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ABSTRACT

The Libyan oil industry is a perfect showcase of the impact of globalization and changes
in economic, political and cultural integratiom the modern business environmeat.
member of OPEC and owner of tlergest oil reserves in Africa, Libya attract foreign
investment from a diverse range of countries for exploration, production, transportation,
and refining of oil. The Libyan oil industry has exploration and production sharing
agreements with companie®in, or including as one of its exports cus#&rs, countries

such as ltaly,te United States of America, the United Kingdd@anada, Australia,
Japan, ChinaBrazil, France, Germany, and Spain. To extend the findings of previous
research on the impact @#fuman behaviour on budget processes in accounting, this
dissertation examines the impact of culture on organizational budget settoeps®s,
using the diverse muttultural backdrop of the Libyan oil industry to contextualize the

contemporary global birgess environment.

The impact of human behaviour on budget processes in an organization is a well
established research stream in the accounting discipline. This topic is enjoying renewed
interest in the contemporary business environment as globalizaticewsing the rapid
integration of economic, political and cultural systems across the globe. The management
of external and internal environment differences is imperative for multinational
companies operating in the global arena. In particular, theagasent of individual

e mp | o gultwras differences represené substantial challenge for management at
every level of the organization, including the preparation, control and revision of budgets

by groups of people from differing cultures.

While there ha®een much investigation into cultural differences between countries and
the impact this has on business relationships, less attention has been paid to the challenges
that arise from having a muktultural workforce withinan organization. In the
accountng discipline researchers have investigated the influence of culture on budgeting
and budgeting processes in manufacturing and service industries and have identified the
need for managers to adapt practices according to localized conditionss difitisal in

terms of maintaining their legitimacy and acceptance as perceived by local stakeholders.

The most influential obstacle that prevents harmonization in organizational budgeting is



often related to culture or, more specifically to the impact of cultdiféérences on

employees involved in the process.

It is generally assumed that companies within the same industry prepare their budgets
with similar goals in mind i.e. to achieve business goals. However, it is not clear to what
extent cultural differenceske those that surround employees in Libyan and Anglo
American companies operating in the Libyan oil industry, impact on the preparation,
control and revision of budgets. The question posed by this stidHis w and t o
extent do societal cultural ghiensions affect the budgeting process undertaken by Libyan

and AngleAmer i can compani es o0per aThestudy examines he |
individual cul tur al di fferences using Ho
understand how and to whattemt specific budgeting behaviour can be attributed to

cultural differences.

This study applied a mixechethod research design using quantitative and qualitative
approaches to determine the differences between local and-Angdcan companies in

terms of their budgets and budgeting processéspects of budgeting include
participation, voice, explanation, creating slack in budgets, use of rolling budgets, use of
flexible budgets, use of budgets for rewards, evaluating performance using variances,
actionstowards unfavourable variances, and attitude towards budgets. The contribution of
the study is in providing new evidence to support the impact of societal culture on voice
and explanation in budgeting setting generally and specifically demonstratingpaet im

of societal culture on other aspects of budgets and budgeting processes in the Arab
context which is important in the global oil and gas industhe resultsalsoreveal that
Libyans who are working in Angidmerican companies continue behavioursoasged

with their own culture which manifests itself through their participation, voice and
explanation in the budgeting processes. The finding of the study in the Libyan oil sector
supporsHof st ededs (2005) cultural di mensions.
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Chapter One Ramadan Kanan (0050038639)

Chapter 1 Introduction

Background

When individuals joinan organization or institutiothey carry vith them their beliefs,
values,attitudes, norms, conflicting feelings, traditions, prejudices, and cultures. They
have different thoughts and attitudesh respecto the samenanagement practic€$sui

2001) Ball et al.(2008, p. 143 r gue t hat A EvV er y desarldbeliefse h a
that influence nearly all aspects of human behaviour and help bring order to a society and
its individual so. These wil/l influence,
ways of behaviour,cognitive processesrecognition, perceptiongexpectation, and
understanding of various circumstances and events related to work and(Gtiiférs et

al. 2010; Prabhu 2005; Sengupta et al. 2005; Weijermars et al.. 20083rstanding
individual sé6 attitudes, b eparaneoting imponaack. Ute s |,
facilitates and enables managers dealing with different individialarious cultures to

know and understandthy they behave in a certain way as they doThis assistsn
maintainng the high morale and motivation of individlsa in order to achieve an
organi zationds goal s. |t a | ppeesseespecallydne st |
multinational companies where the diversity of the workforce is expected to be pervasive
(Mendonca et al. 1996)

When communication occumcross cultural boundaries, managers should learn verbal
and nonverbal language when communicating with people to avoid miscommunication
and misunderstanding. This is because both senders and the receivers encode and decode
information when they communi@aby using different cultural filter@Griffin et al. 2010;

Zaharna 1995) Some hand gestures and facial expressions can have two or more
meanings in two different cultures. For examplg@erson nodding their head in the USA
means they agree while it meghatthey disagree in Bulgarigsriffin et al. 2010) Time

also fosters differentattitudes from culture to culture; for example, in Anlaxon

cultures time is money and people expect meetings to start on time. In an Arabic culture

meetings may starater than the arranged time because they may be interrupted by family

1
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or friends.In Japaeseand Arabic cultures the first meeting is considered to be for the
purpose of working out if the two parties can work together and trust each other rather
than comsidering a business proposal. This is because these cuydtacesa high level of
importanceon personal relationships and consider time to be part of understanding the
characteristics of the other business par{@iffin et al. 2010) As a further example,

there were cultural misunderstandings between the Japheadpiartes of Mitsubishi

and the Australian CEO over the issue of the Japanese decision to close the Adelaide car
plant which made headlines in Australia in the first ledl2008. The Australian CEO
failed to read Japaneselturali si gnal so0 intuitively. As a
decision to close the plant had been made in Japan a long time befofgbanet al.

2008)

As a consequence of globalization, théras been considerable research interest in
understanding the impact of culture on the business environ{@eiiins et al. 2005;
Douglas et al. 2007; Honold 2000; Wu 2008pfstede(1983, p. 755t at es t hat 7
or even 10 years ago, the existencea otlationship between management and national
cultures was far from obvious to many, an
Garrison, Noreen and Brewg006)identified that there have been tremendous changes

in the business environment ovee tlast two decadas terms of cultural diversityThere

has been an increase in competition and innovation which has become universal in most
industries. Furthermore, in the past two decattese have been considerable concerns
about the influence of ttwre on many aspects of an organization. These concerns are
typically on account of changes in the business environment and the variety of
organizations and workplacégrez, 1994 as cited in Aycan 2000; Miroshnik 2002)
Weijermars, de Jong and van derdq2008, p. 19)ar gue t hat AModer
management must address cultural diversity and requiresan#tnsal competence, using

communication, empathy and creativityo.

Recently researchers have acknowledgedt itnanagersee national differences haten
overseas customers as significant but they do not consider this with respect to people
within their own busines@Miroshnik 2002; Wu 2005)Recognizing cultural differences

is important for managing international corporati@speciallyand disregardig these
differences is unproductive and shsighted leading to the marginalization of talent in
multinational corporation@Miroshnik 2002; Radebaugh et al. 199T7%ui (2001, p. 126)
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argues that AAs a result, ma n etiges foumdtd bec o n t
effective in one environment could be ineffective or even dysfunctional in another

environment o.

Multinational companies opating globally usually bring o the host country some
positive changes such as their management practiceseamaology, introducing new
products and services previously unavailable. They also can exert a major influence on
the culture by raising local standards of liviagd societal expectationé&s a result
people in the host cultures develop new norms, stdeadand behaviours, especially in
developing countriefGriffin et al. 2010; Sauers et al. 2009n the other hand, Jain and
Verma(1996)argue that there are some changes that are not positive. Cultural differences
can lead to increased costs througmownication breakdowns, high turnover ratasd
interpersonal conflictin addition, there can be confronting dilemmas involving cultural
differences and tension between employees in a local envirorasemell as pressures

from head office.

Multinationd companies face many problems when preparing budgets in different
countries because of variations in economic conditions, government regylanzhs
cultures.Therefore they must be aware that the management practices they are using in
one culture may eed to be mdified for use in other cultural contex{Pouglas et al.

2005; Enshassi et al. 1991; Furnham et al. 1993; Garrison et al. 2006; Merchant et al.
1995) Managers who work in multinational companies should note any cultural
differences between oatrie® o per at i n g Foeexample buslmepedpls
consider religion as an important part of their lives and businesses. IresoRtissia
fortune telling and ghost s Saverdy three years af | el
communist rule ws not able tonulify the power of such beliefsTherefore,
understanding these differences can help managers to deal with cultural differences
(Miroshnik 2002) Douglas et al(2007) identify the differences in behaviour between
Egyptian and American employees and argue that their findings support the notion that

management behavioig embedded in culture

Each environment has a different culture which requires different managaraliburs,
strategies, organizational structures, planning, and control. What is appropriate to a
certain culture may not be appropriate for anofMiroshnik 2002; Osland et al. 2000)

Ar ab ¢ o u nAnglorAeeridGancaonudn t r i e s 0 practecesaregddfenennin

3
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their style and orientatianArab managers generally follow and obey rules, regulations

and customs instead of exercising their own professional judgments, particularly under
authoritarian regimegAtiyyah 1993) Ali (1990) finds that in Arab management,
obedience and submissiveness are rewarded while creativity and original thinking are
condemned. Yasin and Stafil990) attribute this to the lack of democracy in Arabian
culture, media control by government, and +gxstence of free electisn All of these

lead individuals to a feeling of institutional powerlessness. Bjerke aiegl (1993, p.

30)st ate that Afas i n other nations, Ar ab n
vacuum. They are heavily rctord dnd byntheevaluesby s
norms and expectations of its peopl eo. I
significant aspects in the operation of foundations and gr®jpske et al. 1993)Yasin

and Stahl(1990) argue that Arab culture isatitional and interrelationshipriented
because of influences from familand religion. Arab managment styles that are
employed to achieve motivation revedifferent patterngo that displayed inrAnglo-
American culture, which isnore powerand achievemerdriental. On the other hand,
Westernrmanager s6 | oyalties and obedience ar e
regarding profitability and personal financial rewards. Individualism and the Protestant
work ethic are the basis for high achievement iest#rnsodeties (Ali 1993; Weber

1965; Yee et al. 2008 Employees and their organizations do not operate in isolation
from their societal environmeifiTayeb 1997)employeesetaintheir values, behaviours,
attitudes, religions, and backgrounds as caltmundatons in the workplace. This may

influence their way of operating, managing, and performing.

The interaction between workers and supervisors occurs in the workplace. In this context
different prefeences will manifest themselvespecially where differentuttures come
together in organizations that operate internatior@igig 2004) This is particularly the

case in relation to activities around social interrelations, espetiaiyms ofbudgeting

which involves a variety of activitieandhuman reactios. Milani(1975)argues thathe
humandimensions of budgetingre of paramount importance to budgeting because a
budget does not exist without people. Budgets are prepared, controlled, and revised by
people to facilitatahe managemerfunction. Budgets and budgeting are influenced by
empl oy ees 06 (Mbaaihla7s)i Vihernr osganizations(especially multinational
corporations) operate in different countries or have subsidiaries overseas management

should understand the importance of these humdtaral aspects when dealing with

4
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budgets and budgeting.alau(2001) also argues that the most influential obstacle that
prevents harmonization in organization budgeting is often related to cultureoce

specificallyto cultural differences.

Budgetaryprocesses are one of the most important aspects that multinational corporations
need to pay attention to because these ap
This is especially so for those whose workplaces are global and culturally dikerse
example, Ueno and Sekar&h992) find that USA companies working in Japdrave

difficulties in effectively dealing with cultural diversity and practie@sl vice versa

There are many challenges including the important impact of heterogeneoualcultur
institutional, and organizational contexts facing multinational companies in which foreign
subsidiaries operate globally. Managers r
are expected tadapt practices according to localized conditiansorder to maximise
productivity. This is critical in terms of maintaining their legitimacy and acceptance as
perceived by local stakeholdg@auers et al. 2009; Van der Stede 2008)s situation is
common in the extractive industries, most notably oil gaslTherehas beemn increase

in energy demand especially for oil and gas, which increased widespread search and
production of oil and gas by multinational corporationgernationally Multinational
companies operating in the oil industry encounter fdafole manageriachallenges that

stem from multicultural workforee The challenges of these cultural differences are not
far from olvious or new to such companiedofalization howeverhas intensified them
(Weijermars et al. 2008)

Most comparative stiies about the influence of culture on budgets have focused on
Anglo-Americanand Eastern companies. Research has investigated the impact of national
cultural diversity on budget practice in Asia, America and Eultpe et al. 2000)In
contrast Arab and\frican countries havéargely been overlooked. Libya is the largest
African supplier of crude oil and gasAmglo-Americancountriesso it will be suitable to

study the effect of culture on budgeting within this industry in LipdkHengari et al.
2007;Hafner 2002)
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Statement of the problem and the purpose of the study

Anglo-American countries and Libya are culturatlffferent in many respects. These
differences includeeligion, predominant ethnic groups, language, political and economic
systemstraditions, attitudesand external environments. In intercultural studilesre is a
tendency toassume thatAnglo-American and Arab cultureare dialecticalcultural
opposites (Yasin et al. 1990; Zaharna 1995fFew recognise the similarities or
assimilatons of these cultural groupingsmployees working in these companveishin

these culturally diverse contexthave different languages, education systems,
management styles, backgrounds, qudsibly values. According to Hofsted@001)
workers from diférent cultures behave differently in managing their businesses including
budget s. Hof stede (1991) al so notes that
topics, includingsignificantly,the budgeting process.

It is generally assumed that both LibyamdaAnglo-Americancompanies prepare their
budgets with similar goals in mind order toachieve their business godBart 1988)
However, it is not clear that companies operating in the Libyan oil sector follow similar
procedures and techniques in depatg their budgets and in their budgeting processes.

The question that arises in this study is therefoleow and t o what e xt
cultural dimensions affect the budgeting process undertaken by LibyarArgid-
Americancompanies operatinginthei byan oi |l sector o0?

This studyre-visits the current understanding of how and to what extent specific budget
aspects and budgeting processes can be attributedcietal cultural dimensions The
study uses the societal cultural dimensions identified bfstdde (2001) irorder to
determinethe similarities andlifferences between local and Anglonerican companies
operating in the Libyan oil and gas industry in terms of their budgets and budgeting
processesThe study further seeks to explamwhat extat they aresimilar anddifferent.

Prior studiegBailes et al. 1991; Douglas et al. 2007; Ueno et al. 1898) to stop at
descriptions of crossountry differences in budgeting practicesee et al. 2008 By
contrast, this study goes one step furtheekplainingobserved differences in terms of

cultural theory.
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The Libyan setting as a back ground to the study

1.3.1Location and brief history

Libya is an Islamic, Arab country ti a total population of approximatesyx million.

Arabicis the officiallanguagewith English and Italian used in tragg@hmad et al. 2004;

Oxford 2008) Libya joined the Organization of Petroleum Exporting Countries (OPEC)

in 1962 and its economy is heavily dependent on oil rev@dtman 2008; St John 2003;

Yahia et al. 2008 Oil revenue represents more than 95 percent of Libyan export income,
contributing 60 percent tihe annual GDP during the period 198806 (Heitmann 1969;

Yahia 2008b) Libya is considered to have the largest proven oil reserves in Nfsita

and hol¢ 3.3%% of the worl ddéos reserves. The <coun
Europeds biggest (wMematidnal gefvicesioca iislocated pebarere r s
to European markets than its other competitors in the Middle(&ishn 2007)

Libya is a significant geopolitical force in the heart of North Africa with a landmass in
excess of 1.7 million square kilometres. It is bordered by the Mediterranean Sea to the
north, Egypt and Sudan to the east, Tunisia and Algeria to the west, andrndhsdajer

to the southA significant gologicalfeature of Libya is its onshore dields near to the

coast and close to Europe. The natural flow of oil towards the sea has helped Libya to
produce oil relatively cheaplgscompared tanany other producersts location between

the developed economies in the West and growing economies of North Africa has enabled
it to reduce transport costs, thus increasing the significance of its supplies to the oll
market(Yahia 2008a)

However, throughout its long histothis geological feature has exposed the coutdry

foreign invasion includinghat bythe Ottoman Empire, which controlled the area from
17501911. This was followed bytalian occupation 1911945 and subsequently by

British and French invasions. Theuntry obtained its independence &4 December

1951 (Clarke 1963; Rahma 1999)The first locallyconstituted government was a
monarchy, under King Idriss 1990969 Thereafterjt became the Republic of Libya or
Sociali st Peopl e ds ndrenmiy aonfor #dur delsad@@akanathali r i y a
1999)
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In the preoil economicera, the country was considered among the poorest in the world.
The economy suffereddm shortages in minerals, waserd human resources as well as

being subject ta severe hah climate with limited arable land. Eighty percent of the
country is desert (Ministry of Agriculture 1971). In 1959 the United Nations appointed

the economist Benjamin Higgins to draw up a plan tlee economic and social
development of Libya. He made tsemewhat harso b s er vat i on t hat il
brought to a stage of sustained growt h,
(Higgins 1959, cited in Gurney 1996, p. 2)

From the Ottoman administration up until the 1950s nomads andneenaids wee the

majority of the populationlRahma 1999)In the 1950s the populatioconsisted of
approximately onenillion inhabitantswith a literacy rate of less than 10% mostly living

in the arid or semarid SahargClarke 1963) The average income per person was less
than US$35 peyear. Agriculture, handicrafand pastoralism were the essential primary
products of the country although this was supplemented by aid which came from the
United Nations,USA, UK, Fance and ItalyThe aid received generally insufficient and

failed to have a significant impact on the economic upliftment of Liblj@tmann(1969,
p.249)st ated that ALi bya seemed destined for

foreign assistanceo.

Until the ds covery of oi |l in 1951, Li byads hi s
poverty. Despite the discoveoy oil reservesbeneficialeffects were slow to develop due

to a lack of production and exports. This was primarily caused by a shortage of capital
and pertise in management and accougtfields. The latter was caused, in pény,
academic underdevelopment in the cour{tyarke 1963) There were just 16 students

who graduated from universities in 1949, and no citizen in the country had a PhD
(Abouzied2005; Gurney 1996)The industrial sector was undeveloped and there was a
scarcity of capital and skills to manage it.

An open door policy was followed by the Libyan Government in the 1950s. The Libyan
Petroleum Law of 1955 No.25 was the first law to dmhba framework for
comprehensive oil legislatiofOtman 2008) The petroleum law was tolerant and
generous in order to attract and encourage international oil companies to invesoin
industry and conduct further exploratiomhis was followed by dst development of
upstream activities in the Libyan oil sec{@bouzied 2005; Mahmud et al. 2002; Otman

8
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2008) Apparent success of the policy inspired the Libyan Government to spend
considerable amounts of money at that time. The &rstactionof oil in Libya was

January 1, 1958 at Atshan in the Fezzan with 250,663 barrels péCldaye 1963)On

12 Septemberl96], Libya entered the international petroleum market and the first
shipment of oill l eft from EssorivBin®ntahar d 6 s
at the Fawley refiner{Clarke 1963)

The history of Libya is marked by its independence in 1951 and the period subsequent to
1961. Prior to 1951 the country faced its severest levels of poverty, dependence on
foreign aid and foreign domitian (Ahmad et al. 2004)From 1961, the country saw its

first exports of oil and the reduction of its reliance on foreign(Altimad et al. 2004,

Clarke 1963) Ten years | ater Libya became one
nations. It became the fdbrlargest producer in OPEC with approximately seven per cent

of t he wor | do(deitnrannl 1969 rOtomdru 20@8Yhe mproduction of oil
considerably increased from 196270, then dramatically declined till 2005 before

increasingagainmarginally(Otman 2008)
1.3.2Libyan oil history

From ancient times oil has been used in various ways. Oil was known to the Babylonians
5000 years ago and is mentioned in Greek texts 2400 year$iagever,Romanians
produced 2000 barrels in 1857. The first discgvier moderntimes was in USA by
General Dark in Pennsylvania 1859(Aroweni 2008)

Although oil was produced in the mikB70s it became widely used as a raw materigt

later (Westing 1986) | t i's considered to be nerdiee wor
power. It has become the largest contributor to the national incomes of oil producing
countries. In 1970oil andgas represented 43.1% and 15.1%, respectifetiie power

used in the worldAroweni 2008) The oil industry uses large amountdin&ncial capital

and it is difficult to enter or exit the indust(@tman 2008) The oil sector also requires

experienced professionals from different specializat{gvsijermars et al. 2008)

The first discovery of oil in the Middle East was in Iranl®0Q In the Arab world oil
was discovered after World Warahnd exports of oil started in 1927 from Iraq, then
Bahrain (1932), Saudi Arabia (1938), Qatar (1940), Kuwait (1946), Oman (1965), Algeria
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(1957) and Libya (1961)Aroweni 2008) The Middle Easholds about twdhirds of the

proven reserves of oil in the world and approximately 41% of the gas reserves.

Libya, however, did not have enough capital to exploit its oil which resulted in delays and
also hindered the developmemtf oil discovery. Thus foreign companies were
encouraged to invest. Although exploration for oil in Libya started after World War 1l the
most important exploration commenced in 1955 when permission was given to nine
companies to conduct geological survé@tarke 1963) Companes were attracted by the
relative political stability of Libya and by the concessionary agreements byheile
companies paid the Libyan Government an initial fixed payment to obtain concessions.
The Government took a share of 50 percent of net incomel lmas@rices determined
mainly by oil companies. Consequenttile discovery and exploitation of oil in Libya
was accomplished mostly by foreign interests that brought investments and technological
skills and the oil produced went to foreign mark@teitmann 1969) Moreover, the
agreement allowed companies the privilege of awarding price discounts to their
customers. Oil companies were also allowed a 25 per cent reduction allqiMaiceud

et al. 2002) Amendments to the agreement occurred in 1961 sohbd&@50 split was
based on the posted prigelarke 1963)

The Libyan Revolution Government of 1969 adopted a conservation strategy to reduce
production. On the other hand, it maximised revenue by increasing the price and tax rates
per barrel to developpstream and downstream igities. Over 197173, nationaliation

and participation measures were undertaken by the Libyan Government to establish Libya
as the third major Arab country producer after Algeria and (kahmud et al. 2002)

The nationaliation of the Libyan oil sector led to the establishmentNational Oil
Corporation NOCL) in November 190. The NOCL (an associatiomanagsthe Libyan

oil sector through local and international oil compan{@s-Hengari et al. 2007)
Agreements about exptation licences in Libyan oil sectarnder the Libyan Exploration

and Production Agreement betweBIOCL and international oil companiegave the
NOCL a holding of at least 51 per cent of these companies (HRSA974, EPSAI
1979,EPSAIIl 1988 and EBA-IV 2004). The USA washe major importer of Libyan

oil products from 1962 to 198@®tman 2008)

There were four reasons behind the decline of production of Libya oil from(CiFtan

2008)

10
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a) Production regulations implemented by the Libyan Government were
unfavourable to oil companies, who found the transfer from concessionary terms
favoured by international companies to participation terms unattrgdtisemud
et al. 2002)

b) The perceived higpolitical and contracial risks associated with Libya;

c) The focus by international oil companies otp&nding areas of new discovery;
and

d) Sanctions were imposed by USA and Wihich denied access to the latest

technology by the Libyan oil sector.

In the 1980s the USA imposed an embargo against Libya which ended American
purchases of Libyan crude oil and led to the withdrawal of Exxon and Mobil from the
country. By 1986these sanctions required all American companies to withdraw from
Libya and reduce theumbers and levels of staff #ie Libyan diplomatic missions.

Libyan assets in USA banks were froAdmahmud et al. 2002; Otman 2008; Yahia et al.
2008) Hufbauer, Schott and Oe@g001, p.5st at e Al n 1992, the U
imposed an arms embar@n Libya and prohibited all travel to and from Libya. A year

later, the UN banned the sale of petroleum equipment to Libya and froze all
nonpetroleurr el at ed Li byan government assets ab
Security Council that added to @neral sanctions imposed on the Libyan Government by

the USA, according to resolution 748 of the YMahmud et al. 2002; Yahia et al. 2008)

NOCL established EPSAI 1988 was designed to attract Western compariiee UN
sanctions and the USA Irdnbya sanctions made nedS companies reluctant to invest

in the Libyan oil sector because of the fear of USA penalties. This led to significant
decreases in investments from European and USA companies in the Libyan oil sector
with upstream and downstream adias in the Libya oil sector being seriously affected
(Otman 2008)

All of this caused the Libyan economy to suffer for a long period of time. Yahia and
Saleh(2008) conclude that these sanctions resulted in negative effects ehibn@m
workers in the diindustry who were replaced by local workers. That meant skilled non
Libyan workers were retrenched and multinational companies suffered from this loss of

nonLibyan workers. Production and exploration were also affected. In the early 1970s oll

11
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productionwas three million barrels per day dropping to approximately 1.723 million
barrels per dayOtman 2008)

Li byads international rel at i otme. Theretwhre t h e
some improvemestin 2004 when Libya abandoned its program toellgy secalled
weapons of mass destruction in return for increased dé@titean 2008)As a result, in
2003, the Security Counci/l l' i fted sanctd.i
rejoined the international community, reintegrating into the ajlelsonony and adopting

an free marketconomy(Yahia et al. 2008)These developments increased opportunities

for international trade to benefit the economy. Yal#@08b, p. 3)ar gues t hat
needs strong and sustained economic growth to meet tls péets rapidly growing

labour force, which requires high investment in physical and human capital and more
efficient use of the countryds resources
Libyan economy and pursue the objective of increasednational investment especially

in the oil sector(Boucek 2004) In 2004 NOCL introduced EPSAV as a further
incentive to increase internati onéitmat ompa
2008)

Libyan crude oil is valued for its geographi@pimity to Western countries. About 95%

of Libyan exports go to Europénglo-American companies sought to invest in the
Libyan oil sector because they wanted to renew their presences in the sector which they
had left three decades ago. Therefore, Amaringernational companies returned to their
original concessions and obtained eleven licenses covering 98,678utnof fifteen

areas. This represented about 78.3% of the total area offered. Those companies are
Occidental which now has 36.75% of the are#s participation agreement withOCL,

while ConocoPhillips, Marathon and Amerada HaHlshold 40.83% interests in Waha

Oil Company(Otman 2008)

It is abundantly cleathat Arab countries (Libya included) have noticeably changed after
discovery of oiland increased oil revenues. These changes can be seen in their lifestyles,
economic systems, societal structures, education systems, and management practices
(Ahmad et al. 2004; Ali 1990)he impact of cultural diversity within this important
sector of tle Libyan economy is of significant interest especially in view of the scarcity of

research in this regard.
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Research lgectives

The subject of cultural diversity is highly relevant to multinational corporations which
have many subsidiaries across the w@bduglas et al. 2007)The influence of culture

on the behaviour and practices of management in developing Middkern countries

has not been the subject of much research comparedAwidin, Europearand Anglo-
Americancountries. Despite the rising atition paid to cultural issues in the discipline of
international comparative management, empirical studies orwesetern, developing
countries, and Arab management effectiveness and practice appear to lacking to date
(Abboushi 1990; Ali 1990; Atiyyah 199 Kozan 1993; Yasin et al. 199(®arnell and
Hatem(1999)studied top executives, comparing and contrasting American and Egyptian
management technique. Their study indicates that the behaviour of management is

entrenched in culture.

There seems to be aitecal lack of management research in developing countries
generally and in Africa in particulafwith the exception of South AfricaDifferent
cultures have negative and/or positieenceptualiations and impacts on similar
managerial behaviours. BecaufhieWesternworld has many unique relationshigong
organiational variables that may not be related or different to the developing world,
consideration of culture is need@@arnell et al. 1999)This study will fill an important

gap in the existingiterature on the impact of culture on budgeting praegstshe

objectives of this study are:

1- Identify how each social culture dimension affect budgets and budgeting
processes in Libyan and Anglkmerican companies operating in the Libyan oil
sector.

2- Are there any differences between Libyan and Apffoerican companies
operating in the Libyan oil sector in terms of budgets and budgeting processes?

3- Examining if Libyan and AnglAmerican workersare aware of the potential
differences between Libyans and Anglmericans when theinteractwith each

other.
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Motivation of the study

Anglo-American companies sought to invest in the Libyan oil sector because
approximately95% of Libyan exports are destined for Europe. United States and Western
Europeare considereche largestonsumes of oil per day in 2003GAO Reports 2006)

Libyan crude oil is also valued for its geographic proximity to Western companies.
Weijermars, de Jong and van der K¢@o08, p. 19t at e t hat AThe 1 m
diversity on businessffeciency is certainly not new to this business, but has steeply
intensified due to globalizationo. Ther e
cultural differences and similarities betwedmglo-American and Libyan companies

operating in the Libyanil sector.

The purpose of this study is to fill a void in the literature by providing a closer
examination of the impact of societal culture on budgeting processes. The prime
importance of the Libyan context stems from the fact that Libya is considerdartjest

oil exporter in North AfricaThe impact of Libyan culture on the budgeting process has
also been neglecteby researchers Li byads economic growth
foreign direct investments are increasing in the oil sector. The impertznculture and

its historical roots is only just beginning to be recognized in Libyan accounting literature
and there has been a lack of attention to the effects of culture on budgets and budgeting
processes. An international management practice pérspdtas potential to make a
substantial contribution to this emerging field of research. Although research in the
international business literature on the influence of national culture on budgets and
budgeting processes has increased in recent yearsremeatch has focused on Western
countries in general but Arab countries particular (Libya especially appear to have

been ignored.

The growth in international trade between Angllmerican countries and Libya in recent
years requires a better undersiagdof customs and expectations in crosfural
budgeting systems. The budgeting process is heavily dependent on human involvement,
participation and judgment(Douglas et al. 2007Wwhich can be affected by values,
background, religion, education, language, and culture. Culture is so important when
dealing with people from different culturé€hang 2003) A better understanding of
different cultures would assist managers to partieignd deal more effectively with
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employees in an optimal way when undertaking the budgeting process. This study is also
motivated by the need to close the culture gap that currently exists between Libyan and
Anglo-Americancompanies regarding budgetingopesses. Libya is considered to be a
developing country, and has received little attention in international studies of accounting
practices. Yet Libyan companies are typified as having poor management performance,
governance structureand unsophisticatedsers with a weak accounting profession in

comparison to AngldAmerican companies and countr{@aralexis 2004)
Scopeof sudy

This study u20@lsmodeloof four sodietad sultural dimensions (power
distance, uncertainty avoidance, indivitisim vs. collectivism, and masculinity vs.
femininity) to investigate the differences in budgets and budgeting processes between
Libyan and AnglekAmer i can companies operating in t
fifth dimension (long vs. shoterm orientéion) has not been used because there was no
score for Arab countriesdé cultures for th
Nakata(2001, p. 559t at e t hat Athere is only a hail
measures e-kAlpez, Starmeljobam cahd McNair(2007) also used four
dimensions when they compared USA and Mexico managers because Hofstede did not
measure this dimension in Mexico eith@rganizational culture hassonot been used as

well in this research because there is aed#fiice between societal and organizational
culture. Hofsted€2001, p. 393 emphasis original)t at es t hat cuitWein ng t
reference to both nations and organizations suggests that the two kinds of culture are
identical phenomena. This is incarteA nation is not an organization, and the two types

of cul ture are of di fferent ki ndso.

This study will compare two different culturesibyan andAnglo-American Societal

culture is used in this study to distinguish members from one nation to another.
Organizational culture distinguiseemployees from one organization to another. It has
been suggested that in comparing two or more countries in a study, respondents should be
drawn from the same occupatio(idofstede et al. 2005)This studyhas adoptedthis
importantsuggestionAs such, the researcher hopes to limit the impact of extraneous

factors upon the results.
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Contribution of the Study

A deeper understanding of the influence of culture on budgeting processes might provide
prescriptive insighttg ui de both mul tinati onal corpora
managers that intend to operate their subsidiaries in different cultures and countries. This
research examines the influence of societal culture on the budgeting pobdesth

Libyan andAnglo-American companies operating in the Libyan oil secidre aim of
research was to studying the cultural differences in a Western developed countries context
(Anglo-American and in a nonNesteriideveloping and Arablorth African country

context(Libya).

Despite a growing interest in international comparative etaisral management
especially in the developed wor{@how et al. 1991; Collins et al. 199%he numberof
researclstudiesfocussed on the influence of culture lmmsiness and buddget) processes
has been morémited in relation tothe developing world. After an intensive review of
the literature it appears there is a critical lack of empirical studies regarding cultural
differences on Arab management practi¢aByyah 1993; Kozanl1993; Parnell et al.
1999) Consistent with raditional perception,management and accounting research in

Libya are especially underrepresented.

There is very little research on cremdtural studieson Arab countries and in North
Africa (Parnell et al. 299). There is also a dearth of research addressing the impact of
societal cultural on budgets and budgeting processes in Western (developed
countriesAnglo-American) and noiWestern (developing countrigorth Africa)
companies in general and on Libyan companies in particulain this context, the
philosophy of cultural influence on budgets and budgeting processes is extensively
discussed in manufacturing and services industries but rarely discussed in the reality of
business that is as culturally drge as the oil and gas indusfbyau et al. 1998; Skarlicki

2001) Despite its tremendous importance in both developed and developing countries the
oil industry has not been studied to the same extent as manufacturing, particularly
regarding cultural diffeences.Furthermore as the number of multinational employees
increases senders and receivers of information in companies that operate in oil sector
require precise and concise information and special techniques to convey information
accurately especiallywhere cultural differencesay hinder communication and reception
(Weijermars et al. 2008)
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Skarlicki (2001)argues that there is a deep failure to notice that cultural differences exist
between workforces of different nations. In this regard, Czinkotd €t995)argue that
every employee and manager needs toalbeare of culturalsensitivity. Therefore,
studying crossultural differences facilitates and enables managers dfinatonal
companies to gaigreat benefit from compreheind and understandg these differences

in managing crossultural organizations, and how to implement human resource
programs in situations whe workforces are culturally diverse. Mendonca and Kanungo
(1996)alsoargue that the competitive advantage of operating interrsaiyotlepends on

how managers administer their human resources. There are potential benefits of managing
diversity, such as better decision making, competitive advantage, innovation, and
creativity (Jain et al. 1996)In this regard, despite its tremendaogortance in both
developed and developing countriéise oil industry has not been studied to the same
extent as other sectors. Frahe literature it seems that there is a critical lack of research
on cultural differences ithe oil industry. This studwlso extends the work of Douglas et

al. (2007)who comparedegyptian managers who work for Egyptian firms and Egyptian
managers who work for US firms in Egypt.

Another contribution to the literatuig in terms of adding some additional aspects of the
budget process that have not been adequately and sufficiently stugievious studies

(Yee et al. 2008 Yee et al(2008)provide a research agenda into the effect of culture on
budgeting in Japan. This research agenda can be modified and applied to Libya especially
in terms of that aspect relating to Hof st
As Libyan evidences lacking another contribution of this research is to suggest some
Libyan evidence related to the budget process in the Libyan oil sector. A review of the
literature appears to indicate that none of the earlier studies has attempted to empirically
address how culture influences perceptions of the effectiveness of various levealie®f

andexplanation

The studybés outcomes are expected to prc
Hof st @@0&)dnedel of cultural dimensions and the differendas budgeting
processes betweeAnglo-American and Libyan cultures in the oil industry. The
significance of replicating research performed in one nation to another nation is that it
enhances the knowledge of cultural influences on economic actiitiesd et al. 1991)

Furthermore, the research will also attempt to explain how and to what extent Libyan and
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Anglo-Americanc o mpani es 6 budgets and budgeting p
will also assistAnglo-American managers dealing with Libyan erogkes. Similarly,

Libyan employees may also gain insights on how to deal with managers from different
cultures. As a developing nation, Libyan companies may adopt practicesAfiglo-
Americancompanies that may not be culturally appropriate. This stuekss® identify

these inconsistencies and offer some practical recommendati®rsich, this research

wills benefit not only worldwide academic community but also practising managers and
workers within the oil and gas industry in Libya. According to M2@07)our research

should aim to achieve dialectical synthesis of theory and practice.
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Chapter 2 Literature Review

The purpose of this chapter is to first provide a definition of culture iardadattain a

better understanding of the meaning of culture and distinguish between sadlieted c

and organization culturd his helps build a sound basis to explain how societal culture
affects budgets and budgeting processes. Thus the first stxtimes on a definition of
culture and societal c u | (2001) cgmensions. Themexf e r e
section concentrates on the differences between budgeting processes in terms of cultural

diversity.

Research issues in societal culture

Introd uction

Globalization is witnessing the inevitable integration of countries, markets, nations, and
technology (Ball et al. 2008) In a way this facilitates contact between people,
corporations, countries, and nations around the world faster, farther, claeapéeeper

than ever beforéCzinkota et al. 1995; Griffin et al. 2005¥arrison, Noreen and Brewer
(2006, p. 125t at e that nAthe | ast two decades ha
and change in the business searywffomodomesticnt O .
business because of differences in currencies, economic systems, political systems, and
culture. International business also has grown so fast in the past decade that many
professionals argue we are living in an era of globalizg@galang 1999; Griffin et al.

2005) I n todayds rapidly changing business
global marketplace to be successf{lodrigues 1996; Taylor 2000)Technologies,
globalization of business, and communications have madevdinel a small village

despite differences in language, dress, religions, backgrounds, norms and systems of
education. Values, attitudes, norms, and cultures have not chasdast as changes in
business environmeng€zinkota et al. 1995)This rapid increase in international business

has led to unprecedented demands on companies particularly to employ talented managers
with skills to cope with varied crodsorder activities(Neelankavil et al. 2000)As a

result, managers of multinationabrporations will be justifiably concerned about whether
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management practices that are effective in one country can also be effective in others
(Daley et al. 1985; Douglas et al. 2007; Galang 1999; Hofstede 2007; Merchant et al.
1995; Miroshnik 2002) Chang (2003, p. 567)ar gues t hat AW th the
product markets and expansion of economic activities across borderscultossl
differences are emerging as a significant factor in the management of orgasization
Cultural differences acros®untries are not the real primary problem but problems do
manifest themselves when dealing with different cultRedau 2001)Hofstede(2007,
p.413)poi nts out that AfBecause management [

culture of the societyiwhi ch it takes pl aceo.

Taylor (2000, p. 278)st at es t hat Agl obali zati on me
organization in one part of the world will affect the organization in the other parts of the
worl do. As a consequence ofil tguroebbéasl i zmp a ¢
businessdés environment and multinati onal
interest (Douglas et al. 2007; Galang 1999; Sivakumar et al. 2004¢ growth of
multinational corporations and international investments $@arked crossultural

research into attitudes, behaviours and val(@sffeth et al. 1985) Understanding
different cultures is most relevant for multinational corporations that have many
subsidiaries around the world. Furthermore, in the past two dedaees have been
considerable concerns about the influence of culture on many aspects of an organization.
These concerns are typically because of changes in the business environment as well as
the variety of organizations and their workpla¢esez 1994 a<ited in Aycan 2000;
Miroshnik 2002; Rodrigues 1996\Veijermars, de Jong and van der K¢ab08, p. 19)
argue that AModern business management m
transcultural competence, using communication, empathy and drettiy 0 . Mul t i n;
companies must be acquainted with how they and their companies should interact with
the national and local environments to compete effectively and sustain productive
relationships within host countri¢&riffin et al. 2005; Tavakoli eal. 2003) In order to

achieve organisational success, managers working in multinational companies are
required to gain a better understanding of cultural differences and the variability of
values, beliefs and attitudes. Furthermore, they should know boadapt to the
differenceg(Miroshnik 2002; Rodrigues 1996; Taylor 200@hang(2003) suggests that

the international managers must understand the national differences between employees

within their corporation, accept and respect their cultural belredsn@arms, while bag
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conscious of personal mannerisms and how they may be viewed by other cultures. Taylor
(2000) also believes that understanding cultural and societal variations will enable
organizations and managers to communicate effectively andcisnffy with other
organizations and with employees in the host country.

Cultural differences are not always obvious but have profound effects on every facet of
the lives of those who have experienced living or functioning in different cultures from
theirown. Hofsted€1983, p. 75ar gues t hat @A Twenty or even
of a relationship between management and national cultures was far from obvious to
many, and it may not b e Thebsignificance of tuiurechase r y o
just commenced to be recognised in the accounting f{ieRledebaugh et al. 1997)
Differences in culture affect the way that organizations operate in different couAsies

a result multinational organizations will be positively or negatively affected hyraul
diversity (Miroshnik 2002) Cultural influences on international business, management
and accounting have drawn increasing attention in recent yBaesden et al. 2006;
Soares et al. 2007)

Hofstede and Hofsted€2005, p. 19)st at e t hat Adi fferent c
institutions: governments, laws and legal systems, associations, enterprises, religious
communities, school systems, family stru
other researchers consider thesdodoactual causes of differences in feeling, behaving,

and thinking between nations. Miroshn{R002, pp. 42%) al s o states t |
fundamental differences between multinational and domestic organizations are
geographic dispersion and multiculturalism.][analysis of problems and failures of

mul tinational business abroad has shown t
the people they work with, management and leadership are a part of national societies
(Hofstede et al. 2005)Unresolved tensns due to cultural differences can simmer
beneath the surface of an organization for years unacknowledged, leading to severe

financial problems at timg§Vickramasinghe et al. 200%8ge et al. 2008

Therefore understanding the meaning of cultureaisritical element in managg

organizations gross culturéhe next sectioexplains what is culture and hasvdefined.
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2.1 Definition of Culture

Culture is an understandable word; however it is difficult to define clearly. Although the
word culture is mamested in everyday usage of language, it is still used loosely to
express many different concegi3ahl 2004; SpenceDatey 2008) Because of the wide
influence of culture on most human behaviour, it is difficult to define cu(ttoares et

al. 2007) William (1988, p. 87)i dent i fi es cul ture as MfAone
complicated wor ds i n t he Engl i sh | angua
complicated historical development in many European languages. Definition difficulties
also come fronthe use of culture as an important concept in many distinct intellectual
disciplines(Williams 1988) Therefore, many authors have created varying definitions of
culture. Hundreds of definitions have been ascribed to the concept of culture over the
years,each definition highlighting a different aspect of culture and sometimes conflicting
with each othe(Bradford 2005; Edward 1959)

In the Oxford Dictionary( 2005)c ul t ure i s defined as fithe
of life and social organizaton @ par ti cul ar country or gro
attitudes and beliefs about something that people in a particular group or organization
share(Hornby 2005) The concept of culture implies values, customs, habits, exhibited
resultant behaviour, nosn attitudes, and artefacts that are shared by a certain society.
From this people can distinguish one culture from anofbahl 2004) For example,

when one talks about Arabic culture, the first thing that comes to mind are certain values,
customs, langage, and religion which can easily be distinguished from other cultures
such as Chinese, European or Japanese. The definition of Gao and F&uidiekle

(2003, p. 43) s : ACul ture provides the cognitive
and sets peonditions for human behaviour. It covers a wide spectrum and includes the

whol e set of soci al norms and. responses t

Culture refers to the set of shared attitudes, goals, values, and practices that dearacteri
an institution, organization or group. It is a set of hurmaade subjective and objective
elements (Twati 2007) Subjective elements consist of norms, associations,
categorisations, values, and roles that shape some of the basic aspects affecting social
behaviour. Objetive elements of culture include tools and technolfigyati 2007) In

the same way, culture is considered as a set of habits, art, beliefs, ritual practices,
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ceremonies, and forms, as well as informal cultural aspects including stories, rituals of
daily life, gossip, and language. Culture forms action by defining what people want
(Swidler 1986) Chang(2003, p. 567l so defi nes culture as fit
a social group; the values and norms shared by its members set it apart from oéther soci

groupso.

Culture is a whole way of life together with technology and material artefacts. It is also
considered as a subconscious c o(@dahlr2004) met h
That hidden met hod i nfl uenc e thoughrttty agefnéte ct s
aware of its fAsubconsciouso effect that ¢
way of living that human beings inherited, transmitted, and learned from previous
generations and passed on to anofBainkota et al. 1995; & 2004; Griffin et al. 2010;
Kennedy 2002) The psychologist Junl969) argues that past cultural and religious
values |live on in a societybs @ Iplle)ct i v
considerculture as being inherited froprevious genettions and define ul t ur e as
distinctly human capacity for adapting to circumstances and transmitting this coping skill
and knowledge to subsequent generationso
generation by learning from each other as welfram the environmen{Frend 2005;

Rogers 1988)Dahl concludes that culture is a shared set of values and basic assumptions,
with resultant behavioural, norms, beliefs, and attitudes which manifest themselves in
behavioural patterns and nbehavioural #ms, institutions, and systems. In a similar

way Chang2003, p. 567 ef i nes cul ture as fithe uniqgue
the values and norms shared by its member

SpenceiOatey (2008, p. 3)looks at cultu e as fia fuzzy set of |
values, orientations to life, beliefs, policies, procedures, and behavioural conventions that
are shared by a group of people, and that
behaviour and his/her inteot at i ons of the &édmeaningd of
considers culture as consisting of two levels: one is invisible and difficult to observe its

i nner | ayers fAvalues and assumptionso; t
observable of esultant behaviour or behavioural conventions. This definition revolves
around her four concepts;

1- culture is connected with a social group;
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2-cul tur al stability can influence peopl
to other peopleds behaviour;
3- culture is manifest through eaccurring regularities within the social group; and
4- cultural steadiness is not manifest in all members of a given cultural group or to
the same degree of strength in all members.
Kluckhohn (1951/1961 as cited in Hofstede 20015pd ef i ned val ue as f
explicit or implicit, distinctive of an individual or characteristic of a group, of desirable
which influences the selection fr.€uliur@avail
is learned and shared among membdrere group or one society and it is situated
between human nature and individual persondlitghl 2004) Hofstede and Hofstede
(emphasis added 2005, p.d&tef i ne cul ture as fAthe unwrit:t
the collective programming of theind that distinguishes the members of one group or
category of people from otherso. Bot h Hof
inherited. It, therefore, differs from human nature, which is inherited; and personality,
which is inherited andebrned. Figure 2.1 illustrates the levels of uniqueness in mental

programming.

Personality
Inherited and learned
Specific to Individuals

Culture
Learned
(Specific to group or category)

Human Nature
Inherited
universal

Source :( Hofstede & Hofstede, 2005, p. 4)

Figure 2:1: Three levels of uniqueness in mental programming

Hofstede alsq2001, p.1)def i nes <cul ture as fcollectiwv
manifest itself not only in values, but in more superficial ways: in symbols, heroes, and

ritual sdadannot bearécaged until they shown in behawio while culture can be

24



Chapter Two Ramadan Kanan (0050038639

recognied in visible elements tooHofstededescribes the manifestations of culture in

terms of the metaphorical onion with multiple layers and values at the core. Values are
invisible fAsoftwareo until they are evide
visible manifestations of culture are reflected in the rituals, heroes and symbols
Abehaviour al el eme nt s aswisiblelpradtisbswodsergedl byahoset h a
outside of the culturéFang2009) I n Freudi an pesgacdhoiyshglyart d
unconscious part of ghmind that stores past socialion experiences unique to growing

up in that particular culturéreud 1990; Freud et al. 1962jowever, hose inside the

culture recognis theritual, hero and symbolic aspects underlyingsthpractises. Figure

2.2 illustrates the manifestations of culture at different levels. Values tre core of the

model and it stays firm while symbols, heroes, and rituals might chaBgmbols
indicatewords, gestures, and objects that explain compieanings easily understood by

a certain group. Heroespmesent persons whose characteristies highly valued and

serve as models for behaviour in certain groups. Rituals mean collective activities that are
socially essential in bounding individuals tiin the norms in a certain group. The
behaviours are determined by values and belik{s to understand these behaviours it is

essential to understand c ulHofstede200ily al ues a
Symbols
Heroes
Rituals Practices
Values

Source: (Hofstede, 200f, 11)

Figure 2:2: Manifestations of culture at different levels of depth (onion diagram)

Hofstede (2001, p. xv)points o u t t hat na better under st e

differences is one of the mairmmributions the social sciences can make to practical
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policy makers in governments, organizaticasd institutionsand t o or di nary
Hofstede divides mental programming into three levels. They vary from being common to
almost all humankind, paytishared in groups or totally unique to an individual (Figure
2.3).

Individual
Unduplicated mental

porgramming unique to
individual

v

Collective

Mental porgraming shared by certain group
category

Universal
Mental porgraming shared by all humankind

Source: from Hofstede 2001, p.3

Figure 2:3: Three levels schematic of mental programming

Despite the fact that there are many diffeqgoints of view in relation to the concept of
culture, most of them share similar elements of culture which can be summarised as

follows.

Culture characteres a certain society or group of people and can be broken into
subcultures such as occupational uxdtor organizational culture, which can be found
within any culture (Abouzied 2005) An i ndi vidual 0s behav
determined by cultural values, which can be stable for prolonged periods of time and
cannot be changed easily, which makesrthmihaviour to some extent predictable.
Members of a given cultural group also might not be influenced in the same way or to the
same extent as other membgkbmad 2004; Spencédatey 2008)For Freud, there are

not firm barriers between ego, id and s@ger So an individual draws, usually
unconsciously, from the social values embedded in her/his superego. Theguper

many cases, is the driver of particular actions.

This study defines culture as theoaomic systems, attitudes, education systeavss |

and legal systems, social rules, associations, enterprises, religious communities, school
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systems, family structures, habits, art, values, beliefs, morals, ritual practices, ceremonies,
and forms are all part of formal culture. Informal culture inctugiries, rituals of daily

life, gossip and language, customs, habits, resultant behaviour, norms, and artefacts
shared by a certain society. These norms govern how people act, how they define

t hemsel ves, how they di f f eyalsb govenm hoMmtheser s C
shared elements facilitate communication with each other in effective and efficient ways.
Moreover, they influence a particular gro
(Bradford 2005; Christie et al. 2003; Dahl 2004; stetle et al. 2005; Jennergren 1980;
Swidler 1986; Twati 2007; Williams 1988)

To understand the resultant behaviour of a culture, it is first necessary to understand
underlying beliefs, attitudes, and values that remain invisible to outsiders. Thislpill h

to predict the resultant behaviour of individuals when operating in different cultures. The
next section discusses Hofstedeb6s five di
for and assistancén predicingi ndi vi dual s 6 b e htharicolturals ac
background.

22Hof st ededs Model of Soci et al Cul t u

2.2.1 Hofstedeods study

Hof st €d0&)éstudy is the most comprehensive study conducted in a large
multinational corporation (IBM) operating in more than 72 countries. His study was the
largest crossultural business survey ever conducted and achieved major interest from
business scholaf8ing 2004; Chow et al. 1996; Dahl 2004; Rodrigues 1996; Silvia 2006;
Sivakumar et al. 2001; Thompson 2003; Van Everdingen et al. 2003; Yates@36)l. 1
Hofstede used the IBMompany in three regions for his research in more than 50
countries.The survey was conducted twice, in 1972 and 1986 more than 116,000
usableresponsesFour dimensions were established. Then the fifth dimension was added
to become five dimensions on which country cultures differ. Empirically the dimensions
were verifiable and each country could be positioned somewhere between each pole
(Hofstede 2001)Hofstede(2002, p. 13565t at es t hat the five di
part of intercultural training programs and of textbooks and readers in-aribssal
psychology, organizational psychology and sociology, management and

communi cati onso.
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Holt (1998 a<ited in Chang 2003, p.658)t at es t hat fAThi s model
fourdi mensi on of <culture model 0. So 1(Chang e s e a
2003; Chapman 1996; Collins et al. 1999; Dwyer et al. 2005; Greenberg 2001; Jan
Benedict etal. 2001; Kennedy 2002; Kirkman et al. 2006; Lau et al. 2000; Silvia 2006;
Sivakumar et al. 2001; Soares et al. 2007; Sondergaard 1994; Tavakoli et al. 2003; Van
der Stede 2003; Van Everdingen etal. 2003) d ot her s cal I(Ahmad Ho f ¢
2004; (hang 2003; Dahl 2004; Douglas et al. 2007; Gray 1988; McSweeney 2002a;
O'Connor 1995; Oumlil et al. 2009; Twati 2007; Williamson 2002; Yates et al. .1996)

This study wil!/ refer to these four di men

2.2.2Justification for using Hofstedé® €001) model

Hofsted® §001)model is the most prominent, wédhown, robust, comprehensive, and

the most famous among cresgltural studies as well as the most often cited work in
culture research as it helps to differentiate thikucel differences from one county to
another(Bing 2004; Chapman 1996; Chow et al. 1996; Collins et al. 1999; Dahl 2004;
Fang 2006; Harris et al. 2008; Jackson 1995; Jansen et al. 2009; Kirkman et al. 2006;
Radebaugh et al. 1997; Robbins et al. 2008; Rads 1996; Silvia 2006; Sivakumar et

al. 2001; Soares et al. 2007; Thompson 2003; Twati 200Aapman(1996, p. 18)
concurs believing that #@Ait is not possible t
management without becoming aware of theglamadow cast by the work of Geert

Hof stedeo. Hof stededs study is revolution
countries and the most prominent work in the field of coswiral, business
communication, accounting and managem@ullins etal. 1999; Dwyer et al. 2005;

Fang 2006; Radebaugh et al. 1997; Silvia 2006; Sivakumar et al. 2001; Soares et al. 2007;
Taylor 2000; Twati 2007) Gray(1988, p. S)emphasies t hat it fi s pro
most extensive crossultural surveys evercondue d 6.  Si mi | (8906, pr18) Ch a p
alsosuports that i H orhesat domimant Snfluancer aknd sbteacfraitful
agenda. There is perhaps no other contemporary framework in the general field of
6culture and busi nes sdaluridgahd so isvitirg to arguemeng r a |
and fruitful poneerangwok ésithe mdstccomprehersive set of studies,
which are widely used in management, accounting, psychology, sociology, and marketing
(Chandy et al. 1994)n the same veirivakumar and Nakat@001, p. 556palso argue

t hat AHofstededs Cultureds Consequences h
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according to the Soci al Sciences Citatio
author in international business stiedie pu bl i shed bet ween 1989
(1994) al s o i ndi cates t hat 1036 guotati ons

journals during the period 1980 to 1993. This work has considerably extended
understanding of national cultures and the difiees between ther(Arrindell 2003;
Arrindell et al. 2003; Dahl 2004; Douglas et al. 2007; Drogendijk et al. 2006; Jansen et al.
2009; Lau et al. 2000; LeadtA3pez et al. 2007; Twati 2007; Van Everdingen et al.
2003)

Soares, Farhangmehr and Shoh@e07,p. 280)ar gue t hat Hof st ede s
the most comprehensive and robust in ternm
This model helps in understanding the values that esighthe functioning of culiral

units as an explanation farndestand other cultural differences. The simplicity of

Hof st (20DE daxlel is also one dhe reasons why this study d®to utilize it.
Moreover, his dimensions are uncomplicated, straightforward, and naturally interesting to
both business readers amagademic resechers across many disciplines making
uncomplicated to compare and understand cultural differences between countries
(Chapman 1996) Furthermore, for crossul t ur al comparative p
dimensions are well positioned for comgi@are studiegDwyer et al. 2005; Osland et al.

2000; Twati 2007)Fang(2009, p. 4)al so st ates that @AdAThe f ac
but also managers can talk about cuklug@ted management issues in terms of
Hof stededs cul turiavle difmeHosfisanesd eidéss igmrceiad a ti
Hof stededs di mensions have Dbvelidated averdireel v a
(Christie et al. 2003; Sondergaard 1994)

Hofstede (2001, p. 465)st at es t hat it he model can se
understand observed similarities and differences between matched phenomena in different
countrieso. I n addition, t hi-cultunadcsiickes ori s h
formulating hypothess(Soares et al. 2007) Hof stedebds four di me
Arabic countries in generagndfor Libya in particularas well asfor Anglo-American
countries (USA, UK, Canada, and Australia) which helps the comparison between them.
Another reasond r choosing Hofstededs model I's t
model to study the influence of culture on budgeting proceddesglas et al. 2007;
Douglas et al. 2005; Ueno et al. 199&e et al. 2008
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However, a review of the literature revealedstodies in the accounting literature that
examine the effects of culture on budgeting process in a Libyan context. The importance
of usi ng Hof st e danbegthe bassdoe dthericempdrative tstudiest in
accounting generally and in the budggtprocess in particular. Because of its popularity,
robustness, and simplicity of its application in the business arena it enables academics and

practitioners to gain a better understanding of this phenon{@&@bes et al. 1996)

2.2.3Cultural clusters

Griffeth et al. (1985, p. 814)st at e t hat AThe empirical i
countries based on observed similarities among the attitudes and behaviours of their work
force has been one area of i nt eallyrclastered n a |
nationsdespite the fact that categanig countries by their subjective cultures presents
practical and theoretical benefi(&riffeth et al. 1985) They argue that these studies
(Haire et al. 1967; Hofstede 1976, 1980; Ronen et al. 1986ta et al. 1971are not
identical although they appear simil@riffeth et al. 1985)Ronen and Shenk#t985)

define culturalcluster as a group of countries nations that share many common
attributes. Cultural clusters are essantfor better undrstanding differences and
similarities between people. They are also useful when comparisons are made between
different countrieqGriffeth et al. 1985) Looking across national boundaries, they are
crucial for understanding the differences between th@éoua culturesWith knowledge

and a better understanding of the basis of similarities and differences between countries,
mul tinational compani esd managers can ef |
policies across national boundarigriffeth & al. 1985; Ronen et al. 1983 nowing

country clusters will also show which countries might work together better than others
(Griffeth et al. 1985)

Academicians and practitioners can obtain assistance from clusterstiiey generaks

the results to dier countries sharing the sardearacteristicor which are in the same
cluster(Ronen et al. 1985%riffin and Pustay(2010, p. 125ktatethafi A cul t ur e ¢
comprises countries that share many cultural similarities, although differences do

r e ma irthey can utilize the clustering of countries (as Hofstede himself did) in
important implications by defining the country as the unit of analysis. Clustering

countries is also beneficial distinguishing similarities and differences across the entire
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world. It benefitsmanagers who work in international companies to give them a better

understanding as to similarities and differences between coufiiwesi 2007)

Understanding national characteristics such as geography, language, and religion
underlyingthe clustering of these countries is also essential when talking about country
clusters(Ronen et al. 1985)There are characteristics underlying why and how certain
countries are clustered in certain ways. Ronen and Shét@6)argue that geography

is more important when talking about cultural clusters because culture spreads first to the
near est area fAbirthpl dAmeican clustér evhich jcantainsi f vy
countries from different continents, because of colonization and immigration. Laniguag
also shared between Angfamerican countries where people speak English. Langisage
another factor affectingclusters that contain values and meanings that influence
individual sé6 work obj ect (2002 cnclude thatthare areHa n g
three factors to classify countriea) mass migrations and ethnic social capital; b)

geographic nearness; c¢) and spiritual and linguistic commonality.

The main usages of clustering are to: name, summarize, display, predict,qaird re
explanation. The implication of clustering countries might be illustrated by these purposes
accoding to their work values. @tributions might manifest in the theoretical domain
and practical area@artigan 1975 as cited in Ronen et al. 1988)hough studieshave

tried to obtain benefits from cultural clusters when management operates in more than
one culture, some researchers considered cluster studies as largely oveti$taterges
between countrieRonen et al. 1985Africa appears to habeen completely neglected

and the Middle East and the Far East have not been studied (Bitman et al. 1985)
Groupingcountries habeen based on many types of clustering for instance developed,
undeveloped, less developed countries, industrialized]y industrialized, developing,

developed countries, Middle EaathdArab regiongTwati 2007)

Ronen and Shenkdd985) used attitudinal data from eight empaicstudies to cluster
countriesbased on the most popular cultural clusi@wati 2007) They clustered the
countries as:

1. Nordic clusters: Finland, Norway, Denmark, and Sweden.

2. Near Eastern clusters: Turkey, Iran, and Greece.

3. Germanic clusters: Germany, Austria, and Switzerland.

4. Latin European clusters: France, Belgium, Italy, Spain, and Radrtug
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5. Latin American clusters: Argentina, Venezuela, Chile, Mexico, Peru, and
Colombia,
Independent clusters: India, Japan, and Brazil.

7. Far Eastern clusters: Malaysia, Singapore, Hong Kong, Philippines, South
Vietnam, Indonesia, Taiwan, and Thailand.

8. Arabic clusters: countries that speak Arabic for example, Syria, Libya, Bahrain,
United Arab Emirates, Kuwait, Oman, Morocco, Egypt, and Saudi Arabia.
Islam, Europe, and Ottoman Empire influence, played an important role in
creating commonalities in saecultural values and practices. AL990) argues
that there are amny historical factors havenfluenced Arab culture and their
management practisesuch as the legacy of colonial bureaucracies and Ottoman
Empire as well asEuropean, tribal and family wéions, Islamic influence,
Western nations in recent decades, political constraarid, the government
intervention Arabic countries have many commonalities, sharing the same
language, religion and soeaultural characteristic&abasakal et al. 200Z,wati
2007) Kabasakal and Bodu2002, p. 44)ar gue t hat At he Kor
unifying force that strongly influences societal practices and acts as a driver

towards creating a common culture in t

9. Anglo clusters: countries that speakglish such as United States, Canada, United
Kingdom, Ireland, Australia, New Zealand, and to a certain extent South Africa.
These countries are all predominantly Anr§laxon, developed nations, and were
all colonized by BritaifAshkanasy et al. 2002These Roman Catholic countries
value a spirituality that emphasizes tradition, ritual and the visual. This is
contrasted with the Protestant Anglo cultures where religion is frgtienal,
austere and relegated to prnisvhdtpe widal g
Individual conscience is paramount in Protestantism compared to (group)

traditions and the sacraments in Catholism.

Prerequisite understanding of the Anglo cluster countries is required to understand
international relations and trade anduthe world. This understanding is also important
for this study in terms of its comparison between Affgioerican and Libyan companies
operating in the Libyan oil sector. Anglimerican countries serve as the headquarters

for many of t meltinatianal lcadnpasies.| Taay gepresent many of the

32



Chapter Two Ramadan Kanan (0050038639

most economically advanced countries and most developed in the contemporary world.
AnglooAmer i can countries represent only 7% o
25% of world trade, and 40% of theow | d 6 s Gr os s (Ashkanasy etall Pr
2002) Cultural values of the English have spread across the world, and now the Anglo
cluster encompasses some of the most advanced and robust democratic economies in the
developed world. This cluster stroggtndorses accomplishment especially in the chase

of material wealt. It also reflects a male dominated society in practice. There are distinct
differences betweenountriesin this cluster despite thresimilarities. South Africa and

New Zealand stand out this respec(Ashkanasy et al. 2002)
23Hof st edebdés (2001) Societal Cul ture

Organizational culture was not used in this study because there is a difference between
societal and organizational culture. Hofstédmphasis original 2001, 893) states that

AUsi ng tuhlueeinweberemce to both nations and organizations suggests that the
two kinds of culture are identical phenomena. This is incorrect: A nation is not an
organi zation, and the two iThipstudywid Eompgarel t ur
two different cultures Libyan anfinglo-American Societal culture is used to distinguish
memlers from one nation to anothe@rganizational culture is used to distinguish
employees from one organization to another. In compavilmgdr more countries in a

study, the sample respondents should be drawn from the same occuf@dtifstsde et

al. 2005)

Hofstede(2001) explained thafive societal cultural dimensiondifferentiate countries
based on relationships among their membetse @imensions are: power distance,
uncertainty avoidance, individualisntollectivism, masculinity femininity and long

short term orientation.

This study used the four dimensions of Hofstede model which are: power distance,
uncertainty avoidance, indivilism vs. collectivism and masculinity vs. femininity.
However, the fifth dimension long vs. shagtm orientation was not used because there

is no score for Arab cultures for this dimension. Researcher@agecian dynamism as

the fifth dimensionto df st ede 6s model which has been
from Western valuegChang 2003) Arabic countries do not have scores for this
dimension yet because Hofstede did not get information about this dimension in the Arab
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world. This study similarlyc h o s e t o rely on Hof stedebod
generalizability and comparability of the results with prior studies. Osland and Bird
(2000, p. 68) ndi cate that AHundreds of studi es
dimensions to explore similaritiesh@ differences across cultures regarding numerous
aspects of business and management oO. Ther
dimensions when they compared countries that have scores for the fifth dimension and
countries that do ngDouglas et al2005; LeacH A3pez et al. 2007; Oumlil et al. 2009)

2.3.1Power Distance

Power distance (PD) deals with the level of the inetpali society and how to handle

the fact that members of the society are unequal. Equality of treating people in the same
way regardless of their wealth, power, or status exists without laws between members of
few societies. However, in many societies laws have been conceived to maguality
betwe& members ofsocieties(Hofstede et al. 2005)Hofstede and Hofstede (p. 46)
def i ned the &tend ® which the less powerful members of institutions and
organizations within a country expect and accept that power is distributed uly@gua
Family, school, and community are the basic elements of a society while places where
people work are organizatior{glofstede et al. 2005PD refers to the distribution of
power at different levels of organizations in different societiesisRilsoreflected in the
hierarchical organization of companies, the admiration that is expected to be shown from
inferior to superior, the political structures of centralization and decentralization, by the
faith in society that differences among its members rbastiecreased, or that they are
wanted and desire(Dahl 2004) PD indicates the degree to which subordinates feel

contented approaching and/or disagreeing with their sup€fiavakoli et al. 2003)

In high power distance societies, power is unequdfifributed between members of the
society whereas in low PD societies, power is equally distributed between its members. In
the high PD societies there are differences between superiors, who consider themselves
higher than subordinates; this system isldasn inequality. Power is also concentrated in

a few hands in organizations. Office workers have much higher status than manual
workers. In a high PD society decisions are taken at top levels of organizations and
employees must execute and obey ordersawit objectionsThussubordinates like to be

told what to do. In societies where power is more evenly distributed among members of

organizations, there is more equity relationships among membeas various levels.
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Executi ves s eek ggdstensimandadvitepthedattar aldo @at@ipate in
the processes of decision making. Subordinates and supervisoim@seerjual in status.

Table 2.1lists some characteristics of sdgigvith high and low PD.

Table 2.1: Key differences between low and high power distance in workplace

Low power distance High power distance
A Centralization is less. A Centralization is high.
A Subordinates expect to be consulted. A Subordinates expect tee told what to do.

A Same status between manual work and officd A Office work valued more than manual work.
work.

A Hierarchy established iorganizations for A Hierarchy reflects inequality between higher a
convenience that means an inequality of roles lower levels.

A Flat organization pyramids A Tall organization pyramids.

A Managers relay on experience and on A Managers relay on formal rules and on

subordinates. subordinates.

A The relationship between subordinate and A

. ) The relationship between subordinate and
superior are pragmatic.

superiorare emotional.

Source:(Hofstede 2001, p. 107; Hofstede et al. 2005, p. 59)

2.3.2Uncertainty Avoidance:

Uncertainty Avoidance (UAjelates to the extent to which members of society feel, deal,
and cope with vagueness and unknown circumstances ifiuthiee. This feeling is
manifested into anxiety and nervous tension because of the unpredictable future.
Uncertainty avoidance means being uncomfortable with uncertainty and the shortage of
assurances for the future, it is not risk avoidance. Hofstedéiafstede(2005, p. 167)

define UAasiit he extent to which the members of
or unknown Urmcerthintyadomcerm and anxiety are when you are worried or
afraid of something unknown because of the need of watteénunwritten rules. In strong

UA societies Aanxious culturesodo members t
members of the same socigétyspeak out loudly with raisdtands, aggressive gestures,
intolerance, emotion, and securdgeking(Hofstede 1984; Hofstede et al. 2006) weak

UA societies displaying aggression and emotion are not acceptable to other members of
society; relatively the anxiety levels are low. Members in strong UA societies shun
ambiguous situations and try to structutieeir relationship, organizations, and
institutions so it can be easy for them to interpret and predict events. Members of
societies in high UA gather vast amount of information, set rules, more formal laws, and
more internal regulations to reduce anxiahd ambiguity and to control duties and the
rights of employees and employdisdofstede et al. 2005From early childhood those
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people are programmed to feel comfortable with a structured environment. In high UA
societies there is a tendency to undertalcge planning and collect more information to
minimize and avoid unpredictable futures whereas uncertain environments are faced
without undue concern by members of weak uncestaanbidance societies. Table 2.2

shows key differences between weak andhgfrancertainty avoidance societies.

Table 2.2: Key differences between two different cultures in workplace

weak uncertainty avoidance strong uncertainty avoidance

.

Focus on decision process. Focus on decision content.

. I

A Innovativeemployees are relatively free from | A Innovative employees are constrained by

rules. existing ruks.

A Time is considered as a framework for A Daily operations are the concerns of top
orientation. managers.

A Strategy is the concerns of top managers. A Fair of failure.

A Hope for success. A Time is considered as money.

A Managers might not be expert in the field they A Managers should be expert in the field they
manage. manage.

A Rules might be broken for practical basis. A Rules must not be broken for any basis.

A Managment can handle and tolerate ambiguj A Management might not easily handle or tolerg
and unknown situations. ambiguity andunknown situations.

A Employees willing to change employers. A Managers tolerate.

A Superiors optimistic|ASuperiors optimistic
and leadership capacities. and leadership capacities.

A Employees not willing to change employers.

Source:(Hofstede et al. 2005, p. 189)

2.3.3Individualism vs. Collectivism:

IndividualismCollectivism (IC) explains relationships among members of societies and
how they perceive and comprehend these relations. It also describes the relationship
between the collectivity and the individual that exists in a given group. Indivsduali
means that members of society look at themselves and seek their own goals more than the
groupbés goal s. Their loyalties to organi z
on themselves rather than others. Competitiveness is regarded as morenpbiant
virtue than <coll aboration. I n individual
Because children tend to | eave their par e
reduce relationships with their parents so they learn how to depetitemselves and

never depend on a groyplofstede et al. 2005)n collectivistic societies members are
oriented by fAWeo. The word collectivist

(although it may explain the attraction of certain political ferim certain culture e.qg.
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there was Communism in Russia, China, Vietham, and Eastern Europe but never in the
USA). It relates to the power of the group and not to the power of the state. In
collectivistic societies condlthedogaltyatbo the n a i
organization is expected to be high. Individual competition is not preferred in collectivist
societies. Members depend on cooperation with each other jointly as a unit or family.
Hofstede and Hofsted@005, p. 763efine this dimensin as:

Individualism pertains to societies in which the ties between individuals are

loose: everyone is expected to look after himself or herself and his or her
immediate family. Collectivism as its opposite pertains to societies in which
throughout peom from birth onward are integrated into strong, cohesive in
groups, which throughout peopl eds I
exchange for unquestioning loyalty

The reasons why members ari organization comply with organizational requirements

will be affected by the level of collectivism or individualism in socigtpfstede 2001)

Table 2.3: Key differences between Individualist and collectivissocieties in a workplace

Collectivistic Individualistic

NS

Direct appraisal of subordinates spoils harmo A Direct appraisal of performance improves
A Incentives to be given to-igroups. productivity.

A Keeping ethnic or other igroups together A Incentives to be given to individuals.

supports productivity. A Composition of work groups based on individu
A Management is management of groups. ) criteria; in groups unwanted.
A Poorperformance reason for other tasks. A Management isnanagements of individuals.

A Employeremployee relationship is basically Poor performance reason for dismissal.
moral, like a family link. A Employeremployee relationship is a business
deal in a labour market.

NS

A Belief in collective decisions.

A Relationship prevails over task. A Belief in individual decisions.

A Employees and managers report teamwork, | 2 Task prevails over relationship.

personal contacts, and discrimination atkvor | A Employees and managers report working

A Less control over job and working condition; | individually.
fewer hours worked. A More control over job and working conditions,
longer hours worked.

Source:(adapted from Hofstede 2001, pp. Z4Hofstede et al. 2005, p. 104)

This dimension is used to explain the differences between countries in accounting
practices. Ueno and Sekardh992) find this dimension is the reason behind the
differences between USAd Japanese companiasdgeting processes. Hofste@®01,
p.213)st ates that @AThe degree of individual:|
other factors in additiontosoci et al norms, such as empl o)
as an organi zationds hi story and organi :

differences between individualist societies and collectivists societies.
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2.3.4Masculinity vs. Femininity:

Mascuinity versus femininity (MF) dimension does not refer to the biological differences
between the sexes but the social and emotional roles assigned to the genders. Hofstede
and Hofsted€2005, p. 120¥efine MF as:

A society is calleagnasculinewhen emotional gender roles are clearly distinct: men are
supposed to be assertive, tough, and focused on material success, where women are
supposed to be more modest, tender, and concerned with the quality of life.

A society is calledemininewhen emotional gender roles overlap: both men and women
are supposed to be modest, tender, and concerned with the quality of life.

Table 2.4: Key differences between Feminine and Masculine societies in a wasituation

Feminine Masculine

A Successful managers seen as having both m{ A Successful managers seen as having solely n
and female characteristics. characteristics.

A Management as ménage: intuition and A Management as manege: decisive and
consensus. aggressive.

A Humanization of work by contact and A Humanization of work by job content
cooperation. enrichment.

A People work in order to live. A People live in order to work.

A Lower job stress: fewerdsnout symptoms A Higher jab stress: more burnout symptoms
among healthy employees. among healthy employees.

A Preference for smaller companies. A Preference for larger companies.

A Preference for fewer hours worked. A Preference for higher pay.

A Competitive agriculture and service industries A Competitive manufacturing and bulk chemistry

A Rewards are based on equality. A Rewards are based on equity.

A Intuition. A Decisiveness.

A People and warm relationship are important. | A Money and material objects are important.

A Dominantvalues in society are caring for othe] A Dominantvalues in society are material succes
and preservation. and progress.

Source:(Hofstede 2001, p. 318; Hofstede et al. 2005, p. 147)

Masculine cultures have separately define
economic and other accomplishments. By contragermnine cultures, men and women

are regarded as equal and quality of life and environment are appreciated more than
money. Female concerns are taking care of children in particular and people in general.
Feminine culture has care and concern for the veeakmembers of the groumodesty,

quality of life, and in interpersonal relationships with people in general. Men and women

do not need to be competitive or ambitious. A masculine culture stands for material
success, assertiveness, achievement, comgefiteroism, tangible action, ambitious, and

competitive to strive for material success or materialistic géihsfstede 1984)
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Challenge, performance, money, and achievement are highly valued in masculine

societies. Table 2.4 shows key difference betweascoiine and feminine cultures.
2.3.5Culture Scores

Dimensions are scored from zero to 100 indicating the score awfuntry oneach
dimension. Power distance is scored from zero, indicating culture with low PD, to 100
indicating a culture with high PO he uncertainty avoidance index ranges from zero, for
a culture with the weakest AU, to 10fdr a culture, which haghe strongest AU.
Individualism versus colleistism ranges in value from zeffor collectivist culturs to

100 for individualist culture. The masculinity indexranges from zero, indicating a
feminine culture, to 100 indicating a masculine cultitiefstede and Hofsted@005)
computedcultural dimensions across cdtas includingscoresfor Libya and Angle

American count rsiong(¥ablezx3ul t ur al di men

Table 2.5: Libyan and Anglo-American index for culture dimensions

Country | Power Distance  Uncertainty Individualism vs. Masculinity vs.
(PD) Avoidance (UA) Collectivism (ID) Femininity (MF)
Libya 80 68 38 53
USA 40 46 91 62
UK 35 35 89 66
Australia 36 51 90 61
Canada 39 48 80 52
Score range 0i 100 Oi 100 Oi 100 Oi 100

Source: adapted from Hofstede and Hofstede 2005, pp, 489, 1261 and 6869

2.4 Critique of Hofstede

Hof st ededs model i's regarded as t-HRmmwnmost
influential, and pioneering research among cimsgtural studies as well as the most often

cited work in culture research. His work also represents a considerable/émenat in
understanding of differences between countries according to their cultural context
(Arrindell 2003; Arrindell et al. 2003; Bing 2004; Chapman 1996; Chow et al. 1996;
Collins et al. 1999; Drogendijk et al. 2006; Fang 2009; Harris et al. 200&n]ahsl.

2009; Radebaugh et al. 1997; Radebaugh et al. 2006; Robbins et al. 2008; Silvia 2006;
Sivakumar et al. 2001; Soares et al. 2007; Twati 20@% et al. 2008 However,

Hof stededs model could not continue to be

increasingly critiquedhe model in recent yeal(8askerville 2003; Hampdenurner et al.

39



Chapter Two Ramadan Kanan (0050038639

1997; McSweeney 2002b, 2002a; Schwartz 1994; Smith 2002; Williamson.2002)
CriticismofHOf st ededs model i -feunded by manwreseatchezscanda s
by Hofstede himself, though many researchers still use his niSdela 2006; Twati

2007) Baskerville (2003, p. 5)st at es t hat ACritiques of
app@ared i n accounting, but these have not
He argues that numerous reseasthdies haveu s e d Hof st ededs gua

classification of cultural differences in accounting discipline.

There has alsobeenseve cr i ti ci sm of Hof st ¢Bdskedivdle mo d e
2003; McSweeney 2002b; Schwartz 1998grious concerns have arisen which have
resulted in warnings to researchers using
a) Disagreementhat nation states can be equated wititural indexes because a
single country may include more than one significant culture (e.g. Fiji, Malaysia,
Singapore, China, and the former Yugoslavia) and as such the unit of analysis in
Hof stededs work i s inappropriate.
b) Difficulties of and limitatiors of a quantification of culture represented by cultural
dimensions and matrices.
c) The status obbserves outside the culture may be limited in their understanding
of or limited subjective bias.
d) Consider the model as outdated as his datacetected baveen 1968 and 1973,
arguingthat culture has changed in the time since the data was collected.
e) Sample derived from IBM is implausibl e

culture.

In addition to these, Hofstede adds his concern that the values usisdgumestionnaire
were developed from western sources and that these values might asisafds
researcher bias. U@stionsthat related to attitudes and values were included in the
guestionnaire might be considered as irrelevant in aibwetextssuch asastern cultures
(Harrison et al. 1994)

These criticisms were answered by Hofstéziz02, 2003) He agrees with some of these
concerns. In terms of the unit of analysis he agrees that the best level of analysis is at the
individual level. However, from gragmatic point of view, evaluating culture at the
national level is the only technique that currently exists. It is hard to differentiate cultural

associations/descriptions at the level of the individual within countries. However due to

40



Chapter Two Ramadan Kanan (0050038639

culture being regrded as shared, the description of natignahared cultures can
function as a pragmatic solution in overcoming this critici@ahl 2004) Dahl (p. 7)
argues that Aln more practical ter ms, nat
resolutonand t herefore countries t(p@&)algorstatéser r e
that Aalthough gener al 0di mensi daved, thesef cu
may not necessarily be reflected in the behaviour of each individual from thatiaule 0 . I
other words, using dafaom a national level of analysis of culture at an individual level

of analysis is inappropriate.

In relation to the criticism that culture is changing over time and the IBM data is obsolete,
Hofstede indicated that culeiris changing but that it takes much longer to change
significantly. He estimates that observable change is only likely to occur over a period of
more than one hundred years. Hofstede argues that the same results were attained over
two surveys and are stal{Soares et al. 2007} can be argued that culture is embedded

in values and hard to change in one gene|
time when they are children and cultural changes will be unlikely to occur in the same
generatior(Freud1990; Freud et al. 1962; Hofstede et al. 20@gn cultural beliefs and
traditions ostensibly rejected by a new generation remain alive, as an example whilst only
around 3% of English attend church every week a move to abandon Christmas and Easter
holidays would meet with huge and widespreesistanceChanges may be observed in
resul tant behaviour that is illustrated i
manifestation of culture. Hofstede agrees that the five dimensions are not conmipeshens
enough and invites researchers to add new dimensions different from his own dimensions.
These however should be reliable and véHdfstede 2002)

In terms of the emergence of new paradigms in the study of culture that build on, or offer
alternative fameworks to Hofstede, Schwartz work has gained some attention. However,
researchers have pointed out that Schwart
through practical application®rogendijk et al. 2006) Fr om Dr ogendi j k
(2006) study of the effects of different cultural distance measures on establishment mode
choices by multinational enterprises, t he
and Schwartzéds model s(2006,D vYoencldde thaihi i an dmaSyl
thusbe premature to dismiss Hofstedebs wor |

nati onal cul tur es, and to consider Schwar
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that they used Schwartz~és f(20@2npe 1889%rguesi n  t |
t hat ASchwartzdéds survey was designed for
Van Everdingen and Waar(R003)hi ghl i ghted the continued
model in current research and they also drew attention to the need tesaitidreis of

country selectionTheir research pays no attention to multiple and confounding culture
effects. Soares, Farhangmehr, and ShoH@007, p. 283)agr ee t hat AHOo
framework constitutes a simple, practical, and usable shortcut to the integratidtucé

into studies. In spite of criticisms to his dimensions, the argument that they capture cross

country differences has received extensiywv

The preeminence of Hof stedeb6s model l 1 es
cultural diffeeences in addition to its simplicity to be understood by academics and
practitionergFang 2009) Hofstede worked on his model for more than 20 years revising

and explaining it in more detail in terms of checking and ensuring the validity of his work
(Smith 2002) Tavakoli, Keenan and Cranjdaranovic(2003, p. 61st at e t hat f
ot her studies have found that Hofstedeos
analysis of surveys with results generally consistent regardless of target coantiie
sampl e groupso. Mor eover , (2006)rrdviev@echtwo L owe
international annual volumes and 180 studies in 40 business and psychology journals
between 1980 and 2002. They suppmingHo f st ede 6 s maodethat, i nThey
countriesthat are diverse in terms of their cultural background, results from studies using
Hof st ededs model continue to support Ho f ¢
Shoham(2007, p. 283a | so i ndicate that oO6Iln spite of
the argument that they capturecrosse unt ry di f ferences has re
Williamson (2002, p. 1391)s ugge st s t hat ATo reject t o
functionalist models of national culture, before more satisfactory models have been

devel oped, would be to throw away valuabl

It seems there is no empirical research to date that supports the superiority of one model
over the other. Given the criticism of, r
model despite critism, this study adopted the model as part of the theoretical
underpinning of the study. I't is regarded
current approach to explain the effects of culture on budgeting processes. Kirkman, Lowe

and Gibson(2006, p. 308)also support h a't AHof st ededs values
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additionalcross ul t ur al researcho. B ais antitipated thatl 0 f s t ¢
significant difference would exist between Anglmerican and Libyan companies

operatingm the Libya oil sector.

Furthermore, Libyads culture is relativel
two or more cultural groups vying for genance as in Fiji, Malaysia, argingapore. In

this study equating nation with culture is unlkéo pose significant practical problems

(Yee et al. 2008 The study remains aware that Aehite residents of Anglo cultures

may not conform to the majority.
Research Issues in Budgeting Process

This section provides the definition of the budget and its rlapoe as mechanism of
planning and control in organizations. This section with the previous one will be the
foundation of following discussion which related to the impact of culture on the

budgeting process

2.5 Definition of Budgeting

Budgets and budgeg are considered as control systems in this study. Budgetary control

is a term used when budgets are a part of a management control system and an
organization uses budgets for managers to compare actual outcomes to budgeted
outcomes as part of their regsibilities(Garbutt 1992)Budgets assist financial and ron
financial managers in planning, controlling, coordinating, decisions making, evaluating
performance, motivating employees and managers to work harder in order to achieve
organi zat i asnfunstiong. Budesandabodgeting also include every aspect of
management accountin@art 1988; Covaleski et al. 2003; Garbutt 1992; Jones 2008;
LangfieldSmith et al. 2005; Magner et al. 2006; Milani 1975; Van der Stede 2000; Wu
2005) Budgets arealpan t hat can be utilized to quart
financial and/or nonfinancial aspects in quantitative form for the next accounting cycle
(Covaleski et al. 2003; Horngren et al. 1996; Magner et al. 26@8hgren, Sundem and
Stratton(2005, p.296d ef i ne a budget as fAa quantitat
and as fndan example of a for mal b-Snsth, ne s s
Thorne and Hiltor(2005, p. 416pf a budget is fa detail ed

conseguences of an organizationbs operating
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andtusually viewed as a core component of
systemo (199prlausb defines a budgetiesofsania p
organization. It is expressed mainly in financial terms but usually incorporates many non
financial, qguantitative measures as wel ¢
potential benefits for almost all organizatigi@ovaleski et al. @03; Hansen et al. 2003;

Jones 2008; Magner et al. 200Bldgets facilitate and assist management in the process

of planning, organizing, coordinating, and controlling to boost its efficiéGoyaleski et

al. 2003; Mendoza et al. 199A budget is a coprehensive financial plan that embraces

all aspects and expectations @afh organization in a quantitative form for the next

accounting cycle.

2.5.1 The importance of Budgets to Management and an Organization

Budgeting systems serve as a viewpoint forrtegt period of time so that organization

can anticipate and plan for opportunities and problems thus enabling managers to pursue
efficiency (Covaleski et al. 2003; Horngren et al. 1996; Mendoza et al. 1997; Wildavsky
1975) Despite the fact that budgetimgytime-consuming and costly in medium and large
organizations, budgets are the most extensively utilized tool as budgetary control for
controlling and planningCovaleski et al. 2003; Edmonds et al. 2006; Garbutt 1992;
Hansen et al. 2003; Horvath et a00®; Magner et al. 2006; Weygandt et al. 2001)
uncertain environmest planning and budgeting arespecially very important to
organization sucas(Horngren et al. 2005Planning implies budgets because every plan
made by management must be expressed in financial form. Controlling is also
incorporated into budgets by comparing actual outcomes with planned outcomes which
occurs when budgets are used as a standard farrperice measuremefitiofstede

1968)

Budgets bring to light potential advantages and disadvantages to management in advance
and make planning al ways at the forefron
importance of budgets is in the feedback proditieat assists managers to modify their
strategic plangHorngren et al. 1996)t forces managers to think of the next cycle and
anticipate and prepare for what may happen. Therefore budgets are an important
instrument that helps managers to achieve gnaoni zati onés goal s an
map towards understanding planning and controlling operafléosigren et al. 2005;

Magner et al. 2006)Horngren, Sundem and Stratt(®005)also argue that one of main
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reason behind the failure of many seeminggltiny businesses is managemdiat not

have a proper budget.

Organizations must budget their scarce resources such as time, money, energy, raw
material, facilities, services, assets, and human resources in order to optimize and
maximize utilities and prdf from utilizing these resource@Covaleski et al. 2003;
Horngren et al. 2005; Magner et al. 2008)budget implicates and relates to every aspect

of management accounting, management control process, performance measurement, cost
accounting, and respabgity accounting (Covaleski et al. 2006; Hansen et al. 2003)

More importantly, budgets do not help managers just in planning; they also assist in
evaluations to compare what happenethepast with what has happemwv. They also

are used as benchmarko guide the performance of managers and employees in
organi zations by measuring estimated perf
Aactual 06 to di scov e is alsoaused don maiwating emplayeep | a n
(Covaleski et al. 2003For e/aluating performancéudgets are superigdones 2008)it

is better to compare actual outcomes to expected outcomes rather than comparing actual

to past outcomes.

In order to coordinate efforts and objectives of managers at all levels, budgeting assist
managers to ensure that objectives of units are achieved and that they meet with an
organi zati onds dqHapsencet al.\2@0%; Harrgrenaet al RAD5) & T h e
objectives are desition points, and budgets aread maps guiding us to those

des t i n a(Harngrenseal. 2005, p. 298udgets also help management to allocate its
scarce resources to units that maximize the rate wiren capital employedn addition,
budgets help empl oyees; t hey t el Theredforege m wt
budgets communicate in both directions from bottom up and from top down. 1eweér
managers and employees inform top management how its objectives, plans, and goals will
be achieved. Then top management tries ton@td between units by mitising its
objectives and communicating with each unit to arrive at a final picture of a budget
(Hansen et al. 2007)Horngren, Sundem and Strattq2005, p. 299)st at e Al T]
budgetary process foes managers to visuaighe relationship of their depa me nt 6 s
activities to those of other departments

Budgeting procesis the activities, processes, and procedures that are taken to coordinate,
improve, and develop all financial plans of businesa budget(Edmonds et al. ZIb;
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LangfieldSmith et al. 2005) Expr essing an organi zati ont¢
called budgeting (Edmonds et al. 2006)Budgets have five purposes in most
organizations that facilitate management to achieve its d@&almonds et al. 2006;

Garbut 1992; Garrison et al. 2006; Hansen et al. 2007; Hilton 2005; Hofstede 1968;
Horngren et al. 2005; Langfiel@mith et al. 2003, 2006; Libby 2001; Loganathan 1997;
Mowen et al. 2006; Van der Stede 2000; Weygandt et al. 2001)

1. Planning: budgets are the mostal tools used by managers for planning the
future of an organization in the short and ldagn or both.

2. Facilitating communication and coordination: pttmal communication and
coordination between all managers and employees is essential for bustoesses
plan a companyé6és operations successful

3. Allocation of resourcesbudgets are useful tools to allocate scarce resources of an
organization to certain uses and places.

4. Evaluating and motivating performance and providing incentidg$erences
between the actual results and budgets help management to be able to evaluate
performance of employees, managers, departments, divisions, and the whole
company.

5. Controlling profit and operationdudgets offer a benchmark to compare actual
reaults with planned results to identify variances.

Budgets can be prepared for leramge plans or shetéerm plans. Capital budgets are
prepared for three years or more which fc¢
budget (LUpganathandl®97. 6). It deals with decisions for loaginge planning

related to assets, expenditures, and investments for long periods of time and new products
which give the organization insights into its objectives and goals for the future. However
an annual budget shortterm planning and is generally prepared for the coming year to
give quick insights into the day to daperations of an organizatiém meet its objectives

and goals. Managers should consider both types of budgets because if they only pay
attentionto longterm objectives they will lose insights into day to day operations and
vice versa(Edmonds et al. 2006; Hilton 2005; Horngren et al. 2005; Lang8ehith et

al. 2005)

A master budget is a comprehensive proposal for the first year of ddonglan that

embraces and covers all the individual budgets of departments and subunits in an
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organization to illustrate an exhaustive companywide set of budgets for the next financial
cycle formulated in quantitative form for financial and/or +imancial mpacts including

the impact of financing and operating decisigHsnsen et al. 2007; Loganathan 1997,
Mowen et al. 2006) The master budgeas refered to a s beifig a comprehensive,
organi zation wide set of budgetso and #fAit
budget i n (Horpgreo et @. 4396, pp. 1-4.

A budget is a very important t ool for a
employeesccept and support budget data. Budgeting is hard work and needs enthusiasm
from top management and their commitment to the budget program. Horngren, Sundem
and Stratton(2005, p. 314)st at e t hat AThe attitude of
influence lowed e v e | wor kersdéd and mana @ugets8houddt t i t
not be used to blame or to pressure employees because if this happens it will create
mistrust, tension, and hostility between members of the organization rather than better
collaboraton and efficiency. Therefore, management must know that the most important
aspect of budgetg is the humar{Garrison et al. 2006 Hofstede(1968, p. 46states that
ABudgets are intended to act as incenti ve
The psychology of budgeting belongs to the field of job motivation. Job motivation is a
speci al case of performance motivation an
have a crucial influence on humdehaviouy they assist and motivate manageo

perform better and can discourage and decrease the morale of mgi\eagandt et al.

2001)

There are six aspects of budget control processes which are important to budgeting
success(Bailes et al. 1991; Daley et al. 1985; Lukka 1988; Mowen 2Qfl6; Ueno et
al. 1992)identified these aspects as:

1. communication, participation and coordination processes resorted to in budget
planning;
planning time horizontong-term versus shoterm planning;
structuring of budgetary processes in terms of ftimed rules and procedures;

budget slack or the extent to which slack is built into the budget;

a w0

controllability of budgetsneans the degree to which managers are responsible for

the items within their budget; and
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6. budget perfanance evaluation time horizongshortterm and longerm)

evaluation time frames.

Communication is essential for coordination to succeed and budgets are a useful method
to communicate policies and plans to a company as a whole. Managers and employees are
the most important part of the communication process and budgets are also the most
important tool available to management to communicate its objectives to managers and
employees. Thus, management is responsible for budgets of the company they manage
(Horngen et al. 1996) The general definition of management is getting things done
through other people. Subordinates, customers, authorities, clients, or the public in
general are involved in management and all of them are people, which management is all
about(Hofstede 2007)Horngren, Foster and Datéir996)indicate that the importance of
human aspects of budgeting should not be ignored although some managers and
accountants emphasize only the mechanics of a budget more than the human aspects.
People must rfounderestimate the fact that the efficiency of budgeting systems greatly
depends on acceptance by employees and managers ofibgdgstemgHorngren et al.

2005) In order to facilitate communication at all levels of an organization, management
shouldpay attention, comprehend, and support budgets and all aspects of management

control systems.

The most influential obstacle that holds back harmonization and harmony in budgeting
systemsin organizatios is often related to culture or more specifically tacdl
differences(Douglas et al. 2005; Paldu 200Ihe interaction between workers and
supervisors will occur in the workplace. In this context different preferences will manifest

in the workplace where different cultures interact an organization thatoperate
internationally(Bing 2004) This is especiallysowith budgeting that involves a variety of
activities whicharerelated to human reaction. Mila(i975) argues that human aspects

are ofparamounimportancein budgeing because budgeto not exist without people.
Budgets are prepared, controll ed, and r €
functions. Inthisregard budgea nd budgeting are influsence
(Milani 1975) When an organization operates in different coastor if they have
subsidiaries overseas (especially multinational corporations), management should
understand the importance of the human aspects (including the cultural) when dealing

with budgets and budgetinfaldu(2001) also argues that the mosfliential obstacle
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that holds back harmonization and harmony in budgeting in organization is often related

to culture or more specifically cultural differences.

Cultural differences will appear between employees in one organiz&mployees
working in rrultinational companies are usually hired from the local labour market which
means that these employees cannot divert much from their culture, values and norms thus,
inevitably culturaldifferenceswill arise (Sauers et al. 2009 herefore, management
shoud consider cultural differences when dealing with employees from different cultures.
Rodrigues(1996, p. 3025t at es t hat fALearning somet hin
before transacting business there shows respect, and those who understandréhareult

more likely to develop successful, leteym business relationships than those who do
not o. Culture is known to be an chamgé !l uen
accounting systermadopted byeach different natiofPalau 2001)Hofstede and bfstede
(2005, p. 206t at e t hat fAManagers and | eader s, a
part of national societies. If we want to understand their behaviour, we have to understand
their societieso.

Researchssueson How Does Societal Culture &t Budgeting Processes

Introduction

Ignoring culture is a significant faat@ausing failures ofultinational businesses when
operating internationallyCzinkota et al. 1995; Miroshnik 2002 ulture also has a big
influence on human behaviour and maaraag thinking which influence the effé¢eness

and functioning of @ompany(Chow et al. 1996; Earley 1989; Prabhu 2005; Sengupta et
al. 2005) Differences between cultures affect the way that organizations operate in
different countries. Awasthi, Chownal Wu (2001)argue that people of different national
origins may operate differently because they have different values, norms, beliefs, and
cultures. This might affect the adoption process of management psaclibas
management practisemay work in oneculture and not in anothdMendonca et al.
1996) Cultural differences influence the reaction to and functioning of management
accounting systems and it might be risky to transfer an accounting system from a certain
culture to another culture without tudtal consideratios(Collins et al. 1999)Thompson
(2003) also argues that management practices which are of a western origin and

transferred to nomvesterncountrieswithout cultural consideration is one cause of failure.
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For example it is argued thatoaind 50 percent of joint ventures failed betweel\l3&d

Asian companies becaugé culture conflictdThompson 2003)

Therefore, understanding the effeof culture on members, societies and organizations,

and their cognition to different events in different contexts and different business
environments is very important for managers of multinational corporations. In those
corporations, ranagers must recoge and consider cultural diversity and also be
familiar with differences and similarities between cultures which may hinder or facilitate
their management practerom one country to anothéChow et al. 1996; Earley 1989;
Mendonca et al. 1996; Miroshn2002) I f t h ey d o nirfia considetaton it u | t
will limit their ability to manage and cope \ithese differences and explsimilarities

in their favour.

Multinational organizations also will be positively or negatively affected by cultural
diversity (Miroshnik 2002; Radebaugh et al. 199Multinational companies with
advanced management skills will interface with diverse cultural backgrounds in their
subsidiaries that operate according to low management gkitllscot et al. 1991;
Mendonca eal. 1996) In this regard, Galan@ 999, p. 703poi nt s out t hat 7
practices are often transferred without regard to differences among countries that may
affect the practiceds successo. I n the ¢
systeans, technigues, and management styles to developing countries from developed and
industrialized countries remaproblematic. Clearly these techniques work in developed
cultures but maybe not in developing countries due to the cultural differences and
badkgrounds not because of inappropriateness or deficiency of these programs and
techniquegAwasthi et al. 2001; Chow et al. 1996; Mendonca et al. 1996)

Face to face communication with cultures has become a real and major problem to
multinational corporatins in modern management in terms of dealing with different
cultures and different countries that have similarities and differerides is because

these countries have different governments, laws, institutions, associations, enterprises,
and cultures. Aew sociologists, economists, and some people believe that these are the
real reasons for the differences in behaviours, feglittgnking, and acting, between
nations (Hofstede et al. 2005)In this regard, there are many challenges facing
multinational companies in which foreign subsidiaries operate globally including the

important impact of heterogeneous cultural, institutional, and organizational sontext

50



Chapter Two Ramadan Kanan (0050038639

Managers regmsible forc o mpani es 6 | o cddeadaptepraaticesaccordimg$o s h ¢
localized conditions. This is critical in terms of maintaining their legitimacy and
acceptance as perceived by local stakehol(fasiers et al. 2009Miroshnik (2002, p.

524) st at es t hat ATwo fundament al di fferen:
organizatims ar e geographic dispersion and mul
managers must be selfvare to be successful. Miroshr{f®002, p. 526also argues that
understanding the diversity between cultures is crucial because ittatacithe
reorganizabn of differences between domestic and global management.

The increase in globalization over the last two decades, especially in business, has made
the understanding of cultural differences and the effects on business practice essential
(Skarlicki 2001;van der Laan Smith et al. 2005%Yhen managers execute any operations
related to planning, organizing, coordinatiagd controlling inside anrganization they

will be coloured by their values and culture. Different managers might act differently in
differ e n t organizations and different cul tut
di fferent man é@ashnik 2002, (b B24)herefooer usderstanding these
differences in culture and value will help managers manage their organizatiodeand

with employees from different cultures in different countries. Managers also must

develop better ways to successfully cope with these differéMiesshnik 2002)

Managers alsoeed tounderstand how culture affects planning, coordinating, orgapizin

and contrding. In a detailed case study of a Sri Lankan textile mill, Wickramasinghe and
Hopper(2005)documentd how unresolved cultural conflicts lead to silent tensions that
eventually crippled the millln the same veinDahl (2004, p. 10)statest h a t A Man\
business negotiators, particularly from the West, find it difficult to deal with Chinese
business negotiators. Often they have been found to encounter severe problems
understanding their counterparts, and interpreting correctly what their qoansewant

t o conveyo.wedtemerexpectaleapdnadirect communication of intentions,
especially in business contexts, whereas Japanese anfidizast give a much larger role

to silences and intuition in communicatidiysee et al. 2008 In the sameway, Miroshnik
(2002)suggests the best way to manage cultural diversity is to look at the two ways that
both cultures manage their own organizations and a hybrid of the twonweayd usually

be consideredaulturally acceptable. This may laebetter way to manage multinational

corporations.
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On the oher hand, misunderstandingltural differences might lead managers to mistreat
workers (Collins et al. 2005) It might also lead to dysfunctional behaviour when an
individualés behaviour is noaligned with the goals of an organizatigdowen et al.

2006) I n addition, empl oyeesd dissatisfact
reasons may lead to reduced job satisfaction, declining performance, absenteeism, and
high staff turnover rategMagner et al. 2006) Human actions underpin the most
important aspects of budget preparation, revision and implemeni@fibemni 1975)

Similar to the people they work with, mammgent and leaders are a partnational
societiegHofstede et al. 2005pueto budgeting being a social activity, based on human
interactions, understanding cultural factors and their implications are of critical

importance.

Multinational corporations are interested in knowing about the influences of cultural
differences on budding because they have to deal with different languages, religions,
customs and values which vary from country to country. Differences in palitical
economic environments are anticipated to cause individuals to react to the stress of the
budgetary procedsy appealing to different budget game stratefiaslins et al. 1999)

Thus comprehending these differences may help managers to reduce misconceptions,
misinterpretations and misapprehensions while they are dealing with budget processes
(Ueno et al. 1992) Communication and coordination are esigaly needed from
employees of @ompany in order to achieanor gani zati onds budget
and guarantee that individual budgets are incorporated into divisional bidgetset al.

1992)

Many researchers have investigated the influence of national culture using one or more of
Hof stededs di mensions on budgetary systen
control practiceperformance of managemeiicentive to create slack, the opportyna
participate in the budget; and budgeting behaviour comparing more than one culture
(Collins et al. 2005; Douglas et al. 2007; Douglas et al. 2005; Oumlil et al. 2009; Tsui
2001; Ueno et al. 1992)eno and Sekargd992)studiedthe impact of culturen budget

control practices in Japan and USA and recommend support for future research to include
culture as an explanatory variable. They also indicate that future research will assist

managers to effectively manage multinatiecapanies in different mans. Douglas
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and Wier (2005, p. 163st at e t hat AHof stededs Power L

expected to influence organizational <choi

Culture affects multinational companies operating in different countries becauam c
countries are radically different in terms of their communication styles and managerial
and organizational practicg®rogendijk et al. 2006)However, even though budget
control systems are critical to organizational success, studying the inflolecgkure on
budgeting processes remains insufficifltdu et al. 2000; Ueno et al. 1998udgetary
systems are different according to different cultures that vary in values, educational
background, beliefs, fundamental attitudes, economic policy, arture cluster
(Hofstede 1968)Budgeting systems of multinational companies might be modified to

suit different cultures in which they wofkouglas et al. 2005; Radebaugh et al. 1997)

For example, Douglas et a2007) investigate the influence afational culture and
ethical position on budgetary systems comparing Egyptian managers working in Egyptian
firms and Egyptian managers working for USA firms in Egypt. The study examines the
influence of Hofstededs di me oeaieslaclksandthe b u d
opportunity to participate in the budget. Douglas and \(#@05)also study the effects of
culture differences on budget systerbstween USA and Chinese managers in terms of
relationships between incentives to create slack and staeltion behaviour in
budgeing. Martinsons and Davisof2007)discuss the processes of decision making and
the effects of national differences on decision making in USA, Japan, and China. They
find that the differences in culture between countries ar®rfa that managers need to
consider to help them cope with the running of their businesses especially in recent years
driven by globalization. Collins, Holzmann and Mend@2805) study the relationship
between three machistic stereotypes and budgetingvimur in Latin America and the

USA.

Even though the influence of budgetary control systems on the effectiveness of
organizations and job satisfaction has been critically examined in previous research,
studies on the influence of cultural variations oddgting have been rare in this context.
The difference between countries is due to different shared norms of individuals in each
group coming from different cultures. Budgetary systems are different according to
different cultures that vary in values, eoamc policy and culture cluster. Culture also

has the role of shaping organizational and individual values which has been ignored by
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much prior researcfDouglas et al. 2005Budgeting systems of multinational companies
might be modified to suit differentultures in which they work. Understanding these
differences helps management of multinational companies to understand and predict how
budgets and budgeting processes and practices will differ from country to c@uetry

et al. 1992)This is especiallysowhen dealing with the aspects of budgmtd budgeting
processes such as participation, voice and explanation, propensity to create slack, using
fixed or flexible budget, usg the rolling budget, based on rewards, atidude towards
budget

2.6 Budgetary Participation

Participation in budgeting should include all managerial levels to accomplish a fair
budget accepted blevels. If this is the case, managers will be positive towards baidget

and they will work harder to achieve their bud@f@honget al. 2002; Hofstede 1968j

not, it will lead to discouragement and create resentment between managerial levels
(Weygandt et al. 2001Milani (1975) states that participation is when employees can
choose their own course of action. Participative btidges used by superiors to obtain
information to reduce uncertaint yChenlmbut s
et al. 1988; Shields et al. 199®articipation, however, in the budgeting process is very
important and researchers must stathwieories about participation in decisimaking
(Hofstede 1968)Dundon et al(2004)poi nt s out t hat Aparti ci
benefici al i mpact on quality aomwpldwemleve d uct
managers in decisions yields mamctical plans with open discussions and also provides
motivational effects and improvement to the quality of decisimase(Chenhall et al.

1988; Merchant et al. 1995; Pasewark et al. 1990)

Participation might take place in the procedures of planantyperformance evaluation

of the budget cycléO'Connor 1995)In this regard face to face participation between
subordinates and superior to establish a budget instead of impasigiget on
subordinates is essential for its sufficienéjorngren et al2005; Licata et al. 1986)

When imposing a budget on a manager from above, it might cause resentment instead of
commitment and collaboratiqi@Garrison et al. 2006 However, when employees receive
unfavourable decision outcomes and these outcomes comeufrtair decisiormaking

procedures, they will show negative affective reactions towards budgetary decision

54



Chapter Two Ramadan Kanan (0050038639

makers. These reactions towards budgetary decisions will decrease when employees

participate in a budgetary procédéagner et al. 1995; Pasewarkatt 1990)

Participative budgeting communicates a sense of responsibility to subordinate managers
and fosers creativity. It is vital fobbtaining higher participation in the budgeting process

and all characteristics of management control sysf{étomgren et al. 1996)Employees

are expected to favour high budgetary participation when budget emphasis is high. Lau
and Buckland(2000, p. 39)poi n't out t hat fa compatibl e
emphasis and high budgetary participation is likely to bgoaated with higher
managerial performance than other combinations of budget emphasis and budgetary

participationo.

When subordinates are consulted in preparing their budgets that will motivate them to
perform better(LeachLbpez et al. 2009)it makes them feel they are a part of the
organization and also motivatthem to work harder in order to achiwmb udget 6 s go
This is because employees will feel t his
will endeavaur to achieve it rather thaieel that the budget was imposed on them by
managementHilton 2005; LangfieldSmith et al. 2005, p. 434 Cmsequently, goal
congruence is I|likely to be achieved when
goals resulting in higher lewebdf performarce (Mowen et al. 2006, p. 329F his might be
achieved when mul tinati onal compani es o
consideration cultural diversity. However, budgeting processes and participation will vary
from culture to culture due to cultural difesrceqFrucot et al. 1991)

Culture is an important variable in the budget participapierformancerocesqLeach
LAspez et al. 2007) Therefore the influence of cul i
has become very important topic in the last deca@oares et al. 2007)n addition,

each culture has different management practices which results in dissimilar perceptions of
budget participation. Lau and T§t998, p. 168p | s o st at e that HAnat.
to have an impact on the subordindtes r eacti ons t o budget
Consequently Hof st ededs di mensi ons ar e rel eva
(Frucot et al. 1991)Douglas and Wie(2005, p. 163p | so st ate t hat nH
Distance and Individualism are expectedrtftuence organizational choices in budgetary

system designo.
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Douglas and Wiel(2005) argue that subordinates in low power distance cultures are
involved in planning and decision making. In these cultures subordinates are involved in
planning and decisiomaking (Douglas et al. 2005; O'Connor 1993h low power
distance culture inferiors see their superiors as equal and employees expect their superiors
to consult them and vice versa thus the expectations in such culture participations are
expected to be gh (Frucot et al. 1991; Tsui 20Q1or example US managers participate
more in budgeting processes and the return on investment is regarded as a significant
budget goa(Horngren et al. 1996, p. 188ge et al. 2008

On the other hand, in high power diste cultures employees see their superior as
autocratic and do not expeict be consulted. Thereforexpectation®of participation by
employees in budgeting are not expected to be highuch cultures. Decisions are
expected to be made by superiors witln t seeking their subor
(Frucot et al. 1991; O'Connor 1995; Tsui 20Mabasakal and Bodi{2002) arguethat

in Arabic culture familymembers are expected to obey the directions and decisions of
their father without enquiries. Suclorms and values created irfaamily are extended to

society and institutions and encourage receiving inequality of power distribltidime

same vein Becker and Gre@962, p. 401jalso stated that

By definition, participation is essential to demoargirocess and very probably is antithetical

to an authoritarian organization. To illustrate the latter, assume that various department heads

participate in the decisiemaking process, prepare a budget, only to have it rejected by upper

management withowgxplanation other than that a more satisfactory budget is necessary. The

best prediction here is that the participating group will be highly cohesive and hold negative

attitudes toward management, a precondition to lowered output
In such cultures Arorf1992)s uggests that ATo increase t
system has to have a systematic, strong, legal foundation so that the people in power may
be able to exer ci s €reabinglagocidl enmronmend andl inceease e t |
training andlevel of education also help to increase the level of participgtdoara
1992) Subordinates know more about their task environment than their superiors do.
Participative budgeting is used by superiors to obtain information to reduce uncertainty

aboutsperi orsd tasks E@hadsdtal.4d998)envi ronment s
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2.7Voice and Explanation

Allocating resources ofan organization is usually pressured by the scarcity of
management resources and conflict over its goals. Budgetary requests cannot be met
when organizations operate with scarce resources therefore fairness appears salient in
these caseflibby 1999; WentzelR002) Thus management is obliged to prioritite

goals whichareensud by reallocating its limited recourses to those certain uhésare
considered to be at the top of managemepriority list (Libby 1999) In this case, final
decisions are maday superiors without the involvement of subordinates. This will lead
topseudgpar ti ci pati on because subordinateso6
been taken into consideration and therefore mtanfluenced the final budgeln this
regardmen agement shoul d avoi d-ptahdsd e i peartademtbi d
subordinates with a voice and giving them adequate explanations about the lack of their
influence and input in the final budggtibby 1999) If this is not the case, vast negat

effects on s udtawardsitheisuperor8 and drganizatiordneay take place.

Participatingin decision making is vitally important when managihuman resources

that give employees participation and/or involvement in decision making asal in
budgeting processd§&alang 1999)On the other hand, pseudo participation is the term
used to describe the act of top management when seeking only surface participation from
subordinates, thus assuming entire control over the budgeting procetfgeriwords, top
managemehnis not looking or seeking u b or di n a$ ce thdér inpup butnis josn
seekingformal acceptance of the budgétseudeparticipation also is defined as the
budgeting process that makes subordinates believe that theyawgllsome influence on

the budget that is set, despite the fact that their efforts are unobserved and neglected
(Byrne et al. 2008; Libby 1999)

As a result of that the sagacity of participation will not be realized or materialized because
top managementogs not consider or aim to consult subordingtaadquist 1995;

Mowen et al. 2006)Lindquist(1995, p. 123yt at es t hat Al n f act,
suggested that anything less than full decigiontrol of budgets is pseugoa r t i c.i pat i
He alsostates(1995, p. 124y hat @At he hi ghest participat.
make their own decisions (decisionont r ol ) 0. On the otdher
employees have input infoudgets, and can appeal dems that are made regarding a

budget, this will ensure that dudget is based on accurate information and negular
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way will enhancefairness of the budgetary proceduyidagner et al. 2006)Wentzel
(2002)also points out thaht perceptions of fairness wile enhanced when participation
during budgeting is increasethe commitment of managers to budgetary goalsaislh
be enhanced and performana#l ensue

Real or genuine participatiols when each individual hasqual power to decide the
outcome of a decisiofArora 1992; LindquistL995) In this vein,Libby (1999) studied

the relationship between fair budgeting proessand subordinate performance. This
study differs from traditional participative budgeting as it lookssatu b or di nat e 6 s
participative point of view. She fisdthat employees who articulate their voice and
receive an explanation perform better than those who have just a voice or an explanation
or receiving no voice and (20@8, pe20§ydsdtnadsd i on .
support Li bbytbse shatdyfiTheaegyretaforce the
and also show support for the pseymdoticipation phenomendthan an uninfluential
voice, despite receiving an explanati on,
out that the type of exghation is more important than simply giving an explanation. This
affects performance and perceptions of fairness. In mbgmrd there is a positive
relationship between perceived fairness and performance and the adequate explanation is

the positive effet that voice has on performan@yrne et al. 2008)

However, when managersd perceptions of b
will be less negative from when thgierceptions aranfair (Magner et al. 2006; Magner

et al. 1995) In the same wag Klammer (1997) argues the most important thing of
fairness of perceptions is employeesd beh
procedures as unfair the consequence is resentment and organizational retaliatory
behaviour(Klammer 1997; Magneet al. 2006) Klammer (1997, p. 491)argues that

A P s efairdess can also arise when the basic conflicts of interest between managers and

empl oyees are ignoredo.

Voice, appealing, accuracy, and consistency are the elenwnformal budgetary
proceduralf ai r nes s. Participation should <cl ear
information offered should actually be us@dagner et al. 2006)VVoice has influential
effects on peopleds | ives and DkE€emeheas poc
al. 2008; Lind et al. 1990; Lindquist 1995; Magner et al. 20B6)ler et al.(2007)concur

that studying voice is a very important tool for organization success for a number of
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reasons as it allows the opportunity for constructive discussion essentiahdoation

process, and also improvpsrformance and competenténd, Kanfer and Earley1990,
p.957)st ate that nAvoice affects a variety of
also argue that voice promotion leads to best performance andvespa positive
attitude towards superiors. De Cremer and Sto(2605, pp. 203}) also point out that

At can now be concluded that voice is

mani pul ation of procedural fairnesso.

Libby (1999)finds that morehan a few previous studies have considered the impact of
voice on performance but no literatappears to haveonsidered the effect of both voice
and explanation on performance. However, Brockner €2@01)and Klammer(1997)
argue that voice isne d the determinants of procedural justice and in this regard has
gained great attention. Klammefi997) argues that by having voice proceesir
regardless of the decisiormutcomes, which allow peopl® express their opinions
associated withdecisions/outomes is considered aontribution to the perceptioof

fairness.

When conducting the budgeting process, management should consider two elements:
voice and explanation. There has been increasing interest in the notion of employee voice
and its effects on organizational performafibendon et al. 2004; Lindquist 1995; Van

Dyne et al. 2003)Voice implies speaking up and the ability of employees to express
vocally their opinions, views, grievances, and dissatisfactianiorganization to issues
related to companyd6s procedur es, issaes tand o me s
problems(Bies et al. 1988; Dundon et al. 2004; Klammer 1997; Lindquist 1995; Renard

et al. 2003; Van Dyne et al. 200¥lammer(1997, p.5st at es t hat fAWhen
up and offer suggestions for improvement, it increases the likelihabémhorganization

wi || take steps necessary toward devel opi
involvement of subordinates imecisions and budgeting processedl improve
organisational performanceThis also allows them an opportunity to po®/ and
communicate their inputs, ideas, and opinions. Voice includes many things such as:
empl oyeesd participat iapmisal, ppearmr door polipes, tandv e |
opportunitiesto discuss and appeal decisiqiises et al. 1988; De Cremer at 2008;

Galang 1999; Magner et al. 2006; Renard et al. 2003; Tata.2888ps (2001, p. 326)

defines it as fivoice systems represent sa
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cont ent or di scontento and al Inoevennnpen e mp |
ot her s (Fulleraeg al.e260F, p. 135)it is very important for managers to
understand that there are strong effects of voice on diversity of human responses and
managerial issug®e Cremer et al. 2008; De Cremer et al. 2005; Van Ryrad. 2003)

The reason is that when people receive unfavourable outcoroesngllthemvoice, it
increases their perception of fairness. They feel that they are valued, treated with respect
and dignity that will enhance sadsteem, as compared ifathey had not been allowed

voice (Lindquist 1995; Magner et al. 2006; Tata 2005)

Explanation means aamunicating to subordinatgsstifications and reasons for arriving

at decisions made including why particular feedback and inputs have not influenced
and/a betweenincorporated into the final budgéByrne et al. 2008; Libby 1999)n

relation to providing subordinates with sufficient explanations for decisions aisuie

their work (Skarlicki et al. 1997)Magner et al(2006, p. 411)ar gue t hat i Bu
decision makers should provide managers with clear, timely, and adequate explanations
of the reasons for their budgetary deci si
unfairness would beeduced by allowing employeegoice and giving them an
expanation (Horvath et al. 2000; Renard et al. 2003Vhen making decisions
management should consider formal budgetprocedures that give managers an
opportunity to voice their opiniain terms of budgetary decisions which ensues accurate
information. Ths also should be followed by dealing with managers in a respectful
manner and show them kindness. What is marapagers should be providedth
sufficient and satisfactory explanation for the decisiorale in relation to the budget

while personal biaseshould be suppressétMagner et al. 2006)Libby (1999) argues

that when voice and explanation are included in the budgeting process subordinates

considerthe budgeting process as fair and this ¢ead to higher performance.

These elements may differ froone culture to another. Managers should consider these
elements in order to treat employees fairly. That will lead to more productivity, better
performance, and satisfaction femployees. Such elements motivate employees because
they feel that they areeeated with respect and dignifforvath et al. 2000; Libby 1999)

If this is not the case, it might lead employees to be less satisfied, less productive and less
loyal to anorganization(Byrne et al. 2008)
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It is important that managers of multinatibm@mpanies understand the nature of real
participation when allowing subordinates to voice themselves and provitng with
adequate explanation. They must realize that there is-coitssal variation in this sphere
and that pe cpflfagnéss differeaccording ttoicualtural differences. What is
more, crossultural studies indicate that differences exist between cultures in terms of the
perceptions of procedural justiglammer 1997) In particular, adequate voice and
explanation which ae key parts of procedural fairness, may be perceived differently
across culturegMagner et al. 2006Yee et al. 2008 Voice and explanation have an
influential impact on performance, commitmentaa or gani zati on and
attitudes and behaviour towards organizatiofid/rne et al. 2008; Libby 1999¥%o0 it is

vitally important to managers to know the differences between people in termirof the
perception of fairness. Lindquigfi995) also points out that allowing employees to
particb at e i n budgeting wil/ i ncr e pafermaaacd,p | oy

and job satisfaction.

Budgeting systems are likely to vary according to culture, especially where manager(s)
and worker(s) are from different cultural backgrounds wherepipertunity for conflict

arises. Skarlick(200l)ar gues t hat individual sdé interp
of appropriate behavims are influenced by culturd.au and Bucklan@2000, p. 38palso
state that #AThe i mp aatculture dn the dispersion ant rangevaf t h i
budgetary participation ha(%999)studies edicg anth e e n
choice in the workplace to participation in decision making reégait power distance.

He argues that understanding and takirtg consideration cultural differences and how

such differences influence social behaviours are fruitful efforts especially when operating
internationally. Kim and Leung(2007) support the argument that employees in
collectivism and high power distanc@cgeties react agaihsunfair treatment from

authorities less negatively.

In the same vein, power distance influences procedural justice perception. High power
distance cultures demonstrate a preference for more autocratiespes compared to
cultures wih low power distancgKlammer 1997) In addition the way people judge
received outcomes (drgtutive justice), consideprocedures usetb decideoutcomes
(procedural justice), and the extent they have to express their opinion (voice) all influence
peope 6 s judgment s (Breckheretdl 1996; Cfe £iemen et al.s2008; De
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Cremer et al. 2005; Klammer 1997; Wentzel 2002gmployees acceptrocedures as

fair their attitude, behaviours, organizational commitment, job satisfaction, and
performance will be more positive in aorganization(Cropanzano et al. 2002; Klammer
1997; Lindquist 1995; Magner et al. 2006)

Clearly people from different cultures may have different opinions as to what constitutes
effective and acceptable voice and explamatitee et al(2008, p. 876pr gue t hat
concept of fairness and the very act of perception itself most likely vary significantly
from cul tur édividuals ray Ireaal dietently to explanations due to
individual diversity(Horvath et al. 200). Culture has the role of shaping organizational
and individual valuesa discipline ignored by much prior resea(€louglas et al. 2005)
Horvath, Ryan and Stierwalf2000) indicate that ree and gender might interact in
perceptions explanation. Theyhacate for future studies to exploreetimpact that

culture has onoice and explanation.

Despite the fact that voice and explanation have been studied to a certain extent in terms
of crosscultural differencesanddecision making, in relation to budged processes voice

and explanation appear neglected in regard to the extent they might be influenced by
cultural differences. Previous literature reviewwdicate that none of the earlier studies
(Brockner et al. 2001; Byrne et al. 2008; Detert et al.72®0rvath et al. 2000; Libby

1999, 2001; Tangirala et al. 200Bave attempted to empirically a#ds how culture
influencesperceptions of the effectiveness of voice and extlan in the budgeting
process. Croseultural studies enhance the understanding of managers working in
workplaces that are culturally different regarding principles of justice and fairness in

various culturegkKim et al. 2007)

Culture is an important factor that has a moderagifigctone mp| oyees 8 per cC ¢
voice and also knowing how to use voice that will make managers acquire support f
employees for their decision®rockner et al. 2001)They also found evidence that
cultural differences in power dtance have an influence empl oyeesd perce
voice in decision making. In thigein, ignoring societal culture is not acceptable unless
there is acceptance that culture of the United States, where thétynajastudies have
beenundertakenis prevailing and universal in nae (Greenberg 2001)Brockner et al.
(2000, pp. 13®)st at ed t hat Athere are theoretica
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of the interactive relationship between procedural fairness and outcome favourability will

vary between national <cultureso.

Theinfluence of culture oprocedural justice perceptions varletween studie@Kim et

al. 2007) Kim and Leung(p. 85) arguet h a't Afthere are sever a
significant crossultural differences in the effects of procedural and interactiosatgu

on employee outcomeso. On ©@09® fouod shmdaritiesh a n d
between countries in the perception of procedural and interactional justice. Brockner et al.
(2001) found that when managers have little voice in decision makingepgs their

reactiors varyacross culturesdém favourable to unfavourable depending on the level of
power distance. It can be argued generally, people atte@gustice is important but they
characteris it in a different way in practicgreenberg 201). It is also vitally important

to comprehend the correlation between cul
of justice are different according to their cultural backgreuadd also fairness is

inherently based on cultural norms, beliefs, aallies(Greenberg 2001; Tata 2005)

Al t hough in an individualistic culture me
decision making they retain the authority for decision making to themselves and may
show a strong propensity for counselling anpgsaudeconsultative styl€Ali 1993). An

executive from a culture that values silence and intuition may lead an employee from a
culture that values frank and direct communication to believe that there has been true
participation when there has really oridgen pseudparticipation(Yee et al. 2008 In

|l ow power di st an c eualitp prevails ancoagd people ati ddferante s
organizational level§Greenberg 2001; Hofstede et al. 2005)

In Western cultures employees often have inptdg decisionswhile in Eastern cultures

usually decisions are made from high power positions and employees may have no or less
input. Ttus, voice might have differentfacts according to cultural diversi{8rockner et

al. 2001) De Cremer, Cornelis and Van Hi€008 p. 65)ar gued t hat AP
fairness depends on how people interpret the situation, and such interpretations may vary

as a function of i ndi vi dual di fference va
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2.8 The use of Rolling Budgets

Rolling or continuous bugkts are forms of mastbudget. h this case budgeting becomes

an ongoing instead of periodic procg¥see et al. 2008 Horngren, Foster and Datar
(1996, p. 179defined rolingb ud g e t as fNa budget or pl an
special future period by adding a montluager, or year in the future as the month,
guarter, or years just ended is droppedo
adding new month or months and dropping the month or months just finished. For
example budgets are prepared by adding one mtonthe budget as the ended month is
dropped. This type of budgets help managers to think forward instead thinking just of one
month, Also it helps to add nell months that might makeanagers revise and update

the remaining 11 month3heyallow manages to compare actual results from one month

to the same month of the buddétorngren et al. 2005)The use of rolling budgets in
budget performance is positively related to the short term plarfriagsen et al. 2004;

Yee et al. 2008

2.9 The creation dBudgetary Slack

Budgetary slack or padding the budget refers to the practice of overestimating budget
costs or underestimating budgeted revenues in order to make the achievement of budgeted
targets simpler. Budgetary slack also is exaggerating costsnanizing revenue which

may lead to undermining the effectiveness of budBeuglas et al. 2005; Onsi 1973;
Staley et al. 2007; Ueno et al. 1992; Wu 20Q%itle, Magner and Welkef2002) argue

that the tendency to create budgetary slack is the intehiimeiasion or submission of

biased budget estimates that are easier to attain, and usually occurs when performance

and rewards are based on achieving the basltgtget.

There are many factors thegsist in creating slack in anganization such as tletent of
growth in volume of sales, profitability, behavioural aspeasd satisfyingpersonal
objectives for members of the coalition and other facf(@nssi 1973) Managers who
create slack in budgets may well attain more rewards or progress inutheir t 6 s
performance thus leading to salterested behaviour. Managers who are often rewarded
on the basis of reachiregp u d ggwoal Will be rewarded more than they ought when their
budget is full of slackRankin et al. 2008; Staley et al. 2007; Uenalef992) Covaleski

et al.(2003)indicate that employees who have superior information related to their task
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also have the ability and incentive to manipulate information or create budgetary slack.
Daley et al(1985,p. 945t at e t hat fidbe affecked by the level dfdudgetd

di fficulty and the managerodos freedom to s
(2006)find that the implementation of fair formal budgetary procedures might reduce the

tendency of managers to create budgeséack.

Allowing managers to have their input into the budget, and allowing them to appeal
decisions that are made regarding the budget will ensure that the budget is based on
truthful information and in a regular way will enhance the fairness of theebay
procedure(Magner et al. 2006)This approach will increase loyalty &, organization

and enhanc#ust in a supervisor thus lessen the tendency to create budgetary slack. Van
der Stede(2000) found that management sheadrm orientation and creatingjack in

budget are seemingly related. A rigid budgetary control style depends on incentives for all
employees at all levels of awrganization who will be evaluated mainly on achieving
their budget.

Budgetary slack has drawddes on organizational performance because distartiogy
occur in the allocation of resource$Vhen management predominantly involved in
budgeting slack in the budget is low. In collectivistic societies the intem@sindividuals

shift to the group andreating budgetary slack for personal goals comes after the interest
of the group(Ueno et al. 1992; Wu 2005 owever, Douglas and Wi€2005)argue that

to create slack in budgets is ethical and individual philosophy.

2.10 The Basis of Rewards

Rewards ad extra bonuses are the best way to improve performance in relation to budget
(Garbutt 1992)Budges affectattitudes of managers in terms of personal rewards when
dealirg with allocation of resources tanits which facilitateperformance of units
(Magne et al. 2006)Achievingauni t 6 s budget makes manager
themsel ves as winners seéqtceembeys yomasli adgei
Incentive rewards should logically relate to the achievement of performance targets
(Gabutt 1992)

Careerprospects, resources and salavds be largely based on the abilitieEmanagers

to achieve their budget Managers receive extra resources that elb them toeasily
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achieve their budgétperformance and thugain material reward¢Magner et al. 2006)
Failing to achieve a budget target will lead to interventions by top management.
Employees who do not raetheir budget might be penad by reduced bonuses or miss
opportunitiesfor promotion. Thesepenaltieswill drive managers to work on their
performance in the shetérm to look better but forget their performancehalongterm

and this may cause harto the organization in terms of long term efficien®an der
Stede 2000)Managers have the tendency to mékeire performance of their urgt6
results easier to achieve by attempting to secure neseurces fotheir unis. This
behaviour stemfrom selfinterest which canelad to better performance followirgy
psychological rewarddagner et al. 2006; Otlel978)

One aspect dbtal job performance is budget performance. When a budget is linked to
employeé performance appraisal it becomes motivational and important to employees
(Otley 1978)Li nki ng budget t o a shovesipheymeygoieghs per
succeed to meed b u d g e tai@dsas 4 @msggaeince they will receive promotion,
remuneration, rewards, and bonus paymébtal et al. 2008; Libby 2001)Evaluating

and rewarding employees on theibas their performance have significamifluence on

i ndi vi du arks(®wasth et bl.a200l)dhe material rewards of managers in some
organizations are likely to be linked to achievement of their badlyttgner et al. 2006;

Van der Stede 2000Hofstedg(1968, pp. 12&7) also statesthat Hi gher per f orn
the budgetee is a consequence of higher p
determent of e mjsfaingse efappraisdl sybteams wrenefasrness of

these systems leads to favourable employee commgraadt performance(Lau et al.

2008)

Sauers et al2009)compare performance evaluation practices betweeh sidsidiaries
working in Taiwan and their parent companies and those of large Taiwanese companies in
order to gaina better understanding of how itinational companies operate globally
adjusting to competing demamébr local responsiveness and global integration. They
found thatsocietalculture plays ecritical function within the adation of performance

appraisal practices.

This study isinvestgating the extentto which two culturesof Libyan and Anglo

American companies operating in the Libya oil sector use budgets as tobasmwvards
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system. In this regard, this study is looking at the influence of culture in choosing the

basis of rewards

In individualistic societies individuals work hard in order to improve their performance
because of credit they might receive, whereas in collectivistic societies individuals work
hardto improve performance because of the achievements of their grogpléP@ho

work in a group might reduce their performance without loss knowing this-tenort
outcome in performance will be attributed to lack of coordination in group performance
(Earley 1993) Conversely Earleyinds individualists feel more efficaciownd perform

better if they work alone. In contragarley argues that other studies have found that
performance of individuals in a group is better than their performance alone. In
collectivistic societies people are encouraged to engage in cooperaiikgeacfrom

their childhood so their efficacy from earlier childhood is shaped by group settings
(Earley 1993) These experiences foster their expectation to perform better in a group
setting.Earleyalso bundthat collectivists perform better igroups than they do ouof

grougs or alone. Also collectivists see their individual work as satisfaction if they can
achieve contribution to the grogarley 1993) Earley(1989)foundt hat i ndi vi d
performance working alone was higher than individualst per f or mance Wwc
group setting while collectivists perform better when workingaigroup setting than

working alone.

In Western cultures febdck in the area of performance evaluation is confrontational
which is not appropriatéor employeesn developing countries where fasavingis
regarded as more essential than learning from performance eval(latiaglas et al.

2005; Mendonca et al. 1996)n individualist societiese mp|l oyees 6 sperf
improve when they receive direct feedback fraheir supervisors while in collectivist
societies employees do not like direct feedback. Employéesreceive negative direct
feedback may be damaged by loss of face and this might have a negative impact on their
loyalty toanorganization so they prefardirect feedbackHofstede 1995)In this regard,
Radebaugh, Gray and Arpdt997) found that American managers tend to be more
involved in the budgeting process and are evaluated by budgets as well as rewarded or
penalized by budgets. Kim and Leurig007) also found Americans favour dair

distribution of rewards.
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Yasin and Stah(1990) also support that Anglidmerican culture is achievement and
power orientedOn the ontrary, Ali (1990)found thatin Arabic management obedience
and submissiveness armewarded while creativity and original thinking are condemned.
The rewardsfor Arabic managers seem to be given to managers who have power

orientation and lack affifitionand achievement neef¥asin et al. 1990)

Mendonca and Kanung@d996) argue that infeministic orientedsocieties interpersonal
relationships are more important than performance and meeting or ach@ving
organi zat i o raléosstatg that jols autondnimyasya more valuedewmmomic
reward in Western countries eteas in developg countriessatisfying security and
social needs is the reward that is valued more. In masculine cultures where people believe
t hey 01 i these istagreavempHhagis accomplishments, money and competition
thusrewards for employees are usualsbkd on their performareéwyer et al. 2005)
Achievement through ability is alsoost valued in Westenmanagement particularlyy
Americans while Easfsians consider effort as a significant moderating element that
interacs with the ability to achieve(Yee et al. 2008 Feminine societiesvhere people
believe t hey, thiew empkasist i® onl intevperdonal relationship and

environment.

In individualistic societies individuals sée their behaviours to recogeigheir status in

relaion to other members isociety. Therefo e |, i ndi vi dualwilldhe sbé p
improved according to the recognition they receive. In collectivistic societies individuals
consider the importance of their behaviours from the recognition of other members i
society. Hence i rsdiil beiirdpuoaed baded pretmefgains wfaheic e
group(Earley 1994)

Usually inthe accounting management discipline line managers are rewarded financially
when they achieve their budget tagyét budget is a verimportant tool mostly used for
performance measurement and evaluation, rewards, and remun@fati&@005) In fact

this study considershethersocietal culture affects management in choosing this bas
rewardsfor individuals. Thereforegxpectationsof rewards for individualists should be
based on an individual s per f(EadeymE8%le i n
contrast, collectivists are not willing to sacrifice by their group for personal (featkey

1993) Thereforeyewards wilbesed on over all conoasy y 6 s
foundt h a't rewards based on the overall act

68



Chapter Two Ramadan Kanan (0050038639

performance the reason why is because the company budget for loss as well. That means
whena company makes a loss nmployee will be rewarded or penalised. Thelated

this to Japanese collectivism édgroup orie

Future studie®ave beerencouraged to investigate the impact of culture on performance
and rewards systems PRerormameis ukgletesudeedithe | s f a
culture doesot readyto seeperformancesimportant

2.11 Follow up on Budget Variances

The differences betwedudgetand actual amounts are called variances; variances can be
either favourable or unfavourabl@&Edmonds et al2006, p. 315) Budgets provide
guantitative information for performance evaluation even though budgets are not used as
a mears of performance evaluation in many instanf@tey 1978) Usinga budget as a
benchmark forevaluating performance is better than usingast performance as a
benchmark This is becausepast performance includes substandard andcueds
performance as well gsast perdrmance that might differ fromxpected performance
(Horngren et al. 1996)in addition, by evalatingrecent year variams and comparing
these withplanned budget year allows managers to make sure that corselctioebeen
incorporated intglan to avoid considerable variances in the next ¢@&ggeland et al.
2003)

For profit maximising organkations, investigatiors of unfavourable variancesre
designed to penaks workers whose performarsceare less than expected, while
favourable variances might lead to rewarding employees whose perfosraebeher

than expectedCovaleski et al. 2003)n this case management will take action. Budget
action is when managemeittribute budgetary variances ta manager 6 s ar e
responsibility(Collins et al. 1984)Budget performance evaluatio®when management

uses budgevariances in performance euation of individuals(Collins et al. 1984)

Garbutt (1992, p. 100)st at es t hat AThe achievement C

|l ogically I ead to incentive rewardso.

In individualistic and low pwer distance cultures objectiand frank discussions are
preferred by individuals whereas in collectivistic and high power distance calture

indirect and politeness objectiane preferredTsui 2001)
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2.12 Attitudes toward Budgets

Zikmund (2000, p. 288)st at es t hat AAn attitude 1is L
disposition to respond consistently in a given manner to various aspects of the world,

i ncluding per s on sRobbieswkal(20G68, p. 7d4piso define ptiEudddss O .
as fev a ltementseitveefaveutalsle or unfavourablncerning objects, people

or events. They refl ect Atthudes coatairecoghitordfs a b o
eventthat affects an employee consequenjlyesulting in certain behaviosirAttitude
towardste j ob I s mashopigoas andtenderceed af enployadout the

current jols. Attitude toward a company isopinions, feeling and tendencies of
employee about his or heecent companyMilani 1975) The feelings about things such

as personpbj ect , company, or product are ofte
beliefs (Zikmund 2000) In this regard,Collins (1978) considers budgetary response
attitudeas having wo f acet s; positive oO6functional 6

attitudes.

Knowing the attitudeof employees towardsbudget will help managers to enlighten and
moti vat e e mpdtowardsabedget and HudgetingdAbbougiB90)indicates

that managers should familiagis t hemsel ves wi t-vialue prafites v i du
because attitudes towadifferent aspects of work are moderated by individual variables.

In this regard, Magner, Welker and Campb@l®95) and Milani (1975) found that
participati on i mprseowads alleorggnizationa goals. Alsbeyt | t u d
arguethat a good attitude towards an organization leadseoall enhanced performance.

Milani (1975)and Collins, Seiler and Clandt984) also fournl that participation was
correlated strongly with positiveudgetary attitude.

Individuals uilize budget games which usertain tactics to obtain what they want in

their desired budget(€ollins et al. 1999; Collins et al. 1987here are different types of

budget games in terms of budget attitude to get de&iveldjet. Collins, Almer and
Mendoza(1999, p. 242x t a t eBudgédtaaytEfforirefers to how hard one strives to
achieve their given budget o. I n this dir.
periodds budget ary a mscampare to last budgetdy amamt e x t
0i ncr e me n tGarbutt(3992) indieates@any organizations assume that budgets

will grow each year even though this approach is criticised from scientific management
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that will lead to avoiding scrutiny of all actiles to insure whéter they are necessary or
not. Individuals also might present facts to their superiors to obtain their desired budgets

6economic patterno.

Deviousbehaviouris usuallyundertakerwhen individuals focus on personal objectives
ratherthaabudget 6s obj ect i v ¢605)étatespedple look forptheit t e r n
goals beforanor gani zati ono6s (206glscargue that ghe eactiordf a |
managers towards fairness of their budget is less than their reactions towdailh &ss
ofanor gani zat i on Gduredh indivgigals anight usgevioasbehaviourto

obtain what they want in their budgets and may aalties unwanted new items into
budget as a decoy. Besides, some individuals may use their friendship wisupeziors

to achieve their objectiveddding small new items and asking for small amounts for it in
order to ask for more next {Cellmsetal.sl99% n o wn
Collins, Almer and Mendoz&1999) also founddevious and economitypes of budget

games were not favourable to Latin American respondents compared to American
respondents. They relate these findings to cultural differences and both cultures
predominantly from European cultures. Individualism is positively related to
dydunctional activities like manipulating performand€how et al. 1996) Ther
interesting findingsare that using devious typesf behaviourare likely to have high
budgetary effort¢Collins et al. 1999)

Negative attitude and behavours may occur as aeaction bymanagers due to their
perceptions to achieving unfavourable budgetif they feel that their urstreceiveless

than whatthey needMagner et al. 2006)The general attitude towards a budget is high
when employees have knowledge to communicate in the budgeting process while the
general attitude towarda budget is low when employees do not have knowledge to
communicate in the budgeting proc€¥gu 2005) Collins (1978) found no significant
relationship among tenure, age, and organizational status amshsesattitudes towards

budgeting

Central American managers view budgets as financial restrictions, protect resources and a
source of certainty whiléAmerican managersview budgets as toslof performance
evaluation, financial objectives, and planning. All of these differences are related to
various levels of environmental hulence between Central Ameriaad North America

(Collins et al. 1999; Mendazet al. 1997)Managers have to understand values, attitudes,
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and cultures of employees in order to be able to predict their belhawidich enable
managers to work and manage those individuals across cyRaobBins et al. 2008)Vu

(2005, p. 30)argwest h a't ATherefore, one may see how
setting process would differ between cul i
Mendoz#® s(1999) study show differences between Latin Americarand North
Americars regarding howindividuals strive to achieve their budgeMendoza, Collins

and Holzmanr(1997)found that Central American superiors see budgets as less critical
thanNorth American superiors. In this regard, culture should be considered to recognize
how different peole from different cultures might have different attitudes towdhas

budgetary process.

Tsui (2001, p. 138)concl udes t hat Aln designing ma
managers of multinational corporations should be aware of the extent to which reward
and evaluation systems and decisma ki ng processes reinforce
The attitude of subordinates towards the budget will be determined by the level of sharing
the information(Wu 2005) Wu argues Wen the budget is consideradool of @ntrol,

yardstick of performance, evaluation of penfiance, and incentive of ndi vi dual
accomplishmerst attitudes towards budgst will be high. For examplein Japanese
companies the budget is consideesibrm of documentation more than an influence on
expenses. Besides, Collins, Almer and Mendd29€9)found that the budget in general

is moreimportantto North American respondents thao Latin American respondents.

Wu argues that in \@stern management the budget is used for planning, controlling,
performance evaluation, and cost reduction. In Japanese firms howadwadget is not
considered for performance evaluation and is atgdied to rewards.

An individual 6 s onetulturettauathaheryfer exarape A&kE@AOD)
foundthatNorth Americans have more favourable attitudes toward appeals that focus on
self improvement, self reliance, and the achievement of personal goals retative t
Koreans. The selection attitudes towards colours also differ in different cultufesan
respndents had greater tendency for red wrapping papers than Canadian respondents
(Chattopadhlyaya as cited in Aaker 2000m this regard, Mendoza, Collins and
Holzmann(1997) studiedcultural differences and environmental factors that affect the

attitude tavards budget attitudes and practices. They find Ktwath American managers
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have more positive attitudeswardsbudgets and consider budgets as more important

than their counterparts in Central America.

Mendoza, Collins and Holzman(l997) found North Anericanuse of budgets for
traditional purposes such as performance evaluatioandial objectives and plannitg
greater than their counterpamsCentral Americaespecially in using budget for personal
performance evaluation. They related more toirenmental factors rather than cultural
factors. Thexx onc | ude t h apercaptoomsafgusing buddets as a performance

directing tool and as goalsetting are culturally sensitive.

Lower-level managers usually wario manipulate or distorinformation for budget
preparation. This behaviour is consideredysfunctional for planning and manager
evaluation. If this is the case, senior managers must strive to eliminate and discourage

thesebehavir s O6budgeti n¢Bagl@88e s manshi po

2.13 Long orShortterm Budgets

Garbutt(1992, p. 11prguesthatshot er m budget s A noyeanpeliddy ap|
but the budget period is divided into shorter intervals for control purposes, so that action

can be taken i f actual results diverge fr

Planning for the future is different from culture to culturehigh uncertainty avoidance
societies members are discouraged from-taging (Mendonca et al. 1996)n such
societies ambiguity and unknown circumstances are not easy toleratduaratled
(Hofstede et al. 2005)n this regard Zaharn@ 995)foundthat AnglaAmerican culture

is future oriented They engage in planning and formulating time charts while i&rab
culture is more likely to be past oriented as every action in the fualictated by

A | nlslhatGod willing. In suchsocietiesnanagers, ambiguity and unknown situation
are easilyhandled and toleratefHofstede et al. 2005)n stronguncertaintyavoidance
societies, managers tend to utilise ldagn budgets to redu@nxietyand stress frorthe
future while on weakuncertaintyavoidancesocietiesmanagers engage in shtetm

budgets to reduce immediaaxietyand stresgUeno et al. 1992)
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2.14 Flexible and Fixed Budgeting

Usually every yearmanagement acoating departrant estimatesmanufacturing
overhead budget costs as a part of the budgeting prficasgfield Smith et al. 2009)

The master budget is known astatic or fixed budget lsause it is prepared on the basis

of only one level of atvity which usually diffes from the actual level. Flexible or
variable budgets are prepared to show costs and revenues for more than one activity
levels Revenue and cost behaviour caused by changes in activity should be the
determined and incorporated @nflexible budget. Aflexible budget might be seen as
AGi ve me any activity | evel you choose,
par t i c u(Edmondg etal 2006 Horngren et al. 2005, p..341)

Garrison, Noreen and Brewg006, p. 492statet h at A Wh e budget isfuse@ir i b | €
performance evaluation, actual costs are compared to what the costs should have been for
the actual level of activity during the period rather than to the budgeted costs from the
ori gi nalYeebal d.g20a8)find that high power ditance, high uncertainty
avoidance, and low individhlity are consistent with aemphasis o master budget over

a flexible budget.In their study they alsdound that a flexible budget is not used

formally.
Gap in the Literature

The evidence fnm the literature shows thalifferences between countries in terms of
accounting systems and management practices including budgets and budgeting process

areattributed to cultural differences.

After areview of the literaturegit seemsyery little reseach has focused on crossultural

studiesof Arab and North Africacountries(Parnell et al. 1999)There is also a dearth of
research addressing the impact of social culture on management practice and budgeting
process and compari mg e We <to@nglo-Aneeacan and e 06 d
nonWestern cultur e ,dNortb Xxfich io generalgandd.ibyamcontexte s 6

in particular.

The literature points out that theig a little literature focus on the effects of societal
culture on budgetsnal budgeting process in the oil industry despite its tremendous
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importance in both developed and developing countiriethis context, the philosophy of
cultural influence on budgets and budgeting processes is extensively discussed in
manufacturing andervices industries but rarely discussed in the reality of business that is
as culturally diverse as the oil and gas industry in emerging nations such as Libyan
context Despite the fact thathe oil industry operate internationally and fasethe
dilemmaof a diverse workforcet has not been studied to the same extent. The impact of
cultural differences on budgeting has been examined in many developed countries and
many of these studies habeenrestricted tothe manufacturingand service industries

(Lau et al. 1998; Sauers et al. 20@¥en though, the subject of cultural diversity is most
relevant for multinational corporations which have many subsidiaries across the world.
The numbes of multicultural workforce employees in companies that operatbeioil
industry increase the number of senders and receivers which require precise and concise
information and special techniques to convey information accur@tédyjermars et al.

2008)

It seems there are no studies that have directly and sufficientgtigated how societal
culture affects voice and explanation in the budgeting process. Therefigrestutthy
differs from previous studies because dnsiders how the two cultures differ budgets
and budgeting procesm cultural dimensions. This study investigates if there are any
differences between Angldmerican and Libyan cultures in terms of voice and

explanation in their budgeting process

Previous studies on how societal culture afféitesbudgeting process ually focuseson
two or three aspects of budgets and budgeting presedswever, this study
encompasses many aspectshaf budgeting process ithe different contextof Libyan

which ha not been studied previously
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Chapter 3 Research Design and Methodology

The review of the related literaturetime previous chapter provided the concept of culture
and the cultural differences in behaviours and management pra@lagstertwo also
emphasized that cultural difference affect budgetsthethudgeting procesd his study
aims to examine budgets arlde budgeting process in Libyan and Anghmnerican
companies opating in the Libyan oil sectoil.o identify how and to what extent@etal
culture dimensions affedhe budgeting process and also howacle societal cultural
dimensionaffects each aspedf budgets and budgeting process. This chapter outlines the
research design and reseancbthodologies adopted systematicallycolled and analyse
appropriate data to address the research question

Research Design

3.1.1 Research Questions

The literaturepoints out that cultural differencexist between management practices in
different cultures generally and between devetbyyestern alture and developing nen
Western cultures in particular. The aim of this study is to examine how societal culture
affects budgetsral budgeting process comparib@yan culture and Angl#®merican

culture. In order to achieve this aim the followirggearch question and research issues
are addressed:

AHow and to what extent do societal cul t
process in Libyanand Anglhmer i can companies operating
Research issue:How does each stetal cultural dimension affect certain aspectshaf

budgeting process?

Research issue:2To what extent are Libyan and Anglanerican employees aware of

the potential influencef societalcultureon the budgeting proce®s
3.1.2 Conceptual Model

Hofstel e 6 s Four Soci et al Cul tur al Di mensi ons:
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This study used Hofstededs (2001) model i
study. The justification of using Hofste
2.2.2). The four societal cultural dimngans (power distance, uncertainty avoidance,
individualism vs. collectivism, and masculinity vs. femininity) were used to identify the

effects of each dimension on each aspect of budgeting process (figure 3.1).

Cultural background
of Individual
!
Societal cultural v
dimensions

» Budgeting process

Figure 3:1: Conceptual model.

3.1.3 Research Hypotheses (research issue 1)

Research isgione wasaddressedyy elevenhypotheses. These were tested to examine
the conceptual model and how societal cultural dimensions influence certain aspects of
the budgeting process in Libyan and Angdonerican companies operating in the Libyan

oil sectoroutlined as followed:
Hofstede & Hofsted¢€2005, p. 46Qefine power distance (P@sfit he ext ent t o whi ch
powerful members of institutions and organizations within a country expect and accept that
power is distributed unequally. Institutions aree basic elements of society, such as the
family, the school, and the community,; organi ze
Accor di ng t odel20Glsas ead bebseen fromn Tablehapter two Arab
countries are classified as high in PD.isTmeans that participation between managers
and employees will be expected to be less in such societies. Bwdlfyéte imposed on
empl oyees from top | evels witho(Bjerkeetale ki ng
1993; Chong et al. 2002; Douglesal. 2005; Harrison 1992; Hofstede 1968; Hofstede et
al. 2005; Lau et al. 2000; Lau et al. 1998; Milani 1975; O'Connor 1995; Shields et al.
1998; Tsui 2001; Ueno et al. 1992)n the other handinglo-Americancountries are
classified as low in PD. Thime ans t hat managers seek thei
in the budgeting process and give them the opportunity to express their ideas and
thoughts As well managerswill give their employees morexplangions aboutthe
differences in budget Voice andexplanation may be different between Libyan and
Anglo-AmericancompaniegAli 1993; Harrison et al. 1994; Hofstede 2001; Libby 1999;
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Magner et al. 2006; Magner et al. 1995; Miroshnik 2002e et al. 2008 To identify if
there aredifferences between Lylan andAnglo-American companieshypothesesl, 2

and 3(Figure 3.2) were tested

H1: Participation of employees in the preparation of budgelisbe higher in
Anglo-American companies than in Libyan companies.
H2: Employees in Angidmerican companies arexpected to have more voice
(say) in the budgeting process than employees in Libyan companies
H3: Employees in Angldmerican companies are expected to gain more
explanatiors about changes in their budgets in the budgeting process than

those in Libyan ampanies
4 N

. Participation

Power distance =

> Voice and explanation

- J

Figure 3:2: part of conceptual modetpredicted effect of power distance on budgeting process

Hofstede & Hofsted€2005, p. 167)efine uncertainty avoidance ;) fit htto ex t e
which the members of a culture feel t hre

Uncertainty and anxiety are when yaxe worried or afraid from sortieng unknown.

Arab countries are classified as strong in UA wher&aglo-American countries are
classified weak in UATablel) chapter two. In societies where UA is strong members of
organizations will be afraid of the unknown circumstances and ambiguous situations so
they will gather a lot of information and make lots of rules to decrease anxigty an
concern about the unforseen futytéarrison et al. 1994; Hofstede 2001; Ueno et al.
1992; Van der Stede 200@Qongterm planning will be used in strong UA societies; also
long-term budget will be favoured. In societies whet#A is weak, members of tee
societies will be less anxious and worried about the unkn@famrison et al. 1994;
Hofstede 2001; Ueno et al. 1992; Van der Stede 208Byrtterm planning will be
favouredin weak UA societies and managers will use a rolling budget and flexible
budgé. Using roling budgets to improve performance allomanagers to evaluate their
subordirates during short periods tine when variances occur to avoid such variances

early and try to solve promptly any deviations arising in the previous p@maglas &
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al. 2005; Harrison et al. 1994; Hofstede 2001; Ueno et al. 18&k in a budget is

related toUA. In societies where UA is higimanagers will create slack in a budget to

reduce the unknown future by having some extra resources. To examine thecentbfie

uncertainty avoidance on budgeting proesss both Libyan andAnglo-American

companies hypothesds5, and gfigure3.3) were tested:
H4: Anglo-American companies prepare lotgrm budgets to a lesser extent

than Libyan.

H5: Anglo-American companies adopt flexible budgeting practices to a larger

extent than Libyan companies.

H6: AngloAmerican companies use rolling budgets to a larger extent than

Libyan companies

p
-7 Long-short term budget
Uncertainty avoidance == 55:_:::: _______ > Fixed or flexible budget
T Bt Use of rolling budget
.

Figure 3:3: part of conceptual modelpredicted effect of AU on budgeting process

Hofstede & Hofsted€2005, p. 76)lefine individualismaCollectivism (IC)as

Individualismpertains to societies in which the ties between individuals are loose: everyone is
expected to look after himself or herself and his or her immediate family. Collectivism as its

opposite pertains to societies in which throughout people from birth onwendtegrated into

strong, cohesive igr ou p s , which throughout peopl eds

exchange for unquestioning loyalty

i fe

In individualist societies managers will care about themselves and they will look for

personal benefits andytto enhance their performanadich leads them to create slack in

budges so they can achieve budgegg®als and obtain rewards based on that achievement
(Aycan 2000; Douglas et al. 2007; Douglas et al. 2005; Hofstede 2001; Miroshnik 2002;

Staley et al.2007; Ueno et al. 1992)Individual Protestant work ethic and high

achievement inAnglo-American societies arebass of individualism (Ali 1993).

Managers in collectivist societies are greaented(Miroshnik 2002) Therefore they

will not be encouragedo create slack in budgebecause managers will hobtain

rewards from achievingpudget target Achievingbudget 6 s goal
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achi evemen (Magner et alt 2006;t Thue2001;nUeno etiad u a |
be foll

performancein individualistic societies. While in collectivist societies @ages will not

groupos
1992) Variances willa | s o owed and reports wi
be related tandividuals but to the group so there will be less attention to variances
(Harrison et al. 1994; Merchant 1981; Ueno et al. 198B)potheses/, 8, and9 were
tested tadentify differences between Libyan amdglo-Americancompanies operating
in the Libyan oil sector in terms of individualism vs. collectivigagure 3.4).
H7: Creation of budget slack is larger in Anghamerican companies than in
Libyan companies.
H8: Performance rewards are more often based on meeting budgets rather than
on a companyaos

aAmnericaa kcompaniesfthantin i n Angl o

Libyan companies.

H9: Budget vaances will be used more to evaluate performance of managers

and employees by Anghkmerican companies than by Libyan companies

-

> Budgetary slack creation

Individualism vs. -

\_

collectivism

Rewards based on budget
(Basis of rewards)

Follow up ofvariances

)

Figure 3:4: part of conceptual modetpredicted effect of IC on budgeting processes
Hofstede & Hofstedé2005, p. 117§efine masculinity versus femininity (Mips

Men are supposed to be more concerned with achievements outside thie thontiag and
fighting in traditional societies, the same but translated into economic terms in modern
societies. Men, in short, are sysed to be assertive, competitive, and tough. Women are
supposed to be more concerned with taking care of the home, of the children, and of people in
general fo take the tender role.

Masculine cultures have sepatgtelef i ned mendés andcontrasmern o s

feminine cultures men and women are regarded as equal and quality of life and

environment are appreciated more than money.

Femini st societiesd6 members of organi sat.

and modesty as importamgualy for women and men. In these societies budgets will be

considered as important tools to improve performance and contribute to a more efficient
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working environmen{Bjerke et al. 1993; Chang 2003; Douglas et al. 2005; Harrison et
al. 1994; Hofstede 200X ofstede et al. @5; Miroshnik 2002; Yeet al. 2008) In
masculine societies, members like challenges and assertiveness. Therefore a budget will
be expected tde a control mechanism to cut cost within the context of continuous
improvement. Unfavourableariances will lead to prompt and severe action. Related to
the fourth dimension of masculinity and femininityypothesed0 and 11(Figure 3.5)
weretested:

H10: AngloAmerican companies take prompter and more decisive action in

regards to unfavourableaviances than Libyan companies
H11: AngloAmerican employees have more positive attitude towards budgets

and budgeting process than Libyan employees

4 I
Budget as improvement tool or
Masculinityvs. __ ___-----""77 ” control mechanism
femininity TS~
~~~~~ > Attitude toward$udge
o J

Figure 3:5: part of conceptual modelpredicted effect of MF on budgeting processes

Figure 3.6 displays the conceptual moftelthe study. This explains the impact of each

societal cultural dimensioon budgets and budgeting pro@sss
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Cultural background of Individuals / )
Budgeting pr

Participation

g . 4

Societal cultural Sl Voice and explanation
dimensions I P —y
Power distance /’,’g - > Long-short term budget
1--7 » Fixed or flexible budget
Uncertainty av0|dance‘,=/::—_'_ ________ > Useof rolling budget
A 4 >
o ] > Budgetary slack creation
Individualismvs. _ ___-------""
collectivism NIt N Rewards based on budget or
— Tsel company6s p
SO 7
M?SCL_'“WW VS, [ Toa Follow up of variances
emininity AN —
\\\\‘\A Budget as improvement too or
S~ control mechanism
Al

Attitude towards budget

A

Figure 3:6: Conceptual model

3.1.4 Research Proposition (research issue 2)

To answer the second reseaissgue the following proposition was examined:
Libyan and AngleAmerican employees are aware of the potential influence of cultural
differences in their management practice when dealing with each other in the budgeting

process.
Research Methodology
3.2.1 Stategy of Inquiry

Mixed Methodapproach and triangulation strategy

Truth is absolute but our understanding of it is relative. In this sense, beliefstdou
nature of reality and seekirighowledge and epistemology have different philosophical
foundationsfor different researchers in terms of designing their questions and how they
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areanswering these questiofddorgan 2007) In the last few decades the dispute between
gualitative and quartative methods purists has become divisive and inharmanides
accommodation between the two methods was viewed as impossible so much so that they
felt the extent to which academics feel that they must pledge allegiance to one discipline
of thought or tahe other in the world of research or academia. Because of both purists of
these two approaches consi der their par .
implicitly if not explicitly, (Crestvedl Y1994 d v 0 C
Johnson etla2004, p. 14)

Quantitative purists follow a (post)positivist philosophy approach in building their
epistemology considering social observations that can be treated as entities in a similar
way that physical scientists treat physical observable fddis. proponents of this
approach use statisti@l and mathematical procedureas predicting, controlling,
describing, exploring, and explaining social observati@@ewuegbuzie et al. 2005)
Quantitative purists also claim that generalization is possibledasttable thus biases
and emotions must bdirainated and detached froobjects ofa study. Objectivity and
deductive styls are themajor focus ofpurists, even in their writing styden describing

and establishing social lanispersonal passive voigcaust be followed from researchers
and technical terminology must be ug&teswell 1994; Johnson et al. 2004; King et al.
2010)

On the other hand, qualitative purisiseconstructivism and interpretivism approasin
building their epistemology from gsiying social observations and they reject positivism
and the use of traditional scientific meth@nwuegbuzie et al. 2005 onstructivism,
humanism, postmodernism, relativism, and hermeneuticsthav&uperiority in research
regarding this approach. Theurists of a qualitative approach consider the entire
differentiation between causes and effects and generalizations are impossible and
undesirable because the only source of reality $aibjective knower. Contrary to the
purists of quantitative methodhe purists of qualitative method are characterized by,
writing in detail, inductive style, directly, somewhat informally, and thick description
(Creswell 1994; Johnson et al. 2004; Onwuegbuzie et al. 2005)

Despite the fact that both quantitative and da@be paradigms vary in many waybkey
both havemerits and shortcomings. Both paradigms however address research questions

by using empirical observations and diagnostic techniques to verify data and to find
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meaning regarding understanding social pinegiea. They have more similarities than
differences and are also complementahys itis time for both paradigms and mixed
approach to coexigCreswell 1994; Denscombe 2008; Forza 2002; Johnson et al. 2004,
Neuman 2006; Onwuegbuzie et al. 2008)thisregard, Creswell2009, p. 3jargues that

both paradigms fAshould not be viewed as
represent di fferent e nds sazial inguiryjcixapose on u U Mo
combine quantitative Otraditional survey¢
paradigms whicladdress questionsranswered by using only one technique or approach

in the study(Johnson et al. 2007; Leech et al. 200%9)is method engages batkduction

and induction, col | @&organ20@7inyhe pussuitofkrbwleédgeb d u c
and the discovery of truth. This appr oac
philosophical logic in discovering epistemological implications. This camed creative

and expansive form of research which leads to a strength of the research comparable to
both approaches independeniGreswell 2009; Denscombe 2008; Greene 2008; Johnson

et al. 2004; Johnson et al. 2007; Mo#is et al. 2006; Onwuegbuzed al. 2005)

Mixed method research is an attempt to bridge the separation between both approaches
whichis considered to be a valuable research strategy, providing richeardhtmreater
understanding of the research probl@nreswell 2009; Johnson &t 2004; Johnson et al.

2007; MorarEllis et al. 2006; Onwuegbuzie et al. 2005; Thurmond 208Buman
(2006, p. 1495t at es that o6it is better to | ook a
at it i n oltncbuy beoamgeed thanixedl mehod research provides a more
holistic perspective and more adequate explanations of the phenomenon under
investigation. Mixing quantitative and qualitative methad®ws for triangulation of
findings (Neuman 2006; Thurmond 200&hich can overcome a numbof the validity

and reliability problems commonly associated with social research and reduce the
potential of biagForza 2002; Greene 2006; Johnson et al. 2007; Mglianet al. 2006;
Thurmond 2001)

An important issue withtriangulation of findingsis how and when the integration
between quantitative and qualitative methods occurs. Mixing the two methods could be
taking place either simultaneously or sequentidiyorities of one approach could be
emphasized more than the other method (fully mwesgus partially mixed methods) and

the timing of mixing the two methods may occur at different sta@@seswell 2009;
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Leech et al. 2009)Creswell (2009) divides mixed method studies into six major
strategies, based on four factors: mixing, weight, timamgl theorizing. The six strategies
are 1) sequential explanatory strategy; 2) sequential exploratory strategy; 3) sequential
transformative strategy; 4) concurrent triangulation strategy; 5) concurrent embedded

strategy; 6) concurrent transformative &gy .

This study adopted concurrent triangulation strategy, fully mixed concurrent equal status
design this involved conducting the research with mixed quantitative and qualitative
approach in equal emphasis of both approaches happening in one phasetatfiyhe
Integration in this method often takes place during discussion or interpré@teswell

2009; Happ 2009)Creswell(2009, p. 213pargues that most researchers are famaisn

this mixed method becauseniell-validated and substantiatisdings.

This isa crosssectional study at one point of time and both quantitative and qualitative
approaches were used. Quantitative datquestionnaire survewas collected to answer
research issue one. Qualitative ddteterviewg was also collected t@onfirm and
triangulatefindings from analysis ofquantitative data and also to answesearch issue
two. The purpose of using both methods in this study is an attempt to strengthen and
offset nonoverlapping weaknesses of one method by the strengtle ajther method
(Creswell 2009; Happ 2009; Onwuegbuzie et al. 2005; Thurmond .2BQiher, as an
endeavour for triangulatiois for seekingobjectivity, enhancing the reliability, avoiding
subjectivity, and also expands the understanding of the impamiltofe on budgeting
processAs a result gain greater confidence to arrive at valid conclugaresne 2006;
Johnson et al. 2007; Mordtilis et al. 2006)

3.2.2 Data Collection

Quantitative Data

Survey Design:

A questionnaire survey sonsidered asuitable andhe most common method for data
collection in crossectional studieshen the sample target is too laigeorder tomake
generalizatioa to the rest ofa population(Creswell 2009; Leedy et al. 2005; Zikmund
2000) The questionnaire in thistudy was designed to solicit information frqgraople
who are working in Libya and Angldmerican companies about their budgets and

budgeting proceses The information solicited from these questions was used for
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comparisonsbetween the two dwres in or@r to identify differences between both
cultures in term of budgets and budgeting proeg§sarticipation, voice, explanation,
using long or short term budget, using flexible or fixed budget, use of rolling budget,
slack of budget, based of rewards, eatduperformance by variances, action towards
budget variances, attitude towards budget) and how cultural dimensions affect budgets

and budgeting processes.

Table 3.1: Sources of questions

N Items To measure Adapted from
(Harrison et al. 1994: LeadbA3pez et al. 2007; Magner ¢
1 1to9 Participation al. 1995; Maiga et al. 2007; Milani 1975; O'Connor 19

Tsui 2001; Wentzel 2002; Wu 2005)

Adapted with change&lammer 1997; LeachA3pez et

2 1to5 Voice al. 2007; Magner et al. 1995; O'Connor 1995; Tsui 2(
Wu 2005)
Adapted with change&lammer 1997; LeachA3pez et
3 1to5 Explanation al. 2007; Magner et al. 1995; O'Connor 1995; Staley €

2007; Tsui 2001)

Using flexible or fixed | New items for this study

4 lto4
budget
5 1t06 Creating slack in budget| (Maiga et al. 2007; Onsi 1973; Staley et al. 2007)
6 1to5 Basesf rewards (Magner et al. 1995; O'Connor 1995; Onsi 1973; Wu 2(
7 1t08 Evaluating performance (Douglas et al2007; Harrison et al. 1994; Magner et
by variances 1995; Merchant 1981; Otley 1978)

Action towards budget (Douglas et al. 2007; Dunk 1993; Harrison et al. 19

8 1t08 Magner et al. 1995; Merchant 1981; O'Connor 1995;

variances 2005)

(Collins et al. 1999; Dunk 1993; Harrison et al. 19

9 1to 13 Attitude towards budget Magner et al. 1995 Wu 2005)

10 | 1to1to 3| Using of rolling budget | New items for this study

11 1to 12 Demographic information From the above authors

Budgets and budgeting processre meaured by asking both responddnbyan and
Anglo-American workers to assess their extent of agreement or disagreement with the
items in the closendedquestionnaires. Their agreememtdisagreenentwas measured
througha 5-point numerical Likertype scale in order to make it easier forespondent

to answer In instruments measuring attitudes, beliefs, and opiradrilsert scale is often
utilized because of its usefulne@3eVellis 2003) All scalesrangefrom 1= strongly
disagreeto 5= stronglyagree. This ighe easiest scale to construct and generally chosen
by individuals although it is difficult to judge the meaningsaafingle scorgZikmund
2000) Increasing the response alternatit@snore than Epoint scale does not enhance
validity or reliability. However, it might decreagbe validity of respomsesif respondents
camot distinguish between subtle alternati€ark et al. 1995)The questionnaire was
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dividedinto 11 sections eaclesion measuringne construc{see Bble3.1, and copy of

the questionnairmto English and Arabit AppendixA and B.

Addressing validity ad reliability of the instrumenbecome axiomatically of paramount
importance in researchésoncerns(Clark et al. 1995) The survey started with clear
instructions explainingo respondents howo completethe questionnair¢hus avoiding
ambiguous words and expressions. The questi@nsput together irasimple way clear,
direct, and ambiguity avoided orde to motivate and facilitate the task of respondents to
increase response rafeorza 2002; Leedy et al. 2005; Zikmund 2000he essential
information of the study was included first starting with easiest construct, i.e.,
participation the items have beersed many times in prior studieBemographic
information wasincluded atthe end of the questionnaire in order to obtain the essential
information first. In order to enhance the response rate and reliability the questionnaire
was designedtb fit in five pages including the cover pagehich is consideredo benot

too short or too long considering the tirfa resporse (DeVellis 2003; Frazer et al.
2000) The addressand phone numberof the researchemwere attached to the
guestionnaires for any inquirem explanations and many respondents inquired about

some items in the questinaires such as rolling buddeeedy et al. 2005)

The questionnaire was created in English then was translatetthéoabic language by

the researcher first and then was given to professional translation agency to translate it
into Arabic as well. Comparison between
translation was made to ensure that there was no misirterpnein the translation of the
guestionnaire. Another stepas takerto ensure that the translation was accurate and the
items convegd thesame information to the participants in the Arabic version. Three
guestionnaires were given to three lectusdthie Academy High tadies in Libya. They

are exped in management accounting and also they speak both Arabic and English
languags. Comments were discussed with them and minor changes were incorporated in

final copy of the Arabic questionnaire.

The quesbtnnaires were conducted in boEnglish and Arabic languageFor Libyan
companies most workesgpeakArabic thus the Arabic copies were distributed to them.
Whereas in AngleAmerican companies English copies were given to participants who
are nativeEnglish speakes and both Arabic and English copies were given to workers
who spealbothEnglish and Arabibut are not nomative English speakers.
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Pre-testing of | nstruments:

Data collection instruments in thisesearchwere pretested before data collection
commencedlt is suggested thatelore the distributiof thequestionnaireto the chosen
samplecolleagues, expertwho work in industry, and target respondents should see the
guestionnaire for preesting to insure that the questions and the questimobtain its
objectives, its items are understandable, and to find valuable fee@Bada 2002;
Frazer et al. 2000; Leedy et al. 2005his will ensure accuracy of questi®nontent and
enhance facealidity (Frazer et al. 2000; Zikmund 2000Questbnnaires were
distributed toresearchers at theniyersity and expest in research methodologi¢s
solicit their advice and feedbackdvice and feedback from some expertise in the field of
culture and budget research wexso gathered (ProfessdBeert Hfstede; Associate
ProfessorNe a |l e O duadieersity oof Hong Kong; ProfessoNace Magner,
Department of Accounting, Western Kentucky University; and Dr Ruud Weijermars,
Delft University of Technology)(Table3.2).

Table 3.2: The types of the expertise for pretest the questionnaire

Feature Kind of expertise To solicit

Feedback, wording,
and adviceselated to
guestionnaire design

Researchers and| Academics and PhD researchers at University of Southg
Academics Queensland

- Professor Geert Hofstede.
-Neal e O6Connor, Associ at
Expertise in Hong Kong.
culture and budget - Nace MagnerProfessor at Department of Accounting,
Western Kentucky University.
- Dr Ruud Weijermard)elft University of Technology.

Feedback, wording an
contents of the
constructs

Potentlall .| 5 Libyan and 5 AngleAmerican potential workers in the The questions are
respondents in oil understandable and

industry Libyan oil sector time is acceptable

The questionnaire was also distributed to one Libyan and one Amgéwican company

to ensure that the questionnaire is understandable and to familiarise the researcher with
the budget process used in the oil indusand to test questionnaire before final
distribution. Then five questionnaires were distributed to Libyan companies\entbfi
Anglo-American companiesQuestionnaires were collected from respondents and few
comments were obtained and were considered in the final distribution to the quéstionna
(Table 3.2). This was to enhance validity of the instruments by ensuring that these
measures measure what the researishietending to measur@Keats 2000; Leedy et al.

2005)
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Population and Sample Frame:

The target population for this study is Libyan and Arglaerican (USA, Canada, UK,

and Australia) companies operating in the Libyan oil sector. Names and contact details of
these companies were obtained from National Oil Cooperation Libyan (NOCL). NOCL
provided the researcher with its endorsement to conduct the researchleitel of
support was received to ealdtal and AngleAmerican company working in the Libyan

oil sector. All Libyan and AnglAmerican companies operating in the Libyan oil sector
were included expect two Libyan companies and #aylo-American companies which

declined to participate.

The targeted respondentscluded accountants in budget sections and managers of
finance departments. Neactcountantswere also surveyed including magers from
production, sales, purchasing, human resources, training, drill and workover (operation),

personnel, exploration and marketing.

Five-hundred survey questionnaire@eresent to both Libyan (320) and Anghlkmerican
(180) managers and employeedlidierent levels to solicit information from participants
who have direct experience in the budgeting procese.hundred and fifty surveysere
returned with228 useableThis isabout 71%from Libyan companiesOne hundred and
twenty two aestionnaireswvere returned withl15 usablewhich is about 63% from

Anglo-American companiefable 33).

Table 3.3: Questionnaires distributed and received

Questionnaires Libyan Percentage  Anglo Percentage Total Percentagsg
American
Distributed 320 100 % 180 100 % 500 100 %
Received 250 78.1 % 122 67.8 % 372 74.4 %
Usable 228 71.2 % 115 63.9 % 343 68.6 %

The number of questionnaires distributed to Libyan companies was higher than Anglo
American companies because of the higher number of workers in Libyan companies.
Anglo-American companies have lower numbers of workers bethegstarted working

in the Libyan oil sector about 5 yeamga The larger the samples are the larger the
researcher obtains robust results from statistical andlysesly et al. 2005)The process

of conducting the survey took around five montrem Marchto July 2009 (It was
difficult to get responses from Anglsmerican companies and some Libyan companies
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Qualitative Data

Interviews Design:

Interviews are considered to lbevaluable toolto explorei n some depth re
experiencewhich supportesponses questionnaire¢Drever 1995; Keats 2000] hese
interviews were conducted in order to gain a deeper understanding of the quantitative data
gatheredWendy 2002) Semistructured interviews lie between unstructured ineswgi

and structured intgiews They can provide rich factual informationo help in
understanding the research problemspexially when questions relate o humano:
behaviours, attitudes, thinking, and feelingfsey can also helgprobe clarification and

i nsight of ([rever f99% Bove etvab PO0S] Leedy et al. 20@®spite the

fact that semstructured interviews are costtp administerand time consuminghey

yield high quality of data collectefove et al. 2005)The questionsusedwerea mixture
between open ahclosedended questions. Opa&mded questions are commonly used and
they arevaluable and beneficial for interviewers to gain more unanticipated information
about the research problef@rever 1995; Zikmund 2000)The necessary efforts were
taken to ensurthat the interaction between both interviewer and inters@wook place

(Hove et al. 2005)Semistructured interviews were audiapedto help the process of
transcription and also give freedom to both interviewees and interviewer to ask and
answer ina friendly way that the researcher ensure that respondents were feeling
comfortable instead of engaging in writing while the interviewastalking (Hove et al.

2005; Keats 2000Questions were formatted to avoid bias by avoiding leading questions
Also these questionswvere asked in different ways to ensure the questions are
understandable to avoid ambiguitprever 1995; Keats 2000)nterviewees were self
selected by indicating their interest in being interviewed, as part of the survey process.
Managers(from CEO to heads of departments including accountants in accounting and
budget sections) were interviewed. In this study acace interviews were conducted

with managers, deputy managers, and managers of departments of finance, marketing,
production purchasing, and human resources as well as with accountants who are more
involved in budget preparation and usually are members of budget committeesoii@irty
interviews were conducted: 21 from Libyan, 10 from Argloerican companies.

Creating a goodapport by breaking the ice with respondents helped the researcher to ask
the questions im way that the respondents felt confident and they spoke frankly giving
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information neede@rever 1995; Keats 2000Questions were asked in the way to avoid
anxigy in order to elicit proper and direct answers. In relatiorconfidentiality the
researcher promised and ensured anonymity and confidentially of their .names
Information will be used just for the research project and will remain between the
interviewee and interviewer(Drever 1995; Keats 2000; Kvale et al. 2Q0Blpve and
Anda (2005) argue that the quality of data collected by ssmictured interviews
depends on how the researcher conducted the interviews. The place and ame of
interview was chosemy the interviewed¢o makehim comfortable andensure they had
enough timegLeedy et al. 2005)Time of interviews ranged between 30 to 45 minutes.
The consent formsvere given tointerviewees at the beginningAppendix Q and
obtained their consent to paipate askig for their orally consent to audiaped the
interview as well. All interviews were conducted by the researcher in order to obtain
consistency in asking questions, gain similar informatimg enhance reliability of

interviews(Keats 2000)

Interviews were conducted in the English language with workers who speak English and
in Arabic language with workers who speak Arabic. The researcher considered the

cultural differees when translating questions iiaterviews(Keats 2000)

Data Analysis

3.3.1 Quantitative Data Analysis

Quantitative data gathered by questionnarees checked for missing datautliersand

extreme valueand normality | nt er nal consistency (Cronb
order to assess thexalesquality (reliability) of all constructs and measui@&seVellis

2003; Hair et al. 2006)The primary purposef factor analysis is to reduce and
summarise data before the process of anali@seph et al. 1987)t used here to
decrease the number of \alrles to a lesser number of factors to decide which clusters of

items comprise unidirectional sdébr analysis purposes.

Factor analysis ia statistical techniqueidely used in social sciences research in order to
reducethe number of items in an effoto enhanceand detect hidden structures and to
enhance interpretability in the ddtdair et al. 2006; Treiblmaier et al. 2010abachnick

and Fidell(2007) consider the appropriate sample size for conducting factor analysis is
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300 casedut more than B0 cags should be sufficient. Mosésearchers use principal
components analysis and mamgsearchersconsider common factor analysis the
appropriate procedure although choosing the appropratbodis not obviougVelicer

et al. 1990) Field (2009, p638)ar g u e s t -btaidticiafistthe diffecemce between a
principle component and a factor @@§ be
also argue that common factamalysis and component analyaisive at similar results

most empirich research. Thids true for many situations and they are very similar
(Gorsuch 1990; McArdle 1990Principal components atysis is largely preferred for
data reductioriDeVellis 2003; Hair et al. 2006However, principal components analysis
(PCA) is anappropriate technique when the purpose is empirical summargath set

in other wordsa researcher wants to redutee number of items to fewer ca more
manageable sizef factors that represesithe constructvith fewer variables. By contrast,
common f ac tpdmary abjeetiVeyisstd @disgdover constructs represented in the
original variablegHair et al. 2006; Tabachnick et al. 200k) A di f fs]detvecant | at ¢
variance attributable to common factors and variance caused by unique ofactors
(Treiblmaier et al. 2010, p. 199)

Conway and Huffcutt(as cited in Treiblmaier et al. 2010, p. 199t at e t hat
researcherds purpose iIis to understand the
usually be the case), then the use of amom factor model such as principal axis or
maximum likelihood factoring represent a highu al i t y d e c i(1990pando . Gc
McArdle (1990) also argue that common factor analysis is robust and bsilimore

reliable and accuratend because it recognizégereareerrorsin variablesit should be

applied. Common factor analysis takes the shared variability focusof the analysis

usedin this study is to identify the underlying factor structure of a set of vasalle

latent constructs.

The criteriaadopted for this study as related to the parameters of conducting, selecting
and resolving the factor analysis were derived from varfdishedreferences. The

criteria are summarised Table3.4.
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Table 3.4: Criteria used for factor analysis

Cronbachdos Al > .7
KMO Greater tha®.7
Bartlettds t Value of Sig. should be less th&b
% total variance explained 50% overlapping variance
Standardised Regression Weights Above.65
The percentage oho-redundant Less tharb0%
residuals
Eigenvalue Greater tharl

Source: (Field 2009; Hair et al. 2006; Tabachnick et al. 2007)

These include the KMO statistic measure of sampling adeguiicyalues between 0.7

and 0.8being good, values between 0.8 and .09 great, and values aboes fuperb

(Field 2009) Bartl ett ds tseadrelatiood wittsnp ¢oeetaiion matrixk t e s
(Hair et al. 2006)and should be significant (p < .05) whidatkentifies that there are
relationships betweewmariables and thus factor analysis is approprigield 2009) The
percentage of nocedundant residuals with absolute valee 0.05 should be less than

50%, the smalletthe better.Loadings in excess .63 with overlapping varia(@o are

very good. Loadings in exces$0.71 and 50% overlapping variance are excellent while
loadingsof 0.55 and 30% are goofHair et al. 2006) Reliability is tested by using

Cr onb ac h 6 smosirespanchers ase@which is considered goodn some cass
Cronbachdés Al pha 0. 6 anKerlirperétala2008) consi der

With the large number of data and the purpose of determining the differences or the
relatiors between variables it becomeslispensable using the powerful tool of statatic
techniques to summarise the data and to interpret interrelationships and significants
underlying variables ira particular set of datéDavid 2002; Leedy et al. 2005 hese
statistic tools provide researchers with trends, patterns, and meanings afsohafa
indicators instead of using the whole set of data which enable researchers to inference
results from entire set of data. In this direction, the problem is which appropriate
technique should be used for each certain research question. The statisisctiiat are
appropriate for this research question might betappropriate for other research

guestiors and vice verséDavid 2002)
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T-testis usedto test hypotheses because each hypothesis involves testing differences in
one construct between tvgnoups (AngleAmerican and Libyan companies) to determine

if significant differences exist between the two groups according to cultural dimensions.

In this study the main purpose is to identify the differences between Libyan and Anglo
American companies garding budgets and budgeting process. To test the hypothesis to
determine the differences between two populations ispratlematic becausetést is
appropriate technique that often used by research when they comparing between two
populations(Pavkov etal. 2000; StatSoft 2010)-test is a very versatile parametric
statistic test and it is more powerful when the assumption of normality is met. One of the
uses of {testis that to test whether theredsi f f er ence bet wefield t wo
2009)

In the same context, Ueno and Seka(E®02) used Ftest to test their six hypotheses
which postulate that differences exist between US companies and Japanese companies in
terms of their budgeting process. Harrison e(1#8194)used also-test in a similaway to
compare USA and Australia (Anglamerican) to Singapore and Hong Kong (Eastern)
organizations in terms of their decentralization, responsibility in the organization,
planning control, longerm planning and emphasis on individual centred decision
making. O'Connof1995)also used atest in his evaluation of the impact of culture on

the importance of budget participation by Singapoi€hmese managers.

In this study TFtest is used to test the hypothesis in order to see if there are any differences
between the two cultures in terms of their budgets and budgeting processté€3nevas
conductedor eachof the following hypothesg participation, voiceexplanationslack in

budget, bases of rewards, evaluating performance based on budget variances, and actions
towards budget variances

ANOVA is animportant and useful testhich has been widely usday much published
research(Fidler et al. 2001; Mickeyet al. 2004; O'Brien 1979; Vallejo et al. 2006)
ANOVA is an extension of-test, univariate statistical technique, used for analysis of
variances to examine whether statistical significance of differences exist between means
from three or more groups withne dependent variab{®avid 2002; Leedy et al. 2005)
Conducting multiple separatédestsfor the groups generally increadbe type | error rate

which can be overcome by using ANO\(Hair et al. 2006)
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The assumptionsnderlyingANOVA are: variances are equal for groyp®mogeneity of
variances variables are normally distributed, and the groups are independent in their
responses on the varialilee assumptions should be métthis is the case, then test is
robust in most casé€€hristersen 1996; Hair et al. 2006, p. 408; Mickey et al. 2004)

Equal variances are fairly robust when sample sizes are €@(edrahandi 1995)
However when the sample sizes are unequia¢é assumption of homogeneity can be
violated because large groups havegéa variances and ighis not vital for ANOVA.

Unequal sample sizemre often outcomes of the nature of the population especially in
non-experimental work and equalizing samples by deleting some of the responses will
distort the differences and therefdase generalizabilityTabachnick et al. 2007)n

ANOVA unequal sample sizes aeerelatively minorissue (Tabachnick et al. 2007)

When the Levenebs test of homoadaege sampley i s
the alternative table to look a$ irobust test of equality of means. In this case the
alternative test to look atis Brownor syt he F and Wel chds F t
weight of group variances, not sample site get around the problem aehequal
variances among different sampl&seld 2009) The Welch and Browsrorsythe F tests

are used to discern the significance between means when the variances are ifidttedual
assumption of homogenei t ) wheré dataare reasonal®@ h a
normaly distributed(Field 29, p. 782; Gomez et al. 1994; Huizingh 2007; Roth 1983;
Vallejo et al. 2006; Weerahandi 1995; Xu et al. 2008; Zhou et al. 1988)alternative
testisTamhaneods 06Is2,T 3DwHmGwaentletls and Durenwvetnte®ds Qe
significant(Huizingh 2@7).

Thepost hoc Tukey test is used when variances are equaliaridaf t en r ef er r e
honestl y si gn (Tbothakari993, d. BIHbweverifrthe group sizes are

not equal Tukey test is not appropri@feeld 2009) When varianceare unequal and the

sample size are more than 20 Scheffe tesusedasitiii s t he safest of
hoctess 0 because the assumption of equal wvar
it is safe in terms of type | errof§ield 2009; Gavetter et al. 2005; Huizingh 2007;
Milliken et al. 2009; Weerahandi 1995, p. 35Fjom post hoc if there & very different

sample sizeHochber gds GT2 is wused andisundéqualt he |
GamesHowell is checked for the resul{&ield 2009) GamesHowell test is the most

powerful and is used when the variances between groups are unequal, because it is a more
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conservative test in ppfioc and it is also sensitive to unequal variances and unequal
sample siz€Field 2009; Klahr et al. 2004

Comparisons were also conducted ushiOVA to the hypotheseto compare between:
a) Libyans in Libyan companies and Anglo-Americars in AnglcAmerican
companies excluding Libyans who are working in Argloerican companies
b) Libyans in Libyan companies andLibyans in Anglo-American companies
excludingAnglo-Americans.

c) LibyansandAnglo-Americars who are working in Angl@mericars companies.

Comparison betweeworkers according to their educational level and positions were
conducted using ANOVA tests wel exploring the affect of education level and position

of each aspect of budgets and budgeting processes.

3.3.2 Qualitative Data Analysis

The researcher conducted all the interviews to elicit similar information and enhance the
accuracy by ensuring that egtionswere asked in similar manner. Qualitative data
gathered from interviews were audeped and transcribed verbatihen it was recorded

in notes, categorized, and then tabulatesich question from participantsasgathered in

one section and again categorismtl summarized. The information was collected to

enrich the empirical analysis.

Ethical consideration

Researchers should consider and protect participants involved in their studies from any
harm or adverse coeguences associated with surveying them in terms of any ethical
issues while conducting the resear@reswell 2009) These procedures protect the
integrity of both the participants and researchers. In this regard the University of Southern
Queensland (USolicies and regulations require students to apply for ethical clearance
prior to starting their survey prior to conducting research involving humaasiorals

Since this study is dependent on the participation of employees and their companies,
ethical clearance from USQ was obtained prior to conducting the survey. Ethical
clearance for the research was granted by the USQ Human Research Ethics Committee
for conducting the proposed research from 09 February 2009 to 09 February 2010
(Reference number HO®HAO012). The researcher followeniidelinesin order to ensure
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that the survey did not jeopardise in any way, participants in terms of their integrity,
indignity or privacy. Survey participation was voluntary and the anonymity of identity
and confidentialiy of participants were assured. No concerns or queries in this regard

were received during the project.
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Chapter 4 : Quantitative analysis

Chapter3 describedthe research design and methodology for this study. This chapter
presents the quantitative analysfsdata that was gathered using the research instrument

in order to address research issue one. The hypotheses of the study were tested in relation
to the esearch problem so as to identify how and to what extent societal culture
dimensions affect the budgeting proceRsey further explore how each societal cultural

dimension affeceach aspect of budgets and budgeting presess

Responseate, cleaning ansicreening data

4.1.1Responseaate

Five hundred survey questionnaires were sent to both Libyan (320) and-Anmgidcan
(180)workers at differenbrganizatiorievels to solicit information from participants who

have direct experience in the budgeting process. A total of 372 questionnaires (74%) were
received from Libyan and Angldmerican respondents of which 343 questiaires

(68%) were determinesitable for inclgion inthe data set. A total of 29 questionnaires
were determinedb beunsuitable for analysis due to being incomplete (greater than 10%
missing data per case) inconsistenin responseThese were excluded frotine data set.
Responses from Libyan compies amounted to 250 surveys returned with 228
guestionnaires retained (719%Responses from AnglAmerican companies amounted to

122 completed questionnaires. A total of 115 questionnaires wereeckt@B%) with

seven omittedTable 4.).

Table 4.1: Questionnairesdistribute d received and used

Questionnaires Libyan Percentage Anglo Percentage Total Percentage
American
Distributed 320 100 % 180 100 % 500 100 %
Received 250 78.1 % 122 67.8 % 372 74.4 %
Usable 228 71.2 % 115 63.9 % 343 68.6 %

Screening and cleaning of the data is imperative so that the data set is clean and prepared
for analysis, ensuring its appropriateness for testing of the hypott@&sestensen 1996;
Hair et al. 2006)The essential preliminary step for data analysis is data examination that
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includes detecting imputation errors andissing datathen identifying outliers which

affectr esul t sd g(klaretala2006)z abi | i t vy

Data was checked by running frequenoidéseach variable in terms ahinimum and
maximum valuesin orderto ensure accuratemputation Fifteen cases were founded,
checked with the original questionnaires and corrected for input eNexs, data was

checked for missing data and inconsistent reses, normality, and extreme values.

4.1.2Missing data

Missing data isl i kel y t o be o utontrolfHoweVereit shoklsbe ar ¢ h
addressed because of its effemtsdata analysis and generalizabi(igair et al. 2006)As
mentionedpreviously29 casesvere omitted fronthe data sebecause they were largely
incompletethereby reducing the negative statistical effect due to missing dhta

criteria applied to determine the omission of cases due to missing data was that more than
10% of the casecontained missing valué¢slair et al. 2006)Cases containing less than

10% missing data were considered and replacement of missing data was undertaken using
mean score@Mickey et al. 2004)

4.1.3Normality

Normality of data is amssumptiorthat isrequired for many statistical tes(Park 2008)
Checkingfor normality is importanespecially in terms odmall sampls becausef the
significant role played bgample sizes terms of statistical powdGravetter et al. 2005;

Hair et al. 2006; Stout &tl. 2000; Tabachnick et al. 2007ransformations of data are

not universally recommended witharge sample size becaubey make interpretatian

of variablesdifficult (Tabachnick et al. 2007)f a sample size is larger the80 it is

assumed that thepopulation sample mean is approximately normally distributed
according tothe Central Limit heorem #Aregardl ess of t he
popul &eld 800% Hair et al. 2006; Stout et al. 2000, p. 623; Tabachnick et al.
2007; Wilcox 1969)Despie t he Centr al L i miata washeetbfory 6 s

normality and outliers.

This studyods sampl e vdth 348 respansefHar gtaat. @00&) a s
Approaches to exploring the assumption of normality vary gred&llyecking the

normality of a distribution in terms of its shape as depicted graphically is adequate as
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formal inference testing becomes less reliable due to a large sample leading to a decline in
the degrees of kurtosis and skewn@sabachnick et al. 2007 large sample checking
normality visually inclués consideringgraphical boxplots, stem and leaf plots,
histograns and looking at skewness and kurtosis values rather than statisticaligsiss

the A S h a-Wilks and Kolmogoro¥S mi r n o v (Hair etsal. 2@06, p82). It is

regarded as na@tppropriatdo testnormality using these statistical tests when dealiitky

alarge sampléit o assess the actual d e lpecaaseheyo f de
give significant results fosmall deviations from normalit{Field 2009; Hair et al. 2006;
Tabachnick et al. 2007)T'hus normality was checkagsing, histograms, AP and Q-Q

plots, box-plots and values okurtosis and skewnesit wasconcluded that the data was

normallydistributedto an acceptable degréeeld 2009)
4.1.4 Extreme values

Extreme values havemajor effects on type | and type Il errors and also distort stadistic
analysis(Tabachnick et al. 2007)hereforechecks foroutliers were also undertaken

leading to 13 cases beidgletedeaving 330 cass for analysis.
Responderstprofiles

The denographic characteristicsofe spondent s i nclude respon:i
age,nationality of the company, level of English skills, main operation of the company,
education level, experience ithe organization, position, experiemcin position,

experiencen oil industy overseas, and religion.

The unit of analysisvasa worker ina Libyan or Anglo-American compay operaing in
the Libyan oil sector. The samptensisted 0843 respondent228(665%) from Libyan
companies and 15 respondents38.5%9 from Anglo-American companiedn terms of
the number of employedsbyan companiesverelarger than AngleAmerican companies

as they have been operating longer.

The sample was random and did wafibeately targetgender However, the sample
included330maleparticipanty91.8%) and27 females&.2%). In theLibyane mp | oy e e s ¢
sample males and femaleaccountedfor 92.6% and 7.4% respectively, while in the

Anglo-Americane mp | o yam@es dales and femalascounted fo 90.4% and 9.6%
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respectively (&ble 4.2).T h e

(5.5%); Canadian5.5%; British (3.3%9; and Australian(5.5%). One hundred percent of
the participants from Libgn companies were Libyans ieh in Anglo-American
companiesLibyans accounted for 43.5% while Angidmericansaccounted for 56.7%

(Table 4.2).The frequencies reflect the distribution found in companies operating in

Libyan oil industry.

participants?©o

Ramadan Kanan (0050038639)

(Ba0RY; Ameracdni t | e S

gender

Table42.Fr equencies of respondentsé®o

All companies Libyan Anglo-American

companies companies

Freq. % Freq. % Freq. %
Gender Male 303 91.8% 199 92.6% 104 90.4%
Female 27 8.2% 16 7.4% 11 9.6%
Total 330 100% 215 100% 115 100%
Libyan 265 80.0% 215 100.0% 50 43.4%
Nationality | American 18 5.5% 00 0.0 18 15.7%
Canadian 18 5.5% 00 0.0 18 15.7%
English 11 3.3% 00 0.0 11 9.6%
Australian 18 5.5% 00 0.0 18 15.7%
Total 330 100% 215 100% 115 100%

The majority

40.0%of participants were between-%4D years old while in Angl&mericancompanies
33.9% werebetween 340 yearsof age The predominant age for the entire sample was
older than 31 years (90.4%),able 4.3)

older.

Age

< 20
211 130
31 140
411 150
> 50

Table 4.3:

Frequencies

All companies

Freq.
9
23
89
123
86

%
2.7%
7.0%

27.0%
37.3%
26.1%

Li byan

osfwergbatween 4350 ((3@.304). dndLibyamrampanies

compani es o

of

Libyan companies

Freq.
6
16
50
86
57

%
2.8%
7.4%

23.3%
40.0%
26.5%

respondent so

Anglo-American

companies
Freq. %

3 2.6%

7 6.1%

39 33.9%

37 32.2%

29 25.2%

a

empl

age

Most participants (62.4%) were working in exploration and production. This figure was

higher in AngleAmerican companies (73.0%) because most Awglericancompanies
work in exploration and productioas well asservices (26.1%) while nonsorked in
markeing or refining.Libyan employes mostly worke in exploration and production

sectors(56.7%)and to a lesser extent nefining and marketingsectors of the industry

(30.7%)(Table4.4).
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Table 4.4: Frequendes of participants working in oil industry by sector

Sector All companies Libyan companies | Anglo-American
companies
Exploration & 206 62.4% 122 56.7% 84 73.0%
production
Qil Refinery 54 16.4% 53 24.7% 1 0.9%
Industry | Marketing 13 3.9% 13 6.0% 0 0.0%
Services and 57 17.3% 27 12.6% 30 26.1%
others
Total 330 100% 221 100% 115 100%

Educational leved of respondentsranged from mostparticipants holohg bachelor
degreeg57.6%)followed by28.5% holdhg postgraduate degrees. In Libyan companies
participants holohg bachelor degreeaacounted for 59.5% anthose withpostgraduate
accounted for 25.6% In Anglo-American companies, 33.9% of participartad
postgraduatalegreesand 53 . 9% had Wladddd)l This Stedy splesg r e e
education into two groups, high level for bachelor and above and low level for below

bachelor level.

Table 4.5: L evel of education

Level All companies Libyan companies| Anglo-American
companies
Primary. S 5 1.5% 2 0.9% 3 2.6%
Level of High. S 6 1.8% 5 2.3% 1 0.9%
Education | Diploma. 35 10.6% 25 11.6% 10 8.7%
Bachelor 190 57.6% 128 59.5% 62 53.9%
Postgraduate 94 28.5% 55 25.6% 39 33.9%

In terms of the experience pfrticipants 34.5% have worked in their organizatitom

more than 20 years whereas 29.1% have worked in their organg#&tioless than 5
years.Approximately 47.9% ofespondents from Libyan companies have more than 20
years experience in the oil secand 163% have between 16 to 20 years experience. This
primarily is because Libyan companies operated even while the UN embargo was
imposed on Libya.In contrast,61.7% of participants working inAnglo-American
companieshave worked in theirorganizationfor less than five yearsThis is due to
Anglo-American companiesonly commencing operations Libya after the lifting of
sanctionsn 2003 Approximatelyl0% have experience of more than 20 years because

theyhave workedn their headquarts (Table 46).
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Table 4.6: Experience in current organization

Years All companies Libyan Anglo-American

companies companies
Experience 171 15 96 29.1 % 25 11.6% 71 61.7%
in this 61 110 42 12.7% 25 11.6% 17 14.8%
company 117 115 37 11.2% 27 12.6% 10 8.7%
167 120 41 12.4% 35 16.3% 6 5.2%

> 20 115 34.5% 103 47.9% 11 9.6%

In terms of positions of pacipants, thesample purposefully targetedanagers and
accountants who are involved ibudgeting processes. Accountants and heads of
budgeing sectiors accounted for 45.1% of the sample classified as lower level
management. Mdle managersaccounted for 31.8%, senior managersounted for
19.1%and CEO/Directorsaccounted for 3.9%. Mogtarticipants wereaccountants and
heads of budget sectigr51.5%9 and middle manager81.6%) in Libyan companies
while in Anglo-American companies most participants were middle managers (82.2%
and accountants and heads of budget sex{h6%) (Table 4).

Table 4.7: Positions of participants

Role All companies Libyan Anglo-American
companies companies
CEO/Directors 13 3.9% 1 0.5% 12 10.4%
Senior managers 63 19.1% 31 14.4% 32 27.8%
Position Middle managers 105 31.8% 68 | 31.6% 37 32.2%
Accountants and head 149 45.1% 115 | 51.5% 34 29.6%
of budgetsectiors

In terms of the experience of participants in their possfidhe majority have been
working in their current positiator less than five yearand acounted for 60.3%f the
entire sample. In Libyan companies 73.8%@employeedave experienci their current
positions forless than ten years while in Angikanerican companies88.7% have

experience in their positisrfor less than ten yes{Table 48).

Table48:Par t i ci pant sintheie cupeatrposiianT e

Years All companies Libyan Anglo-American

companies companies
171 15 199 60.3% 108 50.2% 91 79.1%

Experience 6 i 110 62 18.8% 51 23.7% 11 9.6%
in position 117 15 21 6.4% 18 8.4% 3 2.6%
16i 120 27 8.2% 19 8.8% 8 7.0%

> 20 21 6.4% 19 8.8% 2 1.7%

The majority (75.8%) of respondents have no experientkeawnil industry overseawith

13.9% of participants havlad experiencdan foreign countries omore than five years.
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Most participants from Libyan companig96.3%9 have no experienceverseas By
contrast, abou62.68% of participants from Angl®merican companies have experience
in the oil industry overseawith around 37.46 havinghadno experienceThe latter were
mostlyLibyansemployed in AngleAmerican companiefable 49).

Table 4.9: Experience overseas in oil sector

Years All companies Libyan Anglo-American
companies companies

No experience 250 75.8 207 96.3% 43 37.4%

Industry <1 5 1.5% 1 0.5% 4 3.5%
experience i P 6 1.8% 2 0.9% 4 3.5%
overseas 2i B 5 1.5% 1 0.5% 4 3.5%
37 6 1.8% 0 0.0% 6 5.2%

4i b 12 3.6% 0 0.0% 12 10.4%

> 5 46 13.9% 4 1.9% 42 36.5%

In regards tdhe English skils of participants, 6% of respondents from Angldmerican
companies are fluent in English and 29.6% coneilléhemselves akaving a6 g o o d 6
level of English proficiency.n Libyan companies 53.5% of partiaips regarded their
Englishproficiencyasd g o o d 6 aasasterage3(Taf@l€d0).

Table 4.10: English skills of participants

Perceived All companies Libyan companies | Anglo-American
level companies
none 4 1.2% 3 1.4% 1 0.9%
English Poor 6 1.8% 5 2.3% 1 0.9%
skills Average 53 16.1% 51 23.7% 2 1.7%
Good 149 45.2% 115 53.5% 34 29.6%
Fluent 118 35.8% 41 19.1% 77 67.0%

In terms of religion, all the Libyan participanése Muslims This is assumed to be
becausd.ibya is an Islamic countrywith deeply entrenched religious rituals and norms.
Approximately 52.2% of AngleAmericanc o mp a pdrtieigadtsare Muslims with
36.5% of participantsdicating that they wer€hristiars (Table 4.1).

Table 4.11: Religion of participants

All companies Libyan Anglo-American
companies companies
Religion Muslim 275 83.3 215 100.0% 60 52.2%
Christian 42 12.7 00 0.0% 42 36.5%
Other 13 3.9 00 0.0% 13 11.3%
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Factor analysis and reliability

Common factor analysis is used to refine and ider#ifgorsto be used in testing the
hypothess. A common factor analysis was conducted based@roa priori assumption

that items would describe the same latent tans The method of extraction used was
principal axis factor analysis with Varimax rotati{®ee chapter 3 for justificationyhe

study contains the following measurement scales: participation, voice, and explanation,
using flexible or fixed budgst slack in budges, base of rewards, evaluatg
performance by variances, action towards budget variances, attitude towards laundbet

the use of rolling budgst
4.3.1Participation

The study selectedine (9)items to determine the extent of employee participation in the
budgeting process (refer Section 3.5). The factor analysis confirmed that the underlying
latent construct converged as assumed after the deletion of three items (Particl, Partic8
and Partic9ue to low factor loadings (less than).§bable 4.2).

Table 4.12: Factor analysisParticipation

Reliability-Cr onbachés .883 % Variance Explained 56.026%

KMO .895 Bartlettd .000
ltems Standardised
Regression Weights

| am involved in setting all portions of the budget for my uiarticl) Deleted
My contribution to the budget is very important. .683
My budget is finalized only when | am satisfied with it. .709
My supervisors seeky opinions and/or suggestions when the budget is being formulated. .786
| frequently initiate budgetelated discussions with my superior. 742
The revised budget includes changes | have suggested. 794
My input to budget formulation influences rayperiors in their final decisions on the budget 771

I prepare my budget accor di(Ragic8t o t op ma Deleted

| have formal meetings with people from other units when budget is being pre(Paeit.9) Deleted

From the analysis the sampling adequaggeeds the criterion s@MO=0.895). The
percentage variance explained by the latactoris 56.(26%. This is regarded as a good
indication that the itemshat loadedexplain the underlyingfactor well. It was thus
concluded thasix items adequately described the latxator Participation and had very

good scale reliabio8Bty (Cronbachods Al pha-=
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4.3.2Voice

The study selectefive (5) items to determine the exteiot whichworkershad avoice or
sayin the budgeting processThe factor analysis confirmed that the underlying latent
factor converged as assumed after the deletion of one té&itg5) due to low factor
loadingof 0.589 (less than )§Table 4.B).

Table 4.13: Factor analysisVoice

Reliability-Cr onbac h 6 .821 % Variance Explained | 54.309%
KMO .803 Bartlettd .000
ltems Standardised
Regression Weights
My s u p kehavioutellssne that he/she listens to what | have to say about the budget. .784
My company has procedures available that allow me to make suggestions for improveme 773
the budget process.
I have constructive discussions related to the budget prodtessiwsuperior and cavorkers. 747
| usually state my requests, opinions, and/or suggestions about the budget to my superior .634
being asked.
| offer suggestions for the improvement of budget systéviwiceb) Deleted

Sampling adequacgxceeds the criterion of 0.7 (KM®D.803. The percentage variance
explained by the laterfaictor is 54.309%. This is regarded as a good indication that the
loadeditems explain the underlyintactor well. It was thus concluded thébur items
adequately deribed the latenfactor voice, and scale reliability was also very good
(Cronbaclws2d). Al pha-=

4.3.3Explanation

The study selectetive (5) items to determine the extetd which workersreceive an
explanation about changes related to the budgmiess.The factor analysis confirmed
that the underlyindactor converged as assume&dthout any deletion of itemsTéable
4.14).

Table 4.14: Factor analysisExplanation

Reliability- Cr onbac h 6 | .845 % Variance Explained 52.974%
KMO .806 Bartlettd .000
Iltems Standardised
Regression Weightg

The reasoning provided by my superior when budget revisions are made is very sound at .784
logical.
My superior provides me with an explanation for charigéke budget. .750
| receive written or/and oral reports explaining why the budget does not reflect my sugges 724
My superior provides me with timely feedback about decisions on my budget and their .700
implications.
My superior keeps me fullgnd frankly informed about anything related to my budget. .677
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Sampling adequacyis considered to berery good (KMO=%.845). The percentage
variance explained by the latefattoris 52%whichis regarded as a good indication that
the itemsexplainthe underlyingactorwell. Thusall five itemsadequately describetid

factorexplanatiorwithv e r y scale rel0&®.il ity

good (Cr

4.3.4 Longshort term budgets

This factor was not tested quantitatively but qualitatively.

4.3.5Flexible budges

Five (5)itemswere adoptedo determine the extent of using the flexible budgdéte
factor analysis does not confirm that the underlying lafi@etor converged as assumed
even after the deletion of some items due to their low factor loadlingsefore these
itemsdo not represernhefactor. This may be due to misunderstandingaused by a lack
of useof the flexible budgetonstruct From the interviewsconducted inLibyan and
Anglo-American companiesmployees indicated that thelp not useflexible budges.

Therefore this factor was not analysed further.

4.3.6Slackin budget

The study selectesix (6) items to determine the extetat whichworkerscreateslack in
their budged. Factor analysis confirmed that the underlyingetdtfactor caverges as
assumed aftedeletion of three itemsS{ackl, $ack2 andSlack6) due to low factor
loadings (less tha®.4) (Table 415).

Table 4.15: Factor analysisBudget slack

Reliability-Cr onbach 6 s .689 % Variance Explained 44.581%
KMO .636 Bartletto .000
Items Standardised
Regression
Weights
In good business times, budget committee decision makers accept a reasonable level of sla Deleted
unitds budget. (Slackl)
Slack in the budget igood because it lets you do things that cannot be officially approved. .669
My unit runs more effectively when it has slack in its budget. .802
To protect himself, a manager submits a budget that can safely be attained. (Slack4) deleted
With some skila manager can use slack to i mprove 496
Top management has a way to know if there deleted

Sampling adequacy wasonsidered acceptab(&MO=0.689). The percentage variance

explained by the latentactor is 44.581%. This isalso is acceptable to explaithe
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underlying factor Item 5 loadedat 0496 whichis considered minimally acceptable
according to Hair et a{2006, p. 129and fair accordig to TabachniclkandFidell (2007,

p. 649) Three tems are regarded as acceptable indicamradequately describthe

latent factor slack in budget and ha accept abl e scal e rel i
Alpha=0.689.

4.3.7 Base®sf rewards

Five (5)itemswere selectedo determine the extent of employemvardsas bases for
achieving budgegoals The factor analysis confirmed that the underlying latantor
converged as assumed aftiletion ofone item (Rwardl) due to low factor loadings
(less tharD.65) (Table 4.5).

Table 4.16: Factor analysisBases of rewards

Reliability-Cr onbac h 718 % Variance Explained 70.722%
KMO .849 Bartlettd .000
Items Standardised
Regression Weights

My rewardreflects my contribution to the company. (Rewards1) deleted
The standards used to evaluate my performance are based on achieving my budget. .873
My promotion prospects are closely related to how my actual performance compares with 792
expected performancedf@eving budget goals).
My pay prospects are closely related to how my actual performance compares with exped .829
performance (achieving budget goals).
Monetary incentives in my company are primarily tied to attaining the budget. .867

Sampling adequacyexceeded the threshold criterigkMO=0.849). The percentage
variance explained by the latentfactor was 70.722%. This is regarded as a good
indication that the items explaitme underlyingfactor well. It was thus concluded that
four items adequately describthe latenffactor base of rewards and Isvery good scale
reliabil i tAphaf@i8p nbachds

4.3.8 Evaluatingperformance based on budget variances

Eight (8) items determine the extent of performance evaluation by achieMiogg e t 6 s
goal The factor analysis confirmed that the underlying latim@tor converged as
assumed after deletion of 4 itemBefformance3, Performance6, Performance?7, and

Performance8) due to low factor loadings (less thah(Table 4.7).
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Table 4.17: results from factor analysis and reliability

Reliability-Cr onbac h 0 | .704 % Variance Explained 38.627%
KMO 737 Bartlett @ .000
Items Standardised
Regression Weights

My explanation of budgetariances is always included in my performance report/review. .624
| investigate favourable as well as unfavourable budget variances for my unit. .519
| am evaluated on my ability to meet the budget for my unit. (Performance3) deleted
| provide informat on on my wuni tdés budget perfor ma .743
| have to submit an explanation in written form about causes of large budget variances. .642
We include actual information from earlier budget periods in the current budget period fq deleted
comparison purposes. (Performance6)
Management dislikes units failing to meet their budgets. (Performance?) deleted
Management judges performance onlytloa basis of attaining budget goals. (Performance deleted

From the analysis the sampling adequacy was good (KWMKD4). The percentage
variance explained by the latdiattoris 38.627%. This is regarded as a good indicatio
that the items explain thenderlying factor well. Tiusfour items adequately describe the
latentfactoreval uati ng performance based on bud

this scale wa®.704which falls within the criterdon established for this study.

4.3.9Actions towards budgetvariances

The study selectegight @) items to determine the acti®towards budget varianceBhe
factor analysis confirmghat the underlying laterfactor converged as assumét@iable

4.18).

Table 4.18: Factor analysis and reliability-Actions towards budget variances

Reliability-Cr onbach 6 .924 % Variance Explained 60.581%
KMO .949 Bartlett .000
ltems Standardised Regressio
Weights

My superior mentions budgets when talking to me abouéfficiency 770

My status in the organization will improve if | receive an exceptionally favourable .800

performance evaluation.

I have to carefully monitor costs in my area of responsibility because of budgetary .803

constraints.

When evaluating mperformance, my direct manager focuses on the quantitative aspec| .746

such as statistical figures rather than qualitative aspects such attitude, effort and initiat

| am required to trace the cause of budget variances to groups or individualawithin .758

department.

The budget in my department is set at g .756

productivity and control costs.

My performance is hampered by the budget | receive. .798

| am required to report actions | take tareat causes of budget variances. .795

Sampling adequacis superb(KMO=0.949). The percentage variance explained by the
latentfactoris 60.581%. This is regarded as a gooddation that the items explain the

underlying factor welllt was thus concluded tha&tight items adequately describe the
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latentfactor action towards budgetariancesandthere isan excellent scale of reliability
(Cronbaclwe2d) Al pha-=

4.3.10Attitude towards budget

Thirteen (13)items were selected tadeterm ne wo r k estowards hudgstartdu d e
budgeting process.The factor analysis did not confirm that the underlying latactior
converged as assumed even after the stage based deletion ¢H&enet al. 2006) This

is primarily due to low factor loadings (less th@dd) and percentage variance explained
(Hair et al. 2006) Therefore it was decided that this measmas not suitable foiurther
guantitative analysidnstead the study reli@ a qualitative analysis fynfor this factor

4.3.11 e of rolling budges

Three (3)itemswere usedo determine the extent of using rolling budgé&the factor
analysis did not confirm that the underlying latéattor converged as assumed due to

low factor loadings (less thd@4). Thus, this factor is not analysed further.
Hypothesis testing usingtést andANOVA

In order to answer researchs s u ehow doe&s eath societal cultural dimension affect
certain aspects of the budgeting process®testwasused to test hypothese Levened
test was run first assuming equal vari ar
significant then variances between groups are not equal. This means that the results of the
test which shows déequal var i aed. ANOGV/A wase n o
also used to téshypotheses in more detail identifyimtifferences between Libyans in

Libyan companies and Libyans in Anglomerican companies. Further tests of
differences between Anglamericans and Libyans in Libyan companies and Libyans
Anglo-American companiesereassessed.

A oneway ANOVA was conducted tolook at the differences betweefil) Libyan
employees who are working in Libyan companies and Adglericans who are working
in Anglo-American companies, (2) Libyans who are wogkin Libyan companies and
Libyans who are working in Angidmerican companies, (3) Libyans who are working in
Anglo-American companies and Anghimericans who are working in Angldmerican
companies (Figure: 4.1).

110



Chapter Four Ramadan Kanan (0050038639)

Anglo-American companies (115) |
Libyan companies
x  Libyans 1
(228)

»x  Anglo-Americars (65)
X
3 x

2
J T Libyans (50)

Figure 4:1: Three ways analysis frame work usingANOVA

Leveneods test was checked for homogenei
assumption is not met then the robust tests of mean differences folMadth and
Brown-Forsytheis used to check for the significant differences between the g(bieid

2009 Roth 1983; Weerahandi 1995; Xu et al. 2008pst hoc analysis for multiple
comparisons was conducted to determine differences among groups using a Scheffe test
when the variances between groups are equalGamlesHowell testwas applied when
variancesare not equalField 2009; Klahr et al. 2004An Alpha level of 0.05 was used

for all statistical analyses.
4.4.1 Hypothesis 1

Il n order t o tatxipation gigmplaydes in budgetihg professehigher

in Anglo-American corpaniesthanih i byan compani eso, -tebte st
and ANOVA. T-test was applied to explore the differences between the Anglo American
and Libyan «c¢ompaniveag ANOYAWas aorydected to exploreothre e

data for any differences among means of theee identified cultural groups of
employees, as indicated above (Figure 4.1).

Independent samplestest was conducted to compasmployeeé participat
budgeting processes of Anglkimerican companies with those inbyan companies

(Table 4.19).

Table 4.19: Summary of t-test for H1

Participation Levene's Test t-test for Equality of Means
F Sig. t df Sig. (2tailed)
Equal variances assumed 1.295 256 6.176 328 .000
Company group N Mean Std. Deviation
Anglo American 115 3.8203 .68582
Libyan 215 3.2829 .78665
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The Leveneds tept0.i2s56nNot Tshiegreiffoirceantt h(e ¢
regarded as equalhe ttest indicates that there ishayhly significant difference between

the twocompanygroups in terms of participation in budgeting procegtess)=6.176

p=0.001) As predicted,employeesin Anglo-Americans companiesdicated ahigher
participation in budgeting process{M= 3.82,SD=0.68) thanthosein Libyan companies

(M= 3.28,SD=0.78). A oneway ANOVA was conducted to examine whether there are
statistically significant differences iemployee8 par ti ci pati on i n b
among the three cultural groups (Table 4.20).

Table 4.20: Homogeneity and Welch and BrownForsythe testspatrticipation

Test of Homogeneity of Variances Robust Tests of Equality of Means
Levene Statistic | dfl df2 Sig. Statisti¢ dfl df2 Sig.
5.728 2 327 .004 Welch 60.580 2 124.365 | .000
Brown- 56.466 2 197.694 | .000
Forsythe

Test of homogeneity of variances stedat the variances betweealturalgroups are not
equal L e v e n e 055728,ip e(5004) Becausethe variances between groups are not
equal,it was appropriate to apply th&elch and BrowrForsythetests to determine if
there are statistically significant differences among groWslch and BrowrForsythe

show a statistically significant differenaenongculturalgroups (Table £20).

The analgis showa highly significant difference between culturaroups (F (2,327) =
40.123, p=0.001). Anglo-American participants showthe greatest participation in
budgeting processes (M=4.18, SD=0,53.ibyan participants in Angl&merican
companiesindicated lesser participation (M=3.353, SD&58, similarly to Libyan
participants in Libyan compani@gho show the leagiarticipation in bdgeting processes
(M=3.28 SD=0.78) (Table 4.21), (Figure 4.2).

Table 4.21: ANOVA -participation

ANOVA Descriptive N M sSD
Sum of df Mean F Sig. Libyans in 215 | 3.28 786
Squares Square Libyan-Coy ' '
Between | 40.922 | 2 | 20461 | 40.123 | .000 | LibyansinA | 54 | 335 | 57
American
Groups Coy
Within | 166.757 | 327 | .510 Anglo- 65 | 4.17 | .528
Americans
Groups
Total | 207.679 | 329 Total 330 | 347 | 794
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Figure 4:2: participation means by cultural group

GamesHowell Posthoc comparisongéTable 4.22)were conducted because the variances
betweencultural groups are not equal. The results indicate that thesestatistically
significant dfferencesbetween Libyans in Libyan companies and Argloericars in
Anglo-American companies. Results indicate also thsrao statistically significant
difference betwen Libyanparticipantsin Libyan companies and Libygparticipantsin
Anglo-American companieBy contrastthereis a highlysignificart difference between

Anglo-Americars and Libyansn Anglo-American companies

Table 4.22. GamesHowell Posthoc-participation

(I) Comparisons among (J) Comparisons among Std.
cultural groups cultural groups Mean Difference (J) Error Sig.
Libyans in LibyanCoy Anglo-Americans -.89654 .08475 .000
Libyans in AngleCoy -.07039 .09789 .753
Anglo-Americans Libyans in AngleCoy 82615 10492 | .000

Hypothesis 1 is supported. Anglomerican employees perceive that they participate
much more in the budgeting processes than Libyan employees in Libyan companies and
in Anglo-American companies. This indicates that power distance exerts influence on
empl oyeesd participation in budgeting pro
Anglo-American companies maintain their own culture even when they work in different

companies with different culture.
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4.4.2Hypothesis 2

At-test was calculatet e st hy pot he s iAgglo-2meficBmtpnipaniesee s | r
expected to havenore voice(say) in the budgeting procesizan employees irLibyan

companiee. Tabl e 4findiBgsofhetest. t s t h

Table 4.23: Summary of t-test for H2

Levene's Test for Equality of Variances t-test for Equality of Means
F Sig. t df Sig. (2tailed)
Equal variances 13.264 .000 6.202 | 328 -000
assumed

assumed ' ' '

Company group N Mean Std. Deviation
Anglo American 115 392 545
Libyan 215 3.41 794

The Leveneds tesip=0.s00hli)g.hlTyh esriegfnocamqtbeagnrt o u(
regarded as equal. With equal variances not assutimext, is astatistically significant
difference between the twoompanygroups in terms otheir voice (say)n budgeting
processeft (32=6.919,p=0.001) As predided employees in Angidmericancompanies

have a higher level of sayin budgeting process (M= 3.93 SD=0.54) than thosein

Libyan companie§(M= 341, SD=.79).

Table 4.24: Homogeneity and Welch and BrownForsythe-voice

Test of Homogeneiy of Variances Robust Tests of Equality of Means
Levene
Statistic dfl df2 Sig. Statisti¢ | dfl df2 Sig.
15.005 2 327 | .000 Welch 59.904 2 | 139.688 .000
Brown-Forsythe 58.653 2 | 249.475 .000

Test of homogeneity of variances show that the variances betwu#aral groups are not
equalfor voice(Levene ds tpeB@00l). Betausdlied&iances between groups
are not equalt is appropriate to apply th&/elch and BrowrForsythetests tadetermine if
there is a statistically significant difference between groWwslch and Browrorsythe
show a statistically significant difference between cultgralps (Table 24).

The analysis shows highbignificant differencebetweenthe cultural groups (F,327) =
33.131 p=0.001). Anglo-American participants have much more say indgeting
processes (M421, SD=0.43) than eitherLibyan participats in AngleAmerican
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companies (M=3.565D=0.44), or Libyan participants in Libyan companie$o have the
least voicgM=3.41, SD=0.79) (Table 4.25), (Figure 4.3).

Table 4.25: ANOVA -voice

ANOVA Descriptive N M )
Sum of df Mean F Sig. Il_ibyans in 215 3.41 794
Squares Square Libyan-Com
Between | 31.815 | 2 | 15.908 | 33.131 | .000 Anglo- 65 | 4.21 | .435
Americans
Groups
Within | 157.007 | 327 | .480 Libyansin | g9 | 356 | 447
Anglo-Com
Groups
Total 188.822 | 329 Total 330 3.59 757
;é: 4.00—
é 3.80
C omp;izp::isG raph
Figure 4:3 Voice means by cultural groups
Table 4.26. GamesHowell Posthoc-voice
(I) Comparisons among (J) Comparisons among Mean Difference (FJ) Std. Sig.
cultural groups cultural groups Error
Libyans in LibyarCoy Anglo-Americans -.79758 .07653 .000
Libyans in AngleCoy -.14605 .08332 .190
Anglo-Americans Libyans in AngleCoy 65154 08325 | .000

GamesHowell Posthoc comparison§Table 4.26)was conducted because the variances

between groups are not equal. The results indicate that #merbighly significant

differencesbetween Libyans in Libyan companies and Argloericars in Anglo-

Ameri can

compani es.

Ther e i S

no

signific

budgeting processebetween Libyas in Libyan companies and Libyann Anglo-

American companieBy contrastthereis a highlysignificart difference between Anglo

Americars and Libyansn Anglo-American companies
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Hypothesis 2 is supported. Angkomerican employees perceivéhat they have much

more voice in budgeting processes than Libyan employees in Libyan and- Anglo
American companies. This indicates that théugrice of societal culture on employees in

the Libyan oil sector is highOne important question to emerge from these results is to
what extent Libyan employees are truly given less voice and participation than- Anglo
Americans in AngleAmerican companiesna to what extent do they fail to recognise or

take advantage of opportunities that are present. This study does not answer this question
as this study is a study of perceptions.

4.4.3Hypothesis3

Tot est hypot hes.iisAnglddAmeriean doempmesaie expected to gain
more explanation about changes in their budgets in the budgeting prbegshose in

Libyan companies -test was conducted.

Table 4.27: Summary of t-test for H3

Levene's Tesffor Equality of Variances t-test for Equality of Means
F Sig. t df Sig. (2tailed)
Equal variances 189 664 6.182 | 328 .000
assumed
Company group N Mean Std. Deviation
Anglo American 115 3.69 720

The Leveneosgnifitaett 0 .i6664nNot Therefore the gt
assumed to be equalhe ttest indicates that there ishaghly significant difference
between the twa@ompanygroups in term®f explanation received regarding changes in
budgets {((326)=6.182,p=0.001) Employeesn Anglo-Americans companies hachigher

level of explanation provided about changbt= 3.69 SD=0.72 thanthosein Libyan
companiesNI= 3.17, SD=0.73, (Table 4.27).

Using the same ongay ANOVA, the est of homogeneity of viances showthat the
variances betweenultural groups are equalLl(e ve ne 6 s ,tpe@110) (Fable 2 1 9
4.28).

Table 4.28: Homogeneity of variancesexplanation

Test of Homogeneity of Variances

LeveneStatistic dfl df2 Sig.

2.219 2 327 110
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The ANOVA analysis showhighly significantdifferencesamong the groupé- (2 327)=
33.806 p=0.001). Anglo-American employees receive more explanations about changes
in their budgetgM=3.99 SD=0.69) thanLibyans in Anglo-American companiegeceive
(M=3.31, SD=0.55) who in turn receivamore thanLibyans in Libyan companies
(M=3.17, SD=0.73), (Table 4.29), (Figure 4.4).

3.80—

3.60—

Mean of Eplanation

3.20—]

3.00—

T T T
Libyans in Alibyan companies Libyans in Anglo-American Anglo-Americans
companies

Compare for Graph

Figure 4:4. explanation means bycultural group

Table 4.29: ANOVA -explanation

ANOVA Descriptive N M sSD
Sum of df Mean F Sig. Libyans in 215 3.17 731
Squares Square Libyan-Coy ' '
Between | 33.213 | 2 | 16.607 | 33.806 | .000 Anglo- 65 | 3.99 696
Americans
Groups
Within | 160.635 | 327 | .491 Libyansin | 54 | 331 | 557
Anglo-Coy
Groups
Total 193.848 | 329 Total 330 3.36 767

Table 4.30 shows results froposthoc comparisonsusing Scheffe test because the
variances betweenultural groups are equal. The results indicate that tlaeeshighly
significant dfferences betweehibyans in Libyan companies and Angfanericars in
Anglo-American companiesA significant difference was foundbetween Libyas in
Libyan companies and Libyarin Anglo-American companies while thers a highly
significart difference between Angi8mericars and Libyansin Anglo-American

companies
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Table 4.30. ScheffePosthoctest-explanation

(I) Comparisons among (J) Comparisons among Mean Difference (I-J) Std. Sig.
cultural groups cultural groups Error

Libyans in LibyanrCoy Anglo-Americans -.81431 .09921 .000

Libyans in AngleCoy -.13647 .11004 464

Libyans in AngleCoy Anglo-Americans 67785 13184 | .000

Hypothesis 3 is supportednglo-American employees receive much more explanation
about changes in their budgets than Libyan employees in Libyan and-Amglocan
companies. This indicates that power distance exerts influence on explanations received
by employees about changes in their budgets according to the nationalities of employees

and regardless of the nationalities of the company they work in.

4.4.4 Hypothese 4, 5 and 6

Hy pot hesi s-Aredcarn conipdnregprepare letegm budgets to a lessextent
than Libyancompanies waaldyressedaing qualitative analysis only because no items

wereincluded in the questionnaire.

Referring to section Andlo-Anerggn cdmpanies ladopto t h
flexible budgeting practices t factomandlysisr ger
indicates that items inadequately measure the factor. Thus no further statistical analysis

was undertaken and qualitative analysis waslusaddresshis hypothesis.

Hy pot hesi sAmegrican coinpanigsluse rolling budgets to a larger extent than
Libyan companies referring to section (4.3.10) factor analysis indicates the measures
inadequately measure the factor. Thus qualitatiedyais was used taddressypothesis

SiX.

4.4.5 Hypothesis 7

A t-testwas conducted to test Hypothesi 7 t hat A cr e awillibelargednf b u c

Anglo-Amer i can companies than3L)n Libyan comp
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