedded units of analysis is used to facilitate the investigation.

Section 1.2 provides the key definitions to which the research relates. Section 1.3
specifies the justification for the research. Sections 1.4 and 1.5 outline the research
method underpinning the study and the key results emanating from the study. The

structure of the remainder of the thesis is outlined in Section 1.6.

1.2 Definitions
As discussed in detail in Setions 2.2.1 and 2.2.2, organizational learning transcends a

number of discipline boundaries. A number of different definitions is used, both in
practice and in the academic literature. To ensure some commonality of understanding of
the term, the following definition of organizational learning was adopted for the

interviews conducted:
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Organizational learning relates to the capacity, practices and/or processes embedded
within an organization to improve its performance. While all organizations learn to
some extent, the deeper levels of learning occur when previously held
views/images/practices are challenged, refined and/or developed Individual and

organizational processes are central to the strength and style of organizational learning.

As a number of the interviewees would not be accounting trained, where applicable, a

definition of management accounting was also provided:

Management accounting relates to the generation and use of information for the internal
monitoring, control and decision-making within an organization. The information may
be financial and non-financial, and the decision-making may occur at the operational

and/or senior (staff) levels.

Management accounting innovation felates to the adoption of relatively new practices
within the management accounting field including innovations such as, activity-based
costing/management, business process reengineering, value-chain analysis, target
costing, balanced scorecard, strategic cost management, cost driver analysis, advances

in operational control systems and economic value-added management systems.

1.3 Justification
One of management accounting’s key objectives is to provide information for internal

decision-making at both a strategic and operational level to assist the organization to meet

its objectives (Emmanuel et al 1990, Ingram et al 2001, Kaplan and Atkinson 1998).

Organizations are constantly seeking new ways to improve performance. As part of the
internal decision-making processes at both the strategic and operational levels, ways of
improving the quality of management accounting information are sought through
innovations. Evidence of this lies in the number of significant innovations in the

management accounting-related field over the last fifteen years. Ensuring maximum
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utility and, in many cases, sustained benefits from these innovations is a challenge for all

organizations.

The ideas for this research stemmed from an initial interest in management accounting
innovations. The idea of embedded processes and practices to facilitate the identification,
implementation and sustained utility from these innovations lead to a consideration of the
area of organizational learning. Some, if limited, support for a consideration of
organizational learning in a managerhent accounting context existed (Argyris and Kaplan
1994; Shields and Young 1992) yet few (Kloot 1997; Kloot et al 1999) had gathered

empirical evidence.

Initial queries related to:

¢ the factors influencing the decision to adopt a management accounting innovation;

¢ the impact of the existing implementation framework in embedding new knowledge
and learning;

¢ what comes first, the new knowledge or the processes to embed the new knowledge;

¢ does the extent of management accounting innovation effect the existence of these
processes; '

¢ the extent of management accounting innovation;

¢ whether organizational learning has management accounting relevance; and

¢ how robust are the existing organizational learning frameworks in a management

accounting context?

These early queries provided the foundation for the development of this research project

and the research questions posed below.

As organizational learning relates to capacity, practices and processes to improve
performance, then intuitively, management accounting and organizational learning appear
to have some links, or at least, the potential for links. Any links between the two
concepts are important for a number of reasons. First, organizations have limited

resources. Consequently, maximum utility should be sought from any innovation. Those
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organizations with embedded processes which capture and develop the concepts of the
innovation are more likely to achieve maximum utility. Second, those organizations with
higher levels of organizational learning are likely to identify suitable innovations for
adoption. Third, as new insights and practices are developed in the area of management
accounting, organizations need to have the processes not only to identify suitable
innovations, but have the internal processes to facilitate their implementation. There has
been some, if limited, evidence of recognition of the link between organizational learning

and management accounting to date (Kloot 1997; Kloot et al 1999).

The concepts of organizational learning have been raised in a management accounting
context in relation to: |
¢ specific management accounting practices or innovations (Argyris and Kaplan 1994;
Kaplan and Norton 1996; Shields and Young 1992);
¢ empirical research investigating aspects of management accounting and elements of
organizational learning and/or innovation (Kloot 1997; Kloot et al 1999; Libby and
Waterhouse 1996; Gosselin 1997); and
¢ calls for further research into management accounting and organizational learning

concepts (Atkinson et al 1997; Shields 1997).

From this background, this research explores the potential links between management
accounting innovation and organizational learning. It does not seek statistical-based
cause and effect relationships but rather, through the identification of possible links
between the constructs, to provide a platform for further investigations and development
of theory in this relatively new area of interest. The concept of organizational learning is
operationalized using DiBella and Nevis’ (1998) organizational learning framework
comprising learning orientations (the form of organizational learning) and facilitating

factors (the extent of organizational learning). Two broad questions guide the research:

RQ 1: whether the form and extent of organizational learning influences the level of

management accounting innovation; and
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RQ 2: whether the level of management accounting innovation influences the

organizational learning environment.

In order to answer these research questions, it is necessary to investigate:

¢ the form of organizational learning in the case-site as depicted by the learning
orientation choices;

¢ the extent of organizational learning in the case-site as depicted by the existence and
extent of the facilitating factors;

¢ the extent and type of the management accounting innovation adoption;

¢ whether management accounting innovation is viewed as an administrative or
technical innovation;

¢ the main determinants underlying the adoption of management accounting
innovation. These relate to the:
" organizational characteristics as depicted in the innovations literature;
» influence of the learning orientations; and
* influence of the facilitating factors on management accounting innovation

adoption.

1.4 Research method

Given the exploratory nature of the research, a case-study was used to explore the links
between management accounting innovation and organizational learning.  The
organization used was a large Australian telecommunications company, Telstra, operating
in a dynamic environment. The investigation was made in part of the support functional
areas. Ten interviews were conducted with senior managers within the finance and
administration segment, and the employee relations segment of the organization.
Organizational chart data are provided in Exhibits 5.3, 5.6 and 5.7.

Data collection was predominantly through semi-structured interviews with the
managers, supplemented by archival/documentary evidence in the form of training
manuals, internal reports and publicly available reports and information. Data reduction
and analysis of the interview transcripts were conducted with the assistance of NUDIST

software.
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1.5 Key results

This research finds some support for the broad research questions posed in Section 1.3.
That is, on the evidence collected, there appears to be some support for links between
organizational learning and management accounting innovation. Moreover, in line with
the research questions, the links appear to be two-way. Both the form of organizational
learning, measured by the learning orientations, and the extent of organizational learning,
measured by the facilitating factors appear to influence the level of management
accounting innovation. In turn, the level of management accounting innovation seems to
influence the organizational learning environment. The issues of organizational memory
and absorptive capacity surface as two important variables worthy of further

consideration in exploring maximum utility from management accounting innovation.

1.6 Thesis structure
The literature review is contained in Chapter 2. The literature is discussed in three main

areas, namely, organizational learning, innovation and management accounting
innovation. Developed from the literature review, is the research framework, which is
detailed in Chapter 3. The research framework includes the development of the research
model underpinning the study as well as the two broad research questions and five

specific areas of investigation.

In Chapter 4 the research methodology is detailed. As a case-study was used as the
method of investigation significant attention is devoted to aspects of this research
method, as well as the specific practices used in this study. The justification for, and
characteristics of, the research site are provided in Chapter 5. The results are detailed in
Chapter 6, while a discussion of the issues emanating from the results and conclusions

from the research are provided in Chapter 7.
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Chapter 2: Literature Review

2.1 Introduction
Chapter 1 provided a background to the research. In this chapter the key literature

relevant to organizational learning and management accounting innovation will be
discussed and reviewed. That literature is classified into three main segments:

¢ organizational learning;

¢ innovation; and

¢ management accounting innovation.

2.2 Organizational learning

2.2.1 Introduction

Organizational learning has been researched across a range of disciplines for many years,
particularly in the areas of organizational theory and psychology (Cyert and March
1963). More recently, researchers in other disciplines including business and
management have begun to integrate the concepts of learning and, more specifically,
organizational learning, into studies of the organization and related phenomena
(Edmondson and Moingeon 1998). Some of this increase in attention on other disciplines
can be attributed in part to highly exposed works in the area, such as Senge’s (1990) The
Fifth Discipline, and Argyris’ (1992a) work over many years. In addition, there have
been calls for studies in organizational learning to transcend discipline boundaries and to
be more cumulative and integrated (Foster and Young 1997; Huber 1991, Shields 1997;
Shrivastava 1983). Stata (1989) suggested: “the rate at which individuals and
organizations learn may become the only sustainable competitive advantage, especially in

knowledge-intensive industries” (p.64).

In this section the focus is on: definitions of organizational learning; aspects and forms of
learning; a contrast of the systems and structures view and the interpretative spirit view
of organizational learning; and, what organizations might do to facilitate organizational

learning.
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2.2.2 Definitions of organizational learning

One thing that is quite clear from the literature is the diversity of opinion regarding what
organizational learning actually is and how it should be assessed (Garvin 1993; Huber
1991). Indeed, as Popper and Lipshitz (2000) observed: “the downside of the ensuing
outpouring of publications is a confusing proliferation of definitions and

conceptualizations that fail to converge into a coherent whole.” (p. 181)

Levitt and March (1988) suggested organizational learning be: “viewed as routine-based,
history-dependent, and target-oriented. Organizations are seen as learning by encoding

inferences from history into routines that guide behavior” (p. 319).

Huber (1991) was critical of narrow concepts/definitions of organizational learning and
adopted a behavioral approach when he defined learning (including organizational
learning) as:“an entity learns if, through its processing of information, the range of its

potential behaviors is changed” (p. 89).

Dodgson (1993) suggested that some authors focused on outcomes of learning as opposed

to the processes of learning. He defined organizational learning in the following way:
Learning.... relates to firms, and encompasses both processes and
outcomes. It can be described as the way firms build, supplement and
organize knowledge and routines around their activities and within their
cultures, and adapt and develop organizational efficiency by improving

the use of the broad skills of their workforce (p. 377).

Dodgson identified a number of assumptions within this definition. First, the definition
assumes learning generally has positive consequences even though the outcomes of
learning may be negative, such as an organization learning by making mistakes. Second,
while the concept of leamning is based on individuals, fundamental to organizational
learning is the premise that organizations themselves have the capacity to engage in

learning. How this might occur is discussed in Section 2.2.3.1. Third, learning occurs
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throughout all the activities of an organization. Moreover, individuals are the primary
learning entity in organizations and it is individuals that create organizational forms that

enable learning in ways that facilitate organizational transformation (Dodgson 1993).

Following a comprehensive discussion of the concepts and [possible] nature of

organizational learning Kim (1993) settled for a relatively simple definition:

“organizational learning is defined as increasing an organization’s capacity to take

effective action.” (p. 43)

In arriving at this definition Kim made a number of observations that warrant attention:

¢ the term learning means essentially the same thing whether taking an individual or
organizational view;

¢ organizational learning is more complex and dynamic than a mere magnification of
individual learning.  The learning process is fundamentally different at the
organizational level;

¢ organizational learning is dependent on individuals improving their mental models',
making those mental models explicit is a necessary prerequisite to developing new,

shared, mental models.

Dodgson (1993) argued this process allows organizational learning to be independent of
any specific individual. Given individuals do not necessarily stay within the one
organization [or for that matter the same business unit within an organization], this aspect
seems critical to embedding organizational learning within the processes and culture of

an organization.

Edmondson and Moingeon (1998) viewed organizational learning as a process that
requires individual cognition and supports organizational adaptiveness (sic) through their
definition:“...a process in which an organization’s members actively use data to guide

behavior in such a way as to promote the ongoing adaptation of the organization.” (p. 12)

! Senge (1992) suggested “mental models are deeply held internal images of how the world works, images
that limit us to familiar ways of thinking and acting” (p. 174). The issue of mental models will be explored
in detail in Sections 2.2.3.1 and 2.2.3.2.
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Nevis et al (1995) also opted for a relatively simple definition: “we define organizational
learning as the capacity or processes within an organization to maintain or improve

performance based on experience.” (p. 2)

Argyris and Schon® (1996) devoted significant space to a discussion of what

organizational learning actually is. They concluded:
“Organizational learning occurs when individuals within an organization
experience a problematic situation and inquire into it on the
organization’s behalf. They experience a surprising mismatch between
expected and actual results of action and respond to that mismatch
through a process of thought and further action that leads them to modify
their images of organization or their understandings of organizational
phenomena and to restructure their activities so as to bring outcomes and
expectations into line, thereby changing organizational theory-in-use. In
order to become organizational, the learning that results from
organizational inquiry must become embedded in the images of the
organization held in its members’ minds and/or in the epistemological
artifacts (the maps, memories, and programs) embedded in the

organizational environment.” (p. 16)

It is apparent from Argyris and Schon’s work that organizational learning requires a
change in organizational theory-in-use. Theory-in-use is a concept developed by Argyris
and Schon as one form of theory of action. Theories of action might be described as
organizational task knowledge that may be represented as systems of beliefs that underlie
action, as prototypes from which actions are derived. Theories of action might include
strategies of action, the values that govern the choice of strategies and the assumptions on

which they are based. Exhibit 2.1 demonstrates the concepts of theories of action.

? This is the second seminal work from Argyris and Schon. Their first seminal book in 1978 laid much of
the groundwork for the increasing attention [in both research and practice] given to organizational learning.
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Exhibit 2.1: The concept of theories of action

Theories-of Action
izational task knowledge or
which underlie -

AVCHLE 5 ot SRS

LR R A BRI O
Theories-in-Use

the theory of action which is i
implicit in the performance of
the pattern of activity. The
actual reason for the action.

Espoused Theories
the theory of action which is
advanced to explain or justify a
given pattern of activity....what
we would like the reason for the
action to be.

Difference between the two may be
described as the deviation in behavior
between what we say we believe or do and
what we actually do.

(developed from the work of Argyris and Schon, 1978, 1996)

The concepts of theories of action can be explored in an individual context. From this
perspective, espoused theories may be viewed as the values, beliefs and attitudes which
individuals express when questioned, even though their actions may appear inconsistent
with the espoused theories. Theories-in-use at the individual level contain the rules that
individuals actually follow when they design and implement their actions (Argyris &
Kaplan 1994).

At the organizational level, the espoused theories are likely to be embodied in the
strategies, rules, job descriptions and the like which should guide organizational activity
[which, in the main, is performed by individuals]. From an organizational viewpoint,
theories-in-use must be constructed from observations of the patterns of interactive
behavior of individuals as their behavior [presumably] should be governed by the
strategies, rules and job descriptions found in the espoused theories (Argyris & Schon
1996).
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According to the definition of Argyris and Schon, organizational learning can be said to
occur when there is a change in organizational theories-in-use. Not all learning is
necessarily positive. Changes in behaviour In an organizational context may result in
negative consequences such as unworkable outcomes. The term productive
organizational learning may be used to describe organizational learning that produces
positive outcomes. Three types of productive organizational learning have been
1dentified:
¢ organizational inquiry, or instrumental learning which leads to
improvement of organizational tasks;
¢ inquiry through which an organization explores and restructures the
values and criteria through which it defines what it means by
improved performance; and
¢ inquiry through which an organization enhances its capacity for
learning of the form outlined in the first two points (Argyris and Schon
1996, p. 20).

Argyris and Schon’s (1996) detailed explanation of organizational learning possesses

some of the elements of the other definitions provided. These include:

¢ a link between the learning of the individual and the organization, as noted by Kim
(1993) and Dodgson (1993);

¢ the idea of restructuring activities is consistent with the concept of guiding and
[presumably] altering behaviour (Levitt and March 1988);

¢ the idea of the results from organizational inquiry influencing members’ minds is
related to the concept of mental models as described by Dodgson (1993) and Senge
(1992). Similarly, Argyris and Schon’s concept of theory-in-use and its impact on
organizational learning is similar to the concept of mental models outlined by
Dodgson (1993) and Senge (1992). Edmondson and Moingeon (1998) supported this
link when they viewed Argyris and Schon’s theories-in-use and Senge’s mental
models similarly in relating to how “individuals in organizations take action to develop

and refine their cognitive maps." (P. 10)
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2.2.3 Learning

Scattered through the organizational literature are attempts to seek a resolution to the
perceived dilemma of the wider issue of learning itself and, specifically, the links
between learning at the individual level and at the organizational level. Kim (1993)
recognised that the meaning of the word learning varied widely by context, while
Dodgson (1993) suggested learning is a dynamic concept and that its use in theory
emphasizes the continually changiﬁg nature of organizations. Interestingly, of the
definitions of organizational learning provided above, both Huber’s and Kim’s are
generic definitions as they may apply equally to individuals, groups of individuals or
organizations. In this section the focus is on two areas, namely, the links between

individual learning and organizational learning, as well as forms of learning.

2.2.3.1 Links between individual learning and organizational learning
Learning at the individual level can take place in a variety of ways. As for organizational
learning, Kim (1993) provided a simple definition of individual learning: “increasing

one’s capacity to take effective action” (p. 38).

With due recognition to the extensive research over time by psychologists, linguists and
educators, Kim suggested that organizations can learn independently of any specific
individual but not independently of all individuals. Like others (Senge 1992) Kim
explored the role of mental models in a discussion of individual learning. Further, he
explored the difference between learning and memory, suggesting learning has more to
do with acquisition, while memory has more to do with retention of whatever is acquired.
In so far as learning is concerned Kim suggested a need to understand the role of memory
in the learning process itself. Kim identified two forms of memory: stored memory and
active structures, where active structures are those that affect our thinking process and the
actions we take. Mental models are seen as a vehicle for a better understanding of active

structures.

Dodgson (1993) explored individual learning in the process of conceptualising

organizational learning. He argued that individuals are the primary learning entity in
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organizations and that it is: “individuals which create organizational norms that enable

learning in ways which facilitate organizational transformation” (p.377).

Argyris (1992b) was concerned that, at the individual level, people did not know how to
learn. Moreover, he suggested that often those assumed to be best at learning are, in fact,
the poorest, while the organization itself was not aware that the problem (inability to
learn) existed due to a misunderstanding of what learning is and how it may be

facilitated.

Clearly, individual learning is a pre-féquisite for organizational learning (Kim 1993), or
is mediated by the learning of individual organizational members (Popper and Lipshitz
2000). However, that does not mean that the sum of learning of a group of individuals is
equal to organizational learning (Dodgson 1993; Hedberg 1981). Argyris and Schon
(1978) identified a paradox and suggested that organizational learning was not merely
individual learning, yet organizations only learn through the experience and actions of
individuals. Clearly, individuals are a necessary but not sufficient component in

achieving and sustaining organizational learning.

Argyris (1992¢) suggested that it was individuals acting as agents of organizations who
produce the behaviour that leads to.organizational learning. Organizations are able to
create conditions that may significantly influence what individuals frame as the problem,
design as the solution, and produce as action to solve the problem. This is consistent with

Dodgson’s (1993) view of organizational learning discussed earlier.

Stata (1989) suggested organizational learning entails new insights and modified

behaviour, and differs from individual learning in at least two respects:

¢ Organizational learning occurs through shared insights, knowledge and mental models
and can only occur as fast as the slowest link learns. Major decision-makers must
learn together, come to share beliefs and goals and be committed to change.

¢ Organizational learning builds on past knowledge and experience. Stata refers to this

as organizational memory and suggests that its development depends on institutional
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mechanisms such as policies, strategies and explicit models used to retain knowledge.
Relying solely on the memory of individuals is a high-risk action as individuals

migrate from job to job.

At the individual level, Corsini (1987) viewed learning as involving five forms of learned

capabilities. These were:

¢ verbal or declarative knowledge, which may be viewed as isolated facts or bodies of
organized information;

¢ intellectual skills or procedural knowledge which enable the individual to demonstrate
the application of concepts and rules to specific instances;

¢ cognitive structures, which involve processes such as perceiving, encoding, retrieving
and thinking which may be applied to problem solving tasks,;

¢ attitudes, which may be viewed as. learned states that influence the choices of personal
action which the individual makes towards persons or events; and

¢ motor skills, which are smoothly timed muscular movements enabling procedures to

be undertaken precisely.

From the above list, the categories of cognitive structures and attitudes would seem to be
capable of facilitating double-loop learning, a concept to be explored in the next section.
How well these translate from the individual to the organization would be dependent on

the organization culture (Dodgson 1993).

Shrivastava (1983) identified some of the key themes characterizing the organizational
learning literature:
¢ organizational learning is an organizational process rather than an individual process;
¢ organizational learning is closely linked with experience that the organization
possesses;
¢ the outcome of organizational learning is organizationally shared;
¢ learning involves fundamental changes in the theories-in-use or frames of reference
within which decision-making proceeds;

¢ learning occurs at several levels in the organization; and



Chapter 2: Literature Review 16

¢ organizational learning is institutionalized in the form of learning systems which
include formal and informal mechanisms of management information sharing,

planning and control.

Popper and Lipshitz (2000) refer to two different conceptions of organizational learning:

¢ learning in organizations, as depicted, for example, by the learning of individual
organizational members; and

¢ learning by organizations, as occurs when the organization recruits new members
who have knowledge which the organization previously did not have.

They suggest that what they classify as organizational learning mechanisms (OLMs) are

one vehicle for overcoming the disparity between learning in and learning by

organizations. OLMs are interpreted as institutionalized structures, procedures and

arrangements that allow organizations to learn. Popper and Lipshitz (2000) conclude that

while individual learning and organizational learning are similar in that they both involve

the same information processing phases (collection, analysis, abstraction and retention),

they differ in two respects:

¢ information processing is carried out at different systemic levels by different
structures; and

¢ organizational learning requires an extra phase — dissemination — that is, the
transmission of information and knowledge among different persons and

organizational units.

2.2.3.2 Forms of learning

In relation to organizational learning (and often individual learning) particular forms of .
learning can be identified. Some of the common discussions in this area of the literature
focus on the concepts of: single-loop-learning and double-loop learning (Argyris 1992c,
Argyris and Schon 1978; Argyris and Schon 1996), adaptive (sic) learning and generative
learning (Senge 1990; McGill et al 1993) and the constructs of organizational learning

(Huber 1991).



Chapter 2: Literature Review 17

Single-loop learning may be viewed as the learning achieved from dealing with a
problem by applying the existing and accepted governing variables, values and norms.
As a consequence, the values of a theory of action remain unchanged. On the other hand,
double-loop learning may be viewed as the learning achieved following the identification
and challenging of the existing and previously accepted governing variables, values and
norms, resulting in changes to the values of theories-in-use (Argyris 1992; Argyris and
Schon 1996; Kim 1993).

Furthermore, the role of mental models is an important variable in demonstrating double-
loop learning. At the individual level, double-loop learning will result in a change to an
individual’s mental models that will consequently affect future learning. At the
organizational level, double-loop learning will result from individual mental models
being incorporated into the organization via shared mental models which affect
organizational action (Kim 1993). Exhibit 2.2 illustrates the concepts of single-loop and
double-loop learning. The role of mental models in achieving learning is consistent with
Senge’s (1992) concept of metanoia, which relates to a fundamental shift or movement of

mind.
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Exhibit 2.2: Single-loop, do'l'JbIe-Ioop learning and mental models

Problem or
Error
—p detection

Governing
variables, values &
and norms  [<

Actions

SLL = problem or error corrected with no
change to governing variables, values or norm

DLL = proh] | requiring

to the governing variables, values or norms

:

Mental models:
individual and
shared

(Adapted from Argyris 1992c, p.8)

While single-loop learning is a valid, and often appropriate, form of learning, double-
loop learning is more powerful and more likely to contribute to an environment of

inquiry, development of innovation and enhanced long-term performance.

Senge (1990) categorized the two forms of learning as adaptive learning and generative
learning, and in doing so, reinforced the concepts of single-loop and double-loop
learning. Adaptive learning is about coping and viewed similarly to single-loop learning, _
while generative learning [viewed similarly to double-loop learning] is about creating and
identifying new ways of looking at the world. McGill et al (1993) transferred this view
of learning to organizations and suggested that an adaptive organization tends to focus on
incremental improvements to existing products, markets, services or technology, often
within the context of the firm’s pre-existing track record of success. On the other hand,

they suggest organizations engaging in generative learning have demonstrated their
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ability to learn how to learn and have used generative learning to transform their

organizations and markedly improve their effectiveness.

Huber (1991) identified four constructs integrally linked to organizational learning. These

were: |

¢ knowledge acquisition, which is the process by which knowledge is obtained;

¢ information distribution, which is the process by which information from varied
sources 1s shared, resulting in new information or understanding;

¢ information interpretation, which is the process by which distributed information is
interpreted by users. An interesting issue in this process [raised by Huber] is whether
organizational learning is enhanced by common interpretations of the same
information or, rather, by varied interpretations of the same information. Quite
possibly, varied interpretations of the same information facilitate organizational
learning to a greater extent than common interpretations of the same information. This
would be consistent with definitions of organizational learning in terms of changing
behaviours, mental models or theories-in-use.  This is consistent with Dodgson’s
(1993) view regarding the role of conflict and its link to learning.

¢ organizational memory, which is the means by which knowledge is stored for future
use. Two forms of organizational memory have been identified - stored memory and
active memory. Stored memory relates to the static storage of procedures and the like,
while active memory may be viewed as more dynamic in that it affects our thinking
processes and the actions we take (Kim 1993). Meanwhile, Cross and Baird (2000)
identified five forms of knowledge retention capable of improving the collective
organizational memory:

» individual memory;
personal relationships;
databases;

work processes and support systems; and

YV V V VY

products and services.
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2.2.4 Challenging the systems and structures view of organizational learning
Some controversy surrounds whether organizational learning is best viewed via a formal
process of structures and systems or whether ‘softer’, more subjective, elements should

be dominant.

Addleson (1996) identified these two segments of the organizational learning literature.
First, he identified the systems and structures component of the literature. This
component included references to 'learning loops and archetypes which Addleson
believed suggested that there was one way to solve organizational problems. Addleson
chose to label this section of the literature as modernist, where modernism is viewed as
routine and mechanistic, independent of people’s ideas or beliefs. Addleson believed
there was a lack of the subjective elements of human nature and behaviour in this strand
of the organizational literature. He classified Argyris and Schon’s (1978) and Argyris’
(1992) work on single-loop and double-loop learning, and Senge’s (1992) systems
thinking work, as forming part of this systems and structures component in the literature.
Addleson preferred to support the second component he identified in the literature. This
he labelled as the interpretative spirit of organizational learning, drawing first on
hermeneutics or interpretative understanding, which, in its contemporary form, offers a
different view of what constitutes an organizational problem. Second, whether or not
there are clear-cut answers to organizational problems, he challenged the tenets of

modernism.

He suggested:
“the interpretive (sic) spirit of organizational learning focuses on how
people understand, recognising that understanding cannot and should not
be taken for granted. This leads to an appreciation of the singular
importance of discourse as the basis of learning. A learning organization
is one that uses discourse to build communities of understanding.
Organizational learning, then, is about understanding how people

understand and about facilitating understanding.” (p. 38)
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This view of organizational learning suggests that organizational learning takes place
when people’s views are shaped by those of others and they come to understand

differently as a result of engaging in discourse.

There are some similarities between what Addleson labels the modernist literature and
the interpretative spirit literature. While Argyris and Schon (1978), Argyris (1992) and
Senge (1990,1992) do address the systems and structures view of organizational learning,
it would also seem that the deeper concept of focusing on how people understand is not
completely ignored. For example, the achievement of double-loop learning is more likely
when adequate attention is given to how individuals understand and have the beliefs that
they hold. Similarly, addressing the problem of defensive routines as described by
Argyris (1992b, 1992d) requires an appreciation of the way in which people come to
understand and view organizational problems. Defensive routines relate to actions or
procedures which avoid embarrassment or threat, and are viewed as impediments to both
individual and organizational learning (Argyris 1992d). Senge (1990) recognised that
identifying the gaps between espoused theories and theories in use is often pivotal to
deeper learning. It is problematic whether this can be achieved successfully without
dealing with the way in which people come to understand. Moreover, the importance that
Senge (1992) placed on the role of mental models relates as much to the interpretative
spirit element of organizational learning as the systems and structures view. Addleson
himself recognized this: “If the object is to understand and to solve organizational

problems, the way to do so is to understand how people concerned see things” (p. 37)

How people see things is an important element of mental models. Overlaying the
systems and structures view of organizational learning with the interpretative spirit of
organizational learning provides a broader and more insightful view of organizational

learning.

2.2.5 Operationalizing and facilitating organizational learning
The literature abounds with ways in which organizations might facilitate learning. Those

organizations which are able to sustain organizational learning successfully are
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commonly referred to as learning organizations (McGill et al 1993; Phillips & Watkins
1996; Senge 1992), although the literature relating to organizational learning and
learning organizations may be perceived as being in two distinct categories (Argyris and
Schon 1996). According to some, .these two distinct categories of the literature are
identified on the basis of consultants and practitioners promulgating the learning
organization category of the literature. The second category labeled as organizational
learning literature, according to Argyris and Schon (1996) appears to be the domain of

the sceptical scholar.

Nevertheless, there appears to be a number of common elements in both strands of the
literature that focus on ways to facilitate organizational learning or remove the
impediments to organizational learning. One of the problems in this area is the use of
different terms and labels often with similar meanings. It is generally agreed that the
literature relating to organizational léarning is diverse and fragmented (Dodgson 1993;
Huber 1991; Popper and Lipshitz 2000). This has also contributed to the variety of tools
used to facilitate as well as to investigate and to operationalize organizational learning.
Terms such as constructs (Huber 1991), dimensions (Foley and Armstrong 1997°; McGill
et al 1993), organizational learning mechanisms and learning culture values, (Lipshitz
and Popper 1996; Popper and Lipshitz 1998, 2000), learning organization features (Kloot
1997) and disciplines (Senge 1992) are scattered throughout the literature.

One of the more comprehensive and integrated frameworks for evaluating and facilitating
organizational learning in the literature to date is that of DiBella & Nevis (1998). They
have developed a two-part framework that describes organizations as learning systems.
The model has then been integratéd.with Huber’s (1991) constructs to provide the

elements of an organizational learning system.

* Foley and Armstrong (1997) in a consulting assignment relied on the work of the American Society for
Training and Development’s organization assessment framework.

* This most recent work by DiBella and Nevis emanated from their earlier work in Nevis et al (1995).
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The main components of the two-part framework are learning orientations and
facilitating factors. These learning orientations and facilitating factors provide both
breadth and depth in relation to the key variables likely to influence the form, level and
extent of organizational learning within an organization. Each is discussed below, while

Exhibit 2.3 illustrates the components of each.
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Exhibit 2.3: Learning orientations and facilitating factors

Learning Orientations Facilitating Factors
Knowledge Source Scanning Imperative
Internal External
| —
Content-Process Focus Performance Gap
Content Process
| |
Knowledge Reserve Concern for Measurement
Personal Public
| |
Dissemination Mode Organizational Curiosity
Formal Informal
| |
Learning Scope Climate of Openness
Incremental Transformative
(single-loop) (double-loop)
| |
Value-Chain Focus Continuous Education
Design Market-deliver
| |
Learning Focus Operational Variety
Individual Group
| _ |
Multiple Advocates
Involved Leadership
Systems Perspective

"(Developed from DiBella and Nevis 1998)

2.2.5.1. Learning orientations
Learning orientations are the constructs that reflect where learning takes place and the

nature of what is learned. Each construct representing values or practices is presented as
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a polar choice on a continuum, where taking a particular position is not right or wrong
but simply a reflection of the learning approach of the organization. Seven learning
orientation constructs were identified by DiBella and Nevis (1998). The seven were:

¢ knowledge source;

¢ content-process focus;
¢ knowledge reserve;

¢ dissemination mode;
¢ learning scope;

¢ value-chain focus; and

¢ leaming focus.

Each of these is discussed below.

Knowledge source

This orientation relates to whether knowledge acquisition and development come from
internal and/or external sources. In some ways, this orientation draws on the distinction
between innovation by doing and innovation by imitating. Communities of practice —
both internal and external — may be an important source of knowledge. Communities of
practice may be viewed as formal or informal groups or relationships of people who
meet, share tacit knowledge, exchange ideas about work practices and experiment with
new methods and ideas, and engage in discussions which affirm or modify Argyris and
Schon’s (1996) theory-in-use concepts (Hendry 1996). Outside sources of knowledge are
often critical to the innovation process (Cohen and Levinthal 1990). Cohen and
Levinthal argued that the ability of the organization to evaluate and use outside

knowledge was largely a function of prior-related knowledge.

Content-process focus

This orientation relates to the organization’s preference for knowledge via a focus on
product and service attributes or the processes that underlie or support them. The nature
of the organization and, indeed, organizational units may have some influence on the

focus in this orientation.
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Knowledge reserve

This orientation relates in part to a sometimes-contentious issue of whether knowledge is
able to be stored in the organization’s memory. Four variables that relate to the
mechanisms used within an organization to retain knowledge within the organization and
to add to the organization’s knowledge reserve are: debriefing sessions; job rotation;
knowledge sharing; and, information storage (Huber 1991; Kim 1993; Levitt and March
1988; Nonaka 1991; Popper and Lipshitz 1998). The link between the construct and the

four variables is demonstrated in Exhibit 2.4.

Exhibit 2.4: Knowledge reserve construct and components

Knowledge

Reserve

Debriefing sessions Job rotation

\ - /

Organizational
Memory

7 T~

Knowledge sharing g Information storage
N

Pz o

(Developed from the work of Huber 1991; Kim 1993; Levitt and March 1988; Nonaka 1991; Popper and
Lipshitz 1998)
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Dissemination Mode

The dissemination mode construct relates to the way in which learning and knowledge
are disseminated throughout the organization. The organization-wide choice is formal as
opposed to informal methods. Formal processes would rely on institutionalized modes of
dissemination and support Senge’s (1990) mental models. The informal relies on
organizational members getting together and sharing knowledge, learning and insights.
While this might occur in an ad hoc way, maybe the organization relies on this informal
process of dissemination as an integral knowledge/learning tool. The dissemination mode
may be influenced by the extent of the organization’s absorptive capaciry. Absorptive
capacity may be viewed as the existence of prior knowledge (including knowledge of the
most recent developments in a given field), which facilitates the recognition of new
information, assimilates it and applies it to commercial needs (Cohen and Levinthal
1990). The issue of absorptive capacity will be further explored in Section 2.3.3, as a

characteristic influencing the adoption of innovations.

Learning scope

The learning scope construct relates to whether knowledge/learning is focused on
methods and tools to improve existing knowledge and practices (incremental or single-
loop learning); or on knowledge/learhing that challenges underlying assumptions about
existing knowledge and practices (transformative or double-loop learning) (Argyris

1992¢; Argyris and Schon 1978; DiBella and Nevis 1998),

Value-chain focus

An organization’s internal value-chain is its set of interrelated value creating activities
(Porter 1985). The internal value-chain can be viewed as part of a wider industry-based
value system (Porter 1985; Shank and Govindarajan 1993). This construct as a learning
orientation focuses on where in the value-chain the organization believes it can best

commit its resources to develop its competitive advantage (DiBella and Nevis 1998).
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Learning focus

This construct relates to the difference between targeting learning at the individual level
or at the team or group level. DiBella and Nevis (1998) support the combination of both
individual and team development. This is in line with some of the work by Senge (1990)

who supported both personal mastery and team learning.

Combined, the seven learning orientation constructs make it possible to develop a picture
of the learning processes within an organization. For any individual organization, once
absorbed into the everyday life and operations of the business, the learhing orientations
provide an indication of the attitudes and preferences of the organization in terms of the

what and how of learning (DiBella and Nevis 1998)

2.2.5.2 Facilitating factors

Facilitating factors are ten constructs that collectively represent an organization’s
learning potential. The more each is present the more the opportunity exists for learning
(DiBella and Nevis 1998). The ten facilitating factor constructs are:

¢ scanning imperative;

performance gap;

concern for measurement;

organizational curiosity;

climate of openness;

continuous education;

operational variety;

multiple advocates;

involved leadership; and
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systems perspective.

Each of these is discussed below.

Scanning imperative

This construct relates to the practice of scanning the external environment to provide

stimulation and direction of knowledge generation (DiBella and Nevis 1998). The nature
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of the scanning may take a variety of forms from high vigilance, active scanning to

routine scanning or maintenance of a state of alertness for information (Huber 1991)

Performance gap

This construct focuses on the shared awareness of organizational members of any
variances between desired performance and actual performance. With a direct link to
management accounting with its emphasis on performance, this construct requires a little
extra attention. DiBella and Nevis (1998) identified two aspects to this construct:

¢ the form of analysis used to reveal a performance gap; and

¢ the identification of a new vision or levels of performance not previously considered.

Both of these are viewed as means of identifying learning opportunities by the use of new
knowledge and/or changing the way things have been previously performed. This second
aspect may involve a certain amount of unlearning. Rogers (1995) suggested that the

identification of a performance gap may lead to the search for an innovation.

DiBella and Nevis (1998) also identified three kinds of problem that may often act as

barriers either to recognizing or to responding to a performance gap:

¢ use of the wrong kind of measures to monitor performance. The management
accounting literature contains abundant material relating to the issue of performance
measures (see for example, Johnson and Kaplan 1987; Kaplan and Norton 1996);

¢ failure to adopt a systems perspective when tackling performance gap problems; and

¢ the potential for complacency from a lengthy period of positive results, masking the

continuing need for critical self-examination.

Concern for measurement

This construct, while linked to the previous one, extends the notion of performance
measurement by focusing on an environment where managers are willing to seek new
measures of performance. These measures might relate to non-traditional or
unconventional performance metrics, and incorporate some of the developments in

innovations such as the balanced scorecard (Kaplan and Norton 1996)



Chapter 2: Literature Review 30

Organizational curiosity

This construct relates to the willingness of the organization and its members to try new
things, curiosity about how things work, and the preparedness of the organization to
experiment with aspects of policies, methods and procedures (DiBella and Nevis 1998).
The greater the tolerance to ‘curiosity’ by organizational members, then the greater the
likelihood that learning is being facilitated. The path to developing organizational
curiosity may best be achieved via a plan for small evolutionary experiments and

developments rather than major revolutionary ones (DiBella and Nevis 1998).

Climate of openness

This construct focuses on the willingness of an organization to foster communication via
open boundaries providing enhanced learning opportunities (DiBella and Nevis 1998).
One impediment to a climate of openness is the extent of defensive behaviour or
defensive routines (Argyris 1992b; 1992d) as discussed earlier in this chapter. DiBella
and Nevis noted the difficulty in improving the climate of openness with deeply

entrenched assumptions about trust and control major impediments.

Continuous education

This construct relates to the commitment of an organization to lifelong education at all
levels of the organization (DiBella and Nevis 1998) and is in line with Senge’s (1992)
personal mastery concept. Embedding continuous education within an organization (or
business-unit therein) requires a little more than simply sending staff on a training
program (DiBella and Nevis 1998). Nevertheless, a suitable starting point would be to
have some resources committed to the concept of training and education. In the first
instance, a line item in the budget of business units and the organization would provide

some indication.

Operational variety

This construct is linked to the organizational curiosity construct and focuses on the

concept that there is often more than one way of doing things and performing tasks. The
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tolerance of multiple ways of doing things is opposite to the historical control concepts

emanating from the scientific management movement (DiBella and Nevis 1998).

Multiple advocates

This construct revolves around the concept that usually a number of advocates or
champions are required in order for innovations to succeed and knowledge to be
effectively utilised and disseminated. The more of the organization members involved in
the promotion of a new learning mode or innovation, the greater the likelihood of success
(DiBella and Nevis 1998). DiBella and Nevis (1998) elaborated:
..the greater the number of advocates who promote a new idea and the greater
the number of ‘gatekeepers’ who bring knowledge into the system, the more

rapidly and extensively will true organizational learning take place. (p. 75)

Involved lead_ership

This construct focuses on the role of leadership in facilitating learning acquisition and
creating an organization-wide learning environment. Moreover, merely creating an
environment conducive to learning and knowledge acquisition is insufficient. A greater
effect is more likely where senior managers and leaders are actively involved in the
knowledge acquisition and learning and play an integral role in its diffusion (DiBella and
Nevis 1998). The role of leadership is critical to the development of organizational
learning (Beer and Eisenstat 2000; Senge 1990; Shields and Young 1989; Shields and
McEwen 1996), and the leadership role may be viewed as shaping and building

understanding rather than merely giving information (Addleson 1990).

Systems perspective

This construct was the ‘fifth discipline’ in Senge’s (1992) The Fifih Discipline. lts
underlying basis is that managers need to be able to see the interdependencies within an
organization. Organizational learning is limited when staff cannot recognise the
relationships among processes, structures and dispersed actions (DiBella and Nevis
1998). There is some link between this perspective and the value-chain perspective, as an

understanding of the organization’s value-chain will assist with the development of a
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systems perspective.

These learning orientations and facilitating factors developed by DiBella & Nevis (1998)
provide an integrated framework from which to investigate organizational learning issues
within organizations. At the same time, other authors have promulgated lists of constructs
and variables as means of evaluating learning capability or investigating organizational
learning issues (Huber 1991; Popper and Lipshitz 1998; Senge 1990). To enhance the
confidence in the framework adopted for this study with learning orientations and
facilitating factors as central components, these constructs have been cross-referenced to
the constructs and variables used by some of these other authors. In Exhibit 2.5 the
constructs and variables identified by other authors cross-referenced to the learning

orientations and facilitating factors used in this study are provided.

Exhibit 2.5: Cross referé'ncing of learning orientations and
facilitating factors with other literature

Organizational Learning Variables

Link to Learning Orientations (LO) and
Facilitating Factors (FF) of DiBella and
Nevis.

Beer and Eisenstat (2000)
Six inhibitors to learning and strategy implementation

Senior management style

FF: involved leadership

Unclear strategy and conflicting priorities

FF: involved leadership

Ineffective senior management

FF: involved leadership

Poor vertical communication

LO: dissemination mode; FF: climate of openness

Poor coordination across functions

FF: systems perspective

Inadequate down-the-line leadership skills and development

FFs: involved leadership, continuous education; LO: leaming focus

Foley and Armstrong (1997)
Common dimensions of a learning organization

Leadership and management

FF: involved leadership

Culture

Envelops entire framework

Communication and knowledge systems

LOs: knowledge source; dissemination mode

The structure

Support systems

LOs: learning focus, learning scope; FF: concern for measurement —

Technology

LOs: dissemination mode, knowledge reserve

Huber (1991)
Four constructs

Knowledge acquisition

Information distribution

Information Interpretation

Organizational memory

DiBella and Nevis’ framework is integrated with Huber’s constructs
to produce a learning system framework.

Foley and Armstrong (1997)
Learning Environment Structures and Processes

Learning and development drivers (the learning environment)

FFs: continuous education, climate of openness.

Knowledge and resources (Identifying learning and development
needs)

LO: learning focus

Learning and development support mechanisms (Meeting
learning and development needs)

LO: Learning scope

Knowledge utilization assimilation and integration (Applying

LO: dissemination mode
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learning in the workplace)

Senge (1992)
Five disciplines relating to the learning organization

Systems thinking

FF: systems perspective

Personal mastery

LO: learning focus; FF: continuous education

Mental models

LO: dissemination mode
FF: organizational curiosity

Building shared vision

FF: operational variety, multiple advocates, systems perspective.

Team learning

LO: leaming focus, dissemination mode.

Kloot (1997)
Learning organization features

Appropriate structures

Corporate leaming culture

Envelops entire framework

Empowerment

FF: multiple advocates, climate of openness; organizational curiosity

Environmental scanning

FF: scanning imperative

Knowledge creation and transfer

LO: knowledge source, dissemination mode.

Leamning technology

Quality and continuous improvement

FF: organizational curiosity, continuous education

Strategy

Supportive atmosphere

FF: climate of openness, organizational curiosity

Teamwork and networking

LO: learning focus

Vision

Popper & Lipshitz (1998)
Learning culture values

Continuous leaming

FF. continuous education, organizational curiosity

Valid information

LO: learning scope, dissemination mode

Transparency LO: knowledge reserve
[ssue Orientation LO: dissemination mode. knowledge reserve
Accountability LO: learning scope, leaming focus; FF: performance gap

Kaplan and Norton (1996)
Learning and growth enablers*

Employee capabilities

FF: continuous education

Information system’s capabilities

LO: dissemination mode

Motivation, empowerment and alignment

FF: multiple advocates, systems perspective, LO: leaming focus

Strategic learning enablers**

Shared strategic framework

LOs: learning scope, dissemination mode
FFs: systems perspective, involved leadership

Feedback process

LO: dissemination mode; FFs: performance gap, concern for
measurement

Team-problem solving process

LO: leamning focus; FF: performance gap, multiple advocates

* Kaplan and Norton’s (1996) learning and growth enablers were a significant component of the learning
and growth perspective, which was the fourth perspective of their balanced scorecard, now a popular
management accounting innovation discussed later in the chapter.

" Kaplan and Norton (1996) differentiate between organizational learning at the operational level and at
the senior management and strategic business unit level. When it occurs [particularly in the double-Joop
form] at the management and business loop level they label it strategic learning.

The results of the cross-referencing process in Exhibit 2.5, provide sufficient grounds for

confidence in the framework used in this study. While different terms have often been

used, the learning orientations and facilitating factors adopted for this study provide a

reliable platform from which to operationalize the concept of organizational learning.
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2.3 Innovation

2.3.1 Introduction

Innovation may be viewed as the implementation of an idea which may relate to a device,
system, process, policy, program or service and is new to the organization at the time of
adoption (Damanpour 1987; 1991), though it may not be new to a population of
organizations (Damanpour 1987). Innovation is often discussed in typologies: radical
versus incremental innovations, high-risk versus low-risk innovations, and technical® and
administrative innovations. The distinction between technical and administrative
innovations appears to be the most appropriate for the study of organizational-based
innovation as the typology highlights the differences in the nature of innovation.
Moreover, the technical and administrative innovations together represent changes in a

wide variety of tasks within the organization (Damanpour 1987).

The adoption of innovation may be viewed as occurring in two distinct but related stages.
As reflected in Exhibit 2.6 these two stages are the initiation stage and the

implementation stage.

3 In the literature, the terms technical innovation and technological innovation are treated as synonyms.
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Exhibit 2.6: Adoption of innovation stages

Implementation §

v v v v v

Initiation

Awareness Form an Evaluation Trialed Sustained
of the attitude of the implementation implementation
innovation about the innovation

innovation

(Adapted from Damanpour 1991; Gopalakrishnan and Damanpour 1997)

The broad classification of adoption of innovation into these two broad stages is referred
to as a unitary sequence model (Gopalakrishnan and Damanpour 1997). These stages
may be further disaggregated whereby the initiation stage is viewed as having three sub-
stages:

¢ awareness of an innovation,;

¢ formation of an attitude towards it; and

¢ evaluation from an organizational viewpoint.

This initiation stage encompasses all activities relating to problem perception,
information gathering, attitude formation and evaluation, and gaining the resources

relating to the decision to adopt.

The implementation stage may be viewed as having two sub-stages:
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¢ trialed implementation; and

¢ sustained implementation.

This implementation stage consists of all events and actions relating to modifications in
an innovation and an organization, initial utilization and, importantly, continued use of
the innovation as it becomes a routine feature of the organization (Damanpour 1991;
Gopalakrishnan and Damanpour 1997). A similar distinction is made by BjOrnenak
(1997) in his study of diffusion of activity-based costing (ABC) in Norway. BjOrnenak
recognized the existence of a potential time lag between the adoption [defined as
initiation] of an idea and the implementation of it, concluding that the number of
adopters/initiators of an idea will usually be greater than the number implementing the
idea. Rogers (1995) suggested five stages within the same broader stages of initiation and
implementation. The initiation stage consisted of agenda setting and matching, while the
implementation stage consisted of redefining/restructuring, clarifying and routinizing.
Cooper and Zmud (1990) identified a six stage model of innovation adoption: initiation;
adoption; adaptation; acceptance; routinization; and infusion, which were the stages of
implementation used by Anderson (1995) in her activity-based costing field-study.
Gosselin  (1997) opted for a broader four-stage model incorporating adoption,

preparation, implementation and routinization stages.

2.3.2 Technical and administrative innovations

The distinction between types of innovation may be critical as the determinants
influencing the adoption and implementation of an innovation may differ depending on
the type of innovation. Similarly, not all organizations are the same, so what is a high-
risk innovation for one organization may not be for another (Damanpour 1987; Downs

and Mohr 1976; Moch and Morse 1977).

A common distinction for innovations relates to their classification as technical or
administrative. The distinction appears to be important due to the fact that they serve
different functions and that they imply potentially different decision-making processes

(Kimberly and Evanisko 1981). Technical innovations may be viewed as those which
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bring change to operations and basic work activities through changes in technology,
where technology may be defined as a tool, technique, physical equipment or system
whereby individuals, sub-units or the organization itself extend their capabilities
(Damanpour 1987; 1991). Meanwhile, administrative innovations may be viewed as
those indirectly related to the basic work activity of the organization and more
immediately related to its management. Such innovations can be said to occur in the
social system of an organization, where the social system refers to human interactions
and relationships (Damanpour & Evan 1984). An administrative innovation might be
expected to change an organization’s structure or its administrative processes

(Damanpour 1987, 1991; Kimberly and Evanisko 1981).

Shields & Young (1989) and Shields (1995) viewed management accounting innovations
such as activity-based costing (ABC) as administrative innovations rather than as
technical innovations. This view is based on the important role of behavioural influences
on the success of management accounting innovations. While Argyris and Kaplan (1994)
support the importance of behavioural influences they use the term technical initiative to
describe ABC. Gosselin (1997) takes the view that some management accounting
innovations, such as ABC, may possess both technical and administrative innovation

characteristics (Gosselin 1997).

2.3.3 Characteristics influencing adoption of innovations

In studies relating to the adoption of innovation authors have sought to identify the key
variables likely to influence the adoption of innovation. Researchers have been interested
in identifying the key determinants of innovations, particularly technical (technological)
and administrative innovations (Damanpour 1987, 1991; Gosselin 1997; Kimberly and
Evanisko 1981; Moch and Morse, 1977). These studies, which in most cases have drawn
on previous research, have tested empirically the relationship [if any] between particular

characteristics and the adoption of innovation in a variety of settings.
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Eighteen determinants or characteristics (independent variables) expected to have an
influence on the adoption of innovations are provided in Exhibit 2.7, classified according

to one of three clusters.
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Exhibit 2.7: Adoption of innovation — key determinants

al

o i Organizationa ; Organizatio
Characteristics of & Characteristics

Context

Senior Management Characteristics

Job/managerial tenure Level of centralization Competition
Cosmopolitanism Level of specialization Age of organization
Educational background Size

Managerial attitude Functional differentiation

towards change External communication

Internal communication
Vertical differentiation
Slack resources
Administrative intensity
Professionalism
Formalisation
Absorptive capacity

(Developed from the work of Cohen and Levinthal 1990; Damanpour 1987, 1991; Kimberly and Evanisko 1981; Libby and
Waterhouse 1996, Rogers 1995)

The way in which each of these determinants might influence the adoption of technical or
administrative innovation varies. That is, the same determinant might have a greater or
lesser influence on technical than on administrative innovation and vice versa. For
example, Damanpour (1987) found that administrative intensity was positively related to
both technical and administrative innovation, though the strength of the relationship was
greater for administrative innovation than technical innovation. Similarly, Kimberly and
Evanisko (1981) found that the organizational characteristics® seemed to explain more of

the innovation adoption than the other two clusters.

Much of the research evaluating many of these variables and their link to innovation has
been based on research undertaken in libraries (Damanpour 1987; Damanpour (1991) and
hospitals (Kimberly and Evanisko 1981) A brief description of each of the characteristics

follows.

¢ Kimberly and Evanisko’s study (1981) did not include all of the organizational characteristics identified
in Exhibit 2.7.
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2.3.3.1 Characteristics of senior management

Job/managerial tenure

This represents the length of service and experience that managers have with an
organization (Damanpour 1991). A positive relationship has generally been found
between innovation adoption and length of leader service, though there is scope for a
rival hypothesis when considered in the context of new leaders bringing new ideas to an
organization (Kimberly and Evanisko 1987). Damanpour (1991) found no statistically
significant relationship between managerial tenure and organizational innovativeness,

perhaps lending some support to the rival hypothesis of Kimberly and Evanisko (1987).

Cosmopolitanism and educational background

Kimberly and Evanisko (1987) found a positive link between the educational background

and cosmopolitanism of [hospital] administrators and administrative innovation adoption.

Managerial attitude towards change

This relates to the willingness of senior management to embrace change, considered
particularly important in the implementation stage, and is commonly measured by a list
of items assessing values favouring change (Damanpour 1991). Damanpour’s (1991)
meta-analysis found a positive association between managerial attitude towards change

and innovation.

The author did not explore specifically any of the senior management characteristic
variables and any link to organizational innovativeness. The study was focused on

interviews with some but not all senior managers.

2.3.3.2 Organizational characteristics

Level of centralization

Damanpour (1991) argued that the concentration of decision-making authority prevented
innovative solutions. The resultant tests confirmed this assertion, which was supported
by Kimberly and Evanisko (1981) who expected but did not get a positive relationship

between centralization and the adoption of administrative innovations. Meanwhile,



Chapter 2: Literature Review . 4l

Gosselin (1997) found that centralization was linked to the implementation of ABC rather
than the decision to adopt ABC.

Level of specialization

The level of specialization is related to the range of specialists found in the organization
(Damanpour 1987), and is often measured by the number of different occupational types
or job titles in an organization. A positive association has been found to exist between

levels of specialization and innovation (Damanpour 1991).

Size

Size has been found to be linked to the adoption of innovation (Damanpour 1987,
Kimberly and Evanisko 1981; Libby and Waterhouse 1996; Moch and Morse 1977).
Some discussion has occurred relating to the different measures used for size.
Commonly, direct measures such as employee numbers, total assets, or capacity measures

(such as number of beds for hospitals) are used.

Functional differentiation

Functional differentiation represents the extent to which an organization is divided into
different units and is commonly measured by the total number of units under the top
management level. Damanpour (1991) found a positive association between innovation

and functional differentiation.

External communication

This variable relates to an organization’s ability to be in contact with and scan its
environment, and is commonly measured by the degree of participation in extra
organizational professional activities (Damanpour 1991). To this extent, external

communication is linked to similar variables such as environmental scanning.



Chapter 2: Literature Review 42

Internal communication

This variable relates to the dispersion of new ideas within an organization as well as the
environment which exists to facilitate new ideas (Damanpour 1991). Damanpour (1991)

found a positive relationship between innovation and internal communication.

Vertical differentiation

Vertical differentiation relates to the extent of hierarchical levels within the organization.
Though he found no significant association, Damanpour (1991) hypothesized a negative
relationship between innovativeness and vertical differentiation, suggesting that
communication between a number of hierarchical levels would inhibit innovativeness.
Gosselin (1997) found no direct effect of vertical differentiation on the implementation

process of ABC.

Slack resources

Slack resources or organizational slack relates to the difference between the resources an
organization has and what it requires minimally to maintain operations (Damanpour
1987). A positive relationship with innovativeness was expected and a significant

relationship was found with regard to technical innovations (Damanpour 1987).

Administrative intensity

Administrative intensity relates to the proportion of senior managers to the employee
group (Damanpour 1991). Damanpour (1987) found a positive relationship between

administrative intensity and innovativeness.

Professionalism

Professionalism reflects professional knowledge of organizational members, which
requires both education and experience (Damanpour 1987; Damanpour 1991). A positive
association has been found between professionalism and innovativeness (Damanpour
1991). This concept of professionalism is similar to the concept of absorptive capacity,

(see below).
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Formalization

This variable reflects the emphasis on following rules and procedures in conducting
organizational activities (Damanpour 1991). While Damanpour (1991) expected a
negative relationship between formalization and innovativeness, he found no significant
association. Gosselin (1997) found a positive link between formalization and the

implementation of ABC once the decision to adopt had been taken.

Absorptive capacity

Absorptive capacity relates to the existence of prior related knowledge including
knowledge of the most recent developments in a given field, which facilitates the
recognition, assimilation and application of new information to commercial needs (Cohen
and Levinthal 1990). Using the term organizational capacity to learn, Libby and
Waterhouse (1996) applied a similar concept in their study of changes in management
accounting systems. They found a positive relationship between organizational capacity
and changes in management accounting and control systems. The concept of absorptive
capacity underpins the social and tec\hnical skills to which Chenhall and Langfield-Smith

(1998) refer in relation to organizational change programs.

2.3.3.3 Organizational context characteristics

Competition

Some studies have found the extent of competition to have a positive association with
innovation adoption (Kimberly and Evanisko 1981), while others have not (Libby and
Waterhouse 1996). The differing results might be due to different contexts for the

research and/or different measurement scales.

Age of organization

Kimberly and Evanisko (1981) found some association between the age of the

organization and the adoption of technical innovations.

Only some of the innovation adoption characteristics discussed above (and listed in

Exhibit 2.7) were explored in this investigation. This occurred for a number of reasons:
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¢ the investigation of each of the determinants would have been a study in itself. With
some eighteen variables explored in a range of previous studies, it was considered
impractical to investigate all eighteen in this study

¢ the thrust of the research was not to focus specifically on innovation adoption
characteristics;

¢ some of the characteristics and measurements were found to be unsuitable at the time
of interviewing.  For example, in relation to competition, the Libby and
Waterhouse(1996) five-point measurement scale was found to be unsuitable at the
business-unit level. This was identified at the time of interviewing, which at that
stage rendered an exploration of the competition variable not possible. Similarly, it
was believed that to gather data relating to the characteristics of the senior
management cluster was not possible. While some background on each interviewee
was sought, the characteristics of senior management of the organization were not
sought.

¢ The five organizational characteristics investigated: level of centralization; size;
levels of formalization, administrative intensity; and absorptive capacity were

selected as variable for which data might most likely be able to be collected.

Little of this innovation-related research (Cohen and Levinthal 1990; Damanpour 1987,
Gopalakrishnan and Damanpour 1997; Kimberly and Evanisko 1981) has been reported
in the management accounting literature, though there have been a few exceptions (recent
empirical examples include Anderson (1995), Gosselin (1997), Libby and Waterhouse
(1996). Other work has raised innovation-related issues; often in an ancillary way to the
research (for example, Shields 1995; Shields and Young 1989; and Argyris and Kaplan
1994; Chenhall and Langfield-Smith 1998). There have been studies in the management
accounting field which have investigated adoption or implementation issues associated
with a particular management accounting innovation. Some of these will be explored in

the next section.
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2.4 Management accounting innovation

Since the mid-1980s there have been significant developments in management
accounting resulting in the initiation/adoption and implementation of innovative
management accounting tools, practices and concepts (Kaplan 1994). Some of the major
management accounting innovations in this time include: activity-based cost (ABC)
management (Kaplan 1994); the balanced scorecard (Kaplan 1994; Kaplan and Norton
1996); business process reengineering (BPR) (Hammer and Champy 1994); strategic cost
management and its components including value-chain analysis and organizational-based
cost driver analysis (Shank and Govindarajan 1993); target costing (Cooper 1996; Tani et
al 1994; Kato 1993); advances in operational control systems (Kaplan 1994); and
economic-value-added (EVA) performance systems (Stewart & Stern 1991) Some of
these innovations can be directly classified as management accounting innovations, for
example, ABC, while others might be viewed as general management innovations which

have an impact on, or are linked to, management accounting practice, for example, BPR,

EVA.

The literature in relation to management accounting innovation is, in the main, composed
of work focusing on:
¢ the attributes of the innovation, such as the early work by Cooper (1988);
¢ refinements to the innovation such as Cooper’s (1990) cost hierarchy, Cooper and
Kaplan’s (1992) resource usage model, Kaplan and Norton’s (1996) balanced
scorecard developments; |
¢ adoption and use statistics, and issues - Booth and Giacobbe (1997), and Nguyen
and Brooks (1997);
¢ issues associated with the implementation process — such as Anderson (1995),
Gosselin (1997), Shields (1995), Swenson (1995); and,
¢ links Between the adoption of a management accounting innovation with other
areas of the literature such as innovation (Anderson 1995; Chenhall and
Langfield-Smith; Gosselin 1997; Libby and Waterhouse 1997) and organizational
learning (Kloot 1997).
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The nature of the research in these areas varies from work which is theoretical (Argyris
and Kaplan 1994) and normative (such as much of the work in the professional literature)
to survey work by mail questionnaire and telephone survey (Shields 1995, Swenson
1995), to intensive field work (Anderson 1997; Chenhall and Langfield-Smith; Kloot

1997) to, more recently, the use of experimental designs (Lipe and Salterio 2000).

As previously mentioned, a few recent studies have focused on management accounting
innovation in the context of the innovation literature and/or the organizational learning

literature. A brief comment on each of these is appropriate at this point.

Libby and Waterhouse (1996) combined elements of the organizational change and
elements of the innovation literature with the organizational learning literature to test
empirically the influence of four key variables as predictors of change in management
accounting systems. Of the four variables, decentralization, size, competition and
organizational capacity for change/lgarning, capacity for change/learning was the best
predictor of change in management accounting systems. The variable, capacity for
change/learning, was based on the premise that prior knowledge in an area facilitates an
organization’s ability to assimilate and exploit new knowledge and is similar to the

concept of absorptive capacity (Cohen and Levinthal 1990).

Drawing on the organizational learning literature, Argyris & Kaplan (1994) developed a
theoretical framework regarding the behavioural aspects of ABC implementation. Using
the concepts of espoused theories, theories-in-use and defensive routines (Argyris 1992b;
1992d; Argyris and Schon 1978; 1998), Argyris and Kaplan (1994) provided a theoretical
treatise on the requirements for ‘the successful implementation of ABC. The
requirements related to:

¢ aligning the interests and incentives of the participants;

¢ education and sponsorship; and

¢ creating internal commitment (Argyris and Kaplan 1994).



Chapter 2: Literature Review 47

Using survey data, Gosselin (1997) examined the effect of strategic posture and
organizational structure on the adoption of activity-management approaches. Activity
management and its components were used as surrogates for management accounting
innovation, while organizational structure was operationalized using the variables of
centralization, vertical differentiation and formalization. The author concluded that
strategy and organizational structure do influence decisions to adopt and implement

activity management approaches.

Via a study on integrated performance measures, Chenhall and Langfield-Smith (1998)

identified five factors affecting the role of the management accounting function in change

programs:

¢ a shared. view by those performing the management accounting function and
managers using management accounting information of the potential role of
management accounting in change programs;

¢ senior management support for accounting innovations;

¢ championing of the accounting function;

¢ the level of social and technical skills of the management accountants; and

¢ the positioning of accounting within the formal hierarchy.

Following a field-study investigation of ABC implementation, Anderson (1995)
identified socio-technical factors influencing the implementation process classified as:
individual, organizational structure, technology and external environment variables. Also
using field-work, Kloot (1997) and Kloot et al (1999) studied organizational learning and
its links to management control systems in a change environment. The studies are

examples in an area where little research has been conducted.

2.5 Summary

In this chapter, the main literature .relating to organizational learning, innovation and
management accounting innovation has been reviewed. While some recent literature in
management accounting has explored links with the literatures of innovation and to a

lesser extent, organizational learning, there is generally little work that has explored these
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links. This research contributes by helping to fill this gap. In Chapter 3, the research

framework is developed.
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Chapter 3 Research Framework

3.1 Introduction
In the previous chapter the literature relating to organizational learning, innovation and

management accounting innovation was reviewed. The objective of this research is to
investigate the lightly researched area of management accounting and organizational
learning. In broad terms, the potential links between organizational learning and
management accounting innovation are explored. In this chapter the research framework
used to guide the research is outlined. It is organized in the following way: first, the
research model is developed; followed by the broad and then specific research questions;
the operationalizing of the key concepts in the research; a discussion of the research

instruments used in the field-work; and final comments.

3.2 Research model

The purpose of this study is to explore both organizational learning and management
accounting innovation, investigating potential links using a field-study. Issues associated
with the choice of a field-study are detailed in Chapter 4, but here, the focus is on the

research questions guiding the research.

In Chapter 2, the organizational learning framework of DiBella and Nevis (1998) was
examined in detail. This framework had two main components, the learning orientation
constructs which explain the form of organizational learning, and the facilitating factor
constructs which evaluate the extent of organizational learning.  As organizational
learning relates to capacity, practices and processes to improve performance, then
intuitively, management accounting and organizational learning appear to have some
links, or at least, the potential for links. There has been some, if limited, evidence of this

recognition to date (Kloot 1997; Kloot et al 1999).

The concepts of organizational learning have been raised in a management accounting

context in relation to:
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¢ specific management accounting practices or innovations (Kaplan and Argyris 1994;
Kaplan and Norton 1996; Shields and Young 1992);

¢ empirical research investigating aspects of management accounting and elements of
organizational learning and/or innovation (Kloot 1997; Kloot et al 1999; Libby and
Waterhouse 1996; Gosselin 1997); and

¢ calls for further research into management accounting and organizational learning

concepts (Atkinson et al 1997; Shields 1997).

The research model developed here involves an investigation of the role of learning
orientations and facilitating factors as they measure organizational learning and interact

with management accounting innovation. This research model is depicted in Exhibit 3.1.

Exhibit 3.1: Organizational learning and management accounting
innovation: research model

anagement
accounting
‘innovation

Key adoption
determinants

Two broad questions are to be investigated:
¢ whether the form and extent of organizational learning influences the level of

management accounting innovation; and
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¢ whether the level of management accounting innovation influences the organizational

learning environment.

Exhibit 3.1 depicts the broad poténtial links between organizational learning and
management accounting innovation as depicted by arrow 1. As outlined in Chapter 2,
organizational learning is operationalized using a two-component model comprising
learning orientations and facilitating factors. This two-component model was developed
by DiBella and Nevis (1998), following their extended field-based work on
organizational learning. Learning orientations are seven constructs that reflect where
learning takes place and the nature of what is learned (see Exhibit 2.4). Facilitating
factors are ten constructs that collectively represent an organization’s learning potential
(see Exhibit 2.4). Arrows 2 and 3 in Exhibit 3.1 suggest that management accounting
innovation may influence and/or be influenced by the learning orientations and
facilitating factors as measures of organizational learning. Arrows 4 and 5 depict

learning orientations and facilitating factors as facilitators of organizational learning.

In more detail than Exhibit 3.1, Exhibit 3.2 illustrates specifically the links to be
investigated between the learning orientations, organizational learning and management
accounting innovation.

The model characterizes learning orientations as influencing organizational learning by
determining how organizations learn. The principal characteristics of the learning
orientations demonstrate the influences of the learning orientations over organizational
learning (Exhibit 3.2). However, the learning orientations may also influence and be

influenced by management accounting innovation
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Exhibit 3.2: Learning orientations and interactions with
organizational learning and management accounting innovation

Organizational
learning

Management
accounting
innovation

44— Suggests a one-way interaction

- Suggests a two-way interaction

<+“—>

For example, knowledge source may influence the ability of an organization to identify
innovative management accounting practices due to the organization’s preparedness to
seek and to experiment with new and innovative practices. An example of management
accounting innovation influencing the learning orientations would be an innovation such

as activity-based costing influencing the dissemination mode learning orientation.



Chapter 3: Research Framework - 53

The model (Exhibit 3.1) also characterizes the facilitating factors as influencing both
organizational learning and management accounting innovation. Exhibit 3.3 illustrates in
more detail the proposed links between the facilitating factors, organizational learning

and management accounting innovation.

Exhibit 3.3: Facilitating factors and interactions with
organizational learning and management accounting innovation

Management
accounting

Organizational

learn lng innovation

_> Suggests a one-way interaction
' > Suggests a two-way interaction

The existence of the facilitating factors does not guarantee useful learning but does
influence the learning potential of an organization (DiBella and Nevis1998). The model
proposes a two-way interaction between the facilitating factors and management
accounting innovation, that is, the facilitating factors may influence management
accounting innovation, while management accounting innovation may also influence the
facilitating factors. For example, the facilitating factor scanning imperative would assist

with the adoption of innovative management accounting practices via benchmarking
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comparisons and by perusing the external environment and identifying the innovative
practices of others. On the other hand, innovative management accounting practices may
assist with the performance gap facilitating factor. The use of innovative tools such as
the balanced scorecard and activity-based management would provide useful information
and practices in overcoming the barriers to recognizing a performance gap. Moreover,

each might assist with the pursuit of higher performance levels.

3.3 Research questions
As outlined in Section 3.2 this research in the first instance focuses on exploring two

broad questions, depicted here as research question 1 (RQ1) and research question 2

(RQ2):

RQ1 whether the form and extent of organizational learning influences the level of

management accounting innovation; and

RQ2 whether the level of management accounting innovation influences the

organizational learning environment.

In order to answer these research questions, it is necessary to investigate:

¢ the form of organizational learning in the case-site as depicted by the learning
orientation choices;

¢ the extent of organizational learning in the case-site as depicted by the existence and
extent of the facilitating factors;

¢ the extent and type of the management accounting innovation adoption;

¢ whether management accounting innovation is viewed as an administrative or
technical innovation;

¢ the main determinants underlying the adoption of management accounting
innovation. These relate to the :
» organizational characteristics as depicted in the innovations literature;

» influence of the learning orientations (Exhibit 3.2); and
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* influence of the facilitating factors on management accounting innovation

adoption (Exhibit 3.3).

3.4 Operationalizing key concepts and the research instruments

The research methodology issues are explored in detail in Chapter 4, including
justification of the case/ﬁeld-study method used to facilitate the investigation.
Nevertheless, it seems appropriate, in this Chapter, to comment on the operationalizing of

the key concepts and the research instruments used as they are closely tied to the research

model outlined in the preceding sections.

As semi-structured interviews were the main data collection tool in the research, three
main research instruments and two minor research instruments were used to guide the
interviews. As demonstrated later in Exhibit 4.9 not all instruments were used in each
interview. The three main instruments related to the key areas under investigation,
namely, learning orientations and facilitating factors as measures of organizational
learning and management accounting innovation. The two minor instruments related

predominantly, but not exclusively, to EVA.

The learning orientations instrument was structured with one page for each of the seven
constructs. Each construct was operationalized by a series of prompts and questions. In
some interviews one or more of the prompts may have been used. The interviews were
conducted in a conversational style. As a consequence, not all prompts were used or
issues explored to the same degree. An example of one of the pages from the learning
orientations instrument is shown in Exhibit 3.4. The full instrument is contained in _

Appendix 1. Each of the construct pages was adapted from DiBella and Nevis (1998).
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Exhibit 3.4: Learning orientation construct research instrument

sample
Learning
Orientation
Mostly | More Even More Mostly Prompts
1. Knowledge Internal External ¢ Use of consultants
source: <4 BN

whether knowledge
development comes
from internal or
external sources as
extremes,

Use of internal groups or
involvement in external
groups for developing and
sharing new ideas.

Innovation in non-
accounting and accounting
areas from internal
developments, OR from
imitating

Levelsof R & D
investment

(Source: Learning orientations interview schedule [developed from DiBella and Nevis 1998] — Appendix 1)

Similarly, the facilitating factors instrument was structured with one page for each of the

ten constructs. Again, each construct was operationalized by a series of prompts and

questions, which were used to varying degrees in the interviews. An example of one of

the facilitating factor constructs is contained in Exhibit 3.5, while the full instrument is

contained in Appendix 2. As for the learning orientations, the construct pages were

adapted from the work of DiBella and Nevis (1998).
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Exhibit 3.5: Facilitating factor construct research instrument
sample
Facilitating factor Little Some evidence Extensive Prompts etc.
evidence evidence
1 2 3 4 S 6 7

4. Organizational curiosity

Support for trying new things; curiosity about

how things work; ability to “play” with things,
“failures” are accepted, not punished; changes
in work processes, policies and structures are a
continuous series of learning opportunities.

Acceptance of experimentation

Existence of ‘one best way’

Encouragement of new ideas

How new ideas are dealt with m-
individual cf group-based. Any
processes for dealing with new
ideas?

Role of MALI in encouraging
organizational curiosity, eg has
the existence of ABC encouraged
questioning about the results and
related organizational issues.

(Source: Facilitating factors interview schedule [developed from DiBella and Nevis 1998] — Appendix 2)

Management accounting innovation was operationalized by focusing on a number of the
key (popular) innovations developed and used by organizations over the last ten to fifteen
years. Those selected were: activity-based costing/management; business process
reengineering; value-chain analysis; target costing; balanced scorecard; strategic cost
management; advances in operational control systems; and, economic value added. The
research instrument developed in this area sought to identify the extent of adoption of any
of the management accounting innovations. It also sought to explore a range of issues
drawn from the innovation and management accounting area. These included:
management accounting innovation as a technical or administrative innovation;
determinants of the management accounting innovation adopted ranging from
organizational characteristics to organizational context characteristics; the main uses of
management accounting information; and the extent of any individual and organizational

defensive routines. For a number of the areas on the instrument likert-scale responses
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were sought.. The likert-scales were not developed with the objective of facilitating

quantitative analysis. Rather, the purpose was to gauge the level of the strength of the

respondent’s view of the variable under investigation. The results reported reflect this

approach rather than any quantitative analysis approach. An example is contained in

Exhibit 3.6 which contains an excerpt from the full instrument and relates to some of the

organizational characteristics explored in the interviews in relation to management

accounting innovation. The full instrument is contained in Appendix 3.

Exhibit 3.6: Management accounting innovation adoption
instrument sample.

1. Level of centralization

¢  Participation in decision-
making

¢ Degree of freedom to
make own decisions

¢ Readiness to accept fdilure

Level of participation in decision-making is:
High Moderate Low

| 1 2 3 4 5 6 ‘7

The degree of freedom for organizational members to make
their own decisions is:

High Moderate Low
| 1 2 3 4 5 6 F
The degree of readiness to accept failure is:
High Moderate Low
1 2 3 4 5 6 7

2. Size

Number of employees

3. Formalization

¢ Level of rules, manuals
and job descriptions
controlling employee
activities

¢ Freedom to ‘break the
rules” as a form of inquiry
and curiosity

The level of rules, policy manuals and tight job descriptions is:
High Moderate Low
1 2 3 4 5 6 7

The degree of freedom to ‘break the rules’, to be inquisitive
and curious is:
High Moderate Low

1 2 3 4 5 6 7

4. Administrative intensity

Ratio of managers to total
employees
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5. Absorptive capacity — ¢ Qualifications
accounting office

¢ Level of professional
development and training

- Percentage of degree, post degree holders in accounting office
- % of budget devoted to professional development and training

- who has the majority access to professional development and
training

Rate the proactive level (as a leader of management
accounting usefulness) of the management accounting office:

High Moderate Low

1 2 3 4 5 6 7

| |

(Source: Management accounting innovation interview schedule — Appendix 3)

3.5 Summary

In this chapter the research framework used to guide the research has been outlined. The

model suggests a link between organizational learning and management accounting

innovation. The learning orientations and facilitating factors are used to measure

organizational learning and the interaction with management accounting innovation.

Two broad research questions guide the research, relating to the influence of the form and

extent of organizational learning on management accounting innovation and, the

influence of the level of management accounting innovation on the organizational

learning environment. In the final part of the chapter, the focus was on how the key

concepts would be operationalized.
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Chapter 4: Research Methodology

4.1 Introduction
In Chapter 3 the research framework guiding this research was detailed. In this chapter

the research methodology underpinning the study and the principal research method used

in the investigation is described and justified. The chapter is set out as follows:

¢ a discussion of the available research methods and their use in the published
literature;

¢ the suitability of available research methods to this study;

¢ a comprehensive review of the case/field study method, including the steps taken in
this study to overcome the limitations;

¢ how the case/field study was conducted; and

¢ an outline of the data analysis method.

4,2 Available research methods

In this section the research methods available to the broader accounting field and more
specifically to the management accounting discipline are outlined. The methods- of
research available for deployment in accounting are usually drawn from the key methods
of experimental research, survey research, historical inquiry, field research and emerging
methods in capital markets research such as events studies (Richardson 1996).
Management accounting research methods will often be drawn from this list though some
writers have chosen to dissect these key methods further (Kaplan 1986; Klemstine and
Maher 1983; Shields 1997).

Klemstine and Maher (1983) classified management accounting articles that had been
published in: The Accounting Review;, Journal of Accounting Research; Abacus,
Accounting, Organizations and Society and research studies of the American Accounting
Association. Their classification of papers by method of analysis was modified by
Kaplan (1986). A summary of the research method, its definition and number of
published papers based on Kaplan’s investigation is provided in Exhibit 4.1.
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Exhibit 4.1: Research methods in management accounting-
published research

Definition Number | Percentage | Cumulative
Percentage
A prior Conceptual reasoning without an 325 51.5% 52%
explicit  model  manipulation,
experiment, or empirical analysis.
Modeling/ 176 27.8 79
simulation
Laboratory/Field | An experiment with students or 51 7.6 87
Experiment practitioners on artificial data or in
an artificial setting.
Survey Collection of data from actual 17 2.6 90
organizations not from direct
observation; analysis performed in
some studies.
Personal Description of current practices in 32 5.1 95
observation actual organizations -
Empirical Statistical analysis of data obtained 10 0.8 96
from actual organizations
Field study Analysis of impact of accounting 31 4.5 100

information on decisions, actions,
or attitudes of managers in actual
organizations

(adapted from Kaplan 1986)

Shields (1997) reported on the methods deployed in the management accounting

literature during the first seven years of the 1990s. Shields (1997) focused on

management accounting research published by North American’s in six leading

journals: The Accounting Review; Contemporary Accounting Research; Journal of
Accounting and Economics; Journal of Accounting Research and Journal of Management
Accounting Research.

Exhibit 4.2 provides a summary of the results in relation to research method adopted.
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Exhibit 4.2: Distribution of research methods 1990 - 1996

Research Method | Frequency Percentage Cumulative
Percentage
Analytic 49 32.2% 32%
Survey 28 18.4 50
Archival 22 14.5 65
Laboratory 21 13.8 79
Experimentation
Literature review 13 o 8.5 88
Case/Field Study 10 6.6 95
Behavioral 2 1.3 96
Simulation
Multiple Research | 7 4.6 100
Methods
Totals 152 100% 100%

(adapted from Shields 1997)

The differences in the results shown in the two exhibits can perhaps be explained by the
selection and definitions of the research methods used, the differences in journal selection

and the time difference.

It is the identification of the research method that is of importance across the two studies.
Clearly, experimental, survey, case.'/ﬁ.eld study and simulation can be identified as
common research methods across the two studies. Shields’ analytic method may take on
similar properties to some of Kaplan’s modeling method, while the archival method in

Shields’ study may possess similar characteristics to Kaplan’s a priori.

Other publications of management accounting research seem to support the experimental,
survey and case/field-based research. This is usually performed on the basis that these
three methods can be classified as empirical research methods and are found to be the
most commonly used empirical research methods in management accounting (Birnberg,
Shields and Young 1990; Brownell 1995). Birnberg, Shields and Young (1990) suggested
empirical research in management accounting is mainly concerned with developing and
testing theories, and applying research findings to policy formation. It can be either basic
or applied. Basic research would involve describing, explaining and predicting

management accounting phenomena, while applied research would emphasize the design
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and/or implementation of particular management accounting systems and may result in a

policy recommendation. Such recommendations may or may not be scientifically based.

What is evident from Exhibits 4.1 and 4.2 is the apparent lack of growth (at least in the

selected journals) in published management accounting research based on the case- or

field-study research method. It should be noted that journals other than those cited in the

two studies have, in recent years, published more work using the case- or field-based

research method. An example is the United Kingdom publication Management

Accounting Research. Nevertheless, Shields (1997, p.10) offered possible reasons for the

lack of growth in the publication of field-based research:

¢ lack of knowledge about how to do .good studies;

¢ lack of colleagues with whom fo team;

¢ lack of incentives (annual performance reviews, short times for tenure and
promotions);

¢ lack of access to good sites; and

¢ editorial styles of journals.

This has resulted in calls for the increased use of case/field-based research in the
investigation of management accounting phenomena since the early 1980s (Birnberg,
Turopolec and Young 1983; Kaplan 1983, 1986; Hopwood 1983; Otley and Berry 1994;
Scapens 1994). It has also resulted in the development of journals or journal editorial

policies that have greater empathy with research using the case/field-study method.

Ferreira and Merchant (1992) conducted a study of published research in management -
accounting/management control for the period 1984-1992. Their study was focused
exclusively on field-studies and spanned a wider array of journals and other publishing

formats that numbered sixteen in all.

By casting the net much wider than the other two studies, Ferreira and Merchant were
able to identify eighty-two studies that met their criteria of field-research in management

accounting and control. The sources of these studies are summarized in Exhibit 4.3.
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Exhibit 4.3: Field research publications 1984 - 1992’

Publication Source Number Percentage | Cumulative
Percentage

Harvard Business School field research collections 34 41.5% 41.5%

Accounting, Organizations and Society 20 24.4 66

Other books and monographs 12 14.5 80

Management Accounting Research 6 7.3 88

Accounting., Auditing & Accountability Journal 4 4.8 93

The Accounting Review 2 2.4 95

Critical Perspectives on Accounting 1 1.2 96

Journal of Accounting and Economics 1 1.2 97

Journal of Accounting and Public Policy 1 1.2 98

Journal of Financial Economics 1 1.2 100

Totals 82 100% 100%

(adapted from Ferreira and Merchant 1992) .

Some fifty-six percent of these field studies appeared in publications other than
accounting research journals. This, in part, explains the lack of growth in the publication
of case/field studies identified by Shields (1997) who focused on five North American
accounting journals.?

Experiments are more applicable in an environment where causal relationships are sought
(Brownell 1995) and require a well-developed theoretical argument where the
independent variables to be manipulated and the hypotheses for testing are clearly
specified (Abernethy et al 1999; Shultz 1999). This study is exploratory and does not
have variables or questions defined to facilitate hypothesis testing seeking causal

relationships, thus an experimental design is inappropriate.

Surveys may take many forms and m'ay' be incorporated into a case study via an interview
technique. Common survey techniques include: the written questionnaire administered

predominantly by mail (Roberts 1999); the telephone survey; and, more recently, the

7 Ferreira and Merchant (1992) suggested caution in the interpretation of the data due to the degree of
variability between the publications in regards to years in operation, number of pages published, and
editorial policy.

8 Kaplan’s data were published in 1983, one year prior to the commencing date to which the Ferreira and
Merchant (1992) study relates.
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internet; and, interview techniques (Brownell 1995). Surveys are particularly useful
where scope is more important than depth, and the research questions relate to fact-
finding and the researcher wishes to draw inferences about the population (Roberts
1999). Abernethy et al (1999) suggested that survey research is best used to capture
‘simple’ constructs whose meanings are standardized and widely shared. When the
objective is to seek the views of as many respondents as possible, the survey method —
particularly the mail questionnaire . is most suitable. The greater the number of cases
under investigation, the greater the likelthood of survey suitability (Roberts 1999).

As capturing the views of as many respondents as possible is not an objective of this

study, the use of a mail questionnaire is inappropriate.

4.3 The Case/field study method

4.3.1 Definition of the field study method and identification of characteristics
Field-based research is a term usually applied to research conducted in natural settings. It
may be viewed as including field studies, case studies, field experiments, clinical studies,
ethnographical studies, idiographic studies and what is referred to as qualitative research
(Chua 1996; Ferreira and Merchant 1992). No doubt, both case studies and field studies
form part of the wider method of field-based research (Birnberg, Shields and Young
1990; Shields 1997).

Yin (1994) described a case study as:
“.....an empirical enquiry that investigates a contemporary phenomenon
within its real-life context when the boundaries between the p