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Abstract

The opportunity cost concept has been advocated as the prime decision cost
concept by economists and accountants, notably scholars of the London
School since Nineteen Thirties. However, there are certain conditions as
discussed by Edwards (1937) and Coase (1938) which have to be met before
the opportunity cost concept can be functionally applied in the accounting
context. Moreover, there are few research into the decision practices of
accountants and business managers relating to the application of the
opportunity cost concept in business decisions. Thus, it is uncertain if the
concept is adopted in practices by managers and executives. The purposes
of this paper are, therefore, to carry out a critical review of the opportunity
cost concept, both in terms of its theoretical validity and its applicability to
the business context, as well as to investigate whether the concept has
actually been adopted in practice for business decisions. Based on the
contents of the agency theory, behavioural decision theory (which includes
the Resouceful, Evaluative, Maximising Model), expectancy theory, and the
theory of choice, a model which is termed the Expectancy Decision
Processing Model is proposed to explain the decision behaviour of business
managers and how they would adopt or otherwise the opportunity cost
concept, represented by the opportunity cost accounting model within the
accounting context, in making decisions under different circumstances.
Results of the analyses indicate that accountants and managers very often do
not invoke the opportunity cost accounting model in making decision
calculations. Managers will only invoke the opportunity cost accounting
model in calculating the possible payoffs of different decision alternatives
when two conditions are satisfied. The first condition is that they find no
difficulty in making use of the opportunity cost accounting model; the
second condition is that the opportunity cost accounting model will provide
a priority ranking of the decision alternatives that is desired by the managers
who are maximising their own decision benefits.
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CHAPTER 1

INTRODUCTION

Proposed Contribution of the Research

Managers inevitably make decisions every day in running businesses. From the
accounting perspective, managers require accounting and related data which can
provide valuable information for them and assist them in making the right decision
and selecting the correct course of actions. The ways to collect, process, and present
accounting information, however, depend very much on how managers select and
adopt different accounting approaches and models. Although the opportunity cost
approach has been advocated as the prime approach to be adopted for decisions
(Edwards 1937, Horngren 1986), there is no sufficient evidence that this model is
actually adopted by managers in practice. Thus the main purposes of this research
are to idenu'fy the managers' behaviour in the selection of accounting decision
models which provide required information for decision making purposes, and to
compare and explain these identified behaviour with the Expectancy Decision Cost
Model as proposed by the candidate. The main contribution of this research will
thus lie on the validation of the Expectancy Decision Cost Model which can be used
as a comer stone for further studies in the revelation of the interactions between

managerial decision behaviour and the choice of accounting decision models.



Moreover, since the research sample units are chief accountants and executives of
the listed business corporations in Hong Kong, who have much knowledge about the
Chinese market and the ruling party of China, and who are actually making huge
investments in the Chinese market, an understanding of their decision behaviour
greatly facilitates business people and mnvestors of the Western World to have more
knowledge on how Chinese people make business decisions and how they feel about
the Chinese market. Pleased or not, China will be one of the major markets in the
world for the next decades, with substantial potential of return and profitability.

However, many businessmen in the Western countries still are not familiar with the
business practices and habits of the Chinese merchants. The results of this research
will provide a good example of how businessmen in Hong Kong make business

decisions, and how they deal with their investments in the Chinese market.

Contribution of Chapters

For the purpose of achieving the desired contributions as proposed by the candidate

in performing this research, it is expected that the individual chapters of the research

report will contribute to the overall value of this research as follows :



Chapter One - Introduction
A summary introduction is made at the beginning to signify the theme of the
research and the background that leads to the justification in performing
various research activities. An encounter of the origination of the opportunity
cost concept together with a detailed analysis of the arguments regarding the
rationality and conceptual validity of this concept is also made in ‘the first
chapter. These background analyses form the core base for subsequent

analysis to be carried out in achieving the desired objectives.

Chapter Two - Decision Process and the Theory of Opportunity Cost
In this Chapter a detailed analysis is carried out regarding the role of the
opportunity cost concept in a decision making process. The opportunity cost
concept is viewed from a value perspective, and based on the value
perspective, the cost concept is critically reviewed about its applicability and
adaptability in decision situations in the present day commercial environment
which is drastically different from what was perceived decades ago, when the
opportunity cost concept was rigorously advocated by the London and
Austrian scholars.  Through the critical review process, it can be
demonstrated that the opportunity cost concept may not be viable to business
applications, unless certain conditions are fulfilled. Chapter Two thus

contributes to the whole paper by providing a conceptual base for the



necessity to pursue studies in the revelation of managerial decision behaviour.

Chapter Three - A Review of the Literature on Opportunity Costs

In Chapter Three the results of a review of the literature regarding economics,
accounting, and management fields will be presented to show that the concept
of opportunity costs, despite its being advocated by many economists and
accountants for its relevance in decision making, has not been systematically
analysed and presented in most textbooks of these disciplines. The unrivalled
phenomenon of non-existence of systematic discussion about the concept of
opportunity costs has posted strong evidence to the validity of this research.

It is suspicious if managers and accountants actually adopt the opportunity
cost approach in decision practices, when many scholars and authors who are
supposed to be experts in economics, accounting, and management disciplines
do not mention and discuss about the concept to the knowledge of readers.

Thus there is a need to investigate into accounting and management practices
to identify if the opportunity cost approach is adapted to any significant extent

in practice.

Chapters Two and Three together thus form the core base of substantiating
the rationales both in terms of theory and practices, that this research needs to

be carried out, and that some insights can be obtained from this research



regarding the decision behaviour of managers with respect to their choice of

costing methods and approaches.

Chapter Four - A Model Establishment for the Framework of Decision Making
and the Opportunity Cost Concept

The main theme of Chapter Four is to build up the whole research framework
for this research, and to put forward the research hypotheses that are going to
be tested for the purposes of achieving the objectives hereof. In this Chapter
the candidate has successfully build up a new research framework on the
bases of the behavioural decision theories, the agency theories, the expectancy
theories, and the concept of opportunity costs. This new research framework
provides insights on how in theory a manager's decision behaviour will be
affected by various factors as proposed in the expectancy decision cost model
through the integration of the above mentioned theories. Research hypotheses
are then proposed and put forward in accordance with the new model for tests

and verification.

Chapter Five - A Field Study of the Decision Behaviour from an Academic
Perspective

The results of the survey carried out among academics are shown in Chapter
Five. These results serve two purposes. The first purpose is to identify the

decision behaviour of academics and assess if academics in general show any



inconsistency between decision behaviour and academic behaviour. That is,
will academics on the one hand favour the opportunity cost approach in
decision situations, but on the other hand do not wish to provide a detailed
analysis in their own publications. The second purpose of this academic
survey is to treat academics as the control group, so that practising managers'
decision behaviour can be compared to see if there exists inconsistency in

perception between academics and practitioners.

Chapter Six - The Adoption of the Opportunity Cost Model
Similar to Chapter Five, results of the researched data regarding accounting
practitioners and business managers are analysed and interpreted in this
Chapter. The results shown in this Chapter are crucial to the whole research
as they collectively demonstrate the circumstances under which accounting
practitioners and business managers will adopt the opportunity cost model in
their decision making processes. These results have confirmed the validity of
the integrated theories as proposed by the candidate, and formed an evidence
of the managerial decision behaviour with reference to the theoretical
assertion in the context of Hong Kong. A comparison of the academic
perception and managerial decision behaviour is also carried out, with results
thereof indicating a divergence of views and perspectives in the adoption of

the opportunity cost concept between these two categories of accounting and



business people.

Chapter Seven - The Case of a Chain Supermarket Store
To further substantiate the results gained in Chapters Five and Six in
confirmation with the theories put forward in this research, a chain
supermarket store is selected to perform a detailed case study. This detailed
case study with one of the largest supermarkets in Hong Kong is to provide
more concrete evidence that the results obtained in Chapter Six actually
reflect business reality; and that these results are not biased results because of
any unidentified reason. A detailed study of the management practices in this
Supermarket Store have reiterated the external validity of the research results
shown in the previous Chapters, that the opportunity cost concept and
decision model will only be invoked in the circumstances as indicated by the

expectancy decision cost model.

Chapter Eight - A Critical Review of the Opportunity Cost Concept
This Chapter summarises all the research findings and based on which, a
critical review of the opportunity cost concept with special emphasis on its
applicability to the business circumstances is carried out. Two issues have

been identified in the critical review and assessment process:



1. The opportunity cost concept has to be interpreted in a dynamic way for it
to be operative and viable to business applications. The perception of
highest value from a decision maker's view represents a dynamic process
of value judgement which is affected by the interactions of many factors.
Thus, the adoption of cost models, in particular the opportunity cost
model, in a decision process should be regarded as a process analysis
instead of a static, point of time analysis, and a value processing model
such as the Expectancy Decision Cost Model should be established to
identify the realistic application of the opportunity cost concept in a

decision process.

2. Disregarding the dynamic process in the alteration of values due to
changes of contingency factors, there is always a limitation of the concept
in a sense that the opportunity cost concept becomes undefined in a
situation when decision alternatives have no defined calculated values. In
a business context, there are often situations when the degree of
uncertainty and degree of complexity of the circumstances can render
calculation of opportunity costs (even by the decision maker himself) a
very difficult task, and thus the concept of opportunity costs can be
practically invalidated in such situations, unless the pure form of subjective

value judgmental process such as the Resourceful, Evaluative Maximising



Model is adopted to release the practical barrier of applying the

opportunity cost concept .

Suggestions for future research directions are put forward in this Chapter. It is
hoped that the identified issues and suggested research directions can contribute to
the research arena in the context of the opportunity cost concept. It is also hoped
that summarised results could provide an insight to the decision behaviour of
managers in business decisions, and the factors that would affect the formulation of

such behaviour.

Definition of Opportunity Costs

Before I start to present the thesis, a discussion of the definition of opportunity costs
which is to be adopted throughout the thesis would be necessary. Although phrased
in different notions of wording, the commonly accepted definition of opportunity
costs is “the highest possible value that has been sacrificed or given up by the
selection of a particular course of action and reject the other alternative course of
actions.” (Coase 1938, Schumpeter 1954, Amey 1969, CIMA 1984, Drury 1992).
This definition of opportunity costs is well accepted by accouﬁtants (Neumann &
Friedman 1978, March 1987, Homgren and Foster 1991, Chenhall & Morris 1991),
but the fundamental conceptions of the nature of opportunity costs may not have

attracted much attention (Buchanan 1973, Coase 1990).



According to the definition of opportunity costs, several issues, which are
fundamental to the concept of opportunity costs, need to be addressed upon. A brief
discussion of these issues will be made in the following paragraphs, and I will
proceed with a more detailed analysis of these issues through the various chapters of

this thesis.

1. The concept of opportunity costs is essentially related to the process of choice.
As stated by Robbins in his article, Remarks Upon Certain Aspects of the Theory
of Costs (1934),
“The conception of costs in modern economic theory is a conception
of displaced alternatives. The cost of obtaining anything is what must

be surrendered in order to get it. The process of valuation is essentially
a process of choice, and costs are the negative aspect of this process.”

(page 22)
Opportunity costs exist when there are at least two courses of action, and the
decision maker can select either course of action as his own choice. The value of the
rejected choice is sacrificed or given up by the decision maker, and this sacrificed
value is the (opportunity) cost of the choice. Thus, it is not crucial what “accounting
costs (the calculation of transacted or recorded costs as appeared in the cost
accounts) are incurred for the selected choice, rather it 1s crucial to know what value

has been given up by rejecting other choices (Thirlby 1946).
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2. Opportunity costs involve the calculation of value, which is not necessary equal
to the general meaning of accounting costs that are represented by the monetary
units. This fundamental concept is crucial to the determination of opportunity
costs, because once the value concept is differentiated from the money concept, it
is immediately identified that the opportunity costs of a particular course of
decision choice may not be presentable by the mere use of accounting costs.
Coase in his article (1938) has described the importance of non-monetary factors
in a decision :

“A businessman may wish at the present time not to buy German or
Japanese goods quite apart from any considerations relating to their
price or quality; or his views on the problems of national defence may
make him desirous of, or averse from, supplying firms in the armament
industries. .......... The figures of costs and receipts produced by the
accountant are incomplete, and without a knowledge of the preferences
of the businessman no decision on questions of business policy can be
reached.” (page 103)
The close relationship between opportunity costs and subjective value judgement
of the decision maker has rendered the calculation of opportunity costs a process
which often involves non-monetary considerations, and the subjective valuation

process of the decision maker which may be very difficulty to be communicated

to other people’s knowledge (Buchanan 1973).

3. Opportunity costs are essentially decision costs that are future oriented, and

-11-



related to the expectation of the decision maker about future happenings. In the
process of making decisions, the decision maker always needs to estimate or
forecast the expected outcomes of each course of action, or decision alternative.
He will then make a decision according to his expectation. Whether his
expectation actually tumns out into reality is not important, because the decision
maker has already made his decision and complete the process of decision
making. Thus, decision is always affected by expectation rather than fact,
although the decision maker may wish that the expected outcomes of his selected

course of choice will subsequently turn into fact (Thirlby 1946).

These fundamental characteristics of the concept of opportunity costs raise doubts to

the applicability of decision cost models, when most of these cost models are based

on accounting costs calculations. To verify whether the opportunity cost concept has

been applied in business decisions, therefore, it is necessary to carry out the present

research and study under what circumstances accountants and business managers

will adopt the opportunity cost concept in making decisions.

A Historical Introduction of the Opportunity Cost Concept

With the simple beaver and deer example, Smith (1776) first introduced the concept

of opportunity cost in the Eighteenth Century. Since then the concept of opportunity

cost invoked occasional discussions by various scholars (Wieser 1893, Green 1894,

-12-



Marshall 1920). However, the concept did not arouse much debates until the
Nineteen Thirties, when scholars of the London and Austrian Schools made use of
this concept to urge and argue that the socialist view was incorrect in arriving at an
optimal resource solution for society (Buchanan 1973). These London and Austrian
scholars argued that, in a planned economy, it would be impossible to arrive at any
optimal social choice calculations, because the choices of actions of people at large
could not be transformed or transferred to the knowledge of the social planners.

Individual choices, they argued, were selected based on the concept of opportunity
costs, which were in essence a value judgement that could not understood or
transformed to the knowledge of other people. Therefore, the opportunity cost
concept could be used to prove the impossibility of optimal socialist calculations

(Hayek 1933, 1935).

Originated from the arena of economics and socialism, the opportunity cost concept
is now advocated to the theoretical perspective of the accounting craft, and becomes
a key concept of the total decision cost system. However, when we trace back the
original analysis of the concept of opportunity cost and its theoretical deduction, we
are immediately faced with a confusion of the applicability of the said concept in the
present business world in which situations of matrix controllership, acute
pragmatism, and increasing uncertainty about the future can be observed. These

changes in the business settings and operating atmosphere have made what we
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perceive today drastically different from decades ago when the scholars of London
and Austria advocated the opportunity cost concept in decision making processes
and transferred it to business applications (Edwards 1937, Coase 1938). As a result,
what was viewed logical and practical previously may now become illogical and
obsolete. Although the existence of time lag between the identification of
obsolescence of paradigm and conception and the proposition of new or revised
concepts and practice can be viewed as a usual phenomenon (Hopwood 1987, Yip
1990), an explicit review of the relationship between conception and pragmatism can
nevertheless reduce the painful period of frustration and mis-apprehension of
practical functionalism to a minimum. By way of reviewing and assessing the current
accounting practices, and to search for possible ways of improvement to any
identified deficiencies thereof, the accounting systems and methods can be improved
in a more efficient way (Yip 19875. Favourably or otherwise, time has changed, and
thus there 1s a need to carry out a critical review of the opportunity cost concept, in
particular its applicability in business decisions under the current contingent setting

of the business world.

The Role of Opportunity Cost in the Socialist Debate
With the downfall of the (classical) analytical economics in the Nineteenth century,
people tended to discredit its analytical and predictive function (Neurath 1919).

Faced with rapid and severe changes in the late Nineteenth Century, people often felt

-14 -



that the classical economic theories provided little explanation power for them to
understand the reasons of the perceived economic changes of the society (Hayek
1933), and they further suspected that with the uncertainty about the future in mind,
the well known theories and models of economic analyses could not provide a
prediction of the possible changes that would be realised in future. Accordingly the
classical thoughts lost their influence (Hayek 1935). In an attempt to substitute the
Classical School, the Historical School tried to establish another set of economic
theories from a different perspective. In accordance with Professor Friedrich von
Hayek,

"But the abandonment en bloc of analytical economics was mainly due,

not to the detection of faults in the foundation of concepts but to the

fact that, just at the time of this revolt, what professed to be a substitute

method of analytical reasoning offered itself to the more practical-

minded economist - a method which, from their point of view, had

none of the objectionable features of the existing body of economics. I

refer to the methods of the famous Historical School in Economies."

(page 125, 1933)
Scholars of the Historical School professed that the economic phenomenon as
perceived by people about the society at each interval of time was a result of many
contributing factors acting in an integrated and inter-dependent way among them.
Since for each particular interval of time there were different contributing factors
with varying degree of interactions among each and other factor, the observed

phenomenon at each different interval of time would be dissimilar to any other

interval of the economic state. Those scholars claimed that by observing the
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interactions of different contributing factors they could describe and explain the
perceived phenomenon at each particular interval (Ingram 1888, Veblen 1919,
Mitchell & Scott 1967). However, as the naturalistic composition and interaction of
factors could not be ascertained beforehand, they also disclaimed the ability to
predict the future state of economic world as the classical people did before. As a
corollary, historical economists did not provide any statements of analysis or
establish any models that suggested hints of how the economic society could be

improved in future (Landreth & Colander 1994).

An important consequence of the downfall of the classical economic theories and the
rise of the historical school of economic thoughts was that people in those decades
thought that the classical economic knowledge could hardly lead them to an
improved state of better economic world (Hayek 1933). Moreover, the success of
planned economy during the First World War in Britain and Europe, and the
confusion of the free world had furthered the growth of socialism and collectivist
planning. A careful study of the thoughts put forward by different scholars in those
decades revealed that there are many alternative forms and structures concerning
how the world could be improved, not all of such to say the truth could be termed
socialism; and advocates of some particular forms of society even explicitly
distinguished themselves from the socialists (Webb 1987). However, for the

purposes of broad classification all these schools of thought about social and
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collectivist planning are called socialism in this thesis. With reference to the War
experience, socialists claimed that it was possible to dispense with the free market
system and competition. They argued that a society with central planning was
superior to a competitive system, and the value and price system which were
essential to the free market would no longer be required for the successful

implementation of a central planning system (Neurath 1919).

One of the fascinating objectives claimed by socialists was that by introducing social
planning, the welfare of the society and its people could be improved and a better
tomorrow would be expected for. This was a fascinating promise that had never
been made possible by the classical economists nor the historians. Classical
economists viewed the market place as a complex mechanism bringing together
individual behaviour to form a social choice, in which an equilibrium state could be
obtained (Smith 1776). However, the equilibrium state of market behaviour was not
necessarily an optimal state of economic affairs for all its participants, nor even could
a Pareto optimal situation be claimed. Albeit economists among themselves viewed
the market mechanism as a comparatively perfect tool for allocating economic
resources, the same view was not generally held by people in the early Twenties
(Hayek 1935). By referring to the simple classical model of demand analysis,
socialists were able to point out that producers often determined and set output levels

at some inefficient level, when the average costs of production were not at a
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minimum. These and other demonstrations of social wastage because of
competition, and the emphasis of individual benefits rather than social benefits had
allowed socialists to proclaim that the free market mechanism advocated by
economists actually did not bring to any better future to the society as a whole, and
only by way of collectivist planning could the welfare of a society and state by
improved (Neurath 1919). The Western economists, on the other hand, sought to
rebut the ideas of socialist planning. In order to demonstrate that the socialists'
advocate was erroneous and to restore the functional role of economic thought, the
scholars of the London and Austrian schools put forward the opportunity cost
concept to explain and argue about the fundamental concept of value and cost, and to
clarify the vast conceptual incompatibilities between the market economy and the
planned institutional settings. The domain of argument put forward by the London
scholars laid on the assertion that cost was essentially related to the process of
choice, of give up and take, which was necessarily a personal process that was hard
to be communicated and agreed by other persons except the choice maker himself
(Robbins 1938). Given that human perceptions were heterogeneous and personal
perception of value and choice was impossible to be communicated and transferred
among people in a planned society, economists of the London School furthered their
argument on the impossibility of socialist calculation, by saying that no person could
in the absence of knowledge of other people's perceptions of value and cost execute

a social plan which could benefit the society as a whole (Hayek 1935), or accredited
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as a functional and "optimal" plan in any meaningful sense.

The Concept of Individualism

An important issue of the basic nature of human beings has to be clarified here. In
the process of decision making, the concept of true individualism places significant
weight on the process of thinking and selection of altermnatives and the subsequent
results that arise from the selection of choices. Under this concept of individualism,
a person is distinctive from other persons, and is entitled to live in his own way and
make decisions in his own right. Thus a person is free to make his own choice of
action in a decision case, even though his choice is a sub-optimal or erroneous one.
If the person is not allowed to make any free choice of actions and has to be abode
by regulations and wishes of the society (or its ruling party), then the identity of the
person is lost. In the measurement of personal consumption and enjoyment, there is
always a relative scale that can be used to differentiate the better from the good, the
happier from the less happy, and the greater utility from the less. However, there is
often an absence of measurement for the collective consumption and enjoyment,
which 1s sometimes referred as the right from the wrong. Since from the collective
economic view, right or wrong is a concept of relativity that is reflected by some
other scales as mentioned above. If the collective actions can be differentiated as
right or wrong, then it is possible for a small group of people to tell the majority of

what should be done and what should not, in order that social benefits can be
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maximised. In this respect socialist calculation is made possible and the opportunity
cost concept has to be completely revised to include the social perspective of choices
and actions. The assertion of freedom of choice and action is to support the basic
rationale against the advocate of socialism and socialist calculations. Thus the true
individualism concept is crucial in the support of the argument about the
impossibility of transformation of utility measurement among individuals, as reflected

in the calculation and determination of opportunity costs.

A practical application of the concept of individualism in terms of individual choices
is that whether a person is regarded as a rational person who would make his own
choice of action in an economically rational way. With reference to modern
management theory and behavioural science, it is now recognised that a person can
be multi-purposed, taking decisions and actions from a variety of concerns apart
from the pure economic motive only (Jensen & Meckling 1994). Thus a person
often makes decisions that are not economically optimal in order that he achieves
some other purposes that are not economic in nature (Drucker 1990). Moreover,
with the interpretation of individualism a person often makes irrational decisions
because of impulse and other irrational motives. If a person makes irrational
decisions for himself, then it is possible that he makes decisions for other people in
the same irrational way. However, there is little evidence which can demonstrate

how in practice people handle these kinds of decisions situations involving rationality
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of decisions and its consequence to the impact of other people. = The major
consequence of this uncertain situation is that, in the consideration of the opportunity
costs of decision, it is uncertain if a decision maker will take into account other
people’s benefits. Although Jensen & Meckling have proposed that people do take
every thing into account in making decisions (1994), the true individualism concept
still casts a doubt on decision behaviour and the way that a decision maker adopts

the opportunity cost approach in making decisions.

Accounting Application of the Opportunity Cost Concept

Given that the opportunity cost concept is essentially related to the process of
individual choices, it is inadequately transferred to the accounting perspective, in
view of its subjectivity and the heterogeneity of human perception (Buchanan 1973).
It is because that the original notion of the opportunity cost is essentially a value
concept, which includes elements that may not be represented by the monetary units.
On the other hand, accounting is essentially a craft that uses monetary measurement
as its basic tool in the compilation of accounting reports, and thus some of the
individual value calculations may be unable to be presented in the accounting
statements. In applying the concept in business and accounting applications,
therefore, the subjective notion of value has to be changed to the objective notion of
monetary measurement or its equivalent. By adopting the monetary measurement

system an implicit connotation is that people are in essence economic oriented, that
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they always prefer more money to less, so that as long as profit maximisation can be
regarded as a prime objective of a businessman, the process of substituting utility
measurement scale with the monetary measurement scale is perfectly logical without
necessarily invalidating the underlying economic theories (Edwards 1937). As a
corollary of this substitution process, the opportunity cost concept in the accounting
perspective with respect to decision is still related to choice. Accordingly, based on
the theory of choice only the cost data that can influence policy should be
considered, and costs and receipts which will remain unchanged whatever decision is
taken can be ignored (Coase 1938, Homgren 1986). Since World War II the
opportunity cost concept had been gradually recognised and adopted by accountants;
and scholars and authors in writing their books also advocates its correctness and
superiority in decision situations (Homgren 1977, Kaplan 1982), although some
writers have pointed out its incompatibility with reporting and performance
evaluation situations (Drury 1988). Notwithstanding the wide acceptance of the
opportunity cost concept, however, we know very little about whether the concept in
practice has been adopted by the professional managers who manage and control a
firm on behalf of the shareholders of the firm; and more than that we might doubt the
validity of applying the concept to the business world which is drastically different
from fifty years ago when the opportunity cost concept was first rigorously put

forward in the Nineteen Thirties.
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Background of the Current Research

It is more than fifty years since the re-introduction of the concept of opportunity cost,
and there have been substantial changes in many aspects of the business
environment. These changes have caused the world, notably the business world, to
produce a situation that is quite distinctive, if not completely different, from the
world that appeared to be in decades ago when Edwards and Coase asserted the
possibility of transformation of the opportunity cost concept to a business
application. As accounting concepts, paradigms, and models of calculation are
developed and applied to an environmental perspective (Yip 1987), when there are
substantial changes in the business world, the existing cost concepts may not be
applicable in the new environment, and either new concepts are developed and
applied to the business situations, or the existing concepts are modified to suit the
new environment. Because there have been substantial changes of the business
world (Pollard 1983), the applicability of the concept of opportunity cost in the
present world needs to be reviewed. To clarify the uncertainty of the current
application of the concept, a closer look into the various aspects of changes occurred

during these decades is taken.
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Changes in the Business and Organisational Context

Since the end of World War II rigorous changes have been experienced by the
business world in many different ways. The size of organisations, the remoteness of
ownership control, the ever increasing degree of interactions and interdependency
among organisational units and environmental factors, and the advancement in
technology all produce a resultant business context that is drastically different from

what has been forty years ago. The impacts of these changes are discussed in below.

One of the fundamental changes of the business world is the emergence of the giant
firms and international conglomerates. With the emergence of the modern concept
of marketing and the philosophy of competitive edge, organisations are trying to
build up sustainable competitiveness over other firms in order to generate greater
profitability and lesser business risks (Kotler 1994). One of the major methods
commonly used to build up competitive edge is to increase the size and resources of
a firm. By expanding the size and asset value of the firm, management has more
available resources to satisfy different strategic requirements and gain access to
various possible ways of successful establishment of competitive edge. There are
also other reasons for the emergence of giant firms and international conglomerates.

For example, to cope with national barriers to imported goods many firms prefer to
establish local production plants in a foreign market so that goods produced can be

directly sold in the local market and avoid many problems for imported goods (Otley
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