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Contingency framework of Management Accounting System in SMEs of
Pakistan
Danish Igbal Godil', Muhammad Kashif?2 and Salman Sarwat3

Abstract

This study aims to investigate potential contingent factors which influence Management
Accounting (MA) and Company Performance (CP) in SMEs operating in the manufacturing sector of
Pakistan. Data was collected from 102 SMEs by using questionnaire, which was adopted from the
various researches. Management Accounting (MA) and Company Performance (CP) are endogenous
variables, whereas Advanced Manufacturing Technology (AMT), Firm Size (FS), Qualified Accountants
(QA), Strategy (STA) and Structure (STR) are exogenous variables.
Reliability and validity was analyzed through Exploratory and Confirmatory factor analysis respectively.
AMOS 23 was used to test the relevancy and hypotheses of designed contingency model by structural
equation modeling (SEM). The results revealed that advanced manufacturing technology (AMT) and
structure (STR) are significant contingent factors that have a positive impact on management accounting
(MA). Firm size (FS) has a significant but negative impact on company performance (CP) whereas
strategy (STA) has a significant and positive impact on company performance (CP). Qualified accountant
shows insignificant impact on management accounting, whereas management accounting (MA) and

structure have also shown insignificant impact on company’s performance.

This research has filled the knowledge gap found in the literature with regards to SMEs in
Pakistan. It will create awareness among the SMEs to focus on contingent variables and their effect
on MA and performance, which ultimately enables the SMEs to operate efficiently in the competitive
environment. This research will also help the SMEs owners, policy makers and practitioners in decision

making.
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1. Introduction

Various researches have been carried out on Strategic MA that pertains to large industries
(Cadez & Guilding, 2008; Cescon , Costantini & Rossi, 2013) for investigating the effect of different
contingent factors influencing management accounting (MA) and company’s performance (CP) and how
critical is the role of correct MA practices in improving the performance of company. However limited
consideration has been paid to SMEs with respect to Strategic MA application (Ahmad, 2013; Aziz, 2012).
Ahmad (2012) stated that there are only few empirical studies through which contingency model (CM)
of management accounting was being studied in the developing countries. Every organization has unique
set of contingent factors, i.e. environment, structure, technology, etc. that dictates the best practices

adopted for the implementation of MA as per respective circumstances (Reid & Smith, 2000).

There has been a significant contribution by Small and Medium Enterprises (SMES) in
economic development of both the developing and developed nations of the world (Annual SME Review,
2016). It is a term having various definitions with respect to diverse economies of the world. There is no
fixed definition as it differs with the institutions in Pakistan. Small and Medium Enterprises Development
Authority (SMEDA) was established by the Government of Pakistan as an institution working solely for
the development of SMEs under the industrial and production ministry. Under SMEDA policy 2007, an
industrial establishment shall be categorized as a SME if it has not a staff of more than 250, with a
paid-up share capital of not more than Rs.25 million, and its annual sales are not more than Rs.250
million. SBP defines Small Enterprises (SE) as a business entity having an annual sales turnover up
to Rs.150 million, 50 numbers of employees including contract employees and can have Rs.25 million of
financing. Whereas, in Medium Enterprises (ME) the number of employees should be more than 50 but
less than 250, having an annual sales turnover from Rs.150 to Rs.800 million and can have more than
25 million rupees of financing but not greater than 200 million rupees (SBP, 2016). The economy of
Pakistan is comprised of around 90% of SMEs (SBP, 2017) having a significant contribution of around
40% in the GDP in terms of exports of manufactured goods to various countries of the world. It is a source
of employment generation, employing about 80% of non- agriculture labor force which ultimately results
in the poverty reduction. SMEs is contributing significantly in the economic progress of Pakistan as it is

in rural and urban areas and operating in almost every industry (SME Policy, 2007).

SMEs in Pakistan are still in the developing stage despite being a significant contributor in economic
growth of Pakistan. Although SMEDA is working efficiently through various policy reforms and training
programs it seems that MA practices are either not yet implemented satisfactorily or are in underprivileged
conditions in these organizations. SMEs in Pakistan have greater chances of collapse or failure at its

initial stages due to lack of performance management system, proper training and education (HafizUllah
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et al,, 2011, Akthar et al., 2011). As past studies from the literature depicts that contingent model
is successful in developed countries (Garengo, P., Bititci, U. 2007), whereas Gatti (2018) found that
research related to MA is usually criticized due to not having its influence for application purposes.
Therefore, on the basis of facts found in the literature contingent model related to MA is specifically
utilized in this research study for evaluating the influence of various contingent factors on MA and

firms performance and to test the successful implementation of this model in SMEs of developing country

i.e. Pakistan.

1.1 Research Question

. What are the contingent factors that have an impact on MA and CP?

) What is the impact of MA on CP?

. Shall the contingent model be applied successfully with respect to SMEs operating in the

manufacturing concerns of Pakistan?

1.2 Objectives of Research

. To identify contingent factors from SME’s internal environment that impacts significantly
on the usage of MA and company performance.

. To contribute in the literature regarding SME’s in Pakistan and emphasize on the
prominence of MA usage in SMEs.

. To test and check the relevancy of the contingent model with respect to SMEs functioning

in the production sector of Pakistan.

1.3 Significance of Research

The contribution of SMEs is crucial in the economic growth of Pakistan. Therefore, it is
important to identify some important contingent variables relevant to the prevailing circumstances of
the manufacturing sector that have a significant influence on MA and company performance and to
test how the adoption of correct MA practices can affect the performance of SMEs. This research study
will provide the empirical evidence with context to Pakistani SMEs, as limited research work has been
done on the designed contingent model in the developing countries (Ahmad, 2012). This research will also
create awareness among the SMEs to focus on contingent variables and their effect on MA and
performance, which ultimately enables the SMEs to operate efficiently in the competitive environment.
The results will also help the policy makers and practitioners to control the impact of these variables
and make decisions accordingly. Further, it can be used for designing policies, decision making and

future researches related to SMEs.
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2. Literature Review
2.1 Contingency Theory (CT)

Contingency theory of MA emerged in 1970 for explaining the diversified management
accounting practices of that time. Chenhall (2007) explained the term ‘contingency’ as something which is
only true in a specific condition. Thus, CT states that there is no uniform accounting systems which is
appropriate for all organizations equally in all circumstances, but it suggests identifying some definite
aspects of accounting system that are associated to some specified conditions and that exhibits a suitable
match (Otley, 1980).

2.2 Firm Size (FS)

Firm size (FS) denotes to the no. of personnel employed in a firm that can impact significantly
the performance and management accounting system usage. Various researchers have used this proxy to
measure the FS of the business (Gooderham et al., 2004; Kamyabi & Devi, 2011, Amara & Benelifa,
2017). Ahmad (2012) collected data through the postal questionnaire from 1,000 SMEs functioning in
the Malaysia’s production sector. The study results depicts that use of MA practices in medium sized
firms as compared to small firms and are useful in firm’s management. Moreover, AMT, firm size,
competition, participation of manager or owner and use of MA has significant relationship with the
company performance. Further Hoque & James (2000), Cadez & Guilding (2008), Raziq (2014) and
Akhtar, Raees, & Salaria (2011) found a positive association between the FS and CP.

2.3 Advanced manufacturing Technology

Production activities in the manufacturing sector requires the use of updated and AMT in order
to determine the use to MA in the firms, but in case of SMEs there are some limitations in the use AMT
due to lack of resources and capital (Ahmad, 2012). Kalkhouran, Rasid, Sofian & Nedaei (2015)
designed a conceptual framework for evaluating the usage of strategic MA by SMEs to encounter the
challenges of varying technology and increasing competition globally. Researchers designed a
framework for SMEs leader by using contingency and upper echelon theory which highlighted the effects
of advanced manufacturing technology, characteristics of CEO and environmental uncertainty on the
decision of using strategic MA which have an ultimately influence on the CP. Leite, Fernandes & Leite
(2016) tested the link between the various contingent factors and MA practices in the textile and clothing
sector of Portuguese. They found the usage of traditional practices rather than the modern management
accounting techniques. Data was collected through questionnaire from 512 organizations. Contingency
model was analyzed through linear regression. Results indicated positive direct relationship between
AMT and the usage of MA. Further, past studies carried out by Nair & Soon (2017); Kariuki & Kamau
(2016); Ahmad (2012); Cadez & Guilding (2008); Santini (2013) and Abdel-Kader and Luther (2006) have
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also found a positive and significant relationship between AMT & MA.

2.4 Qualified Accountant

According to various researchers qualified accountant plays a crucial part in the expansion of MA
system (McChlery et al., 2004; Al-Omiri, 2003; Ismail and King, 2007). Nandan (2010) examined the need
of MA in SMEs and the role of qualified accountants. The research also highlighted various developments
and theories of management accounting. Further they emphasized that in order to provide owners or
managers with strategic course of action the accountants should also equip themselves with required
skills. They also discussed the pressures on the accountants related to the adoption of modern MA in the
firms, as the SMEs are quite reluctant to outsource the services to external advisors. Fasesin, Salman &
Dunsin (2015) suggested that every SME must engage qualified accountant who possesses the sound
knowledge of modern accounting practices and information system. According to Marriott and Marriott
(2000) accountants need to provide MA services to smaller establishments in the form of interpretation
as it is in ratios etc. which will ultimately results in an enhanced usage of MA services. However
according to Ahmad (2012) availability of qualified accountants in SMEs is not significantly linked with MA

system.

2.5 Strategy (STA)

Business strategy refers to long term planning to achieve the desired objectives. The adoption of
the correct business strategy will ultimately result in an improved company performance and high
profitability. Jusoh & Parnell (2008) highlighted the relationship between performance management and
use of competitive strategy in Malaysian firm. 975 firms were randomly selected to conduct the survey
through questionnaires. The results indicated that the firms should emphasize on the financial
performance measures rather than non financial measures and found that the top managers are
responsible for the implementation of business strategies. Hoque (2004) developed a contingency model
to test the link between performance management, environmental uncertainty, strategy and their
influence on the performance management. Researcher conducted a postal questionnaire survey and
collected data from 52 manufacturing companies. Path analysis was used for testing the hypothesis.
Study results revealed positive and significant link between strategy and non-financial performance
measures. Cadez et al (2012) found that strategic primacies need to be supported by suitable MA
system to enhance performance. Hoque (2004), Hyvonen (2007) and Jusoh & Parnell (2008) found a
significant and positive link between the strategy focused on customer’s satisfaction and performance of
the firm using the non-financial measures. Parnell & Brady (2019) found the enhanced emphasis on STA

improves CP.
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2.6 Structure (STR)

It refers to the system that defines the hierarchy of a firm and outlines the job allocation, its
functions, teams, supervision, work environment and reporting. It shows the level to which the decision
making of the firm is decentralized or centralized (Amara & Benelifa, 2017). The contingency theory of
STR examines the forms of structure that are most crucial to the particular circumstances and an
independent variable in theory of management accounting (Otley, 2016). Hopwood (1947) identifies
that management accounting and organizational structure are inseparable. Positive link between STR
and MA practices has been found out by (Wegmann, 2008). Gerdin (2005) also found the influence of
STR of establishment on MA techniques. Pennings (1975) found little impact of STR on performance
whereas Baines and Langfield-Smith (2003) found an improvement in performance due to greater usage
of STR that is centered on teams. Leitao & Franco (2008) and Batool & Zulfigar (2011) found a
positive impact of STR on CP.

2.7 Management Accounting

MA refers to the practices and techniques that provide financial facts to supervisors for
decision making and controlling the resources of an organization and is concerned with the internal need
of the management. MA practices provide competitive advantage and help the organizations to survive
in the competitive environment (Gichaaga, 2014). Abdel-Kader and Luther (2006) researched on the
practices of MA used in British food industry and gathered the data by using large scale postal
guestionnaires and interviews. Research findings indicates that the traditional MA was in use, however
gap was found between the actual practices and the text books, that can be filled with the passage of
time through the adoption of modern practices. Ahmad & Zabri (2015) conducted a research to analyze
the factors that influence the use of MA practices in medium sized manufacturing firms of Malaysia. Postal
guestionnaire survey was conducted among 500 medium sized manufacturing firm of Malaysia, out of
which 110 questionnaires were analyzed. Firm size (FS), AMT, competition and commitment of manager
or owner of the firm are among the contingent factors that have a significant impact on the use of MA
practices. Through this, a contingent based support for explaining the use of MA practices was provided.
Fasesin, Salman & Dunsin (2015) conducted a study to determine the influence of MA system on SMEs
operating in Nigeria. Data was collected through structured questionnaire from the sample size of
115 SMEs operating in manufacturing and service sectors. Linear Regression Analysis was applied on
data. Research results indicated that there is a significant impact of MA on the SME’s performance
and decision making. Ahmad (2012) investigated the role of MA practices in the management of
Malaysian SMEs and determined the crucial factors that affect the use of MA practices. He found the link

between MA practices and CP.
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2.8 Company Performance

Mills (2008) explains financial performance as the ability of the firm to use the assets to
generate revenues. It depicts the health of a firm for the specific time period. Banker et al. (2000) found
that subjective measures are better than objective ones. Here the researcher has utilized subjective
measures as other researchers have done for e.g. (Jusoh et al. 2008; and Hall, 2008) instead of objective

ones due to reluctance of management of SMEs to disclose their financial data.

2.9 Hypothesis
So, on the basis of the previous researches and literature review various variables are identified

to include in this study and hence following hypotheses were tested:

H1: Advanced Manufacturing Technology (AMT) has a significant impact on Management Accounting
(MA).

H2: Structure (STR) has a significant impact on Management Accounting (MA).

H3: Qualified Accountant (QA) has a significant impact on Management Accounting (MA). H4: Management

Accounting (MA) has a significant impact on Company Performance (CP). H5: Firm Size (FS) has a

significant impact on Company Performance (CP).

H4: Strategy (STA) has a significant impact on Company Performance (CP). H7: Structure (STR) has a

significant impact on Company Performance (CP).

3. Research methodology
3.1 Nature of Research

This is an explanatory research, which include primary data. Five contingent variables from the
SMEs internal environment are selected to check their impact on endogenous variable i.e. management
accounting and company performance. Thus, on the basis of exogenous and endogenous variable, a
contingent model is developed as shown in the conceptual framework figure |, explaining the causal
relationship among the variables. The approach used in research is deductive as the hypothesis were

generated and tested after applying the various statistical tests and data analysis.

GMJACS Volume 9 Number2 2019



140

3.2 Conceptual Framework

1

e18
1 1 | 1

[AamMT3 | [AMTa ]| [AMTS | [AMT6E | [AMTI0]

Figure I: Conceptual Framework

3.3 Data Collection Method

Structured questionnaire adopted from different researches i.e. Hoque (2004), Jusoh &
Parnell (2008), Isa & Thye (2006), Abdel-Kader and Luther (2006), Askarany & Smith (2008), Langfield-
Smith (2003) was used as a data collection instrument. The questionnaire was sent to 110

SMEs of the manufacturing sector. Data of 102 SMEs was selected for final analysis.
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3.4 Sampling Technique and Sample Size

The non-probability sampling technique was utilized in this research study. The target
population was SMEs operating in the manufacturing sector of Pakistan. Hair et.al. (2010) recommended
N10 formula for selecting sample size. N stands for total variables. Here the research contains 7 variables

which means sample size of 70 will be adequate for this research, however 102 SMEs were finally selected.

3.5 Data Analysis Method

Data for the proposed hypothesis was analyzed by using two softwares, i.e. SPSS version 23
and AMOS version 23. Reliability of the questionnaire used in the study was tested by using Cronbach’s
a, while the face validity was not checked as the adopted questionnaire was used in this research study.

Discriminate validity test was applied and overall model was analyzed through SEM (Structural Equation

Modeling).
4, Data analysis
4.1 Descriptive Analysis

Descriptive statistics was used only for one variable, i.e. qualified accountant due to its
dichotomous nature as this question was in “Yes” or “No” form with the weights given as 0 and 1
respectively. The Table | shows the frequency distribution that out of 102 firms, 80 SMEs have the

qualified accountants i.e. around 78.4%.

Table | No. of Qualified Accountants

No. %
No 22 21.6
Yes 80 78.4
Total 102 100
4.2 Exploratory factor analysis

Exploratory factor analysis (EFA) was utilized with the help of principal component method (PCM)
of factorization to convert 54 Likert-scale items into five sub-scales according to latent constructs of
this research (i.e. Company performance, Managerial accounting, strategy, Advance manufacturing

technology and structure.)

It is evident from Kaiser-Meyer-Olkin measure of sampling adequacy’s value of 0.793 that
sample can be used to run exploratory factor analysis (EFA). Further, Bartlett's test shows (x2 =
2701.517, DF = 820, p<0.000) represents unbiased factor scores and that the correlation matrix is not

an identity matrix. (Leech et al.,2005). Varimax rotation was also used to enhance the readability of
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loaded factors. Factor loadings of less than (0.30) were eliminated; hence 41 items were loaded
accordingly. Eigenvalues greater than 1 and these five constructs cumulatively explained over 63.2% of
total variance. All these results are shown in Table Il. According to Tharenou et al.,(2007) if components
are heavily loaded into their respective factors it shows strong convergent and construct validity, as
the factor loading of more the 0.5 is considered good (Hair et al., 2010). In rotated component matrix

absence of cross loading ensures discriminant validity (Tharenou et al., 2007). Table Il shows

Eigenvalue

8.750

3.807 | 2.288 |1.992 | 1.512

% of variance

30.172

13.128 | 7.888 | 6.868 | 5.215

Cumulative %

30.172

43.300 | 51.188 | 58.057 | 63.271

CompanyPerformanceCP_4

0.883

0.834

CompanyPerformanceCP_5

0.823

CompanyPerformanceCP_3

0.742

CompanyPerformanceCP_2

0.728

CompanyPerformanceCP_6

0.707

CompanyPerformanceCP_1

0.610

CompanyPerformanceCP_7

0.577

StrategySTA 4

0.868

0.784

StrategySTA_8

0.773

StrategySTA_6

0.730

StrategySTA_2

0.719

StrategySTA_7

0.691

StrategySTA_3

0.649

StrategySTA_5

0.607

AdvancedManufacturingTechAMT_5

0.890

0.873

AdvancedManufacturingTechAMT_4

0.846

AdvancedManufacturingTechAMT_3

0.777

AdvancedManufacturingTechAMT_10

0.767

AdvancedManufacturingTechAMT_6

0.760

AdvancedManufacturingTechAMT_2

0.633

ManagementAcccounitn gMA_2

0.818

0.756
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ManagementAcccounitngMA 5 0.712
ManagementAcccounitngMA_1 0.666
ManagementAcccounitngMA_3 0.647
ManagementAcccounitngMA_4 0.644
StructureSTR_9 0.847 0.792
StructureSTR_5 0.783
StructureSTR_8 0.755
StructureSTR_6 0.740

4.3 Confirmatory factor analysis (CFA)

AMOS 23 was used to perform CFA for construct reliability. Through CFA a measurement
model was produced in order to test the theory of this model related to five latent constructs. 41 items
were included in the model i.e. (9 items for company’s performance, 8 items for Strategy, 10 for
advanced manufacturing technology and 7 items each for structure and managerial accounting).
To highlight the association of observed variable with unobserved variable CFA was used (Byrne,
2010). Convergent validity was checked through average variance extracted (AVE). Additionally, for each
sub-scale composite reliability was also measured as it is considered a more appropriate indicator for
reliability in comparison to Cronbach’s a (Lin and Lee, 2005; Molina et al., 2007). The values of AVE and
CR i.e. (company’s performance (CR = 0.523; AVE = 0.723); Strategy (CR = 0.504 AVE = 0.710);
advanced manufacturing technology (CR = 0.608; AVE = 0.779); structure (CR = 0.589; AVE = 0.767)
and managerial accounting (CR = 0.471; AVE = 0.684) reveal a good model (Molina et al., 2007).

The following Goodness of Fit (GoFit) indices were used by the researcher to analyze the model as
according to researchers, for e.g. Bentler (1990), Browne and Cudeck (1993), Marcoulides and
Schumacker (2001) and Byrne (2010) these indices are applied extensively

i.e. the proportion of x2 statistics to DoFr (CMIN/DoF), root mean square error of approximation
(RMSEA) with PCLOSE, normed fit index (NFI), GoF index (GFI), adjusted GoF index (AGFI), comparative
fit index (CFI) and Tucker-Lewis Index (TLI).

According to Byrne (2010) the value of (CMIN/DoF) shall be less than 3 with (p < 0.000). So this study
shows (CMIN/DoF) of 1.526 with (p = 0.00). Other indices of model-fit include GFI = 0.744; AGFI = 0.699;
NFI = 0.703; CFl = 0.870; TLI = 0.857 and RMSEA = 0.072 with (PCLOSE = 0.002). These outcomes
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altogether proposes that the CFA model appears to display an acceptable model-fit in between the
variables i.e. observed and unobserved (Byrne, 2010).
Table Ill Correlation Matrix

Variables CP MA STA STR AMT
CP 1
MA 0.19 1
STA 0.30 0.14 1
STR 0.16 0.26 0.26 1
AMT 0.04 0.17 0.11 0.29 1

4.4 SEM among variables
The goodness of fit is calculated by Chi-square value which depicts about the overall model’s

goodness of fit while further regression weights are predicted through the model (Coffman & MacCallum,

2005). The research study incorporates SEM in order to predict the relation between exogenous
variables with specified endogenous variables.

AMT2 | [AMT3 | [AamT4a | [AMT5 ] [AMmT6e ]| [AmMT10]
s 10 1.15 1 2600 103
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Figure II: Structural Relationship among Variables
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Table IV: Regression Results

Regression Path Estimate S.E. C.R. P
MA <--- AMT 0.243 0.076 3.206 0.001
MA <--- QA -0.053 0.137 -0.389 0.697
MA <--- STR 0.397 0.100 3.986 ok
CP <--- MA 0.141 0.110 1.287 0.198
CP <--- FS -0.001 0.000 -1.929 0.054
CP <--- STA 0.257 0.075 3.414 ik
CP <--- STR 0.135 0.083 1.616 0.106

**k = < 0.001

From Table 1V or figure Il estimates can be checked interchangeably. It is clear that AMT
proves to be significantly related with MA at 5% significance level. The results are supported by the
previous studies conducted by Godil D.I & Shabib ul Hasan, 2018; Kariuki & Kamau, 2016; Ahmad,
2012; Cadez & Guilding, 2008; Santini, 2013; Abdel-Kader and Luther, 2006). In the same way STR
proves to be significantly related with MA 1% significance level. The association between STR and MA is
supported by Otley (2016), Amara & Benelifa (2017), and Chia (1995). Thus both the research
hypothesis i.e. H1 and H2 are accepted.

H3 was rejected because the p value is greater than 0.05 and hence an insignificant relationship
was found between the QA and MA. However this result was supported by Collis and Jarvis (2002)
as according to their study enhanced utilization of MA in medium sized companies is not dependent
of the availability of accountant. Ahmad (2012) and Nair & Soon (2017) have also found an insignificant

relation between qualified accountant and MA.

Further the regression results depict the significant and positive relationship of STA with CP, while
FS has significant but negative relationship of with CP at 10% significance level, therefore; the
research hypothesis H5& H6 are accepted. The positive association of STA with CP is supported by
the previous empirical studies i.e. (Cadez & Guilding, 2008; Jusoh & Parnell, 2008; Sener & Dirlik,
2012; Cadez et al., 2012; and Santini, 2013; Godil D.I & Shabib ul Hasan, 2018). FS has a significant,
but a negative relationship with CP which is supported by Lugman, Olawale (2017). This negative
sign is might be due to limited sample size. As far as impact of STR and MA on CP is concerned,
as the p-value is greater than 0.05 therefore, it can be determined that there is no significant
impact of STR and MA and CP in SMEs operating in the production sector of Pakistan. Hence the
research hypotheses i.e.H4 & H7 are not supported. As mentioned by Dalton et al. (1980), Zwerman

(1970) that fit between STR technologies has no association with performance. Pennings (1976) found
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discovered that the fit in between structural and environmental facets appeared to have minor
influence on performance. Different researchers such as Miller & Cardinal, (1994) and King et al.,
(2010) found both positive and negative on CP by the utilization of specific conventional MA
practices. Nuhu, Baird, & Appuhami, (2016) have found no significant relation between Traditional
MA and performance. Similarly according to Holmes et al., (2006) and Lapsley, (2009) concentrating
on the usage of conventional practices does not support public sector managers trying to enhance

performance.

5. Conclusion and Recommendation

Economic growth of Pakistan is driven by 90% SMESs. There are around 3 million SMEs that are
working in Pakistan. Various policies, reforms and support programs are in process by the government
and SMEDA in order boost up the growth and market competitiveness of SMEs (Hussain, Ismail &
Akhtar, 2015). This research was designed to ascertain the important contingent factors from the
manufacturing SMEs of Pakistan that have a significant impact on the use of MA and finally on
company performance. Further the purpose was to check the relevancy of Contingency model in
the context of developing country like Pakistan. The data collected through questionnaire from 102
SMEs operating in the manufacturing sector and path analysis was applied by using AMOS 23.
Research results revealed that overall model was significant and except for QA all other variables were
found to have a significant influence on MA, whereas FS and STA have a significant influence on CP.
So according to the results of this study it shall be concluded that it has provided insight of the relevant
contingent variables, i.e. AMT, STR, STA & FS which are either significantly impacting the use of MA or
on CP and hence they can be successfully incorporated in testing of model related to Pakistan. This
research will help the SMEs owners, policy makers, and practitioners to control the impact of these
variables and make decisions accordingly for the improvement of SMEs in Pakistan. Same can be

used as reference for making policies and future researches.

5.1 Limitations and Future research

Primary researches have their own limitations related to the response of questionnaire such as
biasness, lack of interest, lack of time and understanding level of the respondent. As this study is
only confined to the manufacturing sector, researchers can include other industries and can examine
the impact of other contingent factor on SMEs for future researches. Sample size can further be

increased to investigate the same relationship for generalizing the key findings.

References
Abdel-Kader, M. and Luther, R. (2006). Management accounting practices in the British food and
drinks industry. British Food Journal, 108(5), 336-357.

GMJACS Volume 9 Number2 2019



147

Abdel-Kader, M., & Luther, R. (2008). The impact of firm characteristics on management accounting
practices: A UK-based empirical analysis. The British Accounting Review, 40(1), 2-27.

Ahmad, K. (2012). The Use of Management Accounting Practices in Malaysian SMEs.

University of Exeter. Retrieved from https://ore.exeter.ac.uk/repository/handle/10036/3758

Ahmad, Kamilah & Mohamed Zabri, Shafie. (2015). Factors explaining the use of management
accounting practices in Malaysian medium-sized firms. Journal of Small Business and Enterprise
Development, 22, 762-781.

Akhtar, S., Raees, R., & Salaria, M. R. (2011, March). The impact of firm, location and ownership specific
factors on foreign market performance of Pakistani SMEs. In International Conference on
Technology and Business Management, 28-30.

Askarany, D., & Smith, M. (2008). Diffusion of innovation and business size: A longitudinal study of
PACIA. Managerial Auditing Journal, 23(9), 900-916.

Aziz, M. A. (2012). Strategic role of strategic management accounting towards enhancing SMEs
performance in Iraq. Master’s thesis, Universiti Utara Malaysia.

Baines, A., & Langfield-Smith, K. (2003). Antecedents to management accounting change: a
structural equation approach. Accounting, organizations and society, 28(7), 675-698.

Byrne, B.M. (2010), Structural Equation Modeling Using AMOS: Basic Concepts, Applications, and
Programming, Taylor and Francis Group, New York, NY.

Cadez, S., & Guilding, C. (2008). An exploratory investigation of an integrated contingency model
of strategic management accounting. Accounting, organizations and society, 33(7), 836-863.

Cadez, S., & Guilding, C. (2012). Strategy, strategic management accounting and performance: a
configurational analysis. Industrial Management & Data Systems, 112(3), 484-501.

Cescon, F., Costantini, A., & Rossi, G. (2013). The influence of business strategy and ownership on
management accounting innovations and risk management techniques: An empirical analysis in
large manufacturing companies in Italy. Working paper, University of Udine.

Chenhall, R. H. (2003). Management control systems design within its organizational context:
Findings from contingency- based research and directions for the future. Accounting,
Organizations and Society, 28(2-3), 127-168.

Chenhall, R. H. (2006). Theorizing contingencies in management control systems research.
Handbooks of management accounting research, 1, 163-205.

Chenhall, R. H., & Landfield-Smith, K. (1998). The relationship between strategic priorities,
management techniques and management accounting: an empirical investigation using a
systems approach. Accounting, Organizations and Society, 23(3), 243-264.

Chia, Y. M. (1995). Decentralization, management accounting system (MAS) information

GMJACS Volume 9 Number2 2019



148

characteristics and their interaction effects on managerial performance: a Singapore study.
Journal of Business Finance & Accounting, 22(6), 811-830.

Coffman, D. L., & MacCallum, R. C. (2005). Using parcels to convert path analysis models into latent
variable models. Multivariate behavioral research, 40(2), 235-259.

Collis, J. and Jarvis, R. (2002). Financial information and the management of small private
companies. Journal of Small Business and Enterprise Development, 9(2), 100-110.

Emmanuel, C., Otley, D. and Merchant, K. (1990) Accounting for Management Control (2nd edn),
London, Chapman and Hall.

Fasesin, A.Y., Salman, A.T., Dunsin. (2015). Influence of management accounting system on
performance of small and medium enterprises in Nigeria. International Journal in
Management and Social Science, 3 (4), 435-446

Fornell, C., & Larcker, D. F. (1981). Evaluating structural equation models with unobservable
variables and measurement error. Journal of Marketing Research, 18 (1), 39-50.

Garengo, P., Bititci, U. (2007). Towards a contingency approach to performance measurement: an
empirical study in Scottish SMEs. International Journal of Operations & Production
Management, 27(8), 802 — 825.

Gerdin, J. (2005). Management accounting system design in manufacturing departments: an
empirical investigation using a multiple contingencies approach. Accounting, Organizations and
Society, 30, 99-126.

Gichaaga, P. M. (2014). Effects of Management Accounting Practices on Financial Performance of
Manufacturing Companies in Kenya (Doctoral Dissertation, School of Business, University
Of Nairobi).

Godil, D. I., & Shabib-ul-Hasan, S. (2018). An Investigation of a Contingency Framework of Management
Accounting Practices in Manufacturing Companies of Pakistan. Global Management Journal for
Academic & Corporate Studies, 8(1), 53-64.

Godil, D. I., & Shabib-ul-Hasan, S. (2018). Implementation of Advance Manufacturing Technology in
Manufacturing Businesses of Pakistan. A Contingency Approach. Journal of Independent Studies
and Research Management, Social Sciences and Economics 16 (1).85-98.

Gooderham, P. N., Tobiassen, A., Doving, E., & Nordhaug, O. (2004). Accountants as sources of
business advice for small firms. International Small Business Journal, 22 (1), 5-22.

Gatti, Marco. (2018). The Impact of Management Accounting Research: An Analysis of the Past and a
Look at the Future. International Journal of Business and Management. 13. 47.
10.5539/ijbm.v13n5p47.

Hafiz Ullah, B. S., Hassan, F. U., & Zaman, T. (2011). The impact of owner psychological factors

on entrepreneurial orientation: Evidence from Khyber Pakhtunkhwa-Pakistan. International

GMJACS Volume 9 Number2 2019



149

Journal of Education and Social Sciences, 1.

Hair, J. F., Black, W., Babin, B., Anderson, R., & Tatham, R. (2010). SEM: An introduction. Multivariate
data analysis A global perspective, 629-686

Holmes, J. S., Pin™ eres, S., & Kiel, L. D. (2006). Reforming government agencies internationally: Is
there a role for the balanced scorecard? International Journal of Public Administration, 29(12),
1125 _1145.

Hoque, Z. (2004). A contingency model of the association between strategy, environmental
uncertainty and performance measurement. impact on organizational performance.
International Business Review, 13, 485-502.

Hoque, Z., & James, W. (2000). Linking balanced scorecard measures to size and market factors:
impact on organizational performance. Journal of management accounting research, 12(1), 1-
17.

Husin, M. A., & Ibrahim, M. D. (2014). The role of accounting services and impact on small medium
enterprises (SMEs) performance in manufacturing sector from East Coast Region of Malaysia: A
conceptual paper. Procedia-Social and Behavioral Sciences, 115, 54-67.

Hussain, J., Ismail, K., & Akhtar, C. S. (2015). Market orientation and organizational performance:
case of Pakistani SMEs. Arabian Journal of Business and Management Review, 5(5), 1-6.
Hyvonen, J. (2007), Strategy, performance measurement techniques and information technology of
the firm and their links to organizational performance. Management Accounting Research, 18,

343-366.

John Parnell, Malcolm Brady, (2019) "Capabilities, strategies and firm performance in the United
Kingdom", Journal of Strategy and Management, Vol. 12 lssue: 1,pp.153-172,
https://doi.org/10.1108/JSMA-10-2018-0107

Jusoh, R. and Parnell, J.A. (2008).Competitive strategy and performance measurement in the
Malaysian context. An exploratory study. Management Decision, 46(1), 5-31.

Kalkhouran, A. A. N., Rasid, S. Z. A., Sofian, S., & Nedaei, B. H. N. (2015). A Conceptual
Framework for Assessing the Use of Strategic Management Accounting in Small and Medium
Enterprises. Global Business and Organizational Excellence, 35(1), 45-54.

Kamyabi, Y., & Devi, S. (2011). The Impact of Accounting Outsourcing on Iranian SME Performance:
Transaction Cost Economics and Resource-Based Perspectives. World Applied Sciences
Journal, 15(2), 244-252.

Kara, A., Spillan, J. E., & DeShields, O. W. (2005). The effect of a market orientation on
Business performance: a study of small-sized service retailers using MARKOR scale. Journal
of small business management, 43(2), 105-118.

King, R., Clarkson, P. M., & Walllace, S. (2010). Budgeting practices and performance in small healthcare

GMJACS Volume 9 Number2 2019


https://www.emeraldinsight.com/author/Parnell%2C%2BJohn
https://www.emeraldinsight.com/author/Brady%2C%2BMalcolm
https://doi.org/10.1108/JSMA-10-2018-0107

150

businesses. Management Accounting Research, 21(1), 40_55.

Kariuki, S. N., & Kamau, C. G. (2016). Organizational contingencies influencing the adoption of strategic
management accounting practices among manufacturing firms in Kenya, International Journal
of Advanced Research in Management and Social Sciences, 5(4),167- 182.

Laforet, S. (2009). Effects of size, market and strategic orientation on innovation in non-high- tech
manufacturing SMEs. European Journal of Marketing, 43(1/2), 188-212.

Lapsley, I. (2009). New public management: The cruellest invention of the human spirit? Abacus, 45(1),
1 21.

Leite, A. A., Fernandes, P. O., & Leite, J. M. (2016). Contingent Factors That Influence The Use Of
Management Accounting Practices In The Portuguese Textile And Clothing Sector. International
Journal of Management Science & Technology Information, 19, 59-78.

Leitao, J., & Franco, M. (2008). Individual entrepreneurship capacity and performance of SMEs (No.
8179). Munich Personal RePEc\ Archive Individual (pp. 1-13). Portugal. Retrieved from
http://mpra.ub.uni-muenchen.de/8179/

Lugman, Olawale. (2017). The effect of firm size on performance of firms in Nigeria. Aestimatio,
The leb International Journal Of Finance. 15. 2-21. 10.5605/IEB.15.4.

Mahmoud, M. A. (2010). Market orientation and business performance among SMEs in Ghana.
International Business Research, 4(1), 241.

Marriott N. and Marriott P. (2000) Professional Accountants and the Development of a Management
Accounting Service for the Small Firm: Barriers and Possibilities. Management Accounting
Research, 11(4).

Miller, C. C., & Cardinal, L. B. (1994). Strategic planning and firm performance: A synthesis of more
than two decades of research. Academy of Management Journal, 37(6), 1649_1665.

Mills, A. (2008) Essential Strategies for Financial Services Compliance. John Wiley & Sons, Ltd.

Nair, S., & Soon Nian, Y. (2017). Factors Affecting Management Accounting Practices in Malaysia.
International Journal of Business and Management, 12(10), 177.
https://doi.org/10.5539/ijbm.v12n10p177

Nandan, R. (2010). Management accounting needs of SMEs and the role of professional accountants:
A renewed research agenda. Journal of applied management accounting research, 8(1), 65.

Nuhu, N. A, Baird, K., & Appuhami, R. (2016). The Association between the Use of Management
Accounting Practices with Organizational Change and Organizational Performance. In M. J.
Epstein & M. A. Malina (Eds.), Advances in Management Accounting 26, 67-98. Emerald Group
Publishing  Limited. Retrieved from http://www.emeraldinsight.com/doi/10.1108/S1474-
787120150000026003

Nzitunga, J. B. (2015). Strategic Development for Manufacturing Small & Medium Enterprises (SMES)

GMJACS Volume 9 Number2 2019


http://mpra.ub.uni-muenchen.de/8179/
https://doi.org/10.5539/ijbm.v12n10p177
https://doi.org/10.5539/ijbm.v12n10p177
http://www.emeraldinsight.com/doi/10.1108/S1474-787120150000026003
http://www.emeraldinsight.com/doi/10.1108/S1474-787120150000026003

151

in Namibia. Management, 5(4), 117-131.

Otley, D.T. (1980). The contingency theory of management accounting: achievement and prognosis.
Accounting, Organizations and Society, 5(4), 413-428.

Otley, D. (2016). The contingency theory of management accounting and control: 1980-2014.
Management accounting research, 31, 45-62.

Pennings, J. M. (1975). The relevance of the structure contingency model for organizational
effectiveness. Administrative Science Quarterly, 20, 393-410.

Peter, J. P., & Churchill Jr, G. A. (1986). Relationships among research design choices and
psychometric properties of rating scales: A meta-analysis. Journal of Marketing Research, 1- 10.

Pushpakumari, M. D., & Watanabe, T. (2009). Do strategies improve SME performance? An
empirical analysis of Japan and Sri Lanka. Meijo Asian Research Journal, 1(1), 61-75.

Raziq, A. (2014). The relationship between firm size and high performance management practices in
Pakistani SMEs. Indian Journal of Commerce and Management Studies, 5(2), 27.

Reid, G. C., & Smith, J. A. (2000). The impact of contingencies on management accounting system
development. Management Accounting Research, 11(4), 427-450.

Sidra Shahzadi, Rizwan Khan, Maryam Toor and Ayaz ul Haq (2018) "Impact of external and internal
factors on management accounting practices: a study of Pakistan", Asian Journal of Accounting
Research, 3 (2), 211-223

Santini, F. (2013). Strategic management accounting and financial performance in the small and
medium sized ltalian manufacturing enterprises. Management Control, 1(1), 77-107.

SBP (2016) [Online] Retrieved from< http://www.sbp.org.pk/smefd/circulars/2016/C2.htm>

SBP (2017) [Online] Retrieved from http://www.sbp.org.pk/smefd/PolicyPromotionSME-Finance.pdf

Sener, R., & Dirlik, S. (2012, April). An empirical research on the usage level of strategic
administration accounting tools in the scope of strategic management. In Proceedings from
31st Turkey Accounting Training Symposium.

SME Policy (2007) SME Policy: SME Led Economic Growth-Creating Jobs and Reducing Poverty.
SMEDA, Ministry of Industries, Production and Special Initiatives, Government of Pakistan.
Sousa, S. D., Aspinwall, E. M., & Guimardes Rodrigues, A. (2006). Performance measures in English
small and medium enterprises: survey results. Benchmarking: An international journal, 13(1/2),

120-134.

Strauss, E. R., & Zecher, C. (2013). Management control systems: A review. Journal of Management

Control, 23(4), 233-268.

GMJACS Volume 9 Number2 2019


https://www.emerald.com/insight/search?q=Sidra%20Shahzadi
https://www.emerald.com/insight/search?q=Rizwan%20Khan
https://www.emerald.com/insight/search?q=Maryam%20Toor
https://www.emerald.com/insight/search?q=Ayaz%20ul%20Haq
https://www.emerald.com/insight/publication/issn/2443-4175
https://www.emerald.com/insight/publication/issn/2443-4175
https://www.emerald.com/insight/publication/issn/2443-4175
http://www.sbp.org.pk/smefd/circulars/2016/C2.htm

