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Abstract

This study explores the contingent relationships between strategic control, business-level strategy,
and the perceived effectiveness of the strategic control system. The findings suggest that: (1) firms
demonstrating Cost-leader tendencies have more effective strategic control systems when their
conirols are "tighter" (i.e., greater degree of formalization, upper management supervision, and role
specialization); and (2) firms demonstrating Differentiator tendencies have more effective strategic
control systems when their controls are "looser."

Introduction

In general, early research of control systems was
focused at the operating levels of the organization, in
that control was conceptualized either as the amount of
influence by employees over the design of their jobs, or
as the influence of employees by managers to improve
task performance (Tannenbaum, 1968). Recent studies
have begun to explore the control processes which
function at the upper management levels of corporations
and business units. At the corporate level, these so-
called strategic controls refer to the mechanisms by which
corporate executives influence the strategic direction and
level of achievement of their firm’s multiple business
units. Business-level strategic controls are the processes
by which business unit managers adjust their strategies
over time in order to pursue the larger corporate
objectives, and involve "formal target-setting, monitoring,
evaluation, and feedback systems that provide manage-
ment with information about whether the organization’s
strategy and structure are meeting strategic organization-
al objectives" (Hill & Jones, 1989, p. 258).

Although research of corporate-level strategic control
boasts a growing portfolio of empirical studies (e.g.,
Gupta, 1987; Govindarajan, 1986, 1988; Govindarajan &
Gupta, 1985; Hoskisson & Hitt, 1988; Golden, 1992),
the output of business-level strategic control research is
quite modest. Schreyogg and Steinmann (1987) blame
the absence of a comprehensive strategic control frame-
work for the empirical and conceptual under-develop-
ment of the topic. The framework these authors
proposed, which describes strategic control in terms of
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three complementary control tasks, has been adopted by
the authors of a number of strategic management texts
and is fast becoming the standard treatment of the
subject. Still, Schreyogg and Steinmann did not discuss
in much detail how the three types of strategic control
tasks should be designed and managed, and empirical
researchers have not yet addressed this issue. Conse-
quently, practicing managers are provided few guidelines
by which to design and manage their strategic controls.

This paper reports an exploratory application of the
Schreyogg and Steinmann strategic control framework.
Strategic Management theory argues that a firm’s
performance is partly determined by how well its
administrative processes, such as control systems, fit and
reinforce its strategies (Miles & Snow, 1978; Porter,
1980). Consistent with this tradition, this research
examines whether the effectiveness of strategic controls
is enhanced when managers align strategic control
processes to match their strategies. Stated in their most
general form, the research questions driving this study
are as follows: (1) Are "tight" strategic controls univer-
sally more effective than "loose" strategic controls, or are
tighter controls more effective in some strategic contexts
and looser controls more effective in others? (2) If
there is a contingent relationship between strategic
control design, strategy, and control system effectiveness,
does the same relationship hold in each of Schreyogg
and Steinmann’s three types of strategic control?
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Conceptual and Theoretical Background

Some authors warn that the "monitoring, evaluation,
and feedback systems" are not sufficient for strategic
control, and that additional forms of control are needed
(Lorange, 1980; Lorange, Scott Morton, & Ghoshal,
1986). Schreyogg and Steinmann (1987) presented a
more comprehensive framework in which feedback
processes (which they call Implementation Control) are
complemented by two other strategic control tasks:
Premise Control and Strategic Surveillance. This section
outlines the three types of strategic control tasks, and
then briefly reviews the research literature concerning
the relationship between strategy and control systems.

Types of Strategic Control

The Implementation Control task requiresre-assessing
the firm’s current strategic direction in light of its recent
performance results. Implementation Controls usually
involve some form of milestone review process in which
intermediate results of a strategic program are compared
with previously defined short-term indicators of the
program’s  eventual long-term success or failure
(Schreyogg & Steinmann, 1987). These controls can be
used to make mid-course adjustments to strategy, to
decide the appropriate level of resource support, or to
determine whether or not the strategic program should
be terminated (Lorange, 1980). Other forms of Imple-
mentation Control processes include the continuous
monitoring of the programs or projects that are critical
for the eventual success of a strategy, and the compre-
hensive review of strategy after the occurrence of a
major unexpected event or crisis (Pearce & Robinson,
1991).

The Premise Control task involves the continuous
evaluation of the premises underlying strategy. Premise
identification techniques such as Strategic Assumption
Surfacing (Mason & Mitroff, 1981) help managers
uncover and understand the premises on which their
strategies depend. When incorporated within an ongo-
ing monitoring process which periodically checks and
updates the premises, these techniques become particu-
larly useful for indicating when major reconceptual-
izations of strategy are needed (Lorange et al.,, 1986).
Another form of Premise Control, strategy acceptance
processes, attempt to screen out conceptually flawed or
inconsistent strategies prior to implementation. For
example, several normative checklists in the strategic
management literature detail the desirable specifications
"good strategy" should have, such as consistency with
objectives and policies, consonance with the environ-
mental assessment, feasibility of implementation with
respect to the firm’s resources, acceptability of its risk
characteristics, and fit with product life cycle situation,
among other criteria (e.g., see Rumelt, 1980). Other
benchmarks of good strategy drawn from case studies,
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normative strategy frameworks (MacMillan, 1982), and
the PIMS database (Buzzell & Gale, 1987) have also
been recommended as standards against which a pro-
posed strategy can be validated. By comparing a
strategic program to specifications or benchmarks,
managers can validate the program’s viability and can
pinpoint those strategic elements which need to be
changed.

The Strategic Surveillance task involves scanning the
firm’s internal and external environments to identify
emerging issues and trends which could eventually
disrupt the effectiveness of existing strategies (Schreyogg
& Steinmann, 1987). Strategic Surveillance processes try
to anticipate the need to change strategy, so that action
can be taken before the window of opportunity for
effective response closes. Strategic Issue Management
(Ansoff, 1984) is a representative example of a formal
process designed to improve the firm’s ability to pick up
"weak signals," or symptoms of future problems.

Strategy and Control Systems

Environments of greater task uncertainty place
increased information processing demands on firms to
manage, the uncertainty; firms respond by elaborating
administrative processes, such as planning and control
systems, which extend their information processing
capacity (Galbraith, 1973). Thus, firms which tailor
their administrative mechanisms to the level of their task
uncertainty will be more effective than those which do
not, and, in particular, tailoring control systems to task
uncertainty enhances organizational effectiveness
(Hayes, 1977). The extent of task uncertainty faced by
a firm is related to its "strategic orientation." For
example, greater environmental uncertainty is said to be
associated with Prospector rather than Defender strateg-
ies' (Miles & Snow, 1978), with Build rather than
Harvest strategies® (Govindarajan, 1986), and with
Differentiator rather than Cost-leader strategies (Miller,
1988). Thus, fitting control systems to strategy should
be associated with greater effectiveness, as it matches
the information processing capabilities of control
systems to the task uncertainty demands of strategy
(Gupta, 1987; Govindarajan, 1988).

Porter (1980) argued that tight cost control, frequent
and detailed control reports, structured responsibilities,
and strict quantitative targets are characteristic of the
control systems of firms pursuing the Cost-leader
generic strategy, while firms with the Differentiator
generic strategy employ looser and more subjective
control systems. Similarly, Miles and Snow (1978)
claimed that Defender firms focus on tight, formal cost
controls while Prospector firms rely upon more informal
controls. However, empirical support for these asser-
tions is limited. Simons (1987) used Miles and Snow’s
typology to show that the manner in which accounting
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control systems are centralized and tailored to local
needs may vary between Prospector and Defender firms.
In their studies of corporate-level strategic control
processes, Govindarajan and Gupta investigated the
connections between SBU effectiveness and corporate-
SBU relations during strategy implementation, using the
SBUs strategic context as a moderating variable
(Govindarajan, 1986, 1988; Gupta, 1987; Govindarajan
& Gupta, 1985). In these studies, strategic context was
conceptualized in terms of either: (1) a Differentiator-
Cost-leader continuum,; or (2) a Harvest--Build continu-
um. The results of these studies suggest that looser,
informal, and flexible corporate-SBU arrangements
contribute more to SBU effectiveness in Differentiator
and Build contexts than in Cost-leader and Harvest
contexts, and that tighter, centralized, and programmed
arrangements are associated with greater SBU effective-
ness in Cost-leader and Harvest strategic contexts.
Golden (1992) studied corporate-SBU control in terms
of the degree of centralization of interdependent
activities, such as strategic planning and environmental
monitoring. His results suggest that the degree of
centralization, when appropriately matched to SBU
strategy, is associated with superior performance.

Unfortunately, the literature specific to business-level
strategic control has not yet addressed the strategy-
control system relationship in a systematic fashion.
Schreyogg and Steinmann (1987) proposed that, because
of the different data acquisition and handling require-
ments of the three types of strategic control, Implemen-
tation Control should be more formalized and central-
ized than Premise Control, which, in turn, should be
more formalized than Strategic Surveillance. However,
the authors did not relate these propositions to differ-
ences in strategy. Pearce and Robinson (1991) suggest-
ed that Implementation Control would be related to
strategy and that Premise Control and Strategic Surveil-
lance would not, but they failed to describe the form of
the relationship. Roughly half of the respondents in
Lorange and Murphy’s (1984) study claimed to tailor
their strategic controls to strategy (i.e., the type and
maturity of the business unit), but the details of the
tailoring were not examined.

Research Hypotheses

Perhaps the best known typology of strategy is that of
Porter (1980), which identified two generic strategies for
achieving competitive advantage. Firms pursuing
Differentiator strategies attempt to create something
perceived to be unique in the industry; they tend to be
more outward oriented, with broader product lines and
less stable product offerings than Cost-leader firms. The
dominant focus of firms pursuing Cost-leader strategies
is to achieve cost advantages over competitors in one or
more areas of the business; these firms tend to be more
inward oriented, and strive to routinize their task
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environment in order to a produce standard, undifferen-
tiated product at lowest cost. Porter’s typology was
chosen to represent the strategic orientation of firms in
this study because of its conceptual simplicity, its
support in empirical studies of strategy (Dess & Davis,
1984), and its use in related strategy-control system
research (Gupta, 1987; Govindarajan, 1988).

A generic control process can be described in terms
of four sub-processes: standard setting, administrative
actions, outcome measurement, and evaluation-reward
(Flamholtz, Das, & Tsui, 1985). This paper focuses on
the second sub-process of strategic controls -- the
administrative actions necessary to perform Premise
Control, Implementation Control, and Strategic Surveil-
lance. The central research questions concern whether
firms pursuing different competitive strategies organize
the three strategic control tasks differently. Three
dimensions are relevant for describing the administrative
design of strategic control processes: (1) formalization -
- the rules and procedures which prescribe the desired
control activities; (2) supervision -- the degree of upper
management involvement (i.e., leadership or guidance)
in the control activities; and (3) specialization -- the
assignment of responsibility for some control activities
to individuals in specialist or staff roles. Controls are
said to be "tight" when roles and procedures are speci-
fied in detail, superiors participate frequently in subordi-
nate decision making, and detailed results are monitored
closely; "loose" controls involve broader role descrip-
tions, little if any involvement by superiors in subordi-
nate decision making, and the monitoring and recording
of general, overall results (Merchant, 1982). Tight
control is also effected by the more frequent use of
controls, and by the use of a greater number of control
mechanisms. In this study, the organizational processes
which administer Premise Control, Implementation
Control, and Strategic Surveillance tasks are described
in terms of three measures of tightness, one for each
type of strategic control. Each tightness measure
incorporates the degree of formalization, supervision,
and specialization of the respective control process.

The research propositions can now be outlined in
terms of the constructs for strategy (Differentiator and
Cost-leader) and control system (tightness). Looser
strategic controls will be more effective in firms pursuing
Differentiator strategies, as the greater task uncertainty
associated with the strategy demands more information
processing capacity. Upper management in these firms
will tend to delegate more responsibility for the manage-
ment of strategic controls to line managers rather than
staff specialists, allow them more discretion in adminis-
tering the control procedures, and will themselves be
less involved in the strategic control tasks. Conversely,
tighter strategic controls will be more effective in firms
pursuing Cost-leader strategies, as these strategies place
less information processing demands on the firm.
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Upper management in these firms will tend toward a
more centralized approach to managing their strategic
controls, characterized by more formal control proce-
dures and by greater involvement by upper management
and staff specialists in the control tasks. These proposi-
tions are formalized in two hypotheses:

Hypothesis 1 (weak form): Tighter Premise Control,
Implementation Control, and Strategic Surveillance will
have a stronger positive impact on the perceived effec-
tiveness of the Strategic Control System (SCS) in firms
demonstrating a Cost-leader strategic orientation than in
firms demonstrating a Differentiator strategic orienta-
tion.

Hypothesis 2 (strong form): Tighter (looser) Premise
Control, Implementation Control, and Strategic Surveil-
lance will have a positive (negative) impact on the
perceived effectiveness of the SCS in firms demonstrat-
ing a Cost-leader strategic orientation, and a negative

meaningfully evaluated. The problem is even more
acute for the assessment of systems, such as strategic
planning and strategic control, whose organizational
impacts are pervasive, long-term, and difficult to sepa-
rate from intervening variables. Consistent with Steiner
(1982) and O’Connor (1982), who developed assessment
frameworks for strategic planning systems based upon
the perceptions of management users, the "effectiveness
of the strategic control system as perceived by respon-
dents" was chosen as the dependent measure. Data
were collected on 8 dimensions pertaining to the perfor-
mance of the Premise Control, Implementation Control,
and Strategic Surveillance processes. On each dimen-
sion, respondents were asked to assess strategic control
effectiveness using a 7-point Likert type scale ranging
from "ineffective" to "highly effective." System-wide
effectiveness was measured by averaging the scores on
the 8 dimensions.

Strategic Orientation. Using a scale adapted from

(positive) impact on perceived effectiveness in firms
demonstrating a Differentiator strategic orientation.

Methods and Measures
Sample

The objective of this exploratory study is to take an
initial small-sample look at an under-researched topic in
order to clarify future research issues. To ensure
sufficient variation in the independent (strategic control
design) variables in spite of the sample size, the sample
was drawn from two industries -- computer software and
life insurance -- whose firms are believed to differ with
respect to these variables, based upon the author’s prior
experience with firms in these industries. The additional
effects of the industry differences would then be con-
trolled statistically by including an industry indicator
variable in the analysis. The sample consisted of 64 life
insurance and 66 computer software companies, all
among the largest one-hundred U.S. firms in their
respective industry. Data were collected from the
person organizationally responsible for the firm’s
strategic planning function, as these individuals are in
the best position to evaluate all three types of strategic
control. Examples of the job titles of respondents
include Vice President, Director, or Manager of:
Strategic Planning, Corporate Planning, Corporate
Development, and Business Planning and Development.
Completed questionnaires were received from eighteen
(28%) life insurance and fifteen (23%) software compa-
nies, for a total sample size of thirty-three.

Measures
Strategic Control System (SCS) Effectiveness. It is

difficult to find objective measures of performance by
which the effectiveness of administrative systems can be
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Govindarajan (1988), respondents were asked to position
their firm relative to their competitors (ranging from
"significantly higher" to "significantly lower") along five
competitive domains: product selling price, R&D as a
percentage of sales, marketing expense as a percentage
of sales, product quality, and product features. Strategic
orientation was assessed by averaging the scores on the
5 items, thereby placing each firm along a continuum
anchored by Porter’s (1980) Differentiator (high score)
and Cost-leader (low score) generic strategies.

Strategic Control Tightness. The tightness of each
type of strategic control was assessed by averaging a 13-
item scale (for Premise Control) or 7-item scales (for
Implementation Control and Strategic Surveillance) of
7-point Likert-type items. Individual items concerned
the frequency, explicitness, detail, and comprehensive-
ness of the different control activities, the degree of
upper management involvement in these activities, and
the degree of line versus staff involvement. A higher
score indicates that the strategic control process is being
managed more tightly. Descriptive statistics for the
dependent and independent measures are shown in
Table 1. Reliability coefficients (Cronbach alpha, along
the diagonal) for all scales are above the level consid-
ered acceptable (.50 to .60) for exploratory studies
(Nunnally, 1967), although the strategic orientation scale
(alpha = .50) lies at the lower boundary.

Data Analysis

To examine the contingency relationships between
SCS effectiveness, strategic orientation, and strategic
control tightness, the study followed the approach taken
by Gupta (1987) and Govindarajan (1988) in their
research of corporate-level strategic control by estimat-
ing a regression equation with a multiplicative interac-
tion term. The research hypotheses take the following
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Table 1
Summary Statistics and Pearson Correlations

Measures:

mean s.d. 1. 2. 3. 4. 5.
1. SCS Effectiveness 4.55 .91 (.80)
2. Premise Control 5.03 .77 .341 (.84)
3. Strat. Ssurveillance 4.86 .94 .43%  .64% (.73)
4. Implement. Control 5.19 .78 . .26 .73% .65% (.65)
5. Strat. Orientation 4.67 .70 .25 =-.06 .05 =-.16 (.50)
n = 33; Cronbach alpha along the diagonal
t p<.10
* p<.05

form in this model: the positive impact of strategic
control tightness on control system effectiveness will be
stronger when the strategic orientation scale is lower
(indicating Cost-leader strategic orientation); when the
strategic orientation scale is greater (indicating Differen-
tiator strategic orientation), the impact of strategic
control tightness on control system effectiveness will be
either less strongly positive (Hypothesis 1) or negative
(Hypothesis 2). Southwood (1978) argues that the
appropriate analysis to test such hypotheses is to esti-
mate the following two regression equations:

(1) EFF = ¢, + a,IND + a,PREM + a,IMPL + a,SS
+ a,STRAT

(2) EFF = ¢, + bIND + b,PREM + b,IMPL + b,SS
+ b,STRAT + by JJNTER

EFF = perceived effectiveness of the SCS

IND = industry (indicator variable: O=insu-
rance, 1=software)

PREM = tightness of Premise Control

IMPL = tightness of Implementation Control

SS = tightness of Strategic Surveillance

STRAT = strategic orientation

INTER = interaction of STRAT with PREM,
IMPL, or SS
i.e., bSTRAT*PREM, b,STAT*IMPL,
b,STRAT*SS

All three types of strategic controls are present in
Equations (1) and (2) because we wish to study the
impact of the overall system of strategic controls on SCS
effectiveness. Equation (2) is run three times, once for
each interaction (PREM, IMPL, SS) with the STRAT
variable (i.e., one interaction term per equation). The
industry indicator variable serves as a proxy for other
aspects of organizational context which vary by industry.
Southwood (1978) demonstrates that if the points of
origin for interval scale variables (such as PREM, S8,
IMPL, and STRAT) are changed, the standardized and
unstandardized regression coefficients, standard errors,
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and significance levels for some of these variables would
also change. However, the following are invariant given
a shift in point of origin: the unstandardized regression
coefficient for the INTER term, its standard error, its
level of significance, and the R? and F-ratio for Equa-
tion 2 as a whole. Thus, the value of Equation (2) lies
in learning about the nature of the INTER terms (in
unstandardized form); the terms are not added to
increase the explanatory power of the model, but to test
the hypotheses.

If the unstandardized coefficients by, b,, and by in
Equation (2) are negative and significant, then the
positive impact of control tightness on control system
effectiveness is stronger when STRAT is lower (Cost-
leader strategic orientation) than when STRAT is higher
(Differentiator strategic orientation), and Hypothesis 1
will be supported. Such results could imply that tighter
strategic controls are more effective for all levels of
STRAT, i.e., that tighter controls improve SCS effective-
ness in both Cost-leaders and Differentiators, but the
former more than the latter. Then again, it is also
possible that SCS effectiveness increases as strategic
controls become tighter for Cost-leaders, but that SCS
effectiveness is diminished as strategic controls become
tighter for Differentiators. To test this possibility
(Hypothesis 2), we need to assess whether there exists
a point along the STRAT dimension at which increasing
control tightness adds to the perceived SCS effectiveness
for firms on the Cost-leader side of the inflection point,
but reduces SCS effectiveness for firms on the Different-
iator side. To discover whether such a point exists, the
partial derivative of Equation (2) with respect to PREM,
SS, and IMPL must be analyzed. The relationship
between SCS effectiveness and the tightness of a strate-
gic control function is monotonic if the value of the
relevant partial derivative is positive or negative over the
entire range of STRAT; if the partial derivative changes
sign at some value of STRAT, then the relationship is
nonmonotonic.  The test of Hypothesis 2 requires
demonstrating that unstandardized coefficients by, b,,
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and by are negative and significant, and also that a
nonmonotonic relationship exists.

Results
Tests of Hypotheses

Table 2 presents the results of the regression analysis
relating overall SCS effectiveness to strategic control
tightness and strategic orientation. Regression 1 reports
the results of Equation (1) which, by excluding an
interaction term, assesses the direct impact of strategic
control tightness and strategic orientation on the effec-
tiveness of the strategic control system. Regressions 2A,
2B, and 2C add cross-product terms reflecting the
interaction of strategic orientation (STRAT) with the
tightness of Premise Control (PREM), Strategic Surveil-

lance (SS), and Implementation Control (IMPL),
respectively.

Analysis of regressions 2A, 2B, and 2C reveals that
the independent variables are contingently related to
control system effectiveness. The unstandardized

regression coefficients for the interaction of strategic
orientation with Premise Control tightness (Regression
2A), Strategic Surveillance tightness (Regression 2B),
and Implementation Control tightness (Regression 2C)
are each negative and significant. Additionally, the
introduction of the interaction term results in a signifi-
cant increase in R% the variance of strategic control
system effectiveness explained, in regressions 2A and 2B.
This provides support for Hypothesis 1, that tighter
strategic controls (of all three types) have a stronger
positive impact on the perceived SCS effectiveness for
firms demonstrating Cost-leader tendencies than for
firms leaning toward Differentiator strategic tendencies.

Tests of Monotonicity

The observed range of the strategic orientation
(STRAT) variable, from Table 1, is between 1.80 to 6.20
with a mean of 4.67. To explore how the effects of
strategic control tightness on SCS effectiveness vary over
the range of the STRAT variable, the partial derivatives
of regression equations 2A, 2B, and 2C with respect to
PREM, SS, and IMPL are calculated:

Table 2
Results of Regression Analyses
on Strategic Control Effectiveness

Variables under
Consideration®:

Regression Equations

1 2A 2B 2C
' Constant .63 ~-12.32% -7.65% -7.47%
Industry (indicator) 24 .31 22 .10
PREM .15 2.87%% .27 .27
SS .33% .37% 2.14%* .337%
IMPL -.00 .00 -.09 1.59
STRAT 327 3.01%% 2.08% 2.03%
STRAT * PREM -.58%%
STRAT * SS -.39%
STRAT * IMPL -.36%
R? .27 .41 .37 .34
F 1.98 3.03% 2.57% 2.20%
(df) (5,27) (6,26) (6,26) (6,26)
VR? .14 .10 .07
F for VR? 6.37% 4.31% 2.71
(arf) (1,26) (1,26) (1,26)
n = 33. Unstandardized regression coefficients are reported.
T p<.10
* p<.05
** p<.0l
a PREM = tightness of Premise Control;
IMPL = tightness of Implementation Control;
ss = tightness of Strategic Surveillance;
STRAT = strategic orientation.
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(3A) OEFF/0PREM = 287 - 58*STRAT
(3B)  9EFF/aSS = 214 - 39*STRAT
(3C)  GEFFOIMPL = 1.59 - 36*STRAT

By setting each of these equations to zero, we can
determine the points along the strategic orientation
dimension at which the effects of increased control
tightness on SCS effectiveness switch from positive to
negative. Performing these calculations, we find that
these points are within the observed range of STRAT
(see Figure 1), which implies that the equations are
indeed nonmonotonic: JEFF/0PREM is positive for
STRAT < 4.95 and negative for STRAT > 4.95;
OEFF/aSS is positive for STRAT < 5.49 and negative
for STRAT > 5.49; 9EFF/dIMPL is positive for STRAT
< 442 and negative for STRAT > 4.42. This analysis
lends support for Hypothesis 2, that tighter strategic
controls enhance SCS effectiveness for firms with Cost-
leader tendencies and hinder it for firms with
Differentiator tendencies, while the reverse is true for
loose strategic controls.

Discussion

Top managers must be able to formulate effective
strategies, anticipate the need to adapt strategies to
changing environments, and quickly amend their strate-
gies in light of interim results if they are to lead their
organizations toward long-term strategic objectives.
Clearly, strategic controls can play an essential part in
helping organizations become fast-learning and adaptive,
and the design of effective strategic control systems
should be near the top of any top manager’s agenda.
However, given the absence of descriptive research
concerning the nature of strategic controls, it is prudent
for researchers to describe the conditions under which
different designs occur in practice before addressing the
prescriptive question of how SCSs should be designed
and managed. The purpose of this study was to examine
how the design of strategic controls are related to a key
contingency: the strategic orientation of the firm.

Figure 1

Effect of STRAT on relationship between
Strategic Control Tightness and SCS Effectiveness

I
3A I
| |
I I
I I
T 3c |
O0EFF/JPREM, | I |
dEFF/ 9SS,
JdEFF/dIMPL | |
I I
I I STRAT
| 1.8 | | | | 6.2 |
! [ [ I
1 I 2 4 6 I ) 7
Cost-—leadler Differentiator
_ |
T I I
-1t | I
(33) JEFF/0PREM = 2.87 - .58*STRAT
1 (3B) JEFF/0SS = 2.14 -~ .39%STRAT
(3C) JEFF/0IMPL = 1.59 - .36%STRAT




Journal of Applied Business Research

Volume 10, Number 1

The results suggest that firms which are able to
achieve some measure of fit between their strategic
control systems and their business strategy have more
effective strategic control systems. The positive associa-
tion between strategic control tightness and SCS effec-
tiveness was greater for Cost-leader oriented firms than
for Differentiators (Hypothesis 1). In fact, the strong-
form Hypothesis 2 was also upheld. Increased strategic
control tightness not only increases SCS effectiveness
more for Cost-leaders than for Differentiators, it actual-
ly hinders SCS effectiveness for Differentiators. It is
important to note how this non-monotonic relationship
varies for the different types of strategic control. Figure
1 shows that merely tightening or loosening all three
types of strategic control in concert may not be optimal,
and that it might be more beneficial to tighten some
strategic controls and loosen others, depending upon the
firm’s strategic orientation. The findings have implica-
tions for the practice and research of strategic control.

Implications for Practice. The results provide the
following three preliminary guidelines concerning the
design of effective SCSs in different strategic contexts.
First, for firms demonstrating a strong Cost-leader
strategic orientation (defined here as firms in the sample
having a STRAT score less than 4.42), Premise Control,
Implementation Control, and Strategic Surveillance tasks
will all be more effective if: (i) the control procedures
are more explicit, detailed, and comprehensive; (ii) the
controls are employed them more frequently; (iii)
greater responsibility for performing the strategic
controls is given to staff specialists rather than line
managers; and, (iv) upper management is involved in the
control tasks to a greater extent. Second, firms with a
strong Differentiator strategic orientation (i.e., firms in
the sample with STRAT scores greater than 5.49) will
have more effective SCSs if they manage the Premise
Control, Implementation Control, and Strategic Surveil-
lance tasks in the following manner: (i) decentralizing
these control tasks to line managers rather than staff
specialists; and (ii) granting managers the discretion to
administer the strategic controls in an informal, less
prescribed manner. Finally, for those firms that are not
strongly oriented toward either the Cost-leader or
Differentiator (i.e., firms in the sample with STRAT
scores between 4.95 and 5.49), the message is more
complex. Implementation Control tasks are more
effective for these firms when managed loosely, and
Strategic Surveillance tasks are more effective when
managed tightly.

Implications for Research. This study empirically
tests previous assertions regarding the relationship
between strategy and business-level strategic controls.
The data support the finding of Lorange and Murphy
(1984), that many firms attempt to fit their strategic
controls to their strategy. More importantly, the results
begin to establish the form such tailoring may take:
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firms tailor their SCS by tightening or loosening the
administrative mechanisms (control procedures, upper
management involvement, line/staff involvement) which
manage the strategic control processes. Schreyogg and
Steinmann (1987) argued that the Implementation
Control should be more centralized and formalized than
Premise Control, which should be more formalized than
Strategic Surveillance. The findings suggest, instead,
that the degree of centralization and formalization are
contingent upon the strategic orientation of the firm:
more centralized and formalized strategic controls are
appropriate to Cost-leaders, but strong Differentiators
are more effective with decentralized and less formal
controls.  Also, whereas Schreyogg and Steinmann
implied that Implementation Control should be tighter
than Premise Control and Strategic Surveillance, Figure
1 suggests the reverse. The Implementation Control line
(3C) in Figure 1 crosses the STRAT axis at a point to
the left of the other two strategic control equations,
which means that loose Implementation Controls are
"better" (i.e., positive association with SCS effectiveness)
for a greater number of the firms in the sample. That
is, 17 of the 33 firms have STRAT scores greater than
4.42, while only 9 firms have STRAT scores exceeding
4.95 (where looser Premise Controls become positively
associated with SCS effectiveness), and only 5 have
scores over 5.49 (where looser Strategic Surveillance
becomes positively associated with SCS effectiveness).

These preliminary findings raise an interesting re-
search issue. In those firms pursuing a moderate
Differentiator strategy (STRAT score between 4.95 and
5.49), SCS effectiveness appears to be enhanced by
simultaneously tightening some controls (Strategic
Surveillance) and loosening others (Premise Control and
Implementation Control). Perhaps, then, the appropri-
ate unit of analysis for future studies of strategic control
systems should be the "configuration” of the three
strategic control types. It might be that managers
respond to environmental and organizational contingen-
cies by substituting tighter strategic controls of one type
for looser controls of another. If so, SCS effectiveness
may be better explained by examining the common
patterns of tightness-looseness (across all three types of
strategic control) which occur in a sample of firms
rather than the impact of each type of strategic control
individually.

Suggestions For Future Research

Several limitations of the study must be noted. First,
the reliance on self-report measures for all constructs is
problematic. Future studies should employ multi-
method, multi-rater measures to enhance the validity/
reliability of the constructs, particularly the strategic
orientation and SCS effectiveness constructs. Second,
strategies are quite complex phenomena; multi-dimen-
sional measures of strategic orientation should be
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developed in order to discriminate among more than
just two "generic" strategies. Similarly, more elaborate
measures of strategic control design variables are
needed to capture the complexity of the administrative
arrangements for managing strategic controls. In
particular, measures of the informational as well as the
administrative characteristics of the strategic control
processes must be developed. Third, future studies
should extend the sample to a broader array of indus-
tries and a larger sample size. Finally, objective mea-
sures of SCS effectiveness are needed to complement
the subjective assessments of individuals involved in
strategic control activities. Given these measures,
longitudinal studies should be utilized to assess the
immediate and lagged impacts on effectiveness of the fit
(or misfit) of the SCS with strategy. L ¥

AN A AN
/\/\*NoteS/\/\/\

1. In the Miles and Snow (1978) typology, Prospectors
are firms which have an externally oriented strategy
and are continually searching for new market
opportunities, and Defenders are firms which focus
internally on improving the efficiency of existing
operations.

In Govindarajan (1986), Harvest strategies support
a "maximizing short-term earnings and cash flow"
mission; Build strategies support an "increase
market share" mission.
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