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MANAGEMENT ACCOUNTING LITERATURE:
PAST, PRESENT, AND FUTURE
Abstract

Michael W. Maher
The University of Michigan

Purpose. The purpose of this paper is (1) to identify major trends in
management accounting research; (2) to evaluate the impact of these trends;
and (3) to predict future directions of management accounting research. I
“hope that this paper, coupled with the companion piece, "Management Accounting
Research: A Review and Annotated Bibliography” (by Klemstine and Maher), will
provide a sense of our history, identify false starts and promising leads, and
provide some insight into what we can expect from the management accounting
research literature.

Evaluation of impact. A recurring question is: What impact has research
had on practice? I assume that a primary impact of management accounting
research on practice occurs through teaching; thus, my primary criterion for
evaluating the impact of research is to assess its influence on "mainstream”
cost/managerial accounting textbooks.

Major trends. Three major categories of literature, based on the general
types of methods used, can be identified.

(1) It is well known that our early research literature (i.e., that
published before 1960) was predominantly a priori conceptual
(primarily seeking definitions, or attempting to find means of
measuring "true" costs) and ad hoc descriptive. Much of this
work has either found its way into mainstream textbooks or been .
rejected (e.g., many textbooks downplay attempts to find "true”
cost measures).

(2) The 1960s saw the advent of modeling literature, which is loosely
partitioned into (a) the application of quantitative methods to
management accounting and (b) the economics of information choice.
The former has been incorporated into mainstream textbooks at a
rather simple level. The latter, which includes the developing
agency and incentive contracting models, holds some promise of
providing an economics-based management accounting theory.

(3) The 1960s also saw the advent of a limited amount offempirical
work in accounting, which has been almost totally behavioral.
This literature has moved from an emphasis on (a) motivation
and organizational issues to (b) information processing and
decision making. Except for occasional references to motiva-
tional and organizational issues, this literature is little
reflected in mainstream management accounting textbooks.



Notable absences. Notable by its absence is a theory-building and empiri-
cal testing literature. We know very little about the properties of accounting
systems used in organizations, and why particular accounting methods have
evolved while others have not.

Obstacles to future research. Obstacles to developing an empirically
tested theory in management accounting are primarily (1) the elementary level
of theory; (2) the absence of testable hypotheses; (3) the cost of obtaining
data; and (4) perhaps most important, the economics of research (i.e., what
are the incentives to allocate research effort to management accounting theory
development and testing?).

Predictions. What will have changed by 1992? 2002? An optimistic fore-
cast is that we will better understand what organizations do and why (i.e.,
"positive” theory development). Mainstream management accounting textbooks
will deemphasize descriptive/normative treatments of management accounting, and
emphasize the relationship between organizational characteristics and the
nature of accounting systems, from which normative models can be derived that
are based on more realism than current models. Management accounting will
become more institutional in characterizing the management demand for account-
ing information. This suggests that contingency theory and the recent work
in industrial organization (e.g., Spence, Williamson) may usefully extend the
theoretical foundation provided by agency models.

Comparative analysis. Management accounting research is often criticized
because it has been little applied. However, a comparison of mainstream man-
agement accounting textbooks suggests that research has had at least as great
an influence on textbooks in management accounting as on those in financial
accounting and auditing.




MANAGEMENT ACCOUNTING LITERATURE:

PAST, PRESENT, AND FUTURE

I. PREFACE

When faced with the task of surveying and evaluating the state of the art
of an area as large and amorphous as managerial accounting, one becomes quite
modest about his or her ability to perform such a task adequately;"As a fifst
approximation, how does one differentiate between "managerial accoﬁnting" and
financial accounting, information economics, behavioral research, science,
auditing, and so forth? Second, after defiﬁing the boundaries of the set,
what are its elements? Does it include articles in professional journals,
working papers, articles related to accounting in nonaccounting journals such

as Management Science and the American Economic Review? Are all articles in

tHe academic accounting journals to be considered research?

.Third, how can the state of the art of management accounting be captured,
summarized, and expressed? An obvious option is to write a review pﬁper. But
I rejectéd that alternative because we have many excellent papers reviewing
subsets of the literature, iqcluding recent contributions by Baiman, Demski and
Kreps, Sundem, Tiessen, and Waterhouse, Spicer an& Ballew, and of course the
(classic) review of quantitative models in managerial accounting by Kaplan. (A
list of these and other review papers and bibliographies is presented at the
end of this paper.) I rejected the review paper idea also because, frankly,
the task of developing a good, comprehensive review of the entire management
accoﬁnting literature seems formidable, to say the least.

'~ The option that I chose was to develop two papers representing the
extremes of the choices available to me. The first is a reasonably exhaustive

data base titled "Management Accounting Research: A Review and Annotated
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Bibliography" (Klemstine and Maher). This is a purely descriptive piece that
traces the development of management accounting from the beginning of time

(which I define as 1926, when Bill Paton started The Accounting Review in the

basement of the Economics Building at The University of Michigan) through 1982,
More than 600 pieces are reviewed and categorized by source discipline (e.g.,
economics, psychology, statistics), topic (e.g., CVP, transfer pricing, direct
vs. absorption costing), and method of analysis (e.g., experimental, survey,
modeling). (I resisted the teﬁptation to run an ANOVA or factor amnalysis on
this set and report the results!)

’..The second paper is this one, which is very subjective, and more superfi-
cial than a review paper. The purpose of this paper is to comment on some of
the past major trends in management accounting research, to evaluate the impact
of these trends, and to predict some future directions for research in this
area. I hope that this paper, coupled with the companion bibliography, will
provide a sense of history, identify false starts and promising leads, and pro-
vide some insight into what we can expect from management accounting research
in future years. ' (Of course, I make the standard accountant's disclaimer that
in my review of the data I am not liable for errors, irregularities, fraud,

etc.)

IT. A BIBLIOGRAPHY

My comments on the literature depend critically on my specifications of
what is included in the set of "management accouﬁting literature,” so I shall
take a moment to describe that set.

There were two criteria for selecting pieces for the set. (1) The paper
should deal with a management accounting topic. Generally, we included any

paper dealing with internal decision making or product costing as discussed
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in cost and managerial acgounting textbooks. Thus, for example, we includéd
work on the direct vs. absorption costing debate, and some work on internal
control if it dealt with managerial rather than auditing issues. In additionm,
our set is broad enough to include some of the work on human resource account-
ing. (2) All pieces must have appeared in one of the major research journals,

which we have defined as including the Journal of Accounting Research, The

Accounting Review, the Journal of Accounting and Economics, Abacus, Accounting,

Organizations and Society, and Accounting Research (which was published from

1948 to 1958). We have also included books, monographs, and management
accounting articles in research journals outside of accounting that have been
extensively referenced in the academic accounting literature (for example,
Hirschleifer's [1956j classic transfer pricing paper), and articles in profes-
sional journals that have been extensively referenced in the academic litera-
ture. We have obviously made both Type I and Type II errors in selecting
elements for the set of management accounting literature. However, we see the
bibliography as an evolving document, and with sufficient input from academic

colleagues, these errors will be minimized.

III. DEVELOPMENTS IN THE LITERATURE

Reviewing the literature from 1926 until the present provided some new
insights and reinforced some old ones. (I confeés that my academic career has
focused on the post-1970 era. I had read very little original source litera-
ture published before 1960, and less than one-half of the literature published
in fhe 1960s, before undertaking ﬁhis review.) Most important, there has been
a significant change in the character and quantity of the literature since the
early 1960s. (I have partitioned the literature into pre-1960 and post-1960
for the sake of convenience, and hope the readervdoes not attribute some other

significance to that breaking point.)
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The pre-1960 literature has the characteristics of olde time religion;

that is, it represents a search for fundamental concepts and truths. Horngren
[1975] and others have referred to this period as one in which accountants
searched for true costs (i.e., the one true religion), while in later periods
we looked at accounting in terms of user decision models (i.e., pick the
religion that works) and the economics of information. Of course, the pre-
occupation with finding True Costs paralleled ;he search for True Income for
financial reporting.‘ A key difference between the pre-1960 and post-1960
literature is a decreased emphasis in the'literature on financial reporting
implications.

Many academics of my vintage believe that the pre-1960 literature was
devoted mainly to the examination of direct vs. absorption costing and other
attempts to define the difference between period and product costs. While fhat
was a main emphasis, I was surprised to find that the literature also contained
many definitional'pieceé, observations about practices, and other works that
have become an established part of our textbook folklore. Much of the material
in mainstream cost accounting textbooks was originaliy discussed in the litera-
ture. For example, a 1928 article on differential costs that could be the
basis for any "modern” cost or managerial accdunting textbook's chapter(s) on .
relevant or differential costs included descriptions of differences between
differential, average, and "sunk" costs, and had a clear user orientation:
"Accounting is useful to business mainly to the extent that it provides data
which can be used in the formation of business judgments"” (Rorem ([1928],

p.- 335).
| The point caun be summarized by stating that nearly all §f the topics and
issues discussed in cost and managerial textbooks of the 1960s vintage had

been discussed in the pre-1960 academic literature. Perhaps this point was
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not previously épparent to me because cost and managerial accounting textbooks
are not replete with references, particularly not to the pre-1960 literature.

The pre-1960 literature was also included an abundance of "case studies”
which describe cost and managerial practices in particular firms or industries.
Examples of titles include "Cost Accounting for Motor Freight tines" (Lehnberg
[1950]), "Costs and Inventory Values in the Glue Iﬁdustry" (Pape [1959]), and
(my favorité) "Packing House Accounting” (Zraick [1947]). These papers were
descriptive —- they made no attempt to theorize about yhz_particuiar accounting
practices developed in particular firms or industries.!

While these descriptive.papers would probably not make the "cut" today at
the academic journals, papers dealing with actual practices could make a valu-
able contribution to our current literature. Kaplan [1977] stated: "I would
like to see some studies on the problems of estimating and implementing these
[quantitative] models in actual situations with some estimate of the perceive& :
benefits and acceptance of these models"” (p. 62).2 |

The pre-1960 descriptive papers, if published today, would be criticized
for their lack of genéralizability. They were, in effect, case studies charac-
terized by considerable dépth compared to current surveys and field studies.3
. Whilé the number of observations was small, we learned a lot about each
observation. However, very little systematic work on the "why" of managerial
accounting was done. Such questions as, Why are particular accounting methods

developed as they are? What characteristics of companies lead to the use of

lpor readers interested in more information about these papers, they are

" listed chronologically under the heading "Genera Descriptions of Firm/Industry
Practices” in the companion bibliography: "Management Accounting Research: A
Review and Annotated Bibliography,” by Klemstine and Maher [1982].

25ee Kaplan's [1974] study of cost behavior in a hospital, for exaﬁple.

- 3This depth was shared by Solomon's [1965] study of decentralization.
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flexible budgets? Variable costing? Cost-based transfer pricing? Why and how
are cost allocations used? were not systematically dealt with then, nor have

they been since. The answers to these questions -- which could lead to a '‘pos=—
itive" theory of management accounting —— might be found in a more sophisti-

cated application of the technologies in the early descriptive literature.

Post-1960 literature

~In the 1960s, tﬁe quantity and nature of the literature changéd dramati-
cally. First, the emphasis changed from "theory" construction and product '
costing for income measurement to decision making, planning, and control.
Users of accounting data were explicitly incorporated into much of the
behavioral and contracting literature (e.g., agency theory), and were implicit
in many others (e.g., cost-volume-profit). Ideas and methods were more
extensively imported from other disciplines. The 1960s saw the advent of
modeling in management accounting, which can be loosely partitioned into
(a) the application of quantitative methods to management accounting and
(b) the modeling of accounting decisions, inciuding the economics of infor-
mation choice, and contracting (e.g., agency theory). The 1960s also saw the
advent of limited behavioral work.

While importing ideas from other disciplines has been a major feature of
our literature from the beginning, there is an important difference in what was
imported before and after 1960. The former was limited to general concepts;
examples include Rorem's [1928] import of differential cost notions from
economics and Matz's [1946] report on the development of the computer at the

University of Pennsylvania, in which he suggests.that it might someday be a
useful tool for accountants. After 1960, the ideas and methods were

incorporated into research designs. A pre-1960 paper on cost estimation would
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suggest that accountants consider using statistical methods, while a post-1960

paper would use the method and discuss its properties.

Three examples

To provide a flavor of how the character of the literature changed over
time, I sgmmarize the chronological d;velopments of three topics: (1) direct
vs. absorption costing, (2) cost allocation, and (3) information economics.
The issue of direct vs. absorption costing réceived considerable aftention
from about 1950 to about 1965, but very little éfter that. The second, cost
allocation, has been with us since the beginning of accounting and probably
- will be until the end. The seminal work in the third topic, information

economics, appeared in the post-1960 literature.?

Example 1l: Direct vs. absorption

The direct vs. absorption cost controversy presents an excellent example
of how the literature on a topic would develop quicklylinto a heated debate,
in which the writers wouid use argumentative mefhods to persuade readers about
the inherent properties of'particular costing methods. We found only one
article on the topic before 1951 (Schlatter [1945]); more than twenty between.
1951 and 1965; and only a few since 1965. This literature has only three
modeling papers and one empirical (field) study. The rest of the literature
is based on a priori (;.e., argumentative) methods. This literature has pro-
vided some definitional groundwork, but we learned very little about whether °
and why firms choose direct and/or absorption costing, and we have made only

modest progress in demonstrating decision sensitivity to the choice of each

“More details about the literature in each of these categories are presented
in the companion bibliography by Kleimstine and Maher [1982].
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system. (Bailey [1973], Demski [1970], and Ijiri, Jaedicke, and Livingstone

[1965] could be considered exceptions.)

Example 2: Cost allocation

Although early textbooks gave considerable attention to cost allocation,
we were surprised to see how recently the topic was introduced into the
research literature. An early article on cost allocation was written by Vatter
[1945], who set forth the limitations of cost allocation and called for
research in the area. This was followed by several definitional and conceptual
articles until 1964, when two modeling papers (Churchill [L964] and Williams
and Griffin [1964]).moved the literature from a definitional orientation to omne
focusing on the application of models.

In recent years, many authors of modeling papers have downplayed the
normative tone of the cost allocation literature. As Kaplan [1977] concluded:
according to these authors, "We're not telling you to allocate, but ;f you
must, use one of the models described here" (ps 59). In short; cost allocation
papers are schizophrenic -— on the one hand, they display reasonably sophisti-
cated methods for allocating costs; on the other, there remain reser?ations
about the propriety of allocating costs in the first place. The topic calls
for some positive theory (e.g., Zimmerman [1979]) and empirical work that will
help us to specify the use of cost allocations in organizations. While we are
beginning to understand that the demand for allocation is derived from the
properties of decentralized organizations, it is still a mystery why costs,

particularly accounting costs, are allocated.

Clearly, we have reached a major turning point in this literature. We
appear to have reached the point of diminishing returns to argumentative dis-

cussions and modeling (except for Kaplan's advice to research the costs and



-9-

benefits of implementation), and helpful answers to the "why do firms
allocate" questions could come from positive economic theory and behavioral
research. The potential for breakthroughs in this area is both exciting and,

in my view, important.

Example 3: Information Economics/Value of Information?

It would be amazing to find that the conditions of supply and demand for
our product had not been considered prior to 1968 —- But that is very nearly
the case. Some of the early work on cost concepts implicitly considered the
usefulness. of cost data,6 but there was no explicit consideration of the
value éf 1nfofmation in the accounting literature until Feltham [1968] and
LaValle and Rappaport [1968]. Information économics became a growth industry
in a remarkably short period of time, possibly Because the market “"demanded"”
an explicit evaluation of information value, possibly because the “"supply" of
this product became newly available.

While readers of the information economics literature have come to expect
it to consist of abstract modeling, that is not necessarily so (e.g., see
Crandell [1969] and Mock [1969]). It is interesting to speculate how the‘
literature might have differed as to both its character and its application if

a significant subset of the early literature had been less abstract.

' Observations on the Literature

After reviewing more than fifty years of literature, one develops many

hypotheses about why the literature has evolved as it has. There were many

5My review and discussion of information economics are limited because the
topic has its own forum at this conference.

bFor example, see the passage from Rorem's [1928] article on differential
costing quoted earlier.
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obvious external factors -— for example, the literature from 1941 to 1945 was
determined by issues related to government contracting. Also, as the training
of researchers changed, the_influence of modeling and, to a lesser degree,
experimental methods became apparent. Of the two factors —- external influ-
ences and training -- training has clearly been the major factor affecting
changes in the literature. (So current training should ﬁe a good predictor

of future literature.)

Perhaps the most important influence on our research has been the com—
puter. Research is a function of researchers' tools, and the major new tool
available to researchers in recent years is the computer. While very little
of our literature deals directly with the computer, its indirect effect is
apparent; namely, the ability to run large data bases and deal efficiently
with complex algorithms, which has clearly had an impact on the‘literature

in the past twenty to thirty years.

Impact of Managerial Accounting Research

Accounting research is often criticized for having little impact on
practice. Since our research deals more with concepts and methods than with
well-specified techniques, very little of it can be expected to have a direct
impact on practice. More likely, the impact is as follows:

Research -» Teaching -» Students -> Practice.

To evaluate impact, we should look at teaching materials (e.g., readings,
books, textbooks, héndouts) as the means of filtering, synthesizing, and com-
municating ideas to students, who then carry these ideas with them into
practice.

For example, discounted cash flow techniques for capital budgeting were

well known in the literature long before they. became common in organizations.
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It took a generation of students schooléd in discounted cash flow methods to
bring DCF to their jobs. An examination of the economics of using DCF should
reveal that the on~the-job costs are lower for managers whé had DCF training
in school than for those who did not. Hence, DCF-trained managers are more
likely to use it. 3

I do not believe we-should'hold ourselves to the standard of immediate
application oquur work. We "invent" very few techniques that clearly have
immediate high benefits to users. Most of our work leads to new ways, or
modifies old ways, of thinking about problems. For example, the use of matrix
algebra for reciprocal cost allocations may be‘a reasonable idea that will
reshuffle cost and resource allocations, and it may have marginal motivational
effects in some inétances. But the cash flow implications of réciprocal cost
allocations are not likely to be dramatic in a given firm. (I doubt that an
events study would have revealed a stock price reaction to the first company
that used it.) 1In short, a reasonable "standard" for implementation of
research is inélﬁéion in educational packages, not direct implementation in
practice.

To examine the impact of research on teaching materials, I reviewed a
number of textbooké from 1927 through the current year, and two trends in text-
book evolution are apparent. First, textbooks do change with developments in
the literature, although not with all developments. Second, the lag between
iiterature and cost gccounting textbooks are lengthened, but the gap is being
fiiled‘by "advanced” books’ that help communiéate some of the advances in the

literature to students (and instructors).

TFor example, Kaplan's [1982] Advanced Management Accounting and Dopuch,
Birnbirg, and Demski's [1982] Cost Accounting.
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I also observed some difficulties in incorporating the literature into
textbooks. For example, in his review, Kaplan noted that quaﬁtitative methods
have not been integrated into “standard" cost accounting textbooks. Why?
First, it is not the comparative advantage of most accountants to deal with
technical mathematical and statistical issues —— it would be pretentious of us
to teach linear programming to MBA students, for example (although I confess
that I have done so). Presumably, students become well versed in management
science models, statistics, and mathematics in other courses. Our comparative
advantage is in dealing with problems on the input side of models, particularly
when the inputs are accounting data; and in dealing with problems on the output
side, particularly when the model is applied to an accounting problem. Much
of the literature focuses on technical rather than application issues; heﬁce,
considerable translation is needed to integrate quantitative techniques with
managerial/cost accounting topics, without simply repeating what students have
learned in other courses.

Second, given the incentives for textbook writing, we expect textbook
authors to be risk-averse vith respect to the incorporation of new materials;
We know that basic research, by its nature, includes work that will ultimately
be shown to be.of little value. Textbook writers must be convinced that the
. literature has some merit before incorporating it in their textbooks. In this
sense, textbook writers are both "filterers" and translators. They filter the
literature for what they believe is promising, and they translate it. 'The
lower the costs of filtering and translating, the greater the chance for the
literature to be incorporated into textbooks.

Third, authors of "best seller” textbooks have little incentive to_changé
their books at all, unless the market demands it. In short, they have little

incentive to push the market. When all these factors are considered, it is not
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surprising that textbooks have been slow to adopt some of the advances in the

literature of the 1960s and 1970s.

Modeling and Managerial Accounting: Are They Synonymous?
| The greatest impact on managerial accounting literature in the past two

decades has been modeling. But in the past few years, we have seen a decline
in applications of management science models to management accounting. The
growth industry in modeling — information economics and incentive éontracting
- is populated by only a few researchers (and rookies are'confronted with many
barriers to entrY).. Thus, except for this smail growth industry, I sense a
éoncern about the future management research in general, and about our ‘attrac-
tiveness vié-g-vis audi?ing, behavioral theory, financial accounting, and other
research (see Sundem [1981], for example). This concern may be partially due
to the assumption that modeling and management accounting are synonomous
because, as Kaplan stated in 1977, "...it's hard to identify areas where new
management science models-are going to have a substantial impact on the wéy
we think about these [managerial accounting] problems"” (p. 61).

lMy review of the literature convinces me that the opportunity set is very
large. For eiample, notable by its absense is a theory-building and empirical
testing 1iteratufe. We -know very little about the properties of accounting
methodg in organizations and the determinants of the methods that have evolvedf
I see this "positive" research as leading to another round of nofmative
research —— both modeling and behavioral/motivation -- based on less naive
assumptions about how and why accounting is used.

There has been very little work in the use of internal controls and
internal auditing to.monitor agents' behavior. There has been very little

research on behavioral decision making in managerial accounting. I do not
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believe we have exhausted the opportunities for applying management science
models in managerial accounting. For example, we have virtually no literature
on the use of simulation in planning, budgeting, cost-volume-profit analysis,
and other activities. We know very little ébout regulatory influences on man-
agement accounting. Finally, we have done very little work on interaction of
computers and mahagement accounting on resource allocations in firms. These
are only a few of the growth industry opportunities in management accouqting,
in addition to the work being done in the incentive contracting literature. In
the next section of this paper, I will explore a few of these opportunities in

more depth.

. IV. TOWARDS A THEORY OF MANAGERIAL ACCOUNTING -
In this section I will discuss some of the recent attempts to develop a

theory of managerial accounting.

Information Economics and Agency Theorz§

In only eight years of published literature, from the seminal works by

Feltham [1968] and others until the publication by Demski and Feltham of Cost

Determination [1976], we reached the point of diminishing marginal returns to

further research into single-person information system choice.? Extensions
into multiferson contexts —- agency theory and game theory —- have been fruit-
fﬁl, but often make the'problem quite complex. lThe basis for this work-is
game theory and social chqice theory, which provide bptimal solutions only

under limiting assumptions (see Arrow [1963] and Sen [1970]).

81t is potentially misleading to combine these topics —- they are actually
quite different. I do so because the accounting researchers who contribute
heavily to information economics in the accounting literature have also con-
tributed to agency theory.

I5ee Sundem [1981] for a thorough discussion.
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More recent work in agency theory has the potential to contribute to man-
agement accounting in a number of ways. First, it may be used as a conceptual
framework for performing empirical studies of behavior within organizations
 (e.g., Maher, Ramanathan, and Peterson, [1979]). Second, it provides a theory
" for monitoring and performance evaluation that has already provided some
‘important insights into trade-offs between risk sharing and motivation,
problems raised when skills are not observable ("adverse selection”) and when
effoft is not observable ("moral hazard") (e.g., Demski and Feltham [1978]).10
Third, information system choice can be evaluated in the context of agency
theory. Agency theory is concerned with establishing Pareto optimal contracts.
Coﬁgracts must be based on observables; hence, the role of information systems
is to provide signals upon which contracts can be based. Hence, the optimal
information system is one thatlequates the marginal cost of information,
including contracting costs, with the marginal agency cost if that information
is not used.

Information economics and agency theory have clearly provided insighfs
into the value of information and agency questions at a theoretical level,
which alone is sufficient justification for the research. But will this work
provide a much needed theoretical foundation for managerial accounting? Does
it have potential for application to real problems? I am cautiously optimistic
that the answer to both questions is yes. As to application, my criterion is
that thé research must become part of mainstream educational packages. Some’
influence of agency theory and information economics ou recent cost and man-
agerial accounting textbooks is apparent. -However, much work needs to be done
to translate the literature and to reduce barriers to entry for students (and

instructors).

10321 man [1982] provides a thorough review of this literature.
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As to theoretical foundations, the work has helped us to understand
fundamental issues about the purpose of accounting, and the couditions under
which more information 16 preferred to less. For example, the generally
accepted notion that information should be evaluated on the basis of its deci-
sion impact rather than inherent properties of the information can be partly
traced to this literature. (Academics of my vintage sometimes forget how
recent and important this shift in emphasis has begn.)

To become a theoretical foundation of an applied’discipline like account-
ing, we expect the research to be empirically testable. At this time, empiri—'
cally testable hypotheses are not apparent, except in carefully controlled
settings —— e.g., when laborétory experimengal and simulation methods are used.
Why haven't we seen more attempts to test agency theory in managerial settings?
First, the area is new_and the literature so far has dealt only with primitive
agency relationships. Second, if we consider the incentives of researchers
themselves, we can explain a great deal about the development of a literature
(i.e., the "economics of research"). The barriers to entry to the extant
litérature and to data are obvious. Researchers who are trained in and
oriented toward empirical work find both testable hypotheses and data bases
more accessible in capital markets, auditing, industrial organization, and
organizational theory research. Only if researchers are sufficiently rewarded
to reduce barriers to entry to the 1iterature,11 and if the costs and bene-
fits of obtaining data are sufficiently altéred, can we expect a spate of

. \ _
empirical tests of agency theory.
While some observers of research activity in this field are pessimistic

(

about its potential, I am not. However, it would be a mistake to encourage a

llgran Baiman's [1982] review of analytical agency models is an excellent
example.
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great quantity of empirical research before we know what to look for! Ideally
(in my opinion), we should encourage the deductive reasoners to continue their
work, and we should encourage reduction of barriers to entry so potentiai
testable hypotheses aré more widely accessible. A natural e?olution will be
the development of testable hypotheses and empirical work, perhaps along the

lines suggested by the graph below. 2
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In short, there are a number of potential avenues for future research in
informatidn economics andAageﬁcy theory. I am ﬁarticularly optimistic that
.agency theory will provide part of a much needed conceptual framework for man-
agement countrol and‘auditing. While it is premature to suggest that infor-
mation‘economicé and agency theory provide either normative guidelines for

firms or testable hypothesis for a positive theory, the research certainly

121 ap grateful to Gary Sundem for pointing this out to me.
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qualifies as part of the "insight literature," that is, literature providing

useful insights to academic and practicing managerial accountants.

Toward an Economics-Based Theory of Management Accounting

As previously indicated, a positive theory of management accounting could
make a major contribution. This is not to downplay the importance of
behavioral work, including both organizational/motivational and human infor-
mation processing, and of modeling. However, we know so little about why and
- how accounting affects resource allocations and vice versa that I expect the
marginal value of economics-baséd positive research to be particularly high.
Unfortunately, the economics of internal organizations has only recently
received attention in economics, so we have little theory to draw on.lg
Further, the extant work does not provide testable hypotheses.

Accountants.and other management researchers may have'a comparative
advantage in doing research on the economics of internal organization -- in
fact, this may be an unusual opportunity to g}_(Eg_r_'E_theory.l4 Some attempts
in this direction can be found in two "integrative" papers that compare and
- contrast agency theory, contingency theory from the organizational theory
literature, and Williamson's [1973, 1975] work on markets and hierarchies
(Tiessen and Waterhouse [1982] and Spicer and Ballew [1982]).

The work in markets and hierarchies shows some promise for linking
organizational research to economic theory. Namely: Why and under what con-

ditions do organizations replace markets? Why do particular firms vertically

L3por example, see Spence [1975] and Leibenstein [1979]. The seminal work
is generally regarded to be Coase [1937]. : :

l4The economics of internal organization has been too "micro" for mainstream
economic theory.
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or horizontally integrate, while others do not? Why do some firms rely on
external labor markets while others "promote only from within"?
An Editorial

My view of this world is something like the following.

Markets

Markets and

Hierararchies <Z:A

Theory
Contingency > Organizations
Theory v
Agency > Individuals
Theory .

N

The Effect of Context on
Agency Relationships

Organizational Use of Accounting
Politics

Hypothesized Type of Budgeting,
Transfer Pricing, etc.

While agency theory is generally context-free managerial accounting is
highly dependent on its context (e.g., nature of the firm's production func-
tion, markets, and employees). Markets and hierarchies, contingency theory,

and other work in economics may provide a context for agency theory that will
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be useful for predicting agency relationships in particular contexts and the
use of management accounting in agency relationships. (Of course, there are
other uses of managerial éccounting -— this is only one example.)

In my view, a positive theory of managerial accounting must rely on basic
(and perhaps simple) assumptions about rational, self-interest-oriented
economic behavior. Presumably, managers demand and supply accounting methods
on the basis of cost/benefit considerations and their own self-interest. L’

Our task is to predict self-interest and cost/benefit considerations in
particular economic (and political) contexts, and to predict their ;nfluence
on the supply and demand of managerial accounting.

'It is not hard to understand why there has been so little positive
research‘in ménagerial accounting. Obtaining data is costly and, given the
economiés of research, will probably limit empirical research in managerial
accounting. The. lack of theory and testable hypotheses limits our opportuni—

4 ties for systematic empirical work. Of course, much can be learned from purely
-descriptiVe'studies -~ inductive reasoning can play an important role in
developing theory and testable hypotheses. But I believe the next major break-
throughs will come from empirical work that follows theory.

Where will.this theory come from? One option is to apply the rigor of the
incentive contractng literature to the markets and hierarchies work. "Incén—

- tive contracting meets markets and hierarchies" could both expand the bounda-

ries of the incentive contracting literature and provide insights into the

deductive validity of markets ‘and hierarchies.

Lopor example, see Zimmerman [1979] and Maher [1981].
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V. MANAGEMENT ACCOUNTING IN 1992

If in 1962 wel® had predicted the development of management accounting
over the next twenty years, how accurate would we have been? To answer that
questioﬁ, I surveyed the literature from 1926 through 1961, and realized that
the past may not be a good predictor of the future (e.g., the hot topic in
1961 was the direct/absorption costing controversy). I also read the predic-
tions of some previous prognosticators; hence, I am quite modest about my
ability to predict the state of the art in the years 1992 or 2002.

Despite my concern about the lack of theory and the difficulty of obtain-
ing data, my prognosis about the future of managerial accounting research is
optimistic. There is no shortage of problems to explore. Some potential
avenues for future research include the following categories—-which are

neither mutually exclusive nor exhaustive.

1. Application of management science models. Unexplored areas

include (1) use of simulation and (é) problems with implementing
' management science models.

2."Systems. We know very little about the impact of computer-—
based systems on accounting. I am thinking here primarily of
indirect effects; namely, the impact of computer-based systems
on firms' technologies, structure, personnel, etc., which in
turn will affect managerial accounting.

3. Modeling: Agency theory and the informatin economics literature.

The effects of simultaneously expanding to multipefiods and
multiple agents remain largely unkn;wn, as does the effect pf
application to richer institutional contexts. Thus féf, there
has been little exploitation of our comparative advantage in

developing richer institutional contexts for these problems.

16The "we" is editorial.
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4. Human information processing. While there has been very little

17 there is no

work on management accounting topics to date,
shortage of problems to explore. Virtually all planning, control,
and decision-making topics could benefit from additional work.

5. Economics of internal organization. This area is almost totally

undeveloped; yet, coupled with work in agency theory, it holds
promise for the development of positive theory and testable
hypotheses about the relationship between the properties of
firms and ;he properties of accounting méthods.

6. Orgénizational and political considerations obviously have an

important impact on the development‘of management accounting.
Yet we know only a little about organizational impacts, and I
have seen little imported from political theorists to help us
understand the impact of organizational politics on accounting.
My bias is to rely first on economic theory to develdp a compre-
hensive theory of managerial accounting, then to use organiza-
tional and political theory to enrich our understanding of how

accounting develops in particular firms.

7. Empiricai work in managerial accountihg. The paucity of empir-
ical work over the past twenty yeafg should make me skeptiéai
about its prospects over the next twenty years. While the éost
of analyzing data may have decreased, the cost of collecting
data has not; hence, the economics of research casts doubt on

its future. Further, in the absence of theory and testable

17gxceptions include Harrell [1977] and Magee and Dickhaut [1978].
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hypotheses, the research has a descripttve character that some
find unappealing. I am moderately optimisfic about imminent
breakthroughs in theory, however. Eﬁpirical work -- even case
studies of problems implementing normative models —- has. the
pétential for considerable social payoff. It remains to be
seen whether the private payoff is sufficient to generate the
research.

8. Textbooks. As noted earlier, one criterion for evaluating the

. impact of research is to evaluate its impact on textbooks. An

optimistic forecast is that textbooks will (1) more thoroughly
‘integrate recent advances in modeling and (2) emphasize the rela-
tionships bgtween the properties of firﬁs and the nature of man-
agerial accounting systems. If positive theory is developed,
management accounting will become more institutional in charac-
terizing management demand for accounting data. The effect on
textbooks could be as dramatic as the change in focus in recent

decades from True Costs to Costly Truth.

CONCLUSIONS

We can observe a number of points of inflection in the managerial
accountiﬁg literature since 1926. Some important ones include the search for
principles of cost and managerial accounting in the early 1950s; the applica—.
tiqn of management science models to managerial accounting in the 1960s; and
the.development of information economics and agency theory in the accounting
literature in the late 1960s and early 1970s. Perhaps the most important

change was to a user orientation in the 1960s.
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Another inflection point seems apparent today. One direction 1is toward
more empirical research in managerial accounting which could have numerous
payoffs:

(1) A better understanding of data problems involved in applying

management science models;

(2) Improvement in normative management accountiang "theory";

(3) Development of a positive theory of managerial accounting;

(4) A better understanding of the real problems faced by

managers.

In conclusion, I hope the'reader does not consider this another "call
for research” similar to those we all have heard from various quarters. Such
“calls,” of course, usually include the strong recommendation thét we
researchers deal with a particular problem in the "interest of society" or "the
professions.” Calls for research are more credible when they influence the
economics of research. Unfortunately, my influence on the economics of
research is not sufficient to increase theory development and empirical
research in managerial accounting. However, I hope these remarks convey both
a sense of the many potential avenues of research in managerial accounting and

a spirit of optimism that some of these avenues will be pursued.



-25-

REFERENCES

Arrow, K. (1963), Social Choice and Individual Values, revised edition (Yale
University Press, 1963).

Bailey, A. (1973), "A Dynamic Programming Approach to the Analysis of Different
Costing Methods in Accounting for Inventories,"” The Accounting Review
(July 1973).

Baiman, S. (1982), "Agency Research in Managerial Accounting: A Survey,”
Journal of Accounting Literature (Spring 1982).

Churchill, N. (1964), "Linear Algebra and Cost Allocations: Some Examples,”
The Accounting Review (October 1964).

Coase, R. (1937), "The Nature of the Firm," Economica (November 1937).

Crandall, R. (1969), "Information Economics and Its Implications for the
Development of Accounting Theory,” The Accounting Review (July 1969).

Demski, J. (1970), "The Decision Implementation Interface: Effects of Alterna-
tive Performance Measurement Models,” The Accounting Review (January
1970).

and G. Feltham (1976), Cost Determination: A Conceptual Approach
(Ames: Iowa State University Press, 1976).

, (1978), "Economic Incentives in Budgetary Control Systems,"” The
Accounting Review (April 1978).

Dopuch, N., J. Birnberg, and J. Demski (1982), Cost Accounting: Accounting
Data for Management's Decisions, 3rd Edition (Harcourt, Brace, Jovanovich,
1982).

Feltham, G. (1968), "The Value of Information,” The Accounting Review (October
1968).

Harrell, A. (1977), "The Decision-Making Behavior of Air Force Officers and
the Management Control Process,” The Accounting Review (October 1977).

Hirshleifer, J. (1956), "On the Economics of Transfer Pricing, “Journal of
Business (July 1956). :

Horngren, C. (1962), Cost Accounting (Prentice-Hall, 1962).

y (1975), "Management Accounting: Where are We?" in Management
Accounting and Control (Madison: University of Wisconsin, 1975).

Ijiri, Y., R. Jaedicke, and J. Livingstone (1965), "The Effect of Inventory
Costing Methods on Full and Direct Costing,"” Journal of Accounting
Research (Spring 1965).




-26-

Kaplan, R. (1974), "Management Accounting in Hospitals: A Case Study,” in
Livingstone and Gunn, eds., Accounting for Social Goals (Harper and Row,
1974). .

, (1977), "Application of Quantitative Models in Managerial Accounting:
A State of the Art Survey," in Management Accounting - State of the Art
(Robert Beyer Lecture Series: University of Wisconsin - Madison, 1977).

, (1982), Advanced Management Accounting (Prentice-Hall, 1982).

Klemstine, C. and M. Maher (1982), "Management Accounting Research: A Review
and Annotated Bibliography," Unpublished working paper (The University of
Michigan, 1982).

LaValle, I. and A. Rappaport (1968), "On the Economics of Acquiring Information
of Imperfect Reliability,” The Accounting Review (April 1968).

Lehnberg, V. (1950), "Cost Accounting for Motor Freight Lines,"” The Accounting
Review (April 1950).

Leibenstein, H. (1979), "A Branch of Economics is Missing: Micro-Micro
Theory,"” Journal of Economic Literature (June 1979).

Magee, R., and J. Dickhaut (1978), "Effect of Compensation Plans on Heuristics
in Cost Variance Investigations,” Journal of Accounting Research (Autumn
1978). ' '

Maher, M. (198l), "Regulation and Controls: Firms' Response to the Foreign
Corrupt Practices Act," The Accounting Review (October 1981).

Maher, M., K. Ramanathan, and R. Peterson, (1979), "Preference Congruence,
Information Accuracy, and Employee Performance: A Field Study,” Journal
of Accounting Research (Autumn 1979).

Matz, A. (1946), "Electronics in Accounting,” The Accounting Review (October

Mock, T. (1969), "Comparative Values of Information Structures,"” Journal of
Accounting Research Supplement (1969).

Pape; M. (1959), "Costs and Inventory Values in the Glue Industry,” The
Accounting Review (January 1959).

"Rorem, C. R. (1928), "Differential Costs,” The Accounting Review (December
1928). ' '

Schlatter, C., (1945), "Fixed Expense,"” The Accounting Review (April 1945).

Sen, A. (1970), Collective Choice and Social Welfare (Holden-Day, 1970).

Solomons, D., (1965), Divisional Performance: Measurement and Control (New
York: Financial Executives Research Foundation, 1965).




-27-

Spence, M. (1975), "The Economics of Internal Organization: An Introduction,”
The Bell Journal of Economics (Spring 1975).

Spicer, B. and 'V. Ballew (1982), "Management Accounting Systems and the
Economics of Internal Organization,” Accounting, Organizations and
Society (forthcoming 1982).

Sundem, G. (1981), "Future Directions in Management Accounting Research,"”
Paper presented at the Seventh Accounting Research Convocation at the
University of Alabama (November 1981).

Tiessen, P. and J. Waterhouse (1982), "Towards a Descriptive Theory of Manage-

ment Accounting,” Accounting, Organizations and Society (forthcoming
1982).

Vatter, W. (1945), "Limitations of Overhead Allocations,” The Accounting Review

(April 1945).

Williams T. and C. Griffin (1964), “Matrix Theory and Cost Allocationé," The
Accounting Review (July 1964). '

Williamson, 0. (1973), "Markets and Hierarchies: Some Elementary Considera-
tions," American Economic Review (May 1973).

, (1975), Markets and Hierarchies: Analysis and Antitrust Implications

(New York: The Free Press, 1975).

Zimmerman, J. (1979), "The Costs and Benefits of Cost Allocations,” The
Accounting Review (July 1979).

Zraick L. (1947), "Packing House Accounting,“ The Accounting Review (July
1947). ‘ ) )




-28-
REVIEW PAPER AND ANNOTATED BIBLIOGRAPHIES2

American Accounting Association, Committee on Concepts and Standards -

Management Planning and Control, Managerial Accounting Literature
Abstracts (AAA, 1976).

This annotated bibliography contains more than 300 management
accounting articles from 1955 through 1975, including about
130 articles in professional journals. This is a very good
source of information about articles published in that period.

Baiman, S., "Agency Research in Managerial Accounting: A Survey,; Journal of
Accounting Literature (Spring 1982).

A very comprehensive review of agency research.

Brownell, P., "Participation in the Budgeting Process - When it Works and When
it Doesn't,” Journal of Accounting Literature (Spring 1982).

Comprehensive review of participation in budgeting literature.

Demski, J., and D. Kreps, "Models in Managerial Accounting,” Journal of
Accounting Research, Supplement (forthcoming 1982).

Extensive review of the modeling literature from 1970-1982,
including management science applications, information economics,
and the incentive contracting literature.

Jensen, R., "Some Thoughts on Quantitative Models and Applications in

Managerial Accounting,” Unpublished manuscript, Florida State University,
circa 1978. '

Annotated comprehensive bibliography of quantitative methods in
accounting. Includes about 200 items.

Kaplan, R., "The Significance and Investigation of Cost Variances: Survey and
Extensions," Journal of Accounting Research (Autumn 1975).

Reviews statistical variance investigation articles in the
accounting and statistics literatures.

AThis is a subset of recently produced bibliographies and review papers which
could reduce costs of reviewing the literature.



-29-

Kaplan, R., "Application of Quantitative Models in Managerial Accounting: A
~State of the Art Survey,” in Management Accounting — State of the Art
(Robert Beyer Lecture Series: University of Wisconsin - Madison, 1977).
Reprinted in The Accounting Journal (Winter 1977-78).

A classic review, focusing on applications'of management science
models to managerial accounting.

Kaplan, R., "The Impact of Management Accounting Research on Policy and
Practice,"” The Impact of Accounting Research on Policy and Practice,
1981 Proceedings of the Arthur Young Professors' Roundtable, J. Buckley,
ed. (Reston, VA: The Council of Arthur Young Professors, 1981).

Brief survey of management accounting research. Review of
evidence that quantitative methods in managerial accounting are
being applied by practitioners.

Klemstine, C., and M. Maher, "Management Accounting Research: A Review and
Annotated Bibliography,” Unpublished manuscript (The University of.
Michigan, 1982).

Comprehensive review of approximately 600 articles published in
the academic accounting journals from 1926-82. Includes brief
-annotation and categorization by topic, method of analysis, and
source discipline used by the researcher. '

~ Scapens, K.; “Management Accounting - A Survey Paper,” Unpublished paper
(University of Manchester, 1982).

A comprehensive review of management accounting covering much of
the 1960s, the 1970s, through 1982. Compares practitioner and
research literature.

Spicer, B., and V. Ballew, "Management Accounting Systems and the Economics of
Internal Organization,"” Accounting, Organizations, and Society (forth-
coming 1982). .

Relates themes in management accounting and control to Williamson's
- organizational failures framework and other work in the economics
of internal organization.

Sundem, G., "Future Directions in Management Accounting Research,"” Paper pre-
sented at the Seventh Accounting Research Convocation at the University of
Alabama (November 1981). .

Develops taxonomy, evaluates current research, and discusses prospects
for managerial accounting research in the taxonomy's three major
classes: (1) information system choice, (2) information system design,
(3) and information processing.



-30-

Tiessen, P., and J. Waterhouse, "Towards a Descriptive Theory of MAnagemenf
Accounting,” Accounting, Organizations, and Society (forthcoming 1982).

Integrates agency theory, the literature on markets and hierarchies,
and contingency theory, and discusses implications for management
accounting.



