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Abstract

This paper aims to review the recent literature on inter-organizational cost management
(IOCM) and open book accounting (OBA) practices, and their relationship with cost
reduction. Based on the method used, a comprehensive review of relevant literature on this
topic between 1992 and 2016, was sourced, collected, and summarized. Subsequently, two
major findings were drawn. First, studies in the US, UK, and Japan dominated research on
the area of IOCM and OBA, but, in recent years, more European and other countries are
becoming involved. Second, the reviewed studies show that IOCM and OBA improve
inter-organizational relationships, particularly, when the partners develop relational
safeguards to prevent opportunism. However, the conclusions from the conceptual and
case studies on the role of IOCM and OBA to reduce costs in the supplier-buyer
relationships were contradictory. This paper furthers the understanding of the contributions
introduced in prior studies on IOCM and OBA, and helps to identify some future research
directions.
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1. Introduction

Inter-organizational relationships are created, maintained and improved to achieve
firms’ goals that might be difficult to accomplish by individual firms separately
(Cheng, 2011). In fact, today's complicated and uncertain market leads firms to
focus on their core competencies, as a way to ensure their competitiveness and add
unique value to customers (Prahalad & Hamel, 2006). Consequently, firms are
increasingly outsourcing non-core activities and functions to external vendors and
focusing on their core competencies (Belcourt, 2006; Ghodeswar & Vaidyanathan,
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2008; Jiang, Belohlav, & Young, 2007; Mahmoodzadeh, Jalalinia, & Nekui Yazdi,
2009). As a result of the outsourcing strategy, firms’ success depends more on the
efficiency and effectiveness of their supply networks (Cooper & Slagmulder, 1999).

However, many of these relationships fail to achieve their expected results due
to coordination problems and misalignment of actions (Dong, Ju, & Fang, 2016;
Dyer & Hatch, 2006; Yan & Dooley, 2013). These problems arise due to the
cognitive limitations of partners that deny them comprehensive knowledge of how
others will behave in situations of interdependence, and how they are
interdependent with others (Gulati, Lawrence, & Puranam, 2005). In other words,
coordination problems mainly result from the lack of shared and accurate
knowledge about decision rules that the other partners are likely to use (Hanf &
Dautzenberg, 2007). Tsamenyi et al. (2010) stated that approximately half to two-
thirds of inter-organizational relationships do not achieve their intended goals. This
indicates that inter-organizational relationships and outsourcing strategies imply the
problem of information asymmetries among partners. This issue refers to the
difference between the information possessed by the suppliers and the buyers (Ba &
Pavlou, 2002). The information asymmetry between partners increases the
transaction costs of market exchanges (Williamson, 1985). This is because suppliers
usually have more information about their products than their customers; hence,
customers incur search and monitoring costs to identify suppliers that have
characteristics that are desirable but costly to observe (Montiel, Husted, &
Christmann, 2012). Asymmetries in information create problems in monitoring
performance, which can increase transaction risks (Clemons & Row, 1992) and lead
to greater operational inefficiencies and coordination costs (Patnayakuni, Rai, &
Seth, 2006). Furthermore, information asymmetries increase costs, such as for
comparing products, negotiating prices, drafting agreements to ensure that suppliers
possess the unobservable characteristics that they claim to have, and the monitoring
costs of meeting the contractual terms (Cowen & Parker, 1997; Li, Humphreys,
Yeung, & Cheng, 2012; Milgrom & Roberts, 1992; Yeung, 2008). Arguably, these
costs are viewed as crucial factors that influence the nature of inter-organizational
relationships (Bunduchi, 2005) and negatively affect the supplier performance,
buyer satisfaction and relationship’s overall performance (Cai, Yang, & Hu, 2010;
Chalos & O'Connor, 2005). Therefore, issues concerning the costs of coordination,
information asymmetries, and transaction costs have led firms in inter-
organizational relationships to seek efficient practices to reduce the information
asymmetries and manage the costs that span the firm’s boundaries (Cooper &
Slagmulder, 2004). The issue of cost management between firms leads to the
introduction of inter-organizational accounting practices (Hakansson & Lind, 2004,
2006).

The area of inter-organizational accounting practices has attracted considerable
attention since the 1990s. This attention has been particularly documented in several
conceptual and empirical studies within many different industries around the world.
These industries include automotive, mechanical engineering, plastic, retail, service,
computer, telecommunications, information technology service, electrical
installation, industrial maintenance and the public sector (e.g. Agndal and Nilsson,
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2008, 2010; Alenius, Lind, and Stromsten, 2015; Carr and Ng, 1995; Cooper and
Slagmulder, 2004; Dekker and Smidt, 2003; Frances and Garnsey, 1996;
Gietzmann, 1996; Hakansson and Lind, 2004; Hoffjan and Kruse, 2006; Jones,
1999; Méller, Windolph, and Isbruch, 2011; Mouritsen and Thrane, 2006; Munday,
1992; Romano and Formentini, 2012; Roodhooft and Warlop, 1999; Seal, Berry,
and Cullen, 2004; Seal, Cullen, Dunlop, Berry, and Ahmed, 1999; Van der Meer-
Kooistra and VVosselman, 2000; Widener and Selto, 1999; Windolph and Mdller,
2012). A significant result of these studies was identifying the practices and
instruments in inter-organizational accounting. This includes main practices, such
as inter-organizational cost management (IOCM), open book accounting (OBA),
value-chain accounting, integrated information systems and the total cost of
ownership (Hakansson and Lind, 2006).

With the emphasis on the long-term relationship, IOCM and OBA have been
recognized in previous studies as competitive tools to ensure inter-organizational
network competitiveness and efficiency (Cooper and Slagmulder, 1999; Kajuter and
Kulmala, 2005; Kulmala, Paranko, and Uusi-Rauva, 2002; Moller et al., 2011;
Slagmulder, 2002; Windolph and Méller, 2012). Therefore, researchers have begun
to investigate these practices to identify the success factors and illustrate their
implications (e.g. Agndal and Nilsson, 2009, 2010; Alenius et al., 2015; Caglio and
Ditillo, 2012a, 2012b; Fayard, Lee, Leitch, and Kettinger, 2012; Kajiiter and
Kulmala, 2005; Kulmala, Kajuter, and Valkokari, 2007; Moller et al., 2011;
Romano and Formentini, 2012; Singh, Seshadri, Kumra, Agndal, and Nilsson,
2012; Sohn, Shin, and Park, 2014; Uddin, 2013; Uddin and Hassan, 2011;
Windolph and Mdller, 2012).

According to Cooper and Slagmulder (2004), IOCM and OBA were proposed
to reduce the information asymmetry that exists between the supplier and the buyer
regarding the specifications of the outsourced product established by the buyer and
the resulting costs of the supplier. Therefore, when the partners identify any
information asymmetries as the cause of the costs overrun, IOCM and OBA can be
implemented to find lower cost solutions. These practices, when compared to
traditional cost management, are expected to result in additional opportunities for
cost reduction. These opportunities arise through the collaborative efforts of the
partners in the relationship. In order to reveal such opportunities, coordination
activities and disclosure of product cost structures are considered to be critical
(Cooper and Slagmulder, 1999; Mouritsen, Hansen, and Hansen, 2001). Therefore,
IOCM and OBA are required to operate in an integrated manner to reduce the costs
through supplier-buyer coordinated actions (Cooper and Slagmulder, 1999). The
main objective of IOCM is to determine and realize lower-cost solutions by means
of inter-organizational coordinated actions (Cooper and Slagmulder, 1999). OBA,
which relates to management accounting information disclosure, refers to the data
and information that are shared with the partner in the inter-organizational network
(Caglio and Ditillo, 2012b). This type of disclosure is a prerequisite for
implementing IOCM (Ellram, 1996). Thus, IOCM and OBA may help to identify
cost reduction opportunities within networks and supplier-buyer relationships
(Cooper and Slagmulder, 1999; Kajiiter and Kulmala, 2005; Ramos, 2004).
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According to Hakansson and Lind (2006), inter-organizational accounting practices
are mainly directed at linking the resources and internal activities of one firm to
those belonging to the suppliers and customers of that firm. Therefore, they are
adopted for controlling inter-organizational transactions and improving inter-
organizational efficiency and effectiveness.

Table 1.1: Distribution of IOCM and OBA Studies Based on Region.

Authors Research Region Study Focus
Approach

Munday (1992) Quantitative UK Accounting cost data disclosure

Cooper and Yoshikawa (1994) Qualitative Japan 10CM

Carr and Ng (1995) Qualitative UK Total cost control

Seal et al. (1999) Qualitative UK Management accounting in supply
chain

Mouritsen et al. (2001) Qualitative Denmark Target costing and OBA

Mclvor (2001) Quantitative UK Joint buyer-supplier cost reduction and
open book costing

Dekker (2003) Qualitative UK Value chain analysis and integrated
cost information across the supply
chain

Cooper and Slagmulder (2004) Qualitative Japan 10CM

Kulmala (2004) Qualitative Finland Cost management in supplier-buyer
relationship

Kajtter and Kulmala (2005) Qualitative Germany and OBA

Finland

Kulmala et al. (2007) Qualitative Finland I0CM

Wagner (2008) Quantitative Switzerland Cost management for supply chain
management

Agndal and Nilsson (2009) Qualitative Sweden 10CM

Agndal and Nilsson (2010) Qualitative Sweden OBA

Yigitbasioglu (2010) Quantitative Finland and Information sharing with key suppliers

Sweden

Moller et al. (2011) Quantitative Germany I0CM and OBA

Caglio and Ditillo (2012a) Qualitative Italy Interdependence and OBA

Caglio and Ditillo (2012b) Qualitative Italy OBA

Fayard et al. (2012) Quantitative us 10CM

Windolph and Méller (2012) Quantitative Germany I0CM and OBA

Singh et al. (2012) Qualitative India OBA

Alenius et al. (2015) Qualitative Sweden OBA

Farias and Gasparetto (2016) Qualitative Brazil 10CM

Since the 1990s, researchers have begun to focus attention on IOCM and
OBA. Up until now, considerable effort has been spent on understanding the
concepts, implementations, implications, and challenges of IOCM and OBA in
reducing costs. Table 1.1 shows the geographical area and focus of previous
empirical studies. For almost two decades, the studies concentrated on IOCM and
OBA in advanced countries. Furthermore, there has been more focus on qualitative
methods to understand the practices, probably to capture the in-depth issues
surrounding the cost management techniques. Nevertheless, a rigorous and
objective review of the literature is required to draw meaningful conclusions and
directions for future research on these issues. In particular, we are interested in
understanding the contributions of IOCM, OBA, and their relationship with cost
reduction in inter-organizational relationships. Thus, IOCM and OBA studies,
including conceptual and empirical studies, were comprehensively reviewed.

This research began with the identification of search terms. Specific
keywords were used to search for relevant papers regarding IOCM and OBA.
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The search strategy for the review was directed towards finding published
papers in archival journals from the contents of databases, mainly including
Elsevier, Emerald insight, Springer, and Taylor and Francis. The search terms
used were inter-organizational cost management and open book accounting.
From the resulting papers, the selection process was based on reading the entire
paper to decide on its relevance to the two constructs.

The remainder of this paper is organized as follows. The next section reviews
studies on IOCM and OBA, which have been classified according to the
methodological approaches adopted. Lastly, a brief discussion on whether to study
IOCM and OBA as one or different practices is provided. The final section provides
some concluding comments.

2. IOCM Studies

In this section, this paper reviews IOCM studies based on the research methodology
followed to allow consideration of the way in which IOCM has been addressed.
This includes a brief sketch to illustrate the concept, practices, implications, and
challenges. This is followed by a review of related case-based and survey-based
studies.

2.1. Brief Sketch

This section provides a review of the development of IOCM and its practices
identified in prior research. Following this, the relationship between IOCM and cost
reduction is discussed.

IOCM has been developed to tackle the issue of information asymmetry
between suppliers and buyers in inter-organizational relationships and networks,
and to identify lower cost solutions by changing the specifications of the outsourced
item or the end product (Cooper and Slagmulder, 2004). The origin of IOCM can be
traced back to the work of Porter (1985) who argued that linkages between
suppliers and buyers lead to opportunities for cost reduction through two
mechanisms: coordination and optimization. Following that, Shank (1989)
suggested that managing costs effectively requires a broad focus that is external to
the firm’s boundaries. The study indicated that strategic cost management emerges
from three underlying themes, namely, value chain analysis, strategic position
analysis, and cost driver analysis. Building on these studies, IOCM has emerged
and been defined as a structured approach to coordinating the activities of firmsina
supplier network so that the total costs in the network are reduced (Cooper and
Slagmulder, 1999).

Despite the attention IOCM has acquired in the cost accounting literature,
Seuring (2002) stated that no conceptual framework for a systematic assessment of
costs in supply chains had been presented. Seuring attempted to develop a
framework for supply chain costing using three steps involving the product-
relationship-matrix, the three cost levels (direct, activity-based and transactions
cost), and the integration of the product, relationship and costs. This study argued
that IOCM describes the product and the relationship dimensions, but does not
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integrate them or take the cost dimension into account. Similarly, Chen (2011)
mentioned that only a small number of studies addressed the IOCM practices and
implementation in inter-organizational networks. The study, therefore, attempted to
develop a framework to understand IOCM based on accounting data disclosure
(nature, use, and conditions), which is recognized as a critical foundation for IOCM
implementation. Uddin and Hassan (2011) proposed an approach “inter-firm cost
management theory” that dealt with inter-organizational relationships. This
approach combined dyadic and network relationships with formal and informal
communications and focused on cost management across the firm’s boundaries in
collaborative relationships. The study concluded that more investigation on inter-
firm cost management is required.

Although several conceptual and empirical studies have addressed I0CM,
consistent practices of IOCM have not yet emerged (Méller et al., 2011; Windolph
and Moller, 2012). The review indicates a variation in the practices of IOCM
among inter-organizational relationships. Cooper and Slagmulder (2004), for
example, identified three clusters of IOCM practices adopted by selected firms
including 1) functionality price quality trade-offs, inter-organizational cost
investigations, and concurrent cost management, 2) functionality price quality
trade-offs and inter-organizational cost investigations, and 3) functionality price
quality trade-offs. In addition, Kajiiter and Kulmala (2005) found that a broad range
of practices is applied during the development and manufacturing stages to identify
potential cost reduction solutions (e.g. target costing, value engineering and cost
tables). Similarly, a variation in IOCM practices is recognized by Agndal and
Nilsson (2009). In their study, generally, three practices were identified as
frequently presented IOCM practices including 1) target costing, 2) trade-off
techniques (such as inter-organizational cost investigations and concurrent cost
management) and continuous improvement, and 3) techniques and philosophies
related to suppliers’ costs, such as OBA and cost tables. The study identified some
activities in the supplier-buyer’s exchange process where IOCM is relevant. It was
revealed that the remarkable and profound collaboration around IOCM practices
with the great joint use of suppliers’ management accounting regularly occurs in
earlier activities in the exchange process. Activities including supplier selection,
joint product design, and joint manufacturing process development were also
identified in the earlier stages. These activities are recognized as offering important
opportunities for cost reduction of the final product. In a more recent case study,
Sohn et al. (2014) examined the process of IOCM implementation between the
buyer and the suppliers in Korea. The study showed the implementation of IOCM
including target costing, functionality price quality trade-offs technique and
techniques relating to suppliers’ costs. The study illustrated how the buyer
established an IOCM infrastructure in order to improve IOCM effectiveness. Based
on these reviews, in the main, IOCM can be categorized into four practices: 1)
target costing, 2) functionality price quality trade-offs, 3) inter-organizational cost
investigation, and 4) concurrent cost management. Table 2 provides a summary of
the IOCM practices indicated in prior research.
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Table 2.1: IOCM General Practices Based on Previous Studies

Authors IOCM Practices

Cooper and 1) Target costing systems, 2) Functionality price quality trade-offs, 3) Minimum cost

Yoshikawa (1994) investigations

Slagmulder (2002) 1) Target costing, 2) Functionality price quality trade-offs, 3) Inter-organizational cost
investigation, 4) Concurrent cost management

Kajiiter (2002) 1) Target costing and chained target costing, 2) Functionality price quality trade-offs, 3) Inter-

organizational cost investigation, 4) Concurrent cost management, 5) Kaizen costing, 6)
Value analysis, 7) Value engineering

Cooper and 1) Functionality price quality trade-offs, 2) Inter-organizational cost investigation, 3)
Slagmulder (2004) Concurrent cost management

Agndal and Nilsson 1) Target costing, 2) Trade-off techniques and continuous improvement 3) Inter-
(2009) organizational cost investigations, 4) concurrent cost management, 5) Value engineering, 6)

value analysis and “kaizen” or “continuous improvements,” 7) Philosophies and techniques
related to suppliers’ costs , 8) Costs tables, 9) OBA

Moller et al. (2011) 1) Target costing, 2) Functionality price quality trade-offs, 3) Inter-organizational cost
investigation, 4) Concurrent cost management
Fayard et al. (2012) 1) Inter-organizational applications of activity-based costing, 2) Target costing, 3) Kaizen

costing, 4) OBA
Windolph and Mdller 1) Target costing, 2) Functionality price quality trade-offs, 3) Inter-organizational cost
(2012) investigation, 4) Concurrent cost management

2.2. I0CM and Cost Reduction

The benefits of an inter-organizational costing approach were reviewed by Bastl,
Grubic, Templar, Harrison, and Fan (2010). It is argued that the successful
implementation of inter-organizational costing results in improved business
relationships, increased visibility of product profitability, transferal of competitive
pressure upstream of a supply chain, increased knowledge of firm’s process-related
cost and business process, a better understanding of the real cost of doing business,
and improved decision-making.

Generally, IOCM is recognized as a cost reduction programme in inter-
organizational relationships. It is argued that IOCM assists firms to reduce costs in
two ways: firstly, it may help to identify ways to make the interface between firms
in networks more effective and efficient. Secondly, it can help a firm and its buyers
and suppliers to find ways to lower the manufacturing costs of the product (Kulmala
etal., 2002). According to Cooper and Slagmulder (2004), the outsourcing of items
introduces the issue of information asymmetry between the partners in the make or-
buy decision. This information asymmetry can cause the buyer to establish product
specifications that unnecessarily increase the costs incurred by the supplier. In order
to lower the costs associated with this information asymmetry, teams from both
sides may meet during the product development process and identify opportunities
to alter the buyer’s specifications in ways that reduce the overall costs.

In a conceptual study on proactive cost management in supply chains, Kajiiter
(2002) suggested that IOCM requires close collaboration between suppliers and
buyers to achieve cost reduction. Therefore, this practice involves the relationship
and product as the main dimensions to establish the environment for joint cost
management efforts and improve inter-organizational costs during the product life
cycle. In the same way, Slagmulder (2002) indicated that IOCM is a development
programme that enables firms to jointly reduce costs during the product design and
manufacturing stages. To achieve its benefits, it is emphasized that IOCM should
start as a cultural process with the establishment of the appropriate supplier-buyer
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relationships. This is because IOCM is mainly based on the degree of cooperation,
stability and mutual benefit.

Arguably, supply chain management aims at reducing costs that require
specific concepts of cost management, such as supply chain costing, proactive cost
management, lean management accounting and IOCM (Surowiec, 2013). Surowiec
argued that the implementation of IOCM requires firms to determine the specific
goals of cost reduction with regard to suppliers. Furthermore, firms need to
collaborate with suppliers and customers to find ways to lower costs taking into
account the suppliers’ profitability when negotiating the price and in ensuring
effective collaboration with suppliers and customers.

In a nutshell, IOCM practices can help partners to either jointly find ways for
the suppliers to manufacture the components at a reduced cost, or move activities
and functions between them so that these activities and functions can be performed
more efficiently at a reduced cost (Slagmulder, 2002).

2.3. IOCM Challenges

Although it has been argued that IOCM practices have the potential to provide
advantages to collaborating partners, these practices can confront firms with
exchange hazards and expose them to risks due to the reluctance to share the
information needed for cost minimization (Anderson and Dekker, 2009). This
reluctance stems from the concern about equity and the sensitive nature of
accounting information required. Thus, Anderson and Dekker (2009) stated that
appropriate safeguards and incentives are required to share accounting information
and stimulate active engagement by partners in cost reduction activities. Therefore,
a value creation perspective has been emphasized in IOCM studies by focusing on
the prospect of potential collaborative advantages. Similarly, Chenhall (2006)
argued that motivating partners to enhance their own returns in a manner that
increases rather than decreases returns for the entire value chain may be recognized
as a unique challenge of managing costs across firms’ boundaries. In addition,
Cooper and Slagmulder (2004) indicated that if one of the firms encountered an
engineering challenge, it is not unusual for engineers from other firms in the chain
to help solve the problem.

A recent study by Farias and Gasparetto (2016) sought to highlight the
difficulties and factors relating to IOCM. The study divided these factors into three
groups. First, factors relating to the formation of collaborative relationships and
strategies of firms, such as the lack of resources to execute the project and
differences between the strategic plans of firms. Second, factors relating to the
development of processes and construction of relationships. These include factors,
such as lack of trust among the partners and opportunism. Third, factors relating to
the results, reviews, and adjustments that occur in relationships, such as lack of
regular performance reviews and uneven distribution of benefits.

2.4. Case-Based Studies

In response to the theoretical claims, researchers started to empirically examine the
implications of IOCM and the contextual factors that may influence its
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implementation. A considerable number of studies that have been reviewed focused
on IOCM in inter-organizational relationships. This reflects the fact that IOCM has
received increased attention from different industries and across numerous countries
(Hakansson and Lind, 2006). However, it is necessary to admit that consistent
practices of IOCM have not yet emerged (Fayard et al., 2012; Méller et al., 2011;
Windolph and Médller, 2012). Therefore, IOCM is determined by the extent to
which joint cost saving activities are undertaken by suppliers and buyers in inter-
organizational relationships. The review includes two Danish studies by Mouritsen
etal. (2001) and Jakobsen (2010); two Japanese studies by Cooper and Slagmulder
(2004), and Cooper and Y oshikawa (1994); two Finnish studies by Kulmala (2004;
2007); one German and Finnish study by Kajliter and Kulmala (2005); one Swedish
study by Agndal and Nilsson (2009); and one Korean study by Sohn et al. (2014).

The review of the literature indicated that most of the case studies recognized
the positive effect of IOCM on cost reduction. This view began with Cooper and
Yoshikawa (1994) who emphasized that IOCM practices are designed to create
downward cost pressure on the entire supplier chain. Based on the Tokyo-
Y okohama-Kamakura supplier chain case from Japan, the study argued that these
practices relieve sales of the responsibility for pressuring manufacturing on cost,
and allow them to focus on other areas of coordination between the functions.
Particularly, Cooper and Y oshikawa emphasized that IOCM practices are designed
to achieve three purposes. First, they create conduits that transmit the competitive
pressures faced by the buyer (Tokyo). Second, they create the ability for the product
engineers to jointly design products that can be manufactured more cost efficiently
than if they acted independently. Thirdly, through trade-off techniques, IOCM
practices create a way for product specifications that Tokyo sets for the items that it
purchases to be amended. These amendments allow the final product to be sold at
its target price while still generating adequate returns for Tokyo, Yokohama, and
Kamakura.

Looking at two firms, Mouritsen et al. (2001) discussed the adoption of target
cost management and OBA. Although both firms were successful, it is stated that
they experienced a crisis — a gap in knowledge, insight, and control — after
outsourcing parts of their processes. Thus, firms have begun to develop target cost
management and OBA to keep in touch with the processes. Overcoming absence
and creating closeness and trust-relations to produce a more competitive supplier
relationship were the effective results of OBA. In one case, the adoption of target
costing management was not in its full complements, but only through its functional
analysis component. However, functional analysis was appropriate for controlling
the supplier’s development process as it encourages the firm and its supplier to
engage in a systematic discussion about the functionality of the design. As a result,
cost reduction projects can be introduced based on the new adjustments and
interventions made under these inter-organizational accounting systems.

Continuing the positive theme of IOCM, Eurocar “international manufacturer
of passenger cars” has adopted IOCM since the 1990s due to the large number of
outsourced items (Kajlter and Kulmala, 2005). This approach is called total cost
management that aims at analysing and managing costs within the supply chain
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based upon cooperative and stable relationships with the suppliers. Eurocar
recognized that this approach with the joint commitment of the supplier and the
buyer helps in identifying opportunities for cost reduction. The same conclusion
was drawn from a case study on dual Finnish SME networks. Kulmala et al. (2007)
analysed the implementation of IOCM practices in networks, and cost reduction
was introduced as the main objective to be achieved. The study emphasized that the
main contractors should support the development, implementation, and utilization
of IOCM practices. Thus, these practices opened a new way for the contractors to
increase their awareness of cost structures, which, in turn, helped identify additional
cost reduction opportunities among the SME firms. However, the study indicated
that management accounting practices in networks are influenced by factors, such
as firm size, network infrastructure and the variety of processes among the network
members. In addition, the development of these practices depends on the simplicity
and degree of standardization of the processes of the network members.

Despite evidence concerning the positive impact of IOCM, various
disadvantages were admitted by some studies. In an exploratory field-based
research on three Japanese manufacturing firms with their first and second-tier
suppliers, Cooper and Slagmulder (2004) provided insights into firms’ IOCM
practices and the relational context associated with these practices. Particularly, the
selected firms had adopted IOCM practices to find lower cost solutions to overcome
the information asymmetry between the supplier and the buyer. However, IOCM
practices were based on the relational context and the degree of interaction between
the supplier and the buyer. Despite the advantages of finding lower cost solutions,
the study recognized that undertaking IOCM practices is associated with additional
complexities. These include the costs associated with IOCM intervention involving
the time and effort spent by the supplier’s team discussing and negotiating solutions
with the buyer’s team, as well as the costs of formalizing any changes to the design
of the outsourced item(s) and the final product. This refers to the issue of contextual
and relational factors, and their relation to the implementation and implications of
IOCM practices. In fact, these factors have been addressed in relation to
outsourcing, cost accounting systems and inter-organizational accounting systems
(e.g. Artz and Brush, 2000; Ax, Greve, and Nilsson, 2008; Baines and Langfield-
Smith, 2003; Chenhall and Langfield-Smith, 1998; Ferrer, Santa, Hyland, and
Bretherton, 2010; Henri and Journeault, 2008; Innes, Mitchell, and Sinclair, 2000;
Ittner, Lanen, and Larcker, 2002; Levy, 1995; Malmi, 1999).

In sum, although case-based studies have argued that IOCM can help in
reducing cost through reducing information asymmetries and identifying lower cost
opportunities, these studies lack generalizability since they only represent the
selected cases. In addition, the effect of different contextual relational factors has
still not been examined to show their impact on IOCM practices (Windolph and
Moller, 2012). Therefore, a quantitative study with statistical analysis is required to
provide more generalizability of the findings (Kulmala et al., 2007)
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2.5. Survey-Based Studies

To date and to our knowledge, a quantitative research on the direct relationship
between IOCM and cost reduction is still absent. However, some quantitative
research, including investigating supplier collaboration (Oh and Rhee, 2010),
transition of buyer-supplier relationships (Kawai, Sakaguchi, and Shimizu, 2013),
inter-organizational corporation (Yu and Chen, 2013), and IOCM (Fayard et al.,
2012; Moller et al., 2011; Windolph and Méller, 2012) are reviewed in the
following section.

In general, prior studies argued that some advantages can be achieved from
inter-organizational collaboration. A survey on the Korean automotive parts
industry, for example, was conducted by Oh and Rhee (2010) to address the impact
of supplier collaboration (collaborative communication, collaboration development,
collaborative problem solving and strategic purchasing) on competitive advantages.
The findings suggested that collaboration in new car development positively
influences carmakers competitive advantages. Particularly, supplier collaboration
positively influences the performance of carmakers in terms of reduced
development cost, time and risk, and quality improvement. However, this
relationship is moderated by technological uncertainty.

Likewise, Kawai et al. (2013) investigated the transition of buyer-supplier
relationships in Japanese manufacturing firms in the early 2000s. A survey of 335
firms including electrical/electronic, transportation, equipment machinery and
precision industries was conducted. The study presented that Japanese firms have
close relationships with their partners and that the sustainability of long-term
relationships depends on the benefits gained from inter-organizational
collaboration. These benefits include sending engineers to suppliers, attending
suppliers’ meetings and proposing cost saving ideas. Emphasizing the positive
effect view, Yu and Chen (2013) used the transaction cost perspective to investigate
the influence of inter-organizational cooperation on the organizational performance
of the healthcare industry. The empirical investigation of 382 hospitals in Taiwan
indicated that inter-organizational cooperation has a positive influence on hospital
performance.

Particularly, the quantitative research on IOCM focused on the factors
affecting its implementation and implications in supplier-buyer relationships. Three
studies, including Fayard et al. (2012), Fayard et al. (2012), and Windolph and
Moller (2012), were detected in prior research. Fayard et al. (2012) argued that
IOCM is a firm’s resource that helps firms to achieve competitive advantages.
Using a survey of firms” managerial accountants, the study reported that internal
electronic integration, external electronic integration, absorptive capacity and
internal cost management are interrelated resources, which can be useful in enabling
firms to ultimately benefit from managing inter-organizational costs. In other
words, firms seeking to develop IOCM would likely benefit by ensuring they have a
strong internal electronic integration, a strong internal cost management resource,
and a strong absorptive capacity. In addition, Mdller et al. (2011) emphasized the
buyer’s commitment as a significant relational safeguard to implement IOCM. This
is because buyer’s commitment entails the intention of the buyer to continue the
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relationship in the long term, thus, reducing the uncertainty of its future actions due
to the buyer’s long-run orientation towards the relationship.

Windolph and Méller (2012) mailed a questionnaire to 733 automotive
suppliers in the Association of German Automobile Manufacturers to examine the
impact of IOCM on supplier relationship satisfaction. The study reported that
IOCM is positively related to supplier relationship satisfaction as buyers strongly
support suppliers in improving their quality, productivity, and efficiency. The
findings suggested that relational social norms and buyers’ opportunism did not
moderate the relationship between IOCM and supplier relationship satisfaction.

In contrast to the argument above, which emphasizes the positive impact of
IOCM, some empirical research found that firms’ alliances may increase the
coordination cost. For example, Gulati and Singh (1998) argued that in an alliance
that consists of two firms, the greater the need for joint decision-making and
ongoing task coordination between the partners, the higher the anticipated level of
the coordination cost. Similarly, Kim (2007), and Xu and Beamon (2006) argued
that the increase in the coordination costs between partners is due to the cost of the
information and relation processes. Based on the argument above, it seems timely to
carry out a quantitative study to look directly at the relationship between IOCM and
cost reduction. A summary of conceptual, case-based and survey-based studies is
provided in Table 2.2.

3. OBA Studies

In this section, conceptual and empirical studies on OBA were reviewed to provide
a basic understanding of OBA and its impact on supplier-buyer relationships.

3.1. Brief Sketch
This section reviews studies on OBA to provide definitions, practices, dimensions,
implications and challenges as reported in the literature.

The disclosure and sharing of accounting information in supplier-buyer
relationships refer to the practice of OBA. The characterization of OBA has been
the subject of a long argument as different authors indicate different kinds of
information and data when employing this term. For instance, Lamming (1993)
defined OBA as the sharing of costing information between the supplier and buyer
that would have remained undisclosed by both partners for the use of negotiations.
Similarly, Hoffjan and Kruse (2006) argued that sharing cost information represents
the essence of OBA. In contrast, some authors introduced OBA with a broader
definition that includes exchanging management accounting information (financial
and non-financial) between the supplier and the buyer. For example, Tomkins
(2001) argued that sharing inter-organizational information refers to business
information, which includes information on price, quality, delivery terms, research
and development, cost structures, and target costs. In addition, Carr and Ng (1995),
and Mouritsen et al. (2001) emphasized cost structure, set-ups, capacity saturation,
cycle and movement times and delivery information. In a similar manner, Kajuter
and Kulmala (2005) analysed OBA practices using cost information and non-
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financial information. Recently, Caglio and Ditillo (2012b) conceptualized OBA as
management accounting information exchanged between collaborating firms. Table
3.1 provides a summary of the types of information disclosed as OBA practices

found in previous studies.

Table 2.2: Summary of Previous Studies on IOCM

Authors Major Findings

Conceptual

Cooper and Slagmulder  Introducing the term of IOCM with its definition.
(1999)

Kajiiter (2002)
Seuring (2002)
Slagmulder (2002)
Anderson and Dekker
(2009)

Chen (2011)

Surowiec (2013)

Uddin (2013)

Case-based studies
Cooper and Yoshikawa
(1994)

Mouritsen et al. (2001)

Cooper and Slagmulder
(2004)

Kajtter and Kulmala
(2005)

Kulmala (2004)

Kulmala et al. (2007)

Agndal and Nilsson
(2009)

Survey-based studies
Moaller et al. (2011)
Fayard et al. (2012)

Windolph and Mdller
(2012)

I0CM practices may lead to reduced costs in supplier-buyer relationship.

Developing a framework for supply chain costing.

I0CM should start as a cultural process with the appropriate supplier-buyer relationships.
I0CM confronts firms with exchange hazards and exposes them to risks. Appropriate
safeguards and incentives are required to share accounting information and stimulate active
engagement by partners in cost reduction activities.

Attempt to develop a framework to understand IOCM based on accounting data disclosure
(nature, use, and conditions), which is recognized as a critical foundation for IOCM
implementation.

I0CM requires buyers to determine the specific goals of cost reduction with suppliers and
collaborate with them to find ways to lower costs.

IOCM practices include target costing, functionality price quality trade-offs, inter-
organizational cost investigation, concurrent cost management, kaizen costing or continuous
improvement, minimum cost investigation, internal cost management, OBA, value chain
analysis and information sharing.

I0CM is designed to create downward cost pressures on the entire supplier chain. It relieves
sales of the responsibility for pressuring manufacturing on costs and allows them to focus on
other areas of coordination between the functions.

Target cost management and OBA helps buyers to keep in touch with suppliers and create
closeness and trust-relations to produce a more competitive supplier relationship. Cost
reduction projects can be introduced under these accounting systems.

Although IOCM helps in finding lower cost solutions, it is associated with additional
complexities and additional costs.

I0CM with the joint commitment of the supplier and the buyer assist in identifying and
implementing opportunities to cost reduction.

Cost reduction target including cost reduction for the production, total purchasing costs of a
product group and total costs are the reasons behind IOCM implementation.

I0CM practices opened a new way to contractors to increase the awareness of cost structures
and to identify additional cost reduction opportunities among the SMEs.

I0CM activities, such as supplier selection, joint product design, and joint manufacturing
process development, offer important opportunities for cost reduction on the final costs of
the products.

Buyer’s commitment is a significant relational safeguard to implement IOCM.

IOCM is a firm’s resource that requires internal electronic integration, external electronic
integration, absorptive capacity and internal cost management.

IOCM is positively related to supplier relationship satisfaction. This relationship is
moderated by relational social norms and buyers’ opportunism.

OBA is characterized by the amount, quality, and frequency of the information
shared between the supplier and the buyer (Mdller et al., 2011). The literature
identifies OBA practices based on three dimensions: 1) the direction of the
information exchange, 2) the quality and degree of disclosure, and 3) the boundaries
openness (Windolph and Mdller, 2012). The direction of sharing information can be
unilateral or bidirectional where the supplier opens its management accounting
information to the buyer or both partners open their books (Hoffjan and Kruse,
2006; Lamming, 1996; Mclvor, 2001). The level and type of information disclosed
by the supplier reflect the quality and degree of information disclosure, which, in
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turn, depends on the exchange relationship and adoption purpose (Windolph and
Moller, 2012). Axelsson, Laage-Hellman, and Nilsson (2002) argued that OBA
ranges from disclosing the data used and available in the internal accounting system
of the firm to disclosing relatively unspecific cost data (related process
information). The boundaries openness can differentiate OBA practices since
information sharing occurs in a network-wide or in a dyadic supplier-buyer
relationship (Windolph and Méller, 2012).

Table 3.1: Type of Data Shared as OBA Practices Based on Previous Studies
Authors 10CM Practices
Carr and Ng (1995) 1) Packaging and shipping costs, 2) Material costs, 3) Overhead costs, 4) Profit margin
Axelsson et al. (2002), 1) Cost data
Ellram (1996), Seal et
al. (1999), Singh et al.

(2012)

Mouritsen et al. 1) Cost structures, 2) Material flows, 3) Adjustment times for assembling machines, 4) The

(2001) size of the intermediate product inventory, 5) Rate of turnover

Kajter and Kulmala 1) Cost elements, 2) Profit margin. 3)Sales forecasts, 4) Operating data, 5) Technical expertise

(2005)

Agndal and Nilsson 1) Cost elements, 2) Costs related to buyer-supplier interface, 3) Detailed data on production

(2010) processes, 4) General supplier data, 5) Supply chain data

Hoffjan, Lihrs, and 1) Materials costs 2) Production costs, 3) Cost of items, 4) Overhead costs, 5) Profits

Kolburg (2011)

Caglio and Ditillo 1) Management accounting information

(2012b)

Romano and 1) Detailed estimations on materials, labour and overhead costs, 2) Detailed estimations

Formentini (2012) purchasing and supply management costs, 3) Aggregated cost data on raw materials, labour
and inventory, 4) Costs for quality control, special tools and equipment

Alenius et al. (2015) 1) Financial information, 2) Non-financial information

3.2. OBA and Cost Reduction

Information is considered to be an essential component of the daily exchanges
between firms and individuals (Cheshire, 2007). All purchase transactions involve
an information exchange between suppliers and buyers, and, typically, this
information consists of the prices, product specifications, delivery schedules, long-
term forecasting, structural planning information, future product design information
and so on (Noordewier, John, and Nevin, 1990). The importance of sharing
information in the supply chain is increasingly recognized as a critical success
factor. It is generally suggested that effective information sharing allows the supply
chain to generate higher performance through operating more efficiently. Thus, it
has become a critical factor for improving supply chain performance (Chu and Lee,
2006; Dyer, Kale, and Singh, 2001; Zhou and Benton, 2007). Hakansson and Lind
(2004) stated that it is not enough to know about the resources or activities of the
counterpart, instead, comprehensive information about specific activities, such as
costs, revenues, cycle time, reliability and quality will be needed for partners to
improve their operations.

The purpose of OBA is to facilitate cooperation between the supplier and
buyer leading to the identification of subsequent cost reduction potential (Axelsson
et al., 2002). Likewise, Ellram (1996) stated that suppliers need to open their
internal accounting books to the buyers in order to identify high-cost areas so the
total costs can be reduced. Thus, it is viewed as a valuable tool for both supplier and

80



Inter-Organizational Cost Management and Open Book Accounting: A Review

buyer that require presenting cost data in a form based on predetermined
assumptions. Furthermore, Lamming et al. (2004; 2005) argued that managers can
employ transparency as a basis for sharing tacit knowledge and sensitive
information, as it is seen as being a manageable element in the supplier-buyer
relationship. Therefore, significant benefits can accrue to the firms as a result.

Héakansson and Lind (2006), and Madlberger (2010) emphasized the
importance of OBA as a cost reduction technique that can be used by partners.
Particularly, the detailed breakdown of information makes it possible to identify
cost elements and assists in identifying cost reduction solutions (Kajuter and
Kulmala, 2005). According to Agndal and Nilsson (2010), OBA can support the
development of cost-efficient products and manufacturing processes, achieve price
control (cost-based pricing), and communicate expectations regarding future price
reductions. Thus, OBA can be seen as being a costing template or representation of
organizational control or both. In other words, OBA is viewed as being a vehicle for
setting costs and activity standards or performance targets as well as a means to
monitor conformance to the standards set (Roberts et al., 2010).

3.3. OBA Challenges

Despite the proposed benefits of OBA in the supplier-buyer relationship, the
exchange of sensitive information may increase the risk of opportunistic behaviour
by the partner in using the available information. This will increase the suppliers’
concern that the buyers may exploit this information to enforce price decreases
(Carr and Ng, 1995; Munday, 1992). This concern indicates that OBA has a
negative effect on the satisfaction of the suppliers’ relationship (Windolph and
Moller, 2012). This is because suppliers may not directly benefit from OBA when
the buyers use disclosed data to decrease the supplier’s profit margin. Furthermore,
suppliers perceive the request for cost data disclosure as a signal of buyer’s distrust
regarding adequate cost allocation. In addition, data misuse would quickly reduce
buyers standing in the eyes of the suppliers and would therefore negatively impact
the ability of the buyers to efficiently develop products together with other suppliers
(Agndal and Nilsson, 2010).

3.4. Case-Based Studies

Considering the primary goal of OBA, it is surprising that little empirical evidence
has been conducted on understanding the implications of OBA (Kajlter and
Kulmala, 2005; Kulmala et al., 2002). Windolph and Méller (2012) stated that
notwithstanding the important role of OBA in inter-organizational relationships,
there is little research addressing the actual impact of OBA on the supplier-buyer
relationship. Although some researchers employed different terms in dealing with
disclosure of cost information, such as open book costing (Mclvor, 2001), OBA
(Kulmala et al., 2002; Mouritsen et al., 2001), open book negotiation (Lamming et
al., 2005), and open book policy (Agndal and Nilsson, 2008), these terms share the
same concern about cost information disclosure between suppliers and buyers.
Table 3.2 provides a summary of the conceptual and empirical studies on OBA. To
date, OBA has been addressed in some case studies to illustrate its nature and

81



DhaifAllah, B., Auzair, S. M., Maelah, R., & Ismail, M.

investigate its implications. The work by Carr and Ng (1995) was a pioneer study
on the use of OBA between Nissan and its UK suppliers. The study found that some
suppliers provided Nissan with detailed breakdowns “disclosure to Nissan is 100%”
of components' cost structure. Browns firm (supplier of Nissan) claimed that they
had found distinct benefits from disclosing information to Nissan. The study
reported that Browns’ Financial Controller mentioned that when the price of raw
materials increases, they could find a way to negotiate with Nissan. Thus, both
partners can reduce costs through reducing the supplier costs not the margin.
However, Browns emphasized the role of trust for operating the open book
successfully. In another UK case study on two manufacturing firms, Seal et al.
(1999) reported that firms aimed to implement an open book agreement, which
includes knowledge of the supplier’s costing methodology. This agreement involves
the sharing of technical information about new products, which seemed less of a
problem since the benefits will be shared between the partners. Nevertheless, there
was no actual implementation of OBA due to the weaknesses in the internal cost
accounting systems of the partners.

Table 3.2: Summary of Previous Studies on OBA

Authors

Major Findings

Conceptual
Lamming (1993)

Ellram (1996)

Hékansson and Lind
(2004)

Case-based studies
Carr and Ng (1995)

Seal et al. (1999)

Mouritsen et al. (2001)
Dekker (2003)

Kajuter and Kulmala
(2005)

Agndal and Nilsson
(2010)

Caglio and Ditillo
(2012a)

Alenius et al. (2015)

Survey-based studies
Munday (1992)
Mclvor (2001)

Wagner (2008)
Yigithasioglu (2010)

Windolph and Médller
(2012)

Introduce the definition of OBA as the sharing of costing information between supplier and
buyer that would have been remained undisclosed by both partners for use in negotiations.
Open book approach requires the suppliers to open their internal accounting books to the
buyer in order to identify high-cost areas so the reduced costs can be shared.

Partners need to know about counterpart resources, specific activities, such as costs,
revenues, cycle time, reliability and quality, in order to improve their operations.

Disclosing information from the suppliers to the buyers achieves “distinct benefits” with
some concern of being pressed heavily to reduce costs by the buyer.

OBA includes sharing of technical information about new products. The implementation
required internal cost accounting system.

OBA helps to save time and costs very concretely.

Costs can be managed through integrating cost data across the supply chain — cost model —to
analyse, calculate and monitor the supply chain cost over time.

OBA is practiced within the network to identify cost reduction potentials.

The purposes of disclosing cost data are (1) achieving cost efficient products, (2) supporting
cost reductions opportunities of products, (3) achieving price control (cost-based pricing).
OBA has an integrative role in inter-organizational relationships. It helps in carrying out
operations and in collaborating for the achievement of the product.

OBA plays a crucial role in creating and managing the supplier-buyer relationships. It is a
tool that guides firms in what to prioritize and in how to identify where to improve sales in
the related relationships.

Disclosure of cost data mainly leads to pressure on the contract or quoted prices.
Disclosed cost data is used by buyers to erode suppliers’ profit margin by threatening to alter
the supply arrangement.

OBA has a positive influence on firm’s supply chain performance.

Sharing information between buyers and their key suppliers has a positive effect on
performance resources, performance output, and performance flexibility.

OBA negatively affects suppliers’ relationship satisfaction. The suppliers do not directly
benefit from OBA.

More detailed studies on OBA were carried out by Mouritsen et al. (2001), and
Kajlter and Kulmala (2005). Looking at a Danish firm, LeanTech, who
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implemented OBA with its suppliers, Mouritsen et al. (2001) conducted a case
study on how OBA is implemented. Using OBA, suppliers can be benchmarked and
the suppliers’ production and distribution processes can be redesigned. Therefore,
OBA is recognized as being a cooperation strategy between partners where the
information disclosed is used to influence the flow of products and services among
firms in a supply chain. Therefore, new interventions and adjustments can be made
to begin cost saving. This is because the sharing of information allows for the
construction of a whole new space for cost management, as more elements can be
inserted into one planning mechanism. However, these arrangements require a
highly developed sense of trust between the partners involved.

The investigation concerning the understanding of the ability of OBA to help
partners to identify cost-reduction opportunities was later continued. Kajliter and
Kulmala (2005) conducted a detailed investigation on the use of OBA in a single
case study of a German car manufacturer — Eurocar — and its supplying network.
Due to the large number of outsourced items, Eurocar cooperates and is involved in
the early stages of product development with about 50 key suppliers. Thus, to
identify cost reduction potentials, OBA is practiced within the network. Eurocar
created worksheets that determine the major cost elements (such as raw material,
labour, overheads, packaging, transportation, warranty, research and development)
to be disclosed at different stages of the network. These detailed cost breakdowns
make it possible to identify important cost elements and assist in identifying cost
reduction opportunities. To do so, the cost structure analysis is combined with an
investigation of cost drivers that drive up costs without adding value for the
customers. These include drivers, such as over-specification of materials, prototype
policy, and product complexity. The identification of such drivers can generate
ideas for improving the cost structure. Dekker (2003) reached similar conclusions
concerning the use of OBA within Sainsbury’s and its larger suppliers.
Cooperatively, Sainsbury’s and its suppliers managed the costs by integrating cost
data across the supply chain — cost model — to achieve three main purposes. First,
analysing the cost performance of supply chain activities. Second, calculating the
cost consequences of changing supply chain operations in order to improve the
operations and reduce costs. Third, monitoring on a periodic basis the development
of supply chain costs over time. Although the cost model aims to identify the
inefficiencies of suppliers, Sainsbury’s emphasized that it is not used in an
opportunistic way. Thus, clear agreements were made with the suppliers concerning
the manner that the information and outcomes of the cost model should be used.
Therefore, any cost saving opportunities would be realized, leaving all parties better
off. However, the sharing of sensitive information (OBA) reflects the supplier’s
trust and buyer’s commitment about the use of the shared information.

Alenius et al. (2015) argued that OBA (systematic disclosure of financial and
non-financial information) plays a crucial role in creating and managing the
supplier-buyer relationships. Furthermore, the indirect relationships and
organizational and technical interfaces are influenced by the disclosure of
information between suppliers and buyers. The study recognized OBA as a tool that
guides firms in what to prioritize and in how to identify where to improve sales in
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the related relationships and not merely a tool that directs attention towards
improving efficiency and cost cutting within a firm and its suppliers or buyers. They
concluded that OBA is not simply about cost reduction, but about increasing the
revenue obtained from key resources through the creation and exploration of new
resource interfaces.

Despite the advantages OBA can introduce to the supplier-buyer relationship,
the implementation of this practice is not consistent among different industries.
Agndal and Nilsson (2010) carried out three case studies on the use of OBA in
supplier relationships with three different cases including a vehicle maker, retailer
and a telecommunications firm. In contrast to the supplier relationship of the
telecommunications firm that was characterized by low organizational
interdependencies, the relationships of the vehicle maker and retailer with their
suppliers were strong emphasizing managing interdependencies. Therefore, the
study found major differences in the OBA practices concerning the type, extent,
form, direction, purposes, and uses of cost data disclosure among the three cases.
The type of shared information, however, ranged from detailed cost breakdowns on
the product’s entire lifecycle in the case of the vehicle maker to associated cost
drivers and data focusing on the processes in the buyer-supplier interface in the case
of the retailer. The case of the telecommunications firm revealed disclosure of the
estimated labour and overhead costs per service. Regarding forms of disclosed
information, all three cases used standardized forms and detailed instructions with
remarkably advanced practices by the vehicle maker. In addition, the three cases
exhibited unidirectional (supplier to buyer) disclosure of cost data with limited
feedback from the buyer of the telecommunications firm and extensive feedback
from the buyers in the cases of the vehicle maker and retailer.

As asummary, with the use of OBA, prior case-based research illustrated both
the advantages and disadvantages of this practice. Carr and Ng (1995) argued that
“distinct benefits” can be achieved from disclosing information to Nissan. At the
same time, the suppliers emphasized trust for OBA to operate. Thus, they believed
that Nissan would not reduce their profit margin, and, instead, would seek to reduce
costs through, for example, suggesting different and acceptable raw materials.
Similarly, LeanTech commented on the benefits of OBA that they were able to save
time and cost very concretely when they had introduced an open book arrangement
with the suppliers (Mouritsen et al., 2001). Therefore, cost reduction in inter-
organizational relationships was recognized as being a key role of OBA. Eurocar,
for example, used cost breakdowns to identify cost-reduction opportunities that can
be found at any supplier within the network, or at the interface between the partners
(Kajuter and Kulmala, 2005). Moreover, Caglio and Ditillo (2012a) argued that the
disclosure of accounting information plays an integrative role. Therefore, OBA
supports inter-organizational relationships by means of variance analysis and help
in carrying out operations and in collaborating for the achievement of the final
product. Agndal and Nilsson (2010) summarized the main purposes for disclosing
the cost data for each case. In the vehicle maker case, the main goal was to achieve
cost efficient products through target costing, value engineering, and kaizen. The
disclosure of cost data from the suppliers of the retailer aims, to some extent,
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supported the cost reduction opportunities of products, such as using cheaper raw
materials. Similarly, the suppliers of the telecommunications firm adopted OBA in
order to achieve price control (cost-based pricing) and communicate expectations
regarding future price reductions.

3.5. Survey-Based Studies

Apart from the case studies, not many studies have been published on the
implications of OBA in the relationships of suppliers-buyers. Two survey-based
studies have been carried out in the UK (Mclvor, 2001; Munday, 1992), one in
Switzerland (Wagner, 2008), one in Finland and Sweden (Yigitbasioglu, 2010)
and one in Germany (Windolph and Méller, 2012).

The quantitative studies on OBA mainly focus on the buyers’ behaviour in
using the disclosed information. The findings from the UK studies report that
the suppliers’ disclosure of cost data mainly leads to pressure on the contract or
guoted prices. However, Munday (1992) reported that this pressure is related to
suggestions to use different materials, or to reduce the constituent costs in a
different manner. Consistent with these findings, Mclvor (2001) indicated that
disclosed cost data is used by buyers to erode suppliers’ profit margins by
threatening to alter the supply arrangement. Thus, this conclusion is different
from the proposition that reducing the price should be based on joint efforts at
cost reduction. Although the UK studies introduced some evidence concerning
the use of disclosed cost data, the findings acknowledged that this disclosure
might lead to buyer opportunistic behaviour, which negatively influences the
relational context. Although these studies emphasized the implementation and
use of the disclosed cost data, they did not address the effect of OBA in detail
with regard to the cost efficiency of the supplier-buyer relationship.

Consistent with the negative results of OBA practices, the findings from
Germany indicated that OBA negatively affects the satisfaction of the suppliers’
relationship. Windolph and Moller (2012) reported that suppliers do not directly
benefit from OBA as was suggested by previous studies. These prejudices
against OBA, however, were attributed to the opportunistic use of disclosed
data by the buyer to decrease the supplier’s profit margin. Furthermore,
suppliers perceive the request for cost data disclosure as a signal of buyer’s
distrust regarding adequate cost allocation. Thus, Windolph and Mdller (2012)
argued that introducing OBA requires establishing adequate relational social
norms to reduce the negative effect of OBA through reducing the perception of
the buyers’ opportunistic behaviour.

In contrast to the "negative" findings, the findings from Switzerland report
that OBA has a positive influence on firm’s supply chain performance. Despite
these positive results, Wagner (2008) indicated that suppliers are still hesitant to
disclose (confidential) information with buyers. Supporting these results,
Yigitbasioglu (2010) revealed that sharing information between buyers and their
key suppliers has a positive effect on performance resources, performance

85



DhaifAllah, B., Auzair, S. M., Maelah, R., & Ismail, M.

output, and performance flexibility. The study argued that the advantages of
sharing information range from reducing uncertainty, improving decision
making, reducing the bullwhip effect to relatively influencing customer
satisfaction. Although the findings were investigated based on the data from
Finland and Sweden, only the buyer’s perspective was analysed, thus, the
findings could be biased because the information is mainly disclosed by the
suppliers.

4. 10CM and OBA

Prior studies addressing IOCM and OBA have investigated these terms
simultaneously or separately. Studying IOCM and OBA simultaneously follows
the argument that OBA is required to implement and use IOCM practices
(Cooper and Slagmulder, 1999). Therefore, several studies recognized OBA as
being central to the concept of IOCM (Coad and Cullen, 2006; Cooper and
Slagmulder, 2004; Fayard et al., 2012; Kulmala et al., 2002; Lamming et al.,
2005). This is because establishing routines for sharing information is seen as a
critical factor for the success of the supplier-buyer relationship (Cooper and
Yoshikawa, 1994; Mohr and Spekman, 1994). Consistently, Hakansson and
Lind (2004) stated that buyers need detailed information about suppliers’
specific activities, such as cost, quality, cycle time and delivery to determine
ways for improving operations.

However, OBA is not required by all IOCM practices. Both target costing
and functionality price quality trade-offs can be implemented without cost data
disclosure, while inter-organizational cost investigation and concurrent cost
management require the buyer to be aware of the supplier cost structure (Cooper
and Slagmulder, 1999). In the case of target costing and functionality price
quality trade-off practices, the supplier and buyer teams work independently,
which reduces the required shared cost data. With inter-organizational cost
investigation and concurrent cost management techniques, OBA plays a critical
role in identifying cost saving opportunities (Axelsson et al., 2002; Kajuter and
Kulmala, 2005).

Particularly, OBA is used to assist the buyers in determining the adequacy
of the allocations for overhead costs (Mdller et al., 2011; Windolph and Mdller,
2012). Therefore, the implementation and use of OBA do not necessarily yield
in subsequent IOCM practices in the supplier-buyer relationship (Windolph and
Moller, 2012). In fact, the ideas that successful IOCM requires suppliers to
share information with their buyers (Coad and Cullen, 2006; Cooper and
Slagmulder, 2004) and that OBA is a prerequisite for IOCM implementation
(Agndal and Nilsson, 2009; Ellram, 1996) have been acknowledged to be the
decisive reasons for implementing OBA (Carr and Ng, 1995; Kajiter and
Kulmala, 2005; Kulmala et al., 2002; Mdéller et al., 2011; Windolph and Méller,
2012). Therefore, IOCM and OBA are considered to be two independent cost
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management practices. Although their applications overlap, the expected
benefits are at least partly interdependent (Windolph and Moeller 2012).
Consequently, it is important to include both practices when examining their
effects on cost reduction. This helps to identify the effect of each practice and
avoid any bias in the findings since IOCM and OBA are supposed to be related
to each other.

5. Conclusion

Recognizing the interdependence of action and the role that joint action can play
in a firm’s success, Hopwood (1996) called for more research on accounting
beyond organizational boundaries. Although the significance of inter-
organizational accounting practices, such as IOCM and OBA, has been widely
recognized in prior research, there is a lack of information concerning how these
practices have been studied. Therefore, an attempt was made to fill the gap in
the literature regarding these practices. The motivation of this paper was the
need to assess research that has been carried out on IOCM and OBA as inter-
organizational accounting practices in the supplier-buyer relationship.
Therefore, reviewing the literature is particularly significant given the growing
role of these practices.

The findings of this review paper can be drawn as follows: first, the review
of the literature indicated that studies in the US, UK, and Japan dominated the
research on the area of IOCM and OBA, but, in recent years, more European
and other countries have been involved. Second, the review indicated that the
issues of IOCM and OBA are still mature, as most of the reviewed studies were
qualitative. Third, the adoption of IOCM and OBA shows inconsistent practices
and type of data exchanged between the partners. Generally, the practices of
IOCM include target costing, functionality price quality trade-off, Inter-
organizational cost investigation, and concurrent cost management or some of
these practices. OBA varies from disclosing cost data to the disclosure of
management accounting information. Fourth, in terms of the role of IOCM and
OBA to reduce the costs in the supplier-buyer relationship, from the review, it
appeared that only conceptual and qualitative studies had addressed this issue.
Some of these studies argued that IOCM and OBA can improve inter-
organizational relationships, particularly, when the partners develop relational
safeguards to prevent opportunism. Nevertheless, the conclusions from these
studies on the role of IOCM and OBA to reduce costs were contradictory. In
addition, the generalizability of the results of these studies is limited to only the
cases under investigation. Fifth, the review reported a limited number of
guantitative studies that addressed IOCM and OBA but did not examine their
effect on costs. Finally, this study introduced a comprehensive understanding of
the concepts, adoption, and implications of IOCM and OBA.
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To provide generalizable findings, an empirical investigation under a
guantitative approach is required to explore the practices of IOCM and OBA
and to understand their role in managing costs in inter-organizational
relationships.
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