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ABSTRACT 

This dissertation develops a conceptual framework that elucidates the role of 

control systems in an organization. The conceptual framework developed in this 

dissertation effectively integrates the diverse theoretical perspectives in the 

literature. The framework identifies: (1) the effects of control systems on the 

performance of a Strategic Business Unit (SBU), (2) the moderating effects of 

environment and strategy on the control systems-SBU performance linkages, and (3) 

the effects of a particular mix of controls on performance. To validate the 

conceptual framework, a series of hypotheses were developed and a national survey 

of managers was conducted. 

The research empirically supports the notion of direct effects of control 

systems on profits, market share, and satisfaction of the customers served by a SBU. 

The study fills the void in the marketing literature by examining the link of control 

systems and SBU performance. The framework also advanced a contingency 

perspective with regard to the role of control systems. Briefly, the framework 

suggested that the positive impact of control systems on the performance of a SBU 

will depend on its appropriateness to the environmental context of the SBU, and the 

competitive strategy pursued by the SBU. The results, however, do not support the 

proposed contingency relationships. 
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The research also advanced and developed a typology of control combinations 

and tested its effects empirically. The empirical results support the notion that a 

high control environment, i.e., a high proportion of both formal and informal 

controls yield positive results. The research augurs well for the role of 

implementation and control and thus corrects an imbalance in the strategy 

literature. 
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I. INTRODUCTION 

The process of marketing management comprises analysis, planning, 

implementation, and control (Kotler 1991). While research in marketing has 

produced rapid progress in the area of strategic market planning, research that 

enhances our understanding of implementation and control of marketing 

programs/personnel is rather limited (Jaworski 1988). This state is especially 

disheartening, since implementation problems constrain the strategic choices 

available to a firm and can lessen the soundness of a marketing strategy (Bonoma 

1985). Hence implementation and control systems playa significant role in the 

selection and ultimate success of marketing strategies. 

While management and accounting disciplines have focused on the issue of 

control mechanisms in organizations, their focus has primarily been on formal 

controls and very scarce attention given to informal controls. Secondly, Otley's 

(1980) observation that the link between control systems and organizational 

performance has been a IImuch neglected topic from a theoretical stance [with] 

development ... urgently neededll is no less true today. And finally, relatively little 

consideration has been given to the contingency perspective, i.e., the effect of 

control systems on organizational effectiveness depends on a given context. 

Recent work in marketing (Jaworski 1988; Jaworski and MacInnis 1989) 

suggests that both formal and informal control types exist in an organization and 
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that informal controls can balance formal controls. From a managerial standpoint, 

the most important control questions are consequence questions. How does a given 

system of controls affect individual and business unit performance? While some 

work has been done on the effect of controls on behavioral consequences for 

individuals, managers are more concerned with bottom-line performance measures. 

Some work in marketing have argued for contingency perspective, but it has not 

been empirically tested. For example, Churchill, Ford, and Walker (1985) 

recommend that salesforce structures be matched to the environmental context. The 

body of research in accounting and management literature illustrates that the same 

control mechanism can have very different effects depending on the context in 

which the control is used (Hirst 1981 1983; Hopwood 1972; Otley 1978; Thompson 

1967). In summary, we have very little understanding of the relationship between 

(1) the links among control systems and organizational performance, and (2) the 

moderating effects of environmental context on the control systems-organizational 

performance linkages. 

While empirical research to date has focused on the individual effects of each 

form of control separately, researchers have argued that different combinations of 

formal and informal controls are likely to be in use at the same time (Anthony 

1952; Dalton 1971; Hopwood 1974) and a particular mix of controls may produce 

negative or positive synergy. 
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PURPOSE OF TIlE RESEARCH 

The purpose of this dissertation is to begin to fill this gap in our knowledge 

by examining: 

(1) the effects of controls on a business unit (SBU) performance, 

(2) the moderating role of environmental context and strategy on the effects of 

controls on performance, and 

(3) the effects of a particular mix of controls on performance. 

In the next section, we outline the development of our conceptual model, 

discuss the dimensions of environment, types of controls and a typology of control 

combinations. Next, we provide our conceptualization of the business unit 

performance. A series of hypotheses are then developed from the conceptual model, 

and the methodologies for empirically testing the model are described. The results 

are then analyzed and compared to the goals of this research. Finally, we conclude 

by outlining the contributions of this dissertation to a better understanding of the 

control systems in organizations. 
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II. CONlROL SYSfEMS AND BUSINESS UNIT PERFORMANCE: 

A CONCEPTUAL FRAMEWORK 

The evolutionary development and subsequent coexistence of varying 

theoretical perspectives applied to the study of organizations may be broadly 

classified as "Rational Systems", "Natural Systems", and "Open Systems" view of 

organizations (Goodman & Pennings 1977; Scott 1981). In the rational systems 

perspective an organization is defined "as a collective group oriented to the pursuit 

of relatively specific goals and exhibiting a relatively highly formalized social 

structure" (cf. Taylor 1911, 1947; Weber 1946, 1947, 1958). The natural systems 

sees organizations as collectivities striving to survive and whose participants engage 

in collective activities informally structured. The open systems perspective views 

organizations as a coalition of diverse interests and its structure and activities 

strongly influenced by environmental factors. The two prominent approaches taken 

at integrating these diverse perspectives of organizational practice - Thompson's 

Levels Model (1967) that ascribes rationality and argues for concerted action on the 

part of the organization in confronting the environmental uncertainty and Lawrence 

and Lorsch's contingency model that convincingly argues for different structure and 

processes under varying environmental conditions guided the development of our 

conceptual framework. 



15 

RATIONAL SYSTEM PERSPECTIVE 

According to the rational system perspective, structural arrangements within 

organizations are conceived as tools deliberately designed to realize pre-specified 

goals efficiently. In this perspective, if we consider scientific management (Taylor 

1911), administrative management (Gulick and Urwick 1937), or bureaucracy 

(Weber 1947), the elements of the organization have been selected to ensure its 

contribution to a goal, and the intention of the chosen structures is to attain highest 

efficiency. 

NATURAL SYSTEM PERSPECTIVE 

The natural systems of organizations perspective acknowledges the presence 

of goals and relatively formalized structures in organizations, but emphasizes 

commonalities among organizations and other systems. In contrast to rational 

system perspective, the natural system perspectives treats formal structures as faded 

backdrops for the "real" informal structures. This perspective focuses on variables 

that are not included in any of the rational models - sentiments, social controls via 

informal norms, status, and so on. Researchers following this perspective regard 

such informal structures as adaptive responses of human beings and not as random 

error (Roethlisberger and Dickson 1939). 
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OPEN SYSI'EM PERSPECTIVE 

The interdependence of the organization and its environment is of focal 

interest in the open systems perspective. The stream of research work under this 

tradition (Barnard 1938; Clark 1956; Selznick 1949) leads to "the conclusion that 

organizations are not autonomous entities; instead the best laid plans have 

unintended consequences and are conditioned or upset by other social units - other 

complex organizations or publics - on whom the organization is dependent". 

rnOMPSON'S LEVELS MODEL 

Thompson (1967) in his outline of the development of these diverse 

perspectives argues the relevance of each one of these perspectives and the need for 

a synthesis of these diverse perspectives. He emphasizes that anyone perspective 

does not afford an adequate understanding of complex organizations. Borrowing 

from Parsons (1960: 60-65), Thompson makes a distinction among organizational 

levels and suggests that these levels differ in their determinateness and certainty. 

Consequently, he favors the application of each of the three perspectives to these 

different levels of the organization. In summary, Thompson conceives of complex 

organizations as "open systems, hence indeterminate and faced with uncertainty, but 

at the same time as subject to criteria of rationality and hence needing 

determinateness and certaintY'. 
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IAWRENCE & LORSCH CONTINGENCY MODEL 

Lawrence and Lorsch (1967) suggest that diverse background of the 

researchers and the nature of their interest might have contributed to these different 

theoretical perspectives. They also imply that these analysts might have focused on 

different types of organizations. For example, the rational system analysts have 

investigated more industrial firms and state bureaucracies, whereas the natural 

system analysts have focused more on service and professional organizations such 

as hospitals, and YMCA. It is quite conceivable that the extent of goal specificity 

and formalization varies across organizations and these researchers have focused on 

opposite ends of the same continuum. Lawrence and Lorsch further state that such 

differences in organizational forms (studied by rational and natural systems 

analysts) do exist and that they exist because these organizations are operating in 

different environments. Their conclusion is: 

In simplified terms, the classical [rational system] theory tends to hold in 
more stable environments, while the human relations [natural system] theory 
is more appropriate to dynamic situations (Lawrence and Lorsch, 1967: 183). 

OVERVIEW OF CONCEPTUAL MODEL 

Figure 2-1 represents the conceptual framework that depicts the general 

relationships among environmental context, strategy, control systems and business 

unit performance. Briefly, the figure shows that control systems in an organization 

can be directly linked to the business unit performance, and the effects of control 
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systems on performance will be moderated by the contextual variables such as 

business unit's environment and unit's strategy. In our conceptual model, we view 

the environment as source of needed information to the organization and that the 

information-processing requirements are in proportion to the dynamism of the 

organizational environment (Galbraith 1973; 1977). The objective is to design a 

control system that would enable its members to meet the information processing 

requirements of the environment. In this contingency approach, the emphasis is 

thus on the "fit" of the control systems with the situational demands to maintain 

desired unit performance. Contingency model is based on the assumption that there 

is no one best control system and any control system may work depending upon the 

environmental context. This model thus proposes that there is an interaction 

between the contextual variables and control systems on unit performance. 

DIMENSIONS OF ENVIRONMENT 

In studying organizational environment, researchers have traditionally relied 

upon one of the following two approaches - (a) conceiving environment as 

comprising specific variables that the organization contemplates and reacts to and 

(b) environment that is dynamic and amorphous that can be best described in terms 

of dimensions. The problems with the former approach are: 

(1) it implies itemizing the environment and the inventory of environmental 

items is, to understc;lte the case, immense, 
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(2) not every event in the environment confronting an organization necessarily 

affects the organization, 

(3) generalizability of "item effects" is extremely tenuous across time and 

situations, and 

(4) hinders the evolution of a strong tradition of scientific empiricism. 

Based on the above problems, Achrol et. al (1983) espouses the value of 

dimensionalizing the environment as opposed to choosing an inventory of 

environmental items. We concur with their position and in this dissertation, we 

essentially take the approach of dimensionalizing the environment. Porter notes 

that the "key aspect of a firm's environment is the industry in which it competes" 

(1980, p3). Hence, in terms of operationalization of the dimensions, the focus will 

be on the customers, suppliers, and the competitive components of the environment. 

Our review of the environment suggests four major dimensions as shown in 

Table 2-1. The most notable feature of this table is that many authors have used 

different terms to imply the same dimension. Our frrst dimension instability refers 

to the rate of variability as well as the predictability of the variation in elements of 

the environment. Rapid technological developments, product obsolescence etc., -

characteristics of high technology industry may exemplify this situation. The second 

dimension, complexity, refers to the degree to which the decision factors are many 

in number and are dissimilar to one another (Duncan 1972). An example would be 
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a business unit promoting a new product in established/new markets and or a well 

entrenched product in new markets. The third dimension - interconnectedness 

refers to the number and pattern of connections among organizations. For example, 

in most high-technology finns, an organization seeks the cooperation of many 

secondary and tertiary £inns to meet the customer needs satisfactorily. In computer 

industry hardware manufacturers need the cooperation of software finns and in 

general they work in concert in bringing the final product to the market. The 

significance of these interconnectedness is much greater than the traditional linkages 

among distribution channels. Our final dimension of the environment -

concentration denotes the extent to which the resources in the environment is 

controlled by few organizations. In a highly concentrated environment, a business 

unit will face a situation where buyers and sellers will exercise more power over the 

unit and the climate may be quite conducive for greater conflict. 

SBU STRATEGY 

We used Porter's (1980) strategy framework, since the conceptualization is 

academically well accepted and internally consistent (Dess & Davis 1984; Hambrick 

1983). Porter (1980, 1985) classifies the competitive strategy pursued by a given 

SBU into two types - "low cost" and "differentiation". A low-cost strategy places 

great emphasis on the need to be the lowest cost producer in an industry. Texas 

Instruments exemplifies this strategy in the calculator market. Pursuance of low-
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cost strategy requires "aggressive construction of efficient-scale facilities, vigorous 

pursuit of cost reductions from experience, tight cost and overhead control, 

avoidance of marginal customer accounts and cost minimization in area like R&D, 

service, sales force, advertising, and so on" (Porter 1980:35). A SBU pursuing a 

strategy of differentiation strives to be unique in its industry along dimensions that 

are widely valued by buyers. Hewlett -Packard pursues this strategy in the calculator 

market. Pursuance of one type of strategy by a SBU does not imply that the 

features of the other strategy are ignored. It just means they are not the primary 

strategic target. So from a measurement stand point, competitive strategy needs to 

be measured in terms of SBU's intended trade-offs between becoming the cost leader 

and achieving differentiation (Govindarajan 1988). 

CONTROL TYPES 

Jaworski (1988) has highlighted the limitations of traditional view of control 

systems that places reliance on cybernetic principles. He contends that problems 

can occur if attention is restricted to one type of control because the "positive effects 

expected from a tight, formal system of control might be offset by informal 

controls". He further asserts that monitoring only one type of control system would 

lead to inaccurate conclusions about the total effects of controls. 

Jaworski (1988) proposes two broad categories of control mechanisms -

formal and informal controls. Formal controls are written controls initiated by the 
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management to ensure compliance by the employees and achievement of the 

objectives of the firm. Informal controls are unwritten control systems influencing 

the employees behavior that mayor may not be consistent with the objectives of the 

business unit. Formal controls in tum subsumes three types - input, process, and 

output controls. The resources provided by a sales organization to its salespersons 

in terms of promotional samples, brochures, etc., may be typically characterized as 

input controls. When a business unit has in place a system that monitors the means 

used by its employees to achieve the desired results, then process controls may be 

said to be in use. When the emphasis of the control systems is rather on the final 

outcomes as opposed to the process of achieving the outcomes, then output controls 

are in effect. The informal controls may be broadly characterized to form two 

groups - self and professional controls. By self control, we mean that the individual 

establishes personal objectives, monitors the progress towards the objectives and 

adjusts behavior if off course (Dalton 1971; Hopwood 1974). In case of 

professional controls, the work unit establishes standards, monitors behavior, and 

takes corrective actions when deviations occur (Waterhouse and Tiessen 1978). The 

primary distinction between the self and professional controls is their level of 

aggregation and consequently verifiability. 
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CONTROL MIX 

Control combinations or "systems" refer to unique classifications of mUltiple 

control types and their associated levels. Researchers have argued that various 

combinations of control mechanisms are likely to operate simultaneously in a 

business unit. Given our sparse knowledge about control combinations, we rely on 

the Jaworski's (1988) framework to develop our model of control combinations. 

Using Jaworski's framework, we propose four control combinations. Figure 2-2 

illustrates our typology of control combinations. 

To explicate our typology of control combinations, we introduce the concepts 

of primary and secondary controls. Primary controls, as the name implies, are the 

control types that are the most dominant within a SBU. Other controls - termed 

"secondary controls" while present in a SBU do not playas important a role in 

influencing behavior as does primary controls. In figure 2-2 a high level of 

emphasis on formal controls suggests that both process and output controls are 

primary controls, whereas a low level implies that they are secondary. Similarly, 

a high level of emphasis on informal controls means that professional controls are 

the primary controls, whereas a low level means that they are secondary. 

Cell 1 in Figure 2-2 may be labeled as a bureaucratic system of control 

characterized by a high level of formal controls and a low level of informal controls. 

In this system, professional control mechanisms operate in a secondary role. Cell 

3 of Figure 2-2 illustrates a situation where a high level of informal controls is 
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combined with a low level of formal controls. In this system, the formal controls 

operate only in a secondary role. Cell 4 in Figure 2-2 represents a situation where 

it is characterized by both a high level of formal and informal controls. We call this 

a high control environment. Cell 2 of Figure 2-2 represents a situation in which all 

control types operate as secondary. This may be labeled as a low control system. 

Both high and low control systems represent situations where substantive work is 

rather limited. 

PERFORMANCE 

Past research efforts in the literature devoted to measuring organizational 

performance has been very diverse and fragmented. Some of the diverse measures 

of performance used in the past research efforts were job satisfaction, absenteeism, 

product quality, human resource management, etc., (Campbell et. al1974). Besides 

the standard financial criteria, some of the other criteria employed in evaluating an 

organizational performance were employee morale, productivity, adaptiveness, and 

organizational learning. A major contributing factor to the controversy in 

measuring organizational performance is a lack of clarity about what an indicator 

of performance is and what a determinant of performance is. For example, job 

satisfaction has been used as an indicator of performance by some researchers, while 

others have used satisfaction as a cause of performance (Bagozzi 1980). Some 

others have ignored satisfaction altogether on the grounds it is neither an indicator 



25 

nor a detenninant of performance (Anderson 1990). A multidimensional scaling 

analysis of experts' similarity rating of the seventeen indicators/detenninants of 

performance also suggest that the two facets are intertwined (Campbell 1986). 

Given the thorny nature of this problem of performance evaluation, researchers 

usually resort to a package approach that measures both the indicators and 

detenninants of performance and weighed to arrive at a composite index of 

performance. 

The literature also suggests that organizations employ different criteria for 

performance evaluation under varying environmental conditions (Thompson 1967). 

Moreover, the use of different performance criteria across organizational life cycle 

stages has also been reported (Achrol, Scheer and Stem 1990; Cameron and 

Whetten 1981). In fact, Anderson (1990) suggests that one should expect different 

results depending on an organization's history, resources, and environment; In 

elaborating the difficult nature of establishing an appropriate baseline in 

performance evaluation, she argues that "what is good performance for a small, 

struggling firm in a hostile environment constitutes failure for a larger, established 

firm in a munificent environment". What the above scenario implies is that it is 

only by measuring results against goals, given the situation, that an organization's 

effectiveness can be measured. Under such circumstances, reliance on objective 

performance measure might result in inaccurate judgments by organizational 

researchers. 
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Many performance dimensions critical to the success of a SBU are not 

amenable to objective, quantitative measurement (Govindarajan and Gupta 1985). 

For example, the success of a new product development efforts, market 

development, and R&D projects cannot be easily quantified at a given point in time. 

This problem is further exacerbated by the strategy being pursued by a SBU. The 

above projects are far more critical for a SBU pursuing differentiation strategy than 

a SBU pursuing low-cost strategy. Thus, the employment of objective measures of 

profits, and cash flows to evaluate the performance of a SBU disregarding its 

strategic mission might lead a researcher to draw wrong conclusions about its 

performance. 

Given these problems, we have selected a different route, i.e., to focus on 

subjective measures such as the desired standards of performance and the level of 

achievement by the SBU. And, finally, there is considerable support in the literature 

for the position that firms pursue multiple goals and for the presence of coalitions 

of diverse interests (Pennings and Goodman 1977). For example, a marketing unit 

may place heavy emphasis on meeting delivery requirements for customers and 

therefore would like to carry slack resources, whereas the production unit will try 

to cut down its inventory costs. Additionally, a unit within the marketing function 

might focus its efforts on new product development to improve its longrun 

competitive position, while another unit directs its attention to maximizing profits 

in the short run. There may also be a conflict of interest between improving 
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product quality and profit margins. The preceding argument highlights the fact that 

a business unit pursues multiple goals, goals across constituencies mayor may not 

be compatible (Anderson 1983). Under such circumstances, a business unit may 

place varying emphasis on the pursuance of these mUltiple goals. This illustrates 

the need to both measure the achievement of multiple performance goals and the 

level of importance of achieving these goals to a particular SBU. 
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Table 2-1 

Tenns and Definitions Used By Various Researchers 

Environmental Definition Thompson Lawrence Duncan Pfeffer 
Dimensions Lorsch Salancik 

(1967) (1969) (1972) (1978) 

Complexity . the degree of Homo/ Diversity Simple/ 
similarity or Hetero Complex 
diversity between 
elements of the 
population dealt with 

Stability the rate of variability Stable/ Dynamism Static/ 
and predictability of Shifting Dynamic 
variation in elements of 
the environment 

Concentration the extent to which Concentra-
power and authority in tion 
the environment is 
widely dispersed 
(control of resources) 

Interconnected- number and pattern of Inter 
ness linkages, or connections connectedness 

among organizations 

Homo/Hetero: Homgeneity-Heterogeneity 

Aldrich 

(1979) 

Homo-
Hetero 

Stability 
Instability 

Concentra-
tion 

Turbulence 

Achrol 
eta al 
(1983) 

Homo/ 
Hetero 

Stability 
Instability 

Concentra-
tion 

Turbulence 

w o 
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III. HYPOTIIESES 

In this chapter, we develop specific research hypotheses based upon the 

conceptual framework presented in Figure 2-1. More specifically, we first develop 

hypotheses regarding the effects of control types on business unit performance. 

Then we develop hypotheses that consider whether contextual variables (business 

unit's external environment, and business unit strategy) moderate the effects of 

controls on performance. Finally, hypotheses regarding the effects of control 

systems (see Figure 2-2) on performance and the moderating effects of contextual 

variables on the control systems-performance linkages are developed. 

MAIN EFFECT HYPOTIIESES 

Bonoma (1985) has highlighted the importance of implementation in 

achieving organization's goals. He argues, with numerous examples, a good strategy 

may never produce anticipated results if it is not implemented properly, and that 

"strategic adequacy cannot be assessed in the absence of management's ability to 

implement". It is therefore important to distinguish problems of implementation 

from problem with the marketing strategy. Control systems in organizations 

typically plays a crucial role in such diagnosis, and in pursuing remedial measures. 

Despite its importance, control issues have received only cursory attention. 

As articulated earlier (see chapter 2), two broad categories of controls exist 

in an organization - formal and informal controls. In his exposition of the 
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operational requirements of different types of controls, Ouchi (1979) makes it clear 

that a formal control system requires support for a norm of reciprocity and 

legitimate authority. An informal control system not only requires a norm of 

reciprocity and legitimate authority, but also an "agreement on a broad range of 

values and beliefs". Consequently, an informal control system is more demanding 

in terms of the social agreement necessary for its successful operation. 

While formal system places less burden on organizations, in terms of social 

requirements, the informational requirements for its operation are far more 

demanding than in the case of informal controls. While it is true that an 

organization cannot have explicit rules, and procedures, or output controls, that can 

be enforced in all situations, it can be argued that organizations may successfully 

do so in majority of the cases. In an informal control system the information 

required is contained in the values and beliefs of the organizational members. This 

implies that a new organizational member takes time to be productive and efficient, 

as an outsider cannot ,quickly gain access to the information. From a practical 

standpoint, this suggests that informal control systems are inefficient in case of 

heterogeneity or high turnover. Existence of formal rules makes the movement of 

individuals into and out of offices/positions routine and regular so that one 

appropriately trained person can replace another with minimal disturbance and this 

contributes greatly to the effectiveness of organizations. The efficiency and 

effectiveness of formal control systems also draw support from an observation made 
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by Wolin. Wolin (1960) draws an analogy between the formalization of 

organization and scientific method: 

Method, like organization, is the salvation of puny men, the compensatory 
device for individual foibles, the gadget which allows mediocrity to transcend 
its limitations ... Organization, by simplifying and routinizing procedures, 
eliminates the need for surpassing talent. It is predicated on "average human 
beings." (1960: 383) 

The above view is also consistent with Simon's model of organizational 

decision making. He conceives of cognitive limits on individual decision makers and 

argues that it is impossible for the behavior of a single, isolated individual to reach 

any high degree of rationality. An organization, by providing its members, a set of 

expectations, integrated subgoals, performance programs, and in general a set of 

constraints, facilitates decision making. 

Formal control systems by making the definitions of roles and role 

expectations external to an organizational member serves to objectify its application. 

This contributes substantially to the efficacy of the system in controlling behavior 

(Zucker 1977). In a system where individuals enter as presumed status-equals, 

interpersonal status battles and tensions are reduced by the prestructuring of 

differentiated role expectations (Carter et. a11953; Verba 1961: 161-72). 

A formal control system does not require internalization as it has hierarchical 

monitoring capabilities. In contrast, internalization is a prerequisite for an informal 

control system as it has weak monitoring capabilities, that is, evaluation is subtle 
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and slow under this type of control. As a result, without high commitment by 

organizational members, the mechanism is capable of drifting quite far off course 

before being corrected (Quchi 1979). 

The presence of formal rules and procedures in an organization is positively 

related to formalization, and differentiation of organizational sub units. In the 

management literature, system-structural analysts have shown that formalization 

and greater differentiation leads to higher efficiency and adaptiveness of 

organizations (Hage 1965; Pugh et al. 1968). 

In our definition of professional controls, we saw that the work unit 

establishes standards, monitors behavior, and takes corrective actions when 

deviations occur (Waterhouse and Tiessen 1978). While one may convincingly 

argue that such a control system will improve the performance of a work unit by 

having its members internalize the objectives of its work unit, its relationship to 

SBU effectiveness, i.e., performance at a higher organizational level might be less 

than desirable. In our conceptualization of performance measures (see chapter 2), 

we recognized the presence of coalitions of diverse interests, and the possible 

incompatibility of these interests. Under such conditions, it is conceivable that 

organizations attach different weights to these diverse goals and pursue them 

accordingly with varying levels of emphasis. Further, it can be argued that 

management at a higher level has a better understanding of how the different work 

units fit together in the,ir contribution to overall SBU effectiveness and the optimal 
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level of coordination across these work units. We saw earlier that formal controls 

are written controls initiated by management, whereas informal controls are 

unwritten controls typically initiated by the employees. Based on our earlier 

argument, we can see that formal controls are more likely to be associated with 

positive SBU performance than informal controls. 

In summary, based on the role of implementation in achieving organizational 

objectives, the requirements for successful operation of control systems, and based 

on efficiency considerations, we hypothesize: 

HIa: Formal controls, as compared to informal controls, have a greater positive 
impact on profits of the business unit. 

HI b: Formal controls, as compared to informal controls, have a greater positive 
impact on market share of the business unit. 

HIc: Formal controls, as compared to informal controls, have a greater positive 
impact on satisfaction of the customers served by the business unit. 
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CONTINGENCY HYPOTHESES 

INSTABIU1Y 

The information requirements faced by a business unit are in proportion to 

the stability of its environment. For example, a business unit operating in a new 

market faces unpredictable demand for its products, and the customer motivations 

in purchasing its products are not well understood, at least initially by that business 

unit. Similar situation may· be faced by a business unit while marketing a new 

product. Under such circumstances, the unpredictability in the environment requires 

the business unit to be flexible and to collect information at the points of 

origination and act upon it at that hierarchical level (Galbraith 1977). 

Performance evaluation typically involves the use of some ex post information 

by managers. The criteria for the evaluation of performance - implicitly or explicitly 

are generally "what performance should have been" under the circumstances which 

actually transpired (Hubert and Toy 1977). In highly unstable environments, the 

shifts in technology, the increase/decrease in growth potential created due to new 

product introductions, obsolescence of products etc., will bias the performance 

criteria. In an unstable environment, firms may need to modify their product 

offerings, make adjustments in their strategy constantly to perform satisfactorily in 

the market. In such an environment, because of the unpredictability, firms may 

need to invest considerable effort in evaluating changes in strategy. Further, the 
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response time required to adapt to the market changes is likely to be short. The 

greater emphasis of informal controls by the business unit will facilitate the constant 

adjustment of the unit to market changes. Emphasis on formal controls, on the 

other hand are likely to be counter-productive and inefficient. On the contrary, in 

a highly stable environment, there may not be any appreciable difference in the 

environment between the time goals were set and the time of evaluation. Formal 

controls will product the desired results in a stable environment by providing the 

necessary feedback. Positive correlation between the levels of predictability and 

organizational forms (mechanistic/organic) has been reported (Burns and Stalker 

1966). Researchers have also hypothesized that dynamism in the external 

environment is correlated positively with the use of less formal rules, procedures, 

and documentation (Becker and Gordon 1966; Jaworski 1988; Waterhouse and 

Tiessen 1978). The above reasoning leads us to the hypotheses: 

H2a: When the environmental instability is high, informal controls have a 
greater positive impact on profits of the business unit, than when the 
environmental instability is low. 

H2b: When the environmental instability is high, informal controls have a 
greater positive impact on market share of the business unit, than when 
the environmental instability is low. 

H2c: When the environmental instability is high, informal controls have a 
greater positive impact on satisfaction of the customers served by the 
business unit, than when the environmental instability is low. 
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COMPLEXI1Y 

Environmental complexity is defined as the number and dissimilarity of 

external elements that are relevant to an organization's operation (Daft 1983). The 

level of coordination required by a business unit that is involved in exchanges with 

diverse elements of its environment is immense. For example, a marketing manager 

in charge of new product development efforts is more likely to have a greater 

interaction with R&D, manufacturing and other departments than a manager 

assuming responsibility for established products (Reukert & Walker 1987). The new 

product development efforts should also focus on the needs of customers, the 

availability of raw materials, the distribution in place, the competition, etc., and 

thus the decision the manager faces is fairly complex. The emphasis of 

formal/informal processes in an organization is influenced by the diversity of its 

customers (Dill 1958). Dill reports that organizations serving diverse customers 

with different products place less emphasis on formal procedures than organizations 

serving a fewer set of customers. 

Under conditions of low complexity in its environment, a business unit will 

be able to determine the inputs of its personnel in achieving desired outcomes 

(Ouchi 1979). As it is relatively easy to determine the contribution of an individual 

in such low complexity situations, firms will prefer formal controls over informal 

controls to inspire improved effort and performance from its members. Whereas in 

a highly complex environment, there will be a greater cognitive load on its members 
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and a greater need for integration. The necessity to process this abundant 

information and act upon it mandates the presence of some processes that will 

facilitate integrating mechanisms (Lawrence and Lorsch 1967). The informal 

controls with in a SBU will facilitate the achievement of desired integration to 

improving performance. Therefore: 

H3a: When the environmental complexity is high, informal controls have a 
greater positive impact on profits of the business unit, than when the 
environmental complexity is low. 

H3b: When the environmental complexity is high, informal controls have a 
greater positive impact on market share of the business unit, than when 
the environmental complexity is low. 

H3c: When the environmental complexity is high, informal controls have a 
greater positive impact on satisfaction of the customers served by the 
business unit, than when the environmental complexity is low. 

INTERCONNECTEDNESS 

In most high technology industries, there is high interconnectedness among 

organizations and a highly synchronized marketing strategy is a prerequisite for 

effective business unit performance. For example, the successful introduction of 

high definition television mandates that the necessary communication systems in 

place and that high definition television programming is available. This necessitates 

successful negotiation among television manufacturers, broadcasters, movie and 

television program producers. AT&T has to rely on many software houses for the 
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development of software application packages that will run under UNIX to 

successfully promote its product. Even a giant corporation like IBM depends on chip 

manufacturers like Intel, display screen manufacturers, software developers, and so 

on in its effort to offer value-added products to its customers and thus ensure their 

continued patronage for its products. Given that these ties are forged across 

organizational boundaries, it would be extremely difficult to enforce prescribed 

behaviors for all the participants involved. The greater the interconnectedness in 

a system the more uncertain the environment is for a given business unit (Pfeffer 

and Salancik 1978). Emphasis on formal controls, in such situations, would mean 

that decisions have to be referred upward in the hierarchy. The high 

interconnectedness in the system gives rise to more uncertain situations that need 

to be referred upward, as formal controls would not cover all contingencies. This 

results in inefficient decision-making. Further, in a highly interconnected system it 

is extremely difficult to locate the area of problems and deal with it effectively 

(Simon 1969). Effective decisions are even more difficult from upward in the 

hierarchy as all the relevant information will not be available. Under the conditions 

of high interconnectedness, decision makers in a business unit more or less need to 

operate as an entrepreneur and continuously strive to seek the cooperation of 

secondary and tertiary firms. A business unit will therefore place greater emphasis 

on flexibility, and infor;mal ties with other organizations. In summary, in a highly 

interconnected environment, the difficulty of isolating the problem areas and the 
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phenomenal interactions and coordination required to achieve the desired level of 

performance favor greater reliance on informal control systems over formal control 

systems. We therefore hypothesize: 

H4a: When the environmental interconnectedness is high, informal controls 
have a greater positive impact on profits of the business unit, than when 
the environmental interconnectedness is low. 

H4b: When the environmental interconnectedness is high, informal controls 
have a greater positive impact on market share of the business unit, than 
when the environmental interconnectedness is low. 

H4c: When the environmental interconnectedness is high, informal controls 
have a greater positive impact on satisfaction of the customers served by 
the business unit, than when the environmental interconnectedness is 
low. 

CONCENTRATION 

As the concentration of the resources in the environment increases, a business 

unit will have to contend with fewer members and hence coordination is less of a 

problem. Dealing with fewer members imply reduced cognitive load and a lower 

need for differentiation (Lawrence and Lorsch 1986). Further, dealing with fewer 

exchange partners over a period of time facilitate the efficient establishment of 

formal rules and procedures. In a highly concentrated environment, a business unit 

will have a less negotiating power over its suppliers and customers. As such the 

business environment is likely to be highly competitive. As the competitive 

environment intensifies, the organization often feels that it must monitor more 

closely the "bottom line" output of their employees. This basic hypothesis also has 
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support in the management control area. For example, Khandwalla (1972, 1973) 

found that the greater the competitive intensity the greater the use of output 

oriented controls (see also Otley 1978). Hence a business unit in a highly 

concentrated environment will place a greater emphasis on formal controls to 

facilitate effective and efficient exchanges. We therefore posit: 

HSa: When the environmental concentration is high, formal controls have a 
greater positive impact on profits of the business unit, than when the 
environmental concentration is low. 

HSb: When the environmental concentration is high, formal controls have a 
greater positive impact on market share of the business unit, than when 
the environmental concentration is low. 

HSc: When the environmental concentration is high, formal controls have a 
greater positive impact on satisfaction of the customers served by the 
business unit, than when the environmental concentration is low. 

DIFFERENTIATION STRATEGY 

The greater the uncertainty in the environment, the more difficult it is for a 

SBU to emphasize budgetary goals during performance evaluation (Govindarajan 

1984; Hayes 1977; Hirst 1983; Keeley 1977). For SBU's pursuing a strategy of 

differentiation, product innovation is likely to be more critical than those pursuing 

a low-cost strategy. A firm pursuing a low cost strategy with its primary emphasis 

on cost reduction would prefer to keep its product offerings stable over time. 

Second, SBUs employing a low cost strategy tend to have narrow product lines to 
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minimize inventory costs and benefit from scale economies (Gupta 1987; Porter 

1985). On the other hand, SBUs pursuing a strategy of differentiation tend to have 

broad product lines, and change its product offerings periodically. Researchers have 

hypothesized that product breadth is associated with high environmental complexity. 

Accomplishment of factors that connote the success of a differentiation 

strategy are hard to identify and quantify. For example, the benefits that accrue to 

a SBU because of its reputation and uniqueness are difficult to measure, except to 

recognize that without such an image profitability and growth will be hindered for 

the business unit. Brand image also typify the above scenario. A SBU employing 

a differentiation strategy will tend to have higher levels of spending on advertising, 

R&D, delivery, product quality, and so on to maximize its performance. Such 

expenditures are likely to be viewed as discretionary expenditures and are most 

likely to suffer as part of cost-cutting measures if output controls are the dominant 

type. With greater emphasis on informal controls and a lower emphasis on output 

controls, such perceived discretionary expenditures are less at risk. Based on the 

above reasoning, we hypothesize: 

H6a: For SBUs pursuing a strategy of differentiation, informal controls have a 
greater positive impact on profits of the business unit, than for SBUs 
employing a strategy of low cost. 

H6b: For SBUs pur:suing a strategy of differentiation, informal controls have a 
greater positive impact on market share of the business unit, than for 
SBUs employing a strategy of low cost. 
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H6c: For SBUs pursuing a strategy of differentiation, infonnal controls have a 
greater positive impact on satisfaction of the customers served by the 
business unit, than for SBUs employing a strategy of low cost. 
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CONTROL MIX EFFECfS ON PERFORMANCE 

Traditionally, control researchers have examined the effects of one type of 

control in isolation, with the notable exception of Jaworski et. al (1993). However, 

as Anthony (1952) and researchers thereafter have pointed out, various 

combinations of controls operate simultaneously in an organization. To understand 

fully the impact of controls on performance, one must focus on the simultaneous 

employment of multiple controls. 

Anthony (1952) in his seminal study notes that controls combine 

synergistically to influence the attainment of performance objectives. He specifically 

emphasizes that "management control is most effective when the formal and 

informal techniques are skillfully blended" (p 47). Such view points are shared by 

other researchers in the management literature. For example, Ouchi (1979) 

articulates that the "problem of organizational design is to discover that balance of 

socialization and measurement which most efficiently permits a particular 

organization to achieve cooperation among its members" (1979, p 846). 

Earlier, we argu~d that, based on efficiency and social requirements for the 

successful operation of control systems, formal controls will have a greater positive 

impact on profits, market share, and satisfaction of customers, served by a SBU. We 

also explored the role of environmental context in moderating the impact of controls 

on performance. Specifically, we hypothesized as the environmental uncertainty 

increases, informal controls will have a greater positive impact on performance 
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measures. 

In our typology of control mix, a high control system implies the presence of 

high level of both formal and informal controls. Based on our arguments for earlier 

hypotheses, it is easy to see that a high control system will serve well both in stable 

and unstable environments. The above reasoning leads us to the hypotheses: 

H7a: The profits of the business unit will be higher in case of high control 
system than with any of the other three systems. 

H7b: The market share of the business unit will be higher in case of high 
control system than with any of the other three systems. 

H7c: The satisfaction of customers served by the business unit will be higher 
in case of high control system than with any of the other three systems. 
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IV. RESEARCH METHOD 

This chapter describes the research design and procedures used to collect and 

analyze data. This includes discussions of the sample, pretest of the instrument, 

data collection procedures, survey instrument, measures, unidimensionality, and 

scale reliabilities. 

SAMPLE 

The national sample (N=320) consisted of marketing executives randomly 

selected from the 1994 roster of the American Marketing Association. The 

respondents included both middle and senior level managers. Respondents were 

asked to answer the questions with respect to the business unit in which they work. 

If the company has only one SBU, then they were asked to respond to the questions 

from the perspective of the entire company. SBUs across diverse industries were 

selected to gain variability in the environmental contexts. 

While the selection of SBUs across diverse industries ensure variability in the 

environmental contexts, this poses special problems in our measurement of control 

types and the assessment of its impact on performance. For example, a particular 

level of control that might be perceived as high by managers of information 

processing industry might be seen as low levels of control by managers of food 

processing industry. Hence, our recommendations of an appropriate level of 
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controls in an organization should be taken in the context of a given industry. 

PRETEST 

In this section we describe the process followed in order to arrive at the 

measures used to capture the constructs in our framework. The design of the 

pretest involved three stages. In the first stage, the pretest survey instrument was 

developed. In developing the pretest survey instrument, appropriate items from 

prior research were adapted to tap the constructs in our framework. For example, 

the control systems in a SBU was assessed by adapting the items used in prior 

research (Jaworski 1988; Jaworski and MacInnis 1989). The scale for SBU's 

strategy was developed following the operationalization used by Govindarajan 

(1988). Items for the dimensions of the environment were developed following the 

conventional guidelines suggested in the literature (Churchill 1979; Gerbing and 

Anderson 1988). More specifically, we generated items which capture the domain 

of the various constructs noted in Figure 2-1. Three rounds of pretests were done 

to assess the psychometric properties of the scale. 

In the first round, a sample of 20 managers were selected from the Arizona 

AMA roster. These managers were personally administered the questionnaire and 

were asked to complete the questionnaire. They were requested to point out any 

item that was either ambiguous or otherwise difficult to answer. Following this 

round questions that were either ambiguous or considered irrelevant were omitted. 
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In the second round scales for all constructs were clearly marked and academic 

experts were asked to critically evaluate the items. Following this, in the third 

round, a smaller set of managers were asked to complete the refined version of the 

questionnaire to note any ambiguity or other concerns. 

DATA COLLECTION 

The data were collected over a period of three weeks from February 14th to 

March 4th 1995. Three mailings were employed. 

The first mailing to the 320 managers selected from the AMA roster was done 

on February 14th. This mailing included (i) a personalized cover letter (on a 

university letterhead with a hand-written signature) explaining the purpose of the 

research and the significance of the response; in addition confidentiality was 

promised, the fact that it was dissertation research emphasized and a hand-written 

note stating "p .S. I would appreciate your help very much. Thank you." (ii) a 

survey booklet, (iii) a prepaid return envelope, and (iv) a mailing envelope stamped 

"First Class" with individually typed "stick-on" mailing labels. 

The second mailing was done on February 21st. This second mailing was a 

3 1/2 by 6 inch postcard reminding about the survey sent earlier and once again 

emphasizing the importance of their response. The postcard had a hand-written 

signature and a hand-written note stating "Thank you". 

The third mailing was done on March 4th. This first mailing was identical 
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to the first mailing in its enclosures, and it reminded the respondents of the first 

mailing and the need for their response to ensure the accuracy of the study. The 

letters also promised to send them the summary results of the study. 

In Appendices, B through E, we present the cover letter from the first 

mailing, the postcard follow-up, the follow-up cover letter and the survey 

instrument. 

RESPONSE RATE 

The response rate obtained for the study was consistent with Dillman's range 

and other research work that have followed the same procedure (cf. Jaworski & 

Kohli 1993; Jaworski & MacInnis 1989; Kohli 1986). The response rate was 

calculated as follows. First of the 320 respondents, 34 were disqualified (i.e., 

classified as "return to sender" and "no longer with the company). Hence the base 

is 286. Of these 172 complete surveys were returned for a response rate of 60.2%, 

with a more conservative base of 320, the response rate is 53.8%. 

The high response rate obtained in this dissertation is the result of several 

factors. Some of the factors that contributed to this high response rate are believed 

to be: (1) high professionalism of the survey, (2) personalized cover letter, (3) 

hand-written "thank-you" note, (4) three mailings, (5) importance of the topic, and 

(6) the fact that it is dissertation research, as several respondents wished the author 

"good luck". 
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MEASURES 

In Appendix A we present the definition of all the constructs of this study and 

the items developed initially to measure each of these constructs. 

ENVIRONMENT 

Among the variables typically hypothesized as antecedents and! or moderators 

in the to control systems in organizations, least empirical work has been done on 

the impact of an organization's environment. However, research on the role of 

environment has received significant attention in the management area in other 

contexts. Unfortunately, most of these empirical work has focused on 

environmental uncertainty as a central construct, as opposed to conceptualizing 

environment as a multidimensional construct and operationalizing each one of them 

separately. We therefore have attempted to adapt measures for some of the 

dimensions, and developed some on our own depending on the availability. 

INSTABILITY 

Six separate items were developed to measure this construct. Past efforts in 

measuring this construct have focused on the variance in sales from year to year 

(Dess and Beard 1984; Tosi, Aldag, and Storey 1973), ability of a firm to forecast 

its sales and the extent of change in business practices in the market (Pennings 

1975). It is apparent that the above measures while capturing the rate of variability 
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fails to take into account the predictability of variation. Further, as argued earlier 

(see chapter 2), relying on objective measures such as sales implies itemizing the 

environment brings with it a host of problems. Our development of this scale relies 

on a set of qualitative, relevant variables, and captures both the variability and 

predictability in the environment. The items used to measure this construct and its 

reliability are reported in Table 4-1. 

COMPLEXI1Y 

Complexity of the environment was assessed in the management literature 

by taking into account the diversity of products offered by a firm (Dess and Beard 

1984), extent of diversification in the case of financial services firm (Pennings 

1975), number of decision factors identified as important by the decision unit 

members (Duncan 1972). In our scale development, the primary adaptation is in 

terms of assessing both the SBU's diversity of products as well as diversity of 

markets served. The items used to measure this construct and their reliability are 

reported in Table 4-2. 

INTERCONNECfEDNESS 

In a comprehensive development of environmental dimensions, Aldrich 

(1979) has identified interconnectedness as a critical contributing factor to 

environmental uncertainty. However to date in the management literature, its 
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development is purely theoretical and lacks empirical validation. We developed this 

measure by assessing both the number and the significance of vertical as well as 

horizontal linkages. The items are reported in Table 4-3. 

CONCENTRATION 

The 4-item concentration scale developed for this study measured the extent 

of control of resources sought by the business unit. The primary adaptation 

therefore from the management literature is that we focus on measuring the extent 

of control as opposed to measuring just the relative availability of resources (Aldrich 

1979; Duncan 1972; Emery and Trist 1965). We assess this concentration of 

control both in the consumer as well as the supplier component of the business 

unit's environment. The items used to measure this construct are given in Table 4-

4. 

SfRATEGY 

We conceptualize SBU's strategy either as "low-cost" or "differentiation" 

strategy following Porter's framework (1980, 1985). To quote Porter: "[A strategy 

of differentiation] does not allow the finn to ignore costs, but rather they are not 

the primary strategic target" (1980: 37) and" [A strategy of low cost implies that] 

low cost relative to competitors becomes the running theme through the entire 
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strategy, though quality, service, and other areas cannot be ignored" (1980: 35). 

Following this conceptualization, we measure competitive strategy in terms of SBUs 

intended trade-offs between becoming the cost leader and achieving differentiation. 

The items for this construct are reported in Table 4-5. 

CONTROL 1YPES 

Any system of control contains, either implicitly or explicitly, establishment 

of standards, evaluating the achievement of standards, and taking necessary actions 

following evaluation (Dalton 1971). This is true of both formal and informal 

controls. An output control system comprises output standards, variance 

assessments, and corrective actions when significant deviations are noted. A 5-item 

scale was adapted following the work of Jaworski and MacInnis (1989). A process 

control system, on the other hand, focuses on evaluating the extent of establishment 

of rules, regulations, and procedures to accomplish a given task. A 5-item sale was 

adapted to agree with the work of Jaworski (1988) and Jaworski and MacInnis 

(1989). 

In assessing the level of informal controls in a business unit, we primarily 

rely on "professional" controls. This measure is designed to assess the extent of 

collegial interaction, standard-setting as a group, feedback, and evaluation. The 

measure follows the conceptual work of Waterhouse and Tiessen (1978) and 

Jaworski (1988). The scale items used to measure formal controls and informal 
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controls are given in Tables 4-6 and 4-7 respectively. 

PERFORMANCE 

We argued earlier (see chapter 2) against using objective variables in 

assessing SBU's perfonnance. Gupta and Govindarajan (1984a,b; 1988), and 

Govindarajan (1988) measured SBU effectiveness along a multiplicity of dimensions 

and arrived at a measure of overall effectiveness by taking into consideration the 

degrees of importance of each dimension to the SBU as weights. Further, they 

measured effectiveness in the fonn of a comparison against a priori expectations 

rather than on an absolute scale. 

There is ample evidence in the social psychology literature that people 

typically use reference groups in gauging their own perfonnance levels. In our 

context, it is apparent, that competitors in an industry will fonn the reference group 

for a given SBU. We therefore measured SBU perfonnance in this dissertation along 

a multiplicity of dimensions following the tradition in the organizational literature. 

However, in measuring SBU perfonnance, besides employing comparison against a 

priori expectations, we'also included comparison against competitors. 

As argued earlier (see chapter 2), it is quite conceivable that a business unit 

follows multiple goals, often at the expense of each other. In this dissertation, 

instead of fonning a composite overall effectiveness measure, we explored alternate 

factor structures, and find that achievement of goals along three dimensions -
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profits, market share, and customer satisfaction, provides a better representation of 

the data. The items are reported in Table 4-8. 

UNIDIMENSIONALflY 

Unidimensionality refers to the existence of a single trait or construct 

underlying a set of measures. In an empirical estimation of a construct, we typically 

compute composite score defined by the respondents' scores on a set of measures 

assumed to be alternate indicators of the construct. Such computation of the 

composite score for a construct is meaningful only if each of the measures is 

acceptably unidimensional (Gerbing and Anderson 1988). In other words, a 

necessary condition for assigning meaning to estimated constructs is that the 

measures of the construct is acceptably unidimensional. 

Unidimensionality alone however does not ensure the usefulness of a scale. 

It also needs to have high reliability. One of the traditional way of estimating 

reliability of a measure is to assess the coefficient alpha (Cronbach 1951). 

Researchers always attempt to develop items that maximize reliability. Specialized 

routines in computer packages such as SPSS are available that facilitates the 

accomplishment of maximizing reliability. However, it is useful to recognize that 

such a procedure does not ensure unidimensionality, as it fails to satisfy the 

"external consistency" criteria espoused by Anderson, Gerbing, and Hunter (1987). 

Following the scale development paradigm outlined by Gerbing and Anderson 

'. 
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(1988) and Anderson and Gerbing (1988), we therefore first establish the 

unidimensionality of the constructs in our framework and then assess its reliability. 

As recommended by Gerbing and Anderson (1988), confirmatory factor 

analysis was used to test the unidimensionality of the measures of the construct. 

Because of sample size restrictions, the unidimensionality assessment was made by 

employing four separate sets of analysis, each involving constructs that were most 

similar to each other, thereby providing a more conservative test. The analysis 

pertained to (a) four environmental dimensions, (b) formal and informal control 

systems, (c) SBU strategy, and (d) SBU performance measures. The fit of the model 

and the diagnostic measures of the LISREL output suggests that each of these 

measures is acceptably unidimensional. 

The overall statistical support for the final model that included the measures 

of environmental dimensions appears to be fairly strong (p < 0.001; GFI = 0.91, 

AGFI = 0.86, RMSR = 0.067). The goodness of fit (GFO and adjusted goodness 

of fit (AGFr) refer to the relative amount of variance and covariance jointly 

accounted for by the model. The root mean square residual (RMSR) is a measure 

of the average of the residual variances and covariances. The t-tests suggest that 

all the factor loadings are significant. 

The support for the model including the measures of control systems is quite 

strong (p < 0.001; GFI = 0.91, AGFI = 0.87, RMSR = 0.051). The model 
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including the measures of SBU performance has a GFI of 0.96. Other statistics also 

show support for the model (p < 0.001; AGFI = 0.87; RMSR = 0.02). The support 

for the model of strategy is also adequate (p < 0.001; GFI = 0.96, AGFI = 0.87, 

RMSR = 0.06). The diagnostic measures of the LISREL output in all the four cases 

suggest that it is acceptably unidimensional. 

Now that the overall model has been accepted, each of the constructs can be 

evaluated separately by (1) examining the indicator loadings for statistical 

significance, and (2) assessing the construct's reliability. An examination of the t 

values associated with each of the loadings indicates that for each variable they 

exceed the critical values for the .01 significance level (critical value = 2.576). 

Estimates of the reliability for each construct are computed using the formula 

Construct Reliability = (Sum of standardized loadings)2 / (Sum of standardized 

loadings)2 + sum of indicator measurement error) 

The items used to measure the construct and their reliabilities are provided 

in Tables 4-1 to 4-8. 



TABLE 4-1 
UNIDIMENSIONALI1Y ASSESSMENT AND RELIABILI1Y COEFFICIENT OF 

CONSTRUCTS 
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INSTABILI1Y Factor Loadings 

Relative to other market(s) in our industIy, 
technological shifts in our markets are rapid. 

In our market(s), the bases of competition 
change frequently. 

The survival of our SBU depends on our 
ability to adapt to rapid market changes. 

It is hard to predict the changes taking 
place in our SBU's environment. * 

We very commonly face technological obsolescence. 

The demand for our products is very predictable. * 

Goodness of Fit Index (GFI) 
Adjusted Goodness of Fit Index (AGFI) 
Root Mean Square Residual (RMSR) 

Reliability Coefficient 

= 0.91 
= 0.86 
= 0.067 

= 0.77 

0.6952 

0.7312 

0.7910 

0.4675 

* This item was eliminated, based on the scale refinement procedure described in the text. 



TABLE 4-2 

UNIDIMENSIONALI1Y ASSESSMENT AND RELIABILI1Y COEFFICIENT OF 
CONSTRUCTS 
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COMPLEXI1Y Factor Loadings 

We continue to seIVe the same customers that 
we have in the past. 

Our customers' needs have remained more or less 
the same over the last few years. 

Product customization is very common in our markets. * 

New customers tend to have product needs that are 
different from those of our existing customers. * 

Goodness of Fit Index (GFI) 
Adjusted Goodness of Fit Index (AGFI) 
Root Mean Square Residual (RMSR) 

Reliability Coefficient 

= 0.91 
= 0.86 
= 0.067 

= 0.68 

0.5515 

0.8720 

* This item was eliminated, based on the scale refinement procedure described in the text. 



TABLE 4-3 
UNIDIMENSIONA,LI1Y ASSESSMENT AND RELIABILI1Y COEFFICIENT OF 

CONSTRUCTS 
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INTERCONNECTEDNESS Factor Loadings 

We have strong alliances with other firms. 

We share responsibilities with other manufacturers 
in developing and! or marketing products. 

The solution to most of our customers' problems is in 
putting together products from different manufacturers. 

To serve our customers effectively, we need to rely on 
the support and expertise of other manufacturers. 

We rely on multiple channels of distribution: 

Goodness of Fit Index (GFI) 
Adjusted Goodness of Fit Index (AGFI) 
Root Mean Square Residual (RMSR) 

Reliability Coefficient 

= 0.91 
= 0.86 
= 0.067 

= 0.71 

0.4641 

0.6922 

0.5890 

0.7081 

* This item was eliminated, based on the scale refinement procedure described in the text. 



TABLE 4-4 
UNIDIMENSIONALI1Y ASSESSMENT AND RELIABILI1Y COEFFICIENT OF 

CONSTRUCTS 
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CONCENTRATION Factor Loadings 

The supply of our essential raw materials 
is controlled by few firms. 

Even when our customer'demands are unreasonable 
we strive to meet them to survive. 

Our suppliers have the power to dictate prices to us. 

Our major customers are in a strong 
bargaining position with us. 

Goodness of Fit Index (GFI) 
Adjusted Goodness of Fit Index (AGFI) 
Root Mean Square Residual (RMSR) 

Reliability Coefficient 

= 0.91 
= 0.86 
= 0.067 

= 0.57 

0.4762 

0.4915 

0.5373 

0.4652 



TABLE 4-5 

UNIDIMENSIONALITY ASSESSMENT AND RELIABILITY COEFFICIENT OF 
CONSTRUCTS 
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DIFFERENTIATION STRATEGY Factor Loadings 

Percent of Sales spent on R&D. 

Overall Product quality. 

Uniqueness of product features. 

Emphasis placed on product 
development efforts. 

Goodness of Fit Index (GFI) 
Adjusted Goodness of Fit Index (AGFI) 
Root Mean Square Residual (RMSR) 

Reliability Coefficient 

= 0.96 
= 0.87 
= 0.06 

= 0.58 

0.7176 

0.3457 

0.3292 

0.6097 



TABLE 4-6 
UNIDIMENSIONALI1Y ASSESSMENT AND RELIABILI1Y COEFFICIENT OF 

CONSTRUCTS 

FORMAL CONTROL SYSTEMS 
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PROCESS CONTROL Factor Loadings 

Procedures to accomplish goals are well established. 

Procedures used to accomplish a given task 
are evaluated periodically. 

When desired results are not achieved 
procedures are modified. 

If performance goals are not met, employees are 
required to explain the reasons. * 

Employees are held responsible for 
following established procedures. 

Reliability Coefficient 

OUTPUT CONTROL 

Feedback is given to indicate the extent 
to which goals are achieved. 

= 0.76 

Specific Performance goals are specified in advance. 

Achievement of goals is monitored on an ongoing basis. 

Rewards (pay increases, bonuses, etc.,) 
are contingent upon achievement of goals. 

Considerable discretion is given to employees 
in deciding the best way to achieve goals. * 

Goodness of Fit Index (GFI) 
Adjusted Goodness of Fit Index (AGFI) 
Root Mean Square Residual (RMSR) 
Reliability Coefficient 

= 0.91 
= 0.87 
= 0.051 
= 0.84 

0.6715 

0.7835 

0.6685 

0.5303 

0.8812 

0.7503 

0.7477 

0.6430 

* This item was eliminated, based on the scale refinement procedure described in the text. 



TABLE 4-7 
UNIDIMENSIONALI1Y ASSESSMENT AND RELIABILI1Y COEFFICIENT OF 

CONSTRUCTS 

INFORMAL CONTROL SYSTEMS 
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PROFESSIONAL CONTROL Factor Loadings 

The professional in this SBU set "standards" 
for productivity. 

Most of the professionals are familiar 
with each other's productivity. 

Our SBU encourages job-related 
discussions among professionals. 

Professionals in our SBU are encouraged to provide 
critical appraisals of each, other's work. 

If productivity "standards" were violated by any 
individual, pressure would be brought on that 
person by fellow co-workers. 

Goodness of Fit Index (GFI) 
Adjusted Goodness of Fit Index (AGFI) 
Root Mean Square Residual (RMSR) 

Reliability Coefficient 

= 0.91 
= 0.87 
= 0.051 

= 0.79 

0.6851 

0.6359 

0.7693 

0.6778 

0.5193 



TABLE 4-8 
UNIDIMENSIONALI1Y ASSESSMENT AND RELIABILI1Y COEFFICIENT OF 

CONSTRUCTS 

SBU PERFORMANCE 
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PROFITS Factor Loadings 

Net profits (relative to expectations). 

Net profits (relative to competitors). 

Reliability Coefficient = 0.87 

MARKET SHARE 

Market share growth (relative to expectations). 

Market share growth (relative to competitors). 

New product development efforts (relative to expectations)· 

New product development efforts (relative to competitors)· 

Reliability Coefficient = 0.92 

CUSTOMER SATISFACTION 

Customers' satisfaction levels (relative to expectations). 

Customers' satisfaction levels (relative to expectations). 

Reliability Coefficient 

Goodness of Fit Index (GFI) 
Adjusted Goodness of Fit Index (AGFI) 
Root Mean Square Residual (RMSR) 

= 0.90 

= 0.96 
= 0.87 
= 0.02 

0.8255 

0.9290 

0.8704 

0.9748 

0.8728 

0.9430 

* This item was eliminated, based on the scale refinement procedure described in the text. 
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V.RESULTS 

Having established the unidimensionality of the measures of our construct, 

the main effects as well as the contingency hypotheses may be tested using 

regression procedures. Because of sample size restrictions, and based on the fact 

that our hypotheses are predominantly interaction hypotheses, we decided not to 

employ structural equation modeling, with the simultaneous estimation of 

measurement and structural models as recommended by Anderson and Gerbing 

(1988). However, the unidimensionality of the measures of our construct implies 

that we can impute meaning to our constructs. 

MAIN EFFECTS HYPOTHESES 

fn this section we present the hypothesized direct links between control 

systems and performance measures such as profits, market share, and customer 

satisfaction. The main effects hypotheses can be summarized by the following 

equations: 

(1) Customer Satisfaction = bI Process Control + b2 Output Control 

+ b3 Professional Control + el 

(2) Profits = b4 Process Control + bs Output Control 

+ b6 Professional Control + e2 



(3) Market Share = b7 Process Control + bs Output Control 

+ b9 Professional Control + e3 
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The b's and the e's denote the estimable parameters and the error terms 

respectively. 

The formal hypotheses (H1a to HIe) posit that formal controls will have a 

greater positive impact on performance of a SBU. Specifically, this implies that 

process and output controls will be positively related to profits, customer 

satisfaction, and market share of a SBU. We ran an ordinary least squares 

regression to estimate the main effects model. To account for the effects of other 

determinants of SBU performance, three additional variables were incorporated as 

independent variables in the regression equation. These additional variables related 

to entry barriers, pressure from substitute products, and product quality. As one of 

the constructs of interest in our conceptual framework - concentration captures 

supplier and buyer power, we did not have to include them as covariates. The 

literature suggests these variables to be important determinants of performance 

(e.g., Boulding and Staelin 1990; Jacobson and Aaker 1987; Porter 1980). None 

of the additional varaibles, i.e., covariates is significant. Table 5-1 reports the 

estimated standardized parameters. 

As hypothesized, output control is positively related to profits of a SBU (f3 
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= 0.29, P < 0.01). However, process and professional controls have no significant 

relationship to profits (/3's = 0.01, 0.08 respectively; p > 0.38). Similarly, process 

control is significantly related to satisfaction of customers served by a SBU (/3 = 

0.41, P < 0.01). Interestingly, output controls is negatively related to customer 

satisfaction (/3 = -0.18, P < 0.07). It is possible that in their quest to achieve 

bottom line performance figures, employees might be compromising on the 

satisfaction of customers, thus jeopardizing the success in the long run. This points 

out the need to go beyond broad categories of control and distinguish the effects of 

different types of controls such as input, process, output, professional, self, and 

cultural controls. 

In accordance with the main effect hypotheses, we also find that process 

control is positively related to market share of a SBU (/3 = 0.21, P < 0.06). 

However, both output and professional controls have no impact on market share of 

a SBU (/3 = 0.03, -0.04 respectively; p > 0.64). In summary, we find support for 

our main effects hypotheses that formal controls has a greater impact on 

performance of a SBU than informal controls. 

CONTINGENCY HYPOTHESES 

The formal hypotheses (H2a through H6c) suggest that the relationships 

among the control systems and the performance of a SBU are moderated by 
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environmental dimensions such as instability, complexity, interconnectedness, and 

concentration, and by the competitive strategy pursued by the SBU. We employ 

hierarchical regression analyses to test these hypotheses in tum for each of the three 

dependent variables in Equations 1 through 3. In essence, we compare the variance 

explained by the main effects model (additive model) to the full model that includes 

the variables in the main effects model and the hypothesized interactions between 

moderators and the control system variables. If this test of homogeneity of 

regression slopes is significant, it suggests that the interaction model more 

appropriately captures the variance in the dependent variable. Once the statistical 

significance is established, the hypothesized moderating effects can be tested by 

examining the sign and statistical significance of the parameter estimates of the 

interaction terms. If the test fails to rule out the homogeneity of slopes, the 

contingency hypotheses are not supported and the simple main effects model 

hypothesized in equations 1 through 3 is more appropriate. 

In our implementation of the test of homogeneity of slopes, we employed 

mean centering of the independent variables as suggested by Cronbach (1987) to 

remove the effects of multicollinearity. For example, in our test of the contingency 

hypotheses for one of the dependent variables, profits, we ran the main effects 

model that included as predictors, the process, output, and professional controls, 

environmental dimensions - instability, complexity, interconnectedness, and 
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concentration, and SBU strategy. Then, we ran a full model that included the 

fifteen interaction tenns in addition to the above variables. The F statistic 

associated with the contrast of full model with the reduced model (i.e, additional 

variance explained) is 0.91, which was not statistically significant at 0.05 level. 

This means that there is no support for hypothesis 2a, 3a, 4a, Sa, and 6a. A similar 

procedure was used for the other two dependent variables - customer satisfaction 

and market share, and the corresponding F statistics are 1.29, and 0.82, suggesting 

that there is no support for our contingency hypotheses. In summary, the main 

effects model is more appropriate for explaining the variance in the performance of 

a SBU. 

CONfROL MIX EFFECI'S ON PERFORMANCE 

We first constructed a typology of control combinations following the work 

of Jaworski (1988; 1993) and classified the control systems in a SBU as belonging 

to one of four types (see Figure 2-2). To classify a given control system in a SBU, 

we computed distance scores that reflect the gap between the pure control system 

and the actual controls in use. For example, for clan control we specified a three 

element vector: low on process and output controls (Le., 1 on a 5 point scale) and 

high on professional controls (Le., 5 on a 5-point scale). A similar pure type was 

constructed for the other three control combinations in Figure 2-2. Then we 
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computed a score for each SBU on each control combination reflecting their 

absolute distance from each one of the pure control systems identified in Figure 2-2. 

We assigned each SBU to one of the four control combinations based on their 

lowest distance score. If the calculation resulted in a tie, the SBU was not classified. 

Using this approach, our sample yielded the following sample sizes: low control 

system (N=32), high control system (N=79), clan control (N=ll), and 

bureaucratic control system (N=30). A total of 20 cases were unclassified. 

Hypothesis 7a through 7c predicted that profits, market share, and customer 

satisfaction in a SBU will be higher in the case of high control system than in any 

of the other three controls. We ran a series of ANOVAs to test the effects of the 

four control systems on the three dependent variables of interest. In all three cases, 

the model was significant. High control is associated with greater profits (F = 4.89, 

P < 0.003) in comparison to clan and low control systems, but the profits were 

marginally higher in case of bureaucratic control system. 

Similarly, high control system is associated with higher market share in a 

SBU (F=3.23, p < 0.025), in comparison to the other three control systems. High 

control is also associated with greater satisfaction of customers served by the SBU 

(F=5.93, p < 0.001), in comparison to the other three controls. In summary we 

find strong support for our hypotheses in case of control combinations. The results 

are reported in Table 5-2. 



TABLE 5-1 

STANDARDIZED REGRESSION COEFFICIENTS 

Dependent Predictor Regression Significance R2 F-Value Significance 
Variable Variable Coefficient Level of F-Value 

Profits . Process 0.01 ns . 0.17 3.65 0.00 
Output 0.29 p < 0.01 
Profess 0.08 ns 

Market Share Process 0.21 p < 0.06 0.22 5.21 0.00 
Output 0.03 ns 
Profess -0.04 ns 

Customer Process 0,41 p < 0.01 0.30 7.82 0.00 
Satisfaction Output -0.18 p < 0.07 

Profess 0.05 ns 

Coefficient not significant at the .10 level are indicated as "ns". 

c:j 



TABLE 5-2 

The Relationship Between Control Combinations and Performance 

Mean Values 

Dependent Variable Bureaucratic(B) Clan(C) High(H) Low(L) 

Profits 30.66 25.35 30.31 22.71 

Market Share 23.76 18.05 24.41 19.52 

Customer Satisfaction 25.21 26.45 28.58 20.73 

F Paired Comparison 
Significance Test 

4.89 B&L, H&L 

3.23 B&L, C&H, H&L 

5.93 B&H, B&L, 
C&L, H&L 

~ 
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VI. CONCLUSIONS 

DISCUSSION 

The purpose of this dissertation was: (1) to identify the impact of control 

systems on performance of a SBU, (2) to examine the moderating impact of 

environmental context and strategy on the effects of control systems on 

performance, and (3) to investigate the role of control mix on performance. Even 

though management and accounting literature have examined the role of control 

systems in reasonable detail, our study indicated that they do not adequately 

capture the range of control systems in organizations. 

More specifically, our study included the nondocument-based or "informal" 

control systems operating in an organization, besides the traditional control 

mechanisms. Examining a particular type of control in isolation may distort the true 

magnitude of its effect (Jaworski et. al 1993), and this research addresses this 

problem by including informal controls also in the empirical examination. While 

past literature has focused solely on the effect of controls on individual behavioral 

consequences, this study focuses on bottom line performance measures and thus 

addresses the concerns of managers. 

The significance of control systems in evaluating strategies cannot be over 

emphasized and our study documents the role of control systems in the success of 

a SBU. Previous research has neglected the role of environmental context on the 
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effects of control systems on performance. This research fills this void by examining 

the role of environmental and organizational context on controls-performance 

relationships. The study also makes a methodological contribution by developing, 

and validating new measures for environmental dimensions. 

Our results provide support for the main effects model presented in Figure 

2-1. The results do not provide support for the proposed contingency relationships. 

Contingency relationships have a clear intuitive appeal and unfortunately, this 

research does not provide support for the contingency model. One possible 

explanation may be that finding strong support for moderating effects in field 

settings is difficult (Sackett et. aI1986). Another explanation is that organizations 

use buffering mechanisms to seal off some of the organizational levels and protect 

it from the environmental uncertainties to the extent possible (Thompson 1967). 

One such buffering mechanism might be the job design in organizations. If this is 

true, than task characteristics will playa much greater influence on the impact of 

controls on performance. Yet another interpretation may be that the moderating 

variables interact among themselves, and hence it is their combined effects that 

influence the effects of control systems on performance, rather the hypothesized 

one/single factor effects. 

However, our empirical examination of controls mix suggest that high control 

systems perform better than any other types of control mix. This bodes well for the 
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role of informal control systems and managers will be better off instituting high 

control systems as it can handle all exigencies. 

UMITATIONS 

This section summarizes the limitations of this research. The measures used 

in the study, especially complexity and competitive strategy, could benefit from 

further refinement to attain higher reliability levels. The focus of our research was 

on organizational members' perceptions of environmental context, control systems, 

and performance. Either an intensive field study focusing on "actual" situations or 

multiple informant sampling (Phillips 1982) will go a long way in furthering our 

understanding to be able to make normative recommendations. 

Further, as our sample included diverse industries, managers perceptions of 

a given level of controls in their SBUs might have varied systematically. As argued 

earlier, a control system perceived as high control system by a manager of a SBU 

in a given industry, might not be regarded as high by another manager in a different 

industry. Hence, our recommendations regarding the appropriate level of control 

systems in an organization should be interpreted in the context of a particular 

industry. 

The proposed model does not include other variables that are likely to affect 

the effect of control systems on performance. For example, task characteristics have 
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been shown to moderate the control systems-consequences linkages. In addition, 

our model does not include potential interactions among the antecedent variables 

and the potential effects of such interactions. Therefore, the model specification 

may be incomplete, leading to less accurate parameter estimates. 

FUTURE RESEARCH 

We presented earlier the concept of buffering mechanisms and speculated 

about its role. Previous work in the control literature has examined the linkages 

among task characteristics, control systems, and behavioral consequences for 

individuals. Future research efforts might incorporate task characteristics in to our 

conceptual framework and test it empirically. Ifwe find support for the moderating 

role of task characteristics on controls-performance linkages, but fail to find support 

for the moderating effects of environmental dimensions again, it provides convincing 

evidence for the role of.buffering mechanisms. Of course, it is possible that the task 

characteristics in itself might have an impact on members' perceptions of 

environmental dimensions. Future research efforts should be directed towards such 

developments. 

Alternately, one may incorporate our performance measures to the prior 

frameworks in the control literature and examine the linkages between individual 

level performance and SBU performance. Such research efforts might obtain data 
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from several respondents, who show variance in task characteristics, within a single 

SBU. 

Contingency theory takes the position that there is no one best way to 

manage an organization. Accordingly, control systems should be designed 

depending on the particular context to achieve desired performance. The problem 

however with this approach is that organizations face mUltiple and often conflicting 

contingencies. In this situation, there is a trade-off between the fit of the control 

systems and the internal consistency among the processes in organizations (Van de 

Yen 1986). It will be interesting to study the differential impact of these conflicting 

contingencies on performance and the optimal strategy for SBUs to pursue under 

such circumstances. 

In our examination of the effects of controls mix on performance, we 

classified SBUs into one of four types of control combinations based on "best fitting" 

system (Jaworski et. al 1993). Of course, this is not the only way to construct a 

typology of control combinations. A classification based on the "degree of fit" to 

each one of the four control systems is another intuitively appealing approach and 

different classification schemes might be tried in future research efforts. 
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APPENDIX A 



APPENDIX A 

Scale Iternsa 

Construct: Environmental Instability 

Instability: refers to the rate of variability and predictability of the variation in 
elements of the environment. 

1. Relative to other market(s) in our industry, technological shifts in our markets are 
rapid. 

2. In our market(s), the bases of competition change frequently. 

3. The survival of our SBU depends on our ability to adapt to rapid market changes. 

4. It is hard to predict the changes taking place in our SBU's environment. 

5. We very commonly face technological obsolescence. 

6. The demand for our products is very predictable. 
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Construct: Environmental Complexity 

APPENDIX A 
(CONTINUED) 

Scale Itemsa 

Complexity: refers to the degree of similarity or diversity 
population dealt with. 

among elements of the 

1. We continue to serve the same customers that we have in the past. 

2. Our customers' needs have remained more or less the same over the last few years. 

3. We sell diverse lines of products to different customers. 

4. Product customization is very common in our markets. 

5. New customers tend to have product needs that are different from those of our 
existing customers. 
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APPENDIX A 
(CONTINUED) 

Scale Itemsa 

Construct: Environmental Interconnectedness 

Interconnectedness: connotes the number and pattern of linkages, or connections 
among organizations 

1. We have strong alliances with other firms. 

2. We share responsibilities with other manufacturers in developing and/or marketing 
products. 
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3. The solution to most of our customers' problems is in putting together products from 
different manufacturers. 

4. To serve our customers effectively. we need to rely on the support and expertise of 
other manufacturers. 

5. We rely on multiple channels of distribution. 



APPENDIX A 
(CONTINUED) 

Scale Itemsa 

Construct: Environmental Concentration 

Concentration: refers to the extent to which the control of resources in the 
environment is widely dispersed 

1. The supply of our essential raw materials is controlled by few firms. 

2. Our suppliers have the power to dictate prices to us. 

3. Even when our customer demands are unreasonable we strive to meet them to 
survive. 

4. Our major customers are in a strong bargaining position with us. 
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APPENDIX A 
(CONTINUED) 

Scale Itemsa 

CONlROL 1YPES 
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Fonnal Controls: Formal Controls, are written controls initiated by the management to 
ensure compliance by the employees and achievement of the 
objectives of the firm (Jaworski, 1988). 

subsumes three types - input, process, and output. 

Process Controls: is exercised when the firm attempts to influence the means to achieve 
desired ends. In the case of complete process control, management 
holds the employee responsible for following the prescribed 
procedures but does not hold the individual responsible for the 
outcome. 

1. Procedures to accomplish goals are well established. 

2. Procedures used to accomplish a given task are evaluated periodically. 

3. When desired results are not achieved procedures are modified. 

4. Feedback is given to indicate the extent to which goals are achieved. 

5. Employees are held responsible for following established procedures. 



APPENDIX A 
(CONTINUED) 

Scale Itemsa 

CONTROL 1YPES 
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Output Controls: is exercised when performance standards are set, monitored, and the 
results evaluated. In the case of complete outcome control, the firm 
does not need to know the causal mechanism to steer the worker back 
on course because responsibility for cause-effect knowledge has been 
delegated to the worker. 

1. Specific performance goals are specified in advance. 

2. Achievement of goals is monitored on an ongoing basis. 

3. Rewards (pay increases, bonuses, etc.,) are contingent upon achievement of goals. 

4. If performance goals are not met, employees are required to explain the reasons. 

5. Considerable discretion is given to employees in deciding the best way to achieve 
goals. 
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Informal Controls: are unwritten control systems influencing the employees behavior 
that mayor may not be consistent with the objectives of the finn. 
Inc.1udes self, and professional controls. 

Professional Controls: In case of professional controls the work unit establishes 
standards, monitors behavior, and takes corrective actions 
when deviations occur (Waterhouse and Tiessen 1978). 

1. The professionals in this SBU set "standards" for productivity. 

2. Most of the professionals are familiar with each other's productivity. 

3. Our SBU encourages job-related discussions among professionals. 

4. Professionals in our SBU are encouraged to provide critical appraisals of each other's 
work. 

5. If productivity "standards" were violated by any individual, pressure would be 
brought on that person by fellow co-workers. 
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Product Differentiation Strategy: Competitive strategy was measured in tenns of SBU's 
intended trade-offs between becoming the cost leader 
and achieving differentiation. In the scale below, a 
higher number indicates that the SBU pursues 
differentiation strategy. 

1. Percent of Sales spent on R&D. 

2. Overall Product Quality. 

3. Uniqueness of product features. 

4. Emphasis placed on product 
development efforts. 
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SBU performance was measured along a multiplicity of dimensions following the 
tradition in the organizational literature. In measuring SBU performance, we employed 
comparison of achievement against a priori expectations, and achievrnent relative to 
competitors. Our measurement of performance also took in to consideration, the relative 
importance of various goals to SBU and the performance was computed by multiplying 
the level of achievement with their importance weights. 

Profits 

1. Net profits 

Market Share 

1. New product development efforts 

2. Market share growth 

Customer Satisfaction 

1. Customers' satisfaction levels 



1. Net profits 

2. New product develop~ent efforts 

3. Market share growth 

4. Customers' satisfaction levels 

APPENDIX A 
(CONTINUED) 

Scale Itemsd 

a All are 5-point scales ranging from "strongly disagree" to "strongly agree". 

b All are 7-point scales ranging from "significantly lower than competitors" to 
"significantly higher than competitors". 

c All are 7-point scales ranging from (i) "significantly below your SBUs 
expectations" to "significantly above your SBUs expectations" and (ii) 
"significantly lower than competitors" to "significantly higher than competitors". 

d All are 7-point scales ranging from "not at all important" to "extremely 
important". 
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February 21, 1995 

Mr. Jeffrey D Dubin 
Manager, Market Research 
Ciba-Geigy Corp 
556 Morris Ave 
Summit, NJ 07901 

Dear Mr. Dubin: 
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I am writing to request your assistance in completing my dissertation. The 
dissertation deals with an important research issue i.e., business performance. The study 
focuses on critical issues that are of significant importance to corporations: (1) how does 
the external environment of a SBU affects its performance? (2) what influence does the 
control systems in an organizational unit have on the performance of that unit? and (3) 
how does strategy impact the performance of a SBU? 

I have undertaken this dissertation study because I think the outcome of this study 
can have an impact on the practitioner community. 

You are part of a select sample I have chosen for the purposes of this study. In 
order for my dissertation to accurately reflect the views of the managers it is important that 
you complete and return the questionnaire. 

I would greatly appreciate your completing the enclosed survey and returning it in 
the pre-paid self-addressed envelope provided. I want to stress that all responses are held 
in strict confidence - only summary data will ever be reported. While the questionnaire has 
an identification number, it is only to enable me to check your name off the mailing list 
when your questionnaire is returned. Your name will never be placed on the questionnaire. 

Finally, I will send you a copy of the findings upon completion of this research 
(target date May 1995). Please do not hesitate to call me at (602) 621-7479 if you have 
any questions. Thank you in advance for your consideration. 

Sincerely, 

Rajan Krish 
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Last week a questionnaire seeking your response about business perfonnance issues was 
mailed to you. 

If you have already completed and returned this survey, I wish to thank you. If not, I would 
appreciate your response as soon as possible. Because this survey was sent to only a small, 
representative sample, it is extremely important that your response be included in the study. 

If by some chance, you did not receive the questionnaire, or it was misplaced, please call 
me (602-621-7479) and I will another one to you today. 

Sincerely, 

Rajan Krish 
Dept. of Marketing 
The University of Arizona 
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March 4, 1995 

Mr. Jeffrey D Dubin 
Manager, Market Research 
Ciba-Geigy Corp 
556 Morris Ave 
Summit, NJ 07901 

Dear Mr. Dubin: 
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About three weeks ago I wrote to you requesting your participation in my research 
project on business performance. As of today, I have not received your completed 
questionnaire. . 

I have undertaken this dissertation study because I think the outcome of this study 
can have an impact on the practitioner community. 

I am writing to you again because of the significance each questionnaire has to the 
usefulness of this study. Your name was drawn through a scientific sampling process in 
which every marketing practitioner in AMA had an equal chance of being selected. In order 
for my dissertation to accurately reflect the views of practitioners it is important that each 
person in the sample return the questionnaire. Again, I want to stress that all responses are 
held in strict confidence - only summary data will ever be reported. 

In the event that your questionnaire has been misplaced, a replacement is enclosed. 

If you have any questions, please do not hesitate to call me any time either at home 
(602-624-8479) or at the office (602-621-7479). Your cooperation is genuinely appreciated. 

Sincerely, 

Rajan Krish 
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SEmON I: TIris section concerns your business unit's external environment. Terms such 
as "division", "subsidiary", and "strategic business unit" are of ten used interchangeably from 
one company to another. For the purposes of this survey, we use the term "Strategic 
Business Unit" (SBU). If you are employed with a company which does not have more than 
one SBU, please respond in reference to the firm as a whole. If a question is not applicable, 
please leave a blank. 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

9. 

10. 

11. 

Strongly 
Disagree 

Relative to other market(s) in our 1 
industry, technological shifts in 
our markets are rapid. 

In our market(s), the bases of 1 
competition change frequently. 

The survival of our SBU depends on our 1 
ability to adapt to rapid market changes. 

It is hard to predict the changes taking 1 
place in our SBU'S environment. 

We continue to serve the same customers 1 
that we have in the past. 

Our customers' needs have remained more 1 
or less the same over the last few years. 

We very commonly face technological 1 
obsolescence. 

The demand for our products is very 1 
predictable. 

Product customization is very common in 1 
our markets. 

We sell diverse lines of products to 1 
different customers. 

We have strong alliances with other firms. 1 

2 

2 

2 

2 

2 

2 

2 

2 

2 

2 

2 

3 4 

3 4 

3 4 

3 4 

3 4 

3 4 

3 4 

3 4 

3 4 

3 4 

3 4 

Strongly 
Agree 

5 

5 

5 

5 

5 

5 

5 

5 

5 

5 

5 
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Strongly Strongly 
Disagree Agree 

12. We share responsibilities with other 1 2 3 4 5 
manufacturers in developing and! or 
marketing products. 

13. The solution to most of our customers' 1 2 3 4 5 
problems is in putting together products 
from different manufacturers. 

14. To serve our customers effectively, we 1 2 3 4 5 
need to rely on the support and expertise 
of other manufacturers. 

15. We rely on mUltiple channels of 1 2 3 4 5 
distribution. 

16. The supply of our essential raw materials 1 2 3 4 5 
is controlled by few finns. 

17. Even when our customer demands are 1 2 3 4 5 
unreasonable we strive to meet them 
to survive. 

18. Our suppliers have the power to dictate 1 2 3 4 5 
prices to us. 

19. Our major customers are in a strong 1 2 3 4 5 
bargaining position with us. 

20. New customers tend to have product needs 1 2 3 4 5 
that are different from those of our 
existing customer~. 
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SECI10N D: This section concerns your business unit's industry structure. Once again, 
please focus on your SBU in responding to the following questions. 

Strongly Strongly 
Disagree Agree 

1. There is little differentiation between 1 2 3 4 5 
our products and those of our competitors. 

2. Our customers often praise our 1 2 3 4 5 
product quality. 

3. It is easy for new players to enter 1 2 3 4 5 
our industry. 

4. Potential entrants into our industry can 1 2 3 4 5 
expect strong retaliation from existing players. 

5. The technology for entering our industry 1 2 3 4 5 
is readily available. 

6. We are constantly under pressure from 1 2 3 4 5 
competitive products offered by 
other manufacturers. 

7. The prices we can charge for our products 1 2 3 4 5 
are constantly under pressure from substitutes. 

8. Competitors outside of our industry offer 1 2 3 4 5 
viable substitutes for our products. 

SECI10N III: This section deals with managerial controls in your Strategic Business Unit. 
The term "professionals" refer to Peers ("colleagues") in a work unit. 

Strongly Strongly 
Disagree Agree 

1. Procedures to accomplish goals are 1 2 3 4 5 
well established. 

2. Procedures used to accomplish a given 1 2 3 4 5 
task are evaluated periodically. 
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Strongly Strongly 
Disagree Agree 

3. When desired results are not achieved 1 2 3 4 5 
procedures are modified. 

4. Feedback is given. to indicate the extent 1 2 3 4 5 
to which goals are achieved. 

5. Specific Performance goals are specified 1 2 3 4 5 
in advance. 

6. Achievement of goals is monitored on an 1 2 3 4 5 
ongoing basis. 

7. Rewards (pay increases, bonuses, etc.,) 1 2 3 4 5 
are contingent upon achievement of goals. 

8. Employees are held responsible for 1 2 3 4 5 
following established procedures. 

9. If performance goals are not met, 1 2 3 4 5 
employees are required to explain the reasons. 

10. Considerable discretion is given to 1 2 3 4 5 
employees in deciding the best way to 
achieve goals. 

11. The professionals in this SBU set 1 2 3 4 5 
"standards" for productivity. 

12. Most of the professionals are familiar 1 2 3 4 5 
with each other's productivity. 

13. Our SBU encourages job-related 1 2 3 4 5 
discussions among professionals. 

14. Professionals in our SBU are encouraged 1 2 3 4 5 
to provide critical appraisals of 
each other's work. 

15. If productivity "standards" were violated 1 2 3 4 5 
individual, pressure would be brought 
on that person by fellow co-workers. 
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SECI10N IV: This section concerns the strategy ~ursued by your Stratesric Business Unit 
(SBU). In responding to the following questions, please indicate your position relative to 
your competitors with "1" being significantly lower than com~etitors in your market(s) and 
"7" being significantly higher than com~etitors in your market(s). 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

9. 

Significantly Significantly 
lower than higher than 
competitors competitors 

Average cost of your product. 1 2 3 4 5 6 

Percent of Sales spent on R&D. 1 2 3 4 5 6 

Percent of Sales spent on 1 2 3 4 5 6 
marketing expenses. 

Overall product quality. 1 2 3 4 5 6 

Brand Image/Recognition. 1 2 3 4 5 6 

Uniqueness of product features. 1 2 3 4 5 6 

Number of unrelated products 1 2 3 4 5 6 
that we sell. 

Emphasis placed on new product 1 2 3 4 5 6 
development efforts. 

Number of marginally profitable 1 2 3 4 5 6 
customer accounts. 

Please indicate the degree to which your business unit resembles the two companies 
described below by distributing 100 points between them. Thus, if your business unit 
is primarily like Company A and only remotely like Company B, you might allocate 90 
points to Company A and 10 points to Company B. 

Company A places heavy emphasis on creation of efficient-scale facilities, vigorous 
pursuit of cost reductions over time, tight cost and overhead control, stable product 
offerings, and strives to be a low cost producer in its markets. 

Company B pursues a strategy that focuses primarily on "uniqueness" and 
"exclusivity" of its product offerings, and places emphasis on product development 
efforts. 

Company A: ____ points; Company B: ____ points. (Total = 100 pts.) 

7 

7 

7 

7 

7 

7 

7 

7 

7 
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SECIlON V: This section concerns your Strategic Business Unit's performance. In 
responding to the following questions, please indicate how you will rank your SBU's 
performance last year relative to your expectations with "1" being significantly below your 
business unit's expectations and "7" being significantly above your business unit's 
expectations. 

Significantly Significantly 
below your above your 
business unit's buiire; unit's 
expectations expectations 

1. SBU's sales performance 1 2 3 4 5 6 7 

2. New product development efforts 1 2 3 4 5 6 7 

3. Market share growth 1 2 3 4 5 6 7 

4. Net profits 1 2 3 4 5 6 7 

5. Customers' satisfaction levels 1 2 3 4 5 6 7 

6. Quality of distributors relationships 1 2 3 4 5 6 7 

In responding to the following questions, please indicate how you will rank your SBU's 
performance last year with respect to the competitors in your market(s) with "1" being 
significantly lower than competitors and "7" being significantly higher than competitors. 

Significantly Significantly 
below your above your 
business unit's buiire; unit's 
expectations expectations 

1. SBU's sales performance 1 2 3 4 5 6 7 

2. New product development efforts 1 2 3 4 5 6 7 

3. Market share growth 1 2 3 4 5 6 7 

4. Net profits 1 2 3 4 5 6 7 

5. Customers' satisfaction levels 1 2 3 4 5 6 7 

6. Quality of distributors relationships 1 2 3 4 5 6 7 
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In responding to the following questions, please indicate the degree of importance the top 
management attaches to the accomplishment of the following by your SBU, with "1" being 
"not at all important" to "7" being "extremely important". 

Not at all ~ 
Important hqx:tlalt 

1. SBU's sales performance 1 2 3 4 5 6 

2. New product development efforts 1 2 3 4 5 6 

3. Market share growth 1 2 3 4 5 6 

4. Net profits 1 2 3 4 5 6 

5. Customers' satisfaction levels 1 2 3 4 5 6 

6. Quality of distributors relationships 1 2 3 4 5 6 

SECI10N VI Now, please respond to the following questions with actual figures. Again, 
keep in mind that all responses will be kept strictly confidential. 

1. Net Sales last year: _______ _ 

2. Net profits before'tax last year: _______ _ 

3. Return on shareholders' equity last year: %. 

4. Approximate Average sales growth rate for the last three years %. 

5. Approximate Average growth in market share for the last three years ____ %. 

6. Approximate Number of new products developed over the last three years __ _ 

7. Average cost-savings realized through programs for the last three years ____ _ 

8. Average return on shareholders' equity for the last three years ___ %. 

9. Title of your position: _______ _ 

10. Your level of management: ___ Junior Middle --- Senior ---

7 

7 

7 

7 

7 

7 
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