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Abstract 

This paper examines the impact of Activity-based Management on the financial performance of 
selected state-owned entities (SOEs) in South Africa. The study was conducted using a mixed-
methods approach, which included qualitative and quantitative enquiries. Primary data was 
gathered from 126 senior managers of the selected SOEs, and secondary data was collected from 
annual reports spanning a decade (2012-2021). The results of a regression analysis indicated that 
the implementation of ABM has a beneficial impact on the financial performance of SOEs. 
Moreover, the correlation between the two is statistically significant, suggesting that organisations 
using ABM exhibit higher profitability than those that do not use ABM. This study lays the 
groundwork for further research that will investigate a wider variety of strategic cost management 
factors and the implications those variables may have on financial performance of SOEs once they 
have been adopted. This work contributes to the literature on SOE performance by integrating ABM 
within the South African context, offering valuable insights for both academic inquiry and practical 
application. 
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1. Introduction 

ABM is a key element of strategic cost management tool that links activities to costs and 
resources, potentially enhancing financial performance (Gliaubicas & Kanapickiene, 
2015). According to Adrianigsih et al., (2024), this approach highlights the importance of 
distinguishing between value-added activities—those that are crucial to the product and 
its consumer value and non-value-added activities- those that are not.  Activities that are 
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either redundant or ineffective lower the product’s value for customers if they are 
eliminated or minimized. Current studies found that the process of implementing ABM is 
not only difficult and costly, but it also has the potential to deliver more accurate cost 
information (Segovia & Khataie, 2011). Therefore, it is possible that this will discourage 
businesses, particularly small and medium-sized organisations (SMEs), from putting such 
a management system into place. Whereas supporters of ABM, on the other hand, are of 
the opinion that the implementation of ABM would be necessary in order to guarantee 
financial success, despite the fact that it would be costly and difficult to carry out (Segovia 
& Khataie, 2011). While there has been considerable research on ABM in private sector 
organizations, limited studies focus on its impact within SOEs, particularly in emerging 
markets like South Africa. 

The objective of this research paper is to analyse how the application of activity-based 
management impacts financial performance (ROA and ROE and Cash ratio) of State-
owned entities in South Africa. Research conducted by Bezuidenhout (2021) indicates 
there has been limited studies on South African state-owned enterprises (SOEs), with the 
majority of studies concentrating on their governance aspects. For example, Adebayo and 
Ackers (2024) examined corporate governance in emerging economies, with a specific 
focus on South Africa. Thomas (2012) explored corporate governance within South 
African SOEs, highlighting the role of the media in shaping it. Additionally, Serongoane & 
Ukwandu (2021) investigated the factors that contribute to the development of corporate 
governance practices in South African SOEs. This demonstrates that there is a paucity of 
literature that investigates the ABM and the role it plays in the enhancement of the 
performance of state-owned enterprises (SOEs) in South Africa.  

An agency relationship is formed when one or more persons, known as principals, hire 
another person, referred to as the agent, to carry out certain business activities on their 
behalf (Shen, 2024). This delegation of authority confers on the agent the ability/authority 
to make choices, with the goal of optimising the company's value and minimising its 
expenses (Jensen & Meckling, 1976; Tekin & Polat, 2020). Profit maximisation for 
shareholders is, according to Magni (2019) the fundamental goal of every profitable 
enterprise. The profit motive is the main reason for appointing executives to manage and 
safeguard the interests of the owners. Company executives are entrusted with the 
important task of making choices that will boost profitability and enhance the economic 
worth of the firm, for the benefit of shareholders. Existing literature indicates that 
executives are paid for their efforts in carrying out their given responsibilities, which 
Jensen (2019) emphasises is a characteristic of the principal-agent relationship. 

The challenges of poor performing SOEs are not only unique to South Africa, it is also 
problem in other African countries as well. In Zambia, Zimbabwe, Tanzania, and Uganda, 
more than half of state-owned enterprises (SOEs) failed to release audited financial 
statements for three years (Mutize & Tefera 2020). This is contrary to international 
reporting best practices, which suggest that audited financial statements should be 
released within six months of the end of a fiscal year. Executives and accounting officials 
are therefore unaware of the actual financial situation, and the accessible financial 
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reports are out of date. Therefore, improving the financial performance of state-owned 
enterprises (SOEs) has consequently become a primary issue for both policymakers and 
managers (Belloc, 2014; Pooe & Stlhalogile, 2023). This paper therefore evaluates the role 
that ABM plays in the financial performance of SOEs in South Africa, focusing on its 
potential impact despite the varying levels of adoption within SOEs. 

2. Problem statement 

Existing research indicates that the financial performance of SOEs in South Africa have 
been under increasing strain, exacerbated by complex challenges such as political power 
struggles, poor governance, ineffective internal operations, and unstable leadership 
(Nzimakwe, 2023).  These factors, combined with corruption and mismanagement, have 
led to a pattern of loss-making, inadequate service delivery, and significant debt burdens 
within SOEs (Mpete et al., 2024; Mthombeni et al., 2023). The government's repeated 
intervention to provide financial bailouts, as seen with entities like South African Airways 
(SAA), highlights the lack of accountability and innovation within these organizations 
(Cheteni & Khamfula, 2018). Without adequate incentive structures or punitive measures, 
SOEs continue to struggled to adopt sound decision-making practices, further 
undermining their financial stability and public trust (Sithomola & Maluleke, 2024). There 
is a dearth of published material that focusses on the impact that strategic cost 
management strategies, such as ABM, have on the financial performance of state-owned 
enterprises (SOEs). The significance of this research lies in the fact that it fills a gap in the 
current body of knowledge and provides a fresh addition to the body of literature by 
addressing the connection between AMB and SOE financial performance. The objective 
of this paper is to analyse how the application of activity-based management impacts 
financial performance (ROA and ROE and Cash ratio). For this reason, the research question 
that will be addressed in this study is; How does ABM affect the financial performance of 
SOEs? This work seeks to bring a novel aspect in the study of ABM and SOE financial 
performance.  

3. Theoretical foundation 

The principal-agent hypothesis in the public sector posits that appointed and elected 
office holders, acting as agents, have a responsibility to regularly inform the public, acting 
as principals, about the utilisation of funds and resources entrusted to them. This is done 
to assess whether these resources have been utilised effectively and in accordance with 
their intended purpose (DeSimone, 2017). In addition, Dewi et al., (2019) argue that the 
notion of agency theory is the conceptual foundation for the practise of financial reporting 
in organisations that are part of the public sector. According to Mengiste (2022), all public 
sector managers who are tasked with carrying out the policies and programs of 
government, report to government ministers as their principals. SOEs face agency 
conflicts in their administration because they are managed by professionals but are 
owned by external shareholders (Chakrabarti, 2017).  Studies indicate that managers have 
a propensity to falsify accounting figures for their advantage near the end of their 
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employment contracts (Marinovic & Varas, 2019). Hence, to the extent that the system 
permits, public managers acting as agents are driven by self-interest such as higher pay, 
higher prestige, more fascinating work, or simply an easier time (Mengiste, 2022). Due to 
other problems, the principals' main challenge is their inability to regularly oversee the 
agents. Consequently, Jensen and Meckling (1976) state that to the extent that executives 
make decisions out of self-interest or manipulate information, agency difficulties arise, 
since the principal and agent have different objectives; this is also the view of Tricker 
(2012).  

According to Antwi (2021) agency theory was developed by a number of writers, but the 
first author to publish it was Adams Smith, who is generally credited as the first to 
systematically document the phenomenon. Since then, numerous authors have taken 
(and continue to take) inspiration from Smith's work. Kostova et al., (2018) are of the 
opinion that if an organisation is managed by a person or group of individuals who are not 
the actual owners of the business, then the chances of the organisation not being 
managed correctly will emerge at the expense of the real owners of the firm. Conflicts of 
interest, challenges with incentives, and methods for executing incentive programmes to 
resolve agency concerns are all aspects of modern business that have found their way into 
management accounting, and are addressed by agency theory.SCM is the method of 
employing cost data to assess the efforts to attain the company's strategic objectives cite. 
There is a variety of methods in which SCM may assist to reduce agency expenses. Recent 
studies have found that an effective cost management strategy is a vital tactic that plays 
a substantial part in enhancing operational efficiency, creating value and attaining 
exceptional performance (Adigbole, 2019). Through the adoption of these strategies, 
organisations may enhance their comprehension of resource allocation, detect 
inefficiencies and duplications, reduce costs, and implement specific enhancements 
(Zhang & Huang, 2023). This may free up resources for other important projects, like 
product development or marketing. The adoption of a SCM approach can enhance 
profitability and shareholder value through cost reduction. Current literature has found 
that SCM is an integral and proactive component of strategic management, that aims to 
effectively address the desires and expectations of all major stakeholders (Adigbole, 
2018). The stockholders and management of a firm are regarded to be among the major 
stakeholders of the company (Bacq & Aguilera, 2022), whose needs should be satisfied. 
According to Alsayegh (2020), the use of ABM leads to enhanced transparency in 
reporting company costs, thus yielding significant consequences for the processes of 
planning, controlling, and decision-making, while the SCM approach has the potential to 
increase the transparency and openness of the business's pricing structure. Consequently, 
by using these approaches, shareholders may be better able to monitor management’s 
actions and to hold them responsible for their decisions, and thus reduce the possibility 
of information asymmetry. 
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4. Literature review 

Managing activities and operations is now the primary goal of installing the technologies, 
rather than only acquiring more accurate cost information. As a result of this change in 
focus, a new method known as activity-based management has emerged, which 
integrates several different approaches to cost-to-activity-based ABC (Naji et al., 2024). 
The ABC system serves as the underlying structure for the ABM system, operating on the 
premise that the ABC system offers relevant information pertaining to value chain 
activities (Khreis 2022). Published research indicates that ABM helps businesses zero in 
on what really matters in the pursuit of profitability, enhancement of financial 
performance and the attainment of competitive advantage (Berg & Madsen, 2020). These 
authors claim that there are two subgroups of ABM, strategic and operational functions. 
The former emphasises "doing things right", while the latter emphasises "doing the right 
things". While operational ABM is primarily concerned with enhancing operational 
efficiency and using assets to their full potential, strategic ABM aims to change activity 
demands and boost financial performance by improving activity efficiency (i.e., selecting 
the most profitable customers and activities for the operation). Published research 
findings indicate that the genesis of ABM may be traced back to the classical school of 
management, including the Theory of Administrative Management (Ponisciakova, 2020). 
The individual credited with pioneering the field was H. Fayol, renowned for his notable 
work, the Principles of General Business Administration, as acknowledged by Ponisciakova 
(2020). Recent studies indicate that activity-based management systems are considered 
the most successful approaches for achieving effective cost management, since they rely 
on reliable information gathered through activity-based costing (Matavulj, 2020). 
Moreover, the ABM framework places emphasis on activity management, with the aim of 
not only adding value to the product, but also maximising financial performance. Current 
literature shows that the ABM approach provides an abundance of analytical tools, 
beyond the scope of standard profit margin determination (Ion et al., 2022). Using this 
method, businesses may more accurately estimate internal transfer charges and right-size 
their capacities in light of actual costs. In addition, this technique may be used to spot 
opportunities for improving the process, illuminating the least productive and most 
expensive steps along the way. Moreover, it allows for internal and external comparisons 
to be made, which promotes a mindset of constant review and improvement. Current 
research consensus is that the embodiment of activity-based management is most 
effectively exemplified through the implementation of horizontal management, the 
establishment of process teams, and the revitalization of motivational strategies 
(Ponisciakova, 2020). These foundational elements are derived from the historical track 
record of management practises, with a specific emphasis on the prioritisation of activity-
based management. A subsequent study conducted by Morlacchi & Vignali (2020) delved 
into the ramifications of employing ABM and ABC on the overall efficacy of manufacturing 
enterprises. Based on the results of this investigation, it was discovered that businesses 
that embraced these methodologies exhibited superior levels of financial and operational 
performance in comparison to their counterparts who refrained from their utilisation. 
Recent research has found that companies that use up-to-date management accounting 
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systems often report increased customer focus, improved quality and efficiency, and 
increased financial performance (Rambe et al., 2024).  

According to the literature, it is the goal of public management reform to encourage 
government agencies to adopt contemporary management accounting practices such as 
ABM, by bringing in new approaches to management from the private sector. However, 
state-owned enterprises, much like other public sector companies, rarely apply it and 
some actively abstain from embracing the practise of activity-based management. 
Previous studies indicate that, in addition to optimising production and marketing 
strategy to boost corporate profitability and performance, ABM is used to improve the 
flow of activities, improve the efficiency of activities and cost analyses, and promote the 
acquisition of accurate and reasonable cost information as crucial reference for the 
decision-making by top management (Yang & Chang, 2018).  

According to Haladu (2016), it is challenging to develop and implement ABM for use in the 
public sector, since there is no financial incentive to do so. Despite this, when it is 
implemented, ABM raises consciousness of the system's existence and leads to better 
decision-making. Furthermore, Haladu argues that the lack of financial incentives for 
implementing ABM in the public sector can hinder its widespread adoption and 
effectiveness. However, he also highlights the potential benefits of implementing ABM, 
such as increasing awareness of the system's capabilities, and improvements achieved in 
overall decision-making processes. This suggests that despite the challenges, there are 
clear advantages to incorporating ABM into public sector operations. In contrast, other 
studies found that ABM is fully applicable to in-service sectors, including the public sector 
(Brown et al., 2003). According to Matavulj (2022), many companies from all sectors, 
including public institutions, have begun to use ABM for several reasons, the most 
prevalent of which are: pressure to reduce costs; competitive pressure; legal duty; 
horizontal administration of business processes, as opposed to vertical; and a shift in focus 
from functions to processes. Earlier research literature found that when ABM is applied, 
a corporation is considered to be a collection of interconnected activities that attempt to 
provide value to consumers, to use minimum resources in the process of meeting 
customer wants, and gets rid of activities that do not contribute value (Drury, 2018). 
Despite the challenges involved in the application the technique, Hilton et al. (2008) found 
that careful preparation was key to a successful ABM rollout. In order to get insight into 
cost drivers, processes, and resource usage, businesses may use ABM to take precise cost 
measurements. Furthermore, costs may be reduced if workers are aware of the factors 
that contribute to them. Moreover, to provide value to consumers, employees need to 
understand what kind of action to take with respect to achieving cost reduction. 
Consequently, profitability is not likely to increase if anything of value to customers is 
reduced. While ABM is a great place to start, research shows that you still need to focus 
on the value drivers if you want to boost productivity and financial performance. Thus, 
ABM is a more comprehensive strategy for cost accounting, as the authors stressed, 
because it takes into consideration both cost and value. Elsewhere, researchers endorse 
the conclusion that proper application of activity-based management can substantially 
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improve the financial performance of economic entities (Hooshang, 2004; Adigbole et al., 
2022). Therefore, companies are turning to ABM to better their competitive positions and 
improve overall process effectiveness, because ABM permits the analysis of the value and 
cost of each process/activity, according to Witjaksana (2019).  

Activity-Based Management is recognised as a comprehensive and cohesive approach 
that enables management's attention to be directed towards addressing a wide range of 
activities with the ultimate objective of enhancing profitability (Husna et al., 2022). 
Furthermore, researchers have found that it is a means to effectively eliminate non-value-
added activities within a production system, with the aim of enhancing production cost 
efficiency, and without compromising the quality of the end products (Pratama, 2020; 
Rosiawan, 2021). Additionally, a research study conducted by AL-Zubaidi (2023), revealed 
the existence of non-value-adding costs in a company’s production process. Once 
identified, these non-value-adding costs may be decreased in order to yield cost savings, 
which in turn increases efficiency without negatively impacting the quality of service 
supplied to consumers or inconveniencing the customers themselves. Researchers have 
also found that the use of ABM offers management a more comprehensive 
grasp/understanding of costs within an activity-based framework (Nemeschansky, 2020). 
This enables the organisation to shift its attention from the limited perspective of product 
costing and facilitates a transition to a more efficient control of total costs.  

However, despite the promising prospects for enhancing corporate financial 
performance, there is still a considerable degree of scepticism about the ABM 
methodology. A study conducted by Glover and Prawitt (2016), demonstrates the 
potential benefits that may be gained by decision-makers adopting activity-based 
management approaches. In particular, the authors found that ABM provides better 
knowledge of the costs and rewards associated with various operational tasks, which is 
useful for decision-makers. Moreover, existing literature found that ABM can help 
businesses rein in their spending by identifying and regulating the processes responsible 
for the bulk of their expenditure (Cardos & Pete, 2011). Executive management of a 
company has a number of responsibilities, one of which is to examine ways in which the 
business may elevate its financial performance while simultaneously minimising the 
amount of money that is lost due to inefficiency (Zhao et al., 2022). Hence the adoption 
of ABM has the potential to influence financial performance by increasing a company’s 
operational efficiency, if it is used to identify and eradicate activities that do not generate 
value (Maher & Rowe, 1994). Research indicates that the deployment of ABM enables 
management to make informed decisions, thus resulting in improvements in the 
effectiveness and efficiency of corporate procedures (Sinha et al., 2020). According to 
Matavulj (2022), the activity-based management model is an improved starting point for 
implementing the activity-based costing model, and thus enhancing corporate efficiency 
and effectiveness. Published research recognises that management is required to make 
judgements regarding the strategies to employ to increase efficiency in production 
operations, and in order to achieve better financial performance, and to increase value 
for consumers (Fraiman, 2022). However, there are still many companies that practice 
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traditional cost accounting techniques, which simply specify (after the production event) 
the amount of money or resources that have been used, and for what purposes. According 
to Fatimah and Santoso (2020), such techniques create complications in the process of 
determining the cost of manufacturing, by causing problems with either under costing or 
over costing.  

Research indicates that ABM is divided into two types: Strategic ABM, and operational 
ABM. According to Hamad et al. (2019) operational ABM uses ABC data to enhance 
efficiency by identifying and reducing non-value-added activities. Strategic ABM makes 
use of ABC to make strategic decisions about product offerings and activities, and 
performing customer profitability analyses. Research has also found that the adoption of 
lean accounting practices (such as ABM) result in enhanced efficiency of performance 
assessment indicators for public firms (Kadhima, 2020). According to Al-Halabi and 
Shaqqour (2018), corporate financial performance will never attain its full potential 
without the integration of activity-based costing and activity-based management. The 
researchers explained that ABM is used for ascertaining the costs associated with 
obtaining and using resources, whereas ABM involves a broader range of activities that 
have an impact on the overall financial success of a company, including production, 
procurement, accounting, banking and finance, warehousing, marketing, and supply 
management. According to Banker et al. (2008) ABM was shown to have no substantial 
direct influence on performance as measured by costs, time, and product quality, 
according to their findings of a cross-sectional research project conducted on 
manufacturing facilities in the United States. 

Scholars such as Turney & Anderson (1999) and Mohammed (2024) claim that ABM may 
help businesses better serve their customers, by allowing them to zero in on and improve 
the specific tasks that are most important to those clients. The application of ABM may 
yield substantial advantages for economic entities. However, it is crucial to recognise that 
the successful implementation of ABM rests on careful strategizing and skilful execution 
in order to effectively address the associated challenges (Mohammed, 2024). Moreover, 
by understanding the advantages and obstacles associated with ABM, economic entities 
gain the necessary knowledge to arrive at well-informed choices for the implementation 
of the ABM technique.  

Activity-based management is made possible through the usage of activity-based costing 
(Kren, 2018). According to Amiri & Khmidi (2019), and Antić et al. (2021), ABM is a central 
method to business activity management, and its application is supported through the 
usage of information from ABC. In particular, the strategic application of ABM enhances 
financial performance and asset utilization; as a result, activity demands change, and 
profitability is increased through improved activity efficiency; and by choosing the right 
activities for the operation and the most lucrative customer (Berg & Madsen, 2020). 
Accordingly, when ABM is applied to the entire organization it becomes possible to 
calculate the cost of a specific activity, and to identify activities that result in higher costs. 
This is particularly important because the resultant activity cost information is helpful to 
managers aiming to reduce costs and increase financial performance (AL-Ghabbana 
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2021). Additionally, the ABM process will make it possible for managers to decide which 
tasks should be outsourced and which should be kept in-house.  

The study conducted by Chen et al. (2021) revealed that the implementation of ABM can 
effectively enhance the financial performance of economic entities. This can be 
accomplished through the alignment of business activities with strategic objectives and 
the optimisation of resource utilisation. Furthermore, the authors discovered that 
companies that employ targeted activity-based management exhibit enhanced 
proficiency in resource optimisation, cost reduction, and attainment of superior financial 
performance. Earlier research projects found that the adoption and integration of ABM 
within organisations have been observed to exert a substantial influence on various 
dimensions of their operational landscapes (Uzoamake, 2016). These dimensions 
embrace a larger range of areas, including performance enhancement, growth, and 
productivity. Moreover, the adoption and integration of ABM as a strategic approach for 
allocating overhead costs, exhibits a remarkable correlation with the enhancement of 
organisational performance and productivity. Scholars such as Ibrahim et al., (2021) 
define activity-based management as a strategy for improving the way a company handles 
its day-to-day operations, and the resources it consumes. Furthermore, the authors state 
that the primary objective of ABM is to enhance the value of products or services offered 
to customers, thereby fostering competitiveness and improving the firm’s financial 
performance. This then suggests that only businesses that are open to new ideas can 
thrive in today's market, which is increasingly digitised and characterised by intense 
competition, and merger and acquisition activity (Samogorodskaya, 2020).  

While ABM has the potential to increase profits and competitiveness, it is vital to weigh 
these benefits against the costs of implementing the strategy, and the time and effort 
required subsequently, to restructure the business. Consumer satisfaction will be 
achieved when they can obtain high-quality items at affordable costs as a result of this 
competition (Ticoalu, 2020). Thus, the consideration of costs is crucial for the purpose of 
gaining a competitive edge and making the most of financial performance within the 
market (Halim et al., 2017). Companies compete to develop competitive advantages, and 
make frequent changes to increase the level of contentment experienced by customers, 
given that customer satisfaction is the most important factor in global competitiveness.  

Another approach to competing is to improve product quality, and to reduce costs and 
prevent waste (Bux & Amicarelli, 2022). Current views are that ABM has the potential to 
assist organisations in acquiring and sustaining a competitive position within the global 
economy, while also enhancing their financial performance (Todorović et al., 2018). In 
addition, the findings of the study indicate that the ABM technique is a more precise 
approach for measuring and allocating costs to an enterprise’s various activities. It's 
possible that this phenomenon might be due to the fact that there is a greater number of 
organisations that engage in the practise compared to those that do not. 

Published academic literature further indicates that ABM is a method that top-level 
executives may use to effectively evaluate the cost of resources utilised inside their 
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organisations. Moreover, this approach facilitates the evaluation of how the 
aforementioned cost relates to the overall expenditure on resources allocated to a 
particular endeavour. This enables organisational leadership to assume control and to 
make strategic decisions about the operational aspects of the enterprise, with the 
objective of reducing inefficiencies and avoiding underutilization of resources, thereby 
enhancing financial performance (Gill & Obradovich, 2012). However, the achievement of 
this goal requires a cohesive incorporation of the ABM and the ABM frameworks into the 
business’ management strategy. Research shows that the adoption of an ABM 
methodology empowers organisations to attain higher levels of operational efficiency 
through its substantial impact on decision-making processes and ability to provide 
invaluable support to management (Chávez-Camacho, 2020). Consequently, the 
technique has the ability to significantly and favourably affect corporate decision-making, 
quality control and financial performance (Making, 2020). Accordingly, the use of ABM 
has a significant and advantageous effect on financial performance (Mahmood, 2019). 
Thus, implementing the ABC system gives companies a means of spotting operational 
challenges before they become serious problems, and enables them to undertake timely 
corrective actions (Jiménez et al., 2020), resulting in improved company decision-making 
and financial performance. According to research, the adoption of ABM result in increased 
operational cost savings and improved efficiency, competitiveness, and ultimately overall 
company financial performance (Yang, 2018). Hence, Albalaki (2018) concluded that the 
use of ABM processes had a substantial and favourable impact on financial performance. 

Activity-based management can be effectively utilised to enhance cost accuracy, minimise 
inefficiencies, evaluate and enhance operational processes, and enhance overall 
profitability and business performance of the enterprise (Yang & Chang, 2018). Foster 
(2019) identified the lack of advanced cost systems that are able to offer genuine costs of 
departmental activities or services to effectively support operations as another reason 
why organisations incur excessive costs. This finding calls for the application of strategic 
cost management techniques, such as ABM. ABM is common in some sectors, but has yet 
to gain traction in others because their benefits are not fully recognised, and there is a 
strongly held belief that their deployment will be more time-consuming and costly than it 
actually is. Despite this belief, the proper use of activity-based management can 
substantially improve financial performance in a variety of different industries and sectors 
(Messaoud & Mourad, 2021). Similarly, state-owned enterprises could systematically 
explore ABC’s implementation to help in cost-cutting efforts.  

Albalaki et al. (2018) assert that there is a connection between the adoption of ABM, cost 
leadership strategy, and financial performance. The ABM system should therefore be 
reorganized to incorporate internal controls in order to provide it with the ability to 
reduce waste, and to advance resource efficiency and enhance financial performance 
(George et al., 2022). Other researchers indicate that benchmarking and ABM are the 
most pertinent strategic cost management (SCM) tools because they influence cost 
reduction, improve production efficiency and are favourably correlated with financial 
performance (Novlina & Indriani, 2020) According to Se (2020), the use of activity-based 
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management in analysing activities is widely acknowledged as an effective means for 
increasing corporate performance to attain its objectives. Furthermore, the advantages 
manifest themselves in the realm of enhanced cost efficiency in production, serving as a 
reliable indicator for projecting future profitability levels.  

Scholars such as Biaya and Jusmani (2021) found that ABC improves customer value and 
company profitability by efficiently and effectively managing operations. The 
implementation of ABM involves five key phases which include identifying activities, 
analysing them, analysing cost drivers, charging production expenses, and analysing non-
value-added activities. Each step should be executed consecutively and planned for easy 
deployment. In a study conducted by Ponisciakova (2020), it was discovered that the use 
of activity-based management yielded significant enhancements in financial 
performance, operational efficiency, and customer satisfaction throughout a diverse 
range of SOEs across several sectors.  

In a study conducted by Sinaga and Hermawan (2023) it was observed that the 
implementation of activity-based management yielded notable improvements in both 
profitability and efficiency within a selected group of companies. Research findings 
revealed a consistent pattern whereby the implementation of ABM had mostly favourable 
outcomes in enhancing the performance of SOEs. In general, the available data indicates 
that ABM has the potential to serve as a useful instrument for enhancing the operational 
efficiency and effectiveness of SOEs (Khaddafi et, 2024). However, it is essential to 
acknowledge that ABM is not a ‘quick fix’ remedy: its efficacy for achieving desired 
outcomes lies in its cautious but methodical implementation (Susomrith and Brown 2008: 
1000-1007). According to Hoang et al., (2020) employees will be more willing and 
prepared to embrace ABM if training imparts information and includes experiences that 
foster a positive attitude. According to Matavulj (2022), the activity-based costing model 
is an advanced starting point for the activity-based costing model, and that it may improve 
the overall effectiveness and efficiency of the company's operations. When effectively 
and efficiently employed, ABM allows for the attainment of both operational and strategic 
objectives, with the use of fewer resources both in public and private institutions. 

5. Methodology 

The paper reviewed related literature in the previous sections, followed by analysis of 
data which employed a mix of quantitative and qualitative data analysis. Primary data was 
gathered from 126 senior managers from 21 trading SOEs and secondary data was 
obtained from the annual reports of those SOEs spanning a period of 10 years from 2012-
2021. Thematic and regression analysis were used to analyse data to assess the 
association between ABM and financial performance of SOEs. 

6. Results 

Data was analysed to determine how the application of ABM impact financial 
performance of SOEs in South Africa. 
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Figure 1: Responses to questions supporting the objective of the study (Likert scale responses) 

 
Notes: 1, 2, 3, 4, 5, and 6 represents Strongly disagree, Disagree, Not sure, Somehow, Agree, and 
Strongly agree, respectively. Q1 - Q4 refers to the question numbers.  

Source: Author’s computation using Likert package in r 

Figure 1 demonstrates that 64% of respondents “strongly agreed”, “agreed”, or 
“somehow” believed their firms applied ABM in some way. Respondents who agree make 
for a significant portion of the 64%. The remaining 36% “strongly disagreed”, “disagreed”, 
or were “unsure” if they used ABM in their companies. The majority (58%) agreed that 
ABM had an influence on ROA, ROE, and the cash ratio. The percentage breakdown of 
responses in Figure 5 is provided in Figure 6 below. 
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Figure 2: Responses to the objective’ Question, expressed as percentages Source: Author’s 
computation using feedback from the respondents 

 
Table 1: Descriptive statistics for responses in support of the Objective of study 

  Number of 
observations 

Mini- 
mum 

Median Mean Maxi- 

mum 

Do you apply activity-based (ABM) costing in 
your company? 

84 1 4 4.024 6 

Does the application of ABM impact your 
company's ROA? 

84 1 4 3.833 6 

Does the application of ABM impact your 
company's ROE? 

84 1 4 3.833 6 

Does the application of ABM impact your 
company's Cash ratio? 

84 1 4 3.833 6 

Source: Author’s computation 

A mean greater than 3.5 across all questions indicates that, on average, all respondents 
concurred with the questions, meaning that most SOEs apply ABM, and the majority of 
respondents acknowledged that ABM can have an impact on SOEs' financial performance. 
These descriptive statistics are consistent with Figures 4.1 and 4.2, which show high 
percentages on the right and tall bars in the “agreed” category, respectively. 
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Another notable finding is that feedback on Questions 2 - 4 remains uniform, despite the 
fact that the data was collected from a variety of individuals working for 21 different SOEs. 
It is thus logical to argue that the perceived impact of the implementation of ABM is 
evenly distributed across all financial performance metrics (ROA, ROE, and cash ratio) 
considered in this study. 

4.1 Goodness of fit of data in the objective’s model 

Table 2: Null and Residual Deviance Results for Objective 3 

  Number of 
Parameters 

AIC LogLik LR.Stat df Pr(>Chisq) 

Null deviance (Q2; Q3; Q4) 5 249.16 -119.579       

Residual deviance (Q1) 10 209.22 -94.608 49.943 5 <0.001 

Note: The p-value is a test of significance for 𝐻𝐻0 that there is no difference between the null and 
residual deviances. Reject 𝐻𝐻0 if the p-value < 0.05. 

Source: Author’s estimation 

Table 2 shows that the AIC value of the residual deviance is lower than those of the null 
deviance for all specifications. Furthermore, the p-value is very small. These results 
suggest that ABM is a useful predictor of ROA, ROE, and cash ratio. The ordinal regression 
analysis shown below assesses if ABM has a beneficial or detrimental influence on the 
financial performance metrics. Table 4.3 displays the ordinal regression results for the 
impact of the application of ABM (Q1) on ROA (Q2), ROE (Q3), and Cash ratio (Q4). 

Table 3: Results of the Ordinal Regression Model 

Dependent Variable: 

 
Estimated 
Coefficient 

Standard 
Error 

t-value 

Q2; Q3; Q4 

Disagree 13.45 0.588 22.88 
Not sure 15.70 0.483 32.52 
Somehow 16.27 0.523 31.11 
Agree 17.66 0.470 37.62 
Strongly Agree 19.40 1.097 17.68 
Intercepts: 

  

Strongly disagree|Disagree 10.674 0.929 11.493 
Disagree|Not sure 13.876 0.444 31.244 
Not sure|Somehow 16.063 0.387 41.548 
Somehow|Agree 17.047 0.397 42.954 
Agree|Strongly Agree 21.953 1.113 19.733 

Note: In general, a t-statistic of 2 or more is considered statistically significant. 

Source: Author’s estimation using the polr function of the ordinal package in R. 
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According to the findings described in Table 3, the impact of the application of ABM 
remains the same across all of the financial performance metrics (ROA, ROE, and cash 
ratio) examined in this study. As a result, Table 4.3 demonstrates that the impact of the 
application of ABM on financial performance of SOEs is positive and statistically 
significant, whether management strongly disagrees or not. The intercept coefficients 
show that the impact increases from “strongly disagree” to “strongly agree”, implying that 
the influence of ABM adoption grows the more management adopts a positive attitude 
toward ABM. Understanding the ABM concept is necessary for a positive perception of it. 
This suggests that skills development on ABM application has the potential to significantly 
improve the financial performance of SOEs.  

4.2.2  Diagnostic tests 

The study used the Brand-Wald test to validate the proportional odds assumption. The 
findings reveal that out of all the predictors, the Omnibus variables are the only ones that 
are significant at the 5% level. All the others have p-values of 1, regardless of the 
specification. Therefore, it is not possible to reject the proportionate odds assumption 
null hypothesis. The results of further robustness tests are shown in Table 4. below, which 
were conducted to verify the validity of the coefficients.  

Table 4.  z-test of coefficients results 
  Estimated 

coefficient 
Standard 
Deviation 

z-value Pr(>|z|) 

Disagree 13.447*** 0.588 22.885 <0.001 
Not sure 15.700*** 0.483 32.522 <0.001 
Somehow 16.272*** 0.523 31.112 <0.001 
Agree 17.661*** 0.469 37.618 <0.001 
Strongly Agree 19.402*** 1.097 17.679 <0.001 
Strongly disagree|Disagree 10.674*** 0.929 11.493 <0.001 
Disagree|Not sure 13.876*** 0.444 31.244 <0.001 
Not sure|Somehow 16.063*** 0.387 41.548 <0.001 
Somehow|Agree 17.047*** 0.400 42.951 <0.001 
Agree|Strongly Agree 21.954*** 1.113 19.733 <0.001 

Notes: *** depicts significance at 1%, respectively. In parentheses are standard errors. 

Source: Author’s computation using coeftest function in R. 

The estimated coefficients in Table 4.3 correspond to those in Table 4.2. This implies that 
the coefficients are valid to inform policy development. 

6. Discussion, and Conclusions 

The finding of this paper indicates that SOEs' financial performance is positively and 
statistically significantly affected by the implementation ABM processes, which means 
that profitability is higher for SOEs that adopt ABM compared to those who do not. 
Therefore, SOEs may boost their financial performance by using ABM techniques. 
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Furthermore, there is an indication that a favourable relationship exists between 
management perception about ABM and how its application affects financial 
performance. When the level of management support for ABM increases, the positive 
effects of implementing ABM becomes more noticeable. Therefore, when management 
is favourably inclined towards ABM, the results tend to be even better.  

This research finding is similar to the finding of Adigbole et al. (2022) in Nigeria, where 
they found that companies may significantly enhance their financial performance through 
the right application of ABM. It is also similar to the findings of Husna et al. (2022) in 
Indonesia, AL-Ghabbana (2021) in Iraq and Messaoud and Mourad (2021) in Algeria, 
where they found that ABM is a complete and integrated method that systematically 
focuses management on a broad variety of activities in order to increase financial 
performance.  

However, this finding differs from the findings of Banker et al. (2008) which indicate that 
ABM, when evaluated in terms of costs, time, and product quality, does not exhibit any 
statistically significant direct influence on financial performance. It also differs from the 
finding of Uzoamaka (2016) who found that companies that used ABM did not perform 
any better than those that did not, a similar result to that found by Gordon and Sylvester 
(1999). This raises the issue of why companies would use ABM if it does not increase their 
value. The disparity in results between this present study and the study done by Banker 
et al. (2008) may be attributed to the fact that their research was conducted by means of 
a nationwide survey of manufacturing facilities in the United States, carried out over a 5-
year period, and using only secondary data. The survey included the distribution of 
questionnaires to 27,000 plant managers. Uzoamaka’s (2016) study was conducted in 
Nigeria using a sample of 88 companies of which 12 were selected using a purposive 
sampling technique. Data collected was analysed using SPSS 20.  

Future studies in this (SA SOE) field (if global comparisons are intended), should consider 
focusing on controlling for business style/ownership and management level being 
surveyed, as well as augmenting the sample size. It might also be interesting to include a 
longitudinal aspect to the primary data collection component as part of an extension to 
the time frame under investigation.  

Accordingly, the above findings and discussion provided an answer to the research. It is 
important to note that the attitude of management towards ABM and its application is an 
essential factor in determining the success of SOEs. When management approves of ABM, 
and their perspective on it improves, implementation also improves, which has a 
beneficial impact on organisational outcomes and financial success. Furthermore, when 
additional skills are acquired to enable management to fine tune the application of ABM 
to fit needs of the SOE, management's comprehension of the ABM improves and yields 
better performance. In summary, the findings show that ABM application may favourably 
affect SOEs' financial performance, and that management's mindset, knowledge, and 
ability to use it to its full potential are crucial for benefits to accrue.  
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