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Introduction

What is management? Does it constitute a

cohesive field of study? What are its main

parts? Where do its boundaries lie? If we

compiled what was known, would we be able

to contain it within the confines of a manage-

able multi-volume work? These are some of
the questions that faced me five years ago

when I was approached with an invitation to

put together a major new reference work, the

International Encyclopedia of Business and

Management (IEBM). The IEBM was publish-

ed in June 1996 with over 500 entries and as

many authors. During the course of its devel-

opment, these questions were hopefully an-

swered and I outline the processes involved

below. Creating this concise version of the

encyclopedia raised its own set of problems:
how after aiming for inclusivity could we pick

out certain entries? On what criteria? And how

concise could it be?

The aim with the Concise IEBM was two-
fold: to create a representative selection of
entries that together would form a cohesive
whole and serve as an introduction to the
IEBM’s wealth of business and management
topics. The mission statement that shaped the
full encyclopedia, ‘to create a worldwide work
of reference covering all aspects of manage-
ment that is international both in terms of
subject matter and its authorship’ was fol-
lowed once more. The 65 entries published
here include flagship entries on major subject
areas like accounting, human resource man-
agement, marketing and organization behav-
iour as well as others that cut across subject
divisions like globalization, multinational
corporations and systems.

The development of the IEBM

As Drucker has observed: ‘Not in a very long
time - not, perhaps, since the late 1940s or
early 1950s - have there been as many new
major management techniques as there are
today’ (1994:95). He then goes on to point out
that such powerful tools as ‘benchmarking’,

‘downsizing’, ‘total quality management’ and
the like are designed with a view to ‘how to
do’ things differently; yet ‘what to do’ is now
the main challenge to managements around
the world. Drucker continues: ‘The assumptions
on which the organization has been built and
is being run no longer fit reality. These are the
assumptions that shape any organization’s be-
haviour, dictate its decisions about what to do
and what not to do and define what the organi-
zation considers meaningful results. These as-
sumptions are about markets. They are about
identifying customers and competitors, their
values and behaviour. They are about technol-
ogy and its dynamics, about a company’s
strengths and weaknesses. They are about
what a company gets paid for. They are what
I call a company’s theory of business’
(1994:95-6). As a result, for many of today’s
organizations, their theory of the business no
longer works and their assumptions must be
questioned anew.

We believe that those studying manage-
ment need a new way of finding out about
theories of business past, present and future
and, in turn, about how businesses are chang-
ing what they do and how they do it, in order
to best ascertain possible mismatches between
theory and practice. In creating the JEBM, we
thus aimed to cover the main disciplines and
sub-disciplines that make up modern manage-
ment. The nature of management has indeed a
complex set of structures and processes and
we attempted to be as inclusive as we couid in
what we wrote about. Some of these structures
and processes are static, but many of them are
dynamic. In the contemporary, increasingly
interdependent world economy very little in
international business stands still (Jones
1995). If we study a business or any other kind
of purposive organization, we find that it is
constantly trying to react to what some writers
have called ‘turbulence’ and ‘uncertainty’ in
the world surrounding it (see Emery and Trist
1965; Morgan 1986).



introguction

It appears that change in organizational en-
vironments has long been a concern of writers
on organizations (see Pugh et al. 1996).
Whichever part of management you look at,
whether it be accounting systems, interna-
tional business or marketing strategies, con-
stant flux is to be found (Jacques 1996). In
both theory and practice, there is a need for
constant updating of background, analysis,
tools, etc.

What we were to choose to produce was
initially defined by what we did not want to
see as the eventual publication. We did not set
out to produce a short Dictionary of Manage-
ment, which only provided crisp definitions of
terms; nor did we intend to compile a Com-
panion (or Handbook) of the subject, like the
now much-used examples in the field (see
March 1965; Nystrom and Starbuck 1981)
with their extended essays on broad themes.
What we envisaged was a halfway house, with
some short but not too brief entries of about
2,000-3,000 words, some longer ones of
5,000 words and several in-depth pieces of
10,000 words. We were ultimately able to

keep to these parameters with some excep-
tions.

Setting up the IEBM

One of the first steps in setting up the [EBM
was to draw together an international Advi-
sory Board. We set about choosing colleagues
in our Anglo-American network, and then
branched outwards covering as many major
countries as we could. The list of countries
covered ended up much wider than we had at
first anticipated. It extended from Australia to
the USA, in order of membership. We chose
business school academics for the most part,
not only from the G7 countries, but also from
awide range of places over the five continents.
The full range of subjects in the JEBM was
covered by this Advisory Board. These col-
leagues were to prove invaluable in reviewing
our editorial strategy, assessing the potential
readership, finding authors and vetting manu-
scripts. In addition, we received very sound

advice from our designated Chief Advisory

Editor, John Kotter of the Harvard Business
School, an expert on general management.

Choosing subject editors was also a prior-
ity. We chose most of these from Britain, then
Europe and North America, based on existing
collaboration with myself and the publishers.
We started with Cambridge, England and
Cambridge, Massachusetts; we then moved
on to colleagues from Australia, Canada, Ger-
many, Japan, Norway, Scotland, the USA,
Wales, etc. The Subject Editors were: Estuo
Abe, Michael Baker, Greg Bamber, Frank
Fishwick, Michael Gregory, Stewart Hodges,
Pat Joynt, Roger Mansfield, Elaine O’Brien,
Michael Poole, Arndt Sorge, Rosalie Tung,
Peter Walton and Milan Zeleny.

The role of the subject editors was pivotal
in shaping the contribution of each major prop
of the IEBM. In collaboration with the Editor-
in-Chief, they decided what was to go into the
range of items covered in, for example, ac-
counting or marketing. They would normally
choose and contact the authors, define the
coverage sought, review the manuscript deliv-
ered, edit and cross-reference the final entry.

Defining our potential readership was a pri-
ority, and thus market research was a vital
consideration from the outset. Exploring what
typical future users might want to see included
was a priority. We designed the work princi-
pally for the following: undergraduates study-
ing for degrees in business and management;
MBA students and postgraduates; manage-
ment faculty; business practitioners; students
of professional bodies in areas such as ac-
counting and personnel; librarians and re-
searchers.

An iterative process of devising a robust
editorial strategy, testing it against outside
advice (mainly but not only via our interna-
tional editorial panel) and matching this
against the potential market and readership,
was ongoing. We carried out in-depth market
research using focus groups and individual
interviews with librarians as well as teachers
and students of management at many levels.
Feedback from colleagues in Europe, Japan,
the USA and elsewhere at the initial (and
indeed at all subsequent) stages was invalu-
able.

xi
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I would like to thank all the authors, subject
editors, advisory editors, copy-editors and
everyone who offered advice and encourage-
ment throughout the development of the
IEBM project and especially those who helped
create this concise version. On a personal
level, I have found editing the JEBM a ‘learn-
ing experience’ and have not only enjoyed it
immensely but also developed a deeper under-
standing of the interconnection of both theory
and practice and of all the diverse disciplines
that come together to constitute the field of
international business and management.

MALCOLM WARNER
EDITOR-IN-CHIEF, CAMBRIDGE, JANUARY 1997
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Accounting

1 Introduction

2 Historical background

3 The regulation of accounting

4 The use of accounting in managerial
decision making
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Overview

Accounting is a discipline that seeks to
provide information about a business entity.
Such information is useful to those who are
interested in making decisions that may affect
the entity or one’s relationship with the
entity. This entry aims to provide a back-
ground to the accounting discipline that will
enable the reader to fit the role of accounting
into the broader arena of business and
economic activity. It serves as an introduc-
tion to both managerial and financial ac-
counting areas and related topics such as
auditing and sets the stage for other entries
which go into greater detail. However, no
brief description of accounting can be ex-
pected to capture comprehensively the chan-
ging faces of the discipline over time or the
impact of accounting on all business deci-
sions, current and prospective.

1 Introduction

The term accounting conjures up a variety of
images, ranging perhaps from that of a Dick-
ensian clerk painstakingly recording an indi-
vidual transaction, to that of the annual
financial statements of a major multinational
corporation, running to many pages of com-
plex data. Both of these notions are valid, even
if the clerk now uses the latest computer
technology, but how do they fit together?
The term ‘financial accounting’ concerns
the whole of the area of the capture of
financial data concerning a company’s trans-
actions, its organization into a database and

the preparation of reports to shareholders, tax
authorities and others outside the company,
using aggregated data from the database. The
term ‘managerial accounting’ concerns the
use of accounting data internally, within a
company, to help with management and
decision making and to improve profitability.

Techniques developed to meet financial
accounting requirements include the prepara-
tion of shareholder reports for groups of
companies under the same economic control
and segmental reporting, which concerns the
breakdown of aggregated information in an-
nual reports in order to help predict future
performance. Inflation accounting addresses
the shortcomings of traditional financial ac-
counting measurement methods in a context
where monetary values are not fixed while the
objectives of ‘creative accounting’ are gener-
ally to improve reported earnings or to en-
hance a company’s debt/equity ratio.

Cash flow accounting, an alternative ap-
proach to analysing transactions, concerns
the preparation of the cash flow statement,
which all major companies include in their
annual external reporting package. The ex-
ternal reports of large companies are sub-
jected to auditing in order to reassure
shareholders and other users of their validity.
People who read published accounts have
developed special tools for extracting key
information and the accounts are also used
as the basis for corporate taxation.

Financial accounting does not comprise a
given set of techniques that are undisputed
and used uniformly throughout the world.
The legal, economic and social context of
accounting has an important influence on
how it is formulated and, consequently, the
measurements and objectives of accounting
are often different in different countries. The
area of ‘accounting harmonization concerns
various initiatives that have been taken to
reduce these differences.

Managerial accounting is distinguished
from financial accounting in many ways: for
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example, it is intended purely for confidential
use internal to the company, and it is not
mandated by any legal or quasi-legal rules.
The justification for management accounting
is only that it is useful in managing the
company, and its techniques therefore tend
to travel more easily than those used in
financial accounting.

The origins of managerial accounting arein’

costing, which is designed to provide informa-
tion about the costs of individual products in
order to control profitability and encourage
efficiency. The information provided by these
techniques can be used in decision making,
using models such as cost—volume-profit
(CVP) analysis. In recént years, there has been
a revision of costing ideas with a technique
known as activity-based costing, which aims
to reflect modern production methods more
faithfully. Cost information also feeds into
systems for monitoring overall unit profit-
ability, as in the practice of budgetary control.
Companies establish ‘budgets’, or target costs
and sales, for short periods ahead, and then
feed actual performance data (often from the
financial accounting database) into compara-
tive reports. The compilation of such reports
should reflect the organization needs of the
company.

2 Historical background

The roots of accounting go back many cen-
turies, to biblical times and earlier. Modern
accounting, however, is generally perceived io
date back to about 1494, to the inclusion of a
chapter on double-entry book-keeping in an
Italian mathematics book. The focus was on
record keeping to facilitate a periodi¢ sum-
mary of an entity’s wealth at a given date and
its performance over a period. The records
kept were mostly of cash transactions, but the
need to go beyond cash events to obtain more
useful information was evident even in the
earliest days.

The need for accounting grew slowly in
the pre-industrial era. Land owners had a
need to assess their wealth status from time
to time: as the operations of property were
turned over to non-owners for management,
the now ‘absentee’ owners’ needs for infor-

mation provided by accounting increased,
partly as a check on the performance of
managers. Throughout this period, the focus
of accounting was on changes in the wealth
owned by the entity (a business or an
individual estate). Income for a period was
viewed as the change in wealth between two
dates, with accounting providing the mea-
sure of wealth at the two dates, as well as
sufficient information about wealth changes
to facilitate an understanding of the parti-
cular factors that contributed to the net
change, or income, for the period.

Prior to the Industrial Revolution, many
business activities were localized, which fa-
cilitated the measurement of values of re-
sources  periodically. Furthermore,
technology as we know it today was minimal,
and the resources comprising an entity’s
wealth were, therefore, relatively simple to
value. Even business activities involved in
world trade were structured in a manner that
created few probiems of valuation. Joint
venture arrangements were common, and
these were organized around limited activities
within finite time intervals. The accounting
notions of the day served users’ needs well
under these circumstances.

The Industrial Revolution created new
challenges for accounting. The annual ‘reck-
oning’, or valuation of resources was no
longer sufficient. Business operations became
more complex and information was needed to
facilitate those operations more frequently
than on an annual basis. Manufacturing
activities grew, and accounting was expected
to provide information to assist in controlling
costs, on the one hand, and in pricing pro-
ducts, on the other. Out of these needs grew
cost accounting (now generally referred to as
managerial accounting) notions. Gradually,
the focus of accounting shifted to the cost of
resources, rather than their value.

Coincident with the growth in industrial
activity came the increasing need for capital
by business entities. The corporate form of
business organization flourished and capital
providers became increasingly diverse, ceas-
ing to have any other association with the
entity. There was growing recognition that the
accounting discipline was uniquely suited to
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provide information for capital investment
decisions, just as it had provided information
to assist managers. Alongside this changing
perception of accounting, a need arose for
assurance that the information generated by
the accounting discipline was fair and objec-
tive and that it could be relied upon for its
intended purposes. Thus, the auditing profes-
sion grew in prominence, its mission being to
assure users of audited financial information
that the information represented the trans-
actions and events of the entity fairly.

This brief summary brings the develop-
ment of accounting up to the early 1900s. By
this time, the accounting discipline had shown
itself to be adaptable and had proved capable
of providing information to meet the chan-
ging and growing needs of diverse user
groups. While much of the change evolved in
continental Europe, the greatest progress in
the development of the accounting discipline
was in the UK, at least until the early 1900s.
The effects of these developments were feit
across the Atlantic Ocean, where a growing
US economy was generating an ever-increas-
ing need for accounting information.

Twentieth-century developments

As awareness of financial reports and the
accounting discipline grew, demand for ac-
counting-trained personnel grew. While in the
UK this demand was met largely through an
apprenticeship system, in the USA, account-
ing studies became a part of university train-
ing in economics and later evolved into a
discipline separate from, but related to, eco-
nomics. The growing focus of business on
periodic income, rather than on periodic
wealth measurements, provided certain econ-
omists with a fertile new field of study to
develop — the study of accountancy.
Increasingly, the study of accounting grew
apart from economics and gradually evolved
into the discipline we know today. Various
tensions existed, principaily between two
schools of thought: those who argued that
changes in wealth (value changes) were more
relevant and meaningful for accounting in-
formation; and those who argued that ac-
countability for invested costs and

measurement of revenue inflows and cost
outflows were of prime importance.

During the 1920s, the proponents of ac-
counting for value changes seemed to grow in
prominence and asset re-measurements were
common. However, the stock market crash of
1929 and the worldwide depression that fol-
lowed seemed to impair the credibility of those
favouring the measurement of changes in
value. As a result, the focus on historical cost
grew. Some considered this focus to be the
most appropriate means of deriving informa-
tion required to assess management account-
ability; others favoured it because it was seen
to be a notion that was integral to the
determination of income - that is, the differ-
ence between the revenues earned (and gains)
and the costs and expenses (and losses) related
to the earning activities.

The focus on historical cost was consoli-
dated in 1936 with the publication of An
Introduction to Corporate Accounting Stan-
dards, by William A. Paton and A.C. Little-
ton. While both authors were educated as
economists, Paton favoured valuations and
re-measurements, but Littleton did not. Lit-
tleton’s views dominated the book and it
became the cornerstone of influence in ac-
counting education over the next half century.
The separation of accounting from economics
had become complete, even though calls fre-
quently arose for accounting reports to do a
better job of reflecting the economic reality of
business operations, a notion that re-emerged
in the 1990s as dissatisfaction with the per-
ceived lack of relevance of historical cost
information grew.

3 The regulation of accounting

Regulation in the United States of America

As the twentieth century evolved, business
became increasingly complex and the ac-
counting discipline expanded to meet increas-
ingly diverse needs for financial information.
In the USA, governmental intervention in the
affairs of the market economy also became
more pervasive. By the late 1930s it was clear
that the emerging accounting profession had
to step up its self-regulatory activities or it



