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Noorlailie Soewarno (Indonesia), Agus Widodo Mardijuwono (Indonesia)

MEDIATING EFFECT

OF CONTINUOUS IMPROVEMENTS
ON MANAGEMENT ACCOUNTING
INNOVATIONS-INFORMATION
CAPITAL MATURITY LEVEL-
ORGANIZATIONAL PERFORMANCE
RELATIONSHIPS

Abstract

Performance is the primary focus of each company. Management is always expected to
achieve excellent performance by stakeholders. Previous studies asserted that manage-
ment accounting innovations and information capital maturity level are two important
factors that support the success of business process performance. Therefore, this study
empirically investigates two theoretical paths. Firstly, whether continuous improvements
mediate management accounting innovations-organizational performance relationship.
Secondly, whether continuous improvements mediate information capital maturity level-
organizational performance relationship. Using a sample of 54 managers of the Indonesian
State-Owned Enterprises (SOEs), this study finds that continuous improvements fully
mediate management accounting innovations-organizational performance relationship.
Furthermore, this study also finds that continuous improvements do not mediate infor-
mation capital maturity level-organizational performance relationship. Overall, this study
gives empirical support for contingency theory, especially in providing contingent factors
affecting organizational performance, namely management accounting innovations, infor-
mation capital maturity level, and continuous improvements.

Keywords management accounting innovations, information
capital maturity level, continuous improvements,
organizational performance

JEL Classification 125

INTRODUCTION

Performance is the primary focus of each company. It is the degree
to which a feat is being or has been accomplished (Al-Refaie, 2015).
Management is always expected to achieve excellent performance by
stakeholders. In the era of global competition, this becomes a big chal-
lenge for management team. It goes without saying that companies
need to investigate and apply a differentiated strategy versus others
to stand out in the crowd (Azizi et al., 2009). Only company that has
competitive advantage will be able to perform as expected. Sustainable
competitive advantage can only be achieved by a company using right
strategy and executing it effectively. Planning, coaching, and evaluation
are critical elements of business strategy (Wheelen & Hunger, 2012).

Organizational performance should express a comprehensive picture
of performance that has both financial and non-financial perspectives,
which offer knowledge on the degree of objectives and results achieve-
ment (Lebans & Euske, 2006). The financial perspectives allude to the
firm’s benefit, incomes, cost reduction and profitability that are relat-
ed, directly and indirectly, to the firm’s relational strategy (Camarero,
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2007). Or in another words, the financial performance of a company is the result of non-financial per-
formance, which includes customer operations, as well as learning and growth performance. Marketing
performance is a critical determinant of financial performance, because it has direct contact with cus-
tomers who buy products.

As a measure of customer satisfaction, employee morale, productivity, quality of output, and delivery
performance (Abdullah et al., 2008), organizational performance is also the result of continuous busi-
ness process improvements, which should always adapt to the changing dynamic business environment.
Without continuous improvements in business processes, a company will be abandoned by their custom-
ers. Furthermore, superior performance in business processes is a reflection of organization’s strategy.

Management accounting innovations and information capital maturity level are two important factors that
support the success of business process performance. Zawawi and Hoque (2010) define management ac-
counting innovations as the adoption of new management accounting system, for example, the application
of Activity Based Costing (ABC), Activity Based Management (ABM), Time-Driven ABC, Target Costing,
Balanced Scorecard, etc. It refers to the accounting creativity as one of the pillars of good corporate govern-
ance and it must be supported by a reliable information system infrastructure. Information capital maturity
level refers to the degree of alignment between information capital readiness and business strategy.

This study aims to prove the contingency theory by focusing on the mediating impact of continuous improve-
ment on management accounting innovations-information capital maturity level-organizational performance
relationships. This study was conducted at the State-Owned Enterprises (SOEs) in Indonesia. The SOEs were
chosen due to its strategic role in the Indonesian economy, apart from private sector and cooperatives.

This study contributes to the development of contingency theory by providing contingency factors af-
fecting organizational performance in a more comprehensive research model. In addition to the con-
tingency theory, it also investigates the support for the Resource-Based View (RBV) theory, which states
that competitive advantage and organizational performance are affected by factors internal to organi-
zation, especially assets, skills, and capabilities. The contingency theory provides an explanation that
there are no factors that “fit” for all circumstances, and performance of an organization depends on a
variety of contingent factors. Therefore, this study raises two main issues. First issue is whether con-
tinuous improvements mediate management accounting innovations-organizational performance rela-
tionship. Second issue is whether continuous improvement mediates management information capital
maturity level-organizational performance relationship?

1. LITERATURE REVIEW
AND HYPOTHESES
DEVELOPMENT

considered in accessing performance (Osman et
al., 2016). According to Kaplan and Norton (2004),
organizational performance includes both finan-
cial performance and non-financial performance,
such as customer operations, as well as learning
and growth. Financial performance is the end
result to be achieved by every company, which
generally can be seen from company’s profitabil-

1.1. Management accounting
innovations, continuous

improvements, and
organizational performance

Traditionally, performance in organization has
been measured by using financial indicators such

as profit, market share, earnings and growth rate.

However, non-financial indicators also must be

ity. Kaplan and Norton (2002) state that finan-
cial performance can consist of revenue growth,
asset utilization, cost structure, and customer
value. As a result, financial performance is driv-
en by customer performance, business process-
es performance, as well as learning and growth
performance.
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In the conditions of intense competition, gain-
ing a large market share, dominating market, and
winning competition are very important for com-
panies to achieve revenue and profitability growth.
Marketing performance will be achieved when com-
pany can satisfy customer needs (Mone et al., 2013).
Customer management processes, which determine
customer performance as proposed in Kaplan and
Norton (2004), include: (1) customer selection as the
ability to select attractive customer segments, offer-
ing value on customer groups, and building brand
image for group of customers that are interested
in company’s products; (2) customer acquisition as
how to communicate to market, getting leads, and
turn prospects into customers; (3) customer reten-
tion as how to guarantee product quality and to
transform to be satisfied and loyal customers; (4)
customer growth as to understand customers more
deeply and increase share of customer purchases to
company. The ultimate outcome of customer perfor-
mance is customer satisfaction in term of product
attributes, relationship, and image. Customer per-
formance reflects value proposition to customers.

Continuous improvements can be defined as the
planned, organized, and systematic process of on-
going, incremental, and company-wide change of
existing practices aimed at achieving the perfor-
mance improvement (Boer et al., 2000; Kaplan
& Norton, 2004; Ali et al.,, 2012). In their study,
Oprime and Mendez (2012) conclude that: (1) the
success of continuous improvements in a compa-
ny depends on training on tools to solve problem,
incentives for proposals and ideas that have im-
pact on improvements, face-to-face communica-
tion, and a visit to shop floor, and (2) continuous
improvements contribute on increasing produc-
tivity, quality, lead time, cost efficiency, customer
satisfaction, and establishment of workers’ skills
to solve problems. Continuous improvements will
have a positive impact on internal business pro-
cesses performance, including production, cost ef-
ficiencies, quality, timeliness and accuracy of de-
livery of goods and services to customers. Those
will improve customer performance and finally
increase financial performance. In summary, con-
tinuous improvements will improve organiza-
tional performance. Continuous improvements
and significant positive effect on financial perfor-
mance can be measured by an increase in return
on investment (Heavy et al., 2014).
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Kaplan and Norton (2004) have proposed a new
performance management system called the
Balanced Scorecard (BSC), which becomes one of
the key findings in management accounting inno-
vations. It provides a tool for executing strategy
and aligning daily operational activities of com-
pany to strategy. It becomes easier for a company
to achieve vision and mission. Ultimate outcome
of value creation is financial performance, espe-
cially long-term shareholder value. Dabhilkar and
Bengtsson (2002) stated that in brief, BSC is a mul-
tidimensional approach to performance measure-
ment and management control, which is linked
specifically to organizational strategy.

In a very dynamic business environment, knowl-
edge becomes very important for a company to
deliver innovative value to customers and to sur-
vive in industry. Innovations can boost service
differentiation; hence, it is important for man-
agers to put into action these innovations, which
are wanted by the people to yield earnings for
the organization (Arshad et al., 2016). Walker et
al. (2010) also asserted that innovation activities
not only can increase efficiencies, but also can
improve the administrative process, hence, more
effective management. Achieving higher innova-
tion performance requires organizations to har-
ness the knowledge, skills, abilities, opportunities
and willingness of employees to innovate. Human
resources are a key factor in organizational inno-
vation (Fu et al., 2015). Therefore, the role of man-
agement accounting is not just limited to tradi-
tional roles, such as planning and budgeting, but
it has shifted toward how to link strategy with
execution, internal decision making, improving
performance, measuring, and managing factors
that affect shareholder value (AICPA, 1998). The
management accountants play an important role
in increasing the adoption of management ac-
counting innovations to achieve company’s ob-
jectives using strategy (Yang et al., 2006; Clinton
& White, 2012).

Management accounting innovations improve ac-
curacy in product pricing, enable better control of
operations, improve efficiency, increase customer
satisfaction, which, ultimately, can increase prof-
itability (Chenhall & Smith, 1999). From previous
theoretical justification, the first hypothesis can
be stated as follows:



HI: Continuous improvements mediate manage-
ment accounting innovations-organization-

al performance relationship.

1.2. Information capital maturity level,
continuous improvements, and
organizational performance

In the information age, information capital is
the backbone of every company to maintain its
competitive advantage and win the competition.
Kaplan and Norton (2004) state that informa-
tion capital, consisting of systems, databases, li-
braries, and networks, makes information and
knowledge available to the organization. As
presented in Table 1, information capital can be
categorized into:

Table 1. Information capital category

Source: Kaplan and Norton (2004).

Information
capital

Description
category

- Systems and networks that change

Transformational i the prevailing business model of the

application

i enterprise
. : Systems and networks that promote
?nalliyct;%ions : analysis, interpretation, and sharing of
PP i information knowledge
: The shared technology and managerial
Technology ‘ e><|i)ertise required to enable effective
infrastructure delivery and use of information Capital

¢ Applications

Transaction
processing
applications

i Systems that automate the basic repetitive
i transactions of the enterprise

Information capital is intangible in nature and
it becomes the basis of competition in the in-
formation era. Therefore, information capital
should be aligned with strategy. Henderson and
Venkatraman (1993) state that strategic align-
ment model must have two dimensions as follows:
(1) strategic integration involving the alignment
between business strategy and IT strategy. So, it
is widely accepted that aligning information cap-
ital to business strategies is important for achiev-
ing high performance; (2) functional integration
involving the relationship between information
capital and business units.
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Organizational performance depends heavily on
the ability to build strategic fit between strategy
and proper structure of information technology to
support strategy in order to win the competition
(Ursacescu, 2014). Furthermore, Kaplan and Norton
(2004) also state that information capital has val-
ue to an organization in the context of its strategy,
which means the readiness of information capital
to support the success of internal business process-
es, such as driving continuous improvements, ena-
bling management to create products, matching or
even surpassing customer expectations in a more
efficient way. In summary, the higher the degree of
alignment between information capital and strate-
gy (information capital maturity level), the higher
the opportunities to conduct continuous improve-
ments, and, finally, the higher the achievement of
financial performance. From the previous theoreti-
cal justification, the second hypothesis of this study
can be stated as follows:

H2: Continuous improvements mediate capital
information maturity level-organizational
performance relationship.

2. METHODS

2.1. Research setting and sample

This study was designed as a quantitative research.
As a quantitative research, this study aims to em-
pirically test: (1) whether continuous improve-
ments mediate management accounting innova-
tions-organizational performance relationship;
and (2) whether continuous improvement medi-
ates information capital maturity level-organi-
zational performance relationship. The popula-
tion of this study is 119 Indonesian State-Owned
Enterprises (SOEs). Since the number of SOEs is
limited, the questionnaires were sent to all SOEs
by email. One SOE was represented by one man-
ager. As many as 54 managers participated in this
study, or 45 percent response rate.

2.2. Instruments
2.2.1.0rganizational performance

Organizational performance is performance of
the SOEs perceived by each manager. It includes
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financial and non-financial performance, such as
customer performance, operational performance,
as well as learning and growth performance. This
variable is measured by indicators developed as in
Kaplan and Norton (2004) using a Likert scale of 1
to 6 ranging from “strongly disagree” to “strongly
agree”.
2.2.2. Continuous improvements

Continuous improvement is management’s efforts
perceived by each manager to improve business
processes, particularly those related to operations
management processes, customer management
processes, innovation management processes, as
well as social and regulatory processes. It is meas-
ured by indicators proposed as in Kaplan and
Norton (2004) using a Likert scale between 1 and
6 ranging from “strongly disagree” to “strongly
agree”.
2.2.3. Management accounting innovations
Management accounting innovation is the use
of contemporary management accounting tech-
niques and methods perceived by each manag-
er, such as the use of cost management, Activity-
Based Costing, Balanced Scorecard. It is measured

Management
accounting
innovations

Information
capital maturity
level

Continuous
improvements

using a Likert scale of 1 to 6 ranging from “strong-
ly disagree” to “strongly agree”.

2.2.4. Information capital maturity level
Information capital maturity level is the degree
of alignment between information capital readi-
ness and business strategy perceived by each man-
ager. It is a definite evolutionary table of process
improvement (Tugas, 2010). It includes system,
database, infrastructure, and Information and
Communication Technology (ICT). It is measured
using a Likert scale of 1 to 6 ranging from “strong-
ly disagree” to “strongly agree”.

This study used variance-based Structural Equation
Modelling (SEM), because it can statistically solve
the model simultaneously. Data were processed us-
ing the WarpPLS 5.0. It is considered more appropri-
ate to use partial least square method for social stud-
ies that demand flexibility in assumptions.

3. RESEARCH MODEL

Referring to the previous background and the-
oretical overview, the research model can be de-
scribed in Figure 1 as follows:

Organizational
performance

Figure 1. Research model
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4. RESULTS AND
DISCUSSIONS

A. DESCRIPTIVE STATISTICS
OF VARIABLES

Table 2 presents the descriptive statistics of varia-
ble studied, including theoretical and actual score
(maximum and minimum values), mean and
standard deviation. The results suggest that the
sampled managers reported tendencies of better
organizational performance (4.74) and the higher
level of importance of continuous improvements
(4.73). They also reported tendencies of the higher
level of importance of information maturity lev-
el (4.32) and management accounting innovations
4.37).

Table 2. Descriptive statistics of variables

Problems and Perspectives in Management, Volume 16, Issue 3, 2018

urement model has adequate convergent validi-
ty. Table 4 also shows that all values of Average
Variance Extracted (AVE), Cronbach’s alpha, and
composite reliability are more than 0.50.

To evaluate discriminant validity, we compare
the square roots of AVEs to the correlation be-
tween constructs. Discriminant validity indicates
whether a construct shares more variance with
its measures than with other constructs. It sup-
ports discriminant validity when the square root
of AVE of a construct is greater than the corre-
lation between the construct with another con-
struct. Table 5 shows that the diagonal elements
are greater than their respective off-diagonal ele-
ments. This indicates a support for discriminant
validity. In conclusion, the evaluation shows that
the measurement model is reliable and valid.

Table 3. Reliability and convergent validity

i Theoretical ‘ ‘
Variable . score Actual SCOT€ Mean: SD Latent variable Loading P-value
' Min | Max | Min . Max | % ICML (Composite reliability = 0.960; AVE = 0.857
Information j I ' I ; ; ICML 1 S 0921 <0.001
Capital Maturity § 1 6 2 6 432 :1.13 N a0 N AN
Lol ICMD) : : ICML 2 10927 <0.001
Mo ICML 3 0.925 <0.001
anagement ; etcond LS
Accounting 1 6 2 6 437 096 ICML 4 0.93 < 0.001
Innovations ’ ’ : liability = . =
(MAI) MAI (Composite reliabi ity = 0.954; AVE = 0.805
Continuous : ; MAI1 .0.847 ~<o0.001
Improvements 1 6 26 ¢ 6 : 473 :0.68 MAI 2 0917 ~<0.001
(g‘,,,,. e ‘ MAI 3 0.942 < 0.001
rganizationa ; ; RN e
Performance 1 6 3 6 474 :0.72 MAI 4 .0.893 .<0.001
(OP) ' ' MAI 5 0.883 < 0.001
Cl (Composite reliability = 0.925; AVE = 0.712
B. MEASUREMENT MODEL ANALYSIS ol 0.876 50001
Cl2 10.866 <0.001
. . Cl3 0.797 0.001
To evaluate the relationship between measures and e B
tructs, we use measurement model by assess- - Sias S000L.,
cons rlucbl 1 i b){ cls 0.835 <0.001
ing reliability and convergent validity. Table 3 pre- OP (Composite reliability = 0.948: AVE = 0.819
sents that all measurements are significant (p-val- 557 T 0895 <0001
ue less than 0.001). Loading level more than 0.60 op> 0913 <0.001
indicates that the measure is accounting for more  op 3 0.936 <0.001
than 60 percent of the variance of the underly- or4 0.874 < 0.001
ing latent variable (Chin, 1998). Furthermore, the
composite reliability coeflicients of the constructs  Table 4. Latent variable coefficients
are above. the accepted leve% of '0.70 (Nunnaly, Description ICML . MAI a oP
1967). This supports the rehablhtY. qf measure- ool _  _ 037 0766
m'ent. model. We use convergent Valldlt).’ a%nd dis- Composite reliability .~ 096 0954 0925 0948
criminant validity to assess construct validity. The  “/gnpachsalpha 0944 = 0926 = 0.899 | 0.926
AVE (Average Variance Extracted) of 0.50 or more s, crace variance &
. ( 28 ) 1 A"eraged"a”ance . 0.857 = 0.805 | 0.712 . 0.819
is used to judge the convergent validity (Hulland, extracted SR ASSS SRS N S
1999). As shown in Table 3, this study reveals that Full collin. VIF L0294 2758 1 2316 1 2.634
Q-squared - H - 0374 ¢ 0.64

all AVEs are above 0.50 indicating that the meas-
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Table 5. Discriminant validity

Variable | 1CML MAI cl op
ICML 0.926 0.768 0.515 0.644
MAI 0.768 0.897 0.58 7”(7).565
(V:VI” 0.515 0.58 0.844 7”(7).719
OP 0.644 0.565 0.719 7”(7).905

C. STRUCTURAL MODEL ANALYSIS

1) Direct effect

Table 6. Direct effect

Direct

B

R? coefficient of

Effect | coefficient Probability determination
MAI >OP 0.57 |73'7<70.Q1 i 0,32 o
ICML > OP 0.68 P < 0.01 0.46

Table 6 shows that the direct effect of management
accounting innovations (MAI) on organizational
performance (OP) has a P coefficient of 0.57 with
p-value less than 0.01. It means that management
accounting innovations positively and significant-
ly affect organizational performance. The coeffi-
cient of determination of 0.32 demonstrates that
32% of the variability in management accounting
innovations can explain the variability in organi-
zational performance. Furthermore, the direct ef-
fect of information capital maturity level (ICML)
on organizational performance (OP) has a  coef-
ficient of 0.68 with p-value less than 0.01. It means
that information capital maturity level positively
and significantly affects organizational perfor-
mance. The coefficient of determination of 0.48
demonstrates that 48% of the variability in infor-
mation capital maturity level can explain the vari-
ability in organizational performance.

2) Direct and indirect effect with mediating
variable of continuous improvements

Table 7 shows the results of full model. The di-
rect effect of management accounting innova-
tions (MAI) on organizational performance
(OP) has a  coefficient of 0.11 (decreasing value
from the old P value of 0.57 without mediating
variable of continuous improvements (CI) and it
has insignificant p-value of 0.20. This indicates
that continuous improvement fully mediates
management accounting innovations-organiza-
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tional performance relationship. Table 7 also re-
veals that management accounting innovations
also has a direct effect on continuous improve-
ments with a B value of 12.44 and p-value less
than 0.01. It shows that continuous improve-
ments has a direct effect on organizational per-
formance with a B value of 0.56 and p-value less
than 0.01. In summary, management account-
ing innovations have a direct effect on contin-
uous improvements, and continuous improve-
ments have a direct effect on organizational
performance. Total indirect effect of manage-
ment accounting innovations on organization-
al performance through continuous improve-
ments is 0.244 with p-value of 0.004, which is
less than 0.05. This indicates that hypothesis
1 stating continuous improvements mediate
management accounting innovations-organi-
zational performance relationship is supported.
This results support previous studies conduct-
ed as in Kaplan and Norton (2004), Oprime and
Mendez (2012), and Heavy et al. (2014) stating
that continuous improvement is a critical factor
for company to survive and grow in competitive
and dynamic business environment. Company
needs to improve continuosly in term of opera-
tions management, customer management, in-
novation management, regulatory management
processes.

The direct effect of information capital maturity
level (ICML) on organizational performance (OP)
has a B coefficient of 0.42 (decreasing value from
the old  value of 0.68 without mediating variable
of continuous improvements (CI) and it has insig-
nificant p-value less than 0.01. However, p-value
of the effect of information capital maturity level
on continuous improvements is not smaller than
0.05. In addition, the indirect effect of informa-
tion capital maturity level on organizational per-
formance through continuous improvements is
0.117 with p-value of 0.103, which is bigger than
0.05. This indicates that hypothesis 2 stating con-
tinuous improvements mediate capital informa-
tion maturity level-organizational performance
relationship is not supported. This result implies
that according to sampled managers, the align-
ment of information capital and business strategy
in the SOEs is not quite ready (the lowest mean
value of 4.32 in descriptive statistics compared to
other constructs) to support continuous improve-
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(P<.01)

R2=0.37
8=0.21
(P=0.05)
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6=0.11

(P =0.20)

6=0.42
(P<.01)

Figure 2. PLS result

ments. In addition, Heavy et al. (2014) state that
forces of continuous improvements are customer
value, strategic objectives, improvements special-
ists, knowledge, and improvements methodology.
Therefore, continuous improvements cannot im-
mediately mediate information capital maturity
level-organizational performance relationship.

Table 7. Direct and indirect effect evaluation with
continuous improvements as mediating variable

Description%

B ... | R2 coefficient of
" coefficient Probability

; determination

After inserting intervening varible:

Direct effect:

Table 8. Model fit and quality indices

Model fit and quality indices

Average path coefficient (APC) = 0.348, P = 0.001

Average R-squared (ARS) = 0.568, P < 0.001

Average adjusted R-squared (AARS) = 0.549, P < 0.001

Average block VIF (AVIF) = 2.290, acceptable if < = 5, ideally
<=33

Average full collinearity VIF (AFVIF) = 2.662, acceptable if
<=5, ideally < =3.3

Tenenhaus GoF (GoF) = 0.674, small > = 0.1, medium
>=0.25, large >=0.36

S&/mFson’s paradox ratio (SPR) = 1.000, acceptable if > =0.7,
ideall

T =1
MAI>OP ! 0.1 P=020 0.77 Y ettt
ST B R-squared contribution ratio (RSCR) = 1.000, acceptable if
ICML>OP 1 ...0%2 . B 077 . > = 0.9, ideally = 1
Cl > OP 0.56 P < 0.01 0.77
""" R R Statistical suppression ratio (SSR) = 1.000, acceptable if
MAI > Cl 0.44 P<0.01 : 0.37 >=0.7
ICML > CI 0.21 : _ 0.37 Nonlinear bivariate causality direction ratio
(NLBCDR) = 1.000, acceptable if > = 0.7
Description Iré#ggft %Probability% Decision
: : : Table 8 shows the model fit and quality indices.
Indirect effect It reveals that the model is fit based on all val-
MALCILOP | 0.244 0.004 | Hiis accepted ues of APC, ARS, and AARS of less than 0.05.
i i NMeanwhile, the values of AVIF and AFVIF are
ICML-CI-OP 0.117 0.103 H2 is not 2.290 and 2.662, respectively, which is less than
) ) accepted : : > >

ideal value of 3.3.
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CONCLUSION, LIMITATION AND FUTURE RESEARCH

From previous discussions, it could be concluded that: 1) continuous improvements fully mediate man-
agement accounting innovations-organizational performance relationship. Company needs to improve
continuosly in terms of operations management, customer management, innovation management, reg-
ulatory management processes; 2) continuous improvements do not mediate information capital matu-
rity level-organizational performance relationship. The alignment of information capital and business
strategy in the SOEs is not quite ready. In addition, forces of continuous improvements are customer
value, strategic objectives, improvements specialists, knowledge, and improvements methodology. This
study only involves the sample of 54 managers. This small sample may bring the limitation toward its
predictive power. Future research could be done using more sample, and using more industr sector and
not limited to only the state-owned company.
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