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Abstract 

Activity-based costing (ABC) is given much attention in the literature. Most authors seem to agree that improved cost 
allocations are useful to indicate the long-term profitability of products. However, a controversy starts when the 
relevance of ABC for short-term decision-making is discussed. This topic is addressed here and some of the arguments 
found in the literature are reviewed. The first objective is to contribute to discussions on the usefulness of ABC for 

decision-making. In this paper it is suggested that ABC can be relevant for short-term decisions. It is suggested here that 
particular costs and revenues become controllable by making a particular decision, even if these costs and revenues 
appear to be uncontrollable a priori. This concept should be considered as a hypothesis which still needs to be tested. The 
second objective is to contribute to the literature on why managers use cost allocations for decision-making instead of 
only controllable costs and revenues. It is discussed that uncertainty about controllable costs and revenues will stimulate 
a manager to use cost allocations for decision-making. Allocated costs provide a reference point which helps a manager 
to resolve how much risk he or she is willing to take. This has been confirmed in an experiment, reported in Wouters 
(1993). 

1. Introduction 

The objective of activity-based costing (ABC) is 
to allocate overhead costs to those products and 
activities which cause these costs.’ ABC systems 
measure the costs of resources used by individual 
outputs such as products, services, customers, pro- 
jects etc. While there seems to be a wide agreement 
that this information is useful to highlight problems 
and to focus managerial attention, there is much 
debate on the question whether ABC data can be 

1 See, e.g., [l-5]. See also Joyce [6] who makes it clear that ABC 

is not really new, however. 

used for decision-making.* The relevance of this 
question is also apparent from the commonly ob- 
served contrast between “theory” and “practice”: 
several empirical studies have demonstrated that 
managers use cost allocations for decision-making 
purposes, whereas from a theoretical perspective 
only controllable costs are relevant for decision 
calculations.3 This paper discusses the usefulness of 
ABC data for short-term decisions. Short-term 

‘See, e.g., the discussion between Kaplan, Shank, Horngren, 
Boer, Ferrara and Robinson in [7]. See also a discussion in 

Managemenf Accounting (U.K.) between Piper and Wally [S. 93 
and Cooper [lo]. 

3 For these empirical results see, e.g. [l lL18]. 
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means that many costs are uncontrollable since 
investment decisions have been made, employees 
have been appointed, long-term contracts with sup- 
pliers have been signed, etc. Short-term decisions 
concern, for instance order acceptance, make-or- 
buy, introduction of a new product. 

To analyse the relevance of ABC information for 
short-term decisions more clearly, we concentrate 
on situations where short-term and long-term deci- 
sion calculations are contradictory. Consider the 
following example. A company has two groups of 
products, simple products and advanced products. 
Product costs of both products are given in 
Table 1. The starting point for ABC is the notion 
that overhead costs are not being allocated in 
agreement with the demand each product makes on 
those resources which induce overhead costs. An 
ABC system could, for example, change product 
costs as presented in Table 1: more overhead costs 
are being allocated to the Advance Products and 
less to the Simple Products. 

We now see a conflict between short-term and 
long-term decision making, as described by Bakke 
and Helberg [19]. The contribution margin per 
unit of the bottleneck capacity should be calculated 
for every product to determine the optimal produc- 
tion schedule for utilizing a bottleneck capacity (e.g. 
[20&23]). Willet [24] makes it clear that such 
calculations are not new. However, Bakke and 
Helberg show that it is possible that the least profit- 
able products in the long-term (based on profit 
margin: the selling price, less variable costs, less 
allocated overhead costs) are the most profitable 
ones in the short-term (based on contribution mar- 
gin per unit of bottleneck capacity). In Table 1 the 
Advanced Products have the highest contribution 
margin per unit of bottleneck capacity (assuming 
that both products require the same amount of 
bottleneck capacity), while the Simple Products 
have the highest profit margin. Of course, this is not 
necessarily a general pattern, but it is very well 
possible. Such situations, in which short-term 
and long-term decisions are contradictory, are 
addressed here. 

In the literature the usefulness of ABC informa- 
tion for short-term decisions is discussed by, for 
instance, Greenwood and Reeve [25] and Cooper 
and Kaplan [3]. These authors maintain that for 

decision-making purposes the costs of resources 
used, as provided by ABC systems, is only a start- 
ing point. Before a decision can be made, incremen- 
tal analysis of costs and revenues is required. This 
involves analysing how revenues and how the costs 
of resources supplied will change as a result of 
a particular decision. Greenwood and Reeve [25] 
describe a method to calculate incremental costs, 
which is based on a cost behaviour pattern for each 
resource category. They emphasise two different 
uses of an activity model: product costing and deci- 
sion support. For the latter use, cost behaviour 
patterns should be used to assess the incremental 
effect of a decision.4 Cooper and Kaplan and other 
literature, however, suggest that some important 
difficulties are involved in actually making an 
incremental analysis. This literature will be re- 
viewed in Section 2. It will be concluded that 
the literature only describes some fundamental 
problems involved in making an incremental analy- 
sis, without addressing the consequences of these 
problems. 

It is accepted here that fundamental problems 
are involved in making an incremental analysis of 
controllable costs and revenues. The first objective 
of the present paper is to contribute to the literature 
by addressing consequences of such problems: 
Should this lead to not using only controllable cost 
and revenues? Can ABC information be relevant 
for decision calculations? In Section 4 of this paper, 
a hypotheses will be formulated which implies that 

41n the example described above Advanced Products are in- 

dicated as being unprofitable since these products use much 
support resources. Managers may then “contemplate eliminat- 

ing unprofitable products. Or they consider outsourcing prod- 

ucts to suppliers whose total cost of acquisition is below the cost 

of resources required to make the product internally. Of course, 

before outsourcing or dropping products, managers should 
verify that they can eliminate the resources no longer needed 

or can replace the lost volume with more profitable business” 

[3, p. 81. Kaplan states that “activity-based systems do not make 
decisions. Our ABC cases are not decision focused ‘.’ The ABC 

analysis does not say drop all the apparently unprofitable prod- 
ucts. But it raises management’s attention why those products 
are being designed, produced, and sold the way they are. The 

system highlights problem areas that deserve management’s 
attention and more detailed analysis” [7, pp. 13-141. 
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Table 1 
Numerical example to demonstrate a potential contrast between short- and long-term optimality 

Product Group 

“Traditional” costing system 

Simple Advanced 

Activity-based costing 

Simple Advanced 

Selling price 140 200 140 200 
Variable costs 50 60 50 60 - - - - 

Contribution margin 90 140 90 140 
Allocated overhead costs 100 100 60 150 - 

Profit margin (10) 40 30 (10) 

ABC information is relevant for decision calcu- 
lations. 

The second objective of this paper is to contrib- 
ute to the literature, why cost allocations are perva- 
sive in practice. ABC focuses on improving cost 
allocations and evidence referred to above suggests 
that managers often use allocated costs for deci- 
sion-making. Several authors have suggested ex- 
planations for the use of cost allocations (see e.g. 
[26-281). Wouters [29] explained the use of alloca- 
tions from an economic perspective and from a 
behaviourial perspective. He demonstrated empir- 
ically that managers use cost allocations for 
short-term decisions to deal with uncertainty. His 
conclusions were based on results obtained from 
experimental sessions with senior managers. This 
study will be reviewed in Section 3. 

2. Short-term controllable costs and decision- 
making 

In theory, the distinction between controllable 
and uncontrollable costs and revenues is crucial. 
Costs can only be considered to be uncontrollable 
within a limited range and/or within a limited 
period. The range is limited if costs can only be 
changed in discrete and “big” steps, for technical or 
economic reasons [30, 311. To illustrate this, imag- 
ine that capacity can be installed at an output level 
of 200,400, or 600 units per hour. Assume that the 
available capacity is 400 units per hour. If utiliza- 
tion is between 200 and 400 units per hour, then 

total capacity costs remain unchanged. If utiliza- 
tion falls below 200 units per hour, then the capa- 
city level and the corresponding capacity costs can 
be reduced; if utilization needs to exceed 400 units 
per hour, then the capacity level and corresponding 
capacity costs will need to be increased. 

The period within which costs are uncontrollable 
depends on reaction times. To illustrate this, imag- 
ine that the capacity level and corresponding capa- 
city costs can only be changed after three months. 
Costs remain unchanged, if the consequences of 
a decision last less than three months. If conse- 
quences last longer, then the level of capacity and 
corresponding capacity costs will be affected and 
such costs should be taken into account. 

In theory only those costs and revenues should 
be taken into account which can be changed by 
a particular decision [32]. Following this concept, 
there are no problems if short-term and long-term 
decisions are contradictory. In the example dis- 
cussed above, on the short-term most overhead 
costs will not increase when the company produces 
and sells more Advanced Products. Reversely, most 
overhead costs will not decrease when the company 
produces and sells less Advanced Products. There- 
fore, the company should try to produce and sell as 
much Advanced Products as possible. As soon as 
existing overhead costs would be avoidable, or as 
soon as additional overhead costs would be incur- 
red, then a new decision must be made which takes 
into consideration these now controllable costs. At 
that moment, Advanced Products become relative- 
ly less profitable and the resulting decision could be 
different. However, one could ask the question 



of whether such a theory is feasible in practical 
situations. Some literature which addresses this 
question is reviewed here. 

Several arguments can be found in the literature, 
why it is sometimes misleading to make short-term 
decisions on basis of only short-term controllable 
costs. For example, Shank (in Ref [7]) makes the 
point that the transition ,from short-term optimiza- 

tion to long-term optimization is d#icult. Therefore, 
he considers any analysis which leaves out some 
presumably uncontrollable costs not right even for 
short-term capacity utilization decisions. 

When does the long-term happen’? What morning do you get 

up and say, today’s the long-term, now I’m going to do 
something about that loser‘? The contribution margin men- 

tality will lead you to keep everything. It will lead to add 

products, it will lead you to never drop anything, it will lead 

you to always make instead of buy [7, p.191. 

A second problem of incremental analysis is that 
short-term decisions interact with other short-term 

decisions, which makes it difficult to determine 
short-term controllable costs and revenues. There- 
fore, as Cooper [lo] puts forward, potential cost 
reductions may be underestimated by focusing 
on the short-term controllable costs of individual 
decisions. 

The consequence of a series of decisions taken independently 

can be quite different from the sum of the predicted effects of 
those individual decisions. For example, the decision to drop 

one product will typically not change ‘fixed’ overhead spend- 

ing. In contrast, dropping 50 products might allow consider- 
able savings. Stated somewhat tritely, the sum of the parts 

(the decisions to drop individual products) is not equal to the 

sum of the whole (the realisable savings from having droped 

50 products). To capture this potential, the ABC orienta- 

tlon recognizes the long-term cashflow consequences from 

decisions. not their short-term impact [lo. p. 581. 

Also, cost increases may be underestimated by 
focusing on only short-term controllable costs. 
Kaplan makes this point when he discusses the 
decision of whether to accept a special order. 

Once you get in the habit of taking incremental business and 

filling up your plants on new business, the incremental costs 

are much higher than you think. Over time. you are going to 
add more over head people: you are going to have to expand 

support departments somewhere [33. p. 7.281. 

Costs that appear fixed in the short-term will start to in- 

crease, or expenses currently being incurred will be incapable 

of being reduced. ... Such short-term, incremental business 

makes disproportionate demands on the organization’s sup- 

port resources. The special business, taken on an incremental 

analysis basis, has substantial diseconomies of scope. ..’ We 

believe that managers will find it useful to have a signal as to 
the demands these orders place on the total organizational 

resources [7, pp. 14-151. 

Other authors argue that short-term decisions 

interact with long-term decisions (e.g. [34]). A deci- 
sion to enlarge or to shrink the capacity would 
usually have been induced by preceding decisions 
to introduce new activities or to discontinue ongo- 
ing activities. Such interactions may be caused by 
limited reversibility of short-term decisions. Seem- 
ingly short-term decisions can be hard to reverse 
and in this way have consequences which fall out- 
side the limited range and limited period within 
which particular costs are uncontrollable. 

Indeed, the principal peril m using incremental costs is failure 

to recognize when the commitment involved in a decision will 

outlast the period of idleness and even the period of useful life 

of fixed equipment, so that the long-term incremental costs of 
full adaptation are part of the problem [35, p. 2651. 

Consider, for example, a decision on lot sizes 
[36]. Suppose that operators and machines have 
some idle time in a production department which 
could be used for extra setups to reduce lot sizes. 
Karmarkar and Rummel [36] conclude that there 
is no cost for setups in the situation of fixed, excess 
capacity. Assuming that reduced lot sizes yield rev- 
enues and cost savings, it would be advantageous 
to provisionally use the idle capacity for this pur- 
pose. When the idle capacity is no longer available 
or if more profitable use can be made of the idle 
capacity, then lot sizes return to the “old” level and 
the scarce capacity is used for those other, more 
profitable purposes. However, it may be extremely 
difficult to go back to the old situation. Conse- 
quently, actual costs resulting from the decision to 
reduce lot sizes are higher than originally estim- 
ated. Kaplan and Welam [37] also noticed this 
when discussing their method for maximizing total 
contribution margin in product mix decisions: 

Another limitation of this method dertves from its short-term 

planning horizon. The method has desirable consequences in 

the short run by motivating managers to conserve scarce 
resources while encouraging increased use of surplus re- 
sources, But some resources that have excess capacity now. 

such as floor space or supervisory time, may be used up to 
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capacity in a shorter time than otherwise as managers vary 

their activities to make use of these currently surplus capaci- 
ties. Therefore, to the extent that certain production pro- 

cesses are expensive to reverse (i.e., it may be difficult to revert 

back to the process that uses less floor space or supervisory 

time), real costs are associated with the consumption of 

surplus resources [37, p. 4831. 

To summarize: Short-term decisions should be 
based on only short-term controllable costs. How- 
ever, several arguments are found in the literature 
why this principle could be misleading. Decisions 
interact and this makes it difficult to correctly de- 
termine the true effects on costs and revenues. This 
suggests that in some situations it may be more 
fruitful to deliberately take into account short-term 
uncontrollable costs and to base decisions on ABC 
information. This issue is, however, not addressed 
in the literature. In this paper the question whether 
ABC information is relevant for short-term deci- 
sions is discussed. 

3. Experimental results: Why do managers use cost 
allocations? 

Before discussing the relevance of ABC informa- 
tion for short-term decisions, it is helpful to try to 
explain why managers, in fact, use cost allocations 
for short-term decisions. Wouters [29] performed 
experiments which demonstrated that uncertainty 
is an important explanation for the use of cost 
allocations. His conclusion was based on prospect 
theory [38] and hypotheses were confirmed in an 
experiment with senior managers. Short-term deci- 
sions were modelled in the following way. A man- 
ager can use available capacity for a particular 
activity. The contribution margin of the activity, 
cm, is known with certainty. It is uncertain whether 
a better option, which has a value of cm + h, would 
be possible. The better options could be either 
obtaining an activity with a higher contribution 
margin, or could be reducing the level of capacity 
and corresponding capacity costs. The better op- 
tion is blocked when the present activity is accep- 
ted. One could argue that the correct decision 
would be to choose the alternative with the highest 
expected value. The expected value of accepting 

equals cm. Suppose that the better option has an 
estimated probability p of actually being available. 
Then the expected value of not accepting equals 
p(cm + h). The activity should only be accepted if 
cm > p(cm + h). 

However, prospect theory describes that deci- 
sion-makers follow different principles when mak- 
ing decisions. Outcomes are coded as gains and 
losses relative to some reference point. The refer- 
ence point will be determined by the objective 
status quo, but is also affected by other circumstan- 
ces such as the formulation of alternatives, prior 
gains and losses, aspiration levels, etc. An objective 
improvement can be experienced as a loss. Prospect 
theory predicts risk-seeking behaviour for losses 
and risk-avoiding behaviour for gains. For 
short-term decisions, Wouters [29] suggested 
that allocated costs determine the reference point. 
Any positive contribution margin contributes to 
total profit. Nevertheless, not any positive 
contribution margin will be satisfactory for a 
manager and, therefore, not any positive contribu- 
tion margin will be perceived as a gain. Only a 
contribution margin which is above some aspira- 
tion level will be appreciated as a gain. Wouters 
[29] suggested that such an aspiration level for the 
contribution margin of an activity is likely to be 
based on a manager’s ideas about a satisfactory 
profit margin. The profit margin of an activity 
equals the contribution margin minus allocated 
costs. In other words, only an activity which yields 
a profit margin above some norm is appreciated as 
a gain. 

Using prospect theory, decision-making behavi- 
our of managers could then be explained as follows. 
We see that the decision-maker must make a choice 
between a sure alternative and an uncertain alter- 
native. The sure alternative is to accept the activity 
and its corresponding contribution margin. The 
uncertain alternative is to reject the activity and try 
to achieve a better option. Since prospect theory 
predicts risk-seeking behaviour for losses and risk- 
avoiding behaviour for gains, we expect the follow- 
ing risk preferences: 
- Suppose that an activity has a satisfactory profit 

margin. In other words, the contribution margin 
of an activity is satisfactory in relation to the 
allocated costs. The decision-maker appreciates 



the activity as a gain. This stimulates a risk- 
avoiding behaviour. Choosing the safe alterna- 
tive - accepting the activity ~ is most likely. 

~ On the other hand, consider an activity with an 
unacceptable profit margin. In other words, the 
contribution margin of the activity is unsatisfac- 
tory compared to the allocated capacity costs. 
The decision-maker perceives the activity as 
a loss. This encourages risk-seeking behaviour. 
The uncertain alternative of not accepting the 
activity is most likely to be chosen in order to 
keep open the possibility for a better option. 
These results were confirmed in an experiment 

in which senior managers participated as subjects. 
It can be concluded that managers use cost 
allocations for short-term decisions to deal with 
uncertainty. Cost allocations help a manager 
to determine how much risk he or she is willing 
to take. 

4. Discussion: Managing the uncontrollable 

The results of the experiment described above 
are now discussed to assess the relevance of ABC 
information for short-term decisions. Conversa- 
tions with senior managers who participated in the 
experiment suggested that one of the causes of 
uncertainty could be that the distinction between 
“controllable” and “uncontrollable” costs and rev- 
enues seems to be indistinct in many cases and 
subject to change by a manager’s efforts. After the 
experimental sessions, when the hypothesis and ex- 
perimental design were discussed with each partici- 
pant, some of the managers explained that they 
believed they could create profitable activities if 
they tried harder. Some also believed that they 
could reduce unavoidable costs anyway, if they 
tried harder. Studies reported by Langer [39,40] 
demonstrated the same belief of people in their own 
ability to exert control over events. In other words, 
the experiment gave rise to the idea that in some 
situations managers can actually determine 
whether particular costs and revenues are con- 
trollable. So-called “uncontrollable” costs and 
revenues could become “controllable” if manage- 
ment’s attention is focused on changing them (see 
e.g. [3,41]). 

To discuss this idea, the present paper focuses on 
situations in which short-term decisions and long- 
term decisions are contradictory. For example, im- 
agine that an ABC analysis indicates that the costs 
of producing particular parts internally are higher 
than the costs of buying the parts externally. When 
controllable costs and revenues are considered, the 
conclusion might be that the company should pro- 
duce the parts internally in the short-term, whereas 
in the long-term-when some costs and revenues 
become controllable-buying the parts externally 
is better. As another example, suppose that a com- 
pany has a warehouse for storing inventory, and 
that an ABC analysis indicates that the costs of 
storing inventory are excessively high and, therefore, 
the company wants to reduce costs in the long-term 
by abandoning the warehouse. Inventories could be 
reduced by investing in projects to improve logistics 
management. However, individual projects turn 
out to be unprofitable. The reason is that many 
costs are unavoidable by individual projects, since 
each project cannot reduce inventories sufficiently 
to reduce capacity costs. Investing in improvement 
projects creates idle capacity in the warehouse, 
without reducing costs substantially. Long-term 
decisions and short-term decisions contradict. 

In the present paper it is hypothesized that if 
long-term and short-term decision calculations 
contradict, then the separation between control- 
lable and uncontrollable costs and revenues 
becomes dynamic and subject to a manager’s influ- 
ence. This hypothesis is based on personal impres- 
sions and supported by an empirical study reported 
by Jungermann et al. 1421. The study demonstrated 
that goals have a role for generating actions in 
situations in which these are not given a priori. This 
supports the idea that a long-term goal is useful for 
generating actions which will change short-term 
costs and revenues, even if these costs and revenues 
are considered to be uncontrollable in the short- 
term. This can also be formulated in the following 
way: The concept of relevant costs and revenues 
assumes that it can firstly be determined which 
costs and revenues are controllable and, secondly, 
a decision can be made. Here it is suggested that 
making a decision partly determines which costs 
and revenues become controllable. This is repres- 
ented in Fig. 1. The objective of this section is to 
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explain this hypothesis. If we accept the hypothesis, closed and the vacated facilities left idle. Sales 

then ABC becomes important for guiding short- would go down by $l,OOO,OOO, while costs would 

term decisions. only be reduced by $800,000 + $150,000. 

To clarify this, an example is discussed below. 
The example concerns a discount department store 
and a decision whether the grocery department 
should be continued needs to be made [43, 
p. 933951. The present annual income is presented 
in Table 2. Avoidable costs are department salaries 
and other costs that could be avoided by not oper- 
ating the specific department. Unavoidable costs 
include many common costs such as store deprecia- 
tion, heating, air conditioning and general manage- 
ment expenses. It is assumed that there are only 
two alternatives: either close or continue the 
grocery department. If the grocery department is 
closed, then the vacated space would become idle 
and the unavoidable costs would not change. Un- 
der these conditions, it is clear that matters would 
become worse rather than better if groceries were 

However, a different interpretation of this deci- 
sion is proposed here. The two essential assump- 
tions of the calculation are that particular costs are 
unavoidable and that no alternative profitable ac- 
tivities are available. The actual situation may not 
be as clear-cut and unambiguous, though, and 
a manager might be reluctant to accept these as- 
sumptions. First, the manager simply may not have 
sufficient information about existing opportunities 
which yield a higher contribution margin or about 
available possibilities for reducing the present ca- 
pacity costs. Second, the manager may feel that 
such opportunities and possibilities could and 
should be created. The manager of the store could 
close the grocery department in order to pressure 
his or her organization to come up with better 
ideas. Better ideas might include other products, 

Determine controllable 
costs Si revenues -W Make a decision 

Make a decision 
It depends on which 

--t decision has been made 
which costs 61 revenues 
are controllable 

Fig. I. 

Table 2 

Example of a capacity utilization decision. Annual income of the discount department store 

Total Groceries 
General 

merchandise Drugs 

Sales 

Costs of goods sold and expenses 

Contribution margin 

Fixed expenses (salaries. depreciation, insurance, 
property taxes, etc.) 

Avoidable 
Unavoidable 

Operating income 

$1900 $1000 $800 $100 
1420 800 560 60 

480 200 240 40 

265 I50 100 I5 
180 60 100 20 

35 (10) 40 5 

Source: Horngren (1984, p. 93) 
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long-term and short-term 
decision calculations 

which are contradictory 
I 

t4- moderating variables 

managers will be able to influence 
“uncontrollable” costs & revenues 

. 
ABC-data are relevant 

for short-term decisions 

v 

short-term decision calculations 
are unrealiable and managers 
will use cost allocations for 
decision-making 

Fig. 2. 

new clients, other ways to sell, or possible ideas for 
avoiding costs (e.g., selling or leasing part of the 
store building). These are opportunities which do 
not yet exist, but should be created. 

Two citations may help to formulate the idea 
discussed in this paper in different ways: 

The theory poses the problem of choice in terms appropriate 

to decision making in an uncontrollable world, rather than in 

a world that is subject to control. .._ We may prefer to have 

managers imagine (sometimes falsely) that they can control 

their fates, rather than suffer the consequences of their 

imagining (sometimes falsely) that they cannot 144, p. 14 151. 

Although such believes can induce sub-optimal behaviour in 

discrete incidents, they can also lead to functional, proactive 
behaviour across time, which, given the difficulty of attribut- 

ing outcomes to skill or chance, is preferable to overestimat- 
ing the latter. In fact, persistent underestimation of skill can 
lead to “learned helplessness” [45, p. 2111. 

The purpose of this section has been to formulate 
the following hypothesis: If long-term and short- 
term decision calculations are contradictory, then 
managers will be highly motivated to try and influ- 
ence so-called uncontrollable costs and revenues 
anyway and this will, in fact, lead to some control- 

lability of “uncontrollable” costs and revenues. In 
other words: Whether particular costs and revenues 
are controllable or uncontrollable partly depends 
on whether these costs and revenues are considered 
to be either controllable or uncontrollable. 
Whether this hypothesis is true will probably de- 
pend on several unknown conditions (moderating 
variables). However, if this hypothesis were true, 
then this has several consequences (see Fig. 2). 
First, short-term decision calculations become un- 
certain which, as was discussed in Section 3, will 
induce managers to use allocated costs for short- 
term decisions. Second, information on uncontrol- 
lable, allocated costs-such as ABC information- 
is relevant for short-term decisions. 

5. Conclusions 

The first objective of this paper was to contribute 
to discussions on the use of ABC for decision- 
making. In the literature it is described that deci- 
sions interact and it is, therefore, hard to define 
precisely which costs and revenues are affected by 
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a particular decision. In the present paper it is 
hypothesized that such an interaction is partly 
caused by a manager’s self-confidence and power to 
manage seemingly uncontrollable circumstances. It 
has been hypothesized in this paper that if long- 
term and short-term decision calculations are con- 
tradictory, then a manager’s belief that conditions 
are changeable will create the opportunity to 
change “uncontrollable” costs and revenues. The 
hypothesis was based on personal impressions from 
conversations with senior managers who par- 
ticipated in an experiment. If we accept this hy- 
pothesis, then some validity can be placed on cost 
allocations for short-term decisions. 

The second objective of this paper was to provide 
an explanation for the use of cost allocations for 
decision-making in practice. Uncertainty about fu- 
ture conditions affects the reliability of decisions 
calculations. Experimental results supported the 
conclusion that managers use cost allocations for 
decision-making purposes to deal with that uncer- 
tainty. 

The hypothesis and conclusion suggest some in- 
teresting questions for further research. How accu- 
rately can an organization estimate the controllable 
costs and revenues of a particular decision? How 
strongly can an organization affect costs and rev- 
enues which at some point in time seem uncontrol- 
lable? Which factors determine the answers to these 
questions? In this way, we would get a better under- 
standing in which situations cost allocations such 
as ABC-systems are relevant to support short-term 
decision-making. 
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