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ABSTRACT 

This paper investigates the relationship between contingency factors, strategic management 

accounting and firm performance. Due to the development and expansion of organizations 

and their connections to the industrial competition, it is usable that the organization rely more 

on non-financial information than financial. The management accounting and financial 

accounting literature have highlighted the important role of perceived environmental 

uncertainty and strategic management accounting on firm performance. However, 

unpredictable conditions from external can cause big problems for the company’s decision 

making process because both of them have effect on firm performance. The aim of this paper 

is to propose a model of the relationship amid perceived environmental uncertainty on the firm 

performance by mediating effect of strategic management accounting through review of the 

related literature. One of the most significant findings to emerge from this review is the 

identification the contingency factors that improve organizational performance under 

environmental uncertainty. 
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1. INTRODUCTION

Business environment is becoming increasingly complex making it difficult for firms to stay 

competitive (Haron et al., 2013). In this competitive environment, contingency factors are fast 
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becoming a key instrument in business success. Recently management accounting research 

focuses on the contingency variable to help managers to make effective decisions because these 

variables have a significant influence on management accounting system and decision making 

process (Gordon and Narayanan, 1984; Gul and Chia, 1994; Chapman, 1997; Gerdin and Greve, 

2004). The assumption of the contingency theory in management accounting is based on the 

belief that it is necessary to identify the relationship between contingency factors from external 

organization’s environment, on the bases of accounting designs, approaches and techniques. 

Furthermore, the accounting information is beneficial for companies operating in competitive 

with long-term strategic tactics (Ismail and King, 2005). In this uncertain environment, the 

global economy is becoming increasingly uncertain, with rapid technological advances, 

constantly changing customer demands, increased deregulation and the dismantling of trade 

barriers (Mia and Clarke, 1999; Schulz, et al., 2010), these uncertain factors can significantly 

influence firm’s chances of survival and success (Kaplan and Norton, 2001; Chenhall, 2003, 

Govindarajan, 1994). 

 

Therefore, this study proposes the conceptual framework to examine the effect of perceived 

environmental uncertainty and firm performance by mediating effect of strategic management 

accounting. The next sections of this paper include a review of the related literature on perceived 

environmental uncertainty, and firm performance. At the end, developed hypotheses, conceptual 

framework and conclusion presented.  

  

2. PERCEIVED ENVIRONMENTAL UNCERTAINTY AND STRATEGIC 

MANAGEMENT ACCOUNTING 

  

There is a growing body of literature that recognises the importance of perceived environmental 

uncertainty. PEU is related to managers’ perceived failure to correctly forecast their external 

environment (Tymon et al., 1998). It has been argued that it is the perceptions of the external 

environment that administrators respond to, rather than the real physical external environment 

(Magnusson, 1981; Ferris, 1977). It is obvious that in management accounting research, PEU has 

appeared as a critical factor in contingency theories (Chenhall, 2003; Fisher, 1992; Otley and 

Wilkinson, 1998; Tymon et al., 1998).  

 

There is a large volume of published studies describing the relationship between PEU and 

MAPs. For instance, Gordon and Miller (1976) and Khandwalla (1972) demonstrated that 

corporations demand more sophisticated accounting information systems to offer more non- 

financial and external information under a high environment uncertainty. Recent developments 

in PEU have heightened the need for information that is related to the external environment, also 

needed is future orientated and non-financial to cope with the complexities of their external 

environment McManus (2012). Moreover, there is an important evidence of budgets becoming 

more significant under conditions of uncertainty to provide decision making, direction and 

control. Some authors (Marginson and Ogden, 2005) have proven that administrator’s appreciate 

budgeting in a PEU context as it proposes some structure and stability, a fixed reference in an 

instant changing environment. Furthermore, Schoute (2009) argued that PEU seems to be 

significant because a higher level of PEU increases companies’ need for information, comprising 

cost information particularly advanced costing system.  
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On the basis of the previous argument and lack of study on perceived environmental uncertainty 

and strategic management accounting, the following hypothesis is proposed: 

H1: There will be a relationship between a perceived environmental uncertainty and strategic 

management accounting. 

 

3. STRATEGIC MANAGEMENT ACCOUNTING AND FIRM PERFORMANCE 

 

Several studies have documented that the major function of an information system is to support 

managerial decision making and control (Gelinas, et al., 1999; Abernethy and Bouwens, 2005). 

Previously published studies based on contingency theories indicated that companies’ 

performance will have increased when they used the practices most matched to their features 

(Chenhall, 2003; Khandwalla, 1972). There is a large volume of published studies which support 

a positive relation between the usage of MAPs and performance. For instance, Shields (1995) 

indicated a positive relation between the execution of ABC and the company financial 

advantage. Chenhall and Langfield - Smith(1998) found a higher usage of activity-based 

management, quality improvement programs and benchmarking, yields higher performance for 

companies. 

 

In another major investigation into commenting on strategic management accounting and 

performance, kennedy and Affleck-Graves, (2001) and Ittner et al.(2002) conclude that wide 

ABC usage is indirectly linked to manufacturing cost decreases within cycle time and quality 

enhancements and is  linked to greater quality levels and higher developments in cycle quality 

and time. On the other hand, Cagwin and Bouwman (2002) and Maiga and Jacobs (2006) 

demonstrated that ABC is associated with ROI and profitability. 

The relationship between budgeting practice and performance has a long history in the 

administrative accounting literature (Frucot and Shearon, 1991). Merchant (1981) aimed to find 

an association between the usage of budgeting and performance. The results showed that the 

formal method to budgeting was more intensely linked to better performance in large companies. 

Furthermore, data from several sources have identified the increasing financial performance are 

associated with planning and the use of appropriate budgets (Hansen et al., 2003; Perren and 

Grant, 2000). 

 

So far, however, there has been little discussion about the relationship between SMA techniques 

usage and performance. Chenhall and Langfield-Smith (1998) found significant relations 

between SMA techniques and business performances. Cadez and Guilding (2008) revealed a 

weak relation between the adoption of SMA practices and performance. Recent evidence 

suggests that there is a medium level relation between SMA adoption and the performance, 

Sener and Dirlik (2012). Whereas acknowledging these researches’ mixed results, there appears 

to be majority of results indicating a positive association between usage of advanced MAPs and 

performance.  

H2: There will be a relationship between strategic management accounting and firm 

performance. 
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4. THE INFLUENCE OF PERCEIVED ENVIRONMENTAL UNCERTAINTY ON 

FIRM PERFORMANCE 

 

Evidence from practice indicates that firm frequently alter their performance measurement 

systems in order to accommodate effectively to dynamic circumstances and changing corporate 

strategies. In the new global economy, environmental uncertainty has become a central issue for 

every organization because every organization works within an environment (Azadehdel et 

al.,2012). Companies, in business and industrial markets, face strong competition in rapidly 

changing environments (Gosselin and Bauwen, 2006). Rumelt (1991) and Wagner et al. (2002) 

reported that uncertainty is an important aspect of environment because it has a potentially large 

impact on organisational performance. In an analysis of environmental uncertainty, Regan 

(2012) suggested that organisational management should be cautious about environmental 

uncertainty because this is one of the fundamental challenges in organizations. Similarly, Hoque 

et al., (2001) noted that when organizations are facing higher competition situation, the 

utilization of different performance measures is expected.  

 

Survey such as that conducted by Jusoh (2008) have noted that manufacturing firms are 

considered highly competitive and vulnerable to environmental changes. A critical analysis of 

Daft (2004) demonstrated that each organization’s environment is composed of many different 

factors which have an interaction with the organization strategy decision making. Therefore need 

more attention from decision units.  

 

Up to now, previous studies have confirmed the effectiveness of environmental uncertainty and 

organizational performance. Burns and Stalker (1960), Lawrence and Lorsch (1967), Miller 

(1993) observed external environment as an important element of organization and also their 

study had empirical support for the significance of environmental factors in determining an 

organizational performance. Likewise, Isabela and Waddock (1994) noted that there is a positive 

relationship between business success and the environmental impact and Mia and Clarke (1999) 

suggested that firm performance can be improved by increasing competition. This is because 

there is a positive correlation between market competition and performance. In another previous 

study, Wagner et al., (2002) and Child (1972) also believed that the creating and fostering of a 

company's capability to forecast and the perceived environmental uncertainty are important for a 

successful business process.  

 

In another study, Kotha and Nair (1995) concluded that the firm’s environment and firm’s 

strategies play important roles on growth and they are significantly related to firm profitability. 

While, according to Duncan (1972), these environmental factors may only be relevant to 

manufacturing firms because they are in more competitive environment.   

 

This relation between perceived environmental uncertainty and firm performance is important 

because the global economy is becoming increasingly uncertain, with constantly changing 

customer demands, rapid technological advances, increased deregulation and the dismantling of 

trade barriers Mia and Clarke (1999), Leifer et al., (2001), Puranam et al., (2006). A firm’s 

management accounting related practices can significantly affect its chances of survival and 

success in this turbulent environment as per  Chenhall (2003), Van der Stede et al., (2006), 

Langfield-Smith (2007), and as such improved understanding of how such practices affect firm 
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performance is important to management effectiveness. This inference is consistent with early 

work by Khandwalla (1972), who documented an increase of performance measurement 

sophistication in response to increased PEU. For this reason researchers have focused on the 

environmental aspects of the organization’s competitive context.  

 

On the basis of the previous argument and lack of study on perceived environmental uncertainty 

and firm performance, the following hypothesis is proposed: 

H3: There will be a relationship between a perceived environmental uncertainty and firm 

performance. 

H4: there will be the mediating role of Strategic management accounting on the relationship 

between perceived environmental uncertainty and Firm performance.  

 

5. CONCEPTUAL FRAMEWORK AND HYPOTHESIS DEVELOPMENT  
 

To elaborate the pivotal role of contingency factors in recent century this paper proposes a 

framework that suggests the relationship between perceived environmental uncertainty, and firm 

performance by considering mediating effect of strategic management accounting.  

The independent variable is perceived environmental uncertainty, dependent variable is firm 

performance, and strategic management accounting consider as mediator. The theoretical 

framework for this research as presented in Exhibit 1 depicts the relationship between PEU, 

SMA and firm performance. Proposed Framework and model are as below: 

 

 

 

 

 

 

 

 

 

 

 

 

 
Figure 1: The relationship between perceived environmental uncertainty and Firm performance by 

mediating effect of Strategic management Accounting—A Conceptual Framework 
 

This study adopted firm performance measurement by applying the questionnaire from Jusoh 

(2008). Survey items to measure perceived environmental uncertainty was adapted from the 

empirical studies of Houqe (2005) to measure strategic management accounting , survey items 

were developed by Cadez and Guilding, (2008); Fullerton et al., (2013); Guilding and McManus 

(2002). Finally, in this study using PLS-SEM for analysing data. 

 

6. CONCLUSION AND RECOMMENDATION  

 

The study contributes to the body of knowledge in several ways. In addition, researchers such as 

Reed and DeFillippi (1990), Ittner and Larcker (1997), Elbanna and Alhwarai (2012), Watson et 
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al. (2004), Wagner (2005) and Link and Naveh (2006) have reported that environmental 

uncertainty has an influence on firm performance and is a driver for sustainable competitive 

advantage. In conclusion, managers operating in uncertain environments that adopt a 

decentralization structure are required to be alert for any changes in its environment as this will 

have strong impact on business operation. Under such conditions the manager will be requiring a 

performance measurement system that provides detailed measures of every aspect of business 

operation. Therefore it is expected that manager with considering and recognizing contingency 

factors can making good strategic accounting system and therefore try to improve firm performance.   
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