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Abstract
Globalization is causing the rapid integration of markets, nations, and technology, which facilitates faster contact
between people, corporations, and nations. However, there is a failure to notice cultural differences that exist
between workforces across nations. Therefore, all employees need to have cultural sensitivity, which could be
helped by studying cross-cultural differences. Current understanding of how and why differences in budgeting
processes can be attributed to cultural differences is important. In this context, cultural influence on budgeting
processes has been extensively researched in manufacturing and service industries but has been rarely studied in
relation to the culturally diverse oil and gas industry. This study utilizes the societal cultural dimension “power
distance” identified by Hofstede to identify differences in budgeting processes in terms of participation, voice,
and explanation between Libyan and Anglo-American companies operating in the Libyan oil sector. Results
indicate that there are significant differences between Libyan and Anglo-American companies. However, Libyan
workers in Libyan companies do not significantly differ from Libyan workers in Anglo-American companies.
Libyan workers tend to maintain their own culture when it comes to participation, voice and explanation.
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Introduction
As a consequence of globalization, there has been considerable research interest in understanding the impact of
culture on the business environment (Douglas et al. 2007, Honold 2000). Hofstede (1983, p. 75) states that
“[t]wenty 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 now”. Garrison, Noreen and Brewer (2006)
identified that there have been tremendous changes in the business environment over the last two decades.
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 “[m]odern business management must address
cultural diversity and requires trans-cultural competence, using communication, empathy and creativity”. There
are many challenges facing multinational companies in which foreign subsidiaries operate globally, including the
important impact of heterogeneous cultural, institutional, and organizational contexts. 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). Each environment has a different culture which requires different managerial
behaviours. What is appropriate to a certain culture may not be appropriate for another (Miroshnik 2002).
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Ball et al. (2008, p. 143) argue that “[e]very culture has a set of attitudes and beliefs that influence[s] nearly all
aspects of human behaviour and help[s] bring order to a society and its individuals”. These will influence,
underlie, and shape managers‟ and employees‟ ways of behaviour, thought, recognition, perception, expectation,
and understanding of various circumstances and events related to work and others (Griffin & Pustay 2010, Prabhu
2005, Sengupta & Sinha 2005, Weijermars, de Jong & van der Kooi 2008). Understanding individuals‟ attitudes,
beliefs, values, norms, and cultures is of paramount importance. It facilitates and enables managers dealing with
different individuals of various cultures to know why they behave in a certain way or as they do, to maintain high
morale and to motivate individuals to achieve an organization‟s 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 & Kanungo 1996). Managers responsible for these companies‟ 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). Recently, researchers have acknowledged that managers only
see national differences between overseas customers as significant but they do not consider this with respect to
people within their own businesses (Miroshnik 2002). Recognizing cultural differences is important for managing
international corporations and disregarding these differences is unproductive and short-sighted leading to the
marginalization of talent in multinational corporations (Miroshnik 2002, Radebaugh, Gray & Arpan 1997).
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 receivers encode and decode information when they communicate by using different cultural filters
(Griffin & Pustay 2010, Zaharna 1995). Some hand gestures and facial expressions can have two or more
meanings in two different cultures. For example, a person nodding her/his head in the USA means that she/he
agrees whereas it means that she/he disagrees in Bulgaria (Griffin & Pustay 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 or friends. Managers who work in multinational companies should note any cultural
differences between countries. For example, Muslim people consider religion as an important part of their lives
and businesses. In south Russia fortune telling and ghosts are crucial elements in peoples‟ lives. Seventy-three
years of communist rule was not able to nullify the power of such beliefs. Therefore, understanding these
differences can help managers to deal with cultural variances (Miroshnik 2002). Douglas et al. (2007) identify
differences in behaviour between Egyptian and American employees and argue that their findings support the
notion that management behaviour is embedded in culture.
Multinational companies usually bring into the host country some positive changes such as their management
practices and technology and introduction of new products and services. They can also exert a major influence on
the culture and raise local standards of living. As a result, people in the host cultures develop new norms,
standards, and behaviours, especially in developing countries (Griffin & Pustay 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 conflicts.
Arab countries‟ and Anglo-American countries‟ management methods are different in 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 not always warmly received.
Yasin and Stahl (1990) attribute this to the lack of democracy in Arab culture, media control by governments, 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 “as in other nations, Arab managers do not exist in an economic or social vacuum.
They are heavily influenced by society‟s social structure and by the values, norms and expectations of its people”.
In Arab countries, family and friendship are significant aspects in the operation of foundations and groups (Bjerke
& Al-Meer 1993). Yasin and Stahl (1990) argue that Arab culture is traditional and relationship-oriented because
of influences from family and religion. Thus, Arab managerial motivational effectiveness reveals different
patterns of managerial motivational effectiveness compared to Anglo-American culture, which is power and
achievement oriented. On the other hand, Western managers‟ 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).
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The interaction between workers and supervisors occurs in the workplace. In this context different preferences
will manifest themselves in the workplace, especially where different cultures come together in organizations that
operate internationally (Bing 2004). This is especially so for those whose workplaces are culturally diverse. This
is particularly the case in relation to activities involving social relations (Marx‟s “relations of production”),
especially with respect to budgeting. Milani (1975) argues that human aspects are of paramount importance to
budgeting because a budget does not exist without people. Budgets are prepared, controlled, and revised by
people to facilitate management‟s functions. In this regard budgets and budgeting are influenced by employees‟
behaviours (Milani 1975). 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 organization‟s success. For example,
Ueno and Sekaran (1992) find that USA companies working in Japan, and Japanese companies working in USA
have difficulties in effectively dealing with cultural diversity and practices in each location. 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. This situation is common in the extractive industries, most
notably oil and gas. Recently there has been an increase in energy demand especially for oil and gas, which has
increased search for and production of oil and gas by multinational corporations. Therefore, multinational
companies operating in the oil industry encounter formidable managerial challenges that stem from a
multicultural workforce. The challenges of these cultural differences are far from obvious or new to such
companies. However, globalization has intensified them (Weijermars, de Jong & van der Kooi 2008).
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 world‟s largest multinational companies. They represent many of the most
economically advanced countries and most developed in the contemporary world. Anglo-American countries
represent only 7% of the world‟s population but account for 25% of world trade, and 40% of the world‟s Gross
National Product (Ashkanasy, Trevor-Roberts & Earnshaw 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 for
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, Trevor-Roberts & Earnshaw 2002). Ronen and Shenkar (1985) argue that geography is more
important when talking about cultural clusters because culture spreads first to the nearest area “birthplace”. 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. Gupta,
Hanges and Dorfman (2002) conclude that there are three factors involved in classifying countries: (a) mass
migrations and ethnic social capital; (b) geographic nearness; (c) and spiritual and linguistic commonality. Anglo
clusters are countries that speak English such as United States, Canada, United Kingdom, the Irish Republic,
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, Trevor-Roberts & Earnshaw 2002).
Arabic clusters include countries that speak Arabic, for example, Syria, Libya, Bahrain, United Arab Emirates,
Kuwait, Oman, Morocco, Egypt, and Saudi Arabia. Islamic, European, and Ottoman Empire influences all played
important roles in creating commonalities in socio-cultural values and practices. Ali (1990) argues that there are
many historical factors which have influenced Arab culture and its management practices such as the legacy of
colonial bureaucracies and Ottoman Empire as well as European, tribal and family traditions; Islamic influence;
Western nations‟ influence in recent decades; political constraints; and governmental intervention. Arabic
countries have many commonalities, sharing the same language, religion and socio-cultural characteristics
(Kabasakal & Bodur 2002, Twati 2007). Kabasakal and Bodur (2002, p. 44) argue that “the Koran has been a
unifying force that strongly influences societal practices and acts as a driver towards creating a common culture in
the Arabic cluster”.

Libyan context
Libya is situated in North Africa and has extensive reserves of oil and gas. Its dominant culture is Arabic. Despite
its tremendous importance in both developed and developing countries, the oil industry has not been studied to the
same extent as the manufacturing and service sectors, particularly in terms of cultural differences.
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Skarlicki (2001) confirms that the study of cross-cultural differences has been largely restricted to the
manufacturing sector. Furthermore, as the number of multinational employees increases, senders and receivers of
information in companies that operate in the oil sector require special techniques to convey information accurately
especially where cultural differences may hinder communication and reception (Weijermars, 2008).
Until the discovery of oil in 1951, Libya‟s history was marked by severe levels of poverty. Despite the discovery,
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 sixteen 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.
Oil revenues contribute to the bulk of Gross National Products (GNP) of oil producing countries. Similarly, the oil
sector plays an important role in Libya since its economy is heavily dependent on oil revenues which represent
more than 90 percent of GNP (Yahia 2008). The majority of Anglo-American oil companies disinvested from
Libya after sanctions were imposed in 1992 by the United Nations (UN) and USA. In 2003 the UN lifted
sanctions which resulted in an increase in foreign investment in the oil sector and the re-investment by AngloAmerican companies which were granted concessions (Otman 2008). This development has necessitated a better
understanding of how cultural differences affect operations in general and budgeting in particular. According to
Hofstede‟s cultural dimensions, there are differences between the two cultures Arabic and Anglo-American.
Despite the criticism of Hofstede‟s model, it is still regarded as the most prominent, comprehensive, robust, wellknown, influential, and pioneering model among cross-cultural researchers and Hofstede is the most often cited
author in culture research (Harris and Carr 2008; Fang 2009; Jansen, Merchant et al. 2009).
Anglo-American countries and Libya are culturally different in many respects, including religion, predominant
ethnic groups, language, political and economic systems, traditions, attitudes, and external environments. In
intercultural studies, there is a tendency to view Anglo-American and Arab cultures as dialectical cultural
opposites (Yasin & Stahl 1990, Zaharna 1995). Employees working in these companies have different languages,
education systems, management styles, backgrounds, and values. According to Hofstede (2001), workers from
different cultures behave differently in managing their businesses including budgets. Hofstede (1991) also notes
that culture impacts person‟s views on many topics, including significantly, budgeting behaviour.

Research question
It is generally assumed that both Libyan and Anglo-American companies prepare their budgets with similar goals
in mind, i.e. to achieve their business goals (Bart 1988). However, it is not clear that companies operating in the
Libyan oil sector do in fact follow similar procedures and techniques in developing their budgets and in their
budgeting processes. Therefore, the research question that arises in this study is: “how and to what extent does
power distance affect participation, voice, and explanation in the budgeting processes undertaken by Libyan and
Anglo-American companies operating in the Libyan oil sector”?
This study assesses the current understanding of how and to what extent participation, voice and explanation can
be attributed to cultural dimension. The study uses the societal cultural dimension of power distance, identified by
Hofstede (2005), in an endeavour to determine differences between local and Anglo-American companies
operating in the Libyan oil and gas industry. It identifies the differences between Anglo-American and Libyan
companies in their budgeting processes and explains to what extent they are different. Prior studies (Bailes &
Asada 1991, Douglas et al. 2007, Ueno & Sekaran 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.

Hofstede’s (2005) model
Hofstede‟s model is regarded as the most prominent, comprehensive, robust, well-known, influential, and
pioneering model among cross-cultural studies. His work also represents a considerable improvement in
understanding of differences between countries according to their cultural contexts (Drogendijk & Slangen 2006,
Fang 2009, Harris & Chris 2008, Jansen, Merchant & Van der Stede 2009, Radebaugh, Gray & Black 2006,
Robbins et al. 2008, Silvia 2006, Soares, Farhangmehr & Shoham 2007, Twati 2007, Yee et al. 2008).
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His study is revolutionary in the domain of cultural differences among countries and the most prominent work in
the related fields of cross-cultural business communication, accounting and management (Dwyer, Mesak & Hsu
2005, Fang 2006, Silvia 2006, Soares, Farhangmehr & Shoham 2007, Taylor 2000, Twati 2007).
However, Hofstede‟s model has not remained immune from criticism. Several scholars have increasingly
criticized the model in recent years (Baskerville 2003, Hampden-Turner & Trompenaars 1997, McSweeney 2002a,
2002b, Schwartz 1994, Smith 2002, Williamson 2002). Criticism of Hofstede‟s model is acknowledged as wellfounded by many researchers, and by Hofstede himself, though many researchers still use his model (Silvia 2006,
Twati 2007). Baskerville (2003) argues that numerous research studies have used Hofstede‟s quantification and
classification of cultural differences in the accounting discipline. The importance of using Hofstede‟s model is
that it can be the basis for other comparative studies of accounting generally and of the budgeting process in
particular. Because of its popularity, robustness, and simplicity of application it enables academics and
practitioners to gain a better understanding of the phenomenon of cross-cultural difference (Yates & Cutler 1996).
The simplicity of Hofstede‟s (2001) model is one of the reasons why the present researchers chose to utilize it.
Moreover, his dimensions are uncomplicated, straightforward, and naturally interesting to both business readers
and academic researchers across many disciplines (Chapman 1996). Furthermore, for cross-cultural comparative
purposes, Hofstede‟s dimensions are well positioned for comparative studies (Dwyer, Mesak & Hsu 2005, Osland
& Bird 2000, Twati 2007). Fang (2009, p. 4) also states that “[t]he fact that not only academics but also managers
can talk about culture-related management issues in terms of Hofstede‟s cultural dimensions is indicative of
Hofstede‟s great influence”. Furthermore, Hofstede‟s dimensions have been widely accepted and repeatedly
validated over time (Christie et al. 2003, Sondergaard 1994).
In addition, this model is helpful in comparative cross-cultural studies or formulating hypotheses (Soares,
Farhangmehr & Shoham 2007). Hofstede‟s 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 aids the
comparisons. Another reason for choosing Hofstede‟s model is that many authors have used Hofstede‟s model to
study the influence of culture on budgeting processes (Douglas et al. 2007, Douglas & Wier 2005, Ueno & Wu
1993, Yee et al. 2008).

Culture
Culture is a readily understandable word. However, it is difficult to define clearly. Although the word culture
appears 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, Farhangmehr & Shoham 2007). Formal culture incorporates the economic systems, attitudes,
education systems, laws and legal systems, social rules, associations, enterprises, religious communities, school
systems, family structures, habits, art, values, beliefs, morals, ritual practices, ceremonies, and forms. 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, and how
they differ from other societies‟ 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 people‟s
behaviours and their mental lives (Bradford 2005, Christie et al. 2003, Dahl 2004, Hofstede & Hofstede 2005,
Jennergren 1980, Swidler 1986, Twati 2007, Williams 1988).

Power Distance
Power distance (PD) deals with the level of inequality in society and how people handle the fact that members of
the society are unequal. In many societies, laws have been conceived to maintain equality between members of
societies (Hofstede & Hofstede 2005). Hofstede and Hofstede (2005, p. 46) defined PD as “the extent to which
the less powerful members of institutions and organizations within a country expect and accept that power is
distributed unequally”. Family, school, and community are the basic elements of a society while the places where
people work are labelled as organizations (Hofstede & Hofstede 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, and by the faith in society that differences among its members must be
decreased or that they are wanted and desired (Dahl 2004).
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However, a review of the literature revealed no studies in the accounting literature that have examined the effects
of culture on budgeting processes in Anglo-American and Arabic cultural contexts and particularly in the Libyan
context. Research has investigated the impact of national cultural diversity on budget practices in Asia, America
and Europe (Lau & Buckland 2000). By contrast, Arab and African countries have been overlooked. Libya is the
largest African supplier of crude oil and gas to Western countries so it is fitting to study the effect of culture on
budgeting within this industry in Libya (Al-Hengari, El-Bousiffi & El-Moudir 2007, Hafner 2002).

Budgetary Participation
Participation in budgeting should include all managerial levels to achieve a fair budget and a fair process. If this is
the case, managers will be positive towards budgets and they will work harder to achieve their budgets (Chong &
Chong 2002, Hofstede 1968). If not, it will lead to discouragement and create resentment between managerial
levels (Weygandt, Kimmel & Kieso 2001). Participation in the budgeting process is very important and
researchers must start with theories about participation in decision-making (Hofstede 1968). Dundon et al. (2004)
point out that participation could lead to a beneficial impact on work quality and productivity. Moreover,
participation by lower level managers in decisions yields more practical plans because of open discussions and
also provides motivational effects and improvement in the quality of decisions made (Chenhall & Brownell 1988,
Merchant, Chow & Wu 1995, Pasewark & Welker 1990). 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 superiors‟ tasks and task environments (Chenhall & Brownell 1988,
Shields & Shields 1998).
Participation might take place in procedures of planning and performance evaluation of the budget cycle
(O'Connor 1995). In this regard, face to face participation between subordinates and superiors to establish a
budget instead of imposing a budget on subordinates is essential for its sufficiency (Horngren, Sundem & Stratton
2005, Licata, Strawser & Welker 1986). Employees are expected to favour high budgetary participation when
budget emphasis is high. Lau and Buckland (2000, p. 39) point out that “a 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 participation”. Consequently, goal congruence is likely to
be achieved when managers‟ goals comply with organizations‟ goals resulting in higher levels of performance
(Mowen & Hansen 2006, p. 329). This might be achieved when multinational companies‟ managers comprehend
and take into consideration cultural diversity. However, budgeting processes and participation will vary from
culture to culture due to cultural differences (Frucot & Shearon 1991). Therefore the influence of culture on
decision makers‟ behaviour has become a very important topic in the last decade (Soares, Farhangmehr &
Shoham 2007). Lau and Tan (1998, p. 168) also state that “national culture is likely to have an impact on the
subordinates‟ reactions to budgetary participation”. Consequently, Hofstede‟s dimensions are potentially relevant
to participative budgeting issues (Frucot & Shearon 1991). Douglas and Wier (2005, p. 163) also state that
“Hofstede‟s Power Distance and Individualism are expected to influence organizational choices in budgetary
system design”.
Douglas and Wier (2005) argue that subordinates in low power distance cultures are involved in planning and
decision making (Douglas & Wier 2005, O'Connor 1995). In low power distance cultures, inferiors see their
superiors as equal and employees expect their superiors to consult them and vice versa. Therefore, the
expectations about participation are likely to be high (Frucot & Shearon 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, Foster & Datar 1996, p. 188, Yee et al. 2008).
In high power distance cultures employees see their superiors 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 subordinates‟ participation (Frucot &
Shearon 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 the father without enquiries. Such norms and values
created in a family are extended to society and encourage inequality of power distribution. In such cultures, Arora
(1992) suggests that “[t]o 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 discretion”. Creating a sociable
working environment and increases in training and levels of education also help to increase the level of
participation (Arora 1992).
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Subordinates know more about their task environment than their superiors do (information asymmetry).
Participative budgeting is used by superiors to obtain information to reduce uncertainty about superiors‟ tasks and
task environments (Shields & Shields 1998).
According to Hofstede‟s (2005) model, Arab countries are classified as high PD. This means that participation
between managers and employees will be expected to be less. Budgets will be imposed on employees from top
levels without seeking subordinates‟ participation (Bjerke & Al-Meer 1993, Chong & Chong 2002, Douglas &
Wier 2005, Harrison 1992, Hofstede 1968, Hofstede & Hofstede 2005, Lau & Buckland 2000, Lau & Tan 1998,
Milani 1975, O'Connor 1995, Shields & Shields 1998, Tsui 2001). On the other hand, Anglo-American countries
are classified as low PD. This means that managers seek their subordinates‟ participation in the budgeting process
and give them the opportunity to express their ideas and thoughts. To identify if there are differences between
Libyan and Anglo-American companies we test Hypothesis 1 which is stated as follows: Hypothesis 1:
Participation of employees in the preparation of budgets is higher in Anglo-American companies than in Libyan
companies.

Voice and Explanation
Allocating resources of organizations is usually pressured by the scarcity of management resources and conflicts
over goals. Budgetary requests cannot all be met when organizations operate with scarce resources. Therefore,
fairness appears salient in these cases (Libby 1999, Wentzel 2002). Therefore, management is obligated to
prioritize its goals which results in the reallocation of limited resources to those units considered to be at the top
of management‟s 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 subordinates‟ 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 „pseudo-participation‟ by providing subordinates with a
voice and giving them adequate explanations about any lack of influence and input in the final budget (Libby
1999).
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. Pseudo-participation
also is defined as the 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 & Damon 2008, Libby 1999).
Participation will not be realized or materialized because top management does not aim to consult subordinates
(Lindquist 1995, Mowen & Hansen 2006). Lindquist (1995, p. 123) states that “[i]n fact, some research has even
suggested that anything less than full decision-control of budgets is pseudo-participation”. He also states (1995, p.
124) that “the highest participation employees are permitted to make their own decisions (decision-control)”. On
the other hand, if managers and employees have input into budgets, and can appeal decisions that are made, this
will ensure that a budget is based on accurate information and will enhance fairness of the budgetary procedure
(Magner et al. 2006). Wentzel (2002) also points out that perceptions of fairness will be enhanced when
participation during budgeting is increased. The commitment of managers to budgetary goals will also be
enhanced and better performance will ensue.
Libby (1999) finds that employees who articulate their voice and receive an explanation perform better than those
who have just a voice or an explanation or no voice and no explanation. Byrne and Damon‟s (2008, p. 208) results
support Libby‟s study. They state that the results “reinforce the importance of an explanation and also show
support for the pseudo-participation phenomenon–than an uninfluential voice, despite receiving an explanation,
negatively affects performance”. 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 & Damon 2008).
Voice has influential effects on people‟s lives and also has positive effects on decision making (De Cremer,
Cornelis & Van Hiel 2008, Lind, Kanfer & Earley 1990, Lindquist 1995, Magner et al. 2006). Fuller et al. (2007)
concur that voice is a very important tool for organizational success for a number of reasons. Voice allows the
opportunity for constructive discussion essential for innovation process and also improves performance and
competence. In the Soviet Union in the 1980s Mikhail Gorbachev famously introduced the terms glasnost
(openness) and perestroika (restructuring); both are essential and work together. Brockner et al. (2001) and
Klammer (1997) argue that voice is one of the determinants of procedural justice.
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Klammer (1997) argues that voice procedures, regardless of the decision outcomes, allow people to express their
opinions and do contribute 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, Soon &
Botero 2003). Klammer (1997, p. 5) states that “[w]hen people speak up and offer suggestions for improvement, it
increases the likelihood that an organization will take steps necessary toward developing and improving itself”. 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, Cornelis & Van Hiel 2008, De Cremer & Stouten 2005, Van Dyne,
Soon & Botero 2003). The reason is that when people receive unfavourable outcomes but they have been allowed
voice the voice allowed increases their perception of fairness. They feel that they are valued and treated with
respect and dignity which enhances self-esteem (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 & Damon 2008, Libby 1999). Magner et al. (2006, p. 411) argue that “[b]udgetary decision makers
should provide managers with clear, timely, and adequate explanations of the reasons for their budgetary
decisions”. Ceterus paribus any perceptions of unfairness are reduced by allowing employees voice and giving
them explanations (Horvath, Ryan & Stierwalt 2000, Renard & Eastwood 2003). Furthermore, managers should
be provided with sufficient and satisfactory explanations 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
better performance.
These elements may differ from one culture to another. Managers should consider these elements in order to treat
employees fairly. This will lead to more productivity, better performance, and higher satisfaction for employees.
Such elements motivate employees because they feel that they are treated with respect and dignity (Horvath, Ryan
& Stierwalt 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 & Damon 2008).
Cross-cultural studies indicate that differences exist between cultures in terms of 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 employees‟ attitudes and behaviours
towards organizations (Byrne & Damon 2008, Libby 1999). Lindquist (1995) also points out that allowing
employees to participate in budgeting will increase employees‟ satisfaction with budgets, performance, and job
satisfaction.
Galang (1999) studied voice and choice in the workplace to relation to power distance. He argues that
understanding and taking into consideration cultural differences and how such differences influence social
behaviour will prove beneficial 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). 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 “the concept of fairness and the very act of
perception itself most likely vary significantly from culture to culture”. Individuals may react differently to
explanations due to individual diversity (Horvath, Ryan & Stierwalt 2000). Culture has the role of shaping
organizational and individual values, a discipline ignored by much prior research (Douglas & Wier 2005).
Horvath, Ryan and Stierwalt (2000) indicate that race and gender might interact in explanation of perceptions.
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.
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Previous literature reviews indicate that none of the earlier studies (Brockner et al. 2001, Byrne & Damon 2008,
Detert & Burris 2007, Horvath, Ryan & Stierwalt 2000, Libby 1999, 2001, Tangirala & Ramanujam 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 & Leung 2007).
Although in a individualistic culture managers seek their subordinates‟ involvement in decision making they still
retain the authority for decision making and they may show a strong propensity for counselling and a pseudoconsultative 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). Thus, voice might have different effects
according to cultural diversity (Brockner et al. 2001). De Cremer, Cornelis and Van Hiel (2008, p. 65) argue that
“[p]rocedural fairness depends on how people interpret the situation, and such interpretations may vary as a
function of individual difference variables”. Anglo-American countries are classified as low PD. This means that
managers seek their subordinates‟ participation in the budgeting process and give them the opportunity to express
their ideas and thoughts. Furthermore, managers may give their employees more explanations about the
differences in budgets. Voice and explanation may be different in Libyan and Anglo-American companies (Ali
1993, Harrison et al. 1994, Hofstede 2001, Libby 1999, Magner et al. 2006, Magner, Welker & Campbell 1995,
Miroshnik 2002, Yee et al. 2008). To identify if there were significant differences between Libyan and AngloAmerican companies Hypothesis 2 and 3 were tested: Hypothesis 2: Employees in Anglo-American companies
will have more voice and say in the budgeting process than those in Libyan companies.
Hypothesis 3: Employees in Anglo-American companies will receive more explanation about the changes in their
budgets than those in Libyan companies.

Research Method
Surveys were distributed to all managerial levels in Libyan and Anglo-American companies operating in the
Libyan oil sector. The questionnaire in this study (reproduced as Appendix A) was designed to solicit information
about budgets and budgeting processes in order to identify differences between both cultures in term of
participation, voice, and explanation and how power distance affects budgets and budgeting processes.
Participation, voice, and explanation were measured by asking respondents (Libyan and Anglo-American
employees) to assess the extent of agreement or disagreement with the items in the close-ended questionnaires.
Their agreements or disagreements were measured through a 5-point numerical Likert-type scale. In instruments
measuring attitudes, beliefs, and opinions a Likert scale is often utilized because of its usefulness (DeVellis 2003).
All scales ranged 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 meaning of a single score (Zikmund 2000).
The questionnaire was created in English and then was translated into the Arabic language. The survey were
conducted in both English and Arabic languages. For Libyan companies most employees speak Arabic.

Data analysis
Nine items were used for participation as adapted from previous studies (Harrison et al. 1994, Leach-LÃ³pez,
Stammerjohan & McNair 2007, Magner, Welker & Campbell 1995, Maiga & Jacobs 2007, Milani 1975,
O'Connor 1995, Tsui 2001, Wentzel 2002, Wu 2005). Five items were used for voice and five for explanation,
also adapted from previous studies (Klammer 1997, Leach-LÃ³pez, Stammerjohan & McNair 2007, Magner,
Welker & Campbell 1995, O'Connor 1995, Tsui 2001, Wu 2005). Common factor analysis was used to refine and
identify constructs to be used in testing hypotheses. The method of extraction used was principal axis factor
analysis with Varimax rotation (Hair et al. 2006, Tabachnick & Fidell 2007). The factor analysis confirmed that
the underlying latent construct converged as assumed after the deletion of some items due to low factor loadings
(less than .60) (see Table 1).
Table 1: Factor analysis
Constructs

Items

Items deleted

KMO

Participation
Voice
Explanation

9
5
5

P1, P8, P9
V5
0

0.895
0.803
0.845

100

percentage
explained
56.026%.
54.309%.
52%

variances Cronbach’s Alpha
0.883
0.821
0.845

ISSN 2219-1933 (Print), 2219-6021 (Online)

© Center for Promoting Ideas, USA

www.ijbssnet.com

The target population for this study was Libyan and Anglo-American (USA, Canada, UK, and Australia)
companies operating in the Libyan oil sector. The targeted respondents included accountants in budgeting sections
and managers of finance departments. Non-accountants were also surveyed including managers from production,
sales, purchasing, human resources, training, drill and workover (operations), exploration, and marketing. All
Libyan (14) and Anglo-American (12) companies operating in the Libyan oil sector agreed to participate in the
research except for two Libyan companies and two Anglo-American companies which declined to participate.
Five hundred survey questionnaires were sent to both Libyan (320) and Anglo-American (180) employees to
solicit information from participants who have direct experience in the budgeting process. A total of 372
completed questionnaires (74%) were received back from Libyan and Anglo-American respondents of which 343
questionnaires (68%) were determined as suitable for inclusion in the data set. However, 29 questionnaires were
determined to be unsuitable due to being incomplete (greater than 10% missing data per case) or inconsistent in
responses. The surveys received from Libyan companies numbered 250 and 228 questionnaires were deemed
useable (71%). Responses from Anglo-American companies amounted to 122 completed questionnaires. A total
of 115 questionnaires were deemed useable (63%) and seven were not utilized. The number of questionnaires
distributed to Libyan companies was higher than Anglo-American companies because of the higher numbers of
staff working for Libyan companies.
T-test and one-way ANOVA were used in this study. T-tests were used to test hypotheses in order to see if there
are any differences between the two company group in terms of their budgets and budgeting processes in terms of
participation, voice, and explanation. A one-way ANOVA was conducted to look at the differences between: (a)
Libyans working in Libyan companies and Anglo-Americans working in Anglo-American companies; (b)
Libyans working in Libyan companies and Libyans working in Anglo-American companies; and (c) Libyans
working in Anglo-American companies and Anglo-Americans working in Anglo-American companies.

Data Analysis
In testing Hypothesis 1, a t-test indicates that there is a statistically significant difference between the two
company groups in terms of participation in the budgeting process (t (328) =6.176, p=0.001). As predicted,
employees in Anglo-Americans companies had a higher level of participation (M= 3.82, SD=0.68) than
employees in Libyan companies ((M= 3.28, SD=0.78). Welch and Brown-Forsythe tests show a significant
difference among groups (F (2,327) = 40.123, p=0.001). Anglo-American employees show the greatest participation
in budgeting processes (M=4.18, SD=0.53), Libyan employees in Anglo-American companies show lower levels
(M=3.35, SD=0.58), and Libyan employees in Libyan companies show they have the least participation in the
budgeting process (M=3.28, SD=0.79). Analysis using Games-Howell post-hoc criterion for significance indicates
that there are statistically significant differences between Libyan employees in Libyan companies and AngloAmericans in Anglo-American companies. However, Libyan employees in Libyan companies did not
significantly differ from Libyan employees in Anglo-American companies. By contrast, there is a statistically
significant difference between Anglo-American and Libyan employees in Anglo-American companies. Therefore,
Hypothesis 1 is supported. Anglo-American employees participate much more in the budgeting process than
Libyans, whether they work for Anglo-American or Libyan companies. In relation to Hypothesis 2, a t-test
indicates that there is a statistically significant difference between the two company groups in terms of their voice
or say in the budgeting process (t (328) =6.919, p=0.001). As predicted, employees in Anglo-American companies
had a greater say in the budgeting process (M= 3.93, SD=0.54) than employees in Libyan companies ((M= 3.41,
SD=0.79).
Welch and Brown-Forsythe tests show a statistically significant difference among cultural groups (F (2,327) =
33.131, p=0.001). Anglo-American employees have more voice (M=4.21, SD=0.43), Libyan employees in
Anglo-American companies have less say (M=3.56, SD=0.44), and Libyans in Libyan companies have the least
voice in the budgeting process (M=3.41, SD=0.79). Post hoc analysis using Games-Howell post-hoc criterion for
significance indicates that the mean score for Libyans in Libyan companies and Anglo-Americans in AngloAmerican companies were significantly different. However, no significant difference was found between Libyans
in Libyan companies and Libyans in Anglo-American companies. By contrast, there is a significant difference
between Anglo-Americans and Libyans in Anglo-American companies. Thus Hypothesis 2 is supported for voice
in budgeting processes in a similar manner to participation. In relation to Hypothesis 3, “employees in AngloAmerican companies receive more explanation about the changes in their budgets than employees in Libyan
companies” a t-test was used.
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The results indicate that there is a statistically significant difference between the two company groups (t (328)
=6.182, p=0.001). Employees in Anglo-Americans companies received a higher level of explanation (M= 3.69,
SD=0.72) than those in Libyan companies ((M= 3.17, SD=0.73). ANOVA analysis shows statistically significant
differences among cultural groups (F (2,327) = 33.806, p=0.001). Anglo-Americans receive more explanations
about changes in their budgets (M=3.99, SD=0.69), Libyans in Anglo-American companies receive less
explanation (M=3.31, SD=0.55), and Libyans in Libyan companies receive the least explanation (M=3.17,
SD=0.73). Results from post-hoc comparisons, using Scheffe test because the variances between groups are equal,
indicate that there are statically significant differences between Libyans in Libyan companies and AngloAmericans in Anglo-American companies. Results also indicate there is no significant difference between
Libyans in Libyan companies and Libyans in Anglo-American companies while there is a significant difference
between Anglo-Americans and Libyans in Anglo-American companies. Therefore, Hypothesis 3 is supported in a
similar manner to voice and participation.

Conclusion
These results indicate statistically significant differences between Libyan employees and Anglo-American
employees in their participation, voice, and explanation in terms of budgeting processes. In addition, there are
slight differences between Libyan participants in Libyan companies and Libyan participants in Anglo-American
companies. This is clear evidence that supports the influence of power distance on employees in both company
groups which support the notion that societal culture influences employee behaviour. However, participation,
voice, and explanation might be greater in the Libyan oil sector than in other sectors. It is important to note that
most Libyan oil companies were established by multinational companies or by involvement of multinational
companies as financiers, partners, or consultants. Libya was subjected to many colonizers which affected most
Libyan business processes including accounting systems (Abouzied 2005). Thus aspects of budgets and budgeting
processes were introduced by multinational companies which implied adoption of western accounting systems
and practices, most particularly from USA and UK, and these have not changed much since they were
implemented (Abouzied 2005). One important question to emerge from these results is to what extent Libyan
employees are truly given less voice and participation than Anglo-American employees even in Anglo-American
companies and to what extent do they fail to recognize or take advantage of the opportunities that do exist.
It could be argued that culture is entrenched in managerial behaviour. Douglas et al. (2007) identified the
differences in behaviour between Egyptian and American employees and argued that their findings support the
notion that management behaviour is embedded in culture. The Libyan employees maintain their own culture.
They keep their own culture even when working in different companies with different cultures, even when it
comes to participation, voice, and explanation in the budgeting process.
This study contributes to the extant literature in terms of budgeting processes, participation, voice and explanation.
A review of the literature suggests that no known previous study has attempted to address empirically how culture
influences perceptions of the effectiveness of various levels of voice and explanation in the budgeting process
(Yee, 2008). The study also helps to fill a gap in empirical studies on cross-cultural differences in budgeting
processes comparing Western developed countries (Anglo-American) and non-Western developing countries
(North Africa) countries in general and Libya in particular (Atiyyah, 1993; Kozan, 1993). Lastly, the study‟s
results provide further descriptive insights relating to Hofstede‟s (2005) model of cultural dimensions.
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Appendix A
Section A: Information about the budget: Here are some statements that describe how employees might feel
about budgeting and budgets in their organization. Please tick (√) on the spaces that indicate the degree to which
you agree or disagree with each statement.
Strongly
Agree

Agree

Neutral

1.
I am involved in setting all portions of the budget for my
unit.
2. My contribution to the budget is very important.
3.
My budget is finalized only when I am satisfied with it.
4.
My supervisors seek my opinions and/or suggestions when
the budget is being formulated.
5.
I frequently initiate budget-related discussions with my
superior.
6.
The revised budget includes changes I have suggested.
7.
My input to budget formulation influences my superiors in
their final decisions on the budget.
8.
I prepare my budget according to top management‟s
instructions.
9.
I have formal meetings with people from other units when
budget is being prepared.
Voice
1.
My superior‟s behavior tells me that he/she listens to what I
have to say about the budget.
2.
My company has procedures available that allow me to
make suggestions for improvement to the budget process.
3.
I have constructive discussions related to the budget
process with my superior and co-workers.
4.
I usually state my requests, opinions, and/or suggestions
about the budget to my superior without being asked.
5.
I offer suggestions for the improvement of budget systems.
Explanation
1. The reasoning provided by my superior when budget revisions
are made is very sound and logical.
2. My superior provides me with an explanation for changes in the
budget.
3. I receive written or/and oral reports explaining why the budget
does not reflect my suggestions.
4. My superior provides me with timely feedback about decisions
on my budget and their implications.
5. My superior keeps me fully and frankly informed about
anything related to my budget.

Disagree

Strongly
Disagree

Participation

( )

( )

( )

( )

( )

( )
( )
( )

( )
( )
( )

( )
( )
( )

( )
( )
( )

( )
( )
( )

( )

( )

( )

( )

( )

( )
( )

( )
( )

( )
( )

( )
( )

( )
( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

( )

Section B: Personal and organizational information: The following questions seek general information about
you and your organization. Please provide your response by ticking or writing as appropriate.
1) What is your gender?
2) What
nationality
108

is

Male (…)

your Libyan American Canadian UK

Female (…)
Australian Other ………………..specify
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2
3
4
5
3)
What is your 1
age?
less than 20 years
21–30
31–40
41–50
Over 50
4) What is the nationality (home-country) of the company you are working for (head office)?
Libyan
American
Canadian
English
Australian
5)
What is the level of your None
English skills?

Poor

Average

Good

Fluent

6) Which best describes the main operation of your company?
Exploration
Refinery
Marketing

Others ………………….………….(specify)

7) What is your level of education?
1
2
Primary school
High school

4
Bachelor degree

3
Diploma Level

8) How long have you been working within this organization?
1
2
3
6––10
11––15
1––5

4
16––20

5
Postgraduate level

5
Over 20 years

9) What position do you hold in this Please specify…………………………………………….
company?
10) How long have you been working in this position?
1
2
3
1––5 years
6 –10 years
11–15 years

4
16–20 years

5
Over 20 years

11)
Have you worked in this industry in a country others than Libya? No (…). Yes (…) if yes for how long?
1
2
3
4
5
6
Less than 1
1–2
2–3
3–4
4–5
Over 5 years
12)
What
religion?

is

your Muslim

Christian

Others……………………………………
(Specify).

I highly appreciate your contribution to this research by completing the questionnaire. If you have any further
comments that may help the researcher draw conclusions to this study please feel free to write your thoughts
here: .................................................................................................................................................
………………………………………………………………………………………………………………………
………………………………………………………………………………………………………………………
………………………………………………………………………………………………………………………
………………………………………………………………………………………………………………………
………………………………………………………………………………………………………………………
………………………………………………………………………………………………………………………
………………………………………………………………………………………………………………………
………………………………………………………………………………………………………………………
………………………………………………………………………………………………………………………
………………………………………………………………………………………………………………………
……………………………………………
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