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ABSTRACT

Managers are responsible for identifying the nesd for
control and for designing control systems that are appro-
priate for each set of conditions. This thesis axamines the
pature of orjanizational control and discusses historical
approaches to organizational control. Structural and behav-
ioral control system theories are presented and analyzed.
Pour alternatives to control systam design are documented
and an approach to control system dasign is offered.
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I. INIRODOCTION

The homeowner who installs an alaborate security system

and the corporate vice president who institutes =2 complex
budgeting procedure are each sharing a common goal: control.
The homecowner 4is atteapting to pravent unauthorized access
to his property and to safeguard his assets. The systam may
provide for various measurement 1lavels of sensitivity and
may include a deafening alarm as instant feedback. The vice
president is seeking ¢to provide a aeans for translating
corporate objectives to a planning and evaluation tool. The
feedback may not ba as instantanesus but may still be as
effactive. Management's attention will be quickly drawn to
excassive variances and missed profit objectives.

Bach individual started at +the same point, recognizing
the need for a contrcl measure. Pron that point, however,
each may have planned, d4designed, 2and constructed a control
system based on entirely different theories and assumptiorns.
Bach control system may be alike in purpose but bear little
resemblence in a comparison of system elements. In fact,
two vice presidents (or two homeowners) facing the same
control requirement may devise radically differing means of
controel, vith each solution providing varying levels of
effectiveness.

Is there a standard for devaloping control systems?
Doss the nature of the control requirement dictate a partic-
ular approach? Are fipancial controls based on the same
underlying theories that govern behavior control? How
important are the neasurement and <feedback functions of
control? Are the situations of the homeowner and the corpo-
rate vice president really similar past the point of
recognizing the need for control?




A. SCOPE AND OBJECTIVE

This thesis will examine the nature of coantrol and the
development of contrel systeas. It will address <the need
for control and the various solutions proposed by academics
and practitioners. The design >f control systems for
specific management objectives will be discussed and criti-
qued. Studies that have =measured control systea appropri-
ateness and effectiveness will ba presented. It will
conclude with a discussion on the da2sign of a cor ol system
and an approach for managers to consider for effective
control systea design.
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II. CONIROL

A. COENCEPT

The term 'control! brings to mind many different mean-
ings. 1In various contexts it may imply direction, coercion,
guidance, power, or authority. Yany of these words have
negative connotations, as wvell they should in certain situ-
ations. These are not, however, the context in which
control is being examined. Otley and Barry [Ref. 1] cite a
second meaning, that of the regulation and aonitoring of
activities. This use of the word providas a glimpse of the
positive nature of the c¢ontol process. An example will
clarify this point.

A sailboat's tiller provides a means %0 change the
direction of the boat. The sheets to the jib sail and main
sail provide one means t> increase or deczease the boat's
speed. At the start of a race th2 helmsman has an objec-
tive: to make the marks on the sourse and to cross the
finish line first.

The selection of a sailor and a sailboat as an illustra-
tion is a deliberate attempt to ovarsiamplify the nature of
the control process and t¢o point out the universality of the
concep*. The metaphor illustrates each fundamental aspect
of control. The objective (or goal, plan, or mission) is to
sail the boat across the finish 1lina first. The tiller and
sail sheets are two, of many, actisa tools that the helmsman
has to cause the boat to move towards that objective. The
boat's relative progress throughout the race provides both
inastantaneous measureaent of efficiency and feedback that
dictates possible corrections requirsd. The fundamentals of
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a control system are evident: objectives, actions,
measurement, svaluation, and feedback.

This level of simplification is only appropriate wher
discussing th?2 wmost mechanical of requirements and control
systeas. Numerical-centrol weldingy machines or computer-
controlled traffic 1lights provide ready examples. The
designs of these types of control systems are relatively
straightforvard. A major goal of managers is the design and
application of systems to control and influence behavior.
An organization's effectiveness may often depend on how well
this control is exercised. I+t is important to remember the
applicable definition of control: monitoring and requlating.
The monitoring and regulating of haman behavior requires a
high level of control systea sophistication.

B. HNANAGEHENT'S DILEHHA

If employaes were always cognizant of the organization's
objectives and could be relied on to always act in a manrer
that best suited these objectives, there would be no need
for control measures. Unf ortunazely, this is not the case.
Thus, one of the dilemmas facing managers is recognizing the
need for «ccnrntrol and then developing the @most appropriate
means to ensure control. Management's responses have varied
from little or a0 control +to highly structured environments
and tightly d2fined job descriptions and performance
standards.

How has management attempted t> control the performance
of the organization's employees? This section will discuss
various historical approaches +to the sources of control
inherent in organizationmns.
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C. PONWER

The control process implies +hat routines and resources
are determined or influenced by members of the organiza+ion.
Sociologists, and early management theorists, would first
highlight the source cf the control: power. Hickson and
McCullough [Ref. 2] define power as "the capacity to use
resources, for example wealth, status, or expert kanowladge,
to affect others." They examine power from the perspectives
of organizational hierarchy and divisior of labor, ackrowl-
edging that these two concepts overlap, with hierarchy also
representing a division of labor. This concept of corntrol
appeals to the autocratic manager vho may yield zo the most
basic level of <control, the ability «o <coerce appropriate
behavior <through the use of punishment and negative
incentives.

A research group at the University of Aston in
Birminghanm, Bnglang, 2f which Hickson was a nmember,
conducted what has become known 3s the Aston studies, 2
dedicated research effort of both organizations and their
meabers (Ref. 3]. As one example of hierarchical power they
contrasted the degree of centralization of formal decision
making authority. Governmental and publicly owned organiza-
tions shcwed 2 high degree of centralization, reflecting the
pressures of public scrutiny and accountability. In ctter
organizations control was achiaved not by the centralizing
of decision-making pover but by th2 establishment of tasks,
reles, and procedures. Hickson and %cCullough describe it as
a"....less visible fcrm of power, which sets the limits of
what others may do, shapes the pramises by which they
decide, and then delegates authority within +hese
constraints." [Ref. 4] Hickson and McCullough are careful
to note that pover does not flow only up and down organiza-
tions but across organizatrions as well. The degree of




pover may favor one department over another and may vary
from one organization to another, For example, the outcome
of a production department~sales 31epartment battle may be
decided on *he perceived (or real) 1lavels of organizational
power held by each department. In fact, power also deter-~
mines relationships betwesn organizations. Pugh and Hickson
[Ref. 5] cite the external dependencies (a power limitation)
of organizatisns as correlating with greater centralizationm.

Cartwright [ Ref. 6] summarizes the work of Tannenbaum
and others which has ",...underlined the importance for
organizational functioning of a sufficiently high 1level of
social influence within the organization.”" Using a "control
graph®, hierarchical levels of an organization are plotted
against the amount of control (power) exercised by members
at each level. The r2sultant curves reflect both the
distribution of control throughout the organization and the
total amount of control exercised. A manager who seeks %90
rely on power as a primary means of control requires a thor-
ough understanding of both the control profile of the orga~-
nization as w2ll as the nuances and subtlieties masked by the
graph. Hickson and McCullough us2 this graph to con*rast
perceptions of hierarchical power in various organizations
and to point cut that pover is rarely a dominion of only one
level of an organization. Cartwright citas a positive
correlation between the amount of total contrel and
effective organizaticnal performanca.

Etzioni (Ref. 7] discussed powar as a means for control
held by wvarisus srganizational positions. This pover is
part of the organizational control structure, 3
Mee..distribution of means used by an organization to elicit
the performance it needs and to check whether the quantities
and qualitites of such performance are in accord with orga-
nizational specifications." [Ref. 8] Etzioni classifies
these methods of control, this power, into three categories:

LR




1. coercive power: the use, or threat of physical means

2. utilitarian power: the use >f material means

3. identitive pgwer: the usa of symbols (prestige,
esteer, acceptance)

All three variations of pover may be utilized 4in one
organization and tend to be alligned with structural hier-
archy, 4i.e. coercive power is seen most often at the lower
levels of an o>rganization while utilitarian power, material
revards, is seen more often at higher levels. The corse-~
quences of tha different methods of control are important to
highlight: "....the application of symbolic means of control
tends to convince people, that of material wmeans tends to
buiid up <their self-oriented interssts in conforming, and
the use of physical means forces tham to comply." {Ref. 9]

Prench and Raven [Ref. 10] offar another description of
povwer. They have identified €five "bases" of power, as
viewed from the person subject to it:

1. rewvard powar: conformity 2f behavior based on ¢he
possibility of revards or banefits

2. coercive power: conformity >f behavior based on the
possibility of punishment

3. refereat power: conformity of behavior based on indi-
vidual attraction and identification

4. expert power: conformity of Dbshavior based on the
belief of superior knowledge or expertise

5. lagitimate power: conforaity of behavior due <o
accepted rights of influencse

French aad Raven would contenldl that all these power
bases exist in any orgqanization and that individuals will
comply with them based on their perspective. The implica-
tions for all 1levels of the organization are clear: where

are the power bases and what 1lavels of power do they




conmand? Highly structured, sophisticated control systems
may fall prey to the 1low-~level, 3stablished employee who
fails to participate because of an inherent distrust of
"newv~-fangled* procedures. Other employees may view this
individual as possessing high amounts of referent or expert
power and <than may also contributs to the failure of the
organization to move towards its objectives.

Is pover sufficient to> control? Hickson and McCullough
+ie the issue back tc that of decision-making. Remembering
that povwer exists at all levels of the organization, that it
exists both across the orgarization and between organiza-
tions, and that the balance and kinds of power are
constantly shifting, <the affects of power on the decision-
making process (and the <control systean) are evident.
Decisions are not made in a vacuum; organizational units are
avare of other sources of power and their resulting poten-
tial for conflict. The decision~maker who ignores these
conditions runs the risk of losing his source of power. Th2
decision-maker who relies solely oa one form of power as a
means of control may ultimately losa that control.

D. ORGANIZATIONAL STUCTURE

An organisationmal structure_is the body of <he enter-
prise, control is its soul. The ode cannot exist
without the other. {Ref. 11}

Bilon finds a clear distinction between the structure of
an organiza+tion and its control fanction. The structure
identifies major tasks of groups or departments, their hier-
archical relationships, and their responsibilities. The
control function "....provides solutions to problems that
these groups o5r individuals are likely to encounter in the
course of performing their tasks." (Ref. 12] These distinc-
tions, <though clear to Eilon, are not as clearly drawn by
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others. Some managers view the structure of an organization
as the primary means of control. An organizational chart
defines relationships, charts a chain-of-command, and serves
as a reference point for the members of the organization.

Salaman [BRef. 13] uses the concept of organizational
structure as "....the observed, patterned continuity in the
behavior and activities of organizational members over
time."” The continuity is the result of this structure,i.e.
it serves as the control mechanism. The structure need not
be spelled out by means of an organization <chart or a
defined policy.

Salaman highlights where Pugh and Hickson take this
point cne step further:

All organizations have to  make provision for continuing
activities directed towards the achievement of iven
ains, Requlagltzes D activitiss such as task alloca-
tion, supervision coordination ace developed. Such
regular ies cans%ztute fganlzatlon § structure, and
thé fact that these activiii ~an be arran% in
various ways means that organizaticas can have differing
structures. (Ref. 1]

Wha+t, then, determines organizational structure and
vhere does the control faunction eanter into the decisicn?
Are there classifications into which organizations can be
placed? Do these classifications 1lead to appropriate
contrcl measures?

Parsons [Ref. 15] vievs organizations as a subset of the
societal syst2m, a system that facss four basic challenges:
adaption, goal achievement, integration, and latency. He
further uses these gproblems to develop a classification of
organizational types: economic organizations, political
organizations, integrative organizations, and pattern mein-
tenance organizations. The control measures wvould be tied
to both the type and challenges that face the organization.
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Etzioni also favors the use of classification of organi-
zations as a means of comparing thair structure and control
means. .Building on his praviously discussed classifications
of power, Etzioni uses compliance as a key to this schese.
Prom the perspective of the organizational member, cowmpli-
ance refers to levels of obedience aand the reasons for this
behavior. Again, the power systea of the organization is at
the center of this classification and permits the compari-
sons of organizations with a broad range of goals and objec-
tives. "Oorganizations that have similar coapliance
structures tend to have similar goals, and organizations
that have similar goals tend to have similar compliance
structures.” ([Ref. 16] Btzioni has developed three types of
organizations:

1. normative organizations: a high level of goal congru-
ence betveen the goals of the organization and the
goals 2f the sember

2. utilitarian organizations: the goals of the organiza-
tion and the goals of the members are neutral

3. coercive aorganizations: there is a2 wide disparity
between the goals of the orjanization and ¢the goals
of the nembers

Btzioni would contend that structure and control are a
shared organizational characteristic and that *“he organiza-
tional type and coantrol means coapleaent each other. In
fact, like power, these levels of compliance and reasons for
compliance will be found throughout the oJrganiza%ion.
Pirst-line super "isors will more likely resort ¢to coercive
means of compli i~ <than would sanagement at higher levels
of an organiza: . Salaaan, and others, would criticize
the Parsons -~au zaoni classification scheses based on
their difficulty .. prove empirically and their inability to
narrov dovn the characteristic that correlates, 5r leads ¢to,
any given fora of organizatrional structure.

15




Salawman, Ouchi {Ref. 17 ), Lavrence and Lorsch [(Ref. 18],
and San Migual [Ref. 19) all cite the importance of the
contribution of Woodward in the identification of another
variable that serves as a basis for the classification of
different types of organizationms. Woodward [Ref. 20] iden-
tified technology as a variable for classification and even-
tually, structura. Woodward and her research team set out
to test for correlation the abundance of management princi-
ples and business success. By sampling a vast majority of
the firms in one geographical area, the research group
studied a range of businesses that crossed almost every
example of praoduction technology. One conclusion Woodward
reached was doubt that there exists a set of management
principles applicable for all types of production systeas.
Another finding was that siasilar management practices were
employed by successful organizations utilizing similar tech-
niques of production. Technology (routine versus anon-
routine production) vas shown t> be a determinant of
ocrganizational s+tructure and the 1istribution of control.
#oodward provided a step in the movament towards the contin-~
gency thecry of orgamizations: thare is no ideal structure
but, in her study, only an indication of the dependency of
principles and structure on the tachpological processes of
the organization.

Burns and Stalker noted varying sets of aapagement
methods in groups of industries. Their study resulted in
the classification of management practices as mechanistic or
organic. The mechanistic system is appropriate for organi-
zations operating under stable conditions while the organic
systeas are more appropriate ".... to changing conditions,
which give rise constantly to fresh probleas and unforeseen
requireaents for action which cannot be broken down or
distributed automtically arising from the functional role
defined within a hierarchic structure." ([Ref. 21] The
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control systeam of the mecanistic approach requires a thor-
ough understanding and delineation of the organization's

methods and meabers roles. Orgari: methods, though, do not
rely on these strict methods but, rather, exist with liitle
formal dJefinition and are far more adaptive to change.
lawrence and Lorsch [Ref. 22] confirmed these conclusions
and found that "....effective organizational units operating
in stable parts of the environment are more highly struc-
tured, while those in more dynamic parts of the environaent
are less formal."

Lavrence and Lorsch have made a sigpificant coantribution
to organizational research with their notion of contingency
theory. Concluding that "“There can be no %ae best way to
organize a business®, these authors advocate a thecry that
views the organization as a system that adapts to its
external environmsnt by altering states of differentiation
and integretion akong subunits. Differentiation is "....the
difference in c¢ognitive and emotional orientation among
managers in different functional departments® [Ref. 23],
vhile integration is "....the quality of the state of
collaboration that exists among dapartments that are
required to achiave unity of effort by t“he demands of the
environment." {Ref. 24) Successful organizations utilize
different structures to deal with different environments and
display a high 1level of integration among subunits,
Successful oryanizations, <then, ansure that their control
systems match their structure, i.e. are responsive to the
environment in which the srganizatiosn exists. '

Perhaps one of the most obvious sxamples of +he rela-
tionship of structure and control is the concept of bureauc-~
racy. In their discussion of the bureaucratic mcdal of
decision-making, McNallen, Zand, and Lewin ([Ref. 25)
describe a bureaucracy as a "....large, complex, hierarchi-
cally structured organization, which has formally assigned




or delegated functicns and responsibilities to subordinate
or cosponent >rganizations.® This organizational structure
parallels the aechanistic practicas of Burns and Stalker
and is based on the premiss that efficiency results froam the
highly specialized division of labor and responsibility. 1I¢
is obvious that this structure, to5 be used as the primary
means of control, requires the most detailed level of under-
standing concerning the purpose and direction of the organi-
zation. Decision-making is reduced to following
predetermined paths and procedures, vhile unusual circum-
stances require additional effort and deviations froam the
routine. Behavior patterns for 2aployees arz delineated
through c¢omplex organizational charts and organizatiomal
procedure manuals.

What has the nature of organizational classification and
structure to do with the wmezns of organizational control?
Why do the concepts seem td parallal each other so closely?
Salaman provides a clue wvhen he 3iiscusses the tructural
concepts of formalization (rules) and centralization (vhere
decisions are nade). Both Salaman and Child cite the fact
that these variables are somewhat inversely related and both
authors suggast that each characteristic may represent
alternate aethods of controlling behavior. As Child notes:

One may attempt to control bahavior 4indirectly by
relying upon procedures and records as methods  for
lil i;nq spﬁztion...and for monl;oging activities.
Hit the 11 ts zlgosed by _such indiréct controls,
decisions can be delegated to lower levels in the hier-
archy, and to employvées in specialized roles...This can
be termed the bureaucratic strataga_of control. Qf one
nag agtenpt to ga ntain contfol 1ra§tlg by ¢onfining
detisions” to fairly senior evals a the “hisrarchy.
This economizes on the need for elaborate systeas of
prccedufes and aperwork...This can be termed the
centralizing strategy of control. [Ref.

Ouchi [Ref. 27] would take exception to this viev of
control being so closely 1linked with structure. Indeed,




citing Woodward's (and others) research on the the structure
of an organization and its dependence on techndlogy, Ouchi
would insist on a distinction betwe2n structure and control.
His idea of structure wvould include traditional vertical and
horizontal characteristics while the control systea would
consist of tw> parts: a set of coanditions which govern <+he
forn of control to be used and the zontrol systeam itselé.

H#ighlighting the true nature of a control systeam as a
sonitoring and evaluation systea, DJuchi contends that thers
are only tvo phenomsena to be monitored and coampared against
a standard: behavior and the outputs vwhich result froa
behavior. In order to provide a aeans for determining the
appropriateness of eithear behavior control or output
control, Ouchi bhas devised a matrix based on the avail-
ability of outpu¢ measures and the level of knovledge of the
transformation process (resembliny Woodward's concept of
technology) .

Various combinations of these considerations can 1lead
managers to select either form of zontrol or 2 coabination
of both. Por example:

Since they have _perfsctly undarstood transformation

processes and good neas%res of outggt, the *in an
plant the typewriter fac*ory, aj the automobile
assclﬁly plant have <the option of usin either form of
control. Havin a poorly undarstoo ransforaation

grocess but unambiguous measures of output, the life

nsurance Aagency, the advertising aggncy, and the
research canter bave only  the option of output
control...whaere the transforsatisn process is not known
and outputs are unseasurable, only rizualized control is
possible. [Ref. 28]

Oouchi conducted a study of 78 rstail companies to deter-
nine whether or not technologies anl dimensions of organiza-
tional structure are related to either fora of
organizational control. Some of his conclusions include:
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1. Both vertical and horizontal differentiatior lead %o
increased completeness of output measure, while homo-
geneity of tasks is associated with lass coasplete
output measures.

2. The more non-routine and unanalyzable the task, <he
less appropriate behavior control.

3. Pormalization has no significant effect on output
control, suggesting that these are indepandent
dimensions rather than substitutes.

Ouchi does not contend that structure and control are
not related. Be does see his view of control as having a
sajor advantage over the structural approach because "....it
easily admits the actcrs in the environment into considera-
tion." (BRef. 29] The method of control must reflect the
tasks that the organization is se2king to fulfill, along
with a strong coansideration for tha appropriateness of the
organizational structure. Ouchi provides an articulate
challenge to managers and academics:

n the immediate sense, the_ problem of, oiganization
esign is to iscover that balanca of socialization and
measurement which most efficiently peraits a par<icular
orgapization to achieve cooperation amQng its members.
In "the longsr run, the problem is to_undefstand how, it
a society that 1is ianeas;n ly luralistic and thus
aoal-inconqruenﬁ, in which interes groups become more
istinct and in which a sense of -ommunity seeas remote
the control of organjzations can be achieved v +hout
recourse *o an unthinking bureaucratization which is at
odds with the increasing interdapendence ana.anbiguity

which characterize economic organizatioans. ({Ref. 30)




IIT. A SIRUCTURAL APPRROACH

4. IBTRODUCTION

The development of control has moved hand-in-hand with
the development of organizations. As organizations have
evolved from cottage industries +to multinational conglomer-
atss the requirements of organizational design and control
have also increased in complexity. Control theory has
evolved as well, building wpon historical theorias and
approaches. Ansari (Ref. 31] categorizes current approaches
to contrecl as being primarily structural or behavioral, a
difference that is based on the perspective of the
researchers and designers of control systeams. Structural
approaches reflect a concentration on information and commu-
nication wvwhile behavioral approaches emphasize human and
social aspects of ccatrol. (Lebas [Ref. 32} would add a
third approach, the Information Bconomics approach, with an
emphasis on decision-making modeling. This approach will
not be discussed here.) Structural approaches have been
favored by cybernetic and accounting researhers while the
behavioral approach reflects a sociological-psycholgical
base. Ansari, 1like many others, is nov using an expanded
tera: management control. This term emphasizes where the
control is utilized and, especially for Ansari, describes
those situations vhere "....the controlled variable is human
performance.”™ (Ref. 33]

This chapter will highlight ona structural approach %o
management control, an approach devaloped by Anthony.
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B. THE ARTHONY APPROACH
1. Gategories

Anthony [Ref. 3¢] has approached the control of
organizations from a broader perspective by including tha
plaaning process. In comparing the control of orgariza+ions

ith the simpla mechanistic control previously ou+tlined, he
cites some major differences betw2en these ¢tvwo levels of
control:

1. In an organization the goal plaaning (vhat the orga-
nization should be doing) is *he result of the plan-
ning process and is so closely tied to +the control
function that they should be approached as one
process.

2. The organization's control system seldom operates
automatically. The critical action dacisions tha+
result from the control's 1aeasurement and feedback
are cften the result of how management perceives the
feedback and interprets the measurement. When these
involve human behavior, or Jjudgements about human
behavisr, the control sys:a2m can be far from auto-
matic in recosmmended alternpatives. For example, 2
defective traffic 1light timing mechanisa produces
effects that are clearly evilent and often the tempo-
rary sdolation will be obvious. When dealing with
employees, the course to briag about desired behavior
say not be so easily decipherabla.

3. Organizational control will often require dinter-
organizational coordination, A simplistic control
system often acts autonomously with no regard for
other systeas. Oorganizational control seldom enjoys
the luxury of such isolation.
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4. Organizations are subject t> a form of control not
inherent in the system: tha employee's self contcol.
Pach eaployee can exercise some judgement, whether
called for or mot, in carrying out responsibilities.
Motivation can be the result of npumersus personal
reasons (i.e. religion, prejudices, 2ducation) but
the outcome is the same: bshavior influenced not by
the control systea but by the employeets self
control.

In order to encompass ¢these varied aspects of
control, Anthony has classified planning and control activ-
ites into three categories: (1) strategic planning, (2)
management control, and (3) operational control. These
processqs are viewed as a part of +he organization's
information systea.

2. strategic Blaaning

Strategic glanning is the process of deciding on
objectives of the organization, on changes in these
ctives, on the resources used to attain these objec~-
s, and sn the policies that are to govern the acqui-
on§5] use, and disposition of hese rescurces.

strategic planning is concaraned with the organiza-
tion's future, its long-range plans and policies. The oper-
ations of the organization will be guided by this planning.
#here does ths organization want t5 be in ten years? What
nev purpc¢ses or markets or missions does the organization
wish to pursue? The strategic plan will usually -eference
parts of the s>rganization rather than the whole entity. For
exanple, diversification or vertical integration may be tae
key elements of a strategic plan. The plan will idertify
conditions or opportunities for growth or change. Strategic
planning should not follow any timstable or regqularity; its
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strength lies in its ability to bs responsive to oppor+uni-
ties that arise or are presented. As a part of the organi-
zation's information system, the strategic plaanircg function
telies on information that is typically generatad outsidsz
the organization, rather than on information <that 1is
routinely found in its day-to-day operations. This point is
made clearer vhen remembering the =rature of the strategic
planning process. The future is clouded with estimatss,
projections, forecasts, and personal expectations.
Developing a strategic plan encompasses these less-than-
factual figures and no%*ions, and attampting o format them
into organizational goals. The ugigue information
requirement of strategic planning is evident.

The activities of strategic planning are most often
conducted by the organization's top management. Ideally,
their perspective is not obscured by the ¢type of mid-level
myopia that often, and appropriatzly, confronts the oper-
ating management of an organization. That is not tc say
that the strategic planner is necessarily free of bias. The
planner's professional background may provide a reference
point that is Qifficult to lose sight of. For example, *he
district sales manager who finds himself promoted to a
corporate level marketing management position brings aleng a
viewpoint that may very well «clash with the comptroller who
ros2 through the accounting ranks. A Naval officer who has
commanded destroyers for much of his career may encounter
significant personal difficulty when assigned %o the Navy's
long range planning group and asked to participate in
decisions concerning the Navy of the twenty~-first century.

The strategic planning function, then, is an itera-
tive process that quides the futurz course of the organiza-
tion. Its perspective is 1long-range and its information
requirement unique. Its direction will, ideally, reflect
both a crea+tive and analytical response %0 the srganizatioms
environaent.
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3. Mapagament Control

Management Conttol is the process_ by which
uanagers asSure that resources are ob+tained and used
affect -velg and efficiently in th= accomplishment of the
organization's objectives. ([Ref. 36]

Anthony's definition of management control not only
provides a meaning +¢ the concept but a contrast with the
nature of strategic planning as well. It is a <control
process used by managers. This process involves regularity,
an action that is continuous. Contrasted with the s+*rategic
planning function, a function that rasponds to conditioans
and opportunites, management control responds t9 the organi-
zation's goals and the implementation of the organiza%ion's
actions to achieve those goals. A control primarily exer-
cised by line managers, management control is exer*ed over
employees and other managers. Remember that coordinatica of
control is a key aspect of organizational control.

Note the mention of effectiveness and efficiency in
the definition of management contrdl. I+ is at this point
that measurement beccmes an important part of +the control
process. Tha strategic plan of an organization may not be
seasurable for years to come but management control requices
a measurement of not only whether or not the organization's
resources are being used of ficiently but whether or not they
are being us2d4 %> achisve the organization's goals. For
example, a charity-sponsored meals program may be providing
free, nutritous meals throughout <he community. 1f£,
hcwever, <the recipients of the genzrosity are not *he indi-
gent street-dwellers but rather the less-needy members of
the community, the charitable organization has scored high
in efficiency but proved ineffectiva in meeting its goal of
providiag for the downtrodden.




Management ccntrol narrows its information require-

ment. The information is usually in the form of plans and
reports of actual data. Zombine this with the emphasis orn
resource utilization and it becomes evident that the infor-
mation céf management control is most appropriately
expressed in financial terms and measured in moretary units.
This method of information provides management with a means
of comparison, evaluation, and performance measurement. For
a profit oriented organizatior this wmeans o0f evaluation
provides a measure of fairness (perhaps only perceived) in
compariscns of subunits contribution to the organization's
goals.

Managament control is an ongoing, ®managerial process
that strives to ensure that the organization is efficiently
moving towards the strategic goals of the organization. It
is a control that is measurable and open to evaluation.

4. QOperational Control

Opecational control is the process of assurin
t _specific_tasks 7%'e carriad out effectively n
ic

th
efficiertly. ([Ref.

:

This form of control comes closer to *he form of
mechanistic control outlined previsusly. The focus is or
specific, identifiable tasks and relationships where ac*ioms
and resul*s can be analyzed and optimum results known with a
high degree of certainty. The ¢asks are usually :identifi-
able with a2 factual body of scienc2 or are appropria%e for
mathematical modeling. This form of control does not neces-
sarily exclude situations where taz 3nployese is an active
participant. Queuing theory, and its application tc the
length of the line at a %ast-food rastauarant, has employees
as a central component of any solation equa+ion. A more
appropriate example of operational control is a cash




management aljyorithms used by a larga mail-order firm. By an
accurate (mathematical) assessment of the firm*s daily cash
requirements, available cash is more efficiently put to use.

Operational control, then, depends upon how well
each activity can be analyzed and whether or not an optinmum
relationship can be found. Measurament is not usually done
in financial terms or units.

C. DISCUSSION

These forms of planning and control do nct exist in
isolation. In fact, all three are easily imagined in
typical organizations. The strategic planning function of
an organization is a key to its long-term viability.
Planning has 1long been noted as oae of the key management
functions but in Anthony's approach it becomes so0 closely
alligned with the control process that it becomes a part of
the process. A control system that exists in isolation from
the planning functicn does so at the risk of cortrolling
towvards the wrong output.

Euske [Ref. 38] uses Anthony's categorizatiosn to discuss
the usefulness of the budget as a management control device.
His discussion is especially appropriate for public sector
managers in view of Anthony's phasas of a formal management
control system:

1. Prograaaing

2. Budgeting

3. Operatiag and Accounting
4. Reporting and Analysis

This appraach to the management control process is most
obvious in +the Department of Defense which utilizes a
Planning, Programming and Budgeting Systeam (PPBS).
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Buske points out that this concapt of management ccrtrol
is attractive to the private sectdor because of the avail-
ability of +the profit measure and the use of flexible budg-
eting. Thes2 twd> devices provide a means for both plarning
and the measurement of efficiency and effectiveness. The
public sector often lacks these 1eans and so those same
forms of measurament become more difficult. In fact,
government managers are often facsd with the prospect of
losing any budgeted funds not expended, while at the sanme
time their performance evaluation may be based on the amount
of funds and their expenditure. Easke discusses the impor-
tance of +tying performance measuras to the organization's
goal and seeking to ensure that th2sa are reflected in the
budget. He concludes:

Therefore, _if the budget is to be a useful management
control tool, emphasis™ must be glacad not_ only On the
expenditure of funds represented by the budget Dbut also
on the specific goals or services that are generated bg
these expenditurés. In other words, if effort or inpuf
neasures pradominate, careful analysis 1is necessary %o
€§sgre that the measures do relat2 to desired output.
ef.

Ansari suggests that the structural approach tc manage-
ment control places too much emphasis on the variables of
information and communication and not enough emphasis on
social variables. As evidence he offers management
control's primary use of financial terms and measurements.
Although Ansari is building the baskground for his own view
of an integrated approach to conirol system design, his
criticism, along with Buske's discussion, points out <*he
accounting perspective of this concept of management ccntrol
and its potential limited nature.

Otley and Berry are less kind in their <coaments on the
Anthony categorization. These authors contend that:
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1. Organizational theorists have zended *o0 study the
effects of control rather than their appropriateness.

2. Contol theorists have ignored the human element which
renders organizations so unique from other systeas.

3. Accounting researchers hava ignored both bodies of
thought and <require an updated base upon which to
design control systeas.

Otley and Berry argue that +he development of accounting
is s+ill languishking in outmoded organization theory despite
its potential to *,...serve as a coatrol system by providing
both a language anpd a set of prozedures for establishing
quantitative standards of perforzance and in measuring
actual performance." [Ref. 40] Trhey cite the need for
accounting information to match th2 control procedures of
organizations. Claiming that Anthony's managesment ccntrol
attempts to bridge that gap, they find it lacking:

Despite its initial plausibility,  this definition by
vhich managament control is dlstxngulshgd from strategic
plagflng and operational «contro raises significar+
problems...

1. The_problem of defining
explained away by relega
strategic planning.

njiza*ional goals is

orga
tigg i1t to the Treala of

2. The issue of ensuring that desired activities
occur is_ left ¢to operational control. . The
purpcse 5f _this simplification is <o Jdefine an
area of study which can ijnore the gr=2a+ differ-
ences in organization that occur ue to _tech-
nology and énvironment, so as tc Dbe able to
géﬁgggir a universal system of management

Having done_this leaves an emaciated copncept of gagage-
ment control which na; have been valuable as an_ipitial
strategy, but 1is aog esent embarrassaen+t in iaplying an

ggeg-n ﬁow view the managem2nt control procéss.
eof.

Lebas notas one reason for tha attractiveness of this
concept of management control. The approach does not enmpha-
size a behavior model but rather a constructioc of a set of
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rules and procedures vwhose effactiveness is seasurad by

financial teras. As he points out, "....managers do not
want theoriaes; they want solutions.” [Ref. 82}
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Iv. IBE BEHAVIORAL ARPROACH

A. INTRODUCTION

The behavioral approach to management control centers on
the vay in which human bahavior and social processes are
directed to fulfilling the gcals of the organization. The
nature and cosplexity of human behavior has rssulted in a
diverse npumber of behavioral approaches to control in
organizations. This section will highlight the evoluticnary
nature of the behavioral approach and the control theories
of a number of authors.

B. EVOLUTION

Ansari [Bef. 43] divides +ths wevolution of behavior
control into three phases, (1) the traditional managemen*
phase, (2) the human relations phase, and (3 the
contingency theory phase.

1. The traditional management phase reflects the early
views of management, primarily the <concepts of
Taylor's scientific management. The esseance of the
control system has already bean discussed: power.
The managers of an organization cont-olled employees
behavior by their control of the rewards and <che
organization's resources. Managsment's focus was in
determining the optimumr way to carry ou:t tasks and
+hen utilizing their power to obtain +*he employees
compliance.

2. The human relations phase is characterized by the
shift of thought froa a view of employees as strictly
economically wmotivated to a view of employees who
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also seek psychological satisfaction. This phase
recognized that employees had other needs tha:
economic cnes and that the organization could satisfy
some of these needs. Maslow's vwell known hierarchy
of needs emphasized varyiny levels of these indi-
vidual requirements, from basic physiclogical needs
to the need for self-actualization. The effec*s on
managesent's control was a shift from trying to mo%i-
vate with power to motivating by increasing worker
satisfaction. Ansari calls the phase "....a change
in focus of the management function from direction to
leadership." (Ref. 44]

3. The essence of the contingency theory phase has been
highlighted in Chapter II. Its preamise is that the
search for the one-bast-way o2f organizing or ccatrol-
ling promises to result in iisappointment. There are
too many variables, too many structures, and too many
conditions. The search should focus on the most
appropriate solution Eor a given state of
circuastances.

1. Geperal Systems Theory

Ansari points out <that much of <he contingency
theory eaphasis derives from general systemas theory and its
applications to organizations. This theory evolved from the
precept that there is a level at which the principles of
scientific disciplines begin, or ralate to each other. The
level is the "system". Miller [(Ref. 45] defines a systea as

ess.2 Set of interacting units with relationships among
them." Each system relates to every other systeam, usually
analogized as a hierarchy of order. Each systea exists in
an environment, an environment that consists of higher-order
systems. BEach systea's actions affact, and are affected by,
other systeas.




Although this barely scratches the surface of
general systess theory, its adaption to organizations is
easily isagined. Organizations do not exist in isolation
from their environment and departments within organizatioms
do not exist in isolation from aach other. System concepts
of boundaries, an open or closed nature, and entropy all
find analogies in organization theory. The attractiveness
of general systeas theory to contingency theory is that it
points out the myriad involvements and interactions inherent
in organizations and their employees. The proposition that
any one theory or centrol system is appropriate for all
organizations guickly 1loses credibility. The analysis of
the organization's relationships, its technologies, its
environament, and its employess will lead to a se+ of
conditions that will provide a unique control reguirement.

C. THE OUCHI APPROACH

Ouchi [(Bef. 46] has provided a2 framework to gquide the
design of organizational control. His framework addresses
the difficulty of achieving cooperation among persons with
varying levels of gocal congruence that are all involved in
the pursuit of the organizatioa's goals. Not only is there
difficulty in guiding their effort, but a aesasurement of
their cooperation is necessary to ensure an equitable reward
systena. Ouchi has described thres mechanisms through which

these problems can be dealt with, {Mm marke+s, (2)
bureaucracies, and (3) claas.
1. BNackets

The tara “"market" is used in aa economic sense. In
a pure markat, decision-making is reduced to a simple
utility function. Prices (or benefits) provide all the
control necessary to ensure behavior that is consistent with




the organization's goals. Management's evaluation and
rewvard responsibilities are reduced t0 measuremaert of
contribution, a wmeasurement that is also provided by the
price or benefit. Ouchi provides the example of an organi-
zation's purchasing departaent wherz competitive bids estab-
lish the price and reduce the decision-making requirement to
selecting the lowest bid that meets specifications.

A viable market requires a *"norm of reciprocity”
among its meabers. This basic soszial r=quirement ensures
that each member of the amarket acts honsstly or, if not,
that every other meaber of the marketr will tak2 part in the
punishnent, i.e. typically exclasion from <the market.
Without this means of reciprocity the market would require
lavels of supervision to ensure compliance and amuch of the
simplicity of contrcl would be lost. Unlike the social
requirement for a market, its information requirement is
much more demanding. Ouchi uses the 2xampls 5f a profit or
investment center in an organization that is attempting
control through a market mechanism:

In some large organizations, it is possible, with great
2ffort and 4 huge_ accounting staff, ¢to create internal
numbers whjch will serve thé functions °§ prices. That
is b division general managers and eg@rtment heads
at€enpt <o wmaximiZe <their profies bZ taking the Dbest
prices available within the firu, then the firm as a
whole will benefit. (Ref. 47]

2. Bugeaucracijes

In a bureaucracy the naturs of control does not rely
on a utility function but, rather, on a set of rules, guide-
lines, and supervision. A perfect market provides suffi-
cient information to make dJdecisions but a bureaucracy

requires coaparison of behavior to a pre-established set of
rules and guidelines, in order to measure levels of




coapliance. The tera "“rule" implies a restriction but in
actuality it can be a plan or, as Jichi provides, a standard
or budget. The necessity for rulss and guidelines, mads
necessary by ¢the lack of any asacket price mechariss,
provides an indication of why bureaucracies deveslop signifi-
cant lavels of hierarchy and fanctional organizatiorms.
Supervisors sust constantly evaluata adherence to the rules
and, with each level of complexity, specialization ensues.

The increased leval of supervision also adds an
additional social requirement to the bureacracy. In addi-
tion to the noram of reciprocity (i.2. a days work for a days
pay, according to Ouchi) this control mechanism requires the
aeabers to rascognize and accept th2 "legitimate authority"
of the supervisors. These supervisors are often the same
persons vho develop the rules of the organization. These
rules fulfill ¢the information requiremen* of ¢the organiza-
tion and, depending on their level 5f thoroughness and meas-
urability, provida effective control and guidance to the
ocrganizatien.

3. ¢lans

BEvery organization possesses an informal social
structure. In some cases this social structure may provide
a means of control. Typically, in these instances, not ouly
does an effective price mechanism not exist but the naturs
of the individual members' contribution is difficul:t +to
structure through rules and guidelines. Ouchi provides the
example of health care professionals. These profzssionals
are characterized not only by high lavels of technological
skill but by their shared values, values that are likely to
be congruent with the organization's goals.

#hen these socialization processas charac+erize groups
such as phgsicﬁins or nurses _who occupy different orga-
nizations but th sigilar yaiges ve refer to them as
professions. When the socialization process refers to
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all the citizens of a golitical unit, we refer to it as
a culture, When it refers to the properties of a unique
organization, we may refer to it as a clan. [Ref. 48

These values play a key rolz ian the demanding social
requiremsent of a clan:

eeesit relies upcn a deep level of common agreement
betveen members on what constitutas proger behavior, and
it regux es a _high level of comaittment on _the part of
€%c% gg]vzdual to those socially prescribed behaviors.
ef.

4. Behavior and Qutput Conmrrol

These mechanisms of control are in line with Ouchi's
nature of a control system, outlizneid in Chapter II. Recall
that the only two subjects of ameasurement, 3accordiag ¢to
Ouchi, are behavior and outputs. In a pure market mecha-
nism, output measurement is satisfied +hrough the use of
prices. 1In a bursaucracy, behavior is measured through both
a comparison of adherence to rules ard an evaluation by the
superior. In a clan mechanism, neither behavior nor ou*puts
are effective measurements and the ceremonies or rituals of
the clan may serve as the control.

. eesSUPPOS2 that we are running a  research laboratory
at a multibillion dollar corporation. de  have no
ability +to define the rules 9of behavior which,  if
followed, will lead to <the desired breakthroughs which
will, 4in turn, lead to marketable new products for *he
company. We can measure the ultimate success of a
scientific 3iscovery, but it maz take ten, _twenty, or
even fifty years fOr an apparently arcane _discovery *o

be fully agpreciated. Certainly, we would be wary of
using, a stron form of _output control <o, encourage
certain sciantists in our lab while discouraging others.
Bffectivel ve are unable to use either "behavior or

soutput leagﬁres, thus leaving us with no "rational®"fora
of control. [Ref. b |




D. THE OUSE OF BEHAVIOR CONTROLS

Cammann [BRef. 51] discussed the relationship between
control systems and their results (ths outcomes and behav-
iors they produce). Despite a body of research tha+ Zindi-
cates budgets and other financial reports are important
tools for influencing subcrdinates, he laments the lack of
research into why some control systams will produce positive
results in one situation and negative results in another.
Cammann sought to identify <characteristics which affect
th2se outcoames, centering his research on subordinate
participation in decision making, subordinate job diffi-
culty, and the various uses of control systems by superiors.
He identified four ways in which control systems are used to
influence behavior:

1. Goal satting: By using the con%rol system to convey
+he goals of the organization, the superior nmay
expect subordinates to work toward those goals.

2. Evaluation: By using th2 contreol® systam as a
per formance measurement tool, the supzricr may expect
subordinates to strive for favorable evaluatiomns.

3. Contingent reward allocation: By a2xtending the eval-
uation use to include the allocation of rewards, the
control system will motivata workers to the Jesired
behavisr.

4., Problem solving: This use 2f a control system high-
lights work-related problems and is not usually
persconnel directed.

In his study Cammann also chose four iypes of responses to
control systems:

1. Effor:: control systams nay cause subordinates to
increase their effort.
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2. Job satisfaction: control systems may increase
subordinate job satisfaction and motivation.

3. Tactical rasponses: control systems can cause subor-
dinates to respond tactically, i.e. "gaming" *the
system and questioning i*s ability and validity.

4., Defensive orientation: Control sys*eas can cause
subordinates to alter the validity of “he information
and performance measurenment,

Cammann used a sample of managers from a moderately
large U.Ss. organization to test tahe ways in which subordi-
nates responl to their perceived uses of control. His
conclusions include:

1. Control systems can be useful +tools for moti-
vating subordinates to develog their skills and
improve their performance, as on% as the control
systea information is used as_ a basis for devel-
cpmental problem solving, and that this use will
be most effective when +the subordinates have
relatively ecasy Job goals and pacticipate iz
decision making.

2. The use for goal setting is valuable for moti-
vating subordinates to parform well when the
oals serve to «clarify agreements which aras
eveloped through a procéss "of amautual influernce
! but that _it wi 51mgly aotivate rasistance if
: the goals are use to impose difficult
perforiance standards.

3. The final pattern of_ use jinvolves makiag orgapi-
zational rewards, and penalties directly contin-~
gent on control system cesults..,.this  use of
control system information will always result in
dysfunctional respornses as_ subordinates trz‘ to
insure that their measur2ad results are high,
However, it can also produce +the functiorfal
result of effort when subordinates have difficult

gbg ag%] don't participate in decision makirng.
ef.

Why is +this iaportant? Once again it highlights the
significance of tailoring the contrsl system to not only the
organization' s goals but to the individual's as well. A

poorly directed and communicated coantrol system can produce
poor results in Sne situation and axceptional results in
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another setting. The improper use of external conzrol
(strict, "people-proof" goals and standards, with rewvards
tied to perfarmance) may result in subordinates striving
just toward the behavior that is being measured or
attempting %o manipulate the measurcesment. Cammanra and
Nadler point out that dangers also exist for the
inappropriate use of internal motivation [Ref. 53].

Merchant (Ref. S4] was concerned that much of the
research conducted on the appropriate use of control systems
was ccnducted at lower levels of analysis, primarily a+ the
level of the individual. He sought to 1lift the level of the
analysis to the corporate level, ajain using the budget as 2
focal point. The goal of the study was to "....relate char-

ot

acteristics of budgeting to varianles descriptive of botn
the corporate «context and dindiviigal and srganizational
outcomes." [Ref. 55] Merchant elacted <*o examire +these
relationships in one-industry, elactronics, wi+h nineteen
organizations particigating. The idea of corporate con*tex<
refers to the organization's size, i1iversity, and Zdegree of
centralization. Merchant hypcthesized that :

1. Larger, more diverse, decentralized firms tend *o
use'an admilnjistrative control strategey that, in
terms of the budgeting sy:<em and  budgeting
behavior is consistent with:

a eater siddle-and lower-management participa-
) gion fn tudget-related actlvigges P P

b) greater importance placad on achisving budge+
plans
¢) more forsal patterns of comamunica+ion, and
d) greater budgeting system sophistication
2, The motivation, and attitules of widdle managers

toward budgeting are higher in  firms using an
administratively-oriented budgeting systen.

3. gfganizgtional performance is_higher when thers
is’a "fit" Dbetween the control stratagy and tha
Egggargga context, as described in Hypothesis 1.




These hypotheses do not neglect the control requirerents
of smaller organizations but, rather, view the control
system choice as a continaum with large, diverse, highly
decentralized organizations at one 2nd and smaller, limited
organizations at the other. The administrative cortrol
systen is ccntrasted with an interperseonal control strategy
that relies on a personnel orientation, direct supervision,
and oral commanicaticnm. Hypothesis 3 reflects this idea o€
the "fit"® between control strategy and the corporate
context.

Merchant's findings did 1indssd dindicate that the
approach ¢¢ budgeting varied with the corporate coantext, and
that the points of hypothesis 1 wer: supported. The motiva-
tion and att'.tudes of managers toward budgeting, hypothesis

cor—"

2, vere high.~ where management participation was higher and
vhere managers perceived that budgst goals were important.
Merchant finds the correlation of hypothesis 3 to be very
important. The results suggest <that the performance level
of managers is indeed higher when there is a "fitY" between
+he control strategy and the corporate coatex*., The contin-
gency theory of control strateqy highlights to managers <the
importance of matching <%he use of zontrol systems with +the
organization.
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A. INTRODUCTION

The requirement for the use of control systems in orga-
nizations is clear. Luthans (Ref. 57] defines control as
. ...the process which eliminates chaos and provides consis-
tency in an organization in order for goals to be obtained."
Tha recognition of the need for controls, however, is only a
starting pcint . Effective managers must evaluate <the
requirement and +then design <the organiza+iont's control
systeﬁ. Some researchers have suggested systems ranging
from a management accounting system %o an integrated ccentrol
system. This chapter will highlight a number of approaches
to the design of 2ffective control systems.

B. WHAT IS TO BE CONTROLLED

Merchant [Ref. 58] believes that too much of the manage-
ment literature focuses on *the measurement and feedback
functicns of the control process. Although these functions
may prove efficient in some circumstances, +hey may not be
feasible in others, Performance 2issessment may be subjec~
tive and difficult. Although managers do have “he opportu-
nity ¢to limit some of the control problem through such
mechanisms as automation and centralization of decision~
making, most managers must rely on the 1individuals in <he
organization ¢to meet the organization's goals. In his
categorization, Merchant parallels the work of Ouchi in his

division of the types of control. He views control as
consisting of three categories, according to the object of
control: (M specific actions, (2) results, and (3)
personnal.

a1




1. Specific action control reqiires that managers have
determined the exact behavior that is necessarcy for
task accomplishment. Through the 1limiting of indi-
vidual choices, management assures that these behav-
iors are carried out. This need not be as coercive
as it may seen, Managers can institute a well-
defined policy of accountability for employees, a
policy that smay provide motivation to the employees
through a reward structure.

2. The control of results places the control emphasis
first 221 management to provile a thorough description
of desired results. The primary responsibility,
however, belongs to2 the individuals responsible for
achieving those results. Eaployees must be aware of
the results expected and view their rewards as tied
to results.

3. Personnel control depends upon a high level oZf goal
congruence between the employees and the organiza-
tion. By selecting indiviidnals who can be expected
to act in the best interests of the organization, the
control process is simplifiegd. This type of control
also raquires effective communication of the vrgani-
zation's goals and +the fostering 5f personnel
development.

Although all three types of coatrol may be available in
any given sitgation, *the da2termination of the control feasi-
bility is a ey issue. Merchant, like Ouchi, has
constructed a matrix that comparss “"abili*y to measure
results" with “he "knowledge of which specific acrtions are
desirable." In 23 situation where both of <these variables
are low, Merchant would recommend parsonnel control, a situ-
ation often encountered in organizations staffed by highly
trained professionals. Another exampls would be:
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.sooWhere knovwledge of desirable specific actions _is
poor but good <reésults measuraents ar=2 availabls,
control is best accomplished by coatrolling resul:s.
Movie oduction is a good example. It i§ robably
impossible to dictate whiat a movie direc¢tor should do ol
even to observe his or her behavior and predict whather
the finished product will be good. It is, howvever, a
relatively easy task to measure the egonomic performance
of <the movie "and the artistic merit if that is a
congcern., In ¢this situation, the best contirol systen
would seema *to be a results-accountability_ systea that
defines tc the director the results sxpected, " holds hia
or her responsible for achieving them, and provides soae
reinforcement _in the form of compensation and/or
recognition. (Ref, 59

For Merchant, +two of the kay dangers in *h2 implementa-
tion of controls are (1) the use of the wrong type of
control and, (2) inadequate consileration €for the cost of
control.

C. MANAGEAENT ACCOUNTING SYSTEMS

Collins [(Ref. 60) provides arn assertion that an effec-
tive management control system may already exist in the fora
of an organizaticn's mapagement acsdunting system. Although
this system exists for other analytical purposes it may also
provide a means through which to communicate organizational
goals. Collins uses role theory to tie these concepts
together. Defining a role as ¥,...a set of regular and
enduring behaviors pertaining %o a particular task or social
function" {Ref. 61], Collins states that "....organizational
norms specify what constitutes appropriate role behavior.™
{Ref. 62] The construction of these norms (i.e. control) is
the responsibility of nmanagement. Although management
cannot expect to control individual norms, “hey do influence
them. Collins proposes three ways in which the management
accounting system effects organizational control:

1. The managerial sgstens may be used to prescribe
normative role behavior.
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2. Manajerial accounting systeas have motivational
aspects and may be used t9 motivate (demotivate)
human performance in organizations.

3. The managegial accounting system can be_and of*ep
is ex ressive of the organizational K climate and
thus is helpful in organizational maintanance and
socialization processes. {[Ref. 63

Note the consistency in the functions of control and the
use of managament accounting to perform these functions.
Management uses the systea to communicate the goals of the
organization. Actions (roles) are prescribed, and the
systea provides a means to measur2, evaluate, and reward
{(feedback). As Collins notes,

Por example, a budget may be used to convey to managers
(the role incumbents) what role or task performance is
expected of them regarding cost_czontrol. . Or as another
example of how  thé managerial accounting systea ma

prescribe behavior; is careful and_close ‘cost contro

required (3fficiency) og are results (effectiveness)
mOTe important?...mahagerial accounting systems may be,
and are bein used *o convey  noimative role
expectations. Ref. 641}

D. AN INFORHED CHOICE

Cammann and Nadler [Ref. 65)] note the finding +hat orga-
nizational control systems often produce unintended conse-
guences. They contend that the prablem is often in the way
in which managers use control systanms. To alleviate this
difficulty the authors suggest tailoring the control
strategy to the organization and t> the managert's style of
management. Control strategies are primarily of <+wo
approaches, (n external control and, (2) internal
motivation.

1. External control reflects a results-orisnted strategy

vhere mo<+ivation is primarily achisved through
revards and supervision. The strategy requires a




form of measurement that is reliable and not subject
to tampering. The nmeasuyremant provides a means with
which to reward or punish employees' efforts.
External control may also provide motivation to
maximize results at the expense of other orgariza-
tional goals. This nature of control parallels the
output control of Ouchi and the results control of
Merchant.

Internal motivation 4is characterized by effor:s
resulting from a sense of accomplishmsnt, recognri-
tion, and self-estean. This motivation results from
the goal congruence of the =2mployees and the organi-
zation, a congruence *that rasults from the employees'
participation in the setting of goals. Measuremen:
of accomplishment is not strictly for reward alloca-
tion but primarily to point sut problem areas for the
joint consideration of wmanagement and employees.
Participation is the key to this control strategy.

These strategies of control closely parallel many of the

approaches already discussed. Camman and Nadler, however,

novw propose that the choice of which strategy, or combina-

tions of strategy, to be used shouli depend upon a manager's

answers to four key questions:

1.

2.

3.

ggvg%neral, what kiad of managerial style do I
In ae vhat kind of climate, structure, and
Tevar sysﬁen 0es ay organization have?

How acc%rate agg rellabl% are the measures of key
areas of subordinate performance?

Do ay subordinates desira to participate and
gsgand vell to ogportunxtlas to _take responsi-
ty for decis

making and perforaance?
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Note the a2mphasis on the style >f the manager, the crga-
nization, and the employees. This contingency-like approach
highlights the necessity for managers to consider all
aspects of a contrcl system's applicability. A highly
directive manager trying t> operate an open, participative,
internally motivated control stratejyy may soon see it fail,
A manager whd views his 2r her managerial style as being
participative but who then <xelies on a strict, external
control reward strategy may quickly alienaze his subordi-
nates. Canmpann and Nadler suggest a systematic evaluation,
by managers, of these four questions in order to determine,
by an informed choice, the most appropriate strategy of
control.

E. AN INTEGRATED APPROACH

In contrasting the structural aiad behavioral approach to
managemen* control, Ansari contends:

The problem with these approaches is that they emphasize
a szngle perspective~ ono which ijnores the existence of
the other...while structuralists fail to recognize *the
impact of people on information structures béhavioral
writers tend t9o_ignore <the effacts of information of
people. ({Ref. 67]

Ansari, a systems propoanent, suggests that what |is
needed is an 4integrated approach t> control system design,
an open systems concept. This approach would consider
information, people, and technology in the design of conmntrol
systeas. Ansari's control system would include:

1. The controlled variable or objective: this wvariable
is the goal of the system, a goal that depends on the
level of <control. FPor lowar 1levels it may be the
acconplishment of a3 given task or a set of required
actions. As the control system is applied to higher




levels of the organization this variable becomes more ' §
difficult to define. Is profit the goal of the g
systea? Is the development of new technologies the
okjective?
2. The information structure: this coaponent was the
primary concern of the structural approach. The
information structure provides the network for aeas-
ureement and comaunication. In an integrated
approach, this is one compon2at, interacting with <he
others.
3. Leadership Style: ignored by the structural approach,
an integrated approach allows the consideration of
psychological variables to the control equation.
4, Subordinate personality: in combination with <the
leadership style, the subordinates perscnality makes
up the social side of the control systenm.
S. Rewards: both extrinsic ard intrinsic rewards affect
subordinate performance.

Ansari emphasizes the interrelationships and overlay of
+he control system components and stresses that effective
integration is necessary for control.

An effective combinatiog of the components...is one in
vhich they are supportive of each other. In o¢ther
wvords, there is a gqood match between then. The opera-
tional definition of a good match suggested here is the
minimization of perceptial differenceS between managers
and subordinates. hat i a designer should choosa
those systan elements which lower the possibility of
cognitive conflict between the twdo. ([Ref. 68]

47




VI. CONCLUSION

A. REVIEW

The introductory metaphor of the homeowner's security
system and the corporate vice-president'’s budgeting systenm
may nov be examined in a different light. The rnature of the
control process is the same for each individual. For each
system there is a stated goal, an action, a means of meas-
urement, evaluation, and feedback. The hLhomeowner's control
system is similar to the concepts of the closed-loop cyber~
netic approach, but that is a design consideration and not a
departure from the nature of control. The vice-president's
budgeting system resembles Anthony's structural approach,
with its emphasis on rules, procedares, and the establish-
ment of responsibility centers. Again, however, the control
process reflects a universal concept and the budget is only
an application of this concept to the organization. The fact
that the budjget is expressed in financial terms does not
alter the control precess. The buiget is a tool to effect
control, not the control systen.

The measurement and faedback functions of con%rol have
been shown to be a major consideration in the determination
of the type of contrcl to be appliei. Reliable measures are
necessary for comparison and evaluation, especially when the
generaticn of output is the performance nmeasure. The
control process would falter without a means to cretrieve

this measuremsnt. However, +he absence of a clear measure-
ment does not preclude control. The manager who has no
output <o evaluate can use surrogate measurements or
personnel selection procedures to 2xercise control.




B. HBABAGENENT'S CHALLENGE

Few managers would classify themselves as structuralists
or behavioralists in their approach to control systems. Few
podern~-day exscutives rely strictly on the forams of power *to
achieve their goals. Academic approaches to control provide
broad backgrounds and reference points for understanding the
importance of contre¢l in the w®managerial function. They
cannot stand in 1isolation but must be assimilated into the
manager's set of tools which are brought to bear in guiding
and directing organizations. Managament's challenge, *then,
is to accurately identify the most apprcpriate way to
control the organizationm. Just as no two organizations are
exactly alike, no two control systems will be exactly alike.
There is nc formula that will provide the most effective
control system for a given organization. There are,
however, effective approaches to the <consideratior of
alterpatives, A manager should consider:

1« In vhat environment will the control syst2m exist?
The environment includes not only the organizatiornal
culture but <the participants in the organization as
vell.

2. What is the purpose of the control system? A control
system should be designed to foster prescribed
results, whether they be behavioral or outputs.

3. What are the constraints of a «control system? A
departaent-level contrecl system may be required to
conform to an existing divisional system. The cost
of a control system may be prohibitive.

4., Will the control system be used as an evaluation and
perforaance measurement tool? A poorly defined nmeas-~
urement base @wpay generate 3Joal maximization +o the
neglect of other important, non-measurable
organizational goals.
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5. Will the control system be the basis for reward z2llo-
cation? Individuals must parceive the systenm and
the allocation as fair.

6. ®ill the control systen information accurately
reflect +the required data and measucement reli-
ability? A poor information set will guickly render
the system useless.

7. How will the control system purpose be communicated
+o the organization's members? The success of the
system depends upon this key function. An accurats
portrayal and communication of <+he control systen
purpose and mechanisms 1is essential to eamployee
support and amotivation.

8. How will the control system be evaluated and updated?
There is a continuiang need to ensure that the control
system matches the srganization and its goals.

As long as there are organizations staffed by people
there will be a requirement <o monitor and regulate actions
towards the organization's goals. Control should not be
vieved narrowly as a policing action. In addition to the
guiding nature of control it may also provide “he informa-
tion for new opportunity and growth. This control is not
beyond the reach of effective managsrs. The srganization's
goals and ¢the goals of individual members need not be
considered at o0d4ds with each other. In fact, 2affective
managers vwill €£ind a way to> fos*er their congruence.
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