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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 integration on the modern business environment. A 

member of OPEC and owner of the largest 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 companies from, or including as one of its exports customers, countries 

such as Italy, the United States of America, the United Kingdom, Canada, Australia, 

Japan, China, Brazil, France, Germany, and Spain. To extend the findings of previous 

research on the impact of human behaviour on budget processes in accounting, this 

dissertation examines the impact of culture on organizational budget setting processes, 

using the diverse multicultural backdrop of the Libyan oil industry to contextualize the 

contemporary global business 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 globalization is causing 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, the management of individual 

employeesô cultural differences represents a 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 has been 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 multi-cultural workforce within an organization. In the 

accounting 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 conditions. This is critical 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 cultural differences 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 differences like 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 study is ñHow and to what 

extent do societal cultural dimensions affect the budgeting process undertaken by Libyan 

and Anglo-American companies operating in the Libyan oil sectorò? The study examines 

individual cultural differences using Hofstedeôs (2005) four dimensional model, to 

understand how and to what extent specific budgeting behaviour can be attributed to 

cultural differences. 

This study applied a mixed-method research design using quantitative and qualitative 

approaches to determine the differences between local and Anglo-American companies in 

terms of their budgets and budgeting processes. Aspects 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, 

actions towards 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 demonstrating the impact 

of societal culture on other aspects of budgets and budgeting processes in the Arab 

context which is important in the global oil and gas industry. The results also reveal that 

Libyans who are working in Anglo-American companies continue behaviours associated 

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 

supports Hofstedeôs (2005) cultural dimensions. 
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Chapter 1 Introduction  

Background  

When individuals join an organization or institution they carry with them their beliefs, 

values, attitudes, norms, conflicting feelings, traditions, prejudices, and cultures. They 

have different thoughts and attitudes with respect to the same management practices (Tsui 

2001). Ball et al. (2008, p. 143) argue that ñEvery culture has a set of attitudes and beliefs 

that influence nearly all aspects of human behaviour and help bring order to a society and 

its individualsò. These will influence, underlie, and shape managersô and employeesô 

ways of behaviour, cognitive processes, recognition, perception, expectation, and 

understanding of various circumstances and events related to work and others (Griffin et 

al. 2010; Prabhu 2005; Sengupta et al. 2005; Weijermars et al. 2008). Understanding 

individualsô attitudes, beliefs, values, norms, and culture is of paramount importance. It 

facilitates and enables managers dealing with different individuals of various cultures to 

know and understand why they behave in a certain way or as they do. This assists in 

maintaining the high morale and motivation of individuals in order to achieve an 

organizationôs goals. It also enhances the efficiency of business processes especially in 

multinational companies where the diversity of the workforce is expected to be pervasive 

(Mendonca et al. 1996).  

When communication occurs across 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 communicate by using different cultural filters (Griffin et al. 2010; 

Zaharna 1995). Some hand gestures and facial expressions can have two or more 

meanings in two different cultures. For example, a person nodding their head in the USA 

means they agree while it means that they disagree in Bulgaria (Griffin et al. 2010). Time 

also fosters different attitudes from culture to culture; for example, in Anglo-Saxon 

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

meetings may start later than the arranged time because they may be interrupted by family 
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or friends. In Japanese and 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 considering a business proposal. This is because these cultures place a high level of 

importance on personal relationships and consider time to be part of understanding the 

characteristics of the other business partner (Griffin et al. 2010). As a further example, 

there were cultural misunderstandings between the Japanese headquarters 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 half of 2008. The Australian CEO 

failed to read Japanese cultural ñsignalsò intuitively. As a result he was unaware that the 

decision to close the plant had been made in Japan a long time beforehand (Yee. et al. 

2008).  

As a consequence of globalization, there has been considerable research interest in 

understanding the impact of culture on the business environment (Collins et al. 2005; 

Douglas et al. 2007; Honold 2000; Wu 2005). Hofstede (1983, p. 75) states that ñTwenty 

or even 10 years ago, the existence of a relationship between management and national 

cultures was far from obvious to many, and it may not be obvious to everyone even nowò. 

Garrison, Noreen and Brewer (2006) identified that there have been tremendous changes 

in the business environment over the last two decades in terms of cultural diversity. There 

has been an increase in competition and innovation which has become universal in most 

industries. Furthermore, in the past two decades, there have been considerable concerns 

about the influence of culture on many aspects of an organization. These concerns are 

typically on account of changes in the business environment and the variety of 

organizations and workplaces (Erez, 1994 as cited in Aycan 2000; Miroshnik 2002). 

Weijermars, de Jong and van der Kooi (2008, p. 19) argue that ñModern business 

management must address cultural diversity and requires trans-cultural competence, using 

communication, empathy and creativityò. 

Recently, researchers have acknowledged that managers see national differences between 

overseas customers as significant but they do not consider this with respect to people 

within their own business (Miroshnik 2002; Wu 2005). Recognizing cultural differences 

is important for managing international corporations especially and disregarding these 

differences is unproductive and short-sighted leading to the marginalization of talent in 

multinational corporations (Miroshnik 2002; Radebaugh et al. 1997). Tsui (2001, p. 126) 
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argues that ñAs a result, management control tools and management practices found to be 

effective in one environment could be ineffective or even dysfunctional in another 

environmentò. 

Multinational companies operating globally usually bring into the host country some 

positive changes such as their management practices and technology, introducing new 

products and services previously unavailable. They also can exert a major influence on 

the culture by raising local standards of living and societal expectations. As a result 

people in the host cultures develop new norms, standards, and behaviours, especially in 

developing countries (Griffin et al. 2010; Sauers et al. 2009). On the other hand, Jain and 

Verma (1996) argue that there are some changes that are not positive. Cultural differences 

can lead to increased costs through communication breakdowns, high turnover rates, and 

interpersonal conflict. In addition, there can be confronting dilemmas involving cultural 

differences and tension between employees in a local environment as well as pressures 

from head office.  

Multinational companies face many problems when preparing budgets in different 

countries because of variations in economic conditions, government regulations, and 

cultures. Therefore, they must be aware that the management practices they are using in 

one culture may need to be modified for use in other cultural contexts (Douglas 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 countriesô operating environments. For example, Muslim people 

consider religion as an important part of their lives and businesses. In southern Russia 

fortune telling and ghosts are crucial elements in peoplesô lives. Seventy three years of 

communist rule was not able to null ify the power of such beliefs. Therefore, 

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 behaviour is embedded in culture. 

Each environment has a different culture which requires different managerial behaviours, 

strategies, organizational structures, planning, and control. What is appropriate to a 

certain culture may not be appropriate for another (Miroshnik 2002; Osland et al. 2000). 

Arab countriesô and Anglo-American countriesô management practices are different in 
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their style and orientation. Arab managers generally follow and obey rules, regulations 

and customs instead of exercising their own professional judgments, particularly under 

authoritarian regimes (Atiyyah 1993). Ali (1990) finds that in Arab management, 

obedience and submissiveness are rewarded while creativity and original thinking are 

condemned. Yasin and Stahl (1990) attribute this to the lack of democracy in Arabian 

culture, media control by government, and non-existence of free elections. All of these 

lead individuals to a feeling of institutional powerlessness. Bjerke and Al-Meer (1993, p. 

30) state that ñas in other nations, Arab managers do not exist in an economic or social 

vacuum. They are heavily influenced by societyôs social structure and by the values, 

norms and expectations of its peopleò. In Arab countries, family and friendship are 

significant aspects in the operation of foundations and groups (Bjerke et al. 1993). Yasin 

and Stahl (1990) argue that Arab culture is traditional and interrelationship oriented 

because of influences from family and religion. Arab management styles that are 

employed to achieve motivation reveal different patterns to that displayed in Anglo-

American culture, which is more power-and achievement-oriented. On the other hand, 

Western managersô loyalties and obedience are driven by their professional judgments 

regarding profitability and personal financial rewards. Individualism and the Protestant 

work ethic are the basis for high achievement in Western societies (Ali 1993; Weber 

1965; Yee et al. 2008). Employees and their organizations do not operate in isolation 

from their societal environment (Tayeb 1997); employees retain their values, behaviours, 

attitudes, religions, and backgrounds as cultural foundations 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 preferences will manifest themselves especially where different cultures come 

together in organizations that operate internationally (Bing 2004). This is particularly the 

case in relation to activities around social interrelations, especially in terms of budgeting 

which involves a variety of activities and human reactions. Milani (1975) argues that the 

human dimensions of budgeting are of paramount importance to budgeting because a 

budget does not exist without people. Budgets are prepared, controlled, and revised by 

people to facilitate the management function. Budgets and budgeting are influenced by 

employeesô behaviours (Milani 1975). When organizations (especially multinational 

corporations) operate in different countries or have subsidiaries overseas management 

should understand the importance of these human cultural aspects when dealing with 
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budgets and budgeting. Paláu (2001) also argues that the most influential obstacle that 

prevents harmonization in organization budgeting is often related to culture or, more 

specifically to cultural differences.  

Budgetary processes are one of the most important aspects that multinational corporations 

need to pay attention to because these appear to be critical to an organizationôs successes. 

This is especially so for those whose workplaces are global and culturally diverse. For 

example, Ueno and Sekaran (1992) find that USA companies working in Japan have 

difficulties in effectively dealing with cultural diversity and practices and vice versa.  

There are many challenges including the important impact of heterogeneous cultural, 

institutional, and organizational contexts facing multinational companies in which foreign 

subsidiaries operate globally. Managers responsible for these companiesô local operations 

are expected to adapt practices according to localized conditions in order to maximise 

productivity. This is critical in terms of maintaining their legitimacy and acceptance as 

perceived by local stakeholders (Sauers et al. 2009; Van der Stede 2003). This situation is 

common in the extractive industries, most notably oil and gas. There has been an increase 

in energy demand especially for oil and gas, which increased widespread search and 

production of oil and gas by multinational corporations internationally. Multinational 

companies operating in the oil industry encounter formidable managerial challenges that 

stem from multicultural workforces. The challenges of these cultural differences are not 

far from obvious or new to such companies. Globalization however, has intensified them 

(Weijermars et al. 2008). 

Most comparative studies about the influence of culture on budgets have focused on 

Anglo-American and Eastern companies. Research has investigated the impact of national 

cultural diversity on budget practice in Asia, America and Europe (Lau et al. 2000). In 

contrast Arab and African countries have largely been overlooked. Libya is the largest 

African supplier of crude oil and gas to Anglo-American countries so it will be suitable to 

study the effect of culture on budgeting within this industry in Libya (Al -Hengari 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 culturally different in many respects. These 

differences include religion, predominant ethnic groups, language, political and economic 

systems, traditions, attitudes and external environments. In intercultural studies, there is a 

tendency to assume that Anglo-American and Arab cultures are dialectical cultural 

opposites (Yasin et al. 1990; Zaharna 1995). Few recognise the similarities or 

assimilations of these cultural groupings. Employees working in these companies within 

these culturally diverse contexts have different languages, education systems, 

management styles, backgrounds, and possibly values. According to Hofstede (2001) 

workers from different cultures behave differently in managing their businesses including 

budgets. Hofstede (1991) also notes that culture impacts on a personôs views on many 

topics, including significantly, the budgeting process. 

It is generally assumed that both Libyan and Anglo-American companies prepare their 

budgets with similar goals in mind in order to achieve their business goals (Bart 1988). 

However, it is not clear that companies operating in the Libyan oil sector follow similar 

procedures and techniques in developing their budgets and in their budgeting processes. 

The question that arises in this study is therefore ñhow and to what extent do societal 

cultural dimensions affect the budgeting process undertaken by Libyan and Anglo-

American companies operating in the Libyan oil sectorò? 

This study re-visits the current understanding of how and to what extent specific budget 

aspects and budgeting processes can be attributed to societal cultural dimensions. The 

study uses the societal cultural dimensions identified by Hofstede (2001) in order to 

determine the similarities and differences between local and Anglo-American companies 

operating in the Libyan oil and gas industry in terms of their budgets and budgeting 

processes. The study further seeks to explain to what extent they are similar and different. 

Prior studies (Bailes et al. 1991; Douglas et al. 2007; Ueno et al. 1992) tend to stop at 

descriptions of cross-country differences in budgeting practices (Yee et al. 2008). By 

contrast, this study goes one step further by explaining observed differences in terms of 

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

1.3.1 Location and brief history 

Libya is an Islamic, Arab country with a total population of approximately six million. 

Arabic is the official language with English and Italian used in trade (Ahmad et al. 2004; 

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

in 1962 and its economy is heavily dependent on oil revenue (Otman 2008; St John 2003; 

Yahia et al. 2008). Oil revenue represents more than 95 percent of Libyan export income, 

contributing 60 percent to the annual GDP during the period 1963-2006 (Heitmann 1969; 

Yahia 2008b). Libya is considered to have the largest proven oil reserves in North Africa 

and holds 3.34% of the worldôs reserves. The country is a major oil producer and one of 

Europeôs biggest North African suppliers (international services) since it is located nearer 

to European markets than its other competitors in the Middle East (Stjohn 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, and Chad and Niger 

to the south. A significant geological feature of Libya is its onshore oil fields near to the 

coast and close to Europe. The natural flow of oil towards the sea has helped Libya to 

produce oil relatively cheaply as compared to many other producers. Its 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 oil 

market (Yahia 2008a).  

However, throughout its long history this geological feature has exposed the country to 

foreign invasion including that by the Ottoman Empire, which controlled the area from 

1750-1911. This was followed by Italian occupation 1911-1945 and subsequently by 

British and French invasions. The country obtained its independence on 24 December 

1951 (Clarke 1963; Rahma 1999). The first locally-constituted government was a 

monarchy, under King Idriss 1951-1969. Thereafter, it became the Republic of Libya or 

Socialist Peopleôs Libyan Arab Jamahiriya and remain so for four decades (Bakar et al. 

1999).   
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In the pre-oil economic era, the country was considered among the poorest in the world. 

The economy suffered from shortages in minerals, water and human resources as well as 

being subject to a severe harsh 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 for the economic and social 

development of Libya. He made the somewhat harsh observation that ñIf Libya can be 

brought to a stage of sustained growth, there is hope for every country in the worldò 

(Higgins 1959, cited in Gurney 1996, p. 2). 

From the Ottoman administration up until the 1950s nomads and semi-nomads were the 

majority of the population (Rahma 1999). In the 1950s the population consisted of 

approximately one million inhabitants with a literacy rate of less than 10% mostly living 

in the arid or semi-arid Sahara (Clarke 1963). The average income per person was less 

than US$35 per year.  Agriculture, handicrafts and pastoralism were the essential primary 

products of the country although this was supplemented by aid which came from the 

United Nations, USA, UK, France and Italy. The aid received generally insufficient and 

failed to have a significant impact on the economic upliftment of Libya. Heitmann (1969, 

p. 249) stated that ñLibya seemed destined for an existence of continued dependence upon 

foreign assistanceò.  

Until the discovery of oil in 1951, Libyaôs history was marked by severe levels of 

poverty. Despite the discovery of oil reserves, beneficial effects were slow to develop due 

to a lack of production and exports. This was primarily caused by a shortage of capital 

and expertise in management and accounting fields. The latter was caused, in part, by 

academic underdevelopment in the country (Clarke 1963). There were just 16 students 

who graduated from universities in 1949, and no citizen in the country had a PhD 

(Abouzied 2005; 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 establish a framework for 

comprehensive oil legislation (Otman 2008). The petroleum law was tolerant and 

generous in order to attract and encourage international oil companies to invest in the oil 

industry and conduct further exploration. This was followed by fast development of 

upstream activities in the Libyan oil sector (Abouzied 2005; Mahmud et al. 2002; Otman 
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2008). Apparent success of the policy inspired the Libyan Government to spend 

considerable amounts of money at that time. The first extraction of oil in Libya was 

January 1, 1958 at Atshan in the Fezzan with 250,663 barrels per day (Clarke 1963). On 

12 September 1961, Libya entered the international petroleum market and the first 

shipment of oil left from Esso Standardôs new terminal at Port Brega to arrive in Britain 

at the Fawley refinery (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 domination (Ahmad et al. 2004). From 1961, the country saw its 

first exports of oil and the reduction of its reliance on foreign aid (Ahmad et al. 2004; 

Clarke 1963). Ten years later Libya became one of the worldôs major oil exporting 

nations. It became the fourth largest producer in OPEC with approximately seven per cent 

of the worldôs oil production (Heitmann 1969; Otman 2008). The production of oil 

considerably increased from 1961-1970, then dramatically declined till 2005 before 

increasing again marginally (Otman 2008). 

 1.3.2 Libyan 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 years ago. However, Romanians 

produced 2000 barrels in 1857. The first discovery in modern times was in USA by 

General Dark in Pennsylvania in 1859 (Aroweni 2008).  

Although oil was produced in the mid-1870s it became widely used as a raw material only 

later (Westing 1986). It is considered to be the worldôs first resource used to generate 

power. It has become the largest contributor to the national incomes of oil producing 

countries. In 1970, oil and gas represented 43.1% and 15.1%, respectively of the power 

used in the world (Aroweni 2008). The oil industry uses large amounts of financial capital 

and it is difficult to enter or exit the industry (Otman 2008). The oil sector also requires 

experienced professionals from different specializations (Weijermars et al. 2008).  

The first discovery of oil in the Middle East was in Iran in 1900. In the Arab world, oil 

was discovered after World War I and 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 East holds about two-thirds 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 development of oil discovery. Thus, foreign companies were 

encouraged to invest. Although exploration for oil in Libya started after World War II the 

most important exploration commenced in 1955 when permission was given to nine 

companies to conduct geological surveys (Clarke 1963). Companies were attracted by the 

relative political stability of Libya and by the concessionary agreements whereby oil 

companies paid the Libyan Government an initial fixed payment to obtain concessions. 

The Government took a share of 50 percent of net income based on prices determined 

mainly by oil companies. Consequently, the 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 markets (Heitmann 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 allowance (Mahmud 

et al. 2002). Amendments to the agreement occurred in 1961 so that the 50-50 split was 

based on the posted price (Clarke 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 develop upstream and downstream activities. Over 1971-73, nationalization 

and participation measures were undertaken by the Libyan Government to establish Libya 

as the third major Arab country producer after Algeria and Iraq (Mahmud et al. 2002). 

The nationalization of the Libyan oil sector led to the establishment of National Oil 

Corporation (NOCL) in November 1970. The NOCL (an association) manages the Libyan 

oil sector through local and international oil companies (Al -Hengari et al. 2007). 

Agreements about exploration licences in Libyan oil sector, under the Libyan Exploration 

and Production Agreement between NOCL and international oil companies, gave the 

NOCL a holding of at least 51 per cent of these companies (EPSA-I in 1974, EPSA-II 

1979, EPSA-III 1988 and EPSA-IV 2004). The USA was the major importer of Libyan 

oil products from 1962 to 1980s (Otman 2008). 

There were four reasons behind the decline of production of Libya oil from 1970 (Otman 

2008).  
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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 unattractive (Mahmud 

et al. 2002); 

b) The perceived high political and contractual risks associated with Libya; 

c) The focus by international oil companies on expanding areas of new discovery; 

and 

d) Sanctions were imposed by USA and UN which 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 1986, these sanctions required all American companies to withdraw from 

Libya and reduce the numbers and levels of staff at the Libyan diplomatic missions. 

Libyan assets in USA banks were frozen (Mahmud et al. 2002; Otman 2008; Yahia et al. 

2008). Hufbauer, Schott and Oegg (2001, p. 5) state ñIn 1992, the UN Security Council 

imposed an arms embargo on 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 

nonpetroleum-related Libyan government assets abroadò. This was a resolution from UN 

Security Council that added to general sanctions imposed on the Libyan Government by 

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

NOCL established EPSA-III 1988 was designed to attract Western companies. The UN 

sanctions and the USA Iran Libya sanctions made non-US 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 activities 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 on non-Libyan 

workers in the oil industry who were replaced by local workers. That meant skilled non-

Libyan workers were retrenched and multinational companies suffered from this loss of 

non-Libyan workers. Production and exploration were also affected. In the early 1970s oil 
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production was three million barrels per day dropping to approximately 1.723 million 

barrels per day (Otman 2008).  

Libyaôs international relations with the USA and UK fluctuated over time. There were 

some improvements in 2004 when Libya abandoned its program to develop so-called 

weapons of mass destruction in return for increased détente (Otman 2008). As a result, in 

2003, the Security Council lifted sanctions. Libyaôs political isolation ended and it 

rejoined the international community, reintegrating into the global economy and adopting 

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

for international trade to benefit the economy. Yahia (2008b, p. 3) argues that ñLibya 

needs strong and sustained economic growth to meet the needs of its rapidly growing 

labour force, which requires high investment in physical and human capital and more 

efficient use of the countryôs resourcesò. This is seen as being necessary to sustain the 

Libyan economy and pursue the objective of increased international investment especially 

in the oil sector (Boucek 2004). In 2004 NOCL introduced EPSA-IV as a further 

incentive to increase international companiesô confidence in the Libyan oil sector (Otman 

2008).  

Libyan crude oil is valued for its geographic proximity to Western countries. About 95% 

of Libyan exports go to Europe. Anglo-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, American international companies returned to their 

original concessions and obtained eleven licenses covering 98,673 km
2
 out of fifteen 

areas. This represented about 78.3% of the total area offered. Those companies are 

Occidental which now has 36.75% of the area in its participation agreement with NOCL, 

while ConocoPhillips, Marathon and Amerada Hess all hold 40.83% interests in Waha 

Oil Company (Otman 2008). 

It is abundantly clear that Arab countries (Libya included) have noticeably changed after 

discovery of oil and 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).The impact of cultural diversity within this important 

sector of the Libyan economy is of significant interest especially in view of the scarcity of 

research in this regard. 
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Research objectives 

The subject of cultural diversity is highly relevant to multinational corporations which 

have many subsidiaries across the world (Douglas et al. 2007). The influence of culture 

on the behaviour and practices of management in developing Middle-Eastern countries 

has not been the subject of much research compared with Asian, European and Anglo-

American countries. Despite the rising attention paid to cultural issues in the discipline of 

international comparative management, empirical studies on non-western, developing 

countries, and Arab management effectiveness and practice appear to lacking to date 

(Abboushi 1990; Ali 1990; Atiyyah 1993; Kozan 1993; Yasin et al. 1990). Parnell 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 a critical lack of management research in developing countries 

generally and in Africa in particular (with the exception of South Africa). Different 

cultures have negative and/or positive conceptualizations and impacts on similar 

managerial behaviours. Because the Western world has many unique relationships among 

organizational variables that may not be related or different to the developing world, 

consideration of culture is needed (Parnell et al. 1999). This study will fill an important 

gap in the existing literature on the impact of culture on budgeting processes. The 

objectives of this study are: 

1- Identify how each social culture dimension affect budgets and budgeting 

processes in Libyan and Anglo-American companies operating in the Libyan oil 

sector. 

2- Are there any differences between Libyan and Anglo-American companies 

operating in the Libyan oil sector in terms of budgets and budgeting processes? 

3- Examining if Libyan and Anglo-American workers are aware of the potential 

differences between Libyans and Anglo-Americans when they interact with each 

other.  
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Motivation of the study 

Anglo-American companies sought to invest in the Libyan oil sector because 

approximately 95% of Libyan exports are destined for Europe. United States and Western 

Europe are considered the largest consumers of oil per day in 2003 (GAO Reports 2006). 

Libyan crude oil is also valued for its geographic proximity to Western companies. 

Weijermars, de Jong and van der Kooi (2008, p. 19) state that ñThe impact of cultural 

diversity on business efficiency is certainly not new to this business, but has steeply 

intensified due to globalizationò. Therefore, research is needed to better understand 

cultural differences and similarities between Anglo-American and Libyan companies 

operating in the Libyan oil 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 considered the largest 

oil exporter in North Africa. The impact of Libyan culture on the budgeting process has 

also been neglected by researchers. Libyaôs economic growth trends are positive and 

foreign direct investments are increasing in the oil sector. The importance of culture 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 perspective has 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 years, most research has focused on Western 

countries in general but Arab countries in particular (Libya especially) appear to have 

been ignored. 

The growth in international trade between Anglo-American countries and Libya in recent 

years requires a better understanding of customs and expectations in cross-cultural 

budgeting systems. The budgeting process is heavily dependent on human involvement, 

participation, and judgment (Douglas et al. 2007) which can be affected by values, 

background, religion, education, language, and culture. Culture is so important when 

dealing with people from different cultures (Chang 2003). A better understanding of 

different cultures would assist managers to participate and 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-American companies regarding budgeting processes. 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 structures, and unsophisticated users with a weak accounting profession in 

comparison to Anglo-American companies and countries (Baralexis 2004). 

Scope of study 

This study uses Hofstedeôs (2001) model of four societal cultural dimensions (power 

distance, uncertainty avoidance, individualism vs. collectivism, and masculinity vs. 

femininity) to investigate the differences in budgets and budgeting processes between 

Libyan and Anglo-American companies operating in the Libyan oil sector. Hofstedeôs 

fifth dimension (long vs. short-term orientation) has not been used because there was no 

score for Arab countriesô cultures for this dimension in Hofstedeôs study. Sivakumar and 

Nakata (2001, p. 559) state that ñthere is only a handful of countries for which these 

measures existò. Leach-LÃ³pez, Stammerjohan and McNair (2007) also used four 

dimensions when they compared USA and Mexico managers because Hofstede did not 

measure this dimension in Mexico either. Organizational culture has also not been used as 

well in this research because there is a difference between societal and organizational 

culture. Hofstede (2001, p. 393 emphasis original) states that ñUsing the word culture in 

reference to both nations and organizations suggests that the two kinds of culture are 

identical phenomena. This is incorrect: A nation is not an organization, and the two types 

of culture are of different kindsò.  

This study will compare two different cultures; Libyan and Anglo-American. Societal 

culture is used in this study to distinguish members from one nation to another. 

Organizational culture distinguishes employees 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 occupations (Hofstede et al. 2005). This study has adopted this 

important suggestion. As 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 insight to guide both multinational corporationsô managers and host countryôs 

managers that intend to operate their subsidiaries in different cultures and countries. This 

research examines the influence of societal culture on the budgeting process of both 

Libyan and Anglo-American companies operating in the Libyan oil sector. The aim of 

research was to studying the cultural differences in a Western developed countries context 

(Anglo-American) and in a non-Western/developing and Arab/North African country 

context (Libya). 

Despite a growing interest in international comparative cross-cultural management, 

especially in the developed world (Chow et al. 1991; Collins et al. 1999), the number of 

research studies focussed on the influence of culture on business and budgeting processes 

has been more limited in relation to the 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 practices (Atiyyah 1993; Kozan 1993; Parnell et al. 

1999). Consistent with traditional perception, management and accounting research in 

Libya are especially underrepresented. 

There is very little research on cross-cultural studies on Arab countries and in North 

Africa (Parnell et al. 1999). There is also a dearth of research addressing the impact of 

societal cultural on budgets and budgeting processes in Western (developed 

countries/Anglo-American) and non-Western (developing countries/North Africa) 

companies in general and on Libyan oil companies in particular. In 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 diverse as the oil and gas industry (Lau 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 differences. 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 especially where cultural differences may 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, Czinkota et al. (1995) argue that 

every employee and manager needs to be aware of cultural sensitivity. Therefore, 

studying cross-cultural differences facilitates and enables managers of multinational 

companies to gain great benefit from comprehending and understanding these differences 

in managing cross-cultural organizations, and how to implement human resource 

programs in situations where workforces are culturally diverse. Mendonca and Kanungo 

(1996) also argue that the competitive advantage of operating internationally depends 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 tremendous importance in both 

developed and developing countries, the oil industry has not been studied to the same 

extent as other sectors. From the literature it seems that there is a critical lack of research 

on cultural differences in the oil industry. This study also extends the work of Douglas et 

al. (2007) who compared Egyptian managers who work for Egyptian firms and Egyptian 

managers who work for US firms in Egypt.  

Another contribution to the literature is in terms of adding some additional aspects of the 

budget process that have not been adequately and sufficiently studied in previous 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 Hofstedeôs four dimensions and their predicted effects. 

As Libyan evidence is 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 levels of voice 

and explanation.  

The studyôs outcomes are expected to provide further descriptive details relating to 

Hofstedeôs (2001) model of cultural dimensions and the differences in budgeting 

processes between Anglo-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 activities (Frucot et al. 1991). 

Furthermore, the research will also attempt to explain how and to what extent Libyan and 
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Anglo-American companiesô budgets and budgeting processes are different. The findings 

will also assist Anglo-American managers dealing with Libyan employees. Similarly, 

Libyan employees may also gain insights on how to deal with managers from different 

cultures. As a developing nation, Libyan companies may adopt practices from Anglo-

American companies that may not be culturally appropriate. This study seeks to identify 

these inconsistencies and offer some practical recommendations. As such, 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 Mao (2007) 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 in order to attain a 

better understanding of the meaning of culture and distinguish between societal culture 

and organization culture. This helps build a sound basis to explain how societal culture 

affects budgets and budgeting processes. Thus the first section focuses on a definition of 

culture and societal culture with reference to Hofstedeôs (2001) dimensions. The next 

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, cheaper and deeper 

than ever before (Czinkota et al. 1995; Griffin et al. 2005).  Garrison, Noreen and Brewer 

(2006, p. 12) state that ñthe last two decades have been a period of tremendous turmoil 

and change in the business environmentò. International businesses vary from domestic 

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 globalization (Galang 1999; Griffin et al. 

2005). In todayôs rapidly changing business environment, organizations must operate in a 

global marketplace to be successful (Rodrigues 1996; Taylor 2000). Technologies, 

globalization of business, and communications have made the world a small village 

despite differences in language, dress, religions, backgrounds, norms and systems of 

education. Values, attitudes, norms, and cultures have not changed as fast as changes in 

business environments (Czinkota 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 cross-border activities (Neelankavil et al. 2000). As a 

result, managers of multinational corporations 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) argues that ñWith the globalization of 

product markets and expansion of economic activities across borders, cross-cultural 

differences are emerging as a significant factor in the management of organizationsò. 

Cultural differences across countries are not the real primary problem but problems do 

manifest themselves when dealing with different cultures (Palau 2001). Hofstede (2007, 

p. 413) points out that ñBecause management is always about people, it is part of the 

culture of the society in which it takes placeò. 

Taylor (2000, p. 278) states that ñglobalization means that what happens to an 

organization in one part of the world will affect the organization in the other parts of the 

worldò. As a consequence of globalization, understanding a cultureôs impact on a 

businessôs environment and multinational corporations has attracted considerable research 

interest (Douglas et al. 2007; Galang 1999; Sivakumar et al. 2001). The growth of 

multinational corporations and international investments has sparked cross-cultural 

research into attitudes, behaviours and values (Griffeth et al. 1985). Understanding 

different cultures is most relevant for multinational corporations that have many 

subsidiaries around the world. Furthermore, in the past two decades there 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 workplaces (Erez 1994 as cited in Aycan 2000; 

Miroshnik 2002; Rodrigues 1996). Weijermars, de Jong and van der Kooi (2008, p. 19) 

argue that ñModern business management must address cultural diversity and requires 

trans-cultural competence, using communication, empathy and creativityò. Multinational 

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 countries (Griffin et al. 2005; Tavakoli et al. 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 how to adapt to the 

differences (Miroshnik 2002; Rodrigues 1996; Taylor 2000). Chang (2003) suggests that 

the international managers must understand the national differences between employees 

within their corporation, accept and respect their cultural beliefs and norms, while being 



Chapter Two  Ramadan Kanan (0050038639) 

21 

 

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 and sufficiently 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 

their own. Hofstede (1983, p. 75) argues that ñTwenty or even 10 years ago, the existence 

of a relationship between management and national cultures was far from obvious to 

many, and it may not be obvious to everyone even nowò. The significance of culture has 

just commenced to be recognised in the accounting field (Radebaugh et al. 1997). 

Differences in culture affect the way that organizations operate in different countries. As 

a result multinational organizations will be positively or negatively affected by cultural 

diversity (Miroshnik 2002). Cultural influences on international business, management 

and accounting have drawn increasing attention in recent years (Bearden et al. 2006; 

Soares et al. 2007). 

Hofstede and Hofstede (2005, p. 19) state that ñdifferent countries have different 

institutions: governments, laws and legal systems, associations, enterprises, religious 

communities, school systems, family structuresò. A few economists, sociologists, and 

other researchers consider these to be actual causes of differences in feeling, behaving, 

and thinking between nations. Miroshnik (2002, pp. 424-5) also states that ñtwo 

fundamental differences between multinational and domestic organizations are 

geographic dispersion and multiculturalism [...] analysis of problems and failures of 

multinational business abroad has shown that the first dominant factor is cultureò. Like 

the people they work with, management and leadership are a part of national societies 

(Hofstede et al. 2005). Unresolved tensions due to cultural differences can simmer 

beneath the surface of an organization for years unacknowledged, leading to severe 

financial problems at times (Wickramasinghe et al. 2005; Yee et al. 2008).  

Therefore understanding the meaning of culture is a critical element in managing 

organizations gross culture. The next section explains what is culture and how is defined. 
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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 manifested in everyday usage of language, it is still used loosely to 

express many different concepts (Dahl 2004; Spencer-Oatey 2008). Because of the wide 

influence of culture on most human behaviour, it is difficult to define culture (Soares et 

al. 2007). William (1988, p. 87) identifies culture as ñone of the two or three most 

complicated words in the English languageò. These complications stem from its 

complicated historical development in many European languages. Definition difficulties 

also come from the 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 other (Bradford 2005; Edward 1959).  

In the Oxford Dictionary ( 2005) culture is defined as ñthe customs and beliefs, art, way 

of life and social organization of a particular country or groupò. Culture also means the 

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, norms, attitudes, and artefacts that are shared by a certain society. 

From this people can distinguish one culture from another (Dahl 2004). For example, 

when one talks about Arabic culture, the first thing that comes to mind are certain values, 

customs, language, and religion which can easily be distinguished from other cultures 

such as Chinese, European or Japanese. The definition of Gao and Handley-Schachle 

(2003, p. 43) is: ñCulture provides the cognitive premises for individuals within a group 

and sets preconditions for human behaviour. It covers a wide spectrum and includes the 

whole set of social norms and responses that direct peopleôs behaviourò.  

Culture refers to the set of shared attitudes, goals, values, and practices that characterise 

an institution, organization or group. It is a set of human-made 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. Objective elements of culture include tools and technology (Twati 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. 567) also defines culture as ñthe unique characteristic of 

a social group; the values and norms shared by its members set it apart from other social 

groupsò. 

Culture is a whole way of life together with technology and material artefacts. It is also 

considered as a subconscious control method functioning in oneôs thoughts (Dahl 2004). 

That hidden method influences and affects peopleôs behaviours even though they are not 

aware of its ñsubconsciousò effect that can be called culture. It also can be defined as a 

way of living that human beings inherited, transmitted, and learned from previous 

generations and passed on to another (Czinkota et al. 1995; Dahl 2004; Griffin et al. 2010; 

Kennedy 2002). The psychologist Jung (1969) argues that past cultural and religious 

values live on in a societyôs ñcollective unconsciousò. Harris and Moran (1984, p. 11) 

consider culture as being inherited from previous generations and define culture as ña 

distinctly human capacity for adapting to circumstances and transmitting this coping skill 

and knowledge to subsequent generationsò. Culture is transmitted from generation to 

generation by learning from each other as well as from the environment (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 non-behavioural items, institutions, and systems. In a similar 

way Chang (2003, p. 567) defines culture as ñthe unique characteristic of a social group; 

the values and norms shared by its members set apart from other social groupsò. 

Spencer-Oatey (2008, p. 3) looks at culture as ña fuzzy set of basic assumptions and 

values, orientations to life, beliefs, policies, procedures, and behavioural conventions that 

are shared by a group of people, and that influence (but do not determine) each memberôs 

behaviour and his/her interpretations of the ómeaningô of other peopleôs behaviourò. She 

considers culture as consisting of two levels: one is invisible and difficult to observe its 

inner layers ñvalues and assumptionsò; the other level is a visible outer layer, easily 

observable of resultant behaviour or behavioural conventions. This definition revolves 

around her four concepts; 

1- culture is connected with a social group; 
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2- cultural stability can influence peopleôs behaviour and the meaning they attribute 

to other peopleôs behaviour; 

3- culture is manifest through co-occurring 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 2001, p. 5) defined value as ña conception, 

explicit or implicit, distinctive of an individual or characteristic of a group, of desirable 

which influences the selection from available modes, means and ends of actionsò. Culture 

is learned and shared among members of one group or one society and it is situated 

between human nature and individual personality (Dahl 2004). Hofstede and Hofstede 

(emphasis added 2005, p. 4) define culture as ñthe unwritten rules of the social game. It is 

the collective programming of the mind that distinguishes the members of one group or 

category of people from othersò. Both Hofstede and Dahl agree that culture is learned not 

inherited. It, therefore, differs from human nature, which is inherited; and personality, 

which is inherited and learned. Figure 2.1 illustrates the levels of uniqueness in mental 

programming. 

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

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

Hofstede also (2001, p. 1) defines culture as ñcollective programming of the mind; it 

manifest itself not only in values, but in more superficial ways: in symbols, heroes, and 

ritualsò. Values cannot be recognised until they shown in behaviour while culture can be 
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recognised in visible elements too. Hofstede describes the manifestations of culture in 

terms of the metaphorical onion with multiple layers and values at the core. Values are 

invisible ñsoftwareò until they are evident in the behaviour of those inside the culture. The 

visible manifestations of culture are reflected in the rituals, heroes and symbols 

ñbehavioural elements or hardwareò of that culture as visible practises observed by those 

outside of the culture (Fang 2009). In Freudian psychology the ñsuper-egoò is largely the 

unconscious part of the mind that stores past socialisation experiences unique to growing 

up in that particular culture (Freud 1990; Freud et al. 1962). However, those inside the 

culture recognise the ritual, hero and symbolic aspects underlying these practises. Figure 

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

model and it stays firm while symbols, heroes, and rituals might change. Symbols 

indicate words, gestures, and objects that explain complex meanings easily understood by 

a certain group. Heroes represent persons whose characteristics are highly valued and 

serve as models for behaviour in certain groups. Rituals mean collective activities that are 

socially essential in bounding individuals within the norms in a certain group. The 

behaviours are determined by values and beliefs; thus to understand these behaviours it is 

essential to understand culture ñvalues and beliefsò of that group (Hofstede 2001).  

.  

Source: (Hofstede, 2001, p. 11) 

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

Hofstede (2001, p. xv) points out that ña better understanding of invisible cultural 

differences is one of the main contributions the social sciences can make to practical 

Symbols 

Heroes 

Rituals 

Values 

Practices 



Chapter Two  Ramadan Kanan (0050038639) 

26 

 

policy makers in governments, organizationsïand institutionsïand to ordinary citizensò. 

Hofstede divides mental programming into three levels. They vary from being common to 

almost all humankind, partly shared in groups or totally unique to an individual (Figure 

2.3). 

 
Source: from Hofstede 2001, p.3 

Figure 2:3: Three levels schematic of mental programming 

Despite the fact that there are many different points of view in relation to the concept of 

culture, most of them share similar elements of culture which can be summarised as 

follows. 

Culture characterises a certain society or group of people and can be broken into 

subcultures such as occupational culture or organizational culture, which can be found 

within any culture (Abouzied 2005). An individualôs behaviour is significantly 

determined by cultural values, which can be stable for prolonged periods of time and 

cannot be changed easily, which makes their behaviour 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 members (Ahmad 2004; Spencer-Oatey 2008). For Freud, there are 

not firm barriers between ego, id and superego. So an individual draws, usually 

unconsciously, from the social values embedded in her/his superego. The super-ego, in 

many cases, is the driver of particular actions.  

This study defines culture as the economic systems, attitudes, education systems, laws 

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 includes stories, 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 

themselves, how they differ from other societiesô members. They also govern how these 

shared elements facilitate communication with each other in effective and efficient ways. 

Moreover, they influence a particular group of peopleôs behaviours and their mental lives 

(Bradford 2005; Christie et al. 2003; Dahl 2004; Hofstede 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. This will help 

to predict the resultant behaviour of individuals when operating in different cultures. The 

next section discusses Hofstedeôs five dimensions of culture that provides an explanation 

for and assistance in predicting individualsô behaviours according to their cultural 

background.  

2.2 Hofstedeôs Model of Societal Culture 

 2.2.1 Hofstedeôs study 

Hofstedeôs (2001) study is the most comprehensive study conducted in a large 

multinational corporation (IBM) operating in more than 72 countries. His study was the 

largest cross-cultural business survey ever conducted and achieved major interest from 

business scholars (Bing 2004; Chow et al. 1996; Dahl 2004; Rodrigues 1996; Silvia 2006; 

Sivakumar et al. 2001; Thompson 2003; Van Everdingen et al. 2003; Yates et al. 1996). 

Hofstede used the IBM company in three regions for his research in more than 50 

countries. The survey was conducted twice, in 1972 and 1986, with more than 116,000 

usable responses. Four 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. 1356) states that the five dimensions ñhave become 

part of intercultural training programs and of textbooks and readers in cross-cultural 

psychology, organizational psychology and sociology, management and 

communicationsò.  
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Holt (1998 as cited in Chang 2003, p. 658) states that ñThis model is commonly called the 

four-dimension of culture modelò. Some researchers call it Hofstedeôs framework (Chang 

2003; Chapman 1996; Collins et al. 1999; Dwyer et al. 2005; Greenberg 2001; Jan-

Benedict et al. 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 et al. 2003) and others call it Hofstedeôs model (Ahmad 

2004; Chang 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 will refer to these four dimensions of culture as Hofstedeôs model. 

 2.2.2 Justification for using Hofstedeôs (2001) model 

Hofstedeôs (2001) model is the most prominent, well-known, robust, comprehensive, and 

the most famous among cross-cultural studies as well as the most often cited work in 

culture research as it helps to differentiate the culture 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; Rodrigues 1996; Silvia 2006; Sivakumar et 

al. 2001; Soares et al. 2007; Thompson 2003; Twati 2007). Chapman (1996, p. 18) 

concurs, believing that ñit is not possible to deal with ócultureô in the area of business and 

management without becoming aware of the long shadow cast by the work of Geert 

Hofstedeò. Hofstedeôs study is revolutionary in the domain of cultural differences among 

countries and the most prominent work in the field of cross-cultural, business 

communication, accounting and management (Collins et al. 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. 5) emphasises that it ñis probably one of the 

most extensive cross-cultural surveys ever conductedò. Similarly, Chapman (1996, p. 18) 

also supports that ñHofstedeôs work became a dominant influence and set a fruitful 

agenda. There is perhaps no other contemporary framework in the general field of 

óculture and businessô that is so general, so broad, so alluring, and so inviting to argument 

and fruitful disagreementò. His pioneering work is the most comprehensive set of studies, 

which are widely used in management, accounting, psychology, sociology, and marketing 

(Chandy et al. 1994). In the same vein, Sivakumar and Nakata (2001, p. 556) also argue 

that ñHofstedeôs Cultureôs Consequences has been cited 1,101 times from 1987 to 1997 
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according to the Social Sciences Citations Index é Hofstede is the third most cited 

author in international business studies published between 1989 and 1993ò. Sondergaard 

(1994) also indicates that 1036 quotations from Cultureôs Consequences appear in 

journals during the period 1980 to 1993. This work has considerably extended 

understanding of national cultures and the differences between them (Arrindell 2003; 

Arrindell et al. 2003; Dahl 2004; Douglas et al. 2007; Drogendijk et al. 2006; Jansen et al. 

2009; Lau et al. 2000; Leach-LÃ³pez et al. 2007; Twati 2007; Van Everdingen et al. 

2003).  

Soares, Farhangmehr and Shoham (2007, p. 280) argue that Hofstedeôs (2001) model ñis 

the most comprehensive and robust in terms of the number of national cultures samplesò. 

This model helps in understanding the values that emphasise the functioning of cultural 

units as an explanation for understand other cultural differences. The simplicity of 

Hofstedeôs (2001) model is also one of the reasons why this study chose to utilize it. 

Moreover, his dimensions are uncomplicated, straightforward, and naturally interesting to 

both business readers and academic researchers across many disciplines making it 

uncomplicated to compare and understand cultural differences between countries 

(Chapman 1996). Furthermore, for cross-cultural comparative purposes, Hofstedeôs 

dimensions are well positioned for comparative studies (Dwyer et al. 2005; Osland et al. 

2000; Twati 2007). Fang (2009, p. 4) also states that ñThe fact that not only academics 

but also managers can talk about culture-related management issues in terms of 

Hofstedeôs cultural dimensions is indicative of Hofstedeôs great influenceò. What is more, 

Hofstedeôs dimensions have been widely accepted and repeatedly validated over time 

(Christie et al. 2003; Sondergaard 1994). 

Hofstede (2001, p. 465) states that ñthe model can serve to explain and to help us 

understand observed similarities and differences between matched phenomena in different 

countriesò. In addition, this model is helpful in comparative cross-cultural studies or 

formulating hypotheses (Soares et al. 2007).  Hofstedeôs four dimensions have scores for 

Arabic countries in general, and for Libya in particular as well as for Anglo-American 

countries (USA, UK, Canada, and Australia) which helps the comparison between them. 

Another reason for choosing Hofstedeôs model is that many authors used Hofstedeôs 

model to study the influence of culture on budgeting processes (Douglas et al. 2007; 

Douglas et al. 2005; Ueno et al. 1993; Yee et al. 2008).  
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However, a review of the literature revealed no studies in the accounting literature that 

examine the effects of culture on budgeting process in a Libyan context. The importance 

of using Hofstedeôs model is that it can be the basis for other comparative studies in 

accounting generally and in the budgeting process 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 phenomenon (Yates et al. 1996).  

2.2.3 Cultural clusters 

Griffeth et al. (1985, p. 814) state that ñThe empirical identification of óclustersô of 

countries based on observed similarities among the attitudes and behaviours of their work 

force has been one area of international investigationò. Five studies empirically clustered 

nations despite the fact that categorising countries by their subjective cultures presents 

practical and theoretical benefits (Griffeth et al. 1985). They argue that these studies 

(Haire et al. 1967; Hofstede 1976, 1980; Ronen et al. 1985; Sirota et al. 1971) are not 

identical although they appear similar (Griffeth et al. 1985). Ronen and Shenkar (1985) 

define cultural cluster as a group of countries or nations that share many common 

attributes. Cultural clusters are essential for better understanding differences and 

similarities between people. They are also useful when comparisons are made between 

different countries (Griffeth et al. 1985). Looking across national boundaries, they are 

crucial for understanding the differences between the various cultures. With knowledge 

and a better understanding of the basis of similarities and differences between countries, 

multinational companiesô managers can effectively predict the results of practices and 

policies across national boundaries (Griffeth et al. 1985; Ronen et al. 1985). Knowing 

country clusters will also show which countries might work together better than others 

(Griffeth et al. 1985). 

Academicians and practitioners can obtain assistance from clusters when they generalise 

the results to other countries sharing the same characteristics or which are in the same 

cluster (Ronen et al. 1985). Griffin and Pustay (2010, p. 125) state that ñA culture cluster 

comprises countries that share many cultural similarities, although differences do 

remainò. They 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 in distinguishing similarities and differences across the entire 
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world. It benefits managers who work in international companies to give them a better 

understanding as to similarities and differences between countries (Twati 2007).  

Understanding national characteristics such as geography, language, and religion 

underlying the 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 Shenkar (1985) argue that geography 

is more important when talking about cultural clusters because culture spreads first to the 

nearest area ñbirthplaceò. They justify the Anglo-American cluster which contains 

countries from different continents, because of colonization and immigration. Language is 

also shared between Anglo-American countries where people speak English. Language is 

another factor affecting clusters that contain values and meanings that influence 

individualsô work objectives. Gupta, Hanges and Dorfman (2002) conclude that there are 

three factors to classify countries: a) 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, and require 

explanation. The implication of clustering countries might be illustrated by these purposes 

according to their work values. Contributions might manifest in the theoretical domain 

and practical areas (Hartigan 1975 as cited in Ronen et al. 1985). Although studies have 

tried to obtain benefits from cultural clusters when management operates in more than 

one culture, some researchers considered cluster studies as largely overstating differences 

between countries (Ronen et al. 1985). Africa appears to have been completely neglected 

and the Middle East and the Far East have not been studied either (Ronen et al. 1985). 

Grouping countries has been based on many types of clustering for instance developed, 

undeveloped, less developed countries, industrialized, newly industrialized, developing, 

developed countries, Middle East, and Arab regions (Twati 2007).  

Ronen and Shenkar (1985) used attitudinal data from eight empirical studies to cluster 

countries based on the most popular cultural clusters (Twati 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 Portugal. 
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5. Latin American clusters: Argentina, Venezuela, Chile, Mexico, Peru, and 

Colombia, 

6. 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 socio-cultural values and practices. Ali (1990) argues 

that there are many historical factors have influenced Arab culture and their 

management practices such as the legacy of colonial bureaucracies and Ottoman 

Empire as well as European, tribal and family traditions, Islamic influence, 

Western nations in recent decades, political constraints, and the government 

intervention. Arabic countries have many commonalities, sharing the same 

language, religion and socio-cultural characteristics (Kabasakal et al. 2002; Twati 

2007). Kabasakal and Bodur (2002, p. 44) argue that ñthe Koran has been a 

unifying force that strongly influences societal practices and acts as a driver 

towards creating a common culture in the Arabic clusterò.  

9. Anglo clusters: countries that speak English such as United States, Canada, United 

Kingdom, Ireland, Australia, New Zealand, and to a certain extent South Africa. 

These countries are all predominantly Anglo-Saxon, developed nations, and were 

all colonized by Britain (Ashkanasy et al. 2002). These Roman Catholic countries 

value a spirituality that emphasizes tradition, ritual and the visual. This is 

contrasted with the Protestant Anglo cultures where religion is hyper-rational, 

austere and relegated to private realm concept of ópersonal relationship with Godô. 

Individual conscience is paramount in Protestantism compared to (group) 

traditions and the sacraments in Catholism. 

Pre-requisite understanding of the Anglo cluster countries is required to understand 

international relations and trade around the world. This understanding is also important 

for this study in terms of its comparison between Anglo-American and Libyan companies 

operating in the Libyan oil sector. Anglo-American countries serve as the headquarters 

for many of the worldôs largest multinational companies. They represent many of the 
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most economically advanced countries and most developed in the contemporary world. 

Anglo-American countries represent only 7% of the worldôs population but account for 

25% of world trade, and 40% of the worldôs Gross National Product (Ashkanasy et al. 

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 strongly endorses accomplishment especially in the chase 

of material wealth. It also reflects a male dominated society in practice. There are distinct 

differences between countries in this cluster despite their similarities. South Africa and 

New Zealand stand out in this respect (Ashkanasy et al. 2002). 

2.3 Hofstedeôs (2001) Societal Culture Dimensions 

Organizational culture was not used in this study because there is a difference between 

societal and organizational culture. Hofstede (emphasis original 2001, p. 393) states that 

ñUsing the word culture in reference to both nations and organizations suggests that the 

two kinds of culture are identical phenomena. This is incorrect: A nation is not an 

organization, and the two types of culture are of different kindsò. This study will compare 

two different cultures Libyan and Anglo-American. Societal culture is used to distinguish 

members from one nation to another. Organizational culture is used to distinguish 

employees from one organization to another. In comparing two or more countries in a 

study, the sample respondents should be drawn from the same occupations (Hofstede et 

al. 2005). 

Hofstede (2001) explained that five societal cultural dimensions differentiate countries 

based on relationships among their members. The dimensions are: power distance, 

uncertainty avoidance, individualism- collectivism, masculinity- femininity and long-

short term orientation.  

This study used the four dimensions of Hofstede model which are: power distance, 

uncertainty avoidance, individualism vs. collectivism and masculinity vs. femininity. 

However, the fifth dimension long vs. short-term orientation was not used because there 

is no score for Arab cultures for this dimension. Researchers use Confucian dynamism as 

the fifth dimension to Hofstedeôs model which has been used to differentiate Chinese 

from Western values (Chang 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 similarly chose to rely on Hofstedeôs model to give larger 

generalizability and comparability of the results with prior studies. Osland and Bird 

(2000, p. 68) indicate that ñHundreds of studies have used one or more of Hofstedeôs 

dimensions to explore similarities and differences across cultures regarding numerous 

aspects of business and managementò. There are many studies that have used just four 

dimensions when they compared countries that have scores for the fifth dimension and 

countries that do not (Douglas et al. 2005; Leach-LÃ³pez et al. 2007; Oumlil et al. 2009) 

2.3.1 Power Distance  

Power distance (PD) deals with the level of the inequality in 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 maintain equality 

between members of societies (Hofstede et al. 2005). Hofstede and Hofstede (p. 46) 

defined PD as ñthe extent to which the less powerful members of institutions and 

organizations within a country expect and accept that power is distributed unequallyò. 

Family, school, and community are the basic elements of a society while places where 

people work are organizations (Hofstede et al. 2005). PD refers to the distribution of 

power at different levels of organizations in different societies. PD is also reflected 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 must be decreased, or that they are 

wanted and desired (Dahl 2004). PD indicates the degree to which subordinates feel 

contented approaching and/or disagreeing with their superiors (Tavakoli et al. 2003). 

In high power distance societies, power is unequally distributed 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 is based on 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 orders without objections. Thus subordinates like to be 

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

organizations, there is more equity in relationships among members at various levels. 
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Executives seek their subordinatesô suggestions and advice; the latter also participate in 

the processes of decision making. Subordinates and supervisors are almost equal in status. 

Table 2.1 lists some characteristics of society with high and low PD. 

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

Low power distance High power distance 

Á Centralization is less. 

Á Subordinates expect to be consulted. 

Á Same status between manual work and office 

work. 

Á Hierarchy established in organizations for 

convenience that means an inequality of roles. 

Á Flat organization pyramids 

Á Managers relay on experience and on 

subordinates. 

Á The relationship between subordinate and 

superior are pragmatic.  

Á Centralization is high. 

Á Subordinates expect to be told what to do. 

Á Office work valued more than manual work. 

 

Á Hierarchy reflects inequality between higher and 

lower levels. 

Á Tall organization pyramids. 

Á Managers relay on formal rules and on 

subordinates. 

Á The relationship between subordinate and 

superior are emotional. 

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

2.3.2 Uncertainty Avoidance: 

Uncertainty Avoidance (UA) relates to the extent to which members of society feel, deal, 

and cope with vagueness and unknown circumstances in the future. 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. Hofstede and Hofstede (2005, p. 167) 

define UA as ñthe extent to which the members of a culture feel threatened by ambiguous 

or unknown situationsò. Uncertainty, concern, and anxiety are when you are worried or 

afraid of something unknown because of the need of written and unwritten rules. In strong 

UA societies ñanxious culturesò members tend to be expressive and it is accepted by other 

members of the same society to speak out loudly with raised hands, aggressive gestures, 

intolerance, emotion, and security-seeking (Hofstede 1984; Hofstede et al. 2005). In 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 structure their relationships, 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 anxiety and ambiguity and to control duties and the 

rights of employees and employers (Hofstede et al. 2005). From 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 undertake more planning and collect more information to 

minimize and avoid unpredictable futures whereas uncertain environments are faced 

without undue concern by members of weak uncertainty avoidance societies. Table 2.2 

shows key differences between weak and strong uncertainty avoidance societies. 

Table 2.2: Key differences between two different cultures in workplace 

weak uncertainty avoidance  strong uncertainty avoidance 

Á Focus on decision process. 

Á Innovative employees are relatively free from 

rules. 

Á Time is considered as a framework for 

orientation. 

Á Strategy is the concerns of top managers. 

Á Hope for success. 

Á Managers might not be expert in the field they 

manage. 

Á Rules might be broken for practical basis. 

Á Management can handle and tolerate ambiguity 

and unknown situations. 

Á Employees willing to change employers. 

Á Superiors optimistic about employeesô ambition 
and leadership capacities. 

Á Focus on decision content. 

Á Innovative employees are constrained by 

existing rules. 

Á Daily operations are the concerns of top 

managers. 

Á Fair of failure. 

Á Time is considered as money. 

Á Managers should be expert in the field they 

manage. 

Á Rules must not be broken for any basis. 

Á Management might not easily handle or tolerate 

ambiguity and unknown situations. 

Á Managers tolerate. 

Á Superiors optimistic about employeesô ambition 
and leadership capacities. 

Á Employees not willing to change employers.  

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

2.3.3 Individualism vs. Collectivism: 

Individualism-Collectivism (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. Individualism 

means that members of society look at themselves and seek their own goals more than the 

groupôs goals. Their loyalties to organizations tend to be at a low level and they depend 

on themselves rather than others. Competitiveness is regarded as more of an important 

virtue than collaboration. In individualistic societies members are oriented by ñIò.  

Because children tend to leave their parentsô homes at an early stage of their lives they 

reduce relationships with their parents so they learn how to depend on themselves and 

never depend on a group (Hofstede et al. 2005). In collectivistic societies members are 

oriented by ñWeò. The word collectivist does not necessarily have any political sense 

(although it may explain the attraction of certain political forms in certain culture e.g. 
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there was Communism in Russia, China, Vietnam, 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 collaboration and ñweò are their slogan and the loyalty to the 

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 Hofstede (2005, p. 76) define this dimension 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 people from birth onward are integrated into strong, cohesive in-

groups, which throughout peopleôs lifetimes continue to protect them in 

exchange for unquestioning loyalty.  

The reasons why members of an organization comply with organizational requirements 

will be affected by the level of collectivism or individualism in society (Hofstede 2001).  

Table 2.3: Key differences between Individualist and collectivist societies in a workplace 

Collectivistic  Individualistic 

Á Direct appraisal of subordinates spoils harmony. 

Á Incentives to be given to in-groups. 

Á Keeping ethnic or other in-groups together 

supports productivity. 

Á Management is management of groups. 

Á Poor performance reason for other tasks. 

Á Employer-employee relationship is basically 

moral, like a family link. 

Á Belief in collective decisions. 

Á Relationship prevails over task. 

Á Employees and managers report teamwork, 

personal contacts, and discrimination at work. 

Á Less control over job and working condition; 

fewer hours worked. 

Á Direct appraisal of performance improves 

productivity.  

Á Incentives to be given to individuals. 

Á Composition of work groups based on individual 

criteria; in groups unwanted. 

Á Management is managements of individuals. 

Á Poor performance reason for dismissal. 

Á Employer-employee relationship is a business 

deal in a labour market. 

Á Belief in individual decisions. 

Á Task prevails over relationship. 

Á Employees and managers report working 

individually. 

Á More control over job and working conditions, 

longer hours worked. 

Source: (adapted from Hofstede 2001, pp. 244-5; Hofstede et al. 2005, p. 104)   

This dimension is used to explain the differences between countries in accounting 

practices. Ueno and Sekaran (1992) find this dimension is the reason behind the 

differences between USA and Japanese companies budgeting processes. Hofstede (2001, 

p. 213) states that ñThe degree of individualism in organizations depends, obviously, on 

other factors in addition to a societal norms, such as employeesô educational levels as well 

as an organizationôs history and organizational cultureò. Table 2.3 shows the key 

differences between individualist societies and collectivists societies. 



Chapter Two  Ramadan Kanan (0050038639) 

38 

 

2.3.4 Masculinity vs. Femininity : 

Masculinity 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 Hofstede (2005, p. 120) define MF as:  

A society is called masculine when 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 called feminine when 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 work situation 

Feminine Masculine 

Á Successful managers seen as having both male 

and female characteristics. 

Á Management as ménage: intuition and 

consensus. 

Á Humanization of work by contact and 

cooperation. 

Á People work in order to live. 

Á Lower job stress: fewer burnout symptoms 

among healthy employees. 

Á Preference for smaller companies. 

Á Preference for fewer hours worked. 

Á Competitive agriculture and service industries. 

Á Rewards are based on equality. 

Á Intuition. 

Á People and warm relationship are important. 

Á Dominant values in society are caring for others 

and preservation. 

Á Successful managers seen as having solely male 

characteristics. 

Á Management as manege: decisive and 

aggressive. 

Á Humanization of work by job content 

enrichment. 

Á People live in order to work. 

Á Higher job stress: more burnout symptoms 

among healthy employees. 

Á Preference for larger companies. 

Á Preference for higher pay. 

Á Competitive manufacturing and bulk chemistry. 

Á Rewards are based on equity. 

Á Decisiveness. 

Á Money and material objects are important. 

Á Dominant values in society are material success 

and progress. 

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

Masculine cultures have separately defined menôs and womenôs roles. Male concerns are 

economic and other accomplishments. By contrast, in feminine 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 weak and members of the group, modesty, 

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, competitive, heroism, tangible action, ambitious, and 

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

societies. Table 2.4 shows key difference between masculine and feminine cultures. 

2.3.5 Culture Scores: 

Dimensions are scored from zero to 100 indicating the score of a country on each 

dimension. Power distance is scored from zero, indicating culture with low PD, to 100 

indicating a culture with high PD. The uncertainty avoidance index ranges from zero, for 

a culture with the weakest AU, to 100 for a culture, which has the strongest AU. 

Individualism versus collectivism ranges in value from zero for collectivist cultures to 

100 for individualist cultures. The masculinity index ranges from zero, indicating a 

feminine culture, to 100 indicating a masculine culture. Hofstede and Hofstede (2005) 

computed cultural dimensions across countries including scores for Libya and Anglo-

American countriesô cultural dimensions (Table 2.5). 

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

Country Power Distance 

(PD) 

Uncertainty 

Avoidance (UA) 

Individualism vs. 

Collectivism (ID) 

Masculinity vs. 

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 0ïï100 0ïï100 0ïï100 0ïï100 
Source:  adapted from Hofstede and Hofstede 2005, pp. 43-4, 78-9, 120-1 and 68-69  

2.4 Critique of Hofstede 

Hofstedeôs model is regarded as the most prominent, comprehensive, robust, well-known, 

influential, and pioneering research among cross-cultural studies as well as the most often 

cited work in culture research. His work also represents a considerable improvement 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. 2008; Jansen et al. 

2009; Radebaugh et al. 1997; Radebaugh et al. 2006; Robbins et al. 2008; Silvia 2006; 

Sivakumar et al. 2001; Soares et al. 2007; Twati 2007; Yee et al. 2008). However, 

Hofstedeôs model could not continue to be immune from criticism. Several scholars have 

increasingly critiqued the model in recent years (Baskerville 2003; Hampden-Turner et al. 
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1997; McSweeney 2002b, 2002a; Schwartz 1994; Smith 2002; Williamson 2002). 

Criticism of Hofstedeôs model is acknowledged as well-founded by many researchers and 

by Hofstede himself, though many researchers still use his model (Silvia 2006; Twati 

2007). Baskerville (2003, p. 5) states that ñCritiques of Hofstede have periodically 

appeared in accounting, but these have not diminished the attractiveness of his indicesò. 

He argues that numerous research studies have used Hofstedeôs quantification and 

classification of cultural differences in accounting discipline. 

There has also been severe criticism of Hofstedeôs model from other authors (Baskerville 

2003; McSweeney 2002b; Schwartz 1994). Serious concerns have arisen which have 

resulted in warnings to researchers using Hofstedeôs model.  

a) Disagreement that nation states can be equated with cultural 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 

Hofstedeôs work is inappropriate. 

b) Difficulties of and limitations of a quantification of culture represented by cultural 

dimensions and matrices.  

c) The status of observers outside the culture may be limited in their understanding 

of or limited subjective bias. 

d)  Consider the model as outdated as his data was collected between 1968 and 1973, 

arguing that culture has changed in the time since the data was collected. 

e)  Sample derived from IBM is implausible in terms of representing the nationôs 

culture.  

In addition to these, Hofstede adds his concern that the values used in his questionnaire 

were developed from western sources and that these values might be a basis for 

researcher bias. Questions that related to attitudes and values were included in the 

questionnaire might be considered as irrelevant in other contexts such as eastern cultures 

(Harrison et al. 1994).  

These criticisms were answered by Hofstede (2002, 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 a pragmatic 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 



Chapter Two  Ramadan Kanan (0050038639) 

41 

 

culture being regarded as shared, the description of nationally shared cultures can 

function as a pragmatic solution in overcoming this criticism (Dahl 2004). Dahl (p. 7) 

argues that ñIn more practical terms, national boundaries have been the preferred level of 

resolution, and therefore countries the preferred unit of analysisò. Dahl (p. 8) also states 

that ñalthough general ódimensionsô of culture can be established at a culture-level, these 

may not necessarily be reflected in the behaviour of each individual from that cultureò. In 

other words, using data from 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 culture is 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 stable (Soares et al. 2007). It can be argued that culture is embedded 

in values and hard to change in one generation. Peopleôs minds are programmed by the 

time when they are children and cultural changes will be unlikely to occur in the same 

generation (Freud 1990; Freud et al. 1962; Hofstede et al. 2005). Even 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 widespread resistance. Changes may be observed in 

resultant behaviour that is illustrated in practice ósymbols, heroes, and ritualsô being as 

manifestation of culture. Hofstede agrees that the five dimensions are not comprehensive 

enough and invites researchers to add new dimensions different from his own dimensions. 

These however should be reliable and valid (Hofstede 2002). 

In terms of the emergence of new paradigms in the study of culture that build on, or offer 

alternative frameworks to Hofstede, Schwartz work has gained some attention. However, 

researchers have pointed out that Schwartzôs framework has not been tested for validity 

through practical applications (Drogendijk et al. 2006). From Drogendijk and Slangenôs 

(2006) study of the effects of different cultural distance measures on establishment mode 

choices by multinational enterprises, they used two measures based on both Hofstedeôs 

and Schwartzôs models. Drogendijk and Slangen (2006, p. 362) conclude that ñit may 

thus be premature to dismiss Hofstedeôs work as outdated or as inaccurately reflecting 

national cultures, and to consider Schwartzôs framework to be superiorò despite the fact 
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that they used Schwartzôs framework in their study. Williamson (2002, p. 1389) argues 

that ñSchwartzôs survey was designed for students and teachers not for business staffò. 

Van Everdingen and Waarts (2003) highlighted the continued dominance of Hofstedeôs 

model in current research and they also drew attention to the need to address the use of 

country selection. Their research pays no attention to multiple and confounding culture 

effects. Soares, Farhangmehr, and Shoham (2007, p. 283) agree that ñHofstedeôs 

framework constitutes a simple, practical, and usable shortcut to the integration of culture 

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

country differences has received extensive supportò. 

The preeminence of Hofstedeôs model lies in its consistency and clarity in recognizing 

cultural differences in addition to its simplicity to be understood by academics and 

practitioners (Fang 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 Cranjak-Karanovic (2003, p. 61) state that ñMany 

other studies have found that Hofstedeôs Dimensions have generally been borne out in the 

analysis of surveys with results generally consistent regardless of target countries and 

sample groupsò. Moreover, Kirkman, Lowe and Gibson (2006) reviewed two 

international annual volumes and 180 studies in 40 business and psychology journals 

between 1980 and 2002. They support using Hofstedeôs model. They also found that, in 

countries that are diverse in terms of their cultural background, results from studies using 

Hofstedeôs model continue to support Hofstedeôs predictions. Soares, Farhangmehr and 

Shoham (2007, p. 283) also indicate that óIn spite of some criticisms to his dimensions, 

the argument that they capture cross-country differences has received extensive supportò. 

Williamson (2002, p. 1391) suggests that ñTo reject totally Hofstedeôs or similar 

functionalist models of national culture, before more satisfactory models have been 

developed, would be to throw away valuable insightò.  

It seems there is no empirical research to date that supports the superiority of one model 

over the other. Given the criticism of, responses to, and continued support for Hofstedeôs 

model despite criticism, this study adopted the model as part of the theoretical 

underpinning of the study. It is regarded that Hofstedeôs model remains the most relevant 

current approach to explain the effects of culture on budgeting processes. Kirkman, Lowe 

and Gibson (2006, p. 308) also support that ñHofstedeôs values are clearly relevant for 
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additional cross-cultural researchò. Based on Hofstedeôs dimensions it is anticipated that a 

significant difference would exist between Anglo-American and Libyan companies 

operating in the Libya oil sector. 

Furthermore, Libyaôs culture is relatively uniform throughout the country. There are not 

two or more cultural groups vying for dominance as in Fiji, Malaysia, and Singapore. In 

this study equating nation with culture is unlikely to pose significant practical problems 

(Yee et al. 2008). The study remains aware that non-white 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 importance 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 budgeting 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 responsibilities (Garbutt 1992). Budgets assist financial and non-

financial managers in planning, controlling, coordinating, decisions making, evaluating 

performance, motivating employees and managers to work harder in order to achieve 

organizationôs goals and its functions. Budget and budgeting also include every aspect of 

management accounting (Bart 1988; Covaleski et al. 2003; Garbutt 1992; Jones 2008; 

Langfield-Smith et al. 2005; Magner et al. 2006; Milani 1975; Van der Stede 2000; Wu 

2005). Budgets are a plan that can be utilized to quantify managementôs expectations for 

financial and/or nonfinancial aspects in quantitative form for the next accounting cycle 

(Covaleski et al. 2003; Horngren et al. 1996; Magner et al. 2006). Horngren, Sundem and 

Stratton (2005, p. 296) define a budget as ña quantitative expression of a plan of actionò 

and as ñan example of a formal business planò. The definition by Langfield-Smith, 

Thorne and Hilton (2005, p. 416) of a budget is ña detailed plan that shows the financial 

consequences of an organizationôs operating activities for a specific future time period ... 
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and it usually viewed as a core component of an organizationôs planning and control 

systemò. Garbutt (1992, p. 1) also defines a budget as ña plan of the future activities of an 

organization. It is expressed mainly in financial terms but usually incorporates many non-

financial, quantitative measures as wellò. Budgets are a vitally important tool and have 

potential benefits for almost all organizations (Covaleski et al. 2003; Hansen et al. 2003; 

Jones 2008; Magner et al. 2006). Budgets facilitate and assist management in the process 

of planning, organizing, coordinating, and controlling to boost its efficiency (Covaleski et 

al. 2003; Mendoza et al. 1997). A budget is a comprehensive financial plan that embraces 

all aspects and expectations of an 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 for the next 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 budgeting is time-consuming and costly in medium and large 

organizations, budgets are the most extensively utilized tool as budgetary control for 

controlling and planning (Covaleski et al. 2003; Edmonds et al. 2006; Garbutt 1992; 

Hansen et al. 2003; Horvath et al. 2000; Magner et al. 2006; Weygandt et al. 2001). In 

uncertain environments planning and budgeting are especially very important to 

organization success (Horngren et al. 2005). Planning 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 for performance measurement (Hofstede 

1968).  

Budgets bring to light potential advantages and disadvantages to management in advance 

and make planning always at the forefront of managementôs minds as a priority. The 

importance of budgets is in the feedback provided that assists managers to modify their 

strategic plans (Horngren et al. 1996). It 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 an organizationôs goals and serve as a road 

map towards understanding planning and controlling operations (Horngren et al. 2005; 

Magner et al. 2006). Horngren, Sundem and Stratton (2005) also argue that one of main 
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reason behind the failure of many seemingly healthy businesses is management did 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 profit from utilizing these resources (Covaleski et al. 2003; 

Horngren et al. 2005; Magner et al. 2006). A budget implicates and relates to every aspect 

of management accounting, management control process, performance measurement, cost 

accounting, and responsibility 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 happened in the past with what has happens now. They also 

are used as benchmarks to guide the performance of managers and employees in 

organizations by measuring estimated performance ñbudgetsò with an actual performance 

ñactualò to discover variances from plans. It is also used for motivating employees 

(Covaleski et al. 2003). For evaluating performance, budgets are superior (Jones 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 assists 

managers to ensure that objectives of units are achieved and that they meet with an  

organizationôs objectives as a whole (Hansen et al. 2007; Horngren et al. 2005). ñThe 

objectives are destination points, and budgets are road maps guiding us to those 

destinationsò (Horngren et al. 2005, p. 298). Budgets also help management to allocate its 

scarce resources to units that maximize the rate of return on capital employed. In addition, 

budgets help employees; they tell them what managementôs expectations are. Therefore, 

budgets communicate in both directions from bottom up and from top down. Lower-level 

managers and employees inform top management how its objectives, plans, and goals will 

be achieved. Then top management tries to reconcile between units by prioritising its 

objectives and communicating with each unit to arrive at a final picture of a budget 

(Hansen et al. 2007). Horngren, Sundem and Stratton (2005, p. 299) state ñ[T]he 

budgetary process forces managers to visualise the relationship of their departmentôs 

activities to those of other departments and the company as a wholeò.  

Budgeting process is the activities, processes, and procedures that are taken to coordinate, 

improve, and develop all financial plans of business in a budget (Edmonds et al. 2006; 
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Langfield-Smith et al. 2005). Expressing an organizationôs plans in financial terms is 

called budgeting (Edmonds et al. 2006). Budgets have five purposes in most 

organizations that facilitate management to achieve its goals (Edmonds et al. 2006; 

Garbutt 1992; Garrison et al. 2006; Hansen et al. 2007; Hilton 2005; Hofstede 1968; 

Horngren et al. 2005; Langfield-Smith 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 most vital tools used by managers for planning the 

future of an organization in the short and long-term or both. 

2. Facilitating communication and coordination: optimal communication and 

coordination between all managers and employees is essential for businesses to 

plan a companyôs operations successfully. 

3. Allocation of resources: budgets are useful tools to allocate scarce resources of an 

organization to certain uses and places. 

4. Evaluating and motivating performance and providing incentives: differences 

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 operations: budgets offer a benchmark to compare actual 

results with planned results to identify variances. 

Budgets can be prepared for long-range plans or short-term plans. Capital budgets are 

prepared for three years or more which ñconsiders capital acquisitions to be made for a 

budget periodò (Loganathan 1997, p. 6). It deals with decisions for long-range 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 is short-term planning and is generally prepared for the coming year to 

give quick insights into the day to day operations of an organization to meet its objectives 

and goals. Managers should consider both types of budgets because if they only pay 

attention to long-term objectives they will lose insights into day to day operations and 

vice versa (Edmonds et al. 2006; Hilton 2005; Horngren et al. 2005; Langfield-Smith et 

al. 2005).  

A master budget is a comprehensive proposal for the first year of a long-term plan 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 non-financial impacts including 

the impact of financing and operating decisions (Hansen et al. 2007; Loganathan 1997; 

Mowen et al. 2006). The master budget is referred to as ñbeing a comprehensive, 

organization wide set of budgetsò and ñit provides a comprehensive picture of the entire 

budgeting processò (Horngren et al. 1996, pp. 176-9). 

A budget is a very important tool for a companyôs success if top management and 

employees accept 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) state that ñThe attitude of top management will heavily 

influence lower-level workersô and managersô attitudes toward budgetsò. Budgets should 

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 

collaboration and efficiency. Therefore, management must know that the most important 

aspect of budgeting is the human (Garrison et al. 2006). Hofstede (1968, p. 46) states that 

ñBudgets are intended to act as incentives for people to do a better (more efficient) job. 

The psychology of budgeting belongs to the field of job motivation. Job motivation is a 

special case of performance motivation and this again of motivation in generalò. Budgets 

have a crucial influence on human behaviour; they assist and motivate managers to 

perform better and can discourage and decrease the morale of managers (Weygandt 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 et al. 2006; Ueno et 

al. 1992) identified these aspects as: 

1. communication, participation and coordination processes resorted to in budget 

planning; 

2. planning time horizons-long-term versus short-term planning;  

3. structuring of budgetary processes in terms of formalized rules and procedures;  

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

5. controllability of budgets means the degree to which managers are responsible for 

the items within their budget; and 
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6. budget performance evaluation time horizons (short-term and long-term) 

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 

(Horngren 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 Datar (1996) 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 not underestimate the fact that the efficiency of budgeting systems greatly 

depends on acceptance by employees and managers of budgeting systems (Horngren et al. 

2005). In order to facilitate communication at all levels of an organization, management 

should pay attention, comprehend, and support budgets and all aspects of management 

control systems. 

The most influential obstacle that holds back harmonization and harmony in budgeting 

systems in organizations is often related to culture or more specifically cultural 

differences (Douglas et al. 2005; Paláu 2001). The interaction between workers and 

supervisors will occur in the workplace. In this context different preferences will manifest 

in the workplace where different cultures interact in an organization that operate 

internationally (Bing 2004). This is especially so with budgeting that involves a variety of 

activities which are related to human reaction. Milani (1975) argues that human aspects 

are of paramount importance in budgeting because budgets do not exist without people. 

Budgets are prepared, controlled, and revised by people to facilitate managementôs 

functions. In this regard budgets and budgeting are influenced by employeesô behaviours 

(Milani 1975). When an organization operates in different countries or 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 budgeting. Paláu (2001) also argues that the most influential 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 organization. Employees 

working in multinational 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 cultural differences will arise (Sauers et al. 2009). Therefore, management 

should consider cultural differences when dealing with employees from different cultures. 

Rodrigues (1996, p. 302) states that ñLearning something about the culture of a country 

before transacting business there shows respect, and those who understand the culture are 

more likely to develop successful, long-term business relationships than those who do 

notò. Culture is known to be an influential environmental issue that might change 

accounting systems adopted by each different nation (Paláu 2001). Hofstede and Hofstede 

(2005, p. 20) state that ñManagers and leaders, as well as the people they work with, are 

part of national societies. If we want to understand their behaviour, we have to understand 

their societiesò.  

Research Issues on How Does Societal Culture Affect Budgeting Processes 

Introduction  

Ignoring culture is a significant factor causing failures of multinational businesses when 

operating internationally (Czinkota et al. 1995; Miroshnik 2002). Culture also has a big 

influence on human behaviour and managerial thinking which influence the effectiveness 

and functioning of a company (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, Chow and 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 practices. Thus 

management practices may work in one culture and not in another (Mendonca 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 cultural considerations (Collins et al. 1999). Thompson 

(2003) also argues that management practices which are of a western origin and 

transferred to non-western countries without cultural consideration is one cause of failure. 
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For example it is argued that around 50 percent of joint ventures failed between USA and 

Asian companies because of culture conflicts (Thompson 2003). 

Therefore, understanding the effects of 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, managers must recognize and consider cultural diversity and also be 

familiar with differences and similarities between cultures which may hinder or facilitate 

their management practices from one country to another (Chow et al. 1996; Earley 1989; 

Mendonca et al. 1996; Miroshnik 2002). If they donôt take culture into consideration it 

will limit their ability to manage and cope with these differences and exploit similarities 

in their favour. 

Multinational organizations also will be positively or negatively affected by cultural 

diversity (Miroshnik 2002; Radebaugh et al. 1997). Multinational companies with 

advanced management skills will interface with diverse cultural backgrounds in their 

subsidiaries that operate according to low management skills (Frucot et al. 1991; 

Mendonca et al. 1996). In this regard, Galang (1999, p. 703) points out that ñManagement 

practices are often transferred without regard to differences among countries that may 

affect the practiceôs successò. In the same vein, uncritically adopting and importing 

systems, techniques, and management styles to developing countries from developed and 

industrialized countries remains problematic. Clearly these techniques work in developed 

cultures but maybe not in developing countries due to the cultural differences and 

backgrounds not because of inappropriateness or deficiency of these programs and 

techniques (Awasthi 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 corporations in modern management in terms of dealing with different 

cultures and different countries that have similarities and differences. This is because 

these countries have different governments, laws, institutions, associations, enterprises, 

and cultures. A few sociologists, economists, and some people believe that these are the 

real reasons for the differences in behaviours, feelings, thinking, 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 contexts. 
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Managers responsible for companiesô local operations should adapt practices according to 

localized conditions. This is critical in terms of maintaining their legitimacy and 

acceptance as perceived by local stakeholders (Sauers et al. 2009). Miroshnik (2002, p. 

524) states that ñTwo fundamental differences between multinational and domestic 

organizations are geographic dispersion and multiculturalismò. In those circumstances 

managers must be self-aware to be successful. Miroshnik (2002, p. 526) also argues that 

understanding the diversity between cultures is crucial because it facilitate the 

reorganization 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). When managers execute any operations 

related to planning, organizing, coordinating, and controlling inside an organization they 

will be coloured by their values and culture. Different managers might act differently in 

different organizations and different cultures. ñDifferent cultural environments require 

different managerial behaviorsò (Miroshnik 2002, p. 524). Therefore, understanding these 

differences in culture and value will help managers manage their organizations and deal 

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

develop better ways to successfully cope with these differences (Miroshnik 2002).  

Managers also need to understand how culture affects planning, coordinating, organizing, 

and controlling. In a detailed case study of a Sri Lankan textile mill, Wickramasinghe and 

Hopper (2005) documented how unresolved cultural conflicts lead to silent tensions that 

eventually crippled the mill. In the same vein, Dahl (2004, p. 10) states that ñMany 

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 counterparts want 

to conveyò. For example, westerners expect clear and direct communication of intentions, 

especially in business contexts, whereas Japanese and East-Asians give a much larger role 

to silences and intuition in communications (Yee et al. 2008). In the same way, 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 two ways would usually 

be considered culturally acceptable. This may be a better way to manage multinational 

corporations.  
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On the other hand, misunderstanding cultural differences might lead managers to mistreat 

workers (Collins et al. 2005). It might also lead to dysfunctional behaviour when an 

individualôs behaviour is not aligned with the goals of an organization (Mowen et al. 

2006). In addition, employeesô dissatisfaction with budgetary processes for cultural 

reasons may lead to reduced job satisfaction, declining performance, absenteeism, and 

high staff turnover rates (Magner et al. 2006). Human actions underpin the most 

important aspects of budget preparation, revision and implementation (Milani 1975). 

Similar to the people they work with, management and leaders are a part of national 

societies (Hofstede et al. 2005). Due to 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 budgeting because they have to deal with different languages, religions, 

customs and values which vary from country to country. Differences in political-

economic environments are anticipated to cause individuals to react to the stress of the 

budgetary process by appealing to different budget game strategies (Collins 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 extensively needed from 

employees of a company in order to achieve an organizationôs budget goals at all levels 

and guarantee that individual budgets are incorporated into divisional budgets (Ueno et al. 

1992).  

Many researchers have investigated the influence of national culture using one or more of 

Hofstedeôs dimensions on budgetary systems; slack creation behaviour in budget; budget 

control practice, performance of management, incentive to create slack, the opportunity to 

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). Ueno and Sekaran (1992) studied the impact of culture on 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 multinational-companies in different nations. Douglas 
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and Wier (2005, p. 163) state that ñHofstedeôs Power Distance and Individualism are 

expected to influence organizational choices in budgetary system designò.  

Culture affects multinational companies operating in different countries because certain 

countries are radically different in terms of their communication styles and managerial 

and organizational practices (Drogendijk et al. 2006). However, even though budget 

control systems are critical to organizational success, studying the influence of culture on 

budgeting processes remains insufficient (Lau et al. 2000; Ueno et al. 1992). Budgetary 

systems are different according to different cultures that vary in values, educational 

background, beliefs, fundamental attitudes, economic policy, and culture cluster 

(Hofstede 1968). Budgeting systems of multinational companies might be modified to 

suit different cultures in which they work (Douglas et al. 2005; Radebaugh et al. 1997). 

For example, Douglas et al. (2007) investigate the influence of national 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 Hofstedeôs dimensions on budgetary slack, incentive to create slack and the 

opportunity to participate in the budget. Douglas and Wier (2005) also study the effects of 

culture differences on budget systems between USA and Chinese managers in terms of 

relationships between incentives to create slack and slack creation behaviour in 

budgeting. Martinsons and Davison (2007) 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 are factors 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 Mendoza (2005) study the relationship 

between three machistic stereotypes and budgeting behaviour 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 on budgeting 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, economic 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 research (Douglas et al. 2005). Budgeting systems of multinational companies 

might be modified to suit different cultures 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 country (Ueno 

et al. 1992). This is especially so when dealing with the aspects of budgets and budgeting 

processes such as participation, voice and explanation, propensity to create slack, using 

fixed or flexible budget, using the rolling budget, based on rewards, and attitude towards 

budget. 

2.6 Budgetary Participation 

Participation in budgeting should include all managerial levels to accomplish a fair 

budget accepted by levels. If this is the case, managers will be positive towards budgets 

and they will work harder to achieve their budget (Chong et al. 2002; Hofstede 1968). If 

not, it will lead to discouragement and create resentment between managerial levels 

(Weygandt et al. 2001). Milani (1975) states that participation is when employees can 

choose their own course of action. Participative budgeting is used by superiors to obtain 

information to reduce uncertainty about superiorsô tasks and task environments (Chenhall 

et al. 1988; Shields et al. 1998). Participation, however, in the budgeting process is very 

important and researchers must start with theories about participation in decision-making 

(Hofstede 1968). Dundon et al. (2004) points out that ñparticipation could lead to a 

beneficial impact on quality and productivityò. Moreover, participation by lower level 

managers in decisions yields more practical plans with open discussions and also provides 

motivational effects and improvement to the quality of decisions made (Chenhall et al. 

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

Participation might take place in the procedures of planning and performance evaluation 

of the budget cycle (O'Connor 1995). In this regard face to face participation between 

subordinates and superior to establish a budget instead of imposing a budget on 

subordinates is essential for its sufficiency (Horngren et al. 2005; Licata et al. 1986). 

When imposing a budget on a manager from above, it might cause resentment instead of 

commitment and collaboration (Garrison et al. 2006). However, when employees receive 

unfavourable decision outcomes and these outcomes come from unfair decision-making 

procedures, they will show negative affective reactions towards budgetary decision 
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makers. These reactions towards budgetary decisions will decrease when employees 

participate in a budgetary process (Magner et al. 1995; Pasewark et al. 1990). 

Participative budgeting communicates a sense of responsibility to subordinate managers 

and fosters creativity. It is vital for obtaining higher participation in the budgeting process 

and all characteristics of management control systems (Horngren et al. 1996). Employees 

are expected to favour high budgetary participation when budget emphasis is high. Lau 

and Buckland (2000, p. 39) point out that ña compatible combination of high budget 

emphasis and high budgetary participation is likely to be associated with higher 

managerial performance than other combinations of budget emphasis and budgetary 

participationò.  

When subordinates are consulted in preparing their budgets that will motivate them to 

perform better (Leach-López et al. 2009), it makes them feel they are a part of their 

organization and also motivates them to work harder in order to achieve a budgetôs goals. 

This is because employees will feel this is their budget ñthis is my budgetò therefore they 

will endeavour to achieve it rather than feel that the budget was imposed on them by 

management (Hilton 2005; Langfield-Smith et al. 2005, p. 434). Consequently, goal 

congruence is likely to be achieved when managersô goals comply with organizationsô 

goals resulting in higher levels of performance (Mowen et al. 2006, p. 329). This might be 

achieved when multinational companiesô managers comprehend and take into 

consideration cultural diversity. However, budgeting processes and participation will vary 

from culture to culture due to cultural differences (Frucot et al. 1991). 

Culture is an important variable in the budget participation-performance process (Leach-

LÃ³pez et al. 2007). Therefore the influence of culture on decision makersô behaviours 

has become a very important topic in the last decade (Soares et al. 2007). In addition, 

each culture has different management practices which results in dissimilar perceptions of 

budget participation. Lau and Tan (1998, p. 168) also state that ñnational culture is likely 

to have an impact on the subordinatesô reactions to budgetary participationò. 

Consequently, Hofstedeôs dimensions are relevant to participative budgeting issues 

(Frucot et al. 1991). Douglas and Wier (2005, p. 163) also state that ñHofstedeôs Power 

Distance and Individualism are expected to influence organizational choices in budgetary 

system designò.  
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Douglas and Wier (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 decision making (Douglas et al. 2005; O'Connor 1995). In 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 high (Frucot et al. 1991; Tsui 2001). For example US managers participate 

more in budgeting processes and the return on investment is regarded as a significant 

budget goal (Horngren et al. 1996, p. 188; Yee et al. 2008). 

On the other hand, in high power distance cultures employees see their superior as 

autocratic and do not expect to be consulted. Therefore, expectations of participation by 

employees in budgeting are not expected to be high in such cultures. Decisions are 

expected to be made by superiors without seeking their subordinatesô participation 

(Frucot et al. 1991; O'Connor 1995; Tsui 2001). Kabasakal and Bodur (2002) argue that 

in Arabic culture family members are expected to obey the directions and decisions of 

their father without enquiries. Such norms and values created in a family are extended to 

society and institutions and encourage receiving inequality of power distribution. In the 

same vein Becker and Green (1962, p. 401) also stated that  

By definition, participation is essential to democratic process and very probably is antithetical 

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

participate in the decision-making process, prepare a budget, only to have it rejected by upper 

management without explanation 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 Arora (1992) suggests that ñTo increase the participation potential the 

system has to have a systematic, strong, legal foundation so that the people in power may 

be able to exercise only limited discretionò. Creating a social environment and increase 

training and level of education also help to increase the level of participation (Arora 

1992). Subordinates know more about their task environment than their superiors do. 

Participative budgeting is used by superiors to obtain information to reduce uncertainty 

about superiorsô tasks and task environments (Shields et al. 1998).  
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2.7 Voice and Explanation 

Allocating resources of an 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 cases (Libby 1999; Wentzel 2002). Thus management is obliged to prioritize its 

goals which are ensued by reallocating its limited recourses to those certain units that are 

considered to be at the top of managementôs priority list (Libby 1999). In this case, final 

decisions are made by superiors without the involvement of subordinates. This will lead 

to pseudo-participation because subordinatesô perceptions are that their views have not 

been taken into consideration and therefore have not influenced the final budget. In this 

regard management should avoid these perceptions of ópseudo-participationô by providing 

subordinates with a voice and giving them adequate explanations about the lack of their 

influence and input in the final budget (Libby 1999). If this is not the case, vast negative 

effects on subordinatesô attitudes towards their superiors and organization may take place. 

Participating in decision making is vitally important when managing human resources 

that give employees participation and/or involvement in decision making and also in 

budgeting processes (Galang 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 process. In other words, top 

management is not looking or seeking subordinatesô opinions or their input but is just 

seeking formal acceptance of the budget. Pseudo-participation also is defined as the 

budgeting process that makes subordinates believe that they will have some 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 management does not consider or aim to consult subordinates (Lindquist 1995; 

Mowen et al. 2006). Lindquist (1995, p. 123) states that ñIn fact, some research has even 

suggested that anything less than full decision-control of budgets is pseudo-participationò. 

He also states (1995, p. 124) that ñthe highest participation employees are permitted to 

make their own decisions (decision-control)ò. On the other hand, if managers and 

employees have input into budgets, and can appeal decisions that are made regarding a 

budget, this will ensure that a budget is based on accurate information and in a regular 
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way will enhance fairness of the budgetary procedure (Magner et al. 2006). Wentzel 

(2002) also points out that the perceptions of fairness will be enhanced when participation 

during budgeting is increased. The commitment of managers to budgetary goals will also 

be enhanced and performance will ensue. 

Real or genuine participation is when each individual has equal power to decide the 

outcome of a decision (Arora 1992; Lindquist 1995). In this vein, Libby (1999) studied 

the relationship between fair budgeting processes and subordinate performance. This 

study differs from traditional participative budgeting as it looks at a subordinateôs pseudo-

participative point of view. She finds that 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 no explanation. Byrne and Damonôs (2008, p. 208) results also 

support Libbyôs study. They state that ñThey reinforce the importance of an explanation 

and also show support for the pseudo-participation phenomenonïthan an uninfluential 

voice, despite receiving an explanation, negatively affects performanceò. They also point 

out that the type of explanation is more important than simply giving an explanation. This 

affects performance and perceptions of fairness. In this regard, there is a positive 

relationship between perceived fairness and performance and the adequate explanation is 

the positive effect that voice has on performance (Byrne et al. 2008). 

However, when managersô perceptions of budgetary procedures are fair their reactions 

will be less negative from when their perceptions are unfair (Magner et al. 2006; Magner 

et al. 1995). In the same way, Klammer (1997) argues the most important thing of 

fairness of perceptions is employeesô behaviours and attitudes. Thus if employees accept 

procedures as unfair the consequence is resentment and organizational retaliatory 

behaviour (Klammer 1997; Magner et al. 2006). Klammer (1997, p. 491) argues that 

ñPseudo-fairness can also arise when the basic conflicts of interest between managers and 

employees are ignoredò. 

Voice, appealing, accuracy, and consistency are the elements of formal budgetary 

procedural fairness. Participation should clearly outline subordinatesô suggestions and 

information offered should actually be used (Magner et al. 2006). Voice has influential 

effects on peopleôs lives and also has positive effects on decision making (De Cremer et 

al. 2008; Lind et al. 1990; Lindquist 1995; Magner et al. 2006). Fuller 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 essential for innovation 

process, and also improves performance and competence. Lind, Kanfer and Earley (1990, 

p. 957) state that ñvoice affects a variety of organizational attitudes and behaviorsò. They 

also argue that voice promotion leads to best performance and improves a positive 

attitude towards superiors. De Cremer and Stouten (2005, pp. 203-4) also point out that 

ñit can now be concluded that voice is the most accepted and most frequently used 

manipulation of procedural fairnessò.  

Libby (1999) finds that more than a few previous studies have considered the impact of 

voice on performance but no literature appears to have considered the effect of both voice 

and explanation on performance. However, Brockner et al. (2001) and Klammer (1997) 

argue that voice is one of the determinants of procedural justice and in this regard has 

gained great attention. Klammer (1997) argues that by having voice procedures, 

regardless of the decisions outcomes, which allow people to express their opinions 

associated with decisions/outcomes, is considered a contribution to the perception of 

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 performance (Dundon 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 dissatisfaction in an organization to issues 

related to companyôs procedures, outcomes, decisions, policies, and important issues and 

problems (Bies et al. 1988; Dundon et al. 2004; Klammer 1997; Lindquist 1995; Renard 

et al. 2003; Van Dyne et al. 2003). Klammer (1997, p. 5) states that ñWhen people speak 

up and offer suggestions for improvement, it increases the likelihood that an organization 

will take steps necessary toward developing and improving itselfò. In other words, the 

involvement of subordinates in decisions and budgeting processes will improve 

organisational performance. This also allows them an opportunity to provide and 

communicate their inputs, ideas, and opinions. Voice includes many things such as: 

employeesô participation, participative performance appraisal, open door policies, and 

opportunities to discuss and appeal decisions (Bies et al. 1988; De Cremer et al. 2008; 

Galang 1999; Magner et al. 2006; Renard et al. 2003; Tata 2005). Harlos (2001, p. 326) 

defines it as ñvoice systems represent sanctioned channels for employees to express their 
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content or discontentò and allowing employees ñconstructive suggestions even when 

others disagreeò (Fuller et al. 2007, p. 135). It is very important for managers to 

understand that there are strong effects of voice on diversity of human responses and 

managerial issues (De Cremer et al. 2008; De Cremer et al. 2005; Van Dyne et al. 2003). 

The reason is that when people receive unfavourable outcomes allowing them voice, it 

increases their perception of fairness. They feel that they are valued, treated with respect 

and dignity that will enhance self-esteem, as compared to if they had not been allowed 

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

Explanation means communicating to subordinates justifications and reasons for arriving 

at decisions made including why particular feedback and inputs have not influenced 

and/or between incorporated into the final budget (Byrne et al. 2008; Libby 1999). In 

relation to providing subordinates with sufficient explanations for decisions made about 

their work (Skarlicki et al. 1997). Magner et al. (2006, p. 411) argue that ñBudgetary 

decision makers should provide managers with clear, timely, and adequate explanations 

of the reasons for their budgetary decisionsò. In certain circumstances the perceptions of 

unfairness would be reduced by allowing employees voice and giving them an 

explanation (Horvath et al. 2000; Renard et al. 2003). When making decisions 

management should consider formal budgetary procedures that give managers an 

opportunity to voice their opinions in terms of budgetary decisions which ensues accurate 

information. This also should be followed by dealing with managers in a respectful 

manner and show them kindness. What is more, managers should be provided with 

sufficient and satisfactory explanation for the decisions made in relation to the budget 

while personal biases should be suppressed (Magner et al. 2006). Libby (1999) argues 

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

consider the budgeting process as fair and this can lead to higher performance. 

These elements may differ from one culture to another. Managers should consider these 

elements in order to treat employees fairly. That will lead to more productivity, better 

performance, and satisfaction for employees. Such elements motivate employees because 

they feel that they are treated with respect and dignity (Horvath 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 an organization (Byrne et al. 2008).  
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It is important that managers of multinational companies understand the nature of real 

participation when allowing subordinates to voice themselves and providing them with 

adequate explanation. They must realize that there is cross-cultural variation in this sphere 

and that peopleôs perceptions of fairness differ according to cultural differences. What is 

more, cross-cultural studies indicate that differences exist between cultures in terms of the 

perceptions of procedural justice (Klammer 1997). In particular, adequate voice and 

explanation, which are key parts of procedural fairness, may be perceived differently 

across cultures (Magner et al. 2006; Yee et al. 2008). Voice and explanation have an 

influential impact on performance, commitment to an organization and employeesô 

attitudes and behaviour towards organizations (Byrne et al. 2008; Libby 1999). So it is 

vitally important to managers to know the differences between people in term of their 

perception of fairness. Lindquist (1995) also points out that allowing employees to 

participate in budgeting will increase employeesô satisfaction with budgets, performance, 

and job satisfaction. 

Budgeting systems are likely to vary according to culture, especially where manager(s) 

and worker(s) are from different cultural backgrounds where the opportunity for conflict 

arises. Skarlicki (2001) argues that individualsô interpretations of events and definitions 

of appropriate behaviours are influenced by culture.  Lau and Buckland (2000, p. 38) also 

state that ñThe impact of diversity within national culture on the dispersion and range of 

budgetary participation has largely been overlookedò. Galang (1999) studies voice and 

choice in the workplace to participation in decision making regarding to power distance. 

He argues that understanding and taking into 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 distance societies react against unfair treatment from 

authorities less negatively. 

In the same vein, power distance influences procedural justice perception. High power 

distance cultures demonstrate a preference for more autocratic processes compared to 

cultures with low power distance (Klammer 1997). In addition the way people judge 

received outcomes (distributive justice), consider procedures used to decide outcomes 

(procedural justice), and the extent they have to express their opinion (voice) all influence 

peopleôs judgments regarding fairness (Brockner et al. 1996; De Cremer et al. 2008; De 
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Cremer et al. 2005; Klammer 1997; Wentzel 2002). If employees accept procedures as 

fair their attitude, behaviours, organizational commitment, job satisfaction, and 

performance will be more positive in an organization (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 explanation. Yee et al. (2008, p. 876) argue that ñthe 

concept of fairness and the very act of perception itself most likely vary significantly 

from culture to cultureò. Individuals may react differently to explanations due to 

individual diversity (Horvath et al. 2000). Culture has the role of shaping organizational 

and individual values, a discipline ignored by much prior research (Douglas et al. 2005). 

Horvath, Ryan and Stierwalt (2000) indicate that race and gender might interact in 

perceptions explanation. They advocate for future studies to explore the impact that 

culture has on voice and explanation.  

Despite the fact that voice and explanation have been studied to a certain extent in terms 

of cross-cultural differences and decision making, in relation to budgeting processes voice 

and explanation appear neglected in regard to the extent they might be influenced by 

cultural differences. Previous literature reviews indicate that none of the earlier studies 

(Brockner et al. 2001; Byrne et al. 2008; Detert et al. 2007; Horvath et al. 2000; Libby 

1999, 2001; Tangirala et al. 2008) have attempted to empirically address how culture 

influences perceptions of the effectiveness of voice and explanation in the budgeting 

process. Cross-cultural studies enhance the understanding of managers working in 

workplaces that are culturally different regarding principles of justice and fairness in 

various cultures (Kim et al. 2007).  

Culture is an important factor that has a moderating effect on employeesô perceptions to 

voice and also knowing how to use voice that will make managers acquire support from 

employees for their decisions (Brockner et al. 2001). They also found evidence that 

cultural differences in power distance have an influence on employeesô perception to 

voice in decision making. In this vein, ignoring societal culture is not acceptable unless 

there is acceptance that culture of the United States, where the majority of studies have 

been undertaken, is prevailing and universal in nature (Greenberg 2001). Brockner et al. 

(2000, pp. 138-9) stated that ñthere are theoretical reasons to believe that the magnitude 
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of the interactive relationship between procedural fairness and outcome favourability will 

vary between national culturesò. 

The influence of culture on procedural justice perceptions varies between studies (Kim et 

al. 2007). Kim and Leung (p. 85) argue that ñthere are several studies that show 

significant cross-cultural differences in the effects of procedural and interactional justice 

on employee outcomesò. On the other hand, Morris and Leung (2000) found similarities 

between countries in the perception of procedural and interactional justice. Brockner et al. 

(2001) found that when managers have little voice in decision making processes, their 

reactions vary across cultures from favourable to unfavourable depending on the level of 

power distance. It can be argued generally, people accept that justice is important but they 

characterise it in a different way in practice (Greenberg 2001). It is also vitally important 

to comprehend the correlation between culture and fairness because peopleôs perceptions 

of justice are different according to their cultural backgrounds and also fairness is 

inherently based on cultural norms, beliefs, and values (Greenberg 2001; Tata 2005).  

Although in an individualistic culture managers seek their subordinatesô involvement in 

decision making they retain the authority for decision making to themselves and may 

show a strong propensity for counselling and a pseudo-consultative style (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 only been pseudo-participation (Yee et al. 2008). In 

low power distance ójusticeô societies, equality prevails among people at different 

organizational levels (Greenberg 2001; Hofstede et al. 2005). 

In Western cultures employees often have input into decisions while in Eastern cultures 

usually decisions are made from high power positions and employees may have no or less 

input. Thus, voice might have different affects according to cultural diversity (Brockner et 

al. 2001). De Cremer, Cornelis and Van Hiel (2008, p. 65) argued that ñProcedural 

fairness depends on how people interpret the situation, and such interpretations may vary 

as a function of individual difference variablesò.  
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2.8 The use of Rolling Budgets 

Rolling or continuous budgets are forms of master budget. In this case budgeting becomes 

an ongoing instead of periodic process (Yee et al. 2008). Horngren, Foster and Datar 

(1996, p. 179) defined rolling budget as ña budget or plan that is always available for a 

special future period by adding a month, quarter, or year in the future as the month, 

quarter, or years just ended is droppedò. Rolling budgets are periodically updated by 

adding new month or months and dropping the month or months just finished. For 

example budgets are prepared by adding one month to the 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 new 11 months that might make managers revise and update 

the remaining 11 months. They allow managers to compare actual results from one month 

to the same month of the budget (Horngren et al. 2005). The use of rolling budgets in 

budget performance is positively related to the short term planning (Hansen et al. 2004; 

Yee et al. 2008).  

2.9 The creation of Budgetary 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 costs or minimizing revenue which 

may lead to undermining the effectiveness of budget (Douglas et al. 2005; Onsi 1973; 

Staley et al. 2007; Ueno et al. 1992; Wu 2005). Little, Magner and Welker (2002) argue 

that the tendency to create budgetary slack is the intentional inclusion or submission of 

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

and rewards are based on achieving the budgetôs target.  

There are many factors that assist in creating slack in an organization such as the extent of 

growth in volume of sales, profitability, behavioural aspects, and satisfying personal 

objectives for members of the coalition and other factors (Onsi 1973). Managers who 

create slack in budgets may well attain more rewards or progress in their unitôs 

performance thus leading to self-interested behaviour. Managers who are often rewarded 

on the basis of reaching a budgetôs goal will be rewarded more than they ought when their 

budget is full of slack (Rankin et al. 2008; Staley et al. 2007; Ueno et al. 1992). 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. 94) state that ñSlack considered to be affected by the level of budget 

difficulty and the managerôs freedom to shift costs among various budgetsò. Magner et al. 

(2006) find that the implementation of fair formal budgetary procedures might reduce the 

tendency of managers to create budgetary slack. 

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 the budgetary 

procedure (Magner et al. 2006). This approach will increase loyalty to an organization 

and enhance trust in a supervisor thus lessen the tendency to create budgetary slack. Van 

der Stede (2000) found that management short-term orientation and creating slack in 

budget are seemingly related. A rigid budgetary control style depends on incentives for all 

employees at all levels of an organization who will be evaluated mainly on achieving 

their budget. 

Budgetary slack has drawbacks on organizational performance because distortions may 

occur in the allocation of resources. When management predominantly involved in 

budgeting, slack in the budget is low. In collectivistic societies the interests of individuals 

shift to the group and creating budgetary slack for personal goals comes after the interest 

of the group (Ueno et al. 1992; Wu 2005). However, Douglas and Wier (2005) argue that 

to create slack in budgets is ethical and individual philosophy. 

2.10 The Basis of Rewards 

Rewards and extra bonuses are the best way to improve performance in relation to budget 

(Garbutt 1992). Budgets affect attitudes of managers in terms of personal rewards when 

dealing with allocation of resources to units which facilitate performance of units 

(Magner et al. 2006). Achieving a unitôs budget makes managers more likely to consider 

themselves as winners since they consider this as óself-esteemô psychological rewards. 

Incentive rewards should logically relate to the achievement of performance targets 

(Garbutt 1992).  

Career prospects, resources and salaries will  be largely based on the abilities of managers 

to achieve their budgets. Managers receive extra resources that will help them to easily 
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achieve their budgetôs performance and thus gain material rewards (Magner et al. 2006). 

Failing to achieve a budget target will lead to interventions by top management. 

Employees who do not meet their budget might be penalised by reduced bonuses or miss 

opportunities for promotion. These penalties will drive managers to work on their 

performance in the short-term to look better but forget their performance in the long-term 

and this may cause harm to the organization in terms of long term efficiency (Van der 

Stede 2000). Managers have the tendency to make future performance of their unitsô 

results easier to achieve by attempting to secure more resources for their units. This 

behaviour stems from self-interest which can lead to better performance following by 

psychological rewards (Magner et al. 2006; Otley 1978).    

One aspect of total job performance is budget performance. When a budget is linked to an 

employeeôs performance appraisal it becomes motivational and important to employees 

(Otley 1978). Linking budget to an employeeôs performance shows if they are going to 

succeed to meet a budgetôs target and as a consequence they will receive promotion, 

remuneration, rewards, and bonus payments (Lau et al. 2008; Libby 2001). Evaluating 

and rewarding employees on the basis of their performance have significant influence on 

individualsô behaviours (Awasthi et al. 2001). The material rewards of managers in some 

organizations are likely to be linked to achievement of their budgets (Magner et al. 2006; 

Van der Stede 2000). Hofstede (1968, pp. 126-7) also states that ñHigher performance by 

the budgetee is a consequence of higher performance motivationò. In this regard, the main 

determent of employeesô behaviours is fairness of appraisal systems whereas fairness of 

these systems leads to favourable employee commitments and performances (Lau et al. 

2008). 

Sauers et al. (2009) compare performance evaluation practices between USA subsidiaries 

working in Taiwan and their parent companies and those of large Taiwanese companies in 

order to gain a better understanding of how multinational companies operate globally 

adjusting to competing demands for local responsiveness and global integration. They 

found that societal culture plays a critical function within the adoption of performance 

appraisal practices.  

This study is investigating the extent to which two cultures of Libyan and Anglo 

American companies operating in the Libya oil sector use budgets as a basis for a rewards 
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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 

hard to improve performance because of the achievements of their group. People who 

work in a group might reduce their performance without loss knowing this short-term 

outcome in performance will be attributed to lack of coordination in group performance 

(Earley 1993). Conversely Earley finds individualists feel more efficacious and perform 

better if they work alone. In contrast, Earley 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 cooperative activities from 

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. Earley also found that collectivists perform better in groups than they do out of 

groups or alone. Also collectivists see their individual work as satisfaction if they can 

achieve contribution to the group (Earley 1993). Earley (1989) found that individualistôs 

performance working alone was higher than individualistôs performance working in a 

group setting while collectivists perform better when working in a group setting than 

working alone. 

In Western cultures feedback in the area of performance evaluation is confrontational, 

which is not appropriate for employees in developing countries where face-saving is 

regarded as more essential than learning from performance evaluation (Douglas et al. 

2005; Mendonca et al. 1996). In individualist societies, employeesô performances 

improve when they receive direct feedback from their supervisors while in collectivist 

societies employees do not like direct feedback. Employees who receive negative direct 

feedback may be damaged by loss of face and this might have a negative impact on their 

loyalty to an organization so they prefer indirect feedback (Hofstede 1995). In this regard, 

Radebaugh, Gray and Arpan (1997) 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 Leung (2007) also found Americans favour a fair 

distribution of rewards.  
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Yasin and Stahl (1990) also support that Anglo-American culture is achievement and 

power oriented. On the contrary, Ali (1990) found that in Arabic management obedience 

and submissiveness are rewarded while creativity and original thinking are condemned. 

The rewards for Arabic managers seem to be given to managers who have power 

orientation and lack affiliation and achievement needs (Yasin et al. 1990). 

Mendonca and Kanungo (1996) argue that in feministic oriented societies interpersonal 

relationships are more important than performance and meeting or achieving an 

organizationôs goals. They also state that job autonomy is a more valued non-economic 

reward in Western countries whereas in developing countries satisfying security and 

social needs is the reward that is valued more. In masculine cultures where people believe 

they ólive to workô there is a great emphasis on accomplishments, money and competition 

thus rewards for employees are usually based on their performances (Dwyer et al. 2005). 

Achievement through ability is also most valued in Western management particularly by 

Americans while East-Asians consider effort as a significant moderating element that 

interacts with the ability to achieve (Yee et al. 2008). Feminine societies, where people 

believe they ówork to liveô, their emphasis is on interpersonal relationship and 

environment. 

In individualistic societies individuals see to their behaviours to recognise their status in 

relation to other members in society. Therefore, individualistsô performances will be 

improved according to the recognition they receive. In collectivistic societies individuals 

consider the importance of their behaviours from the recognition of other members in 

society. Hence individualsô performances will be improved based on the gains of their 

group (Earley 1994).   

Usually in the accounting management discipline line managers are rewarded financially 

when they achieve their budget targets. A budget is a very important tool mostly used for 

performance measurement and evaluation, rewards, and remuneration (Wu 2005). In fact 

this study considers whether societal culture affects management in choosing the basis of 

rewards for individuals. Therefore, expectations of rewards for individualists should be 

based on an individualôs performance in attaining budgetary targets (Earley 1989). In 

contrast, collectivists are not willing to sacrifice by their group for personal goals (Earley 

1993). Therefore, rewards will be based on overall companyôs profits. Yee et al. (2008) 

found that rewards based on the overall actual profits not based not on individualsô 
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performance the reason why is because the company budget for loss as well. That means 

when a company makes a loss no employee will be rewarded or penalised. They related 

this to Japanese collectivism ógroup orientationô. 

Future studies have been encouraged to investigate the impact of culture on performance 

and rewards systems on employeesô satisfaction. Performance is unlikely to succeed if the 

culture does not ready to see performance as important. 

2.11 Follow up on Budget Variances  

The differences between budget and actual amounts are called variances; variances can be 

either favourable or unfavourable (Edmonds et al. 2006, p. 315). Budgets provide 

quantitative information for performance evaluation even though budgets are not used as 

a means of performance evaluation in many instances (Otley 1978). Using a budget as a 

benchmark for evaluating performance is better than using past performance as a 

benchmark. This is because past performance includes substandard and miscued 

performance as well as past performance that might differ from expected performance 

(Horngren et al. 1996). In addition, by evaluating recent year variances and comparing 

these with planned budget year allows managers to make sure that corrections have been 

incorporated into plan to avoid considerable variances in the next year (Weggeland et al. 

2003).  

For profit maximising organizations, investigations of unfavourable variances are 

designed to penalise workers whose performances are less than expected, while 

favourable variances might lead to rewarding employees whose performances are higher 

than expected (Covaleski et al. 2003). In this case management will take action. Budget 

action is when management attribute budgetary variances to a managerôs area of 

responsibility (Collins et al. 1984). Budget performance evaluation is when management 

uses budget variances in performance evaluation of individuals (Collins et al. 1984). 

Garbutt (1992, p. 100) states that ñThe achievement of performance targets should 

logically lead to incentive rewardsò.  

In individualistic and low power distance cultures objection and frank discussions are 

preferred by individuals whereas in collectivistic and high power distance cultures 

indirect and politeness objection are preferred (Tsui 2001). 



Chapter Two  Ramadan Kanan (0050038639) 

70 

 

2.12 Attitudes toward Budgets 

Zikmund (2000, p. 288) states that ñAn attitude is usually viewed as an enduring 

disposition to respond consistently in a given manner to various aspects of the world, 

including persons, events, and objectsò. Robbins et al. (2008, p. 74) also define attitudes 

as ñevaluative statementsïeither favourable or unfavourableïconcerning objects, people 

or events. They reflect how one feels about somethingò. Attitudes contain cognition of an 

event that affects an employee consequently, resulting in certain behaviours. Attitude 

towards the job is managersô feelings, opinions and tendencies of employees about their 

current jobs. Attitude towards a company is opinions, feelings and tendencies of 

employee about his or her recent company (Milani 1975). The feelings about things such 

as person, object, company, or product are often conceptualized by oneôs cognitions or 

beliefs (Zikmund 2000). In this regard, Collins (1978) considers budgetary response 

attitude as having two facets; positive ófunctionalô and negative ódysfunctionalô response 

attitudes.  

Knowing the attitudes of employees towards a budget will help managers to enlighten and 

motivate employeesô attitudes towards a budget and budgeting. Abboushi (1990) indicates 

that managers should familiarise themselves with individualsô work-value profiles 

because attitudes toward different aspects of work are moderated by individual variables. 

In this regard, Magner, Welker and Campbell (1995) and Milani (1975) found that 

participation improves employeesô attitudes towards all organizational goals. Also they 

argue that a good attitude towards an organization leads to overall enhanced performance. 

Milani (1975) and Collins, Seiler and Clancy (1984) also found that participation was 

correlated strongly with positive budgetary attitude. 

Individuals utilize budget games which use certain tactics to obtain what they want in 

their desired budgets (Collins et al. 1999; Collins et al. 1987). There are different types of 

budget games in terms of budget attitude to get desired budget. Collins, Almer and 

Mendoza (1999, p. 242) state that ñBudgetary Effort refers to how hard one strives to 

achieve their given budgetò. In this direction, individuals might endeavour to keep last 

periodôs budgetary amount or look for extra amounts compared to last budgetary amounts 

óincremental patternô. Garbutt (1992) indicates many 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 activities to insure whether they are necessary or 

not. Individuals also might present facts to their superiors to obtain their desired budgets 

óeconomic patternô.  

Devious behaviour is usually undertaken when individuals focus on personal objectives 

rather than a budgetôs objectives ódevious patternô. Wu (2005) states people look for their 

goals before an organizationôs goals. Magner et al. (2006) also argue that the reaction of 

managers towards fairness of their budget is less than their reactions towards the fairness 

of an organizationôs budgetary procedures. Individuals might use devious behaviour to 

obtain what they want in their budgets and may add some unwanted new items into 

budget as a decoy. Besides, some individuals may use their friendship with their superiors 

to achieve their objectives. Adding small new items and asking for small amounts for it in 

order to ask for more next year is known as a ófriendship patternô (Collins et al. 1999). 

Collins, Almer and Mendoza (1999) also found devious and economic types 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 

dysfunctional activities like manipulating performance (Chow et al. 1996). Their 

interesting findings are that using devious types of behaviour are likely to have high 

budgetary efforts (Collins et al. 1999). 

Negative attitudes and behaviours may occur as a reaction by managers due to their 

perceptions to achieving unfavourable budgets or if they feel that their units receive less 

than what they need (Magner 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 towards a budget is low when employees do not have knowledge to 

communicate in the budgeting process (Wu 2005). Collins (1978) found no significant 

relationship among tenure, age, and organizational status and response attitudes towards 

budgeting. 

Central American managers view budgets as financial restrictions, protect resources and a 

source of certainty while American managers view budgets as tools of performance 

evaluation, financial objectives, and planning. All of these differences are related to 

various levels of environmental turbulence between Central America and North America 

(Collins et al. 1999; Mendoza et al. 1997). Managers have to understand values, attitudes, 
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and cultures of employees in order to be able to predict their behaviours which enable 

managers to work and manage those individuals across cultures (Robbins et al. 2008). Wu 

(2005, p. 30) argues that ñTherefore, one may see how the attitude towards the budget 

setting process would differ between culturally different societiesò. Collins, Almer and 

Mendozaôs (1999) study shows differences between Latin Americans and North 

Americans regarding how individuals strive to achieve their budgets. Mendoza, Collins 

and Holzmann (1997) found that Central American superiors see budgets as less critical 

than North American superiors. In this regard, culture should be considered to recognize 

how different people from different cultures might have different attitudes towards the 

budgetary process. 

Tsui (2001, p. 138) concludes that ñIn designing management control systems, top 

managers of multinational corporations should be aware of the extent to which reward 

and evaluation systems and decision-making processes reinforce differences in cultureò. 

The attitude of subordinates towards the budget will be determined by the level of sharing 

the information (Wu 2005). Wu argues when the budget is considered a tool of control, 

yardstick of performance, evaluation of performance, and incentive of individualsô 

accomplishments attitudes towards budgets will be high. For example, in Japanese 

companies the budget is considered a form of documentation more than an influence on 

expenses. Besides, Collins, Almer and Mendoza (1999) found that the budget in general 

is more important to North American respondents than to Latin American respondents. 

Wu argues that in Western management the budget is used for planning, controlling, 

performance evaluation, and cost reduction. In Japanese firms however, a budget is not 

considered for performance evaluation and is also not tied to rewards. 

An individualôs attitude varies from one culture to another, for example Aaker (2000) 

found that North Americans have more favourable attitudes toward appeals that focus on 

self improvement, self reliance, and the achievement of personal goals relative to 

Koreans. The selection or attitudes towards colours also differ in different cultures. Asian 

respondents had greater tendency for red wrapping papers than Canadian respondents 

(Chattopadhlyaya as cited in Aaker 2000). In this regard, Mendoza, Collins and 

Holzmann (1997) studied cultural differences and environmental factors that affect the 

attitude towards budget attitudes and practices. They find that North American managers 
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have more positive attitudes towards budgets and consider budgets as more important 

than their counterparts in Central America.  

Mendoza, Collins and Holzmann (1997) found North American use of budgets for 

traditional purposes such as performance evaluation, financial objectives and planning is 

greater than their counterparts in Central America especially in using budget for personal 

performance evaluation. They related more to environmental factors rather than cultural 

factors. They conclude that managementôs perceptions of using budgets as a performance 

directing tool and as a goal setting are culturally sensitive.  

Lower-level managers usually want to manipulate or distort information for budget 

preparation. This behaviour is considered dysfunctional for planning and manager 

evaluation. If this is the case, senior managers must strive to eliminate and discourage 

these behaviours óbudgeting gamesmanshipô (Bart 1988).  

2.13 Long or Short-term Budgets 

Garbutt (1992, p. 11) argues that short-term budgets ñnormally apply to a one-year period 

but the budget period is divided into shorter intervals for control purposes, so that action 

can be taken if actual results diverge from budgetò.  

Planning for the future is different from culture to culture. In high uncertainty avoidance 

societies members are discouraged from risk-taking (Mendonca et al. 1996). In such 

societies, ambiguity and unknown circumstances are not easy tolerated or handled 

(Hofstede et al. 2005). In this regard Zaharna (1995) found that Anglo-American culture 

is future oriented. They engage in planning and formulating time charts while Arabic 

culture is more likely to be past oriented as every action in the future dictated by 

ñInshallahò or God willing. In such societies managers, ambiguity and unknown situation 

are easily handled and tolerated (Hofstede et al. 2005). In strong uncertainty avoidance 

societies, managers tend to utilise long-term budgets to reduce anxiety and stress from the 

future while on weak uncertainty avoidance societies managers engage in short-term 

budgets to reduce immediate anxiety and stress (Ueno et al. 1992).   
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2.14 Flexible and Fixed Budgeting  

Usually every year management accounting department estimates manufacturing 

overhead budget costs as a part of the budgeting process (Langfield-Smith et al. 2009). 

The master budget is known as a static or fixed budget because it is prepared on the basis 

of only one level of activity which usually differs 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 in a flexible budget. A flexible budget might be seen as 

ñGive me any activity level you choose, and Iôll provide a budget tailored to that 

particular levelò (Edmonds et al. 2006; Horngren et al. 2005, p. 341).  

Garrison, Noreen and Brewer (2006, p. 492) state that ñWhen a flexible budget is used in 

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 

original budgetò. Yee et al. (2008) find that high power distance, high uncertainty 

avoidance, and low individuality are consistent with an emphasis on a master budget over 

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

formally. 

Gap in the Literature 

The evidence from the literature shows that differences between countries in terms of 

accounting systems and management practices including budgets and budgeting process 

are attributed to cultural differences.  

After a review of the literature, it seems very little research has focussed on cross-cultural 

studies of Arab and North Africa countries (Parnell et al. 1999). There is also a dearth of 

research addressing the impact of social culture on management practice and budgeting 

process and comparing Western culture ódeveloped countriesô (Anglo-American), and 

non-Western culture ódeveloping countriesô, North Africa in general and a Libyan context 

in particular.  

The literature points out that there is a little literature focus on the effects of societal 

culture on budgets and budgeting processes in the oil industry despite its tremendous 
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importance in both developed and developing countries. In 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 diverse as the oil and gas industry in emerging nations such as Libyan 

context. Despite the fact that the oil industry operates internationally and faces the 

dilemma of a diverse workforce it 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 have been restricted to the manufacturing and service industries 

(Lau et al. 1998; Sauers et al. 2009) even though, the subject of cultural diversity is most 

relevant for multinational corporations which have many subsidiaries across the world. 

The numbers of multicultural workforce employees in companies that operate in the oil 

industry increase the number of senders and receivers which require precise and concise 

information and special techniques to convey information accurately (Weijermars et al. 

2008).  

It seems there are no studies that have directly and sufficiently investigated how societal 

culture affects voice and explanation in the budgeting process. Therefore, this study 

differs from previous studies because it considers how the two cultures differ in budgets 

and budgeting process on cultural dimensions. This study investigates if there are any 

differences between Anglo-American and Libyan cultures in terms of voice and 

explanation in their budgeting processes. 

Previous studies on how societal culture affects the budgeting process usually focuses on 

two or three aspects of budgets and budgeting processes. However, this study 

encompasses many aspects of the budgeting process in the different context of Libyan 

which has not been studied previously. 
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Chapter 3 Research Design and Methodology 

The review of the related literature in the previous chapter provided the concept of culture 

and the cultural differences in behaviours and management practices. Chapter two also 

emphasized that cultural difference affect budgets and the budgeting process. This study 

aims to examine budgets and the budgeting process in Libyan and Anglo-American 

companies operating in the Libyan oil sector. To identify how and to what extent societal 

culture dimensions affect the budgeting process and also how each societal cultural 

dimension affects each aspect of budgets and budgeting process. This chapter outlines the 

research design and research methodologies adopted to systematically collect and analyse 

appropriate data to address the research questions. 

Research Design 

3.1.1 Research Questions 

The literature points out that cultural difference exist between management practices in 

different cultures generally and between developed Western culture and developing non-

Western cultures in particular. The aim of this study is to examine how societal culture 

affects budgets and budgeting process comparing Libyan culture and Anglo-American 

culture. In order to achieve this aim the following research question and research issues 

are addressed: 

ñHow and to what extent do societal cultural dimensions affect budgets and budgeting 

process in Libyan and Anglo-American companies operating in the Libyan oil sector?ò 

Research issue 1: How does each societal cultural dimension affect certain aspects of the 

budgeting process? 

Research issue 2: To what extent are Libyan and Anglo-American employees aware of 

the potential influence of societal culture on the budgeting process? 

3.1.2 Conceptual Model 

Hofstedeôs Four Societal Cultural Dimensions: 
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This study used Hofstedeôs (2001) model in order to address the research question of the 

study. The justification of using Hofstedeôs model presented in (see section 2.2.1 and 

2.2.2). The four societal cultural dimensions (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).  

 

Figure 3:1: Conceptual model. 

3.1.3 Research Hypotheses (research issue 1) 

Research issue one was addressed by eleven hypotheses. These were tested to examine 

the conceptual model and how societal cultural dimensions influence certain aspects of 

the budgeting process in Libyan and Anglo-American companies operating in the Libyan 

oil sector outlined as followed: 

Hofstede & Hofstede (2005, p. 46) define power distance (PD) as ñthe extent to which the less 

powerful members of institutions and organizations within a country expect and accept that 

power is distributed unequally. Institutions are the basic elements of society, such as the 

family, the school, and the community; organizations are the places where people workò. 

According to Hofstedeôs model (2001) as can be seen from Table 1 chapter two, Arab 

countries are classified as high in PD. This means that participation between managers 

and employees will be expected to be less in such societies. Budgets will be imposed on 

employees from top levels without seeking their subordinatesô participation (Bjerke et al. 

1993; Chong et al. 2002; Douglas et al. 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). On the other hand, Anglo-American countries are 

classified as low in PD. This means that managers seek their subordinatesô participation 

in the budgeting process and give them the opportunity to express their ideas and 

thoughts. As well managers will give their employees more explanations about the 

differences in budgets. Voice and explanation may be different between Libyan and 

Anglo-American companies (Ali 1993; Harrison et al. 1994; Hofstede 2001; Libby 1999; 
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Magner et al. 2006; Magner et al. 1995; Miroshnik 2002; Yee et al. 2008). To identify if 

there are differences between Libyan and Anglo-American companies hypotheses 1, 2 

and 3 (Figure 3.2) were tested. 

H1: Participation of employees in the preparation of budgets will be higher in 

Anglo-American companies than in Libyan companies. 

H2: Employees in Anglo-American companies are expected to have more voice 

(say) in the budgeting process than employees in Libyan companies. 

H3: Employees in Anglo-American companies are expected to gain more 

explanations about changes in their budgets in the budgeting process than 

those in Libyan companies 

 

Figure 3:2: part of conceptual model-predicted effect of power distance on budgeting process 

Hofstede & Hofstede (2005, p. 167) define uncertainty avoidance (UA) ñthe extent to 

which the members of a culture feel threatened by ambiguous or unknown situationsò. 

Uncertainty and anxiety are when you are worried or afraid from something unknown. 

Arab countries are classified as strong in UA whereas Anglo-American countries are 

classified weak in UA (Table 1) 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 anxiety and 

concern about the unforseen future (Harrison et al. 1994; Hofstede 2001; Ueno et al. 

1992; Van der Stede 2000). Long-term planning will be used in strong UA societies; also 

long-term budgets will be favoured. In societies where UA is weak, members of these 

societies will be less anxious and worried about the unknown (Harrison et al. 1994; 

Hofstede 2001; Ueno et al. 1992; Van der Stede 2000). Short-term planning will be 

favoured in weak UA societies and managers will use a rolling budget and flexible 

budget. Using rolling budgets to improve performance allow managers to evaluate their 

subordinates during short periods of time when variances occur to avoid such variances 

early and try to solve promptly any deviations arising in the previous period (Douglas et 
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al. 2005; Harrison et al. 1994; Hofstede 2001; Ueno et al. 1992). Slack in a budget is 

related to UA. In societies where UA is high, managers will create slack in a budget to 

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

uncertainty avoidance on budgeting processes in both Libyan and Anglo-American 

companies hypotheses 4, 5, and 6 (figure3.3) were tested: 

H4: Anglo-American companies prepare long-term budgets to a lesser extent 

than Libyan. 

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

extent than Libyan companies.  

H6: Anglo-American companies use rolling budgets to a larger extent than 

Libyan companies.  

 

Figure 3:3: part of conceptual model-predicted effect of AU on budgeting process 

Hofstede & Hofstede (2005, p. 76) define individualism-Collectivism (IC) 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 people from birth onward are integrated into 

strong, cohesive in-groups, which throughout peopleôs lifetimes continue to protect them in 

exchange for unquestioning loyalty.  

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

personal benefits and try to enhance their performance which leads them to create slack in 

budgets so they can achieve budgetsô goals 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 in Anglo-American societies are bases of individualism (Ali 1993). 

Managers in collectivist societies are group-oriented (Miroshnik 2002). Therefore they 

will not be encouraged to create slack in budgets because managers will not obtain 

rewards from achieving budget targets. Achieving budgetôs goal will be related to the 
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groupôs achievement not to the individualsô (Magner et al. 2006; Tsui 2001; Ueno et al. 

1992). Variances will also be followed and reports will be sent to evaluate individualsô 

performances in individualistic societies. While in collectivist societies variances will not 

be related to individuals but to the group so there will be less attention to variances 

(Harrison et al. 1994; Merchant 1981; Ueno et al. 1992). Hypotheses 7, 8, and 9 were 

tested to identify differences between Libyan and Anglo-American companies operating 

in the Libyan oil sector in terms of individualism vs. collectivism (Figure 3.4). 

 H7: Creation of budget slack is larger in Anglo-American companies than in 

Libyan companies. 

H8: Performance rewards are more often based on meeting budgets rather than 

on a companyôs actual profit in Anglo-American companies than in 

Libyan companies.  

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

and employees by Anglo-American companies than by Libyan companies. 

 

Figure 3:4: part of conceptual model-predicted effect of IC on budgeting processes 

Hofstede & Hofstede (2005, p. 117) define masculinity versus femininity (MF) as  

Men are supposed to be more concerned with achievements outside the homeïïhunting and 

fighting in traditional societies, the same but translated into economic terms in modern 

societies. Men, in short, are supposed 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 

generalïïto take the tender role. 

Masculine cultures have separately defined menôs and womenôs roles. In contrast, in 

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

environment are appreciated more than money.  

Feminist societiesô members of organisations will be expected to look at quality of life 

and modesty as important, equally 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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Budget as improvement tool or 

control mechanism  Masculinity vs. 

femininity  

Attitude towards budge 

working environment (Bjerke et al. 1993; Chang 2003; Douglas et al. 2005; Harrison et 

al. 1994; Hofstede 2001; Hofstede et al. 2005; Miroshnik 2002; Yee et al. 2008). In 

masculine societies, members like challenges and assertiveness. Therefore a budget will 

be expected to be a control mechanism to cut cost within the context of continuous 

improvement. Unfavourable variances will lead to prompt and severe action. Related to 

the fourth dimension of masculinity and femininity, hypotheses 10 and 11 (Figure 3.5) 

were tested: 

H10: Anglo-American companies take prompter and more decisive action in 

regards to unfavourable variances than Libyan companies. 

H11: Anglo-American employees have more positive attitude towards budgets 

and budgeting process than Libyan employees. 

 

Figure 3:5: part of conceptual model-predicted effect of MF on budgeting processes 

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

societal cultural dimension on budgets and budgeting processes. 
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Figure 3:6: Conceptual model  

3.1.4 Research Proposition (research issue 2) 

To answer the second research issue the following proposition was examined: 

Libyan and Anglo-American 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 Strategy of Inquiry  

Mixed Method approach and triangulation strategy 

Truth is absolute but our understanding of it is relative. In this sense, beliefs about the 

nature of reality and seeking knowledge and epistemology have different philosophical 

foundations for different researchers in terms of designing their questions and how they 
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are answering these questions (Morgan 2007). In the last few decades the dispute between 

qualitative and quantitative methods purists has become divisive and inharmonious. The 

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 to the other in the world of research or academia. Because of both purists of 

these two approaches consider their paradigms as the supreme for research ñand, 

implicitly if not explicitly, they advocate the incompatibility thesisò (Creswell 1994; 

Johnson et al. 2004, 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 facts. The proponents of this 

approach use statistical and mathematical procedures in predicting, controlling, 

describing, exploring, and explaining social observations (Onwuegbuzie et al. 2005). 

Quantitative purists also claim that generalization is possible and desirable thus biases 

and emotions must be eliminated and detached from objects of a study. Objectivity and 

deductive styles are the major focus of purists, even in their writing styles in describing 

and establishing social laws, impersonal passive voice must be followed from researchers 

and technical terminology must be used (Creswell 1994; Johnson et al. 2004; King et al. 

2010). 

On the other hand, qualitative purists use constructivism and interpretivism approaches in 

building their epistemology from studying social observations and they reject positivism 

and the use of traditional scientific method (Onwuegbuzie et al. 2005). Constructivism, 

humanism, postmodernism, relativism, and hermeneutics have the superiority in research 

regarding this approach. The purists of a qualitative approach consider the entire 

differentiation between causes and effects and generalizations are impossible and 

undesirable because the only source of reality is a subjective knower. Contrary to the 

purists of quantitative method, the 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 qualitative paradigms vary in many ways, they 

both have merits 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 phenomena. They have more similarities than 

differences and are also complementary; thus it is time for both paradigms and mixed 

approach to coexist (Creswell 1994; Denscombe 2008; Forza 2002; Johnson et al. 2004; 

Neuman 2006; Onwuegbuzie et al. 2005). In this regard, Creswell (2009, p. 3) argues that 

both paradigms ñshould not be viewed as polar opposites or dichotomies; instead they 

represent different ends on a continuumò. Mixed methods social inquiry juxtaposes or 

combine quantitative ótraditional surveyô and qualitative óobservations and interviewsô 

paradigms which address questions unanswered by using only one technique or approach 

in the study (Johnson et al. 2007; Leech et al. 2009). This method engages both deduction 

and induction, collectively termed óabductionô (Morgan 2007) in the pursuit of knowledge 

and the discovery of truth. This approach is known as ópragmatismô and follows a 

philosophical logic in discovering epistemological implications. This considered creative 

and expansive form of research which leads to a strength of the research comparable to 

both approaches independently (Creswell 2009; Denscombe 2008; Greene 2008; Johnson 

et al. 2004; Johnson et al. 2007; Moran-Ellis et al. 2006; Onwuegbuzie et al. 2005).  

Mixed method research is an attempt to bridge the separation between both approaches 

which is considered to be a valuable research strategy, providing richer data and a greater 

understanding of the research problem (Creswell 2009; Johnson et al. 2004; Johnson et al. 

2007; Moran-Ellis et al. 2006; Onwuegbuzie et al. 2005; Thurmond 2001). Neuman 

(2006, p. 149) states that óit is better to look at something from several angles than to look 

at it in only one wayò. It could be argued that mixed method research provides a more 

holistic perspective and more adequate explanations of the phenomenon under 

investigation. Mixing quantitative and qualitative methods allows for triangulation of 

findings (Neuman 2006; Thurmond 2001) which can overcome a number of the validity 

and reliability problems commonly associated with social research and reduce the 

potential of bias (Forza 2002; Greene 2006; Johnson et al. 2007; Moran-Ellis et al. 2006; 

Thurmond 2001). 

An important issue with triangulation of findings is how and when the integration 

between quantitative and qualitative methods occurs. Mixing the two methods could be 

taking place either simultaneously or sequentially. Priorities of one approach could be 

emphasized more than the other method (fully mixed versus partially mixed methods) and 

the timing of mixing the two methods may occur at different stages (Creswell 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, timing, and 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 strategy. 

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 phase of the study. 

Integration in this method often takes place during discussion or interpretation (Creswell 

2009; Happ 2009). Creswell (2009, p. 213) argues that most researchers are familiar with 

this mixed method because it well-validated and substantiates findings. 

This is a cross-sectional study at one point of time and both quantitative and qualitative 

approaches were used. Quantitative data (a questionnaire survey) was collected to answer 

research issue one. Qualitative data (interviews) was also collected to confirm and 

triangulate findings from analysis of quantitative data and also to answer research issue 

two. The purpose of using both methods in this study is an attempt to strengthen and 

offset non-overlapping weaknesses of one method by the strengths of the other method 

(Creswell 2009; Happ 2009; Onwuegbuzie et al. 2005; Thurmond 2001). Further, as an 

endeavour for triangulation is for seeking objectivity, enhancing the reliability, avoiding 

subjectivity, and also expands the understanding of the impact of culture on budgeting 

process. As a result gain greater confidence to arrive at valid conclusions (Greene 2006; 

Johnson et al. 2007; Moran-Ellis et al. 2006).  

3.2.2 Data Collection 

Quantitative Data 

Survey Design:  

A questionnaire survey is considered as suitable and the most common method for data 

collection in cross-sectional studies when the sample target is too large in order to make 

generalizations to the rest of a population (Creswell 2009; Leedy et al. 2005; Zikmund 

2000). The questionnaire in this study was designed to solicit information from people 

who are working in Libya and Anglo-American companies about their budgets and 

budgeting processes. The information solicited from these questions was used for 
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comparisons between the two cultures in order to identify differences between both 

cultures in term of budgets and budgeting processes (participation, voice, explanation, 

using long or short term budget, using flexible or fixed budget, use of rolling budget, 

slack of budget, based of rewards, evaluate performance 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 

1 1 to 9 Participation 

(Harrison et al. 1994; Leach-LÃ³pez et al. 2007; Magner et 

al. 1995; Maiga et al. 2007; Milani 1975; O'Connor 1995; 

Tsui 2001; Wentzel 2002; Wu 2005) 

2 1 to 5 Voice 

Adapted with changes (Klammer 1997; Leach-LÃ³pez et 

al. 2007; Magner et al. 1995; O'Connor 1995; Tsui 2001; 

Wu 2005) 

3 1 to 5 Explanation 

Adapted with changes (Klammer 1997; Leach-LÃ³pez et 

al. 2007; Magner et al. 1995; O'Connor 1995; Staley et al. 

2007; Tsui 2001) 

4 1 to 4 
Using flexible or fixed 

budget 

New items for this study 

5 1 to 6 Creating slack in budget (Maiga et al. 2007; Onsi 1973; Staley et al. 2007) 

6 1 to 5 Bases of rewards (Magner et al. 1995; O'Connor 1995; Onsi 1973; Wu 2005) 

7 1 to 8 
Evaluating performance 

by variances 

(Douglas et al. 2007; Harrison et al. 1994; Magner et al. 

1995; Merchant 1981; Otley 1978) 

8 1 to 8 
Action towards budget 

variances 

(Douglas et al. 2007; Dunk 1993; Harrison et al. 1994; 

Magner et al. 1995; Merchant 1981; O'Connor 1995; Wu 

2005) 

9 1 to 13 Attitude towards budget 
(Collins et al. 1999; Dunk 1993; Harrison et al. 1994; 

Magner et al. 1995; Wu 2005) 

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

11 1 to 12 Demographic information From the above authors  

Budgets and budgeting process were measured by asking both respondent Libyan and 

Anglo-American workers to assess their extent of agreement or disagreement with the 

items in the close-ended questionnaires. Their agreement or disagreement was measured 

through a 5-point numerical Likert-type scale in order to make it easier for a respondent 

to answer. In instruments measuring attitudes, beliefs, and opinions a Likert scale is often 

utilized because of its usefulness (DeVellis 2003). All scales range from 1= strongly 

disagree to 5= strongly agree. This is the easiest scale to construct and generally chosen 

by individuals although it is difficult to judge the meanings of a single score (Zikmund 

2000). Increasing the response alternatives to more than 5-point scale does not enhance 

validity or reliability. However, it might decrease the validity of responses if respondents 

cannot distinguish between subtle alternatives (Clark et al. 1995). The questionnaire was 
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divided into 11 sections each section measuring one construct (see Table 3.1, and copy of 

the questionnaire into English and Arabic in Appendix A and B).  

Addressing validity and reliability of the instrument becomes axiomatically of paramount 

importance in researchersô concerns (Clark et al. 1995). The survey started with clear 

instructions explaining to respondents how to complete the questionnaire thus avoiding 

ambiguous words and expressions. The questions were put together in a simple way clear, 

direct, and ambiguity avoided in order to motivate and facilitate the task of respondents to 

increase response rate (Forza 2002; Leedy et al. 2005; Zikmund 2000). The essential 

information of the study was included first starting with easiest construct, i.e., 

participation the items have been used many times in prior studies. Demographic 

information was included at the end of the questionnaire in order to obtain the essential 

information first. In order to enhance the response rate and reliability the questionnaire 

was designed to fit in five pages including the cover page, which is considered to be not 

too short or too long considering the time for response (DeVellis 2003; Frazer et al. 

2000). The address and phone number of the researcher were attached to the 

questionnaires for any inquires or explanations and many respondents inquired about 

some items in the questionnaires such as rolling budget (Leedy et al. 2005).  

The questionnaire was created in English then was translated into the Arabic language by 

the researcher first and then was given to professional translation agency to translate it 

into Arabic as well. Comparison between the researcherôs translation and the expertôs 

translation was made to ensure that there was no misinterpretation in the translation of the 

questionnaire. Another step was taken to ensure that the translation was accurate and the 

items conveyed the same information to the participants in the Arabic version. Three 

questionnaires were given to three lecturers at the Academy High Studies in Libya. They 

are experts in management accounting and also they speak both Arabic and English 

languages. Comments were discussed with them and minor changes were incorporated in 

final copy of the Arabic questionnaire.  

The questionnaires were conducted in both English and Arabic languages. For Libyan 

companies most workers speak Arabic thus the Arabic copies were distributed to them. 

Whereas in Anglo-American companies English copies were given to participants who 

are native English speakers and both Arabic and English copies were given to workers 

who speak both English and Arabic but are not non-native English speakers.  
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Pre-testing of Instruments: 

Data collection instruments in this research were pre-tested before data collection 

commenced. It is suggested that before the distribution of the questionnaires to the chosen 

sample colleagues, experts who work in industry, and target respondents should see the 

questionnaire for pre-testing to insure that the questions and the questionnaire obtain its 

objectives, its items are understandable, and to find valuable feedback (Forza 2002; 

Frazer et al. 2000; Leedy et al. 2005). This will ensure accuracy of questions content and 

enhance face-validity (Frazer et al. 2000; Zikmund 2000). Questionnaires were 

distributed to researchers at the University and experts in research methodologies to 

solicit their advice and feedback. Advice and feedback from some expertise in the field of 

culture and budget research were also gathered (Professor Geert Hofstede; Associate 

Professor Neale OôConnor University of Hong Kong; Professor Nace Magner, 

Department of Accounting, Western Kentucky University; and Dr Ruud Weijermars, 

Delft University of Technology), (Table 3.2). 

Table 3.2: The types of the expertise for pre-test the questionnaire 

Feature  Kind of expertise To solicit 

Researchers and 

Academics 

Academics and PhD researchers at University of Southern 

Queensland 

Feedback, wording, 

and advices related to 

questionnaire design 

Expertise in 

culture and budget 

- Professor Geert Hofstede. 

- Neale OôConnor, Associate professor at University of 
Hong Kong. 

- Nace Magner, Professor at Department of Accounting, 

Western Kentucky University. 

- Dr Ruud Weijermars, Delft University of Technology. 

Feedback, wording and 

contents of the 

constructs 

Potential 

respondents in oil 

industry 

5 Libyan and 5 Anglo-American potential workers in the 

Libyan oil sector 

The questions are 

understandable and 

time is acceptable 

The questionnaire was also distributed to one Libyan and one Anglo-American company 

to ensure that the questionnaire is understandable and to familiarise the researcher with 

the budget process used in the oil industry and to test questionnaire before final 

distribution. Then five questionnaires were distributed to Libyan companies and five to 

Anglo-American companies. Questionnaires were collected from respondents and few 

comments were obtained and were considered in the final distribution to the questionnaire 

(Table 3.2). This was to enhance validity of the instruments by ensuring that these 

measures measure what the researcher is intending to measure (Keats 2000; Leedy et al. 

2005). 
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Population and Sample Frame: 

The target population for this study is Libyan and Anglo-American (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 research and a letter of 

support was received to each local and Anglo-American company working in the Libyan 

oil sector. All Libyan and Anglo-American companies operating in the Libyan oil sector 

were included expect two Libyan companies and two Anglo-American companies which 

declined to participate.  

The targeted respondents included accountants in budget sections and managers of 

finance departments. Non-accountants were also surveyed including managers from 

production, sales, purchasing, human resources, training, drill and workover (operation), 

personnel, exploration and marketing.  

Five-hundred survey questionnaires were sent to both Libyan (320) and Anglo-American 

(180) managers and employees at different levels to solicit information from participants 

who have direct experience in the budgeting process. Two hundred and fifty surveys were 

returned with 228 useable. This is about 71% from Libyan companies. One hundred and 

twenty two questionnaires were returned with 115 usable which is about 63% from 

Anglo-American companies (Table 3.3).  

Table 3.3: Questionnaires distributed and received 

Questionnaires Libyan Percentage Anglo-

American 

Percentage Total Percentage 

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 because they started working 

in the Libyan oil sector about 5 years ago. The larger the samples are the larger the 

researcher obtains robust results from statistical analysis (Leedy et al. 2005). The process 

of conducting the survey took around five months from March to July 2009. (It was 

difficult to get responses from Anglo-American companies and some Libyan companies). 
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Qualitative Data 

Interviews Design: 

Interviews are considered to be a valuable tool to explore in some depth respondentsô 

experiences which support responses in questionnaires (Drever 1995; Keats 2000). These 

interviews were conducted in order to gain a deeper understanding of the quantitative data 

gathered (Wendy 2002). Semi-structured interviews lie between unstructured interviews 

and structured interviews. They can provide rich factual information to help in 

understanding the research problem especially when questions relate to humanôs 

behaviours, attitudes, thinking, and feelings; they can also help probe clarification and 

insight of peopleôs world (Drever 1995; Hove et al. 2005; Leedy et al. 2005). Despite the 

fact that semi-structured interviews are costly to administer and time consuming they 

yield high quality of data collected (Hove et al. 2005). The questions used were a mixture 

between open and closed-ended questions. Open-ended questions are commonly used and 

they are valuable and beneficial for interviewers to gain more unanticipated information 

about the research problem (Drever 1995; Zikmund 2000). The necessary efforts were 

taken to ensure that the interaction between both interviewer and interviewees took place 

(Hove et al. 2005). Semi-structured interviews were audio-taped to help the process of 

transcription and also give freedom to both interviewees and interviewer to ask and 

answer in a friendly way that the researcher ensure that respondents were feeling 

comfortable instead of engaging in writing while the interviewee was talking (Hove et al. 

2005; Keats 2000). Questions were formatted to avoid bias by avoiding leading questions. 

Also these questions were asked in different ways to ensure the questions are 

understandable to avoid ambiguity (Drever 1995; Keats 2000). Interviewees 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 face-to-face 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 committees. Thirty one 

interviews were conducted: 21 from Libyan, 10 from Anglo-American companies.  

Creating a good rapport by breaking the ice with respondents helped the researcher to ask 

the questions in a way that the respondents felt confident and they spoke frankly giving 
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information needed (Drever 1995; Keats 2000). Questions were asked in the way to avoid 

anxiety in order to elicit proper and direct answers. In relation to confidentiality 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. 2009). Hove and 

Anda (2005) argue that the quality of data collected by semi-structured interviews 

depends on how the researcher conducted the interviews. The place and time of an 

interview was chosen by the interviewee to make him comfortable and ensure they had 

enough time (Leedy et al. 2005). Time of interviews ranged between 30 to 45 minutes. 

The consent forms were given to interviewees at the beginning (Appendix C) and 

obtained their consent to participate asking for their orally consent to audio-taped the 

interview as well. All interviews were conducted by the researcher in order to obtain 

consistency in asking questions, gain similar information, and 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 differences when translating questions for interviews (Keats 2000). 

Data Analysis 

3.3.1 Quantitative Data Analysis 

Quantitative data gathered by questionnaire was checked for missing data, outliers and 

extreme values and normality. Internal consistency (Cronbachôs alpha) was calculated in 

order to assess the scales quality (reliability) of all constructs and measures (DeVellis 

2003; Hair et al. 2006). The primary purpose of factor analysis is to reduce and 

summarise data before the process of analysis (Joseph et al. 1987). It used here to 

decrease the number of variables to a lesser number of factors to decide which clusters of 

items comprise unidirectional sets for analysis purposes.  

Factor analysis is a statistical technique widely used in social sciences research in order to 

reduce the number of items in an effort to enhance and detect hidden structures and to 

enhance interpretability in the data (Hair et al. 2006; Treiblmaier et al. 2010). Tabachnick 

and Fidell (2007) consider the appropriate sample size for conducting factor analysis is 
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300 cases but more than 150 cases should be sufficient. Most researchers use principal 

components analysis and many researchers consider common factor analysis the 

appropriate procedure although choosing the appropriate method is not obvious (Velicer 

et al. 1990). Field (2009, p. 638) argues that ñto non-statisticians the difference between a 

principle component and a factor may be difficult to conceptualizeò. Hair et al. (2006) 

also argue that common factor analysis and component analysis arrive at similar results in 

most empirical research. This is true for many situations and they are very similar 

(Gorsuch 1990; McArdle 1990). Principal components analysis is largely preferred for 

data reduction (DeVellis 2003; Hair et al. 2006). However, principal components analysis 

(PCA) is an appropriate technique when the purpose is empirical summary of a data set; 

in other words a researcher wants to reduce the number of items to fewer or a more 

manageable size of factors that represents the construct with fewer variables. By contrast, 

common factor analysisô primary objective is to discover constructs represented in the 

original variables (Hair et al. 2006; Tabachnick et al. 2007). It ñdifferentiate[s] between 

variance attributable to common factors and variance caused by unique factorsò 

(Treiblmaier et al. 2010, p. 199). 

Conway and Huffcutt (as cited in Treiblmaier et al. 2010, p. 199) state that ñif a 

researcherôs purpose is to understand the latent structure of a set of variables (which will 

usually be the case), then the use of a common factor model such as principal axis or 

maximum likelihood factoring represent a high-quality decisionò. Gorsuch (1990) and 

McArdle (1990) also argue that common factor analysis is robust and will be more 

reliable and accurate and because it recognizes there are errors in variables, it should be 

applied. Common factor analysis takes the shared variability. The focus of the analysis 

used in this study is to identify the underlying factor structure of a set of variables or 

latent constructs.  

The criteria adopted for this study as related to the parameters of conducting, selecting 

and resolving the factor analysis were derived from various published references. The 

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

Cronbachôs Alpha > .7 

KMO  Greater than 0.7 

Bartlettôs test Value of Sig. should be less than .05 

% total variance explained 50% overlapping variance 

Standardised Regression Weights Above .65 

The percentage of no-redundant 

residuals 

Less than 50% 

Eigenvalue Greater than 1 

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

These include the KMO statistic measure of sampling adequacy with values between 0.7 

and 0.8 being good, values between 0.8 and .09 great, and values above 0.9 as superb 

(Field 2009). Bartlettôs test of sphericity tests correlations within a correlation matrix 

(Hair et al. 2006) and should be significant (p < .05) which identifies that there are 

relationships between variables and thus factor analysis is appropriate (Field 2009). The 

percentage of no-redundant residuals with absolute values > 0.05 should be less than 

50%, the smaller the better. Loadings in excess .63 with overlapping variance (40%) are 

very good. Loadings in excess of 0.71 and 50% overlapping variance are excellent while 

loadings of 0.55 and 30% are good (Hair et al. 2006). Reliability is tested by using 

Cronbachôs Alpha and most researchers use 0.7 which is considered good. In some cases 

Cronbachôs Alpha 0.6 and 0.5 are considered sufficient (Kerlinger et al. 2000). 

With the large number of data and the purpose of determining the differences or the 

relations between variables it becomes indispensable using the powerful tool of statistical 

techniques to summarise the data and to interpret interrelationships and significants 

underlying variables in a particular set of data (David 2002; Leedy et al. 2005). These 

statistic tools provide researchers with trends, patterns, and meanings of data using 

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 statistical tools that are 

appropriate for this research question might not be appropriate for other research 

questions and vice versa (David 2002).  
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T-test is used to test hypotheses because each hypothesis involves testing differences in 

one construct between two groups (Anglo-American 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 regarding budgets and budgeting process. To test the hypothesis to 

determine the differences between two populations is not problematic because t-test is 

appropriate technique that often used by research when they comparing between two 

populations (Pavkov et al. 2000; StatSoft 2010). T-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 t-test is that to test whether there is difference between two groupsô means (Field 

2009). 

In the same context, Ueno and Sekaran (1992) used T-test to test their six hypotheses 

which postulate that differences exist between US companies and Japanese companies in 

terms of their budgeting process. Harrison et al. (1994) used also t-test in a similar way to 

compare USA and Australia (Anglo-American) to Singapore and Hong Kong (Eastern) 

organizations in terms of their decentralization, responsibility in the organization, 

planning control, long-term planning and emphasis on individual centred decision-

making. O'Connor (1995) also used a t-test in his evaluation of the impact of culture on 

the importance of budget participation by Singaporean-Chinese managers.  

In this study T-test 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 process. One T-test was 

conducted for each of the following hypotheses; participation, voice, explanation, slack in 

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

towards budget variances. 

ANOVA is an important and useful test which has been widely used by much published 

research (Fidler et al. 2001; Mickey et al. 2004; O'Brien 1979; Vallejo et al. 2006). 

ANOVA is an extension of t-test, univariate statistical technique, used for analysis of 

variances to examine whether statistical significance of differences exist between means 

from three or more groups with one dependent variable (David 2002; Leedy et al. 2005). 

Conducting multiple separate t-tests for the groups generally increases the type I error rate 

which can be overcome by using ANOVA (Hair et al. 2006).  
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The assumptions underlying ANOVA are: variances are equal for groups, homogeneity of 

variances, variables are normally distributed, and the groups are independent in their 

responses on the variable the assumptions should be met. If this is the case, then test is 

robust in most cases (Christensen 1996; Hair et al. 2006, p. 408; Mickey et al. 2004). 

Equal variances are fairly robust when sample sizes are equal (Weerahandi 1995). 

However, when the sample sizes are unequal, the assumption of homogeneity can be 

violated because large groups have larger variances and this is not vital for ANOVA. 

Unequal sample sizes are 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 therefore lose generalizability (Tabachnick et al. 2007). In 

ANOVA unequal sample sizes are a relatively minor issue (Tabachnick et al. 2007). 

When the Leveneôs test of homogeneity is significant (less than 0.05) in a large sample, 

the alternative table to look at is robust test of equality of means. In this case the 

alternative test to look at is Brown-Forsythe F and Welchôs F tests because they use the 

weight of group variances, not sample size, to get around the problem of unequal 

variances among different samples (Field 2009). The Welch and Brown-Forsythe F tests 

are used to discern the significance between means when the variances are not equal (ñthe 

assumption of homogeneity of variance has been violatedò) where data are reasonably 

normally distributed (Field 2009, p. 782; Gomez et al. 1994; Huizingh 2007; Roth 1983; 

Vallejo et al. 2006; Weerahandi 1995; Xu et al. 2008; Zhou et al. 1999). The alternative 

test is; Tamhaneôs T2, Dunnettôs T3, Games-Howell and Dunnettôs C, when Leveneôs test 

significant (Huizingh 2007). 

The post hoc Tukey test is used when variances are equal and it is ñoften referred to as the 

honestly significant differenceò (Toothaker 1993, p. 89). However, if the group sizes are 

not equal Tukey test is not appropriate (Field 2009). When variances are unequal and the 

sample sizes are more than 20 Scheffe test is used as it ñis the safest of all possible post 

hoc testsò because the assumption of equal variances are not applicable in many cases and 

it is safe in terms of type I errors (Field 2009; Gravetter et al. 2005; Huizingh 2007; 

Milliken et al. 2009; Weerahandi 1995, p. 357). From post hoc if there is a very different 

sample size Hochbergôs GT2 is used and if the homogeneity of variances is unequal 

Games-Howell is checked for the results (Field 2009). Games-Howell 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 post hoc and it is also sensitive to unequal variances and unequal 

sample size (Field 2009; Klahr et al. 2004). 

Comparisons were also conducted using ANOVA to the hypotheses to compare between: 

a)  Libyans in Libyan companies and Anglo-Americans in Anglo-American 

companies excluding Libyans who are working in Anglo-American companies. 

b) Libyans in Libyan companies and Libyans in Anglo-American companies 

excluding Anglo-Americans.  

c) Libyans and Anglo-Americans who are working in Anglo-Americans companies.  

Comparison between workers according to their educational level and positions were 

conducted using ANOVA test as well 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 questions were asked in similar manner. Qualitative data 

gathered from interviews were audio-taped and transcribed verbatim then it was recorded 

in notes, categorized, and then tabulated. Each question from participants was gathered in 

one section and again categorised and 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 consequences associated with surveying them in terms of any ethical 

issues while conducting the research (Creswell 2009). These procedures protect the 

integrity of both the participants and researchers. In this regard the University of Southern 

Queensland (USQ) policies and regulations require students to apply for ethical clearance 

prior to starting their survey prior to conducting research involving humans or animals. 

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 HO9REA012). The researcher followed guidelines in 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 confidentiality of participants were assured. No concerns or queries in this regard 

were received during the project. 
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Chapter 4 : Quantitative analysis   

Chapter 3 described the research design and methodology for this study. This chapter 

presents the quantitative analysis of data 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 research problem so as to identify how and to what extent societal culture 

dimensions affect the budgeting process. They further explore how each societal cultural 

dimension affects each aspect of budgets and budgeting processes. 

Response rate, cleaning and screening data 

4.1.1 Response rate 

Five hundred survey questionnaires were sent to both Libyan (320) and Anglo-American 

(180) workers at different organization levels to solicit information from participants who 

have direct experience in the budgeting process. A total of 372 questionnaires (74%) were 

received from Libyan and Anglo-American respondents of which 343 questionnaires 

(68%) were determined suitable for inclusion in the data set. A total of 29 questionnaires 

were determined to be unsuitable for analysis due to being incomplete (greater than 10% 

missing data per case) or inconsistent in response. These were excluded from the data set. 

Responses from Libyan companies amounted to 250 surveys returned with 228 

questionnaires retained (71%). Responses from Anglo-American companies amounted to 

122 completed questionnaires. A total of 115 questionnaires were retained (63%) with 

seven omitted (Table 4.1).  

Table 4.1: Questionnaires distributed received and used  

Questionnaires Libyan Percentage Anglo-

American 

Percentage Total Percentage 

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 hypotheses (Christensen 1996; 

Hair et al. 2006). The essential preliminary step for data analysis is data examination that 
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includes detecting imputation errors and missing data then identifying outliers which 

affect resultsô generalizability (Hair et al. 2006). 

Data was checked by running frequencies of each variable in terms of minimum and 

maximum values in order to ensure accurate imputation. Fifteen cases were founded, 

checked with the original questionnaires and corrected for input errors. Next, data was 

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

4.1.2 Missing data 

Missing data is likely to be out of the researcherôs control. However it should be 

addressed because of its effects on data analysis and generalizability (Hair et al. 2006). As 

mentioned previously 29 cases were omitted from the data set because they were largely 

incomplete thereby reducing the negative statistical effect due to missing data. The 

criteria applied to determine the omission of cases due to missing data was that more than 

10% of the cases contained missing values (Hair et al. 2006). Cases containing less than 

10% missing data were considered and replacement of missing data was undertaken using 

mean scores (Mickey et al. 2004).  

4.1.3 Normality  

Normality of data is an assumption that is required for many statistical tests (Park 2008). 

Checking for normality is important especially in terms of small samples because of the 

significant role played by sample sizes in terms of statistical power (Gravetter et al. 2005; 

Hair et al. 2006; Stout et al. 2000; Tabachnick et al. 2007). Transformations of data are 

not universally recommended with a large sample size because they make interpretations 

of variables difficult  (Tabachnick et al. 2007). If a sample size is larger than 30 it is 

assumed that the population sample mean is approximately normally distributed 

according to the Central Limit Theorem ñregardless of the shape of the original 

populationò (Field 2009; Hair et al. 2006; Stout et al. 2000, p. 623; Tabachnick et al. 

2007; Wilcox 1969). Despite the Central Limit Theoryôs assumption, data was tested for 

normality and outliers.  

This studyôs sample size is regarded as ólargeô with 343 responses (Hair et al. 2006). 

Approaches to exploring the assumption of normality vary greatly. Checking 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 skewness (Tabachnick et al. 2007). In large samples checking 

normality visually includes considering graphical box-plots, stem and leaf plots, 

histograms and looking at skewness and kurtosis values rather than statistical tests such as 

the ñShapiro-Wilks and Kolmogorov-Smirnov testsò (Hair et al. 2006, p. 82). It is 

regarded as not appropriate to test normality using these statistical tests when dealing with 

a large sample ñto assess the actual degree of departure from normalityò because they 

give significant results for small deviations from normality (Field 2009; Hair et al. 2006; 

Tabachnick et al. 2007). Thus normality was checked using, histograms, P-P and Q-Q 

plots, box-plots and values of kurtosis and skewness. It was concluded that the data was 

normally distributed to an acceptable degree (Field 2009). 

4.1.4 Extreme values  

Extreme values have major effects on type I and type II errors and also distort statistical 

analysis (Tabachnick et al. 2007). Therefore checks for outliers were also undertaken 

leading to 13 cases being deleted leaving 330 cases for analysis.  

Respondents profiles 

The demographic characteristics of respondents include respondentsô gender, nationality, 

age, nationality of the company, level of English skills, main operation of the company, 

education level, experience in the organization, position, experience in position, 

experience in oil industry overseas, and religion. 

The unit of analysis was a worker in a Libyan or Anglo-American company operating in 

the Libyan oil sector. The sample consisted of 343 respondents, 228 (66.5%) from Libyan 

companies and 115 respondents (33.5%) from Anglo-American companies. In terms of 

the number of employees Libyan companies were larger than Anglo-American companies 

as they have been operating longer. 

The sample was random and did not deliberately target gender. However, the sample 

included 330 male participants (91.8%) and 27 females (8.2%). In the Libyan employeesô 

sample, males and females accounted for 92.6% and 7.4% respectively, while in the 

Anglo-American employeesô sample, males and females accounted for 90.4% and 9.6% 
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respectively (Table 4.2). The participantsô nationalities were Libyan (80.0%); American 

(5.5%); Canadian (5.5%); British (3.3%); and Australian (5.5%). One hundred percent of 

the participants from Libyan companies were Libyans while in Anglo-American 

companies Libyans accounted for 43.5% while Anglo-Americans accounted for 56.7% 

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

Libyan oil industry. 

Table 4.2: Frequencies of respondentsô gender and nationality 

  

 

 All  companies Libyan 

companies 

Anglo-American 

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% 

 

Nationality 

Libyan 265 80.0% 215 100.0% 50 43.4% 

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 of participantsô ages were between 41-50 (37.3%). In Libyan companies 

40.0% of participants were between 41-50 years old while in Anglo-American companies 

33.9% were between 31-40 years of age. The predominant age for the entire sample was 

older than 31 years (90.4%), (Table 4.3). Libyan companiesô employees are, on average, 

older. 

Table 4.3: Frequencies of respondentsô age 

  All  companies Libyan companies Anglo-American 

companies 

  Freq. % Freq. % Freq. % 
 

Age 

<   20 9 2.7% 6 2.8% 3 2.6% 

21ïï 30 23 7.0% 16 7.4% 7 6.1% 

31ïï 40 89 27.0% 50 23.3% 39 33.9% 

41ïï 50 123 37.3% 86 40.0% 37 32.2% 

 >   50 86 26.1% 57 26.5% 29 25.2% 

Most participants (62.4%) were working in exploration and production. This figure was 

higher in Anglo-American companies (73.0%) because most Anglo-American companies 

work in exploration and production as well as services (26.1%) while none worked in 

marketing or refining. Libyan employees mostly worked in exploration and production 

sectors (56.7%) and to a lesser extent in refining and marketing sectors of the industry 

(30.7%) (Table 4.4).  
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Table 4.4: Frequencies of participants working in oil industry by sector 

 Sector All  companies Libyan companies Anglo-American 

companies 

 

 

Oil 

Industry  

Exploration & 

production 
206 62.4% 122 56.7% 84 73.0% 

Refinery 54 16.4% 53 24.7% 1 0.9% 

Marketing 13 3.9% 13 6.0% 0 0.0% 

Services and 

others 

57 17.3% 27 12.6% 30 26.1% 

Total 330 100% 221 100% 115 100% 

Educational levels of respondents, ranged from most participants holding bachelor 

degrees (57.6%) followed by 28.5% holding postgraduate degrees. In Libyan companies, 

participants holding bachelor degrees accounted for 59.5% and those with postgraduate 

accounted for 25.6%. In Anglo-American companies, 33.9% of participants had 

postgraduate degrees and 53.9% had bachelorôs degrees (Table 4.5). This study splits 

education into two groups, high level for bachelor and above and low level for below 

bachelor level. 

Table 4.5: Level of education 

 Level All  companies Libyan companies Anglo-American 

companies 

 

Level of 

Education  

Primary. S 5 1.5% 2 0.9% 3 2.6% 

High. S 6 1.8% 5 2.3% 1 0.9% 

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 of participants 34.5% have worked in their organizations for 

more than 20 years whereas 29.1% have worked in their organizations for less than 5 

years. Approximately 47.9% of respondents from Libyan companies have more than 20 

years experience in the oil sector and 16.3% 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 in Anglo-American 

companies have worked in their organization for less than five years. This is due to 

Anglo-American companies, only commencing operations in Libya after the lifting of 

sanctions in 2003. Approximately 10% have experience of more than 20 years because 

they have worked in their headquarters (Table 4.6). 
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Table 4.6: Experience in current organization 

 Years All  companies Libyan 

companies 

Anglo-American 

companies 

Experience 

in this 

company 

1 ïï  5 96 29.1 % 25 11.6% 71 61.7% 

 6  ïï 10 42 12.7% 25 11.6% 17 14.8% 

 11 ïï 15 37 11.2% 27 12.6% 10 8.7% 

 16 ïï  20 41 12.4% 35 16.3% 6 5.2% 

 >    20 115 34.5% 103 47.9% 11 9.6% 

In terms of positions of participants, the sample purposefully targeted managers and 

accountants who are involved in budgeting processes. Accountants and heads of 

budgeting sections accounted for 45.1% of the sample classified as lower level 

management. Middle managers accounted for 31.8%, senior managers accounted for 

19.1% and CEO /Directors accounted for 3.9%. Most participants were accountants and 

heads of budget sections (51.5%) and middle managers (31.6%) in Libyan companies 

while in Anglo-American companies most participants were middle managers (32.2%) 

and accountants and heads of budget sections (29.6%) (Table 4.7). 

Table 4.7: Positions of participants 

 Role All  companies Libyan 

companies 

Anglo-American 

companies 

 

 

Position 

CEO/Directors 13 3.9% 1 0.5% 12 10.4% 

Senior managers 63 19.1% 31 14.4% 32 27.8% 

Middle managers 105 31.8% 68 31.6% 37 32.2% 

Accountants and heads 

of budget sections 

149 45.1% 115 51.5% 34 29.6% 

In terms of the experience of participants in their positions, the majority have been 

working in their current positions for less than five years and accounted for 60.3% of the 

entire sample. In Libyan companies 73.9% of employees have experience in their current 

positions for less than ten years while in Anglo-American companies 88.7% have 

experience in their positions for less than ten years (Table 4.8). 

Table 4.8: Participantsô experiences in their current positions 

 Years All  companies Libyan 

companies 

Anglo-American 

companies 

 

Experience 

in position 

 

1  ïï 5 199 60.3% 108 50.2% 91 79.1% 

6  ïï 10 62 18.8% 51 23.7% 11 9.6% 

11ïï 15 21 6.4% 18 8.4% 3 2.6% 

16ïï 20 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 experience in the oil industry overseas with 

13.9% of participants have had experience in foreign countries of more than five years. 
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Most participants from Libyan companies (96.3%) have no experience overseas. By 

contrast, about 62.6% of participants from Anglo-American companies have experience 

in the oil industry overseas with around 37.4% having had no experience. The latter were 

mostly Libyans employed in Anglo-American companies (Table 4.9). 

Table 4.9: Experience overseas in oil sector 

 Years All  companies Libyan 

companies 

Anglo-American 

companies 

 

Industry 

experience 

overseas 

No experience 250 75.8 207 96.3% 43 37.4% 

< 1 5 1.5% 1 0.5% 4 3.5% 

1ïï2 6 1.8% 2 0.9% 4 3.5% 

2ïï3 5 1.5% 1 0.5% 4 3.5% 

3ïï4 6 1.8% 0 0.0% 6 5.2% 

4ïï5 12 3.6% 0 0.0% 12 10.4% 

>  5 46 13.9% 4 1.9% 42 36.5% 

In regards to the English skills of participants, 67% of respondents from Anglo-American 

companies are fluent in English and 29.6% considered themselves as having a ógoodô 

level of English proficiency. In Libyan companies 53.5% of participants regarded their 

English proficiency as ógoodô and 23.7% as average (Table 4.10). 

Table 4.10: English skills of participants 

 Perceived 

level 
All  companies Libyan companies Anglo-American 

companies 

 

English 

skills 

none 4 1.2% 3 1.4% 1 0.9% 

Poor 6 1.8% 5 2.3% 1 0.9% 

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 participants are Muslims. This is assumed to be 

because Libya is an Islamic country with deeply entrenched religious rituals and norms. 

Approximately 52.2% of Anglo-American companiesô participants are Muslims with 

36.5% of participants indicating that they were Christians (Table 4.11). 

Table 4.11: Religion of participants 

  All  companies Libyan 

companies 

Anglo-American 

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 identify factors to be used in testing the 

hypotheses. A common factor analysis was conducted based on an a priori assumption 

that items would describe the same latent construct. The method of extraction used was 

principal axis factor analysis with Varimax rotation (See chapter 3 for justification). The 

study contains the following measurement scales: participation, voice, and explanation, 

using flexible or fixed budgets, slack in budgets, bases of rewards, evaluating 

performance by variances, action towards budget variances, attitude towards budgets, and 

the use of rolling budgets.  

4.3.1 Participation  

The study selected nine (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 (Partic1, Partic8 

and Partic9) due to low factor loadings (less than .65) (Table 4.12).  

Table 4.12: Factor analysis-Participation  

Reliability- Cronbachôs Alpha .883 % Variance Explained 56.026% 

KMO .895 Bartlettôs test .000 

Items Standardised 

Regression Weights 

I am involved in setting all portions of the budget for my unit. (Partic1) Deleted 

My contribution to the budget is very important. .683 

My budget is finalized only when I am satisfied with it. .709 

My supervisors seek my opinions and/or suggestions when the budget is being formulated. .786 

I frequently initiate budget-related discussions with my superior.  .742 

The revised budget includes changes I have suggested. .794 

My input to budget formulation influences my superiors in their final decisions on the budget. .771 

I prepare my budget according to top managementôs instructions. (Partic8) Deleted 
I have formal meetings with people from other units when budget is being prepared. (Partic9) Deleted 

From the analysis the sampling adequacy exceeds the criterion set (KMO=0.895). The 

percentage variance explained by the latent factor is 56.026%. This is regarded as a good 

indication that the items that loaded explain the underlying factor well. It was thus 

concluded that six items adequately described the latent factor Participation and had very 

good scale reliability (Cronbachôs Alpha= 0.883). 
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4.3.2 Voice 

The study selected five (5) items to determine the extent to which workers had a voice or 

say in the budgeting process. The factor analysis confirmed that the underlying latent 

factor converged as assumed after the deletion of one item (Voice5) due to low factor 

loading of 0.589 (less than .6) (Table 4.13). 

Table 4.13: Factor analysis-Voice 

Reliability- Cronbachôs Alpha .821 % Variance Explained 54.309% 

KMO  .803 Bartlettôs test .000 

Items Standardised 
Regression Weights 

My superiorôs behaviour tells me that he/she listens to what I have to say about the budget. .784 

 My company has procedures available that allow me to make suggestions for improvement to 

the budget process. 

.773 

 I have constructive discussions related to the budget process with my superior and co-workers. .747 

I usually state my requests, opinions, and/or suggestions about the budget to my superior without 

being asked. 

.634 

I offer suggestions for the improvement of budget systems. (Voice5) Deleted 

Sampling adequacy exceeds the criterion of 0.7 (KMO=0.803). The percentage variance 

explained by the latent factor is 54.309%. This is regarded as a good indication that the 

loaded items explain the underlying factor well. It was thus concluded that four items 

adequately described the latent factor voice, and scale reliability was also very good 

(Cronbachôs Alpha=0.821). 

4.3.3 Explanation 

The study selected five (5) items to determine the extent to which workers receive an 

explanation about changes related to the budget process. The factor analysis confirmed 

that the underlying factor converged as assumed without any deletion of items (Table 

4.14). 

Table 4.14: Factor analysis-Explanation 

Reliability- Cronbachôs Alpha .845 % Variance Explained 52.974% 

KMO  .806 Bartlettôs test .000 

Items Standardised 

Regression Weights 

The reasoning provided by my superior when budget revisions are made is very sound and 

logical. 
.784 

My superior provides me with an explanation for changes in the budget. .750 

I receive written or/and oral reports explaining why the budget does not reflect my suggestions. .724 

My superior provides me with timely feedback about decisions on my budget and their 

implications. 
.700 

My superior keeps me fully and frankly informed about anything related to my budget. .677 
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Sampling adequacy is considered to be very good (KMO=0.845). The percentage 

variance explained by the latent factor is 52% which is regarded as a good indication that 

the items explain the underlying factor well. Thus all five items adequately described the 

factor explanation with very good scale reliability (Cronbachôs Alpha=0.845). 

4.3.4 Long-short term budgets 

This factor was not tested quantitatively but qualitatively. 

4.3.5 Flexible budgets 

Five (5) items were adopted to determine the extent of using the flexible budget. The 

factor analysis does not confirm that the underlying latent factor converged as assumed 

even after the deletion of some items due to their low factor loadings. Therefore these 

items do not represent the factor. This may be due to a misunderstanding caused by a lack 

of use of the flexible budget construct. From the interviews conducted in Libyan and 

Anglo-American companies employees indicated that they do not use flexible budgets. 

Therefore this factor was not analysed further. 

4.3.6 Slack in budget 

The study selected six (6) items to determine the extent to which workers create slack in 

their budgets. Factor analysis confirmed that the underlying latent factor converges as 

assumed after deletion of three items (Slack1, Slack2 and Slack6) due to low factor 

loadings (less than 0.4) (Table 4.15). 

Table 4.15: Factor analysis-Budget slack 

Reliability- Cronbachôs Alpha .689 % Variance Explained 44.581% 

KMO  .636 Bartlettôs test .000 

Items Standardised 

Regression 

Weights 

In good business times, budget committee decision makers accept a reasonable level of slack in a 

unitôs budget. (Slack1) 

Deleted 

Slack in the budget is good 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 skill, a manager can use slack to improve his unitôs performance. .496 

Top management has a way to know if there is slack in a unitôs budget. (Slack6) deleted 

Sampling adequacy was considered acceptable (KMO=0.689). The percentage variance 

explained by the latent factor is 44.581%. This is also is acceptable to explain the 
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underlying factor. Item 5 loaded at 0.496 which is considered minimally acceptable 

according to Hair et al. (2006, p. 129) and fair according to Tabachnick and Fidell (2007, 

p. 649). Three items are regarded as acceptable indicators to adequately describe the 

latent factor slack in budgets and has acceptable scale reliability (Cronbachôs 

Alpha=0.689). 

4.3.7 Bases of rewards 

Five (5) items were selected to determine the extent of employee rewards as bases for 

achieving budget goals. The factor analysis confirmed that the underlying latent factor 

converged as assumed after deletion of one item (Reward1) due to low factor loadings 

(less than 0.65) (Table 4.16). 

Table 4.16: Factor analysis-Bases of rewards 

Reliability- Cronbachôs Alpha .718 % Variance Explained 70.722% 

KMO  .849 Bartlettôs test .000 
Items Standardised 

Regression Weights 

My reward reflects 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 

expected performance (achieving budget goals). 
.792 

My pay prospects are closely related to how my actual performance compares with expected 

performance (achieving budget goals). 
.829 

Monetary incentives in my company are primarily tied to attaining the budget. .867 

Sampling adequacy exceeded the threshold criterion (KMO=0.849). The percentage 

variance explained by the latent factor was 70.722%. This is regarded as a good 

indication that the items explain the underlying factor well. It was thus concluded that 

four items adequately describe the latent factor bases of rewards and has very good scale 

reliability (Cronbachôs Alpha= 0.718). 

4.3.8 Evaluating performance based on budget variances 

Eight (8) items determine the extent of performance evaluation by achieving a budgetôs 

goal. The factor analysis confirmed that the underlying latent factor converged as 

assumed after deletion of 4 items (Performance3, Performance6, Performance7, and 

Performance8) due to low factor loadings (less than 0.5) (Table 4.17). 
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Table 4.17: results from factor analysis and reliability 

Reliability- Cronbachôs Alpha .704 % Variance Explained 38.627% 

KMO  .737 Bartlettôs test .000 
Items Standardised 

Regression Weights 

My explanation of budget variances is always included in my performance report/review. .624 

I investigate favourable as well as unfavourable budget variances for my unit. .519 

I am evaluated on my ability to meet the budget for my unit. (Performance3) deleted 

I provide information on my unitôs budget performance to my subordinates. .743 

I 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 for 

comparison purposes. (Performance6) 

deleted 

Management dislikes units failing to meet their budgets. (Performance7) deleted 

Management judges performance only on the basis of attaining budget goals. (Performance8) deleted 

From the analysis the sampling adequacy was good (KMO=0.704). The percentage 

variance explained by the latent factor is 38.627%. This is regarded as a good indication 

that the items explain the underlying factor well. Thus four items adequately describe the 

latent factor evaluating performance based on budget variances. Cronbachôs Alpha for 

this scale was 0.704 which falls within the criterion established for this study. 

4.3.9 Actions towards budget variances 

The study selected eight (8) items to determine the actions towards budget variances. The 

factor analysis confirms that the underlying latent factor converged as assumed (Table 

4.18). 

Table 4.18: Factor analysis and reliability-Actions towards budget variances 

Reliability- Cronbachôs Alpha .924 % Variance Explained 60.581% 

KMO  .949 Bartlettôs test .000 
Items Standardised Regression 

Weights 

My superior mentions budgets when talking to me about my efficiency .770 

My status in the organization will improve if I receive an exceptionally favourable 

performance evaluation. 
.800 

I have to carefully monitor costs in my area of responsibility because of budgetary 

constraints. 
.803 

When evaluating my performance, my direct manager focuses on the quantitative aspects 

such as statistical figures rather than qualitative aspects such attitude, effort and initiative. 
.746 

I am required to trace the cause of budget variances to groups or individuals within my 

department. 
.758 

The budget in my department is set at a ñtightò level to put pressure on employees to increase 

productivity and control costs. 
.756 

My performance is hampered by the budget I receive. .798 

I am required to report actions I take to correct causes of budget variances. .795 

Sampling adequacy is superb (KMO=0.949). The percentage variance explained by the 

latent factor is 60.581%. This is regarded as a good indication that the items explain the 

underlying factor well. It was thus concluded that eight items adequately describe the 
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latent factor action towards budget variances and there is an excellent scale of reliability 

(Cronbachôs Alpha=0.924). 

4.3.10 Attitude towards budget 

Thirteen (13) items were selected to determine workersô attitudes towards budgets and 

budgeting processes. The factor analysis did not confirm that the underlying latent factor 

converged as assumed even after the stage based deletion of items (Hair et al. 2006). This 

is primarily due to low factor loadings (less than 0.4) and percentage variance explained 

(Hair et al. 2006). Therefore it was decided that this measure was not suitable for further 

quantitative analysis. Instead the study relies on a qualitative analysis only for this factor. 

4.3.11 Use of rolling budgets 

Three (3) items were used to determine the extent of using rolling budgets. The factor 

analysis did not confirm that the underlying latent factor converged as assumed due to 

low factor loadings (less than 0.4). Thus, this factor is not analysed further. 

Hypothesis testing using t-test and ANOVA 

In order to answer research issue one ñhow does each societal cultural dimension affect 

certain aspects of the budgeting process?ò a t-test was used to test hypotheses. Leveneôs 

test was run first assuming equal variances between groups. If the Leveneôs test is 

significant then variances between groups are not equal. This means that the results of the 

test which shows óequal variances are not assumedô are then considered. ANOVA was 

also used to test hypotheses in more detail identifying differences between Libyans in 

Libyan companies and Libyans in Anglo-American companies. Further tests of 

differences between Anglo-Americans and Libyans in Libyan companies and Libyans in 

Anglo-American companies were assessed.  

A one-way ANOVA was conducted to look at the differences between: (1) Libyan 

employees who are working in Libyan companies and Anglo-Americans who are working 

in Anglo-American companies, (2) Libyans who are working in Libyan companies and 

Libyans who are working in Anglo-American companies, (3) Libyans who are working in 

Anglo-American companies and Anglo-Americans who are working in Anglo-American 

companies (Figure: 4.1). 
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Figure 4:1: Three ways analysis frame work using ANOVA  

Leveneôs test was checked for homogeneity of variances between groups. If this 

assumption is not met then the robust tests of mean differences for both Welch and 

Brown-Forsythe is used to check for the significant differences between the groups (Field 

2009; Roth 1983; Weerahandi 1995; Xu et al. 2008). Post hoc analysis for multiple 

comparisons was conducted to determine differences among groups using a Scheffe test 

when the variances between groups are equal and Games-Howell test was applied when 

variances are not equal (Field 2009; Klahr et al. 2004). An Alpha level of 0.05 was used 

for all statistical analyses. 

4.4.1 Hypothesis 1 

In order to test hypothesis 1, ñParticipation of employees in budgeting processes is higher 

in Anglo-American companies than in Libyan companiesò, the study employed both t-test 

and ANOVA. T-test was applied to explore the differences between the Anglo American 

and Libyan companiesô employees. A one-way ANOVA was conducted to explore the 

data for any differences among means of the three identified cultural groups of 

employees, as indicated above (Figure 4.1).  

Independent samples t-test was conducted to compare employeesô participation in 

budgeting processes of Anglo-American companies with those in Libyan 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. (2-tailed) 

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 

Libyan companies 

× Libyans 

(228) 

Anglo-American companies (115) 

× Anglo-Americans (65) 

×  

×  

× Libyans (50) 

3 2 

1 
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The Leveneôs test is not significant (p=0.256). Therefore, the groupsô variances can be 

regarded as equal. The t-test indicates that there is a highly significant difference between 

the two company groups in terms of participation in budgeting processes (t (328) =6.176, 

p=0.001). As predicted, employees in Anglo-Americans companies indicated a higher 

participation in budgeting processes (M= 3.82, SD=0.68) than those in Libyan companies 

(M= 3.28, SD=0.78). A one-way ANOVA was conducted to examine whether there are 

statistically significant differences in employeesô participation in budgeting processes 

among the three cultural groups (Table 4.20). 

Table 4.20: Homogeneity and Welch and Brown-Forsythe tests-participation  

Test of Homogeneity of Variances Robust Tests of Equality of Means 

Levene Statistic df1 df2 Sig. 
 

Statistic
a
 df1 df2 Sig. 

5.728 2 327 .004 Welch 60.580 2 124.365 .000 

    
Brown-

Forsythe 

56.466 2 197.694 .000 

Test of homogeneity of variances shows that the variances between cultural groups are not 

equal (Leveneôs test =5.728, p =0.004). Because the variances between groups are not 

equal, it was appropriate to apply the Welch and Brown-Forsythe tests to determine if 

there are statistically significant differences among groups. Welch and Brown-Forsythe 

show a statistically significant difference among cultural groups (Table 4.20).  

The analysis show a highly significant difference between cultural groups (F (2,327) = 

40.123, p=0.001). Anglo-American participants show the greatest participation in 

budgeting processes (M=4.18, SD=0.53), Libyan participants in Anglo-American 

companies indicated lesser participation (M=3.353, SD=0.58), similarly to Libyan 

participants in Libyan companies who show the least participation in budgeting processes 

(M=3.28, SD=0.78) (Table 4.21), (Figure 4.2). 

Table 4.21: ANOVA -participation  

ANOVA  Descriptive N M SD 

 Sum of 

Squares 

df Mean 

Square 

F Sig. Libyans in 

Libyan-Coy 
215 3.28 .786 

Between 

Groups 

40.922 2 20.461 40.123 .000 
Libyans in A-

American-

Coy 

50 3.35 .578 

Within 

Groups 

166.757 327 .510 
  

Anglo-

Americans 
65 4.17 .528 

Total 207.679 329    Total 
330 

3.47 .794 
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Figure 4:2: participation means by cultural group 

Games-Howell Post-hoc comparisons (Table 4.22) were conducted because the variances 

between cultural groups are not equal. The results indicate that there are statistically 

significant differences between Libyans in Libyan companies and Anglo-Americans in 

Anglo-American companies. Results indicate also there is no statistically significant 

difference between Libyan participants in Libyan companies and Libyan participants in 

Anglo-American companies. By contrast, there is a highly significant difference between 

Anglo-Americans and Libyans in Anglo-American companies. 

Table 4.22: Games-Howell Post-hoc-participation  

 (I) Comparisons among 

cultural groups 

(J) Comparisons among 

cultural groups Mean Difference (I-J) 

Std. 

Error  Sig. 

Libyans in Libyan-Coy Anglo-Americans -.89654
*
 .08475 .000 

Libyans in Anglo-Coy -.07039 .09789 .753 

Anglo-Americans 
Libyans in Anglo-Coy .82615

*
 .10492 .000 

Hypothesis 1 is supported. Anglo-American 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 

employeesô participation in budgeting processes. It is obvious from Libyan employees in 

Anglo-American companies maintain their own culture even when they work in different 

companies with different culture. 
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4.4.2 Hypothesis 2 

A t-test was calculated to test hypothesis 2 ñEmployees in Anglo-American companies are 

expected to have more voice (say) in the budgeting process than employees in Libyan 

companiesò. Table 4.23 reports the findings of the test. 

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. (2-tailed) 

Equal variances 

assumed 
13.264 .000 6.202 328 

.000 

Equal variances not 

assumed 
 6.919 308.001 .000 

Company group N Mean Std. Deviation 

Anglo American  115 
3.92 .545 

Libyan  215 
3.41 .794 

The Leveneôs test is highly significant (p=0.001). Therefore, groupsô variances cannot be 

regarded as equal. With equal variances not assumed, there is a statistically significant 

difference between the two company groups in terms of their voice (say) in budgeting 

processes (t (328) =6.919, p=0.001). As predicted employees in Anglo-American companies 

have a higher level of say in budgeting processes (M= 3.93, SD=0.54) than those in 

Libyan companies ((M= 3.41, SD=.79).  

Table 4.24: Homogeneity and Welch and Brown-Forsythe-voice 

Test of Homogeneity of Variances Robust Tests of Equality of Means 

Levene 

Statistic df1 df2 Sig. 

 

Statistic
a
 df1 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 between cultural groups are not 

equal for voice (Leveneôs test =15.005, p =0.001). Because the variances between groups 

are not equal it is appropriate to apply the Welch and Brown-Forsythe tests to determine if 

there is a statistically significant difference between groups. Welch and Brown-Forsythe 

show a statistically significant difference between cultural groups (Table 4.24). 

The analysis shows highly significant difference between the cultural groups (F (2,327) = 

33.131, p=0.001). Anglo-American participants have much more say in budgeting 

processes (M=4.21, SD=0.43) than either Libyan participants in Anglo-American 
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companies (M=3.56, SD=0.44), or Libyan participants in Libyan companies who have the 

least voice (M=3.41, SD=0.79) (Table 4.25), (Figure 4.3). 

Table 4.25: ANOVA -voice 

ANOVA  Descriptive 
N M SD 

 Sum of 

Squares 

df Mean 

Square 

F Sig. Libyans in 

Libyan-Com 
215 3.41 .794 

Between 

Groups 

31.815 2 15.908 33.131 .000 
Anglo-

Americans 
65 4.21 .435 

Within 

Groups 

157.007 327 .480 
  

Libyans in 

Anglo-Com 
50 3.56 .447 

Total 188.822 329    Total 330 3.59 .757 

  

Figure 4:3 Voice means by cultural groups 

Table 4.26: Games-Howell Post-hoc-voice  

(I) Comparisons among 

cultural groups 

(J) Comparisons among 

cultural groups 

Mean Difference (I-J) Std. 

Error  

Sig. 

Libyans in Libyan-Coy Anglo-Americans -.79758
*
 .07653 .000 

Libyans in Anglo-Coy -.14605 .08332 .190 

Anglo-Americans 
Libyans in Anglo-Coy .65154

*
 .08325 .000 

Games-Howell Post-hoc comparisons (Table 4.26) was conducted because the variances 

between groups are not equal. The results indicate that there are highly significant 

differences between Libyans in Libyan companies and Anglo-Americans in Anglo-

American companies. There is no significant difference in participantsô voice (say) in 

budgeting processes between Libyans in Libyan companies and Libyans in Anglo-

American companies. By contrast, there is a highly significant difference between Anglo-

Americans and Libyans in Anglo-American companies.  
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Hypothesis 2 is supported. Anglo-American employees perceive that they have much 

more voice in budgeting processes than Libyan employees in Libyan and Anglo-

American companies. This indicates that the influence of societal culture on employees in 

the Libyan oil sector is high. One important question to emerge from these results is to 

what extent Libyan employees are truly given less voice and participation than Anglo-

Americans in Anglo-American companies and 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. 

4.4.3 Hypothesis 3 

To test hypothesis three ñemployees in Anglo-American companies are expected to gain 

more explanation about changes in their budgets in the budgeting process than those in 

Libyan companiesò a t-test was conducted. 

Table 4.27: Summary of t-test for H3 

 Levene's Test for Equality of Variances t-test for Equality of Means 

F Sig. t df Sig. (2-tailed) 

Equal variances 

assumed 
.189 .664 6.182 328 .000 

Company group N Mean Std. Deviation 

Anglo American 115 
3.69 .720 

Libyan  215 
3.17 .731 

The Leveneôs test is not significant (p=0.664). Therefore the groupsô variances can be 

assumed to be equal. The t-test indicates that there is a highly significant difference 

between the two company groups in terms of explanation received regarding changes in 

budgets (t (328) =6.182, p=0.001). Employees in Anglo-Americans companies had a higher 

level of explanation provided about changes (M= 3.69, SD=0.72) than those in Libyan 

companies (M= 3.17, SD=0.73), (Table 4.27). 

Using the same one-way ANOVA, the test of homogeneity of variances shows that the 

variances between cultural groups are equal (Leveneôs test =2.219, p =0.110) (Table 

4.28).  

Table 4.28: Homogeneity of variances-explanation 

Test of Homogeneity of Variances 

Levene Statistic df1 df2 Sig. 

2.219 2 327 .110 
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The ANOVA analysis shows highly significant differences among the groups (F (2,327) = 

33.806, p=0.001). Anglo-American employees receive more explanations about changes 

in their budgets (M=3.99, SD=0.69) than Libyans in Anglo-American companies receive 

(M=3.31, SD=0.55) who in turn receive more than Libyans in Libyan companies 

(M=3.17, SD=0.73), (Table 4.29), (Figure 4.4). 

 

Figure 4:4: explanation means by cultural group  

Table 4.29: ANOVA -explanation 

ANOVA  Descriptive N M SD 

 Sum of 

Squares 

df Mean 

Square 

F Sig. Libyans in 

Libyan-Coy 
215 3.17 .731 

Between 

Groups 

33.213 2 16.607 33.806 .000 
Anglo-

Americans 
65 3.99 .696 

Within 

Groups 

160.635 327 .491 
  

Libyans in 

Anglo-Coy 
50 3.31 .557 

Total 193.848 329    Total 330 3.36 .767 

Table 4.30 shows results from post-hoc comparisons using Scheffe test because the 

variances between cultural groups are equal. The results indicate that there are highly 

significant differences between Libyans in Libyan companies and Anglo-Americans in 

Anglo-American companies. A significant difference was found between Libyans in 

Libyan companies and Libyans in Anglo-American companies while there is a highly 

significant difference between Anglo-Americans and Libyans in Anglo-American 

companies. 
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Table 4.30: Scheffe Post-hoc test-explanation  

(I) Comparisons among 

cultural groups 

(J) Comparisons among 

cultural groups 

Mean Difference (I-J) Std. 

Error  

Sig. 

Libyans in Libyan-Coy Anglo-Americans -.81431
*
 .09921 .000 

Libyans in Anglo-Coy -.13647 .11004 .464 

Libyans in Anglo-Coy 
Anglo-Americans .67785

*
 .13184 .000 

Hypothesis 3 is supported. Anglo-American employees receive much more explanation 

about changes in their budgets than Libyan employees in Libyan and Anglo-American 

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 Hypotheses 4, 5 and 6 

Hypothesis four ñAnglo-American companies prepare long-term budgets to a lesser extent 

than Libyan companiesò was addressed using qualitative analysis only because no items 

were included in the questionnaire. 

Referring to section (4.3.4) for hypothesis five ñAnglo-American companies adopt 

flexible budgeting practices to a larger extent than Libyan companiesò, factor analysis 

indicates that items inadequately measure the factor. Thus no further statistical analysis 

was undertaken and qualitative analysis was used to address this hypothesis. 

Hypothesis six ñAnglo-American companies use rolling budgets to a larger extent than 

Libyan companiesò, referring to section (4.3.10) factor analysis indicates the measures 

inadequately measure the factor. Thus qualitative analysis was used to address hypothesis 

six. 

4.4.5 Hypothesis 7 

A t-test was conducted to test Hypothesis 7 that ñcreation of budget slack will be larger in 

Anglo-American companies than in Libyan companiesò (Table 4.31). 

 

 


















































































































































































































































































