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ABSTRACT

Z > The purpose of this research is to review and integrate

* Pthe literature describing the relationship between the

strategic planning process and the management control

process. The assumption made is that neither the strategic

planning process nor the management control process are

achieved in isolation from each other. Elements or dimen-

sions of each process must exist on a common ground and

serve as integrating mechanisms between the two processes.

The focus of the thesis is to identify the common elements

or dimensions.

The tool for implementing strategic planning decisions

is the management control system. The management control --

system will be effective if expectations are clearly com-

municated, managers are motivated toward the organization's

goals, and the system effectively monitors how appropriate

the strategies continue to be. Essentially, good manage-

ment produces an integrated planning-controlling system in

an organization. The literature suggests that those managers

who understand how to integrate the planning and controlling

processes produce better performance.
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I. INTRODUCTION

A. SCOPE

This thesis deals with strategic or long-range planning

and management control processes. Often in discussion and

in the general literature, strategy and management control

are treated as separate topics. Managers must understand

each topic; yet, a further understanding of the interrela-

tionship between strategy and management control would also

be valuable. A manager gaining more senior key leadership

positions is tasked to balance strategy and control, within

the context of limited resources. Examining the relation-

ships between the strategic planning process and the manage-

ment control process could be useful by providing information

which assists the manager at any level to function more

effectively.

B. PURPOSE

The purpose of this research is to review and integrate

the literature describing the relationship between the strate-

gic planning process and the management control process. The

Navy financial manager (billet subspecialty code XX31) is

assigned in a variety of billets. Billets requiring a

financial management subspecialty exist in the following areas:
1

iSource: Financial Management Subspecialty Office
(OP-921C21
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- Accounting

Auditing

-Budget

- Comptroller

- Financial Control

- Financial Instructor

- Financial Management/Administration

- Public Works Financial Management

- Planning, Programming, and Budgeting L..

- Supply Financial Management

Accounting billets require skills in directing account

maintenance, expenditure recording, and financial reporting

and analysis. Accounting activities are carried out accord-

ing to higher level direction. Auditing billets require

appraisal of Navy financial management and business activi-

ties, as evaluated against higher level guidelines. Budget

billets require abilities in securing organizational re-

quirements, analyzing estimated resources, and preparing

budget justifications based on higher level guidance. A

comptroller directs the formulation, justification, and

administration of fiscal and budget management policies,

plans, and procedures. Resource utilization data and status

reports are prepared in accordance with higher level require-

ments. Financial control billets require skills in expendi-

ture review, fiscal controls, accounting and auditing

systems, and evaluation. Financial management/administration

9
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billets demand expertise in establishing financial policy,

integrating financial policy with legislation and statutory

constraints, and evaluating alternatives and the impacts of

funding decisions. Planning, programming, and budgeting

billets require interpreting Department of Navy guidelines

in developing organizational plans, constructing the Program

Objectives Memorandum (POM) submission, and developing the

organizational budget to reflect POM decisions (OP-921C2).

All of the above duty assignments require to some degree the

ability to balance higher level guidance with existing

management control systems.

This research area was selected for several reasons.

First, strategic planning and management control are sub-

jects of interest to the researcher. Second, it is expected

that the findings will lead to suggested points of focus to

assist a manager who must balance both strategy and control

requirements. Third, it is expected that the findings of

this thesis will be generally applicable to many job situa-

tions at many levels.

C. RESEARCH DESIGN

1. Research Question

The conceptual framework for this thesis is repre-

sented in Figure 1. Existing literature describing the

strategic planning process was reviewed. And, Anthony's

model of the management control process was reviewed.

10



Dimension linkina botn orocesses.

S/ Dimension linking both processes. M E
_________C| ' N ANAGEMENT

LANNIN Dimension linking both processes. 'CONTROL

PROESS e PROCESS

I - -I

FOCUS OF THESIS

Figure 1. Conceptual Framework

The assumption made is that neither the strategic

planning process nor the management control process are

achieved in isolation from each other. Elements or dimen-

sions of each process must exist on a common ground and serve

as integrating mechanisms between the two processes. The

focus of the thesis is to identify the relationships between

the strategic planning process and the management control

process. That is; the research questions for this thesis

are: (1) What elements or dimensions link the two processes?

and, (2) What elements or dimensions are in conflict and create

gaps in linking the processes of strategy and control?

11trl
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2. Approach

A literature search in the area of strategic planning,

and the strategic planning process was completed. Key

classic writings in the topic area were reviewed. Most of

the literature examined was written within the last fifteen

years. A review of material describing Anthony's management

control model was completed. Special attention was focused

on relating management control to strategy. The Anthony

Model (described in Chapter III) of the management control

process (programming, budgeting, operating, reporting and

analysis) is used because much of the Department of Defense

is organized according to this model.

3. Method

The method to produce the findings of this thesis is

called structure mapping by Simon. This method investigates

a larger structure or system (Simon, 1978, p. 571. In this

case, strategic planning and management control have been

combined to define the system of interest. Researching the

system has been accomplished by literature review. Structure

mapping encompasses the classification and comparison types

of research, and some deduction.

Classification is the process of sorting data into

categories which may be examined for relationships. In

this type of research, rather than collecting new data for

classification, existing data is used. Existing data on

strategic planning was examined and existing data on Anthony's

12
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management control model was examined for the purpose of

comparison.

Comparison research contrasts two or more entities

or concepts with one another as opposed to against a standard

of some type. Comparisons are usually made on one dimension

at a time. In this case, the concept of strategic planning.

has been compared with the concept of management control.

Deduction, or logical thinking, is part of the struc-

ture mapping approach and the resulting conclusions have

validity relative to the extent that the assumptions are

well chosen.

Structure (or system) mapping is descriptive to a

degree; however, it is more highly organized than simple

description. Whereas normal description serves to give an

account of a situation, structure mapping begins with a

conceptual framework (Figure 1) that the investigator tries

to fill in. What the researcher is looking for is pre-

defined. Generalities in structure mapping are known and the

task is to fill in the specifics.

13
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II. OVERVIEW OF STRATEGIC PLANNING

A. STRATEGY

1. What Strategy Is

Webster's New World Dictionary (1976, p. 1407)

states the word strategy is derived from the Greek word

strategos, meaning "a general." Evered (1983, p. 58) pro-

vides a concise description of how the meaning of strategy

evolved over time.

Initially strategos referred to a role (a general
in command of an army). Later it came to mean "the
art of the general," which is to say the psychological
and behavioral skills with which he occupied the role.
By the time of Pericles (450 BC) it came to mean
managerial skill (administration, leadership, oration,
power). And by Alexander's time (330 BC) it referred
to the skill of employing forces to overcome opposi- -

tion and to create a unified system of global governance.

Relatively recently, the concept of strategy has

become popular in the field of business management resulting

in a variety of terms and definitions. Sawyer C1981, p. 3)

defines a strategy as "a road map to the goals: that is,

an assembly of the elements which, when linked together

effectively, permit a plan which moves the business forward

towards the specific accomplishments it has chosen to

attempt." Steiner (1969, p. 237) defines strategic planning

as "the process of deciding the basic mission of a company,

the objectives which it seeks to achieve, and the major

strategies and policies governing the use of resources at

14
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the disposal of the firm to achieve its objectives."

"Strategy (Steiner, 1969, p. 238) means a specific action,

usually but not always the deployment of resources, to

achieve an objective decided upon in strategic planning."

Pearce (1982, p. 4) defines strategic management as "the

set of decisions and actions resulting in the formulation

and implementation of strategies designed to achieve the

objectives of the organization." Andrews (1980, p. vi)

defines strategy as "At its simplest, a strategy can be a

very specific plan of action directed at a specified result

within a specified period of time." Andrews farther offers

the concept of corporate strategy (1980, p. 18).

Corporate strategy is the pattern of decisions in a
company that determines and reveals its objectives,
purposes, or goals, produces the principal policies and
plans for achieving those goals, and defines the range
of business the company is to pursue, the kind of economic
and human organization it is or intends to be, and the
nature of the economic and noneconomic contribution it
intends to make to its shareholders, employees, customers,
and communities.

Corporate strategy defines the businesses in which
a company will compete, preferably in a way that focuses
resources to convert distinctive competencies into
competitive advantages. (1980, p. 18)

There is general agreement that the responsibility

for strategy, strategic planning, or corporate strategy exists

at the top management levels. Barnard (1938, p. 217) first

identified the essential executive functions as (1) "to

provide the system of communication, (2) to promote the

securing of essential efforts, and (31 to formulate and

define purpose." Andrews (1980, p. iii) contends that "the

15



highest function of the executive is still seen as leading

the continuous process of determining the nature of the

enterprise and setting, revising, and achieving its goals."

In summary, the concept of strategy can be viewed

as a process. The first level of the process is formulating

the organization's overall purpose(sl (or strategies). The

second level of the process is to identify and create a

compatible organizational structure to achieve the purpose(s).

The third level of the process is to select specific methods

(or strategies) by which to achieve the stated purposes.

The final level is to incorporate a control system which

provides feedback data for process monitoring and evaluation.

B. PLANNING

1. What Planning Is

Vander Weele (1980, p. 16) defines planning as "the

systematic and rational way of examining the future to

determine what you can do to achieve a desirable future and

to avoid a future which you do not want." Kahalas (1980,

p. 22) describes the major activities of planning as fore-

casting, developing objectives, programmuing, scheduling,

budgeting, developing procedures, and developing policies.

Business planning can be compared to the basic problem-solving

or decision-making process of defining the problem, analyzing

the problem, developing alternative solutions, evaluating

the alternatives, and selecting a course of action. Mockler

(1972, p. 322) discusses that planning of all types is

16
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essentially accomplished by a six-step process (Figure 2)

which is similar to basic problem-solving.

1. Plan and organize the planning effort.
2. Define planning premises.

3. Determine objectives and overall directions.

4. Develop policies and overall guidelines for actions.

5. Develop implementation plans and their budgets.

6. Review and refine the plans periodically.

Figure 2. Mockler's Six-Step Planning Process k

Whereas the six steps may capture the planning process,

applying the process is not a simple task considering the L

diversity of size and kinds of organizations, and the degree

of management involvement in planning.

Ideally, a successful planning process would accom-

plish seven things according to Ewing (1968, p. 9).

It would--lead to a better position or standing for
the organization; help the organization progress in
the ways that its management considers most suitable;
help every manager think, decide, and act more
effectively for progress in the desired direction;
help keep the organization flexible; stimulate a coop-
erative, integrated, enthusiastic approach to organi-
zational problems; indicate to management how to
evaluate and check up on progress toward the planned
objectives; and lead to socially and economically - -
useful results.

The ideal planning process would succeed in presenting the

organization, both internally and externally, in the best

possible way.

17



2. What Planning Is Not

Another way to define planning is to identify what

should not be expected from the planning process. Drucker

(Ewing, 1972, p. 3), Ewing (1968, p. 15), and Steiner (1969,

p. 17) all discuss that planning is not forecasting; nor is

planning an attempt to eliminate risk or avoid risk taking.

Planning is not making decisions for the future in the

present (Drucker, Steiner). Corporate planning is not an

aggregation of functional plans or a blueprint for the future

(Steiner). Ewing adds that planning is not the same thing

as budgeting; planning is not report writing; and planning

is not the maintenance of a planning department or of any

organizational device. Further, planning is not equal to

public relations or communications. Finally, planning is

not strictly an attempt to improve operational efficiency.

In fact, short term efficiency choices may not lead in the

same direction as the desired long-range goals (Ewing, 1972,

p. 17).

3. Choosing Not to Plan

- Advantages and disadvantages exist if an organiza-

tion chooses not to develop a strategy or plan. By not

planning, an organization saves time, money, and executive

talent; does not restrict the potential field of opportuni-

ties; and has the advantage of being able to act on an

opportunity when the timing appears to be best (Ansoff,

1965, p. 113).

18



However, Ansoff argues that there are several dis-

advantages to not planning (Ansoff, 1965, p. 114). First, a

lack of rules to guide the search for new opportunities would

result in passively waiting for opportunities or randomly

searching for them. Second, without a focus for efforts,

opportunities may be poorly analyzed and understood resulting

in poorer quality project decisions being made. Third, a

predetermined yardstick will not be available to assist in

judging if an opportunity is a good one. Fourth, without

some kind of periodic appraisal, the status of products and

efficiency of resource allocation can not be evaluated.

Finally, an organization will lack an internal ability to

anticipate change and coordinate activities. Ansoff (1965,

p. 115) summarizes by stating "for most firms the advantages

of strategy will outweigh those of total flexibility."

C. STRATEGIC PLANNING

1. Objectives of Strategic Planning

The strategic planning literature covers a variety

of views on the appropriate intensity level of planning,

how effective different types of planning can be, and what

an organization can realistically expect to be accomplished

by a planning effort. It is widely agreed, however, by those

in the field that strategic planning is a necessary task.

Forsyth (1973, p. 97) states the seven objectives of strate-

gic planning are to:

19
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--increase the sensitivity of the organization to the
total economic, social, political, labor, educational,
technological, and competitive environment.

--provide the ability to evaluate major strategic
opportunities to facilitate optimum trade-offs in
the allocation of resources.

--highlight and contain the risks in massive
strategic commitments.

--strengthen a sense of total business responsibility
throughout the organization.

--increase the sophistication and effectiveness of the
planning process at all levels.

--provide for sharper and more constructive review of
basic strategies and business plans.

--provide the ability to make decisions that will enhance
profitable growth of the corporation.

Gup (1979, p. 28) suggests beginning the strategic

planning process by asking three questions. First, Where

are you going? Answering this question requires management

to "develop (a) a corporate mission, (b) a scope of opera-

tions, and (c) specific goals or objectives" (p. 29). Second,

What is the environment? This question is answered by evaluat-

ing internal conditions, external conditions, threats,

opportunities, and alternatives. Third, How do you get there?

Getting there is accomplished by developing strategies, con-

tingency plans, and operating plans.

2. A Nine-step Strategic Planning Model

Cohen and Cyert (1973, p. 349) describe the strategic

planning process in a nine-step model. Each step describes

a task necessary in the process.

CYERT AND COHEN STRATEGIC PLANNING PROCESS MODEL

(1) Formulation of goals. (the responsibility of top
management)

(2) Analysis of the environment. (general condition of
the economy is important)

20
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(3) Assigning quantitative values to the goals. (attach
a quantitative value to previously defined goals)

(4) The microprocess of strategy formulation. (each
operating unit defines a strategy for itself)

(5) The gap analysis. (management compares unit
performance predictions with corporate goals)

(6) Strategic search. (internal search for means to
cover goals not covered by unit plans)

(7) Selecting the portfolio of strategic alternatives.
(select strategy from choices)

(8) Implementation of the strategic program.

(9) Measurement, feedback, and control.

The nine steps should be viewed as a continuous, dynamic,

ongoing process and not as a once-through to the answer

formula.

3. Value and Benefits of Strategic Planning

Formal long-range planning appears to be valuable

in terms of financial benefits and behavioral benefits.

Thune and House (1970, p. 86) found that companies that en-

gaged in formal long-range planning outperformed a comparable

group of informal planners (performance measures included

sales, earnings per share, stock price). They cautioned,

however, that "formal planning may be a characteristic of a

well-managed organization rather than the single cause of

successful economic performance"(1970, p. 87). Wood (1979,

p. 5171 and Pearce (1982, p. 17) highlight a variety of

literature reporting that strategic or long-range planning

is associated with better financial performance than informal

planning. Andrews (1980, p. 46) concludes that even though

the evaluation and misevaluation of strategy are important

to consider--"the fact that a business enterprise guided by

21



a clear sense of purpose rationally arrived at and emotion-

ally ratified by commitment is more likely to have a success-

ful outcome, in terms of profit and social good, than a

company whose future is left to guess work and chance."

Pearce (1982, p. 47) describes five behavioral bene-

fits of the strategic planning process. First, subordinates

will be more alert to strategic planning activities. Second,

group generated decisions, based upon combined knowledge,

will more likely be the best alternatives. Third, wider

planning participation should improve employee motivation.

Fourth, gaps and overlaps among individuals and groups should

be reduced by clarifying the role of each. Finally, partici-

pation should reduce resistance to change. All employees

may not agree with all decisions, but, there will be at least

an understanding of why a decision was necessary.

Vander Weele (1980, p. 18) reports that managers

perceive a number of advantages to companies engaging in

planning. Strategic planning is seen as improving coordina-

tion and communication among managers and business units,

and permitting a more dynamic view of the enterprise. Planning

assures continuous thinking about the future and provides a

timetable for action. Participative strategic planning

provides a common language for managers, and builds commit-

ment to objectives. Fear of uncertainty or surprises may

be reduced by discussing and evaluating contingency situations

during the planning process. Planning institutionalizes

22



success by allowing an organization to know how success was

achieved and the procedure may then be repeated. Current

decisions may be better in light of long-range goals.

Strategic planning becomes easier and less time consuming

as it goes on. Lastly, participating in planning has a

positive impact on people within the organization by improv- .

ing morale, increasing motivation, and providing a unique

educational experience.

4. Judging the Effectiveness of Strategic Planning

The effectiveness of strategic planning must be con-

sidered at the initial stages as well as toward the end of

the planning term. Mockler (1972, p. 210) cites Payne as

having outlined the following criteria which may be used to

judge the effectiveness of strategic planning during the

initial phases.

(1) Has the planning team determined the key influ-
ences in the growth of the industry and evaluated the
influences of each.
(2) Have the strengths and weaknesses of the company
been accurately evaluated.
(3) Have the capacities of different company functions
to support the plan been projected far enough ahead.
(4) Is there a practical timetable.
(5) Have alternatives been considered.
(6) What provisions have been made for future reverses.

Mockler also presents six criteria for evaluating the

effectiveness of a strategic planning effort towards the end

of the planning term.

(1) Are the major objectives detailed in the plan being
met, and if they are not is it because the initial
strategic planning was unrealistic. (2) Are the major
environmental trends that were forecast actually
occurring. (3) Have major emergencies been anticipated,

23



and have the plans to meet them proved adequate.
(4) Have new external developments been incorporated
into the plan when they occurred, and have major com-
pany programs been continuously reviewed within the
long-range planning perspective. (5) Has return on
investment fared better than industry competition.
And, (6) Has the company led or followed in product,
market, and facility development. (1972, p. 210)

Essentially, if predictions about the future are

fairly accurate, and unanticipated situations can be handled

effectively, then the planning effort may be judged as

successful.

24
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III. ANTHONY'S MANAGEMENT CONTROL MODEL

A. MANAGEMENT CONTROL SYSTEMS

1. Planning and Control Processes

"Two of the most important activities in which all

managers engage are (1) planning and (2) control. Planning

is deciding what should be done and how it should be done,

and control is assuring that the desired results are ob-

tained" (Anthony, 1980, p. 2). Planning goes on at all

levels in an organization. Control is also an activity that

is carried on throughout the organization. Anthony organizes

planning and control around three processes:

- Strategic Planning

- Management Control

- Operational Control

All of these processes involve both planning and control

activities. The relative importance of planning vs. control

distinguishes the three processes. (Figure 3 represents

the relative emphasis on planning as compared with the

emphasis on control for each process.) Management control,

relative to the other processes, is of primary interest.

a. Strategic Planning

Organizations have multiple goals, and normally

top management is responsible for deciding what the goals

should be. "Top management also decides on the general
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Figure 3. Relative Importance of Planning and Control
(Anthony, 1974, p. 302)

nature of the activities that the organization should under-

take in order to achieve their goals; these are its strate-

gies" (Anthony, 1980, p. 2). By definition, "strategic

planning is the process of deciding on the goals of the

organization, on changes in these goals, on the resources

used to attain these goals, and on the policies that are to

govern the acquisition, use, and disposition of these re-

sources" (Anthony, 1974, p. 299).

b. Management Control

The management control process accepts the given

strategies and focuses on implementing the strategies.

Strategies must be communicated to the managers of all units

and the efforts of each manager must be coordinated. By

definition, "management control is the process by which

managers assure that resources are obtained and used effec-

tively and efficiently in the accomplishment of the organi-

zation's goals" (Anthony, 1974, p. 300).
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c. Operational Control

Operational processes facilitate the day to day

activities of the organization. Operational control is dis-

tinguished from management control in that it involves little

management judgment and requires little interaction among

managers. By definition, "operational control is the process

of assuring that specific tasks are carried out effectively

and efficiently" (Anthony, 1974, p. 300).

B. THE MANAGEMENT CONTROL PROCESS

The principal steps in the management control process

are programming, budgeting, operating, and reporting and

analysis. This process is a closed loop process (Figure 4).

Evaluation of actual performance leads back to a re-look at

the first step, programming.

External Information

BUDGETING

External /External

InformationI a

PROGRAMMING OPERATING AND
MEAS UREMENT

STRATEGIES

Consideration External
of new Information
strategies

REPORTING AND ANALYSIS

Figure 4. Phases of Management Control Process

(Anthony, 1980, p. 15)

27



1. Programming

"Programming is the process of deciding on the pro-

grams that the company will undertake and the approximate

amount of resources that are to be allocated to each program"

.(Anthony, 1974, p. 302). Decisions are made within the con-

text of the goals and strategies the organization has previ-

ously identified. The programming phase has two aspects:

(1) the proposed programs for the immediate period, and

(2) fitting together the specific programs into the organi-

zation's overall or long-range plan. A long-range plan is

usually 5 years ahead, but could be from 3 to 20 years.

Programs covering several years tend to define the organiza-

tion's overall direction. Approved programs, for the immediate

period or covering several periods, form the basis of the

budgeting process.

2. Budgeting

A budget is a plan expressed in dollars covering a

specific time period. In the budgeting process the program ---

is translated into terms that correspond to the areas of

responsibility of those who are charged with executing it.

The budget is a statement of the outputs that are expected

during the budget year and the resources that are to be used

in achieving these outputs. Budgets are useful for the

following purposes: "(1) for making and coordingating plans,

(2) for communicating these plans to those who are responsi-

ble for carrying them out, (3) in motivating managers at all
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levels, and (4) as a standard with which actual performance

subsequently can be compared" (Anthony, 1974, p. 322).

3. Operating

During actual operations, records are kept of re-

sources consumed and outputs achieved. Cost data are used

as a basis for future programming. Internal auditing proce-

dures are used to ensure collecting accurate data and a

minimum of departure from the plan.

4. Reporting and Analysis

Accounting information compares planned outputs and

inputs with actual outputs and inputs. Reports containing

this data are used as a basis for coordinating and controlling

the current activities of the organization; for evaluating

operating performance to decide to continue, change, or dis-

continue an activity; and as a basis for program evaluation.

C. MANAGEMENT CONTROL SYSTEM CHARACTERISTICS

Anthony lists the following as the principal character-

istics of a management control system (Anthony, 1975, p. 462).

1. Programs

A management control system focuses on programs and

responsibility centers. (Note: The term responsibility center

means any organization unit that is headed by a responsible

manager.)

2. Data

The information in a management control system is

(1) planned data such as programs, budgets, and standards;

and (2) actual results.
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3. Total System 2
A management control system is a total system in

that it provides information about each part of the organi-

zation and the manager is concerned with balancing all of the

parts. ]
4. Financial Structure

The management control system is usually built around

a financial structure. Resources and revenues are expressed

in dollars.

5. Rhythm

The management control process is rhythmic. Activi-

ties are according to a step-by-step procedure with a given -

timetable using specific forms.

6. Integration

A management control system is a coordinated, inte-

grated system. Collection of actual performance data is in

a format consistent with planned performance data.

D. BEHAVIORAL ASPECTS OF MANAGEMENT CONTROL

1. Behavior

The management control process involves people from

the lowest responsibility center to the highest management

position. Anthony lists several aspects of behavior that

are essential to an understanding of the management control

process (Anthony, 1974, p. 309).
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a. Behavior

Individuals in organizations have personal goals

that may be expressed as needs: both material such as money;

and psychological such as the need for achievement, power,

or a sense of personal worth. The importance of these needs

varies with different people and with the same person at

different times.

b. Motivation

Individuals are influenced both by expectation

of reward and by the fear of punishment. Money is a valued

reward, up to a point. Motives may be unconscious or unclear.

Motivation is weakest when the person perceives the goal to

be too difficult or too easy to attain. Applying some type

of pressure to gain performance improvement is usually

ineffective.

c. Goal Congruence

A management control system should encourage

people to take actions that are perceived as in their self-

interest and also in the best interests of the organization.

d. Cooperation and Conflict

Subordinates react to top management direction

according to how the demands affect the subordinate's per-

sonal needs. Conflict often exists. At the same time, a

certain amount of cooperation must exist in order for work

to be accomplished.
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2. Implications

An awareness of human behavior has some direct

implications for the management control process. Anthony

lists six relevant areas (1974, p. 314).

a. Management Sponsorship

Managers must be convinced that top management

considers the control system to be important. If top manage-

ment pays no attention to the control process, subordinates

will do likewise.

b. Participation and Understanding

Individuals must agree that the standards they

are being evaluated against are appropriate and fair. If L.

there is no agreement, then an evaluation will likely be re-

jected or resented. A way to lessen this problem is to allow

the individuals to participate in the standards setting

process.

c. Rewards

Management control systems are dependent upon

the actions that top management takes in response to reported

performance. Poor performance cannot be ignored, strong

performance must be recognized. Also, agreement must exist

that the basis of measurement is fair.

d. Focus on the Line Manager

The line managers are the focal points in manage-

ment control. Subordinates take direction from their line

superiors and they should receive any praise or criticism

from their line superiors, not from staff personnel.
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e. Need for Internal Consistency

Performance actually desired by top management

must be consistent with the aspects of performance being

measured. If several behaviors are being measured, an indi-

vidual may be uncertain as to the relative weights of each

i performance measure and place emphasis in an area not intended

by top management as important.

f. Individual Differences

As stated, individuals differ in their needs and

in their reactions to rewards and punishments. A good manage-

ment control system allows for the manager to recognize these

differences and respond accordingly.
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IV. ANALYSIS

The strategy and strategic planning process literature

was reviewed with the Anthony management control process

model in mind. Several ideas emerged as issues to be high-

lighted as important to the understanding of the relation-

ships between the strategic planning process and the management

control process. The ideas discussed in this section in-

clude: strategy making methods, strategy vs. operations,

role of the planner, financial management issues, the reality

gap, implementing strategy, the concept of strategic control,

an integrated planning-controlling system, behavioral science

and planning and control, control systems, and planning or

control.

A. STRATEGY MAKING METHODS

Approaches to strategic planning are as varied as the

organizations engaging in planning. Argenti (1974, p. 721

suggests that strategic decision-making is accomplished in

three basic ways: by intuition or "entrepreneurial flair,"

on an ad hoc basis, or by an established system or process.

Ideally, corporate strategy is designed; however, elements

of any strategy may be interlinked in conflicting ways.

Business strategy-making or policy-making in government

is also described in three modes by Mintzberg. In the entre-

preneurial mode, a "strong leader takes bold, risky actions
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on behalf of his organization" (Mintzberg, 1973, p. 44).

The characteristics of the entrepreneurial mode are:

(1) "active search for new opportunities," (2) centralized

power in the chief executive, (3) "dramtic leaps forward in

the face of uncertainty," and (4) growth as the dominant goal

(Mintzberg, 1973, p. 45).

In the adaptive mode, "the organization adapts in small

disjointed steps to a different environment" (Mintzberg, 1973,

p. 44). The characteristics of the adaptive mode are:

(1) "strategy-making reflects a division of power among mem-

bers," not clear goals, (2) reactive solutions to problems,

(3) "incremental, serial-step decisions," and (4) decision-

making is disjointed (Mintzberg, 1973, p. 46).

In the planning mode, "formal analysis is used to plan

explicit, integrated strategies for the future" (Mintzberg,

1973, p. 44). The characteristics of the planning mode are:

(1) the analyst plays a major role in strategy-making,

(2) systematic analysis, (3) "the integration of decisions

and strategies" (Mintzberg, 1973, p. 47). Figure 5 depicts

Mintzberg's three modes of strategy making.

Entrepreneurial Adaptive Planning
Mode Mode Mode

Figure 5. Mintzberg's Three Modes (1973, p. 49)
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B. STRATEGY (TOMMORROW) VS. OPERATIONS (TODAY)

Often management decisions affect the current short-term

period and also have an impact upon long-term strategic goals.

A single decision may not be viewed as that critical; but,

many individual decisions can have a cumulative effect.

Banks (1979, p. 113) states short-term vs. long-term trade-

offs are more likely to occur in the form of "(1) postponing

capital outlays, (2) deferring operating expenses, (3) reducing

operating expenses, and (4) other operating changes (-such

as, product mix, marketing strategy, or pricing)." Trade-offs

are not random but influenced by two primary considerations.

First, performance evaluation is important. If short-term

performance is rewarded, then short-term goals will be se-

lected. Second, if a balance between short-term and long-term

goals is not communicated by the organization, then there

is a tendency to select short-term goals because they are more

visible.

Management can control the trade-off decisions in several

ways (Banks, 1979, p. 117). First, realistic goals minimize

undesirable trade-offs. Second, longer range evaluations

emphasize long-term goals. Third, line management involve-

ment in both strategic and operating plans creates an under-

standing of how the two relate. Fourth, planning and review

sessions can be used to discuss short vs. long-term trade-offs.

Finally, changing key personnel or creating a new unit to

achieve a better balance between long and short-term trade-offs
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may be more effective than trying to change the entire

organization.

C. ROLE OF THE PLANNER

The function of control has some well established methods

that are widely applied. The function of long-term planning

has more recently acquired a degree of definition. Specif-

ically, the role of the corporate planner has developed in

several respects (Steiner, 1970, p. 134). The corporate

planner is now considered to be performing an important and

necessary function for management. The converted old-line

operating manager has been replaced by a person recognized

as a professional coordinator, not a "salesman." The cor-

porate planner has assumed a much more active role in change

implementation rather than merely a full time paper analyst.

Planning has become more sophisticated in procedures and tools

available. The art of developing long-range objectives has

developed rapidly.

The role of the corporate planner will continue to expand.

Planners will be more involved in the decision-making process

at the top levels (Steiner, 1970, p. 136). Greater attention

will be focused on the environment not only to look for

economic changes, but, also to identify changes in social

values. Companies attuned to attitude changes will have a

competitive advantage. Steiner also discusses that planners

are performing two different functional tasks. The need for

better decision-making demands better analytical tools. And,
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larger companies demand a more complicated planning system.

Finally, as planners become more skilled at understanding

the environment, so will they become more able to identify

opportunities and threats and guide the organization through

changes.

D. FINANCIAL MANAGEMENT ISSUES

Several issues emerged which could be of particular

interest to the manager with specific financial responsibilities.

1. Linking Strategic Planning and Budgets

Three characteristics of the strategic planning proc-

ess impact on management accounting, specifically budgeting

(Seed, 1980, p. 14). First, strategic business units com-

pete for limited resources, which must be allocated. Second,

strategic plans may be structured differently from operating

plans and budgets. Third, strategic plans may be prepared

in isolation from operating plans. Strategic plans may vary

in timing, whereas, operating plans will usually be cyclical.

2. Traditional Accounting Modes May Hinder Planning and
Control

Vangermeersch (1973, p. 10) suggests that four aspects

of traditional accounting may be a hindrance to planning and

control. Selection of the corporate fiscal year should coin-

cide with the natural business year. Financial statements

for an unnatural business year are a consolidated statement

of two partial, separate accounting periods making management

policy difficult to assess. The year as the focal point for
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accounting may also be a hindrance. Some projects are longer

than one year. Writing off expenses annually, for a project

that is several years long, may distort management's view

of the value of the effort. Accounting has usually been

concerned with dollar information only. Information about

operations in nondollar terms is also there and could be

valuable to managers. Finally, very often accounting reports

are geared to stockholder needs and tax considerations.

Alternative accounting policies could provide useful infor-

mation for planning and control purposes.

3. Role of the Controller

A controller has many opportunities to enhance the "

performance of the organization--not by increasing sales or

creating a new product, but by improving the bottom line

figure. One of the opportunities to do this is to get in-

volved in long-range planning. Johnson (1972, p. 471 sug-

gests that the controller look beyond the conventional account-

ing cycle and think in terms of operating different budgets

concurrently. The current budget may be the traditional year

in length. The strategic budget may be three or five or

more years. The controller would be valuable by coordinating

the concurrent plans. The controller should be concerned

with establishing the natural business cycle for the organi-

zation, and establishing accounting systems for the future.

Vander Weele (1980, p. 381 further suggests that the

controller could serve as a link between interests in the

organization, be an objective balancing force in the planning
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process, and be specifically concerned with the long-term

impact of current financial decisions.

4. Relating Short-term and Long-term Budgeting

"The primary functions of the budget are to communi-

cate expectations and to aid in the allocation of resources"

(Grossman, 1982, p. 24). Figure 6 depicts how long-term

strategy is made up of a series of short-term strategies.

LONG TERM STRATEGY BROAD AREAS OF CONCERN, GENERAL
GUIDELINES

SHORT TERM STRATEGY SPECIFIC GUIDELINES, DETAILED
DIRECTIONS

0 1 2 3

years

Figure 6. Long and Short Term Strategies

Each short-term plan is a step towards the long-term plan,

with the achievement of the long-term plan as the goal.

5. Budgeting Helps and Conflicts with Planning

Budgeting helps the planning process by: being an

aid to communication; serving as a tool for evaluation of a

program compared to other programs; improving the coordina-

tion of efforts; and as a control technique (Ewing, 1968,

p. 101). Budgeting conflicts with the planning process: by

sometimes being equated to planning; when budgeting personnel

are expected to also do the planning function; and by
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treating the budget as a forecast rather than the "statement

of management action" (Ewing, 1968, p. 108) that it is.

E. A REALITY GAP

The concept of strategic planning has enjoyed much atten-

tion and popularity since the 1970's. Paul (1978, p. 124)

suggests this is true because strategic planning appeared to

promise managers some control over the future, and imple-

mentation techniques were available. However, planning does

not guarantee the future, and managers learned several lessons.

First, quantitative measures (financial data) tended to be

the focal point of the planning. Often financial forecasts

(usually optimistic goals of top management) differed from

the actual performance (usually more accurately predicted by

the mid-level managers). Management then focused on the dis-

parity or "gap" between expected results and actual results.

Trying to close the gap only demonstrated that controlling

the future required more than a plan. Second, it is diffi-

cult to tell whether strategic planning failures resulted

from a poorly executed plan or as the result of a poorly con-

ceived plan. Third, there remains the inability to predict

the future situation, and the tendency to forget the value

of the planning process and focus on the plan itself.

F. IMPLEMENTING STRATEGY

Roush discussed four factors critical to successful

strategy implementation. Organizations that adopted strate-

gic planning sometimes expected the "new ideas" to be successful
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within the "old" management system. Roush (1980, p. 4)

states implementing a new strategy effectively depends on:

"(1) organizational structure, (2) people--the right people

in the right jobs, (3) culture--viewpoint on the right way

to do things, and (4) control systems--which support imple-

mentation and assess performance." Each factor is important.

The aspect of control is the major interest in this thesis.

Key participants in the strategy implementation process are

the chief executive officer (CEO), chief planning officer,

and the controller. Unless the CEO gives strategy consistent

attention, operating managers will focus their efforts some-

where else. The planner is chief administrator of the proc-

ess. A new strategy may require changes in the controller

function and responsibilities.

"Since effective implementation can make a sound strate-

gic decision ineffective or a debatable choice successful,

it is as important to examine the processes of implementation

as to weigh the advantages of available strategic alterna-

tives" (Andrews, 1980, p. 27). Andrews discusses strategy

implementation as a series of administrative subactivities.

Organization structure and relationships are important.

Organizational processes and behavior Cstandards, motivation,

control systems, recruitmentl must support the purposes of

the organization. And, top leadership may be decisive in

accomplishing a strategy.

Lorange (1976, p. 751 identifies six factors to consider

regarding strategy implementation. How to communicate the
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corporate goals is a concern. The goal-setting process for

the divisions may be a top-down or a bottom-up method. The

ability to scan the environment to facilitate adaptation of

the corporation is critical. Subordinate managers will be

dividing their resources among quantiative and qualitative

concerns. The corporate planner's role is system maintenance

and coordination of the planning effort. Lastly, the link-

ing of planning to budgeting is a gradual process of narrow-

ing choices and of final commitment to an alternative.

C. THE CONCEPT OF STRATEGIC CONTROL

A relatively new concept in the strategy literature is

the idea of strategic control. Lorange (1983, p. 51) defines

the final management process element intended for monitoring

progress in strategy implementation as strategic control.

The strategic control process is represented by Figure 7.

CONTROL, MONITORING

13ETSTRATEGIC OPERATING i
IT STRATEAGIC

Eo ;S IPROGRAMS 
-

BUDGETS
J°

Figure 7. Strategic Control Process (Lorange, 1983, p. 52)

The first step of the process "assesses how well the

critical assumptions underlying an objective are actually
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holding up" (Lorange, 1983, p. 52). Changes in assumptions

may cause a revision to the stated objectives. Second,

there must be a mechanism to follow strategic programs.

Third, budget control methods should distinguish between

strategic and operating budgets. A basic issue in strategic

control "is to be able to reconcile the tradeoff between

near-term and longer-term aspects of performance" (Lorange,

1983, p. 53).

Bales cites three reasons for strategic control failure

(1977, p. 20). First, superficial analysis sometimes merely

provides a rationale for keeping the status quo. Analysis

may easily be misapplied or misinterpreted. Second, mono-

lithic planning may result from using data developed for one

purpose to justify or base another function upon. Third, an

independent review process, lacking in critical challenge,

may allow poorly developed strategies to be approved. Grind-

ing through the process does not guarantee results.

H. AN INTEGRATED PLANNING-CONTROLLING SYSTEM

Berry relates strategic planning to controlling by an

intermediate process called "action planning." Figure 8

represents the three phases of his model.

The first phase of Berry's model is strategic planning

which involves assessing (1) the external environment,

(2) internal strengths and weaknesses, and (3) threats and

opportunities; and determining the organization's master

strategy. Second, action planning integrates strategy and
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Figure 8. Integrated Planning-Controlling System
(Berry, 1981, p. 14)

operations. Action plans (1) specify clear objectives,

(2) identify activities, (3) assign responsibility and

authority, (4) establish time and resource requirements,

and (5) communicate and coordinate (Berry, 1981, p. 14).

Third, the controlling process establishes standards, pro-

vides for collecting data on actual performance, evaluates

performance, feedsback results, and takes corrective action.

Feedback is the key to this phase.

I. BEHAVIORAL SCIENCE AND PLANNING AND CONTROL

The essence of modern planning and control is "efficient

and effective allocation of human, physical, and financial

resources to attain the objectives of the organization" (San

Miguel, 1977, p. 177). An understanding of behavior is

necessary and complex. San Miguel examines behavior on three

levels: the individual, the small group; and the large,
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complex organization. Research on the individual highlights

that control systems have a significant impact on individual

behavior; participation in goal setting can motivate per-

formance; and individuals vary with regard to ability, risk-

taking, and decision-making (.San Miguel, 1977, p. 178).

Research on behavior in small groups highlights that each

individual brings unique experience and values to a group;

but, must now interact in a social setting regulated by

factors such as leadership, role differentiation and expec-

tations, authority, communications, and rewards (San Miguel,

1977, p. 180). It is suggested that group cohesiveness,

group size, group structure, and communications networks are

important factors in examining management planning and con-

trol systems (San Miguel, 1977, p. 181). Behavioral research

at the organizational level seeks to understand and improve

the internal decision-making processes. Reporting and con-

trol systems determine the information flow across subunits

critical to decision-making.

In summary, "behavioral research has come full circle--

from an emphasis on individual behavior to an emphasis on

complex organizations and then back to an emphasis on the

individual as an active participant in large, complex

organizations" (San Miguel, 1977, p. 183).

J. CONTROL SYSTEMS

Management control systems have been described as pri-

marily structural or behavioral (Ansari, 1977, p. 101). The
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structure element is "the rules for the measurement, collec-

tion, processing, and transmission of information" (Ansari,

1977, p. 102). The behavioral element is "the set of social

relationships through which (control) systems achieve their

goals" (Ansari, 1977, p. 102).

The structural approach is a rational view of control as

a problem of designing the most effective information net-

work. Concerns include how to measure variables at different

levels; how to recognize significant disturbances; when and

how often to feedback and feedforward to management; to what

extent information will be summarized or integrated; and how

often to provide feedback to subordinates (Ansari, 1977,

p. 103).

The behavioral approach views control as a problem of

designing the social relationships by which an organization

will operate most effectively. Control was first described

in terms of formal power and economic rewards. Later, it was

recognized that social needs as well as economic needs had

an impact upon performance. The current behavioral approach

to control is a contingency view, or the view that appro-

priate control varies according to the situation.

Ansari concludes (1977, p. 105) that "structuralists fail

to recognize the impact of people on information structures,

behavioral writers tend to ignore the effect of information

on people." What is needed is a broader view of control

systems which considers the interrelationship between infor-

mation and people.
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K. PLANNING OR CONTROL

Effective planning would be expected if planners at all

levels were thoroughly competent, adequate time was avail-

- able, and accurate and sufficient information was readily

.available. However, planners must operate in an environment

of uncertainty, with limits and constraints. Hughes (1978,

p. 1) suggests that management control will be no better

than the quality of the planning effort. The better and

more complete the planning process, the more effective the

management control process can be.

In contrast, Green (1976, p. 42) suggests that control

is really a cover for poor planning. Perfect planning could

perfectly predict the future and control would be unnecessary.

His assumption is that people are concerned about organiza-

tional goals to the extent that they contribute to personal

goals. Therefore, control is a manager's insurance against

an unpredictable future.

Both views serve to highlight the interrelationship be-

tween the planning process and the controlling process. A

skillfully directed planning effort would probably also in-

clude meaningful control mechanisms which would be viewed as

useful management tools and not just "hammers" to assure

performance. Certainly any control mechanism or report used

to feedback results to management must be regularly reviewed

for validity.
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V. SUMMARY AND CONCLUSIONS

A. STRATEGIC PLANNING VS. MANAGEMENT CONTROL

Forsyth (1973, p. 97) provides a brief sunuary comparison

of the strategic planning process and the management control

process.

Strategic Planning Management Control

Definition Strategic planning is Management control is
the process of decid- the process that ensures
ing on objectives, that objectives are
resources required, accomplished effec-
and policies that tively and efficiently.
govern the use of -

resources.

Cycle Can be irregular to Regular, repetitive
respond to unpredicta- cycle.ble environment.

Structure Various analytical Uniform financial
techniques. structure.

Outcomes Expected results of To influence actiona plan. intended to lead to
desired results.

Timeframe Longer horizon. Shorter intervals.

Information External, predictive. Internal, historical,
integrated.

Stability Strategy must be Control is an estab-
continuously reviewed lished process.
and articulated.

B. THE IMPACT OF STRATEGIC PLANNING ON MANAGEMENT CONTROL

The tool for implementing strategic planning decisions

is the management control system. The management control

49

~~~~~~~..- .................. -............. , ....- .. . . . . . .. .



system will be effective if expectations are clearly communi-

cated, managers are motivated toward the corporate goals,

and the system effectively monitors how appropriate the

strategies continue to be. Successfully integrating the

strategic planning process with the management control sys-

tem will depend on how well results can be tracked and

measured and how effectively performance evaluation systems

reflect the longer-term organizational strategies (Forsyth,

1973, p. 101).

C. STRATEGIC PLANNING PROBLEMS

Regardless of how sincere the strategic planning effort

is, there remains the problem that forecasting the future

situation is not controlling it. Many reasons exist to cause

the planning effort to fail.

Argenti (1974, p. 27) describes three roadblocks to

planning. There remains an overhwelming pressure to produce

short-term results. The chief executive officer (CEO) may

be more skilled at "getting things done" than reflective

thought about long-term goals. Finally, planners are some-

times still passive analysts in the process. They have

theoretical skills but are weak in the political skills

necessary for action. Hussey (1971, p. 24) also cites faults

of the CEO, and faults of the planner as reasons why a planning

effort may fail. Additionally, Hussey notes an organization

may not be ready for an advanced planning effort.
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Steiner provides a wider view of why long-range planning

may be faulty (Denning, 1971, p. 250). First, problems may

exist in conceiving and understanding the process of planning.

Top management support may be lacking, the planning staff

role may be poorly defined, miraculous immediate results may

be expected, and failure to realize planning means change

may be adversely impacting upon the planning process. Second,

problems may occur in developing an adequate plan and estab-

lishing realistic objectives, policies, and strategies.

Unclear goals, unrealistic strategies, inadequate time to

plan, weak staff, poor review, or not relating short and long

term plans commonly weaken the planning effort. Third, pro-

cedures for effective planning may not be established. Lack

of procedures, lack of a written plan, dependence on one

person, insufficient data, and keeping the planning process

separate from operations contribute to a failure in planning.

D. OVERCOMING STRATEGIC PLANNING ROADBLOCKS

Mockler (1972, p. 30) offers practical guidelines for

overcoming roadblocks to strategic planning. Clear communi-

cation of the purpose of the planning effort is necessary.

Adequate staff is needed. Both staff and line managers must

be involved in planning implementation. Top management must

be supportive of the planning effort. Some formality and

discipline must be introduced into the process. Specific

responsibilities must be assigned to specific people with a

time requirement. Lastly, the act of planning is as important
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as the plan itself because it improves communication and

provides a measure of achievement. -,

E. CONCLUSIONS: LINKING THE STRATEGIC PLANNING PROCESS
AND THE MANAGEMENT CONTROL PROCESS

The purpose of this thesis is to review and integrate

the literature describing the relationships between the

strategic planning process and the management control proc-

ess. The conceptual framework for comparison of the two

processes was presented in Figure 1. The conclusions record

the elements or dimensions that have been identified as link-

ing the two processes.

Many dimensions link the two processes in positive mutually

supportive ways.

- The processes overlap. Strategic control and action
planning describe the area of overlap.

- Because predicting the future cannot be perfect,
planning cannot be perfect and control is necessary
to provide feedback on planned vs. the actual situation.

- The need for an organization to cooperate in order to
survive will help coordinate the processes.

- Top management support for the planning process will
get the attention of managers at all levels.

- Articulation of clear goals allows better objectives
to be identified and more meaningful measures to be
selected.

- Standards identified in plans become the basis for
measurement in control mechanisms.

- Feedback from control mechanisms provides a basis for
strategy review.

- Participation in planning opens communications within
the organization.
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- Both processes include timetables and goals and encourage
a future orientation for the organization. Planning
selects the desired state and control monitors progress
toward the desired state.

- Both staff and line management involvement in planning
and controlling will coordinate the functions.

- Key managers who understand and participate in both
processes can serve to integrate the functions of
planning and control.

- Planners are becoming more skilled at applying techniques
that coordinate the two functions.

- The controller may be able to play a more significant

role in the planning process by coordinating concurrent
plans or by serving as an objective balancing force in
the planning process.

- A financial structure links the two processes.

- Strategic plans may be articulated in terms of programs,
and budgeting is executed by programs.

- The budget is a primary tool of control.

- Th3 general information flow within an organization may -

connect and facilitate the processes.

- Reward systems can tie desired and actual performance.

- Management control is sometimes considered short-term
strategy which combines in series to produce the
longer-term strategy.

- Planning is about relating goals to resources. Con-
trolling is about relating the efficient use of resources
to achieve stated goals.

Other dimensions link strategic planning and management

control in ways that cause conflicts between the two processes.

- A poor understanding of planning may cause unrealistic
expectations regarding results, in turn making control
more difficult.

- The planning process may be misused or misapplied.

- Management choices often will favor either today or
tomorrow, but not both.
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- A weak understanding of roles by planners and controller
or general conflict within an organization may gap the
processes.

- Partial or random planning will weaken control efforts.

- Performance measures may emphasize short-term goals only.

- Organizations may not be ready for change, planned or j
otherwise.

- Individual resistance to plans or control measures may
exist.

- The reality of limited resources may degrade one or
both of the processes.

Plans or control measures in dollar data only may cause
conflict between the processes.

- General uncertainty throughout an organization may
create a poor climate for successful planning and
controlling.

- Coordinating annual plans and multi-year plans may be
difficult.

- Plans may poorly define output measures. Invalid or

surrogate measures may result.

Most of the elements or dimensions identified above could

be placed in either or both categories depending on the situa-

tion. No single dimension stands out as a must be present or

must not be. present criteria. The ultimate value of planning

and control is achieving desired results. The literature

suggests that those managers who understand how to inte-

grate the planning and controlling processes produce better

performance. Essentially, good management produces an inte-

grated planning-controlling system in an organization. Good

management identifies clear goals; produces complete plans;

matches values, goals, and resources; assures appropriate

action; copes successfully with change; and makes effective

use of feedback tools for evaluation.
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